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I. INTRODUCTION 1 

Q. Please state your name, occupation and business address. 2 

A. My name is Daniel McCarthy.  I am Executive Vice President and Chief 3 

Operating Officer of Frontier Communications Corporation (“Frontier”).  My 4 

business address is 3 High Ridge Park, Stamford Connecticut, 06905. 5 

 6 

Q. Are you the same Daniel McCarthy who filed direct testimony in Case No. UM 7 

1431? 8 

A. Yes, I am. 9 

 10 

Q. What is the purpose of your testimony? 11 

A. I am providing rebuttal to the direct testimonies of: 1) Mr. Michael Dougherty, on 12 

behalf of the Staff of the Public Utility Commission of Oregon (“Staff”);1 2) Mr. 13 

Jorge Ordonez, on behalf of the Staff;2 3) Ms. Irina Phillips, on behalf of the 14 

Staff;3  4) Mr. Roger White, on behalf of the Staff;4 5) Mr. William Solis, on 15 

behalf of Comcast Phone of Oregon, LLC d/b/a Comcast Digital Phone 16 

(“Comcast”);5 6) Mr. Michael D. Pelcovits, on behalf of Comcast;6

                                                 
1 Pre-Filed Direct Testimony of Michael Dougherty, Public Utility Commission of Oregon, Staff Exhibit 
100, November 2, 2009 (hereafter “Dougherty Direct”). 

 and 7) Bob 17 

2 Pre-Filed Direct Testimony of Jorge Ordonez, Public Utility Commission of Oregon, Staff Exhibit 200, 
November 2, 2009 (hereafter “Ordonez Direct”). 
3 Pre-Filed Direct Testimony of Irina Phillips, Public Utility Commission of Oregon, Staff Exhibit 300, 
November 2, 2009 (hereafter “Phillips Direct”). 
4 Pre-Filed Direct Testimony of Roger White, Public Utility Commission of Oregon, Staff Exhibit 400, 
November 2, 2009 (hereafter “White Direct”). 
5 Pre-Filed Direct Testimony of William Solis, on Behalf of Comcast Phone of Oregon, LLC, November 2, 
2009, Confidential Version (hereafter “Solis Confidential”). 
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Jenks and Gordon Feighner, on behalf of the Citizens’ Utility Board of Oregon 1 

(“CUB”).7

   3 

 2 

Q. Can you summarize your testimony? 4 

A. Yes.   I will respond to the issues raised by Staff and the conditions they propose.  5 

I disagree with various of the concerns identified by Staff witnesses and the need 6 

for the conditions they advocate.  There is no factual basis for the extraordinarily 7 

onerous financial conditions proposed by Staff related to ring fencing and related 8 

to the transition of the operations support systems from Verizon to Frontier.  9 

However, as specifically set forth below, Frontier can agree to several of the 10 

standard regulatory conditions proposed by Staff that relate to existing 11 

Commission regulatory requirements and post-closing reporting.  Naturally, I 12 

stand by the commitments I made in my direct testimony regarding the 13 

continuation of Verizon’s current service obligations.  With the inclusion of these 14 

conditions, as modified, the concerns raised by the Staff and intervenors are 15 

eliminated. 16 

In addition, in response to arguments made by the Staff and other intervenor 17 

witnesses, I will testify regarding six general subjects, with an emphasis on the 18 

“risks” alleged by Staff.  19 

• The Proposed Transaction poses no harm or significant risk of harm 20 

to consumers. Frontier proposes to offer the terms, conditions and prices 21 

of Verizon Northwest’s tariffs and price lists as of the closing.  Upon 22 

completing the transaction, existing retail customers will continue to 23 

                                                                                                                                                 
6 Pre-Filed Direct Testimony of Michael D. Pelcovits, on Behalf of Comcast Phone of Oregon, LLC, 
November 2, 2009, Confidential Version (hereafter “Pelcovits Confidential”). 
7 Pre-Filed Direct Testimony of Bob Jenks and Gordon Feighner, Opening Testimony of The Citizens’ 
Utility Board of Oregon, November 2, 2009 (hereafter “Jenks/Feighner Direct”). 
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receive the same regulated intrastate services on the same terms and 1 

conditions under their existing contracts, agreements, price lists and tariffs 2 

at the time of closing.  This, along with Frontier’s willingness to accede to 3 

certain specific conditions proposed by Staff, as described below, will 4 

ensure that the transaction will be transparent to current Verizon customers 5 

in Oregon.    6 

• Frontier is a financially sound operator committed to rural markets.  I 7 

assert that Frontier is a financially sound carrier, and I concur with the 8 

rebuttal testimony of David R. Whitehouse, Frontier’s Senior Vice 9 

President and Treasurer, regarding the company’s financial strength, both 10 

before and after the transaction.   I emphasize that Frontier will have credit 11 

metrics superior to those of the other major non-RBOC ILECs except 12 

CenturyLink (the combined CenturyTel Inc. (“CenturyTel”) and Embarq 13 

Corporation (“Embarq”), which, combined with the other evidence 14 

provided by Mr. Whitehouse, should assure the Public Utilities 15 

Commission of Oregon (the “Commission”) that Frontier will have an 16 

exceptionally strong financial profile.   17 

• Frontier will make new investments to enhance and expand the 18 

broadband network in Oregon.  Frontier’s business plan revolves 19 

around broadband and it has the capacity to improve investment and 20 

operations in Oregon.  Staff has focused on its concerns about potential 21 

risks, not demonstrable harm, and has paid little attention to the 22 

affirmative benefits associated with new investment.  One of the key 23 
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public interest benefits of this transaction will be increased broadband 1 

deployment and subscribership in Oregon.  As of June 30, 2009, Verizon 2 

offered broadband service to approximately 62.5% of the customers in the 3 

Verizon Separate Telephone Operations (VSTO) service areas and to 4 

approximately [BEGIN CONFIDENTIAL] 70% [END 5 

CONFIDENTIAL] of households in its Oregon service area.  By contrast, 6 

as of that time, Frontier offered broadband to approximately 92% of its 7 

customer base in its existing service areas and 95% of the households in 8 

its Oregon service territory, which is even more impressive as those areas 9 

are on average more rural than the VSTO areas.8

• Frontier has a proven transactional skill set and track record.  17 

Frontier has a history of successfully executing acquisitions and 18 

seamlessly integrating acquired operations into its existing business.  As a 19 

result of its historical transactional activity, Frontier and its management 20 

team have developed the requisite competencies, and have demonstrated a 21 

  This commitment to 10 

broadband, particularly to unserved or underserved customers in the 11 

VSTO areas, has been described as a critical component of Frontier’s 12 

business plan in every submission in this proceeding.  In my rebuttal, I 13 

will provide responsive testimony concerning the benefits and other issues 14 

with respect to investment and broadband-related matters expressed in the 15 

testimonies of the Staff and the interveners’ witnesses. 16 

                                                 
8 Frontier’s existing service territories have an average of 13 lines per square mile, whereas the VSTO 
properties have an average of 37 lines per square mile, indicating that the VSTO properties have almost 
three times the density of Frontier’s existing operations. 



  FTR Reply/200 
McCarthy/5 

 5 

compelling track record that Frontier can execute successfully on the 1 

VSTO acquisition.  The financial projection model for this transaction is 2 

consistent with Frontier’s past experience and practices.  As a result, 3 

Frontier is confident that its model is appropriate, reflecting the input of 4 

executives with many years of successful operational and transactional 5 

experience.  In particular, Frontier’s managers have extensive experience 6 

with acquisitions, and the issue raised by Staff concerning the fact that 7 

senior management is drawn from other industries should be perceived as 8 

an asset rather than as a liability. 9 

• Frontier’s projected synergies are achievable, but not necessary to 10 

make the transaction attractive or Frontier financially strong.  The 11 

$500 million synergy target published by Frontier is its estimation of the 12 

potential and realistic cost savings that can be achieved as a result of this 13 

combination.  The synergy target is within the range of synergies 14 

estimated for other transactions in the industry and is consistent with 15 

Frontier’s past experience.  However, the realization of the synergy target 16 

is not necessary to make the VSTO acquisition financially sound.  In fact, 17 

even without the realization of any synergies, the financial profile of post-18 

merger Frontier would be among the best in the independent LEC 19 

industry.  While the Staff and intervenor witnesses raise speculative 20 

concerns about the financial capacity of Frontier, my testimony and the 21 

accompanying testimony from Mr. Whitehouse will show that this 22 
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transaction is favorable for customers as well as for the financial profile of 1 

Frontier.9

• Customer services will not be disrupted or adversely impacted. The 3 

proposed transaction between Frontier and Verizon has been structured to 4 

avoid the difficulties and problems encountered by other companies such 5 

as FairPoint Communications, Inc. (“FairPoint”).  Specifically, in addition 6 

to the favorable financial structure of the transaction, Frontier will 7 

continue to utilize the same operational support systems (“OSS”) and 8 

processes currently utilized by Verizon to serve customers in Oregon after 9 

the closing of the transaction. With respect to competitive local exchange 10 

carriers (“CLECs”) Frontier will also continue to utilize the same Verizon 11 

systems and processes and Frontier will honor all of the Verizon 12 

interconnection agreements (“ICAs”) and arrangements in place following 13 

the closing.  The continued use of the Verizon systems will result in at 14 

least the same quality of services and support that customers receive 15 

today.   16 

 2 

• No conditions related to transaction approval are necessary, as the public 17 

interest benefits are demonstrable and the financial and operating plan is 18 

appropriate.  Although Frontier is willing to not oppose certain Staff 19 

conditions discussed below to simplify the case, no conditions are 20 

necessary in this transaction.  The proposed transaction will result in 21 

multiple public benefits, including new investments in network and 22 

                                                 
9 See, e.g., Dougherty Direct, p. 34, lines 14-20; Ordonez Direct, p. 13, lines 8-14; Phillips Direct, p. 3, 
lines 12-22 and p. 4, lines 1-2. 
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operations.  Importantly, the pending Frontier transaction is very similar to 1 

the CenturyTel/Embarq merger (the combined company was renamed 2 

CenturyLink), which this Commission recently approved with only a 3 

limited number of conditions.  Like the CenturyLink transaction, this 4 

combination makes the post-merger company stronger operationally and 5 

financially than it was prior to the transaction, with the result that only 6 

conditions reasonably and narrowly crafted to address specific 7 

demonstrable harms are appropriate.   8 

 9 

II. THE PROPOSED TRANSACTION POSES NO HARM OR ANY RISK OF 10 

HARM TO CUSTOMERS. 11 

Q.  Please explain your understanding of the standard for Commission approval 12 

of this transaction in Oregon?    13 

A. Mr. Mike Dougherty of Staff (at page 4) has acknowledged the Commission 14 

applies a “no harm” standard to determine whether a proposed transaction under 15 

these statutes and rules is in the public interest and that this standard is different 16 

than the standard that the Commission applies in considering whether to approve 17 

other utility (e.g., electric) transactions.  Frontier agrees with Staff on this point 18 

but is concerned that throughout its testimony Staff has effectively applied the 19 

higher standard applicable to energy transactions to this transaction and sought to 20 

impose conditions derived from energy transactions on Frontier.  Staff has 21 

proposed conditions and requirements that have never been applied to a 22 

telecommunications transaction, and are inappropriate here. 23 
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 1 

Q. Does Frontier believe the proposed transaction will benefit current Verizon 2 

customers in Oregon? 3 

A. Yes.  The transaction will yield tangible, clear, and significant benefits for 4 

Oregon.  Customers will benefit from greater investment in broadband and its 5 

availability over time.  Frontier has a proven record of achieving significantly 6 

higher broadband availability rates in its service areas, which are even more rural 7 

than the areas to be acquired from Verizon.  Nationally, Frontier has made 8 

broadband available to over 90% of the access lines it serves via network 9 

broadband investments made over the last eight (8) years.  In Oregon, Frontier has 10 

made broadband available to 95% of the households it serves.  Once this 11 

transaction is completed, Frontier’s plan is to focus on and invest in broadband in 12 

the Verizon Oregon exchanges and the other areas it is acquiring so as to 13 

approach the levels of broadband availability and subscribership in these areas 14 

that more nearly approximate those achieved in Frontier’s service territories 15 

today.  In addition, Frontier plans to offer the same innovative promotions and 16 

service offerings that have focused on the adoption of broadband by consumers.  17 

Customers will benefit from Frontier’s track record of successfully providing 18 

high-quality service in rural communities, suburban areas and smaller to 19 

moderately sized cities.  20 

 21 

Q. Has Staff provided an extensive list of recommended conditions?  22 
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A. Yes.  Mr. Dougherty (at pages 28-44) identifies fifty-three (53) specific 1 

conditions that Staff claims are required to ensure that Oregon customers do not 2 

experience any harm as a result of the proposed transaction.   This list includes 3 

numerous recommendations relating to: (1) Records/Rates/Tariffs/Access to 4 

Books; (2) Financial; (3) Service Quality; (4) Operational Support Systems; (5) 5 

Long Distance (6) Wholesale Services; (7) OTAP/Lifeline; (8) Affiliated 6 

interest/Non-regulated Operations and (8) Favored State Commitments/Waivers.  7 

 8 

Q. Does Frontier agree with these recommendations? 9 

A. For the reason stated above, Frontier does not object to some of the Staff’s 10 

recommendations, as I will identify and explain.  While Mr. Dougherty states in 11 

his testimony that Staff’s goal in this proceeding is to protect Oregon consumers 12 

from risks associated with the transaction, many of the Staff’s recommendations 13 

are unsupported and unreasonable because they seek to impose significant 14 

additional requirements on Frontier above and beyond the requirements 15 

applicable to Verizon or to any other telecommunications carrier in Oregon.  16 

Imposing additional obligations on Frontier that are not currently applicable to 17 

Verizon or other carriers is inappropriate and will potentially undermine 18 

Frontier’s ability to effectively provide service to customers in Oregon.   19 

 20 

Q. Staff has proposed the following conditions 1–3, with respect to the access to 21 

books and records and the Commission’s review of the proposed transaction:  22 

 23 
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1. Frontier shall provide the Public Utility Commission of Oregon 1 
(Commission) access to all books of account, as well as, all documents, 2 
data, and records that pertain to the transfer of the two companies. 3 
(Dougherty page 51 lines 1-4) 4 

 5 
2. The Commission reserves the right to review, for reasonableness, all 6 

financial aspects of this transaction in any rate proceeding or earnings 7 
review under an alternative form of regulation.  (Dougherty page 51 lines 8 
6-8) 9 

 10 
3. The Applicants shall immediately notify the Commission of any 11 

substantive material changes to the transfer terms and conditions from 12 
those set forth in their Application that: (1) are planned to, or in fact do 13 
occur while a Commission order approving the transfer is pending, or (2) 14 
occur before the transfer is closed, but after the Commission issues its 15 
order approving the transfer.  The Applicants must also submit a 16 
supplemental application for an amended Commission order in this 17 
docket if the substantive transfer conditions and terms affecting Oregon 18 
change as set forth in this condition.  (Dougherty page 51 lines 10-17). 19 

 20 
 Does Frontier object to these three conditions? 21 

 22 
A. Frontier does not object to Conditions #1 and #2 being included in a final 23 

Commission Order as part of the overall approval of the proposed transaction. 24 

However, with respect to Condition #3, this condition should be limited to 25 

material changes that directly impact Oregon and relate to Commission-regulated 26 

services. 27 

 28 

Q. How will Frontier’s existing operations in Oregon be impacted by the 29 

proposed transaction? 30 

A. As I explained in my Direct Testimony, no change will occur with respect to 31 

Frontier’s existing operating entities in Oregon, including Citizens 32 

Telecommunications Company of Oregon, dba Frontier Communications of 33 

Oregon and Frontier Communications of America, Inc., or with respect to any 34 
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entity holding a controlling interest in them, because the control of these 1 

companies will remain with Frontier as it is today.  These companies will 2 

continue to operate as separate entities under their existing tariffs and 3 

Commission regulatory requirements immediately following the transaction.  4 

Frontier’s existing customers will continue to receive the same services, rates, and 5 

terms and conditions. 6 

 7 

Q. Staff has proposed the following condition 4 with respect to the 8 

organizational structure of the ILECs Frontier will operate in Oregon after 9 

the closing to the proposed transaction:  10 

4. Except as authorized by this Commission, Frontier (referring to the 11 
parent company at the conclusion of this transaction) will maintain an 12 
organizational structure that includes the two separate ILECs in Oregon 13 
(no change from current allocated areas) – Citizens Telecommunications 14 
Company of Oregon (CTCO) and Frontier Northwest Inc., (collectively, 15 
Operating Companies).  Frontier (also referred to as “Company”) must 16 
file an application with the Commission should it propose to merge or 17 
consolidate the operations of the Operating Companies.  (Dougherty page 18 
51 lines 19-25) 19 

 20 
 Does Frontier object to this condition 4 in Staff’s testimony? 21 

A. No.  As I explained in my Direct Testimony, upon completion of the transaction, 22 

Frontier (under its existing name and corporate structure) and its wholly owned 23 

operating subsidiaries will own and control the assets, customer relationships, and 24 

operations of Verizon Northwest, Inc. transferred to Frontier through the 25 

transaction at issue here, as well as continue to own and control its current ILEC – 26 

Citizens Telecommunications Company or Oregon.  Frontier will operate two 27 

separate ILECs in Oregon following the proposed transaction: 28 
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• Verizon Northwest – which will be renamed Frontier Northwest and which 1 

will provide service in Oregon, Idaho and Washington.   2 

• Citizens Telecommunications Company of Oregon – will remain a separate 3 

entity following the proposed transaction.   4 

To the extent Frontier ever seeks to merge or combine the two ILEC entities it 5 

will notify and seek approval from the Commission. 6 

 7 

Q. Will the Commission’s regulatory authority or oversight of Verizon 8 

Northwest or CTC-Oregon change as a result of the proposed transaction?  9 

A. No. The current regulation of both Verizon Northwest and CTC-Oregon will 10 

remain unchanged by the transaction.  Following the transaction, Frontier 11 

Northwest and CTC-Oregon will continue to operate in conformance with the 12 

Commission’s relevant rules and regulations.   13 

 14 

Q. Staff has proposed the following three conditions related to regulatory 15 

reporting and affiliated interest requirements for the two ILEC operating 16 

companies after the closing of the proposed transaction: 17 

 18 
51. Frontier agrees that its Operating Companies will comply with all 19 

applicable Commission statutes and regulations regarding affiliated 20 
interest transactions, including timely filings of applications and reports.  21 
To the extent affiliated interest changes do occur, the Company or its 22 
Operating Companies will make the appropriate affiliated interest filings 23 
pursuant to ORS 759.390.  (Dougherty page 59 lines 26-30) 24 

 25 
52. Within 90 days after the close of this transaction, Frontier will file with 26 

the Commission affiliated interest agreements including an updated Cost 27 
Allocation Manual for services that reflect as charges and credits to 28 
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operating accounts in CTCO’s and Frontier Northwest’s Form O. 1 
(Dougherty page 59 lines 32-35) 2 

 3 
53. The certificates of all Frontier and Verizon entities certified as 4 

Competitive Providers in Oregon will remain in effect and unchanged as 5 
of the date of close of the transaction.  Thereafter, Frontier and Verizon 6 
will report any changes affecting those certificates in compliance with 7 
applicable Commission statutes and regulations.  (Dougherty page 59 8 
lines 37-41) 9 

 10 
Does Frontier object to these Staff conditions? 11 

A. No.  Frontier does not object to Staff conditions 51, 52 and 53.  12 

 13 

Q. Will Verizon’s customers be adversely impacted by the proposed 14 

transaction?  15 

A. No.  As I explained in my Direct Testimony, Frontier proposes to offer the terms, 16 

conditions and prices of Verizon Northwest’s tariffs and price lists as of the 17 

closing, which will make the transaction transparent to Verizon’s existing 18 

customers.  No regulated intrastate service existing at the time of closing will be 19 

discontinued, interrupted or have its rate increased as a result of the transaction.  20 

Upon completing the transaction, existing retail customers will continue to 21 

receive the same regulated intrastate services on the same terms and conditions 22 

under their existing contracts, agreements, price lists and tariffs at the time of 23 

closing.  This will ensure that the transaction will be transparent to current Verizon 24 

customers in Oregon.   The only significant change these customers will see is a 25 

change in the name of their service provider from Verizon to Frontier.  In 26 

addition, Frontier will not seek to recover through rates any transaction costs 27 

associated with this transaction.   28 



  FTR Reply/200 
McCarthy/14 

 14 

 1 

Q. Has Staff proposed certain conditions which relate to Frontier’s willingness 2 

to ensure that customers will not be adversely impacted by the proposed 3 

transaction?  4 

A. Yes.  Staff has proposed conditions in its testimony related to Frontier’s 5 

commitment to continue to provide service subject to the same rates, terms and 6 

conditions.  Specifically, Staff has proposed the following conditions: 7 

 8 
5. Subsequent to the transfer, the carrier name on all applicable Verizon Northwest 9 

(VNW) retail customer bills will be timely changed to “Frontier”.  Customer 10 
notification will be given to all local exchange and long distance customers per 11 
Oregon and FCC rules and regulations. (Dougherty page 51 lines 27-30) 12 

 13 
6. No regulated intrastate service or wholesale service offered to competitive carriers 14 

subject to Commission jurisdiction, offered at the time of closing will be 15 
discontinued except as approved by the Commission. (Dougherty page 51 lines 16 
32-34) 17 

 18 
7. No changes, except for the change in 7.a. below, will be made by Frontier or its 19 

Operating Companies to any rate, rule or regulation currently included in the 20 
Operating Companies’ access tariff (including special access services), retail tariff 21 
or any retail price list without properly filing a rate application.   22 

 23 
a. CTCO will offer the same Service Performance Guarantee (SPG) as listed 24 

in Verizon Northwest’s PUC Oregon No. 18. Section III, Original Sheet 25 
16. (Dougherty page 51 lines 36-43) 26 

 27 
8. An Operating Company will not advocate in any general rate case proceeding for 28 

a higher overall cost of capital as compared to what its cost of capital would have 29 
been absent the transaction. (Dougherty page 52 lines 1-3) 30 

 31 
9. Frontier and its Operating Companies will not seek recovery of one-time transfer, 32 

branding or transaction costs in Oregon intrastate regulated rate proceedings.  33 
Frontier and its Operating Companies will not seek to recover through wholesale 34 
service rates one-time transfer, branding or transaction costs.  (Dougherty page 52 35 
lines 5-9) 36 

 37 
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10. Frontier will hold retail and wholesale customers harmless for increases in overall 1 
management costs incurred by the Operating Companies that result from the 2 
transaction. (Dougherty page 52 lines 11-13) 3 

 4 
17. Frontier agrees that it will not seek to recover in Oregon intrastate regulated retail; 5 

or wholesale rates any acquisition premium paid by Frontier for Verizon 6 
Northwest.  (Dougherty page 54 lines 13-15) 7 

 8 
 9 

 10 
Q. Does Frontier object to Staff’s proposed conditions 5-10 and 17? 11 

A.  While these conditions are not necessary and are not narrowly tailored to address 12 

a specific issue or risk identified by Staff, Frontier does not object to these Staff 13 

conditions to the extent they apply to the Verizon Northwest intrastate services 14 

that are subject to the Commission’s jurisdiction and to the extent no specific time 15 

frame is identified, the duration of the condition is limited to three years.   16 

   17 

As I explained in my Direct Testimony, no change will occur with respect to 18 

Frontier’s existing operating ILEC in Oregon – CTC-Oregon will continue to 19 

operate as a separate ILEC under their existing tariffs and Commission regulatory 20 

requirements immediately following the transaction.  Frontier’s existing 21 

customers will continue to receive the same services, service rates, and service 22 

terms and conditions.  Staff has provided no support or explanation as to why 23 

these conditions should be expanded to CTC-Oregon.  Therefore, Staff’s proposed 24 

condition 7, 8 and 9 should not apply to Frontier “Operating Companies” but 25 

should be limited to Verizon Northwest.  Similarly, condition 7a, which expands 26 

and adds service quality requirements to CTC-Oregon’s tariff should be rejected.  27 

While Frontier has no objection to Frontier Northwest continuing to be subject to 28 
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the Service Performance Guarantees included in its existing tariff, Staff has 1 

provided no explanation regarding why CTC-Oregon should be subject to the 2 

Service Performance Guarantees.  In fact, as explained below, Staff has indicated 3 

that CTC-Oregon does not have service quality performance issues. 4 

 5 

In addition, Frontier is opposed to and does not agree to these conditions to the 6 

extent that the Staff is seeking to impose additional requirements on Frontier with 7 

respect to the provision of interstate services and wholesale services beyond 8 

requirements that are currently in place for Verizon Northwest today.  With 9 

respect to condition 6, Staff has proposed that Frontier Northwest not be allowed 10 

to discontinue any wholesale service offered to competitive carriers subject to 11 

Commission jurisdiction, offered at the time of closing except as approved by the 12 

Commission. (Dougherty page 51 lines 32-34).  Frontier cannot accept this 13 

condition to the extent it imposes requirements or obligations on Frontier to 14 

continue to offer wholesale services even if there is a change in federal law or the 15 

Federal Communications Commission otherwise limits or eliminates the 16 

requirements that ILECs provides certain specified services to competitive 17 

carriers.  Similarly, certain wholesale services and commercial arrangements 18 

between Verizon Northwest and competitive carriers are not subject to the 19 

Commission’s jurisdiction.  Ms. Kim Czak addresses wholesale service issues in 20 

her Rebuttal Testimony. 21 

 22 
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Lastly, with respect to all of these conditions the Staff has not identified a specific 1 

duration of time with respect to how long the condition will apply.  No condition 2 

should be longer than three years.  As noted above, the Commission will continue 3 

to have jurisdiction over the operations of Verizon Northwest and to the extent the 4 

Commission thinks specific conditions or requirements should be imposed on 5 

Frontier Northwest on an ongoing basis after three years, the Commission would 6 

have the ongoing ability to regulate and impose requirements on Frontier 7 

Northwest.  Frontier does not think it is appropriate for these proposed Staff 8 

conditions to remain in place indefinitely and would urge the Commission to limit 9 

the duration of the condition to three years. 10 

 11 

Q. Staff has proposed the following reporting conditions that would apply to 12 

Frontier Northwest after closing.   13 

12. Under the current operating structure, financial reporting will remain 14 
unchanged with each Operating Company submitting a Form-O and a 15 
Form-I. (Dougherty page 52 lines 21-22) 16 

 17 
13. Beginning with the first of the month following 12 months after close of 18 

the transaction, and for two subsequent 12-month periods, Frontier shall 19 
file with the Commission a report describing:  20 

a. Substantive activities undertaken relating to integrating VNW 21 
operations with Frontier, as well as achieving synergies made 22 
available as a result of this transaction Frontier synergies will be 23 
reported on a Frontier total company basis; 24 

b. Costs and projected savings of each such respective activity on a 25 
Frontier total company basis;  26 

c. Organizational and staff force changes in Oregon operations; and 27 

d. Impacts on Oregon operations and customers. 28 
 29 

The reporting requirement required by Condition 13 shall end with the 30 
submission of the third report unless otherwise directed by the Commission. 31 
(Dougherty page 51 lines 24-42) 32 
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 1 
15. Within 30 days after the close of the transaction, Frontier will notify staff of 2 

the post-transfer Net Debt/EBITDA and the price per share used to 3 
determine transaction shares. (Dougherty page 54 lines 2-4) 10

 5 
 4 

Does Frontier object to these reporting requirements? 6 

A. No, Frontier agrees to comply with these reporting-related conditions. 7 

 8 

Q. What is Frontier’s response to the other financial conditions proposed by 9 

Staff in condition 14? 10 

A. In Condition 14, Staff is proposing that Frontier must seek a non-consolidation 11 

opinion, and there are several related provisions.11

                                                 
10 Dougherty Direct, p. 54, lines 6-14.  It is assumed that Frontier is not obligating itself before the 
Commission to rate-restrictions related to other states that are part of Verizon Northwest (as might be 
interpreted at lines 14-15). 

   Frontier cannot agree because 12 

structural separation in the form of non-consolidation cannot realistically be 13 

accomplished in the telecommunications industry.  Staff witnesses reference and 14 

rely on a series of energy related transactions and orders as support for the 15 

requirement that Frontier obtain a nonconsolidation opinion, but Staff has not 16 

identified and cannot identify a single national telecommunications service 17 

provider that maintains structural separation that would enable the company to 18 

obtain a nonconsolidation opinion.  The business of telecommunications is 19 

substantially different from that of electric or gas or water utilities, and such a 20 

distinct separation of state-level operations from the holding company—with 21 

independent credit and financial characteristics—is not realizable in any efficient 22 

or effective manner.  Further, the Staff’s proposed condition at 14d is unnecessary 23 

11 Dougherty Direct, p. 53, line 8 through p. 54, line 4. 
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and is dangerous to the financial health of the company (and hence to the welfare 1 

of customers). 2 

 3 

Q. Do you have other comments on Staff Condition 14? 4 

A. Frontier witness David Whitehouse provides more extensive commentary 5 

regarding Frontier’s assessment of Staff’s proposed Condition 14.  I concur with 6 

Mr. Whitehouse’s view that we recognize that the Staff is seeking to determine 7 

approaches to protect against the possibility of financial distress.  However, 8 

Condition 14, as crafted, cannot be effective in the telecommunications industry 9 

where diversified multi-state operations structured as holding companies are 10 

critical to cost-effective services.  As importantly, it is not possible to agree to 11 

terms that would invite higher risks to the business and to our customers.  As 12 

such, Frontier cannot agree to Condition 14. 13 

 14 

Q. Staff has also proposed the following financial condition 16 to safeguard the 15 
assets and operations of Frontier Northwest and CTC-Oregon: 16 

 17 
16. For a period of three years after the closing, Frontier will not seek 18 

Commission approval to encumber the assets of the Operating 19 
Companies.  (Dougherty page 54 lines 6-7) 20 

 21 
Please respond to this condition. 22 

A. Frontier does not believe that this condition is necessary or appropriate.  To the 23 

extent it was required to do so under the applicable Oregon statutes or 24 

Commission rules, Frontier would seek and obtain Commission approval to 25 

encumber the Oregon company assets.  However, in conjunction with an order 26 

approving the proposed transaction, Frontier would agree not to seek to encumber 27 
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the assets of Frontier Northwest or CTC-Oregon for a period of three years 1 

following the closing of the transaction. 2 

 3 

Q. Staff has also proposed the following service quality related conditions 4 

regarding the organizational structure of Frontier and employee integration 5 

issues following the closing of the proposed transaction: 6 

19. Frontier Northwest will implement an organizational structure described in 7 
FTR/100, McCarthy/48-49.  (Dougherty page 54 lines 21-22). 8 

 9 
20. Frontier Northwest will implement the employee integration described in 10 

FTR/100, McCarthy/49-50.  (Dougherty page 54 lines 24-25) 11 
 12 

What is Frontier’s response to these conditions? 13 
 14 
A. As I explained in my Direct Testimony, Frontier Northwest will implement an 15 

organizational structure that assigns local managers with customer service and 16 

operations support for a group of communities in Oregon. Frontier will add three 17 

General Managers and one Local Manager—located in Beaverton and other local 18 

Oregon communities that will be responsible for the day-to-day operations in the 19 

area. Frontier Northwest will implement the employee integration described in its 20 

testimony as follows: Verizon employees whose primary duties relate to the 21 

Verizon businesses being acquired by Frontier will immediately after closing 22 

continue as employees of one of Frontier’s subsidiaries.  While Verizon and 23 

Frontier are still in the process of identifying some of the specific employees who 24 

will transition to Frontier, it is clear the majority of the Verizon company 25 

employees who are experienced and dedicated to the provision of local services in 26 

Oregon will become part of the Frontier team following the closing of the 27 
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transaction. Management employees will continue to receive the same or 1 

comparable levels of compensation and benefits they receive now from Verizon 2 

for at least one year after the transaction closes.  Frontier has also committed that 3 

during the first 18 months after the transaction closes, Frontier will not terminate 4 

the employment, other than for cause, of any of the current Verizon employees 5 

who are actively employed as installers or technicians or are on a leave of absence 6 

or other authorized absence with a right to reinstatement. Employees generally 7 

will continue in their existing roles and locations, performing functions consistent 8 

with those they perform today, after the transaction is completed.  The customer 9 

service, network and operations functions that are critical to Frontier’s success in 10 

providing high quality service will continue to work and provide service in 11 

Oregon after the transaction is complete. 12 

 13 

Q. Staff has proposed the following two conditions with respect to retail service 14 

quality performance provided by Frontier following the closing of the 15 

proposed transaction:   16 

18. Immediately after the close of this transaction, Citizens Telecommunications 17 
Company of Oregon (CTCO) will resume reporting service quality results 18 
monthly.  Frontier Northwest will continue to report service quality results 19 
monthly. (Dougherty page 54 lines 16-19) 20 

 21 
21. Frontier Northwest will maintain no less than current Commission’s 22 

minimum service quality standards as are currently being reported in the 23 
Verizon’s monthly service quality reports to the Commission.  If Frontier 24 
fails to maintain at least the current service quality levels it will be liable for 25 
penalties as set forth in ORS 759.450.  (Dougherty page 54 lines 27-31) 26 

 27 
Please respond to these conditions. 28 
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A. The Staff testimony of Mr. Wolodymyr Birko addresses the service quality 1 

aspects of the proposed transaction.12  Mr. Birko concludes that both existing 2 

ILECs – CTC-Oregon and Verizon Northwest – “are providing adequate levels of 3 

voice telecommunications service.”  Mr. Birko also specifically notes that 4 

Frontier Northwest “is capable of providing adequate service as a large 5 

telecommunications utility.”  He arrived at this conclusion after reviewing the 6 

major service areas where Frontier currently provides service and after contacting 7 

the regulatory commissions in New York and Minnesota, which “made favorable 8 

comments regarding Frontier’s service.”13

 10 

   9 

Notwithstanding this favorable determination, Mr. Birko recommends that CTC-11 

Oregon resume reporting service quality data which the Commission previously 12 

rescinded in Order No 07-500, “not as an indication of poor services . . . but to 13 

allow the Commission to monitor service quality trends post merger for the two 14 

entities.”14

 19 

  Mr. Birko recommends that the reports be maintained for a minimum 15 

of three years.  Frontier does not object to reinstituting the prior service quality 16 

reporting to the Commission by CTC-Oregon, as proposed by Mr. Birko, for a 17 

period of three years. 18 

Mr. Birko’s testimony also recommends that Frontier Northwest continue 20 

reporting the five service quality metrics Verizon Northwest currently reports to 21 

                                                 
12 Pre-Filed Direct Testimony of Wolodymyr Birko, Public Utility Commission of Oregon, Staff Exhibit 
500, November 2, 2009 (hereafter “Birko Direct”). 
13 Birko Direct; p. 4. 
14 Birko Direct; p. 6. 
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the Commission.15  He also explains that if Frontier Northwest service quality 1 

measurements degrade after the closing of the proposed transaction, the Staff may 2 

apply the procedures and remedies found in ORS 759.450 and OAR 860-0023-3 

0055 and OAR 860-034-0390 and that the Commission could require the 4 

company to file a plan to improving service performance with respect to the 5 

service standards in the rules that are not being met.  Mr. Birko explains that if 6 

Frontier does not meet the goals of the improvement plan or the Commission 7 

disapproves the plan, these procedures can also including seeking fines in 8 

accordance with ORS 759.450 and 759.990.16

 10 

   9 

As I have previously explained, Frontier will comply with all applicable 11 

Commission service quality standards and requirements.  To the extent Frontier 12 

fails to meet the Commission’s service quality standards, Frontier recognizes that 13 

under the Commission’s existing standards and rules, the Company may be 14 

subject to applicable penalties.   15 

 16 

Q. Staff has proposed the following two conditions with respect to capital 17 

expenditures and reporting by Frontier following the closing of the proposed 18 

transaction:   19 

 20 

                                                 
15 Under OAR 860-023-0055, Frontier understands these standards to be: Repair Service Center Answer 
Time:  Average Speed of Answer, 50 seconds; Business Office Center Answer Time: Average Speed of 
Answer, 50 seconds; Commitments for Service- Provisioning: 90%; Repair Cleared Within 48 Hours: 95%; 
and Monthly Trouble Report Rate By Wire Center: 2.00 for "large" wire centers and 3.00 for "small" wire 
centers. 
16 Birko Direct, pp. 6-7. 
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22. No later than one year from the close of the transaction, Frontier will 1 
provide to the Commission the following: 2 

 3 
a. A multi-year strategic plan that establishes the end-life of each 4 

of the base units and remote switches currently being deployed 5 
in Verizon’s franchise area in Oregon and a proposed 6 
replacement for the switch, if any, that ensures Frontier will be 7 
able to meet current service standards pursuant to Oregon 8 
statutes and rules. 9 
 10 

b. In the event the FCC has a merger condition that requires the 11 
Company to make additional investment in broadband 12 
services, the Company will develop a multi-year strategic plan. 13 
This strategic plan will establish the timeline for the 14 
deployment of broadband services to each of what are 15 
currently Verizon Northwest’s 61 wire centers. 16 

 17 
c. The planned Oregon capital expenditures concerning the 18 

implementation and actions concerning subsections (a) and (b) 19 
above.  Included in the report will be a comparison of the 20 
amount of planned Oregon capital expenditures as a 21 
percentage of total system expenditures; and a comparison of 22 
the amount of capital expenditure per Oregon access line with 23 
the amount of capital expenditure per Frontier Northwest 24 
system-wide access lines. (Dougherty page 54 line 33 thru page 25 
55 line10) 26 

 27 
23. The new company will provide in electronic form the detailed, Form-28 

477 data that Verizon is currently providing to the FCC for its service 29 
areas.  This will be done annually for five years beginning with the 30 
final approval of the new company.  (Dougherty page 55 lines 12-15) 31 

 32 
Please respond to these two Staff conditions? 33 

 34 

A. I will address Conditions 22 and 23 separately.  With respect to condition 23 and 35 

submitting the Form 477 filed with the FCC, Frontier does not object to providing 36 

the Form 477 filed with the FCC to the Commission.   37 

  38 
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 With respect to condition 22(a), Staff’s focus on planning and reporting 1 

associated with the replacement of host and remote switches in the Verizon 2 

territory appears to be based on incomplete and erroneous assumptions regarding 3 

the remaining functional capacity of the Verizon switches.  As explained in the 4 

Rebuttal Testimony of Mr. Tim McCallion, Mr. White’s specific assertion that a 5 

large portion of Verizon Northwest’s switches will need to be “modernized” 6 

between now and 2014 is simply incorrect.  Mr. McCallion explains that there is 7 

no “modernization” that needs to be undertaken by replacing old switches with 8 

newer technology.  All of the Verizon Oregon switches provide appropriate 9 

functionality for efficiently running the operations.  In addition, in my experience 10 

Frontier’s digital switches in its network regularly continue to function and 11 

provide high quality service for years beyond their “accounting” life cycle used 12 

for depreciating the switch.  Moreover, to the extent the Verizon switches were at 13 

the end of their life cycle as posited by Mr. White, I would expect to see switch 14 

related service troubles, including outages, which would adversely impact 15 

Verizon’s service quality in Oregon.  As Mr. Birko of the Commission Staff has 16 

explained, Verizon’s service quality in Oregon is good.  This provides further 17 

support for the conclusion that the Verizon’s switches will not need immediate 18 

replacement or modernization following the closing of the proposed transaction.  19 

Accordingly, Frontier objects to and does not think it is necessary or appropriate 20 

to develop and report regarding switch modernization following the closing of the 21 

proposed transaction. 22 

  23 
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 With respect to the requirements contained in Staff Condition 22(b) regarding the 1 

development and reporting of an Oregon-specific plan associated with any FCC 2 

requirement to deploy broadband, Frontier does not agree that the FCC will 3 

require it to expand broadband to any specific levels.  However, to the extent that 4 

the FCC does impose such a requirement, Frontier will develop and provide the 5 

Commission with a detailed plan describing how it will fulfill any Oregon specific 6 

broadband deployment requirements.   7 

 8 

Q. Staff has recommended four specific conditions related to Safety issues: 9 
 10 

24. By 30 days prior to the close of the transaction, Verizon will provide a 11 
full report of all NESC violations, across the Oregon service territory, 12 
as reported by pole owners and Verizon’s detailed inspection 13 
program.  The report will include the proposed schedule to correct all 14 
violations and any proposed deferral plans and a list of, and contact 15 
information for, the affected parties within those deferral plans.   16 

 17 
25. Frontier will acknowledge the Paragraph 30 report and will document 18 

and present its full understanding of its obligation to comply with the 19 
safety and reliability laws in Oregon per ORS 757.035, OAR 860 20 
Division-024, and   OAR 860 Division-028. The Company will provide 21 
the primary and secondary safety points of contact within its new 22 
organization.  23 

 24 
26. Within 7 days after close of the transaction, Frontier agrees to provide 25 

the Commission a listing of Frontier’s primary and secondary points 26 
of contact within its new organization for safety and pole attachment 27 
matters.  28 

 29 
27. Frontier will honor Verizon Northwest’s agreement with Commission 30 

safety staff, to place buried facilities on private property at no less 31 
than 12 inches below ground level. 32 

 33 
Please respond to these proposed conditions? 34 

 35 
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A. Condition 24 requires Verizon to provide a full report of National Electrical 1 

Safety Code (“NESC”) violations regarding pole attachments.  Mr. McCallion 2 

addresses this requirement in his Rebuttal Testimony and confirms that there was 3 

no explanation included in the Staff testimony supporting the need for such a 4 

report. Regardless, Frontier is committed to complying with all applicable federal 5 

and Oregon safety standards and requirements, and will commit to comply with 6 

the safety and reliability laws in Oregon per ORS 757.035, OAR 860 Division-7 

024, and OAR 860 Division-028. In addition, Frontier will provide Staff the 8 

primary and secondary points of contact within Frontier for safety and pole 9 

attachment matters within Oregon.  The reality is that these points of contact may 10 

not change because as I have testified previously, the Verizon employees that are 11 

providing the day-to-day service functions in Oregon will continue with Frontier 12 

after the closing of the transaction.  In addition, to the extent Verizon has made a 13 

commitment to place new buried facilities on private property at no less than 12 14 

inches below grade, Frontier will honor Verizon Northwest’s agreement to do so 15 

on future projects after the closing.    16 

  17 

Q. Staff has proposed the following conditions with respect to the intrastate long 18 

distance service to be provided by Frontier following the closing of the 19 

proposed transaction:   20 

30. For at least 120 days following the close of the proposed transaction, Frontier 21 
Northwest will offer substantially the same intrastate toll calling services, at 22 
the same rates, as provided by Verizon Northwest immediately prior to 23 
closing.  This includes the bundled service offerings of local and long distance 24 
at the same rates as set forth in the price lists of Verizon Northwest.  25 
(Dougherty page 56 lines 37-41) 26 
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 1 
31. Frontier will notify each of its Oregon intrastate long distance customers at 2 

least 30 days in advance of their transfer to Frontier, consistent with the anti-3 
slamming requirements in Section 64.1120 of the FCC rules.  The 4 
notifications will include the requirements set forth in those rules.   5 
(Dougherty page 56 line 43 through page 57 line 2). 6 

 7 
32. For 90 days following the customer transfers, Frontier will waive any change 8 

charges, e.g., PICs, for any customer choosing to change carriers.  9 
(Dougherty page 57 lines 4-5) 10 

 11 

A. As I explained in my Direct Testimony, Frontier will offer substantially the same 12 

intrastate toll calling services being provided by Verizon as of the closing and will 13 

offer the same bundled service offerings of local and long distance as set forth in 14 

the price lists of Verizon Northwest.  Frontier will also comply with the 15 

applicable FCC requirements associated with the migration of Verizon’s long 16 

distance customers to Frontier and not object to Staff Condition #32.   17 

 18 

Q. Staff has proposed several conditions related to the wholesale service Verizon 19 

Northwest will provide to CLECs after the closing of the proposed 20 

transaction. Please address Staff’s proposed conditions related to the 21 

provision of wholesale services. 22 

A. With respect to the specific wholesale service conditions proposed by Staff, 23 

Frontier does not believe these conditions are necessary.  Frontier understands 24 

that Staff and CLECs may have concerns about any transaction.  Frontier has 25 

substantial experience in providing service and support to CLECs and will use 26 

this experience and expertise, along with the Verizon wholesale customer support 27 

systems and associated Verizon employees who will continue to be employed by 28 
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Frontier after the closing of the transaction, to provide the same wholesale 1 

services in Oregon that Verizon provides today. In addition, Frontier will honor 2 

all existing interconnection agreements and wholesale arrangements, including 3 

rates contained therein, that Verizon has in place as of the closing of the 4 

transaction for the longer of the terms of those agreements, or one year after the 5 

date of closing.  As part of the proposed transaction, Frontier has undertaken 6 

extraordinary efforts to ensure that the wholesale services provided to CLECs are 7 

not disrupted with the closing of the proposed transaction and that CLECs will 8 

continue to place service orders and otherwise interact with Frontier in the same 9 

manner as they interact with Verizon.  As is explained in more detail in the 10 

Rebuttal Testimony of Kim Czak, Frontier will continue to use Verizon 11 

operational support systems and their interfaces after the closing of the proposed 12 

transaction, which will result in at least the same quality of services and support 13 

that those carriers receive from Verizon.    Ms. Czak’s testimony addresses the 14 

remaining issues and provides Frontier’s response to Staff wholesale service 15 

conditions.   16 

  17 

Q. Staff has proposed the following conditions related to the Oregon Telephone 18 

Assistance Program (OTAP): 19 

39. Frontier will process weekly electronic Oregon Telephone Assistance 20 
Program/Lifeline/Link-Up America "Approved/Modified" reports 21 
submitted by the Commission.  (Dougherty page 58 lines 40-42) 22 

 23 
40. Frontier will process monthly electronic Oregon Telephone Assistance 24 

Program/Lifeline “Termination” reports. (Dougherty page 58 lines 44-45) 25 
 26 
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41. After processing the weekly electronic Oregon Telephone Assistance 1 
Program/Lifeline “Approved/Modified” reports, Frontier will submit to 2 
the Commission a weekly “No Match” report that lists any Commission-3 
approved customers the company was unable to include as eligible for the 4 
Oregon Telephone Assistance/Lifeline credit and provide the reasons for 5 
such omission (e.g. the customer’s name not being on the telephone bill).  6 
(Dougherty page 59 lines 2-7) 7 

 8 
42. When Frontier submits its monthly OTAP reimbursement report 9 

electronically, the company will also submit a monthly electronic report 10 
containing all active Oregon Telephone Assistance Program/Lifeline 11 
customers including their corresponding telephone number and address. 12 
(Dougherty page 59 lines 9-12) 13 

 14 
43. Frontier will submit a monthly electronic “Order Activity” report that 15 

lists Oregon Telephone Assistance Program/Lifeline customers by name, 16 
in addition to their telephone number and address, who have 17 
permanently disconnected service, were disconnected as a non-pay 18 
disconnect, or were disconnected per PUC request.  Frontier must include 19 
in the monthly electronic “Order Activity” report customers who have 20 
changed their telephone number or address and provide their new 21 
telephone number or address. (Dougherty page 59 lines 14-21) 22 

 23 

Does Frontier object to these conditions? 24 

A. No.  Frontier’s operating ILEC in Oregon, CTC-Oregon, current participates in 25 

and is familiar with the OTAP requirements.  Frontier is also aware that Staff is 26 

seeking to revise various OTAP related requirements, which are reflected in part 27 

in Staff’s recommended conditions 39-43.  It is also my understanding that the 28 

requirements identified in these conditions are much more rigorous than the 29 

processes and reporting the Verizon Northwest follows today.  Although Frontier 30 

has no concerns about ultimately complying with the requirements in Staff 31 

conditions related to OTAP, Frontier will need approximately 180 days after 32 

closing of the proposed transaction to review and implement the OTAP 33 

requirements identified in Staff’s conditions above.  34 
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 1 

Q. Staff’s Condition 54 would require Frontier to agree to any conditions or 2 

commitments related to this transaction applied in other states in decisions 3 

that may occur subsequent to one entered in this docket.  Can you respond to 4 

this condition? 5 

A. Yes.  This condition seeks to impose a most favored nation provision on Frontier.  6 

However, as confirmed in the testimony of Mr. McCallion, Staff did not explain 7 

the need for such a requirement.  Such a requirement is inappropriate for several 8 

reasons, including the fact that the Commission’s order would indefinitely be 9 

subject to review and modification despite the fact that Frontier and Verizon have 10 

completed the evidentiary hearing review and approval process and obtained a 11 

Commission order approving the transaction. In addition, conditions from other 12 

states may be based on unique facts or legal requirements in those states that were 13 

not considered or appropriate for consideration in Oregon.  This condition would 14 

create a lack of finality and uncertainty that would be harmful to applicants and 15 

the transaction. 16 

 17 

Q. Are there other proposed Staff Conditions that Frontier cannot accept? 18 

A. Yes.  In Staff Conditions 28 and 29, Staff has proposed various requirements 19 

associated with the transfer and use of the replicated Verizon operations support 20 

systems to be conveyed to Frontier and used by Frontier to provide service in 21 

Oregon following the closing of the transaction.  These conditions, which I will 22 

address in my testimony below and which are addressed in the testimony of 23 
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Stephen Smith of Verizon, appear to be based on Staff’s misunderstanding of the 1 

timing and how the systems will be replicated and used by Frontier and the 2 

misunderstanding regarding Frontier’s plans to utilize these systems in Oregon.   3 

Accordingly, Frontier cannot accept these Staff conditions. 4 

 5 
III. FRONTIER IS AND WILL REMAIN A FINANCIALLY SOUND 6 

OPERATOR. 7 

Q. Do you agree with the representations of Staff witnesses that Frontier may 8 

not be fit to acquire the VSTO properties and specifically the Oregon 9 

operations?17

A. No, I do not.  While Staff and other intervenors assert that Frontier is not as 11 

financially strong as Verizon, a more careful analysis of the facts makes it clear 12 

that Frontier is among a very limited number of carriers with the financial 13 

resources combined with the strategic intention to invest capital to serve low-14 

density areas like those in the VSTO areas.  Furthermore, the Commission should 15 

understand that diversified carriers, such as Verizon, have made strategic business 16 

decisions to direct their capital resources toward growth objectives like wireless, 17 

with which other Verizon operations such as the lower-density local exchange 18 

operations of VSTO must compete for capital.  Frontier’s strategic commitment to 19 

its markets is clear and without strategic conflicts, and the proposed transaction 20 

will produce demonstrable public benefits for Oregon customers as set forth in my 21 

testimony. 22 

 10 

 23 

                                                 
17 See, e.g., Dougherty Direct, p. 34, lines 14-20; Ordonez Direct, p. 13, lines 8-14; Phillips Direct, p. 3, 
lines 12-22 and p. 4, lines 1-2 
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I have reviewed and concur with the testimony of David R. Whitehouse, who is a 1 

Senior Vice President and the Treasurer of Frontier.  Mr. Whitehouse is the 2 

Frontier executive who is providing rebuttal testimony in this proceeding 3 

regarding certain of the financial issues.   In addition, I have reviewed and support 4 

the testimony of Mr. Joel Jeanson of Huron Consulting has completed a detailed 5 

analysis of the financial projections for the combined Frontier and VSTO 6 

operations and completed various sensitivity analyses in response to issues raised 7 

by Staff and interveners in this proceeding.  Mr. Jeanson concludes that even if 8 

various adverse changes are made to the assumptions Frontier utilized in 9 

calculating projected revenues, EBITDA, cash flows and other financial metrics, 10 

Frontier will remain a financial strong company with sufficient free cash flow to 11 

satisfy its projected debt obligations, operate its business and adequately invest in 12 

Oregon.  I affirm Mr. Whitehouse and Mr. Jeanson’s testimony that Frontier is a 13 

financially strong and capable acquirer of local telecommunications companies, 14 

and is an exceptional operator that is dedicated to serving retail and wholesale 15 

customers.  Frontier’s senior management has no question about the remarkable 16 

opportunity for customers and for other stakeholders represented by this 17 

transaction.  In great part, this transaction is beneficial because of the financial 18 

strength of the post-merger company as explained in more detail by Mr. 19 

Whitehouse.  20 

 21 

IV. FRONTIER PLANS TO INVEST TO ENHANCE AND EXPAND 22 

BROADBAND IN THE VERIZON OREGON SERVICE AREA. 23 
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Q. Staff witnesses Dougherty and White appear to have concerns about 1 

Frontier’s strategic and financial commitment to network investment, 2 

including expanding broadband availability.18

A. The communications industry is changing rapidly in terms of competitive 5 

pressures and services required by customers.  Frontier’s strategy is based on 6 

consistent commitment to an upgraded network that is capable of providing high-7 

quality innovative broadband and communications services to its customer base, 8 

supported by high-quality customer service.  None of the Staff or intervenor 9 

witnesses contradicts the record that Frontier has achieved 92% broadband 10 

availability, which is a proof of the company’s strategic commitment.  The 11 

witnesses’ criticism appears to be that, in their opinion, Frontier has not modeled 12 

the appropriate costs for upgrading the VSTO network and has not identified the 13 

definitive projects for broadband deployment in the VSTO regions.

  What is Frontier’s strategic 3 

approach regarding network investment?   4 

19  The CUB 14 

also devotes nearly half its testimony to non-regulated video services over 15 

Verizon’s FiOS, which, while not a service regulated by this Commission, will 16 

remain an important commitment for Frontier.20

 22 

   I respond that Frontier has 17 

budgeted sufficient capital investment to enhance and extend broadband 18 

availability in the VSTO areas and that Frontier is committed to and is prepared to 19 

move forward with investments in Oregon immediately after the transaction is 20 

consummated.   21 

                                                 
18 Dougherty Direct, p. 42, lines 4-7; White Direct, pp. 8-9. 
19 White Direct, pp. 8-9. 
20 Jenks/Feighner Direct, pp. 16-27. 
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Q. Is it an accurate representation that Frontier may not be able to deliver on its 1 

stated broadband deployment goals because its capital expenditure budgets 2 

underestimate the cost of broadband deployment in the VSTO areas?21

A. No.  Frontier today “stands well ahead of the national average for broadband 4 

deployment among communication service providers.”

 3 

22

                                                 
21 White Direct, p. 8, lines 15-17 and p. 9, lines 1-10 

  The record is clear that 5 

Frontier demonstrated a commitment to broadband deployment in its legacy 6 

properties long before the announcement of this transaction.  In its existing 7 

territories, the company owns and operates 330 host switches and 695 remote 8 

switches.  Digital Subscriber Line (“DSL”) service (referred to as High-Speed 9 

Internet or “HSI” in the Frontier product set) has been deployed in 1,017 (99.2%) 10 

of the 1,025 Frontier host and remote switches.  As of June 30, 2009, Frontier’s 11 

92% broadband deployment is well above the 62.5% availability achieved by 12 

Verizon in the combined VSTO areas and above the approximately [BEGIN 13 

CONFIDENTIAL] 70% [END CONFIDENTIAL] level achieved by Verizon in 14 

Oregon.   These statistics did not occur without careful planning and hard work.  15 

At this time, Frontier has completed an assessment and provided information in 16 

response to discovery requests regarding Frontier’s estimated costs to expand 17 

broadband in Verizon’s Oregon service territory to 85% as compared to the 18 

[BEGIN CONFIDENTIAL] 70% [END CONFIDENTIAL] current 19 

availability.  Based on this review and other analysis performed by Frontier I am 20 

very confident that Frontier has completed the appropriate level of review to 21 

22 Comments of Calix, WC Docket No. 09-95 (September 18, 2009) (hereafter “Calix Comments”) (available 
at: http://fjallfoss.fcc.gov/ecfs2/document/view?id=7020038873). 

http://fjallfoss.fcc.gov/ecfs2/document/view?id=7020038873�
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estimate with reasonable certainty a range of costs to deploy broadband to a 1 

higher percentage of unserved customers in Verizon’s Oregon service territory.   2 

Frontier will undertake more detailed analysis and planning following the closing 3 

of this transaction.  However, based on the review we have completed to date and 4 

our experience in expanding broadband services across the 24 states we currently 5 

operate in, including Oregon, we are very convinced that Frontier will be able to 6 

implement a plan to advance the availability of broadband meaningfully in 7 

Oregon.  Investing in widely available broadband-capable networks is a key 8 

component of Frontier’s business strategy and notwithstanding speculative 9 

concerns to the contrary, the Commission should have no concerns that Frontier is 10 

committed to and will proceed with broadband expansion in Verizon’s service 11 

territory in Oregon following the closing of this transaction. 12 

  13 

Q. Can you specifically address Mr. White’s concern that Frontier has not 14 

accounted for sufficient broadband capital expenditures in the VSTO 15 

areas?23

A. There are at least three responses to Mr. White’s concern.  First, Frontier will 17 

benefit from Verizon’s significant FiOS investment in its Oregon service area.  18 

The significance is that Frontier will use the Oregon fiber-based plant and service 19 

capabilities that are transferred to it in this transaction to offer a high level of 20 

service.  The second response is that Frontier is committed to providing 21 

broadband and highly reliable local telephone services to a much larger 22 

percentage of the entire VSTO region that is underserved or unserved.  Frontier’s 23 

investment focus will include deployment to a large percentage of the Oregon 24 

 16 

                                                 
23 White Direct, p. 8, lines 15-17 and p. 9, lines 1-10. 
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VSTO customers to whom Verizon has not and is not intending to provide 1 

broadband services.  To be clear, Verizon has indicated that it has no plans to 2 

materially extend broadband availability in its Oregon service area beyond the 3 

reach of its current broadband-capable network.  Verizon has testified in other 4 

states that its investment in non-FiOS areas has been approximately $85 per line 5 

annually over the last two years.24  Frontier believes that those figures are 6 

consistent with the data we have reviewed in Oregon, and likely are high for the 7 

non-FiOS territories in Oregon, as the non-FiOS investment in other states 8 

includes meaningful DSL investment, whereas the non-FiOS areas in Oregon 9 

have received little or no broadband investment from Verizon.  Frontier is 10 

committed to raising that level of investment to expand the regions in Oregon 11 

benefiting from broadband services and to assure that the plant is modern and 12 

reliable in all areas, including areas in Oregon that currently are unserved and 13 

underserved in terms of broadband.  For 2007 and 2008, Frontier’s consolidated 14 

capital expenditures were approximately $126 and $123 per average access line, 15 

respectively, which is higher than the Verizon non-FiOS investment summarized 16 

above and was sufficient to facilitate high levels of broadband deployment in very 17 

high-cost areas.25

 19 

   18 

Across the 14-state VSTO areas, Frontier estimates that it will spend 20 

approximately [BEGIN CONFIDENTIAL] $645 million in 2011 and $603 21 

million in 2012, $417 million in 2013 and $367 million [END 22 

CONFIDENTIAL] in 2014.  As a result, the four-year total capital investment in 23 

                                                 
24 See Declaration of Stephen E. Smith, WC Docket No. 09-95 (October 14, 2009), ¶ 22. 
25 Excluding non-recurring investment in information technology systems related to customer care and the 
conversion of back-office systems to a single platform, in 2007 and 2008, Frontier invested $112 and $113, 
respectively, in capital expenditures per average access line; average lines are the mean of the current end-
of-year lines and the previous end-of-year lines. 
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the VSTO areas is expected to be [BEGIN CONFIDENTIAL] just over $2 1 

billion, which, on average, equates to approximately $113 per line annually based 2 

on 4.492 million lines as of June 30, 2009 (the per-line figure would increase if 3 

access lines were to decline over time). [END CONFIDENTIAL]  The 4 

incremental capital investment in the region, which is included in Frontier’s 5 

financial projections, will facilitate increasing broadband deployment well in 6 

excess of Verizon’s current levels to allow Oregon customers in unserved or 7 

underserved areas to realize the benefits provided by access to broadband 8 

services.  9 

 10 

Frontier’s network investment is expected to be significantly higher than the 11 

historical investment in underserved and unserved regions, and should be higher 12 

on average than the investment across the vast majority of the region.  Such an 13 

approach to network investment is prudent and sets the entire VSTO operations 14 

on an evolutionary path toward constantly improving broadband speeds available 15 

to a very high percentage of customers.  Thus, this transaction quantifiably will 16 

increase—not reduce—the funds available for network investment in unserved 17 

and underserved areas, enabling Frontier to increase broadband deployment.  The 18 

investment will be made using the cash flows reflected in the company’s financial 19 

projections, contrary to Mr. White’s concern that there may be a cash flow 20 

shortfall.26

 22 

   21 

                                                 
26 White Direct, p. 9, lines 9-10. 
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Q. Will this new investment benefit Oregon customers? 1 

A. Yes.  Again, the special situation in Oregon is that much of the service area is 2 

significantly upgraded and, because fiber plant has been newly installed, that 3 

portion of the service territory will not require the same level of ongoing 4 

investment beyond the investment to turn up service for new subscribers.  Frontier 5 

and certain Oregon customers will benefit from Verizon’s recent fiber 6 

investment.  At the same time, I am confident that the remaining customers in the 7 

VSTO Oregon areas will benefit substantially from Frontier’s incremental 8 

broadband investment for which Verizon had no plans.  I can assure you that 9 

Frontier will move aggressively after taking ownership of the VSTO areas from 10 

Verizon.   11 

 12 

Q. How does Frontier’s commitment to broadband compare with the 13 

commitments of other rural carriers? 14 

A. The Independent Telephone & Telecommunications Alliance (“ITTA”) 15 

performed a survey and commented before the FCC that the average broadband 16 

availability across the surveyed ITTA companies was 85%.27

                                                 
27 See Comments of the Independent Telephone & Telecommunications Alliance, p. 2 n.3, WC Docket No. 
09-95 (September 21, 2009) (hereafter “ITTA Comments”) (citing a survey of ITTA members) (available 
at: 

  Up to this time, 17 

Frontier’s 92% broadband availability level nationwide, and 95% availability in 18 

its existing property in Oregon, are well above the average of the surveyed mid-19 

size carriers that also serve predominantly rural and suburban areas.  ITTA and 20 

other broadband access equipment suppliers explain in their comments before the 21 

http://fjallfoss.fcc.gov/ecfs2/comment/view?id=6015190607).     

http://fjallfoss.fcc.gov/ecfs2/comment/view?id=6015190607�
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FCC that Frontier’s “expertise”28 and “commitment to successful broadband 1 

deployment across its rural footprint”29 should give commissions confidence that 2 

Frontier’s acquisition of Verizon’s lines will benefit rural areas.30  Frontier’s high 3 

level of broadband availability, driven in part to respond to competition from 4 

cable and wireless, and the need to offer innovative new services in its service 5 

areas, “demonstrates the company’s understanding and effective management of 6 

rural markets and assets.”31

 16 

  Frontier clearly is committed to broad availability of 7 

its high-speed services, and also is committed to improving the throughput of its 8 

plant to serve the needs of customers over time.  Again, Frontier has a strong 9 

track record of expanding broadband availability within its capital budgets and 10 

there is no reason to believe that the company would not be able to do so in this 11 

instance.  Notably, these are benefits that appear to be absent in Staff’s 12 

assessment of risks and benefits of the transaction.  In fact, there appear to be 13 

risks of potential underinvestment in non-regulated services by Verizon in the 14 

non-FiOS Oregon service areas if the transaction were not approved. 15 

                                                 
28 ITTA Comments, p. 2. 
29 Calix Comments, p. 1. 
30 See ITTA Comments, pp. 1, 4-5 (“ITTA supports the transaction and urges the Commission to approve 
the requested assignments and transfers of control from Verizon Communications, Inc. (Verizon) to 
Frontier Communications (Frontier) without conditions.”); see also Comments of ADTRAN, p. 1, WC 
Docket No. 09-95 (September 11, 2009) (hereafter “ADTRAN Comments”) (“ADTRAN believes this 
transaction will move broadband forward in the communities associated with [it]” and “will benefit the 
telecommunications customers”  in those territories, along with “businesses and equipment vendors.”) 
(available at: http://fjallfoss.fcc.gov/ecfs2/comment/view?id=6015190033). 
31 ITTA Comments, p. 4; see also ADTRAN Comments, p. 1 (“Frontier has a strong track record of 
deploying broadband in its primarily rural service areas – which are even more rural than the areas to be 
acquired from Verizon.”); Comments of Arbor Networks, p. 1, WC Docket No. 09-95 (September 15, 
2009) (“Frontier has a proven track record of deploying broadband primarily in rural service areas, and 
making broadband available to a majority of its customers.”). 

http://fjallfoss.fcc.gov/ecfs2/comment/view?id=6015190033�
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Q. Are there other benefits that Frontier expects to realize from its broadband 1 

commitment? 2 

A. Yes.  Over time, Frontier’s base of broadband subscribers has grown and its 3 

access line loss rate, which was a comparatively low 7.2% in 2008, has slowed 4 

even more to approximately 6.5% for the twelve months ending June 30, 2009.32  5 

Frontier believes that its more moderate line losses are a function of improved 6 

competitive positioning through its offer of a broader range of services including 7 

broadband.  Frontier is committed to bringing this same strategic focus and 8 

commitment to the properties it is acquiring here.  Further, broadband attracts 9 

employers to rural areas, enables local businesses to expand, and improves the 10 

quality of life for local residents. 33

                                                 
32 Exhibit FTR Reply/201, Frontier Form 424B, Proxy/Prospectus (September 16, 2009) (“Frontier 
Proxy”), p. 120. 

  This rural economic development, in turn, 11 

creates positive effects that ripple through the local and national economies.  12 

Frontier is aware of no party that has asserted that broadband deployment in the 13 

VSTO areas would occur as quickly or as ubiquitously if the proposed transaction 14 

were not to occur.  While certain parties may point to FiOS, the benefits of that 15 

service currently are concentrated in a small percentage of the population of the 16 

VSTO area, although portions of Oregon have benefited significantly.  Again, 17 

Frontier will continue to support the FiOS plant and services in Oregon.  Simply 18 

put, this transaction will deliver concrete, transaction-specific public interest 19 

33 See Calix Comments, p. 1. 
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benefits in terms of the ongoing commitment to Verizon’s investment in FiOS and 1 

the dramatically increased broadband deployment in the non-FiOS VSTO areas.34

  3 

      2 

Q. Again, Staff witness White has indicated that Frontier’s “underestimation of 4 

broadband expenditures” is a “definite risk.”35

A. No.  I affirm and my testimony demonstrates the fact that, based on budgeted 6 

investment levels and a history of industry-leading broadband deployment in 7 

high-cost areas, Frontier has the business plan, the will and the financial capacity 8 

to meet its capital plan to expand broadband availability in Oregon, and, for that 9 

matter, in other VSTO regions.  The benefit here is that Frontier is strategically 10 

committed to raising the level of broadband availability throughout its service 11 

territory.  But there is irony to the criticism that there is a “risk” or “harm” when 12 

more capital is being committed than might otherwise be dedicated to 13 

underserved or unserved areas in Oregon or other VSTO service territories. 14 

  Do you agree? 5 

 15 

Q. Staff witnesses Dougherty and White also believe that Frontier could face 16 

substantial unanticipated capital expenditures as a result of the need to 17 

replace or update all of the Verizon switches over the next five years, placing 18 

Frontier at financial risk.36

A. No, for the reasons stated above.      20 

  Is the witnesses’ concern a valid one? 19 

                                                 
34 See ADTRAN Comments, p. 1 (“This transaction with Verizon can only further Frontier’s investment in 
broadband, which in turn enables new businesses to enter the marketplace and will increase capital 
spending with equipment vendors, which ultimately results in job creation.  Given today’s economy, such 
opportunities are welcome and necessary.”). 
35 White Direct, p. 9, lines 6-8. 
36 Dougherty Direct, p. 41, lines 17-23 and p. 42, lines 1-4; White Direct, pp. 4-6. 
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 1 

Q. Do you agree with Staff witness Dougherty’s recommendation that the 2 

sufficiency of Frontier’s capital investments is best judged by the company’s 3 

ability to meet existing service quality requirements and, therefore, no 4 

specified amount of capital expenditures should be included in any 5 

conditions?37

A. Yes, I agree with Mr. Dougherty.  If Frontier is providing high-quality service to 7 

Oregon customers, then that is an affirmation that the company is investing 8 

adequately in its network.  Staff witness Birko has testified that both Frontier and 9 

Verizon Northwest’s level of service quality is acceptable.  As noted above, 10 

Frontier is prepared to continue service quality reporting for both CTC-Oregon 11 

and Frontier Northwest after the closing of the proposed transaction.  There is no 12 

basis, in the absence of demonstrable and quantifiable service quality issues, to 13 

attempt to preemptively quantify a specific minimum dollar amount of investment 14 

by Frontier upon which the proposed transaction should be conditioned. 15 

 6 

 16 

V. PROVEN TRANSACTIONAL EXPERIENCE AND EXPERTISE. 17 

Q. Staff witness Dougherty provides an exhibit presenting scenarios that suggest 18 

possible declines in the combined company’s EBITDA and notes a scenario 19 

in which EBITDA might decline by 10% per year for five years.38

                                                 
37 Dougherty Direct, p. 41, lines 1-7. 

  Do you 20 

believe, based on Frontier’s experience, that such a scenario is likely? 21 

38 Dougherty Direct, p. 34, lines 14-20 and Exhibit 102, p. 116. 



  FTR Reply/200 
McCarthy/44 

 44 

A. No, I do not.  Frontier is a proven acquirer of local telecommunications assets.  1 

The company has successfully acquired and integrated properties over the last two 2 

decades and has had no major problems with those acquisitions.  Frontier 3 

consistently has generated realistic projection models and has executed on those 4 

models with superior results.  Frontier’s management is confident in its 5 

understanding of trends impacting the industry and the company’s ability to 6 

integrate properties, as proven by its record over the last two decades.  7 

Importantly, management also believes that Frontier is a focused operator that can 8 

respond better to market conditions than can a diversified communications entity 9 

that has many other pressing and potentially distracting strategic opportunities.  10 

The uncertain future will affect Frontier and all local telecommunications carriers, 11 

including Verizon, AT&T, Qwest, and CenturyLink.  Frontier’s proven focus on 12 

this strategic communications industry segment makes it better prepared to 13 

respond quickly and effectively to changes in the marketplace.  Frontier’s 14 

expectations for the future performance of the combined company are informed 15 

by its experience and proven competencies. 16 

 17 

Frontier has successfully executed many significant acquisitions throughout the 18 

1990s.  More recently, the company acquired more than 400,000 lines in 1999 19 

through 2001 from GTE, and 1.1 million lines from Global Crossing in 2001.  In 20 

fact, all of the 1.6 million lines purchased from GTE and Global Crossing (with 21 

the exception of 62,200 GTE lines in Nebraska) closed from mid-2000 to mid-22 

2001.  Frontier has also acquired substantial properties since that time, including 23 
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Commonwealth Telephone Enterprises (“Commonwealth”) which involved over 1 

450,000 ILEC and edge-out competitive lines.  Frontier and its management team 2 

have extensive “real world” transactional experience and expertise.  The 3 

company’s projections of revenues and expenses related to the proposed 4 

transaction, which do not reflect any magnitude approaching a 10% annual 5 

decline in operating cash flows, are grounded in that experience.  As such, 6 

Frontier is very comfortable that its projections are reasonable and believes that 7 

the Commission should be skeptical of speculative attempts to create high-level 8 

projection scenarios based on extreme results that are unlikely to occur.   9 

 10 

Q. Staff witness Phillips raises a concern about Frontier’s revenue projections 11 

and concludes that revenue losses for the combined company should average 12 

“around four percent per year for the first three years.”39

A. No.  Ms. Phillips, as the basis for her assessment that the combined company will 15 

suffer more meaningful revenue declines than Frontier is projecting, is citing the 16 

loss of access lines and revenues for the VSTO areas between the end of 2008 and 17 

the financials reported as of the end of June 2009.

  Is Ms. Phillips’ 13 

concern and conclusion warranted? 14 

40

                                                 
39 Phillips Direct, p. 6, lines 4-14. 

  Obviously, the economy has 18 

been very depressed in this period and Verizon has committed to a transaction for 19 

the VSTO properties; during such a “limbo” period, weaker performance is 20 

expected before the new carrier takes possession, and it is wrong to extrapolate 21 

based on such an extraordinary period.  In addressing the reported performance of 22 

40 Frontier Proxy, p. 146. 
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the VSTO operations, Morgan Stanley’s telecommunications analyst writes: 1 

“Spinco operational trends are weak, yet 2Q results exceeded management’s 2 

expectations. . . . Importantly, margins are expected to be stable at +45%. . . . 3 

Revenue synergies have not been laid out, yet low broadband penetration (62% v 4 

92% at legacy [Frontier]) points to potential revenue upside.”41

 14 

  As the analyst is 5 

indicating, the recent VSTO results are in the range that the Frontier management 6 

team had assumed and, far from questioning Frontier’s future revenue potential, 7 

the analyst believes there may be an opportunity to improve revenues further.  I 8 

believe that Ms. Phillips’ “prediction” of future revenue losses for the combined 9 

company should not be viewed by the Commission as anything more than 10 

speculation that in no way provides a basis for concluding harm will arise from 11 

the transaction.  Mr. Joel Jeanson’s sensitivity analyses described in his 12 

accompanying Rebuttal Testimony further supports this conclusion. 13 

Q. Have you reviewed the Risk Factors from Frontier’s Form S-4 Registration 15 

Statement (“S-4”) that Staff witness Dougherty outlines in his testimony and, 16 

if so, should the Commission be concerned that the enumerated risks are 17 

likely to occur? 18 

A. I have reviewed Frontier’s S-4 and do not believe that the specified risks are 19 

likely to occur.  Mr. Dougherty cites the Frontier S-4 filing and comments that 20 

there are “numerous risks associated with the transaction.”42

                                                 
41 Exhibit FTR Reply/202, Morgan Stanley Research, “Frontier: Merger Integration on Track; Flow Back 
an Overhang”  (August 14, 2009) (hereafter “Morgan Stanley August Report”). 

  The reality is that 21 

there are also numerous benefits associated with the transaction, which also are 22 

detailed in the S-4 and throughout my testimony.  Importantly, however, potential 23 

42 Dougherty Direct, p. 13, line 28 through p. 17, line 20.   
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risks delineated for shareholders in a filing with the SEC do not equate to 1 

demonstrable harms to ratepayers.  With respect to the Risk Factors section in the 2 

S-4, it is important to understand the purpose of that document section.  The SEC 3 

requires as a matter of full disclosure the inclusion of any and all potential risks to 4 

shareholders, even if they are unlikely to occur, similar to those included in any 5 

public company’s SEC Form S-4 or annual Form 10K.  The “risk factors” 6 

represent general recitals of potential negative events, and are intended to provide 7 

legal protection to investors and to the company whose securities are publicly-8 

traded.  The disclosures are not intended to suggest that the risks are likely 9 

outcomes.  In addition, as Mr. Dougherty notes, “some of these risks will be 10 

present regardless of whether the transaction goes forward.”43

  12 

   11 

 In fact, the Risk Factors in the Frontier S-4 are similar to those included in the S-4 13 

filed by CenturyTel in conjunction with its merger with Embarq.  There are 14 

certain “risks” that were addressed by one company or the other, likely due to the 15 

advice of counsel in each case (i.e., Frontier included ”risks” regarding the 16 

economy, the need for subsequent network upgrades, unions, etc., while 17 

CenturyTel addressed managing the expanded operations, re-branding, future 18 

dividends, and so on).  The disclosures that are similar include that the merger 19 

completion is dependent on regulatory approvals; adverse conditions could cause 20 

diminished benefits or the parties to abandon merger; failure to complete the 21 

merger could negatively impact stock price and future business / financial results; 22 

the merger agreement provisions could discourage a bid from a potential 23 
                                                 
43 Dougherty Direct, p. 17, lines 17-18. 
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competing bidder / acquirer; pendency of the merger could adversely affect 1 

business and operations; there may be substantial expenses related to integration; 2 

the combined company may be unable to integrate successfully or may not realize 3 

the anticipated benefits of the merger; if the acquirer continues to experience line 4 

losses (and related reductions in minutes of use, long-distance, and subsidy 5 

revenues) similar to the past several years, revenues, earnings and cash flows may 6 

be adversely impacted; and so on.  In comparing the Risk Factor sections in the 7 

filings related to the proposed transaction to those in the CenturyTel-Embarq 8 

merger, it becomes obvious that most or at least many of the “risks” would be 9 

required to be listed for any ILEC transaction, regardless of the parties involved.    10 

More basically, the Risk Factors disclosures are analogous to warnings that are 11 

appropriate in a litigious society.  There is some remote possibility that a subset of 12 

the risks will be realized, but the holders or purchasers of the shares believe that 13 

the benefits outweigh the risks.  Frontier and its investors recognize the potential 14 

risks and believe that they are manageable or even minimal compared with the 15 

benefits to stakeholders, including to Oregon customers.  In short, the risks should 16 

be assessed, but should not be assumed to connote probability of harms. 17 

 18 

Q. Can you respond to the “risk” raised by Mr. Dougherty regarding Frontier’s 19 

senior management’s experience with major ILEC acquisitions?44

A. Yes.  Frontier has engaged in multiple acquisitions over the last two decades, as I 21 

have testified previously.  Those acquisitions and integrations were executed 22 

 20 

                                                 
44 Dougherty Direct, p. 18, lines 1-25. 
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significantly by mid-level executives who made recommendations, decisions, and 1 

guided the implementation process regarding systems, personnel, network 2 

architecture, marketing, regulatory matters and many other issues.  The senior 3 

executive team relied on these professionals in past transactions and will rely on 4 

their experience to execute the proposed transaction.  Additionally, Frontier 5 

believes that its senior executive team includes the appropriate combination of 6 

experience and expertise regarding transactional execution and operational 7 

excellence.  While Staff witness Dougherty raises a question about four of the 8 

senior executives who have joined Frontier since the company’s major 9 

acquisitions in the early 2000s, the reality is that these executives are seasoned 10 

managers with experience in a variety of industries.   11 

 12 

Prior to joining Frontier in November 2004, Maggie Wilderotter, Frontier’s 13 

Chairman and CEO, was Senior Vice President of Worldwide Public Sector at 14 

Microsoft, responsible for strengthening customer and partner outreach in the 15 

government and education markets, as well as working across Microsoft's 16 

business divisions to develop and coordinate forward-looking strategies.  Ms. 17 

Wilderotter has also served on the board of directors of more than a dozen 18 

corporations, including Proctor & Gamble, Yahoo! Inc., Xerox Corporation and 19 

Tribune Company, and on the boards of a number of non-profit organizations.  In 20 

terms of communications industry experience, Ms. Wilderotter was President and 21 

Chief Executive Officer of Wink Communications Inc.; Executive Vice President 22 

of National Operations for AT&T Wireless Services Inc.; Chief Executive Officer 23 
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of AT&T's Aviation Communications Division; and Senior Vice President and 1 

Regional President of McCaw Cellular Communications Inc.  2 

  3 

Frontier’s Executive Vice President and Chief Financial Officer, Mr. Donald 4 

Shassian, was previously the Senior Vice President and Chief Financial Officer 5 

for Southern New England Telecommunications Corp. (“SNET”), which was a 6 

provider of communications, information and entertainment services in southern 7 

New England, with more than $2 billion in revenues and 10,000 employees.  Mr. 8 

Shassian was responsible for the successful negotiation, sale and integration of 9 

SNET into SBC Communications. In addition, Mr. Shassian has provided mergers 10 

and acquisition consulting services to several communications companies 11 

including AT&T Inc. (formerly SBC Communications) and Consolidated 12 

Communications Inc., and was with Arthur Andersen for more than 16 years.  His 13 

last position at Arthur Andersen was as the Partner-in-Charge of the 14 

Telecommunications Industry Practice in North America.  15 

 16 

 I have been at Frontier for 19 years, serving in a variety of positions and roles 17 

with the company.  I was involved directly in Frontier’s efforts to divest Citizens 18 

Utilities Company’s (“Citizens Utilities”) public sector utilities businesses and 19 

operations in the late 1990s and early 2000s.  In this capacity and as part of the 20 

divestiture work, I was specifically involved in helping to ensure that the sale and 21 

transition to the acquiring companies had the necessary systems and support to 22 

ensure that the transferred electric, gas and water customers did not experience a 23 
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disruption of service.  I am proud to report that none of these transitions from 1 

Citizens Utilities resulted in any significant customer service disruptions or 2 

customer support systems failure.  In addition, in my public service sector and 3 

more recent local exchange carrier management roles I have gained invaluable 4 

experience in how to effectively manage the company’s operations and ensure 5 

excellent customer service.  I was directly involved in the acquisition of 6 

Commonwealth in 2007 and had responsibility for the Commonwealth and 7 

Rochester system conversions in 2007 and 2008.    8 

 9 

Frontier firmly believes the fact that its senior management team has a broad 10 

range of experience both in and outside the incumbent local exchange carrier 11 

business is an asset of the company.  These experiences, especially in competitive 12 

service areas, position Frontier and its management to be more responsive to 13 

customer service needs and to develop innovative new products and services that 14 

customers are interested in obtaining.  The telecommunications industry has 15 

undergone significant changes in the last 10 years and will continue to experience 16 

dynamic technological and customer service changes in the years ahead.  17 

Frontier’s senior management team’s breadth of experience and expertise will 18 

position the combined company to adapt and respond to these changes. 19 

 20 

Finally, it is also important to recognize that, in addition to the wealth of 21 

experience of Frontier’s senior management team, Frontier has highly 22 

experienced and skilled leaders managing the day-to-day operations of Frontier’s 23 
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business.  In addition, several other key management team members that will be 1 

involved in the acquisition and integration of the VSTO properties with Frontier 2 

have had significant ILEC responsibilities and integration experience with 3 

Frontier as summarized in the following table: 4 

 5 

FRONTIER OPERATIONS MANAGEMENT 6 

Name/Title At Frontier 
since 

Years in ILEC mgt 
positions 

Involvement in prior 
acquisitions/integration 

Steven D. Ward Senior 
Vice President, 
Information Technology 

01/2000 9+ Responsible for all the OSS 
conversions and integration related to 
the GTE/Verizon access line 
acquisition in 2000, the Global 
Crossing acquisition in 2001, the 
Commonwealth acquisition in 2007. 

Richard D. Burson 
Vice President, Customer 
Support 

01/1995 14+ Functional Lead responsible for 
customer support and billing on the 
following conversions: 1995 
Conversion of GTE properties to 
CAMS; 1999 Conversion of GTE 
properties to DPI; 2001 integration of 
properties to Frontier; 2004 
conversion of GTE properties from 
CAMS to DPI; 2007 acquisition and 
later conversion of Commonwealth 
properties to DPI; and 2008 
conversion of FDPI and CARS to 
CDPI.  

Stephen D. LeVan 
Senior Vice President, 
Carrier Sales & Service 

03/1995 20 GTE acquisition – integration of sales 
organization, Global Crossing 
acquisition – integrated properties and 
managed field operations in NY 
(outside Rochester); Rochester billing 
system integration – took over 
Rochester operations following 
system conversion. 

Kim L. Czak 
Assistant Vice President 
Carrier Services 

07/1990 11 Global Crossing acquisition – Team 
Lead for combining Citizens and 
Frontier Carrier Group.  
Commonwealth acquisition – Team 
Lead for Carrier integration. 2008 
Rochester billing system integration – 
oversight for Carrier Group. 

Kenneth W. Arndt Senior 
Vice President, General 
Manager 

10/2003 16 Commonwealth acquisition - VP/GM 
of the PA properties post acquisition. 
Responsible for the integration and 
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assimilation of the Commonwealth 
employee and customer base. 
Responsible for Customer Operations 
during both the FDPI and Rochester 
billing system conversions in 2008; 
Accountable for customer service 
training on all new systems and 
customer interaction post conversion. 

Leslie T. Wells 
Senior Vice President, 
Corporate Development 

06/1995 14+ Involved in the acquisitions in 1999-
2001 and responsible for setting up the 
following functions: (Residential Call 
Center, Business Call Center, Repair, 
Dispatch, Test board, Assignment). 
As RVP of East Region, operations of 
acquired properties in NY and PA 
were folded into the East Region. 
Commonwealth acquisition- lead the 
due diligence and negotiation efforts 
as SVP of Corporate Development.  
Responsible for integration efforts 
post close. 

David P. Frezza 
Vice President, Customer 
Operations Support 

03/1990 19+ Involved in the 1998-2000 integration 
of GTE properties - Director of 
Integration responsible for Field Ops 
including Dispatch, Repair, 
Assignment, Test, I&M, 
Central Office, Engineering and Call 
Center. 
Global Crossing 
acquisition/integration - Involved in 
the early phases and discussions.  
Commonwealth acquisition - Involved 
in due diligence as well as operations 
integration. 
 

Ken Mason 
Vice President Regulatory 
 

1996 13+ Wholesale and carrier organization – 
involved in GTE and Frontier 
acquisition integration.  Regulatory – 
involved in Commonwealth 
acquisition regulatory oversight and 
implementation of integration. 

 1 

It is important to highlight that the senior management skills involved in 2 

supervising personnel, setting corporate strategy, and assuring that appropriate 3 

financial goals are achieved are broader than any single industry.  In fact, I 4 

believe that these executives bring a breadth of understanding that many 5 

companies do not have when their executives have only served in a single 6 
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industry.  The diversity of perspectives allows Frontier to approach problems 1 

facing the ILEC industry by developing creative and innovative solutions—which 2 

benefits, not harms, the company and its customers.  Additionally, as Mr. 3 

Dougherty points out, my responsibilities include oversight of operations and I 4 

work closely with the entire senior team, which relies on my understanding of our 5 

personnel and the telecommunications business. 6 

 7 

Q. Staff witnesses Dougherty and White raise concerns about the operational 8 

support systems transitions and integrations.45

 11 

  Can you provide additional 9 

information regarding these issues? 10 

A. Yes.  In order to address the Staff witnesses’ concerns, I can provide additional 12 

detail on the OSS replication process for the systems that will be delivered to 13 

Frontier.   In summary, Verizon will replicate its GTE OSS and then test the 14 

systems before they are put into operation.  Verizon will then use those replicated 15 

systems to serve Oregon customers.  At closing, Frontier will obtain a replicated 16 

system that will have been operated by Verizon’s North Central business unit for 17 

at least 60 days.  The process and anticipated timing for major steps in the process 18 

are as follows: 19 

1. Hardware and coding (to be completed by the end of December 2009) – 20 
this step in the process involves installing the requisite hardware and 21 
servers in the Fort Wayne Data Center (“Data Center”), developing 22 
routing configurations for the Data Center, and testing of the database 23 
migration strategy. 24 

                                                 
45 Dougherty Direct, p. 39, lines 21-26; White Direct, p. 22, lines 8-14.  
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2. Configure systems (to be completed by the end of January 2010) – this 1 
second step in the process involves stabilizing the hardware and software 2 
in the Data Center, and systems interface testing. 3 

3. Testing (to be completed by the end of March 2010) – there will be an 4 
early data migration to the replicated systems in the January/February 5 
2010 timeframe, followed by end-to-end readiness testing for all services, 6 
flows and business processes; subsequently, there will be operational 7 
readiness testing. 8 

4. Data migration and synchronization (to be completed prior to closing, all 9 
systems will be available in the Data Center as of April 2010) – in this 10 
step, Verizon will copy the latest production data files to the replicated 11 
systems and maintain one-way transaction log updates on the replicated 12 
systems in the Data Center. 13 

5. Replicated systems proving (to be completed prior to closing) – the final 14 
step before closing will involve deleting the data for the Verizon/GTE 15 
operations that will not be transferred as part of the proposed transaction 16 
from the replicated systems to be transferred to Frontier. 17 

As explained in the Reply Testimony of Stephen Smith of Verizon, Verizon is 18 

developing the detailed testing plan for the replicated systems (Step 3 above), 19 

which will involve sample data flowing through the test environment, with results 20 

checked against the production environment results.  After reviewing the Verizon 21 

testing plan, Frontier can request additional testing.  Verizon will then share the 22 

test results with Frontier.  Frontier will review the results of Verizon’s testing 23 

both before and after the replicated systems go into production on April 1, 2010 24 

(after Steps 1-3 above).  In addition, wholesale customers will be able to test for 25 

connectivity with the replicated systems in the pre-production environment (the 26 

only changes for wholesale customers will be a modification of an e-bond with 27 

the Fort Wayne data center – and Verizon has already sent letters to these 28 

customers informing them of the changes and explaining how to establish such 29 

connectivity). 30 
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 1 

Q. Can you provide additional insights regarding replicated systems proving 2 

(Step 5) and how the process will ensure that the replicated systems actually 3 

are capable of supporting the VSTO operations? 4 

A. Yes.  Verizon will use the replicated systems to serve retail consumers, business 5 

customers, and wholesale customers for 60 days prior to close.  The Verizon 6 

maintenance contract provides for full support for at least one year from 7 

consummation of the transaction, and potentially up to five years.  After April 1, 8 

2010, new customer orders will be taken by Verizon representatives who will be 9 

assigned to transfer with the transaction and the orders will be placed in the 10 

replicated VSTO ordering systems.  These new customer orders will be 11 

provisioned from the replicated VSTO provisioning systems.  Verizon’s 12 

technicians that will be assigned to continue with Frontier will provision the 13 

service.  Calls to retail care centers will be fielded by a Verizon representative 14 

who will be assigned to continue with Frontier.  The representative will access the 15 

customer's account on the replicated systems, use the replicated system to answer 16 

the customer's questions, and make any service changes using the replicated 17 

system.  Service outage reports/calls will be handled by Verizon representatives 18 

who will be assigned to continue with Frontier, and who will enter repair tickets 19 

that are tracked and dispatched from the replicated ticketing and dispatching 20 

systems to repair technicians who will be assigned to transfer with the transaction.  21 

Customers will receive bills generated from the replicated billing systems.  Bill 22 

inquiries will be handled by Verizon representatives who will be assigned to 23 

continue with Frontier, and will be processed using the replicated systems.  So, 24 
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the replicated systems will, in fact, be supporting the VSTO operations starting in 1 

April of 2010, well before the systems are transferred to Frontier at the closing of 2 

the proposed transaction.   3 

 4 

Q. Can you provide more detail regarding what will happen at and after the 5 

transaction close? 6 

A. At transaction close, Frontier obtains licenses from Verizon to use/operate the 7 

systems and takes full ownership of the replicated systems.  Frontier will use and 8 

operate the replicated systems with more than 230 Verizon IT personnel 9 

transferring to Frontier from Verizon’s North Central Area.  These IT personnel 10 

have experience in operating the OSS transferred to Frontier as part of this 11 

transaction and will be fully capable of operating the systems on a day-to-day 12 

basis.  In addition, Frontier negotiated a commercial arrangement with Verizon 13 

whereby Frontier has the flexibility after the first year of a five-year agreement to 14 

purchase full, partial or no maintenance services.  Some of the services included 15 

in that arrangement are new releases, updates to source code, patches, and bug 16 

fixes.  Optional services that Frontier can add to the arrangement include systems 17 

training and changes to the replicated systems as requested by Frontier.  As a 18 

result of that flexibility, the “Maintenance Fee” can be adjusted at Frontier’s 19 

option.  Following the first year, Frontier can choose to handle services on its own 20 

or contract out with a different third party. 21 

 22 
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Q. Staff witness White also raises a concern about the quality of data that 1 

Verizon delivered to FairPoint and believes that this could also be an issue in 2 

any Frontier systems conversion.46

A. Frontier does not believe that there was or will be a problem with the data 4 

provided by Verizon.  However, Verizon witness Stephen Smith addresses 5 

directly Mr. White’s claims, indicating that the data transfers from Verizon’s 6 

systems were successful in both the Hawaiian Telcom and FairPoint cases.  In 7 

addition, Mr. Smith confirms that Verizon is taking the responsibility to complete 8 

the system replication and data transfer and correct any issues that might arise 9 

before the closing of the transaction. 10 

  Can you address this issue? 3 

 11 

Q. Can you comment on other proposals concerning the OSS, including that the 12 

Commission should require a third-party audit of the systems integration 13 

process?47

A. Yes.  The proposals for a third party to monitor and test the replication of systems 15 

are unnecessary and would only add to the cost of the transaction and result in 16 

unnecessary delays.  First, as I have previously explained, Frontier has a highly 17 

successful track record of acquiring, operating, and investing in 18 

telecommunications properties nationally, including over 750,000 access lines 19 

purchased from Verizon/GTE, its acquisition of Commonwealth in 2007, which 20 

involved some 450,000 access lines, and its cutover of approximately 400,000 21 

lines from Rochester Telephone. Frontier was able to successfully complete these 22 

 14 

                                                 
46 White Direct, pp. 17-18. 
47 Dougherty Direct, p. 56; White Direct, p. 24. 
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conversions and none of these transactions involved a third-party monitor for 1 

systems replication and transition issues.  2 

 3 

Mr. Wayne Lafferty of Huron Consulting is testifying on behalf of Frontier and 4 

explains in the accompanying Rebuttal Testimony that the audit in the case of 5 

FairPoint was directly in response to the required development of new and 6 

unproven systems.  In that instance, new operational support systems were created 7 

from scratch and put into operation for the very first time following the cutover to 8 

the new systems.  Here, however, the Verizon operational support systems to be 9 

replicated and transferred to Frontier are not new systems.  They are systems with 10 

the same features and functionality that are in place today and that have been in 11 

place for years. The replicated systems will include all operational support 12 

systems and applications that are used by Verizon in Oregon today to provide 13 

service.  The transition will be entirely transparent for customers.  The facts in 14 

this case are similar to those in all of the other Citizens/Frontier acquisitions or 15 

the CenturyTel acquisitions or the Alltel/Windstream acquisitions, in which a 16 

tested acquirer integrated ILEC properties using personnel and systems that were 17 

already proven.   18 

 19 

In addition, as explained above, the operational support systems that will be 20 

transferred to Frontier at closing, will be the systems that Verizon utilizes to 21 

provide service at least 60 days prior to closing.  Any type of third-party 22 

verification would undoubtedly be far less useful and reliable than 60 days of live 23 
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operation in assuring the successful operation of the customer service systems that 1 

will be transferred to Frontier.  Frontier has a significant business interest in 2 

ensuring that the Verizon operational support systems are correctly replicated.  3 

Frontier will undertake a detailed review and ongoing efforts to ensure that the 4 

replicated wholesale systems are working properly.  Frontier will not proceed 5 

with closing of the proposed transaction unless and until the operational support 6 

systems are fully functioning and operational. 7 

 8 

Q. Staff witness White is concerned that some of the Verizon employees in the 9 

Fort Wayne data center will not be experts in all of the systems being 10 

“ported” into that center.48

A. Verizon witness Stephen Smith addresses directly Mr. White’s underestimation of 12 

the competence of the Verizon employees regarding the systems to be transferred 13 

to Frontier.   14 

  Can you address this issue? 11 

 15 

Q. Please comment on Mr. Dougherty and Mr. White’s issues concerning 16 

Frontier’s explanation of its plans for transitioning from Verizon’s OSS to a 17 

Frontier OSS, and particularly with Frontier’s commitment not to conduct 18 

the transition within the first year after closing on the transaction.49

A. Staff has proposed a condition (Condition 28) that would appear to require 20 

Frontier to continue to utilize the replicated Verizon operations support systems 21 

 19 

                                                 
48 White Direct, p. 20, lines 14-21 and p. 21, lines 1-13. 
49 Dougherty Direct, pp. 38-39; White Direct, pp. 18-24. 
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for a minimum of three years after the closing of the proposed transaction.50

 14 

 1 

Based on this and other aspects of Staff’s testimony, I think there is some 2 

confusion about when and under what circumstances Frontier would transition 3 

from the systems it will obtain from Verizon to a native Frontier system.  That 4 

confusion is only exacerbated by the speculation of many of the interveners.  As 5 

explained above, at the closing of the proposed transaction, Verizon will transfer 6 

to Frontier fully tested and functioning replicated operations support systems used 7 

by Verizon to serve its customers in Oregon.  Frontier will utilize these already 8 

proven and tested Verizon operations support systems to serve its new customers 9 

after the transaction and there will be no disruption or impact on service as a 10 

result of or associated with the transaction closing.  Essentially, the only impact to 11 

customers will be that the bills they receive for service will identify “Frontier” as 12 

their service provider (versus Verizon as their previous provider).   13 

Frontier has no timeline for migrating services from the Verizon operations 15 

support systems to Frontier’s support systems utilized in the 24 states where 16 

Frontier currently operates.  Frontier has committed that it will not complete any 17 

migration from or off of the replicated Verizon operations support systems to 18 

Frontier’s existing operations support platforms used to service its other 2.2 19 

million access lines for a minimum of one year.  In fact, the time frame for 20 

completing this integration, in all probability, will be longer than one year as 21 

Frontier has the flexibility to continue to use these wholly-owned Verizon 22 

                                                 
50 Dougherty Direct, p. 56; White Direct, p. 24. 
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systems and Frontier intends to evaluate the functionality and features in serving 1 

customers, before making any definitive decision regarding the timing and 2 

implementation of the system integration.   3 

 4 

Frontier will undertake the process in a staged manner and in the VSTO states 5 

other than West Virginia, Frontier will be able to scale up its systems gradually.   6 

Frontier’s legacy OSS have proven scalability and demonstrated capacity to 7 

absorb the VSTO operations, and so Frontier has the flexibility to integrate its 8 

systems through a measured and incremental process. This measured approach 9 

reduces the effect and risk of the overall size of the transaction and is the same 10 

approach that Frontier has successfully used with properties acquired from GTE 11 

and other transactions in the past.  Thus, while Frontier eventually may transition 12 

some or all of its operations to integrated software and systems platforms, it feels 13 

no urgency to do it all at one time.  Frontier’s view is that systems conversions 14 

will occur if and when they make sense, but there is no definitive time frame for 15 

completing that transition at this time.  However, it is important that Frontier 16 

retain the flexibility to migrate from the replicated Verizon systems to Frontier’s 17 

systems without the unnecessary condition that this not occur for three years as 18 

proposed by Staff. 19 

 20 

Q. Mr. White believes that the maintenance and support fee negotiated by 21 

Frontier and Verizon is similar to the FairPoint-Verizon Transition Services 22 

charge and implies that Frontier, like FairPoint, will face pressure 23 
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prematurely to “cut-over” from the Verizon replicated systems in order to 1 

avoid the fee.51  Mr. White also asserts that the maintenance fee seems 2 

excessive.52

A. No.  Mr. Wayne Lafferty addresses the significant differences between the 4 

FairPoint Transition Services Agreement and the maintenance and support 5 

services Frontier has negotiated with Verizon, along with Frontier’s extensive 6 

experience versus FairPoint’s limited experience in effectively completing system 7 

integrations.  The broad answer is that the Verizon/GTE systems and personnel 8 

are fully proven and effective, and they will be committed entirely to Frontier.  9 

The systems are not being used on a transitional basis as they were in the 10 

arrangement with FairPoint before FairPoint transitioned to its own newly-created 11 

OSS. As a result, Frontier will not be pressured into any premature systems 12 

conversion.  Frontier’s view is that systems conversions will occur if and when 13 

they make sense, but there is no plan to fix what is not broken.  Thus, when 14 

Frontier affirms that no OSS conversion plan exists at present in 13 of the 14 15 

states, this means that the company intends to operate and maintain Verizon/GTE 16 

systems that are fully effective today.  In fact, one of the major benefits of this 17 

transaction is that Frontier has confidence in the OSS (the legacy Frontier scalable 18 

OSS and the Verizon/GTE OSS), and Frontier can flexibly respond to the 19 

business in a way that is entirely supportive of its customers.  Again, Verizon’s 20 

Mr. Smith provides perspective on the services Frontier can expect and his view 21 

  Are these legitimate concerns? 3 

                                                 
51 White Direct, p. 16, lines 2-7 and p. 19, lines 7-11.  
52 White Direct, p. 19, lines 13-15. 
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of the relative pricing by contrast with the pricing available for similar services to 1 

FairPoint. 2 

 3 

Mr. White’s assertion that Frontier will force a conversion to its legacy systems as 4 

a result of the $94 million maintenance fee that Frontier is paying in the first year 5 

after closing for Verizon’s support of the GTE systems is entirely without merit -6 

regardless of what occurred in the FairPoint systems conversion process.53

                                                 
53 Mr. White conjectures that, “[t]he $16 million per month that FairPoint had to pay Verizon for using 
Verizon’s systems almost certainly forced FairPoint to reduce the scope of testing that it performed on the 
systems.” White Direct, p. 16, lines 2-7. 

  As 7 

Chief Operating Officer, I can unequivocally state that Frontier will not be 8 

pressured to convert from the replicated Verizon systems conveyed to Frontier as 9 

part of the proposed transaction to another system.  Before Frontier will undertake 10 

any such migration, the company will be confident and fully prepared to complete 11 

the transition without customer service disruptions.  However, from a financial 12 

perspective, the sort of maintenance and support of the Verizon proprietary 13 

software covered by the maintenance fee is a service that would have to be 14 

provided in any event, either through an outsourced third-party or additional 15 

internal employees.  Further, the maintenance fee represents less than $2.00 per 16 

line per month based on over 4 million lines that are part of the proposed 17 

transaction.  By contrast, based on FairPoint’s $14.2 million monthly fee (using 18 

1.528 million Verizon access lines acquired), the cost for FairPoint of the 19 

Transition Services Agreement with Verizon was approximately $9.29 per line 20 
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per month.54

 9 

  Additionally, Frontier has the flexibility to modify that maintenance 1 

fee after the first year.  Therefore, Frontier has the option to avoid or reduce the 2 

fee even without engaging in a “cut-over.”  As a result, while Frontier eventually 3 

will be able to reduce operating costs by transitioning some or all of its operations 4 

to integrated software and systems platforms, the company certainly will not feel 5 

any undue pressure to engage prematurely in systems conversion merely to avoid 6 

less than $2 per line per month in maintenance fees. Mr. White is incorrect in his 7 

assessment. 8 

Q. What about the proposals that would modify the software maintenance 10 

agreement or that Verizon should not charge Frontier the annual $94 million 11 

for the maintenance of software?55

A. The agreement Frontier negotiated with Verizon is fair and equitable.  Frontier 13 

negotiated terms related to a maintenance fee associated with the replicated GTE 14 

systems, and those terms include a provision for new releases, updates to code, 15 

patches, bug fixes, and rights to optional services.  This sort of maintenance and 16 

support of software is a service that would have to be provided in any event, 17 

either through an outsourced third-party or incremental additional internal 18 

employees.  Given that Verizon has the most experience with the GTE systems at 19 

present, it is only reasonable to engage Verizon as the third-party support and 20 

maintenance provider.  Additionally, Frontier has the flexibility to extend, modify 21 

 12 

                                                 
54 See Transition Services Agreement by and among Verizon Information Technologies LLC, et. al and 
FairPoint Communications, Inc. (Form 425) (January 19, 2007) at pp. 7-8, listing the monthly fee as $14.2 
million. (available at: http://sec.gov/Archives/edgar/data/1062613/000110465907003518/a07-
1924_2ex10d1.htm). 
55 Dougherty Direct, p. 56; White Direct, p. 24. 

http://sec.gov/Archives/edgar/data/1062613/000110465907003518/a07-1924_2ex10d1.htm�
http://sec.gov/Archives/edgar/data/1062613/000110465907003518/a07-1924_2ex10d1.htm�
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or reject that maintenance fee after the first year.   During the first year, Frontier 1 

expects to derive important benefits from Verizon’s support.  As noted above, the 2 

fee represents less than $2 per line per month based on the over 4 million lines 3 

that are part of the proposed transaction—an amount that is reasonable and 4 

appropriate given the importance of Frontier maintaining fully functioning 5 

operational support systems to serve its customers.  A regulatory requirement for 6 

a ten-year contract is completely inappropriate, not based on a showing of need, 7 

and ties the hands of both Verizon and Frontier far beyond what is needed to 8 

accomplish the transaction. This recommendation is not feasible and would have 9 

the Commission rewriting the existing agreement as between Frontier and 10 

Verizon.  As such, there is no cause to require a modification of the software 11 

maintenance agreement or an elimination of the related fee. 12 

 13 

Q. Staff witness Dougherty believes that eventually Frontier may transition to 14 

its own OSS and Staff has no way of being assured that the Frontier OSS will 15 

be sufficient.56

A. Frontier’s legacy OSS have proven scalability and demonstrated capacity to 18 

absorb the VSTO operations, if at some point the company decides to integrate all 19 

of its systems through some measured and incremental process.  Over the past 20 

five years, Frontier has converted and integrated approximately 1.7 million access 21 

lines onto this single scalable company-wide platform.  In the case of West 22 

Virginia, Frontier will be adding approximately 600,000 lines to systems that 23 

  Can you provide additional detail regarding the capabilities 16 

of Frontier’s legacy OSS? 17 

                                                 
56 Dougherty Direct, p. 40, lines 4-8. 
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already support about 2.2 million lines—a manageable increase.  The West 1 

Virginia systems transition will be comparable to the Commonwealth and 2 

Rochester conversions.  In the thirteen states other than West Virginia, Frontier 3 

will be able to scale up its systems gradually.  Using two different sets of 4 

operations systems is similar to the approach employed in the CenturyTel-Embarq 5 

transaction, in which the new CenturyLink is likewise maintaining multiple 6 

systems, at least initially.  The fact that CenturyTel’s acquisition of Embarq was 7 

proportionately larger than this transaction should also create further confidence 8 

that the systems conversion issues here will be manageable and orderly for an 9 

experienced acquirer of local telephone operations.  I note that Frontier will not be 10 

pressured to convert systems, as Verizon was never pressured to convert the GTE 11 

systems that it purchased mid-year 2000 and continued to operate for more than 12 

nine years. 13 

 14 

Q. In the event that Frontier seeks to transition from the Verizon support 15 

systems or platform to Frontier’s other systems or platform, will Frontier 16 

provide notice to the Commission Staff and develop a detailed plan to 17 

implement that integration? 18 

A. Yes.  As I have explained throughout my testimony, Frontier does not have a plan 19 

or timeline for integrating the Verizon operations support systems used to serve 20 

customers in Oregon with the Frontier operations support systems.  Frontier has 21 

committed that this integration or transition will not occur for at least one year 22 

following the closing of the transaction.  However, Frontier understands that Staff 23 



  FTR Reply/200 
McCarthy/68 

 68 

has concerns regarding the timing and process that Frontier may undertake in the 1 

future to migrate customers to Frontier’s operations support systems from the 2 

replicated Verizon operations support systems that will be utilized to serve the 3 

Verizon customers at closing.   In the event that Frontier plans to transition from 4 

the Verizon support systems to Frontier’s legacy systems, Frontier will agree for a 5 

period of three years after closing of the proposed transaction to prepare and 6 

submit a detailed operations support system integration plan to the Staff.  7 

Frontier’s integration plan will describe the operations support system to be 8 

replaced, the surviving operations support system, and why the change is being 9 

made.  The operations support system integration plan will describe Frontier’s 10 

previous experience with integrating the operations support systems in other 11 

jurisdictions, specifying any problems that occurred in that integration process 12 

and what has been done to avert those problems in Oregon.  Frontier’s operations 13 

support system integration plan will also identify planned contingency actions in 14 

the event of Frontier encountering a difficulty, as part of the system integration 15 

process.  The integration plan submitted by Frontier will be prepared by 16 

Information Technology professionals with detailed experience and knowledge 17 

regarding the systems integration process and requirements.  Frontier has a 18 

significant business interest in ensuring that it properly implements the integration 19 

and transition from Verizon operational support systems to Frontier’s systems.  20 

Frontier will undertake a detailed review to ensure that the transition will go 21 

smoothly and will not proceed with the integration until the company is confident 22 

that the transition can occur without disruption to Frontier’s Oregon customers.  23 
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Frontier will agree to meet with and discuss any concerns that the Staff may have 1 

with the plan.  Frontier will also commit to provide this operations support system 2 

integration plan to the Staff no less than 180 days prior to implementing the 3 

system transition.  The preparation and submission of this detailed operations 4 

support system integration plan will provide the Commission with the assurance 5 

that Frontier has developed a detailed and thorough plan to mitigate the risks to 6 

Oregon consumers associated with the transition from the Verizon operations 7 

support systems to Frontier’s operations support systems in the future. That notice 8 

will provide more than enough opportunity for the Commission to take any action 9 

that it deems necessary, on the basis of known facts, rather than on the basis of 10 

speculation and currently unsupported concerns.  As a result a prospective 11 

condition or requirement is not necessary because the Commission will clearly 12 

retain ongoing jurisdiction over Frontier and the quality of services that it 13 

provides.   14 

 15 

Q. While you have indicated previously that the proposed transaction can be 16 

distinguished from the FairPoint transaction, the Staff witnesses seem 17 

convinced, based on a fact-finding trip to New England, that the “risks” 18 

posed by the two transactions are similar.57

A. Mr. Wayne Lafferty of Huron Consulting is testifying on behalf of Frontier and 21 

addresses the significant differences between this transaction and the 22 

FairPoint/Verizon transaction in his Rebuttal Testimony. In short, Frontier is 23 

  Can you address these 19 

assertions? 20 

                                                 
57 Dougherty Direct, pp. 20-21. 
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clearly distinguishable from FairPoint and from FairPoint’s problems.  1 

Specifically, the service quality, operating and financial problems were the direct 2 

result of FairPoint’s decision to create entirely new and untested operational 3 

support systems in northern New England.  To set the context, I will first 4 

distinguish the companies and then turn to the issue of FairPoint’s OSS problems 5 

that apparently precipitated its financial distress.  Table 1 provides some insight 6 

into the comparative statistics of Frontier and FairPoint. 7 

        8 
Table 1:  Company Comparison—Frontier and FairPoint (pre-transaction) 9 

 10 
($s in millions, lines in 000s) Ratio

Frontier FairPoint FTR : FRP

Access Lines 2,254          252              9.0x
Avg. Lines per State 94                14                6.7x
Ranking Among U.S. ILECs 6th 14th

States Served 24                18                
Largest State NY ME

Lines in Largest State 684              61                11.2x

Revenues 2,237$        263$           8.5x
EBITDA 1,214$        135$           9.0x

Net Debt / EBITDA 3.8x 4.5x
Dividend Payout Ratio 65% 87%

Scalable Systems Platform Yes No  11 
 12 
Sources: FairPoint Presentation (January 16, 2007) (access line data as of September 30, 2006, financial data as of 13 
December 31, 2005); FairPoint 2006 10-K; 2006 USAC Appendix HC-05 (2006 Maine lines); Exhibit FTR Reply/103, New 14 
Frontier Presentation. 15 
  16 

The data in the table summarize certain operating and financial statistics for the 17 

two standalone companies as of the announcement of their respective transactions 18 

with Verizon.  Notably, Frontier and FairPoint are quantifiably very different.  19 

Frontier is substantially larger, considerably less leveraged, more conservative in 20 

its dividend policy, and, importantly, more qualified from an existing systems 21 

perspective.  To be specific, at the time of the announcement of the Frontier-22 
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VSTO transaction, Frontier was serving approximately 2.254 million access lines 1 

in 24 states across the U.S. 58 (making it the sixth largest ILEC in the country).  2 

By contrast, FairPoint operated approximately 252,000 access lines59

                                                 
58 Exhibit FTR Reply/203, Frontier Communications Corp., “Welcome to the New Frontier” Presentation 
(Form 425) (May 13, 2009), p. 27 (hereafter “New Frontier Presentation”) (available at: 

 in 18 states, 3 

making it one-ninth the size of Frontier at the time its transaction was announced.  4 

To make the same point in different terms, Frontier’s largest state before 5 

consummating the VSTO transaction is New York, where the company serves 6 

around 684,000 lines, or about 2.7 times more lines than FairPoint’s company-7 

wide total in January 2007.  FairPoint’s largest single state before the Verizon 8 

NNE acquisition was Maine, where the company had operations with around 9 

61,000 total lines—meaning that Frontier’s most sizeable single state operation is 10 

more than 11 times larger than FairPoint’s largest state.  In addition, Frontier’s 11 

Pennsylvania operations, with around 427,000 lines, are larger than all of pre-12 

transaction FairPoint; and the company’s Minnesota operations are almost as 13 

large as total pre-transaction FairPoint.  Frontier’s average lines per state are 14 

today approximately 94,000, or almost 7.0 times larger than FairPoint’s average 15 

state operation of approximately 14,000 lines before the Verizon NNE 16 

acquisition.  Quite simply, Frontier is one of the largest ILECs in the country, 17 

with existing operations that dwarf pre-transaction FairPoint.  The comparison 18 

highlights that the scope and scale of the two companies was in no way 19 

comparable at the time they announced their respective transactions. 20 

http://sec.gov/Archives/edgar/data/20520/000095015709000249/form425.htm). 
59FairPoint Communications, Inc., Presentation to Investors, p. 15 (Jan. 16, 2007) (“FairPoint 
Presentation”). (available at: http://www.sec.gov/Archives/edgar/data/1062613/000110465907002499/a07-
1924_1ex99d3.htm).  Lines as of September 30, 2008.   

http://sec.gov/Archives/edgar/data/20520/000095015709000249/form425.htm�
http://www.sec.gov/Archives/edgar/data/1062613/000110465907002499/a07-1924_1ex99d3.htm�
http://www.sec.gov/Archives/edgar/data/1062613/000110465907002499/a07-1924_1ex99d3.htm�
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 1 

From a financial perspective, there are also meaningful differences in the nature 2 

of standalone Frontier as compared to standalone FairPoint.  Just prior to the 3 

respective transaction announcements, Frontier had a revenue base of 4 

approximately $2.2 billion,60 several times larger than FairPoint’s $263 million61 5 

in total revenues.  Frontier was generating around $1.2 billion in EBITDA,62 6 

while FairPoint’s EBITDA was a mere $135 million63 – again, indicating Frontier 7 

is around 9.0 times larger than FairPoint.  Of more relevance is the fact that 8 

Frontier’s pre-transaction leverage ratio (Net Debt to EBITDA) was 3.8x,64 9 

considerably lower than FairPoint’s standalone leverage of 4.5x.65   This lower 10 

standalone leverage and the terms of the agreement with Verizon allow the 11 

Frontier-VSTO transaction to be structured more favorably with the potential 12 

results that the post-transaction company may attract an investment grade credit 13 

rating.  FairPoint’s level of leverage would not permit such a credit rating and it 14 

was unlikely that the credit would improve in the first several years of operations.  15 

Finally, Frontier on a standalone basis had a 65% dividend payout ratio, 66 a level 16 

which would be viewed by most in the financial community as much more 17 

sustainable than FairPoint’s 87% pre-transaction payout ratio.67

                                                 
60 Exhibit FTR Reply/203, New Frontier Presentation, p. 16. 

  Thus, Frontier 18 

61 FairPoint Presentation, p. 12. 
62 Exhibit FTR Reply/203 , New Frontier Presentation, p. 16. 
63 FairPoint Presentation, p. 12. 
64 Exhibit FTR Reply/203 , New Frontier Presentation, p. 16. 
65 FairPoint Presentation, p. 12. 
66 Exhibit FTR Reply/203 , New Frontier Presentation, p. 21. 
67 FairPoint Presentation, p. 12. 
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has much greater financial flexibility than did FairPoint, a more conservative 1 

standalone balance sheet, and a sustainable dividend policy. 2 

 3 

Frontier also has an historical record to prove its ability to convert and integrate 4 

financial systems, which include order taking, billing, maintenance, and other 5 

operational support systems.  Frontier has converted and integrated five billing 6 

systems successfully over the past five years, converting approximately 1.7 7 

million access lines onto a single scalable company-wide platform.  FairPoint 8 

possessed no similar systems integration experience or scalable systems platform, 9 

and was required to attempt to construct new systems entirely “from scratch,” a 10 

shortcoming in terms of operational capabilities and competencies that I will 11 

address in more detail below. 12 

 13 

Despite what Mr. Dougherty and Mr. White indicate as their concerns, Frontier is 14 

not FairPoint, or even similar to FairPoint, if one assesses the substantive 15 

characteristics.  Frontier is one of the largest independent ILECs in the U.S., with 16 

operational scope, scale and financial resources that are far more substantial than 17 

those of FairPoint.  Frontier’s management team has operated a large and 18 

successful set of properties across 24 states, and has proven its capabilities to 19 

acquire ILEC assets and improve those operations with no public interest 20 

concerns. 21 

 22 
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Q. While you have described significant differences between Frontier and 1 

FairPoint, are there meaningful distinguishing characteristics between the 2 

Frontier-Verizon combination and the FairPoint-Verizon NNE acquisition, 3 

or for that matter, other recent Verizon divestitures? 4 

A. Yes.  Frontier’s transaction with Verizon bears nothing more than a superficial 5 

resemblance to the FairPoint-Verizon transaction or other recent Verizon 6 

divestitures cited by Staff witnesses.68  And the post-transaction Frontier does not 7 

resemble the post-transaction FairPoint.  Table 2 provides relevant statistics from 8 

the FairPoint transaction compared to the same data for the Frontier transaction.69

 10 

   9 

Table 2:  Transactional Comparison—Frontier-Verizon and FairPoint-Verizon 11 
($s in millions) FTR-VZ FRP-VZ

Transaction Size
Dollar Value 8,583$        2,715$        
Target Access Lines 4,791          1,531          
Target States Involved 14                3                  

Relative Size (Target:Acquirer Ratio)
Access Lines 2.1x 6.1x
Revenues 1.9x 4.6x
EBITDA 1.6x 3.2x

Pro forma Leverage
Excluding Synergies 2.6x 4.1x
Including Synergies 2.2x 3.7x

Pro forma Payout Ratio 43% 60.0%-70.0%

PF Investment Grade Ratings Near No
Dual Systems Capabilities Yes No  12 

Sources: FairPoint Presentation; New Frontier Presentation. 13 

                                                 
68 Dougherty Direct, pp. 11-12. 
69 For ease of reference and to avoid confusion, the data are drawn from the announcement day investor 
slide presentations prepared (and presented to the financial community) by Frontier and FairPoint, 
respectively.  Those documents were also filed with the Securities and Exchange Commission in the form 
of an 8-K.  See FairPoint Communications, Inc., Current Report (Form 8-K) (Sept. 28, 2009); see also 
Frontier Communications Corporation, Current Report (Form 8-K) (Oct. 1, 2009). 



  FTR Reply/200 
McCarthy/75 

 75 

 1 

On a relative basis, assessing the size of the acquirer by access lines in 2 

comparison to the target operations, FairPoint acquired a significantly larger 3 

company than the properties that Frontier will be acquiring.  The FairPoint 4 

transaction accomplished only a slight deleveraging of the combined company: 5 

prior to the northern New England transaction, FairPoint’s leverage ratio was 6 

approximately 4.5 times, and at closing, FairPoint’s leverage was to decline 7 

slightly to a still high 4.1 times,70 excluding synergies, and 3.7 times after 8 

expected synergies.  In contrast, on the basis of 2008 figures, Frontier’s leverage 9 

ratio starts pre-transaction near the targeted level for FairPoint’s ratio including 10 

synergies, and the Frontier ratio is expected to improve significantly from that 11 

level.71

 13 

   12 

Viewed another way, relative to the debt to pay for the transaction, Frontier is 14 

acquiring significantly greater cash flows than those acquired by FairPoint, which 15 

is the appropriate financial view of these comparisons.  FairPoint assumed debt 16 

that was approximately 4.0 times the EBITDA of the operations it was 17 

acquiring,72 while Frontier’s new debt will be only 1.7 times the EBITDA of the 18 

acquired operations.73

 20 

   19 

                                                 
70 FairPoint Presentation at 12. 
71 See supra Table 1. 
72 FairPoint Presentation, p. 10. 
73 New Frontier Presentation, p. 15. 
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In light of Staff’s concerns about FairPoint’s struggles, the Frontier combination 1 

also mitigates the operational risk faced in the FairPoint transaction.  This point is 2 

critical—that FairPoint’s problems can be directly traced to the failure to 3 

implement a working OSS.  Most fundamentally, both the pending Frontier 4 

merger and the CenturyTel-Embarq transaction can be distinguished from 5 

FairPoint’s challenge and problems regarding OSS.  FairPoint had to develop a 6 

comprehensive set of new operating systems.  These systems were needed to 7 

control key operational functions, which include order-taking, provisioning those 8 

orders through the company’s systems, billing, maintenance and repair.  9 

Unfortunately, the newly-developed FairPoint systems performed poorly due to 10 

design and integration problems, and the result was a loss of customers and 11 

subsequent financial problems.  By contrast, Frontier will avoid the significant 12 

expense and the huge risk associated with developing new systems, as it is using 13 

Verizon’s existing systems in thirteen states, and its own existing systems in the 14 

fourteenth.   15 

 16 

Importantly, the key systems conversion distinction between the two transactions 17 

is included in Mr. Dougherty’s testimony.  The lead Staff witness notes, “there 18 

was a ten-month period during which FairPoint used Verizon’s systems prior to 19 

cutting over to its newly developed system,”74

                                                 
74 Dougherty Direct, p. 39, lines 1-3. 

 [emphasis added] after which 20 

FairPoint’s operational and financial problems began.  Mr. Dougherty goes on to 21 
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state, correctly, that Frontier “will be transitioning to its own system.”75 1 

[Emphasis added.]  The distinction is subtle, but even Staff appears to 2 

acknowledge the fact that FairPoint’s problems arose from “newly developed” 3 

systems.  Further, Staff witness Dougherty correctly quotes the Maine Public 4 

Utilities Commission (“Maine Commission”) which stated that “We believe that 5 

FairPoint’s deteriorating financial performance is directly related to its post-6 

cutover failure to restore itself to business as usual. We believe that failure is 7 

directly related to the lack of a stable and functional OSS.”76

 12 

  [Emphasis added.]  8 

If the Maine Commission and Staff witness Dougherty are correct, which I 9 

believe they are, then the risk in the FairPoint transaction is fundamentally tied to 10 

the systems problems which unfolded after the cutover to unproven OSS. 11 

The proposed Frontier transaction will not involve a similar development of new 13 

systems, but will require only a transition to existing, fully-functional and proven 14 

systems (the Verizon OSS and Frontier’s legacy OSS).  As a result, the systems 15 

risks present in the FairPoint transaction have been eliminated in the proposed 16 

transaction.  In addition, the tactical approach of maintaining dual systems 17 

capabilities at closing in order to mitigate transition risk appears fundamentally 18 

similar to the CenturyTel-Embarq transaction where parallel existing systems are 19 

being used.   20 

 21 

                                                 
75 Dougherty Direct, p. 39, line 22. 
76 Dougherty Direct, p. 39, lines 3-8. 
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Finally, the Hawaiian Telcom divestiture, consummated in 2005 through the 1 

transfer of control of the operations to a private equity investor, The Carlyle 2 

Group, is also not similar to the Frontier transaction for at least the same reasons 3 

outlined immediately above.  Carlyle had limited or no experience in operating a 4 

local telephone company.  The most profound problems that emerged, however, 5 

were the result significantly of the requirement to build critical back-office 6 

systems and software, which the company first contracted through BearingPoint, 7 

Inc., and then assigned to Accenture, LLP.  The inability to build and operate such 8 

systems precipitated rapid line loss and customer dissatisfaction.  The root 9 

problems, therefore, arose because of the need to assemble an entirely new 10 

management team and the inability to install and operate an effective and entirely 11 

new back-office system.77

 14 

  As such, the Hawaiian Telcom transaction is 12 

completely different from the pending transaction involving Frontier and Verizon.   13 

I emphasize that a careful review of the specific problems in the transactions 15 

experienced by Carlyle and FairPoint reveal the source and the nature of the risks, 16 

which are not present in this transaction.  Neither of those previous acquirers had 17 

proven back-office systems and both companies were therefore required to build a 18 

                                                 
77 Hawaiian Telcom, Annual Report (Form 10-K), at 15 (Mar. 31, 2008) (“In addition to the significant 
expenses we have incurred, because we do not have fully functional back-office and IT systems, we have 
been unable to fully implement our business strategy and effectively compete in the marketplace, which has 
had an adverse effect on our business and results of operations.  While we are continuing to work to 
improve the functionality of our systems and we have seen improvement, there is no certainty that these 
activities will be successful or when we will achieve the desired level of functionality.  Until we are able to 
achieve this level of functionality, our lack of critical back-office and IT infrastructure will negatively 
impact our ability to operate as a stand-alone provider of telecommunication services, and will have an 
adverse effect on our business and operations.”); see also id., p. 18. 
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new, and untested, OSS.  When that new OSS failed, as the Maine Commission 1 

rightly pointed out, other problems ensued including customer service difficulties 2 

and financial stresses.  The problems were tied directly to the unproven OSS, 3 

which failed to perform.  That risk does not exist in this acquisition as Frontier 4 

will have not one, but two proven systems. 5 

 6 

Q. Do independent investment analysts agree that the proposed transaction is 7 

different from previous Verizon divestiture transactions and that Frontier’s 8 

acquisition is financially sound? 9 

A. Yes.  The published response of independent research analysts to the proposed 10 

transaction generally has been positive, cognizant of the differences and 11 

supportive of Frontier’s ability to execute the transition effectively.  For example, 12 

on June 12, 2009, Raymond James and Associates, Inc. issued a report explaining 13 

that it viewed the transaction as very different from the FairPoint transaction, and, 14 

in the analyst’s professional opinion, that Frontier was making a “prudent 15 

acquisition.”  The report states: 16 

We note several significant differences between [this transaction and the 17 
FairPoint transaction]: Frontier is de-levering (not re-levering) 18 
significantly through the transaction, should be solidly in investment grade 19 
range, is proactively cutting its dividend, and plans on driving broadband 20 
penetration and availability much higher than current levels, (Verizon 21 
properties have 60% availability, Frontier’s have 92%). . . .  22 
 23 
Frontier will acquire GTE’s entire legacy IT systems in 13 of the 14 states, 24 
giving it the ability to run parallel systems for all products in those 13 25 
states. This is different from a forced cutover or new systems 26 
development, which actually requires a hastened time frame and can be 27 
fraught with peril. Effectively, these are stand-alone systems with a 28 
general manager overseeing them and won’t require any new systems 29 
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development on the part of Frontier until management is ready to move 1 
them over. . . . 2 
 3 
Overall, we believe Frontier is making a prudent acquisition, which will 4 
expand its scale, lower its leverage, and improve its dividend 5 
sustainability, thus rewarding patient investors over time.78

 7 
 6 

In addition, Morgan Stanley’s senior telecommunications analyst makes the 8 

following assessment of the differences: 9 

 10 
We continue to see significant differences in the two deals: (1) [The 11 
Frontier d]eal lowers leverage by more than a turn (3.8x to 2.6x) instead of 12 
increasing it; (2) Spinco (except West Virginia with ~13% of acquired 13 
lines) will operate with a single platform on an independent basis prior to 14 
the merger while West Virginia will be integrated contemporaneously 15 
with the merger on existing Frontier systems while Fair[P]oint built new 16 
systems from scratch.79

 18 
 17 

Finally, in Moody’s Rating Action placing Frontier’s corporate credit ratings on 19 

review for possible upgrade following the announcement of the proposed 20 

transaction, Moody’s indicated that “VZ-Spinco will be operating under 21 

independent management and operating systems prior to the merger effectiveness 22 

and will not require a timed cutover, which is expected to materially reduce the 23 

transition issues that other carriers have experienced.”80

                                                 
78 FTR Reply/207, Raymond James & Associates, FTR: Notes From the Road (June 12, 2009).   

  It is also noteworthy that 24 

Fitch, in placing Frontier’s credit ratings on Rating Watch Positive as a result of 25 

the proposed transaction, states that “Fitch believes the execution risk is offset to 26 

some extent by Frontier’s significant experience in integrating large transactions 27 

79 Exhibit FTR Reply/202, Morgan Stanley August Report. 
80 Exhibit FTR Reply/204, Moody’s Investors Service, Global Research Rating Action: Frontier 
Communications Corporation (May 13, 2009). 
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and the scalability of its existing systems.”81

 6 

  Clearly, these credit rating agencies, 1 

believe that on balance the transaction is positive for the company from a 2 

financial perspective as opposed to being a financially risky proposition, and they 3 

highlight that the risk is reduced as the systems risk is very different from the 4 

previous problem divestitures. 5 

Q. Certain witnesses appear to have concerns about the size and scope of the 7 

proposed transaction.82

A. No.  Frontier is an experienced operator that has successfully executed many 9 

significant acquisitions.  The company acquired more than 400,000 lines in 1999 10 

through 2001 from GTE, and 1.1 million lines from Global Crossing in 2001.  In 11 

fact, all of the 1.6 million lines Frontier purchased from GTE and Global Crossing 12 

in this time (with the exception of 62,200 GTE lines in Nebraska) closed from 13 

mid-2000 to mid-2001.  Frontier has also acquired substantial properties since that 14 

time, including Commonwealth Telephone Enterprises (“Commonwealth”) which 15 

involved over 400,000 ILEC and edge-out competitive lines.  Frontier and its 16 

management team have extensive “real world” transactional experience and 17 

expertise.  As such, Frontier is very comfortable that it has the experience and 18 

expertise to successfully complete the proposed transaction and believes that the 19 

Commission should be skeptical of speculative criticisms from intervening 20 

parties. 21 

  Should this concern the Commission? 8 

                                                 
81 Exhibit FTR Reply/208, Fitch Ratings, Fitch Places Frontier Communications on Rating Watch Positive 
(May 13, 2009).  
82 Dougherty Direct, p. 14, line 14; p. 18, line 19. p. 18, line 28; p. 40, line 6; Ordonez Direct, p. 5, line 3 ff. 
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 1 

It is also important to note that the proposed transaction is not “unprecedented” by 2 

any means.  The most comparable transaction is CenturyTel’s combination with 3 

Embarq—a transaction that the Commission recently approved.83

 5 

  4 

Table 3: Transactional Comparison—Frontier-Verizon and CenturyTel-Embarq 6 

($s in millions) CTL-EQ FTR-VZ

Transaction Size
Dollar Value 11,600$      8,583$        
Target Access Lines 5,853          4,791          
Target States Involved 18                14                

Relative Size (Target:Acquirer Ratio)
Access Lines 2.9x 2.1x
Revenues 2.4x 1.9x
EBITDA 2.1x 1.6x

Pro forma Leverage
Excluding Synergies 2.3x 2.6x
Including Synergies 2.1x 2.2x

Pro forma Payout Ratio 50% 43%   7 

Sources:  New Frontier Presentation (data as of Dec. 31, 2008); CenturyTel-Embarq Merger Presentation (Oct. 8 
27, 2008) (data as of Sept. 30, 2008); CenturyTel-Embarq Merger Press Release (Oct. 27, 2008). 9 

 10 
As Table 3 indicates, the two transactions—Frontier-Verizon and CenturyTel-11 

Embarq—are similar in size, with the CenturyLink transaction slightly larger in 12 

terms of total dollar value, target access lines to be acquired, and target states 13 

involved.  In addition, on a pre-transaction basis, CenturyTel, with approximately 14 

2.0 million access lines, was slightly smaller than Frontier, which has over 2.2 15 

million access lines.  On a relative basis, comparing the size of the target 16 

operations to the size of the acquirer, CenturyTel acquired a proportionately larger 17 

                                                 
83 In the Matter of Embarq Corporation and Centurytel, Inc., Docket No. UM 1416, Order No. 09-169 
(May 11, 2009). 
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company.  In terms of access lines, Embarq was 2.9 times larger than CenturyTel, 1 

while the VSTO operations are only 2.1 times larger than those of Frontier.  In 2 

terms of revenues, Embarq was 2.4 times larger than CenturyTel, while the VSTO 3 

operations are only 1.9 times larger than those of Frontier.  In terms of EBITDA, 4 

Embarq was 2.1 times larger than CenturyTel, while the VSTO operations are 5 

only 1.6 times larger than those of Frontier.  The relative size metrics are close, 6 

with the Frontier transaction having slightly more favorable ratios (that is, 7 

“favorable” if one believes that the acquirer should be closer in size to the target). 8 

 9 

Comparing the pro forma leverage ratios, again the data are similar, with 10 

CenturyLink’s targeted leverage slightly lower than Frontier’s projected pre-11 

synergy leverage, but with leverage ratios that are virtually identical when 12 

synergies are included.  Frontier’s pro forma dividend payout ratio post-13 

transaction including anticipated synergies is expected to be somewhat lower than 14 

that of CenturyLink, but again the ratios are close.  While CenturyLink’s debt 15 

currently is rated investment grade, the data indicate that pro forma post-16 

transaction Frontier will possess characteristics that make it a candidate for an 17 

upgrade to investment grade in the near future, which is a perspective supported 18 

by the Moody’s and Fitch ratings actions. 19 

 20 

So, when considering transactions comparable to the proposed transaction, it is 21 

important that the Commission keep in mind the CenturyTel combination with 22 

Embarq, as the transactions are remarkably similar in many respects.  CenturyTel 23 
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was comparable in size to Frontier, Embarq’s operations were larger than the 1 

VSTO operations, and the scale of the two integrations is similar. 2 

 3 

VI. SYNERGIES ARE ACHIEVABLE, BUT NOT NECESSARY TO MAKE 4 

THE TRANSACTION SUCCESSFUL. 5 

Q. Mr. Dougherty expresses his opinion that the projected synergies are 6 

significant and he is concerned that if Frontier does not achieve the synergies 7 

its financial position will be negatively impacted.84

A. Frontier’s projected synergies are achievable and reasonable, but are not 10 

necessary for the combined company to be financially sound.  Frontier is a proven 11 

acquirer of ILEC properties, having modeled and executed multiple acquisitions.  12 

For the proposed transaction, the projected expense savings are $500 million or 13 

21% of total VSTO cash operating expenses by 2013.

  Are Frontier’s estimated 8 

cost savings achievable and necessary for the company’s financial prospects? 9 

85

                                                 
84 Dougherty Direct, p. 33, lines 1-13. 

  This level of expense 14 

savings is consistent with other transactions in the industry and, more importantly, 15 

Frontier’s past acquisition integration experience.  For example, Frontier acquired 16 

Commonwealth, a sizeable local telephone company with over 450,000 total 17 

lines, in March 2007.  Frontier then completed the successful integration of the 18 

Commonwealth operations into Frontier’s existing operations eight months ahead 19 

of the announced plan and exceeded expectations for cost savings.  The realized 20 

cost savings were approximately 29% of Commonwealth’s target operating 21 

expenses.  Additionally, CenturyLink reported on August 6, 2009, that it expected 22 

85 New Frontier Presentation, slide 14. 
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to realize approximately $475 million in synergies versus the $400 million 1 

originally anticipated in its merger with Embarq, a figure that is very close to the 2 

Frontier dollar estimate in this transaction.86  In addition, industry analysts have 3 

indicated that Frontier’s anticipated synergies are achievable.  On May 13, 2009, 4 

independent research analysts at Stifel Nicolaus issued a report stating, “Frontier 5 

is guiding to annual synergies of approximately $500 million, or roughly 21% of 6 

cash opex, in-line with other synergy guidance levels given in similar 7 

transactions.”87

Frontier has a long track record of managing these integrations in the past, 10 
including the acquisition of significant numbers of RBOC access lines.  As 11 
such, we expect very little in the way of operational challenges 12 
surrounding the closing of the transaction. 13 

  Later that same day, the Stifel Nicolaus analysts issued a more 8 

detailed follow-up report in which they stated: 9 

 14 
The company believes it can achieve $500 million in annual synergy 15 
savings over time, within a couple of years of closing.  This represents 16 
approximately 21% of the cash operating expenses of the acquired 17 
assets—a synergy number that seems achievable to us, given what we 18 
know of the properties and corporate overhead allocations.88

 20 

  19 

Similarly, on May 14, 2009, research analysts at UBS Investment Research issued 21 

a report, stating “Management expects annual synergies of $500M, representing 22 

21% of cash operating expenses. . . .  From December 2005 to July 2007, 23 

synergies from telco consolidations have come in between 17-29% of operating 24 

                                                 
86 CenturyLink Reports Second Quarter 2009 Earnings, August 6, 2009. (available at 
http://ir.centurylink.com/phoenix.zhtml?c=112635&p=irol-newsArticle&id=1317840). 
87 Exhibit FTR Reply/205, Stifel Nicolaus, Frontier Communications Corporation: Transformational 
Acquisition With Verizon at 4.5x EBITDA (May 13, 2009).   
88 Exhibit FTR Reply/205, Stifel Nicolaus, Frontier Communications Corporation: Deal Appears to Be a 
Win-Win for Both Companies (May 13, 2009).   

http://ir.centurylink.com/phoenix.zhtml?c=112635&p=irol-newsArticle&id=1317840�
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expense.”89  Finally, Morgan Stanley’s analyst stated in a report dated August 14, 1 

2009, “We see upside to synergy targets as productivity initiatives in several areas 2 

(i.e. call centers, field ops) are not baked in.”90

 7 

  These independent professional 3 

perspectives provide further support for the view that Frontier’s cost savings 4 

expectations are reasonable, achievable, and within the range of industry 5 

experience.  6 

Q. As mentioned earlier, Mr. Dougherty creates a number of scenarios in which 8 

he assumes that post-transaction Frontier achieves no synergies and annual 9 

EBITDA declines are at elevated levels.91

A. Yes.  As I noted above, Mr. Dougherty’s assumed levels of EBITDA declines are 13 

not reasonable and even if they were to occur Frontier would still be financially 14 

viable.  However, I will focus my comments here on his assumption that Frontier 15 

might achieve no synergies.  I will use Frontier’s Base Case projections as the 16 

basis for my response.  Using the Base Case, even if we accept the no synergies 17 

assumption as plausible (which it is not), Frontier’s financial profile as of 2014 18 

still reflects a financially sound company.  The Base Case “no synergy” 19 

projections show that the 2014 dividend payout ratio would be 68.9% and 20 

improving.  In fact, Windstream, a financially-sound larger ILEC, today has a 21 

  Can you comment on the likely 10 

impact of Mr. Dougherty’s assumption that Frontier would achieve no 11 

synergies? 12 

                                                 
89 Exhibit FTR Reply/206, UBS Investment Research, Frontier Communications Corp: Frontier to more 
than triple access lines (May 14, 2009).   
90 Exhibit FTR Reply/202, Morgan Stanley August Report. 
91 Dougherty Direct, p. 34, lines 14-20 and Exhibit 202, p. 116. 
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current payout ratio in the low 60% range.  The “no synergy” 2014 leverage ratio 1 

would be 3.2 times, which is considered reasonable in the industry and is the same 2 

as Windstream’s ratio as of June 30, 2009 and would still result in a financially 3 

stronger Frontier.  In addition, in terms of operating results under this scenario, 4 

EBITDA and Net Income essentially are flat in the out years, free cash flow is 5 

increasing, and the company has invested more than $3.3 billion over the 6 

projection period.  Importantly, even using an extreme “no synergies” 7 

assumption, Frontier generates cumulative free cash flow after dividends (and 8 

significant capital investment) of more than $1.0 billion over the projection 9 

period.  So, while Frontier is confident that it can achieve and exceed its Base 10 

Case modeling, even if no synergies are assumed, the company would still be 11 

financially sound and fit to own and operate the VSTO properties.   12 

 13 

Q. What about Mr. Dougherty’s concern that the failure to achieve the 14 

synergies will result in lower net income and cash flows?92

A. It is readily apparent that the failure to achieve the full effect of the synergies 16 

would result in lower net income and cash flows.  However, as noted above, 17 

Frontier will still be a financially solid company even if no synergies are realized.  18 

Mr. Dougherty does not testify that, if no synergies are achieved, Frontier’s 19 

metrics will be weaker than other industry peers, as the pre-synergies leverage 20 

ratio of 2.6x, based on 2008 results, will be better than the leverage of Qwest and 21 

all of the other major industry comparables except CenturyLink (see Table 1, p. 22 

12, in accompanying testimony of Frontier witness David Whitehouse). 23 

  15 

                                                 
92 Dougherty Direct, p. 33, 11-13. 
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 1 

VII. CONTINUATION OF WHOLESALE SUPPORT SYSTEMS AND 2 

AGREEMENTS. 3 

Q. Have Competitive Local Exchange Carriers raised concerns regarding 4 

Frontier’s ability to accomplish the proposed transaction and provide service 5 

to competitive local exchange carriers?      6 

 7 
A. Yes.  William Solis and Michael D. Pelcovits on behalf of Comcast have filed 8 

testimony raising concerns that the proposed transaction will result in the 9 

degradation of the wholesale services they receive and recommending that the 10 

Commission impose certain conditions on Frontier. 11 

 12 

Q. Please summarize how the operational support systems that are used to 13 

support CLECs in Oregon will be transitioned from Verizon to Frontier.   14 

A. Verizon witness Stephen Smith and Frontier witness Kim Czak address this issue 15 

in more detail in their accompanying Rebuttal Testimony.  However, I want to 16 

make it clear that as part of the negotiated Merger Agreement with Verizon, 17 

Frontier will continue to use Verizon operational support systems and the same 18 

interfaces after the closing of the proposed transaction, which will result in at least 19 

the same quality of services and support that CLECs receive from Verizon.  These 20 

features will fully protect CLECs, from any interruption or degradation of service 21 

in Oregon, and make the conditions recommended by the CLEC interveners 22 

unreasonable and unnecessary. 23 

 24 
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Q. Please respond to the Staff and CLEC interveners’ concerns that existing 1 

interconnection agreements and arrangements with Verizon will be 2 

disrupted as a result of the proposed transaction. 3 

A. Ms. Kim Czak addresses this issue in detail in her Rebuttal Testimony.  In 4 

general, however, I would like to make it clear again that Frontier will honor all 5 

obligations under Verizon’s current ICAs, wholesale tariffs, and other existing 6 

wholesale arrangements, in addition to complying with the statutory obligations 7 

applicable to all ILECs.  Specifically, Frontier will assume responsibility for ICAs 8 

between Verizon and other carriers that relate to service within Oregon.  As a 9 

result wholesale customers will receive the same services, support and 10 

arrangements as those provided by Verizon prior to the transaction.   11 

 12 

Q. Please summarize your testimony with respect to the wholesale service 13 

conditions proposed by the CLECs in this proceeding. 14 

A. As I explained above, the transaction will result in no deterioration of wholesale 15 

service quality.  Frontier has not only the experience, but also the organization 16 

and resources necessary to provide quality wholesale service.  The added 17 

conditions proposed by the CLECs relating to wholesale customer services are 18 

unnecessary, inappropriate, and should be rejected.    19 

 20 

VIII. ONLY REASONABLE, NARROWLY-CRAFTED CONDITIONS SHOULD 21 

BE APPLIED. 22 
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Q. Should the proposed transaction be subject to conditions, as suggested by 1 

several of the witnesses? 2 

A. No.  Frontier believes that conditions, other than as noted above, are unnecessary 3 

in the proposed transaction, as this combination will result in numerous public 4 

benefits to Oregon customers, including new investment in network and 5 

operations, particularly in unserved and underserved areas, and will not result in 6 

any definable harm to the public interest.  In addition, Frontier expects that the 7 

financial profile of the post-merger company will be stronger as a result of 8 

stronger operations and better customer relationships that result from the 9 

company’s planned investment.  Importantly, the pending Frontier transaction is 10 

very similar to the merger of CenturyTel and Embarq, which the Commission 11 

recently approved without imposition of unreasonable conditions that might 12 

otherwise have diminished the long-term benefits of the transaction for Oregon 13 

customers.  Like the CenturyTel transaction, this combination makes the 14 

combined company stronger operationally and financially than it was prior to the 15 

transaction, with the result that only reasonable, narrowly-crafted conditions, if 16 

any at all, are appropriate. 17 

 18 

Q. Do the comparisons of the proposed transaction to other transactions provide 19 

support for additional conditions as suggested by several of the witnesses? 20 

A. No.  As Frontier has noted in this and previous testimony, the proposed 21 

transaction is different in clear and fundamental ways from the combination of 22 

FairPoint and Verizon NNE or from the acquisition by Carlyle of control of the 23 



  FTR Reply/200 
McCarthy/91 

 91 

Verizon Hawaii properties.  Certain witnesses continue to suggest superficial 1 

similarities between this transaction and former Verizon divestitures in spite of 2 

clear evidence of the substantive differences, and in spite of a clear record that the 3 

nature of the problems in those transactions can be distinguished from the 4 

characteristics of this transaction in terms of the financials, systems, and business 5 

experience.93

 10 

   Frontier was aware of and structured the transaction with Verizon 6 

to avoid these difficulties.  There is no reasonable basis or need to impose 7 

conditions or requirements on Frontier as a result of the deficiencies or problems 8 

experienced by FairPoint or other carriers.  9 

Q. Please summarize Frontier’s position with respect to the conditions proposed 11 

by Staff and the other interveners in this proceeding. 12 

A. Frontier has a long and consistent track record of successfully operating and 13 

integrating acquired wireline operations.  Frontier has the financial strength to 14 

invest in infrastructure to expand the scope and reach of services within the 15 

existing Verizon service territory in Oregon as well as the financial strength to 16 

invest in the operational resources to provide the level of service quality the 17 

Commission, retail customers and wholesale customers expect.    Frontier’s 18 

disagrees with several of the concerns identified by Staff and the other intervener 19 

witnesses and the need for the conditions they advocate.  Frontier does not object 20 

to several of the conditions proposed by Staff and would not object to certain 21 

other conditions proposed by Staff with certain modifications.  The Applicants 22 

                                                 
93 See, e.g., Dougherty Direct, pp. 20-21; White Direct, pp. 13-19. 



  FTR Reply/200 
McCarthy/92 

 92 

respectfully request the Commission approve this transaction without imposition 1 

of conditions beyond those agreed to by Frontier. 2 

 3 

Q. Does this conclude your rebuttal testimony? 4 

A. Yes, it does. 5 
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MERGER PROPOSED—YOUR VOTE IS VERY IMPORTANT

Dear Fellow Stockholders:

As previously announced, the board of directors of Frontier Communications Corporation, referred to as Frontier, has unanimously approved
a merger that will combine Frontier with New Communications Holdings Inc., referred to as Spinco, a newly formed subsidiary of Verizon
Communications Inc., referred to as Verizon. Immediately prior to the merger, Spinco (1) will hold defined assets and liabilities of the local
exchange business and related landline activities of Verizon in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon,
South Carolina, Washington, West Virginia and Wisconsin, and in portions of California bordering Arizona, Nevada and Oregon, collectively
referred to as the Spinco territory, including Internet access and long distance services and broadband video provided to designated customers in
the Spinco territory, collectively referred to as the Spinco business, and (2) will be spun off to Verizon stockholders. The merger will result in
Frontier acquiring approximately 4.8 million access lines (assuming the transactions were consummated on December 31, 2008) and certain
related business assets from Verizon. Pursuant to the Agreement and Plan of Merger, dated as of May 13, 2009, as amended, by and among
Verizon, Spinco and Frontier, referred to as the merger agreement, Spinco will merge with and into Frontier, and Frontier will survive as the
combined company conducting the combined business operations of Frontier and Spinco. The merger will take place immediately after Verizon
contributes the Spinco business to Spinco and distributes the common stock of Spinco to a third-party distribution agent for the benefit of Verizon
stockholders. Following the merger, the separate existence of Spinco will cease and the combined company will continue to operate under the
Frontier name and its common stock will continue to be listed on the New York Stock Exchange and traded under the ticker symbol “FTR.”
Frontier’s current management team will continue to manage the combined company after the merger and nine of Frontier’s twelve board members
will continue as members of the board of the combined company.

Pursuant to the merger agreement, Frontier will issue an aggregate number of shares of its common stock to Verizon stockholders equal to
(1) $5,247,000,000, divided by (2) the average of the volume-weighted averages of the trading prices of Frontier common stock for the 30
consecutive trading days ending on the third trading day before the closing of the merger, referred to as the Frontier average price. The aggregate
number of shares of Frontier common stock to be issued pursuant to the merger agreement will therefore change depending on the
Frontier average price, and will not be known until the closing of the merger. However, the merger agreement provides that if the Frontier
average price, as calculated, exceeds $8.50, then the Frontier average price will be $8.50, and if the Frontier average price, as calculated, is less
than $7.00, then the Frontier average price will be $7.00. Additionally, the dollar amount referred to in clause (1) above is subject to increase by
any amounts paid, payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental
approvals in the Spinco territory that are required to complete the merger or the spin-off. As a result, the number of shares of Frontier common
stock issuable pursuant to the merger agreement may increase, and any such increase could be significant.

Depending on the trading prices of Frontier common stock prior to the closing of the merger, Verizon stockholders will collectively own
between approximately 66% and 71% of the combined company’s outstanding equity immediately following the closing of the merger, and
Frontier stockholders will collectively own between approximately 29% and 34% of the combined company’s outstanding equity immediately
following the closing of the merger (in each case, before accounting for the elimination of fractional shares and any amounts paid, payable or
forgone by Verizon related to governmental approvals, as described above).

For a more complete discussion of the calculation of the number of shares of Frontier common stock to be issued pursuant to the merger
agreement, see the section entitled “The Transactions—Calculation of Merger Consideration” on page 44 of this proxy statement/prospectus.
Existing shares of Frontier common stock will remain outstanding after the merger. Verizon will not receive any shares of Frontier common stock
in the merger. In connection with the spin-off, Verizon will receive from Spinco $3.333 billion in aggregate value in the form of a special cash
payment, a reduction in the consolidated indebtedness of Verizon as a result of pre-existing long-term indebtedness to third parties
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(which may include current maturities) of Verizon subsidiaries that conduct the Spinco business becoming the consolidated indebtedness of Spinco
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as a result of the spin-off (and, as a result of the merger, becoming part of the consolidated indebtedness of the combined company) and, in certain
circumstances, senior unsecured debt securities of Spinco.

We cordially invite you to attend the special meeting of Frontier stockholders to be held on October 27, 2009 at our offices at 3 High Ridge
Park, Stamford, CT 06905, at 9:00 a.m., local time. At the special meeting, we will ask you to consider and vote on proposals, which we refer to
as the merger proposals, to adopt the merger agreement, amend Frontier’s restated certificate of incorporation to increase the number of authorized
shares of Frontier common stock and approve the issuance of Frontier common stock pursuant to the merger agreement. Frontier’s Board of
Directors has unanimously approved the merger agreement and the merger and unanimously recommends that Frontier stockholders vote
FOR the merger proposals. The approval of each of the merger proposals is conditioned upon the approval of each of the other merger proposals.

Your vote is very important, regardless of the number of shares you own. We cannot complete the merger unless all of the merger
proposals are approved by Frontier stockholders at the special meeting (and the other conditions to the closing of the merger have been satisfied).
Only stockholders who owned shares of Frontier common stock at the close of business on September 14, 2009 will be entitled to vote at the
special meeting. Whether or not you plan to be present at the special meeting, please complete, sign, date and return your proxy card in
the enclosed envelope, or authorize the individuals named on your proxy card to vote your shares by calling the toll-free telephone
number or by using the Internet as described in the instructions included with your proxy card. If you hold your shares in “street name,” you
should instruct your broker how to vote your shares in accordance with your voting instruction form. If you do not submit your proxy by
completing, signing, dating and returning the enclosed proxy card by mail, by calling the toll-free telephone number or by using the Internet as
described in the proxy card, or if you do not instruct your broker how to vote your shares or vote in person at the special meeting, it will have the
same effect as a vote against the adoption of the merger agreement and the amendment of Frontier’s restated certificate of incorporation to increase
the number of authorized shares of Frontier common stock (though it will have no effect on the vote to approve the issuance of Frontier common
stock pursuant to the merger agreement), and may result in the failure to establish a quorum for the special meeting.

This proxy statement/prospectus explains the merger, the merger agreement and the transactions contemplated thereby and provides specific
information concerning the special meeting. Please review this document carefully. You should carefully consider, before voting, the matters
discussed under the heading “Risk Factors” beginning on page 24 of this proxy statement/prospectus. On or about September 21, 2009,
Frontier will begin mailing to its stockholders this proxy statement/prospectus and the accompanying proxy card.

On behalf of our board of directors, I thank you for your support and appreciate your consideration of this matter.

Cordially,

Mary Agnes Wilderotter
Chairman of the Board of Directors,
President and Chief Executive Officer

Neither the Securities and Exchange Commission nor any state securities regulator has approved or disapproved the merger
described in this proxy statement/prospectus or the Frontier common stock to be issued pursuant to the merger agreement, or determined
if this proxy statement/prospectus is accurate or adequate. Any representation to the contrary is a criminal offense.

The date of this proxy statement/prospectus is September 16, 2009.
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 3 High Ridge Park, Stamford, CT 06905
 (203) 614-5600

 

September 16, 2009

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
To Be Held October 27, 2009

To the Stockholders of
FRONTIER COMMUNICATIONS CORPORATION:

NOTICE IS HEREBY GIVEN that a Special Meeting of Stockholders of Frontier Communications Corporation will be held at 3 High Ridge
Park, Stamford, CT 06905, on Tuesday, October 27, 2009, at 9:00 a.m., local time, for the following purposes:
 

(1) To adopt the Agreement and Plan of Merger, dated as of May 13, 2009, as amended by Amendment No. 1 thereto, dated as of July 24, 2009,
referred to as the merger agreement, by and among Verizon Communications Inc., referred to as Verizon, New Communications
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Holdings Inc., referred to as Spinco, and Frontier Communications Corporation, referred to as Frontier, pursuant to which Spinco will merge
with and into Frontier, after which Frontier will survive as the combined company conducting the combined business operations of Frontier
and Spinco;

 

(2) To amend the Restated Certificate of Incorporation of Frontier, as amended, to increase the number of authorized shares of Frontier common
stock from 600,000,000 to 1,750,000,000;

 

(3) To approve the issuance of Frontier common stock pursuant to the merger agreement; and
 

(4) To transact any other business that may properly be brought before the special meeting or any adjournment or postponement of the special
meeting.

Proposals (1) through (3) above are collectively referred to as the merger proposals.

Frontier’s board of directors, referred to as the Frontier board, fixed the close of business on September 14, 2009 as the record date for
determining stockholders entitled to notice of and to vote at the special meeting or any adjournment or postponement of the special meeting. At the
close of business on September 14, 2009, there were 312,326,280 shares of Frontier common stock entitled to vote at the special meeting. A
complete list of stockholders entitled to vote at the special meeting will be open to the examination of stockholders on the meeting date and for a
period of ten days prior to the special meeting at Frontier’s offices at 3 High Ridge Park, Stamford, Connecticut 06905, during ordinary business
hours.

THE FRONTIER BOARD HAS UNANIMOUSLY APPROVED THE MERGER AGREEMENT AND THE MERGER AND
UNANIMOUSLY RECOMMENDS THAT FRONTIER STOCKHOLDERS VOTE FOR THE MERGER PROPOSALS. STOCKHOLDER
APPROVAL OF EACH MERGER PROPOSAL IS NECESSARY TO EFFECT THE MERGER. THE APPROVAL OF EACH OF THE
MERGER PROPOSALS IS CONDITIONED UPON THE APPROVAL OF EACH OF THE OTHER MERGER PROPOSALS.

Whether or not you plan to attend the special meeting, please complete, sign, date and return the accompanying proxy card promptly or
authorize the individuals named on your proxy card to vote your shares by calling the toll-free number or by using the Internet as described in the
instructions included with your proxy card, so that your shares may be represented and voted at the special meeting. A return envelope is enclosed
for your convenience.

By Order of the Board of Directors

Hilary E. Glassman
Senior Vice President, General Counsel and Secretary
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WHERE YOU CAN FIND ADDITIONAL INFORMATION

This proxy statement/prospectus incorporates additional information about Frontier that is not included in or delivered with this proxy
statement/prospectus. Copies of Frontier’s filings with the Securities and Exchange Commission, referred to as the SEC, are available to Frontier
stockholders without charge by request made to Frontier in writing, by telephone or by e-mail with the following contact information or through
Frontier’s website at www.frontier.com:

Frontier Communications Corporation
Attn: Investor Relations Department

3 High Ridge Park
Stamford, Connecticut 06905
Telephone: (866) 491-5249

E-mail: frontier@frontiercorp.com

To ensure timely delivery, Frontier stockholders must request the information no later than October 20, 2009.

Frontier stockholders who have questions about the merger, the special meeting or any other matter described in this proxy
statement/prospectus should contact:

Frontier Communications Corporation
Attn: Investor Relations Department

3 High Ridge Park
Stamford, Connecticut 06905
Telephone: (866) 491-5249
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E-mail: frontier@frontiercorp.com

Frontier stockholders who need assistance in voting their shares or need a copy of this proxy statement/prospectus should contact:

MacKenzie Partners, Inc.
105 Madison Avenue

New York, New York 10016
Call Collect: (212) 929-5500
Toll-Free: (800) 322-2885

E-mail: proxy@mackenziepartners.com

Verizon stockholders who have questions regarding the spin-off, the merger or any other matter described in this proxy statement/prospectus
should contact:

Investor Relations
Verizon Communications Inc.

One Verizon Way
Basking Ridge, NJ 07920

Telephone: (212) 395-1525

Frontier makes available on its website at www.frontier.com its Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and all amendments to these reports as soon as reasonably practicable after it files these materials with, or furnishes these
materials to, the SEC. Frontier’s filings with the SEC are available to the public over the Internet at the SEC’s website at www.sec.gov, or at the
SEC’s public reference room located at 100 F Street, N.E., Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the operation of the public reference room.

Unless the context otherwise requires, references in this proxy statement/prospectus to Frontier mean Frontier Communications Corporation,
together with its subsidiaries, and references to Verizon mean Verizon Communications Inc., together with its subsidiaries. Neither Cellco
Partnership doing business as Verizon Wireless, referred to as Cellco, nor any of its subsidiaries is deemed to be a subsidiary or an affiliate of
Verizon for purposes of the distribution agreement or the merger agreement.

ALL INFORMATION CONTAINED IN THIS PROXY STATEMENT/PROSPECTUS WITH RESPECT TO VERIZON OR SPINCO AND
THEIR RESPECTIVE SUBSIDIARIES HAS BEEN PROVIDED BY VERIZON. ALL OTHER INFORMATION CONTAINED IN THIS
PROXY STATEMENT/PROSPECTUS, INCLUDING PRO FORMA INFORMATION, HAS BEEN PROVIDED BY FRONTIER.
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QUESTIONS AND ANSWERS
 
Q: What are Frontier stockholders being asked to vote on at the special meeting?
 

A: Frontier stockholders are being asked to consider and vote on proposals, referred to as the merger proposals, to adopt the merger agreement,
amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock and approve the
issuance of Frontier common stock pursuant to the merger agreement. Approval of each of the merger proposals by Frontier stockholders is
required for the completion of the merger. The approval of each of the merger proposals is conditioned upon the approval of each of the other
merger proposals, and the merger will not occur unless all of the merger proposals are approved.

 
Q: When and where is the special meeting of Frontier stockholders?
 

A: The special meeting of Frontier stockholders will be held at 9:00 a.m., local time, on Tuesday, October 27, 2009, at 3 High Ridge Park,
Stamford, CT 06905.

 
Q: Who can vote at the special meeting of Frontier stockholders?
 

A: Holders of Frontier common stock can vote their shares at the special meeting if they are holders of record of those shares at the close of
business on September 14, 2009, the record date for the special meeting.

 
Q: What vote is required to approve each proposal?
 

A: The proposal to adopt the merger agreement and the proposal to amend Frontier’s restated certificate of incorporation to increase the number
of authorized shares of Frontier common stock each require the affirmative vote of holders of a majority of the outstanding shares of Frontier
common stock entitled to vote on the proposal. The proposal to approve the issuance of shares of Frontier common stock pursuant to the
merger agreement requires the affirmative vote of a majority of the votes cast on the proposal by holders of Frontier common stock entitled to
vote on that proposal. However, the approval of each of the merger proposals is conditioned upon the approval of each of the other merger
proposals, and the merger will not occur unless all of the merger proposals are approved.

 
Q: How do Frontier stockholders vote?
 

A: Frontier stockholders may submit a proxy to vote before the special meeting in one of the following ways:



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

 

 •  calling the toll-free number shown on the proxy card to submit a proxy by telephone;
 

 •  visiting the website shown on the proxy card to submit a proxy via the Internet; or
 

 •  completing, signing, dating and returning the enclosed proxy card in the enclosed postage-paid envelope.

Frontier stockholders may also vote in person by attending the special meeting and voting their shares.

 
Q: If a Frontier stockholder is not going to attend the special meeting, should the stockholder return his or her proxy card or otherwise

vote his or her shares?
 

A: Yes. Completing, signing, dating and returning the proxy card by mail or submitting a proxy by calling the toll-free number shown on the
proxy card or submitting a proxy by visiting the website shown on the proxy card ensures that the stockholder’s shares will be represented
and voted at the special meeting, even if the stockholder is unable to or does not attend.

 

1
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Q: If a Frontier stockholder’s shares are held in “street name” by his or her broker, will the broker vote the shares for the stockholder?
 

A: A broker will vote a stockholder’s shares only if the stockholder provides instructions to the broker on how to vote. Stockholders should
follow the directions provided by their brokers regarding how to instruct the broker to vote their shares. Without instructions, the shares will
not be voted, which will have the effect of a vote against the adoption of the merger agreement and the amendment of Frontier’s restated
certificate of incorporation to increase the number of authorized shares of Frontier common stock (though it will have no effect on the vote to
approve the issuance of Frontier common stock pursuant to the merger agreement), and may result in the failure to establish a quorum for the
special meeting.

 
Q: Can Frontier stockholders change their vote?
 

A: Yes. Holders of record of Frontier common stock who have properly completed and submitted their proxy card or proxy by telephone or
Internet can change their vote in any of the following ways:

 

 
•  sending a written notice to the corporate secretary of Frontier that is received prior to the special meeting stating that the stockholder

revokes his or her proxy;
 

 
•  properly completing, signing and dating a new proxy card bearing a later date and properly submitting it so that it is received prior to

the special meeting;
 

 
•  visiting the website shown on the proxy card and submitting a new proxy in the same manner that the stockholder would to submit his

or her proxy via the Internet or by calling the toll-free number shown on the proxy card to submit a new proxy by telephone; or
 

 •  attending the special meeting in person and voting their shares.

Simply attending the special meeting will not revoke a proxy.

A Frontier stockholder whose shares are held in “street name” by his or her broker and who has directed that person to vote his or her shares
should instruct that person in order to change his or her vote.

 
Q: What if Frontier stockholders do not vote or abstain from voting?
 

A: If a holder of Frontier common stock fails to submit his or her proxy or vote his or her shares or fails to instruct his or her broker or other
nominee how to vote on the proposals to adopt the merger agreement and to amend Frontier’s restated certificate of incorporation to increase
the number of authorized shares of Frontier common stock, that failure will have the same effect as a vote against those proposals. If a holder
of Frontier common stock fails to submit his or her proxy or vote his or her shares or fails to instruct his or her broker or other nominee how
to vote on the proposal to issue shares of Frontier common stock pursuant to the merger agreement, that failure will have no effect on that
proposal, assuming a quorum is present at the special meeting.

Holders of Frontier common stock who submit proxy cards but do not indicate how they want to vote on a particular proposal will have their
proxies counted as votes in favor of that proposal.

 
Q: Does the Frontier board support the merger?
 

A: Yes. The Frontier board has unanimously approved the merger agreement and the merger and unanimously recommends that Frontier
stockholders vote FOR the merger proposals.
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Q: What should Frontier stockholders do now?
 

A: After carefully reading and considering the information contained in this proxy statement/prospectus, Frontier stockholders should submit a
proxy by mail, via the Internet or by telephone to vote their shares as
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soon as possible so that their shares will be represented and voted at the special meeting. Frontier stockholders should follow the instructions
set forth on the enclosed proxy card or on the voting instruction form provided by the record holder if their shares are held in the name of a
broker or other nominee.

 
Q: What are the transactions described in this proxy statement/prospectus?
 

A: References to the “transactions” are to the spin-off, the merger and the related transactions to be entered into by Verizon, Spinco and
Frontier, including their respective affiliates, as described under “The Transactions” and elsewhere in this proxy statement/prospectus.

 
Q: What will happen in the spin-off?
 

A: Pursuant to the distribution agreement, dated as of May 13, 2009, as amended by Amendment No. 1 thereto, dated as of July 24, 2009, by and
between Verizon and Spinco, referred to as the distribution agreement, Verizon will contribute to Spinco defined assets and liabilities of the
local exchange business and related landline activities of Verizon in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina,
Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, and in portions of California bordering Arizona, Nevada and
Oregon, collectively referred to as the Spinco territory, including Internet access and long distance services and broadband video provided to
designated customers in the Spinco territory, collectively referred to as the Spinco business.

In connection with these contributions, Verizon will receive from Spinco $3.333 billion in aggregate value in the form of:
 

 •  a special cash payment;
 

 

•  a reduction in the consolidated indebtedness of Verizon as a result of pre-existing long-term indebtedness to third parties (which may
include current maturities) of Verizon subsidiaries that conduct the Spinco business (referred to as the distribution date indebtedness)
becoming the consolidated indebtedness of Spinco as a result of the spin-off (and, as a result of the merger, becoming part of the
consolidated indebtedness of the combined company), referred to as the Verizon debt reduction; and

 

 •  if required, senior unsecured debt securities of Spinco, referred to as the Spinco debt securities.

Also in connection with these contributions, Spinco will issue additional shares of Spinco common stock to Verizon, which will be
distributed in the spin-off as described below.

No Spinco debt securities will be issued to Verizon if the special cash payment plus the distribution date indebtedness equals $3.333 billion.
The amount of the special cash payment from Spinco will not exceed the lesser of (i)(x) $3.333 billion minus (y) the aggregate amount of
distribution date indebtedness and (ii) Verizon’s estimate of the tax basis in the assets transferred to Spinco. Verizon currently anticipates that
Verizon’s tax basis in the assets to be transferred to Spinco will be greater than or equal to $3.333 billion. The parties do not expect that any
Spinco debt securities will be issued.

No later than nine months after the date of the merger agreement, Frontier and Verizon will jointly solicit proposals from reputable financing
sources to provide Spinco with debt financing in the form of one or more term loan bank borrowings or capital markets issuances by Spinco
prior to or substantially contemporaneous with the spin-off, referred to as the special cash payment financing, in order to finance the special
cash payment to Verizon. See “Financing of the Combined Company.”

Immediately prior to the merger, Verizon will spin off Spinco by distributing all of the shares of Spinco common stock to a third-party
distribution agent to be held for the benefit of Verizon stockholders. Spinco will then merge with and into Frontier, and the shares of Spinco
common stock will be immediately converted into that number of shares of Frontier common stock that Verizon stockholders will be entitled
to
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receive in the merger. The third-party distribution agent will then distribute shares of Frontier common stock and cash in lieu of fractional
shares to Verizon stockholders on a pro rata basis in accordance with the terms of the merger agreement.
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Q: What will happen in the merger?
 

A: In the merger, Spinco will merge with and into Frontier in accordance with the terms of the merger agreement. Spinco will no longer be a
separate company, and Frontier will survive the merger as a stand-alone company, also referred to as the combined company, holding and
conducting the combined business operations of Frontier and Spinco.

 
Q: What will Verizon stockholders be entitled to receive pursuant to the merger?
 

A: As a result of the merger, Verizon stockholders will receive an aggregate number of shares of Frontier common stock equal to
(1) $5,247,000,000, divided by (2) the average of the volume-weighted averages of the trading prices of Frontier common stock, referred to
as the Frontier average price, for the 30 consecutive trading days ending on the third trading day before the closing of the merger, referred to
as the Frontier average price calculation period. The aggregate number of shares of Frontier common stock to be issued pursuant to the
merger agreement will therefore change depending on the Frontier average price. However, the merger agreement provides that if the Frontier
average price, as calculated, exceeds $8.50, then the Frontier average price will be $8.50, and if the Frontier average price, as calculated, is
less than $7.00, then the Frontier average price will be $7.00. These limitations on the Frontier average price are referred to as the collar.
Additionally, the amount referred to in clause (1) above may be increased by any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to
complete the merger or the spin-off. As a result, the number of shares of Frontier common stock issuable pursuant to the merger agreement
may increase, and any such increase could be significant.

Depending on the trading prices of Frontier common stock prior to the closing of the merger and before accounting for the elimination of
fractional shares and any amounts related to governmental approvals paid, payable or forgone by Verizon as described above, Verizon
stockholders will collectively own between approximately 66% and 71% of the combined company’s outstanding equity immediately
following the closing of the merger, and Frontier stockholders will collectively own between approximately 29% and 34% of the combined
company’s outstanding equity immediately following the closing of the merger. Each Verizon stockholder will receive a number of shares of
Frontier common stock equal to the product of the aggregate number of shares of Frontier common stock to be issued pursuant to the merger
agreement multiplied by a fraction, the numerator being the number of shares of Verizon common stock owned by that stockholder as of the
record date for the spin-off and the denominator being the total number of shares of Verizon common stock outstanding as of that record date
plus the total number of shares of Verizon common stock issuable pursuant to employee stock options held on that record date and exercised
by the holders thereof between that record date and the date of the spin-off.

For example, if the closing of the merger had occurred on September 10, 2009, based on the average of the volume-weighted averages of the
trading prices of Frontier common stock for the 30 consecutive trading days ending September 4, 2009 (the third trading day before
September 10, 2009), as reported by the New York Stock Exchange, referred to as the NYSE, the Frontier average price would have equaled
$7.03. Prior to the elimination of fractional shares and assuming no adjustment was required for any amounts related to governmental
approvals as described above, Verizon stockholders would have received an aggregate of 746,372,688 shares of Frontier common stock in the
merger. This amount would have represented approximately 70.5% of the combined company’s equity immediately after the closing of the
merger if the closing had occurred on that date. Based on these assumptions, each Verizon stockholder would have received one share of
Frontier common stock for approximately every 3.8059 shares of Verizon common stock the Verizon stockholder owned on the assumed
record date for the spin-off. However, any change in
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the Frontier average price from the sample calculation of the Frontier average price used in the above example will, subject to the collar,
cause the aggregate number of shares of Frontier common stock to be issued pursuant to the merger agreement (and the per share
consideration to be received by Verizon stockholders in the merger) to change. In addition, any changes resulting from adjustments required
for amounts related to governmental approvals as described above will cause the aggregate number of shares of Frontier common stock to be
issued (and the per share consideration to be received by Verizon stockholders) to change, and any change in the number of shares of
Verizon common stock outstanding prior to the record date of the spin-off (together with any shares of Verizon common stock issued
pursuant to the exercise of Verizon stock options between the record date for the spin-off and the date of the spin-off) will cause the per share
consideration to be received by Verizon stockholders to change. The amount of any such change could be significant.

No fractional shares of Frontier common stock will be issued to Verizon stockholders in the merger. Each Verizon stockholder will receive a
cash payment in lieu of any fractional share of Frontier common stock to which he or she would otherwise be entitled. See “The Transaction
Agreements—Merger Agreement—Merger Consideration” and “Material United States Federal Income Tax Consequences of the Spin-Off
and the Merger—The Merger.”

 
Q: Will Verizon stockholders who sell their shares of Verizon common stock shortly before the completion of the spin-off and the
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merger still be entitled to receive shares of Frontier common stock with respect to the shares of Verizon common stock that were
sold?

 

A: It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common stock on the NYSE on the closing date), there will be two markets in Verizon common stock on the
NYSE: a “regular way” market and an “ex-distribution” market.

 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “regular way” market under the symbol “VZ” during this time
period, that Verizon stockholder will be selling both his or her shares of Verizon common stock and the right (represented by a “due-
bill”) to receive shares of Spinco common stock that will be converted into shares of Frontier common stock, and cash in lieu of
fractional shares (if any), at the closing of the merger. Verizon stockholders should consult their brokers before selling their shares of
Verizon common stock in the “regular way” market during this time period to be sure they understand the effect of the NYSE “due-
bill” procedures. The “due-bill” process is not managed, operated or controlled by Verizon.

 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “ex-distribution” market during this time period, that Verizon
stockholder will be selling only his or her shares of Verizon common stock, and will retain the right to receive shares of Spinco
common stock that will be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing
of the merger. It is currently expected that “ex-distribution” trades of Verizon common stock will settle within three business days after
the closing date of the merger and that if the merger is not completed all trades in this “ex-distribution” market will be cancelled.

After the closing date of the merger, shares of Verizon common stock will no longer trade in the “ex-distribution” market, and shares of
Verizon common stock that are sold in the “regular way” market will no longer reflect the right to receive shares of Spinco common stock
that will be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing of the merger.

 
Q: How may Verizon stockholders sell the shares of Frontier common stock which they are entitled to receive pursuant to the merger

agreement prior to receiving those shares of Frontier common stock?
 

A: It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common
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stock on the NYSE on the closing date), there will be two markets in Frontier common stock on the NYSE: a “regular way” market and a
“when issued” market.

 

 •  The “regular way” market will be the regular trading market for issued shares of Frontier common stock under the symbol “FTR.”
 

 

•  The “when issued” market will be a market for the shares of Frontier common stock that will be issued to Verizon stockholders at the
closing of the merger. If a Verizon stockholder sells shares of Frontier common stock in the “when issued” market during this time
period, that Verizon stockholder will be selling his or her right to receive shares of Frontier common stock at the closing of the merger.
It is currently expected that “when issued” trades of Frontier common stock will settle within three business days after the closing date
of the merger and that if the merger is not completed, all trades in this “when issued” market will be cancelled. After the closing date of
the merger, shares of Frontier common stock will no longer trade in this “when issued” market.

 
Q. In what ways will being a stockholder of both Verizon and the combined company differ from being a stockholder of Verizon?
 

A. Following the spin-off and the merger, Verizon stockholders will continue to own all of their shares of Verizon common stock. Their rights
as Verizon stockholders will not change, except that their shares of Verizon common stock will represent an interest in Verizon that no longer
includes the ownership and operation of the Spinco business. Verizon stockholders will also separately own stock of the combined company,
which will include the combined business operations of Frontier and Spinco.

The combined company’s business will differ in several important ways from that of Verizon:
 

 

•  The combined company’s business will focus on providing a broad array of communications services to business and residential
customers in the markets currently served by Frontier and the Spinco business, while Verizon will focus on providing wireless voice
and data products and services, and converged communications, information and entertainment services over its advanced fiber-optic
network in the United States, as well as expansive end-to-end global Internet Protocol (IP) networks to business and government
customers around the world;

 

 •  The combined company will be significantly smaller than Verizon; and
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•  Although Frontier expects the combined company to obtain an investment grade credit rating in the future, immediately after the
closing of the merger the combined company is expected to have a higher amount of indebtedness relative to its market capitalization
than Verizon, and may be subject to higher financing costs and more restrictive debt covenants than Verizon.

For a more complete description of the characteristics of the combined company’s business, see “Description of the Business of the
Combined Company.”

 
Q: Will the spin-off and the merger affect employees and former employees of Verizon who hold Verizon stock options and other stock-

based awards?
 

A: Yes. Pursuant to the terms of the plans under which those Verizon stock options and other stock-based awards were issued, Verizon expects
to adjust the exercise price of and number of shares of Verizon stock underlying the outstanding options to take into account any decrease in
the value of Verizon common stock immediately following the spin-off and the merger. Also, holders of Verizon restricted stock units and
Verizon performance stock units will receive additional units equivalent to the cash value of the Frontier common stock that they would have
received with respect to each hypothetical share of Verizon common stock held in respect of those units. See “The Transactions—Effects of
the Merger and Spin-Off on Verizon Stock Options and Other Verizon Stock-Based Awards.”

 

6

Table of Contents

Q: Has Verizon set a record date for the distribution of shares of Spinco common stock in the spin-off?
 

A: No. Verizon will publicly announce the record date for the spin-off when the record date has been determined. This announcement will be
made prior to the completion of the spin-off and the merger.

 
Q: Are Verizon stockholders required to do anything?
 

A: Verizon stockholders are not required to take any action to approve the spin-off or the merger. However, Verizon stockholders should
carefully read this proxy statement/prospectus, which contains important information about the spin-off, the merger, Spinco, Frontier and the
combined company. After the merger, Frontier will mail to holders of Verizon common stock who are entitled to receive shares of Frontier
common stock book-entry statements evidencing their ownership of Frontier common stock, cash payments in lieu of fractional shares (if
any) and related tax information, and other information regarding their receipt of Frontier common stock.

VERIZON STOCKHOLDERS WILL NOT BE REQUIRED TO SURRENDER THEIR SHARES OF VERIZON COMMON STOCK IN
THE SPIN-OFF OR THE MERGER AND THEY SHOULD NOT RETURN THEIR VERIZON STOCK CERTIFICATES. THE SPIN-OFF
AND THE MERGER WILL NOT RESULT IN ANY CHANGE IN VERIZON STOCKHOLDERS’ OWNERSHIP OF VERIZON
COMMON STOCK FOLLOWING THE MERGER.

 
Q: How will the rights of stockholders of Frontier and Verizon change after the merger?
 

A: The rights of stockholders of Frontier will not change as a result of the merger. Except for the amendment of Frontier’s restated certificate of
incorporation to increase the number of authorized shares of Frontier common stock as described in this proxy statement/prospectus, Frontier
does not anticipate amending its restated certificate of incorporation or its by-laws in connection with the merger. The rights of stockholders
of Verizon will also remain the same as prior to the merger, except that their shares of Verizon common stock will represent an interest in
Verizon that no longer reflects the ownership and operation of the Spinco business, and stockholders of Verizon will also receive shares of
Frontier common stock and cash paid in lieu of fractional shares (if any) in the merger. See “Description of Capital Stock of Frontier and the
Combined Company.”

 
Q: What will Frontier’s dividend policy be following the merger?
 

A: The amount and timing of dividends payable on Frontier’s common stock are within the sole discretion of its board of directors. Frontier
currently pays an annual cash dividend of $1.00 per share of Frontier common stock, subject to applicable law and agreements governing
Frontier’s indebtedness and within the sole discretion of the Frontier board. After the closing of the merger, Frontier intends to pay an annual
cash dividend of $0.75 per share of Frontier common stock, subject to applicable law and agreements governing the combined company’s
indebtedness and within the sole discretion of the Frontier board. Frontier believes that this dividend policy will allow the combined company
to invest in its markets, including extending its broadband capacity in the Spinco territory over the next few years. See “The Transactions—
Dividend Policy of Frontier and the Combined Company.”

 
Q: Will Frontier pay a dividend for the quarter in which the merger is completed?
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A: Yes. Frontier intends to pay a pro-rated dividend for the quarter in which the merger is completed to Frontier stockholders of record as of the
close of business on the business day immediately preceding the closing date of the merger based on its current policy of paying dividends on
each share of its common stock at a rate of $0.25 per share per quarter. The pro-rated dividend would be payable for the period from the first
day of the fiscal quarter in which the closing date of the merger occurs through and including the day immediately preceding the closing date
of the merger. Verizon stockholders who receive shares of Frontier
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common stock as a result of the merger will not be entitled to receive this pro-rated dividend in respect of the shares received in the merger.
In addition, Frontier intends to pay a pro-rated dividend at a rate of $0.1875 per share per quarter for the period beginning on the closing date
of the merger through and including the last day of the fiscal quarter in which the closing of the merger occurs. Existing Frontier stockholders
and Verizon stockholders who receive shares of Frontier common stock as a result of the merger and who continue to hold the shares on the
relevant record date would be entitled to receive this pro-rated dividend.

 
Q: Who will serve on the board of directors of the combined company?
 

A: Pursuant to the terms of the merger agreement, immediately prior to the effectiveness of the merger, the Frontier board (which will become
the board of directors of the combined company) will consist of twelve directors. Three of the directors will be initially designated by Verizon
and nine of the directors will be initially designated by Frontier. Frontier expects that Mary Agnes Wilderotter, Frontier’s current Chairman
of the Board of Directors, President and Chief Executive Officer, will continue to serve in such roles with the combined company.

 
Q: Will Frontier’s current senior management team manage the business of the combined company following the merger?
 

A: Yes. Frontier’s senior management team will continue to manage the business of the combined company after the merger. In addition,
Frontier expects to supplement Frontier’s current senior management team with members of Verizon’s regional management team who
currently manage the Spinco business. See “Management of the Combined Company.”

 
Q: What will be the indebtedness of the combined company immediately following completion of the spin-off and merger?
 

A: By virtue of the merger, the combined company will have approximately $3.4 billion of additional indebtedness compared to Frontier’s
indebtedness immediately prior to the merger. This additional indebtedness will consist of the special cash payment financing, the
distribution date indebtedness and any Spinco debt securities that may be issued to Verizon, although the parties currently expect that no
Spinco debt securities will be issued. The combined company will also continue to be obligated in respect of Frontier’s indebtedness existing
at the time of the merger. Based upon Frontier’s outstanding indebtedness as of June 30, 2009 of approximately $4.9 billion, Frontier expects
that, immediately following the merger, the combined company will have approximately $8.3 billion in total debt.

 
Q: Will there be a post-closing working capital adjustment?
 

A: Pursuant to the distribution agreement, Spinco is required to have, at the closing of the merger, defined current assets in an amount that is at
least equal to the amount of defined current liabilities as of such time, referred to as the distribution date working capital. If the distribution
date working capital of Spinco exceeds zero, no payment will be made by either party with respect to such excess. If the distribution date
working capital of Spinco is less than zero, Verizon will pay to the combined company an amount equal to the full amount of the deficit. In
the event that the combined company disagrees with Verizon’s calculation of the distribution date working capital, the combined company
may dispute that calculation if the amount in dispute exceeds $250,000.

 
Q: What are the material tax consequences to Frontier stockholders and Verizon stockholders resulting from the spin-off and the

merger?
 

A: Frontier stockholders are not expected to recognize any gain or loss for U.S. federal income tax purposes as a result of the merger. Verizon
stockholders are not expected to recognize any gain or loss for U.S. federal
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income tax purposes as a result of the spin-off or the merger, except for any gain or loss attributable to the receipt of cash in lieu of a
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fractional share of Frontier common stock. The material U.S. federal income tax consequences of the spin-off and the merger are described in
more detail under “Material United States Federal Income Tax Consequences of the Spin-Off and the Merger.”

 
Q: Are there risks associated with the merger?
 

A: Yes. The combined company may not achieve the expected benefits of the merger because of the risks and uncertainties discussed in the
sections titled “Risk Factors” and “Cautionary Statement Regarding Forward-Looking Statements.” Those risks include, among other things,
risks relating to the uncertainty that the combined company will fully realize the anticipated growth opportunities and cost synergies from the
merger and uncertainties relating to the performance of the combined company following the completion of the merger.

 
Q: Does Frontier have to pay anything to Verizon if the merger is not approved by the Frontier stockholders or if the merger agreement

is otherwise terminated?
 

A: Depending on the reasons for termination of the merger agreement, Frontier may have to pay Verizon a termination fee of $80 million. For a
discussion of the circumstances under which the termination fee is payable by Frontier to Verizon, including Frontier’s failure to obtain
stockholder approval, see “The Transaction Agreements—The Merger Agreement—Termination Fee Payable in Certain Circumstances.”

 
Q: Can Verizon or Frontier stockholders demand appraisal of their shares?
 

A: No. Neither Verizon nor Frontier stockholders have appraisal rights under Delaware law in connection with the spin-off or the merger.

 
Q: When will the merger be completed?
 

A: Frontier and Verizon are working to complete the merger as quickly as possible after receipt of applicable regulatory approvals, the last of
which is currently expected to be received during the second quarter of 2010. In addition to regulatory approvals, other important conditions
to the closing of the merger include, among other things, the completion of Spinco’s debt financing and payment of the special cash payment
to Verizon and the completion of Verizon’s internal realignment process to separate the Spinco business from its other businesses. If the
merger proposals described in this proxy statement/prospectus are approved by the Frontier stockholders at the special meeting and other
conditions to the closing of the merger are satisfied (or are capable of being satisfied by the anticipated closing date), Frontier expects to
complete the merger during the second quarter of 2010 (but not before April 30, 2010, which is the earliest date that the merger may close
under the merger agreement, unless Frontier and Verizon agree otherwise). However, it is possible that factors outside Frontier’s and
Verizon’s control could require Verizon to complete the spin-off and Frontier and Verizon to complete the merger at a later time or not
complete them at all. For a discussion of the conditions to the merger, see “The Transaction Agreements—The Merger Agreement—
Conditions to the Completion of the Merger.”
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SUMMARY

This summary highlights selected information from this proxy statement/prospectus and may not contain all of the information that is
important to you. To understand the transactions fully and for a more complete description of the terms of the spin-off and the merger, please
carefully read this entire proxy statement/prospectus and the other documents referred to in this proxy statement/prospectus. See also “Where
You Can Find Additional Information.”

This proxy statement/prospectus is:
 

 •  a proxy statement of Frontier for use in the solicitation of proxies for its special meeting;
 

 •  a prospectus of Frontier relating to the issuance of shares of Frontier common stock pursuant to the merger agreement; and
 

 
•  an information statement of Spinco relating to the distribution of shares of Spinco common stock to a third-party distribution agent

for the benefit of Verizon stockholders.

The Companies

Frontier Communications Corporation

Frontier is a communications company providing services to rural areas and small and medium-sized towns and cities. Frontier generated
revenues of approximately $2.2 billion for the fiscal year ended December 31, 2008 and approximately $1.1 billion for the six months ended
June 30, 2009. Frontier operated in 24 states with approximately 2,189,000 access lines, 614,000 Internet subscribers and 157,000 video
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subscribers as of June 30, 2009.

Incorporated in November 1935, Frontier is the sixth largest incumbent local exchange carrier in the United States based on number of
access lines. Frontier is typically the leading incumbent carrier in the markets it serves and provides the “last mile” of communications services
to residential and business customers in these markets.

From May 2000 until July 31, 2008, Frontier was named Citizens Communications Company.

Spinco

The Spinco business had approximately 4,800,000 access lines as of December 31, 2008, and approximately 4,500,000 access lines as of
June 30, 2009. The Spinco business generated revenues of approximately $4.4 billion for the year ended December 31, 2008, and
approximately $2.1 billion for the six months ended June 30, 2009.

Verizon’s Separate Telephone Operations’ financial information is included elsewhere in this proxy statement/prospectus before taking
into account any of the pro forma adjustments detailed in “Unaudited Pro Forma Condensed Combined Financial Information.” This financial
information, together with the pro forma adjustments detailed in “Unaudited Pro Forma Condensed Combined Financial Information,” reflects
the operations that will comprise the Spinco business in connection with the spin-off.

Pursuant to the distribution agreement, Verizon will contribute to Spinco defined assets and liabilities of its local exchange business and
related landline activities in the Spinco territory, including Internet access and long distance services and broadband video provided to
designated customers in the Spinco territory. This proxy statement/prospectus describes Spinco as if it had the assets, liabilities and customers
that will be transferred to it prior to completion of the spin-off and the merger for all periods and dates presented. The Spinco business
consists of local exchange service, designated intrastate and interstate long distance service, network access service, Internet access service,
enhanced voice and data services, digital subscriber line services, referred to as DSL, fiber-to-the-premises voice, broadband and video
services, wholesale services, operator services, directory assistance services, customer service to end users, and, in connection with the
foregoing, repairs, billing and collections, as well as other specified activities of Verizon in the Spinco territory. The conveyed assets will
specifically include designated fiber-to-the-premises network elements and customer premises equipment at fiber-to-the-premises subscriber
locations in the states of Indiana, Oregon and Washington and specified related transmission facilities.
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The Combined Company

The combined company is expected to be the nation’s largest communications services provider focused on rural areas and small and
medium-sized towns and cities, and the nation’s fifth largest incumbent local exchange carrier, with more than 7,000,000 access lines,
8,600,000 voice and broadband connections and 16,000 employees in 27 states on a pro forma basis as of December 31, 2008. The combined
company will offer voice, data and video services to customers in its expanded geographic footprint. Assuming the merger had occurred on
January 1, 2008, the combined company’s revenues on a pro forma basis would have been approximately $6.5 billion for the year ended
December 31, 2008, and approximately $3.1 billion for the six months ended June 30, 2009.

The Transactions

The Spin-Off (See “The Transactions—The Spin-Off” beginning on page 43)

As part of the spin-off, Verizon will, pursuant to a series of restructuring transactions prior to the spin-off, contribute to Spinco and its
subsidiaries defined assets and liabilities of the local exchange business and related landline activities of Verizon in the Spinco territory,
including Internet access and long distance services and broadband video provided to designated customers in the Spinco territory. In
exchange for these contributions, and immediately prior to the effective time of the merger, Spinco will deliver to Verizon:
 

 

•  a special cash payment in an amount not to exceed the lesser of (i)(x) $3.333 billion minus (y) the aggregate amount of distribution
date indebtedness and (ii) Verizon’s estimate of the tax basis in the assets transferred to Spinco (which Verizon currently
anticipates will be greater than or equal to $3.333 billion); and

 

 

•  if the total amount of the special cash payment is less than (i) $3.333 billion minus (ii) the aggregate amount of distribution date
indebtedness, Spinco debt securities having a principal amount equal to (x) $3.333 billion minus (y) the sum of (A) the total
amount of the special cash payment and (B) the aggregate amount of distribution date indebtedness.

Also in connection with these contributions, Spinco will issue additional shares of Spinco common stock to Verizon, which will be distributed
in the spin-off as described below.
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As a result of the foregoing transactions, all of which are referred to collectively as the contribution, Verizon will receive from Spinco
$3.333 billion in aggregate value in the form of the special cash payment, the Verizon debt reduction and, in the circumstances described
above, Spinco debt securities. Verizon will be permitted to use the special cash payment to repay debt, repurchase stock or pay dividends. The
parties do not expect that any Spinco debt securities will be issued.

After the contribution and immediately prior to the merger, Verizon will spin off Spinco by distributing all of the shares of Spinco
common stock to a third-party distribution agent to be held collectively for the benefit of Verizon stockholders, which transactions are referred
to collectively as the distribution. Spinco will then merge with and into Frontier, and the shares of Spinco common stock will be immediately
converted into the number of shares of Frontier common stock that Verizon stockholders will be entitled to receive in the merger. The third-
party distribution agent will then distribute these shares of Frontier common stock and cash in lieu of fractional shares to Verizon stockholders
on a pro rata basis in accordance with the terms of the merger agreement.

The Merger (See “The Transactions—The Merger” beginning on page 44)

In the merger, Spinco will merge with and into Frontier in accordance with the terms of the merger agreement and, following completion
of the merger, the separate existence of Spinco will cease. Frontier will survive the merger as the combined company and will hold and
conduct the combined business operations of Frontier and Spinco.
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Verizon stockholders will be entitled to receive a number of shares of common stock of Frontier, as the combined company, to be
determined based on the calculation set forth in “The Transactions—Calculation of Merger Consideration.” Verizon stockholders will receive
a cash payment in lieu of any fractional shares of Frontier common stock that they would otherwise receive. Verizon stockholders will not be
required to pay for any of the shares of Frontier common stock they receive and will also retain all of their shares of Verizon common stock.
Existing shares of Frontier common stock will remain outstanding.

Frontier, Spinco and Verizon stockholders will not be entitled to exercise appraisal rights or to demand payment for their shares in
connection with the spin-off or the merger.

The Special Meeting (See “The Special Meeting” beginning on page 39)

A special meeting of stockholders of Frontier will be held at 3 High Ridge Park, Stamford, CT 06905, on Tuesday, October 27, 2009, at
9:00 a.m., local time. At the special meeting, Frontier stockholders will be asked to consider and vote on proposals:
 

 •  to adopt the merger agreement;
 

 
•  to amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock from

600,000,000 to 1,750,000,000; and
 

 •  to approve the issuance of Frontier common stock pursuant to the merger agreement.

Record Date (See “The Special Meeting—Record Date and Outstanding Shares” beginning on page 39)

The Frontier board has fixed the close of business on September 14, 2009 as the record date for determining the holders of Frontier
common stock entitled to notice of, and to vote at, the special meeting.

Required Vote at the Frontier Special Meeting (See “The Special Meeting—Required Vote” beginning on page 40)
 

 
•  The affirmative vote of a majority of the outstanding shares of Frontier common stock entitled to vote is required to adopt the

merger agreement.
 

 
•  The affirmative vote of a majority of the outstanding shares of Frontier common stock entitled to vote is required to approve the

amendment to Frontier’s restated certificate of incorporation.
 

 
•  The affirmative vote of a majority of the votes cast by holders of shares of Frontier common stock entitled to vote is required to

approve the issuance of Frontier common stock to Verizon stockholders pursuant to the merger agreement.

The approval of each of the merger proposals is conditioned upon the approval of each of the other merger proposals, and the merger will
not occur unless all of the merger proposals are approved.
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Recommendations of Frontier’s Board of Directors (See “The Transactions—Frontier’s Reasons for the Merger” beginning on page 51 and
“The Transactions—Frontier’s Board of Directors’ Recommendation to Frontier Stockholders” beginning on page 54)

After careful consideration, the Frontier board, on May 12, 2009, unanimously approved the merger agreement and the merger. For the
factors considered by the Frontier board in reaching its decision to approve the merger agreement and the merger, see the sections entitled
“The Transactions—Frontier’s Reasons for the Merger” beginning on page 51. The Frontier board unanimously recommends that
Frontier stockholders vote “FOR” the merger proposals.
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No Vote Is Required by Verizon Stockholders (See “The Special Meeting—Required Vote” beginning on page 40)

No vote by Verizon stockholders is required or is being sought in connection with the spin-off or the merger. Verizon, as the sole
stockholder of Spinco, has already approved the merger.

Opinions of Financial Advisors to Frontier (See “The Transactions—Opinions of Frontier’s Financial Advisors” beginning on page 54)

The Frontier board received an oral opinion of Evercore Group L.L.C., referred to as Evercore, on May 12, 2009, which opinion was
confirmed by a written opinion dated May 12, 2009, to the effect that, as of that date and based on and subject to the assumptions made,
matters considered and limitations on the scope of review undertaken by Evercore as set forth therein, the aggregate merger consideration to be
delivered by Frontier in respect of the Spinco common stock pursuant to the merger agreement entered into by Verizon, Spinco and Frontier
on May 13, 2009, which was prior to any subsequent amendment and is referred to as the original merger agreement, was fair, from a financial
point of view, to Frontier and the holders of Frontier common stock (solely in their capacity as holders of Frontier common stock). The full
text of Evercore’s written opinion, which sets forth, among other things, the procedures followed, assumptions made, matters considered and
limitations on the scope of review undertaken by Evercore in connection with delivering its opinion, is attached as Annex B-1 to this proxy
statement/prospectus and is incorporated by reference in its entirety into this proxy statement/prospectus. Frontier stockholders are encouraged
to read the opinion carefully and in its entirety. The opinion of Evercore was provided to the Frontier board in connection with its evaluation
of the consideration provided for in the merger. It does not address any other aspect of the proposed merger and does not constitute a
recommendation as to how any Frontier stockholder should vote or act in connection with the merger.

The Frontier board also received an oral opinion of Citigroup Global Markets Inc., referred to as Citi, on May 12, 2009, which opinion
was subsequently confirmed by a written opinion dated May 13, 2009, to the effect that, as of that date and based upon and subject to the
assumptions, limitations and considerations set forth therein, the aggregate merger consideration to be delivered by Frontier in respect of the
Spinco common stock pursuant to the original merger agreement was fair, from a financial point of view, to Frontier and the holders of
Frontier common stock. The full text of Citi’s written opinion, which sets forth the assumptions made, general procedures followed, matters
considered and limits on the review undertaken by Citi in connection with its opinion, is attached as Annex B-2 to this proxy
statement/prospectus and is incorporated by reference in its entirety into this proxy statement/prospectus. Frontier stockholders are encouraged
to read the opinion carefully and in its entirety. The opinion of Citi was provided to the Frontier board in connection with its evaluation of the
consideration provided for in the merger. It does not address any other aspect of the proposed merger and does not constitute a
recommendation as to how any Frontier stockholder should vote or act in connection with the merger.

Board of Directors and Management of the Combined Company (See “Management of the Combined Company” beginning on page 177)

Immediately prior to the merger, the Frontier board (which will become the board of directors of the combined company) will consist of
twelve directors, nine of whom will be initially designated by Frontier and three of whom will be initially designated by Verizon. Verizon’s
director nominees may not be employees of Verizon, its affiliates or Cellco or any of its subsidiaries, and must satisfy the requirements for
director independence under the rules and regulations of the SEC and the NYSE. The officers of Frontier immediately prior to the merger will
continue as the officers of the combined company immediately following the merger. In addition, Frontier expects to supplement its current
senior management team with members of Verizon’s regional management team who currently manage the Spinco business.
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Risk Factors (See “Risk Factors” beginning on page 24)

In deciding whether to vote to approve the merger proposals, you should carefully consider the matters described in the section “Risk
Factors,” as well as other information included in this proxy statement/prospectus and the other documents to which you have been referred.

Regulatory Matters (See “The Transaction Agreements—The Merger Agreement—Regulatory Matters” beginning on page 85)

The merger agreement provides that each of the parties to the merger agreement will use all commercially reasonable efforts to obtain all
necessary actions, waivers, consents and approvals from any governmental authority, and to take all steps as may be necessary to obtain an
approval or waiver from, or to avoid an action by, any governmental authority. This includes making all necessary filings and defending or
contesting all actions or proceedings (subject to certain limitations).

Financing (See “The Transaction Agreements—The Merger Agreement—Financing Matters” beginning on page 88)

The special cash payment will be financed through the special cash payment financing. The merger agreement and the distribution
agreement also contemplate that Spinco debt securities may be issued to Verizon immediately prior to the spin-off. The parties do not expect
that any Spinco debt securities will be issued.

The merger agreement contains various covenants of Verizon, Frontier and Spinco relating to the special cash payment financing and the
Spinco debt securities.

Conditions (See “The Transaction Agreements—The Merger Agreement—Conditions to the Completion of the Merger” beginning on page
91)

As more fully described in this proxy statement/prospectus and in the merger agreement and distribution agreement, consummation of
the merger is subject to the satisfaction of certain conditions, including the availability of financing on terms that satisfy certain requirements
(including with respect to pricing and maturity) and the receipt of the proceeds thereof that, taken together with any Spinco debt securities and
the aggregate amount of the distribution date indebtedness, equal $3.333 billion. Other conditions to the merger include (i) the absence of a
governmental order that would constitute a materially adverse regulatory condition, (ii) the receipt of applicable regulatory consents and the
expiration or termination of the requisite waiting period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended,
referred to as the Hart-Scott-Rodino Act, (iii) the receipt of certain rulings from the Internal Revenue Service, referred to as the IRS, and
certain tax opinions, (iv) the approval of the stockholders of Frontier and (v) the absence of a material adverse effect on Frontier or on Spinco
or the Spinco business.

On September 1, 2009, the Federal Trade Commission granted the parties’ request for early termination of the waiting period under the
Hart-Scott-Rodino Act. Frontier cannot be certain when, or if, the other conditions to the merger will be satisfied or waived, or that the merger
will be completed.

Termination (See “The Transaction Agreements—The Merger Agreement—Termination” beginning on page 93)

The merger agreement may be terminated by:
 

 (a) the mutual written consent of the parties;
 

 (b) any of the parties if the merger is not consummated by July 31, 2010, subject to certain extension rights;
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(c) any of the parties if the merger is permanently enjoined or prohibited, or if a final, non-appealable order has been entered into that

would constitute a materially adverse regulatory condition;
 

 

(d) Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the other party or parties breach the merger agreement in a
way that would entitle the party or parties seeking to terminate the agreement not to consummate the merger, subject to the right of
the breaching party or parties to cure the breach;

 

 

(e) Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the requisite Frontier stockholder approvals have not been
obtained at the special meeting, except that Frontier will not be permitted to terminate the merger agreement because of the failure
to obtain the stockholder approval if that failure was caused by Frontier’s actions or inactions that constitute a material breach of the
merger agreement;

 

(f) Verizon and Spinco, if (1) the Frontier board withdraws or adversely modifies its recommendation or (2) Frontier fails to call and
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hold the special meeting within 60 days after the date on which the SEC shall have completed its review of this proxy
statement/prospectus and, if required by the SEC as a condition to the mailing of this proxy statement/prospectus, the date of
effectiveness of the registration statement of which it is a part; or

 

 

(g) Verizon and Spinco on any date, if on that date (1) the average of the volume-weighted averages of the trading prices of the Frontier
common stock for any period of 60 consecutive trading days that ended within three business days prior to that date is below $3.87
and (2) Verizon and Spinco notify Frontier in writing that they are terminating the merger agreement in accordance with this
provision.

Frontier will pay to Verizon a termination fee of $80 million in the event that:
 

 •  Verizon and Spinco terminate the merger agreement under clause (f) above; or
 

 

•  (1) Frontier receives a competing acquisition proposal and one of the parties terminates under clause (b) above or Verizon and
Spinco terminate the merger agreement because Frontier breaches certain specified provisions of the merger agreement, or a
competing acquisition proposal has been publicly announced prior to the Frontier stockholders’ meeting and Frontier stockholders
fail to approve the merger and (2) within 12 months after such termination of the merger agreement, Frontier consummates a
business combination transaction or enters into a definitive agreement with respect to such a transaction.

Material United States Federal Income Tax Consequences  (See “Material United States Federal Income Tax Consequences of the Spin-off
and the Merger” beginning on page 76)

Frontier stockholders are not expected to recognize any gain or loss for U.S. federal income tax purposes as a result of the merger.
Verizon stockholders are not expected to recognize any gain or loss for U.S. federal income tax purposes as a result of the spin-off or the
merger, except for any gain or loss attributable to the receipt of cash in lieu of a fractional share of Frontier common stock.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA OF FRONTIER

The following tables present selected historical consolidated financial and operating information of Frontier for the periods indicated.
The selected statements of operations information of Frontier for the six months ended June 30, 2009 and 2008 and the selected balance sheet
data of Frontier as of June 30, 2009 have been derived from Frontier’s unaudited interim consolidated financial statements included elsewhere
in this proxy statement/prospectus. In the opinion of Frontier management, all adjustments considered necessary for a fair presentation of the
interim June 30, 2009 and 2008 financial information of Frontier have been included. The selected historical consolidated financial
information of Frontier as of December 31, 2008 and 2007 and for each of the three fiscal years in the three-year period ended December 31,
2008 is derived from the audited historical consolidated financial statements of Frontier included elsewhere in this proxy statement/prospectus.
The selected historical consolidated financial information of Frontier as of December 31, 2006, 2005 and 2004 and for each of the two fiscal
years in the two-year period ended December 31, 2005 is derived from the audited historical consolidated financial statements of Frontier not
included in this proxy statement/prospectus. The operating data of Frontier below is unaudited for all periods. The operating results of Frontier
for the six months ended June 30, 2009 are not necessarily indicative of the results to be expected for any future periods.

This information is only a summary and should be read in conjunction with Frontier management’s discussion and analysis of financial
condition and results of operations of Frontier and the historical consolidated financial statements and notes thereto of Frontier referred to
above.
 

  
Six Months Ended

June 30,  Year Ended December 31,
($ in thousands, except per
share amounts)  2009  2008  2008  2007  2006  2005  2004
  (unaudited)   

Statements of Operations Information:    

Revenue  $1,070,098 $1,131,755 $ 2,237,018 $ 2,288,015 $ 2,025,367 $ 2,017,041 $ 2,022,378
Operating income  $ 276,126 $ 326,281 $ 642,456 $ 705,416 $ 644,490 $ 588,968 $ 460,301
Income from continuing operations  $ 65,265 $ 102,143 $ 184,274 $ 216,514 $ 258,321 $ 189,923 $ 57,609
Net income attributable to common

shareholders of Frontier  $ 64,221 $ 101,367 $ 182,660 $ 214,654 $ 344,555 $ 202,375 $ 72,150
Basic income per share of common stock

from continuing operations  $ 0.20 $ 0.31 $ 0.57 $ 0.64 $ 0.78 $ 0.55 $ 0.17
Earnings attributable to common

(1)
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shareholders of Frontier per basic share  $ 0.20 $ 0.31 $ 0.57 $ 0.64 $ 1.06 $ 0.60 $ 0.22
Earnings attributable to common

shareholders of Frontier per diluted
share  $ 0.20 $ 0.31 $ 0.57 $ 0.64 $ 1.06 $ 0.59 $ 0.22

Cash dividends declared (and paid) per
common share  $ 0.50 $ 0.50 $ 1.00 $ 1.00 $ 1.00 $ 1.00 $ 2.50

Other financial data:        

Capital expenditures  $ 110,364 $ 123,723 $ 288,264 $ 315,793 $ 268,806 $ 259,448 $ 263,949
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As of

June 30,  As of December 31,
($ in thousands)  2009  2008  2007  2006  2005  2004
  (unaudited)           

Balance sheet data:      

Total assets  $7,018,184 $6,888,676 $ 7,256,069 $ 6,797,536 $ 6,427,567 $ 6,679,899
Long-term debt  $4,944,989 $4,721,685 $ 4,736,897 $ 4,467,086 $ 3,995,130 $ 4,262,658
Total shareholders’ equity of Frontier  $ 438,056 $ 519,045 $ 997,899 $ 1,058,032 $ 1,041,809 $ 1,362,240

Operating data:       

Access lines   2,189,127  2,254,333  2,429,142  2,126,574  2,237,539  2,336,423
High-speed Internet subscribers   613,810  579,943  522,845  393,184  318,096  220,313
Video subscribers   157,353  119,919  93,596  62,851  32,326  0
 
(1) Operating results include activities from Frontier’s Vermont Electric segment for three months of 2004, and for Commonwealth

Telephone Enterprises, Inc., referred to as Commonwealth or CTE, from the date of its acquisition on March 8, 2007 and for Global
Valley Networks, Inc. and GVN Services, together referred to as GVN, from the date of their acquisition on October 31, 2007.
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SELECTED HISTORICAL COMBINED FINANCIAL DATA OF VERIZON’S
SEPARATE TELEPHONE OPERATIONS

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon in
Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and
Wisconsin, including Internet access and long distance services and broadband video provided to designated customers in those states.
Verizon’s Separate Telephone Operations comprise portions of Verizon California Inc. and Verizon South Inc., and the stock of Contel of the
South, Inc., Verizon Northwest Inc., referred to as Verizon Northwest, Verizon North Inc., referred to as Verizon North (after the transfer of
specific operations, assets and liabilities of Verizon North and Verizon Northwest), and Verizon West Virginia Inc., referred to as Verizon
West Virginia; also included in Verizon’s Separate Telephone Operations are customer relationships for related long distance services offered
by portions of Verizon Long Distance LLC and Verizon Enterprise Solutions LLC, referred to as VLD, and Verizon Online LLC, referred to
as VOL, in the Spinco territory. Verizon’s Separate Telephone Operations exclude all activities of Verizon Business Global LLC and Cellco.
The following selected historical combined financial data of Verizon’s Separate Telephone Operations for the six months ended June 30, 2009
and 2008 and as of June 30, 2009 have been derived from the unaudited interim condensed combined special-purpose financial statements of
Verizon’s Separate Telephone Operations included elsewhere in this proxy statement/prospectus. The following selected historical combined
special-purpose financial data of Verizon’s Separate Telephone Operations for each of the fiscal years ended December 31, 2008, 2007 and
2006 and as of December 31, 2008 and 2007 have been derived from the audited combined special-purpose financial statements of Verizon’s
Separate Telephone Operations included elsewhere in this proxy statement/prospectus. The selected historical combined special-purpose
financial data for the years ended December 31, 2005 and 2004 and as of December 31, 2006, 2005 and 2004 have been derived from the
unaudited combined special-purpose financial statements of Verizon’s Separate Telephone Operations that have not been included in this
proxy statement/prospectus. The results of operations for the interim periods are not necessarily indicative of the results of operations which
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might be expected for the entire year, but in the opinion of Verizon’s management, include all adjustments for the fair presentation of interim
financial information.

See “Unaudited Pro Forma Condensed Combined Financial Information” for a detailed description of assets and liabilities of Verizon’s
Separate Telephone Operations that will be contributed to Spinco, other assets and liabilities of Verizon’s Separate Telephone Operations that
will not be contributed to Spinco, and expenses that will not be expenses of the combined company as well as other similar adjustments.

The selected historical combined financial data of Verizon’s Separate Telephone Operations should be read in conjunction with the
unaudited interim condensed combined special-purpose financial statements of Verizon’s Separate Telephone Operations for the six months
ended June 30, 2009 and 2008 and the notes thereto and the audited combined special-purpose financial statements of Verizon’s Separate
Telephone Operations for the years ended December 31, 2008, 2007 and 2006 and the notes thereto and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” included elsewhere in this proxy statement/prospectus.
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Six Months Ended

June 30,   Year Ended December 31,
($ in millions)   2009   2008   2008   2007   2006   2005   2004
   (unaudited)            (unaudited)

Statements of Income:               

Operating revenues   $2,074  $ 2,201  $4,352  $4,527  $4,674  $ 4,831  $ 4,855
Operating income    411   603   1,044   1,159   1,162   1,046   1,072
Net income    237   335   552   603   638   538   612

Other Financial Data:               

Capital expenditures   $ 279  $ 364  $ 730  $ 703  $ 702  $ 733  $ 653
 

   
As of

June 30,   As of December 31,
($ in millions)   2009   2008   2007   2006   2005   2004
   (unaudited)         (unaudited)

Statements of Selected Assets, Selected Liabilities and Parent Funding:             

Total selected assets   $ 8,750  $8,926  $9,059  $9,119  $9,375  $9,608
Long-term debt, including current portion    624   622   1,319   1,315   1,732   1,882
Employee benefit obligations    1,197   1,160   1,068   991   930   815
Parent funding    4,803   4,952   4,548   4,443   4,270   4,144
 
(1) Operating expenses in the six months ended June 30, 2009 and the years ended December 31, 2008, 2007, 2006 and 2004 included

special charges related to pension settlement losses and severance plans of $139 million, $107 million, $53 million, $42 million and $121
million, respectively.
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SUMMARY UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

The following table shows summary unaudited pro forma condensed combined financial data about the financial condition and results of
operations of Frontier, as the combined company, after giving effect to the transactions, and is based upon the historical consolidated financial
data of Frontier and the historical combined special-purpose financial data of Verizon’s Separate Telephone Operations included elsewhere in
this proxy statement/prospectus. The unaudited pro forma condensed combined financial data has been prepared to reflect the merger based on
the acquisition method of accounting, with Frontier treated as the accounting acquirer. Under the acquisition method, the assets and liabilities
of Verizon’s Separate Telephone Operations will be recorded by Frontier at their respective fair values as of the date the merger is completed.
The unaudited pro forma condensed combined statements of operations information, which have been prepared for the six months ended June
30, 2009 and the year ended December 31, 2008, give effect to the transactions as if the transactions had occurred on January 1, 2008. The
unaudited pro forma condensed combined balance sheet data has been prepared as of June 30, 2009, and gives effect to the transactions as if

(1)
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they had occurred on that date. The unaudited pro forma condensed combined financial data has been derived from and should be read in
conjunction with the consolidated financial statements and the related notes of Frontier, the combined special-purpose financial statements and
the related notes of Verizon’s Separate Telephone Operations, and the unaudited pro forma condensed combined financial information,
including the notes thereto, included elsewhere in this proxy statement/prospectus.

The unaudited pro forma condensed combined financial data is presented for informational purposes only and is not necessarily
indicative of the financial position or results of operations that would have been achieved had the transactions been completed at the dates
indicated above. In addition, the unaudited pro forma condensed combined financial data does not purport to project the future financial
position or results of operation of Frontier, as the combined company, after completion of the transactions. As explained in more detail in the
accompanying notes to the unaudited pro forma condensed combined financial information included elsewhere in this proxy
statement/prospectus, the preliminary allocation of the transaction consideration reflected in the unaudited pro forma condensed combined
financial information is subject to adjustment and may vary significantly from the actual transaction consideration allocation that will be
recorded as of completion of the merger.
 
   Pro Forma

($ in millions, except per share amounts)   
Six Months Ended

June 30, 2009   
Year Ended

December 31, 2008
   (Unaudited)

Statements of Operations Information:     

Revenue   $ 3,103  $   6,494
Operating income    697   1,507
Net income    251   565
Basic and diluted income per common share    0.25   0.57

   
As of

June 30, 2009    
   (Unaudited)    

Balance Sheet Data:     

Property, plant and equipment, net   $ 8,618  

Goodwill, net    6,033  

Total assets    17,826  

Long-term debt    7,958  

Shareholders’ equity    5,651  
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COMPARATIVE HISTORICAL AND PRO FORMA PER SHARE DATA

The following table sets forth, for the six months ended June 30, 2009 and the year ended December 31, 2008, selected per share
information for Frontier common stock on a historical and pro forma combined basis. Except for the historical information as of and for the
year ended December 31, 2008, the information in the table is unaudited. You should read the data with the historical consolidated financial
statements and related notes of Frontier included elsewhere in this proxy statement/prospectus.

The Frontier pro forma combined income per share was calculated using the methodology described under “Unaudited Pro Forma
Condensed Combined Financial Information” included elsewhere in this proxy statement/prospectus and assuming the issuance of the number
of shares that would be issued at the mid-point of the collar ($7.75 per share of Frontier common stock). After the closing of the merger,
Frontier intends to reduce its annual cash dividend from $1.00 per share to $0.75 per share. This change in dividend policy is reflected below
in the column “Pro Forma Combined.” The Frontier pro forma combined book value per share was calculated by dividing total pro forma
combined common shareholders’ equity by the number of shares expected to be outstanding after giving pro forma effect to the issuance of
Frontier common stock pursuant to the merger agreement.
 
   Frontier  

   Historical   
Pro Forma
Combined  

Basic and diluted income per common share     

Six months ended June 30, 2009   $     0.20  $   0.25      
Year ended December 31, 2008   $ 0.57  $   0.57      

Cash dividends declared per common share     
(1)
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Six months ended June 30, 2009   $ 0.50  $  0.375  
Year ended December 31, 2008   $ 1.00  $  0.75   

Book value per common share     

As of June 30, 2009   $ 1.40  $   5.72      
 
(1) Frontier intends to pay an annual cash dividend of $0.75 per share after the closing of the merger.
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HISTORICAL MARKET PRICE AND DIVIDEND DATA OF FRONTIER COMMON STOCK

Frontier common stock currently trades on the NYSE under the symbol “FTR.” On May 12, 2009, the last trading day before the
announcement of the signing of the merger agreement, the last sale price of Frontier common stock reported by the NYSE was $7.57. On
September 15, 2009, the last practicable trading day for which information is available as of the date of this proxy statement/prospectus, the
last sale price of Frontier common stock reported by the NYSE was $7.14. Prior to July 31, 2008, the common stock of Frontier, then named
Citizens Communications Company, traded under the symbol “CZN.” The following table sets forth the high and low prices per share of
Frontier common stock for the periods indicated. For current price information, Frontier and Verizon stockholders are urged to consult publicly
available sources.
 

   

Frontier
Communications

Corporation
Common Stock

   High   Low

Calendar Year Ending December 31, 2009     

Third Quarter (through September 15, 2009)   $ 7.25  $ 6.43
Second Quarter   $ 8.16  $ 6.62
First Quarter   $ 8.87  $ 5.32

Calendar Year Ended December 31, 2008     

Fourth Quarter   $11.80  $ 6.35
Third Quarter   $12.94  $11.14
Second Quarter   $11.96  $10.01
First Quarter   $12.84  $ 9.75

Calendar Year Ended December 31, 2007     

Fourth Quarter   $14.54  $12.03
Third Quarter   $15.62  $12.50
Second Quarter   $16.05  $14.80
First Quarter   $15.58  $13.92

The following table shows the dividends that have been declared and paid on Frontier common stock during 2009, 2008 and 2007:
 

   

Per Share
Dividend
Declared   

Date
Declared   

Date Paid or
Payable

Calendar Year Ending December 31, 2009       

Third Quarter   $ 0.25  7/30/2009  9/30/2009
Second Quarter   $      0.25  5/13/2009  6/30/2009
First Quarter   $ 0.25  2/6/2009  3/31/2009

Calendar Year Ended December 31, 2008       

Fourth Quarter   $ 0.25  11/6/2008  12/31/2008
Third Quarter   $ 0.25  7/31/2008  9/30/2008
Second Quarter   $ 0.25  5/14/2008  6/30/2008
First Quarter   $ 0.25  2/21/2008  3/31/2008

Calendar Year Ended December 31, 2007       

Fourth Quarter   $ 0.25  10/25/2007  12/31/2007
Third Quarter   $ 0.25  7/27/2007  9/28/2007

  (1)
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Second Quarter   $ 0.25  5/18/2007  6/29/2007
First Quarter   $ 0.25  2/23/2007  3/30/2007
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Frontier’s current dividend policy is to pay quarterly dividends at a rate of $0.25 per share to the extent dividends are permitted by
applicable law and agreements governing Frontier’s indebtedness. Following the merger, Frontier intends to pay annual dividends at a rate of
$0.75 per share to the extent permitted by applicable law and agreements governing the combined company’s indebtedness. The amount and
timing of dividends payable on Frontier’s common stock are within the sole discretion of its board of directors and subject to applicable law
and any restrictions in the agreements governing the combined company’s indebtedness. For more information on Frontier’s current dividend
policy and the expected dividend policy of the combined company following the merger, see “The Transactions—Dividend Policy of Frontier
and the Combined Company.”

Market price data for Spinco has not been presented because Spinco is currently a wholly owned subsidiary of Verizon and its common
stock is not publicly traded.
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RISK FACTORS

You should carefully consider the following risks, together with the other information contained in this proxy statement/prospectus and the
annexes hereto. The risks described below are not the only risks facing Frontier and the combined company. Additional risks and uncertainties not
currently known or that are currently deemed to be immaterial may also materially and adversely affect the combined company’s business
operations or the price of the combined company’s common stock following completion of the merger.

Risks Relating to the Spin-Off and the Merger

The calculation of the merger consideration will not be adjusted in the event the value of the Spinco business or assets declines before the
merger is completed. As a result, at the time Frontier stockholders vote on the merger, they will not know the value of the Spinco business
or assets which will be acquired in the merger. The value of the Spinco business and assets may have an effect on the value of Frontier
common stock following completion of the merger.

The calculation of the number of shares of Frontier common stock to be issued to Verizon stockholders pursuant to the merger agreement
will not be adjusted in the event the value of the Spinco business declines, including as a result of the loss of access lines. If the value of the Spinco
business declines after Frontier stockholders approve the merger proposals, the market price of the common stock of the combined company
following completion of the merger may be less than Frontier stockholders anticipated when they voted to approve the merger proposals.
Conversely, any decline in the Frontier average price as a result of a decrease in the price of Frontier common stock during the Frontier average
price calculation period will, subject to the collar, increase the aggregate number of shares of Frontier common stock to be issued pursuant to the
merger agreement. Further, any amounts paid, payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in
order to obtain governmental approvals in the Spinco territory that are required to complete the merger or the spin-off will increase the aggregate
number of shares of Frontier common stock to be issued pursuant to the merger agreement, all as described in “The Transactions—Calculation of
Merger Consideration.” While Frontier will not be required to consummate the merger upon the occurrence of any event or circumstance that has,
or would reasonably be expected to have, individually or in the aggregate, a material adverse effect on Spinco or the Spinco business, neither
Verizon nor Frontier will be permitted to terminate the merger agreement because of any changes in the value of the Spinco business or because of
an increase in the number of shares of Frontier common stock to be issued to Verizon stockholders due to amounts paid, payable or forgone in
connection with government approvals as described above, in each case that do not rise to the level of a material adverse effect on Spinco or the
Spinco business. Frontier will also not be permitted to terminate the merger agreement because of any changes in the market price of Frontier
common stock.

Frontier’s effort to combine Frontier’s business and the Spinco business may not be successful.

The acquisition of the Spinco business is the largest and most significant acquisition Frontier has undertaken. Frontier management will be
required to devote a significant amount of time and attention to the process of integrating the operations of Frontier’s business and the Spinco
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business, which may decrease the time they will have to serve existing customers, attract new customers and develop new services or strategies.
Frontier expects that the Spinco business will be operating on an independent basis, separate from Verizon’s other businesses and operations,
immediately prior to the closing of the merger (other than with respect to the portion operated in West Virginia, which is expected to be ready for
integration into Frontier’s existing business at the closing of the merger) and will not require significant post-closing integration for Frontier to
continue the operations of the Spinco business immediately after the merger. However, the size and complexity of the Spinco business and the
process of using Frontier’s existing common support functions and systems to manage the Spinco business after the merger, if not managed
successfully by Frontier management, may result in interruptions of the business activities of the combined company that could have a material
adverse effect on the combined company’s business, financial condition and results of operations. In addition, Frontier management
 

24

Table of Contents

will be required to devote a significant amount of time and attention before completion of the merger to the process of migrating the systems and
processes supporting the operations of the Spinco business in West Virginia from systems owned and operated by Verizon to those owned and
operated by Frontier. The size, complexity and timing of this migration, if not managed successfully by Frontier management, may result in
interruptions of Frontier’s business activities.

The combined company may not realize the growth opportunities and cost synergies that are anticipated from the merger.

The success of the merger will depend, in part, on the ability of the combined company to realize anticipated growth opportunities and cost
synergies. The combined company’s success in realizing these growth opportunities and cost synergies, and the timing of this realization, depends
on the successful integration of Frontier’s business and operations and the Spinco business and operations. Even if the combined company is able
to integrate the Frontier and Spinco businesses and operations successfully, this integration may not result in the realization of the full benefits of
the growth opportunities and cost synergies that Frontier currently expects from this integration within the anticipated time frame or at all. For
example, the combined company may be unable to eliminate duplicative costs, or the benefits from the merger may be offset by costs incurred or
delays in integrating the companies.

After the close of the transaction, sales of Frontier common stock may negatively affect its market price.

The market price of Frontier common stock could decline as a result of sales of a large number of shares of Frontier common stock in the
market after the completion of the merger or the perception that these sales could occur. To the extent permitted under the tax sharing agreement,
any effort by the combined company to obtain additional capital by selling equity securities in the future will be made more difficult by such sales,
or the possibility that such sales may occur. See “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and their
Affiliates—The Tax Sharing Agreement.”

Depending on the trading prices of Frontier common stock prior to the closing of the merger and before accounting for the elimination of
fractional shares and any number of shares that may be issued as a result of amounts paid, payable or forgone by Verizon pursuant to orders or
settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete the merger
or the spin-off, Verizon stockholders will collectively own between approximately 66% and 71% of the combined company’s outstanding equity
immediately following the closing of the merger. Certain Verizon stockholders (such as certain index funds and institutional investors with specific
investment guidelines that do not cover Frontier common stock) who receive shares of Frontier common stock pursuant to the merger agreement
may be required to sell their shares of Frontier common stock immediately after the merger, which may negatively affect the price of the combined
company’s common stock.

If the assets contributed to Spinco by Verizon are insufficient to operate the Spinco business, it could adversely affect the combined
company’s business, financial condition and results of operations.

Pursuant to the distribution agreement, Verizon will contribute to Spinco defined assets and liabilities of its local exchange business and
related landline activities in the Spinco territory, including Internet access and long distance services and broadband video provided to designated
customers in the Spinco territory. The merger agreement provides that all the contributions will be made so that the Spinco business (other than the
portion conducted in West Virginia) is segregated from Verizon’s other businesses at least 60 days prior to the closing of the spin-off and merger.
See “The Transaction Agreements—The Distribution Agreement—Preliminary Transactions.” However, the contributed assets may not be
sufficient to operate all aspects of the Spinco business and the combined company may have to use assets or resources from Frontier’s existing
business or acquire additional assets in order to operate the Spinco business, which could adversely affect the combined company’s business,
financial condition and results of operations.
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Pursuant to the distribution agreement, the combined company has certain rights to cause Verizon to transfer to it any assets required to be
contributed to Spinco under that agreement that were not contributed as required. If Verizon were unable or unwilling to transfer those assets to the
combined company, or if Verizon and the combined company were to disagree about whether those assets were required to be contributed to
Spinco under the distribution agreement, the combined company might not be able to obtain those assets or similar assets from others without
significant costs or at all.

The combined company’s business, financial condition and results of operations may be adversely affected following the merger if it is not
able to obtain consents to assign certain Verizon contracts to Spinco.

Certain wholesale, large business, Internet service provider and other customer contracts that are required to be assigned to Spinco by
Verizon require the consent of the customer party to the contract to effect this assignment.

Verizon and the combined company may be unable to obtain these consents on terms favorable to the combined company or at all, which
could have a material adverse impact on the combined company’s business, financial condition and results of operations following the merger.

Regulatory agencies may delay approval of the spin-off and the merger, fail to approve them, or approve them in a manner that may
diminish the anticipated benefits of the merger.

Completion of the spin-off and the merger is conditioned upon the receipt of certain government consents, approvals, orders and
authorizations. See “The Transaction Agreements—The Merger Agreement—Conditions to the Completion of the Merger.” While Frontier and
Verizon intend to pursue vigorously all required governmental approvals and do not know of any reason why they would not be able to obtain the
necessary approvals in a timely manner, the requirement to receive these approvals before the spin-off and merger could delay the completion of
the spin-off and merger, possibly for a significant period of time after Frontier stockholders have approved the merger proposals. Any delay in the
completion of the spin-off and the merger could diminish the anticipated benefits of the spin-off and the merger or result in additional transaction
costs, loss of revenues or other effects associated with uncertainty about the transaction. Any uncertainty over the ability of the companies to
complete the spin-off and the merger could make it more difficult for Frontier to maintain or to pursue particular business strategies. In addition,
until the spin-off and the merger are completed, the attention of Frontier management may be diverted from ongoing business concerns and regular
business responsibilities to the extent management is focused on obtaining regulatory approvals.

Further, governmental agencies may decline to grant required approvals, or they may impose conditions on their approval of the spin-off and
the merger that could have an adverse effect on the combined company’s business, financial condition and results of operations. Any amounts paid,
payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the
Spinco territory that are required to complete the merger or the spin-off will increase the aggregate number of shares of Frontier common stock to
be issued pursuant to the merger agreement, and any such increase could be significant, all as described in “The Transactions—Calculation of
Merger Consideration.”

The merger agreement contains provisions that may discourage other companies from trying to acquire Frontier.

The merger agreement contains provisions that may discourage a third party from submitting a business combination proposal to Frontier
prior to the closing of the merger that might result in greater value to Frontier stockholders than the merger. The merger agreement generally
prohibits Frontier from soliciting any acquisition proposal, and Frontier may not terminate the merger agreement in order to accept an alternative
business combination proposal that might result in greater value to Frontier stockholders than the merger. Further, even if the Frontier board
withdraws or modifies its recommendation of the merger, it will still be required to submit the
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merger to a vote of its stockholders. In addition, before the Frontier board may withdraw or modify its recommendation, Verizon has the
opportunity to offer to modify the terms of the merger in response to any competing acquisition proposals that may be made. If the merger
agreement is terminated by Frontier or Verizon in certain circumstances, Frontier may be obligated to pay a termination fee of $80 million to
Verizon, which would represent an additional cost for a potential third party seeking a business combination with Frontier.

Failure to complete the merger could adversely affect the market price of Frontier common stock as well as Frontier’s business, financial
condition and results of operations.

If the merger is not completed for any reason, the price of Frontier common stock may decline to the extent that the market price of Frontier
common stock reflects positive market assumptions that the merger will be completed and the related benefits will be realized. Frontier may also
be subject to additional risks if the merger is not completed, including:
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 •  the requirement in the merger agreement that, under certain circumstances, Frontier pay Verizon a termination fee of $80 million;
 

 
•  substantial costs related to the merger, such as legal, accounting, filing, financial advisory and financial printing fees, which must be

paid regardless of whether the merger is completed; and
 

 •  potential disruption to the business of Frontier and distraction of its workforce and management team.

If the spin-off does not qualify as a tax-free spin-off under Section 355 of the Internal Revenue Code, referred to as the Code, including
as a result of subsequent acquisitions of stock of Verizon or Frontier, then Verizon or Verizon stockholders may be required to pay
substantial U.S. federal income taxes, and Frontier may be obligated to indemnify Verizon for such taxes imposed on Verizon.

The spin-off and merger are conditioned upon Verizon’s receipt of a private letter ruling from the IRS to the effect that the spin-off and
certain related transactions will qualify as tax-free to Verizon, Spinco and the Verizon stockholders for U.S. federal income tax purposes, referred
to as the IRS ruling. A private letter ruling from the IRS generally is binding on the IRS. However, the IRS ruling will not rule that the spin-off
satisfies every requirement for a tax-free spin-off, and the parties will rely solely on the opinion of counsel described below for comfort that such
additional requirements are satisfied.

The spin-off and merger are also conditioned upon Verizon’s receipt of an opinion of Debevoise & Plimpton LLP, referred to as Debevoise,
counsel to Verizon, to the effect that the spin-off and certain related transactions will qualify as tax-free to Verizon, Spinco and the stockholders of
Verizon. The opinion will rely on the IRS ruling as to matters covered by it.

Both the IRS ruling and the opinion of counsel will be based on, among other things, certain representations and assumptions as to factual
matters made by Verizon, Spinco and Frontier. The failure of any factual representation or assumption to be true, correct and complete in all
material respects could adversely affect the validity of the IRS ruling or the opinion of counsel. An opinion of counsel represents counsel’s best
legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with the opinion. In addition, the IRS ruling and the
opinion will be based on current law, and cannot be relied upon if current law changes with retroactive effect.

The spin-off will be taxable to Verizon pursuant to Section 355(e) of the Code if there is a 50% or more change in ownership of either
Verizon or Spinco, directly or indirectly, as part of a plan or series of related transactions that include the spin-off. Because Verizon stockholders
will collectively own more than 50% of the Frontier common stock following the merger, the merger alone will not cause the spin-off to be taxable
to Verizon under Section 355(e). However, Section 355(e) might apply if other acquisitions of stock of Verizon before or after the merger, or of
Frontier after the merger, are considered to be part of a plan or series of related transactions that include the spin-off. If Section 355(e) applied,
Verizon might recognize a very substantial amount of taxable gain.
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Under the tax sharing agreement, in certain circumstances, and subject to certain limitations, Frontier is required to indemnify Verizon
against taxes on the spin-off that arise as a result of actions or failures to act by Frontier, or as a result of changes in ownership of the stock of
Frontier after the merger. See “Risk Factors—Risks Relating to the Spin-Off and the Merger—Frontier will be unable to take certain actions after
the merger because such actions could jeopardize the tax-free status of the spin-off or the merger, and such restrictions could be significant” and
“The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their Affiliates—The Tax Sharing Agreement.” In some
cases, however, Verizon might recognize gain on the spin-off without being entitled to an indemnification payment under the tax sharing
agreement.

See “Material United States Federal Income Tax Consequences of the Spin-Off and the Merger.”

If the merger does not qualify as a tax-free reorganization under Section 368 of the Code, Frontier and the stockholders of Verizon may
be required to pay substantial U.S. federal income taxes.

The obligations of Verizon and Frontier to consummate the merger are conditioned, respectively, on Verizon’s receipt of an opinion of
Debevoise, counsel to Verizon, and Frontier’s receipt of an opinion of Cravath, Swaine & Moore LLP, referred to as Cravath, counsel to Frontier,
in each case to the effect that the merger will qualify as a tax-free reorganization under Section 368(a) of the Code, and that no gain or loss will be
recognized as a result of the merger by Spinco or by Spinco stockholders (except for cash in lieu of fractional shares). These opinions will be based
upon, among other things, certain representations and assumptions as to factual matters made by Verizon, Spinco and Frontier. The failure of any
factual representation or assumption to be true, correct and complete in all material respects could adversely affect the validity of the opinions. An
opinion of counsel represents counsel’s best legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with
the opinion. In addition, the opinions will be based on current law, and cannot be relied upon if current law changes with retroactive effect. If the
merger were taxable, Spinco stockholders would recognize taxable gain or loss on their receipt of Frontier stock in the merger, and Spinco would
be considered to have made a taxable sale of its assets to Frontier.
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Frontier will be unable to take certain actions after the merger because such actions could jeopardize the tax-free status of the spin-off or
the merger, and such restrictions could be significant.

The tax sharing agreement prohibits Frontier from taking actions that could reasonably be expected to cause the spin-off to be taxable or to
jeopardize the conclusions of the IRS ruling or opinions of counsel received by Verizon or Frontier. In particular, for two years after the spin-off,
Frontier may not:
 

 

•  enter into any agreement, understanding or arrangement or engage in any substantial negotiations with respect to any transaction
involving the acquisition, issuance, repurchase or change of ownership of Frontier capital stock, or options or other rights in respect of
Frontier capital stock, subject to certain exceptions relating to employee compensation arrangements, stock splits, open market stock
repurchases and stockholder rights plans;

 

 
•  permit certain wholly owned subsidiaries owned by Spinco at the time of the spin-off to cease the active conduct of the Spinco

business to the extent it was conducted immediately prior to the spin-off; or
 

 
•  voluntarily dissolve, liquidate, merge or consolidate with any other person, unless Frontier survives and the transaction otherwise

complies with the restrictions in the tax sharing agreement.

The tax sharing agreement further restricts Frontier from prepaying, or modifying the terms of, the Spinco debt securities, if any.

Nevertheless, Frontier is permitted to take any of the actions described above if it obtains Verizon’s consent, or if it obtains a supplemental
IRS private letter ruling (or an opinion of counsel that is reasonably acceptable to Verizon) to the effect that the action will not affect the tax-free
status of the spin-off or the merger. However, the
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receipt by Frontier of any such consent, opinion or ruling does not relieve Frontier of any obligation it has to indemnify Verizon for an action it
takes that causes the spin-off to be taxable to Verizon.

Because of these restrictions, for two years after the merger, Frontier may be limited in the amount of capital stock that it can issue to make
acquisitions or to raise additional capital. Also, Frontier’s indemnity obligation to Verizon may discourage, delay or prevent a third party from
acquiring control of Frontier during this two-year period in a transaction that stockholders of Frontier might consider favorable. See “The
Transaction Agreements—The Merger Agreement,” “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their
Affiliates—The Tax Sharing Agreement” and “Material United States Federal Income Tax Consequences of the Spin-Off and the Merger.”

Investors holding shares of Frontier common stock immediately prior to the merger will, in the aggregate, have a significantly reduced
ownership and voting interest after the merger and will exercise less influence over management.

After the merger’s completion, Frontier stockholders will, in the aggregate, own a significantly smaller percentage of the combined company
than they will collectively own of Frontier immediately prior to the merger. Depending on the trading prices of Frontier common stock prior to the
closing of the merger and before accounting for the elimination of fractional shares and adjustments for any amounts paid, payable or forgone by
Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are
required to complete the merger and the spin-off, Frontier stockholders will collectively own between approximately 29% and 34% of the
combined company’s outstanding equity immediately following the closing of the merger. Consequently, Frontier stockholders, collectively, will
be able to exercise less influence over the management and policies of the combined company than they would be able to exercise over the
management and policies of Frontier immediately prior to the merger. Moreover, the number of shares of Frontier common stock to be issued to
Verizon stockholders pursuant to the merger agreement is subject to increase by any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain government approvals in the Spinco territory that are required to complete
the merger or the spin-off, and any such increase may be significant. In addition, Verizon will have the right to initially designate three of the
twelve members of the board of directors of the combined company.

The pendency of the merger could adversely affect the business and operations of Frontier and the Spinco business.

In connection with the pending merger, some customers of each of Frontier and the Spinco business may delay or defer decisions or may end
their relationships with the relevant company, which could negatively affect the revenues, earnings and cash flows of Frontier and the Spinco
business, regardless of whether the merger is completed. Similarly, current and prospective employees of Frontier and the Spinco business may
experience uncertainty about their future roles with the combined company following the merger, which may materially adversely affect the ability
of each of Frontier and the Spinco business to attract and retain key personnel during the pendency of the merger.

Risks Related to the Combined Company’s Business Following the Merger
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The combined company will likely face further reductions in access lines, switched access minutes of use, long distance revenues and
federal and state subsidy revenues, which could adversely affect it.

The businesses that will make up the combined company have experienced declining access lines, switched access minutes of use, long
distance revenues, federal and state subsidies and related revenues because of economic conditions, increasing competition, changing consumer
behavior (such as wireless displacement of wireline use, e-mail use, instant messaging and increasing use of Voice over Internet Protocol, referred
to as VoIP), technology changes and regulatory constraints. For example, Frontier’s access lines declined 7% in 2008,
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and 6% in 2007 (excluding the access lines added through Frontier’s acquisitions of Commonwealth and GVN). In addition, Frontier’s switched
access minutes of use declined 9% in 2008 and 8% in 2007 (excluding the switched access minutes added through Frontier’s acquisitions of
Commonwealth and GVN). The Spinco business’s access lines declined 10% in 2008, and 8% in 2007. In addition, the Spinco business’s switched
access minutes of use declined 11% in 2008 and 11% in 2007. These factors, among others, are likely to cause the combined company’s local
network service, switched network access, long distance and subsidy revenues to continue to decline, and these factors may cause the combined
company’s cash generated by operations to decrease.

The combined company will face intense competition, which could adversely affect it.

The communications industry is extremely competitive and competition is increasing. The traditional dividing lines between local, long
distance, wireless, cable and Internet service providers are becoming increasingly blurred. Through mergers and various service expansion
strategies, service providers are striving to provide integrated solutions both within and across geographic markets. The combined company’s
competitors will include competitive local exchange carriers and other providers (or potential providers) of services, such as Internet service
providers, wireless companies, VoIP providers and cable companies that may provide services competitive with the services that the combined
company will offer or will intend to introduce. Competition will continue to be intense following the merger, and Frontier cannot assure you that
the combined company will be able to compete effectively. Frontier also believes that wireless and cable telephony providers have increased their
penetration of various services in Frontier’s and Spinco’s markets. Frontier expects the combined company to continue to lose access lines at least
in the near term and that competition with respect to all the products and services of the combined company will increase.

Frontier expects competition to intensify as a result of the entrance of new competitors, penetration of existing competitors into new markets,
changing consumer behavior and the development of new technologies, products and services that can be used in substitution for the combined
company’s products and services. Frontier cannot predict which of the many possible future technologies, products or services will be important in
order to maintain the combined company’s competitive position or what expenditures will be required to develop and provide these technologies,
products or services. The combined company’s ability to compete successfully will depend on the success and cost of capital expenditure
investments in the Spinco territory as well as the cost of marketing efforts and on the combined company’s ability to anticipate and respond to
various competitive factors affecting the industry, including a changing regulatory environment that may affect the combined company and its
competitors differently, new services that may be introduced (including wireless broadband offerings), changes in consumer preferences,
demographic trends, economic conditions and pricing strategies by competitors. Increasing competition may reduce the combined company’s
revenues and increase the combined company’s marketing and other costs as well as require the combined company to increase its capital
expenditures and thereby decrease its cash flow.

Some of the combined company’s future competitors will have superior resources, which may place the combined company at a cost and
price disadvantage.

Some of the companies that will be competitors of the combined company will have market presence, engineering, technical and marketing
capabilities and financial, personnel and other resources substantially greater than those of the combined company. In addition, some of these
future competitors will be able to raise capital at a lower cost than the combined company. Consequently, some of these competitors may be able
to develop and expand their communications and network infrastructures more quickly, adapt more swiftly to new or emerging technologies and
changes in customer requirements, take advantage of acquisition and other opportunities more readily and devote greater resources to the
marketing and sale of their products and services than the combined company. Additionally, the greater brand name recognition of some future
competitors may require the combined company to price its services at lower levels in order to retain or obtain customers. Finally, the cost
advantages of some of these competitors may give them the ability to reduce their prices for an extended period of time if they so choose.
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The combined company may be unable to grow its revenues and cash flows despite the initiatives Frontier has implemented and intends to
continue after the merger.

The combined company must produce adequate revenues and cash flows that, when combined with funds available under Frontier’s
revolving credit facility, which will continue to be the combined company’s revolving credit facility (subject to any permitted refinancing or
replacement thereof by Frontier), will be sufficient to service the combined company’s debt, fund its capital expenditures, pay its taxes, fund its
pension and other employee benefit obligations and pay dividends pursuant to its dividend policy. Frontier has implemented and will continue to
implement several growth initiatives that will affect the combined company, including increasing marketing promotions and related expenditures
and launching new products and services with a focus on areas that are growing or demonstrate meaningful demand such as wireline and wireless
high-speed Internet, referred to as HSI, satellite video products and the “Frontier Peace of Mind” suite of products, including computer technical
support. Frontier cannot assure you that these initiatives will improve the combined company’s financial position or its results of operations.

Weak economic conditions may decrease demand for the combined company’s services.

The combined company could be sensitive to the ongoing recession if current economic conditions or their effects continue following the
merger. Downturns in the economy and competition in the combined company’s markets could cause some of the combined company’s customers
to reduce or eliminate their purchases of the combined company’s basic and enhanced services, HSI and video services and make it difficult for the
combined company to obtain new customers. In addition, if current economic conditions continue, they could cause the combined company’s
customers to delay or discontinue payment for its services.

Disruption in the combined company’s networks and infrastructure may cause the combined company to lose customers and incur
additional expenses.

To attract and retain customers, the combined company will need to provide customers with reliable service over its networks. Some of the
risks to the combined company’s networks and infrastructure include physical damage to access lines, security breaches, capacity limitations,
power surges or outages, software defects and disruptions beyond its control, such as natural disasters and acts of terrorism. From time to time in
the ordinary course of business, the combined company could experience short disruptions in its service due to factors such as cable damage,
inclement weather and service failures of the combined company’s third-party service providers. The combined company could experience more
significant disruptions in the future. The combined company could also face disruptions due to capacity limitations if changes in the combined
company’s customers’ usage patterns for its HSI services result in a significant increase in capacity utilization, such as through increased usage of
video or peer-to-peer file sharing applications. Disruptions may cause interruptions in service or reduced capacity for customers, either of which
could cause the combined company to lose customers and incur additional expenses, and thereby adversely affect its business, revenues and cash
flows.

The combined company’s business will be sensitive to the creditworthiness of its wholesale customers.

The combined company will have substantial business relationships with other telecommunications carriers for whom it will provide service.
While bankruptcies of these carriers have not had a material adverse effect on Frontier or the Spinco business in recent years, future bankruptcies in
their industry could result in the loss of significant customers by the combined company, as well as more price competition and uncollectible
accounts receivable. Such bankruptcies may be more likely in the future if current economic conditions continue into 2010 or beyond. As a result,
the combined company’s revenues and results of operations could be materially and adversely affected.
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A significant portion of the combined company’s workforce will be represented by labor unions and will therefore be subject to collective
bargaining agreements, and if the combined company is unable to enter into new agreements or renew existing agreements before they
expire, the combined company workers subject to collective bargaining agreements could engage in strikes or other labor actions that
could materially disrupt the combined company’s ability to provide services to its customers.

As of June 30, 2009, Frontier had approximately 5,400 active employees. Approximately 2,800, or 52%, of these employees were represented
by unions and were therefore subject to collective bargaining agreements. Of the union-represented employees, approximately 1,000, or 36%, were
subject to collective bargaining agreements that expire in 2009 and approximately 300, or 11%, were subject to collective bargaining agreements
that expire in 2010.

As of July 31, 2009, assuming the contribution had taken place as of that date, Spinco would have had approximately 10,700 active
employees. Approximately 8,000, or 75%, of these employees were represented by unions and were therefore subject to collective bargaining
agreements. Of the union-represented employees, approximately 300, or less than 4%, were subject to collective bargaining agreements that expire
in 2009 and approximately 3,300, or 44%, were subject to collective bargaining agreements that expire in 2010.

Frontier cannot predict the outcome of negotiations for the collective bargaining agreements of the combined company. If the combined
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company is unable to reach new agreements or renew existing agreements, employees subject to collective bargaining agreements may engage in
strikes, work slowdowns or other labor actions, which could materially disrupt the combined company’s ability to provide services. New labor
agreements or the renewal of existing agreements may impose significant new costs on the combined company, which could adversely affect its
financial condition and results of operations in the future.

The combined company may complete a significant strategic transaction that may not achieve intended results or could increase the
number of its outstanding shares or amount of outstanding debt or result in a change of control.

The combined company will evaluate and may in the future enter into additional strategic transactions. Any such transaction could happen at
any time following the closing of the merger, could be material to the combined company’s business and could take any number of forms,
including, for example, an acquisition, merger or a sale of all or substantially all of the combined company’s assets.

Evaluating potential transactions and integrating completed ones may divert the attention of the combined company’s management from
ordinary operating matters. The success of these potential transactions will depend, in part, on the combined company’s ability to realize the
anticipated growth opportunities and cost synergies through the successful integration of the businesses the combined company acquires with its
existing business. Even if the combined company is successful in integrating the acquired businesses, Frontier cannot assure you that these
integrations will result in the realization of the full benefit of any anticipated growth opportunities or cost synergies or that these benefits will be
realized within the expected time frames. In addition, acquired businesses may have unanticipated liabilities or contingencies.

If the combined company completes an acquisition, investment or other strategic transaction, the combined company may require additional
financing that could result in an increase in the number of its outstanding shares or the aggregate amount of its debt, although there are restrictions
on the ability of the combined company to issue additional shares of stock for these purposes for two years after the merger. See “Risk Factors—
Risks Relating to the Spin-Off and the Merger—Frontier will be unable to take certain actions after the merger because such actions could
jeopardize the tax-free status of the spin-off or the merger, and such restrictions could be significant” and “The Transaction Agreements—
Additional Agreements Between Frontier, Verizon and Their Affiliates—Tax Sharing Agreement.” The number of shares of the combined
company’s common stock or the aggregate principal amount of its debt that it may issue may be significant. A strategic transaction may result in a
change in control of the combined company or otherwise materially and adversely affect its business.
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Risks Related to Liquidity, Financial Resources and Capitalization

If the recent severe contraction in the global financial markets and current economic conditions continue into 2010, this economic scenario
may have an impact on the combined company’s business and financial condition.

If the diminished availability of credit and liquidity due to the recent severe contraction in the global financial markets and current economic
conditions continues into 2010, this economic scenario may affect the financial health of the combined company’s customers, vendors and
partners, which in turn may negatively affect the combined company’s revenues, operating expenses and cash flows. In addition, although Frontier
believes, based on information available to Frontier, that the financial institutions that have outstanding commitments under Frontier’s revolving
credit facility (which will continue to be the revolving credit facility of the combined company, subject to any permitted refinancing or replacement
thereof by Frontier) will be able to fulfill their commitments to the combined company, if the current economic environment and the recent severe
contraction in the global financial markets continue until 2010, this could change in the future.

The combined company will have significant debt maturities in 2011, when approximately $870 million of the combined company’s debt,
representing a portion of Frontier’s debt outstanding prior to the merger, will mature. Historically, Frontier has refinanced its debt obligations well
in advance of scheduled maturities. Given the current credit environment, the combined company’s ability to access the capital markets may be
restricted and its cost of borrowing may be materially higher than Frontier’s financing costs have been historically.

As a result of negative investment returns arising from a contraction in the global financial markets and ongoing payment of benefits,
Frontier’s pension plan assets have declined from $822.2 million at December 31, 2007, to $578.1 million at June 30, 2009, a decrease of $244.1
million, or 30%. This decrease consisted of a decline in asset value of $148.0 million, or 18%, and benefits paid of $96.1 million, or 12%. As a
result of the continued accrual of pension benefits under the applicable pension plan and the continued negative investment returns arising from the
continued contraction of the global financial markets, Frontier expects that Frontier’s pension expenses will increase in 2009. Frontier will be
required to make a cash contribution to its pension plan beginning in 2011, although pension asset volatility could require Frontier to make a cash
contribution no earlier than 2010. Once the merger is consummated, the combined company will maintain Frontier’s pension plan and will be
responsible for contributions to fund the plan’s liabilities, and may be required to continue making these cash contributions in respect of liabilities
under Frontier’s pension plan. The combined company will also, upon consummation of the merger, maintain pension plans that assume the
Spinco business’s pension plan liabilities for active employees. The applicable Verizon pension plans will transfer assets to the pension plans of
the combined company pursuant to applicable law and the terms of the employee matters agreement entered into among Verizon, Spinco and
Frontier, referred to as the employee matters agreement. Following the merger, the combined company will be responsible for making any required



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

contributions to the new pension plans to fund liabilities of the plans, and the ongoing pension expenses of the Spinco business may require the
combined company to make cash contributions in respect of the Spinco business’s pension plan liabilities.

Substantial debt and debt service obligations may adversely affect the combined company.

Frontier has a significant amount of indebtedness, which amounted to approximately $4.9 billion as of June 30, 2009. The Spinco business
will have indebtedness in the amount of approximately $3.4 billion at the closing of the merger. After the merger, the combined company may also
obtain additional long-term debt and working capital lines of credit to meet future financing needs, subject to certain restrictions under the terms of
Frontier’s existing indebtedness, which would increase its total debt.

The potential significant negative consequences on the combined company’s financial condition and results of operations that could result
from its substantial debt include:
 

 •  limitations on the combined company’s ability to obtain additional debt or equity financing;
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•  instances in which the combined company is unable to meet the financial covenants contained in its debt agreements or to generate
cash sufficient to make required debt payments, which circumstances would have the potential of accelerating the maturity of some or
all of the combined company’s outstanding indebtedness;

 

 

•  the allocation of a substantial portion of the combined company’s cash flow from operations to service the combined company’s debt,
thus reducing the amount of the combined company’s cash flow available for other purposes, including operating costs, capital
expenditures and dividends that could improve the combined company’s competitive position, results of operations or stock price;

 

 
•  requiring the combined company to sell debt or equity securities or to sell some of its core assets, possibly on unfavorable terms, to

meet payment obligations;
 

 
•  compromising the combined company’s flexibility to plan for, or react to, competitive challenges in its business and the

communications industry; and
 

 
•  the possibility of the combined company being put at a competitive disadvantage with competitors who do not have as much debt as the

combined company, and competitors who may be in a more favorable position to access additional capital resources.

The combined company will require substantial capital to upgrade and enhance its operations.

Verizon’s historical capital expenditures in connection with the Spinco business have been significantly lower than Frontier’s level of capital
expenditures. Replacing or upgrading the combined company’s infrastructure will require significant capital expenditures, including any expected
or unexpected expenditures necessary to make replacements or upgrades to the existing infrastructure of the Spinco business. If this capital is not
available when needed, the combined company’s business will be adversely affected. Responding to increases in competition, offering new
services, and improving the capabilities of, or reducing the maintenance costs associated with, the combined company’s plant may cause the
combined company’s capital expenditures to increase in the future. In addition, the combined company’s anticipated annual dividend of $0.75 per
share will utilize a significant portion of the combined company’s cash generated by operations and therefore could limit the combined company’s
ability to increase capital expenditures significantly. While Frontier believes that the combined company’s anticipated cash flows will be adequate
to maintain this dividend policy while allowing for capital spending and other purposes, any material reduction in cash generated by operations and
any increases in capital expenditures, interest expense or cash taxes would reduce the amount of cash available for further capital expenditures and
payment of dividends. Accelerated losses of access lines, the effects of increased competition, lower subsidy and access revenues and the other
factors described above may reduce the combined company’s cash generated by operations and may require the combined company to increase
capital expenditures.

Risks Related to Regulation

Changes in federal or state regulations may reduce the access charge revenues the combined company will receive.

A significant portion of Frontier’s revenues (approximately $285 million, or 13%, in 2008) and a significant portion of Verizon’s Separate
Telephone Operations’ revenues (approximately $212 million, or 5%, in 2008) are derived from access charges paid by other carriers for services
Frontier and the Spinco business provide in originating and terminating intrastate and interstate long distance traffic. As a result, Frontier expects a
significant portion of the combined company’s revenues to continue to be derived from access charges paid by these carriers for services that the
combined company will provide in originating and terminating this traffic. The amount of access charge revenues that Frontier and the Spinco
business receive (and, after the closing, the combined company will receive) for these services is regulated by the Federal Communications
Commission, referred to as the FCC, and state regulatory agencies.
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The FCC is considering proposals that may significantly change interstate, intrastate and local intercarrier compensation. When and how
these proposed changes will be addressed are unknown and, accordingly, Frontier cannot predict the impact of future changes on the combined
company’s results of operations. However, future reductions in the combined company’s access revenues will directly affect the combined
company’s profitability and cash flows as those regulatory revenues do not have substantial associated variable expenses.

Certain states also have open proceedings to address reform to access charges and other intercarrier compensation. Frontier cannot predict
when or how these matters will be decided or the effect on the combined company’s subsidy or access revenues. In addition, Frontier has been
approached by, and is currently involved in formal state proceedings with, various carriers seeking reductions in intrastate access rates in certain
states. Certain of those claims have led to formal complaints to the applicable state regulatory agencies. A material reduction in the access
revenues the combined company will receive would adversely affect its financial results.

The combined company will be reliant on support funds provided under federal and state laws.

A portion of Frontier’s revenues (approximately $120 million in the aggregate, or 5.4%, in 2008) and a portion of Verizon’s Separate
Telephone Operations’ revenues (approximately $235 million in the aggregate, or 5.4%, in 2008) are derived from federal and state subsidies for
rural and high cost support, commonly referred to as universal service fund subsidies, including the Federal High Cost Loop Fund, federal interstate
access support, federal interstate common line support, federal local switching support fund, various state funds and surcharges billed to customers.
The FCC and state regulatory agencies are currently considering a number of proposals for changing the manner in which eligibility for federal and
state subsidies is determined as well as the amounts of such subsidies. Although the FCC issued an order on May 1, 2008 to cap the amounts that
competitive eligible telecommunications carriers, referred to as CETCs, may receive from the high cost Federal Universal Service Fund, referred to
as the USF, this CETC cap may only remain in place until the FCC takes additional steps. In November 2008, the FCC issued a Further Notice of
Proposed Rulemaking seeking comment on several different alternatives, some of which could significantly reduce the amount of federal high cost
universal service support that the combined company would receive. Frontier cannot predict if or when the FCC will take additional actions or the
effect of any such actions on the combined company’s subsidy revenues.

Federal subsidies representing interstate access support, rural high cost loop support and local switching support represented approximately
$74 million, or 3%, of Frontier’s revenues in 2008 and approximately $125 million, or 3%, of Verizon’s Separate Telephone Operations’ revenues
in 2008. Frontier currently expects that as a result of both an increase in the national average cost per loop and a decrease in Frontier’s and the
Spinco business’s cost structure, there will be a decrease in the subsidy revenues Frontier and the Spinco business will earn in 2009 through the
Federal High Cost Loop Fund. The amount of federal interstate access support funds received may also decline as that fund is also subject to a
national cap and the amounts allocated among carriers within that cap can vary from year to year. State subsidies represented approximately $9
million, or less than 1%, of Frontier’s revenues in 2008 and approximately $25 million, or less than 1%, of Verizon’s Separate Telephone
Operations’ revenues in 2008. Approximately $37 million, or 2%, of Frontier’s 2008 revenues, and approximately $85 million, or 2%, of Verizon’s
Separate Telephone Operations’ 2008 revenues, represents a surcharge to customers (local, long distance and interconnection) to recover universal
service fund contribution fees which are remitted to the FCC and recorded as an expense in “other operating expenses.”

The combined company and its industry will likely remain highly regulated, and the combined company will likely incur substantial
compliance costs that could constrain its ability to compete in its target markets.

As an incumbent local exchange carrier, the combined company will be subject to significant regulation from federal, state and local
authorities. This regulation will restrict the combined company’s ability to change its rates, especially on its basic services and its access rates, and
will impose substantial compliance costs on the
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combined company. Regulation will constrain the combined company’s ability to compete and, in some jurisdictions, it may restrict how the
combined company is able to expand its service offerings. In addition, changes to the regulations that govern the combined company may have an
adverse effect upon its business by reducing the allowable fees that it may charge, imposing additional compliance costs or otherwise changing the
nature of its operations and the competition in its industry.

Pending FCC rulemakings and state regulatory proceedings, including those relating to intercarrier compensation and universal service, could
have a substantial adverse impact on the combined company’s operations.
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Risks Related to Technology

In the future, as competition intensifies within the combined company’s markets, the combined company may be unable to meet the
technological needs or expectations of its customers, and may lose customers as a result.

The communications industry is subject to significant changes in technology. If the combined company does not replace or upgrade
technology and equipment, it will be unable to compete effectively because it will not be able to meet the needs or expectations of its customers.
Replacing or upgrading the combined infrastructure could result in significant capital expenditures.

In addition, rapidly changing technology in the communications industry may influence the combined company’s customers to consider other
service providers. For example, the combined company may be unable to retain customers who decide to replace their wireline telephone service
with wireless telephone service. In addition, VoIP technology, which operates on broadband technology, now provides the combined company’s
competitors with a low-cost alternative to provide voice services to the combined company’s customers, and wireless broadband technologies may
permit the combined company’s competitors to offer broadband data services to the combined company’s customers throughout most or all of its
service areas.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This proxy statement/prospectus contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995 with respect to the financial condition, results of operations, business strategies, operating efficiencies or synergies, revenue enhancements,
competitive positions, growth opportunities, plans and objectives of the management of Frontier and the combined company, the merger and the
market for Frontier common stock and other matters. Statements in this document and the documents incorporated by reference herein that are not
historical facts are hereby identified as “forward-looking statements” for the purpose of the safe harbor provided by Section 21E of the Securities
Exchange Act of 1934, as amended, and Section 27A of the Securities Act of 1933, as amended. These forward-looking statements, including,
without limitation, those relating to the future business prospects, revenues and income of Frontier and the combined company, wherever they
occur in this document, speak as of the date of this proxy statement/prospectus only and are necessarily estimates reflecting the best judgment of
Frontier management and involve a number of risks and uncertainties that could cause actual results to differ materially from those suggested by the
forward-looking statements. These forward-looking statements should, therefore, be considered in light of various important factors, including
those set forth in and incorporated by this proxy statement/prospectus.

Words such as “estimate,” “project,” “plan,” “intend,” “expect,” “anticipate,” “believe,” “would,” “should,” “could” and similar expressions
are intended to identify forward-looking statements. These forward-looking statements are found at various places throughout this proxy
statement/prospectus, including in the section entitled “Risk Factors.” Important factors that could cause actual results to differ materially from
those indicated by such forward-looking statements include those set forth under “Risk Factors,” as well as, among others, risks and uncertainties
relating to:
 

 •  the ability of Frontier to complete the merger;
 

 •  the failure to obtain, delays in obtaining or adverse conditions contained in any required regulatory approvals for the merger;
 

 •  the failure to receive the IRS ruling approving the tax-free status of the transactions;
 

 

•  the failure of Frontier stockholders to adopt the merger agreement, amend Frontier’s restated certificate of incorporation to increase the
number of authorized shares of Frontier common stock and approve the issuance of shares of Frontier common stock pursuant to the
merger agreement;

 

 •  the ability to successfully integrate the Spinco business’s operations into Frontier’s existing operations;
 

 •  the effects of increased expenses due to activities related to the merger;
 

 
•  the ability to migrate the Spinco business’s West Virginia operations from Verizon owned and operated systems and processes to

Frontier owned and operated systems and processes successfully;
 

 
•  the risk that the growth opportunities and cost synergies from the merger may not be fully realized or may take longer to realize than

expected;
 

 •  the sufficiency of the assets contributed by Verizon to Spinco to enable the combined company to operate the Spinco business;
 

 •  disruption from the merger making it more difficult to maintain relationships with customers, employees or suppliers;
 

 
•  the effects of greater than anticipated competition requiring new pricing, marketing strategies or new product or service offerings and

the risk that the combined company will not respond on a timely or profitable basis;
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• reductions in the number of the combined company’s access lines and HSI subscribers;
 

 
•  the ability to sell enhanced and data services in order to offset ongoing declines in revenues from local services, switched access

services and subsidies;
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•  the effects of ongoing changes in the regulation of the communications industry as a result of federal and state legislation and

regulation;
 

 •  the effects of competition from cable, wireless and other wireline carriers (through VoIP or otherwise);
 

 •  the ability to adjust successfully to changes in the communications industry and to implement strategies for improving growth;
 

 
•  adverse changes in the credit markets or in the ratings given to Frontier’s or the combined company’s debt securities by nationally

accredited ratings organizations, which could limit or restrict the availability, or increase the cost, of financing;
 

 •  reductions in switched access revenues as a result of regulation, competition or technology substitutions;
 

 

•  the effects of changes in both general and local economic conditions on the markets the combined company serves, which can affect
demand for its products and services, customer purchasing decisions, collectability of revenues and required levels of capital
expenditures related to new construction of residences and businesses;

 

 
•  changes in accounting policies or practices adopted voluntarily or as required by generally accepted accounting principles or

regulations;
 

 
•  the ability to effectively manage the combined company’s operations, operating expenses and capital expenditures, to pay dividends

and to repay, reduce or refinance the combined company’s debt;
 

 •  the effects of bankruptcies and home foreclosures, which could result in increased bad debts;
 

 

•  the effects of technological changes and competition on the combined company’s capital expenditures and product and service
offerings, including the lack of assurance that the combined company’s network improvements will be sufficient to meet or exceed the
capabilities and quality of competing networks;

 

 •  the effects of increased medical, retiree and pension expenses and related funding requirements;
 

 •  changes in income tax rates, tax laws, regulations or rulings, or federal or state tax assessments;
 

 
•  the effects of state regulatory cash management policies on the combined company’s ability to transfer cash among the combined

company’s subsidiaries and to the parent company;
 

 •  the ability to successfully renegotiate union contracts expiring in 2009 and thereafter;
 

 
•  declines in the value of the combined company’s pension plan assets, which could require the combined company to make

contributions to the pension plan beginning no earlier than 2010;
 

 
•  the effects of any unfavorable outcome with respect to any of Frontier’s or the Spinco business’s current or future legal, governmental

or regulatory proceedings, audits or disputes;
 

 
•  the possible impact of adverse changes in political or other external factors over which the combined company would have no control;

and
 

 •  the effects of hurricanes, ice storms or other severe weather.

Frontier undertakes no obligation to update publicly any forward-looking statement, whether as a result of new information, future events or
otherwise.
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THE SPECIAL MEETING

Date, Time and Place
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These proxy materials are delivered in connection with the solicitation by the Frontier board of proxies to be voted at the Frontier special
meeting, which is to be held on Tuesday, October 27, 2009 at 9:00 a.m., local time, at 3 High Ridge Park, Stamford, CT 06905. On or about
September 21, 2009, Frontier commenced mailing this proxy statement/prospectus and the enclosed proxy card to its stockholders entitled to vote
at the meeting.

Purpose of the Special Meeting

At the special meeting, Frontier stockholders will be asked to vote on the following proposals:
 

 1. To adopt the merger agreement;
 

 
2. To amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock

from 600,000,000 to 1,750,000,000; and
 

 3. To approve the issuance of Frontier common stock pursuant to the merger agreement.

APPROVAL OF EACH OF THE PROPOSALS SET FORTH IN ITEMS 1, 2 AND 3 IS REQUIRED FOR COMPLETION OF
THE MERGER.

THE FRONTIER BOARD HAS UNANIMOUSLY APPROVED THE MERGER AGREEMENT AND THE MERGER AND
UNANIMOUSLY RECOMMENDS THAT FRONTIER STOCKHOLDERS VOTE FOR THE MERGER PROPOSALS.
STOCKHOLDER APPROVAL OF THE MERGER PROPOSALS IS NECESSARY TO EFFECT THE MERGER. THE APPROVAL
OF EACH OF THE MERGER PROPOSALS IS CONDITIONED UPON THE APPROVAL OF EACH OF THE OTHER MERGER
PROPOSALS.

Record Date and Outstanding Shares

The Frontier board has fixed the close of business on September 14, 2009 as the record date for determining the holders of Frontier common
stock entitled to notice of, and to vote at, the special meeting or any adjournment or postponement of the special meeting.

As of the record date, approximately 312,326,280 shares of Frontier common stock were issued and outstanding and entitled to notice of, and
to vote at, the special meeting and there were 24,012 holders of record of Frontier common stock. Each share of Frontier common stock entitles the
holder thereof to one vote on each matter to be considered at the special meeting. A complete list of stockholders entitled to vote at the special
meeting will be open to the examination of stockholders on the special meeting date and for a period of ten days prior to the special meeting,
during ordinary business hours, at the offices of Frontier, 3 High Ridge Park, Stamford, Connecticut 06905.

Record holders of Frontier common stock on the record date may vote their shares of Frontier common stock in person at the special meeting
or by proxy as described below under “—Voting by Proxy.”

Quorum

The presence of a majority of the shares of Frontier common stock entitled to vote at the special meeting, represented in person or by proxy,
will constitute a quorum at the special meeting. If a Frontier stockholder signs and returns his or her proxy card or submits his or her proxy via
telephone or Internet, that stockholder’s shares will be counted to determine whether Frontier has a quorum even if the stockholder abstains or fails
to vote as indicated on the proxy card.
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Required Vote

The affirmative vote of a majority of the outstanding shares of Frontier common stock entitled to vote is required to adopt the merger
agreement and to amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock. The
affirmative vote of a majority of the votes cast by holders of shares of Frontier common stock is required to approve the issuance of Frontier
common stock pursuant to the merger agreement. The approval of each of the merger proposals is conditioned upon the approval of each of the
other merger proposals, and the merger will not occur unless all of the merger proposals are approved.

Because the required vote of Frontier stockholders for the adoption of the merger agreement and for the amendment of Frontier’s certificate
of incorporation is based on the number of outstanding shares of Frontier common stock entitled to vote, rather than on the number of shares
actually voted, the failure by the holder of any such shares to submit a proxy by mail, by telephone or over the Internet or to vote in person at the
special meeting, including abstentions and broker non-votes, will have the same effect as a vote against such proposals. However, failure by the
holder of such shares to respond with a vote or to instruct his or her broker or other nominee how to vote on the proposal to issue shares of Frontier
common stock pursuant to the merger agreement will have no effect on such proposal, assuming a quorum is present at the special meeting.
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No vote of Verizon stockholders is required or being sought in connection with the spin-off or the merger.

Voting by Proxy

Giving a proxy means that a Frontier stockholder authorizes the persons named in the enclosed proxy card to vote his or her shares at the
special meeting in the manner such stockholder directs. A Frontier stockholder may cause his or her shares to be voted by granting a proxy or by
voting in person at the meeting. Follow the instructions on the enclosed proxy card to vote on the matters to be considered at the special meeting.

Stockholders may submit a proxy to vote their shares by Internet, telephone or mail without attending the special meeting. To submit a proxy
to vote by mail, mark, sign and date the proxy card and return it to Frontier in the postage-paid envelope provided. To submit a proxy to vote by
Internet or telephone 24 hours a day, seven days a week, follow the instructions on the proxy card. Submitting a proxy by Internet or by telephone
provides the same authority to vote shares as if the stockholder had returned his or her proxy card by mail.

The individuals named and designated as proxies in the proxy card will vote the shares as instructed by the stockholder. If a registered holder
of Frontier common stock does not mark a selection, his or her proxy will be counted as a vote for the proposals to adopt the merger agreement, to
amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock and to approve the
issuance of Frontier common stock pursuant to the merger agreement.

Frontier requests that Frontier stockholders complete and sign the accompanying proxy card and return it to Frontier in the enclosed postage-
paid envelope or submit the proxy by telephone or the Internet as soon as possible. When the accompanying proxy card is returned properly
executed, or the proxy is properly submitted via telephone or the Internet, the shares of Frontier stock represented by the proxy will be voted at the
special meeting in accordance with the instructions contained on the proxy card or the Internet or telephone instructions.

If a Frontier stockholder’s shares are held in “street name” by a broker or other nominee, such stockholder must give specific instructions to
such broker or nominee as to how to vote such shares at the special meeting, absent which such shares will not be voted and will count as a vote
against the proposals to adopt the merger agreement and to amend Frontier’s restated certificate of incorporation to increase the number of
authorized shares of Frontier common stock (though it will have no effect on the vote to approve the issuance of Frontier common stock pursuant
to the merger agreement).
 

40

Table of Contents

Revocability of Proxies and Changes to a Frontier Stockholder’s Vote

Frontier stockholders of record may revoke their proxies at any time prior to the time their shares are voted at the special meeting. A
stockholder can change his or her vote by (i) giving Frontier a written notice revoking the stockholder’s proxy card, (ii) signing, dating and
returning to Frontier a new proxy card, (iii) submitting a new proxy via telephone or the Internet or (iv) attending the special meeting and voting
his or her shares in person. Frontier will honor the proxy card or telephone or Internet proxy submission with the latest date.

Proxy revocation notices sent by mail should be sent to Frontier Communications Corporation c/o Frontier’s Secretary, at Frontier’s address
set forth in this proxy statement/prospectus. New proxy cards should be sent to the address on the proxy card.

Attending the special meeting and voting shares in person will revoke a proxy, as described above, but attendance alone at the special
meeting will not revoke a proxy. If the stockholder instructed a broker to vote his or her shares and the stockholder wishes to change his or her
instructions, the stockholder must follow the broker’s directions for changing those instructions. If an adjournment occurs and no new record date is
set, it will have no effect on the ability of Frontier stockholders of record as of the record date to exercise their voting rights or to revoke any
previously delivered proxies.

Solicitation of Proxies

This solicitation is made on behalf of the Frontier board. Frontier has retained MacKenzie Partners, Inc. to assist in the solicitation of proxies.
MacKenzie Partners, Inc. may solicit proxies by telephone, facsimile, other forms of electronic transmission and by mail. It is anticipated that the
fee for those services will be approximately $15,000 plus reimbursement for customary out-of-pocket expenses. Frontier will pay the costs of
soliciting and obtaining the proxies, including the cost of reimbursing brokers, banks and other financial institutions for forwarding proxy materials
to their customers. In addition, proxies may be solicited, without extra compensation, by Frontier’s officers and employees in person or by
telephone, facsimile, electronic transmission and by mail.

In addition, Frontier will request that brokerage houses, banks and other custodians or nominees holding shares in their names for others
forward proxy materials to their customers or principals who are the beneficial owners of shares, and Frontier will reimburse them for their
expenses in doing so.
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Other Matters

As of the date of this proxy statement/prospectus, the Frontier board knows of no other matters that will be presented for consideration at the
special meeting other than as described in this proxy statement/prospectus. If any other matters properly come before the special meeting of
Frontier stockholders, or any adjournments of the special meeting are proposed and are properly voted upon, the enclosed proxies will give the
individuals that Frontier stockholders name as proxies discretionary authority to vote the shares represented by these proxies as to any of these
matters; provided, however, that those individuals will only exercise this discretionary authority with respect to matters that were unknown a
reasonable time before the solicitation of proxies.

Transfer Agent

Frontier’s transfer agent is Illinois Stock Transfer Company. Frontier stockholders should contact the transfer agent, at the phone number or
address listed below, if they have questions concerning stock certificates, dividend checks, transfer of ownership or other matters pertaining to their
stock accounts.

Illinois Stock Transfer Company
209 West Jackson Boulevard, Suite 903

Chicago, IL 60606-6905
Telephone: (800) 757-5755 (in the United States, Puerto Rico and Canada)

or (312) 427-2953 (outside the United States, Puerto Rico and Canada)
Fax: (312) 427-2879
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THE TRANSACTIONS

General

On May 13, 2009, Verizon and Frontier announced that they had entered into a transaction providing for the spin-off of Verizon’s local
exchange business in the Spinco territory and the subsequent merger of Spinco with and into Frontier. In order to effect the spin-off and merger,
Verizon, Spinco and Frontier entered into a number of agreements, including the merger agreement and the distribution agreement. These
agreements, which are described in greater detail in this proxy statement/prospectus, provide for the contribution to Spinco of defined assets and
liabilities of the local exchange business and related landline activities of Verizon in the Spinco territory, including Internet access and long
distance services and broadband video provided to designated customers in the Spinco territory. More specifically, Verizon’s local exchange
business in the Spinco territory is currently conducted by a number of Verizon entities. Certain of these entities conduct business only in the
Spinco territory, while others conduct business both within and outside the Spinco territory. The entities that conduct business only in the Spinco
territory will be contributed to Spinco without realignment of their assets and liabilities. The other entities either (i) will be contributed to Spinco
after transferring their non-Spinco assets and liabilities to another subsidiary of Verizon or (ii) will transfer their Spinco assets and liabilities to
newly created entities which will then be contributed to Spinco. In connection with its contribution to Spinco, Verizon will receive $3.333 billion
in aggregate value in the form of the special cash payment, the Verizon debt reduction and, in certain circumstances, the Spinco debt securities. In
connection with these transactions, Spinco also will issue additional shares of Spinco common stock to Verizon, which will be distributed in the
spin-off as described below. These agreements also provide for Verizon’s distribution of all of the shares of Spinco common stock to a third-party
distribution agent to be held collectively for the benefit of Verizon stockholders, the merger of Spinco with and into Frontier, with Frontier
continuing as the combined company, and the conversion of shares of Spinco common stock into shares of Frontier common stock and the payment
of cash in lieu of fractional shares.

Transaction Timeline

Below is a step-by-step list illustrating the sequence of material events relating to the spin-off of Spinco and merger of Spinco with and into
Frontier. Each of these events is discussed in more detail elsewhere in this proxy statement/prospectus. Verizon and Frontier anticipate that the
steps will occur in the following order:

Step 1—Verizon will engage in a series of restructuring transactions to effect the transfer of (i) defined assets and liabilities of the local
exchange business and related landline activities of Verizon in the Spinco territory to certain entities that will become Spinco subsidiaries to the
extent such assets and liabilities are not currently located within an entity that will become a Spinco subsidiary and (ii) defined assets and liabilities
not related to the local exchange business and related landline activities of Verizon in the Spinco territory and currently located within an entity
that will become a Spinco subsidiary to Verizon or another subsidiary of Verizon that will not become a Spinco subsidiary.

Step 2—Spinco will incur indebtedness to make a special cash payment to Verizon in an amount not to exceed the lesser of (i)(x) $3.333
billion minus (y) the distribution date indebtedness and (ii) Verizon’s estimate of its tax basis in the assets transferred to Spinco. Verizon currently
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anticipates that its tax basis in the assets to be transferred to Spinco will be greater than or equal to $3.333 billion.

Step 3—Verizon will contribute to Spinco all of the equity interests in the entities that will become Spinco subsidiaries and related customer
relationships for Internet access, long distance services and broadband video currently provided to designated customers in the Spinco territory to a
subsidiary of Spinco in exchange for (i) the special cash payment to Verizon described in Step 2 above and (ii) if required, the issuance to Verizon
of the Spinco debt securities having a principal amount equal to (A) $3.333 billion less (B) the sum of (1) the special cash payment and (2) the
distribution date indebtedness.
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Step 4—Verizon will be permitted to exchange the Spinco debt securities for debt obligations of Verizon or otherwise transfer those Spinco
debt securities to stockholders or creditors of Verizon. However, if Verizon elects to make this exchange concurrently with the distribution and
prior to the closing of the merger, the distribution and the merger will be conditioned upon, among other things, Verizon having exchanged a
principal amount of Spinco debt securities sufficient to retire indebtedness of Verizon in the aggregate principal amount equal to $3.333 billion
less the sum of the special cash payment and the distribution date indebtedness.

Step 5—Verizon will then spin off Spinco by distributing all of the shares of Spinco common stock to a third-party distribution agent to be
held collectively for the benefit of Verizon stockholders.

Step 6—Spinco will merge with and into Frontier, with Frontier surviving as the combined company, and the shares of Spinco common stock
held by the distribution agent will be converted into the number of shares of Frontier common stock that Verizon stockholders will be entitled to
receive in the merger.

Step 7—The distribution agent will distribute shares of Frontier common stock and cash in lieu of fractional shares to Verizon stockholders
on a pro rata basis in accordance with the terms of the merger agreement.

The Spin-Off

As part of the spin-off, Verizon will engage in a series of preliminary restructuring transactions to effect the transfer to entities that will
become Spinco subsidiaries of defined assets and liabilities of the local exchange business and related landline activities of Verizon in the Spinco
territory, including Internet access and long distance services and broadband video provided to designated customers in the Spinco territory. In
addition, entities that have been designated as Spinco subsidiaries but which hold non-Spinco assets and liabilities will transfer those assets and
liabilities to Verizon or another subsidiary of Verizon that will not become a Spinco subsidiary. In connection with these preliminary restructuring
transactions, and immediately prior to the distribution and closing of the merger, Verizon will contribute all of the equity interests of the Spinco
subsidiaries to Spinco, and in connection with such contribution receive:
 

 •  the special cash payment;
 

 •  the Verizon debt reduction; and
 

 •  if required, the Spinco debt securities.

Also in connection with these contributions, Spinco will issue additional shares of Spinco common stock to Verizon, which will be
distributed in the spin-off as described below.

As a result of the transactions, Verizon will receive $3.333 billion in aggregate value in the form of the special cash payment, the Verizon
debt reduction and, in certain circumstances, the Spinco debt securities. The $3.333 billion in aggregate value to be received by Verizon in the
transactions was determined in the negotiations between Verizon and Frontier regarding the overall valuation of the transactions.

Prior to the distribution, Spinco will consummate certain financing transactions to (1) finance the special cash payment to Verizon referred
to above and (2) if required, issue the Spinco debt securities to Verizon. For a more complete discussion of the financing of the combined
company, see “Financing of the Combined Company.”

After the contribution and immediately prior to the merger, Verizon will spin off Spinco by distributing all of the shares of Spinco common
stock to a third-party distribution agent to be held collectively for the benefit of Verizon stockholders. Spinco will then merge with and into
Frontier, and the shares of Spinco common stock will
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be immediately converted into the number of shares of Frontier common stock Verizon stockholders will be entitled to receive in the merger. The
third-party distribution agent will then distribute these shares of Frontier common stock and cash in lieu of fractional shares to Verizon
stockholders on a pro rata basis in accordance with the terms of the merger agreement.

The Merger

In the merger, Spinco will merge with and into Frontier in accordance with the terms of the merger agreement. The separate existence of
Spinco will cease and Frontier will survive the merger as a stand-alone company and will hold and conduct the combined business operations of
Frontier and Spinco.

Verizon stockholders will be entitled to receive a number of shares of Frontier common stock to be determined based on the calculation set
forth below under “—Calculation of Merger Consideration.” Holders of Verizon common stock will not be required to pay for the shares of
Frontier common stock they receive and will also retain all of their shares of Verizon common stock. Existing shares of Frontier common stock will
remain outstanding.

By virtue of the merger, in addition to remaining the obligor on all then-existing Frontier debt, the combined company will have additional
indebtedness of approximately $3.4 billion representing debt incurred by Spinco in connection with the special cash payment financing, the
distribution date indebtedness and, if required, any Spinco debt securities. Based upon Frontier’s outstanding indebtedness as of June 30, 2009 of
approximately $4.9 billion, Frontier currently anticipates that the combined company will have approximately $8.3 billion in total debt
immediately following the closing of the merger.

Calculation of Merger Consideration

The merger agreement provides that Frontier will issue to holders of Verizon common stock an aggregate number of shares of Frontier
common stock equal to (1) $5,247,000,000, divided by (2) the Frontier average price. The quotient of this equation is referred to as the aggregate
merger consideration. The aggregate number of shares of Frontier common stock to be issued as the aggregate merger consideration will therefore
change depending on the Frontier average price, which is the average of the volume-weighted averages of the trading prices of Frontier common
stock for the Frontier average price calculation period. However, the merger agreement provides that if the Frontier average price, as calculated,
exceeds $8.50, then the Frontier average price will be $8.50, and if the Frontier average price, as calculated, is less than $7.00, then the Frontier
average price will be $7.00. Additionally, the amount referred to in clause (1) above is subject to increase by any amounts paid, payable or forgone
by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that
are required to complete the merger or the spin-off. As a result, the number of shares of Frontier common stock issuable pursuant to the merger
agreement may increase, and any such increase could be significant. Pursuant to the distribution agreement, Verizon will distribute shares of
Spinco common stock to a third-party distribution agent for the benefit of Verizon stockholders. Each share of Spinco common stock held by the
distribution agent will be converted into the right to receive a number of shares of Frontier common stock equal to (a) the aggregate merger
consideration divided by (b) the number of shares of Spinco common stock outstanding as of the closing of the merger. The quotient of this
equation is referred to as the per share merger consideration.

Depending on the Frontier average price, it is currently expected that Verizon stockholders will collectively own between approximately 66%
and 71% of the combined company’s outstanding equity immediately following the closing of the merger, and Frontier stockholders will
collectively own between approximately 29% and 34% of the combined company’s outstanding equity immediately following the closing of the
merger (in each case, prior to the elimination of fractional shares and assuming no amounts paid, payable or forgone by Verizon related to
governmental approvals, as described above). For example, if the closing of the merger had occurred on September 10, 2009, based on the average
of the volume-weighted averages of the trading prices of
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Frontier common stock for the period of 30 consecutive trading days ending September 4, 2009 (the third trading day before September 10, 2009),
as reported by the NYSE, the Frontier average price would have equaled $7.03. Prior to the elimination of fractional shares and assuming no
adjustment was required for any amounts related to governmental approvals as described above, Verizon stockholders would have received an
aggregate of 746,372,688 shares of Frontier common stock in the merger. This amount would have represented approximately 70.5% of the
combined company’s equity immediately after the closing of the merger if the closing occurred on that date. Based on these assumptions, each
Verizon stockholder would have received one share of Frontier common stock for approximately every 3.8059 shares of Verizon common stock the
Verizon stockholder owned on the assumed record date for the spin-off. However, any change in the Frontier average price from the sample
calculation of the Frontier average price used in the above example will, subject to the collar, cause the aggregate number of shares of Frontier
common stock to be issued pursuant to the merger agreement (and the per share consideration to be received by Verizon stockholders in the
merger) to change. In addition, any changes resulting from adjustments required for amounts related to governmental approvals as described above
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will cause the aggregate number of shares of Frontier common stock to be issued (and the per share consideration to be received by Verizon
stockholders) to change, and any change in the number of shares of Verizon common stock outstanding prior to the record date of the spin-off
(together with any shares of Verizon common stock issued pursuant to the exercise of Verizon stock options between the record date for the spin-
off and the date of the spin-off) will cause the per share consideration to be received by Verizon stockholders to change. The amount of any such
change could be significant.

No fractional shares of Frontier common stock will be issued to Verizon stockholders in the merger. Each Verizon stockholder will receive a
cash payment in lieu of any fractional share of Frontier common stock to which he or she would otherwise be entitled. The ownership percentages
in this section have been calculated prior to the elimination of fractional shares in the merger. This elimination will result in a lower percentage
ownership of the combined company by Verizon stockholders.

Please read carefully the composite forms of the merger agreement and the distribution agreement, which incorporate the amendments to the
merger agreement and distribution agreement dated as of July 24, 2009 and are attached as Annex A-1 and Annex A-2, respectively, to this proxy
statement/prospectus and incorporated in this proxy statement/prospectus by reference, because they set forth the terms of the merger and the
distribution of shares of Frontier common stock to Verizon stockholders.

Trading Markets

Verizon Common Stock

It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common stock on the NYSE on the closing date), there will be two markets in Verizon common stock on the NYSE: a
“regular way” market and an “ex-distribution” market.
 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “regular way” market under the symbol “VZ” during this time
period, that Verizon stockholder will be selling both his or her shares of Verizon common stock and the right (represented by a “due-
bill”) to receive shares of Spinco common stock that will be converted into shares of Frontier common stock, and cash in lieu of
fractional shares (if any), at the closing of the merger. Verizon stockholders should consult their brokers before selling their shares of
Verizon common stock in the “regular way” market during this time period to be sure they understand the effect of the NYSE “due-
bill” procedures. The “due-bill” process is not managed, operated or controlled by Verizon.

 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “ex-distribution” market during this time period, that Verizon
stockholder will be selling only his or her shares of Verizon common stock, and will retain the right to receive shares of Spinco
common stock that will be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing
of the
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merger. It is currently expected that “ex-distribution” trades of Verizon common stock will settle within three business days after the
closing date of the merger and that if the merger is not completed all trades in this “ex-distribution” market will be cancelled.

After the closing date of the merger, shares of Verizon common stock will no longer trade in the “ex-distribution” market, and shares of
Verizon common stock that are sold in the “regular way” market will no longer reflect the right to receive shares of Spinco common stock that will
be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing of the merger.

Frontier Common Stock

It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common stock on the NYSE on the closing date), there will be two markets in Frontier common stock on the NYSE: a
“regular way” market and a “when issued” market.
 

 •  The “regular way” market will be the regular trading market for issued shares of Frontier common stock under the symbol “FTR.”
 

 

•  The “when issued” market will be a market for the shares of Frontier common stock that will be issued to Verizon stockholders at the
closing of the merger. If a Verizon stockholder sells shares of Frontier common stock in the “when issued” market during this time
period, that Verizon stockholder will be selling his or her right to receive shares of Frontier common stock at the closing of the merger.
It is currently expected that “when issued” trades of Frontier common stock will settle within three business days after the closing date
of the merger and that if the merger is not completed, all trades in this “when issued” market will be cancelled. After the closing date of
the merger, shares of Frontier common stock will no longer trade in this “when issued” market.
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Background of the Merger

In the ordinary course of business, Frontier periodically reviews and assesses industry developments and available strategic alternatives to
enhance stockholder value. During the past two years, representatives of Frontier held various conversations with representatives of other
communications companies and initiated due diligence activities in connection with potential business combination transactions in which Frontier
would either be the acquiror or the seller. None of these conversations or activities, other than those with Verizon, ultimately resulted in an
agreement.

In early January 2009, Frontier’s senior leadership team met for several days to discuss strategic and other operational matters. During this
time, Mary Agnes Wilderotter, Frontier’s Chairman, President and Chief Executive Officer, met with the chief executive officer of another
communications company, referred to as Company A, and the two discussed the state of the communications industry and the possibility of a
business combination transaction between Company A and Frontier, including potential terms and structure of such a transaction.

On January 21, 2009, Mrs. Wilderotter met with the chief executive officer of another communications company to discuss industry issues
and to explore the possibility of Frontier acquiring certain assets from that company. That chief executive officer indicated that the assets were not
for sale.

On January 22, 2009, Frontier and Company A entered into a mutual confidentiality agreement, and thereafter exchanged non-public
information regarding their respective businesses. From late January 2009 through the third week of February 2009, representatives of Frontier and
Company A conducted due diligence and held various discussions regarding the potential terms and structure of a business combination transaction
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involving an acquisition of Frontier by Company A, including valuation, closing certainty and post-closing management and board composition of
the combined company. In addition, during this period, the Frontier board met several times and received updates from Frontier management and
advisors concerning the status of such discussions. At the strategic planning meeting of the Frontier board held from February 4 to February 6,
2009, during which the chief executive officer of Company A addressed the Frontier board regarding the possible business combination between
Company A and Frontier, the Frontier board, after considering updates on the status of discussions with Company A as well as other possible
strategic alternatives, directed Mrs. Wilderotter to continue discussions with Company A but to also make contact with the chief executive officers
of certain other companies to see if they had any interest in pursuing a transaction with Frontier. During subsequent negotiations, Frontier and
Company A were unable to reach agreement on the terms of a transaction, and discussions were terminated by Company A on February 23, 2009.
At a meeting of the Frontier board on February 24, 2009, Frontier management advised the Frontier board of the termination of discussions with
Company A, and the Frontier board directed Frontier management to continue to evaluate other potential opportunities for a strategic transaction
while also focusing on operating Frontier as a stand-alone company, including issuing new debt securities in one or more offerings, the proceeds of
which could be used to retire existing debt obligations.

On February 11, 2009, Mrs. Wilderotter contacted Ivan Seidenberg, Verizon’s Chairman and Chief Executive Officer, by telephone to discuss
whether Verizon would be interested in having Frontier acquire certain portions of Verizon’s local exchange business. During the telephone
conversation, Mr. Seidenberg did not express any specific interest in such a transaction, but agreed to have a meeting with Mrs. Wilderotter on
March 11, 2009, and to consider a preliminary proposal from Frontier for such a transaction.

In early March, Mrs. Wilderotter and Mr. Seidenberg held a telephone conversation during which they confirmed the details of the March 11,
2009 meeting, including the fact that Donald R. Shassian, Frontier’s Executive Vice President and Chief Financial Officer, and John W. Diercksen,
Verizon’s Executive Vice President—Strategy, Development and Planning, would be attending.

On or about March 9, 2009, Mr. Shassian and Mr. Diercksen participated in a telephone conversation during which they discussed the general
parameters of what Frontier intended to present to Verizon at the meeting scheduled for March 11, 2009.

On March 11, 2009, Mrs. Wilderotter and Mr. Shassian met with Messrs. Seidenberg and Diercksen to discuss Frontier’s preliminary
proposal for a potential transaction pursuant to which Frontier would acquire Verizon’s local exchange business in eleven states. The group
discussed certain assumptions relating to the operations of Verizon’s local exchange business in these eleven states, the benefits of the proposed
transaction to Frontier and Verizon and Frontier’s ability to successfully integrate and operate the larger business that would result from the
proposed transaction. The group also discussed including two additional states in the scope of the proposed transaction. In addition, Frontier
proposed certain terms for the proposed transaction based solely on publicly available information and other assumptions made by Frontier with
respect to the Verizon business Frontier proposed to acquire. At the conclusion of the meeting, Mr. Seidenberg told Mrs. Wilderotter and
Mr. Shassian that he would respond to Frontier’s preliminary proposal in approximately two weeks and would at that time indicate whether
Verizon would be interested in pursuing a transaction with Frontier. In the interim, Mr. Seidenberg authorized Mr. Diercksen to continue working
on an accelerated basis with Mr. Shassian to refine the framework of Frontier’s proposal.
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Later in the day on March 11, 2009, Mrs. Wilderotter and Mr. Shassian updated the Frontier board concerning the nature of their discussions
with Messrs. Seidenberg and Diercksen earlier that day.

From March 11 through March 17, 2009, Mrs. Wilderotter had various communications with Mr. Seidenberg, and Mr. Shassian had various
communications with Mr. Diercksen, regarding the possible Verizon state operations that might be included in a potential transaction and
Frontier’s experience in integrating and operating other acquired businesses, including those acquired from GTE Corporation, a predecessor of
Verizon.
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On March 16, 2009, Mrs. Wilderotter discussed with the chief executive officer of another communications company whether that company
would be interested in a strategic combination of all or part of that company with Frontier. That chief executive officer responded to
Mrs. Wilderotter that such company was not interested in engaging in any discussions at that time.

On March 19, 2009, Frontier and Verizon entered into a mutual confidentiality agreement. Later that same day, representatives of Verizon
provided Frontier information about Verizon’s proposed structure for implementing a transaction with Frontier, including the separation and spin-
off of the specific business that Verizon proposed to transfer, referred to as the transferring business, and its acquisition by Frontier by means of a
simultaneous merger with Frontier.

On March 25, 2009, Verizon sent to Frontier a term sheet containing certain non-financial terms concerning the potential transaction,
including a proposed structure for the transaction, the states to be included in the transaction and details regarding the assets that would be included
and excluded from the transaction.

Also on March 25, 2009, Mrs. Wilderotter and Mr. Shassian held a telephone conversation with Messrs. Seidenberg and Diercksen, in which
Mr. Seidenberg indicated that Verizon was prepared to proceed with further discussions concerning the proposed transaction. After the call,
representatives of Frontier and Verizon discussed the process for further discussions, including plans for exchanging additional non-public
information and conducting due diligence reviews of their respective businesses. On a conference call later in the day on March 25, 2009,
Mrs. Wilderotter and Mr. Shassian updated the Frontier directors as to the status of the discussions with Verizon. The Frontier directors encouraged
Frontier management to continue to explore the proposed transaction with Verizon.

On March 26, 2009, Verizon provided certain preliminary non-public information concerning the transferring business that had been
requested by Frontier.

On March 27, 2009, Mr. Shassian, together with other representatives of Frontier, met with Mr. Diercksen and other representatives of
Verizon at the offices of Frontier to discuss the non-financial terms concerning the potential transaction contained in the term sheet prepared by
Verizon.

From March 27, 2009 through April 1, 2009, representatives of Frontier and Verizon engaged in discussions and e-mail communications
regarding the operational and financial performance of the transferring business.

On March 30 and April 3, 2009, electronic data rooms containing non-public information related to Frontier’s business and the transferring
business were opened for review by the parties in connection with the proposed transaction. In addition, representatives of Frontier and Verizon
began engaging in numerous due diligence discussions and meetings with respect to different areas of their respective businesses. These
discussions continued until the execution of definitive documentation for the transaction.

On April 13, 2009, Frontier and its legal and financial advisors received from Debevoise, counsel to Verizon, drafts of the merger agreement,
the distribution agreement and the tax sharing agreement in connection with the proposed transaction.

On April 16, 2009, the Frontier board held a special meeting, during which Frontier management provided the Frontier board with a
comprehensive review of the discussions to date regarding the proposed Verizon transaction, a description of the significant outstanding business
and legal issues and an update on the status of Frontier’s due diligence review of the transferring business. Representatives of Evercore and Citi,
Frontier’s financial advisors, presented an overview of the communications industry and reviewed strategic opportunities available to Frontier,
including the proposed transaction with Verizon, and compared these opportunities to Frontier’s outlook as a stand-alone company and to the
previously discussed transaction with Company A. In
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addition, representatives of Cravath, Frontier’s legal advisor, provided an overview of applicable legal standards and director fiduciary duties in the
context of considering a business combination transaction and other strategic alternatives. After extensive consideration, the Frontier board directed
Frontier management to continue to pursue discussions with Verizon.

From April 21 through April 29, 2009, Mrs. Wilderotter, Mr. Shassian and other representatives of Frontier, including Frontier’s financial
advisors, had a number of meetings and communications with Mr. Diercksen and other representatives of Verizon, including Verizon’s financial
advisors, to obtain additional information regarding the transferring business in each of the states to be included in the potential transaction and to
discuss various terms of such a transaction. The parties discussed various aspects of the operational and financial performance of the transferring
business in the context of a discussion on valuation, and shared certain additional data addressing certain of those matters. After a substantial
negotiation, the parties ultimately agreed (subject to agreement on other material structural and other terms of a transaction) on a working
framework for the valuation terms of the potential transaction, including:
 

 •  an enterprise valuation for Spinco of $8.6 billion;
 

 
•  the aggregate amount of the special cash payment, Verizon debt reduction and, if required, Spinco debt securities that Verizon would

receive of $3.333 billion;
 

 

•  the method for determining the amount of Frontier common stock to be issued as aggregate merger consideration, which would be
based on the average trading prices of Frontier common stock for the period of 30 trading days ending shortly prior to the closing of the
merger, with a 15% up or down “collar” on the average Frontier common stock price around the 30 trading day average closing price
prior to signing the merger agreement (which at the time would have represented a minimum average Frontier common stock price of
$6.21 and a maximum average Frontier common stock price of $8.40); and

 

 
•  Verizon having a termination right if the average trading price of Frontier common stock during any period of 60 trading days prior to

the closing of the merger is below 50% of the Frontier common stock price at the time of signing of the merger agreement.

On April 30, 2009, Mrs. Wilderotter and Mr. Shassian had a telephone conversation with Messrs. Seidenberg and Diercksen to discuss the
progress that had been made to date on the status of the proposed transaction and the areas in which significant business and legal issues remained
unresolved.

On May 1, 2009, the Frontier board held a special meeting. At that meeting, Frontier management and financial advisors gave presentations
regarding the economic terms of the proposed transaction and the relative merits of the proposed transaction as compared to Frontier’s other
strategic options, including the option of continuing as a stand-alone company, and Cravath reviewed with the Frontier board the fiduciary duties
of the Frontier board in connection with its evaluation of the proposed transaction. The Frontier board engaged in an extensive discussion
regarding the proposed transaction and Frontier’s strategic options. Thereafter, the Frontier board instructed management to continue its due
diligence review and proceed with contract negotiations with Verizon on the proposed transaction.

On May 3, 2009, representatives of Frontier sent to representatives of Verizon comments to the draft merger agreement, the draft distribution
agreement and certain other draft transaction agreements. On May 5, 2009, representatives of Verizon proposed adding certain of Verizon’s
businesses in portions of California bordering Arizona, Nevada and Oregon to the scope of the transferring business, which Frontier agreed to on
May 7, 2009. Between May 6 and May 9, 2009, representatives of Frontier and Verizon discussed the principal business and legal issues and
negotiated the terms of the draft transaction documents, and exchanged revised versions of the documents.

During the course of discussions between Frontier and Verizon, the chief executive officer of Company A contacted Mrs. Wilderotter from
time to time seeking to schedule a meeting regarding the possibility of re-starting discussions concerning a potential sale of Frontier to Company
A. The chief executive officer of Company A,
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however, did not offer any concrete proposal regarding what the terms of such a transaction would be. At the direction of the Frontier board,
Mrs. Wilderotter indicated that it was not the right time to have such discussions and did not engage in any substantive discussions with the chief
executive officer of Company A during this period. The chief executive officer of Company A and Mrs. Wilderotter planned to meet sometime in
early May to discuss whether any further discussions regarding a possible transaction between Company A and Frontier were warranted.

In the afternoon on May 9, 2009, prior to any meeting with the chief executive officer of Company A, Mrs. Wilderotter received a telephone
call from the chief executive officer of Company A, who indicated that Company A planned to deliver a letter to Frontier later that day concerning
a proposed transaction. Later that day, Company A delivered to Frontier a letter proposing that Company A acquire Frontier on the same economic
terms as last proposed by Company A in February 2009, before discussions between Frontier and Company A were terminated. The letter indicated
that Company A was willing to accept several of Frontier’s prior requests relating to increased transaction certainty, but did not otherwise provide
details concerning the terms of Company A’s proposal.
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On the evening of May 10, 2009, the Frontier board held a special telephonic meeting to discuss the letter from Company A. Frontier
management and its financial and legal advisors provided a summary concerning the Company A letter and the status of the Verizon negotiations.
The Frontier board engaged in an extensive discussion regarding the Company A letter and the proposed Verizon transaction with Frontier’s senior
management and legal and financial advisors, and discussed the relative merits and risks of the two potential transactions, as compared to each
other and to Frontier’s other strategic options, including the option of continuing as a stand-alone company. The Frontier board instructed Frontier
management to continue negotiations with Verizon on the terms of the proposed transaction with Verizon, including seeking improvements on the
economic terms thereof. The Frontier board also instructed Mrs. Wilderotter to contact Company A and request its “best and final” proposal on
price and contract terms, including a merger agreement that Company A would be willing to execute, by May 12, 2009.

On the morning of May 11, 2009, Mr. Shassian and another Frontier representative met with Mr. Diercksen and another Verizon
representative to discuss revising the economic terms of the proposed transaction with Verizon. After substantial discussion, Frontier and Verizon
agreed in principle that the Frontier average price for determining the aggregate merger consideration would not be less than $7.00 or greater than
$8.50 (as opposed to the $6.21 and $8.40 that had been previously discussed), which reflected an approximate 10% up or down “collar” on
Frontier’s then-current common stock price of approximately $7.75.

Also on the morning of May 11, 2009, following the instruction from the Frontier board, Mrs. Wilderotter contacted the chief executive
officer of Company A and asked him to provide Company A’s best and final offer on value, along with a proposed merger agreement, by early
May 12, 2009. The Company A chief executive officer indicated that Company A would do so.

During the rest of the day on May 11, 2009, representatives of Frontier and Verizon negotiated the final material terms of the proposed
transaction documents between Frontier and Verizon.

On the evening of May 11, 2009, the Verizon board of directors, referred to as the Verizon board, met to discuss the proposed transaction and
approved the proposed transaction. Verizon management, together with Verizon’s financial advisors Barclays Capital and JP Morgan Chase, also
reviewed and discussed with the Verizon board certain financial analyses relating to the terms of the spin-off and the proposed merger with
Frontier. Debevoise also discussed the transaction and described the proposed terms of the transaction agreements. Thereafter, the Verizon board
unanimously approved the spin-off and the merger agreement and approved the merger with Frontier in accordance with Delaware law.

On May 12, 2009, Company A sent Frontier a letter reaffirming the economic terms of its May 9, 2009 proposal to Frontier, without any
changes, along with a proposed draft merger agreement, which was
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substantially similar to the last draft merger agreement proposed by Company A in February 2009 prior to the termination of discussions. Frontier
and its advisors evaluated the terms of Company A’s proposal, including the terms of the draft merger agreement, and prepared a summary thereof
for the Frontier board.

Later in the day on May 12, 2009, the Frontier board held a special meeting at the offices of Frontier. At the meeting, Frontier management
updated the Frontier board on the status of the negotiations with Verizon and the terms of the latest offer from Company A, including the strategic
rationale and potential benefits and risks of each of the potential transactions. Representatives of Cravath reviewed and discussed with the Frontier
board the fiduciary duties of directors in the context of considering Frontier’s strategic alternatives, and reviewed with the Frontier board the
principal terms of the merger agreement and other transaction agreements for the proposed Verizon transaction as well as the principal terms of the
Company A merger agreement. Frontier management, together with representatives of Evercore and Citi, also reviewed and discussed with the
Frontier board certain financial analyses relating to the terms of each of the potential transactions. The Frontier board then considered and
discussed the relative strategic benefits and risks of each potential transaction, as compared to each other and to Frontier’s stand-alone position.
The Frontier board then asked Evercore and Citi to provide a financial analysis of the potential Verizon transaction, and Evercore and Citi indicated
they were each prepared to deliver an opinion to the Frontier board to the effect that, as of such date, and based on and subject to the assumptions
made, matters considered and limitations on the scope of review undertaken by each of Evercore and Citi as set forth in their respective opinions,
the aggregate merger consideration to be delivered by Frontier in respect of the Spinco common stock pursuant to the original merger agreement
with Verizon was fair, from a financial point of view, to Frontier and holders of Frontier common stock (solely in their capacity as holders of
Frontier common stock with regard to Evercore’s opinion). Members of the Frontier board then discussed the two transactions among themselves
and with Frontier management and Frontier’s legal and financial advisors. After a lengthy discussion, the Frontier board had an executive session
in which they discussed the transactions separately with Mrs. Wilderotter, and then with Frontier’s legal and financial representatives without the
presence of any members of Frontier management. Mrs. Wilderotter and members of Frontier management then rejoined the meeting and the
Frontier board unanimously determined that the merger agreement and proposed transaction with Verizon were advisable, fair to and in the best
interests of Frontier and its stockholders, approved the merger agreement and the proposed transaction with Verizon in accordance with Delaware
law and recommended that the Frontier stockholders adopt the Verizon merger agreement, amend the Frontier restated certificate of incorporation
to increase the number of authorized shares of Frontier common stock and approve the issuance of Frontier common stock pursuant to the merger
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agreement. The Frontier board also authorized the appropriate officers of Frontier to finalize, execute and deliver the merger agreement and the
other transaction documents.

Following the Frontier board meeting, representatives of Frontier and Verizon finalized and executed the merger agreement and the other
transaction documents on May 13, 2009.

On May 13, 2009, the transactions were announced before the opening of trading on the NYSE.

On July 24, 2009, representatives of Frontier and Verizon finalized and executed an amendment to the merger agreement clarifying the
arrangements relating to retained and shared customers after the closing of the merger. On July 24, 2009, Verizon and Spinco also finalized and
executed, and Frontier consented to, an amendment to the distribution agreement to reflect minor adjustments to the assets to be contributed by
Verizon to Spinco, and the manner in which the special cash payment to be made to Verizon prior to the closing is to be calculated.

Frontier’s Reasons for the Merger

In reaching its decision to approve the merger agreement and the merger, the Frontier board consulted with Frontier’s management and legal
and financial advisors, and considered a variety of factors weighing in favor of or relevant to the merger, including the following:
 

 •  The substantial long-term free cash flow per share accretion that the merger is expected to provide to Frontier’s stockholders.
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•  The stronger financial profile for the combined company that would result from the merger (taking into account the proposed reduction
in the annual dividend to $0.75 per share), with lower leverage, more balance sheet flexibility and greater cash flow generation, which
is expected to enable the combined company to obtain an investment grade credit rating in the future and provide a more stable
dividend payout ratio, and which could not be achieved by Frontier to the same extent either on a stand-alone basis or through pursuing
other strategic alternatives.

 

 

•  The increased scale and scope of the combined company, which are expected to provide greater revenue opportunities by allowing
Frontier to bring new or different value-added products and services to more customers and implement its successful operating strategy
in additional markets.

 

 

•  The broader, rural geographic footprint of the combined company, which is expected to reduce the risk of over-reliance on any single
geographic area and minimize the importance of urban and suburban markets where competition from cable and wireless providers is
more acute.

 

 
•  The fact that 11 of the 14 states in the Spinco territory are states in which Frontier already conducts business and therefore has existing

working relationships in those states from an employee, customer, supplier, community and regulatory perspective.
 

 

•  The benefit to the combined company from capital and operating synergy opportunities that are expected to result from the combination
of Frontier’s business with the Spinco business (such as leveraging Frontier’s existing common support functions and systems to
manage the Spinco business), including an anticipated $500 million annual reduction in operating costs for the combined company.

 

 

•  The fact that the combined company is expected to be managed by Frontier’s current senior management team, which has successfully
operated the Frontier business and has an established track record of successful business integration as demonstrated by Frontier’s prior
acquisitions.

 

 

•  The lower leverage, greater market capitalization and broader scale and scope of the combined company, which are expected to provide
greater opportunities for Frontier to invest in new or different services and technologies and to participate in further industry
consolidation and other strategic opportunities in the future and which could not be achieved by Frontier to the same extent either on a
stand-alone basis or through pursuing other strategic alternatives.

In addition to the strategic factors described above, the Frontier board also considered the following additional factors, all of which it viewed
as relevant to its decision to approve the merger agreement and the merger:
 

 
•  Frontier’s knowledge of the operations, financial condition, earnings and prospects of the Spinco business, taking into account the

results of Frontier’s due diligence review of the Spinco business.
 

 •  The current and prospective competitive climate in the communications industry, including the potential for further consolidation.
 

 
•  The strategic alternatives reasonably available to Frontier, including proceeding on a stand-alone basis and pursuing other strategic

transactions (including a transaction with Company A).
 

 •  The current and prospective regulatory landscape in the communications industry.
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•  The structure of the merger and the terms and conditions of the merger agreement, including the “collar” placed on the movement of the
trading prices of Frontier common stock prior to the closing for purposes of calculating the aggregate merger consideration, and the
parties’ commitment to complete the merger.

 

 
•  The potential short-term effects on Frontier’s stock price from the announcement of the proposed reduction in dividend after the closing

of the merger.
 

 

•  The requirement that the realignment of the Spinco business (other than the portion relating to West Virginia) be completed at least 60
days prior to the closing of the merger, giving Frontier the opportunity to confirm that the Spinco business has been segregated, and has
been operating on an
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independent basis, from the other businesses of Verizon in accordance with the merger agreement without any need for transition
services from Verizon (other than in respect of West Virginia).

 

 

•  The opinions of Evercore and Citi, each delivered orally to the Frontier board on May 12, 2009 and subsequently confirmed in writing
by Evercore on May 12, 2009 and by Citi on May 13, 2009, to the effect that, as of that date, and based on and subject to the
assumptions made, matters considered and limitations on the scope of review undertaken by each of Evercore and Citi as set forth in
their respective opinions, the aggregate merger consideration to be delivered by Frontier in respect of the Spinco common stock
pursuant to the original merger agreement was fair, from a financial point of view, to Frontier and holders of Frontier common stock
(solely in their capacity as holders of Frontier common stock with regard to Evercore’s opinion), as more fully described below under
the captions “—Opinions of Frontier’s Financial Advisors.”

 

 

•  The fact that the existing Frontier stockholders are expected to own between approximately 29% and 34% of the combined company,
which percentages are reflected in the relative valuations of Frontier and Spinco, assuming there are no adjustments for amounts paid,
payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental
approvals in the Spinco territory that are required to complete the merger or the spin-off.

The Frontier board weighed these advantages and opportunities against a number of other factors identified in its deliberations as weighing
against the merger, including:
 

 

•  The challenges inherent in the combination of two businesses of the size and scope of Frontier and the Spinco business and the size of
the companies relative to each other, including the risk that integration costs to be borne by Frontier or the combined company may be
greater than anticipated and the possible diversion of management attention for an extended period of time both prior to and after the
closing of the merger.

 

 

•  The risk that in connection with the creation of Spinco and its carve-out from Verizon, as a result of which it will not have all of the
same non-network assets, contracts and resources as it had as part of Verizon, the value of the Spinco business (whether as a result of a
reduction in sales or the incurrence of additional costs) may be less than the value the parties assigned to the Spinco business during
their negotiations, or that the Spinco business may not operate independently at the time of the closing notwithstanding Frontier’s
ability to evaluate such independent operation prior to the closing.

 

 

•  The risk of not capturing all the cost savings and operational synergies anticipated from the merger of Frontier and Spinco and the risk
that other anticipated benefits might not be realized, and that the long-term free cash flow per share accretion to the Frontier
stockholders might not be realized.

 

 

•  The understanding that, while the transaction is expected to be substantially accretive to Frontier’s free cash flow per share over time
and be more accretive in the long term than other possible strategic alternatives, the transaction is expected to be dilutive to Frontier’s
free cash flow per share in the first full year of the combined company’s operations and be less accretive in the short term than other
possible strategic alternatives.

 

 

•  The risk that the revenues and access lines related to the Spinco business will decline at a significantly faster rate prior to the closing of
the merger than the rate at which Frontier had anticipated based on its due diligence review and financial analyses of the Spinco
business and the merger.

 

 

•  The risk that the capital expenditures required to be spent in the 14 states in which the Spinco business operates after the closing of the
merger could be higher than anticipated by Frontier based on its due diligence review and financial analyses of the Spinco business and
the merger.

 

 

•  The risk that the merger may not be consummated despite the parties’ efforts, including as a result of the parties’ inability to obtain the
required regulatory approvals or obtain the special cash payment financing, in each case on terms that satisfy the terms of the merger
agreement.



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

 

53

Table of Contents

 

•  Frontier’s inability to terminate the merger agreement to accept an unsolicited third party’s alternative strategic proposal that the
Frontier board deems to be superior to the merger (but recognizing the Frontier board’s right to change its recommendation to Frontier
stockholders in the circumstances specified in the merger agreement), together with the $80 million termination fee payable to Verizon
if the merger agreement is terminated under certain circumstances specified in the merger agreement.

 

 
•  The risks of the type and nature described under “Risk Factors,” and the matters described under “Cautionary Statement Regarding

Forward-Looking Statements.”

The Frontier board determined that these negative factors were outweighed by the advantages and opportunities offered by the merger.

This discussion of the factors considered by the Frontier board includes the principal factors considered, but is not intended to be exhaustive.
In view of the wide variety of factors considered in connection with its evaluation of the merger and the complexity of these matters, the Frontier
board did not find it useful to and did not quantify or assign any relative or specific weights to the various factors that it considered in reaching its
determination that the merger is advisable, fair to and in the best interests of Frontier and its stockholders. Rather, the Frontier board conducted an
overall review of all of the relevant factors. In addition, individual members of the Frontier board may have given differing weights to different
factors.

Frontier’s Board of Directors’ Recommendation to Frontier Stockholders

The Frontier board, by unanimous vote, has determined that the merger is advisable, fair to and in the best interests of Frontier and its
stockholders and approved the merger agreement and the merger, and unanimously recommends that Frontier stockholders vote FOR the merger
proposals.

Opinions of Frontier’s Financial Advisors

Opinion of Evercore Group L.L.C.

In May 2009, Frontier formally engaged Evercore to act as its financial advisor with respect to potential strategic transactions. Frontier
engaged Evercore to act as a financial advisor based on its qualifications, experience and reputation. Evercore is an internationally recognized
investment banking firm and is regularly engaged in the valuation of businesses in connection with mergers and acquisitions, leveraged buyouts,
competitive biddings, private placements and valuations for corporate and other purposes.

On May 12, 2009, at a meeting of the Frontier board, Evercore delivered to the Frontier board an oral opinion, which opinion was confirmed
by delivery of a written opinion dated May 12, 2009, to the effect that, as of that date and based on and subject to assumptions made, matters
considered and limitations on the scope of review undertaken by Evercore as set forth therein, the aggregate merger consideration to be delivered
by Frontier in respect of the Spinco common stock pursuant to the original merger agreement is fair, from a financial point of view, to Frontier and
the holders of Frontier common stock (solely in their capacity as holders of Frontier common stock).

The full text of Evercore’s written opinion, dated May 12, 2009, which sets forth, among other things, the procedures followed,
assumptions made, matters considered and limitations on the scope of review undertaken in rendering its opinion, is attached as Annex B-
1 to this proxy statement/prospectus and is incorporated by reference in its entirety into this proxy statement/prospectus. Evercore’s
opinion was directed to the Frontier board and addresses only the fairness to Frontier and the holders of Frontier common stock (solely in
their capacity as holders of Frontier common stock), from a financial point of view, of the aggregate merger consideration to be delivered
by Frontier in respect of the Spinco common stock pursuant to the original merger agreement. The opinion does not address any other
aspect of the proposed merger and does not constitute a recommendation to the Frontier board or to any other persons in respect of the
merger, including as to how any holder of shares of Frontier common stock should vote or act in respect of the merger.
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In connection with rendering its opinion, Evercore, among other things:
 

 
•  reviewed certain publicly available business and financial information relating to Frontier and Verizon in respect of Spinco,

respectively, that Evercore deemed to be relevant;
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• reviewed certain non-public historical financial statements and other historical non-public financial data relating to Frontier and

Verizon in respect of Spinco, respectively, prepared and furnished to Evercore by the respective managements of Frontier and Verizon;
 

 
•  reviewed certain non-public projected financial data relating to Frontier and Spinco prepared and furnished to Evercore by the

management of Frontier;
 

 
•  reviewed certain historical and projected non-public operating data relating to Frontier and Spinco prepared and furnished to Evercore

by the management of Frontier;
 

 
•  discussed the past and current operations, financial projections and current financial condition of Frontier with the management of

Frontier (including their views on the risks and uncertainties of achieving such projections);
 

 
•  reviewed the amount and timing of the cost savings and operating synergies estimated by the management of Frontier to result from the

merger, referred to as the synergies, and the associated integration costs;
 

 •  reviewed the reported prices and the historical trading activity of Frontier common stock;
 

 
•  compared the financial performance of Frontier and its stock market trading multiples with those of certain other publicly traded

companies that Evercore deemed relevant;
 

 
•  compared the financial performance of Frontier and Spinco and the valuation multiples relating to the merger with those of certain other

transactions that Evercore deemed relevant;
 

 

•  reviewed a draft of the original merger agreement, dated May 12, 2009, and a draft of the distribution agreement entered into by
Verizon and Spinco on May 13, 2009, which was prior to any subsequent amendment and is referred to as the original distribution
agreement, which draft was dated May 12, 2009; and

 

 •  performed such other analyses and examinations and considered such other factors that Evercore deemed appropriate.

For purposes of its analysis and opinion, Evercore assumed and relied upon, without undertaking any independent verification of, the
accuracy and completeness of all of the information publicly available, and all of the information supplied or otherwise made available to,
discussed with, or reviewed by Evercore, and Evercore assumed no liability for such information. With respect to the projected financial data
relating to Frontier and Spinco referred to above, Evercore assumed that they were reasonably prepared on bases reflecting the best currently
available estimates and good faith judgments of the management of Frontier as to the matters covered thereby. Evercore did not receive any
projected financial data from Verizon relating to Verizon or Spinco. Evercore also assumed that the synergies are reasonably obtainable, on bases
reflecting the best currently available estimates and good faith judgments of the future competitiveness, operating and regulatory environments and
related financial performance of the combined company and will be realized in the amounts and at the times indicated thereby.

For purposes of rendering its opinion, Evercore assumed, in all respects material to its analysis, that the representations and warranties of
each party contained in the original merger agreement are true and correct, that each party would perform all of the covenants and agreements
required to be performed by it under the original distribution agreement and the original merger agreement and that all conditions to the
consummation of the transactions contemplated by such agreements, including, without limitation, the merger, would be satisfied without material
waiver or modification. Evercore also assumed that all governmental, regulatory or other consents, approvals or releases necessary for the
consummation of the merger and the transactions contemplated
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by the original distribution agreement would be obtained without any material delay, limitation, restriction or condition that would have an adverse
effect on Frontier or the consummation of the merger or materially reduce the benefits of the merger to Frontier.

Evercore also assumed that the contribution, the distribution and all of the transactions described in the original distribution agreement would
be consummated in accordance with the terms of the original distribution agreement, without any limitations, restrictions, conditions, amendments
or modifications, regulatory or otherwise, that collectively would have a material adverse effect on Verizon or Spinco. In addition, Frontier
informed Evercore, and accordingly for purposes of rendering its opinion Evercore assumed that the merger, the contribution, the distribution and
the other transactions contemplated by the original merger agreement would qualify for the intended tax-free treatment as set forth in the original
merger agreement and the distribution agreement. Furthermore, at Frontier’s direction and with its consent, Evercore assumed for purposes of
rendering its opinion, that the amount of the special cash payment, together with the principal amount of the Spinco debt securities and any
distribution date indebtedness, would be approximately $3.333 billion, that the financial terms of the special cash payment financing would be on
economic terms no less favorable to Spinco than those set forth in assumptions provided to Evercore by the management of Frontier, and that the
financial terms of the Spinco debt securities would be consistent with those described in “Financing of the Combined Company.” Evercore also
assumed that the final forms of the original merger agreement and original distribution agreement would not differ in any material respect from the
last draft of each such agreement reviewed by Evercore.
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Evercore did not make or assume any responsibility for making any independent valuation or appraisal of the assets or liabilities of Frontier,
Spinco or Verizon and was not furnished with any such appraisals, nor did Evercore evaluate the solvency or fair value of Frontier, Spinco or
Verizon under any state or federal laws relating to bankruptcy, insolvency or similar matters. Evercore’s opinion was necessarily based on
economic, market and other conditions as in effect on, and on the information made available to Evercore as of, the date of its opinion and
accordingly did not consider any amendments to the original merger agreement or the original distribution agreement entered into after the date of
its opinion. Subsequent developments may affect Evercore’s opinion and Evercore does not have any obligation to update, revise or reaffirm its
opinion.

Evercore was not asked to pass upon, and expressed no opinion with respect to, any matter other than the fairness to Frontier and holders of
Frontier common stock (solely in their capacity as holders of Frontier common stock), from a financial point of view, of the aggregate merger
consideration to be delivered by Frontier in respect of the shares of Spinco common stock. Evercore did not express any view on, and its opinion
did not address, the fairness of the proposed transaction to, or any consideration received in connection with the transaction by, the holders of any
other securities, creditors or other constituencies of Frontier, or as to the fairness of the amount or nature of any compensation to be paid or payable
to any of the officers, directors or employees of Frontier, or any class of such persons, whether relative to the aggregate merger consideration or
otherwise. Evercore assumed that any modification to the structure of the transaction would not vary in any respect material to its analysis.
Evercore’s opinion does not address the relative merits of the merger as compared to other business or financial strategies that might be available to
Frontier, nor does it address the underlying business decision of Frontier to engage in the merger. Evercore is not a legal, regulatory, accounting or
tax expert and assumed the accuracy and completeness of assessments by Frontier and its advisors with respect to legal, regulatory, accounting and
tax matters. The issuance of Evercore’s opinion was approved by an opinion committee of Evercore.

Under the terms of Evercore’s engagement, Frontier has agreed to pay Evercore an aggregate fee of $18 million (which may be increased by
Frontier, at its discretion, to $19 million), of which $4 million became payable when Evercore rendered its opinion and the remainder of which will
become payable upon the closing of the merger. Additional fees may become payable by Frontier to Evercore if any additional services are
requested by Frontier. In addition, Frontier has agreed to reimburse Evercore’s reasonable and customary out-of-pocket expenses and to indemnify
Evercore and related parties for certain liabilities, including liabilities under federal securities laws, arising out of its engagement. Prior to its
engagement, Evercore and its affiliates provided
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financial advisory services to Frontier, for which Frontier had reimbursed Evercore’s expenses. Evercore may provide financial or other services to
Frontier or Verizon in the future and in connection with any such services Evercore may receive compensation.

In the ordinary course of business, Evercore or its affiliates may actively trade the securities or related derivative securities, or financial
instruments of Frontier, Verizon and their respective affiliates, for its own account and for the accounts of its customers and, accordingly, may at
any time hold a long or short position in such securities or instruments.

Opinion of Citigroup Global Markets Inc.

Citi was retained in May 2009 to act as financial advisor to Frontier in connection with the transactions involving Spinco and other potential
strategic transactions. The material terms of Citi’s engagement letter with Frontier are described below. On May 12, 2009, at a meeting of the
Frontier board, Citi delivered to the Frontier board an oral opinion, which opinion was subsequently confirmed by delivery of a written opinion,
dated May 13, 2009, to the effect that, as of that date and based upon and subject to the assumptions, limitations and considerations set forth
therein, Citi’s work described below and other factors it deemed relevant, the aggregate merger consideration to be delivered by Frontier in respect
of the Spinco common stock pursuant to the original merger agreement was fair, from a financial point of view, to Frontier and the holders of
Frontier common stock.

The full text of Citi’s opinion, which sets forth the assumptions made, general procedures followed, matters considered and limits on
the review undertaken, is included as Annex B-2 to this proxy statement/prospectus. The summary of Citi’s opinion set forth below is
qualified in its entirety by reference to the full text of the opinion. Frontier stockholders are urged to read Citi’s opinion carefully and in
its entirety.

In arriving at its opinion, Citi:
 

 

•  reviewed the original merger agreement and the original distribution agreement and held discussions with certain senior officers,
directors and other representatives and advisors of Frontier and certain senior officers and other representatives and advisors of Verizon
concerning the businesses, operations and prospects of Frontier, Verizon and Spinco;

 

 

•  examined certain publicly available business and financial information relating to Frontier and Verizon as well as certain financial
forecasts and other information and data relating to Frontier, Verizon and Spinco which were provided to or discussed with Citi by the
respective managements of Frontier and Verizon (except that Citi did not receive any financial forecasts from Verizon relating to
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Verizon or Spinco);
 

 
•  reviewed information relating to the potential strategic implications and operational benefits (including the amount, timing and

achievability thereof) anticipated by the management of Frontier to result from the merger;
 

 

•  reviewed the financial terms of the merger as set forth in the original merger agreement in relation to, among other things: current and
historical market prices and trading volumes of Frontier common stock; the historical and projected earnings and other operating data
of Frontier and Spinco; and the capitalization and financial condition of Frontier;

 

 

•  considered, to the extent publicly available, the financial terms of certain other transactions which it considered relevant in evaluating
the merger and analyzed certain financial, stock market and other publicly available information relating to the businesses of other
companies whose operations it considered relevant in evaluating those of Frontier and Spinco;

 

 •  evaluated certain potential pro forma financial effects of the merger; and
 

 
•  conducted such other analyses and examinations and considered such other information and financial, economic and market criteria as it

deemed appropriate in arriving at its opinion.

The issuance of Citi’s opinion was authorized by its fairness opinion committee.
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In rendering its opinion, Citi assumed and relied upon, without independent verification, the accuracy and completeness of all financial and
other information and data publicly available or provided to or otherwise reviewed by or discussed with it. With respect to financial forecasts and
other information and data relating to Frontier, Verizon and Spinco provided to or otherwise reviewed by or discussed with Citi, Citi was advised
by the management of Frontier that such forecasts and other information and data were reasonably prepared on bases reflecting the best currently
available estimates and judgments of the management of Frontier as to the future financial performance of Frontier and Spinco, the potential
strategic implications and operational benefits anticipated to result from the merger, the potential terms of the financing to be obtained by Spinco
and the other matters covered thereby, and assumed, with the consent of Frontier, that the financial results (including the potential strategic
implications and operational benefits anticipated to result from the merger) reflected in such forecasts and other information and data will be
realized in the amounts and at the times projected. Citi did not receive any financial forecasts from Verizon relating to Verizon or Spinco.

Citi assumed, with the consent of Frontier, that the merger will be consummated in accordance with its terms, without waiver, modification
or amendment of any material term, condition or agreement and that, in the course of obtaining the necessary financings, regulatory or third-party
approvals, consents and releases for the merger, no delay, limitation, restriction or condition will be imposed that would have a material adverse
effect on Frontier, Spinco or the contemplated benefits of the merger. Citi also assumed, with the consent of Frontier, that the contribution, the
distribution and all of the transactions in the original distribution agreement will be consummated in accordance with the terms of the original
distribution agreement, without waiver, modification or amendment of any material term, condition or agreement, approvals, consents, releases or
otherwise, that collectively would have a material adverse effect on Verizon or Spinco. Citi also assumed that Spinco will be able to secure the
financing, in accordance with the terms of the original merger agreement, necessary to consummate the merger. Citi also assumed, with the consent
of Frontier, that the contribution, the distribution, the merger and the other transactions contemplated by the original merger agreement and the
original distribution agreement will be treated as tax-free reorganizations for federal income tax purposes.

Citi did not express any opinion as to what the value of Frontier common stock actually will be when issued pursuant to the merger or the
price at which Frontier common stock will trade at any time. Citi did not make and was not provided with an independent evaluation or appraisal
of the assets or liabilities (contingent or otherwise) of Frontier, Verizon or Spinco nor did Citi make any physical inspection of the properties or
assets of Frontier, Verizon or Spinco.

Citi was not requested to, and did not, solicit third-party indications of interest in the possible acquisition of all or a part of Frontier, nor was
it requested to consider, and its opinion does not address, the underlying business decision of Frontier to effect the merger, the relative merits of the
merger as compared to any alternative business strategies that might exist for Frontier or the effect of any other transaction in which Frontier might
engage. Citi also expressed no view as to, and its opinion did not address, the fairness (financial or otherwise) of the amount or nature or any other
aspect of any compensation to any officers, directors or employees of any parties to the merger, or any class of such persons, relative to the
aggregate merger consideration. Citi’s opinion was necessarily based upon information available to it, and financial, stock market and other
conditions and circumstances existing, as of May 13, 2009 and accordingly did not consider any amendments to the original merger agreement or
the original distribution agreement entered into after the date of its opinion. The credit, financial and stock markets were experiencing unusual
volatility and Citi expressed no opinion or view as to any potential effects of such volatility on Frontier, Verizon, or Spinco or the contemplated
benefits of the merger.

Citi’s advisory services and opinion were provided for the information of the Frontier board, and its opinion was not intended to be
and does not constitute a recommendation to any stockholder as to how such stockholder should vote or act on any matters relating to the
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merger.

Citi is an internationally recognized investment banking firm engaged in, among other things, the valuation of businesses and their securities
in connection with mergers and acquisitions, restructurings, leveraged buyouts,
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negotiated underwritings, competitive biddings, secondary distributions of listed and unlisted securities, private placements and valuations for
estate, corporate and other purposes. Frontier selected Citi to act as its financial advisor on the basis of Citi’s international reputation and Citi’s
familiarity with Frontier. Citi and its affiliates in the past have provided, and currently provide, services to Frontier and its affiliates unrelated to the
merger, for which services Citi and its affiliates have received and expect to receive compensation, including, without limitation, acting as a
bookrunner, arranger and lender in connection with various Frontier credit facilities and debt offerings. In addition, Citi and its affiliates in the past
have provided services to Verizon and its affiliates unrelated to the merger, for which services Citi and its affiliates have received compensation,
including, without limitation, acting as a manager, bookrunner, arranger and lender in connection with various Verizon credit facilities and debt
offerings. In addition, Citi or one of its affiliates may be a participant in any financing obtained by Spinco in connection with the merger, for
which services such entity would receive compensation. In the ordinary course of its business, Citi and its affiliates may actively trade or hold the
securities of Frontier or Verizon for its own account or for the account of customers and, accordingly, may at any time hold a long or short position
in such securities. In addition, Citi and its affiliates, including Citigroup Inc. and its affiliates, may maintain relationships with Frontier, Verizon
and their respective affiliates.

Under the terms of Citi’s engagement, Frontier has agreed to pay Citi an aggregate fee of $18 million (which may be increased by Frontier, at
its discretion, to $19 million), of which $4 million became payable when Citi rendered its opinion and the remainder of which will become payable
upon the closing of the merger. Additional fees may become payable by Frontier to Citi if any additional services are requested by Frontier. In
addition, Frontier has also agreed to reimburse Citi for its reasonable travel and other out-of-pocket expenses incurred in connection with its
engagement, including the reasonable fees and expenses of its counsel, and to indemnify Citi against specific liabilities and expenses relating to or
arising out of its engagement, including liabilities under the federal securities laws.

Summary of Joint Financial Analyses

Set forth below is a summary of the material financial analyses reviewed with the Frontier board on May 12, 2009, in connection with
Evercore’s opinion dated May 12, 2009, and Citi’s oral opinion, which opinion was subsequently confirmed by delivery of a written opinion dated
May 13, 2009.

Except as described above under “Opinion of Evercore Group L.L.C.” and “Opinion of Citigroup Global Markets Inc.,” Frontier imposed no
instructions or limitations on Evercore or Citi with respect to the investigations made or the procedures followed by Evercore or Citi in rendering
its opinion. Evercore’s and Citi’s respective opinions were only one of many factors considered by the Frontier board in its evaluation of the
merger and should not be viewed as determinative of the views of the Frontier board or management with respect to the merger or the aggregate
merger consideration. See “The Transactions—Frontier’s Reasons for the Merger.”

The aggregate merger consideration to be delivered by Frontier in respect of the Spinco common stock pursuant to the original merger
agreement was determined through negotiations between Frontier and Verizon and was approved by the Frontier board. Neither Evercore nor Citi
recommended any specific merger consideration to Frontier nor that any given merger consideration constituted the only appropriate merger
consideration.

In connection with the review of the merger by the Frontier board, Evercore and Citi each performed a variety of financial and comparative
analyses, which are summarized below, for purposes of rendering their respective opinions. The preparation of a fairness opinion is a complex
process and is not necessarily susceptible to partial analysis or summary description. Selecting portions of the analyses or of the summary described
below, without considering the analyses as a whole, could create an incomplete view of the processes underlying each of Evercore’s and Citi’s
respective opinions. In arriving at their respective fairness determinations, Evercore and Citi each considered the results of all the analyses
summarized below and did not draw, in isolation, conclusions from or with regard to any one analysis or factor considered by it for purposes of its
opinion. Rather, Evercore and Citi each made its determination as to fairness on the basis of its experience and professional judgment after
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considering the results of all the analyses. In addition, each of Evercore and Citi may have considered various assumptions more or less probable
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than other assumptions, so that the range of valuations resulting from any particular analysis described above should therefore not be taken to be
either Evercore’s or Citi’s view of the value of Frontier or Spinco. No company used in the analyses summarized below as a comparison is identical
to Frontier or Spinco, and no transaction used is identical to the merger. Accordingly, such analyses may not necessarily utilize all companies or
transactions that could be deemed comparable to Frontier, Spinco or the merger. Further, Evercore’s and Citi’s analyses involve complex
considerations and judgments concerning financial and operating characteristics and other factors that could affect the acquisition, public trading or
other values of the companies or transactions used, including judgments and assumptions with regard to industry performance, general business,
economic, market and financial conditions and other matters, many of which are beyond the control of Frontier, Verizon and Spinco.

Each of Evercore and Citi conducted the analyses summarized below for the purpose of providing an opinion to the Frontier board as to the
fairness to Frontier and the holders of Frontier common stock (solely in their capacity as holders of Frontier common stock with regard to
Evercore’s opinion), from a financial point of view, of the aggregate merger consideration to be delivered by Frontier in respect of the Spinco
common stock pursuant to the original merger agreement. These analyses do not purport to be appraisals or to necessarily reflect the prices at
which the business or securities of Frontier, Verizon or Spinco actually may trade or be sold. Estimates contained in these analyses are not
necessarily indicative of actual future results, which may be significantly more or less favorable than suggested by such estimates. Accordingly,
estimates used in, and the results derived from, the analyses summarized below are inherently subject to substantial uncertainty, and neither
Evercore nor Citi assumes any responsibility if future results are materially different from those forecasted in such estimates.

Except as otherwise noted, the following quantitative information, to the extent that it is based on market data, is based on market data as it
existed on or before May 8, 2009, and is not necessarily indicative of current or future market conditions.

The following summary of financial analyses includes information presented in tabular format. These tables alone do not constitute a
complete description of the financial analyses and must be read together with the text of each summary in order to understand fully the
financial analyses. Considering the tables below without considering the full narrative description of the financial analyses, including the
methodologies and assumptions underlying the analyses, could create a misleading or incomplete view of such financial analyses. In
connection with certain of their analyses, Frontier’s financial advisors utilized financial forecasts for Frontier prepared by Frontier’s management,
referred to as the Frontier Management Base Case and the Frontier Management Alternative Case, and financial forecasts for Spinco prepared by
Frontier’s management.

In conducting their analyses, Frontier’s financial advisors used various methodologies to review the valuation of Frontier on a stand-alone
basis and Frontier and Spinco on a relative basis, to assess the fairness of the aggregate merger consideration to be delivered by Frontier in respect
of the Spinco common stock. Specifically, Frontier’s financial advisors conducted analyses of historical share price, research analyst price targets,
dividend yield, selected publicly traded companies, selected precedent transactions, discounted cash flow, implied percentage ownership and
relative contribution to the combined company.

Stand-alone Valuation Analyses

Historical Share Price Analysis. Evercore and Citi noted that the trailing low and high 52-week intra-day trading prices for shares of Frontier
common stock, as of May 8, 2009, were $5.32 per share and $12.94 per share, respectively. Evercore and Citi then compared the 52-week intra-
day trading prices to the projected price range for shares of Frontier common stock to be issued to holders of shares of Verizon common stock as
the aggregate merger consideration, referred to as the collar, with the low end of the collar being $7.00 per share of Frontier common stock, the
mid-point of the collar being $7.75 per share of Frontier common stock and the high end of the collar being $8.50 per share of Frontier common
stock.
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Research Analyst Price Targets. Evercore and Citi compared selected recent publicly available research analyst price targets for Frontier from
the following selected firms who published price targets for Frontier as of May 8, 2009:
 

•     Bank of America   •     Hudson Square

•     Barclays   •     JPMorgan

•     Citi   •     Piper Jaffray

•     D.A. Davidson   •     Raymond James

•     Goldman Sachs   •     Stifel Nicolaus

•     Hilliard Lyons   •     UBS

Evercore and Citi examined the price targets published by each of the firms above and noted that the low and high per share equity value
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price targets for Frontier common stock were $7.00 and $12.50, respectively. Evercore and Citi then compared the low and high per share equity
value analyst price targets to the low end of the collar ($7.00 per share of Frontier common stock), mid-point of the collar ($7.75 per share of
Frontier common stock) and high end of the collar ($8.50 per share of Frontier common stock).

Dividend Yield Analysis. Evercore and Citi calculated the implied equity value per share of Frontier common stock based on a range of
assumed annual dividends per share and a range of selected dividend yields. Evercore and Citi reviewed the annual dividend yields of Selected
Comparable Companies (as defined below) with higher leverage and higher dividend payout ratios (such as Consolidated Communications
Holdings, Inc., Iowa Telecommunications Services, Inc. and Windstream Corporation) and the annual dividend yields of Selected Comparable
Companies with lower leverage and lower dividend payout ratios (such as AT&T Inc., CenturyTel Communications, Inc., Embarq Corporation,
Qwest Communications International Inc. and Verizon). Evercore and Citi noted that the annual dividend yields for the Selected Comparable
Companies with higher leverage and higher dividend payout ratios had a range of approximately 11.0% to 12.8% and the annual dividend yields
for the Selected Comparable Companies with lower leverage and lower dividend payout ratios had a range of approximately 6.2% to 9.2%.

Evercore and Citi derived ranges of implied equity values per share of Frontier common stock by dividing an assumed annual dividend per
share of Frontier Common Stock by an annual dividend yield range that Evercore and Citi selected from the annual dividend yield ranges described
above, which they judged, based on their financial advisory experience, to be most appropriate in order to perform their analysis of Frontier.
Utilizing Frontier’s current annual dividend per share of $1.00 and a selected annual dividend yield range of approximately 11.0% to 12.5%,
Evercore and Citi derived a range of implied equity values per share of Frontier common stock of $7.99 to $9.05. Utilizing the projected annual
dividend per share of the combined company of $0.75 and a selected annual dividend yield range of approximately 9.0% to 11.0%, Evercore and
Citi derived a range of implied equity values per share of Frontier common stock of $6.79 to $8.33.

Evercore and Citi then compared the above calculated values to the low end of the collar ($7.00 per share of Frontier common stock), mid-
point of the collar ($7.75 per share of Frontier common stock) and high end of the collar ($8.50 per share of Frontier common stock).

Analysis of Selected Publicly Traded Companies. Evercore and Citi compared certain financial and operating information and commonly
used valuation measurements for Frontier to corresponding information and measurements for a group of nine publicly traded comparable
companies that participate predominantly in the communications industry, referred to as the Selected Comparable Companies, in order to derive
implied per share equity value reference ranges for Frontier and implied firm value reference ranges for Spinco based on the stock market trading
multiples of the Selected Comparable Companies. With respect to Spinco, this analysis was
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conducted in order to provide a basis for certain of the other analyses performed by Evercore and Citi and described below under “Relative
Valuation Analyses.” The Selected Comparable Companies were:
 

•     AT&T Inc.   •     Iowa Telecommunications Services, Inc.

•     CenturyTel, Inc   •     Qwest Communications International Inc.

•     Cincinnati Bell Inc.   •     Windstream Corporation

•     Consolidated Communications Holdings, Inc.   •     Verizon

•     Embarq Corporation   

With respect to Verizon as a Selected Comparable Company, Evercore and Citi examined Verizon both on a consolidated basis (including
100% of Verizon Wireless) and on the basis of the implied value of Verizon after subtracting from Verizon the value of Verizon Wireless utilizing
an assumed 6x multiple of estimated 2009 earnings before interest, taxes, depreciation and amortization, referred to as EBITDA.

Evercore and Citi reviewed, among other things, firm values, calculated as equity value based on closing stock prices on May 8, 2009, plus
debt, preferred stock and minority interests, less cash and cash equivalents and investments, as a multiple of the estimated EBITDA and EBITDA
less capital expenditures of the Selected Comparable Companies for calendar years 2009 and 2010. When applicable, firm values were adjusted to
exclude the net present value of future taxes shielded by net operating losses. Evercore and Citi also reviewed the equity values as a multiple of
levered free cash flow (“levered free cash flow” being defined for this purpose as EBITDA less capital expenditures, interest expenses and taxes),
referred to as LFCF, for the Selected Comparable Companies for calendar years 2009 and 2010. Financial forecasts for Frontier and Spinco were
based on the Frontier Management Base Case, the Frontier Management Alternative Case and other information and projections for Spinco
provided to Evercore and Citi by Frontier management. Evercore and Citi also used publicly available information concerning historical and
projected financial performance, including published historical financial information and publicly available third-party research.

Evercore and Citi selected the companies listed above because their businesses and operating profiles are relevant to that of Frontier and the
Spinco business. However, because of the inherent differences between the businesses, operations and prospects of Frontier and Spinco and the
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businesses, operations and prospects of the Selected Comparable Companies, no comparable company is exactly the same as Frontier or Spinco.
Therefore, Evercore and Citi believed that it was inappropriate to, and therefore did not, rely solely on the quantitative results of the comparable
company analysis. Accordingly, Evercore and Citi also made qualitative judgments concerning differences between the financial and operating
characteristics and prospects of Frontier and Spinco and the Selected Comparable Companies that would affect the public trading values of each in
order to provide a context in which to consider the results of the quantitative analysis. These qualitative judgments related primarily to the
differing sizes, capital structure, growth prospects, profitability levels, degree of operational risk and recent and/or pending transactions between
Frontier and Spinco and the Selected Comparable Companies.
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Selected Publicly Traded Companies Analysis of Frontier. Evercore and Citi then applied ranges of selected firm value to adjusted EBITDA
(defined as EBITDA plus stock-based compensation, non-cash pension expenses and restructuring costs, and referred to as Adjusted EBITDA)
multiples and selected equity value to LFCF multiples derived from the Selected Comparable Companies to corresponding financial data of
Frontier based on the Frontier Management Base Case and the Frontier Management Alternative Case. The high and low of the relevant multiples
derived for each of the Selected Comparable Companies is reflected in the column of the chart titled “All Selected Comparable Companies.”
Evercore and Citi selected from among such multiples the range of multiples reflected in the column of the chart below titled “Selected Valuation
Multiple Ranges for Frontier,” which they judged, based on their financial advisory experience, to be most appropriate in order to perform their
analysis of Frontier. This analysis indicated the following implied equity value per share valuation reference ranges for Frontier as presented
below, which were compared to the low end of the collar ($7.00 per share of Frontier common stock), the mid-point of the collar ($7.75 per share
of Frontier common stock) and the high end of the collar ($8.50 per share of Frontier common stock):
 

Valuation Methodology  

All Selected
Comparable
Companies  

Selected Valuation
Multiple Ranges for

Frontier  

Implied Equity Value per
Share Valuation Reference

Ranges for Frontier

Firm Value as a Multiple of:    

2009 Estimated Adjusted EBITDA (Frontier
Management Alternative Case)  3.9 – 6.7x   5.0 – 6.0x     $ 4.83 – $8.74  

2009 Estimated Adjusted EBITDA (Frontier
Management Base Case)  3.9 – 6.7x   5.0 – 6.0x     $ 3.95 – $7.68  

2010 Estimated Adjusted EBITDA (Frontier
Management Alternative Case)  4.0 – 6.7x   5.25 – 6.25x $ 5.79 – $9.70  

2010 Estimated Adjusted EBITDA (Frontier
Management Base Case)  4.0 – 6.7x   5.25 – 6.25x $ 3.86 – $7.40  

2009 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Alternative Case)  5.7 – 25.8x 7.0 – 8.0x     $ 6.83 – $9.91  

2009 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Base Case)  5.7 – 25.8x 7.0 – 8.0x     $ 5.60 – $8.50  

2010 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Alternative Case)  6.6 – 27.3x 7.5 – 8.5x     $ 8.47 – $11.55

2010 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Base Case)  6.6 – 27.3x 7.5 – 8.5x     $ 5.83 – $8.57  

Equity Value as a Multiple of:    

2009 Estimated LFCF (Frontier Management
Alternative Case)  3.9 – 10.8x 5.0 – 6.0x     $ 7.66 – $9.18  

2009 Estimated LFCF (Frontier Management
Base Case)  3.9 – 10.8x 5.0 – 6.0x     $ 7.95 – $9.54  

2010 Estimated LFCF (Frontier Management
Alternative Case)  4.6 – 9.6x   5.5 – 6.5x     $ 8.26 – $9.76  

2010 Estimated LFCF (Frontier Management
Base Case)  4.6 – 9.6x   5.5 – 6.5x     $ 7.47 – $8.82  
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Selected Publicly Traded Companies Analysis of Spinco. In order to provide a basis for certain of the other analyses performed by Evercore
and Citi and described below under “Relative Valuation Analyses,” Evercore and Citi then applied ranges of selected firm value to Adjusted
EBITDA multiples derived from the Selected Comparable Companies to corresponding financial data of Spinco based on information and
projections prepared by Frontier management and provided to Evercore and Citi. No equity value to LFCF comparisons of Spinco were conducted
by Evercore and Citi because Spinco was not capitalized as an independent public company as of the date of this analysis. Evercore and Citi
selected from among the multiples derived for each of the Selected Comparable Companies (the high and low of such multiples being reflected in
the column of the chart below titled “All Selected Comparable Companies”) the range of multiples reflected in the column of the chart below titled
“Selected Valuation Multiple Ranges for Spinco” that they judged, based on their financial advisory experience, to be most appropriate in order to
perform their analysis of Spinco. This analysis indicated the following implied firm value reference ranges for Spinco:
 

Valuation Methodology  

All
Selected

Comparable

Companies  

Selected Valuation
Multiple Ranges for

Spinco  

Implied Firm Value
Valuation Reference
Ranges for Spinco

($ in millions)

Firm Value as a Multiple of:    

2009 Estimated Adjusted EBITDA  3.9 – 6.7x       4.5 – 5.5x       $8,233 – $10,063

2010 Estimated Adjusted EBITDA  4.0 – 6.7x       4.75 – 5.75x  $8,085 –$9,787  

2009 Estimated Adjusted EBITDA less Capital Expenditures  5.7 – 25.8x 6.0 – 7.0x  $8,536 – $9,959 

2010 Estimated Adjusted EBITDA less Capital Expenditures  6.6 – 27.3x 6.5 – 7.5x  $8,491 – $9,797 

None of the Selected Comparable Companies utilized as a comparison is identical to Frontier or Spinco. Accordingly, Evercore and Citi
believe the analysis of publicly traded comparable companies is not simply mathematical. Rather, it involves complex considerations and
qualitative judgments, reflected in Evercore’s and Citi’s opinions, concerning differences in financial and operating characteristics and other
factors that could affect the public trading value of the Selected Comparable Companies to which Frontier and Spinco are compared.
 

64

Table of Contents

Analysis of Selected Precedent Transactions. Evercore and Citi reviewed the financial terms, to the extent publicly available, of twelve
merger and acquisition transactions announced between November 2001 and May 2009 of companies that Evercore and Citi, based on their
experience with merger and acquisition transactions, deemed relevant to arriving at their opinions. Evercore and Citi chose the transactions,
referred to as the Selected Precedent Transactions, based on the similarity of the target companies in the transactions to Spinco in terms of the size,
mix, margins and other characteristics of their businesses. The Selected Precedent Transactions were:
 

Acquirer  Target   Date Transaction Announced

Windstream Corp.  D&E Communications, Inc.   May 2009

CenturyTel, Inc.  Embarq Corporation   October 2008

Consolidated Communications Holdings, Inc.  North Pittsburgh Systems, Inc.   July 2007

Windstream Corp.  CT Communications, Inc.   May 2007

FairPoint Communications, Inc.  Verizon and Northern New England Spinco Inc.   January 2007

CenturyTel, Inc.  Madison River Communications Corp.   December 2006

Citizens Communications Company  Commonwealth Telephone Enterprises Inc.   September 2006

Alltel Corporation  Valor Communications Group Inc.   December 2005

Quadrangle Capital Partners LP  nTelos, Inc.   January 2005

The Carlyle Group  Verizon Hawaii   May 2004

Consolidated Communications, Inc.  TXU Communications   January 2004

D&E Communications, Inc.  Conestoga Enterprises, Inc.   November 2001



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

For each of the Selected Precedent Transactions, Evercore and Citi calculated certain financial multiples for the target company derived from
certain publicly available information for the target company. Specifically, in performing this analysis, Evercore and Citi determined the multiples
of firm value and adjusted to exclude an estimated value of the target company’s non-incumbent local exchange carrier businesses to the forward
twelve-months of incumbent local exchange carrier EBITDA, referred to as ILEC Forward EBITDA, for the Selected Precedent Transactions.
When publicly available, the synergies expected from the transaction were included. The following table presents a summary of the results of this
analysis and also sets forth the multiples implied by the merger:
 
           Firm Value as a Multiple of ILEC Forward EBITDA        

   Without Synergies   
Without Synergies Less
Capital Expenditures   With Synergies

Frontier/Spinco Merger   4.7x  6.0x  3.4x
Low   4.3x  5.9x  3.7x
High   10.9x  33.3x  7.2x
Mean   7.0x  11.6x  5.6x
Median   6.9x  9.7x  5.7x

Because the reasons for, and the circumstances surrounding, each of the Selected Precedent Transactions analyzed were so diverse, and
because of the inherent differences between the operations and the financial condition of Frontier and Spinco and the companies involved in the
Selected Precedent Transactions, Evercore
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and Citi believe that a comparable transaction analysis is not simply mathematical. Rather, it involves complex considerations and qualitative
judgments, reflected in the opinions of Evercore and Citi, concerning differences between the characteristics of these transactions and the merger
that could affect the value of the subject companies, Frontier and Spinco.

Discounted Cash Flow Analysis of Frontier. As part of their analyses, and in order to estimate the implied present value of the equity value
per share for Frontier, Evercore and Citi prepared a four and three-quarter years discounted cash flow analysis for Frontier, calculated as of
March 31, 2009, of after-tax unlevered free cash flows for fiscal years 2009 (nine months after March 31, 2009 only) through 2013, using both the
Frontier Management Base Case and the Frontier Management Alternative Case.

A discounted cash flow analysis is a valuation methodology used to derive a valuation of an asset by calculating the “present value” of
estimated future cash flows to be generated by the asset. “Present value” refers to the current value of future cash flows or amounts and is obtained
by discounting those future cash flows or amounts by a discount rate that takes into account macro-economic assumptions and estimates of risk,
the opportunity cost of capital, expected returns and other appropriate factors. Evercore and Citi performed a discounted cash flow analysis for
Frontier by adding (1) the present value of Frontier’s projected after-tax unlevered free cash flows for fiscal years 2009 (nine months after
March 31, 2009 only) through 2013 to (2) the present value of the “terminal value” of Frontier as of the end of fiscal year 2013. “Terminal value”
refers to the value at a particular point in time of all future cash flows to be generated by an asset.

Evercore and Citi estimated a range of terminal values as of the end of fiscal year 2013 calculated based on selected perpetuity growth rates of
–1.0% to 1.0%. Evercore and Citi discounted the after-tax unlevered free cash flow streams and the estimated terminal values to a present value at
a range of discount rates from 8.5% to 9.5%. The discount rates utilized in this analysis were chosen by Evercore and Citi based on their expertise
and experience with the incumbent local exchange carrier industry and also on an analysis of the weighted average cost of capital, which is a
commonly used method for purposes of calculating discount rates in financial analyses, of Frontier and other comparable companies. Evercore and
Citi calculated per share equity values by first determining a range of firm values of Frontier by adding the present values of the after-tax unlevered
free cash flows and terminal values for each perpetuity growth rate and discount rate scenario, and then subtracting from the firm values the net
debt, calculated as total debt minus cash and investments, of Frontier, and then dividing those amounts by the number of fully diluted shares of
Frontier. Based on financial estimates provided by Frontier management, this analysis indicated the following implied per share equity value
reference ranges for Frontier:
 

Valuation Methodology   
Implied per Share Equity Value Reference Ranges

for Frontier

Discounted Cash Flow Analysis (Frontier
Management Alternative Case)   $ 4.53 - $10.09

Discounted Cash Flow Analysis (Frontier
Management Base Case)    $3.29 - $8.48

Discounted Cash Flow Analysis of Spinco. In order to provide a basis for certain of the other analyses performed by Evercore and Citi and
described below under “Relative Valuation Analyses,” Evercore and Citi prepared a four and three-quarter years discounted cash flow analysis for
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Spinco, calculated as of March 31, 2009, of after-tax unlevered free cash flows for fiscal years 2009 (nine months after March 31, 2009 only)
through 2013, using projections provided by Frontier management. Evercore and Citi performed a discounted cash flow analysis for Spinco by
adding (1) the present value of Spinco’s projected after-tax unlevered free cash flows for fiscal years 2009 (nine months after March 31, 2009
only) through 2013 to (2) the present value of the “terminal value” of Spinco as of the end of fiscal year 2013.

Evercore and Citi estimated a range of terminal values as of the end of fiscal year 2013 calculated based on selected perpetuity growth rates of
–1.0% to 1.0%. Evercore and Citi discounted the after-tax unlevered free cash
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flow streams and the estimated terminal values to a present value at a range of discount rates from 8.5% to 9.5%. The discount rates utilized in this
analysis were chosen by Evercore and Citi based on their expertise and experience with the incumbent local exchange carrier industry and also on
an analysis of the weighted average cost of capital, which is a commonly used method for purposes of calculating discount rates in financial
analyses, of Spinco and other comparable companies. Evercore and Citi calculated firm values of Spinco by adding the present values of the after-
tax unlevered free cash flows and terminal values for each perpetuity growth rate and discount rate scenario. Based on financial estimates provided
by Frontier management, this analysis indicated the following firm value reference ranges for Spinco:
 

Valuation Methodology   
Firm Value Reference Ranges for Spinco

($ in millions)

Discounted Cash Flow Analysis Without Synergies   $8,361 - $10,683
Discounted Cash Flow Analysis With Synergies   $9,561 - $13,953

Relative Valuation Analyses

Implied Percentage Ownership Analysis. Based on the implied valuations for each of Frontier and Spinco derived above under “Analysis of
Selected Publicly Traded Companies,” “Analysis of Selected Precedent Transactions,” “Discounted Cash Flow Analysis of Frontier” and
“Discounted Cash Flow Analysis of Spinco,” Evercore and Citi calculated an implied equity ownership range for Frontier in the combined
company and compared it to the proposed equity ownership for Frontier in the combined company to result from the merger.

For each of the analyses (other than the “Analysis of Selected Precedent Transactions”) referred to above, Evercore and Citi calculated the
low end of each Frontier implied equity ownership range assuming the lowest implied per share equity value for Frontier and the highest implied
firm value for Spinco, less an assumed $3.333 billion of Spinco debt through the special cash payment financing, the Spinco debt securities and the
distribution date indebtedness, derived from each of the foregoing valuation analyses. Evercore and Citi then calculated the high end of each
Frontier implied equity ownership range assuming the highest implied per share equity value for Frontier and the lowest implied firm value for
Spinco, less an assumed $3.333 billion of Spinco debt through the special cash payment financing, the Spinco debt securities and the distribution
date indebtedness, derived from each of the foregoing valuation analyses.

For the “Analysis of Selected Precedent Transactions,” Evercore and Citi calculated the low end of the Frontier implied equity ownership
range assuming the mid-point of the collar ($7.75 per share of Frontier common stock) and the highest implied firm value for Spinco, less an
assumed $3.333 billion of Spinco debt through the special cash payment financing, the issuance of Spinco debt securities, if required, and the
distribution date indebtedness, derived from the “Analysis of Selected Precedent Transactions.” Evercore and Citi then calculated the high end of
the Frontier implied equity ownership range assuming the mid-point of the collar ($7.75 per share of Frontier common stock) and the lowest
implied firm value for Spinco, less an assumed $3.333 billion of Spinco debt through the special cash payment financing, the Spinco debt
securities and the distribution date indebtedness, derived from the “Analysis of Selected Precedent Transactions.”
 

67

Table of Contents

The proposed equity ownership percentage by current holders of shares of Frontier common stock in the combined company after giving
effect to the merger (before accounting for the elimination of fractional shares and any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete
the merger or the spin-off), in accordance with the terms of the collar of 29% to 34%, was compared to Frontier’s implied equity ownership
utilizing the implied valuations from the Frontier Management Base Case and the Frontier Management Alternative Case projections, as set forth
below:
 
Method (Utilizing Frontier Management
Base Case Projections)   Frontier Implied Equity Ownership Range
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Selected Publicly Traded Companies Analysis   

2009 Adjusted EBITDA   15% - 33%
2010 Adjusted EBITDA   16% - 33%
2009 Adjusted EBITDA less Capital Expenditures   21% - 34%
2010 Adjusted EBITDA less Capital Expenditures   22% - 34%
Selected Precedent Transactions Analysis   26% - 35%
Discounted Cash Flow Analysis   

Spinco Without Synergies   12% - 35%
Spinco With Synergies   9% - 30%

Method (Utilizing Frontier Management
Alternative Case Projections)   Frontier Implied Equity Ownership Range

Selected Publicly Traded Company Analysis   

2009 Adjusted EBITDA   18% - 36%
2010 Adjusted EBITDA   22% - 39%
2009 Adjusted EBITDA less Capital Expenditures   24% - 37%
2010 Adjusted EBITDA less Capital Expenditures   29% - 41%
Selected Precedent Transactions Analysis   26% - 35%
Discounted Cash Flow Analysis   

Spinco Without Synergies   16% - 39%
Spinco With Synergies   12% - 34%
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Contribution Analysis. Evercore and Citi analyzed the respective contributions of Frontier and Spinco to the access lines, Adjusted EBITDA,
LFCF, equity value (assuming the mid-point of the collar, i.e., a Frontier average price of $7.75) and firm value of the combined company for
actual fiscal year 2008 through estimated fiscal year 2013. For certain metrics, Evercore and Citi analyzed the contributions on both an unlevered
basis and a levered basis, which assumed $5.110 billion of debt, $504 million of cash and $3 million of investments at Frontier and $3.333 billion
of debt at Spinco. This analysis was based on the Frontier Management Base Case for Frontier’s financial contributions and included the
achievement of synergies identified by Frontier management, before taking into account non-recurring integration costs relating to the merger and
excluded HSI and FiOS capital expenditures for Spinco’s financial contributions. This analysis was compared to the proposed equity ownership in
the combined company by current holders of shares of Frontier common stock after giving effect to the merger (before accounting for the
elimination of fractional shares and any adjustments required as a result of any amounts paid, payable or forgone by Verizon pursuant to orders or
settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete the merger
or the spin-off), which was 29% to 34% based on the collar. The following table presents the results of this analysis:
 

   Implied Frontier Contribution  
   Unlevered   Levered  

2008 Actual Access Lines   32%  5% 
2009 Estimated Access Lines   33   8  
2009 Estimated Adjusted EBITDA   39   19  
2010 Estimated Adjusted EBITDA   39   20  
2011 Estimated Adjusted EBITDA   37   16  
2009 Estimated LFCF   —   36  
2010 Estimated LFCF   —   34  
2011 Estimated LFCF   —   32  
2012 Estimated LFCF   —   28  
2013 Estimated LFCF   —   26  
Equity Value   —   32  
Firm Value   45   —  

Combination Analysis

Pro Forma Cash Flow Analysis. In order to evaluate the estimated ongoing impact of the merger, Evercore and Citi analyzed certain pro
forma financial effects of the merger. Based on its analysis, Evercore and Citi computed the resulting dilution/accretion based on Frontier
management’s base case estimated LFCF of the combined company for the fiscal years ending in 2011, 2012, 2013 and 2014 (excluding
extraordinary HSI and FiOS capital expenditures) and assumed the achievement of synergies identified by Frontier management that Frontier and
Spinco could achieve if the merger were consummated before taking into account non-recurring integration costs relating to the merger and also
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assumed a 8.5% weighted average cost of debt on the new financing required to be incurred by Spinco under the original merger agreement.
Evercore and Citi noted that the merger would be dilutive to Frontier’s estimated free cash flow for the fiscal year ending 2011 and would be
accretive to Frontier’s estimated free cash flow for each of the fiscal years ending 2012, 2013 and 2014.

Verizon’s Reasons for the Spin-Off and the Merger

As part of Verizon’s periodic review process, Verizon management reviews its portfolio of assets to evaluate its current structure and
composition, to determine whether changes might be advisable, and to look for attractive ways to add value for its stockholders. Verizon also
regularly receives expressions of interest in its access line properties. When those expressions are credible, Verizon investigates and evaluates the
proposals to
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satisfy its fiduciary responsibility to stockholders. The decision to pursue the proposed transaction involving the transfer of the Spinco business to
Frontier followed the receipt of an inquiry from Frontier that initially expressed an interest in acquiring substantially all of the Spinco business.

Verizon’s board of directors consulted with its financial and legal advisors and considered a wide variety of factors in deciding whether to
approve the spin-off and the merger with Frontier and certain related transactions. These factors included:
 

 

•  Verizon’s belief that (i) its strategic position would be enhanced by the transactions because Verizon’s current strategy is focused on
creating value for its stockholders by bringing broadband service to its customers and (ii) the transactions would allow Verizon to focus
on providing wireless voice and data products and services, and converged communications, information and entertainment services
over its advanced fiber-optic network in the United States, as well as expansive end-to-end global Internet Protocol (IP) networks to
business and government customers around the world.

 

 

•  Verizon’s belief that the spin-off and the merger will enable the Spinco business to be operated by a company with an appropriate
capital structure and dividend policy, while enhancing Verizon’s financial flexibility, and that the assets of the Spinco business will be
managed by an experienced management team exclusively focused on assets of such type.

 

 

•  Verizon’s expectation that it will receive the special cash payment and, if required, Spinco debt securities, and that the distribution date
indebtedness will become a part of the consolidated indebtedness of the combined company, which together would permit Verizon to
reduce up to $3.333 billion of the debt of Verizon or to pay dividends or repurchase Verizon common stock.

 

 

•  The potential value, as determined by evaluating pre- and post-transaction discounted cash flows and the valuation of comparable
businesses, of the approximately 66% to 71% of the combined company that Verizon stockholders will collectively own after the spin-
off and merger, before accounting for the elimination of fractional shares or any adjustments required as a result of any amounts related
to governmental approvals paid, payable or forgone by Verizon as described above under “—Calculation of Merger Consideration.”

 

 •  The tax-efficient structure for Verizon stockholders of the spin-off and merger of Spinco with Frontier.
 

 
•  The availability of other transactions, including a spin-off of the operations in the Spinco territory to stockholders of Verizon without a

subsequent merger.
 

 

•  The benefits that might accrue to Verizon stockholders as owners of Frontier common stock after the merger, including the fact that
Frontier intends to pay an annual dividend of $0.75 per share after the merger, recognizing that the payment of such dividend (including
the amount and timing thereof) is subject to applicable law and agreements governing the combined company’s indebtedness and within
the sole discretion of the Frontier board, and the fact that Verizon stockholders, as owners of Frontier common stock, could benefit from
synergies resulting from the integration of the assets of the Spinco business into Frontier’s existing operations.

Verizon also considered the potential risks associated with the spin-off and merger, including that the anticipated benefits of the merger
might not occur. See “Risk Factors—Risks Relating to the Spin-Off and the Merger.”

Board of Directors and Management of the Combined Company

There are currently twelve directors serving on the Frontier board. The merger agreement provides that immediately prior to the effective
time of the merger, the Frontier board (which will become the board of directors of the combined company) will consist of twelve directors, three
of whom will be initially designated by Verizon and nine of whom will be initially designated by Frontier. Verizon’s director designees may not be
employees of Verizon, its affiliates or Cellco or any of its subsidiaries, and must satisfy director independence
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requirements of the SEC and the NYSE. One of Frontier’s designees will serve as the chairman of the board of directors of the combined company.
Frontier expects that Mary Agnes Wilderotter, Frontier’s current Chairman of the Board of Directors, President and Chief Executive Officer, will
continue to serve in such roles with the combined company.

The merger agreement also provides that the officers of Frontier at the effective time of the merger will become the initial officers of the
combined company following the merger. In addition, Frontier expects to supplement its current senior management team with members of
Verizon’s current regional management team who currently manage the Spinco business. See “Management of the Combined Company.”

Ownership of Frontier Following the Merger

Frontier anticipates that, assuming both no fractional shares and no adjustment is required for any amount related to governmental approvals
paid, payable or forgone by Verizon as described above under “—Calculation of Merger Consideration,” and depending on the trading prices of
Frontier common stock prior to closing of the merger, Verizon stockholders will collectively own between approximately 66% and 71% of the
combined company’s outstanding equity immediately following the closing of the merger, and Frontier stockholders will collectively own between
approximately 29% and 34% of the combined company’s outstanding equity immediately following the closing of the merger. Based on existing
ownership levels, Frontier does not expect that there will be any holders of more than 5% of the outstanding common stock of the combined
company immediately following the closing of the merger.

Effects of the Merger and Spin-Off on Verizon Stock Options and Other Verizon Stock-Based Awards

The exercise price of and number of shares of Verizon common stock underlying options to purchase shares of Verizon common stock held
by any current or former Verizon employee (including a Verizon employee who continues as an employee of the combined company following the
spin-off and the merger) will be adjusted, in an amount yet to be determined, pursuant to the terms of the applicable Verizon equity incentive
plans, taking into account any decrease in the value of Verizon common stock immediately following the spin-off and the merger. No adjustment
will be made to the outstanding options if there is no decrease in the value of Verizon’s common stock as a result of the spin-off and the merger. In
order to avoid adverse tax treatment for option holders under the Code, the number of shares of Verizon common stock subject to the adjusted
options will be rounded down to the nearest whole share, and the per share exercise price will be rounded up to the nearest whole cent.

Verizon restricted stock units, referred to as Verizon RSUs, awarded pursuant to Verizon equity incentive plans and held by any current or
former Verizon employee (including a Verizon employee who continues as an employee of the combined company following the spin-off and the
merger) at the time of the spin-off and the merger will continue to represent the right to receive the cash value equivalent of the hypothetical shares
of Verizon common stock subject to the award. Each current or former Verizon employee who holds Verizon RSUs at the time of the spin-off will
receive additional Verizon RSUs approximately equal to the cash value of the Frontier common stock that would be received with respect to each
hypothetical share of Verizon common stock held by the current or former Verizon employee under the Verizon RSU program.

Verizon performance stock units, referred to as Verizon PSUs, awarded pursuant to Verizon equity incentive plans and held by any current or
former Verizon employee (including a Verizon employee who continues as an employee of the combined company following the spin-off and the
merger) at the time of the spin-off and the merger will continue to represent the right to receive the cash value equivalent of the hypothetical shares
of Verizon common stock subject to the award. Each current or former Verizon employee who holds Verizon PSUs at the time of the spin-off will
receive additional Verizon PSUs approximately equal to the cash value of the Frontier common stock that would be received with respect to each
hypothetical share of Verizon common stock held by the current or former Verizon employee under the Verizon PSU program.
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Interests of Certain Persons in the Merger

In considering the Frontier board’s determination to approve the merger agreement and to recommend that Frontier stockholders vote for the
merger proposals, Frontier stockholders should be aware of potential conflicts of interest of, and the benefits available to, certain Frontier officers.
These officers may have interests in the merger that may be different from, or in addition to, the interests of Frontier stockholders as a result of,
among other things, certain severance protection that applies to them following the merger.

Employment and Change in Control Agreements

Each of Mary Agnes Wilderotter, Donald R. Shassian, Daniel J. McCarthy, Peter B. Hayes, Cecilia K. McKenney, Hilary E. Glassman and
Melinda White is subject to an agreement with Frontier under which she or he is entitled to certain severance payments and benefits in the event of
termination without cause by Frontier or resignation by the executive on account of certain material changes in his or her employment relationship.
Certain of these executives are entitled to severance payments and benefits only if any such termination or resignation occurs following a change in
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control (as defined in the agreements). Other executives are entitled to such severance payments and benefits if any such termination or resignation
occurs whether or not a change in control has occurred but may resign for additional reasons and receive such severance payments and benefits
following a change in control. See “Executive Compensation of Frontier—Employment Arrangements; Potential Payments Upon Termination or
Change-in-Control” for a description of the agreements with Mrs. Wilderotter, Mr. Shassian, Mr. McCarthy, Mr. Hayes and Ms. McKenney.

Frontier entered into a letter agreement with Hilary E. Glassman, dated July 8, 2005, and amended in December 2008. If Ms. Glassman’s
employment is terminated by Frontier without “cause” or by Ms. Glassman for “good reason” or within one year following a “change in control” as
a result of certain material changes in her employment relationship (all as defined in the letter agreement), Ms. Glassman will be entitled to the sum
of one times base salary and a prorated target bonus, an amount equal to one year’s COBRA premiums for medical, dental and other health
benefits coverage, life insurance coverage for one year and full vesting of her restricted shares.

Pursuant to a September 2007 arrangement, all of Melinda White’s restricted shares will become fully vested if, within one year following a
“change in control,” Ms. White’s employment is terminated by Frontier without “cause” or she terminates her employment as a result of certain
material changes in her employment relationship (all as defined in the arrangement).

The consummation of the merger will constitute a change in control for purposes of these agreements. If a change in control occurred as of
September 1, 2009, and these executives were terminated or resigned as of that date under the circumstances covered by the agreements, the
executives would have been entitled to base salary payment, bonus payments, accelerated vesting of restricted shares and benefits as follows:
 

Name   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Benefits   Total

Mrs. Wilderotter   $ 2,775,000  $ 2,775,000  $ 5,569,634  $ 51,108   $ 11,170,742
Mr. Shassian   $ 900,000  $ 900,000  $ 1,410,021   0       $ 3,210,021
Mr. McCarthy    0   0  $ 811,307   0       $ 811,307
Mr. Hayes   $ 300,000  $ 199,800  $ 749,500  $ 14,972     $ 1,264,272
Ms. McKenney   $ 290,000  $ 217,500  $ 734,927   0       $ 1,242,427
Ms. Glassman   $ 308,700  $ 154,196  $ 634,592  $ 6,187      $ 1,103,675
Ms. White    0   0  $ 408,153   0       $ 408,153
 
(1) Consists of the number of shares multiplied by the $7.05 closing price per share on September 1, 2009.
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(2) Consists of the applicable monthly COBRA premium for the type of medical, dental and vision coverage in effect for the executive on
September 1, 2009 and the applicable monthly insurance premium for the life insurance coverage in effect for the executive on September 1,
2009, each multiplied by the applicable number of months (for Mrs. Wilderotter, 36; for Ms. Glassman, 12).

 

(3) Although Mrs. Wilderotter is entitled to a tax gross-up payment in certain circumstances, no gross-up payment is estimated to be payable
based on a termination on September 1, 2009 and the payments and benefits described above.

 

(4) Consists of the applicable monthly COBRA premium for the type of medical coverage in effect for Mr. Hayes on September 1, 2009,
multiplied by 12.

Executive Deferred Savings Plan

Under the Executive Deferred Savings Plan, upon a “change in control” (as defined in the plan) all matching contributions become fully
vested and all vested account balances must be distributed to participating executives. The consummation of the merger will constitute a change in
control under the plan, resulting in accelerated vesting of matching contributions and distribution of the vested account balance of one officer.

Regulatory Approvals

Telecommunications Regulatory Approvals

Frontier and Verizon currently expect that the transactions contemplated by the merger agreement will require approval of the state regulatory
agencies of the following states in their capacities as regulators of incumbent local exchange and intrastate toll carrier operations of Verizon or
Frontier: Arizona, California, Illinois, Nevada, Ohio, Oregon, South Carolina, Washington and West Virginia. State regulatory agencies in other
states, however, may require that Frontier, Verizon or both obtain approval or authorization for the transactions in those states as well. At the
request of third parties, certain state regulatory agencies are considering whether approval of the transactions is required. Also, the regulatory
agency in Pennsylvania must approve the transfer of Verizon’s incumbent local exchange operations in that state, which Verizon will retain, to a
newly created Verizon operating company. Although the scope of matters that must be approved varies by state, the foregoing approvals are

(1)

(2)(3)

(4)

(2)
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generally required for the transfer of Verizon’s local exchange and intrastate toll businesses in the Spinco territory to companies to be controlled
by Frontier (including the Spinco subsidiaries after the merger), which will be deemed to occur upon completion of the merger and the other
transactions described elsewhere in this proxy statement/prospectus.

On May 29, 2009, Frontier and Verizon completed the filing of regulatory applications in Arizona, Ohio, Oregon, Pennsylvania, South
Carolina, Washington and West Virginia.

On or prior to June 4, 2009, Frontier and Verizon completed the filing of regulatory applications in California, Illinois and Nevada.

On June 1, 2009, Frontier and Verizon applied to 41 local franchising authorities in Oregon and Washington for consent and approval to
transfer control of the Verizon franchises to provide video services in those states to Frontier. There can be no assurance that these consents and
approvals will be obtained. Ten authorities have already granted approval to transfer control of Verizon’s franchise to Frontier. In addition, prior to
closing, Verizon will provide notice to Indiana of the transfer of control of its statewide franchise to Frontier.

Frontier and Verizon believe that the transactions will produce benefits for the states in which the combined company will conduct its
operations, the residents of those states, and the customers of the communications businesses of the combined company. While the parties believe
that the transactions satisfy the applicable regulatory standards for the foregoing approvals, there can be no assurance that the state regulatory
agencies will grant the approvals or will not attempt to impose conditions on the approvals.
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In addition, under the Communications Act of 1934, as amended, referred to as the Communications Act, the FCC must approve the transfer
or assignment of FCC licenses and authorizations. Verizon and Frontier filed applications for consent to transfer the affected licenses and
authorizations, and related amendments, on May 28 and May 29, 2009, June 8, 2009 and July 30, 2009.

Each party’s obligations to complete the merger are subject to receipt of the consents of, or receipt of an exemption from, the state regulatory
agencies referred to above and the FCC, in each case, without the imposition of conditions that would reasonably be expected to be materially
adverse to Frontier, to Spinco or to Verizon (assuming for this purpose that the business, assets, properties and liabilities of each of (1) Verizon and
all Verizon subsidiaries and (2) Frontier and all Frontier subsidiaries are comparable in size to those of Spinco and all Spinco subsidiaries). The
merger agreement provides that each party to the merger agreement, subject to customary limitations, will use all commercially reasonable efforts
to promptly take all actions and to assist and cooperate with the other parties in doing all things necessary, proper or advisable under applicable
laws and regulations to consummate the merger and the transactions contemplated by the merger agreement. Frontier and Verizon have also agreed
to use all commercially reasonable efforts to resolve any objections or challenges from a regulatory authority, except that the parties are not
obligated to appeal any final order by the FCC or any state regulatory agency.

Antitrust Approvals

Under the Hart-Scott-Rodino Act and the rules promulgated under that act by the Federal Trade Commission, the merger may not be
completed until notifications have been given and information furnished to the Federal Trade Commission and to the Antitrust Division of the
Department of Justice and the specified waiting period has been terminated or has expired. The parties filed their Hart-Scott-Rodino Act
application on August 21, 2009. On September 1, 2009, the Federal Trade Commission granted the parties’ request for early termination of the
waiting period under the Hart-Scott-Rodino Act. At any time before or after completion of the merger, the Federal Trade Commission or the
Antitrust Division of the Department of Justice could take any action under the antitrust laws that it deems necessary or desirable in the public
interest, including seeking to enjoin completion of the spin-off and the merger or seeking divestiture of substantial assets of Frontier or Spinco. The
spin-off and the merger are also subject to review under state antitrust laws and could be the subject of challenges by private parties under the
antitrust laws.

Accounting Treatment

The merger will be accounted for by applying the acquisition method, which requires the determination of the acquirer, the acquisition date,
the fair value of assets and liabilities of the acquiree and the measurement of goodwill. Statement of Financial Accounting Standards No. 141(R)
(revised 2007), Business Combinations, referred to as SFAS 141(R), provides that in identifying the acquiring entity in a combination effected
through an exchange of equity interests, all pertinent facts and circumstances must be considered, including: the constituent company issuing its
equity interest in the business combination, the relative voting rights of the stockholders of the constituent companies in the combined entity, the
composition of the board of directors and senior management of the combined company, the relative size of each company and the terms of the
exchange of equity securities in the business combination, including payment of any premium.

Based on Frontier being the entity issuing its equity interests in the merger, the Frontier-designated directors representing nine out of twelve
directors on the board of the combined company and the Frontier senior management team being the senior management team of the combined
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company, Frontier has concluded that it is appropriate to treat Frontier as the acquirer of Spinco for accounting purposes. This means that Frontier
will allocate the transaction consideration to the fair value of Spinco’s assets and liabilities at the acquisition date, with any excess of the
transaction consideration over fair value being recorded as goodwill.

No Appraisal Rights

None of the stockholders of Frontier or Verizon will be entitled to appraisal rights or to demand payment for their shares in connection with
the spin-off or the merger.
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Listing

After the merger, shares of common stock of Frontier, as the combined company, will continue to trade on the NYSE under the symbol
“FTR.”

Dividend Policy of Frontier and the Combined Company

The amount and timing of dividends payable on Frontier common stock are within the sole discretion of the Frontier board. Frontier currently
pays an annual cash dividend of $1.00 per share of Frontier common stock. After the closing of the merger, Frontier intends to pay an annual cash
dividend of $0.75 per share of common stock of the combined company, subject to applicable law and agreements governing the combined
company’s indebtedness and at the discretion of the Frontier board. Frontier expects that the dividend policy after the closing of the merger will
allow Frontier to invest in the existing Frontier and Spinco markets, offer new products and services and extend and increase broadband capability
to the existing Frontier and Spinco markets.
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MATERIAL UNITED STATES FEDERAL INCOME TAX CONSEQUENCES OF THE SPIN-OFF AND THE MERGER

The following summarizes the material United States federal income tax consequences of the spin-off and the merger. This summary is
based on the Code, the Treasury regulations promulgated under the Code, and interpretations of the Code and the Treasury regulations by the courts
and the IRS, all as they exist as of the date hereof and all of which are subject to change, possibly with retroactive effect. This is not a complete
summary of all of the tax consequences of the spin-off and the merger. In particular, it may not address United States federal income tax
considerations applicable to Frontier or Verizon stockholders subject to special treatment under United States federal income tax law, such as
financial institutions, dealers in securities, traders in securities who elect to apply a mark-to-market method of accounting, insurance companies,
tax-exempt entities, partnerships and other pass-through entities, stockholders who hold their shares as part of a “hedge,” “straddle,” “conversion”
or “constructive sale” transaction, stockholders who are subject to the alternative minimum tax and stockholders who acquired their shares upon the
exercise of employee stock options or otherwise as compensation. In addition, this summary is limited to stockholders that hold their Frontier or
Verizon common stock as a capital asset. Finally, this summary does not address any estate, gift or other non-income tax consequences or any
state, local or foreign tax consequences.

This summary is limited to stockholders of Frontier or Verizon that are United States holders. A United States holder is a beneficial owner of
Frontier or Verizon stock, other than an entity or arrangement treated as a partnership for United States federal income tax purposes, that is, for
United States federal income tax purposes:
 

 •  an individual who is a citizen or a resident of the United States;
 

 
•  a corporation, or other entity taxable as a corporation for United States federal income tax purposes, created or organized in or under

the laws of the United States, any state thereof or the District of Columbia;
 

 •  an estate, the income of which is subject to United States federal income taxation regardless of its source; or
 

 

•  a trust, if (i) a court within the United States is able to exercise primary jurisdiction over its administration and one or more United
States persons have the authority to control all of its substantial decisions, or (ii) in the case of a trust that was treated as a domestic
trust under the law in effect before 1997, a valid election is in place under applicable Treasury regulations.

Verizon and Frontier stockholders are urged to consult their own tax advisors regarding the tax consequences of the spin-off and the
merger to them, including the effects of United States federal, state, local, foreign and other tax laws.
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The Spin-Off

The spin-off and merger are conditioned upon Verizon’s receipt of the IRS ruling. Although a private letter ruling from the IRS generally is
binding on the IRS, the ruling will not rule that the spin-off satisfies every requirement for a tax-free spin-off, and the parties will rely solely on
the opinion of counsel described below for comfort that such additional requirements are satisfied.

The spin-off and merger are also conditioned upon Verizon’s receipt of an opinion of Debevoise, counsel to Verizon, to the effect that the
spin-off and certain related transactions will qualify as tax-free to Verizon, Spinco and the stockholders of Verizon, referred to as the opinion of
Verizon’s counsel. The opinion of Verizon’s counsel will rely on the IRS ruling as to matters covered by it.

Both the IRS ruling and the opinion of Verizon’s counsel will be based on, among other things, certain representations and assumptions as to
factual matters made by Verizon, Spinco and Frontier, including assumptions concerning Section 355(e) of the Code as discussed below. The
failure of any factual representation
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or assumption to be true, correct and complete in all material respects could adversely affect the validity of the ruling or opinion. An opinion of
counsel represents counsel’s best legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with the opinion.
In addition, the IRS ruling and the opinion of Verizon’s counsel will be based on current law, and cannot be relied on if current law changes with
retroactive effect.

The IRS ruling and the opinion of Verizon’s counsel are expected to conclude that:

(1) the contribution by Verizon to Spinco of assets of the Spinco business and related liabilities, in exchange for additional shares of
Spinco common stock, receipt by Verizon of the special cash payment and, in certain circumstances, the Spinco debt securities,
followed by the distribution of the Spinco common stock in the spin-off, will qualify as a reorganization within the meaning of
Section 368(a)(1)(D) of the Code, and Verizon and Spinco will each be a party to a reorganization within the meaning of Section 368(b)
of the Code;

(2) no gain or loss will be recognized by Verizon on the contribution or the spin-off under Section 361 of the Code provided that the
cash received by Verizon does not exceed the amount of Verizon’s tax basis in the assets contributed to Spinco (less liabilities
assumed);

(3) Verizon will not recognize any income, gain, loss or deduction with respect to the Spinco debt securities, except in certain
enumerated cases;

(4) no gain or loss will be recognized by stockholders of Verizon on the receipt of the Spinco common stock in the spin-off under
Section 355(a)(1) of the Code;

(5) each Verizon stockholder’s holding period in the Spinco common stock received in the spin-off will include the holding period of
the Verizon common stock with respect to which the distribution of the Spinco common stock is made; and

(6) each Verizon stockholder’s basis in a share of Verizon common stock will be allocated between the share of Verizon common stock
with respect to which the distribution of the Spinco common stock is made and the share of Spinco common stock (or allocable
portions thereof) received with respect to such share of Verizon common stock in proportion to their fair market values.

The IRS ruling and the opinion of Verizon’s counsel are also expected to conclude that certain internal contributions and distributions in
connection with the spin-off will be tax-free to Verizon.

If the spin-off does not qualify as a tax-free spin-off under Section 355 of the Code, each Verizon stockholder who receives Spinco common
stock would be treated as receiving a taxable dividend in an amount equal to the fair market value of the Spinco stock received, to the extent of
such stockholder’s ratable share of Verizon’s earnings and profits.

In addition, if the spin-off does not qualify under Section 355 of the Code, Verizon would have taxable gain equal to the excess of the value
of the assets transferred to Spinco plus liabilities assumed by Spinco over Verizon’s tax basis for those assets. Even if the spin-off otherwise
qualifies as a tax-free spin-off under Section 355 of the Code, the spin-off will be taxable to Verizon pursuant to Section 355(e) of the Code if
there is a 50% or more change in ownership of either Verizon or Spinco, directly or indirectly, as part of a plan or series of related transactions that
include the spin-off. Because Verizon stockholders will collectively own more than 50% of the Frontier common stock following the merger, the
merger alone will not cause the spin-off to be taxable to Verizon under Section 355(e). However, Section 355(e) might apply if other acquisitions
of stock of Verizon before or after the merger, or of Frontier after the merger, are considered to be part of a plan or series of related transactions
that include the spin-off. In connection with the request for the IRS ruling and the opinion of Verizon’s counsel, Verizon will represent that the
spin-off is not part of any such plan or series of related transactions. If Section 355(e) of the Code applied, Verizon might recognize a very
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substantial amount of taxable gain.
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Under the tax sharing agreement, in certain circumstances, and subject to certain limitations, Frontier is required to indemnify Verizon for
taxes on the spin-off that arise as a result of actions or failures to act by Frontier, or as a result of changes in ownership of the stock of Frontier after
the distribution and merger. See “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their Affiliates—Tax
Sharing Agreement.” In some cases however, Verizon might recognize gain on the spin-off without being entitled to an indemnification payment
under the tax sharing agreement. Even if Section 355(e) of the Code causes the spin-off to be taxable to Verizon, the spin-off will nevertheless
remain tax-free to Verizon stockholders.

United States Treasury regulations require each Verizon stockholder that owns at least 5% of the total outstanding stock of Verizon and
receives stock in the spin-off to attach to its United States federal income tax return for the year in which the spin-off occurs a detailed statement
containing certain information relating to the tax-free nature of the spin-off. Upon request, Verizon will provide stockholders of 5% or more of its
outstanding stock who received Frontier common stock in the merger with any pertinent information that is in Verizon’s possession and is
reasonably available, to the extent necessary to comply with that requirement.

The Merger

The obligations of Verizon and Frontier to consummate the merger are conditioned, respectively, on Verizon’s receipt of the opinion of
Debevoise, counsel to Verizon, and Frontier’s receipt of an opinion of Cravath, counsel to Frontier, to the effect that the merger will qualify as a
tax-free reorganization under Section 368(a) of the Code, and that no gain or loss will be recognized on the merger by Spinco or by Spinco
stockholders (except for cash in lieu of fractional shares), referred to as the opinion of Frontier’s counsel. These opinions will be based on, among
other things, certain representations and assumptions as to factual matters made by Verizon, Spinco and Frontier. The failure of any factual
representation or assumption to be true, correct and complete in all material respects could adversely affect the validity of the opinions. An opinion
of counsel represents counsel’s best legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with the
opinion. In addition, the opinions will be based on current law, and cannot be relied on if current law changes with retroactive effect. A private
letter ruling from the Internal Revenue Service regarding the qualification of the merger as a reorganization will also be requested, but the receipt
of the private letter ruling is not a condition to the obligations of the parties to the merger.

The IRS ruling and the tax opinions are expected to conclude that:
 

 
•  the merger will qualify as a reorganization under Section 368(a)(1)(A) of the Code and Spinco and Frontier will each be a party to a

reorganization within the meaning of Section 368(b) of the Code,
 

 
•  no gain or loss will be recognized by, and no amount will be included in the income of, Spinco on the transfer of its assets to Frontier

and Frontier’s assumption of Spinco liabilities;
 

 
•  no gain or loss will be recognized by, and no amount will be included in the income of, Spinco stockholders upon the receipt of

Frontier common stock in the merger, except with respect to cash received in lieu of a fractional share of Frontier common stock;
 

 
•  the tax basis of Frontier common stock received in the merger, including any fractional share of Frontier common stock deemed

received, will be the same as the tax basis in the shares of Spinco common stock deemed exchanged therefor;
 

 
•  the holding period of Frontier common stock received by a Spinco stockholder in the merger will include the holding period of the

Spinco common stock deemed exchanged therefor; and
 

 
•  gain or loss will be recognized by Spinco stockholders on any cash received in lieu of a fractional share of Frontier common stock

equal to the difference between the amount of cash received and the tax basis of such fractional share.
 

78

Table of Contents

If the merger was taxable, Spinco stockholders would recognize taxable gain or loss on their receipt of Frontier stock in the merger, and
Spinco would be considered to have made a taxable sale of its assets to Frontier.

Non-corporate holders of Verizon common stock may be subject to information reporting and backup withholding tax on any cash payments
received in lieu of a fractional share of Frontier common stock. Any such holder will not be subject to backup withholding tax, however, if the
holder furnishes or has previously furnished a Form W-9 or substitute Form W-9 or successor form stating a correct taxpayer identification
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number and certifying that the holder is not subject to backup withholding tax. Any amounts withheld under the backup withholding tax rules will
be allowed as a refund or credit against a holder’s United States federal income tax liability provided that the holder furnishes the required
information to the IRS.

Verizon stockholders who own at least 1% of the total outstanding stock of Spinco immediately after the spin-off but prior to the merger and
receive Frontier common stock as a result of the merger will be required to retain records pertaining to the merger and will be required to file with
their United States federal income tax return for the year in which the merger takes place a statement setting forth certain facts relating to the
merger.
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THE TRANSACTION AGREEMENTS

The Merger Agreement

The following is a summary of selected material provisions of the merger agreement. This summary is qualified in its entirety by reference to
the Agreement and Plan of Merger, dated as of May 13, 2009, and Amendment No. 1 thereto, dated as of July 24, 2009. The composite form of the
merger agreement, reflecting Amendment No. 1 thereto, is incorporated by reference in its entirety and attached to this proxy statement/prospectus
as Annex A-1. Stockholders of Frontier and Verizon are urged to read the merger agreement in its entirety. The merger agreement has been
included to provide Frontier stockholders and Verizon stockholders with information regarding its terms. The merger agreement is not intended to
provide any other factual information about Verizon, Spinco, Frontier or the combined company following completion of the merger. Information
about Verizon, Spinco, Frontier and the combined company can be found elsewhere in this proxy statement/prospectus.

The merger agreement contains representations and warranties that Verizon, Spinco and Frontier made to each other. These representations
and warranties have been made solely for the benefit of the other parties to the merger agreement and have been qualified by certain information
that has been disclosed to the other parties to the merger agreement and that is not reflected in the merger agreement. In addition, these
representations and warranties may be intended as a way of allocating risks among parties if the statements contained therein prove to be incorrect,
rather than as actual statements of fact. Accordingly, Frontier and Verizon stockholders should not rely on the representations and warranties as
characterizations of the actual state of facts. Moreover, information concerning the subject matter of the representations and warranties may have
changed since the date of the merger agreement, which subsequent information may or may not be fully reflected in the companies’ public
disclosures. Frontier does not believe that securities laws require Frontier to disclose publicly any information related to the merger agreement
other than information that has already been so disclosed.

The Merger

Under the merger agreement and in accordance with Delaware law, Spinco will merge with and into Frontier. As a result of the merger, the
separate corporate existence of Spinco will terminate and Frontier will continue as the combined company. Frontier’s restated certificate of
incorporation and by-laws as in effect immediately prior to the merger will be the certificate of incorporation and by-laws of the combined
company.

Effective Time

The merger will become effective at the time of filing of a certificate of merger with the Secretary of State of the State of Delaware or at such
later time as Verizon, Spinco and Frontier may agree. The closing of the merger will take place no later than 2:00 p.m., prevailing Eastern time, on
the last business day of the month in which, on such last business day, the conditions precedent to the merger are satisfied or waived, but in any
event not earlier than the last business day of April 2010, unless otherwise agreed upon by the parties.

Merger Consideration

The merger agreement provides that all of the issued and outstanding shares of common stock of Spinco will be automatically converted into
an aggregate number of shares of common stock of Frontier equal to (i) $5,247,000,000 divided by (ii) the Frontier average price. However, the
merger agreement provides that if the Frontier average price exceeds $8.50, then the Frontier average price for purposes of the merger agreement
will be $8.50, and if the Frontier average price is less than $7.00, then the Frontier average price for purposes of the merger agreement will be
$7.00. Additionally, the amount referred to in clause (i) is subject to increase by any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete
the merger or the spin-off, which increase will result in a corresponding increase in the number of shares of Frontier common stock being issued
pursuant to the merger agreement.
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Distribution of Per Share Merger Consideration

Prior to or at the effective time of the merger, Frontier will deposit with a third-party distribution agent certificates or book-entry
authorizations representing the shares of Frontier common stock for the benefit of the Verizon stockholders entitled to receive shares of Spinco
common stock in the distribution. Each Verizon stockholder will be entitled to receive the number of whole shares of Frontier common stock (in
lieu of the shares of Spinco common stock otherwise distributable to that stockholder) that the stockholder has the right to receive pursuant to the
merger agreement. Shortly following the merger, the distribution agent will distribute these shares of Frontier common stock to those persons.

Treatment of Fractional Shares

The distribution agent will not deliver any fractional shares of Frontier common stock to Verizon stockholders pursuant to the merger
agreement. Instead, promptly following the merger, the distribution agent will aggregate all fractional shares of Frontier common stock and sell
them on behalf of those Verizon stockholders who otherwise would be entitled to receive a fractional share. It is anticipated that these sales will
occur as soon as practicable following the merger. Those Verizon stockholders will then receive a cash payment in an amount equal to their pro
rata share of the total net proceeds of those sales. If a Verizon stockholder physically holds Verizon stock certificates or holds its stock in book-
entry form, that stockholder’s check for any cash that it may be entitled to receive instead of fractional shares of Frontier common stock will be
mailed to the stockholder separately.

Under the merger agreement, all shares held by a holder of record will be aggregated for purposes of determining fractional shares. Any
Spinco shares held in “street name” will be aggregated with all other shares held by the holder of record for purposes of determining fractional
shares. It is anticipated that some shares of Frontier common stock held in street name will be sold post-merger by brokers or other nominees
according to their standard procedures to avoid allocating fractional shares to customer accounts, and that brokers or other nominees may request
the distribution agent to sell these shares of Frontier common stock on their behalf. Any such sale would not occur pursuant to the merger
agreement. Verizon stockholders should contact their brokers or other nominees for additional details.

None of Verizon, Spinco or Frontier or the distribution agent will guarantee any minimum sale price for the fractional shares of Frontier
common stock. None of Frontier, Spinco or Verizon will pay any interest on the proceeds from the sale of fractional shares of Frontier common
stock. The distribution of the cash proceeds from the sale of aggregated fractional shares of Frontier common stock is expected to be made net of
commissions and other fees required to be paid by the distribution agent in connection with the sale of those shares. The receipt of cash in lieu of
fractional shares of Frontier common stock will generally be taxable to the recipient stockholders. See “Material United States Federal Income Tax
Consequences of the Spin-Off and the Merger.”

Officers and Directors of the Combined Frontier

The parties to the merger agreement have agreed that the officers and directors of Frontier at the effective time of the merger will continue to
be the officers and directors of the combined company following the merger. The merger agreement also provides that the parties will take all
action necessary to cause the Frontier board immediately prior to the effective time of the merger to consist of twelve members, three of whom will
be initially designated by Verizon and nine of whom will be initially designated by Frontier. Verizon’s director nominees may not be employees of
Verizon, its affiliates or Cellco or any of its subsidiaries, and all such nominees will satisfy the requirements for director independence under the
rules and regulations of the SEC and the NYSE. The officers of Frontier immediately prior to the merger will continue as the officers of the
combined company immediately following the merger.
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Stockholders Meeting

Under the terms of the merger agreement, Frontier has agreed to call a special meeting of its stockholders for the purpose of voting upon the
adoption of the merger agreement, the amendment of Frontier’s certificate of incorporation to increase the number of authorized shares of Frontier
common stock and the issuance of Frontier common stock pursuant to the merger agreement. Frontier will satisfy this merger agreement
requirement by asking its stockholders to vote on these matters at the special meeting. Frontier has also agreed to deliver this proxy
statement/prospectus to its stockholders in accordance with applicable law and its organizational documents.

In addition, subject to certain exceptions as described in this proxy statement/prospectus, the Frontier board is obligated to recommend that
Frontier’s stockholders vote for the merger proposals. Even if the Frontier board changes its recommendation, Frontier is required to submit the
merger proposals to a stockholder vote. See “—No Solicitation.”
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Representations and Warranties

The merger agreement contains representations and warranties between Verizon and Spinco, on the one hand, and Frontier, on the other.
These representations and warranties, which are substantially reciprocal, relate to, among other things:
 

 •  due organization, good standing and qualification;
 

 •  capital structure;
 

 
•  authority to enter into the merger agreement (and the other agreements executed in connection therewith) and no conflicts with or

violations of governance documents, other obligations or laws;
 

 •  financial statements and absence of undisclosed liabilities;
 

 •  absence of certain changes or events;
 

 •  absence of material investigations or litigation;
 

 •  compliance with applicable laws;
 

 
•  accuracy of information supplied for use in this proxy statement/prospectus, the registration statements/information statements and

other governmental filings;
 

 •  environmental matters;
 

 •  tax matters;
 

 •  employee benefit matters and compliance with ERISA;
 

 •  labor matters;
 

 •  intellectual property matters;
 

 •  communications regulatory matters;
 

 •  material contracts;
 

 •  approval by the board of directors;
 

 •  interests in real properties;
 

 •  possession of required licenses and regulatory approvals;
 

 •  payment of fees to finders or brokers in connection with the merger (representation given by Verizon and Frontier, not Spinco); and
 

 •  affiliate transactions.
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Frontier has also made representations and warranties to Verizon and Spinco relating to filings with the SEC, the opinions of Frontier’s
financial advisors, the inapplicability to the merger of state anti-takeover laws and Frontier’s rights plan and the required vote of Frontier
stockholders to approve the merger proposals.

Verizon and Spinco also made representations and warranties to Frontier relating to the sufficiency of assets to be contributed to Spinco and
the absence of ownership by Verizon or Spinco of any shares of Frontier capital stock.

Many of the representations and warranties contained in the merger agreement are subject to materiality qualifications, knowledge
qualifications, or both, and none of the representations and warranties survive the effective time of the merger. The merger agreement does not
contain any post-closing indemnification obligations with respect to these matters.

Conduct of Business Pending Closing

Each of the parties has undertaken to perform certain covenants in the merger agreement and agreed to restrictions on its activities until the
effective time of the merger. In general, each of Spinco, each of the subsidiaries of Verizon contributing assets to Spinco and Frontier is required to
conduct its business in the ordinary course (other than as required to consummate the transactions), to use all reasonable efforts to preserve its
present business organization, to keep available the services of its current officers and other key employees and preserve its relationships with
customers and vendors with the intention that its goodwill and ongoing businesses will not be materially impaired. In addition, each of Verizon
(with respect to the Spinco business only), Spinco and Frontier has agreed to specific restrictions applicable prior to the effective time of the
merger relating to the following:
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• issuing, delivering, or selling any shares of its capital stock or any securities convertible into or exercisable for, or any right to acquire,
capital stock, other than (a) the issuance of shares by Frontier in connection with the exercise of certain stock options or the vesting of
certain restricted stock units or restricted stock, (b) issuances of capital stock by any wholly owned subsidiary of Spinco, on the one
hand, or Frontier, on the other hand, to their respective parents or to another of their respective wholly owned subsidiaries, (c) grants by
Frontier of certain options, restricted stock units or restricted stock in the ordinary course of business, consistent with past practice,
(d) issuances by Frontier pursuant to its rights plan and (e) issuances by Spinco or its subsidiaries pursuant to the merger agreement, the
distribution agreement or the contribution;

 

 •  amending certificates of incorporations or by-laws, subject to certain exceptions;
 

 •  making acquisitions of a substantial equity interest or assets of another entity;
 

 

•  selling, leasing, licensing, disposing of or otherwise encumbering assets (including the capital stock of certain subsidiaries, but
excluding surplus real estate, inventory or obsolete equipment in the ordinary course of business consistent with past practice) other
than, with respect to Frontier, any liens to be created in connection with certain of its financing arrangements;

 

 
•  except in the ordinary course, consistent with past practice, making capital expenditures that are not included in such party’s capital

expenditures budget and that are in excess of $10 million in the aggregate, subject to certain exceptions;
 

 

•  incurring debt, other than (a) in connection with customer contracts or equipment leasing in the ordinary course of business consistent
with past practice, (b) with respect to Spinco, as contemplated by the special cash payment financing and the Spinco debt securities,
(c) with respect to Frontier, refinancings of indebtedness completed prior to March 1, 2010 that are unsecured and do not conflict with
the terms of the special cash payment financing or the Spinco debt securities or (d) with respect to Frontier, incurrence of indebtedness
under its revolving credit facility;
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 •  effecting the complete or partial liquidation or dissolution of Spinco or Frontier or any of their respective subsidiaries;
 

 •  compensation and benefit matters with respect to directors, officers and employees;
 

 

•  in the case of Spinco, subject to certain exceptions, establishing, adopting, entering into, terminating or amending any collective
bargaining agreement or other arrangement for the benefit of directors, officers or employees, except as contemplated by the employee
matters agreement (see “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their Affiliates—The
Employee Matters Agreement”);

 

 
•  making any material change in its accounting methods, other than in accordance with accounting principles generally accepted in the

United States, referred to as U.S. GAAP, or as required by Verizon’s or Frontier’s respective auditors;
 

 
•  making or rescinding any material tax elections or settling or compromising any material income tax claims, amending any material tax

returns and materially changing any method of reporting income or deductions;
 

 
•  paying, discharging or satisfying any material claims, liabilities or obligations (absolute, accrued, asserted or unasserted, contingent or

otherwise), other than in the ordinary course of business consistent with past practice and subject to certain other exceptions;
 

 •  entering into or amending agreements or arrangements with certain affiliated parties on non-arm’s-length terms; and
 

 
•  modifying, amending or terminating any material contract or waiving, releasing or assigning any material rights or claims, except in the

ordinary course of business, consistent with past practice.

In addition, Spinco agreed not to amend the distribution agreement without Frontier’s consent.

Verizon has also agreed to cause Spinco to adhere to the covenants listed above.

Frontier agreed to additional restrictions relating to the following:
 

 
•  declaring or paying dividends or other distributions in respect of its capital stock; provided that Frontier may continue paying quarterly

dividends in an amount not to exceed $0.25 per share in accordance with its dividend payment practices in 2008;
 

 
•  from and after March 1, 2010, offering or engaging in negotiations concerning any potential issuance of debt securities other than the

financing contemplated by the merger agreement and described below under “Financing Matters”;
 

 
•  splitting, combining or reclassifying its capital stock or issuing securities in respect of, in lieu of or in substitution for its capital stock;

and
 

 •  redeeming, repurchasing or otherwise acquiring its capital stock.
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Non-Competition

The merger agreement and the distribution agreement do not contain any restrictions on either party’s ability to compete with the other party
following the merger.

Proxy Materials

The parties agreed to prepare this proxy statement/prospectus and the registration statement of which it is a part, and Frontier has agreed to
file them with the SEC and use all commercially reasonable efforts to have the
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SEC complete its review of this proxy statement/prospectus and declare the registration statement effective. Frontier is required under the terms of
the merger agreement to mail this proxy statement/prospectus to its stockholders as promptly as practicable after the SEC completes its review of
this proxy statement/prospectus and, if required by the SEC, after the registration statement is declared effective. The parties have agreed to
prepare a registration statement to effect the registration of the shares of Spinco common stock to be issued in connection with the distribution, and
Spinco has agreed to file that registration statement with the SEC and use all commercially reasonable efforts to have the registration statement
declared effective by the SEC prior to the distribution.

Listing

Frontier has agreed to make application to the NYSE for the listing of the shares of its common stock to be issued pursuant to the merger
agreement and use all commercially reasonable efforts to cause such shares to be approved for listing.

Efforts to Close

The merger agreement provides that each party to the merger agreement, subject to customary limitations, will use all commercially
reasonable efforts to take all actions and to do all things necessary, proper or advisable to consummate the transactions contemplated by the merger
agreement, the distribution agreement, the cutover plan support agreement, the employee matters agreement, the intellectual property agreement,
the software license agreement, the FiOS intellectual property agreement, the FiOS software license agreement, the FiOS trademark license
agreement, the joint defense agreement and the tax sharing agreement, collectively referred to as the transaction agreements, including executing
such documents, instruments or conveyances that may be reasonably necessary or advisable to carry out any of the transactions contemplated by
the merger agreement and the other transaction agreements.

Regulatory Matters

The merger agreement provides that each of the parties to the merger agreement will use all commercially reasonable efforts to take all
actions and to do all things necessary, proper or advisable under applicable laws and regulations to consummate the transactions, including:
 

 •  obtaining all necessary actions, waivers, consents, and approvals from any governmental authority;
 

 

•  obtaining the consents of the FCC and state and local regulatory agencies relating to telecommunications regulatory matters, in each
case without the imposition of any conditions or restrictions other than those as Frontier may offer in its discretion and other than those
that would not reasonably be expected to constitute a materially adverse regulatory condition (as described further under “—Conditions
to the Completion of the Merger”);

 

 
•  defending any lawsuits or other legal proceedings challenging the merger agreement or the consummation of the transactions

contemplated by the merger agreement;
 

 •  contesting any actions or proceedings instituted by a regulatory authority; and
 

 •  resolving any objections or challenges from a regulatory authority;

provided, however, that the parties are not obligated to appeal the denial of approval by the FCC or any state public service or public utility
commission or similar state regulatory body.

Verizon, Spinco and Frontier have also agreed to (a) make all required filings under the Hart-Scott-Rodino Act, and (b) file all required
applications with the FCC and state and local regulatory agencies relating to telecommunications regulatory matters.
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Certain Third-Party Consents

The merger agreement provides that each of Verizon and Spinco will use all commercially reasonable efforts to identify and obtain any
material third-party consents necessary to consummate the transactions contemplated by the merger agreement or the distribution agreement
(including for up to six months following the closing), and the parties have agreed on an allocation of the costs associated with obtaining those
consents. Verizon has also agreed to use all commercially reasonable efforts to identify and obtain any third-party intellectual property consents
required in connection with the consummation of the transactions contemplated by the merger agreement or the distribution agreement (including
for up to six months following the closing), and the parties have agreed on an allocation of the costs associated with obtaining such consents. To
the extent any required consent is not received prior to the closing of the merger, then (a) if applicable, the contract that is subject to that consent
will not be assigned in the contribution and (b) if applicable, to the extent any such contract may only be enjoyed by an affiliate of Verizon, that
contract will be transferred to another affiliate of Verizon, and in each case Verizon will use all commercially reasonable efforts to make the
benefits of any such contract available to the combined company for the duration of such contract (excluding any renewal period that will come
into effect after six months following the closing of the merger).

Verizon and Frontier have also agreed to use all commercially reasonable efforts to obtain any necessary consent from the counterparty to any
blended customer contract to separate the portion of that contract relating to the goods or services purchased from or supplied to the Spinco
business under the contract and transfer such portion to Spinco.

The merger agreement also provides that with respect to certain retained customer accounts, with respect to any customer contract that is
required to be transferred pursuant to the distribution agreement but not assigned and with respect to any blended customer contract that is not
assumed due to the failure to obtain the necessary consent, (a) to the extent that contract involves the provision of incumbent local exchange carrier
services that are part of the Spinco business, Verizon will use the combined company to provide those services and (b) to the extent that contract
involves the provision of services other than incumbent local exchange carrier services, Verizon will continue to provide specified services to the
customer in accordance with such contract. Verizon agreed to make certain payments to the combined company in connection with the delivery of
those services to the applicable customers.

Employee Matters

The merger agreement provides that throughout the internal restructurings taken in contemplation of the merger agreement, including the
contribution, the distribution and the merger, the employees of the Spinco business will maintain uninterrupted continuity of employment,
compensation and benefits (and with respect to union-represented employees, uninterrupted continuity of representation for purposes of collective
bargaining and uninterrupted continuity of coverage under their collective bargaining agreements), as contemplated by the employee matters
agreement. See “—Additional Agreements Between Frontier, Verizon and Their Affiliates—The Employee Matters Agreement.”

No Solicitation

The merger agreement contains detailed provisions restricting Frontier’s ability to seek an alternative transaction. Under these provisions,
Frontier agrees that it and its subsidiaries will not, and will use all commercially reasonable efforts to cause its and its subsidiaries’ officers,
directors, employees, advisors and agents not to, directly or indirectly:
 

 
•  knowingly solicit, initiate or encourage any inquiry or proposal that constitutes or could reasonably be expected to lead to an

acquisition proposal;
 

 

•  provide any non-public information or data to any person relating to or in connection with an acquisition proposal, engage in any
discussions or negotiations concerning an acquisition proposal, or otherwise knowingly facilitate any effort or attempt to make or
implement an acquisition proposal;

 

86

Table of Contents

 •  approve, recommend, agree to or accept, or propose publicly to approve, recommend, agree to or accept, any acquisition proposal; or
 

 

•  approve, recommend, agree to or accept, or propose to approve, recommend, agree to or accept, or execute or enter into, any letter of
intent, agreement in principle, merger agreement, acquisition agreement, option agreement or other similar agreement related to any
acquisition proposal.

Frontier also agreed to cease and cause to be terminated any existing activities, discussions or negotiations with any persons conducted prior
to the execution of the merger agreement with respect to any acquisition proposal.

The merger agreement provides that the term “acquisition proposal” means any proposal regarding:
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• any merger, consolidation, share exchange, business combination, recapitalization or other similar transaction or series of related

transactions involving Frontier or any of its significant subsidiaries;
 

 

•  any direct or indirect purchase or sale, lease, exchange, transfer or other disposition of the consolidated assets (including stock of
Frontier’s subsidiaries) of Frontier and its subsidiaries, taken as a whole, constituting 15% or more of the total consolidated assets of
Frontier and its subsidiaries, taken as a whole, or accounting for 15% or more of the total consolidated revenues of Frontier and its
subsidiaries, taken as a whole, in any one transaction or in a series of transactions;

 

 

•  any direct or indirect purchase or sale of or tender offer, exchange offer or any similar transaction or series of related transactions
engaged in by any person following which any person or group of persons would own 15% or more of the outstanding shares of Frontier
common stock; or

 

 

•  any other substantially similar transaction or series of related transactions that would reasonably be expected to prevent or materially
impair or delay the consummation of the transactions contemplated by the merger agreement or the other agreements executed in
connection therewith.

The merger agreement does not prevent Frontier or its board of directors from engaging in any discussions or negotiations with, or providing
any non-public information to, any person in response to an unsolicited bona fide superior proposal or acquisition proposal that the Frontier board,
after consulting with a financial advisor of nationally recognized reputation, determines in good faith would reasonably be expected to lead to a
superior proposal. However, Frontier or its board of directors may take such actions only if and to the extent that:
 

 •  Frontier stockholders have not yet approved the merger proposals;
 

 
•  the Frontier board, after consulting with its legal advisors, determines in good faith that failure to take such action would reasonably be

expected to result in a breach of its fiduciary duties to Frontier stockholders under applicable laws; and
 

 
•  before providing any information or data to any person in connection with an acquisition proposal by that person, such information is

provided to Verizon at the same time it is provided to that person (to the extent not previously provided or made available to Verizon);

and before providing any non-public information or data to any person or entering into discussions or negotiations with any person, the Frontier
board promptly notifies Verizon of any such inquiry, proposal or offer or any request for information, or any discussions or negotiations sought to
be initiated or continued with Frontier, and identifies the material terms and conditions of the acquisition proposal and the identity of the person
making such acquisition proposal. Frontier has agreed to keep Verizon reasonably informed on a reasonably prompt basis (and in any event within
24 hours following receipt of any acquisition proposal or changes thereto) of the status and material terms of any proposals or offers and the status
of discussions and negotiations.

The merger agreement provides that the term “superior proposal” means any proposal or offer made by a third party to acquire, directly or
indirectly, by merger, consolidation or otherwise, for consideration consisting of cash and/or securities, at least a majority of the shares of
Frontier’s common stock then outstanding or all or
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substantially all of the assets of Frontier and its subsidiaries and otherwise on terms which the Frontier board, after consultation with its legal and
financial advisors, determines in its good faith judgment to be more favorable to Frontier stockholders than the merger (taking into account all of
the terms and conditions of such proposal and of the merger agreement as well as any other factors deemed relevant by the Frontier board) and
reasonably capable of being consummated on the terms so proposed, taking into account all financial, regulatory, legal and other aspects of such
proposal.

Prior to the approval of the merger proposals by Frontier stockholders, the Frontier board may withdraw or modify its recommendation that
Frontier stockholders vote for the merger proposals if, after consulting with its legal advisors, it concludes in good faith that failure to take such
action would reasonably be expected (taking into account any new or revised proposals made by Verizon) to result in a breach of its fiduciary
duties to Frontier stockholders under applicable law, but only if:
 

 

•  Frontier provides Verizon with written notice at least five business days before taking such action and indicates in its notice (A) if the
change of recommendation is not being made as a result of a superior proposal, the Frontier board’s reasons for taking such action, and
(B) if the change of recommendation is being made as a result of a superior proposal or involves the recommendation of a superior
proposal, the material terms and conditions of the superior proposal (including the identity of the party making such superior proposal);
and

 

 
•  prior to effecting the change in recommendation or recommending a superior proposal, Frontier provides Verizon the opportunity to

submit an amended written proposal or to make a new written proposal to Frontier during the five business day notice period.

Frontier is required to deliver a new written notice to Verizon in the event of material revisions to such a third-party acquisition proposal and
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again comply with the above requirements, except the notice period will be reduced to two business days.

In addition, the merger agreement does not prevent Frontier from disclosing to Frontier stockholders a position with respect to a tender offer
as required by law or from making any disclosure to Frontier stockholders if, in the good faith judgment of the Frontier board, after consultation
with its legal advisors, it is required to do so in order to comply with its fiduciary duties to Frontier stockholders under applicable law.

Frontier is required to submit the merger agreement to a stockholder vote even if the Frontier board changes its recommendation of the
merger (including in connection with a superior proposal), and Frontier may not terminate the merger agreement to accept a superior proposal.

Financing Matters

Pursuant to the distribution agreement, Verizon is entitled to receive a special cash payment from Spinco immediately prior to the
distribution. This special cash payment is contemplated to be financed through the special cash payment financing. Additionally, in certain
circumstances, Spinco debt securities may be issued to Verizon pursuant to the distribution agreement. The merger agreement contains various
covenants of Verizon, Frontier and Spinco relating to the special cash payment financing and the Spinco debt securities, including agreements by
Verizon and Frontier:
 

 
•  to meet from time to time to discuss strategy and timing for seeking proposals from reputable lenders or underwriters to provide,

arrange or underwrite the special cash payment financing (which may be negotiated, drawn down or issued in one or more tranches);
 

 

•  to jointly solicit proposals from reputable financing sources no later than nine months after the date of the merger agreement, with
Frontier having the right to select from among the proposals received one or more which Frontier reasonably determines to be the most
favorable and to take the lead in negotiations with financing sources (subject to the obligation to keep Verizon informed of all material
developments and to allow Verizon to participate in the negotiations);
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•  to use all commercially reasonable efforts to finalize all documentation with respect to the special cash payment financing and, subject
to the extension rights and Frontier’s rights to not accept the financing as described below, to accept and execute (and to cause Spinco
to execute) documentation relating thereto;

 

 

•  if Spinco debt securities are to be issued, to have Frontier (A) take the lead in the negotiation of the terms and conditions thereof with
the financial institutions selected by Verizon to be party to any debt exchange elected to be consummated by Verizon, subject to
keeping Verizon informed of all material developments and providing Verizon with an opportunity to participate in all negotiations
relating to the terms of such Spinco debt securities and (B) determine, in consultation with Verizon, the final form of the Spinco debt
securities and related agreements (including registration rights arrangements and indenture) consistent with the terms described in this
proxy statement/prospectus under the heading “Financing of the Combined Company,” provided that the covenants and economic terms
thereof would reasonably be expected to result in the Spinco debt securities being exchanged for Verizon obligations in an equal
principal amount; and

 

 

•  if Spinco debt securities are to be issued and if Verizon elects to consummate the debt exchange, to allow Verizon to have the sole right
to structure the arrangements relating thereto with underwriters, arrangers and other third parties relating to the debt exchange, provided
that Verizon keeps Frontier reasonably informed regarding such arrangements.

The merger agreement provides the parties with certain rights to defer consummating the financing (and thereby defer the closing).
Specifically, if at the time proposed for acceptance and execution of documentation relating to the special cash payment financing and, if required,
the Spinco debt securities, the negotiated terms do not satisfy the requirements for the financing that are described in the immediately following
paragraph, and if at that time the other conditions to closing have been satisfied (other than those that would be satisfied by action at the closing
and other than the condition to the obligation of Verizon related to its receipt of financing proceeds), either Verizon or Frontier may elect to defer
the closing (subject to the satisfaction of the closing conditions on such deferral date) until the final business day of the next calendar month. If
elected, the parties will cooperate in seeking to improve the proposed terms of the special cash payment financing and, if applicable, the Spinco
debt securities during such deferral period. This right of deferral may be elected on one or more occasions but no more than four times in total by
Frontier and Verizon, and, if elected for a fourth time, the period of such deferral will last until the final business day of the second calendar month
following the date on which such deferral is elected.

Frontier is not obligated under the merger agreement to accept or execute documentation relating to the special cash payment financing or, if
required, the Spinco debt securities if:
 

 

•  either (A) the weighted average life of the aggregate of such financing and securities, together with any distribution date indebtedness,
is less than five years or (B) any of the special cash payment financing or the Spinco debt securities would have a final maturity of
earlier than January 1, 2014, other than any bridge financing with a maturity of at least 364 days in an aggregate amount not in excess
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of $600 million;
 

 •  such financing or securities or any distribution date indebtedness would be secured by any assets of any operating company;
 

 

•  the terms or provisions of such financing or securities or of any distribution date indebtedness would cause their incurrence or
assumption by Frontier in or as a result of the merger to be prohibited by or cause (with or without notice or the lapse of time) a default
under Frontier’s existing credit agreements or indentures as in effect on the date of the merger agreement; or

 

 

•  both (I) the proposed covenants and other terms and conditions in such documentation (excluding (A) any terms of the Spinco debt
securities described in this proxy statement/prospectus under the heading “Financing of the Combined Company,” and (B) the rate,
yield or tenor thereof) are not, in the aggregate, substantially in accordance with then prevailing market terms for similarly sized term
loan
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bank borrowings and/or capital market issuances by companies of a size and with credit ratings similar to the combined company and
(II) the effect of such covenants and other terms and conditions that are not in accordance with the prevailing market terms (excluding
(A) any terms of the Spinco debt securities described in this proxy statement/prospectus under the heading “Financing of the Combined
Company,” and (B) the rate, yield or tenor thereof) would, in the aggregate, be materially adverse to the combined company.

Additionally, Frontier is not obligated to accept or execute documentation relating to the special cash payment financing or the Spinco debt
securities if as a result thereof the weighted average annual cash interest rate (including annual accretion of original issue discount with respect to
indebtedness issued with a material amount of original issue discount) payable on the aggregate of the special cash payment financing, the Spinco
debt securities and any distribution date indebtedness would exceed 9.5%, unless Frontier reasonably determines in good faith that these coverage
costs would not be unduly burdensome.

Frontier has agreed to discuss and consider from time to time, at the request of Verizon, the possibility of Frontier allowing Verizon to cause
Spinco to incur a portion of the special cash payment financing in advance of the closing, but is under no obligation to do so.

Not later than 60 days prior to the reasonably anticipated closing date, Verizon will deliver to Frontier a certificate setting forth the
anticipated amount of the special cash payment, along with Verizon’s then-current estimate of (1) distribution date indebtedness and (2) Verizon’s
tax basis in Spinco as of the distribution. Verizon will have the right to update such certificate up to 15 days prior to the closing of the merger in
light of any updated information of Verizon regarding its tax basis in Spinco and the amount of distribution date indebtedness.

Realignment Activities of Verizon

Verizon has agreed to segregate the operation of the Spinco business in the Spinco territory (other than West Virginia) from Verizon’s other
businesses, referred to as the realignment, such that the “sufficiency of assets” representation of Verizon included in the merger agreement will be
accurate as of the closing of the merger in accordance with the closing condition set forth in the merger agreement. The sufficiency of assets
representation is subject to qualifications and assumptions and should be read in its entirety. No later than 60 days prior to the reasonably
anticipated closing date, Verizon will notify Frontier stating that the realignment has been completed as of the date of such notice, and Frontier will
be granted reasonable rights of access from time to time to validate and confirm the completion of the realignment (including the functioning of
principal operating systems) in accordance with the merger agreement. Verizon has agreed that it will not take any action in connection with the
realignment that would result in any material increase in the number of employees performing each material function of the Spinco business above
the number of employees performing such function as of the date of the merger agreement.

Verizon has also agreed to create a separate instance of the Verizon proprietary software systems used in the conduct of the Spinco business
in the Spinco territory (other than West Virginia) and to install that software on equipment the majority of which will be located in a data center in
Fort Wayne, Indiana, that will be owned by a subsidiary of Spinco as of the closing of the merger (with the balance of this equipment to be made
available on a firewall basis from Verizon after the closing of the merger and to be transferred by Verizon to the Fort Wayne data center within one
year following the closing of the merger).

Director and Officer Insurance and Release

Under the terms of the merger agreement, the parties have agreed that Frontier, the combined company and each of their respective
subsidiaries will assist Verizon in maintaining after the closing of the merger, at Verizon’s expense, directors’ and officers’ liability insurance
policies and fiduciary liability insurance policies covering certain officers, directors, trustees and fiduciaries of Verizon, its subsidiaries and certain
other entities,
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referred to as the covered persons. The parties also agreed that as of the effective time of the merger, the combined company, on behalf of itself, its
subsidiaries and their respective successors and assigns, will execute releases releasing the covered persons from any and all claims pertaining to
acts or omissions by the covered persons prior to the closing of the merger, provided that such covered persons also execute such releases releasing
the combined company, its subsidiaries and their respective successors and assigns from any and all claims that such covered persons have or may
have of any kind.

Tax Matters

The merger agreement contains certain additional representations, warranties and covenants relating to the preservation of the tax-free status
of (i) the series of preliminary restructuring transactions to be engaged in by Verizon, (ii) the contribution transactions, (iii) the distribution
transactions, (iv) the exchange of the Spinco debt securities for Verizon debt and (v) the merger of Spinco and Frontier (which the merger
agreement refers to collectively as the tax-free status of the transactions). Additional representations, warranties and covenants relating to the tax-
free status of the transactions are contained in the tax sharing agreement. Indemnification for all matters relating to taxes is governed by the terms,
provisions and procedures described in the tax sharing agreement. See “—Additional Agreements Between Frontier, Verizon and Their Affiliates
—The Tax Sharing Agreement.”

Certain Other Covenants and Agreements

The merger agreement contains certain other covenants and agreements, including covenants (with certain exceptions specified in the merger
agreement) relating to:
 

 
•  post-signing disclosure that Verizon will make available to Frontier (and thereby modify applicable representations) regarding the

California operations of the Spinco business;
 

 
•  financial statements for the Spinco business that Verizon will provide on a quarterly basis between the signing of the merger agreement

and the closing;
 

 •  actions to be taken by the independent auditors of Frontier and Verizon;
 

 •  ensuring effectiveness of internal controls over financial reporting of the combined company;
 

 

•  certain ancillary agreements that may be entered into between Verizon and/or its affiliates, on the one hand, and Spinco and/or affiliates
of Frontier, on the other hand, regarding video transport services, and back office support for certain large enterprise and governmental
customers to be served by both Verizon and Frontier;

 

 
•  certain telephone directories agreements that Spinco will offer to enter into with Directories Media Inc. (a former affiliate of Verizon)

to the extent such agreements are binding upon the Spinco business as of immediately prior to the time of the merger; and
 

 

•  the negotiation of a joint defense agreement setting forth the procedures for defending and resolving any matters of common interest to
Verizon and Frontier arising from the transactions contemplated by the merger agreement, distribution agreement and related
agreements.

Conditions to the Completion of the Merger

The respective obligations of Frontier, Verizon and Spinco to complete the merger are subject to the satisfaction or waiver of various
conditions, including:
 

 •  the completion of the distribution in accordance with the terms of the distribution agreement;
 

 •  the termination or expiration of the applicable waiting period under the Hart-Scott-Rodino Act;
 

 •  receipt of the requisite consents of telecommunications regulatory agencies;
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•  the absence of conditions imposed in connection with obtaining telecommunications regulatory consents that constitute a materially
adverse regulatory condition (which means any condition, obligation or restriction sought to be imposed in connection with obtaining a
telecommunications regulatory consent that, taken together with any other conditions or restrictions sought to be imposed to obtain any
other telecommunications regulatory consent, would reasonably be expected to be materially adverse to Frontier, to Spinco or to
Verizon (assuming for this purpose that the business, assets, properties and liabilities of each of (i) Verizon and all Verizon subsidiaries
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and (ii) Frontier and all Frontier subsidiaries are comparable in size to those of Spinco and all Spinco subsidiaries), disregarding for this
purpose any condition or requirement on Frontier or the combined company (a) to make capital expenditures substantially consistent
with the amounts and general categories of expenditures set forth in (1) Frontier’s 2009 capital expenditure budget or (2) Verizon’s
2009 capital expenditure budget for the Spinco business, (b) that is offered by Frontier in its discretion at any time within nine months
of the date of the merger agreement in an application for an order approving the transactions contemplated by the merger agreement or
in any related filing or testimony made within nine months of the date of the merger agreement or (c) to abide by any written binding
commitments made by Verizon or any Verizon subsidiary with respect to the Spinco business, or by Frontier or any of its subsidiaries,
to any governmental authority prior to the date of the merger agreement);

 

 
•  the effectiveness of the registration statement of which this proxy statement/prospectus is a part and the receipt of all necessary permits

and authorizations under state and federal securities laws;
 

 •  the approval for listing on the NYSE of the Frontier common stock to be issued pursuant to the merger agreement;
 

 
•  the approval of the merger proposals by Frontier stockholders at the special meeting, in accordance with applicable law and the rules

and regulations of the NYSE;
 

 
•  the absence of any decree, judgment, injunction, writ, ruling or other order issued by a court or governmental authority which restrains,

enjoins or prohibits the contribution transactions, the distribution transaction or the merger;
 

 

•  the absence of any action taken, and the absence of any statute, rule, regulation or executive order having been enacted, entered,
promulgated or enforced by any governmental authority, having the effect of (1) restraining, enjoining or prohibiting the contribution,
the distribution, the merger or the other transactions contemplated by the merger agreement, the distribution agreement or the employee
matters agreement, or (2) imposing any burdens, liabilities, restrictions or requirements on such transactions or on Verizon, Spinco or
Frontier with respect to such transactions that would reasonably be expected to have a material adverse effect on Verizon (assuming for
such purposes that Verizon were the size of the combined company) or the combined company;

 

 •  receipt by Verizon and Spinco of the IRS ruling, unless an alternative structure for the transaction is implemented;
 

 
•  receipt by each of Verizon and Spinco, on the one hand, and Frontier, on the other hand, of a legal opinion stating that the merger will

constitute a reorganization under Section 368(a) of the Code;
 

 

•  receipt by Verizon of a legal opinion from Verizon’s counsel to the effect that the distribution will qualify as tax-free to Verizon,
Spinco and the stockholders of Verizon under Section 355 and related provisions of the Code, which opinion will rely on the IRS ruling
as to matters covered by the ruling; and

 

 
•  receipt by Verizon and Frontier of a customary “solvency” opinion of a nationally recognized independent valuation firm selected by

Verizon attesting to the solvency of the combined company on a pro forma basis immediately after the closing of the merger.
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Verizon and Spinco’s obligations to complete the merger are also subject to the satisfaction or waiver of the following additional conditions:
 

 

•  performance by Frontier, in all material respects, of all its obligations and compliance by Frontier, in all material respects, with all
covenants required by the merger agreement to be performed or complied with prior to closing, as certified in writing by a senior
officer of Frontier;

 

 

•  the accuracy of Frontier’s representations and warranties set forth in the merger agreement (subject to certain exceptions), without any
qualification as to materiality or material adverse effect set forth therein, except where the failure of such representations and warranties
to be true and correct would not, individually or in the aggregate, reasonably be expected to have a material adverse effect on Frontier
and its subsidiaries, as certified in writing by a senior officer of Frontier;

 

 

•  receipt by Verizon of the special cash payment, and, if required, a principal amount of Spinco debt securities that, together with the
amount of any distribution date indebtedness, totals $3.333 billion, and, if Spinco debt securities are issued and if Verizon desires to
consummate a debt exchange, the consummation of the debt exchange with respect to a principal amount of Spinco debt securities
equal to (x) $3.333 billion minus (y) the sum of (A) the amount of the special cash payment and (B) the amount of any distribution date
indebtedness;

 

 
•  the absence of any state of fact, change, development, event, effect, condition or occurrence since December 31, 2008 that has had or

would reasonably be expected to have, individually or in the aggregate, a material adverse effect on Frontier; and
 

 •  execution and, to the extent applicable, timely performance by Frontier in all material respects of the transaction agreements.

Frontier’s obligation to complete the merger is also subject to the satisfaction or waiver of the following additional conditions:
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• performance by Verizon and Spinco, in all material respects, of all their respective obligations and compliance by Verizon and Spinco,
in all material respects, with all covenants required by the merger agreement to be performed or complied with prior to closing, as
certified in writing by a senior officer of each of Verizon and Spinco;

 

 

•  the accuracy of Verizon and Spinco’s representations and warranties set forth in the merger agreement (subject to certain exceptions),
without any qualification as to materiality or material adverse effect set forth therein, except where the failure of such representations
and warranties to be true and correct would not, individually or in the aggregate, reasonably be expected to have a material adverse
effect on Verizon, Spinco or the Spinco business, as certified in writing by a senior officer of each of Verizon and Spinco;

 

 
•  execution and, to the extent applicable, timely performance by Spinco and Verizon (or a subsidiary thereof) in all material respects of

the distribution agreement and the other ancillary transaction agreements; and
 

 
•  the absence of any state of fact, change, development, event, effect, condition or occurrence since December 31, 2008 that has had or

would reasonably be expected to have, individually or in the aggregate, a material adverse effect on Spinco or the Spinco business.

Termination

The merger agreement may be terminated by:
 

 •  the mutual written consent of the parties;
 

 
•  any of the parties if the merger is not consummated by July 31, 2010, referred to as the end date (such date may be extended in certain

circumstances by either Verizon or Frontier for one month periods that
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shall not exceed four months in the aggregate in order to obtain outstanding regulatory consents or one month and two month periods
that shall not exceed five months in the aggregate in order to complete certain financing transactions as described above under “—
Financing Matters”);

 

 
•  any of the parties if the merger is permanently enjoined or prohibited, or if a final, non-appealable order has been entered into that

would constitute a materially adverse regulatory condition;
 

 

•  Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the other party or parties breach the merger agreement in a way
that would entitle the party or parties seeking to terminate the agreement not to consummate the merger, subject to the right of the
breaching party or parties to cure the breach;

 

 

•  Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the requisite Frontier stockholder approvals have not been
obtained at the special meeting, except that Frontier will not be permitted to terminate the merger agreement because of the failure to
obtain the stockholder approval if that failure was caused by Frontier’s actions or inactions that constitute a material breach of the
merger agreement;

 

 

•  Verizon and Spinco, if (1) the Frontier board withdraws or adversely modifies its recommendation of the merger proposals (including
recommending a competing acquisition proposal) or (2) Frontier fails to call and hold the special meeting within 60 days after the date
on which the SEC shall have completed its review of this proxy statement/prospectus and, if required by the SEC as a condition to the
mailing of this proxy statement/prospectus, the date of effectiveness of the registration statement of which it is a part; or

 

 

•  Verizon and Spinco on any date, if on that date (1) the average of the volume-weighted averages of the trading prices of the Frontier
common stock for any period of 60 consecutive trading days that ended within three business days prior to that date is below $3.87 and
(2) Verizon and Spinco notify Frontier in writing that they are terminating the merger agreement in accordance with this provision.

Termination Fee Payable in Certain Circumstances

Frontier has agreed to pay Verizon a termination fee of $80 million in the event that:
 

 

•  Verizon and Spinco terminate the merger agreement as a result of the Frontier board withdrawing or adversely modifying its
recommendation of the merger proposals (including recommending a competing acquisition proposal) or Frontier failing to call and
hold the special meeting within 60 days after the date on which the SEC shall have completed its review of this proxy
statement/prospectus and, if required by the SEC as a condition to the mailing of this proxy statement/prospectus, the date of
effectiveness of the registration statement of which it is a part, or
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• (i) Frontier receives a competing acquisition proposal after the date of the merger agreement, (ii) one of the parties terminates the
merger agreement due to the passing of the end date or Verizon and Spinco terminate the merger agreement because Frontier breaches
certain specified provisions of the merger agreement, or a competing acquisition proposal has been publicly announced prior to Frontier
stockholders’ meeting and Frontier stockholders fail to approve the merger proposals and (iii) within 12 months after such termination
of the merger agreement, Frontier consummates a business combination transaction or enters into a definitive agreement with respect to
such a transaction.

Indemnification

The representations and warranties made by the parties in the merger agreement and the pre-closing covenants of the parties thereunder do
not survive the closing of the merger and, except as described below, the merger agreement does not contain any post-closing indemnification
obligations with respect to these matters.

Under the merger agreement, the combined company is obligated to indemnify Verizon and its affiliates against all losses and expenses
arising out of:
 

 •  its failure to timely pay for liabilities related to the Spinco business;
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 •  its failure to perform certain obligations under the merger agreement and the distribution agreement; and
 

 

•  any untrue statement or alleged untrue statement of a material fact contained in this proxy statement/prospectus, or the registration
statement of which it is part, or any omission or alleged omission to state a material fact necessary to make the statements contained
herein or therein not misleading (the combined company is not responsible, however, for certain information provided by Verizon as to
itself and its subsidiaries, including Spinco).

The merger agreement also provides that Verizon will indemnify the combined company and its affiliates against all losses and expenses
arising out of:
 

 •  its failure to timely pay for liabilities related to its business other than liabilities assumed by Spinco in the contribution;
 

 
•  any amount of indebtedness of Spinco on the distribution date to the extent not included in an estimate of such amount that Verizon is

required to provide to Frontier prior to the closing;
 

 

•  its failure to perform certain obligations under the merger agreement and the distribution agreement (provided that any claim for
indemnification arising from any failure to transfer any Spinco asset to Spinco must be asserted within 18 months following the closing
of the merger); and

 

 

•  any untrue statement or alleged untrue statement of a material fact contained in this proxy statement/prospectus, or the registration
statement to which it is part, or any omission or alleged omission to state a material fact necessary to make the statements contained
herein or therein not misleading, but only with respect to information provided by Verizon as to itself and its subsidiaries, including
Spinco.

Expenses

The merger agreement provides that, except as otherwise set forth in any of the transaction agreements, each party will pay its own fees and
expenses in connection with the merger agreement, the merger and the transactions contemplated by the merger agreement, provided that:
 

 

•  if the merger is consummated, Verizon and the combined company will each bear 50% of all transfer taxes arising from the transactions
and all recording, application and filing fees associated with the transfer of the Spinco assets in connection with the contribution and
distribution;

 

 

•  if the debt exchange is consummated, Verizon will pay and be responsible for any fees and reimbursable expenses of the counterparties
to such debt exchange and financial and legal advisors and Verizon and the combined company will each bear 50% of all other costs
and expenses in connection with the debt exchange (including any printing costs, trustees fees and roadshow expenses);

 

 
•  Verizon will pay the fees and reimbursable expenses of the independent valuation firm incurred in connection with the preparation and

delivery of the solvency opinion; and
 

 

•  Verizon and Frontier will each bear 50% of the costs of any filing fees or any advisor or consultant hired by any governmental agency
with the mutual consent of Verizon and Frontier (or to which neither party has the right to disapprove), regardless of which party is
allocated such cost by law.
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If a party pays an amount that is the responsibility of the other party, the paying party will be promptly reimbursed for such amount.

Amendments

The merger agreement may be amended by the parties at any time before or after approval by Frontier stockholders, provided that, after
approval by Frontier stockholders, no amendment which by law or under the rules of any relevant stock exchange or automated inter-dealer
quotation system requires further stockholder approval may be made to the merger agreement without obtaining that further approval. All
amendments to the merger agreement must be in writing and signed by each party.
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The Distribution Agreement

The following is a summary of selected material provisions of the distribution agreement. This summary is qualified in its entirety by
reference to the Distribution Agreement, dated as of May 13, 2009, and Amendment No. 1 thereto, dated as of July 24, 2009. The composite form
of the distribution agreement, reflecting Amendment No. 1 thereto, is incorporated by reference in its entirety and attached to this proxy
statement/prospectus as Annex A-2. The rights and obligations of the parties are governed by the express terms and conditions of the distribution
agreement and not by this summary or any other information included in this proxy statement/prospectus. Stockholders of Frontier and Verizon are
urged to read the distribution agreement in its entirety. The distribution agreement has been included to provide Frontier stockholders and Verizon
stockholders with information regarding its terms. It is not intended to provide any other factual information about Verizon, Spinco, Frontier or the
combined company. Information about Verizon, Spinco, Frontier and the combined company can be found elsewhere in this proxy
statement/prospectus.

Descriptions regarding the assets and liabilities conveyed to Spinco and retained by Verizon contained in the distribution agreement are
qualified by certain information that has been exchanged between Verizon and Spinco and that is not reflected in the distribution agreement.
Accordingly, Frontier stockholders and Verizon stockholders should not rely on the general descriptions of assets and liabilities in the distribution
agreement, as they have been modified in important ways by the information exchanged between Verizon and Spinco. Frontier does not believe
that securities laws require Frontier to disclose publicly any information related to the distribution agreement other than information that has
already been so disclosed.

General

The distribution agreement between Verizon and Spinco provides for, among other matters, the principal corporate transactions required to
effect the proposed contribution of the Spinco business to Spinco and distribution of Spinco common stock to Verizon stockholders and certain
other terms governing the relationship between Verizon and Spinco with respect to or in consequence of the contribution and the distribution.

Preliminary Transactions

Transfer of Assets. Pursuant to the distribution agreement, and subject to certain exclusions, Verizon will transfer or cause to be transferred
to Spinco subsidiaries the rights of Verizon in the assets primarily used or held for use in or that primarily arise from the conduct of the Spinco
business, including current assets (other than cash), which are the subject of the post-closing working capital adjustment described below. This
business consists of local exchange service, designated intrastate and interstate long distance service, network access service, Internet access
service, enhanced voice and data services, DSL, fiber-to-the-premises voice, broadband and video services, wholesale services, operator services,
directory assistance services, customer service to end users, and, in connection with the foregoing, repairs, billing and collections, as well as other
specified activities of Verizon in the Spinco territory. The conveyed assets will specifically include designated fiber-to-the-premises network
elements and customer premises equipment at fiber-to-the-premises subscriber locations in the states of Indiana, Oregon and Washington and
specified related transmission facilities.

The Spinco business also includes the origination of central office voice switched long distance services in the Spinco territory switched by
wire centers that are Spinco assets and providing dial-up and broadband Internet access services and related value-added services provided to
broadband customers located in the Spinco territory.

Neither Cellco nor any of its subsidiaries is deemed to be a subsidiary or an affiliate of Verizon for purposes of the distribution agreement or
the merger agreement.

Transfer of Liabilities. The transfer of assets to Spinco is made subject to the assumption by subsidiaries of Spinco of certain liabilities of
Verizon or its subsidiaries to the extent relating to or arising from the Spinco business or the transferred assets, subject to certain exceptions. These
include current liabilities that are the subject of the working capital adjustment described below.
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Exceptions to Transfers . The distribution agreement does not purport to transfer assets or liabilities in respect of taxes (except for certain
pre-closing tax assets and liabilities associated with the Spinco business that are taken into account in the working capital adjustment described
below), intellectual property assets or employee benefit plans and arrangements, which are the subject of other transaction agreements described
below. Additionally, certain assets and liabilities, including certain affiliate agreements, and assets (other than customer relationships) of the dial-
up, DSL and dedicated Internet access services and related DSL value-added services taken by DSL customers and long distance portions of the
business are excluded from these transfers, as described in the distribution agreement. Transfers of assets and liabilities are subject to receipt of
applicable consents, waivers and approvals.

Consideration. Following certain preliminary transfers of assets and liabilities, and immediately prior to the effective time of the merger,
Verizon will contribute all of the stock of the Spinco subsidiaries to Spinco in exchange for:
 

 
•  a special cash payment to Verizon in an amount not to exceed the lesser of (i)(x) $3.333 billion minus (y) the distribution date

indebtedness and (ii) Verizon’s estimate of its tax basis in the assets transferred to Spinco, and
 

 

•  if the total amount of the special cash payment plus the amount of any distribution date indebtedness is less than $3.333 billion, a
distribution by Spinco to Verizon of the Spinco debt securities having a principal amount equal to such shortfall, which securities
Verizon may exchange for outstanding debt obligations of Verizon or otherwise transfer to Verizon stockholders or creditors.

As a result of these transactions, Verizon will receive $3.333 billion in aggregate value in the form of the special cash payment, the Verizon
debt reduction and, if required, Spinco debt securities. The financing associated with these transactions is described further in “—The Merger
Agreement—Financing Matters.” Also in connection with these transactions, Spinco will issue additional shares of Spinco common stock to
Verizon, which will be distributed in the spin-off.

Working Capital Adjustment

The parties to the distribution agreement have agreed that within 90 days after the closing of the merger, Verizon will cause to be prepared
and delivered to the combined company a statement setting forth the working capital of Spinco and its subsidiaries (as defined in the distribution
agreement) as of the opening of business on the distribution date. If the distribution date working capital of Spinco exceeds zero, no payment will
be made by either party with respect to such excess. If the distribution date working capital of Spinco is less than zero, Verizon will pay to the
combined company an amount equal to the full amount of the deficit. In the event that the combined company disagrees with Verizon’s calculation
of the distribution date working capital, the combined company may dispute that calculation if the amount in dispute exceeds $250,000.

Covenants

Each of Verizon and Spinco has agreed to take specified actions after the signing of the distribution agreement. These actions include the
following:
 

 

•  immediately prior to the distribution, terminating all material contracts, licenses, agreements, commitments and other arrangements,
formal and informal (including with respect to intercompany cash balances and accounts and notes payable), (x) between Verizon and
its subsidiaries (such subsidiaries determined assuming that the distribution has occurred), on the one hand, and either Spinco or any of
its subsidiaries, collectively referred to as the Spinco Group on the other hand, or (y) between Cellco or any of its subsidiaries, on the
one hand, and the Spinco Group, on the other hand (except as contemplated by the other agreements executed in connection with the
transactions); and
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•  cooperating in seeking to release Verizon and its subsidiaries (such subsidiaries determined assuming that the distribution has
occurred), on the one hand, and the Spinco Group, on the other hand, from guarantee obligations that either group may have entered
into with respect to the other’s business.

Conditions to the Completion of the Spin-Off

The distribution agreement provides that the distribution of Spinco common stock will occur only if each condition to the obligations of
Verizon and Spinco to consummate the merger shall have been fulfilled or waived by Verizon (except for the consummation of the contribution and
the distribution). See “—Merger Agreement—Conditions to the Completion of the Merger.”
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Subsequent Transfers

In the event that at any time during the 18-month period following the spin-off Verizon becomes aware that it possesses any assets that
should have been transferred to Spinco or its subsidiaries as part of the contribution, Verizon will hold those assets in trust and cause the prompt
transfer of the assets to Spinco or the combined company as its successor. In the event that at any time during the 18-month period following the
spin-off Spinco or its subsidiaries (or the combined company as its successor) becomes aware that it possesses any assets that should not have
been transferred to Spinco, Spinco or the combined company as its successor will hold those assets in trust and cause the prompt transfer of the
applicable assets to Verizon.

Mutual Release

Spinco and Verizon have each agreed to release the other party and the other party’s respective subsidiaries and representatives from any and
all liabilities that it may have against the other party which arise out of or relate to events, circumstances or actions taken by the other party
occurring or failing to occur or any conditions existing at or prior to the time of the spin-off. The mutual release is subject to specified exceptions
set forth in the distribution agreement. The specified exceptions include:
 

 

•  any liability assumed, transferred, assigned or allocated to Spinco or to Verizon in accordance with, or any liability or obligation
(including any liability with respect to payment, reimbursement, indemnification or contribution) of either of them arising under the
distribution agreement, any other transaction agreements or any of the contracts or affiliate arrangements contemplated thereby;

 

 
•  the ability of any person to enforce its rights under the distribution agreement, any other transaction agreements or any of the contracts

or affiliate arrangements contemplated thereby; and
 

 
•  any liability the release of which would result in the release of any person other than Spinco, Verizon or their respective subsidiaries or

representatives.

Expenses

All fees and expenses incurred by the parties in connection with the transactions contemplated by the distribution agreement and the other
transaction agreements will be paid as provided for in the merger agreement, provided that (i) Spinco will reimburse Verizon for all financial
printer costs in connection with the preparation of any information statement and Form 8-K in connection with the transactions contemplated by
the merger agreement and distribution agreement and all mailing costs associated with delivery to Verizon stockholders of such information
statement and (ii) Spinco will bear the fees and expenses payable to lenders or their advisors in connection with the special cash payment
financing. The foregoing costs of Spinco will be excluded from the working capital calculation described above. See “—The Merger Agreement—
Expenses.”
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Additional Post-Closing Covenants

The distribution agreement contains additional post-closing covenants of Verizon and Spinco (as the combined company following the
merger), including:
 

 
•  restrictions on the Spinco Group and Verizon using any material showing any affiliation with the other group (and the Verizon name

being removed from the corporate names of the Spinco Group) other than as provided in the transaction agreements;
 

 
•  Verizon’s agreement to use commercially reasonable efforts to assert claims under occurrence-based insurance policies with respect to

incidents occurring prior to the distribution (subject to cost reimbursement);
 

 

•  Verizon’s agreement to use commercially reasonable efforts to obtain from the relevant third-party insurer an assignment to Spinco of
any rights to prosecute claims properly asserted by Spinco prior to the distribution under insurance policies written on a “claims made”
basis;

 

 
•  assert claims under occurrence-based insurance policies with respect to incidents occurring prior to the distribution (subject to cost

reimbursement); and
 

 
•  the terms on which books and records relating to the Spinco business will be made available to the combined company following the

distribution.

Termination

Following termination of the merger agreement, the distribution agreement may be terminated and the spin-off abandoned at any time prior
to the distribution by and in the sole discretion of Verizon.
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Additional Agreements Between Frontier, Verizon and Their Affiliates

Frontier, Spinco and Verizon have entered into or, before the completion of the distribution and the merger, will enter into, certain additional
agreements and various interim and ongoing relationships. The following is a summary of the material provisions of those agreements. The rights
and obligations of the parties are governed by the express terms and conditions of the respective agreements and not by the summary thereof or any
other information included in this proxy statement/prospectus. It is not intended to provide any other factual information about Verizon, Spinco,
Frontier or the combined company. Information about Verizon, Spinco, Frontier and the combined company can be found elsewhere in this proxy
statement/prospectus.

The Employee Matters Agreement

Verizon, Spinco and Frontier entered into an employee matters agreement to govern their respective rights and obligations with respect to
current and former employees of the Verizon companies whose duties relate primarily to the Spinco business. Pursuant to the employee matters
agreement, all Verizon employees whose primary duties relate to the Spinco business, excluding those employees designated by Verizon, will
continue to be employees of Spinco (or one of its subsidiaries) upon the consummation of the merger, referred to as the Spinco employees. Under
the employee matters agreement, (i) Verizon will generally retain all liabilities with respect to employees who are not employees of the Spinco
business as of the effective time of the merger and (ii) the combined company will generally assume all liabilities with respect to the Spinco
employees, with the exception of certain liabilities relating to Spinco employees that were expressly retained by Verizon. The employee matters
agreement addresses certain issues including assuming and honoring any collective bargaining agreements governing the employment of the
Spinco employees, the establishment of employee benefit plans and arrangements for the Spinco employees, the transfer of pension plan assets
from Verizon’s pension plans to pension plans maintained by the combined company for the benefit of the Spinco employees and the treatment of
equity and incentive plan awards under Verizon’s equity and incentive plans that are held by the Spinco employees, each of which are explained in
greater detail below.
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For one year following the consummation of the merger, the combined company (or one of its subsidiaries) will provide Spinco employees
who are not represented by a union, referred to as Spinco management employees, with at least the same rate of base salary and annual bonus
opportunities at the same target level (using Frontier performance metrics consistent with those used for similarly situated Frontier employees) as
in effect immediately prior to consummation of the merger. The consummation of the merger (and the related transactions) will not trigger
severance benefits for the Spinco employees. During the first 18 months after the merger, the combined company will not be permitted to terminate
the employment, other than for cause, of any of the Spinco employees who, at the time of the merger, are actively employed as installers or
technicians or who, at the time of the merger, are installers and technicians on a leave of absence or other authorized absence with a right to
reinstatement. There will be uninterrupted continuity of union representation and maintenance of collective bargaining agreements throughout the
transactions.

Spinco is required under the employee matters agreement to establish benefit plans for Spinco employees that provide benefits that are
identical in all material respects to the benefits received by them under Verizon’s health plans, welfare plans, 401(k) saving plans and Verizon’s
management pension plans and union pension plans, referred to as the Spinco plans. Assets and liabilities will be transferred to the Spinco plans in
accordance with the terms set forth in the employee matters agreement. Spinco has the ability to amend the Spinco plans following the
consummation of the merger, subject to collective bargaining restrictions for Spinco employees who are represented by a union and subject to the
agreement that, for the remainder of the calendar year in which the consummation of the merger occurs, the benefits under Spinco plans for Spinco
management employees will be substantially comparable in the aggregate to the benefits provided by Verizon under comparable Verizon plans
prior to the merger.

The Spinco plans will include the following benefits:
 

 
•  Benefits for Spinco employees who are subject to collective bargaining agreements will be provided in accordance with the applicable

collective bargaining agreements.
 

 

•  A defined benefit pension plan and related trust will be established for active Spinco management employees that is identical in all
material respects to the applicable Verizon pension plan that covered the Spinco management employees prior to the merger. Assets
will be transferred from the applicable Verizon pension plan to the new Spinco pension plan for Spinco management employees based
on actuarial assumptions agreed upon by the parties and designed to comply with applicable law.

 

 

•  Defined benefit pension plans and a related trust will be established for active collectively bargained Spinco employees that are
identical in all material respects to the applicable Verizon pension plans that covered the Spinco employees who are covered by
collective bargaining agreements prior to the merger. Assets will be transferred from the applicable Verizon pension plans to the
applicable new Spinco collectively bargained pension plans based on actuarial assumptions agreed upon by the parties and designed to
comply with applicable law.
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•  A provision has been included to ensure that Verizon’s aggregate transfer related to the tax-qualified pension plans is sufficient for full
funding of projected liabilities in the aggregate. Specifically, if the aggregate assets transferred from the tax-qualified Verizon pension
plans to the tax-qualified Spinco pension plans are less than the aggregate projected benefit obligations for all the Spinco participants
under such plans as of the closing of the merger, Verizon will pay to Frontier or to the Spinco pension plans an amount equal to such
underfunding. Any such payment to Frontier is required to be contributed by Frontier to one or more of the underfunded Spinco pension
plans as soon as practicable.

 

 

•  A nonqualified excess pension plan also will be established for active Spinco management employees who are eligible for benefits
under the Verizon Excess Pension Plan. This new Spinco nonqualified excess pension plan will assume the liabilities related to
applicable Spinco management employees, but Verizon will not transfer any assets to this new Spinco nonqualified excess pension
plan.

 

 
•  Defined contribution plans providing for 401(k) contributions and employer matching contributions will be established by Spinco for

active Spinco management employees and for Spinco employees who
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are covered by a collective bargaining agreement. Each such plan will be identical in all material respects to the applicable Verizon
401(k) plan that covered the applicable group of Spinco employees prior to the merger. Assets, participant loan liabilities and
beneficiary designations will be transferred from the applicable Verizon 401(k) plans to these new Spinco 401(k) plans.

 

 

•  Benefit plans providing comprehensive medical, life insurance, disability, dependent day care and medical reimbursement accounts and
similar benefits that are identical in all material respects to Verizon’s corresponding benefit plans will be established by Spinco for
Spinco employees. These new Spinco benefit plans will waive all limitations as to pre-existing condition exclusions, service conditions
and waiting period limitations, and will give credit for deductibles and co-payments incurred by the Spinco employees under the
corresponding Verizon benefit plans during the calendar year in which the merger occurs. No assets will be transferred to Spinco with
respect to these medical, life insurance, disability and similar benefit plans, except that a net payment will be made to Spinco
representing the net balances in Spinco employees’ flexible reimbursement accounts.

Frontier (or one of its subsidiaries) will also provide severance benefits in accordance with the applicable collective bargaining agreements
for Spinco employees who are represented by a union. Spinco management employees who are terminated within one year following the
consummation of the merger will be provided with severance benefits that are no less favorable in the aggregate than the severance benefits
provided by Verizon prior to the execution of the merger agreement.

Verizon will retain liabilities under its long-term incentive plans. Outstanding Verizon stock options held by Spinco employees are currently
fully vested and will continue to be exercisable until the original expiration date under the terms of the option grants. Restricted stock units and
performance stock units will remain payable under the terms and conditions of the Verizon long-term incentive plan and the applicable award
agreements. The units held by Spinco employees will immediately vest upon the consummation of the merger, subject to the attainment of any
applicable performance goals, and will be payable on their regularly scheduled date. No further deferrals of these units will be allowed by Spinco
employees. To the extent not already vested, balances under Verizon’s deferred compensation plans will become 100% vested for Spinco
employees but will remain with Verizon and will be paid out as provided for under the terms of the Verizon plans.

Accrued time off and leave, incentive and commission bonus programs, and worker’s compensation liabilities will be assumed in full by
Spinco for all Spinco employees.

The solicitation and hiring of each other’s employees is limited by various provisions applicable to Verizon, on the one hand, and to Frontier
and Spinco and their subsidiaries (such subsidiaries determined assuming that the merger has occurred), referred to in this section as the Frontier
Group, on the other hand. The following restrictive provisions generally apply, unless Verizon and Frontier otherwise mutually agree to make an
exception:
 

 

•  During the time period beginning May 13, 2009 and ending one year after the consummation of the merger, Verizon and its subsidiaries
(such subsidiaries determined assuming that the distribution has occurred) may not hire an employee of the Frontier Group who
voluntarily terminates employment with the Frontier Group until the date that is six months following such termination.

 

 

•  During the time period beginning May 13, 2009 and ending one year after the consummation of the merger, the Frontier Group may not
hire an employee of Verizon and its subsidiaries (such subsidiaries determined assuming that the distribution has occurred) who
voluntarily terminates employment with Verizon until the date that is six months following such termination.

 

 

•  During the time period beginning May 13, 2009 and ending one year after the consummation of the merger, Verizon and its subsidiaries
(such subsidiaries determined assuming that the distribution has occurred) may not solicit for hire any employee of the Frontier Group
and the Frontier Group may not solicit for hire any employee of Verizon and its subsidiaries (such subsidiaries determined assuming
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that the distribution has occurred).
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The Tax Sharing Agreement

The tax sharing agreement will govern the respective rights, responsibilities and obligations of the combined company and Verizon after the
distribution and the merger with respect to taxes, including Frontier’s and Verizon’s obligations to file tax returns and remit taxes, Frontier’s and
Verizon’s control over tax contests and Frontier’s and Verizon’s obligations to cooperate after the merger in tax return preparation and record-
keeping matters.

The tax sharing agreement generally provides that Verizon will be responsible for all taxes (other than taxes on the spin-off and related
transactions) for periods before the distribution that are reportable on any tax return that includes Verizon or one of its non-Spinco subsidiaries, on
the one hand, and Spinco or one of its subsidiaries, on the other hand. Spinco and Frontier will be responsible for all such taxes reportable on any
tax return that includes Spinco or its subsidiaries but does not include any non-Spinco subsidiaries. Additional rules apply to subsidiaries engaged
in both the retained Verizon business and the Spinco business prior to the merger. The responsibility for transfer taxes is determined under the
merger agreement.

The tax sharing agreement further provides that Frontier, Spinco and certain Spinco subsidiaries will indemnify Verizon for (i) taxes on the
spin-off and related transactions resulting from (A) any of their actions (or failures to take certain actions) that disqualify the spin-off and related
transactions as tax-free or (B) any issuance of stock by Frontier or any of its affiliates or change in ownership of any such entities (other than
changes in ownership solely caused by Verizon) that would cause Section 355(d), Section 355(e) and/or Section 355(f) of the Code to apply to the
distribution or any internal spin-off, (ii) taxes on the spin-off and related transactions resulting from the disqualification of the spin-off due to
breaches by Frontier or, after the merger, Spinco of representations and covenants and (iii) taxes of Spinco attributable to the Spinco business for
which Verizon is not otherwise responsible and that are not related to the spin-off or any related transaction. The indemnification requirement
under clauses (i)(A) and (ii) does not extend to taxes related to the spin-off and related transactions that would have been imposed or incurred in
the absence of any event described in those clauses. Verizon will indemnify Frontier for (i) the taxes of Verizon and (ii) taxes of Spinco resulting
from the spin-off and related transactions unless, in each case, Frontier, Spinco or the Spinco subsidiaries are otherwise responsible for such taxes
as described above. However, if the spin-off is taxable as a result of certain actions by both parties, the liability for such taxes is shared equally
between Frontier and Verizon.

All parties to the tax sharing agreement have agreed to report the spin-off and the merger as tax-free. Frontier has agreed to adhere to
Verizon’s determination of the tax basis of the Spinco assets and the value of any tax attribute, such as a net operating loss carryover, absent a final
determination to the contrary or manifest error.

To preserve the tax-free status of the distribution, the tax sharing agreement provides for certain restrictions on Frontier’s ability to pursue
strategic or other transactions. Additionally, Frontier has agreed not to take certain actions which could cause the spin-off to be disqualified as a
tax-free spin-off, including: for two full years after the spin-off, Frontier will not enter into any agreement, understanding or arrangement or any
substantial negotiations involving the acquisition of stock of Frontier (including by Frontier or its subsidiaries) or a shift of ownership of Frontier,
and will not issue additional shares of stock, modify any organizational document or transfer or modify any option, warrant or convertible
instrument that is related to an equity interest in Frontier, other than (i) certain issuances to service providers or with respect to a Frontier
retirement plan as provided in an applicable “safe harbor” of the Treasury Regulations or (ii) pursuant to a Frontier stockholder rights plan that
meets the requirements of an IRS revenue ruling; for two years after the spin-off Frontier may not repurchase any stock except as allowed under an
IRS revenue procedure; and for two years after the spin-off, (a) the Spinco business must actively continue to operate and (b) Frontier will not
dissolve, liquidate, merge or consolidate unless it is the survivor in a merger or consolidation. Frontier has also agreed not to pre-pay, pay down,
retire, acquire or significantly modify the Spinco debt securities prior to their maturity. However, Frontier may engage in these activities (without
limiting its indemnity obligations) if it receives an IRS ruling, Verizon’s consent or a legal opinion reasonably satisfactory to Verizon that the tax-
free status of the spin-off and the merger will not be adversely affected.
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The Cutover Plan Support Agreement

The following is a summary of selected material provisions of the cutover plan support agreement that relates to Verizon’s local exchange
business in West Virginia.
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The cutover plan support agreement, dated as of May 13, 2009, by and between Frontier and Verizon Information Technologies LLC,
referred to as the supplier, sets forth the terms and conditions for the provision by the supplier to Frontier, prior to the consummation of the
merger, of services relating to the operation by Frontier following the merger of Verizon’s local exchange business in West Virginia.

The term of the cutover plan support agreement extends from May 13, 2009 until the earlier of (i) the termination date of the merger
agreement and (ii) the cutover date, which is anticipated to be on or shortly after the closing date of the merger.

The services will consist of preparatory work necessary to implement an effective cutover plan such that Frontier receives the information
and data regarding the business of Verizon West Virginia Inc. necessary to accomplish a transition at the closing of the merger from Verizon’s
systems and procedures to Frontier’s systems and procedures for Verizon’s local exchange business in West Virginia and establish certain
interfaces with Frontier’s systems.

The cutover plan support agreement requires Frontier and the supplier to establish, and they have established, a planning committee
consisting of representatives of both Frontier and the supplier to discuss, plan and organize a process to facilitate the independent operation of
Verizon’s local exchange business in West Virginia by the combined company upon the closing of the merger.

Frontier will not pay the supplier any fees for its services other than $150 per hour for the services of subject matter experts provided by the
supplier, at Frontier’s request, to answer questions relating to systems and operations that are not related to the cutover plan or specific to
Verizon’s methods and manner of conducting Verizon’s local exchange business in West Virginia, plus the reasonable out-of-pocket travel related
costs and expenses incurred by the supplier in connection with such services.

Neither party will be liable to the other party for any indirect, special, consequential, punitive or exemplary damages. The supplier will not be
liable to Frontier for any claim or any damages of any kind or nature other than claims arising out of or resulting from the supplier’s willful
misconduct in performing the supplier’s obligations under the cutover plan support agreement.

Intellectual Property Agreements

Verizon and Spinco have agreed to enter into agreements as of the closing of the spin-off relating to intellectual property containing
substantially the following terms:

The Intellectual Property Agreement

Assignments. Pursuant to the intellectual property agreement, Spinco and its subsidiaries, subject to previously granted licenses, will assign to
Verizon all (i) statutory intellectual property (e.g., U.S. patents and patent applications, copyrights, works of authorship, trademarks, trade names,
service marks and domain names, together with all goodwill associated therewith, all applications or registrations, as applicable, for any of the
foregoing, and any rights or licenses in the foregoing) and (ii) “soft” intellectual property (e.g., unpatented inventions, trade secrets, know how and
other proprietary information), together with any rights or licenses thereto, but excluding customer listing data and the copyrights therein, in each
case to the extent owned by Spinco or its subsidiaries prior to closing.
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Subject to any previously granted licenses, Verizon, at closing, will convey to the combined company (i) an undivided joint ownership of all
non-technical, non-public information included in the “soft” intellectual property owned by Verizon as of the closing after giving effect to the
assignment in the preceding paragraph and used in the Spinco business at any time during the twelve-months prior to the closing date, but
excluding the customer listing data; and (ii) all right, title and interest of Verizon in all customer data and personnel information of Verizon or its
affiliates who are in the employ of Verizon immediately prior to the closing, and in the employ of Spinco after the closing. The customer data
consists of all customer information obtained in connection with the Spinco business related to providing products and services to customers in the
Spinco territory, including, among other things, names, customer addresses, accounts and transaction data. Verizon will have no restrictions on the
use or disclosure of any such customer data to the extent it is already in the possession of Verizon or any of its U.S. affiliates but was collected or
used other than in connection with the Spinco business.

License Grants. After giving effect to the assignments described in the above section, Spinco will grant to Verizon and its affiliates a
personal, royalty-free, fully paid-up, irrevocable, non-exclusive, perpetual and worldwide license to use, publish and create derivative works of the
Spinco customer listing data, and to provide directory products or services without in any way accounting to the combined company, Spinco or
their respective affiliates.

After giving effect to the assignments described in the above section, Verizon will grant to the combined company and its subsidiaries a
personal, non-exclusive, royalty free, fully paid up, irrevocable (except if terminated) and non-transferable (except as otherwise permitted) license
under the licensed intellectual property, which includes (1) the “soft” intellectual property (but excluding (i) non-technical, non-public information
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owned by Verizon as of the closing and used in the Spinco business at any time during the twelve-months prior to the closing, (ii) Spinco customer
listing data and (iii) Verizon proprietary software), and (2) all U.S. patents and patent applications, copyrights, works of authorship, and all
applications or registrations, as applicable, for any of the foregoing that, in each case, is used in the Spinco business at any time during the period
commencing twelve-months prior to the closing and is owned by Verizon as of the closing, solely for use in connection with the Spinco business
(as conducted during the twelve-month period immediately preceding the closing date in the Spinco territory, as reflected in the products and
services offered by Spinco in the Spinco territory during such twelve-month period) conducted by the combined company or its subsidiaries in the
Spinco territory. The licensed intellectual property excludes: (a) patents and patent applications claiming a filing date after the closing date,
(b) copyrights in material created after the filing date, (c) all trademarks and domain names (other than a limited phase-out license), (d) Verizon
proprietary software (which is licensed pursuant to a separate agreement), (e) all other intellectual property owned by Verizon, (f) all third-party
intellectual property and (g) all Verizon intellectual property related to FiOS products and services (which are licensed under a separate agreement
with similar terms and conditions). The license does not include the right to (i) use the licensed intellectual property outside of the Spinco territory
(other than by third-party service providers in support of the Spinco business in the Spinco territory in the licensed field of use), (ii) disclose the
licensed intellectual property to any person (other than third-party service providers), (iii) grant sublicenses to any person, (iv) assign the license
other than to permitted successors and assigns or (v) use the licensed intellectual property for any modifications, improvements, enhancements,
additions or derivations of the Spinco business after the closing date that are outside of the licensed field of use.

Verizon also agrees not to sue Spinco and its subsidiaries for (i) modifications and improvements to products and services that are used in the
Spinco business by Spinco and its subsidiaries in the Spinco territory that are a reasonably foreseeable expansion of the Spinco business, as
reflected by the products and services offered by Spinco as of the closing date, and throughout the term of the agreement, and (ii) products and
services in the Spinco business that are bundled with the products and services identified in (i), provided that, in each case, the covenant not to sue
excludes any products and services that are wireless or wireless access products or services, VoIP products, products or services based on the Long
Term Evolution technology (Cellco’s next generation network access technology), long-haul or backbone products or services or their
terminations.
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Verizon will grant to the combined company and its subsidiaries a limited right, for a phase-out period not to exceed 120 days following the
closing, to use those Verizon marks used in the Spinco business as of the closing date solely for conducting the Spinco business in the Spinco
territory. During the phase-out period, the combined company is required to replace, remove or cover over the licensed Verizon marks affixed to
Spinco assets no later than 120 days following the closing date, provided that the combined company will have (i) six months to remove the
licensed Verizon marks from signs and motor vehicles and (ii) nine months to remove the licensed Verizon marks from tools, equipment or written
materials that are used solely for internal purposes and are not visible by the public. In addition, for up to 120 days following the closing date the
combined company may use the licensed Verizon marks in a non-trademark manner for purposes of conveying to customers or the general public
of the change in ownership and that the name of business has changed. Beginning on the closing date, as soon as practicable following discovery of
any use, the combined company, Spinco and its subsidiaries must destroy or deliver to Verizon all items carrying the licensed Verizon marks that
have no continuing use in the operation of the Spinco business to the extent that the use of such items could reasonably be construed to create a
legal obligation on behalf of Verizon. The combined company, Spinco and its subsidiaries, acknowledging Verizon’s exclusive rights in the
Verizon marks, agree not to contest Verizon’s ownership in, or the validity of, the Verizon marks. The combined company, Spinco and its
subsidiaries agree to cooperate reasonably with Verizon in the procurement of any registration of the Verizon marks, including providing evidence
of use of such marks.

The combined company, on behalf of itself, Spinco and Spinco’s subsidiaries, agrees that the use of the Verizon marks will be in accordance
with the license and in conformity with applicable law and will not reflect adversely upon the good name of Verizon, that the operation of the
Spinco business will be of a high standard and skill that is at least commensurate with the standard of the Spinco business immediately prior to the
closing, and that Verizon has the right to control the nature and quality of the goods and services rendered by the combined company, Spinco and
its subsidiaries in connection with the Verizon marks. The combined company acknowledges that its failure to cease use of the Verizon marks as
required by the agreement, or improper use of the Verizon marks, will result in immediate and irreparable harm to Verizon, for which there is no
adequate remedy at law, and that in the event of such failure to cease use of the Verizon marks, Verizon will be entitled to immediate equitable
relief.

For any customers of the Spinco business who, as of the closing date, have e-mail addresses pursuant to the products or services provided to
such customers by the Spinco business that contain a Verizon mark in the e-mail address, Verizon shall redirect e-mail traffic to such customers to
e-mail servers operated by the combined company for a period of ninety days, such that the combined company may establish new e-mail
addresses for such customers.

Indemnification and Limitation of Liability. The combined company, Spinco and the Spinco subsidiaries will jointly and severally indemnify,
defend and hold harmless Verizon from all losses, damages and judgments in connection with third-party claims arising directly or indirectly from
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the use by the Spinco business of the Verizon marks after the closing.

Verizon is not required to secure or maintain in force any licensed intellectual property, and does not provide any representations or
warranties as to (i) the validity or scope of the licensed intellectual property or (ii) that the use of licensed intellectual property or the provision of
products and services by the combined company will be free from infringement of the intellectual property of a third party.

Neither party will be liable to the other for any indirect damages, including lost profits, or other special, incidental or consequential damages.
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The Software License Agreement

License Grant. Pursuant to the software license agreement proposed to be entered into among Verizon Information Technologies LLC, an
affiliate of Verizon, Spinco and the combined company, referred to as the licensee, and Verizon will grant, and cause its affiliates to grant, to the
combined company and its subsidiaries a royalty-free, restricted, non-transferable, and non-exclusive, internal use only license to:
 

 

•  use certain Verizon proprietary software in the Spinco territory in support of the Spinco business, (a) as it has been conducted in the
Spinco territory during the twelve-month period immediately prior to closing, as reflected in the products and services offered by
Spinco in the Spinco territory during such twelve-month period, and existing as of the closing; and (b) the Spinco business as
conducted by the licensee in the Spinco territory from and after the closing, as reflected in any other products or services, but only to
the extent such other products and services are compatible with the licensed software, and specifically excluding products and services
that include, relate to, or rely upon the transmission of any digital data over an optical fiber network to the customer’s premises to
provide audio, video, or data services, including all products and services offered by Verizon under the FiOS brand. The licensed
software includes (i) object code versions of the Verizon proprietary software that supports and enables the products, functions and
services of the Spinco business during the twelve-month period immediately prior to closing, (ii) updates to such licensed software (if
any) in the form they exist within Verizon during the term of the software license agreement (including supporting information),
(iii) software modifications made to any third party software by or for Verizon, and (iv) documentation (which, for object code, will be
the then current user manuals and other user documentation provided to other users of the licensed software; for any source code, then
current documents in existence within Verizon that are reasonably necessary to maintain and modify such licensed software; and for
third party software, then current user manuals and other related documentation that Verizon has received from such third party that
Verizon has the right to transfer) and updates to the foregoing;

 

 •  install updates to the licensed software provided by Verizon to the licensee; and
 

 •  copy the licensed software for internal use in the Spinco business as conducted by the licensee.

Verizon will deliver the licensed software to the combined company on a date to be agreed upon by the parties.

License Exclusions. The license granted by Verizon to the combined company excludes:
 

 •  the right to use any third-party intellectual property, even if included in or required for the use of the licensed software;
 

 •  unless otherwise indicated, the right to obtain or use source code;
 

 •  the right to create any modifications or derivative works from the licensed software;
 

 •  the right to use the licensed software outside of the Spinco territory or outside the scope of the license granted;
 

 
•  the right to use the licensed software to provide data processing services to a third party or, unless otherwise indicated, to interconnect

with facilities based voice or data telecommunications services of a third party;
 

 •  the right to use, access or transport the licensed software outside the United States; and
 

 
•  a license to any Verizon FiOS related software, which license is the subject of a separate FiOS software license agreement proposed to

be entered between the parties.
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Restrictions on the License Granted. Unless otherwise provided by the software license agreement, the licensee will have no right to:
 

•  grant sublicenses to the licensed software, or any portion thereof, other than to its subsidiaries and service providers for the
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purpose of providing services to the combined company;

 

 
•  market, disclose, distribute, rent, lease, loan, encumber or otherwise transfer copies of the licensed software, or any portion

thereof, to any third party; or
 

 •  grant any security interests, or otherwise encumber the licensed software.

The licensee may disclose or otherwise make available the licensed software to any third-party service provider providing services to the
licensee, provided that, prior to any such disclosure or transfer, the licensee: has provided written notice to Verizon, obtained such third-party
service provider’s agreement to a confidentiality obligation that is no less restrictive than the terms set forth in the agreement and to the transfer
and ownership restrictions set forth therein, and ensured that the third-party service provider is not in the business of providing facilities-based
voice or data telecommunications services to any third party. Any breach of the terms of the software license agreement by the third party service
provider will be deemed to be a breach by the licensee.

Verizon will own the licensed software, and all improvements thereto, including improvements made by or for the licensee, which
improvements the licensee will assign to Verizon.

Maintenance and Other Support. During the maintenance term (which will start on the closing date of the merger and end on the fifth
anniversary thereof, unless earlier terminated), Verizon will offer to provide training services to the combined company, at a date and time
mutually agreed upon by the parties, at an agreed rate per hour.

Subject to the payment of an annual maintenance fee of $94 million, Verizon will provide maintenance services to the licensee during the
maintenance term. At any time after six months after the closing, the licensee, upon six months’ written notice, may terminate all or a portion of
such maintenance services. If a portion of such services are terminated, the annual maintenance fee will be reduced by an appropriate amount,
unless Verizon can reasonably demonstrate that the cost of providing maintenance services will not be reduced, in which case the parties will
discuss any adjustment to the annual maintenance fee. Beginning on the third anniversary of the closing, Verizon may, upon twelve-months’
written notice, inform the licensee that it intends to terminate maintenance services. Further, upon six months’ prior written notice, Verizon may
notify the combined company that it will no longer provide maintenance services for a portion of the licensed software. Should Verizon
(a) terminate the provision of maintenance services for all or a portion of the licensed software during the maintenance term, (b) terminate the
software license agreement with respect to a portion of the licensed software, or (c) otherwise stop supporting a portion of the licensed software,
Verizon will provide to the licensee the source code for such portion of the licensed software at no charge. Maintenance services do not include the
service of hardware, hardware platforms, or any third-party intellectual property, all of which will be obtained by the licensee at its own expense.

The licensee agrees to install all upgrades to the licensed software as may be provided by Verizon, and Verizon will have no obligation to
provide maintenance services for the licensed software for which the licensee has failed to install such upgrades, until such upgrades have been
installed. If failure to install an upgrade increases the cost or time required to provide maintenance services for any licensed software, the combined
company will pay Verizon for such increased cost or time, at a mutually agreed rate per hour.

Upon the expiration of the software license agreement, the parties will negotiate in good faith the terms and conditions for the license of
source code for those portions of the licensed software licensed to the licensee immediately prior to the expiration of the agreement. Additionally, if
Verizon (i) fails or refuses to provide
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software modifications reasonably requested by the licensee that are consistent with the architecture and direction of the licensed software and do
not materially affect the interoperability of the licensed software with other software, (ii) fails or refuses to make software modifications reasonably
requested by the combined company, or (iii) makes a general assignment for the benefit of its creditors or files for voluntary bankruptcy under any
Chapter of Title 11 of the United States Code, other than a reorganization where Verizon assumes the agreement, Verizon will provide the source
code for such portion of the licensed software to the licensee at no charge, provided that the licensee is not in material breach of the software
license agreement.

FiOS Agreements

Verizon and Spinco have agreed to enter into a FiOS intellectual property agreement having terms similar to the intellectual property
agreement with respect to intellectual property relating to Verizon’s FiOS video operations. In addition, the FiOS intellectual property agreement
includes a trademark license which would grant the combined company a license to use certain trademarks used by Verizon in the offering of FiOS
video services in Indiana, Oregon, and Washington.

Verizon and Spinco have also agreed to enter into a FiOS software license agreement on terms similar to the software license agreement,
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except that the combined company will have no obligation to pay any maintenance fees for the maintenance of the FiOS software licensed to
Spinco.

Ancillary Agreements

Verizon and Frontier intend to cause their respective affiliates to enter into an agreement with respect to video transport service. Pursuant to
this agreement, Verizon, subject to obtaining necessary rights from vendors of programming content, will transport certain video programming
content purchased from third parties to Frontier’s video hub offices for distribution to subscribers in Indiana, Oregon and Washington.

Verizon and Frontier will cause their respective affiliates to enter into an agreement with respect to back office support services. Pursuant to
this agreement, Frontier will provide certain ordering, billing and repair services to support Verizon’s continuing provision of telecommunications
services to enterprise customer accounts in the Spinco territory which were retained by Verizon.
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FINANCING OF THE COMBINED COMPANY

Immediately following completion of the merger, Frontier’s debt financing arrangements existing immediately prior to the closing of the
merger will remain in place (subject to any permitted refinancing or repayment thereof by Frontier).

As of June 30, 2009, Frontier had a revolving credit facility with seven financial institutions in the aggregate amount of $250 million. As of
June 30, 2009, the revolving credit facility was undrawn. Associated facility fees vary, depending on Frontier’s debt leverage ratio, and were
0.225% per annum as of June 30, 2009. The expiration date for the revolving credit facility is May 18, 2012. During the term of the revolving
credit facility, Frontier may borrow, repay and reborrow funds, and may obtain letters of credit under the revolving credit facility to support
Frontier’s obligations to third parties, subject to customary borrowing conditions. Loans under the revolving credit facility bear interest based on
the prime rate or London Interbank Offered Rate, referred to as LIBOR, at Frontier’s election, plus a margin which varies depending on Frontier’s
debt leverage ratio. Letters of credit issued under the revolving credit facility are also subject to fees which vary depending on Frontier’s debt
leverage ratio. The revolving credit facility is available for general corporate purposes but may not be used to fund dividend payments. The
revolving credit facility is unsecured.

On March 28, 2008, Frontier borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008.
The loan matures in 2013 and bears interest based on the prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on
Frontier’s debt leverage ratio.

In December 2006, Frontier borrowed $150.0 million under a senior unsecured term loan agreement. The loan matures in 2012 and bears
interest based on the prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on Frontier’s debt leverage ratio.

On October 24, 2001, Frontier borrowed $200.0 million under a senior unsecured term loan agreement with the Rural Telephone Finance
Cooperative, referred to as the RTFC. The loan matures in 2011 and has a fixed interest rate of 6.27%. The loan agreement contains customary
representations and warranties, affirmative and negative covenants, a financial covenant that requires compliance with a leverage ratio and
customary events of default.

At June 30, 2009, Frontier’s notes and debentures represented approximately $4.474 billion of its approximately $4.952 billion of
indebtedness outstanding. At such date, Frontier had outstanding:
 

 •  $665.6 million in principal amount of 9.250% Senior Notes due 2011;
 

 •  $700.0 million in principal amount of 6.250% Senior Notes due 2013;
 

 •  $600.0 million in principal amount of 8.250% Senior Notes due 2014;
 

 •  $300.0 million in principal amount of 6.625% Senior Notes due 2015;
 

 •  $434.0 million in principal amount of 7.125% Senior Notes due 2019;
 

 •  $360.0 million in principal amount of 7.875% Senior Notes due 2027;
 

 •  $945.3 million in principal amount of 9.000% Senior Notes due 2031; and
 

 
•  $468.7 million in principal amount of Debentures with weighted average interest rates of 7.229% and maturities ranging from 2025-

2046.

On April 9, 2009, Frontier completed a registered offering of $600.0 million aggregate principal amount of 8.25% senior unsecured notes due
2014. The issue price was 91.805% of the principal amount of the notes. Frontier received net proceeds of approximately $538.8 million from the
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offering after deducting underwriting discounts. During the second quarter of 2009, Frontier used $308.0 million of the proceeds to repurchase
$311.7 million principal amount of debt. Frontier intends to use the remaining net proceeds from the offering to reduce, repurchase or refinance its
indebtedness or the indebtedness of its subsidiaries or for general corporate purposes.
In addition, Frontier may from time to time repurchase its debt in the open market, through tender offers,
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exchanges of debt securities, by exercising rights to call or in privately negotiated transactions. Frontier may also refinance existing debt or
exchange existing debt for newly issued debt obligations.

There are no scheduled principal payments required on any of these notes or debentures until their final maturities. Frontier’s outstanding
senior notes and debentures are senior, unsecured obligations that rank equally in right of payment with all of its existing and future senior
indebtedness and rank senior in right of payment to all of its existing and future subordinated indebtedness.

None of Frontier’s revolving credit facility, term loans or outstanding senior notes or debentures are guaranteed by its subsidiaries.

For further discussions of the terms of Frontier’s existing debt financing arrangements, see Note 8 in the notes to Frontier’s unaudited
consolidated financial statements for the quarterly period ended June 30, 2009 and Note 11 in the notes to Frontier’s audited consolidated financial
statements for the year ended December 31, 2008, in each case included elsewhere in this proxy statement/prospectus, and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Frontier—Liquidity and Capital Resources.”

In addition, the combined company will be subject to the following debt financing arrangements of Spinco as a result of the merger.

The merger agreement and the distribution agreement provide that, prior to the spin-off, Spinco will enter into the special cash payment
financing to finance the distribution to Verizon of the special cash payment in an amount not to exceed the lesser of (i)(x) $3.333 billion minus
(y) the aggregate amount of distribution date indebtedness and (ii) Verizon’s estimate of its tax basis in the assets transferred to Spinco. No later
than nine months after the date of the merger agreement, Frontier and Verizon will jointly solicit proposals from reputable financing sources to
provide the special cash payment financing, and Frontier will select from among the proposals one or more that Frontier reasonably determines to
be the most favorable to Spinco. Frontier will lead the negotiations with such financing sources and keep Verizon informed of all material
developments and provide Verizon with an opportunity to participate in the negotiations. Spinco will bear the fees and expenses payable to lenders
or their advisors in connection with the special cash payment financing.

The merger agreement and the distribution agreement also provide that, if required, debt securities of Spinco may be issued to Verizon prior
to the spin-off. The Spinco debt securities will be in a principal amount equal to (1) $3.333 billion minus (2) the sum of (A) the total amount of the
special cash payment and (B) the aggregate amount of distribution date indebtedness. The Spinco debt securities will be senior unsecured notes,
will mature on the ten-year anniversary of issuance, will not be callable at the option of the combined company for five years after issuance and
will rank equally with all existing and future senior unsecured debt and senior to all existing and future subordinated debt of the combined
company. The covenants and economic terms of the Spinco debt securities will be in a form that would reasonably be expected to result in the
Spinco debt securities being exchanged for existing debt obligations of Verizon or its affiliates in equal principal amount. See “The Transaction
Agreements—The Merger Agreement—Financing Matters.” The parties do not expect that any Spinco debt securities will be issued.

Frontier will not be obligated to accept terms of the special cash payment financing or, if required, the Spinco debt securities, if (1) either
(A) the weighted average life of the aggregate of such financing and securities, together with the aggregate amount of the distribution date
indebtedness, is less than five years or (B) any of the special cash payment financing or the Spinco debt securities would have a final maturity of
earlier than January 1, 2014, other than any bridge financing with a maturity of at least 364 days in an aggregate amount not in excess of $600
million, (2) such financing or securities or distribution date indebtedness would be secured by any assets of any operating subsidiary of the
combined company, (3) the terms or provisions of such financing or securities or distribution date indebtedness would cause their incurrence or
assumption by the combined company in or as a result of the merger to be prohibited by or cause (with or without notice or the lapse of time) a
default under Frontier’s existing credit agreements or indentures as in effect on the date of the merger agreement, or (4) both (A) the proposed
covenants and other terms and conditions (excluding (I) certain terms of the Spinco debt securities described above and (II) the rate, yield or tenor
thereof) are not, in the aggregate, substantially in accordance with then prevailing market terms for similarly sized term loan bank borrowings or
capital market
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issuances by companies of a size and with credit ratings similar to the combined company and (B) the effect of such covenants and other terms and
conditions that are not in accordance with the prevailing market terms would, in the aggregate, be materially adverse to the combined company. In
addition, Frontier will not be obligated to accept terms of the special cash payment financing and, if required, the Spinco debt securities, if as a
result thereof the weighted average annual cash interest rate (including annual accretion of original issue discount with respect to indebtedness
issued with a material amount of original issue discount) payable on the aggregate of the special cash payment financing, the Spinco debt securities
and the distribution date indebtedness would exceed 9.5%, unless Frontier reasonably determines in good faith that such weighted average annual
cash interest rate (including annual accretion of original issue discount with respect to indebtedness issued with a material amount of original issue
discount) would not be unduly burdensome. The level of Frontier’s aggregate after-tax interest expense and aggregate dividend payments will
determine whether or not such weighted average annual cash interest rate would be unduly burdensome.

Verizon has the right to elect to undertake an exchange of the Spinco debt securities for debt obligations of Verizon or its affiliates, or
transfer the Spinco debt securities to Verizon stockholders or creditors and, if it elects to do so concurrently with the closing of the merger, Verizon
has the right to condition the spin-off of Spinco on its ability to consummate that exchange concurrently, but only up to a principal amount of
Spinco debt securities equal to (1) $3.333 billion minus (2) the sum of (A) the total amount of the special cash payment and (B) the aggregate
amount of distribution date indebtedness. See “The Transaction Agreements—The Distribution Agreement—Conditions to the Completion of the
Spin-Off.” If Verizon elects to effect an exchange or distribution of the Spinco debt securities, it may be deemed to be an “underwriter” for
purposes of the Securities Act.

The tax sharing agreement imposes certain limitations on the combined company’s ability to modify the terms of the Spinco debt securities
or take certain other actions relating to the Spinco debt securities following the closing of the merger. See “The Transaction Agreements—
Additional Agreements Between Frontier, Verizon and Their Affiliates—The Tax Sharing Agreement.”

Description of Distribution Date Indebtedness

As of June 30, 2009, Verizon’s Separate Telephone Operations had approximately $625 million aggregate principal amount of indebtedness.
Verizon anticipates that approximately $200 million of such indebtedness will be repaid in the first quarter of 2010. The parties therefore anticipate
that distribution date indebtedness will consist of:
 

 •  $50 million in principal amount of 8.40% Debentures due 2029 of Verizon West Virginia, as obligor;
 

 •  $200 million in principal amount of 6.73% Debentures, Series G, due 2028 of Verizon North, as obligor; and
 

 •  $175 million in principal amount of 6.30% Debentures, Series C, due 2010 of Verizon Northwest, as obligor;

provided, however, that if the $175 million in principal amount of 6.30% Debentures, Series C, due 2010, which are scheduled to mature on June 1,
2010, mature prior to the closing date of the merger, the obligations under the 6.30% Debentures, Series C, due 2010 will not constitute distribution
date indebtedness.

There are no scheduled principal payments required on any of these debentures until their final maturities. These debentures will be senior,
unsecured obligations of subsidiaries of Spinco (and, as a result of the merger, the combined company) that rank equally in right of payment with
all of the obligor’s existing and future senior indebtedness and rank senior in right of payment to all of the obligor’s existing and future
subordinated indebtedness. None of these debentures have been, or will be, guaranteed by Spinco or any of its subsidiaries.

For a further discussion of the terms of the distribution date indebtedness, see “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Verizon’s Separate Telephone Operations––Liquidity and Capital Resources.”
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the financial statements of Frontier and Verizon’s Separate Telephone
Operations and the notes thereto included elsewhere in this proxy statement/prospectus. Verizon’s Separate Telephone Operations’ financial
information is included elsewhere in this proxy statement/prospectus before taking into account any of the pro forma adjustments detailed in
“Unaudited Pro Forma Condensed Combined Financial Information.” This financial information, together with the pro forma adjustments detailed
in “Unaudited Pro Forma Condensed Combined Financial Information,” reflects the operations that will comprise the Spinco business in
connection with the spin-off. The following discussion includes forward-looking statements. For a discussion of important factors, including the
integration of the Spinco business into Frontier’s existing business, the continuing development of the combined company’s business following the
merger, actions of regulatory authorities and competitors and other factors that could cause actual results of Frontier, Verizon’s Separate Telephone
Operations or the combined company to differ materially from the results referred to in the forward-looking statements, see “Risk Factors” and
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“Cautionary Statements Regarding Forward-Looking Statements.”

The Combined Company

Overview

After completion of the merger, the combined company is expected to be the nation’s largest communications services provider focused on
rural areas and small and medium-sized towns and cities, and the nation’s fifth largest incumbent local exchange carrier, with more than 7,000,000
access lines, 8,600,000 voice and broadband connections and 16,000 employees in 27 states on a pro forma basis as of December 31, 2008. The
combined company will offer voice, data and video services to customers in its expanded geographic footprint. Assuming the merger had occurred
on January 1, 2008, the combined company’s revenues on a pro forma basis would have been approximately $6.5 billion for the year ended
December 31, 2008, and approximately $3.1 billion for the six months ended June 30, 2009.

The following table lists selected summary financial and operating information for Frontier and Verizon’s Separate Telephone Operations for
the six months ended June 30, 2009 and the year ended December 31, 2008:
 

   
Six Months Ended 

June 30, 2009   
Year Ended

December 31, 2008

   Frontier   

Verizon’s
Separate

Telephone
Operations   Frontier   

Verizon’s
Separate

Telephone
Operations

   (dollars in millions)   (dollars in millions)

Access lines (as of end of period)    2,189,127   4,491,815   2,254,333   4,766,468
Revenues   $ 1,070  $ 2,074  $ 2,237  $ 4,352
Cash provided by operating activities   $ 330  $ 639  $ 739  $ 1,426
Capital expenditures   $ 110  $ 279  $ 288  $ 730

Results of Operations

Revenues

The combined company is expected to derive its revenues from:

Local services. The combined company will provide basic telephone wireline services to residential and business customers in its service
areas. The combined company’s service areas will be largely residential and generally less densely populated than the primary service areas of the
largest incumbent local exchange carriers. The combined company will also provide enhanced services to its customers by offering a number of
calling features, including call forwarding, conference calling, caller identification, voicemail and call waiting. All of these local services will be
billed monthly in advance. The unearned portion of this revenue will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and recognized as revenue
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over the period that the services are provided. The combined company will also offer packages of communications services. These packages permit
customers to bundle their basic telephone line service with their choice of enhanced, long distance, video and Internet services for a monthly fee or
usage fee, depending on the plan. The combined company intends to seek to increase the penetration of those enhanced and other services
described above. Frontier believes that increased sales of such services will produce revenues with higher operating margins due to the relatively
low marginal operating costs necessary to offer such services. Frontier believes that its ability to integrate these services with other services will
provide the combined company with the opportunity to capture an increased percentage of its customers’ communications expenditures.

Data and Internet services. The combined company will offer data services, including Internet access (via high-speed or dial up Internet
access), frame relay, Metro ethernet and asynchronous transfer mode, referred to as ATM, switching services. The combined company will offer
other data transmission services to other carriers and high-volume commercial customers with dedicated high-capacity circuits. Such services are
generally offered on a contract basis and the service is billed on a fixed monthly recurring charge basis. Data and Internet services are typically
billed monthly in advance. The unearned portion of these fees will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and recognized as revenue over the period that the services are provided.

Access services. Switched access services will allow other carriers to use the combined company’s facilities to originate and terminate their
long distance voice and data traffic. These services are generally offered on a month-to-month basis and the service is generally billed on a
minutes-of-use basis. Access charges are based on access rates filed with the FCC for interstate services and with the respective state regulatory
agency for intrastate services. In addition, subsidies received from state and the USF based on the high cost of providing telephone service to
certain rural areas will be a part of the combined company’s access services revenues. Revenue is recognized when services are provided to
customers or when products are delivered to customers. Monthly recurring access service fees will be billed in advance. The unearned portion of
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this revenue will be initially deferred as a component of other liabilities on the combined company’s balance sheet and recognized as revenue over
the period that the services are provided.

Long distance services. The combined company will offer long distance services to customers in its territories. Frontier believes that many
customers prefer the convenience of obtaining their long distance service through their local telephone company and receiving a single bill. Long
distance network service to and from points outside of the combined company’s operating territories will be provided by interconnection with the
facilities of interexchange carriers. The combined company’s long distance services will be billed either on an unlimited or fixed number of
minutes basis in advance or on a per minute-of-use basis in arrears. The earned but unbilled portion of these fees will be recognized as revenue and
accrued in accounts receivable in the period that the services are provided.

Directory services. Directory services involves the provision of white and yellow page directories for residential and business listings. The
combined company will provide this service through third-party contractors. In most of the combined company’s markets that were Frontier’s
markets prior to the merger, the third-party contractors will be paid a percentage of revenues from the sale of advertising in these directories. In the
remaining markets that were Frontier markets prior to the merger, the combined company will receive a flat fee from the contractors. In the Spinco
territory, the directory services are expected to be provided through a third-party contractor, but the combined company will not receive any fees
for listing or advertising. The combined company’s directory service will also include “Frontier Pages,” an Internet-based directory service which
generates advertising revenues.

Other services. Other services expected to be provided by the combined company include:

Video services. The combined company will continue to offer a video product under an agency relationship with DISH Network in the areas
in which Frontier currently operates and will also seek to offer a satellite video
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product in the Spinco territory under an agency relationship. In each case the combined company will bill the customer for the monthly services
and remit those billings to the satellite video provider without recognizing any revenue. The combined company will in turn receive from the
satellite video provider and recognize as revenue activation fees, other residual fees and nominal management, billing and collection fees.
Additionally, the combined company will continue to offer broadband video services that are similar to FiOS in the states of Indiana, Oregon and
Washington.

Wireless services. The combined company will offer wireless data services in select markets. The combined company’s wireless data
services will utilize technologies that are relatively new, and the combined company will depend to some degree on the representations of
equipment vendors, lab testing and the experiences of others who have been successful at deploying these new technologies. Revenue will be
recognized when services are provided to customers. Long-term contracts will be billed in advance on an annual or semi-annual basis. End-user
subscribers will be billed in advance on a monthly recurring basis and colleges, universities and businesses will be billed on a monthly recurring
basis for a fixed number of users. The unearned portion of this revenue will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and later recognized as revenue over the period that the services are provided. Hourly, daily and weekly casual end-users
are billed by credit card at the time of use.

Historically, Frontier and Verizon did not compete in the offering of incumbent local exchange services in their respective service areas, as
their incumbent local exchange footprints did not overlap. However, Verizon has historically offered other services in the Spinco territory in
addition to those offered by the Spinco business. Following the merger, the combined company will compete with Verizon with respect to the
following services, which Verizon has indicated that it will continue to offer in the Spinco territory:
 

 •  the offering of long distance services;
 

 

•  the offering of products and services to business and government customers other than as the incumbent local exchange carrier,
including but not limited to carrier services, data customer premises equipment and software, structured cabling, call center solutions
and the products and services formerly offered by MCI, Inc.; and

 

 •  the offering of wireless voice, wireless data and other wireless services.

The combined company will offer long distance services in the Spinco territory and will compete with Verizon for these services. To the
extent that the combined company offers services to businesses and government customers in these states, it will also compete directly with
Verizon.

Expenses

The combined company’s expenses are expected to be categorized as network access expenses, other operating expenses and depreciation
and amortization expenses.
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•  Network Access Expenses. Network access expenses generally comprise of costs associated with the interconnection and routing of
traffic to or from customers in the combined company’s service territories with territories outside its service markets. Typical examples
include costs to provide long distance services and Internet services. Access expenses also include equipment installed at customer
locations.

 

 
•  Other Operating Expenses. Other operating expenses include wages, benefits, property taxes, utilities, facilities, marketing, consulting

and other direct costs of the business.
 

 

•  Depreciation and Amortization Expenses. Depreciation and amortization expenses include: (i) the estimated periodic charge
(depreciation) for the use of property, plan and equipment and (ii) the estimated periodic charge (amortization) associated with acquired
intangible assets, primarily customer relationships.
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Because the Spinco business has been operated as a local exchange carrier division of Verizon in the Spinco territory, utilizing certain shared
services and resources, and not as a stand-alone communications provider, the historical operating results of Verizon’s Separate Telephone
Operations for the year ended December 31, 2008 and the six months ended June 30, 2009 include approximately $749 million and $434 million,
respectively, of expenses for services provided by Verizon and its affiliates, including information systems and information technology, shared
assets including office space outside of the Spinco territory, supplemental customer sales and service and operations. The combined company will
receive these services from internal operations or from third-party service providers.

Frontier estimates that, by 2013, the combined company’s annualized net cost savings will reach approximately $500 million, which
represents approximately 21% of the cash operating expenses of the Spinco business in 2008, from consolidating and internalizing a variety of
services through the integration of the Spinco business into Frontier’s existing business. However, there can be no assurance that these or any cost
savings will actually be achieved. In addition, the combined company will assume post-employment benefits and retirement liabilities with respect
to the active employees continuing with Spinco and will also incur operating expenses in connection with these liabilities. See “Risk Factors—
Risks Relating to the Spin-Off and the Merger—The combined company may not realize the growth opportunities and cost synergies that are
anticipated from the merger.”

Liquidity and Capital Resources

Frontier anticipates that the combined company’s operating cash flows, together with any cash balances and borrowing capacity under its
revolving credit facility (or any permitted refinancing or replacement thereof by Frontier), will be adequate to finance the combined company’s
working capital requirements, fund capital expenditures, make required debt payments, pay taxes, pay dividends to its stockholders in accordance
with its dividend policy and support its short-term and long-term operating strategies. However, a number of factors, including but not limited to
losses of access lines, increases in competition, lower subsidy and access revenues and the impact of the current economic environment, may
reduce the combined company’s operating cash flows.

In connection with the spin-off and the merger, the combined company will assume substantial amounts of indebtedness, including the
special cash payment financing, the distribution date indebtedness and, if required, the Spinco debt securities. Interest payments on this
indebtedness will be a significant use of the combined company’s operating cash flows. The amount of interest payments on this indebtedness will
depend on the final terms of the special cash payment financing and, if required, the Spinco debt securities, which have not yet been determined.
See “Financing of the Combined Company.”

Frontier

Overview

Frontier is a full-service communications provider and one of the largest exchange telephone carriers in the country. On July 31, 2006,
Frontier sold its competitive local exchange carrier, referred to as a CLEC, Electric Lightwave, LLC, referred to as ELI. Frontier accounted for
ELI as a discontinued operation in its consolidated statements of operations. On March 8, 2007, Frontier completed the acquisition of
Commonwealth, which included a small CLEC component. This acquisition expanded Frontier’s presence in Pennsylvania and strengthened
Frontier’s position as a leading full-service communications provider to rural areas and small and medium sized towns and cities. On October 31,
2007, Frontier completed the acquisition of GVN, which expanded its presence in California and also strengthened its rural position. As of June 30,
2009, Frontier operated in 24 states with approximately 5,400 employees.

Competition in the communications industry is intense and increasing. Frontier experiences competition from many communications service
providers. These providers include cable operators offering video and VoIP products, wireless carriers, long distance providers, competitive local
exchange carriers, Internet providers and
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other wireline carriers. Frontier believes that as of June 30, 2009, approximately 68% of the households in its territories had VoIP as an available
service option from cable operators. Frontier also believes that competition will continue to intensify in 2009 and may result in reduced revenues.
Frontier’s business experienced a decline in access lines and switched access minutes in 2007 and 2008 and in the first six months of 2009
primarily as a result of competition and business downsizing. Frontier also experienced a reduction in revenues for the first six months of 2009 as
compared to the same period in 2008, and a reduction in revenues in 2008 compared to 2007.

The recent severe contraction in the global financial markets and ongoing recession is impacting customer behavior to reduce expenditures by
not purchasing Frontier’s services or by discontinuing some or all of its services. The ongoing recession and downturn in the economy has also
affected Frontier’s business customers, resulting in a decline in revenues for the first six months of 2009 as compared to the same period in 2008.
These trends are likely to continue and may result in a challenging revenue environment. These factors could also result in increased delinquencies
and bankruptcies and, therefore, affect Frontier’s ability to collect money owed to it by residential and business customers.

Frontier employs a number of strategies to combat the competitive pressures and changes to consumer behavior noted above. Frontier’s
strategies are focused on customer retention, upgrading and up-selling services to its existing customer base, new customer growth, win backs of
former customers, new product deployment, and operating expense and capital expenditure reductions.

Frontier seeks to achieve its customer retention goals by bundling services around the local access line and providing exemplary customer
service. Bundled services include high-speed Internet, referred to as HSI, unlimited long distance calling, enhanced telephone features and video
offerings. Frontier tailors these services to the needs of its residential and business customers in the markets it serves and continually evaluates the
introduction of new and complementary products and services, which can also be purchased separately. Customer retention is also enhanced by
offering one-, two- and three-year price protection plans where customers commit to a term in exchange for predictable pricing or promotional
offers. Additionally, Frontier is focused on enhancing the customer experience as it believes exceptional customer service will differentiate it from
its competition. Its commitment to providing exemplary customer service is demonstrated by the expansion of its customer service hours, shorter
scheduling windows for in-home appointments and the implementation of call reminders and follow-up calls for service appointments. In addition,
Frontier’s 70 local area markets are operated by local managers with responsibility for the customer experience, as well as the financial results, in
those markets.

Frontier utilizes targeted and innovative promotions to attract new customers, including those moving into Frontier’s territory, win back
former customers, upgrade and up-sell existing customers a variety of service offerings including HSI, video, and enhanced long distance and
feature packages in order to maximize the average revenue per access line (wallet share) paid to Frontier. Depending upon market and economic
conditions, Frontier may offer such promotions to drive sales in the future.

Frontier has restructured and augmented its sales distribution channels to improve coverage of all segments of its commercial customer base.
This included adding new sales teams dedicated to small business customers and enhancing the skills in its customer sales and service centers. In
addition, Frontier is introducing new products utilizing wireless and Internet technologies. Frontier believes the combination of new products and
distribution channel improvements will help Frontier improve commercial customer acquisition and retention efforts.

Frontier is also focused on introducing a number of new products, including unlimited long distance minutes, bundles of long distance
minutes, wireless data, Internet portal advertising and the “Frontier Peace of Mind” product suite. This last category is a suite of products aimed at
managing the total communications and personal computing experience for Frontier’s customers. The “Frontier Peace of Mind” products and
services are
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designed to provide value and simplicity to meet customers’ ever-changing needs. The “Frontier Peace of Mind” products and services suite
includes services such as an in-home, full installation of Frontier’s HSI product, two hour appointment windows for the installation, hard drive
back-up services, 24-7 help desk PC support and inside wire maintenance. Although Frontier is optimistic about the opportunities provided by each
of these initiatives, it can provide no assurance about their long term profitability or impact on revenue.

Frontier believes that the combination of offering multiple products and services to its customers pursuant to price protection programs,
billing them on a single bill, providing superior customer service, and being active in Frontier’s local communities will make its customers more
loyal, and will help it generate new, and retain existing, customer revenue.
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Revenues from data and Internet services such as HSI continue to increase as a percentage of Frontier’s total revenues and revenues from
services such as local line and access charges (including federal and state subsidies) are decreasing as a percentage of its total revenues. Federal and
state subsidy revenue, including surcharges billed to customers which are remitted to the FCC, was $51.7 million for the six months ended
June 30, 2009, or 5% of Frontier’s revenues, down from $58.2 million for the six months ended June 30, 2008, or 5% of its revenues. Federal and
state subsidy revenue, including surcharges billed to customers which are remitted to the FCC, was $119.8 million in 2008, or 5% of Frontier’s
revenues, down from $130.0 million in 2007, or 6% of its revenues. Frontier expects this trend to continue during the remainder of 2009. The
decreasing revenue from traditional sources, along with the potential for increasing operating costs, could cause Frontier’s profitability and its cash
generated by operations to decrease.

Results of Operations

Three and Six Months Ended June 30, 2009

Revenue

Revenue is generated primarily through the provision of local, network access, long distance, and data and Internet services. Such revenues
are generated through either a monthly recurring fee or a fee based on usage at a tariffed rate and revenue recognition is not dependent upon
significant judgments by management, with the exception of a determination of a provision for uncollectible amounts.

Revenue for the three months ended June 30, 2009 decreased $30.4 million, or 5%, as compared with the prior year period. Revenue for the
six months ended June 30, 2009 decreased $61.7 million, or 5%, as compared with the prior year period. This decline during the first half of 2009
is a result of lower local services revenue, switched access revenue, long distance services revenue and subsidy revenue, partially offset by a
$19.3 million, or 6%, increase in data and Internet services revenue, each as described in more detail below.

Change in the number of Frontier’s access lines is one factor that is important to Frontier’s revenue and profitability. Frontier has lost access
lines primarily because of changing consumer behavior (including wireless substitution), economic conditions, changing technology, competition,
and by some customers disconnecting second lines when they add HSI or cable modem service. Frontier lost approximately 65,200 access lines
(net), including 5,900 second lines, during the six months ended June 30, 2009, but added approximately 33,900 HSI subscribers during this same
period. Frontier expects to continue to lose access lines but to increase HSI subscribers and wireless Internet customers during the remainder of
2009 (although not enough to offset access line losses).

While the number of access lines is an important metric to gauge certain revenue trends, it is not necessarily the best or only measure to
evaluate Frontier’s business. Frontier management believes that understanding different components of revenue is most important. For this reason,
presented in the table titled “Other Financial and Operating Data” below is a breakdown that categorizes revenue into customer revenue and
regulatory revenue (switched access and subsidy revenue). Despite the decline in access lines, Frontier’s customer revenue,
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which is all revenue except switched access and subsidy revenue, has declined in the second quarter and first six months of 2009 by less than 3
percent as compared to the prior year periods. The average monthly customer revenue per access line has improved and resulted in an increased
wallet share, primarily from residential customers. A substantial further loss of access lines, combined with increased competition and the other
factors discussed herein, may cause Frontier’s revenue, profitability and cash flows to decrease in 2009.

The financial tables below include a comparative analysis of Frontier’s results of operations on a historical basis for the three and six months
ended June 30, 2009 and 2008.

REVENUE
 

 
   For the three months ended June 30,   For the six months ended June 30,  

($ in thousands)   2009   2008   
$

Change   % Change  2009   2008   
$

Change   % Change 
Local services   $198,296  $214,703  $(16,407)  -8%  $ 399,192  $ 431,861  $(32,669)  -8% 
Data and Internet services    160,551   151,655   8,896   6%   316,944   297,637   19,307   6% 
Access services    87,427   101,003   (13,576)  -13%   177,492   208,821   (31,329)  -15% 
Long distance services    40,560   46,912   (6,352)  -14%   81,972   93,365   (11,393)  -12% 
Directory services    27,211   29,070   (1,859)  -6%   54,916   57,698   (2,782)  -5% 
Other    18,097   19,207   (1,110)  -6%   39,582   42,373   (2,791)  -7% 

            
 

            
 

 

  $532,142  $562,550  $(30,408)  -5%  $1,070,098  $1,131,755  $(61,657)  -5% 
            

 

            

 

 

Local Services

Local services revenue for the three months ended June 30, 2009 decreased $16.4 million, or 8%, to $198.3 million, as compared with the
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three months ended June 30, 2008. The loss of access lines accounted for $12.2 million of the decline in local services revenue.

Local services revenue for the six months ended June 30, 2009 decreased $32.7 million, or 8%, to $399.2 million, as compared with the six
months ended June 30, 2008, primarily due to the continued loss of access lines which accounted for $23.8 million of the decline and a reduction
in all other related services of $8.9 million. Enhanced services revenue in the first six months of 2009 decreased $7.0 million, as compared with the
first six months of 2008, primarily due to a decline in access lines and a shift in customers purchasing Frontier’s unlimited voice communications
packages with features included in the bundle instead of purchasing individual features.

Economic conditions and/or increasing competition could make it more difficult for Frontier to sell its packages and bundles, and cause
Frontier to increase its promotions and/or lower its prices for those products and services, which would adversely affect its revenue, profitability
and cash flow.

Data and Internet Services

Data and Internet services revenue for the three months ended June 30, 2009 increased $8.9 million, or 6%, to $160.6 million, as compared
with the three months ended June 30, 2008, primarily due to growth in data and HSI services.

Data and Internet services revenue for the six months ended June 30, 2009 increased $19.3 million, or 6%, to $316.9 million, as compared
with the six months ended June 30, 2008, primarily due to the overall growth in the number of data and HSI customers. As of June 30, 2009, the
number of Frontier’s HSI subscribers had increased by approximately 54,500, or 10%, since June 30, 2008. Data and Internet services also include
revenue from data transmission services to other carriers and high-volume commercial customers with dedicated high-capacity Internet and
ethernet circuits. Revenue from these dedicated high-capacity circuits increased $6.1 million in 2009, as compared with 2008, primarily due to
growth in the number of those circuits.

In February 2009, President Obama signed into law an economic stimulus package that includes $7.2 billion in funding, through grants and
loans, for new broadband investment and adoption in unserved and underserved communities. The federal agencies responsible for administering
the programs released rules and evaluation
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criteria for the first round of funding on July 9, 2009. Frontier has submitted applications for $55 million of such funding for use in the state of
West Virginia to expand broadband availability. If granted, Frontier would be required to spend $14 million in matching funds.

Access Services

Access services revenue for the three months ended June 30, 2009 decreased $13.6 million, or 13%, to $87.4 million, as compared with the
three months ended June 30, 2008. Switched access revenue in the three months ended June 30, 2009 of $63.1 million decreased $9.6 million, or
13%, as compared with the three months ended June 30, 2008, primarily due to the impact of a decline in minutes of use related to access line
losses and the displacement of minutes of use by wireless, e-mail and other communications services. Access services revenue includes subsidy
payments Frontier receives from federal and state agencies, including surcharges billed to customers which are remitted to the FCC. Subsidy
revenue, including surcharges billed to customers, for the three months ended June 30, 2009 of $24.3 million decreased $4.0 million, or 14%, as
compared with the three months ended June 30, 2008, primarily due to lower receipts under the Federal High Cost Fund program resulting from
Frontier’s reduced cost structure and an increase in the program’s National Average Cost per Local Loop, referred to as the NACPL, used by the
FCC to allocate funds among all recipients.

Access services revenue for the six months ended June 30, 2009 decreased $31.3 million, or 15%, to $177.5 million, as compared with the
six months ended June 30, 2008. Switched access revenue in the six months ended June 30, 2009 of $125.8 million decreased $24.9 million, or
17%, as compared with the six months ended June 30, 2008, primarily due to the impact of a decline in minutes of use related to access line losses
and the displacement of minutes of use by wireless, e-mail and other communications services. Reserves established for disputed access charges
also impacted access revenues in 2009 compared to 2008. Subsidy revenue, including surcharges billed to customers, for the six months ended
June 30, 2009 of $51.7 million decreased $6.4 million, or 11%, as compared with the six months ended June 30, 2008, primarily due to lower
receipts under the Federal High Cost Fund program resulting from Frontier’s reduced cost structure and an increase in the program’s NACPL.

Many factors may lead to further increases in the NACPL, thereby resulting in decreases in Frontier’s federal subsidy revenue in the future.
The FCC and state regulatory agencies are currently considering a number of proposals for changing the manner in which eligibility for federal
subsidies is determined as well as the amounts of such subsidies. On May 1, 2008, the FCC issued an order to cap CETC receipts from the high
cost USF.

The FCC is considering proposals that may significantly change interstate, intrastate and local intercarrier compensation and would revise the
USF funding and disbursement mechanisms. When and how these proposed changes will be addressed are unknown and, accordingly, Frontier is
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unable to predict the impact of future changes on its results of operations. However, future reductions in Frontier’s subsidy and access revenues
will directly affect Frontier’s profitability and cash flows as those regulatory revenues do not have associated variable expenses.

Certain states have open proceedings to address reform to intrastate access charges and other intercarrier compensation. Frontier cannot
predict when or how these matters will be decided or the effect on Frontier’s subsidy or access revenues. In addition, Frontier has been approached
by, and/or is involved in formal state proceedings with, various carriers seeking reductions in intrastate access rates in certain states.

Long Distance Services

Long distance services revenue for the three months ended June 30, 2009 decreased $6.4 million, or 14%, to $40.6 million, as compared with
the three months ended June 30, 2008.

Long distance services revenue for the six months ended June 30, 2009 decreased $11.4 million, or 12%, to $82.0 million, as compared with
the six months ended June 30, 2008. Frontier’s long distance services revenue is trending downward due to a reduction in the overall average
revenue per minute of use. Frontier has actively
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marketed a package of unlimited long distance minutes with its digital phone and state unlimited bundled service offerings. While these package
offerings have grown Frontier’s long distance customer base, those customers who still pay on a per minute of use basis have significantly reduced
their calling volumes, resulting in a decrease in Frontier’s overall average revenue per minute of use.

Frontier’s long distance minutes of use decreased by 5% during the six months ended June 30, 2009, as compared to the six months ended
June 30, 2008. Average revenue per minute of use has also declined. Frontier’s long distance services revenue may decrease in the future due to
further declines in rates and/or minutes of use. Competing services such as wireless, VoIP and cable telephony are resulting in a loss of customers,
minutes of use and further declines in the rates Frontier charges its customers. Frontier expects these factors will continue to adversely affect its
long distance revenue in the future.

Directory Services

Directory services revenue for the three months ended June 30, 2009 decreased $1.9 million, or 6%, to $27.2 million, as compared with the
three months ended June 30, 2008. Directory services revenue for the six months ended June 30, 2009 decreased $2.8 million, or 5%, to $54.9
million, as compared with the six months ended June 30, 2008, primarily due to lower revenues from yellow pages advertising.

Other

Other revenue for the three months ended June 30, 2009 decreased $1.1 million, or 6%, to $18.1 million, as compared with the three months
ended June 30, 2008, primarily due to DISH video promotional discounts that are charged against revenue. Reduced service activation fee revenue
also contributed to the decline.

Other revenue for the six months ended June 30, 2009 decreased $2.8 million, or 7%, to $39.6 million, as compared with the six months
ended June 30, 2008, primarily due to a decrease in service activation fee revenue, lower collocation and rental revenue and decreased “bill and
collect” fee revenue, partially offset by higher wireless revenues and lower bad debt expenses.

OTHER FINANCIAL AND OPERATING DATA
 

   
As of June 30,

2009   
As of June 30,

2008   % Change 

Access lines:       

Residential   1,405,258  1,516,402  -7% 
Business   783,869  824,310  -5% 

        

Total access lines   2,189,127  2,340,712  -6% 
        

HSI subscribers   613,810  559,345  10% 
Video subscribers   157,353  107,596  46% 
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change  % Change  2009   2008   $ Change  % Change 
Revenue:              

Residential   $227,580  $239,633  $ (12,053)  -5%  $ 458,046  $ 480,995  $ (22,949)  -5% 
Business    217,135   221,914   (4,779)  -2%   434,560   441,939   (7,379)  -2% 

            
 

            
 

 

Total  customer revenue    444,715   461,547   (16,832)  -4%   892,606   922,934   (30,328)  -3% 
            

 
            

 
 



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Regulatory (Access Services)    87,427   101,003   (13,576)  -13%   177,492   208,821   (31,329)  -15% 
            

 
            

 
 

Total  revenue   $532,142  $562,550  $ (30,408)  -5%  $1,070,098  $1,131,755  $ (61,657)  -5% 
            

 
            

 
 

Switched access minutes of use (in millions)    2,213   2,538   -13%   4,589   5,141   -11% 
Average monthly total revenue per access line   $ 80.52  $ 79.34   2%  $ 80.33  $ 79.08   2% 
Average monthly customer revenue per access line   $ 67.29  $ 65.10   3%  $ 67.01  $ 64.49   4% 
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Expenses

OPERATING EXPENSES

NETWORK ACCESS EXPENSES
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change  % Change  2009   2008   $ Change  % Change 

Network access   $59,203  $53,998  $ 5,205  10%  $119,887  $114,547  $ 5,340  5% 

Network access expenses for the three months ended June 30, 2009 increased $5.2 million, or 10%, to $59.2 million, as compared with the
three months ended June 30, 2008, primarily due to higher long distance carriage costs and costs for new personal computers, as described in more
detail below.

Network access expenses for the six months ended June 30, 2009 increased $5.3 million, or 5%, to $119.9 million, as compared with the six
months ended June 30, 2008. In the first half of 2009, Frontier expensed $9.9 million for the cost of new personal computers provided to customers
in connection with its “Rolling Thunder” promotion which resulted in additional DISH video and HSI subscribers. The first half of 2008 included
costs of $3.0 million associated with HSI promotions that subsidized the cost of a flat screen television provided to customers.

As Frontier continues to increase its sales of data products such as HSI and expand the availability of its unlimited long distance calling plans,
Frontier’s network access expense may increase in the future. A decline in expenses associated with access line losses has offset some of the
increase.

OTHER OPERATING EXPENSES
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change  % Change  2009   2008   $ Change   % Change 

Wage and benefit expenses   $ 86,206  $ 95,847   $(9,641)  -10%  $179,073  $196,523   $(17,450)  -9% 
Pension costs    8,208   (530)   8,738   NM    16,454   (1,060)   17,514   NM  
Severance and early retirement

costs    11   480    (469)  -98%   2,567   3,371    (804)  -24% 
Stock based compensation    2,439   3,145    (706)  -22%   4,561   6,164    (1,603)  -26% 
All other operating expenses    95,890   103,391    (7,501)  -7%   190,303   200,599    (10,296)  -5% 

        
 

   
 

        
 

   
 

 

  $192,754  $202,333   $(9,579)  -5%  $392,958  $405,597   $(12,639)  -3% 
        

 

   

 

        

 

   

 

 

Wage and benefit expenses

Wage and benefit expenses for the three months ended June 30, 2009 decreased $9.6 million, or 10%, to $86.2 million, as compared to the
three months ended June 30, 2008. Wage and benefit expenses for the six months ended June 30, 2009 decreased $17.5 million, or 9%, to $179.1
million, as compared to the six months ended June 30, 2008, primarily due to headcount reductions and associated decreases in compensation and
benefit expenses.

Pension costs

The decline in the value of Frontier’s pension plan assets during 2008 has resulted in an increase in its pension expense in 2009. Pension
costs for the three months ended June 30, 2009 and 2008 were approximately
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$8.2 million and $(0.5) million, respectively. The second quarter of 2009 pension costs represent an increase of $8.7 million over the prior year
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period. Pension costs include pension expense of $10.2 million and $(0.7) million, less amounts capitalized into the cost of capital expenditures of
$2.0 million and $(0.2) million for the three months ended June 30, 2009 and 2008, respectively.

Pension costs for the six months ended June 30, 2009 and 2008 were approximately $16.5 million and $(1.1) million, respectively. The first
six months of 2009 pension costs represent an increase of $17.5 million over the prior year period. Pension costs include pension expense of $20.4
million and $(1.3) million, less amounts capitalized into the cost of capital expenditures of $3.9 million and $(0.2) million for the six months ended
June 30, 2009 and 2008, respectively.

Frontier’s pension plan assets have declined from $589.8 million at December 31, 2008 to $578.1 million at June 30, 2009, a decrease of
$11.7 million, or 2%. This decrease is a result of ongoing benefit payments of $26.6 million, partially offset by positive investment returns of $14.9
million during the first six months of 2009.

Based on current assumptions and plan asset values, Frontier estimates that its 2009 pension and other postretirement benefit expenses (which
were $11.2 million in 2008) will be approximately $50.0 million to $55.0 million. No contributions are expected to be made by Frontier to its
pension plan until 2011, although pension asset volatility could require Frontier to make a contribution in 2010, at the earliest.

Severance and early retirement costs

Severance and early retirement costs for the three months ended June 30, 2009 decreased $0.5 million as compared with the prior year period.

Severance and early retirement costs for the six months ended June 30, 2009 decreased $0.8 million to $2.6 million as compared with the
prior year period, primarily due to charges recorded in the first half of 2008 related to employee early retirements and terminations.

Stock based compensation

Stock based compensation for the three months ended June 30, 2009 decreased $0.7 million, or 22%, to $2.4 million as compared with the
prior year period, primarily due to costs recorded in 2008 for a long-term incentive program that is no longer in effect.

Stock based compensation for the six months ended June 30, 2009 decreased $1.6 million, or 26%, to $4.6 million as compared with the
prior year period, due to costs recorded in 2008 for a long-term incentive program that is no longer in effect and reduced costs associated with
stock units, partially offset by increased costs for unvested restricted stock awards.

All other operating expenses

All other operating expenses for the three months ended June 30, 2009 decreased $7.5 million, or 7%, to $95.9 million, as compared with the
three months ended June 30, 2008. All other operating expenses for the six months ended June 30, 2009 decreased $10.3 million, or 5%, to $190.3
million, as compared to the six months ended June 30, 2008, due to reduced costs for consulting fees and other outside services, partially offset by
higher marketing expenses.
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DEPRECIATION AND AMORTIZATION EXPENSE
 
  For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)  2009  2008  $ Change   % Change  2009  2008  $ Change   % Change 

Depreciation expense  $ 91,430 $ 98,367 $ (6,937)  -7%  $184,318 $193,512 $ (9,194)  -5% 
Amortization expense   41,388  45,883  (4,495)  -10%   86,058  91,818  (5,760)  -6% 

         
 

          
 

 

 $132,818 $144,250 $(11,432)  -8%  $270,376 $285,330 $(14,954)  -5% 
         

 

          

 

 

Depreciation and amortization expense for the three months ended June 30, 2009 decreased $11.4 million, or 8%, to $132.8 million, as
compared to the three months ended June 30, 2008. Depreciation and amortization expense for the six months ended June 30, 2009 decreased
$15.0 million, or 5%, to $270.4 million, as compared to the six months ended June 30, 2008, primarily due to reduced amortization expense, as
discussed below, and a declining net asset base, partially offset by changes in the remaining useful lives of certain assets. An independent study
updating the estimated remaining useful lives of Frontier’s plant assets is performed annually. Frontier adopted the remaining useful lives proposed
in the last study effective October 1, 2008. Frontier’s “composite depreciation rate” increased from 5.5% to 5.6% as a result of the study. Frontier
anticipates depreciation expense of approximately $350.0 million to $370.0 million and amortization expense of approximately $115.0 million for
2009. Amortization expense for the six months ended June 30, 2009 is comprised of $57.9 million for amortization associated with Frontier’s
legacy properties, which were fully amortized in June 2009, and $28.2 million for intangible assets (customer base and trade name) that were
acquired in the Commonwealth and GVN acquisitions.
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ACQUISITION RELATED COSTS
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change   % Change  2009   2008   $ Change   % Change 

Acquisition related costs   $10,751  $—    $10,751  100%  $10,751  $—    $10,751  100% 

Acquisition related costs primarily represent fees paid to Frontier’s advisers for services rendered in connection with the pending
transactions. Frontier expects to incur acquisition costs of approximately $35.0 million in 2009 related to the pending transactions.

INVESTMENT AND OTHER INCOME, NET / INTEREST EXPENSE /
INCOME TAX EXPENSE

 
  For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)  2009  2008  $ Change  % Change  2009  2008  $ Change   % Change 

Investment and other income, net  $ 4,618 $ 6,841 $(2,223)  -32%  $ 12,865 $ 5,934 $ 6,931   117% 
Interest expense   98,670  90,710  7,960   9%   187,419  181,570  5,849   3% 
Income tax expense   14,254  21,874  (7,620)  -35%   36,307  48,502  (12,195)  -25% 
Income attributable to the noncontrolling

interest in a partnership   392  448  (56)  -13%   1,044  776  268   35% 

Investment and other income, net

Investment and other income, net for the three months ended June 30, 2009 decreased $2.2 million, or 32%, to $4.6 million, as compared
with the three months ended June 30, 2008, primarily due to a decline of $2.9 million in income recognized on the termination of construction
advances, reduced equity earnings of $2.5 million and $0.5 million in lower income from short-term investments of cash, partially offset by an
increase of $3.6 million in gain on debt repurchases.
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Investment and other income, net for the six months ended June 30, 2009 improved $6.9 million, or 117%, as compared with the six months
ended June 30, 2008, primarily due to the loss on retirement of debt of $6.3 million recognized during the first quarter of 2008, combined with
litigation settlement proceeds of $2.2 million and gain on debt repurchases of $3.7 million in 2009. These improvements were partially offset by
reduced equity earnings of $2.3 million and a decrease of $2.3 million in income from short-term investments of cash and cash equivalents due to
lower interest rates in 2009.

Frontier’s average cash balance was $265.1 million and $211.0 million for the six months ended June 30, 2009 and 2008, respectively.

Interest expense

Interest expense for the three months ended June 30, 2009 increased $8.0 million, or 9%, to $98.7 million, as compared with the three months
ended June 30, 2008, primarily due to higher average debt levels and interest rates in 2009. Frontier’s average debt outstanding was
$4,875.2 million and $4,757.9 million for the three months ended June 30, 2009 and 2008, respectively. Frontier’s debt levels have risen due to its
$600 million debt offering on April 9, 2009. Frontier intends to use the net proceeds from the offering to reduce, repurchase, or refinance its
indebtedness or for general corporate purposes. During the second quarter of 2009, Frontier used $308.0 million of the proceeds to retire $311.7
million principal amount of debt, including $255.7 million of debt maturing in 2011. Excess proceeds from this offering are invested in cash
equivalents.

Interest expense for the six months ended June 30, 2009 increased $5.8 million, or 3%, to $187.4 million, as compared with the six months
ended June 30, 2008, primarily due to higher average debt levels and interest rates in 2009, as discussed above. Frontier’s average debt
outstanding was $4,827.6 million and $4,758.8 million for the six months ended June 30, 2009 and 2008, respectively. Frontier’s composite
average borrowing rate as of June 30, 2009 as compared with the prior year was 24 basis points higher, increasing from 7.63% to 7.87%.

Income tax expense

Income tax expense for the three and six months ended June 30, 2009 decreased $7.6 million, or 35%, to $14.3 million, and $12.2 million, or
25%, to $36.3 million, respectively, as compared with the three and six months ended June 30, 2008, primarily due to lower taxable income. The
second quarter of 2008 includes a reduction in income tax expense of $7.5 million that resulted from the expiration of certain statute of limitations
on April 15, 2008. The effective tax rate for the first six months of 2009 and 2008 was 35.7% and 32.2%, respectively. Frontier’s cash taxes paid
for the six months ended June 30, 2009 were $40.5 million, a decrease of $9.1 million from the first six months of 2008. Frontier expects to pay
approximately $90.0 million to $100.0 million for the full year of 2009. Frontier’s 2009 cash tax estimate reflects the anticipated favorable impact
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of bonus depreciation that is part of the economic stimulus package signed into law by President Obama.

There were no material changes to the liabilities on Frontier’s books as of December 31, 2008 related to uncertain tax positions recorded
under FASB Interpretation No. (FIN) 48 (ASC Topic 740) for the six months ended June 30, 2009.

Fiscal Year Ended December 31, 2008

Frontier’s historical results include the results of operations of CTE from the date of its acquisition on March 8, 2007 and of GVN from the
date of its acquisition on October 31, 2007. Accordingly, results of operations for 2008, 2007 and 2006 are not directly comparable as 2008 results
reflect the inclusion of a full year of operations of CTE and GVN, whereas 2007 results reflect the inclusion of approximately ten months of
operations of CTE and of two months of operations of GVN and 2006 results do not reflect the results of operations of CTE or GVN.
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Revenue

Consolidated revenue for 2008 decreased $51.0 million, or 2%, to $2,237.0 million as compared to 2007. Excluding additional revenue
attributable to the CTE and GVN acquisitions for a full year in 2008 and for a partial period in 2007, Frontier’s revenue decreased $107.3 million
during 2008, or 5%, as compared to 2007. During the first quarter of 2007, Frontier had a significant favorable settlement of a carrier dispute that
resulted in a favorable one-time impact to its revenue of $38.7 million. Excluding the additional revenue due to the one-time favorable settlement
in the first quarter of 2007 and the additional revenue attributable to the CTE and GVN acquisitions in 2008 and 2007, Frontier’s revenue for the
year ended December 31, 2008 declined $68.6 million, or 3%, as compared to the prior year. This decline is a result of lower local services
revenue, subsidy revenue and switched access revenue, partially offset by a $37.3 million, or 8%, increase in data and Internet services revenue.

Consolidated revenue for 2007 increased $262.6 million, or 13%, to $2,288.0 million as compared to 2006. Excluding the additional revenue
attributable to the CTE and GVN acquisitions in 2007, and the one-time favorable settlement as referenced above in 2007, Frontier’s revenue for
2007 was $1,982.7 million, a decrease of $42.7 million, or 2%, as compared to 2006, primarily resulting from a reduction of $39.9 million in
subsidies received from federal and state funds.

Frontier lost approximately 174,800 access lines (net), including 22,200 second lines, during 2008, but added approximately 57,100 HSI
subscribers (net) during this same period. Despite the decline in access lines, Frontier’s customer revenue also improved by more than 1.3 percent
in 2008 versus 2007. Presented in the table titled “Other Financial and Operating Data” below is a breakdown that categorizes revenue into
customer service revenue and regulatory revenue (switched and subsidy revenue).

Frontier’s historical results include the results of operations of CTE from the date of its acquisition on March 8, 2007 and of GVN from the
date of its acquisition on October 31, 2007. The financial tables below include a comparative analysis of Frontier’s results of operations on a
historical basis for 2008, 2007 and 2006. Frontier has also presented an analysis of each category for 2007 for the results of Frontier (excluding
CTE and GVN) and the results of its acquisitions: CTE from March 8, 2007 through December 31, 2007, and the results of GVN for the last two
months of 2007, as included in the consolidated results of operations. The figures in each of the charts in this section for 2007 relate to Frontier
legacy properties (excluding CTE and GVN).

REVENUE
 
  2008   2007   2006

($ in thousands)  Amount  $ Change   
%

Change  Amount  Acquisitions 

Frontier
(excluding
CTE and

GVN)  $ Change   
%

Change  Amount

Local services  $ 848,393 $(27,369)  -3%  $ 875,762 $ 95,197 $ 780,565 $(29,019)  -4%  $ 809,584
Data and Internet services   605,615  61,851   11%   543,764  58,934  484,830  60,621   14%   424,209
Access services   404,713  (74,749)  -16%   479,462  70,235  409,227  (18,732)  -4%   427,959
Long distance services   182,559  2,034   1%   180,525  27,070  153,455  183   0%   153,272
Directory services   113,347  (1,239)  -1%   114,586  1,264  113,322  (816)  -1%   114,138
Other   82,391  (11,525)  -12%   93,916  13,908  80,008  (16,197)  -17%   96,205

      
 

             
 

    

 $2,237,018 $(50,997)  -2%  $2,288,015 $ 266,608 $2,021,407 $ (3,960)  0%  $2,025,367
      

 

             

 

    

Local Services

Local services revenue for 2008 decreased $27.4 million, or 3%, to $848.4 million as compared to 2007. Excluding the additional local
services revenue attributable to the CTE and GVN acquisitions for 2008 and 2007, local services revenue for 2008 decreased $47.8 million, or 6%,
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as compared to 2007, primarily due to the
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continued loss of access lines which accounted for $40.4 million of the decline and a reduction in all other related services of $7.4 million.
Enhanced services revenue for 2008, excluding the impact of the CTE and GVN acquisitions for 2008 and 2007, decreased $5.6 million, or 3%, as
compared to 2007, primarily due to a decline in access lines and a shift in customers purchasing Frontier’s unlimited voice communications
packages instead of individual features. Rate increases that were effective August 2007 resulted in a favorable 2008 impact of $3.0 million.

Local services revenue for 2007 increased $66.2 million, or 8%, to $875.8 million as compared to 2006. Excluding the additional local
services revenue attributable to the CTE and GVN acquisitions of $95.2 million in 2007, local services revenue for 2007 decreased $29.0 million,
or 4%, to $780.6 million as compared to 2006. The loss of access lines accounted for $28.7 million of this decline in local services revenue,
partially offset by rate increases in Rochester, New York on residential lines that became effective August 2006 and 2007.

Data and Internet Services

Data and Internet services revenue for 2008 increased $61.9 million, or 11%, to $605.6 million as compared to 2007. Data and Internet
services revenue for 2008, excluding the additional data and Internet services revenue attributable to the CTE and GVN acquisitions for 2008 and
2007 increased $37.3 million, or 8%, as compared to 2007, primarily due to the overall growth in the number of data and HSI customers. As of
December 31, 2008, the number of Frontier’s HSI subscribers increased by approximately 57,100, or 11%, since December 31, 2007. Revenue
from dedicated high-capacity circuits, including the impact of $10.5 million attributable to the CTE and GVN acquisitions, increased $26.9 million
in 2008, as compared to 2007, primarily due to growth in the number of those circuits.

Data and Internet services revenue for 2007 increased $119.6 million, or 28%, to $543.8 million as compared to 2006. Excluding the
additional data and Internet services revenue attributable to the CTE and GVN acquisitions for 2007, data and Internet services revenue for 2007
increased $60.6 million, or 14%, as compared to 2006, primarily due to growth in the number of data and HSI customers. As of December 31,
2007, the number of Frontier’s HSI subscribers increased by approximately 66,700, or 17%, since December 31, 2006. Revenue from dedicated
high-capacity circuits increased $19.8 million in 2007, primarily due to growth in the number of those circuits.

Access Services

Access services revenue for 2008 decreased $74.7 million, or 16%, to $404.7 million as compared to 2007. Excluding the additional access
services revenue attributable to the CTE and GVN acquisitions for 2008 and 2007, access services revenue for 2008 decreased $77.3 million, or
19%, as compared to 2007, for Frontier’s legacy operations. Switched access revenue for 2008, excluding the unfavorable impact of the CTE and
GVN acquisitions, decreased $56.8 million, or 20%, as compared to 2007, primarily due to the settlement of a carrier dispute resulting in a
favorable impact on Frontier’s 2007 revenue of $38.7 million (a one-time event), and the impact of a decline in minutes of use related to access
line losses and the displacement of minutes of use by wireless, e-mail and other communications services. Excluding the impact of that one-time
favorable settlement in 2007, Frontier’s switched access revenue for 2008 declined by $18.1 million, or 7% from 2007. Subsidy revenue for 2008,
excluding the additional subsidy revenue attributable to the CTE and GVN acquisitions in 2008 and 2007, decreased $20.6 million, or 16%, in
2008 to $104.1 million, as compared to 2007, primarily due to lower receipts under the Federal High Cost Loop Fund program resulting from
Frontier’s reduced cost structure and an increase in the program’s NACPL used by the FCC to allocate funds among all recipients. Subsidy revenue
in 2008 was also negatively impacted by $2.5 million in unfavorable adjustments resulting from audits of the Federal High Cost Fund program.

Access services revenue for 2007 increased $51.5 million, or 12%, to $479.5 million as compared to 2006. Excluding the additional access
services revenue attributable to the CTE and GVN acquisitions of $70.2 million
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in 2007, access services revenue for 2007 decreased $18.7 million, or 4%, as compared to 2006. Switched access revenue of $284.6 million
increased $21.2 million, or 8%, as compared to 2006, primarily due to the settlement in the first quarter of 2007 of a dispute with a carrier resulting
in a favorable impact on Frontier’s revenue in 2007 of $38.7 million (a one-time event), partially offset by the impact of a decline in minutes of
use related to access line losses. Subsidy revenue for 2007 of $124.7 million decreased $39.9 million, or 24%, as compared to 2006, primarily due
to lower receipts under the Federal High Cost Loop Fund program resulting from Frontier’s reduced cost structure and an increase in the program’s
NACPL. In addition, in 2007, revenue from USF surcharges was reduced due to the elimination of HSI units from the USF calculation. Frontier’s
expenses in 2007 related to USF contributions also was reduced due to the same factors that led to the surcharge reduction.
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Long Distance Services

Long distance services revenue for 2008 increased $2.0 million, or 1%, to $182.6 million as compared to 2007. Excluding the additional long
distance services revenue attributable to CTE and GVN acquisitions, long distance services revenue in 2008 decreased $3.8 million, or 2%, as
compared to 2007.

Long distance services revenue for 2007 increased $27.3 million, or 18%, to $180.5 million as compared to 2006. Excluding the additional
long distance services revenue attributable to the CTE and GVN acquisitions of $27.1 million in 2007, long distance services revenue for 2007
was relatively unchanged as compared to 2006, despite an increase of 13% in Frontier’s long distance minutes of use due to more customers
selecting Frontier’s unlimited minutes of use package.

Frontier’s long distance minutes of use increased during 2008 and 2007, as compared with the prior years and, as noted below in network
access expenses, has increased Frontier’s cost of services provided. At the same time, average revenue per minute of use has declined.

Directory Services

Directory services revenue for 2008 decreased $1.2 million, or 1%, to $113.3 million as compared to 2007. Excluding the additional directory
services revenue attributable to the CTE and GVN acquisitions in 2008 and 2007, directory services revenue for 2008 decreased $4.0 million, or
4%, as compared to 2007. Directory services revenue in 2008 reflected lower revenues from yellow pages advertising, mainly in Rochester, New
York.

Directory services revenue for 2007 increased $0.4 million to $114.6 million as compared to 2006. Excluding the additional directory
services revenue attributable to the CTE and GVN acquisitions of $1.3 million in 2007, directory services revenue for 2007 decreased $0.8 million,
or 1%, as compared to 2006, reflecting slightly lower revenues from yellow pages advertising, mainly in Rochester, New York.

Other

Other revenue for 2008 decreased $11.5 million, or 12%, to $82.4 million as compared to 2007. Other revenue was impacted by a decrease
in equipment sales of $7.0 million, a decrease in service activation fee revenue of $3.3 million and decreased “bill and collect” fee revenue of $3.2
million, partially offset by higher DISH video revenue of $3.3 million.

Other revenue for 2007 decreased $2.3 million, or 2%, to $93.9 million as compared to 2006. Excluding the additional other revenue
attributable to the CTE and GVN acquisitions of $13.9 million in 2007, other revenue for 2007 decreased $16.2 million, or 17%, as compared to
2006, primarily due to a $9.9 million increase in bad debt expense, the impact of a $3.4 million reduction in revenue for Frontier’s free video
promotions with a multi-year customer commitment in some of Frontier’s markets, a decrease in service activation billing of $2.5 million and a
decrease of $1.8 million in wireless revenue from the Mohave Cellular Limited Partnership.
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OTHER FINANCIAL AND OPERATING DATA
 

   

As of
December 31,

2008   % Change  

As of
December 31,

2007   % Change  

As of
December 31,

2006

Access lines:         

Residential   1,454,268  -8%  1,587,930  8%  1,476,802
Business   800,065  -5%  841,212  29%  649,772

           

Total access lines   2,254,333  -7%  2,429,142  14%  2,126,574
           

HSI subscribers   579,943  11%  522,845  33%  393,184
Video subscribers   119,919  28%  93,596  49%  62,851
 
   For the year ended December 31,

($ in thousands)   2008   $ Change   
%

Change  2007   
%

Change  2006

Revenue:        

Residential   $ 944,786   $(13,667)  -1%  $ 958,453    

Business    887,519    37,419   4%   850,100    
    

 
   

 
    

 
  

Total customer revenue    1,832,305    23,752   1%   1,808,553    
    

 
   

 
    

 
  

Regulatory (Access Services)    404,713    (74,749)  -16%   479,462    
    

 
   

 
    

 
  

Total revenue   $2,237,018   $(50,997)  -2%  $2,288,015    
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Switched access minutes of use (in millions)    10,027    -5%   10,592   4%   10,227
Average monthly total revenue per access line   $ 83.05    4%  $ 79.94   3%  $ 77.25
Average monthly customer revenue per access line   $ 68.65    6%  $ 65.00    
 
(1) For the years ended December 31, 2008 and 2007, the calculations exclude CTE and GVN data.
 

(2) For the year ended December 31, 2007, the calculation excludes CTE and GVN data and excludes the $38.7 million favorable one-time
impact from the first quarter 2007 settlement of a switched access dispute. The amount is $81.50 with the $38.7 million favorable one-time
impact from the settlement.

Expenses

OPERATING EXPENSES

NETWORK ACCESS EXPENSES
 
  2008   2007  2006

($ in thousands)  Amount  
$

Change   
%

Change  Amount  Acquisitions 

Frontier
(excluding
CTE and

GVN)  
$

Change  
%

Change  Amount

Network access  $222,013 $(6,229)  -3%  $228,242 $ 35,781 $192,461 $21,214 12%  $171,247

Network access

Consolidated network access expenses for 2008 decreased $6.2 million, or 3%, to $222.0 million as compared to 2007 primarily due to
decreasing rates resulting from more efficient circuit routing for Frontier’s long distance and data products. Excluding the additional network
access expenses attributable to the CTE and GVN acquisitions for 2008 and 2007, network access expenses decreased $15.1 million, or 8%, in
2008 as compared to 2007. Excluding the additional network access expenses attributable to the CTE and GVN acquisitions of $35.8 million in
2007, network access expenses for 2007 increased $21.2 million, or 12%, as compared to 2006, primarily due to increasing rates and usage related
to Frontier’s long distance product and its data backbone.
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In the fourth quarter of 2008, Frontier expensed $4.2 million of promotional costs for Master Card gift cards issued to new HSI customers
entering into a two-year price protection plan and to existing customers who purchased additional services under a two-year price protection plan.
In the first quarter of 2008, Frontier expensed $2.6 million for a flat screen television promotion. Additionally, in the fourth quarters of 2007 and
2006, Frontier expensed $11.4 million and $9.7 million, respectively, of promotional costs associated with fourth quarter HSI promotions that
subsidized the cost of a new personal computer or a new digital camera in 2007, and a new personal computer in 2006, provided to customers
entering into a multi-year commitment for certain bundled services.

OTHER OPERATING EXPENSES
 
  2008   2007   2006

($ in thousands)  Amount  $ Change  
%

Change  Amount  Acquisitions  

Frontier
(excluding
CTE and

GVN)  $ Change   
%

Change  Amount

Wage and benefit expenses  $383,887 $ 2,561   1%  $381,326 $ 28,907   $352,419 $ (6,408)  -2%  $358,827
Severance and early retirement costs   7,598  (6,276)  -45%   13,874  —      13,874  6,681   93%   7,193
Stock based compensation   7,788  (1,234)  -14%   9,022  —      9,022  (1,318)  -13%   10,340
All other operating expenses   411,475  7,196   2%   404,279  72,086    332,193  (24,590)  -7%   356,783

      
 

       
 

      
 

    

 $810,748 $ 2,247   0%  $808,501 $ 100,993   $707,508 $(25,635)  -3%  $733,143
      

 

       

 

      

 

    

 
(1) Includes $33.0 million of common corporate costs allocated to CTE operations during 2007.

Consolidated other operating expenses for 2008 increased $2.2 million, to $810.7 million as compared to 2007, primarily the result of
Frontier’s CTE and GVN acquisitions which was largely offset by synergies and cost reductions relating to the legacy Frontier operations.

Wage and benefit expenses

Wage and benefit expenses for 2008 increased $2.6 million, or 1%, to $383.9 million as compared to 2007. Wage and benefit expenses

(1) (2)

(1) (1)

(1)
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attributable to the CTE and GVN acquisitions increased $10.2 million, or 35%, in 2008 versus 2007, primarily due to the pension curtailment gain
of $14.4 million recognized in 2007, as discussed below. These additional costs were offset by a decrease of $7.6 million primarily due to
headcount reductions and associated decreases in compensation and benefit costs attributable to the integration of the back office, customer service
and administrative support functions of the CTE and GVN operations acquired in 2007.

Wage and benefit expenses for 2007 increased $22.5 million, or 6%, to $381.3 million as compared to 2006. Excluding the additional wage
and benefit expenses attributable to the CTE and GVN acquisitions of $28.9 million in 2007, wage and benefit expenses for 2007 decreased $6.4
million, or 2%, as compared to 2006, primarily due to headcount reductions and associated decreases in compensation and benefit costs.

Included in Frontier’s wage and benefit expenses are pension and other postretirement benefit expenses. The amounts for 2007 include the
costs for Frontier’s CTE plans acquired in 2007 and reflect the positive impact of a pension curtailment gain of $14.4 million, resulting from the
freeze placed on certain pension benefits of the former CTE non-union employees. No contribution was made to Frontier’s pension plan during
2008 and none is expected to be made in 2009. Also, effective December 31, 2007, the CTE Employees’ Pension Plan was merged into the
Frontier Pension Plan.
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As a result of negative investment returns and ongoing benefit payments, Frontier’s pension plan assets have declined from $822.2 million at
December 31, 2007 to $589.8 million at December 31, 2008, a decrease of $232.4 million, or 28%. This decrease represents a decline in asset
value of $162.9 million, or 20%, and benefits paid of $69.5 million, or 8%. The decline in pension plan assets did not impact Frontier’s results of
operations, liquidity or cash flows in 2008.

Severance and early retirement costs

Severance and early retirement costs for 2008 decreased $6.3 million, or 45%, as compared to 2007. Severance and early retirement costs of
$7.6 million in 2008 include charges recorded in the first half of 2008 of $3.4 million related to employee early retirements and terminations for 42
Rochester, New York employees. Additional severance costs of $4.0 million were recorded in the fourth quarter of 2008, including $1.7 million of
enhanced early retirement pension benefits related to 55 employees.

Severance and early retirement costs of $13.9 million in 2007 include a third quarter charge of approximately $12.1 million related to
initiatives to enhance customer service, streamline operations and reduce costs. Approximately 120 positions were eliminated as part of this 2007
initiative, most of which were filled by new employees at Frontier’s remaining call centers. In addition, approximately 50 field operations
employees agreed to participate in an early retirement program and another 30 employees from a variety of functions left Frontier in 2007.

Severance and early retirement costs for 2007 increased $6.7 million, or 93%, as compared to 2006, primarily due to the 2007 charge of
approximately $12.1 million related to initiatives to enhance customer service, streamline operations and reduce costs, as discussed above.

Stock based compensation

Stock based compensation for 2008 decreased $1.2 million, or 14%, as compared to 2007 due to reduced costs associated with stock units
and stock options.

Stock based compensation for 2007 decreased $1.3 million, or 13%, as compared to 2006 due to reduced costs associated with stock options,
since fewer stock option grants remained unvested as compared to 2006.

All other operating expenses

All other operating expenses for 2008 increased $7.2 million, or 2%, to $411.5 million as compared to 2007, primarily due to the additional
expenses attributable to the CTE and GVN acquisitions of $10.0 million in 2008 versus 2007, as 2008 includes a full year of expenses for CTE and
GVN while 2007 included approximately ten months of costs for CTE and two months of costs for GVN. Frontier’s purchase of CTE has enabled
Frontier to realize cost savings by leveraging its centralized back office, customer service and administrative support functions over a larger
customer base.

All other operating expenses for 2007 increased $47.5 million, or 13%, to $404.3 million as compared to 2006. Excluding the additional
expenses attributable to the CTE and GVN acquisitions of $72.1 million in 2007, all other operating expenses for 2007 decreased $24.6 million, or
7%, as compared to 2006, primarily due to the allocation of common corporate costs over a larger base of operations, which now includes CTE.
Additionally, Frontier’s USF contribution rate and public utility commission fees decreased from 2006, resulting in a reduction in costs of $13.1
million in 2007. An increase in consulting and other outside services of $11.7 million for 2007 offset some of the decrease in expenses noted
above.
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DEPRECIATION AND AMORTIZATION EXPENSE
 
  2008   2007   2006

($ in thousands)  Amount  $ Change  
%

Change  Amount  Acquisitions  

Frontier
(excluding
CTE and

GVN)  $ Change   
%

Change  Amount

Depreciation expense  $379,490 $ 5,055 1%  $374,435 $ 45,289   $329,146 $(20,961)  -6%  $350,107
Amortization expense   182,311  10,890 6%   171,421  45,042    126,379  —    0%   126,380

             
 

      
 

    

 $561,801 $15,945 3%  $545,856 $ 90,331   $455,525 $(20,962)  -4%  $476,487
             

 

      

 

    

 
(1) Represents amortization expense related to the customer base acquired in the CTE and GVN acquisitions, and the Commonwealth trade

name. Frontier’s assessment of the value of the customer base and trade name, and associated expected useful life, are based upon
management estimate and independent appraisal.

Depreciation and amortization expense for 2008 increased $15.9 million, or 3%, to $561.8 million as compared to 2007. Excluding the
depreciation and amortization expense for 2008 and 2007 attributable to the CTE and GVN acquisitions, depreciation and amortization expense for
2008 decreased $10.7 million, or 2%, as compared to 2007, primarily due to a declining net asset base for Frontier’s legacy properties, partially
offset by changes in the remaining useful lives of certain assets.

Consolidated depreciation and amortization expense for 2007 increased $69.4 million, or 15%, to $545.9 million as compared to 2006 as a
result of Frontier’s 2007 acquisitions of CTE and GVN. Excluding the impact of the CTE and GVN acquisitions, depreciation expense for 2007
decreased $21.0 million, or 6%, as compared to 2006 due to a declining net asset base partially offset by changes in the remaining useful lives of
certain assets.

INVESTMENT INCOME/OTHER INCOME (LOSS), NET / INTEREST EXPENSE /
INCOME TAX EXPENSE

 
  2008   2007   2006

($ in thousands)  Amount   $ Change   
%

Change  Amount   Acquisitions  

Frontier
(excluding
CTE and

GVN)   $ Change   
%

Change  Amount

Investment income  $ 16,118   $(21,523)  -57%  $ 37,641   $ 402   $ 37,239   $(46,510)  -56%  $ 83,749
Other income (loss), net   (5,170)   12,663   71%   (17,833)   4,978    (22,818)   (25,818)  -859%   3,007
Interest Expense   362,634    (18,062)  -5%   380,696    (260)   380,956    44,510   13%   336,446
Income tax expense   106,496    (21,518)  -17%   128,014    27,013    101,001    (35,478)  -26%   136,479
Income attributable to the

noncontrolling interest in a
partnership   1,614    (246)  -13%   1,860    —      1,860    (2,453)  -57%   4,313

Investment income

Investment income for 2008 decreased $21.5 million, or 57%, to $16.1 million as compared to 2007, primarily due to a decrease of $22.1
million in income from short-term investments of cash and cash equivalents due to a lower investable cash balance.
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Investment income for 2007 decreased $46.1 million, or 55%, to $37.6 million as compared to 2006. Excluding the investment income
attributable to the CTE and GVN acquisitions of $0.4 million, investment income for 2007 decreased $46.5 million, or 56%, as compared to 2006,
primarily due to the $64.6 million in proceeds received in 2006 from the Rural Telephone Bank, referred to as RTB, liquidation and dissolution,
partially offset by an increase of $10.8 million in income from short-term investments of cash.

Frontier borrowed $550.0 million in December 2006 in anticipation of the Commonwealth acquisition in 2007. Frontier’s average cash
balances were $177.5 million, $594.2 million and $429.5 million for 2008, 2007 and 2006, respectively.

(1) (1)
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Other income (loss), net

Other income (loss), net for 2008 improved $12.7 million, or 71%, to $(5.2) million as compared to 2007. Other income (loss), net improved
in 2008 primarily due to a reduction in the loss on retirement of debt of $11.9 million and the $4.1 million expense of a bridge loan fee recorded
during the first quarter of 2007.

Other income (loss), net for 2007 decreased $20.8 million to ($17.8) million as compared to 2006. Excluding the other income attributable to
the CTE and GVN acquisitions of $5.0 million, other income (loss), net for 2007 decreased $25.8 million to ($22.8) million as compared to 2006,
primarily due to the premium paid of $18.2 million on the early retirement of debt during 2007 and a bridge loan fee of $4.1 million.

Interest expense

Interest expense for 2008 decreased $18.1 million, or 5%, to $362.6 million as compared to 2007, primarily due to the amortization of the
deferred gain associated with the termination of Frontier’s interest rate swap agreements and retirement of related debt during the first quarter of
2008, along with slightly lower average debt levels and average interest rates. Frontier’s composite average borrowing rate as of December 31,
2008, as compared to 2007, was 40 basis points lower, decreasing from 7.94% to 7.54%.

Interest expense for 2007 increased $44.5 million, or 13%, to $381.0 million as compared to 2006, primarily due to $637.6 million of higher
average debt in 2007 resulting from financing the CTE acquisition. Frontier’s composite average borrowing rate as of December 31, 2007, as
compared with its composite average borrowing rate as of December 31, 2006 was 18 basis points lower, decreasing from 8.12% to 7.94%.

Frontier’s average debt outstanding was $4,753.0 million, $4,834.5 million and $4,196.9 million for 2008, 2007 and 2006, respectively.

Income tax expense

Income tax expense for 2008 decreased $21.5 million, or 17%, as compared to 2007, primarily due to lower taxable income and the reduction
in income tax expense of $7.5 million recorded in the second quarter of 2008 that resulted from the expiration of certain statute of limitations on
April 15, 2008, as discussed below.

The effective tax rate for 2008 was 36.6% as compared with 37.2% for 2007. Frontier’s effective tax rate decreased in 2008 mainly due to
the impact of the favorable tax reserve adjustment recorded in the second quarter of 2008. Frontier paid $78.9 million in cash taxes during 2008, an
increase of $24.5 million over 2007, reflecting the utilization of Frontier’s tax loss carryforwards in prior years.

As a result of the expiration of certain statute of limitations on April 15, 2008, the liabilities on Frontier’s books as of December 31, 2007
related to uncertain tax positions recorded under FASB Interpretation No. (FIN) 48 were reduced by $16.2 million in the second quarter of 2008.
This reduction lowered income tax expense by $7.5 million, goodwill by $3.0 million and deferred income tax assets by $5.7 million during the
second quarter of 2008.
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Excluding the income tax expense attributable to the CTE and GVN acquisitions of $27.0 million, income tax expense for 2007 decreased
$35.5 million, or 26%, as compared to 2006, primarily due to changes in taxable income. Frontier’s effective tax rate for 2007 was 37.2% as
compared with an effective tax rate of 34.6% for 2006. Frontier’s effective tax rate increased in 2007 mainly due to changes in permanent
difference items and tax contingencies.

DISCONTINUED OPERATIONS
 

   2006
($ in thousands)   Amount

Revenue   $ 100,612
Operating income   $ 27,882
Income taxes   $ 11,583
Net income   $ 18,912
Gain on disposal of ELI, net of tax   $ 71,635

On July 31, 2006, Frontier sold its CLEC business, ELI, for $255.3 million (including a later sale of associated real estate) in cash plus the
assumption of approximately $4.0 million in capital lease obligations. Frontier recognized a pre-tax gain on the sale of ELI of approximately
$116.7 million. Frontier’s after-tax gain on the sale was $71.6 million. Frontier’s cash liability for taxes as a result of the sale was approximately
$5.0 million due to the utilization of existing tax net operating losses on both the federal and state level.
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Liquidity and Capital Resources

For discussions of the terms of Frontier’s existing debt financing arrangements, see Note 8 in the notes to Frontier’s unaudited consolidated
financial statements and Note 11 in the notes to Frontier’s audited consolidated financial statements, in each case included elsewhere in this proxy
statement/prospectus, and “Financing of the Combined Company.”

Three and Six Months Ended June 30, 2009

As of June 30, 2009, Frontier had cash and cash equivalents aggregating $454.1 million, including a portion of the net proceeds from a
registered debt offering completed on April 9, 2009. Frontier’s primary source of funds continued to be cash generated from operations. For the six
months ended June 30, 2009, Frontier used cash flow from operations, incremental borrowing and cash on hand to fund all of its investing and
financing activities, including debt repayments.

Frontier believes its operating cash flows, existing cash balances, and revolving credit facility will be adequate to finance its working capital
requirements, fund capital expenditures, make required debt payments through 2009, pay taxes, pay dividends to its stockholders in accordance
with its dividend policy, pay its acquisition related costs and capital expenditures and support its short-term and long-term operating strategies.
However, a number of factors, including but not limited to, increased cash taxes, losses of access lines, increases in competition, lower subsidy and
access revenues and the impact of the current economic environment are expected to reduce its cash generated by operations. In addition, although
Frontier believes, based on information available to it, that the financial institutions syndicated under its revolving credit facility would be able to
fulfill their commitments to it, given the current economic environment and the recent severe contraction in the global financial markets, this could
change in the future. The current credit market turmoil and Frontier’s below-investment grade credit ratings may also make it more difficult and
expensive to refinance its maturing debt, although Frontier does not have any significant maturities until 2011. Frontier has approximately $1.9
million of debt maturing during the last six months of 2009 and approximately $7.2 million and $869.5 million of debt maturing in 2010 and 2011,
respectively.
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Cash Flow provided by Operating Activities

Cash provided by operating activities declined $8.5 million, or 3%, for the six months ended June 30, 2009 as compared with the prior year
period. Frontier’s operating income decreased during the first six months of 2009 as compared to the first six months of 2008, and was mostly
offset by Frontier’s reduced cash needs for working capital items during the first six months of 2009 as compared to the first six months of 2008.

Frontier has in recent years paid relatively low amounts of cash taxes. Frontier expects that in 2009 and beyond its cash taxes will increase
substantially, as its federal net operating loss carryforwards and alternative minimum tax credit carryforwards have been fully utilized. Frontier
paid $40.5 million in cash taxes during the first six months of 2009 and expects to pay approximately $90.0 million to $100.0 million for the full
year of 2009. Frontier’s 2009 cash tax estimate reflects the anticipated favorable impact of bonus depreciation that is part of the economic stimulus
package signed into law by President Obama.

Cash Flow used by Investing Activities

Capital Expenditures

For the six months ended June 30, 2009 and 2008, Frontier’s capital expenditures were $110.4 million and $123.7 million, respectively.
Frontier continues to closely scrutinize all of its capital projects, emphasizes return on investment and focuses its capital expenditures on areas and
services that have the greatest opportunities with respect to revenue growth and cost reduction. Frontier anticipates capital expenditures of
approximately $250.0 million to $270.0 million for 2009 related to its currently owned properties.

In connection with the transactions, Frontier has commenced activities to obtain the necessary regulatory approvals, plan and implement
systems and other initiatives necessary to effectuate the closing, which is expected to occur during the second quarter of 2010, and enable the
combined company to implement its “go to market” strategy at closing. As a result, Frontier expects to incur operating expenses and capital
expenditures of approximately $35.0 million and $25.0 million, respectively, in 2009 related to the transactions. Frontier incurred $10.8 million of
acquisition related costs in the second quarter of 2009.

Cash Flow used by and provided from Financing Activities

Debt Reduction

During the first six months of 2009, Frontier retired an aggregate principal amount of $313.6 million of debt, consisting of $313.1 million of
senior unsecured debt, as described in more detail below, and $0.5 million of rural utilities service loan contracts.
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For the six months ended June 30, 2008, Frontier retired an aggregate principal amount of $130.4 million of debt, consisting of $128.7
million principal amount of its 9.25% Senior Notes due 2011, $1.6 million of other senior unsecured debt and rural utilities service loan contracts,
and $0.1 million of 5% Company Obligated Mandatorily Redeemable Convertible Preferred Securities, referred to as EPPICS, that were converted
into Frontier common stock.

Frontier may from time to time repurchase its debt in the open market, through tender offers, exchanges of debt securities, by exercising
rights to call or in privately negotiated transactions. Frontier may also refinance existing debt or exchange existing debt for newly issued debt
obligations.

Issuance of Debt Securities

On April 9, 2009, Frontier completed a registered offering of $600.0 million aggregate principal amount of 8.25% senior unsecured notes due
2014. The issue price was 91.805% of the principal amount of the notes.
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Frontier received net proceeds of approximately $538.8 million from the offering after deducting underwriting discounts. During the second quarter
of 2009, Frontier used $308.0 million of the proceeds to repurchase $311.7 million principal amount of debt, consisting of $255.7 million of its
9.25% Senior Notes due May 15, 2011, $40.0 million of its 7.875% Senior Notes due January 15, 2027 and $16.0 million of its 7.125% Senior
Notes due March 15, 2019. As a result of these repurchases, a $3.7 million gain was recognized and included in investment and other income, net
in Frontier’s consolidated statements of operations for the three and six months ended June 30, 2009. Frontier intends to use the remaining net
proceeds from the offering to reduce, repurchase or refinance its indebtedness or the indebtedness of its subsidiaries or for general corporate
purposes.

On March 28, 2008, Frontier borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008.
The loan matures in 2013 and bears interest of 2.18% as of June 30, 2009. The interest rate is based on the prime rate or LIBOR, at Frontier’s
election, plus a margin which varies depending on Frontier’s debt leverage ratio. Frontier used the proceeds to repurchase, during the first quarter
of 2008, $128.7 million principal amount of its 9.25% Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of
these notes.

Credit Facilities

As of June 30, 2009, Frontier had an available line of credit with seven financial institutions in the aggregate amount of $250.0 million.
Associated facility fees vary, depending on Frontier’s debt leverage ratio, and were 0.225% per annum as of June 30, 2009. The expiration date for
this $250.0 million five year revolving credit agreement is May 18, 2012. During the term of the credit facility Frontier may borrow, repay and
reborrow funds, subject to customary borrowing conditions. The credit facility is available for general corporate purposes but may not be used to
fund dividend payments. Although Frontier believes, based on information available to it, that the financial institutions syndicated under its
revolving credit facility would be able to fulfill their commitments to it, given the current economic environment and the recent severe contraction
in the global financial markets, this could change in the future.

Covenants

The terms and conditions contained in Frontier’s indentures and credit facility agreements include the timely payment of principal and
interest when due, the maintenance of Frontier’s corporate existence, keeping proper books and records in accordance with U.S. GAAP,
restrictions on the allowance of liens on its assets, and restrictions on asset sales and transfers, mergers and other changes in corporate control.
Frontier currently has no restrictions on the payment of dividends either by contract, rule or regulation, other than those imposed by the General
Corporation Law of the State of Delaware, referred to as the DGCL. However, Frontier would be restricted under its credit facilities from declaring
dividends if an event of default has occurred and is continuing at the time or will result from the dividend declaration. Frontier is also restricted
from increasing the amount of its dividend by the terms of the merger agreement.

Frontier’s $200.0 million term loan facility with the RTFC, which matures in 2011, contains a maximum leverage ratio covenant. On May 6,
2009, Frontier and the RTFC amended the terms of the maximum leverage ratio covenant. Under the amended leverage ratio covenant, Frontier is
required to maintain a ratio of (i) total indebtedness minus cash and cash equivalents in excess of $50.0 million to (ii) consolidated adjusted
EBITDA (as defined in the agreement) over the last four quarters no greater than 4.50 to 1.

Frontier’s $250.0 million credit facility, and its $150.0 million and $135.0 million senior unsecured term loans, each contain a maximum
leverage ratio covenant. Under the leverage ratio covenant, Frontier is required to maintain a ratio of (i) total indebtedness minus cash and cash
equivalents in excess of $50.0 million to (ii) consolidated adjusted EBITDA (as defined in the agreements) over the last four quarters no greater
than 4.50 to 1. Although all of these facilities are unsecured, they will be equally and ratably secured by certain liens and equally and ratably
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guaranteed by certain of Frontier’s subsidiaries if it issues debt that is secured or guaranteed.
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Frontier’s credit facilities and certain indentures for its senior unsecured debt obligations limit its ability to create liens or merge or
consolidate with other companies and its subsidiaries’ ability to borrow funds, subject to important exceptions and qualifications.

As of June 30, 2009, Frontier was in compliance with all of its debt and credit facility covenants.

Proceeds from the Sale of Equity Securities

Frontier received proceeds from the issuance of Frontier common stock upon the exercise of options pursuant to its stock-based
compensation plans. For the six months ended June 30, 2009 and 2008, Frontier received approximately $0.7 million and $1.0 million,
respectively, upon the exercise of outstanding stock options.

Dividends

Frontier intends to pay regular quarterly dividends. Its ability to fund a regular quarterly dividend will be impacted by its ability to generate
cash from operations. The declarations and payment of future dividends will be at the discretion of the Frontier board, and will depend upon many
factors, including Frontier’s financial condition, results of operations, growth prospects, funding requirements, applicable law, restrictions in
agreements governing its indebtedness and other factors the Frontier board deems relevant. In connection with the transactions, Frontier announced
that after the closing of the transactions Frontier intends to reduce its annual cash dividend from $1.00 per share to $0.75 per share, subject to
applicable law and agreements governing the combined company’s indebtedness and within the discretion of the Frontier board, as discussed
above.

Off-Balance Sheet Arrangements

Frontier does not maintain any off-balance sheet arrangements, transactions, obligations or other relationships with unconsolidated entities
that would be expected to have a material current or future effect upon its financial statements.

Critical Accounting Policies and Estimates

Other than as set forth below, there have been no material changes to Frontier’s critical accounting policies and estimates in the six months
ended June 30, 2009. See “—Fiscal Year Ended December 31, 2008—Critical Accounting Policies and Estimates.”

Intangibles—Goodwill.  Frontier reorganized its management and operating structure during the first quarter of 2009 incorporating its
Rochester market with its existing New York State properties and the rest of the East Region. Frontier’s new structure is consistent with how its
Chief Operating Decision Makers (CEO, CFO, COO) now review its results on a daily, weekly and monthly basis. As a result of the change,
Frontier’s operating segments (reporting units) have decreased from 4 (at December 31, 2008) to 3 (at June 30, 2009). After making the change in
its operating segments, Frontier reviewed its goodwill impairment test by comparing the EBITDA multiples for each reporting unit to their
carrying values noting that no impairment indicator was present. Frontier also compared its market capitalization to its shareholders equity. Market
capitalization at June 30, 2009 of $2.2 billion ($7.14/share x 312,363,000 shares) exceeded shareholders equity of Frontier of $438.0 million by
$1.8 billion. Further, Frontier determined that no impairment was indicated at December 31, 2008 or June 30, 2009 for either the East or Rochester
reporting units and combining them would not alter the conclusion at either date. No potential impairment was indicated and no further analysis
was deemed necessary.

Fiscal Year Ended December 31, 2008

As of December 31, 2008, Frontier had cash and cash equivalents aggregating $163.6 million. Frontier’s primary source of funds continued
to be cash generated from operations. For the year ended December 31, 2008, Frontier used cash flow from operations, incremental borrowings
and cash on hand to fund all of its investing and financing activities, including debt repayments and stock repurchases.
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Cash Flow provided by and used in Operating Activities

Cash provided by operating activities declined $82.4 million, or 10%, for 2008 as compared to 2007. The decline resulted from a drop in
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operating income, as adjusted for non-cash items, lower investment income, a decrease in accounts payable and an increase in current income tax
expenditures. These declines were partially offset by a decrease in accounts receivable that positively impacted Frontier’s cash position as
compared to the prior year. Frontier paid $78.9 million in cash taxes during 2008.

Cash Flow used by and provided from Investing Activities

Acquisitions

On March 8, 2007, Frontier acquired Commonwealth in a cash-and-stock taxable transaction, for a total consideration of approximately $1.1
billion. Frontier paid $804.1 million in cash ($663.7 million net, after cash acquired) and issued Frontier common stock with a value of
approximately $249.8 million.

In connection with the acquisition of Commonwealth, Frontier assumed $35.0 million of debt under a revolving credit facility and $191.8
million face amount of Commonwealth convertible notes (fair value of $209.6 million). During March 2007, Frontier paid down the $35.0 million
credit facility. Frontier retired all of the Commonwealth notes as of December 31, 2008.

On October 31, 2007, Frontier acquired GVN for a total cash consideration of $62.0 million.

Rural Telephone Bank

Frontier received approximately $64.6 million in cash from the dissolution of the RTB in April 2006, which resulted in the recognition of a
pre-tax gain of approximately $61.4 million during the second quarter of 2006, as reflected in investment income in the consolidated statements of
operations for the year ended December 31, 2006. Frontier’s tax net operating losses were used to absorb the cash liability for taxes.

Sale of ELI

During 2006, Frontier sold ELI, its CLEC business (including its associated real estate), for $255.3 million in cash plus the assumption of
approximately $4.0 million in capital lease obligations.

Capital Expenditures

In 2008, Frontier’s capital expenditures were $288.3 million. Frontier’s 2008 capital spending was broken down into two major areas—
Network/Infrastructure support and Strategic Projects. Frontier spent approximately $224 million on Network/Infrastructure support consisting of
Network support and maintenance, network to new homes and business, company vehicle, routine information systems projects, and network
expansion projects. Strategic projects spending totaling approximately $64 million included expansion of Frontier’s National Data Backbone, HSI
market expansion and speed upgrades, strategic IT projects, wireless data projects, and enhancements of Frontier’s Internet operations.

Cash Flow used by and provided from Financing Activities

Debt Reduction and Debt Exchanges

In 2008, Frontier retired an aggregate principal amount of $144.7 million of debt, consisting of $128.7 million principal amount of Frontier’s
9.25% Senior Notes due 2011, $12.0 million of other senior unsecured debt and rural utilities service loan contracts, and $4.0 million of its
EPPICS.
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In 2007, Frontier retired an aggregate principal amount of $967.2 million of debt, including $3.3 million of EPPICS, and $17.8 million of
3.25% Commonwealth convertible notes that were converted into Frontier common stock. On April 26, 2007, Frontier redeemed $495.2 million
principal amount of its 7.625% Senior Notes due 2008 at a price of 103.041% plus accrued and unpaid interest. During the first quarter of 2007,
Frontier borrowed and repaid $200.0 million utilized to temporarily fund the acquisition of Commonwealth, and paid down the $35.0 million
Commonwealth credit facility. Through December 31, 2007, Frontier retired $183.3 million face amount of Commonwealth convertible notes for
which it paid $165.4 million in cash and $36.7 million in common stock. Frontier also paid down $44.6 million of industrial development revenue
bonds and $4.3 million of rural utilities service loan contracts.

In 2006, Frontier retired an aggregate principal amount of $251.0 million of debt, including $15.9 million of EPPICS that were converted into
Frontier common stock. During the first quarter of 2006, Frontier entered into two debt-for-debt exchanges of its debt securities. As a result, $47.5
million of Frontier’s 7.625% notes due 2008 were exchanged for approximately $47.4 million of Frontier’s 9.00% notes due 2031. During the
fourth quarter of 2006, Frontier entered into four debt-for-debt exchanges and exchanged $157.3 million of its 7.625% notes due 2008 for $149.9
million of its 9.00% notes due 2031. The 9.00% notes are callable on the same general terms and conditions as the 7.625% notes exchanged. No
cash was exchanged in these transactions. However, with respect to the first quarter debt exchanges, a non-cash pre-tax loss of approximately $2.4
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million was recognized in accordance with EITF No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments,” which is
included in other income (loss), net.

On June 1, 2006, Frontier retired at par its entire $175.0 million principal amount of 7.60% Debentures due June 1, 2006. On June 14, 2006,
Frontier repurchased $22.7 million of its 6.75% Senior Notes due August 17, 2006 at a price of 100.181% of par. On August 17, 2006, Frontier
retired at par the $29.1 million remaining balance of the 6.75% Senior Notes.

Issuance of Debt Securities

On March 28, 2008, Frontier borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008.
The loan matures in 2013 and bears interest based on the prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on its
debt leverage ratio. Frontier used the proceeds to repurchase, during the first quarter of 2008, $128.7 million principal amount of Frontier’s 9.25%
Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of these notes.

On March 23, 2007, Frontier issued in a private placement an aggregate $300.0 million principal amount of 6.625% Senior Notes due 2015
and $450.0 million principal amount of 7.125% Senior Notes due 2019. Proceeds from the sale were used to pay down $200.0 million principal
amount of indebtedness incurred on March 8, 2007 under a bridge loan facility in connection with the acquisition of Commonwealth and redeem,
on April 26, 2007, $495.2 million principal amount of Frontier’s 7.625% Senior Notes due 2008. In the second quarter of 2007, Frontier completed
an exchange offer (to publicly register the debt) for the $750.0 million in total of private placement notes described above, in addition to the
$400.0 million principal amount of 7.875% Senior Notes due 2027 issued in a private placement on December 22, 2006, for registered notes.

On December 22, 2006, Frontier issued in a private placement, $400.0 million principal amount of 7.875% Senior Notes due January 15,
2027. Proceeds from the sale were used to partially finance Frontier’s acquisition of Commonwealth. These notes were exchanged for registered
securities, as described above.

In December 2006, Frontier borrowed $150.0 million under a senior unsecured term loan agreement. The loan matures in 2012 and bears
interest based on an average prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on Frontier’s debt leverage ratio.
Frontier used the proceeds to partially finance its acquisition of Commonwealth.
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EPPICS

As of December 31, 2008, there was no EPPICS related debt outstanding to third parties. The following disclosure provides the history
regarding this issuance.

In 1996, Frontier’s consolidated wholly owned subsidiary, Citizens Utilities Trust, referred to as the Trust, issued, in an underwritten public
offering, 4,025,000 shares of EPPICS, representing preferred undivided interests in the assets of the Trust, with a liquidation preference of $50 per
security (for a total liquidation amount of $201.3 million). These securities had an adjusted conversion price of $11.46 per share of Frontier
common stock. The conversion price was reduced from $13.30 to $11.46 during the third quarter of 2004 as a result of the $2.00 per share of
common stock special, non-recurring dividend. The proceeds from the issuance of the Trust Convertible Preferred Securities and a Company
capital contribution were used to purchase $207.5 million aggregate liquidation amount of 5% Partnership Convertible Preferred Securities due
2036 from another wholly owned consolidated subsidiary, Citizens Utilities Capital L.P., referred to as the Partnership. The proceeds from the
issuance of the Partnership Convertible Preferred Securities and a Company capital contribution were used to purchase from Frontier $211.8
million aggregate principal amount of 5% Convertible Subordinated Debentures due 2036. The sole assets of the Trust were the Partnership
Convertible Preferred Securities, and Frontier’s Convertible Subordinated Debentures were substantially all the assets of the Partnership. Frontier’s
obligations under the agreements relating to the issuances of such securities, taken together, constituted a full and unconditional guarantee by
Frontier of the Trust’s obligations relating to the Trust Convertible Preferred Securities and the Partnership’s obligations relating to the Partnership
Convertible Preferred Securities.

In accordance with the terms of the issuances, Frontier paid the annual 5% interest in quarterly installments on the Convertible Subordinated
Debentures in 2008, 2007 and 2006. Cash was paid (net of investment returns) to the Partnership in payment of the interest on the Convertible
Subordinated Debentures. The cash was then distributed by the Partnership to the Trust and then by the Trust to the holders of the EPPICS.

As of December 31, 2008, EPPICS representing a total principal amount of $197.8 million have been converted into 15,969,645 shares of
Frontier common stock. There were no outstanding EPPICS as of December 31, 2008. As a result of the redemption of all outstanding EPPICS as
of December 31, 2008, the $10.5 million in debt with related parties was reclassified by Frontier against an offsetting investment.

Interest Rate Management
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On January 15, 2008, Frontier terminated all of its interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with its Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
January 2008. The related gain has been deferred on the consolidated balance sheet and is being amortized into interest expense over the term of
the associated debt. For 2008, Frontier recognized $5.0 million of deferred gain. Frontier recognized $3.2 million and $3.4 million of deferred gain
during the first six months of 2009 and 2008, respectively, and anticipates recognizing $1.4 million during the remainder of 2009.

The notional amounts of fixed-rate indebtedness hedged as of December 31, 2007 were $400.0 million. Such contracts required Frontier to
pay variable rates of interest (estimated average pay rates of approximately 8.54% as of December 31, 2007) and receive fixed rates of interest
(average receive rate of 8.50% as of December 31, 2007). All swaps were accounted for under Statement of Financial Accounting Standards
No. 133 (as amended) as fair value hedges. For 2007 and 2006, the interest expense resulting from these interest rate swaps totaled approximately
$2.4 million and $4.2 million, respectively.

Credit Facility

As of December 31, 2008, Frontier had available lines of credit with seven financial institutions in the aggregate amount of $250.0 million
and there were no outstanding standby letters of credit issued under the facility. Associated facility fees were 0.225% per annum as of
December 31, 2008.
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Proceeds from the Sale of Equity Securities

For the years ended December 31, 2008, 2007 and 2006, Frontier received approximately $1.4 million, $13.8 million and $27.2 million,
respectively, upon the exercise of outstanding stock options.

Share Repurchase Programs

In February 2008, the Frontier board authorized Frontier to repurchase up to $200.0 million of Frontier common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 4, 2008 and was completed on
October 3, 2008. During 2008, Frontier repurchased 17,778,300 shares of Frontier common stock at an aggregate cost of $200.0 million.

In February 2007, the Frontier board authorized Frontier to repurchase up to $250.0 million of its common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 19, 2007 and was completed on
October 15, 2007. During 2007, Frontier repurchased 17,279,600 shares of its common stock at an aggregate cost of $250.0 million.

In February 2006, the Frontier board authorized Frontier to repurchase up to $300.0 million of its common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 6, 2006. During 2006, Frontier
repurchased 10,199,900 shares of its common stock at an aggregate cost of approximately $135.2 million. No further purchases were made prior to
expiration of this authorization.

Future Commitments

A summary of Frontier’s future contractual obligations and commercial commitments as of December 31, 2008 is as follows:

Contractual Obligations:
 

       Payment due by period
($ in thousands)   Total   2009   2010   2011   2012-2013   Thereafter

Long-term debt obligations, excluding interest   $ 4,732,488  $ 3,857  $ 7,236  $ 1,125,143  $ 1,009,497  $ 2,586,755
Interest on long-term debt    4,507,391   357,600   360,361   315,801   494,675   2,978,954
Operating lease obligations    66,500   22,654   11,288   10,211   12,781   9,566
Purchase obligations    34,142   23,286   9,937   259   330   330
FIN No. 48 liability    48,711   1,493   22,086   12,347   12,780   5

                        

Total   $ 9,389,232  $ 408,890  $ 410,908  $ 1,463,761  $ 1,530,063  $ 5,575,610
                        

At December 31, 2008, Frontier had outstanding performance letters of credit totaling $21.9 million.

Divestitures

On August 24, 1999, the Frontier board approved a plan to divest its public utilities services businesses, which included gas, electric and
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water and wastewater businesses. Frontier has sold all of these properties. All of the agreements relating to the sales provide that Frontier will
indemnify the buyer against certain liabilities (typically liabilities relating to events that occurred prior to sale), including environmental liabilities,
for claims made by specified dates and that exceed threshold amounts specified in each agreement.

Discontinued Operations

On July 31, 2006, Frontier sold its CLEC business, ELI, for $255.3 million (including a later sale of associated real estate) in cash plus the
assumption of approximately $4.0 million in capital lease obligations.
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Frontier recognized a pre-tax gain on the sale of ELI of approximately $116.7 million. Frontier’s after-tax gain on the sale was $71.6 million.
Frontier’s cash liability for taxes as a result of the sale was approximately $5.0 million due to the utilization of existing tax net operating losses on
both the federal and state level.

Critical Accounting Policies and Estimates

Frontier reviews all significant estimates affecting its consolidated financial statements on a recurring basis and records the effect of any
necessary adjustment prior to their publication. Uncertainties with respect to such estimates and assumptions are inherent in the preparation of
financial statements; accordingly, it is possible that actual results could differ from those estimates and changes to estimates could occur in the near
term. The preparation of Frontier’s financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements, the disclosure of contingent assets and liabilities, and
the reported amounts of revenue and expenses during the reporting period. Estimates and judgments are used when accounting for allowance for
doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and amortization, pension and other postretirement benefits,
income taxes, contingencies and purchase price allocations, among others.

Frontier management has discussed the development and selection of these critical accounting estimates with the audit committee of the
Frontier board and the audit committee has reviewed the disclosures relating to such estimates.

Allowance for Doubtful Accounts

Frontier maintains an allowance for estimated bad debts based on its estimate of collectability of its accounts receivable through a review of
aging categories and specific customer accounts. In 2008 and 2007, Frontier had no “critical estimates” related to telecommunications bankruptcies.

Asset Impairment

In 2008 and 2007, Frontier had no “critical estimates” related to asset impairments.

Intangibles

Frontier’s indefinite lived intangibles consist of goodwill and trade name, which resulted from the purchase of ILEC properties. Frontier tests
for impairment of these assets annually, or more frequently, as circumstances warrant. All of Frontier’s ILEC properties share similar economic
characteristics and as a result, Frontier aggregates its four operating segments into one reportable segment. In determining fair value of goodwill
during 2008, Frontier compared the net book value of the reporting units to current trading multiples of ILEC properties as well as trading values of
its publicly traded common stock. Additionally, Frontier utilized a range of prices to gauge sensitivity. Frontier’s test determined that fair value
exceeded book value of goodwill for each of its reporting units.

Frontier evaluates goodwill at least annually at December 31, and more often if and when impairment indicators are present. Goodwill by
reporting unit (operating segment) at December 31, 2008 is as follows:
 

    Reporting Units
($ in thousands)   East   West   Central   Rochester

Goodwill   $501,743  $34,736  $ 1,406,200  $ 699,644

Frontier did not have any changes to its operating segments, reporting units, or changes in the allocation of goodwill by reporting unit during
the years ended December 31, 2007 and 2008. During the first quarter of 2007 Frontier acquired Commonwealth and included their operations and
any related goodwill in Frontier’s Central region.
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Each of the above noted reporting units is an operating segment. The first step in the goodwill impairment test compares the carrying value of
net assets of the reporting unit to its fair value. The result of this first step indicated that fair value of each reporting unit exceeded the carrying
value of such reporting units by a wide margin. As a result, the second step of the goodwill impairment test was not required.

Frontier estimates fair value in two ways: (1) market or transaction based and (2) equity based utilizing Frontier’s share price. Market values
for rural ILEC properties are typically quoted as a multiple of cash flow or EBITDA. Marketplace transactions and analyst reports support a range
of values around a multiple of 6 times annualized EBITDA. For the purpose of the goodwill impairment test Frontier defines EBITDA as operating
income plus depreciation and amortization. Frontier determined the fair value estimates using 6 times EBITDA but also used lower EBITDA
multiples to gauge the sensitivity of the estimate and its effect on the margin of excess of fair value over the carrying values of the reporting units.
Additionally, a second test was performed using Frontier’s public market equity value or market capitalization. Market capitalization (current
market stock price times total shares outstanding) is a public market indicator of equity value and is useful in corroborating the 6 times EBITDA
valuation because Frontier is singularly engaged in rural ILEC operating activities. Equity value at December 31, 2008 was determined using an
average stock price of $8 per share (the stock price on December 31, 2008 was $8.74) and when compared to the fair value using the EBITDA
multiple obtained above, exceeded such value. Frontier also used lower per share stock prices to gauge the sensitivity of the estimate and its effect
on the margin of excess fair value over the carrying value. Total market capitalization determined in this manner is then allocated to the reporting
units based upon each unit’s relative share of consolidated EBITDA. Frontier’s method of determining fair value has been consistently applied for
the three years ending December 31, 2008.

Depreciation and Amortization

The calculation of depreciation and amortization expense is based on the estimated economic useful lives of the underlying property, plant
and equipment and identifiable intangible assets. An independent study updating the estimated remaining useful lives of Frontier’s plant assets is
performed annually.

Pension and Other Postretirement Benefits

Frontier’s estimates of pension expense, other postretirement benefits including retiree medical benefits and related liabilities are “critical
accounting estimates.” Frontier sponsors noncontributory defined benefit pension plans covering a significant number of current and former
employees and other postretirement benefit plans that provide medical, dental, life insurance and other benefits for covered retired employees and
their beneficiaries and covered dependents. The pension plans for the majority of Frontier’s current employees are frozen. All of the employees
who are still accruing pension benefits are represented employees. The accounting results for pension and post retirement benefit costs and
obligations are dependent upon various actuarial assumptions applied in the determination of such amounts. These actuarial assumptions include
the following: discount rates, expected long-term rate of return on plan assets, future compensation increases, employee turnover, healthcare cost
trend rates, expected retirement age, optional form of benefit and mortality. Frontier reviews these assumptions for changes annually with its
independent actuaries. Frontier considers its discount rate and expected long-term rate of return on plan assets to be its most critical assumptions.

The discount rate is used to value, on a present basis, Frontier’s pension and postretirement benefit obligation as of the balance sheet date.
The same rate is also used in the interest cost component of the pension and postretirement benefit cost determination for the following year. The
measurement date used in the selection of Frontier’s discount rate is the balance sheet date. Frontier’s discount rate assumption is determined
annually with assistance from its actuaries based on the pattern of expected future benefit payments and the prevailing rates available on long-term,
high quality corporate bonds that approximate the benefit obligation. In making this determination Frontier considers, among other things, the
yields on the Citigroup Pension Discount Curve, the
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Citigroup Above-Median Pension Curve, the general movement of interest rates and the changes in those rates from one period to the next. This
rate can change from year-to-year based on market conditions that affect corporate bond yields. Frontier’s discount rate was 6.50% at year-end
2008 and 2007.

The expected long-term rate of return on plan assets is applied in determining the periodic pension and postretirement benefit cost as a
reduction in the computation of the expense. In developing the expected long-term rate of return assumption, Frontier considered published surveys
of expected market returns, 10 and 20 year actual returns of various major indices, and Frontier’s historical 5 year, 10 year and 20 year investment
returns. The expected long-term rate of return on plan assets is based on an asset allocation assumption of 35% to 55% in fixed income securities,
35% to 55% in equity securities and 5% to 15% in alternative investments. Frontier reviews its asset allocation at least annually and makes
changes when considered appropriate. Frontier’s asset return assumption is made at the beginning of its fiscal year. In 2008, Frontier did not
change its expected long-term rate of return from the 8.25% used in 2007. Frontier’s pension plan assets are valued at actual market value as of the
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measurement date.

No contribution was made to its pension plan during 2008.

Income Taxes

Frontier’s effective tax rates in 2006, 2007 and 2008 were approximately at the statutory rates.

Contingencies

At December 31, 2006, Frontier had a reserve of $8.0 million in connection with a potential environmental claim in Bangor, Maine. This
claim was settled with a payment of $7.625 million plus additional expenses during the third quarter of 2007.

Purchase Price Allocation – Commonwealth and GVN

The allocation of the approximate $1.1 billion paid to the “fair market value” of the assets and liabilities of Commonwealth is a critical
estimate. Frontier finalized its estimate of the fair values assigned to plant, customer list and goodwill, as more fully described in Notes 3 and 7 in
the notes to Frontier’s audited consolidated financial statements included elsewhere in this proxy statement/prospectus. Additionally, the estimated
expected life of a customer (used to amortize the customer list) is a critical estimate.

Verizon’s Separate Telephone Operations

Overview

Verizon’s wireline business provides communications services, including voice, broadband data and video services, network access,
nationwide long distance and other communications products and services. Verizon’s Separate Telephone Operations represent a portion of
Verizon’s wireline business but have not been operated as a distinct business separate from Verizon’s wireline business and do not constitute a
separate legal entity. Consequently, financial statements had not historically been prepared for Verizon’s Separate Telephone Operations. Verizon
has a highly diverse workforce of approximately 235,000 employees, including approximately 10,700 employed by Verizon’s Separate Telephone
Operations.

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon in the states
of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin,
including long distance services, Internet access and broadband video provided to designated customers in those states.
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Verizon’s Separate Telephone Operations are comprised of portions of Verizon California Inc. and Verizon South Inc., and the stock of
Contel of the South, Inc., Verizon Northwest, Verizon North, and Verizon West Virginia Inc. (after the transfer of certain operations, assets and
liabilities of Verizon North and Verizon Northwest); also included in Verizon’s Separate Telephone Operations are portions of Verizon Long
Distance LLC and Verizon Enterprise Solutions LLC and Verizon Online LLC. Verizon’s Separate Telephone Operations exclude all activities of
Verizon Business Global LLC and Cellco.

Verizon California Inc., Verizon Northwest, Verizon North, Verizon South Inc. and Contel of the South, Inc., are wholly owned subsidiaries
of GTE Corporation, which is a subsidiary of Verizon. Verizon West Virginia Inc. is a wholly owned subsidiary of Verizon. Verizon Long
Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC are indirect wholly owned subsidiaries of Verizon.

Verizon’s Separate Telephone Operations have one reportable segment, servicing territories consisting of local access and transport areas,
referred to as LATAs, in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West
Virginia and Wisconsin. These LATAs are generally centered on a city or based on some other identifiable common geography. Verizon’s
Separate Telephone Operations include regulated and unregulated carrier business in thirteen states, consisting principally of:
 

 •  local wireline customers and related operations and assets used to deliver:
 

  local exchange service,
 

  intraLATA toll service,
 

  network access service,
 

  enhanced voice and data services, and
 

  products at retail stores;
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 • consumer and small business switched long distance customers (excluding any customers of Verizon Business Global LLC);
 

 •  dial-up, high-speed Internet (or digital subscriber line) and fiber-to-the-premises Internet service provider customers; and
 

 •  broadband video in areas of Indiana, Oregon and Washington.

Many of the communications services Verizon’s Separate Telephone Operations provide are subject to regulation by the state regulatory
commissions of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia
and Wisconsin, with respect to intrastate rates and services and other matters. In Idaho, Verizon’s Separate Telephone Operations has made the
election under a statutory amendment into a deregulatory regime that phases out all price regulation. The FCC regulates rates that Verizon’s
Separate Telephone Operations charge long distance carriers and end-user subscribers for interstate access services and interstate traffic. All of the
broadband video services Verizon’s Separate Telephone Operations provides, including the payment of franchise fees, are subject to regulation by
state regulatory commissions or local governmental authorities.

The sections that follow provide information about the important aspects of Verizon’s Separate Telephone Operations and discuss their results
of operations, financial position and sources and uses of cash and investments. Also highlighted are key trends and uncertainties related to
Verizon’s Separate Telephone Operations to the extent practicable. In its operation of Verizon’s Separate Telephone Operations, Verizon
management also monitors several key economic indicators as well as the state of the United States economy in general in evaluating operating
results and assessing the potential impacts of these trends on Verizon’s businesses. While most key economic indicators, including gross domestic
product, affect Verizon’s operations
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to some degree, Verizon management historically has noted higher correlations to non-farm employment, personal consumption expenditures and
capital spending, as well as more general economic indicators such as inflationary or recessionary trends and housing starts.

Verizon’s Separate Telephone Operations’ results of operations, financial position and sources and uses of cash in the periods presented have
reflected, and prior to the merger are expected to continue to reflect, a focus on the following strategic imperatives:

Revenue Growth. To generate revenue growth, Verizon management, including in managing Verizon’s Separate Telephone Operations, is
devoting resources to higher growth markets such as broadband markets as well as continuing to develop and market innovative product bundles to
include local, long distance and broadband services for consumer and general business retail customers. Verizon management believes these efforts
will help counter the effects of competition and technology substitution that have resulted in access line losses.

Profitability Improvement. Verizon management, including in managing Verizon’s Separate Telephone Operations, continues to be sharply
focused on cost controls with the objective of driving efficiencies to offset access line losses.

Operational Efficiency. While focusing resources on revenue growth and market share gains, Verizon management, including in managing
Verizon’s Separate Telephone Operations, is continually challenging its team to lower expenses, particularly through technology-assisted
productivity improvements, including self-service initiatives. The effect of these and other efforts, such as real estate consolidation, call center
routing improvements, access to Verizon’s centralized shared services organization, information technology and marketing efforts, has led to
changes in Verizon’s cost structure, including in managing Verizon’s Separate Telephone Operations, as well as maintaining and improving
operating income margins.

Customer Service. Verizon management’s goal is to be the leading company in customer service in every market Verizon serves. Verizon
management, including in managing Verizon’s Separate Telephone Operations, views superior product offerings and customer service experiences
as a competitive differentiator and a catalyst to growing revenues and gaining market share. It is committed to providing high-quality customer
service and continually monitoring customer satisfaction.

Performance-Based Culture. Verizon management, including in managing Verizon’s Separate Telephone Operations, embraces a culture of
accountability, based on individual and team objectives that are performance-based and tied to Verizon’s strategic imperatives. Key objectives of
Verizon’s compensation programs are pay-for-performance and the alignment of executives’ and shareowners’ long-term interests. Verizon,
including Verizon’s Separate Telephone Operations, also employs a highly diverse workforce, since respect for diversity is an integral part of
Verizon’s culture and a critical element of its competitive success.

Verizon’s Separate Telephone Operations create value by investing the cash flows generated by their business in opportunities and
transactions that support their strategic imperatives, thereby increasing customer satisfaction and usage of Verizon’s Separate Telephone
Operations’ products and services. Verizon’s Separate Telephone Operations’ net cash provided by operating activities for the six months ended
June 30, 2009 of $639 million increased by $50 million from $589 million for the six months ended June 30, 2008, despite 566,000 access line
losses and lower operating revenues of $127 million over that same period.
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Basis of Presentation

Historically, financial statements have not been prepared for Verizon’s Separate Telephone Operations, as they were not operated as a distinct
business separate from Verizon’s wireline business and do not constitute a separate legal entity. The accompanying combined special-purpose
financial statements have been prepared to present the statements of selected assets, selected liabilities and parent funding, and statements of
income, parent
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funding and cash flows of Verizon’s Separate Telephone Operations in contemplation of a potential spin-off or business combination involving
Verizon’s Separate Telephone Operations. The accompanying combined special-purpose financial statements have been prepared in accordance
with U.S. GAAP using specific information where available and allocations where data is not maintained on a state-specific basis within Verizon’s
books and records. The allocations impacted substantially all of the income statement items other than operating revenues and balance sheet items
with the exception of plant, property and equipment, accumulated depreciation and materials and supplies, which were maintained at the state level.
Verizon management believes the allocations used to determine selected amounts in the financial statements are appropriate methods to reasonably
reflect the related assets, liabilities, revenues and expenses of Verizon’s Separate Telephone Operations. The financial statements of Verizon’s
Separate Telephone Operations reflect all adjustments that are necessary for a fair presentation of results of operations and financial condition for
the years and interim periods shown including normal recurring accruals and other items. The results for the interim periods are not necessarily
indicative of results for the full year.

The combined special-purpose financial statements include the wireline-related businesses, Internet access and long distance services
provided by Verizon’s Separate Telephone Operations to customers in the thirteen states in which it operates. All significant intercompany
transactions have been eliminated.

Results of Operations

Three and Six Months Ended June 30, 2009 Compared to the Three and Six Months Ended June 30, 2008
 
  Three Months Ended June 30,     Six Months Ended June 30,    
($ in millions)          2009                 2008         % Change  2009  2008  % Change 

Operating revenues  $ 1,031 $ 1,102 (6.4)  $ 2,074 $ 2,201 (5.8)
Operating expenses       

Cost of services and sales (exclusive of items shown
below)   349  354 (1.4)   677  731 (7.4)

Selling, general and administrative expense   362  252 43.7    598  489 22.3  
Depreciation and amortization expense   196  190 3.2    388  378 2.6  

              

Total operating expenses   907  796 13.9    1,663  1,598 4.1  
Operating income   124  306 (59.5)   411  603 (31.8)
Other income, net   —    2 (100.0)   —    5 (100.0)
Interest expense   23  45 (48.9)   48  92 (47.8)
Income tax provision   36  86 (58.1)   126  181 (30.4)

              

Net income  $ 65 $ 177 (63.3)  $ 237 $ 335 (29.3)
              

Operating data (in thousands)               

Switched access lines in service      4,492  5,058 (11.2)
Minutes of use (MOUs)      8,345,000  9,845,000 (15.2)
FiOS Internet subscribers      140  90 55.6  
FiOS TV subscribers      103  47 119.1  
High-Speed Internet subscribers      908  873 4.0  

Operating Revenues

Operating revenues during the three months ended June 30, 2009 declined $71 million, or 6.4%, and $127 million, or 5.8%, for the six
months ended June 30, 2009, compared to the similar periods in 2008. These decreases were principally related to 11.2% fewer switched access
lines in service as of June 30, 2009 compared
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to June 30, 2008, driven by competition and technology substitution, partially offset by revenue growth associated with FiOS Internet, FiOS TV
and high-speed Internet subscriber additions of 55.6%, 119.1% and 4.0%, respectively. Fewer access lines resulted in lower local exchange service
revenues and lower Universal Service Fund and end-user common line charge revenues. However, increases in Internet and video revenues
resulting principally from increased FiOS and high-speed Internet subscribers totaled $19 million and $39 million for the three and six months
ended June 30, 2009, respectively, compared to the similar periods in 2008.

Operating Expenses

Cost of services and sales. Cost of services and sales during the three months ended June 30, 2009 declined $5 million, or 1.4%, and $54
million, or 7.4%, for the six months ended June 30, 2009, compared to the similar periods in 2008. The decreases were primarily the result of a
decline in MOUs of 15.2% for the six months ended June 30, 2009 compared to the similar period in 2008, reduced repair and maintenance
expenses and lower Universal Service Fund charges, driven by 11.2% fewer access lines as of June 30, 2009 compared to June 30, 2008, as well as
productivity improvements. Partially offsetting this decrease in cost of services and sales were higher costs associated with FiOS Internet, FiOS TV
and high-speed Internet subscriber additions and a year-to-date adjustment for allocated real estate costs in the second quarter of 2009.

Selling, general and administrative expense. Selling, general and administrative expense during the three months ended June 30, 2009
increased $110 million, or 43.7%, and $109 million, or 22.3%, for the six months ended June 30, 2009, compared to the similar periods in 2008. In
the second quarter of 2009, pension settlement losses of $139 million were recorded related to employees that received lump-sum distributions
primarily resulting from previous separation plans in which prescribed payment thresholds have been reached. This increase, and higher
advertising, contractor and other costs associated with the growth of FiOS Internet, FiOS TV and the high-speed Internet business, in both the three
and six months ended June 30, 2009, compared to the similar periods in 2008, were partially offset by lower salary and benefits costs associated
with lower allocated headcount and cost reduction initiatives.

Depreciation and amortization. Depreciation and amortization expense during the three months ended June 30, 2009 increased $6 million, or
3.2%, and $10 million, or 2.6%, for the six months ended June 30, 2009, compared to the similar periods in 2008. These increases were primarily
driven by growth in depreciable telephone plant and equipment from additional capital spending and the impact of asset life changes effective
January 1, 2009, partially offset by lower rates of depreciation.

Other Results

Other income, net. Other income, net includes interest income and other non-operating income and expense items. Other income, net during
the three months ended June 30, 2009 decreased $2 million, or 100.0%, and $5 million, or 100.0%, for the six months ended June 30, 2009,
compared to the similar periods in 2008. These decreases were the result of lower income on short-term investments, driven by lower average
short-term investment balances during the three and six months ended June 30, 2009, compared to the similar periods in 2008.

Interest expense. Interest expense during the three months ended June 30, 2009 decreased $22 million, or 48.9%, and $44 million, or 47.8%,
for the six months ended June 30, 2009, compared to the similar periods in 2008. These decreases were primarily driven by lower average debt
balances during the three and six months ended June 30, 2009 compared to the similar periods in 2008. During the fourth quarter of 2008, $700
million of long-term debt with a weighted-average interest rate of 6.1% was repaid. In addition, the average interest rate on affiliate payables was
lower during the three and six months ended June 30, 2009 compared to the similar periods in 2008.

Income taxes. The effective income tax rate is the income tax provision stated as a percentage of income before the provision for income
taxes. The effective income tax rate for Verizon’s Separate Telephone Operations during the three and six months ended June 30, 2009 were 35.6%
and 34.7%, respectively, compared
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to 32.7% and 35.1% during the three and six months ended June 30, 2008, respectively. The increase in the three months ended June 30, 2009,
compared to the similar period in 2008, was primarily due to a tax benefit recorded in the second quarter of 2008 related to a settlement of
uncertain tax positions.

Year Ended December 31, 2008 Compared to the Year Ended December 31, 2007
 
   Year Ended December 31,     
($ in millions)   2008   2007   % Change 

Operating revenues   $ 4,352  $ 4,527  (3.9) 
Operating expenses       
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Cost of services and sales (exclusive of items shown below)    1,435   1,523  (5.8) 
Selling, general and administrative expense    1,114   1,049  6.2  
Depreciation and amortization expense    759   796  (4.6) 

          

Total operating expenses    3,308   3,368  (1.8) 
Operating income    1,044   1,159  (9.9) 
Other income, net    7   10  (30.0) 
Interest expense    186   203  (8.4) 
Income tax provision    313   363  (13.8) 

          

Net income   $ 552  $ 603  (8.5) 
          

Operating data (in thousands)       

Switched access lines in service    4,766   5,307  (10.2) 
Minutes of use (MOUs)    18,711,000   20,902,000  (10.5) 
FiOS Internet subscribers    110   71  54.9  
FiOS TV subscribers    69   26  165.4  
High-Speed Internet subscribers    887   848  4.6  

Operating Revenues

Operating revenues during 2008 of $4,352 million declined $175 million, or 3.9% compared to 2007. This decrease was principally related to
10.2% fewer switched access lines in service driven by competition and technology substitution, partially offset by revenue growth associated with
FiOS Internet, FiOS TV and high-speed Internet subscriber additions of 54.9%, 165.4% and 4.6%, respectively. Fewer access lines resulted in
lower local exchange service revenues and lower Universal Service Fund and end-user common line charge revenues. However, increases in
Internet and video revenues resulting principally from increased FiOS and high-speed Internet subscribers totaled $92 million.

Operating Expenses

Cost of services and sales. Cost of services and sales in 2008 of $1,435 million declined $88 million, or 5.8% compared to 2007. The
decrease was primarily the result of lower MOUs of 10.5%, reduced repair and maintenance expenses and lower Universal Service Fund charges,
driven by 10.2% fewer access lines, as well as productivity improvements. Partially offsetting this decrease in cost of services and sales were
higher costs associated with FiOS Internet, FiOS TV and high-speed Internet subscriber additions.

Selling, general and administrative expense. Selling, general and administrative expense in 2008 of $1,114 million increased $65 million, or
6.2% compared to 2007. Higher advertising, contractor and other costs associated with the growth of FiOS Internet, FiOS TV and the high-speed
Internet business and lower gains on asset sales in 2008 as well as pension settlement losses were partially offset by lower salary and benefits costs
associated with lower allocated headcount and cost reduction initiatives.
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Depreciation and amortization. Depreciation and amortization expense in 2008 of $759 million decreased $37 million, or 4.6% compared to
2007 primarily driven by lower rates of depreciation, partially offset by growth in depreciable telephone plant and equipment from additional
capital spending.

Other Results

Other income, net. Other income, net in 2008 of $7 million declined $3 million, or 30.0% compared to 2007 as a result of lower income on
short-term investments, driven by lower average short-term investment balances during 2008 compared to 2007.

Interest expense. Interest expense in 2008 of $186 million declined $17 million, or 8.4% compared to 2007. The decrease was primarily
driven by lower average debt balances during 2008 compared to 2007. During the fourth quarter of 2008, $700 million of long-term debt with a
weighted-average interest rate of 6.1% was repaid. In addition, the average interest rate on affiliate payables was lower during 2008 compared to
2007. These decreases were partially offset by higher average affiliate payables in 2008 compared to 2007.

Income taxes. The effective income tax rate for Verizon’s Separate Telephone Operations during 2008 was 36.2% compared to 37.6% during
2007. The decline in the effective income tax rate was primarily due to a tax benefit recorded in 2008 related to interest on uncertain tax positions.

Year Ended December 31, 2007 Compared to the Year Ended December 31, 2006
 
   Year Ended December 31,     
($ in millions)   2007   2006   % Change 
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Operating revenues   $ 4,527  $ 4,674  (3.1) 
Operating expenses       

Cost of services and sales (exclusive of items shown below)    1,523   1,540  (1.1) 
Selling, general and administrative expense    1,049   1,065  (1.5) 
Depreciation and amortization expense    796   907  (12.2) 

          

Total operating expenses    3,368   3,512  (4.1) 
Operating income    1,159   1,162  (0.3) 
Other income, net    10   54  (81.5) 
Interest expense    203   199  2.0  
Income tax provision    363   379  (4.2) 

          

Net income   $ 603  $ 638  (5.5) 
          

Operating data (in thousands)       

Switched access lines in service    5,307   5,767  (8.0) 
Minutes of use (MOUs)    20,902,000   23,496,000  (11.0) 
FiOS Internet subscribers    71   36  97.2  
FiOS TV subscribers    26   —    100.0  
High-speed Internet subscribers    848   742  14.3  

Operating Revenues

Operating revenues during 2007 of $4,527 million declined $147 million, or 3.1% compared to 2006. This decrease was principally related to
8.0% fewer switched access lines in service driven by competition and technology substitution, partially offset by revenue growth associated with
FiOS Internet, FiOS TV and high-speed Internet subscriber additions of 97.2%, 100.0% and 14.3%, respectively. Fewer access lines resulted in
lower local exchange service revenues and lower Universal Service Fund and end-user common line charge revenues. However, increases in
Internet and video revenues resulting principally from increased FiOS and high-speed Internet subscribers totaled $66 million.
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Operating Expenses

Cost of services and sales. Cost of services and sales in 2007 of $1,523 million declined $17 million, or 1.1% compared to 2006. The
decrease was primarily the result of lower MOUs of 11.0%, reduced repair and maintenance expenses and lower Universal Service Fund charges,
driven by 8.0% fewer access lines, as well as productivity improvements. Largely offsetting this decrease in cost of services and sales were higher
costs associated with FiOS Internet, FiOS TV and high-speed Internet subscriber additions.

Selling, general and administrative expense. Selling, general and administrative expense in 2007 of $1,049 million decreased $16 million, or
1.5% compared to 2006. Lower salary and benefits costs associated with lower allocated headcount and cost reduction initiatives and higher gains
on asset sales in 2007 were largely offset by higher advertising, contractor and other costs associated with the growth of FiOS Internet, FiOS TV
and the high-speed Internet business.

Depreciation and amortization. Depreciation and amortization expense in 2007 of $796 million decreased $111 million, or 12.2% compared
to 2006 primarily driven by lower rates of depreciation, including the impact of asset life changes effective January 1, 2007, partially offset by
growth in depreciable telephone plant and equipment from additional capital spending.

Other Results

Other income, net. Other income, net in 2007 of $10 million declined $44 million, or 81.5% compared to 2006 as a result of lower income on
short-term investments, driven by stock sales and gains on the early retirement of debt in 2006.

Interest expense. Interest expense in 2007 of $203 million increased $4 million, or 2.0% compared to 2006. The increase was primarily
driven by higher affiliated payable balances in 2007 compared to 2006, partially offset by lower average debt balances during 2007 compared to
2006. During 2006, $392 million of long-term debt with a weighted average interest rate of 7.8% was repaid.

Income taxes. The effective income tax rate for Verizon’s Separate Telephone Operations during 2007 was 37.6% compared to 37.3% during
2006.

Off-Balance Sheet Arrangements

Verizon’s Separate Telephone Operations do not have any off-balance sheet arrangements.
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Critical Accounting Policies

Verizon’s Separate Telephone Operations’ critical accounting policies are as follows:
 

 •  accounting for pension and other postretirement benefits;
 

 •  accounting for income taxes; and
 

 •  depreciation of plant, property and equipment.

Accounting for Pension and Other Postretirement Benefits. Most of Verizon’s Separate Telephone Operations’ employees participate in
Verizon’s defined benefit pension plans and other postretirement benefit plans. In the aggregate, pension plan obligations exceed the fair value of
pension plan assets, which will result in higher future pension plan expense. Other postretirement benefit plans have larger benefit obligations than
plan assets, resulting in expense. Significant pension and other postretirement benefit plan assumptions, including the discount rate used, the long-
term rate of return on plan assets, and medical cost trend rates are periodically updated and impact the amount of benefit plan income, expense,
assets and obligations.
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Accounting for Income Taxes. Verizon’s Separate Telephone Operations’ current and deferred income taxes, and any associated valuation
allowances, are impacted by events and transactions arising in the normal course of business as well as in connection with the adoption of new
accounting standards and non-recurring items. Assessment of the appropriate amount and classification of income taxes is dependent on several
factors, including estimates of the timing and realization of deferred income tax assets and the timing of income tax payments. Verizon’s Separate
Telephone Operations account for tax benefits taken or expected to be taken in Verizon’s tax returns in accordance with Financial Accounting
Standards Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes, which requires the use of a two-step approach for recognizing
and measuring tax benefits taken or expected to be taken in a tax return and disclosures regarding uncertainties in income tax positions. Actual
collections and payments may materially differ from these estimates as a result of changes in tax laws as well as unanticipated future transactions
impacting related income tax balances.

Depreciation of Plant, Property and Equipment. Verizon’s Separate Telephone Operations recognize depreciation on plant, property, and
equipment principally on the composite group remaining life method and straight-line composite rates, which provides for the recognition of the
cost of the remaining net investment in telephone plant, less anticipated net salvage value, over the remaining asset lives. Changes in the remaining
useful lives of assets as a result of technological change or other changes in circumstances, including competitive factors in the markets where
Verizon’s Separate Telephone Operations operate, can have a significant impact on asset balances and depreciation expense.

All of Verizon’s Separate Telephone Operations’ significant accounting policies are described in Note 1 to the combined special-purpose
financial statements of Verizon’s Separate Telephone Operations included elsewhere in this proxy statement/prospectus.

Transactions with Affiliates

Operating revenue reported by Verizon’s Separate Telephone Operations includes transactions with Verizon for the provision of local
telephone services, network access, billing and collection services, interconnection agreements and the rental of facilities and equipment. These
services were reimbursed by Verizon based on tariffed rates, market prices, negotiated contract terms that approximated market rates, or actual
costs incurred by Verizon’s Separate Telephone Operations.

Verizon was reimbursed by Verizon’s Separate Telephone Operations for specific goods and services it provided to, or arranged for,
Verizon’s Separate Telephone Operations based on tariffed rates, market prices or negotiated terms that approximated market rates. These goods
and services included items such as communications and data processing services, office space, professional fees and insurance coverage.

Verizon was also reimbursed by Verizon’s Separate Telephone Operations for Verizon’s Separate Telephone Operations’ share of costs
incurred by Verizon to provide services on a common basis to all of its subsidiaries. These costs included allocations for marketing, sales,
accounting, finance, materials management, procurement, labor relations, legal, security, treasury, human resources, and tax and audit services. The
allocations were based on actual costs incurred by Verizon and periodic studies that identified employees or groups of employees who were totally
or partially dedicated to performing activities that benefited Verizon’s Separate Telephone Operations. These allocations were also based on the
size of Verizon’s Separate Telephone Operations relative to other Verizon subsidiaries. Verizon management believes that these cost allocations are
reasonable for the services provided and also believes that these cost allocations are consistent with the nature and approximate amount of the costs
that Verizon’s Separate Telephone Operations would have incurred on a stand-alone basis.

Verizon’s Separate Telephone Operations also recognized an allocated portion of interest expense in connection with their contractual
agreements with Verizon for the provision of short-term financing and cash management services. Verizon issues commercial paper and obtains
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bank loans to fund its working capital requirements, including those of Verizon’s Separate Telephone Operations, and invests funds in temporary
investments.
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The affiliate operating revenue and expense amounts included only Verizon’s Separate Telephone Operations local exchange business and
related landline activities. Because operating expenses associated with Verizon’s Separate Telephone Operations’ long distance and Internet
operations were determined predominantly through allocations, separate identification of the affiliate transactions was not available.

Liquidity and Capital Resources

Verizon’s Separate Telephone Operations use net cash generated from operations to fund capital expenditures and repay external and affiliate
debt.

Cash Flows Provided By Operating Activities. Net cash provided by operating activities was $639 million and $589 million for the six
months ended June 30, 2009 and 2008, respectively, and $1,426 million, $1,181 million and $1,562 million for the years ended December 31,
2008, 2007 and 2006, respectively. Historically, Verizon’s Separate Telephone Operations’ principal source of funds was cash generated from
operations.

In the six months ended June 30, 2009, cash from operating activities increased $50 million compared to the similar period in 2008 primarily
as a result of favorable working capital requirements. The decrease in working capital requirements was driven by an increase in accounts payable
and accrued liabilities as a result of an increase in taxes payable.

In 2008, cash from operating activities increased $245 million compared to 2007 as a result of an increase in accrued employee retirement
benefits and a decrease in working capital requirements. The decrease in working capital requirements was driven by an increase in accounts
payable and accrued liabilities.

In 2007, the decrease in cash from operating activities of $381 million compared to 2006 was primarily driven by a decrease in earnings,
depreciation and amortization and accrued employee retirement benefits and an increase in working capital requirements. The increase in working
capital requirements was principally driven by the decrease in accounts payables and accrued liabilities.

Cash Flows Used In Investing Activities. Net cash used in investing activities was $253 million and $294 million for the six months ended
June 30, 2009 and 2008, respectively, and $578 million, $660 million and $705 million for years ended December 31, 2008, 2007 and 2006,
respectively. Capital expenditures were Verizon’s Separate Telephone Operations’ primary use of capital resources and facilitated the introduction
of new products and services, enhanced responsiveness to competitive challenges and increased the operating efficiency and productivity of
Verizon’s Separate Telephone Operations’ networks. Including capitalized software, Verizon’s Separate Telephone Operations invested $279
million and $364 million during the six months ended June 30, 2009 and 2008, respectively, and $730 million, $703 million and $702 million
during the years ended December 31, 2008, 2007 and 2006, respectively. The decrease in capital spending in the six months ended June 30, 2009
compared to the similar period in 2008 was primarily due to lower capital spending levels across Verizon’s wireline operations. The increase in
capital spending in 2008 was primarily due to increased spending in high growth areas, including FiOS Internet, FiOS TV and high-speed Internet.

Verizon’s Separate Telephone Operations’ short-term investments principally include cash equivalents held in trust accounts for payment of
employee benefits. In 2008, 2007 and 2006, Verizon’s Separate Telephone Operations invested $13 million, $160 million and $189 million,
respectively, in short-term investments, to pre-fund active employees’ health and welfare benefits. In 2008, Verizon’s Separate Telephone
Operations significantly decreased its annual trust funding. In the six months ended June 30, 2009 and 2008, Verizon’s Separate Telephone
Operations received proceeds from the sale of short-term investments by employee benefit trust accounts for the payments of employee benefits of
$26 million and $66 million, respectively. Proceeds from the sales of all short-term investments, principally for the payment of employee benefits,
were $161 million, $175 million and $174 million in 2008, 2007 and 2006, respectively.
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Cash Flows Used In Financing Activities. Net cash used in financing activities was $386 million and $295 million for the six months ended
June 30, 2009 and 2008, respectively, and $848 million, $521 million and $857 million for the years ended December 31, 2008, 2007 and 2006,
respectively. The funding sources of Verizon’s Separate Telephone Operations are included in parent funding in the combined statements of
selected assets, selected liabilities and parent funding of Verizon’s Separate Telephone Operations without regard to whether the funding represents
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intercompany debt or equity. Verizon’s Separate Telephone Operations participate in the centralized cash management services provided by
Verizon. Verizon issued commercial paper and obtained bank loans to fund the working capital requirements of Verizon subsidiaries, including the
companies that historically comprised Verizon’s Separate Telephone Operations, and invested funds in temporary investments on their behalf.

During the fourth quarter of 2008, Verizon North’s 5.65% debentures of $250 million, Verizon Northwest’s 5.55% debentures of $200 million
and Verizon North’s 6.9% debentures of $250 million matured and were repaid.

During the second quarter of 2006, $392 million of debt was repaid, including Verizon North’s 7.625% debentures of $200 million, Verizon
Northwest’s 7.875% debentures of $175 million and $17 million of other debt.

Summary of Contractual Obligations

The following table discloses aggregate information about Verizon’s Separate Telephone Operations’ contractual obligations as of
December 31, 2008 and the periods in which payments are due:
 
   Payment Due by Period

   Total   
Less Than

1 Year   
1-3

Years   
3-5

Years   
More Than

5 Years

Contractual obligations:           

Long-term debt, including current maturities   $ 622  $ —    $372  $—    $ 250
Interest on long-term debt    374   41   42   35   256
Operating leases    33   10   13   7   3

                    

Total contractual obligations   $1,029  $ 51  $427  $ 42  $ 509
                    

Note: Verizon management is not able to make a reliable estimate of when the balance of $47 million of unrecognized tax benefits and
related interest and penalties that exist at December 31, 2008 will be settled with the respective taxing authorities until issues or examinations are
further developed. Consequently, no amounts related to these tax benefits were included in the table above.

Distribution Date Indebtedness

Prior to the distribution date, all intercompany loans from Verizon to the Spinco business will be settled. It is anticipated that $200 million in
principal amount of 6.375% Debentures Series F, due February 15, 2010, originally issued by GTE North Incorporated, that was outstanding as of
June 30, 2009 will mature prior to the closing date of the merger. As a result, the parties anticipate that distribution date indebtedness will consist
of the debentures described below. However, if the $175 million in principal amount of 6.30% Debentures, Series C, due June 1, 2010 issued by
GTE Northwest Incorporated, referred to as the GTE Northwest debentures, mature prior to the closing date of the merger, the obligations under
the GTE Northwest debentures will not be included in the distribution date indebtedness.

$50,000,000 8.40% Debentures due 2029

In October 1989, The Chesapeake and Potomac Telephone Company of West Virginia, a subsidiary of Verizon renamed Verizon West
Virginia Inc. that will become a Spinco subsidiary, issued $50.0 million in
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aggregate principal amount of 8.40% Debentures due October 15, 2029, referred to as the West Virginia debentures, in a private placement. The
West Virginia debentures are the obligor’s senior, unsecured obligations that rank equally in right of payment with all of the obligor’s existing and
future senior indebtedness and rank senior in right of payment to all of the obligor’s existing and future subordinated indebtedness. None of these
debentures have been, or will be, guaranteed by Spinco or any of its subsidiaries.

GTE North Incorporated $200,000,000 6.73% Debentures, Series G, due 2028

In February 1998, GTE North Incorporated, a subsidiary of Verizon renamed Verizon North Inc. that will become a Spinco subsidiary, issued
$200,000,000 in aggregate principal amount of 6.73% Debentures, Series G, due February 15, 2028, referred to as the GTE North debentures, in a
transaction registered under the Securities Act. The GTE North debentures are the obligor’s senior, unsecured obligations that rank equally in right
of payment with all of the obligor’s existing and future senior indebtedness and rank senior in right of payment to all of the obligor’s existing and
future subordinated indebtedness. None of these debentures have been, or will be, guaranteed by Spinco or any of its subsidiaries.

GTE Northwest Incorporated $175,000,000 6.30% Debentures, Series C, due 2010

In June 1998, GTE Northwest Incorporated, a subsidiary of Verizon renamed GTE Northwest Inc. that will become a Spinco subsidiary,
issued $175,000,000 in aggregate principal amount of 6.30% Debentures, Series C, due June 1, 2010, referred to as the GTE Northwest debentures,
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in a transaction registered under the Securities Act. The GTE Northwest debentures are the obligor’s senior, unsecured obligations that rank
equally in right of payment with all of the obligor’s existing and future senior indebtedness and rank senior in right of payment to all of the
obligor’s existing and future subordinated indebtedness. None of these debentures have been, or will be, guaranteed by Spinco or any of its
subsidiaries.
 

154

Table of Contents

DESCRIPTION OF THE BUSINESS OF THE COMBINED COMPANY

General

After completion of the merger, the combined company is expected to be the nation’s largest communications services provider focused on
rural areas and small and medium-sized towns and cities, and the nation’s fifth largest incumbent local exchange carrier, with more than 7,000,000
access lines, 8,600,000 voice and broadband connections and 16,000 employees in 27 states on a pro forma basis as of December 31, 2008. The
combined company will offer voice, data and video services to customers in its expanded geographic footprint. Assuming the merger had occurred
on January 1, 2008, the combined company’s revenues on a pro forma basis would have been approximately $6.5 billion for the year ended
December 31, 2008, and approximately $3.1 billion for the six months ended June 30, 2009.

Competitive Strengths

Frontier believes that, following the merger, the combined company will be distinguished by the following competitive strengths:

Enhanced scale and scope. The increased scale and scope of the combined company will allow Frontier to leverage its common support
functions and systems (such as corporate administrative functions and information technology and network systems) to achieve both operating
expense and capital expenditure synergies. Frontier currently anticipates that, by 2013, the combined company’s annualized cost synergies will
reach approximately $500 million, which represents approximately 21% of the cash operating expenses of Verizon’s Separate Telephone
Operations in 2008.

Broader footprint and greater revenue opportunities. Although Frontier currently operates in 11 of the 14 states in which the Spinco
business operates, the existing incumbent local exchange footprints of the businesses do not overlap. In addition, the customers of the Spinco
business generally have a profile similar in characteristics such as age, income and property ownership to Frontier’s existing customers. The
combined company therefore will have a broader operating footprint that will provide greater revenue opportunities through the expansion of
Frontier’s existing operating strategies into the Spinco territory, as well as through greater broadband penetration and new product and services
offerings (such as bundled service packages) in the Spinco territory.

Strong financial profile with lower leverage.  The combined company would have had 2008 pro forma revenue of approximately $6.5
billion, compared to revenue of approximately $2.2 billion for Frontier on a stand-alone basis in the year ended December 31, 2008. Taking into
account the significant decrease in the combined company’s leverage and the combined company’s anticipated decrease in the annual dividend to
$0.75 per share of common stock, the combined company is expected to have a strengthened financial profile, with a more sustainable dividend
payout ratio and the ability to achieve an investment grade credit rating within a reasonable period of time following the merger.

Experienced management team with proven track record. The combined company will be managed by Frontier’s current senior
management team with a proven track record of successful business integration, as demonstrated by its integration of the former GTE properties
and former Rochester Telephone, Commonwealth and GVN businesses into Frontier, as well as its consolidation of five billing systems covering
1.7 million access lines into a single system over the past five years.

Strategy

Following the merger, Frontier expects that the key elements of the combined company’s strategy will be to:

Expand broadband footprint. The combined company will concentrate on broadband as a core component of its service offering and growth.
As of June 30, 2009, approximately 92% of Frontier’s current customer base had access to Frontier’s broadband or other high-speed data products,
whereas only 62.5% of the customers of
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the Spinco business had access to Verizon’s broadband or other high-speed data products. Frontier plans to focus its capital expenditures on the
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expansion of broadband availability in the Spinco markets and views this expansion as an opportunity to satisfy customer needs and expectations,
retain a greater number of customers and increase average revenue per customer.

Increase revenue per customer. The combined company will leverage the successful sales and marketing practices that Frontier currently
employs throughout its markets, including the sale of voice, data and video services as bundled packages and the use of promotions and incentives,
including gifts such as personal computers, digital cameras and gift cards, to drive market share. Frontier believes these marketing strategies will
present a significant opportunity to increase revenue per access line as well as strengthen customer relationships and improve customer retention.
The combined company will tailor its services to the needs of its residential and business customers in the markets it serves and continually
evaluate the introduction of new and complementary products and services. Frontier expects the combined company, over time, to increase
broadband availability to the current Spinco customer base and, through innovative packages and promotions, improve subscription rates for
broadband services in the Spinco territory. The combined company may also develop broadband video services in certain parts of the combined
company’s territories and incorporate these services into its offerings, while at the same time continue to offer satellite video products. Frontier
expects that, as the combined company strives to provide its customers with a diverse range of communications services, it will consider entering
into and enhancing partnerships for other services that Frontier or the Spinco business does not currently provide in its markets. In addition,
Frontier has implemented and will continue to implement several growth initiatives that will affect the combined company, including efforts to
increase Frontier’s marketing expenditures and launching new products and services with a focus on areas that are growing or demonstrate
meaningful demand, such as wireline and wireless HSI, satellite video products and the “Frontier Peace of Mind” computer technical support. The
combined company will also focus on providing a number of different service offerings, including unlimited long distance minutes, bundles of long
distance minutes, wireless data and Internet portal advertising.

Enhance customer loyalty through local engagement. The combined company will continue Frontier’s existing strategy of engaging the
markets at the local level to ensure that it has a customer-driven sales and service focus, including differentiating the service offerings and bundled
packages to customers in different markets to ensure that customers are satisfied based on their specific needs. Local markets of the combined
company will be operated by local managers with responsibility for the customer experience, as well as the financial results, in those markets. The
combined company will also continue the current community involvement practices of Frontier and the Spinco business to create a competitive
advantage through long-term customer loyalty. The combined company will be committed to providing best-in-class service throughout its
markets and, by doing so, expects to maximize retention of its customers and gain new customers.

Ensure integration of the Spinco business. Pursuant to the merger agreement and the other transaction agreements, Frontier expects the
Spinco business (other than with respect to West Virginia) will continue to operate with its existing single platform on an independent basis
immediately following the merger, and the Spinco business with respect to West Virginia will be integrated into Frontier’s existing systems
contemporaneously with the closing of the merger. The main integration effort required for the combined company to operate the Spinco business
immediately following the merger will therefore be completed prior to the closing of the merger, freeing up the resources of the combined company
to implement further consolidation strategies to achieve cost savings.

Increase operating efficiencies and realize cost savings. Frontier estimates that, by 2013, the combined company’s annualized cost savings
will reach approximately $500 million by leveraging the scalability of Frontier’s existing corporate administrative functions and information
technology and network systems to cover certain existing Spinco business functions (including certain functions formerly provided by Verizon, or
other third-party service providers, to the Spinco business). The realization of these annualized cost savings is expected to be achieved during the
first two and a half years after the closing of the merger as the Spinco business’s
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network and information technology systems and processes are fully integrated with those of Frontier. However, there can be no assurance that
these or any other cost savings will actually be realized. See “Risk Factors—Risks Relating to the Spin-Off and the Merger—The combined
company may not realize the growth opportunities and cost synergies that are anticipated from the merger.”

Growth through selective acquisitions. Following the closing of the merger, Frontier expects that the combined company will evaluate and
pursue select strategic acquisitions that would enhance revenues and cash flows, although for two years following the closing of the merger the
combined company may not enter into any agreement, understanding or arrangement with respect to any transaction involving the acquisition,
issuance, repurchase, or change of ownership of the combined company’s capital stock. See “The Transaction Agreements—Additional
Agreements Between Frontier, Verizon and their Affiliates—The Tax Sharing Agreement.” Frontier expects that the combined company will
continue to adhere to Frontier’s traditional selective criteria in its acquisition analysis.

Services

The combined company will offer a broad portfolio of high-quality communications services for residential and business customers in each
of the markets in which Frontier and the Spinco business currently operate. These include services traditionally associated with local telephone
companies, as well as other services such as long distance, Internet access and broadband-enabled services as well as video services. Based on its
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understanding of local customers’ needs, the combined company will offer bundled service packages designed to simplify customer purchasing
decisions as well as to provide pricing discounts. The combined company will also offer incentives and promotions such as gifts to influence
customers to purchase or retain certain services. Customer retention will also be enhanced by offering one-, two- and three- year price protection
plans where customers commit to a term in exchange for predictable pricing or other incentives and promotions. The combined company will be
staffed locally with skilled technicians and supervisory personnel, which will enable it to provide efficiently and reliably an array of
communications services to meet its customers’ needs. Local markets of the combined company will be operated by local managers with
responsibility for the customer experience, as well as the financial results, in those markets.

Generation of Revenue

The combined company will primarily generate revenue through the provision of basic local telephone wireline services to residential and
business customers in its service areas; network access to interexchange carriers for origination and termination of long distance voice and data
traffic; long distance services; data and Internet services; directory listing and advertising; sales of third-party and owned video services; and
wireless data services.

Local services. The combined company will provide basic telephone wireline services to residential and business customers in its service
areas. The combined company’s service areas will be largely residential and generally less densely populated than the primary service areas of the
largest incumbent local exchange carriers. The combined company will also provide enhanced services to its customers by offering a number of
calling features, including call forwarding, conference calling, caller identification, voicemail and call waiting. All of these local services will be
billed monthly in advance. The unearned portion of this revenue will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and recognized as revenue over the period that the services are provided. The combined company will also offer packages
of communications services. These packages permit customers to bundle their basic telephone line service with their choice of enhanced, long
distance, video and Internet services for a monthly fee or usage fee, depending on the plan. The combined company intends to seek to increase the
penetration of those enhanced and other services described above. Frontier believes that increased sales of such services will produce revenues with
higher operating margins due to the relatively low marginal operating costs necessary to offer such services. Frontier believes that its ability to
integrate these services with other services will provide the combined company with the opportunity to capture an increased percentage of its
customers’ communications expenditures.
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Data and Internet services. The combined company will offer data services, including Internet access (via high-speed or dial-up Internet
access), frame relay, Metro ethernet and ATM switching services. The combined company will offer other data transmission services to other
carriers and high-volume commercial customers with dedicated high-capacity circuits. Such services are generally offered on a contract basis and
the service is billed on a fixed monthly recurring charge basis. Data and Internet services are typically billed monthly in advance. The unearned
portion of these fees will be initially deferred as a component of other liabilities on the combined company’s balance sheet and recognized as
revenue over the period that the services are provided.

Access services. Switched access services allow other carriers to use the combined company’s facilities to originate and terminate their long
distance voice and data traffic. These services are generally offered on a month-to-month basis and the service is generally billed on a minutes-of-
use basis. Access charges are based on access rates filed with the FCC for interstate services and with the respective state regulatory agency for
intrastate services. In addition, subsidies received from state and the USF based on the high cost of providing telephone service to certain rural
areas will be a part of the combined company’s access services revenues. Revenue is recognized when services are provided to customers or when
products are delivered to customers. Monthly recurring access service fees will be billed in advance. The unearned portion of this revenue will be
initially deferred as a component of other liabilities on the combined company’s balance sheet and recognized as revenue over the period that the
services are provided.

Long distance services. The combined company will offer long distance services to customers in its territories. Frontier believes that many
customers prefer the convenience of obtaining their long distance service through their local telephone company and receiving a single bill. Long
distance network service to and from points outside of the combined company’s operating territories will be provided by interconnection with the
facilities of interexchange carriers. The combined company’s long distance services will be billed either on an unlimited or fixed number of
minutes basis in advance or on a per minute-of-use basis in arrears. The earned but unbilled portion of these fees will be recognized as revenue and
accrued in accounts receivable in the period that the services are provided.

Directory services. Directory services involves the provision of white and yellow page directories for residential and business listings. The
combined company will provide this service through third-party contractors. In most of the combined company’s markets that were Frontier’s
markets prior to the merger, the third-party contractors will be paid a percentage of revenues from the sale of advertising in these directories. In the
remaining markets that were Frontier’s markets prior to the merger, the combined company will receive a flat fee from the contractors. In the
Spinco territory, the directory services are expected to be provided through a third-party contractor, but the combined company will not receive any
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fees for listing or advertising. The combined company’s directory service will also include “Frontier Pages,” an Internet-based directory service
which generates advertising revenues.

Other services. Other services that Frontier expects the combined company to provide include:

Video services. The combined company will continue to offer a video product under an agency relationship with DISH Network in the areas
in which Frontier currently operates and will also seek to offer a satellite video product in the Spinco territory under an agency relationship. In each
case the combined company will bill the customer for the monthly services and remit those billings to the satellite video provider without
recognizing any revenue. The combined company will in turn receive from the satellite video provider and recognize as revenue activation fees,
other residual fees and nominal management, billing and collection fees. Additionally, the combined company will continue to offer broadband
video services that are similar to FiOS in the states of Indiana, Oregon and Washington.

Wireless services. The combined company will offer wireless data services in select markets. The combined company’s wireless data
services will utilize technologies that are relatively new, and the combined company will depend to some degree on the representations of
equipment vendors, lab testing and the experiences of
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others who have been successful at deploying these new technologies. Revenue will be recognized when services are provided to customers. Long-
term contracts will be billed in advance on an annual or semi-annual basis. End-user subscribers will be billed in advance on a monthly recurring
basis and colleges, universities and businesses will be billed on a monthly recurring basis for a fixed number of users. The unearned portion of this
revenue will be initially deferred as a component of other liabilities on the combined company’s balance sheet and later recognized as revenue over
the period that the services are provided. Hourly, daily and weekly casual end-users are billed by credit card at the time of use.

Service Areas

Following the merger, the combined company will serve approximately 24 homes per square mile. Based on the number of access lines
operated by Frontier and the Spinco business as of December 31, 2008, approximately 65% of the combined company’s access lines would have
been residential, 33% business and 2% wholesale.

The following table sets forth the combined number of access lines in the states in which Frontier and the Spinco business operated as of
December 31, 2008.
 

State   
Access Lines
of Frontier   

Access Lines
of the Spinco

Business   

Access Lines
of the

Combined
Company   

Percentage of Access
Lines of the

Combined Company  

West Virginia   143,982  617,036  761,018  10.8% 
Indiana   4,647  718,251  722,898  10.2  
New York   683,880  —    683,880  9.7  
Illinois   97,461  573,321  670,782  9.5  
Ohio   552  634,153  634,705  9.0  
Washington   —    578,506  578,506  8.2  
Michigan   19,102  507,462  526,564  7.5  
Pennsylvania   427,489  —    427,489  6.1  
Wisconsin   62,007  281,350  343,357  4.9  
Oregon   12,626  309,904  322,530  4.6  
North Carolina   —    263,479  263,479  3.7  
Minnesota   210,983  —    210,983  3.0  
California   143,871  24,205  168,076  2.4  
Arizona   145,241  6,297  151,538  2.2  
Idaho   20,035  113,002  133,037  1.9  
South Carolina   —    127,718  127,718  1.8  
Other States   282,457  35,989  318,446  4.5  

Total:   2,254,333  4,790,673  7,045,006  100.0  
 
(1) Includes Tennessee, Nevada, Iowa, Nebraska, Alabama, Utah, Georgia, New Mexico, Montana, Mississippi and Florida.

Sales and Marketing

(1)
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The combined company will focus on service to local communities, utilizing Frontier’s local leadership model in the execution of sales,
marketing and service initiatives. The combined company will also maintain Frontier’s traditional focus on individual customers. Frontier plans for
the combined company to invest in infrastructure improvements and enhancements each year, recognizing that the economic livelihood of the
communities it serves will affect opportunities to grow the business. The combined company will therefore have a vested interest in the economic
development of the communities it serves.

The combined company will seek to differentiate itself from its competitors by providing an attractive range of services and a superior level
of service to each of its customers, supported by local sales and service
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representatives, technicians and supervisory personnel. Local market operations of the combined company will be managed by local leadership
with responsibility for the customer experience, as well as the financial results, in those markets. The combined company will offer competitively
priced bundled services across voice, data and video products and other incentives and promotions (such as gifts) to further enhance its market
position.

As the combined company strives to provide its customers with a diverse range of communications services, it will also consider entering
into and enhancing partnerships for other services that it does not currently provide through its own network. Frontier has implemented and will
continue to implement several growth initiatives that will benefit the combined company, including the launch of new products and services with a
focus on areas that are growing or demonstrate meaningful demand. Some of those areas in which Frontier has already launched products and
services include unlimited long distance minutes, wireline and wireless HSI, satellite video products, “Frontier Peace of Mind” computer technical
support, Internet-based directory services and Internet portal advertising. The combined company will continue to focus on growing those products
and services and to offer new ones that would be attractive to its customers.

Network Architecture and Technology

The combined company’s local exchange carrier networks will consist of central office hosts and remote sites, primarily equipped with
digital switches. The outside plant will consist of transport and distribution delivery networks connecting the combined company’s host central
office with remote central offices and ultimately with its customers. The combined company will own fiber optic and copper cable, which have
been deployed in Frontier’s and the Spinco business’s networks and will be the primary transport technologies between the combined company’s
host and remote central offices and interconnection points with other incumbent carriers.

The combined company’s fiber optic and copper transport system will be capable of supporting increasing customer demand for high
bandwidth transport services. This system supports advanced services including ATM, Frame Relay, VoIP, Ethernet, and Internet Protocol
Transport, facilitating delivery of advanced services as demand warrants.

As of June 30, 2009, approximately 92% of Frontier’s customer base had access to Frontier’s broadband or other high-speed data products.
As of June 30, 2009, approximately 62.5% of the customer base of the Spinco business had access to Verizon’s broadband or other high-speed
data products.

Rapid and significant changes in technology are expected in the communications industry. The combined company’s success will depend, in
part, on its ability to anticipate and adapt to technological changes. Frontier believes that its network architecture will enable the combined
company to respond to these technological changes efficiently. In addition, Frontier expects the combined company to improve profitability by
reducing costs through the sharing of best practices across operations, centralization or standardization of functions and processes, and deployment
of technologies and systems that provide for greater efficiencies and profitability.

Competition

Competition in the communications industry is intense and increasing. Frontier expects that the combined company will experience
competition from many communications providers with a full array of products and services. Those providers include cable operators offering
VoIP products, wireless carriers, long distance providers, competitive local exchange carriers, Internet providers and other wireline carriers.
Frontier also believes that competition will continue to intensify in the remainder of 2009 and beyond and may result in reduced revenues for
Frontier and the Spinco business. Both Frontier’s business and the Spinco business
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experienced erosion in access lines and switched access minutes in 2008 and the first half of 2009 primarily as a result of competition and business
downsizing, as well as reductions in revenue.

The recent severe contraction in the global financial markets and ongoing recession may affect consumer behavior to reduce household
expenditures by not purchasing the combined company’s services and/or by discontinuing existing services of Frontier or the Spinco business.
These trends are likely to continue and may result in a challenging revenue environment. These factors could also result in increased delinquencies
and bankruptcies and, therefore, affect the combined company’s ability to collect money owed to it by residential and business customers.

The combined company will employ a number of strategies to combat the competitive pressures and changes to consumer behavior noted
above. Such strategies will focus in the following areas: customer retention, upgrading and up-selling services to the existing customer base of
Frontier and the Spinco business, new customer growth, win backs of former customers, new product deployment, and operating expense
reductions.

The combined company will aim to achieve its customer retention goals by bundling services around the local access line and providing
exemplary customer service. Bundled services include HSI, unlimited long distance calling, enhanced telephone features and video offerings. The
combined company will tailor these services to the needs of its residential and business customers in the markets it serves and continually evaluate
the introduction of new and complementary products and services, which can also be purchased separately. Customer retention will also be
enhanced by offering one-, two- and three-year price protection plans where customers commit to a term in exchange for predictable pricing or
promotional offers. Additionally, the combined company will focus on enhancing the customer experience and providing exceptional customer
service to differentiate itself from the competition. Frontier has previously expanded its customer service hours, shortened the scheduling windows
for in-home appointments and implemented call reminders and follow-up calls for service appointments. In addition, local markets of the combined
company will be operated by local managers with responsibility for the customer experience, as well as the financial results, in those markets.

The combined company will utilize targeted and innovative promotions to attract new customers, including those moving into the combined
company’s territory, win back former customers, upgrade and up-sell existing customers on a variety of service offerings including HSI, video, and
enhanced long distance and feature packages in order to maximize the average revenue per access line (wallet share) paid to the combined
company. Depending upon market and economic conditions, the combined company may offer such promotions to drive sales and may offer
additional promotions in the future.

Lastly, the combined company will focus on a number of different service offerings, including unlimited long distance minutes, bundles of
long distance minutes, wireless data, Internet portal advertising and the “Frontier Peace of Mind” product suite. This last category is a suite of
products aimed at managing the total communications and personal computing experience for customers. The “Frontier Peace of Mind” product
and services are designed to provide value and simplicity to meet customers’ ever-changing needs. The “Frontier Peace of Mind” product suite
includes services such as an in-home, full installation of the combined company’s high-speed product, two hour appointment windows for the
installation, hard drive back-up services, enhanced help desk PC support and inside wire maintenance. The combined company will offer a portion
of the “Frontier Peace of Mind” services, including hard drive back-up services and enhanced help desk PC support, both to its customers and to
other users inside and outside of the combined company’s service territories.

Although Frontier is optimistic about the opportunities provided by each of these initiatives, it can provide no assurance about their long term
profitability or impact on revenue.

Frontier believes that the combination of offering multiple products and services to customers pursuant to price protection programs, billing
customers on a single bill, providing superior customer service, and being active in local communities will increase customer loyalty for the
combined company, and will help generate new, and retain existing, customer revenue.
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Employees

Had the merger been completed on December 31, 2008, Frontier estimates that the combined company would have had approximately 16,000
employees, of whom an estimated 70% would have been represented by a labor union and whose employment therefore would have been subject to
a collective bargaining agreement. Frontier believes labor relations with its employees have historically been good.

Properties

Frontier currently owns or leases from third parties, and the Spinco business, immediately prior to the spin-off, will own or lease from third
parties, all of the properties material to their respective businesses. The headquarters of the combined company will be located in leased premises
at 3 High Ridge Park, Stamford, Connecticut, which currently serves as the headquarters of Frontier. Frontier believes that the combined
company’s properties will be suitable and adequate for the business conducted therein and will have sufficient capacity for their intended purposes.
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Intellectual Property

Frontier believes the combined company will have the trademarks, trade names and intellectual property licenses that are necessary for the
operation of its business as it currently is expected to be conducted after the merger.

Legal Proceedings

From time to time, Frontier and the Spinco business are involved, and the combined company may be involved, in litigation and regulatory
proceedings arising out of their respective operations. See “—Regulatory Environment,” Note 24 to the audited consolidated financial statements of
Frontier and Note 11 to the audited combined financial statements of Verizon’s Separate Telephone Operations, in each case included elsewhere in
this proxy statement/prospectus. Frontier believes that if the merger had occurred as of the date of this proxy statement/prospectus, the combined
company would not be a party to any legal proceedings, the adverse outcome of which, individually or in the aggregate, would have a material
adverse effect on the combined company’s financial position (although such adverse outcome could have a material adverse effect on the combined
company’s results of operations).

Regulatory Environment

The following summary does not describe all present and proposed federal, state and local legislation and regulations affecting the
communications industry. Some legislation and regulations are or could in the future be the subject of judicial proceedings, legislative hearings and
administrative proposals which could change the manner in which this industry operates. Neither the outcome of any of these developments, nor
their potential impact on the combined company, can be predicted at this time. Regulation can change rapidly in the communications industry, and
such changes may have an adverse effect on the combined company in the future. See “Risk Factors—Risks Relating to the Combined Company’s
Regulatory Environment—The combined company will be subject to significant regulations that could change in a manner adverse to the combined
company.”

The merger of Frontier and Spinco will affect the regulatory operations and risks of Frontier in several specific ways:
 

 
•  The closing of the merger is subject to certain state and federal regulatory approvals. Frontier and Verizon may be delayed in or unable

to obtain the necessary approvals, which could delay or prevent the consummation of the merger.
 

 
•  Most of Frontier and some parts of Spinco business have previously operated under different statutory classifications that can affect

their obligations to interconnect with competing carriers and, under
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current FCC rules, also affect the computation of USF funds. All of Frontier’s current incumbent local exchange carrier operations other
than Rochester Telephone are defined as “rural telephone companies” under Section 3(37) of the Communications Act, while at least
some of the current operations of the Spinco business are non-rural telephone companies. Irrespective of whether they are statutorily
classified as rural telephone companies, none of the current operations of the Spinco business have reduced obligations to interconnect
with competing carriers because of their status as rural telephone companies.

 

 

•  Prior to the transaction, Frontier served fewer than 2% of the wireline subscriber lines in aggregate nationwide, which permitted
Frontier to have reduced regulatory obligations. Following the transaction, the combined company will serve more than 2% of the
wireline subscriber lines in aggregate nationwide, which will mean that Frontier is no longer eligible for those reduced obligations.

The combined company’s regulated communications services will continue to be subject to extensive federal, state and local regulation. The
combined company will hold various regulatory authorizations for its current service offerings. At the federal level, the FCC generally exercises
jurisdiction over all facilities and services of communications common carriers, such as the combined company, to the extent those facilities are
used to provide, originate, or terminate interstate or international communications. State regulatory commissions generally exercise jurisdiction
over common carriers’ facilities and services to the extent those facilities are used to provide, originate or terminate intrastate communications. In
addition, pursuant to the Telecommunications Act of 1996, referred to as the Telecommunications Act, state and federal regulatory agencies share
responsibility for implementing and enforcing the domestic pro-competitive policies introduced by that legislation. In particular, state regulatory
agencies have substantial oversight over the provision by incumbent telephone companies of interconnection and non-discriminatory network
access to competitive communications providers. Local governments often regulate the public rights-of-way necessary to install and operate
networks, and may require communications services providers to obtain licenses or franchises regulating their use of public rights-of-way.
Additionally, municipalities and other local government agencies may regulate limited aspects of the combined company’s business, including its
use of public rights-of-way, and by requiring the combined company to obtain construction permits and abide by building codes.

Frontier believes that competition in the combined company’s telephone service areas will increase in the future as a result of the
Telecommunications Act and actions taken by the FCC and state regulatory authorities, and through increased deployment of various types of
technology, although the ultimate form and degree of competition cannot be predicted at this time. Competition may lead to loss of revenues and
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profitability as a result of loss of customers; reduced usage of the combined company’s network by its customers who may use alternative
providers for long distance, voice and data services; and reductions in prices for its services which may be necessary to meet competition.

Federal Regulation

The combined company must comply with the Communications Act, which requires, among other things, that communications carriers offer
communications services at just and reasonable rates and on terms and conditions that are not unreasonably discriminatory. The amendments to the
Communications Act contained in the Telecommunications Act dramatically changed, and are expected to continue to change, the landscape of the
communications industry. The stated aim of the Telecommunications Act was to open local communications marketplaces to competition while
enhancing universal service. Most significantly, the Telecommunications Act addresses the removal of barriers to market entry into local telephone
services, requires incumbent local exchange carriers to interconnect with competitors, establishes procedures pursuant to which incumbent local
exchange carriers may provide other services, such as the provision of long distance services by regional Bell operating companies, and imposes on
incumbent local exchange carriers duties to negotiate interconnection arrangements in good faith.
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Removal of Entry Barriers. Prior to the enactment of the Telecommunications Act, many states limited the services that could be offered by
a company competing with an incumbent local exchange carrier. The Telecommunications Act generally preempts state and local laws that prevent
competitive entry. Since the passage of the Telecommunications Act, Frontier and the Spinco business have experienced competition from a
number of providers, including cable and wireless service providers and competitive local exchange providers. Furthermore, cable operators and
other providers have been introducing VoIP local service offerings that increase their ability to compete with the combined company for customer
lines.

Access Charges. The FCC regulates the prices that incumbent local telephone companies charge for the use of their local telephone facilities
in originating or terminating interstate transmissions. The FCC has structured these prices, also referred to as “access charges,” as a combination of
flat monthly charges paid by the end-users and generally usage sensitive charges paid by long distance carriers. State regulatory commissions
regulate intrastate access charges. Some states mirror the FCC price structure. The amount of access charge revenue that the combined company
will receive is based on rates permitted by federal and state regulatory bodies, and those rates are subject to change.

The FCC oversees the levels of interstate access charges under two different regulatory regimes. In larger telephone company service areas,
interstate access charges are regulated under a form of price cap regulation. These price caps can be adjusted based on various formulae, such as
inflation and productivity, and otherwise through regulatory proceedings. The substantial majority of Frontier’s existing lines operate under price
cap regulation for interstate access charges, as do all the lines that Frontier is acquiring from Verizon. A small number of Frontier access lines
operate under average schedule regulation for interstate access charges, a variation of rate-of-return regulation. Frontier expects that as a result, a
substantial majority of the combined company’s local exchange carrier operations’ access charges will be determined pursuant to the federal price
cap mechanism.

The FCC has made, and is continuing to consider, various reforms to the existing rate structure for charges assessed on long distance carriers
for connection to local networks. Previously, the FCC has implemented access reform plans for both price cap and rate of return carriers.

The current framework for interstate access charges for price cap carriers was established in the Coalition for Affordable Local and Long
Distance Services, referred to as CALLS, plan, which the FCC adopted on May 31, 2000. The CALLS plan has three main components. First, it
established portable interstate access universal service support of $650 million for the industry that replaces implicit support previously embedded
in interstate access charges. Second, the plan simplified the common line charges into one subscriber line charge, and provided for de-averaging of
the subscribed line charge by zones and class of customer. Third, the plan adopted a transition mechanism to reach a target switched access rate of
$0.0055-$0.0095 per minute, depending on the company and, in some cases, its access line density. Some of Frontier’s existing companies had a
$0.0065 per minute target rate, while others had a $0.0095 per minute target rate. Once the target rate was reached, carriers were no longer required
to make further annual price cap reductions to their switched access prices. The FCC has also adopted rules for special access services offered by
price cap carriers that provide for pricing flexibility and ultimately the removal of services from price regulation when prescribed competitive
thresholds are met.

In November 2001, the FCC adopted an order, referred to as the MAG Plan Order, implementing a plan to reform the access charge system
for rate of return carrier serving areas. The MAG Plan Order was designed to be revenue neutral to rate of return operating companies. Among
other things, MAG Plan Order reduced access charges and shifted a portion of cost recovery, which historically has been based on minutes-of-use,
to flat-rate, monthly per-line charges on end-user customers rather than long distance carriers. As a result, the aggregate amount of access charges
paid by long distance carriers to access providers, such as the rate of return local exchange carriers that will be operated by the combined company,
has decreased and may continue to decrease. In adopting the MAG Plan Order, the FCC also determined that rate of return carriers, including
average schedule carriers, will continue to be permitted to set rates based on the authorized rate of return of 11.25%.
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Because the local exchange operating areas of Frontier and the Spinco business are subject to competition and as wireline long distance
traffic decreases, access charges paid to the combined company may decrease. Additionally, the access charges that the combined company will
receive may be reduced as a result of competition by other service providers such as wireless voice and data services and VoIP services. This could
have a material adverse effect on the financial condition and results of operations of the combined company.

In addition, the FCC has sought comment on broad policy changes that could harmonize the rate structure and levels of all forms of
intercarrier compensation, and could, as a result, substantially modify the current forms of carrier-to-carrier payments for interconnected traffic. In
November 2008, the FCC issued a further notice of proposed rulemaking containing several proposals to change and unify intercarrier
compensation mechanisms, including interstate and intrastate access charges, which would substantially reduce the level of such charges and also
alter the current system of federal universal service payments, including some proposals to utilize reverse auctions for such payments. Frontier
cannot predict what changes, if any, the FCC may eventually adopt and the effect that any of these changes may have on the combined company’s
business.

Local Exchange Carrier Services Regulation. Local exchange carrier services revenue is subject to regulation, including regulation by the
FCC and regulation by various state regulatory commissions under both traditional forms of regulation and newer alternative forms of regulation,
including incentive regulation. State lawmakers will likely continue to review the statutes governing the level and type of regulation for
communications services. Over the next few years, legislative and regulatory actions may provide opportunities to restructure rates and introduce
more flexible incentive regulation programs. Some states have already reduced the overall level of regulation. The election or assumption of
incentive regulation plans and the expected reduction in the overall level of regulation would allow the combined company to introduce new
services, bundling of services and pricing changes more expeditiously than in the past. At the same time, however, the implementation of new
programs may also lead to reductions in intrastate access charges.

The FCC generally must approve in advance most transfers of control and assignments of operating authorizations by FCC-regulated entities.
Frontier is currently in the process of obtaining approval from the FCC for the licenses and authorizations relevant to the local exchange service
areas to be acquired in the merger. In addition, if the combined company seeks in the future to acquire companies that hold FCC authorizations, in
most instances it will be required to seek approval from the FCC prior to completing those acquisitions. The FCC has the authority to condition,
modify, cancel, terminate or revoke operating authority for failure to comply with applicable federal laws or rules, regulations and policies of the
FCC. Fines or other penalties also may be imposed for such violations. The interstate common carrier services that will be provided by the
combined company will also be subject to nondiscrimination requirements and requirements that rates be just and reasonable.

The FCC has required that incumbent independent local exchange carriers that provide interstate long distance services originating from their
local exchange service territories must do so in accordance with “non-structural separation” rules. These rules require that the combined
company’s long distance affiliates (i) maintain separate books of account, (ii) not own transmission or switching facilities jointly with the local
exchange affiliate, and (iii) acquire any services from their affiliated local exchange telephone company at tariffed rates, terms and conditions.
Spinco and its future subsidiaries are no longer subject to these rules. The FCC has initiated a rulemaking proceeding to examine whether there is a
continuing need for these requirements for other incumbent local exchange carriers; however, Frontier cannot predict the outcome of that
proceeding.

Frontier is subject to a number of other statutory and regulatory obligations at the federal level. For example, the Communications Assistance
for Law Enforcement Act requires telecommunications carriers to modify equipment, facilities and services to allow for authorized electronic
surveillance based on either industry or FCC standards. Further, the FCC mandates rules that limit how carriers may use customer proprietary
network information for marketing purposes and specify what carriers must do to safeguard customer proprietary network information held by third
parties. Congress has enacted, and state legislatures are considering, legislation to
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criminalize the sale of call detail records and to further restrict the manner in which carriers make such information available. The FCC has
recently amended its rules to address these practices, and such rule changes could result in additional costs to Frontier, including administrative or
operational burdens on Frontier’s customer care, sales, marketing and information technology systems.

State Regulation

Most states have certification requirements that require providers of communications services to obtain authority from the state regulatory
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commission prior to offering common carrier services. Most of the local exchange companies that will be operated by the combined company will
operate as incumbent carriers in the states in which they operate and are certified in those states to provide local telephone services. State
regulatory commissions generally regulate the rates incumbent local exchange carriers charge for intrastate services, including rates for intrastate
access services paid by providers of intrastate long distance services. Although the FCC has preempted certain state regulations pursuant to the
Telecommunications Act, many states have retained authority to regulate rates for intrastate services and to impose requirements on carriers
necessary to preserve universal service, protect public safety and welfare, ensure quality of service and protect consumers. For instance, incumbent
local exchange carriers must file tariffs setting forth the terms, conditions and prices for their intrastate services, and those tariffs may be
challenged by third parties. From time to time, rate of return states conduct rate cases or “earnings” reviews. These reviews may result in the
disallowance of certain investments or expenses for ratemaking purposes.

Under the Telecommunications Act, state regulatory commissions have jurisdiction to arbitrate and review interconnection disputes and
agreements between incumbent local exchange carriers and competitive local exchange carriers, in accordance with rules set by the FCC. State
regulatory commissions may also formulate rules regarding fees imposed on providers of communications services within their respective states to
support state universal service programs. States often require prior approvals or notifications for certain acquisitions and transfers of assets,
customers, or ownership of regulated entities. Frontier is currently in the process of obtaining pre-closing approval from the Arizona, California,
Illinois, Nevada, Ohio, Oregon, South Carolina, Washington, and West Virginia commissions for Spinco’s local exchange service areas. Frontier
and Verizon currently expect that the transactions contemplated by the merger agreement will require approval of the state regulatory agencies of
the following states in their capacities as regulatory agencies of incumbent local exchange and intrastate toll carrier operations of Verizon or
Frontier: Arizona, California, Illinois, Nevada, Ohio, Oregon, South Carolina, Washington and West Virginia. State regulatory agencies in other
states, however, may require that Frontier, Verizon or both obtain approval or authorization for the transactions in those states as well. At the
request of third parties, certain state regulatory agencies are considering whether approval of the transactions is required. Also, the regulatory
agency in Pennsylvania must approve the transfer of Verizon’s incumbent local exchange operations in that state, which Verizon will retain, to a
newly created Verizon operating company. In most instances, the combined company will be required to seek state approval prior to completing
new acquisitions of rural local exchange carriers in the future. States generally retain the right to sanction a carrier or to revoke certifications if a
carrier materially violates relevant laws or regulations.

Local Government Authorizations

The combined company may be required to obtain from municipal authorities permits for street opening and construction or operating
franchises to install and expand facilities in certain communities. Some of these franchises may require the payment of franchise fees. Frontier has
historically obtained municipal franchises as required. In some areas, the combined company will not need to obtain permits or franchises because
the subcontractors or electric utilities with which the combined company will have contracts already possess the requisite authorizations to
construct or expand the combined company’s networks.

Promotion of Local Service Competition and Traditional Telephone Companies. As discussed above, the Telecommunications Act
provides, in general, for the removal of barriers to entry into the communications
 

166

Table of Contents

industry in order to promote competition for the provision of local service. As a result, competition in the combined company’s local exchange
service areas will continue to increase from providers of competitive local exchange carriers, wireless providers, cable companies, Internet service
providers, electric companies and other providers of network services. Many of these competitors have a significant market presence and brand
recognition, which could lead to more competition and a greater challenge to the combined company’s future revenue growth.

Pursuant to the Telecommunications Act, all local exchange carriers, including both incumbents and new competitive carriers, are required
to: (i) allow others to resell their services; (ii) ensure that customers can keep their telephone numbers when changing carriers; (iii) ensure that
competitors’ customers can use the same number of digits when dialing and receive nondiscriminatory access to telephone numbers, operator
service, directory assistance and directory listing; (iv) ensure access to telephone poles, ducts, conduits and rights of way; and (v) compensate
competitors for the competitors’ costs of completing calls to competitors’ customers. Competitors are required to compensate the incumbent
telephone company for the cost of providing these services.

The Telecommunications Act, with certain exceptions, also imposes the following additional duties on incumbent telephone companies by
requiring them to: (i) interconnect their facilities and equipment with any requesting telecommunications carrier at any technically feasible point on
the ILEC’s network; (ii) unbundle and provide nondiscriminatory access to network elements such as local loops, switches and transport facilities,
at nondiscriminatory rates and on nondiscriminatory terms and conditions; (iii) offer their retail services for resale at wholesale rates; (iv) provide
reasonable notice of changes in the information necessary for transmission and routing of services over the incumbent telephone company’s
facilities or in the information necessary for interoperability; and (v) provide, at rates, terms and conditions that are just, reasonable and
nondiscriminatory, for the physical co-location of equipment necessary for interconnection or access to unbundled network elements at the
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premises of the incumbent telephone company.

Pursuant to the Telecommunications Act, rural telephone companies, including the combined company’s rural local exchange carriers, were
initially automatically exempt from the additional incumbent telephone company requirements. The exemption remains effective until an
incumbent rural local telephone company receives a bona fide request for these additional interconnection services and the applicable state
authority determines that the request is not unduly economically burdensome, is technically feasible, and is consistent with the universal service
objectives set forth in the Telecommunications Act. The exemption has been terminated for Spinco and its future subsidiaries and for some
Frontier subsidiaries. If a state regulatory commission rescinds an exemption in whole or in part and does not allow the combined company
adequate compensation for the costs of providing the interconnection, the combined company’s costs could increase significantly; the combined
company could face new competitors in that state; and it could suffer a significant loss of customers and incur a material adverse effect on its
results of operations and financial condition. In addition, the combined company could incur additional administrative and regulatory expenses as a
result of the interconnection requirements.

Unbundling of Network Elements. On February 4, 2005, the FCC revised its rules defining the obligations of incumbent local exchange
carriers not covered by the rural exemption to provide competing carriers with access to unbundled network elements, referred to as UNEs. These
rules generally required incumbent local exchange carriers to provide UNEs to competing carriers that would be “impaired” without them. With
respect to broadband facilities, such as mass market fiber-to-the-premises loops and packet switching, as well as switching and the combination of
UNEs known as the “UNE Platform,” the FCC’s ruling generally removed unbundling obligations under Section 251 of the Telecommunications
Act. In addition, as to loops and transport, the FCC set specific criteria that, when met, would permit the incumbent local exchange carrier to cease
offering those UNEs at regulated rates.

Broadband. The FCC has adopted a series of orders that recognize the competitive nature of the broadband market, and impose lesser
regulatory requirements on broadband services and facilities than apply to
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narrowband. With respect to facilities, the FCC has determined that certain unbundling requirements that apply to narrowband facilities do not
apply to broadband facilities such as fiber-to-the-premises loops and packet switches. With respect to services, the FCC has concluded that
broadband Internet access services offered by telephone companies, cable companies, electric utilities, wireless providers and their affiliates qualify
as largely deregulated information services. The FCC has also concluded that telephone companies may offer the underlying broadband
transmission services that are used as an input to Internet access services through private carriage arrangements on negotiated commercial terms. In
addition, a Verizon petition asking the FCC to forbear from applying common carrier regulation to certain broadband services sold primarily to
larger business customers when those services are not used for Internet access was deemed granted by operation of law on March 19, 2006 when
the FCC did not deny the petition by the statutory deadline. Frontier received similar relief for these services.

Promotion of Universal Service. Current FCC rules provide different methodologies for the determination of universal service payments to
rural and non-rural telephone company areas. In general, the rules provide high-cost support to rural telephone company study areas where the
company’s actual costs exceed a preset nationwide benchmark level. High-cost support for non-rural telephone company areas, on the other hand,
is determined by a nationwide proxy cost model. The FCC’s current rules for support to high-cost areas served by non-rural local telephone
companies were previously remanded by U.S. Court of Appeals for the Tenth Circuit, which had found that the FCC had not adequately justified
these rules. The FCC has initiated a rulemaking proceeding in response to the court’s remand, but its rules remain in effect pending the results of
the rulemaking. The Federal-State Joint Board on Universal Service is also considering proposals to update the proxy model upon which non-rural
high-cost funding is determined. The CALLS plan for intercarrier compensation reform also created a new explicit support mechanism to replace
implicit support that was previously recovered in interstate access charges for carriers subject to price-cap regulation. Most of the combined
company’s price-cap regulated study areas will receive this interstate access support.

The payments received by the combined company’s rural local exchange carriers from the rural and high cost portions of the USF are
intended to support the high cost of its operations in rural markets. Various parts of the federal rural and the high cost USF are subject to caps that
can reduce the amount of support provided from year to year. For example, payments from the USF will fluctuate based upon the combined
company’s average cost per loop in a study area compared with the national average cost per loop. For areas classified as rural telephone
companies, if the national average cost per loop increases and the combined company’s operating costs and average cost per loop increase at a
lower rate, remain constant or decrease, the payments the combined company will receive from the USF will decline. Conversely, if the national
average cost per loop decreases and the combined company’s operating costs and average cost per loop decrease at a lower rate, remain constant or
increase, the payments the combined company will receive from the USF will increase. Over the past year, the national average cost per loop in
relation to the average cost per loop for the majority of Frontier study areas has increased, and Frontier believes the national average cost per loop
will likely continue to increase in relation to the combined company’s average cost per loop. As a result, the payments from the rural portions of
the USF that the combined company will receive with respect to the operations of the current Frontier business will likely decline. In addition,
subsidy revenue received under the federal interstate access support fund may also decline, as that fund is also subject to a national cap and the
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formula used to allocate funds among recipients may cause the combined company’s support to decline, as occurred for the Frontier business and
the Spinco business in 2008. Furthermore, the consideration of changes in the federal rules governing both the collection and distribution of the
USF is pending before the FCC. If the combined company’s rural local exchange carriers were unable to receive USF payments, or if those
payments were reduced, many of the combined company’s rural local exchange carriers may operate less profitably as they have historically under
Frontier in the absence of the combined company’s implementation of increases in charges for other services. Moreover, if the combined company
raises prices for services to offset loss of USF payments, the increased pricing of the combined company’s services may disadvantage it
competitively in the marketplace, resulting in additional potential revenue loss.
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Universal service rules have been adopted by both the FCC and some state regulatory commissions. USF disbursements may be distributed
only to carriers that are designated as eligible telecommunications carriers by a state regulatory commission. All of the rural local exchange carriers
that will be operated by the combined company have been designated as eligible telecommunications carriers pursuant to the Telecommunications
Act. However, under the Telecommunications Act, competitors could obtain the same support payments as will the combined company if a state
regulatory commission determined that granting support payments to competitors would be in the public interest, although the Commission placed
a temporary cap on high-cost support paid to CETCs in May 2008. The Federal-State Joint Board on Universal Service and the FCC are currently
considering revisions to the distribution mechanisms for universal service funds.

In May 2007, the FCC requested comment on the possible use of reverse auctions to determine recipients of high-cost universal service
reform, as well as on other rule changes that could reduce support in the future, or provide for new support, such as for broadband services. The
FCC issued a Further Notice of Proposed Rulemaking on November 5, 2008, with a range of different proposals. Some of these proposals would
likely substantially reduce the universal service support Frontier would receive, if ultimately adopted without change. Frontier cannot predict what
course the FCC will take on universal service distribution reform, but it is possible that the remedy selected by the FCC could materially affect the
amount of universal service funding the combined company will receive. It is possible that the Joint Board will recommend and the FCC will adopt
additional mechanisms to reduce the amount of high-cost universal service support disbursed in rural areas to incumbent local exchange carriers, as
it recently did with respect to CETCs.

Universal service funding is currently collected through a surcharge on interstate and international end-user revenues. Declining long distance
revenues, the popularity of service bundles that include local and long distance services, and the growth in the size of the fund, due primarily to
increased funding to CETCs, are all causing the FCC to consider alternative and more sustainable means for collecting this funding. One
alternative under active consideration would be to impose surcharges on telephone numbers or network connections. As an interim step, in June
2006, the FCC ordered that providers of certain VoIP services are subject to federal universal service obligations. The FCC also increased the
percentage of revenues subject to federal universal service obligations that wireless providers may use as a safe harbor. The FCC is considering
revisions to the contribution methodology for funding universal service. Any further change in the current assessment mechanism could result in a
change in the contribution that local telephone companies, wireless carriers or others must make and that would be collected from customers.

Frontier cannot predict whether the FCC or Congress will require modification to any of the universal service rules, or the ultimate impact
that any such modification might have on the combined company.

Current and Potential Internet Regulatory Obligations

In connection with the combined company’s Internet access offerings, the combined company could become subject to laws and regulations
as they are adopted or applied to the Internet. There is currently only limited regulation applicable to the Internet. As the significance of the Internet
expands, federal, state and local governments may adopt rules and regulations, or apply existing laws and regulations to the Internet, and related
matters are under consideration in both federal and state legislative and regulatory bodies. Frontier cannot predict whether the outcome of pending
or future proceedings will prove beneficial or detrimental to the combined company’s competitive position.

The FCC adopted orders which put wireline broadband Internet access service, commonly delivered by DSL technology, as well as mobile
wireless based broadband Internet access service, on an equal regulatory footing with cable modem service. This approach is consistent with a
United States Supreme Court decision upholding the FCC’s light regulatory treatment of cable modem service. Specifically, the FCC has
determined that wireline and wireless broadband Internet access services are information services functionally integrated with a
telecommunications component. In the past, the FCC required facilities-based providers to offer wireline
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broadband transmission components separately from their Internet service as a stand-alone service on a common-carrier basis, and thus classified
that component as a telecommunications service. The FCC order also provides an option which allows rate of return carriers the option to continue
providing DSL service as a common-carrier offering. In a separate decision, the FCC preempted some state regulation of VoIP; the United States
Court of Appeals for the Eighth Circuit recently upheld that decision.

The FCC has imposed particular regulatory obligations on broadband services. It has concluded that VoIP and facilities-based broadband
Internet access providers must comply with the Communications Assistance for Law Enforcement Act, a decision that the United States Court of
Appeals for the District of Columbia Circuit has upheld. The FCC has also required these entities to provide enhanced 911 emergency calling
capabilities. Recently there have also been discussions among policymakers concerning “net neutrality” or the potential requirement for non-
discriminatory treatment of traffic over broadband networks. The FCC has sought comment on industry practices in connection with this issue.
However, Frontier cannot predict what, if any, impact this may have on the combined company’s business.

Video Programming. The combined company will provide video programming in Oregon, Washington, and Indiana, pursuant to franchises,
permits, and similar authorizations issued by local franchising authorities. Each local franchising authority in Oregon and Washington often must
approve a transfer to another party. Most franchises are subject to termination proceedings in the event of a material breach. In addition, most
franchises require payment of a franchise fee to the granting authority.

Many franchises establish comprehensive facilities and service requirements, as well as specific customer service standards and monetary
penalties for non-compliance. In many cases, franchises are terminable if the franchisee fails to comply with significant provisions set forth in the
franchise agreement governing system operations. Franchises are generally granted for fixed terms of at least ten years and must be periodically
renewed. Local franchising authorities may resist granting a renewal if either past performance or the prospective operating proposal is considered
inadequate.

Frontier and Verizon have applied to 41 local franchising authorities in Oregon and Washington for consent and approval to transfer control
of Verizon’s franchises to provide video services in those states to Frontier. Ten authorities have already granted approval to transfer control of
Verizon’s franchise to Frontier. In addition, prior to closing, Verizon will provide notice to Indiana of the transfer of control of its statewide
franchise to Frontier.

Federal, state and local governments extensively regulate the video services industry. The combined company’s video programming
operations will be subject to, among other things, subscriber privacy regulations; requirements that it carry a local broadcast station or obtain
consent to carry a local or distant broadcast station; rules for franchise renewals and transfers; the manner in which program packages are marketed
to subscribers; and program access requirements.

Environmental Regulations

Like all other local telephone companies, the local exchange carrier subsidiaries that will be operated by the combined company are subject to
federal, state and local laws and regulations governing the use, storage, disposal of, and exposure to hazardous materials, the release of pollutants
into the environment and the remediation of contamination. As an owner and former owner of property, the combined company could be subject to
environmental laws that impose liability for the entire cost of cleanup at contaminated sites, including sites formerly owned by Frontier or the
Spinco business, regardless of fault or the lawfulness of the activity that resulted in contamination. Frontier believes that the combined company’s
operations will be in substantial compliance with applicable environmental laws and regulations.
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UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

The following unaudited pro forma condensed combined financial information is based upon the historical consolidated financial information
of Frontier and the historical combined special-purpose financial information of Verizon’s Separate Telephone Operations included elsewhere in
this proxy statement/prospectus, and has been prepared to reflect the transactions based on the acquisition method of accounting. The unaudited
pro forma condensed combined financial information presents the combination of the historical financial statements of Frontier and the historical
financial statements of Verizon’s Separate Telephone Operations, adjusted to give effect to (1) the transfer of specified assets and liabilities from
Verizon to Spinco in the distribution immediately prior to the spin-off that are not included in Verizon’s Special Telephone Operations’ historical
balance sheet as of June 30, 2009 and the retention of specified assets and liabilities by Verizon that are included in Verizon’s Separate Telephone
Operations’ historical balance sheet as of June 30, 2009, as more fully described in note 4(c) below, (2) the incurrence by Spinco of new debt to
finance the special cash payment to Verizon, as more fully described in note 4(a) below, (3) the distribution of shares of Spinco common stock to a
third-party distribution agent for the benefit of Verizon stockholders, (4) the receipt by Verizon from Spinco of $3,333 million in aggregate value
in the form of the special cash payment and the Verizon debt reduction as more fully described in note 4(a) below and (5) the merger of Spinco
with and into Frontier, with Frontier considered the accounting acquirer, based on the assumptions and adjustments described in the accompanying
notes to the unaudited pro forma condensed combined financial information. The historical financial information has been adjusted to give effect
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to events that are directly attributable to the transactions and factually supportable and, in the case of the statements of operations information, that
are expected to have a continuing impact.

The unaudited pro forma condensed combined balance sheet information has been prepared as of June 30, 2009, and gives effect to the
transactions as if they had occurred on that date. The unaudited pro forma condensed combined statements of operations information, which has
been prepared for the six months ended June 30, 2009, and for the year ended December 31, 2008, give effect to the transactions as if they had
occurred on January 1, 2008.

The unaudited pro forma condensed combined financial information was prepared using (1) the unaudited interim condensed combined
special-purpose financial statements of Verizon’s Separate Telephone Operations as of and for the six months ended June 30, 2009, included in
this proxy statement/prospectus, (2) the audited combined special-purpose financial statements of Verizon’s Separate Telephone Operations for the
year ended December 31, 2008, included in this proxy statement/prospectus, (3) the unaudited interim condensed consolidated financial statements
of Frontier as of and for the six months ended June 30, 2009, included in this proxy statement/prospectus and (4) the audited consolidated financial
statements of Frontier for the year ended December 31, 2008, included in this proxy statement/prospectus.

The unaudited pro forma condensed combined financial information is presented for informational purposes only and is not necessarily
indicative of the financial position or results of operations that would have been achieved had the transactions been completed at the dates
indicated. In addition, the unaudited pro forma condensed combined financial information does not purport to project the future financial position
or results of operations of the combined company after completion of the merger. In the opinion of Frontier’s management, all adjustments
considered necessary for a fair presentation have been included.

The unaudited pro forma condensed combined financial information does not give effect to any potential cost savings or other operating
efficiencies that could result from the merger. In addition, the fair value of the assets acquired and liabilities assumed are based upon estimates. The
final allocation is dependent upon valuations and other studies that will not be completed until after the merger is consummated. Accordingly, pro
forma adjustments for the allocation of the value of Frontier common stock to be issued by Frontier as consideration as discussed in note (2) below
are preliminary and have been made solely for the purpose of providing unaudited pro forma condensed combined financial information in this
proxy statement/prospectus.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

UNAUDITED PRO FORMA BALANCE SHEET INFORMATION

AS OF JUNE 30, 2009

($ in millions)
 
    Verizon’s Separate Telephone Operations   

  Frontier  

Verizon’s
Separate

Telephone
Operations

As
Reported  

Incurrence of
New Debt  

Special Cash
Payment   

Additional
Transfer of
Assets and
Liabilities
to/from

Verizon   

Verizon’s
Separate

Telephone
Operations as

Adjusted  
Pro Forma

Adjustments  
Pro Forma
Combined

ASSETS:         

Cash and cash equivalents  $ 454 $ —   $ 2,703 $ (2,703)  $ —     $ —   $ —   $ 454
Accounts receivable, net   217  418     418   635
Other current assets   88  372    (185)   187   275

            
 

   
 

         

Total current assets   759  790  2,703  (2,703)   (185)   605   1,364
Property, plant and equipment,

net   3,166  5,382    70    5,452   8,618
Goodwill, net   2,642       3,391  6,033
Other intangibles, net   276       1,250  1,526
Other assets   175  2,578  55   (2,523)   110   285

            
 

   
 

         

Total assets  $7,018 $ 8,750 $ 2,758 $ (2,703)  $ (2,638)  $ 6,167 $ 4,641 $ 17,826
            

 

   

 

         

LIABILITIES AND
STOCKHOLDERS’
EQUITY         

Long-term debt due within one
year  $ 7 $ 375 $ —   $ —     $ —     $ 375 $ —   $ 382

(4a) (4b) (4c) (4d)
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Accounts payable and other
current liabilities   352  772    (268)   504  44  900

            
 

   
 

         

Total current liabilities   359  1,147    (268)   879  44  1,282
Deferred income taxes   685  1,266    (683)   583  462  1,730
Other liabilities   581  1,285    (661)   624   1,205
Long-term debt   4,945  249  2,758   6    3,013   7,958

            
 

   
 

         

Total long-term liabilities   6,211  2,800  2,758   (1,338)   4,220  462  10,893
Stockholders’ equity   448  4,803   (2,703)   (1,032)   1,068  4,135  5,651

            
 

   
 

         

Total liabilities and
stockholders’ equity  $7,018 $ 8,750 $ 2,758 $ (2,703)  $ (2,638)  $ 6,167 $ 4,641 $ 17,826

            

 

   

 

         

SEE NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

UNAUDITED PRO FORMA STATEMENT OF OPERATIONS INFORMATION

FOR THE YEAR ENDED DECEMBER 31, 2008

($ in millions, except per share amounts)
 

   Frontier   

Verizon’s
Separate

Telephone
Operations  Adjustments     

Pro Forma
Combined    

Revenue   $2,237  $ 4,352  $ 17     $ 6,494 

       (47)     

       (65)     

Cost and expenses (exclusive of depreciation and amortization)    1,033   2,549   10      3,400 

       (42)     

       (85)     

       (65)     

Depreciation and amortization    562   759   250      1,587 

       3      

       13      
            

 
     

Total operating expenses    1,595   3,308   84     4,987 
            

 
     

Operating income    642   1,044   (179)    1,507 

Investment and other income (expense), net    9   7   (2)     14 

Interest expense    362   186   234      637 

       (145)     

Income tax expense (benefit)    106   313   (100)     319 
            

 
     

Net income (loss)   $ 183  $ 552  $ (170)   $ 565 
            

 

     

Basic and diluted income per common share:   $ 0.57      $ 0.57  
             

Weighted-average shares outstanding (in millions)    318       995  
             

(5a)

(5b)

(5d)

(5a)

(5b)

(5c)

(5d)

(5e)

(5a)

(5f)

(5a)

(5g)

(5h)

(5i)

(3)

(3)
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SEE NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

UNAUDITED PRO FORMA STATEMENT OF OPERATIONS INFORMATION

FOR THE SIX MONTHS ENDED JUNE 30, 2009

($ in millions, except per share amounts)
 

   Frontier   

Verizon’s
Separate

Telephone
Operations  Adjustments     

Pro Forma
Combined

Revenue   $1,070  $ 2,074  $ 8     $ 3,103
       (21)    

       (28)    

Cost and expenses (exclusive of acquisition related costs, depreciation and
amortization)    513   1,275   5      1,613

       (18)    

       (134)    

       (28)    

Depreciation and amortization    270   388   125      793
       1     

       9     

Acquisition related costs    11   —     (11)     —  
            

 
     

Total operating expenses    794   1,663   (51)     2,406
            

 
     

Operating income    276   411   10      697
Investment and other income (expense), net    11        11
Interest expense    187   48   117      325

       (27)    

Income tax expense (benefit)    36   126   (30)     132
            

 
     

Net income (loss)   $ 64  $ 237  $ (50)    $ 251
            

 

     

Basic and diluted income per common share:   $ 0.20       $ 0.25
             

Weighted-average shares outstanding (in millions)    310        987
             

SEE NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION.
 

(5a)

(5b)

(5d)

(5a)

(5b)

(5c)

(5d)

(5e)

(5a)

(5f)

(1)

(5g)

(5h)

(5i)
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NOTES TO UNAUDITED PRO FORMA CONDENSED

COMBINED FINANCIAL INFORMATION
 
1. Description of the Transactions

On May 13, 2009, Verizon, Frontier and Spinco, a wholly owned subsidiary of Verizon, entered into the merger agreement pursuant to which
Spinco will merge with and into Frontier, with Frontier surviving the merger as the combined company. Pursuant to the merger agreement, Verizon
stockholders will receive shares of Frontier common stock in an amount to be determined at the closing of the merger, which shares of Frontier
common stock are assumed for purposes of the pro forma condensed combined financial information to have a value of $5,247 million.

Immediately prior to the merger, Spinco (1) will hold defined assets and liabilities of the local exchange business and related landline
activities of Verizon in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West
Virginia and Wisconsin, and in portions of California bordering Arizona, Nevada and Oregon, including Internet access and long distance services
and broadband video provided to designated customers in those states, and (2) will be spun off to Verizon stockholders. In connection with the
spin-off, Verizon will receive from Spinco $3,333 million in aggregate value in the form of the special cash payment, the Verizon debt reduction
and, if required, Spinco debt securities. The parties expect, and it is assumed for purposes of the pro forma condensed combined financial
information, that no Spinco debt securities will be issued to Verizon in connection with the transactions.

The exact number of shares to be issued by Frontier will be determined based on the average of the volume-weighted averages of the trading
prices of Frontier common stock for the 30 consecutive trading days ending on the third trading day before the closing of the merger, subject to a
collar such that in no case will such average Frontier common stock price, for the purpose of determining the number of shares of Frontier common
stock to be issued to Verizon stockholders at the closing of the merger, be lower than $7.00 or higher than $8.50. Depending on the trading prices
of Frontier common stock prior to the closing of the merger, immediately after the closing of the merger, Verizon stockholders will own between
approximately 66% and 71% of the combined company’s outstanding equity, and Frontier stockholders will own between approximately 29% and
34% of the combined company’s outstanding equity (in each case, before accounting for the elimination of fractional shares). Additionally, the
aggregate consideration to be received by Verizon stockholders referred to above is subject to increase by any amounts paid, payable or forgone by
Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are
required to complete the merger or the spin-off. As a result, the number of shares of Frontier common stock issuable pursuant to the merger
agreement may increase. Verizon will not own any shares of Frontier after the merger.

Both the spin-off and merger are expected to qualify as tax-free transactions, except to the extent that cash is paid to Verizon stockholders in
lieu of fractional shares.

The pro forma condensed combined financial information was prepared using the guidance of Statement of Financial Accounting Standards
No. 141 (R), Business Combinations (SFAS 141(R)). The aggregate estimated transaction costs (other than the estimated debt incurrence fees of
$55 million as described in Note 4(a)) are expected to be approximately $55 million and include estimated costs associated with investment banker
advisory fees, legal fees, and regulatory and auditor services of Frontier. Approximately $10.8 million of such costs were recognized by Frontier
during the three month period ended June 30, 2009 and the balance of $44 million is reflected as an accrual in the Pro Forma Adjustments column
on the Unaudited Pro Forma Balance Sheet. These costs are eliminated as a pro forma adjustment in the pro forma condensed combined statement
of operations for the six months ended June 30, 2009. In addition, the combined company will incur integration costs primarily related to
information systems, network and process changes and enhancements (including hardware and software costs). The specific details of these
integration plans will be refined as the integration is implemented over the next three years and will be recorded based on the nature and timing of
the specific action.
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For purposes of the pro forma condensed combined financial information, it is assumed that no amounts will be paid, payable or forgone by
Verizon pursuant to orders or settlements issued or entered into in order to obtain governmental approvals in the Spinco territory that are required
to complete the merger or the spin-off.

Frontier is considered the accounting acquirer for purposes of the preparation of the pro forma condensed combined financial information.
This conclusion is based upon Frontier’s consideration of all relevant factors included in SFAS 141(R), including (1) the issuance by Frontier of its
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common stock to Verizon stockholders to acquire the Spinco business through the merger of Spinco with and into Frontier, (2) the composition of
the board of directors of the combined company, which will initially consist of nine Frontier-selected directors and three Verizon-selected directors,
and (3) the composition of the executive management team of the combined company, which will be led by current Frontier executives, including
its Chief Executive Officer, Chief Operating Officer and Chief Financial Officer.

The merger is subject to customary closing conditions, including the approval of Frontier stockholders and regulatory approvals. Subject to
these conditions, it is anticipated that the merger will be completed during the second quarter of 2010.

 
2. Basis of Preliminary Estimated Transaction Consideration Allocation

The allocation presented represents the effect of recording on a preliminary basis the value of Frontier common stock to be issued by Frontier
as consideration in the merger under the acquisition method of accounting as follows (dollars in millions):
 

Estimated transaction consideration:    $5,247
Current assets   $ 605   

Property, plant & equipment—net    5,452   

Goodwill    3,391   

Customer list    1,250   

Other assets    110   

Current liabilities    (879)  
Deferred income taxes    (1,045)  
Long-term debt    (3,013)  
Other liabilities    (624)  

    
 

 

Total net assets acquired   $ 5,247   
    

 

 

The allocation of the value of the Frontier common stock to be issued by Frontier as consideration in the merger to assets and liabilities is
preliminary. The final allocation of the value of the Frontier common stock to be issued by Frontier as consideration in the merger will be based on
the actual value of the Frontier common stock to be issued by Frontier as consideration in the merger and the fair values of assets acquired and
liabilities assumed as of the effective time of the merger, determined based upon a third-party valuation. The valuation will be completed after
consummation of the merger. There can be no assurance that the actual allocation will not differ significantly from the preliminary allocation.

The above noted preliminary allocation includes deferred taxes that are established at acquisition. Deferred taxes represent the tax effect at
37% of the non-deductible step-up in value of the customer list ($1,250 million x 0.37) = $462 million. The offsetting entry to establish the
deferred tax liability is recorded as goodwill.
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3. Frontier common stock to be issued:

The following assumptions have been made regarding the number of shares to be issued by Frontier and show the resulting impact on relative
share ownership and earnings per share:
 

Projected Value of shares to be issued (millions)   $5,247   $5,247   $5,247  
Divided by Price Per Share   $ 7.00   $ 7.75   $ 8.50  

    
 

   
 

   
 

Projected Shares to be Issued to Verizon stockholders (in millions)    750    677    617  
Frontier Shares Outstanding at December 31, 2008, pre-merger (in millions)    311    311    311  

    
 

   
 

   
 

Total Shares after merger (in millions)    1,061    988    928  
    

 

   

 

   

 

Percentage ownership by Frontier stockholders after merger    29%   31%   34% 
Percentage ownership by Verizon stockholders after merger    71%   69%   66% 

Impact on Pro Forma Earnings Per Share (basic and diluted), Year Ended December 31, 2008:
 

Pro Forma Weighted Average       

Shares outstanding (in millions):       

Frontier pre merger    318   318   318
Plus shares issued in the merger    750   677   617

            

Total Pro Forma Weighted Average       

shares outstanding    1,068   995   935
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Pro Forma Net Income (dollars in millions)   $ 565  $ 565  $ 565
            

Pro Forma Earnings Per Share (basic and diluted)   $ 0.53  $0.57  $0.60
            

 
4. Balance Sheet Adjustments:
 

(a) Prior to or substantially contemporaneous with the contribution of the Spinco business to Spinco by Verizon, Spinco will raise up to $3,333
million through the incurrence of one or more term loan bank borrowings or capital markets issuances to finance the special cash payment to
Verizon. The amount of the special cash payment is subject to a limit of $3,333 million and will be reduced by the amount of long-term debt
(including current maturities) of Verizon that becomes the consolidated indebtedness of Spinco prior to the spin-off. At June 30, 2009,
Verizon’s Separate Telephone Operations had long-term debt, including current maturities, of $624 million. Pro forma adjustments include
$6 million of additional long-term debt that will be transferred to Spinco related to the transfer of leased vehicles. The adjustment presented
therefore assumes debt incurrence of $2,758 million with net cash proceeds to Spinco of $2,703 million after estimated debt incurrence fees
of $55 million. The new debt is assumed to be long-term debt issued at par and to bear interest at a weighted average rate of 8.5%.

 

    Total cash to be paid to Verizon of $2,703 million plus distribution date indebtedness of Verizon’s Separate Telephone Operations of $624
million plus additional debt of $6 million that will be transferred to Spinco provides Verizon with total value of $3,333 million.

 

    It is anticipated that prior to the actual merger date, a portion of the $624 million of Verizon’s Separate Telephone Operations’ debt as of
June 30, 2009 will be repaid by Verizon as it matures. The amount of new debt to be incurred by Spinco will increase in an amount that
corresponds to the amount of such reduction, plus additional debt incurrence fees associated with raising such additional new debt. For
example, if $400 million of debt is repaid at maturity prior to the closing date of the merger, Spinco will then borrow $3,166 million ($2,758
million as shown in the column titled “Incurrence of New Debt”, plus $400 million in aggregate principal amount of additional borrowings
and $8 million of estimated additional debt incurrence fees). The repayment at maturity of the debt by Verizon does not impact the total “as
adjusted” debt of
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Verizon’s Separate Telephone Operations or the debt of the combined company, except to the extent necessary to finance additional debt
incurrence fees. Interest expense is expected to rise slightly based upon the rate differential between Verizon’s Separate Telephone
Operations’ existing debt and the assumed interest rate applicable to the new debt to be incurred by Spinco. A change in the assumed interest
rate applicable to the additional debt to be incurred by Spinco of 2% would result in annualized interest expense of the combined company
changing by $8 million.

 

    The parties expect, and it has been assumed for purposes of the pro forma condensed combined financial information, that no Spinco debt
securities will be issued to Verizon in connection with the transactions.

 

(b) This adjustment represents a special cash payment to Verizon by Spinco from the net cash proceeds of the assumed debt offering described in
4(a) above.

 

(c) Verizon’s Separate Telephone Operations are adjusted to (1) include assets and liabilities that will be transferred to Spinco but are not
included in Verizon’s Separate Telephone Operations’ financial statements provided elsewhere in this proxy statement/prospectus and
(2) exclude assets and liabilities that will be retained by Verizon that are included in Verizon’s Separate Telephone Operations’ financial
statements provided elsewhere in this proxy statement/prospectus. A brief description of these items follows (dollars in millions):

 

Balance  Amount   Reason

Other current assets  $ (141)  Intercompany receivables retained by Verizon
  (1)  Short-term investment retained by Verizon

 

 (2) 
 

Receivables related to businesses retained by
Verizon

 

 1  

 

Receivables related to approx. 24,000 California
access lines transferred to Spinco but not included in
Verizon’s Separate Telephone Operations financial
information

  (40)  Inventory net transfer
  (2)  Deferred income taxes on adjustments herein
 $ (185)  
   

 

 

Property, plant and equipment, net
 

$ 25  
 

Fixed assets related to approx. 24,000 California
access lines referenced above

 

 (31) 
 

Fixed assets related to Verizon’s national operations
to be retained by Verizon
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 70  
 

Verizon corporate real estate in the Spinco territory transferred to
Spinco

  6   Verizon corporate leased vehicles in the Spinco territory
transferred to Spinco  

 $ 70   
   

 

 

Prepaid pension asset
 

$(2,523) 
 

Prepaid pension in excess of actuarial liability
retained by Verizon

Accounts payable and other current liabilities  $ (179)  Intercompany payables retained by Verizon
  (97)  Accrued income taxes retained by Verizon

 

 8  

 

Accounts payable and accrued liabilities related to
approx. 24,000 California access lines referenced
above

 $ (268)  
Long term debt  $ 6   Verizon corporate leased vehicles in the Spinco territory

transferred to Spinco  
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Balance  Amount   Reason

Other liabilities

 

$ (628) 

 

Pension, other postretirement employee benefits of
retirees, stock-based compensation and postemployment benefits
retained by Verizon

  (33)  Accrued uncertain tax position liability retained by Verizon

 $ (661)  
Deferred income taxes

 

$ 1  
 

Deferred income taxes related to approx. 24,000 California access lines
referenced above

  (684)  Deferred income taxes on the adjustments above

 $ (683)  
Parent funding  $(1,032)  Reflects the aggregate impact of the above

noted entries  
 

    The pension and other postretirement employee benefits adjustments are based on a preliminary actuarial evaluation obtained from a third
party. The final actuarial evaluation completed at the time of completion of the merger may be different from that reflected in the pro forma
condensed combined financial information. This difference including the related impact on deferred taxes may be material.

 

(d) (i) This adjustment in the amount of $3,391 million ($2,929 million + $462 million) reflects the goodwill associated with the excess of the
transaction consideration issued over the preliminary estimated fair value of the underlying identifiable net tangible and intangible assets at
June 30, 2009 ($2,929 million), and reflects the impact of the deferred taxes established in (iii) below ($462 million).

(ii) This adjustment in the amount of $1,250 million reflects the preliminary fair value of the identifiable intangible asset (customer list)
which was estimated by Frontier’s management based on the fair values assigned to similar assets in recently completed acquisitions (a
market approach). A third party valuation firm will be utilized to help determine the final fair value after the merger is completed. The
estimated useful life of the customer list asset was assumed to be five years.

(iii) This adjustment in the amount of $462 million reflects the deferred taxes associated with the non-deductible customer list asset ($1,250
million x 37% = $462 million) based on an assumed tax rate of 37%.

(iv) This adjustment in the amount of $44 million records the estimated unpaid non-recurring costs for acquisition related transaction costs,
primarily bankers, lawyers and consulting advisory fees.

(v) This adjustment in the amount of $4,135 million ($5,247 million – $1,068 million – $44 million) eliminates the “as adjusted” net equity
of Verizon’s Separate Telephone Operations ($1,068 million) and reflects Frontier’s issuance of common stock to Verizon stockholders
($5,247 million) less unpaid estimated transaction costs of $44 million as of June 30, 2009.

 
5. Income Statement Adjustments:
 

(a) This adjustment reflects results of operations related to the transfer of approximately 24,000 California access lines, representing a portion of
the Spinco business not included in Verizon’s Separate Telephone Operations, to the combined company.

 

(b) This adjustment reflects results of operations of wireless directory assistance, long distance revenues from calling cards and discontinued
services that will not be transferred to the combined company.
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(c) This adjustment reflects pension, other postretirement employee benefits of retirees, stock-based compensation and postemployment benefits
retained by Verizon.

 

(d) This adjustment conforms the classification of bad debt expenses by Verizon’s Separate Telephone Operations to the classification policy of
Frontier.

 

(e) This adjustment reflects amortization expense associated with the customer list asset estimated in note 4(d) above assuming an estimated
useful life of five years which corresponds to an increase in depreciation and amortization of $250 million for the year ended December 31,
2008 and $125 million for the six months ended June 30, 2009.
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    The actual depreciation and amortization expense will be based on the final fair value attributed to the identifiable tangible and intangible
assets based upon the results of the third-party valuation of the acquired assets. The depreciation and amortization rates may also change
based on the results of this third-party valuation. There can be no assurance that the actual depreciation and amortization expense will not
differ significantly from the pro forma adjustment presented.

 

(f) This adjustment reflects depreciation on Verizon corporate real estate in the Spinco territory transferred to Spinco.
 

(g) This adjustment reflects additional interest expense on $2,758 million of new debt to be incurred by Spinco prior to the merger, based on an
assumed weighted average interest rate of 8.5%. Assuming the principal amount of new debt does not change, a 0.5% increase or decrease in
the assumed interest rate would change interest expense by $14 million annually.

 

(h) This adjustment adjusts interest expense of Spinco to represent the annualized third party interest charge on the long-term debt, including
current maturities ($625 million) contributed by Verizon to Spinco.

 

(i) This adjustment reflects the tax effect of the adjustments described in notes 5(a) through 5(h) above, using an estimated effective income tax
rate of 37%.
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MANAGEMENT OF THE COMBINED COMPANY

Board of Directors

Pursuant to the terms of the merger agreement, immediately prior to the effective time of the merger, the Frontier board (which will become
the board of directors of the combined company) will consist of twelve directors, three of whom will be initially designated by Verizon and nine of
whom will be initially designated by Frontier. Verizon’s director designees may not be employees of Verizon, its affiliates or Cellco or any of its
subsidiaries, and must satisfy director independence requirements of the SEC and the NYSE. Verizon will notify Frontier of the identity of its three
designees prior to November 13, 2009, and Frontier will notify Verizon of the identity of its nine designees within 20 days after such notice by
Verizon. Frontier expects that Mary Agnes Wilderotter, Frontier’s current Chairman of the Board of Directors, President and Chief Executive
Officer, will continue to serve in those roles with the combined company.

Committees of the Board of Directors

The members of the committees of the combined company’s board of directors will not be determined until the board of directors is fully
constituted and holds its initial meeting. Upon completion of the merger, the combined company’s then existing board of directors will make
determinations with respect to each committee member’s independence in accordance with the director independence requirements of the SEC and
the NYSE.

Audit Committee

Upon completion of the merger, the board of directors of the combined company will make determinations regarding the financial literacy
and financial expertise of each member of the audit committee in accordance with the requirements of the SEC and the NYSE.

The audit committee will select the independent registered public accounting firm for the combined company. The audit committee will also
assist the board of directors in undertaking and fulfilling its responsibilities in monitoring (1) the integrity of the combined company’s consolidated
financial statements, (2) the combined company’s compliance with legal and regulatory requirements, (3) the qualifications of the combined
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company’s internal auditors and the independence and qualifications of the independent registered public accounting firm for the combined
company and (4) the performance of the combined company’s internal audit function and independent registered public accounting firm.

In accordance with the Sarbanes-Oxley Act of 2002 and the rules of the SEC and the NYSE, the audit committee will pre-approve all auditing
and permissible non-auditing services that will be provided by the combined company’s independent registered public accounting firm.

In accordance with the rules of the SEC, the audit committee of the combined company will continue Frontier’s established procedures to
receive, retain and treat complaints received regarding accounting, internal accounting controls, or auditing matters and to allow for the
confidential and anonymous submission by employees of concerns regarding questionable accounting or auditing matters.

Compensation Committee

The compensation committee will review the combined company’s general compensation strategies; act as the committee for the combined
company’s incentive compensation plans; and establish and review compensation for the Chief Executive Officer and other senior executive
officers of the combined company. The compensation committee will also oversee and approve compensation policy and incentive plan design,
costs and administration.
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Specifically, the compensation committee’s responsibilities, as set forth in its existing charter, will include, among other duties, the
responsibility to:
 

 

•  annually review and approve, for the Chief Executive Officer and the other senior executive officers of the combined company, (1) the
annual base salary level, (2) the annual incentive opportunity level, (3) the long-term incentive compensation opportunity level,
(4) employment agreements, severance arrangements, and change in control agreements/provisions, in each case as, when and if
appropriate, and (5) any special or supplemental benefits;

 

 •  review periodically and recommend to the board, the compensation of all directors;
 

 

•  review the combined company’s incentive compensation plans and equity-based plans and recommend to the board changes in such
plans as needed; the compensation committee will exercise all authority of the board with respect to the administration of such plans;
and

 

 
•  review and approve all grants of awards, including the award of shares or options to purchase shares, pursuant to the combined

company’s incentive and equity-based compensation plans.

The Chief Executive Officer of the combined company will make recommendations with respect to the compensation for the other senior
executive officers of the combined company to the compensation committee for their final review and approval.

The compensation committee may form, and delegate any of its responsibilities to, a subcommittee so long as such subcommittee is
composed solely of one or more members of the compensation committee. The compensation committee will engage compensation consultants
from time to time to assist the committee in evaluating the design and assessing the competitiveness of its executive compensation program.

Nominating and Corporate Governance Committee

The nominating and corporate governance committee will recommend candidates for election to the board of directors. The nominating and
corporate governance committee will use a variety of means of identifying nominees for director, including recommendations from existing board
members and from stockholders. In determining whether to nominate a candidate, the nominating and corporate governance committee will
consider the then-existing composition and capabilities of serving board members, as well as additional capabilities considered necessary or
desirable in light of the combined company’s then-existing needs, and assess the need for new or additional members to provide those capabilities.
In addition, the nominating and corporate governance committee will take a leadership role in shaping the combined company’s corporate
governance, including making recommendations on matters relating to the composition of the board of directors and its various committees and the
combined company’s corporate governance guidelines.

Retirement Plan Committee

The retirement plan committee will oversee the combined company’s retirement plans, including reviewing the investment strategies and
asset performance of the plans, compliance with the plans and the overall quality of the asset managers, plan administrators and communications
with employees.

Management
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Pursuant to the merger agreement, the officers of Frontier immediately prior to the merger will become the initial officers of the combined
company. Frontier anticipates that its senior management team will continue to manage the business of the combined company. In addition,
Frontier expects to supplement its current senior management team with members of Verizon’s current regional management team who currently
manage the Spinco business.
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Set forth below are the name, age and biographical information of each person who is currently expected to be a member of the combined
company’s senior management immediately following the merger.

MARY AGNES WILDEROTTER, 54, has been with Frontier since November 2004. She was elected President and Chief Executive Officer in
November 2004 and Chairman of the Board in December 2005. Prior to joining Frontier, she was Senior Vice President—Worldwide Public Sector
of Microsoft Corp. from February 2004 to November 2004 and Senior Vice President—Worldwide Business Strategy of Microsoft Corp. from
2002 to 2004. Prior to that she was President and Chief Executive Officer of Wink Communications from 1997 to 2002.

DONALD R. SHASSIAN, 54, has been with Frontier since April 2006. He is currently Executive Vice President and Chief Financial Officer.
Previously, he was Chief Financial Officer from April 2006 to February 2008. Prior to joining Frontier, Mr. Shassian had been an independent
consultant since 2001, primarily providing M&A advisory services to several organizations in the communications industry. In his role as
independent consultant, Mr. Shassian also served as Interim Chief Financial Officer of the Northeast region of Health Net, Inc. for a short period of
time, and assisted in the evaluation of acquisition, disposition and capital raising opportunities for several companies in the communications
industry, including AT&T, Consolidated Communications and smaller companies in the rural local exchange business. Mr. Shassian is a certified
public accountant, and served for five years as the Senior Vice President and Chief Financial Officer of Southern New England
Telecommunications Corporation and for more than 16 years at Arthur Andersen, where his last position was as the Partner-in-Charge of the
Telecommunications Industry Practice for North America.

HILARY E. GLASSMAN, 47, has been with Frontier as Senior Vice President, General Counsel and Secretary since July 2005. Prior to
joining Frontier, from February 2003, she was associated with Sandler O’Neill & Partners, L.P., an investment bank with a specialized financial
institutions practice, first as Managing Director, Associate General Counsel and then as Managing Director, Deputy General Counsel. From
February 2000 through February 2003, Ms. Glassman was Vice President and General Counsel of Newview Technologies, Inc. (formerly e-Steel
Corporation), a privately-held software company.

PETER B. HAYES, 51, has been with Frontier since February 2005. He is currently Executive Vice President, Commercial Sales. Previously,
he was Executive Vice President, Sales, Marketing and Business Development from December 2005 to August 2009 and prior to that, Senior Vice
President, Sales, Marketing and Business Development from February 2005 to December 2005. Prior to joining Frontier, he was associated with
Microsoft Corp. and served as Vice President, Public Sector, Europe, Middle East, Africa from 2003 to 2005 and Vice President and General
Manager, Microsoft U.S. Government from 1997 to 2003.

ROBERT J. LARSON, 50, has been with Frontier since July 2000. He was elected Senior Vice President and Chief Accounting Officer of
Frontier in December 2002. Previously, he was Vice President and Chief Accounting Officer from July 2000 to December 2002. Prior to joining
Frontier, he was Vice President and Controller of Century Communications Corp.

DANIEL J. McCARTHY, 45, has been with Frontier since December 1990. He is currently Executive Vice President and Chief Operating
Officer. Previously, he was Senior Vice President, Field Operations from December 2004 to December 2005. He was Senior Vice President
Broadband Operations from January 2004 to December 2004, President and Chief Operating Officer of ELI from January 2002 to December 2004,
President and Chief Operating Officer, Public Services Sector from November 2001 to January 2002, Vice President and Chief Operating Officer,
Public Services Sector from March 2001 to November 2001 and Vice President, Citizens Arizona Energy from April 1998 to March 2001.

CECILIA K. McKENNEY, 46, has been with Frontier since February 2006. She is currently Executive Vice President, Human Resources and
Call Center Sales & Service. Previously, she was Senior Vice President, Human Resources from February 2006 to February 2008. Prior to joining
Frontier, she was the Group Vice President of Headquarters of Human Resources of The Pepsi Bottling Group, referred to as PBG, from 2004 to
2005. Previously at PBG Ms. McKenney was the Vice President, Headquarters Human Resources from 2000 to 2004.
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MELINDA WHITE, 49, has been with Frontier since January 2005. She is currently Senior Vice President and General Manager, Marketing
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and New Business Operations. Previously, she was Senior Vice President and General Manager of New Business Operations from October 2007 to
July 2009 and prior to that, Senior Vice President, Commercial Sales and Marketing from January 2006 to October 2007. Ms. White was Vice
President and General Manager of ELI from January 2005 to July 2006. Prior to joining Frontier, she was Executive Vice President, National
Accounts/Business Development for Wink Communications from 1996 to 2002. From 2002 to 2005, Ms. White pursued a career in music.
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COMPENSATION OF EXECUTIVE OFFICERS OF THE COMBINED COMPANY

Pursuant to the merger agreement, the officers of Frontier immediately prior to the merger will become the officers of the combined company.
The compensation committee of the board of directors of the combined company will oversee the compensation of the combined company’s chief
executive officer and other executive officers and senior management. Frontier’s compensation committee is expected to review its compensation
policies with respect to the executive officers of the combined company following the merger but has not yet made any determinations with respect
to the compensation of those officers following the merger.
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EXECUTIVE COMPENSATION OF FRONTIER

Compensation Discussion and Analysis

This section provides information regarding the 2008 compensation program in place for Frontier’s Chairman, President and Chief Executive
Officer, referred to as the Frontier CEO, Frontier’s Chief Financial Officer, referred to as the Frontier CFO, and the three most highly-compensated
executive officers other than the Frontier CEO and Frontier CFO. These are the executive officers, referred to as the named executive officers,
named in the Summary Compensation Table presented in this proxy statement/prospectus. This section includes information regarding Frontier’s
executive compensation philosophy, the overall objectives of Frontier’s compensation program and each component of compensation that Frontier
provides. This section also describes the key factors the compensation committee of the Frontier board, referred to as the compensation committee,
considered in determining the compensation for the named executive officers in 2008.

Executive Compensation Philosophy

Frontier’s executive compensation philosophy is designed to achieve a number of objectives:

Establish clear alignment between the interests of Frontier’s executives and those of Frontier’s stockholders. Frontier’s executive
compensation program is designed to align the interests of Frontier’s executives with those of Frontier’s stockholders by rewarding performance
measured by certain key financial metrics, including revenue growth, earnings before interest, taxes, depreciation and amortization, referred to as
EBITDA. and EBITDA less capital expenditures, referred to as operating free cash flow, and specific operating goals. In the case of annual
awards, these metrics and goals are derived from Frontier’s annual business plan and are discussed in more detail below.

Additionally, the executives’ interests are aligned with Frontier’s stockholders’ interests through the use of restricted stock awards rather than
cash as a significant component of annual compensation. This encourages Frontier’s executives to focus their attention on decisions that emphasize
long-term returns for Frontier’s stockholders. Frontier also has established and maintains minimum stock ownership guidelines for the Frontier
CEO and her direct reports who are members of Frontier’s Senior Leadership Team (which includes all named executive officers and two other
executive officers). In March 2008, Frontier adopted the Long-Term Incentive Plan, referred to as the LTIP, which will further promote the
alignment of executive and stockholder interests by linking long-term incentive awards granted to Frontier’s executives, which are payable in
shares of Frontier common stock, to aggressive growth goals over three-year performance periods.

Reinforce Frontier’s performance culture. Frontier’s executive compensation program is designed to reward superior performance. Frontier
does this by making a majority of Frontier’s named executive officers’ compensation “at risk” and contingent upon achievement of specified
company and individual performance goals. The components of executive compensation that are at risk are: the annual cash bonus, restricted stock
awards, the profit sharing contribution and the LTIP.
 

 
•  Annual cash bonuses are paid based upon achievement of specified company level financial and non-financial targets and individual

performance.
 

 

•  Restricted stock is awarded annually to executives based on achievement of specified company level financial targets and individual
performance. In addition to the value executives derive from the restricted stock award itself, they also receive long-term value from



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

any increases in the market value of the company’s common stock over time and from the dividends they receive from the vested and
unvested shares that they have been awarded.

 

 
•  Profit Sharing contributions are made to executives’ 401(k) accounts if Frontier exceeds its EBITDA goal. These awards are made in

the exact same manner to all of Frontier’s participating non-union employees.
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•  The LTIP is designed to promote long-term performance by rewarding the achievement of specified company level financial targets
over three-year performance periods. LTIP awards are payable in shares of the company’s common stock at the end of the applicable
three-year performance period.

Compensation based on the achievement of specified goals and targets reinforces Frontier’s performance culture, which is one of its company
priorities. Given the intensely competitive environment in the communications services industry, Frontier believes that it is important that it has a
culture that rewards performance with respect to critical strategic, financial and operational goals.

Hire and retain talented executives. The quality of the individuals Frontier employs at all levels of the organization is a key driver of its
performance as a company, both in the short-term and in the long-term. Accordingly, it is critical for Frontier to be able to hire and retain the best
executive talent in the marketplace and one of the important tools to do so is to pay competitive total compensation.

In order for Frontier to hire and retain high performing executives with the skills critical to the long-term success of Frontier, it has
implemented a compensation program that is competitive with compensation that is paid to executives in comparable companies. Frontier has also
established multi-year vesting schedules for restricted stock awards and LTIP award opportunities that are designed to help it retain valuable
executives notwithstanding the competition for talent.

Ensure company goals are fully aligned throughout the organization. Each year, Frontier establishes goals in three broad categories that it
refers to as the “3Ps” (People, Product and Profit). These goals reflect the performance objectives that it has established for the upcoming year for
all employees, including the named executive officers. In the fourth quarter of 2007, Mary Agnes Wilderotter, the Frontier CEO, along with the top
company leaders, created Frontier’s business plan for 2008. The 3Ps for 2008 were derived from the 2008 business plan, both of which were
reviewed by the compensation committee and adopted by the Frontier board. Following their approval, the 3P goals were communicated to all
employees in the first quarter of 2008 to drive company performance. The named executive officers are accountable for leading Frontier to achieve
the 3P goals each year and are rewarded based on achieving specified 3P goals that are the key priorities for Frontier’s business.

Compensation Program Design

To achieve the objectives described above, Frontier offers a straightforward executive compensation program that is designed to reward its
executives for both short term (one year) and long term performance. For 2008, five primary components of compensation were available to
Frontier’s executives: base salary, an annual cash bonus opportunity, restricted stock awards, a profit sharing contribution and an LTIP award
opportunity. Of these, only base salary represented “fixed” compensation. Each of the other components was “variable” based on the performance
of both Frontier and, except for the profit sharing contribution, the individual executive, measured against specific pre-established goals and
targets.

The compensation committee considers many factors in determining the amount of total compensation and the individual components of that
compensation for each named executive officer, including the executive’s experience level, value to Frontier and scope of responsibility. As the
market for talented executives is highly competitive, Frontier also considers the compensation that is paid to executives in comparable companies
with whom it competes for talent, which Frontier refers to as its “peer group.” See “—Market and Peer Group Reviews.” The peer group
information provides valuable comparative insights and is one of many factors considered by the compensation committee in setting executive
compensation. In general, it is Frontier’s aim to offer total compensation to its executives that would place them in the 50th to 75th percentile rank
for the peer group. By targeting the 50th to 75th percentile of its peer group for total compensation, Frontier believes it can successfully hire,
motivate and retain talented executives.
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Roles and Responsibilities

As described in its charter, the compensation committee is responsible for overseeing and approving Frontier’s executive compensation
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philosophy and compensation programs, as well as determining and approving the compensation for the Frontier CEO and other key senior
executives. At the beginning of each year, the compensation committee reviews and approves the 3Ps, as well as individual performance goals for
the named executive officers, and approves the target levels for each of the compensation components that apply to the named executive officers for
the upcoming year. Each year, at its February committee meeting, the compensation committee assesses the Frontier CEO’s performance for the
year just ended to determine the appropriate award for each component of her total compensation. The compensation committee then reviews their
recommendations for the Frontier CEO with the non-management directors before finalizing their decision.

Frontier’s CEO annually reviews the performance of the other key senior executives for the year just ended, including the named executive
officers, and presents to the compensation committee her performance assessments and compensation recommendations, including the award for
each component of the executive’s total compensation. Mrs. Wilderotter’s review consists of an assessment of the executive’s performance against
the company level and individual goals and targets. The compensation committee then follows a review process with respect to these executives
similar to that undertaken for Mrs. Wilderotter. After review, the compensation committee approves the compensation decisions for these
executives.

The compensation committee retains an independent executive compensation consultant to assist in the development of compensation
programs, evaluation of compensation practices and the determination of compensation awards. The role of the compensation consultant is to
provide objective third-party data, advice and expertise in executive compensation matters. In 2008, the compensation committee again engaged
Compensia, Inc. as its independent executive compensation consultant. The decisions made by the compensation committee are the responsibility
of the compensation committee and reflect factors and considerations in addition to the information and recommendations provided by the
compensation consultant.

The compensation committee reviews on a periodic basis Frontier management compensation programs, including any management incentive
compensation plans, to determine whether they are appropriate, properly coordinated and achieve their intended purposes(s), and recommend to the
Frontier board any modifications or new plans or programs.

Components of the Executive Compensation Program

The following components comprise Frontier’s executive compensation program and post-employment compensation, the rationale for each
component and how awards were determined for 2008.

Cash Compensation

Base Salary. Base salary levels for Frontier’s executives are set at approximately the 50th percentile for comparable executives within its
peer group. Frontier believes a salary scale set at this level, when considered together with the other components of compensation, is sufficient to
attract and retain talented executives. Frontier conducts an annual merit review of its executives, generally held in February of each year, where
each executive’s performance for the year just ended is reviewed against his or her individual and company goals. The overall budget for merit
increases is set by management using an average of the merit increase percentages in national compensation surveys in each year and company
performance. Executives are eligible for increases to their base salary based on individual performance.

Executives may also receive an increase to their base salary when they are promoted, if they are given increased responsibility or if an
executive’s base salary is determined to be below the 50th percentile of Frontier’s peer group. The compensation committee determines all
changes to the base salary of Mrs. Wilderotter, which are then subsequently reviewed by the non-management directors of the Frontier board.
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Mrs. Wilderotter recommends changes in the base salary for Frontier’s other named executive officers to the compensation committee for its
review and approval. Base salary represented between approximately 20 and 30 percent of each named executive officer’s total compensation for
2008 (for this purpose, consisting of base salary, the annual cash bonus payment and the grant date fair market value of restricted stock awards; the
annualized LTIP award opportunity was excluded from this calculation because it was cancelled). This is consistent with Frontier’s philosophy of
having a majority of the named executive officer’s compensation “at risk” and contingent upon specified company and individual performance
goals.

Annual Bonus. The named executive officers participate in the Frontier Bonus Plan (formerly called Citizens Incentive Plan), which is the
same bonus plan in which all of Frontier’s non-union employees participate. This component of executive compensation is designed to incentivize
and reward Frontier’s executives for achieving pre-established and measurable performance goals. Target bonuses are established at the beginning
of each year and are set as a percentage of the named executive officer’s base salary, ranging from 75% to 100% of base salary. The target bonus
for Mrs. Wilderotter is 100% of her base salary in accordance with the terms of her employment agreement. See “—Employment Arrangements;
Potential Payments upon Termination or Change-in-Control.” Annual cash bonuses represented between approximately 20 and 30 percent of each
named executive officer’s total compensation for 2008.
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The performance goals for the Frontier Bonus Plan are based on its 3P goals and each of the named executives has his or her individual goals,
which are consistent with Frontier’s overall 3P goals. These goals are “stretch” goals that are designed to incentivize Frontier’s executives to drive
high performance and achieve the Frontier’s strategic operational and financial objectives. As a result, Frontier believes the goals will be difficult
to achieve but are attainable with significant effort. In the last three years, Frontier has performed at varying levels of the established 3P goals; for
certain goals the performance was below the target, others were met and some goals were exceeded.

Bonuses may be paid upon partial or full achievement of company and individual goals. Eighty-five percent of an executive’s bonus is
determined based on the performance against certain 3P goals for Profit and Product. The remaining 15 percent of the executive’s bonus is based
on his or her leadership and performance against certain 3P goals for People and the individual goals set for him or her for the applicable year. The
actual bonus payout is within a range of 0–120% of each executive’s target bonus opportunity. The compensation committee determines the actual
bonus payout for Mrs. Wilderotter (subject to the same range), which is then subsequently reviewed by the non-management directors of the
Frontier board. Mrs. Wilderotter recommends bonus payouts for the other named executive officers to the compensation committee for its review
and approval.

For 2008, the 3P goals for Profit included achieving specified target levels for revenue, EBITDA, capital expenditures, operating free cash
flow and acquisition integration. The 3P goals for Product included Internet and wireless data revenue growth, implementing critical customer
service plans, completing system upgrades/conversions and achieving specified sales target levels for Frontier products. The Profit and Product
goals were weighted at 85% for the Senior Leadership Team. The 3P goals for People included initiatives to hire and retain talented employees and
reinforce Frontier’s performance culture and were part of the executive’s individual leadership component which was weighted at 15%. The bonus
pool for 2008 was established in proportion to Frontier’s performance on the Profit and Product goals.

In determining bonus payouts for the named executive officers for 2008, Frontier’s performance against the Profit goals was as follows:
 

 •  revenue, 95.8%, with actual revenue of $2,237.0 million versus a target of $2,335.0 million;
 

 
•  EBITDA (defined as operating income plus depreciation and amortization), 94.9%, with actual EBITDA of $1,204.3 million versus a

target of $1,269.2 million;
 

 •  capital expenditures, 100.0%, with actual capital expenditures of $288.3 million versus a target of $310.0 million; and
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 •  operating free cash flow, 95.5%, with actual operating free cash flow of $916.0 million versus a target of $959.2 million.

The Profit goals also included a number of integration objectives for the two acquisitions made in 2007, which were accomplished.

For the Product goals, Frontier’s performance against the quantifiable goals, such as total product units and Internet and wireless data
revenues, was 93.1%, measured as a percentage of achievement versus the targets for those goals. The Product goals also included the execution of
the customer service enhancements and development of Local Manager training and tools. The customer service enhancements included billing
system conversions, system upgrades, call center operations performance improvement and formation of local sales and service queues.
Performance against these goals was determined by the compensation committee based on its subjective evaluation of Frontier’s progress against
these objectives.

The payout for Profit goals was 95.3% and the payout for Product goals was 93.2%, for an aggregate bonus payout on Profit and Product
goals of 94.1% of each executive’s target bonus opportunity. For each named executive officer (other than herself), Mrs. Wilderotter provided to
the compensation committee an evaluation of his or her performance against his or her People goals, including a qualitative assessment of the
executive’s contributions and effectiveness on an individual basis and as a leader in the organization. The payout for People goals were 97.5% for
Mr. Shassian, 100.0% for Mr. McCarthy, 90.0% for Mr. Hayes and 100.0% for Ms. McKenney. For Mrs. Wilderotter, the compensation
committee performed a similar assessment. The payout for People goals for Mrs. Wilderotter was 100.0%. Total bonus payouts, as a percent of the
executive’s target were then determined for each named executive officer as follows: Mrs. Wilderotter, 95.0%, Mr. Shassian, 94.6%,
Mr. McCarthy, 95.0%, Mr. Hayes, 93.5% and Ms. McKenney, 95.0%.

For 2009, the Profit goals include targets for revenue, EBITDA, capital expenditures and operating free cash flow. The Product goals include
the implementation of critical customer sales and service enhancements and achieving sales targets for voice, broadband, video and bundled
products. The Profit and Product goals are weighted at 85% for the Senior Leadership Team. The People goals are part of the executive’s
individual leadership component which is weighted at 15% for the Senior Leadership Team. The bonus pool for 2009 will be established based on
the company’s performance on the Profit and Product goals.

Profit Sharing Contribution. Consistent with Frontier’s pay-for-performance philosophy, in years when Frontier exceeds its annual EBITDA
target, it provides eligible employees with a profit sharing match to their 401(k) account. For each 1% that Frontier exceeds the EBITDA target,
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Frontier makes a matching contribution of 0.5% of eligible base salary up to a maximum contribution of 3%. The eligible base salary is capped at
the annual compensation limit in Section 401(a)(17) of the Code, as adjusted for increases in the cost of living. The maximum eligible base salary
for 2008 was $230,000. Executives are eligible to participate in this arrangement on the same basis as all of Frontier’s non-union, full-time
employees. In order to receive the profit sharing award, the executive must contribute a minimum of 1% of his or her base salary to Frontier’s
401(k) plan. Frontier created the profit sharing plan in 2003, the year it froze the Frontier Pension Plan for all eligible non-union employees. The
profit sharing plan was implemented to reinforce Frontier’s performance culture with another component of performance-based compensation.
Frontier did not make profit sharing contributions in 2008 because Frontier did not exceed the specified EBITDA target for the year.

Perquisites and Other Benefits. Frontier provides perquisites to the named executive officers in limited situations where it believes it is
appropriate to assist the executives in the performance of their duties, to make its executives more efficient and effective and for recruitment and
retention purposes. Perquisites provided to the named executive officers during 2008 included a housing allowance in connection with relocation
and reimbursement of travel expenses for spouses of the named executive officers who attended a company recognition function. Frontier believes
that providing the housing allowance was necessary to hire and retain a talented executive critical to Frontier’s long term success. Frontier believes
that the participation of spouses at
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the recognition function contributed to its effectiveness. The recognition function expenses for spouses were de minimis. Frontier also provided tax
gross-up payments on these perquisites because it believes that the executive should not be responsible for the taxes on Frontier-related expenses.

In addition, Frontier provides other benefits to its named executive officers on the same basis as all of its non-union, full-time employees.
These benefits include medical, dental and vision insurance, basic life and disability insurance and matching contributions to Frontier’s 401(k) plan
for employees who participate in the plan.

Equity Compensation

Restricted Stock Awards. Frontier uses restricted stock awards to achieve three primary objectives:
 

 (1) to incentivize and reward the executives for annual company performance;
 

 (2) to enable Frontier to hire and retain talented executives; and
 

 
(3) to align the interests of Frontier’s executives with those of its stockholders through long-term executive ownership of Frontier

common stock.

Restricted stock awards are granted each year based on performance to the Frontier CEO, the other named executive officers, Senior Vice
Presidents, Vice Presidents and approximately 30% of Directors, Regional Vice Presidents and Assistant Vice Presidents, a total of approximately
75 employees. For the named executive officers, restricted stock awards, taken together with any annualized LTIP award opportunities then
available, are targeted at the 75th percentile of Frontier’s peer group for long term compensation consistent with Frontier’s philosophy of targeting
the 50th–75th percentile for total compensation.

Based on this criterion, the compensation committee sets a target dollar range for restricted stock awards for each named executive officer.
The restricted stock plan has a minimum financial performance “gate” in order for any restricted stock grants to be awarded (except in the case of
Mrs. Wilderotter whose employment contract requires a minimum restricted stock award be made in each year). The compensation committee set a
minimum performance threshold of 90% of each of the three approved budgeted levels for revenue, EBITDA and operating free cash flow for any
restricted stock awards to be granted in 2008. The actual dollar value of restricted stock that is awarded to each executive is based on his or her
position level and individual performance. This dollar amount is then converted to a number of shares of restricted stock based on the market price
of Frontier’s common stock on the date of grant. All restricted stock awards for named executive officers vest in 25% increments over four years,
except for Mrs. Wilderotter whose stock awards prior to 2007 vest in 20% increments over five years. Restricted stock awards have no market or
performance conditions to vesting. In March 2007, the compensation committee altered the vesting schedule of Mrs. Wilderotter’s February 2007
grant and future grants to be consistent with the vesting schedule for all the other named executive officers, which is 25% per year. The value of the
restricted stock awards represented between approximately 40 and 60 percent of the named executive officers’ total compensation for 2008, which
is consistent with Frontier’s philosophy of having a majority of the named executive officer’s compensation “at risk” and contingent upon specified
company and individual performance goals. In February 2009, the compensation committee granted restricted stock awards to the named executive
officers as set forth below under “2008 Named Executive Officer Compensation.”

Dividends are paid on shares of vested and unvested restricted stock at the same rate and at the same time that Frontier pays dividends on
shares of Frontier common stock. Frontier pays dividends on unvested restricted stock in order to reward executives for the performance of Frontier
on the same basis as stockholders, thereby more closely aligning the interests of its executives with those of its stockholders.
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Mrs. Wilderotter’s employment agreement provides that she will receive an annual minimum restricted stock award valued at between
$1,000,000 and $2,000,000, as determined by the compensation committee. The compensation committee has the discretion to increase the size of
her annual restricted stock award to an amount
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greater than her contractually-guaranteed award in order to align her compensation with Frontier’s peer group, reward performance or achieve
other company goals. Mrs. Wilderotter’s restricted stock award provides incentive for her to drive Frontier performance and to remain with
Frontier. It is also consistent with the goal of making the majority of her compensation performance-based. The compensation committee
determines the actual amount of the restricted stock award for Mrs. Wilderotter based on Frontier’s performance and her individual performance,
which is then subsequently reviewed by the non-management directors. Mrs. Wilderotter recommends the restricted stock awards for the other
executives, including the other named executive officers, to the compensation committee for their final review and approval.

The compensation committee follows a general practice of making all restricted stock awards to Frontier’s executives, including the named
executive officers, on a single date each year, with the exception of awards to eligible new hires, which are awarded as of the date of hire.
Typically, the compensation committee makes these restricted stock grants at its meeting in February based on the prior year’s results.

Long-Term Incentive Program Awards. In March 2008, the compensation committee, in consultation with the non-management directors and
the compensation committee’s independent executive compensation consultant, adopted the LTIP. The LTIP covers the named executive officers
and certain other officers. The LTIP is designed to incentivize and reward Frontier’s senior executives if they achieve aggressive growth goals over
three year performance periods, referred to as measurement periods. LTIP awards will be granted in shares of Frontier common stock following the
applicable measurement period if pre-established performance goals are achieved over the measurement period.

In March 2008, the compensation committee approved LTIP target award opportunities for each of the named executive officers, as set forth
below in the Grant of Plan-Based Awards table, as well as the target level for each performance metric for the 2008–2010 measurement period.
For the 2008–2010 measurement period, the performance metrics were revenue and free cash flow. Revenue and free cash flow were selected as
metrics for the 2008–2010 measurement period because of the compensation committee’s belief that these metrics drive strong alignment between
management and its stockholders with respect to Frontier’s long term performance. For purposes of the 2008–2010 measurement period, revenue
was defined as Frontier’s total revenues less regulatory revenues, and free cash flow was defined as Frontier’s publicly reported free cash flow,
adjusted to reflect Frontier as a full cash taxpayer during the 2008–2010 measurement period. The growth in these numbers was to be measured
from a 2007 base, which, in the case of free cash flow, was also to be adjusted to reflect Frontier as a full cash taxpayer and for certain other
items. The compensation committee had the discretion to include or exclude certain items from the calculations of free cash flow.

There were minimum financial performance “gates” that had to be achieved with respect to revenue and free cash flow growth over the
2008–2010 measurement period for any LTIP award to be granted. In February 2009, the compensation committee determined that the minimum
performance gates were no longer achievable and cancelled the award opportunities for the 2008–2010 measurement period. Accordingly, there
will be no payouts under the LTIP for the 2008–2010 measurement period. It is anticipated that new measurement periods and related targets will
be established in the future, but not in 2009.

Stock Options. Frontier does not make stock option awards to executive officers and has not done so since 2002. Given the historical price
range of Frontier common stock, the stock’s volatility characteristics and Frontier’s common stock dividend, Frontier believes a selective restricted
stock grant is more valuable and appropriate than an option grant and, therefore, a stronger hiring and retention tool. Further, restricted stock
awards result in the issuance of fewer shares.

Stock Ownership Guidelines. To further align Frontier’s executives’ interests with those of its stockholders, in 2007 the Frontier board
approved new stock ownership guidelines for the Frontier CEO and the other members of the Senior Leadership Team. The Frontier CEO is
expected to own shares of Frontier common stock having a minimum value of two times her base salary and each other member of the Senior
Leadership Team is expected
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to own shares of Frontier common stock having a minimum value of one times his or her base salary. The Frontier CEO and the other members of
the Senior Leadership Team have three years after joining the Senior Leadership Team to comply with this guideline and must retain ownership of
at least that amount as long as he or she serves on the Senior Leadership Team. The guidelines are based on a survey of similar policies among the
companies in Frontier’s peer group and the Frontier board’ judgment regarding a meaningful investment in Frontier. Restricted stock awards are
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counted for purposes of fulfilling this requirement. Currently, all members of the Senior Leadership Team, including the Frontier CEO, are in
compliance with these guidelines.

Post-Employment Compensation

Frontier Pension Plan. This defined benefit pension plan was frozen for all non-union participants in 2003 or earlier depending on the
participant’s employment history. The plan was frozen both with respect to participation and benefit accruals. Daniel McCarthy, Executive Vice
President and Chief Operating Officer, is the only named executive officer for 2008 who has vested benefits under the Frontier Pension Plan, as all
other named executive officers joined Frontier after the plan was frozen.

Termination of Employment and Change-in-Control Arrangements. To attract talented executives, Frontier provides certain post-
employment benefits to the named executive officers. These benefits vary among the named executive officers depending on the arrangements
negotiated with the individual executive upon his or her joining Frontier. Frontier’s change-in-control arrangements promote the unbiased and
disinterested efforts of its executives to maximize stockholder value before, during and after a change-in-control of Frontier which may affect the
employment status of the executives. See “—Employment Arrangements; Potential Payments upon Termination or Change-in-Control.”

Other Benefits. Frontier currently offers to retired members of the Frontier board the opportunity to continue their medical, dental and vision
coverage from Frontier for themselves and their spouses, with the retired board member paying 100% of the cost. As a member of the Frontier
board, Mrs. Wilderotter will be eligible, following post-employment coverage she may receive under her employment agreement, to continue her
medical, dental and vision coverage if she so elects by paying 100% of the cost of such coverage when she leaves the Frontier board, if such
coverage is available at that time. No other named executive officer is on the Frontier board and thus none of them are eligible for this benefit.

Market and Peer Group Reviews

To assess the competitiveness of Frontier’s executive compensation levels, the compensation committee directed its independent executive
compensation consultant to develop a peer group and then conduct a comprehensive study with respect to the compensation of the Senior
Leadership Team. The study included comparing the compensation of certain senior executives to the compensation of executives holding
comparable positions at companies in the peer group as reported in publicly-available documents. The peer group companies included in this study
were:
 
CenturyTel, Inc.   Mediacom Communications Corp.
Charter Communications Inc.   PAETEC Holding Corp.
Cincinnati Bell Inc.   Qwest Communications International Inc.
Embarq Corporation   Time Warner Telecom Inc.
Fairpoint Communications, Inc.   Windstream Corporation

The peer group was changed from the 2007–2008 peer group by removing IDT, Level 3 Communications, Telephone and Data Systems,
MetroPCS Communication Inc. and XO Communications Inc. These companies did not meet the peer group criteria which included quantitative
and qualitative measures. Charter Communications, Fairpoint Communications and Qwest Communications were added to the peer group because
the compensation committee believed these companies more closely match Frontier’s peer group criteria and are companies with whom Frontier
competes for executive talent.
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In the case of executives for whom there was no publicly available data or no comparable position at the companies in the peer group, the
results from the following two published executive compensation surveys were analyzed:
 

 •  2008 Mercer Benchmark Database Executive Survey
 

 •  2007-2008 Watson Wyatt Top Management CompQuest Survey

To determine the best job match for the positions to be evaluated based in the Watson Wyatt Survey, companies with revenues of between $1
billion and $5 billion in general industry were identified. For the Mercer Survey, companies in the telecommunications industry and general
industry were identified with revenues between $500 million and $2.5 billion. The analysis included examining how each executive’s
compensation compared to the results in the two surveys for base salary, total cash compensation, long term incentives and total direct
compensation.

The peer review study indicated that the total compensation for all of the named executive officers was between the 50th and 75th percentile
with the exception of Mr. McCarthy whose total compensation fell below the 50th percentile. The compensation committee reviewed and
considered the results of the study and other factors as described above under “Compensation Program Design” in determining the Frontier CEO’s
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compensation and that of the Senior Leadership Team for performance in 2008.

2008 Named Executive Officer Compensation

In February 2009, the compensation committee met to evaluate the performance of the Frontier CEO and the other named executive officers,
and to determine merit increases to 2009 base salaries, as well as annual cash bonus payouts and restricted stock awards related to 2008
performance.

For Mrs. Wilderotter, the compensation committee reviewed Frontier’s financial performance (as measured by revenue, EBITDA, capital
expenditures and operating free cash flow), Frontier’s performance on the 3P goals and her performance against her specific individual 2008 goals,
including acquisition integration, achievement of customer satisfaction ratings and development of the executive team. The compensation
committee also took into account competitive market data provided by its independent executive compensation consultant. Based on this review
and the factors discussed above under “Components of the Executive Compensation Program,” the compensation committee, in consultation with
the other non-management directors of the Frontier board, approved for Mrs. Wilderotter a merit increase to her 2009 base salary, an annual cash
incentive bonus payout and a restricted stock award (each in the amount set forth below) for 2008 performance. These compensation decisions
place her total compensation for 2008 in the 50th and 75th percentile of Frontier’s peer group. Mrs. Wilderotter later declined to accept the merit
increase to her 2009 base salary based on the current unprecedented economic conditions.

For the other named executive officers whose performance was judged based on the same 3P criteria as Mrs. Wilderotter, the compensation
committee reviewed Mrs. Wilderotter’s performance assessments for each executive and her recommendations with respect to merit increases in
base salary, annual cash incentive bonus payouts and restricted stock awards. The compensation committee then discussed their assessments of
each named executive officer and approved the base salaries for 2009, annual cash bonus payouts and restricted stock awards set forth below.
Mrs. Wilderotter later determined not to award merit increases to the other named executive officers and many other employees for 2009 based on
the current unprecedented economic conditions.
 

Name   2009 Base Salary   
2008 Incentive Bonus

Payout   
Grant Date Fair Value

of Stock Award 

Mrs. Wilderotter   $ 925,000  $ 878,611  $ 3,000,000
Mr. Shassian   $ 450,000  $ 425,790  $ 925,000
Mr. McCarthy   $ 342,400  $ 303,968  $ 500,000
Mr. Hayes   $ 300,000  $ 280,470  $ 423,450
Ms. McKenney   $ 290,000  $ 206,078  $ 450,000
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(1) For Mr. McCarthy, includes a market-based adjustment to his base salary based on the results of the peer review study, as discussed

previously under the “Market and Peer Group Reviews.” The named executive officers did not receive a merit increase for 2009.
 

(2) The amounts in this column represent the grant date fair value of restricted stock awards made in February 2009 in recognition of 2008
performance.

Internal Revenue Code Section 162(m) Policy

Section 162(m) of the Code generally disallows a tax deduction to public companies for compensation over $1,000,000 paid to the chief
executive officer or any of the four most highly compensated executive officers (other than the chief executive officer). Section 162(m) provides
that qualifying “performance-based compensation” will not be subject to the tax deduction limit if certain requirements are met. The compensation
committee believes it is important to maximize the corporate tax deduction, thereby minimizing the company’s tax liabilities. Accordingly, the
compensation committee has designed the 2008 Frontier Bonus Plan and amended the 2000 Equity Incentive Plan to make compensation awarded
under these plans deductible under Section 162(m) as “performance based compensation.” These plans went into effect with respect to 2008
compensation, which was paid in February and March 2009. Amounts that are guaranteed under Frontier’s existing employment agreements with
the named executive officers are not deductible by Frontier under Section 162(m) as such amounts do not qualify as “performance-based
compensation.”

Frontier may award amounts in the future that are not deductible under Section 162(m) if the compensation committee determines that it is in
the best interests of Frontier and its stockholders to do so.
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Summary Compensation Table

The following table sets forth, for services rendered to Frontier and its subsidiaries for each of the fiscal years ended December 31, 2008,
2007 and 2006, the compensation awarded to, earned by, or paid to Frontier’s Chief Executive Officer, Chief Financial Officer and each of its other
three most highly compensated current executive officers in 2008.
 

Name and Principal Position(s)  Year  Salary  Bonus  
Stock

Awards  
Option

Awards  

Non-Equity
Incentive Plan

Compensation  
All Other

Compensation  Total

Mary Agnes Wilderotter  2008 $920,833  —   $3,649,817  —   $ 878,611 $ 4,049 $5,453,310
Chairman of the Board of Directors,
President and Chief Executive Officer

 2007 $875,000  —   $1,366,383  —   $ 895,410 $ 2,071 $3,138,864
 2006 $737,500  —   $ 779,250  —   $ 825,000 $ 19,433 $2,361,183

Donald R. Shassian  2008 $448,000 $ 2,500 $ 511,321  —   $ 425,790 $ 8,624 $1,396,235
Executive Vice President and
Chief Financial Officer 

 2007 $435,834 $50,000 $ 305,108  —   $ 439,051 $ 9,154 $1,239,147
 2006 $301,042 $25,000 $ 125,156  —   $ 350,000 $ 2,748 $ 803,946

Daniel J. McCarthy  2008 $315,000 $ 1,000 $ 385,053  —   $ 303,968 $ 7,921 $1,012,942
Executive Vice President and Chief
Operating Officer

 2007 $288,334  —   $ 322,079  —   $ 287,448 $ 7,262 $ 905,123
 2006 $276,250  —   $ 490,770 $ 14,987 $ 238,000 $ 6,674 $1,026,681

Peter B. Hayes
Executive Vice President, Sales,
Marketing & Business Development  

2008
2007
2006 

$
$
$

298,667
290,542
281,128 

 
 
 

—  
—  
—   

$
$
$

355,696
448,054
318,550 

 
 
 

—  
—  
—   

$
$
$

280,470
286,082
240,763 

$
$
$

53,121
70,302
70,990 

$
$
$

987,954
1,094,980

911,431

Cecilia K. McKenney  2008 $288,875 $ 1,000 $ 299,976  —   $ 206,078 $ 7,799 $ 803,728
Executive Vice President, Human
Resources and Call Center Sales & Service

 

2007

 

$281,876

 

 —  

 

$ 192,664

 

 —  

 

$ 214,603

 

$ 8,033

 

$ 697,176

 
(1) The stock awards referred to in this column consist of grants of restricted stock and, for Mrs. Wilderotter, a one-time grant of 120,000 shares

of common stock for 2007. The amounts shown in this column represent the dollar amount recognized by Frontier for stock awards for
financial statement reporting purposes with respect to 2008, 2007 and 2006 in accordance with FAS 123R. As such, it may include amounts
related to awards granted in and prior to 2008, 2007 and 2006. For a discussion of valuation assumptions, see Note 17 in the notes to
Frontier’s audited consolidated financial statements. For additional details regarding the restricted stock awards, see the Grant of Plan-Based
Awards table below and the accompanying narrative.

 

(2) The amounts shown in this column represent the dollar amount recognized by Frontier for stock option awards for financial reporting purposes
with respect to 2006 in accordance with FAS 123R. No stock options were awarded in 2008, 2007 or 2006. As such, these amounts relate to
awards granted prior to 2006. For a discussion of valuation assumptions, see Note 17 in the notes to Frontier’s audited consolidated financial
statements.

 

(3) The amounts shown in this column represent awards made under the Frontier Bonus Plan (formerly called the Citizens Incentive Plan) for
2008, but were paid in 2009.

 

(4) The All Other Compensation column includes, among other things, the items described below. The SEC requires Frontier to identify and
quantify any individual item of compensation exceeding $10,000, except as discussed below under “Perquisites and Other Personal Benefits.”

 

    Perquisites and Other Personal Benefits. Disclosure of perquisites and other personal benefits is omitted for a named executive officer if they
aggregate less than $10,000 in the fiscal year. Accordingly, for 2008, perquisites and other personal benefits are included in this column only
for Mr. Hayes and consist of a housing allowance ($32,000).

 

    Tax Gross-Ups. For 2008, the amounts in this column for Mr. Hayes also include tax gross-up payments in the amount of $15,987.
 

    Note that the amounts in this column for 2007 and 2006 (and the related “Total” amounts) for each of the named executive officers have been
revised from those previously disclosed. Dividends are factored into the grant date fair value of the awards in accordance with FASB 123R
and, therefore, are not required to be reported in this column. Amounts have been adjusted accordingly.
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(5) Mr. Shassian joined Frontier as Chief Financial Officer effective April 17, 2006 and became an Executive Vice President on February 21,
2008. In accordance with his letter agreement with Frontier, he received a sign-on bonus of $25,000 and a grant of 50,000 shares of restricted

(1) (2) (3) (4)

(5)

(6)
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stock on his date of hire and a sign-on bonus of $50,000 on April 17, 2007. See “—Employment Arrangements; Potential Payments Upon
Termination or Change-in-Control—Donald R. Shassian.”

 

(6) Ms. McKenney joined Frontier as Senior Vice President, Human Resources effective February 7, 2006 and became Executive Vice President,
Human Resources and Call Center Sales & Service on February 21, 2008. Information for 2006 is not provided for Ms. McKenney because
she was not a named executive officer for 2006.

Grant of Plan-Based Awards

The following table sets forth information concerning cash awards under Frontier’s non-equity incentive compensation plan (the Frontier
Bonus Plan, formerly called the Citizens Incentive Plan) for 2008, award opportunities under the LTIP announced in 2008 and grants of stock
made during 2008 to the named executive officers.
 

Name

 

Grant Date

 

Estimated Possible Payouts Under
Non—Equity Incentive Plan

Awards  
Estimated Future Payouts Under
Equity Incentive Plan Awards  

All Other
Stock

Awards:
Number
of Shares
of Stock

 Grant Date
Fair Value
of Stock
Awards  Threshold Target  Maximum  Threshold  Target  Maximum   

  ($)  ($)  ($)  ($)  ($)  (#)  ($)  ($)

Mary Agnes Wilderotter  —   $ 0 $925,000 $1,110,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   347,985 $3,911,351
 February 21, 2008  —    —    —   —   —   —   120,000 $1,348,800

Donald R. Shassian  —   $ 0 $450,000 $ 540,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   77,381 $ 834,941

Daniel J. McCarthy  —   $ 0 $320,000 $ 384,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   41,209 $ 444,645

Peter B. Hayes  —   $ 0 $300,000 $ 360,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   40,934 $ 441,578

Cecilia K. McKenney  —   $ 0 $217,500 $ 261,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   39,377 $ 424,878

 
(1) In February 2009, the compensation committee cancelled award opportunities under the LTIP for the 2008–2010 measurement period and,

accordingly, no payouts for such measurement period will be made. The compensation committee had approved award opportunities in March
2008 for the named executive officers for the 2008–2010 measurement period as follows: Mrs. Wilderotter, $5,000,000; Mr. Shassian,
$2,500,000; Mr. McCarthy, $1,500,000; Mr. Hayes, $750,000; and Ms. McKenney, $750,000.

Awards under the Frontier Bonus Plan for 2008 shown under the Estimated Possible Payouts Under Non-Equity Incentive Plan Awards
columns were paid in March 2009 based on performance metrics set for 2008 and achievement of individual goals, as described above under
“Compensation Discussion and Analysis.” Target awards under the Frontier Bonus Plan are set as a percentage of base salary. Targets for 2008
were set at 100% of base salary for each of the named executive officers other than Ms. McKenney, whose target was set at 75% of her base
salary. Payouts can range from 0% to 120% of the target. The actual amounts of these awards for 2008 for the named executive officers are
reported above in the Summary Compensation Table in the column entitled “Non-Equity Incentive Plan Compensation.”

Except as noted below, the stock awards referred to in the above table are grants of restricted stock. The grants vest in four equal annual
installments commencing one year after the grant date. All such grants of restricted stock were made under Frontier’s Amended and Restated 2000
Equity Incentive Plan in 2008. Each of the named executive officers is entitled to receive dividends on shares of restricted stock at the same rate
and at the same time Frontier pays dividends on shares of Frontier common stock. The common stock dividend rate for 2008 was $1.00 per share,
paid quarterly. No above-market or preferential dividends were paid with respect to any restricted shares. For Mrs. Wilderotter, the stock awards
include a one-time grant of 120,000 shares of Frontier common stock.
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In March 2008, the compensation committee approved LTIP target award opportunities for each of the named executive officers and the
performance goals for the 2008–2010 measurement period, as described above under “Components of the Executive Compensation Program—
Equity Compensation—Long Term Incentive Program Awards.” In February 2009, the compensation committee determined that the minimum
performance gates for awards to be made were not achievable and cancelled the award opportunities for the 2008–2010 measurement period.
Accordingly, there will be no payouts under the LTIP for the 2008–2010 measurement period.

(1)
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Outstanding Equity Awards at Fiscal Year-End

The following table sets forth information regarding outstanding shares of restricted stock held by the named executive officers at year-end
and award opportunities at such date under the LTIP. None of the named executive officers held any options to purchase Frontier common stock at
year-end.
 

Name   

Number of Shares
of Stock That Have

Not Vested   

Market Value of
Shares of Stock
That Have Not

Vested   

Equity Incentive
Plan Awards:

Number of
Unearned

Shares, Units or
Other Rights

That Have Not
Vested   

Equity Incentive
Plan Awards:

Market or Payout
Value of Unearned

Shares, Units or
Other Rights That

Have Not Vested 
   (#)   ($)   (#)   ($)

Mary Agnes Wilderotter   593,985  $ 5,191,429    $ 0
Donald R. Shassian   132,381  $ 1,157,010    $ 0
Daniel J. McCarthy   86,584  $ 756,744    $ 0
Peter B. Hayes   83,184  $ 727,028    $ 0
Cecilia K. McKenney   75,315  $ 658,253    $ 0
 
(1) The shares of restricted stock held by the named executive officers as of December 31, 2008 vest as follows:
 

 

•  Mrs. Wilderotter: 30,000 restricted shares vest on November 1, 2009; 216,000 restricted shares vest in three equal annual
installments commencing February 22, 2009; and 347,985 restricted shares vest in four equal annual installments commencing
February 26, 2009.

 

 

•  Mr. Shassian: 25,000 restricted shares vest in two equal annual installments commencing April 17, 2009; 30,000 restricted
shares vest in three equal annual installments commencing February 22, 2009; and 77,381 restricted shares vest in four equal
annual installments commencing February 21, 2009.

 

 

•  Mr. Hayes: 16,000 restricted shares vest in two equal annual installments commencing February 22, 2009; 26,250 restricted
shares vest in three equal annual installments commencing February 22, 2009; and 40,934 restricted shares vest in four equal
annual installments commencing February 21, 2009.

 

 

•  Mr. McCarthy: 4,125 restricted shares vested on March 15, 2009; 15,000 restricted shares vest in two equal annual installments
commencing February 22, 2009; 26,250 restricted shares vest in three equal annual installments commencing February 22,
2009; and 41,209 restricted shares vest in four equal annual installments commencing February 21, 2009.

 

 

•  Ms. McKenney: 15,000 restricted shares vest in two equal annual installments commencing February 7, 2009; 20,938 restricted
shares vest in three equal annual installments commencing February 22, 2009; and 39,377 restricted shares vest in four equal
annual installments commencing February 21, 2009.

 

(2) The market value of shares of common stock reflected in the table is based upon the closing price of Frontier common stock on December 31,
2008, which was $8.74 per share.
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(3) Amounts in these columns relate to award opportunities under the LTIP for the 2008–2010 measurement period. In February 2009, the
compensation committee determined that the goals were not achievable and cancelled the award opportunities for the 2008–2010
measurement period. Accordingly, there will be no payouts under the LTIP for the 2008–2010 measurement period.

 

(4) The number of shares that may be awarded under the LTIP is based on the closing price of Frontier’s common stock at the time the award is
made following the end of the three-year performance period. Accordingly, the number of shares cannot be determined until the time of
payout.

Option Exercises and Stock Vested

The following table sets forth information regarding the shares of restricted stock that vested for each of the named executive officers in
2008. No named executive officer acquired any shares upon the exercise of stock options in 2008. The value of restricted stock realized upon
vesting is based on the closing price of the shares on the vesting date.
 
   Stock Awards

Number of Shares Acquired

(1) (2) (3) (3)

(4)

(4)

(4)

(4)

(4)
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Name   on Vesting   Value Realized on Vesting
   (#)   ($)

Mary Agnes Wilderotter   102,000  $ 1,016,700
Donald R. Shassian   22,500  $ 237,750
Daniel J. McCarthy   20,375  $ 219,848
Peter B. Hayes   16,750  $ 183,413
Cecilia K. McKenney   14,479  $ 158,545

Pension Benefits
 

       
Number of Years
Credited Service   

Present Value of
Accumulated

Benefit   
Payments During
Last Fiscal Year

Name   Plan Name   (#)   ($)   ($)

Mary Agnes Wilderotter   —    —     —    —  
Donald R. Shassian   —    —     —    —  
Daniel J. McCarthy

  

Frontier Pension
Plan   

11.0
  

$ 65,687
  

—  

Peter B. Hayes   —    —     —    —  
Cecilia K. McKenney   —    —     —    —  

Frontier has a noncontributory, qualified retirement plan, the Frontier Pension Plan, covering a majority of Frontier’s employees that provides
benefits that, in most cases, are based on formulas related to base salary and years of service. The Frontier Pension Plan has been amended to
provide that, effective February 1, 2003, no further benefits will be accrued under the plan by most non-union participants (including all executive
officers). Mr. McCarthy is the only named executive officer who has vested benefits under the plan, which is referred to as “frozen.” The estimated
annual pension benefits (assumed to be paid in the normal form of an annuity) for Mr. McCarthy is $22,641. This amount is calculated under the
plan based on his 11 years of service credit at the time the plan was frozen and the compensation limits established in accordance with federal tax
law in the computation of retirement benefits under qualified plans. Benefits are not subject to reduction for Social Security payments or other
offset amounts. For a discussion of valuation assumptions, see Note 23 in the notes to Frontier’s audited consolidated financial statements.
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Employment Arrangements; Potential Payments Upon Termination or Change-in-Control

Mary Agnes Wilderotter

Frontier entered into an employment agreement with Mary Agnes Wilderotter, dated as of November 1, 2004, pursuant to which
Mrs. Wilderotter was appointed President and Chief Executive Officer of Frontier. The employment agreement was amended in December 2008 in
connection with the deferred compensation rules imposed by Section 409A of the Code, referred to as Section 409A. In December 2005,
Mrs. Wilderotter was appointed Chairman of the Frontier board. Under the terms of Mrs. Wilderotter’s employment agreement, her initial annual
base salary was $700,000, which can be and has been increased from time to time by the compensation committee. The employment agreement
has an initial term of five years, which expires in November of 2009. The agreement automatically renews at the end of the initial or any renewal
term for an additional one-year term, unless either party provides prior notice of non-renewal. Mrs. Wilderotter is also entitled to a target bonus
amount equal to 100% of her base salary. Upon commencement of her employment, Mrs. Wilderotter received a grant of 150,000 restricted shares
of Frontier common stock. With respect to each fiscal year during the employment term after 2004, Mrs. Wilderotter will receive a minimum grant
of restricted shares of Frontier common stock with an aggregate value on the date of each grant equal to between $1,000,000 and $2,000,000, as
determined by the compensation committee. The agreement provides that these restricted stock grants each vest ratably over five years. In March
2007, the compensation committee altered the vesting schedule of Mrs. Wilderotter’s February 2007 grant and future grants to be consistent with
the vesting schedule for all other named executive officers, which is 25% per year.

If Mrs. Wilderotter’s employment is terminated without “cause” or by Mrs. Wilderotter with “good reason” (each as defined in the
employment agreement), or Frontier does not renew her employment agreement at the end of a term, Frontier would be required to pay
Mrs. Wilderotter an amount equal to her base salary through the date of termination and any bonus earned but unpaid as of the date of termination
for any previously completed fiscal year, plus the sum of three times her base salary and two times her target bonus (payable in equal installments
over 36 months) and one times her target bonus (payable in a lump sum within 2-1/2 months following the end of the calendar year of
termination), and all of her restricted shares will vest. Mrs. Wilderotter is also entitled to receive reimbursement for any unreimbursed business
expenses, any accrued but unpaid vacation and continued medical, dental and life insurance and other health benefits until the end of the severance
period or the date on which Mrs. Wilderotter becomes eligible to receive comparable benefits from any subsequent employer, whichever is earlier,
for which Frontier will provide a lump sum for her for the cost to her of such benefits. As a director of Frontier, Mrs. Wilderotter may continue to
participate in these plans following the severance period at her cost.
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If Mrs. Wilderotter’s employment is terminated due to her death or in connection with a disability, she or her estate will be entitled to
payment of base salary for six months following the termination and a prorated portion of the target bonus, and all restricted shares will vest.
Mrs. Wilderotter is also entitled to receive reimbursement for any unreimbursed business expenses, any accrued but unpaid vacation, pension,
profit sharing, medical, dental and life insurance and other employee benefit plans to which Mrs. Wilderotter is entitled upon termination of her
employment for a period of two years, for which Frontier will provide a lump sum to her for the cost to her of such benefits.

In the event of a constructive termination following a “change in control” (as defined in the employment agreement), Mrs. Wilderotter will be
entitled to the amounts she would receive in connection with a termination by Frontier without cause or by her with good reason, potentially
subject to reduction if such amounts would be subject to excise taxes under Section 4999 of the Code. If the amounts payable by Frontier, less such
excise taxes payable by Mrs. Wilderotter, are in the aggregate at least 125% of the amounts payable without causing the loss of deduction to
Frontier under Section 280G of the Code, Mrs. Wilderotter will be entitled to additional amounts to make her whole for such excise taxes. If the
amounts payable by Frontier, less such excise taxes payable by Mrs. Wilderotter, are in the aggregate less than 125% of the amount payable
without causing the loss of
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deduction to Frontier and the imposition of excise taxes to Mrs. Wilderotter under Sections 280G and 4999 of the Code, the amount payable by
Frontier will be reduced to the extent necessary such that Frontier will not lose its deduction under Section 280G of the Code and such that
Mrs. Wilderotter will not be subject to excise taxes.

The following table sets forth the amounts Mrs. Wilderotter would have been entitled to from Frontier under the various provisions of her
employment agreement had her employment been terminated as of December 31, 2008.
 

Termination Event   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Benefits   Total

Without cause, for good reason or non-renewal of agreement   $ 2,775,000  $2,775,000  $ 5,191,429  $ 51,704  $ 10,793,133
Death   $ 462,500  $ 462,500  $ 5,191,429  $ 23,741  $ 6,140,170
Disability   $ 462,500  $ 462,500  $ 5,191,429  $ 34,072  $ 6,150,501
Change-in-control   $ 2,775,000  $2,775,000  $ 5,191,429  $ 1,372,994  $ 12,114,423
With cause or without good reason    —     —     —     —     —  
 
(1) Base salary and two-thirds of the bonus amount payable in equal installments over 36 months. The remaining bonus amount payable in a

lump sum within 2-1/2 months following the end of the calendar year of termination.
 

(2) Dollar value of 593,985 shares of restricted stock held by Mrs. Wilderotter on December 31, 2008 based on the closing sales price of $8.74
per share of Frontier common stock on December 31, 2008.

 

(3) Value of continued medical, dental, vision and life insurance benefits for Mrs. Wilderotter, her spouse and eligible child, as applicable, under
the terms of her employment agreement as described above. For change-in-control, also includes a tax gross-up for excise taxes on post-
termination payments.

Donald R. Shassian

Frontier entered into a letter agreement with Donald R. Shassian, dated March 7, 2006, pursuant to which Mr. Shassian was appointed Chief
Financial Officer of Frontier. The letter agreement was amended in December 2008 in connection with the deferred compensation rules imposed
by Section 409A and superseded the July 2007 arrangement with him regarding the vesting of his restricted stock. In February 2008, Mr. Shassian
was appointed Executive Vice President and Chief Financial Officer of Frontier. Under the terms of Mr. Shassian’s letter agreement, his initial
annual base salary was $425,000, which can be and has been increased from time to time by the compensation committee. The letter agreement
provides for a target annual incentive bonus of 100% of his base salary. In addition, Mr. Shassian received two sign-on bonuses: $25,000 payable
30 days after his start date and $50,000 payable on the first anniversary of his start date. Mr. Shassian also received a sign-on grant of 50,000
shares of restricted stock that vests ratably over four years. Additionally, with respect to each fiscal year during his employment term commencing
with 2007, Mr. Shassian is eligible to receive a grant of restricted shares of Frontier common stock in an amount to be determined by the
compensation committee.

If, within one year following a “change in control” (as defined in the letter agreement) of Frontier, (a) Mr. Shassian is terminated by Frontier
without cause or (b) he terminates his employment as a result of (i) a material decrease in his base salary, target bonus or long term incentive
compensation target from those in effect immediately prior to the change in control for any reason other than cause, (ii) a material relocation of his
principal office (with greater than 50 miles from Frontier’s Stamford, Connecticut headquarters deemed to be material), or (iii) a material decrease

(1) (1) (2) (3)
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in his responsibilities or authority for any reason other than cause, Mr. Shassian will be entitled to two years of base salary and target bonus and all
restrictions on restricted shares held by him will immediately lapse and his restricted shares shall become non-forfeitable. The following table
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sets forth the amounts Mr. Shassian would have been entitled to from Frontier had his employment been terminated as of December 31, 2008
following a change in control. Mr. Shassian would not be entitled to any severance amounts upon termination for any other reason.
 

Termination Event   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Total

Change in control   $ 900,000  $900,000  $1,157,010  $2,957,010
 
(1) Payable in a lump sum upon termination.
 

(2) Dollar value of 132,381 shares of restricted stock held by Mr. Shassian on December 31, 2008 based on the closing sales price of $8.74 per
share of Frontier’s common stock on December 31, 2008.

Daniel J. McCarthy

In July 2007, Frontier agreed with Daniel J. McCarthy, Executive Vice President and Chief Operating Officer of Frontier, that all restrictions
on restricted shares held by him will lapse and become non-forfeitable after a change in control of Frontier under the same circumstances as
described above for Mr. Shassian. Had Mr. McCarthy’s employment been terminated as of December 31, 2008 following a change in control, the
value of his accelerated restricted shares would have been $756,744, which is the dollar value of 86,584 shares of restricted stock held by him on
December 31, 2008 based on the closing sales price of $8.74 per share of Frontier common stock on December 31, 2008. Mr. McCarthy would not
be entitled to any severance amounts upon termination for any other reason. In addition, Mr. McCarthy is also entitled to his pension benefit as set
forth under “Pension Benefits.”

Peter B. Hayes

Frontier entered into a letter agreement with Peter B. Hayes, dated December 31, 2004, pursuant to which Mr. Hayes was appointed Senior
Vice President, Sales, Marketing & Business Development of Frontier. The letter agreement was amended in December 2008 in connection with
the deferred compensation rules imposed by Section 409A and superseded the July 2007 arrangement with him regarding the vesting of his
restricted stock. In December 2005, Mr. Hayes was appointed Executive Vice President, Sales, Marketing & Business Development of Frontier.
Under the terms of Mr. Hayes letter agreement, his initial annual base salary was $275,000, which can be and has been increased from time to
time by the compensation committee. The letter agreement provides for a target annual incentive bonus of 75% of his base salary, which was
increased to 85% for 2006 and to 100% for 2007. Mr. Hayes also received a sign-on grant of 50,000 shares of restricted stock that vested ratably
over three years.

If, within one year following a “change in control” (as defined in the letter agreement) of Frontier, (a) Mr. Hayes is terminated by Frontier
without cause or (b) he terminates his employment as a result of (i) a material decrease in his base salary, target bonus or long term incentive
compensation target from those in effect immediately prior to the change in control for any reason other than cause, (ii) a material relocation of his
principal office (with greater than 50 miles from Frontier’s Stamford, Connecticut headquarters deemed to be material), or (iii) a material decrease
in his responsibilities or authority for any reason other than cause, Mr. Hayes will be entitled to one year of base salary and 100% of his bonus
target prorated for the plan year and all restrictions on restricted shares held by him will immediately lapse and his restricted shares shall become
non-forfeitable. Mr. Hayes will also be entitled to one year of continued medical benefits, for which Frontier will provide a lump sum for him for
the cost to him of such benefits.

Under the terms of the letter agreement, Mr. Hayes was reimbursed for the cost of relocation and is paid a housing allowance until June 30,
2010.
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The following table sets forth the amounts Mr. Hayes would have been entitled to from Frontier had his employment been terminated as of
December 31, 2008 following a change in control. Mr. Hayes would not be entitled to any severance amounts upon termination for any other
reason.

(1)  (1)  (2)
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Termination Event   Base Salary   Bonus   

Value of
Accelerated

Restricted Stock   Benefits   Total

Change-in-control   $ 300,000  $300,000  $ 727,028  $ 14,972  $1,342,000
 
(1) Payable in a lump sum upon termination.
 

(2) Value of continued medical coverage for one year for Mr. Hayes, his spouse and children.
 

(3) Dollar value of 83,184 shares of restricted stock held by Mr. Hayes on December 31, 2008 based on the closing sales price of $8.74 per share
of Frontier’s common stock on December 31, 2008.

Cecilia K. McKenney

Frontier entered into a letter agreement with Cecilia K. McKenney, dated January 13, 2006, pursuant to which Ms. McKenney was appointed
Senior Vice President, Human Resources of Frontier. The letter agreement was amended in December 2008 in connection with the deferred
compensation rules imposed by Section 409A and superseded the July 2007 arrangement with her regarding the vesting of her restricted stock. In
February 2008, Ms. McKenney was appointed Executive Vice President, Human Resources and Call Center Sales & Service of Frontier. Under the
terms of Ms. McKenney’s letter agreement, her initial annual base salary was $275,000, which can be and has been increased from time to time by
the compensation committee. The letter agreement provides for a target annual incentive bonus of 60% of her base salary, which was increased to
75% for 2007. In addition, Ms. McKenney received a sign-on bonus of $50,000 payable 30 days after her start date. Ms. McKenney also received a
sign-on grant of 30,000 shares of restricted stock that vests ratably over four years. Additionally, with respect to each fiscal year during her
employment term commencing with 2007, Ms. McKenney is eligible to receive a grant of restricted shares of Frontier common stock in an amount
to be determined by the compensation committee.

If, within one year following a “change in control” (as defined in the letter agreement) of Frontier, (a) Ms. McKenney is terminated by
Frontier without cause or (b) she terminates her employment as a result of (i) a material decrease in her base salary, target bonus or long term
incentive compensation target from those in effect immediately prior to the change in control for any reason other than cause, (ii) a material
relocation of her principal office (with greater than 50 miles from Frontier’s Stamford, Connecticut headquarters deemed to be material), or (iii) a
material decrease in her responsibilities or authority for any reason other than cause, Ms. McKenney will be entitled to one year of base salary and
target bonus and all restrictions on restricted shares held by her will immediately lapse and her restricted shares shall become non-forfeitable.

The following table sets forth the amounts Ms. McKenney would have been entitled to from Frontier had her employment been terminated as
of December 31, 2008 following a change in control. Ms. McKenney would not be entitled to any severance amounts upon termination for any
other reason.
 

Termination Event   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Total

Change in control   $ 290,000  $217,500  $658,253  $1,165,753
 
(1) Payable in a lump sum upon termination.
 

(2) Dollar value of 75,315 shares of restricted stock held by Ms. McKenney on December 31, 2008 based on the closing sales price of $8.74 per
share of Frontier’s common stock on December 31, 2008.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS, DIRECTORS
AND EXECUTIVE OFFICERS OF FRONTIER

The following table sets forth the ownership of Frontier common stock as of September 1, 2009, for each director, each named executive
officer, by all directors and executive officers of Frontier as a group and by each person known to Frontier to be the beneficial owner of 5% or more
of the outstanding shares of its common stock. Except as otherwise stated, the business address of each person listed is c/o Frontier
Communications Corporation, 3 High Ridge Park, Stamford, Connecticut 06905. Except as otherwise described below, each of the persons named
in the table has sole voting and investment power with respect to the common stock beneficially owned and has not pledged such common stock as
security for any obligations.

The information (other than with respect to Frontier’s directors and executive officers) is based on a review of statements filed with the SEC
pursuant to Sections 13(d), 13(f) and 13(g) of the Exchange Act with respect to Frontier common stock. The amounts and percentages of common
stock beneficially owned are reported on the basis of regulations of the SEC governing the determination of beneficial ownership of securities.

 (1) (1) (2) (3)

(1)  (1) (2)
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Under the rules of the SEC, a person is deemed to be a “beneficial owner” of a security if that person has or shares “voting power,” which includes
the power to vote or to direct the voting of such security, or “investment power,” which includes the power to dispose of or direct the disposition of
such security. A person is also deemed to be a beneficial owner of any securities of which that person has a right to acquire beneficial ownership
within 60 days. All persons listed have sole voting and investment power with respect to their shares unless otherwise indicated.
 

   
Common Stock

Beneficially Owned  

Name and Address  of Beneficial Owner   
Number of

Shares   
Percent of

Class  

Group consisting of: V. Prem Watsa, 1109519 Ontario Limited, The Sixty Two Investment Company
Limited, 810679 Ontario Limited and Fairfax Financial Holdings Limited   15,593,600   5.0% 

Kathleen Q. Abernathy   78,036   *  
Leroy T. Barnes, Jr.   34,073   *  
Peter C.B. Bynoe   34,213   *  
Michael T. Dugan   23,880   *  
Jeri B. Finard   75,519   *  
Lawton Wehle Fitt   82,566   *  
Peter B. Hayes   263,046   *  
William M. Kraus   33,170   *  
Daniel J. McCarthy   242,944   *  
Cecilia K. McKenney   175,548   *  
Howard L. Schrott   54,896   *  
Larraine D. Segil   58,294   *  
Donald R. Shassian   259,397   *  
David H. Ward   43,249   *  
Myron A. Wick, III   69,257   *  
Mary Agnes Wilderotter   1,230,646   *  
All directors and executive officers as a group (19 persons)   3,223,937   1.0% 
 
 * Less than 1%.
 

(a) The business address of these beneficial owners is 95 Wellington Street West, Suite 800, Toronto, Ontario, Canada M5J 2N7, except for
1109519 Ontario Limited, whose business address is 1600 Cathedral Place, 925 West Georgia Street, Vancouver, British Columbia, Canada
V6C 3L3. Based on a statement on Schedule 13G filed on February 17, 2009 by V. Prem Watsa, 1109519 Ontario Limited, The Sixty Two
Investment Company Limited, 810679 Ontario Limited and Fairfax Financial Holdings Limited, referred to as Fairfax. Such Schedule 13G
discloses that certain of the shares beneficially owned by the reporting persons are held by subsidiaries of Fairfax and by the pension plans of
certain subsidiaries of Fairfax.
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(b) Includes 10,000 shares that may be acquired upon the exercise of stock options as of April 20, 2009 or within 60 days thereafter. We refer to
these stock options as “currently exercisable.” Also includes 43,961 shares that may be acquired upon the redemption of stock units.
Directors may elect to redeem stock units upon termination of service in the form of cash or shares of Frontier common stock.

 

(c) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 22,073 shares that may be acquired
upon the redemption of stock units.

 

(d) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 20,363 shares that may be acquired
upon the redemption of stock units.

 

(e) Consists of 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 13,880 shares that may be
acquired upon the redemption of stock units.

 

(f) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 60,019 shares that may be acquired
upon the redemption of stock units.

 

(g) Consists of 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 72,566 shares that may be
acquired upon the redemption of stock units.

 

(h) Includes 106,312 restricted shares over which Mr. Hayes has sole voting power but no dispositive power and 101,734 shares held by a family
trust.

 

(i) Includes 22,170 shares that may be acquired upon the redemption of stock units and 1,718 shares held in the William M. Kraus Trust.
 

 (a)

(b)

(c)

(d)

(e)

(f)

(g)

(h)

(i)

(j)

(k)

(l)

(m)

(n)

(o)

(p)

(q)

(r)
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(j) Includes 115,079 restricted shares over which Mr. McCarthy has sole voting power but no dispositive power and 10,356 shares held in a
401(k) plan.

 

(k) Includes 104,245 restricted shares over which Ms. McKenney has sole voting power but no dispositive power.
 

(l) Includes 5,000 shares that may be acquired upon the exercise of currently exercisable stock options and 44,896 shares that may be acquired
upon the redemption of stock units.

 

(m) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 44,294 shares that may be acquired
upon the redemption of stock units.

 

(n) Includes 200,003 restricted shares over which Mr. Shassian has sole voting power but no dispositive power.
 

(o) Consists of 22,170 shares that may be acquired upon the exercise of currently exercisable stock options and 21,420 shares that may be
acquired upon the redemption of stock units.

 

(p) Consists of 10,000 shares that may be acquired upon the exercise of currently exercisable stock options, 51,257 shares that may be acquired
upon the redemption of stock units and 8,000 shares held in the Myron A. Wick, III Trust U/A/D 2/21/56.

 

(q) Includes 790,019 restricted shares over which Mrs. Wilderotter has sole voting power but no dispositive power and 425,627 shares held by a
family trust.

 

(r) Includes 1,523,260 restricted shares over which executive officers have sole voting power but no dispositive power, 106,079 shares that may
be acquired pursuant to the exercise of currently exercisable stock options by directors, 111,648 shares that may be acquired pursuant to the
exercise of currently exercisable stock options by executive officers and 417,649 shares that may be acquired upon the redemption of stock
units.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires Frontier’s directors and officers and persons who beneficially own more than
10% of the Frontier common stock to file reports of ownership and changes in ownership with the SEC and the NYSE. Such directors, officers and
greater than 10% stockholders are also required to furnish Frontier with copies of all such filed reports.

Based solely upon a review of the copies of such reports furnished to Frontier, or representations that no reports were required, Frontier
believes that during the year ended December 31, 2008, all persons subject to the reporting requirements of Section 16(a) filed the required reports
on a timely basis.
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DESCRIPTION OF CAPITAL STOCK OF FRONTIER AND THE COMBINED COMPANY

The following summary describes the material terms of Frontier’s restated certificate of incorporation and by-laws but it does not purport to
describe all of the terms thereof. The full text of Frontier’s restated certificate of incorporation is filed as an exhibit to the registration statement of
which this proxy statement/prospectus is a part. All stockholders are urged to read the restated certificate of incorporation in its entirety. After the
merger, Frontier’s restated certificate of incorporation and by-laws will remain unchanged except for, to the extent authorized by the stockholders,
an increase in the number of authorized shares of Frontier common stock, and Frontier’s restated certificate of incorporation and by-laws will be
the certificate of incorporation and by-laws of the combined company. This summary is qualified in its entirety by the DGCL.

Under Frontier’s restated certificate of incorporation, the total authorized capital stock of Frontier consists of 50,000,000 shares of preferred
stock, par value $.01 per share, and 600,000,000 shares of common stock, par value $.25 per share. If Frontier stockholders at the special meeting
approve the proposal to amend the restated certificate of incorporation to increase the number of authorized shares of Frontier common stock, the
number of authorized shares of common stock will increase to 1,750,000,000 pursuant to an amendment to the restated certificate of incorporation
to be filed by Frontier.

Frontier common stock began trading on the NYSE under the symbol “FTR” on July 31, 2008. Prior to that time, the common stock of
Frontier, then named Citizens Communications Company, was traded on the NYSE under the symbol “CZN.”

As of June 30, 2009, there were approximately 24,200 holders of record of Frontier common stock.

Common Stock

All shares of Frontier common stock to be outstanding upon consummation of the merger will be validly issued, fully paid and nonassessable.

Dividends
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Holders of shares of Frontier common stock will be entitled to receive dividends and other distributions in cash, stock or property of Frontier
as may be declared by its board of directors from time to time at its sole discretion out of Frontier’s assets or funds legally available for dividends
or other distributions. Dividends on Frontier common stock will not be cumulative. Consequently, if dividends on Frontier common stock are not
declared or paid at the targeted level, Frontier stockholders will not be entitled to receive such payments in the future.

Frontier currently pays an annual cash dividend of $1.00 per share of Frontier common stock. After the closing of the merger, Frontier intends
to pay an annual cash dividend of $0.75 per share of common stock of the combined company. The Frontier board may, in its sole discretion,
amend or repeal this dividend policy.

Rights upon Liquidation

In the event of Frontier’s voluntary or involuntary liquidation, dissolution or winding up, holders of shares of Frontier common stock will be
entitled to share in its assets remaining after payment of all debts and other liabilities, subject to the liquidation preference of any outstanding
preferred stock.

Voting Rights

Each holder of Frontier common stock is entitled to one vote for each share held of record and may not cumulate votes for the election of
directors.
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Except as otherwise required by the DGCL and Frontier’s restated certificate of incorporation and by-laws, action requiring stockholder
approval may be taken by a vote of the holders of a majority of the Frontier common stock at a meeting at which a quorum is present.

Other Rights

Holders of shares of Frontier common stock have no preemptive rights. The holders of common stock are subject to, and may be adversely
affected by, the rights of the holders of shares of any series of preferred stock that Frontier may designate and issue in the future.

Preferred Stock

Frontier’s restated certificate of incorporation provides that it may issue up to 50,000,000 shares of its preferred stock in one or more series as
may be determined by the Frontier board.

The Frontier board has broad discretionary authority with respect to the rights of issued series of Frontier’s preferred stock and may take
several actions without any vote or action of the holders of Frontier common stock, including:
 

 •  determining the number of shares to be included in each series;
 

 
•  fixing the designation, powers, preferences and relative, participating optional, conversion and other rights of the shares of each series

and any qualifications, limitations or restrictions with respect to each series; and
 

 •  increasing or decreasing the number of shares of any series.

The Frontier board may authorize, without approval of holders of Frontier common stock, the issuance of preferred stock with voting and
conversion rights that could adversely affect the voting power and other rights of holders of Frontier common stock. For example, Frontier’s
preferred stock may rank prior to its common stock as to dividend rights, liquidation preferences or both, may have full or limited voting rights and
may be convertible into shares of Frontier common stock.

Frontier’s preferred stock could be issued quickly with terms designed to delay or prevent a change in the control of Frontier or to make the
removal of Frontier management more difficult. This could have the effect of discouraging third-party bids for Frontier common stock or may
otherwise adversely affect the market price of its common stock.

Frontier believes that the ability of its board of directors to issue one or more series of Frontier’s preferred stock provides Frontier with
flexibility in structuring possible future financings and acquisitions, and in meeting other corporate needs that might arise. The authorized shares of
Frontier’s preferred stock, as well as shares of its common stock, are available for issuance without action by Frontier common stockholders, unless
such action is required by applicable law or the rules of any stock exchange or automated quotation system on which Frontier’s securities may be
listed or traded.

As further detailed below, see “Certain Anti-Takeover Effects of Various Provisions of Delaware Law and Frontier’s Restated Certificate of
Incorporation, By-Laws and Rights Plan,” the Frontier board has also adopted a stockholder rights plan that declared a dividend of one preferred
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stock purchase right for each outstanding share of Frontier common stock to stockholders of record at the close of business on March 6, 2002. Each
share issued after that date is also issued with a preferred stock purchase right. In the event that this purchase right is exercised, each record
stockholder would be entitled to purchase from Frontier a unit consisting of one one-thousandth of a share of Series A Participating Preferred
Stock at a purchase price of $47 per unit, subject to adjustment. The exercise of this right could impede the completion of a merger, tender offer or
other takeover attempt of Frontier.
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The Frontier board could also issue preferred stock having terms that could discourage an acquisition attempt through which an acquirer may
be able to change the composition of the board of directors, including a tender offer or other transaction that some, or a majority, of Frontier
common stockholders might believe to be in their best interest or in which stockholders might receive a premium for their stock over the then best
current market price.

Rights of Appraisal

Under the DGCL, stockholders have the right to dissent from any plan of merger or consolidation to which the corporation is a party and to
demand payment for the fair value of their shares. However, unless the certificate of incorporation otherwise provides, the DGCL states that
stockholders do not have a right to dissent from any plan of merger or consolidation with respect to shares:
 

 •  listed on a national securities exchange or held of record by more than 2,000 holders; or
 

 

•  for which, pursuant to the plan of merger or consolidation, stockholders will receive (1) shares or depositary receipts of another
corporation which at the effective date of the merger or consolidation will be either listed on a national securities exchange or held of
record by more than 2,000 holders, (2) shares of stock or depositary receipts of the surviving corporation in the merger or consolidation,
(3) cash for fractional shares or (4) any combination of (1)–(3). In addition, the DGCL provides that, unless the certificate of
incorporation provides otherwise, stockholders of a surviving corporation do not have the right to dissent from a plan of merger if the
merger did not require for its approval the vote of the stockholders.

Frontier’s restated certificate of incorporation and by-laws are silent as to appraisal rights. Appraisal rights are not available to Frontier
stockholders or Verizon stockholders with respect to the spin-off and the merger.

Board of Directors

The Frontier by-laws provide that the total number of Frontier directors will be not less than seven and not more than 15, as determined by
the Frontier board from time to time. Frontier currently has 12 directors. In accordance with the merger agreement, immediately prior to the
effectiveness of the merger, the Frontier board (which will become the board of directors of the combined company after the merger) will consist of
12 directors, three of whom will be initially designated by Verizon and the remainder of whom will be initially designated by Frontier.

All directors are elected at each annual meeting of stockholders to serve until the next annual meeting. Frontier’s restated certificate of
incorporation provides that directors need not be elected by ballot, unless voting by ballot is requested by the holders of 10% or more of the shares
of stock represented at the meeting of stockholders at which the directors are to be elected. The Frontier by-laws do not provide for cumulative
voting in the election of directors. The Frontier by-laws provide that vacancies on the Frontier board may be filled by appointment made by a
majority vote of the directors then in office, except for vacancies resulting from the removal of directors by stockholders.

Nominations of persons for election to the Frontier board may be made at a regular or special meeting of stockholders by or at the direction
of the board of directors or its Nominating and Corporate Governance Committee or by any stockholder entitled to vote in such meeting who
provides timely notice to Frontier’s secretary.

Directors will be elected at a stockholders’ meeting by a majority of the votes of the shares present in person or represented by proxy at the
meeting and entitled to vote.

Any directors may be removed, with or without cause, by the holders of a majority of shares then entitled to vote at an election of directors,
subject to certain limitations.
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The Frontier board may hold regular meetings without notice according to a resolution of the board. Special meetings may be held at any
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time upon the call of two directors, the chairman of the board or the chief executive officer. A majority of the total number of directors will
constitute a quorum, and directors present at any meeting at which a quorum is present may act by majority vote.

Stockholders

Frontier’s by-laws provide that an annual meeting of stockholders for the purpose of electing directors and of transacting any other business
as may properly come before it will be held each year. A stockholder may bring business before an annual meeting of stockholders by giving
timely notice in writing to Frontier’s secretary in accordance with the provisions of Frontier’s by-laws.

Under the DGCL, a special meeting of the stockholders may be called by the board of directors of the corporation or by any other person
authorized to do so in the certificate of incorporation or by-laws. Under the Frontier by-laws, a special meeting of the stockholders may be called
by the chairman of the board of directors or the chief executive officer and must be called on the request in writing or by vote of a majority of the
Frontier board or on request in writing of stockholders of record owning 50% of the capital stock outstanding and entitled to vote.

The DGCL provides that written notice of the time, place and purpose or purposes of every meeting of stockholders must be given not less
than 10 days and not more than 60 days before the date of the meeting to each stockholder of record entitled to vote at the meeting. Frontier’s by-
laws provide that the holders of a majority of the stock outstanding and entitled to vote shall constitute a quorum.

Amendment of the Restated Certificate of Incorporation

Under the DGCL, a proposed amendment to a corporation’s certificate of incorporation requires approval by its board of directors and
adoption by an affirmative vote of a majority of the outstanding stock entitled to vote on the amendment. Frontier’s restated certificate of
incorporation provides that it may be amended in any manner prescribed by law.

Amendment of the By-laws

Under Frontier’s restated certificate of incorporation, the board of directors is expressly authorized to amend, alter, change or repeal
Frontier’s by-laws. The stockholders also have the ability to change or repeal the by-laws by a majority vote of the stockholders present and
represented at any annual meeting or at any special meeting called for such purpose.

Listing

After the merger, shares of Frontier will continue to trade on the NYSE under the symbol “FTR.”

Transfer Agent and Registrar

The transfer agent and registrar for Frontier common stock is the Illinois Stock Transfer Company.
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DESCRIPTION OF SPINCO CAPITAL STOCK

Overview

The following summary describes the material terms of Spinco’s capital stock and provisions of the certificate of incorporation and the by-
laws of Spinco, in each case as currently in effect, but it does not purport to describe all of the terms thereof.

Common Stock

General Provisions Relating to Spinco’s Common Stock

Authorized Shares. The Spinco certificate of incorporation authorizes 100 shares, without par value, all of which are currently outstanding
and all of which are held by Verizon. Prior to the spin-off and the merger, Spinco will amend its certificate of incorporation to increase the number
of authorized shares of its common stock, and will issue additional shares to Verizon in connection with the distribution.

Voting Rights. Each holder of Spinco’s common stock is entitled to one vote per share on all matters to be voted on by stockholders.
Accordingly, holders of a majority of the shares of common stock entitled to vote in any election of directors may elect all of the directors standing
for election.

Dividends. The holders of Spinco’s common stock are entitled to receive any dividends and other distributions that may be declared by
Spinco’s board of directors, subject to funds being legally available for that purpose. Dividends are not guaranteed, and Spinco’s board of directors
may decide, in its absolute discretion, not to pay dividends. Dividends on Spinco’s common stock are not cumulative. All decisions regarding the
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declaration and payment of dividends will be at the discretion of Spinco’s board of directors. Spinco does not currently intend to pay dividends on
its common stock, apart from any dividends which may be paid in connection with the spin-off.

Liquidation Rights. In the event of Spinco’s liquidation, dissolution or winding up, holders of Spinco common stock will be entitled to
receive proportionately any assets remaining after the payment of Spinco’s liabilities.

Preemptive Rights. Holders of Spinco’s common stock have no preemptive, subscription, redemption or conversion rights in respect of
Spinco’s common stock.

Limitation of Liability of Directors; Indemnification of Directors

Spinco’s certificate of incorporation provides that no director will be personally liable to Spinco or its stockholders for monetary damages for
breach of fiduciary duty as a director, except to the extent that this limitation on or exemption from liability is not permitted by the DGCL and any
amendments to that law.

The principal effect of the limitation on liability provision is that a stockholder will be unable to prosecute an action for monetary damages
against a director unless the stockholder can demonstrate a basis for liability for which indemnification is not available under the DGCL. This
provision, however, does not eliminate or limit director liability arising in connection with causes of action brought under the federal securities
laws. The Spinco certificate of incorporation does not eliminate its directors’ duty of care. The inclusion of this provision in the Spinco certificate
of incorporation may, however, discourage or deter stockholders or management from bringing a lawsuit against Spinco directors for a breach of
their fiduciary duties, even though such an action, if successful, might otherwise have benefited Spinco and its stockholders. This provision should
not affect the availability of equitable remedies such as injunction or rescission based upon a director’s breach of the duty of care.

The by-laws of Spinco provide that Spinco is required to indemnify and advance expenses to its authorized representatives (which term
includes Spinco’s directors) to the fullest extent permitted by law, where it is determined by Spinco that indemnification of the authorized
representative is appropriate in the circumstances
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because the person seeking indemnification has either met the applicable standard of conduct set forth in Spinco’s by-laws or has been successful
on the merits or otherwise as set forth in Spinco’s by-laws. The determination that indemnification is appropriate will be made:
 

 
•  by Spinco’s board of directors, acting by majority vote of a quorum consisting of directors who were not parties to the action in which

indemnification is sought; or
 

 
•  if a quorum of directors who were not parties to the action in which indemnification is sought is not obtainable (or, even if obtainable, if

a majority of that quorum so directs), by independent legal counsel in a written opinion; or
 

 •  by the stockholders of Spinco.

Amendment of By-Laws

To the extent permissible under the DGCL and the certificate of incorporation of Spinco, Spinco’s by-laws may be amended, repealed or
replaced by its board of directors at any meeting by majority vote of the directors in office or by majority vote of the stockholders entitled to vote
at an annual or special meeting.
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COMPARISON OF THE RIGHTS OF STOCKHOLDERS BEFORE AND AFTER THE TRANSACTIONS

Each of Frontier, Verizon and Spinco is a Delaware corporation and is subject to the DGCL. Frontier believes that a point-by-point
comparison of the rights of its stockholders to the rights of Verizon stockholders is not material, as the rights of Frontier stockholders are generally
similar to those of Verizon stockholders. However, Frontier currently has a stockholder rights plan in place, while Verizon does not. The Frontier
stockholder rights plan might impede the completion of a merger, tender offer or other takeover attempt of Frontier. Following the merger, Verizon
stockholders will continue to hold shares of Verizon common stock, subject to the same rights as prior to the spin-off and merger, except that their
shares of Verizon common stock will represent an interest in Verizon that no longer reflects the ownership and operation of the Spinco business. In
addition, Verizon stockholders will also hold shares of common stock of the combined company following the merger. See “Description of Capital
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Stock of Frontier and the Combined Company” for information regarding the rights of stockholders of Frontier and the combined company.
Verizon stockholders will hold Spinco common stock through a third-party distribution agent only momentarily, immediately following the spin-
off and prior to the merger.
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CERTAIN ANTI-TAKEOVER EFFECTS OF VARIOUS PROVISIONS OF DELAWARE LAW AND FRONTIER’S RESTATED
CERTIFICATE OF INCORPORATION, BY-LAWS AND RIGHTS PLAN

Provisions of the DGCL and Frontier’s restated certificate of incorporation, by-laws and rights plan contain provisions that may have anti-
takeover effects and could delay, defer or prevent a tender offer or takeover attempt that a stockholder might consider in its best interest, including
those attempts that might result in a premium over the market price for the shares held by stockholders.

Delaware Anti-Takeover Statute

Frontier is subject to Section 203 of the DGCL. Subject to specific exceptions, Section 203 prohibits a publicly held Delaware corporation
from engaging in a “business combination” with an “interested stockholder” for a period of three years after the time the person became an
interested stockholder, unless:
 

 
•  the business combination, or the transaction in which the stockholder became an interested stockholder, is approved by the Frontier

board prior to the time the interested stockholder attained that status;
 

 

•  upon consummation of the transaction that resulted in the stockholder becoming an interested stockholder, the interested stockholder
owned at least 85% of the voting stock of the corporation outstanding at the time the transaction commenced, excluding those shares
owned by persons who are directors and also officers and by employee stock plans in which employee participants do not have the right
to determine confidentially whether shares held subject to the plan will be tendered in a tender or exchange offer; or

 

 

•  at or after the time a person became an interested stockholder, the business combination is approved by the Frontier board and
authorized at an annual or special meeting of stockholders by the affirmative vote of at least two-thirds of the outstanding voting stock
that is not owned by the interested stockholder.

“Business combinations” include mergers, asset sales and other transactions resulting in a financial benefit to the interested stockholder.
Subject to various exceptions, in general an “interested stockholder” is a person who, together with his or her affiliates and associates, owns, or
within three years did own, 15% or more of the shares of the corporation’s outstanding voting stock. These restrictions could prohibit or delay the
accomplishment of mergers or other takeover or change in control attempts with respect to Frontier and, therefore, may discourage attempts to
acquire Frontier.

In addition, provisions of Frontier’s restated certificate of incorporation and by-laws, which are summarized in the following paragraphs, may
have an anti-takeover effect.

Quorum Requirements; Removal of Directors

Frontier’s by-laws provide that the holders of a majority of the stock outstanding and entitled to vote shall constitute a quorum.

Neither Frontier’s restated certificate of incorporation nor its by-laws contain any express provisions with respect to the removal of directors;
however, the DGCL provides that directors may be removed, with or without cause, by the holders of a majority of shares then entitled to vote at
an election of directors, subject to certain limitations.

No Cumulative Voting

The DGCL provides that stockholders’ votes may not be cumulative with respect to the election of directors unless a corporation’s certificate
of incorporation expressly provides otherwise. Frontier’s restated certificate of incorporation does not expressly address cumulative voting.
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Calling of Special Meeting of Stockholders

Frontier’s by-laws provide that special meetings of Frontier stockholders may be called by the chairman of the board of directors or the chief



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

executive officer and must be called on the request in writing or by vote of a majority of the Frontier board or on request in writing of stockholders
of record owning 50% of the capital stock outstanding and entitled to vote.

Advance Notice Requirements for Stockholder Proposals and Director Nominations

The DGCL provides that written notice of the time, place and purpose or purposes of every meeting of stockholders must be given not less
than 10 days and not more than 60 days before the date of the meeting to each stockholder of record entitled to vote at the meeting. The Frontier
by-laws further provide that the only matters that may be considered and acted upon at an annual meeting of stockholders are those matters brought
before the meeting:
 

 •  through the notice of meeting;
 

 •  by the Frontier board; or
 

 •  by a stockholder of record entitled to vote at such meeting.

Frontier’s by-laws require a stockholder who intends to bring matters before or to nominate candidates for election as directors at an annual
meeting to provide advance notice of such intended action not less than 90 days or more than 120 days prior to the date of the proxy statement
relating to the prior year’s annual meeting of stockholders. Frontier’s by-laws also specify requirements as to the form and content of a
stockholder’s notice. The notice must contain, among other things, a brief description of the business desired to be brought before the meeting and
must identify any personal or other material interest of the stockholder in such proposed business. The person presiding at the meeting will have
the discretion to determine whether any item of business proposed by a stockholder was properly brought before such meeting. These provisions
may impede stockholders’ ability to bring matters before an annual meeting of stockholders or make nominations for directors at an annual
meeting of stockholders. Stockholder nominations for the election of directors at a special meeting must be received by Frontier’s corporate
secretary by the later of 10 days following the day on which notice of the date of the special meeting was mailed or public disclosure of the date of
the special meeting was made or 90 days prior to the date that meeting is proposed to be held and not more than 120 days prior to such meeting.

Limitations on Liability and Indemnification of Officers and Directors

Under the DGCL, a corporation may indemnify any director, officer, employee or agent of the corporation against liabilities and expenses
actually and reasonably incurred by such person in connection with any proceeding involving such person by reason of the fact that the person is or
was a director, officer, employee or agent of the corporation, provided that such person acted in good faith and in a manner the person reasonably
believed to be in or not opposed to the best interests of the corporation, and, with respect to any criminal proceeding, such person had no
reasonable cause to believe his conduct was unlawful.

Frontier’s restated certificate of incorporation provides that a director will not be personally liable to Frontier or to its stockholders for
monetary damages for a breach of fiduciary duty as a director, except for liability:
 

 •  for any breach of the directors’ duty of loyalty to Frontier or its stockholders;
 

 •  for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law;
 

 •  for acts relating to the unlawful payment of a dividend or an unlawful stock purchase or redemption; or
 

 •  for any transaction from which the director derived an improper personal benefit.
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The Frontier by-laws provide that, to the fullest extent permitted under the DGCL, Frontier will indemnify any person who was or is involved
or was or is threatened to be made involved in any threatened, pending or completed investigation, claim, action suit or proceeding, whether civil,
criminal, administrative or investigative, by reason of the fact that he or she is or was a director or officer of Frontier or is or was serving at the
request of Frontier as a director or officer of another corporation, partnership, joint venture, trust or other enterprise, against all expenses, liability
and loss actually and reasonably incurred by him or her in connection with such proceeding. The Frontier by-laws provide further that the right to
indemnification includes the right to receive payment of all reasonable expenses incurred by the indemnified person in connection with such
proceeding in advance of the final disposition of the proceeding.

The limitation of liability and indemnification provisions in Frontier’s by-laws may discourage stockholders from bringing a lawsuit against
directors for breach of their fiduciary duty. These provisions may also have the effect of reducing the likelihood of derivative litigation against
directors and officers, even though such an action, if successful, might otherwise benefit Frontier and its stockholders. In addition, a stockholder’s
investment may be adversely affected to the extent that, in a class action or direct suit, Frontier pays the costs of settlement and damage awards
against directors and officers pursuant to these indemnification provisions.



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Authorized but Unissued Shares

Frontier’s authorized but unissued shares of common stock and preferred stock are available for future issuance without the approval of
Frontier stockholders. Frontier may use additional shares for a variety of corporate purposes, including future public offerings to raise additional
capital, corporate acquisitions and employee benefit plans. The existence of authorized but unissued shares of common stock and preferred stock
could render more difficult or discourage an attempt to obtain control of Frontier by means of a proxy contest, tender offer, merger or otherwise.

No Supermajority Provisions

The DGCL provides generally that the affirmative vote of a majority in voting power of the outstanding shares entitled to vote is required to
amend a corporation’s certificate of incorporation, unless the certificate of incorporation requires a greater percentage. Frontier’s restated certificate
of incorporation does not require a greater percentage of shares to amend any provision of the restated certificate of incorporation and provides that
it may be amended in any manner prescribed by law.

Frontier’s restated certificate of incorporation grants its board of directors the authority to amend and repeal Frontier’s by-laws without a
stockholder vote. However, such authority of the Frontier board is subject to the power of the stockholders to change or repeal any by-laws by a
majority vote of the stockholders present and represented at any annual meeting or at any special meeting called for such purpose.

Stockholder Rights Plan

The Frontier board adopted a stockholder rights plan on March 6, 2002. To implement the stockholder rights plan, on the same date, Frontier
declared a dividend of one preferred stock purchase right, referred to as a right, for each outstanding share of Frontier common stock to
stockholders of record at the close of business on March 6, 2002. Each share issued after that date is also issued with a right. Each right entitles the
registered holder to purchase from Frontier a unit consisting of one one-thousandth of a share of Series A Participating Preferred Stock at a
purchase price of $47 per unit, subject to adjustment.

The rights are not exercisable until the earlier of:
 

 
•  ten business days following a public announcement that a person or group, subject to certain exceptions, has acquired 15% or more of

the outstanding shares of Frontier common stock (thereby becoming an “acquiring person” under the stockholder rights plan);
 

215

Table of Contents

 
•  ten business days following the commencement of a tender offer or exchange offer that would result in a person or group becoming an

acquiring person; or
 

 •  a merger or other business combination transaction involving Frontier.

The rights expire at 5:00 p.m. (New York City time) on March 6, 2012, unless earlier redeemed, exchanged, extended or terminated by
Frontier.

The stockholder rights plan might impede the completion of a merger, tender offer or other takeover attempt of Frontier. On May 12, 2009,
Frontier amended its stockholder rights plan so that the transactions proposed in this proxy statement/prospectus will not trigger rights under the
plan.
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

Code of Business Conduct and Ethics

Frontier has a Code of Business Conduct and Ethics, referred to as the Code of Conduct, to which all employees, executive officers and
directors, which for purposes of the Code of Conduct are collectively referred to as employees, are required to adhere in addressing the legal and
ethical issues encountered in conducting their work. The Code of Conduct requires that all employees avoid conflicts of interest, comply with all
laws and other legal requirements, conduct business in an honest and ethical manner, and otherwise act with integrity. Employees are required to
report any conduct that they believe, in good faith, is an actual or apparent violation of the Code of Conduct and may do so anonymously by using
Frontier’s Ethics Hotline. The Code of Conduct includes specific provisions applicable to Frontier’s principal executive officer and senior financial
officers. These officers are required to certify as to any actual or potential conflicts of interest involving them and Frontier. Frontier posts
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amendments to or waivers from the provisions applicable to its senior executives on its website. A copy of the Code of Conduct is available upon
request to Frontier’s Secretary or may be viewed or downloaded from Frontier’s website at www.frontier.com.

Frontier expects the code of business conduct and ethics to apply to the combined company after the merger.

Related Person Transactions Policy

The Frontier board adopted a policy addressing Frontier’s procedures with respect to the review, approval and ratification of “related person
transactions” that are required to be disclosed pursuant to SEC regulations. The policy provides that any transaction, arrangement or relationship,
or series of similar transactions, in which Frontier is involved, with a “related person” (as defined in the SEC regulations) who has or will have a
direct or indirect material interest and which exceeds $120,000 in the aggregate, shall be subject to review, approval or ratification by the
Nominating and Corporate Governance Committee. In its review of related person transactions, the Nominating and Corporate Governance
Committee shall review the material facts and circumstances of the transaction and shall take into account certain factors, where appropriate, based
on the particular facts and circumstances, including (i) the nature of the “related person’s” interest in the transaction, (ii) the significance of the
transaction to Frontier and to the “related person” and (iii) whether the transaction is likely to impair the judgment of the “related person” to act in
the best interest of Frontier.

No member of the Nominating and Corporate Governance Committee may participate in the review, approval or ratification of a transaction
with respect to which he or she is a “related person” provided that such person can be counted for purposes of a quorum and shall provide such
information with respect to the transaction as may be reasonably requested by other members of the committee or the board.

Frontier expects this related person transactions policy to apply to the combined company after the merger.

Material Transactions between Frontier and Verizon

Frontier provides switched access and special access services to Verizon. Frontier receives per-minute terminating switched access
compensation from Verizon when Frontier’s switched network is used for the origination or termination of Verizon’s traffic. Frontier also receives
special access compensation from Verizon on a per-unit basis, the amount of the per-unit price depending on the amount of bandwidth utilized.
Frontier received approximately $187 million from Verizon for these services in 2008.

Verizon provides Frontier (a) long distance services to support both residential and business customers of Frontier, (b) unbundled network
element loops to support Frontier customers, (c) unbundled network element and expanded extended loop T1s to support Frontier’s customers,
(d) circuits to support Frontier internal requirements (including Internet backhaul and Interoffice connections) and (e) space in Verizon central
offices to support interconnection with Verizon. Frontier paid Verizon approximately $94 million for these services in 2008.
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A Frontier subsidiary holds a 33.33% general partnership interest in, and is the managing partner of, Mohave Cellular Limited Partnership,
referred to as Mohave Cellular, which provides cellular phone service in Mohave County, Arizona. A Verizon subsidiary holds a 33.33% limited
partnership interest in Mohave Cellular. The remaining 33.33% limited partnership interest in Mohave Cellular is held by an unrelated third party.
Mohave Cellular declared a $5.25 million ($1.75 million per partner) distribution in May 2008 and paid this amount to its partners. Mohave
Cellular may declare similar distributions from time to time, as permitted by the terms of its partnership agreement.

LEGAL MATTERS

The validity of the issuance of common stock by Frontier pursuant to the merger agreement will be passed upon for Frontier by Cravath,
Swaine & Moore LLP. Cravath, Swaine & Moore LLP will provide to Frontier a legal opinion regarding certain federal income tax matters
relating to the merger. Debevoise & Plimpton LLP will provide to Verizon and Spinco a legal opinion regarding certain federal income tax matters
relating to the spin-off and the merger.

EXPERTS

The consolidated financial statements of Frontier and subsidiaries as of December 31, 2008 and 2007 and for each of the years in the three-
year period ended December 31, 2008, and management’s assessment of the effectiveness of internal control over financial reporting as of
December 31, 2008, are included in this proxy statement/prospectus in reliance upon the reports of KPMG LLP, independent registered public
accounting firm, appearing elsewhere in this proxy statement/prospectus, and upon the authority of said firm as experts in accounting and auditing.
The audit report covering these consolidated financial statements contains an explanatory paragraph regarding the change in the method of
accounting for uncertain tax positions in 2007, effects of prior year misstatements and share-based payments and pension and postretirement



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

benefits in 2006, and the retrospective revision of the presentation of noncontrolling interests and the impact of the treatment of participating
securities for all periods presented.

The combined financial statements of Verizon’s Separate Telephone Operations at December 31, 2008 and 2007, and for each of the three
years in the period ended December 31, 2008, included in this proxy statement/prospectus have been audited by Ernst & Young LLP, independent
registered public accounting firm, as set forth in their report appearing elsewhere herein, and are included in reliance upon such report given on the
authority of such firm as experts in accounting and auditing.
 

218

Table of Contents

INDEX—FINANCIAL STATEMENTS
 
   Page

FRONTIER AND SUBSIDIARIES   

CONSOLIDATED BALANCE SHEETS AS OF JUNE 30, 2009 (UNAUDITED)
AND DECEMBER 31, 2008   F-2

CONSOLIDATED STATEMENTS OF OPERATIONS FOR THE THREE MONTHS
ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)   F-3

CONSOLIDATED STATEMENTS OF OPERATIONS FOR THE SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)   F-4
CONSOLIDATED STATEMENTS OF EQUITY FOR THE SIX MONTHS ENDED JUNE 30, 2008,

DECEMBER 31, 2008 AND JUNE 30, 2009 (UNAUDITED)   F-5
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME FOR THE

THREE AND SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)   F-6
CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE SIX MONTHS

ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)   F-7
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)   F-8
MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING   F-20
REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM   F-21
CONSOLIDATED BALANCE SHEETS AS OF DECEMBER 31, 2008 AND 2007   F-23
CONSOLIDATED STATEMENTS OF OPERATIONS FOR THE YEARS ENDED

DECEMBER 31, 2008, 2007 AND 2006   F-24
CONSOLIDATED STATEMENTS OF EQUITY FOR THE YEARS ENDED

DECEMBER 31, 2008, 2007 AND 2006   F-25
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME FOR THE

YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006   F-26
CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED

DECEMBER 31, 2008, 2007 AND 2006   F-27
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS   F-28

VERIZON’S SEPARATE TELEPHONE OPERATIONS   

CONDENSED COMBINED STATEMENTS OF INCOME FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2009 AND
JUNE 30, 2008   F-64

CONDENSED COMBINED STATEMENTS OF SELECTED ASSETS, SELECTED LIABILITIES
AND PARENT FUNDING AT JUNE 30, 2009 AND DECEMBER 31, 2008   F-65

CONDENSED COMBINED STATEMENTS OF CASH FLOWS FOR THE SIX MONTHS
ENDED JUNE 30, 2009 AND JUNE 30, 2008   F-66

NOTES TO CONDENSED COMBINED SPECIAL-PURPOSE FINANCIAL STATEMENTS   F-67
REPORT OF INDEPENDENT AUDITORS   F-74
COMBINED STATEMENTS OF INCOME FOR THE YEARS ENDED

DECEMBER 31, 2008, 2007 AND 2006   F-75
COMBINED STATEMENTS OF SELECTED ASSETS, SELECTED LIABILITIES

AND PARENT FUNDING AS OF DECEMBER 31, 2008  AND 2007   F-76
COMBINED STATEMENTS OF PARENT FUNDING FOR THE YEARS ENDED

DECEMBER 31, 2008, 2007 AND 2006   F-77
COMBINED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED

DECEMBER 31, 2008, 2007 AND 2006   F-78
NOTES TO COMBINED SPECIAL-PURPOSE FINANCIAL STATEMENTS   F-79
 



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

F-1

Table of Contents

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS AS OF JUNE 30, 2009 (UNAUDITED)
AND DECEMBER 31, 2008

($ in thousands)
 

   
(Unaudited)

June 30, 2009  December 31, 2008 

ASSETS    

Current assets:    

Cash and cash equivalents   $ 454,102   $ 163,627  
Accounts receivable, less allowances of $26,456 and $40,125, respectively    216,611    222,247  
Prepaid expenses and other current assets    88,308    82,085  

    
 

   
 

Total current assets    759,021    467,959  
Property, plant and equipment, net    3,165,917    3,239,973  
Goodwill, net    2,642,323    2,642,323  
Other intangibles, net    275,632    359,674  
Other assets    175,291    178,747  

    
 

   
 

Total assets   $7,018,184   $ 6,888,676  
    

 

   

 

LIABILITIES AND SHAREHOLDERS’ EQUITY    

Current liabilities:    

Long-term debt due within one year   $ 7,266   $ 3,857  
Accounts payable and other current liabilities    351,460    378,918  

    
 

   
 

Total current liabilities    358,726    382,775  
Deferred income taxes    684,881    670,489  
Other liabilities    581,427    584,121  
Long-term debt    4,944,989    4,721,685  

Equity:    

Shareholders’ equity of Frontier:    

Common stock, $0.25 par value (600,000,000 authorized shares; 312,363,000 and 311,314,000
outstanding, respectively, and
349,456,000 issued at June 30, 2009 and December 31, 2008)    87,364    87,364  

Additional paid-in capital    1,028,663    1,117,936  
Retained earnings    24,285    38,163  
Accumulated other comprehensive loss, net of tax    (229,103)   (237,152) 
Treasury stock    (473,153)   (487,266) 

    
 

   
 

Total shareholders’ equity of Frontier    438,056    519,045  
Noncontrolling interest in a partnership    10,105    10,561  

    
 

   
 

Total equity    448,161    529,606  
    

 
   

 

Total liabilities and equity   $7,018,184   $ 6,888,676  
    

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands, except for per-share amounts)
 
   2009   2008

Revenue   $ 532,142  $ 562,550
        

Operating expenses:     

Network access expenses    59,203   53,998
Other operating expenses    192,754   202,333
Depreciation and amortization    132,818   144,250
Acquisition related costs    10,751   —  

        

Total operating expenses    395,526   400,581
        

Operating income    136,616   161,969
Investment and other income, net    4,618   6,841
Interest expense    98,670   90,710

        

Income before income taxes    42,564   78,100
Income tax expense    14,254   21,874

        

Net income    28,310   56,226
Less: Income attributable to the noncontrolling interest in a partnership    392   448

        

Net income attributable to common shareholders of Frontier   $ 27,918  $ 55,778
        

Basic and diluted income per common share attributable to common shareholders of Frontier   $ 0.09  $ 0.17
        

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands, except for per-share amounts)
 
   2009   2008

Revenue   $ 1,070,098  $ 1,131,755
        

Operating expenses:     

Network access expenses    119,887   114,547
Other operating expenses    392,958   405,597
Depreciation and amortization    270,376   285,330
Acquisition related costs    10,751   —  

        

Total operating expenses    793,972   805,474
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Operating income    276,126   326,281
Investment and other income, net    12,865   5,934
Interest expense    187,419   181,570

        

Income before income taxes    101,572   150,645
Income tax expense    36,307   48,502

        

Net income    65,265   102,143
Less: Income attributable to the noncontrolling interest in a partnership    1,044   776

        

Net income attributable to common shareholders of Frontier   $ 64,221  $ 101,367
        

Basic and diluted income per common share attributable to common shareholders of Frontier   $ 0.20  $ 0.31
        

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EQUITY
FOR THE SIX MONTHS ENDED JUNE 30, 2008,

DECEMBER 31, 2008 AND JUNE 30, 2009 (UNAUDITED)

($ and shares in thousands, except for per-share amounts)
 
  Frontier Shareholders        
      

Additional
Paid-In
Capital  

 

Retained
Earnings 

 Accumulated
Other

Comprehensive
Loss  

 
Treasury Stock  

 

Noncontrolling
Interest  

 

Total
Equity  

  Common Stock       

  Shares  Amount     Shares   Amount    
Balance January 1, 2008  349,456 $ 87,364 $1,280,508   $ 14,001   $ (77,995)  (21,707)  $(305,979)  $ 12,447   $1,010,346  

Stock plans  —    —    (9,883)   —      —     1,047    14,912    —      5,029  
Acquisition of Commonwealth  —    —    —      —      —     1    23    —      23  
Conversion of EPPICS  —    —    (13)   —      —     7    93    —      80  
Dividends on common stock of $0.50 per

share  —    —    (82,103)   (80,221)   —     —      —      —      (162,324) 
Shares repurchased  —    —    —      —      —     (10,383)   (112,659)   —      (112,659) 
Net income  —    —    —      101,367    —     —      —      776    102,143  
Other comprehensive income, net of tax and

reclassification adjustments  —    —    —      —      834   —      —      —      834  
Distributions  —    —    —      —      —     —      —      (3,500)   (3,500) 

        
 

   
 

   
 

  
 

   
 

   
 

   
 

Balance June 30, 2008  349,456  87,364  1,188,509    35,147    (77,161)  (31,035)   (403,610)   9,723    839,972  
Stock plans  —    —    8,124    —      —     49    632    —      8,756  
Acquisition of Commonwealth  —    —    1    —      —     2    15    —      16  
Conversion of EPPICS  —    —    (61)   —      —     44    571    —      510  
Conversion of Commonwealth Notes  —    —    (801)   —      —     193    2,467    —      1,666  
Dividends on common stock of $0.50 per

share  —    —    (77,836)   (78,277)   —     —      —      —      (156,113) 
Shares repurchased  —    —    —      —      —     (7,395)   (87,341)   —      (87,341) 
Net income  —    —    —      81,293    —     —      —      838    82,131  
Other comprehensive loss,  net of tax and

reclassification adjustments  —    —    —      —      (159,991)  —      —      —      (159,991) 
        

 
   

 
   

 
  

 
   

 
   

 
   

 

Balance December 31, 2008  349,456  87,364  1,117,936    38,163    (237,152)  (38,142)   (487,266)   10,561    529,606  
Stock plans  —    —    (11,188)   —      —     1,049    14,113    —      2,925  
Dividends on common stock of $0.50 per
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share  —    —    (78,085)   (78,099)   —     —      —      —      (156,184) 
Net income  —    —    —      64,221    —     —      —      1,044    65,265  
Other comprehensive income, net of tax and

reclassification adjustments  —    —    —      —      8,049   —      —      —      8,049  
Distributions  —    —    —      —      —     —      —      (1,500)   (1,500) 

        
 

   
 

   
 

  
 

   
 

   
 

   
 

Balance June 30, 2009  349,456 $ 87,364 $1,028,663   $ 24,285   $ (229,103)  (37,093)  $(473,153)  $ 10,105   $ 448,161  
        

 

   

 

   

 

  

 

   

 

   

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands)
 

   
For the three months ended

June 30,   
For the six months ended

June 30,
          2009                2008               2009              2008      

Net income   $ 28,310  $ 56,226  $ 65,265  $ 102,143
Other comprehensive income, net of tax and reclassification adjustments    4,018   417   8,049   834

                

Comprehensive income    32,328   56,643   73,314   102,977
Less: Comprehensive income attributable to the noncontrolling interest in a

partnership    392   448   1,044   776
                

Comprehensive income attributable to the common shareholders of Frontier   $ 31,936  $ 56,195  $ 72,270  $ 102,201
                

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands)
 
   2009   2008  

Cash flows provided by (used in) operating activities:    

Net income   $ 65,265   $ 102,143  
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization expense    270,376    285,330  
Stock based compensation expense    4,561    6,164  
Pension expense    16,454    (1,060) 
(Gain)/loss on extinguishment of debt    (3,664)   6,290  
Other non-cash adjustments    (1,702)   (8,079) 
Deferred income taxes    8,319    (8,996) 
Change in accounts receivable    10,231    8,039  
Change in accounts payable and other liabilities    (21,287)   (57,537) 
Change in prepaid expenses and other current assets    (18,223)   6,561  

    
 

   
 

Net cash provided by operating activities    330,330    338,855  
Cash flows provided from (used by) investing activities:    

Capital expenditures    (110,364)   (123,723) 
Other assets (purchased) distributions received, net    628    (1,277) 

    
 

   
 

Net cash used by investing activities    (109,736)   (125,000) 
Cash flows provided from (used by) financing activities:    

Long-term debt borrowings    538,830    135,000  
Long-term debt payments    (309,954)   (130,281) 
Settlement of interest rate swaps    —      15,521  
Financing costs paid    (911)   (857) 
Premium paid to retire debt    —      (6,290) 
Issuance of common stock    680    955  
Common stock repurchased    —      (112,659) 
Dividends paid    (156,184)   (162,324) 
Repayment of customer advances for construction and distributions to noncontrolling interests    (2,580)   (512) 

    
 

   
 

Net cash provided from (used by) financing activities    69,881    (261,447) 
Increase (decrease) in cash and cash equivalents    290,475    (47,592) 
Cash and cash equivalents at January 1,    163,627    226,466  

    
 

   
 

Cash and cash equivalents at June 30,   $ 454,102   $ 178,874  
    

 

   

 

Cash paid during the period for:    

Interest   $ 181,066   $ 184,552  
Income taxes   $ 40,458   $ 49,585  

Non-cash investing and financing activities:    

Change in fair value of interest rate swaps   $ —     $ 7,909  
Conversion of EPPICS   $ —     $ 80  

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
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(1) Summary of Significant Accounting Policies:
 

 (a) Basis of Presentation and Use of Estimates:

Frontier Communications Corporation (formerly Citizens Communications Company through July 30, 2008) and its subsidiaries are referred
to as “we,” “us,” “our,” or the “Company” in this report. Our unaudited consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (U.S. GAAP) and should be read in conjunction with the consolidated
financial statements and notes included in our Annual Report on Form 10-K for the year ended December 31, 2008. Certain reclassifications of
balances previously reported have been made to conform to the current presentation. All significant intercompany balances and transactions have
been eliminated in consolidation. These unaudited consolidated financial statements include all adjustments (consisting of normal recurring
accruals) considered necessary to present fairly the results for the interim periods shown.

The preparation of our financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the financial statements, the disclosure of contingent assets and liabilities, and the
reported amounts of revenue and expenses during the reporting period. Actual results may differ from those estimates. Estimates and judgments are
used when accounting for allowance for doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and amortization,
income taxes, purchase price allocations, contingencies, and pension and other postretirement benefits, among others. Certain information and
footnote disclosures have been excluded and/or condensed pursuant to Securities and Exchange Commission rules and regulations. The results of
the interim periods are not necessarily indicative of the results for the full year.

 
 (b) Revenue Recognition:

Revenue is recognized when services are provided or when products are delivered to customers. Revenue that is billed in advance includes:
monthly recurring network access services, special access services and monthly recurring local line charges. The unearned portion of this revenue
is initially deferred as a component of other liabilities on our consolidated balance sheet and recognized in revenue over the period that the services
are provided. Revenue that is billed in arrears includes: non-recurring network access services, switched access services, non-recurring local
services and long-distance services. The earned but unbilled portion of this revenue is recognized in revenue in our consolidated statements of
operations and accrued in accounts receivable in the period that the services are provided. Excise taxes are recognized as a liability when billed.
Installation fees and their related direct and incremental costs are initially deferred and recognized as revenue and expense over the average term of
a customer relationship. We recognize as current period expense the portion of installation costs that exceeds installation fee revenue.

The Company collects various taxes from its customers and subsequently remits such funds to governmental authorities. Substantially all of
these taxes are recorded through the consolidated balance sheet and presented on a net basis in our consolidated statements of operations. We also
collect Universal Service Fund (USF) surcharges from customers (primarily federal USF) which we have recorded on a gross basis in our
consolidated statements of operations and included in revenue and other operating expenses of $8.7 million and $9.9 million for the three months
ended June 30, 2009 and 2008, respectively, and $16.2 million and $18.5 million for the six months ended June 30, 2009 and 2008, respectively.

 
 (c) Goodwill and Other Intangibles:

Intangibles represent the excess of purchase price over the fair value of identifiable tangible net assets acquired. We undertake studies to
determine the fair values of assets and liabilities acquired and allocate purchase prices to assets and liabilities, including property, plant and
equipment, goodwill and other identifiable
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intangibles. We annually (during the fourth quarter) examine the carrying value of our goodwill and trade name to determine whether there are any
impairment losses. We test for impairment at the “operating segment” level, as that term is defined in Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets” (Accounting Standards Codification) (ASC Topic 350). The Company revised its
management and operating structure during the first quarter of 2009 and now has three “operating segments.” Our “operating segments” are
aggregated into one reportable segment.

SFAS No. 142 (ASC Topic 350) requires that intangible assets with estimated useful lives be amortized over those lives and be reviewed for
impairment in accordance with SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets” (ASC Topic 360) to determine
whether any changes to these lives are required. We periodically reassess the useful lives of our intangible assets to determine whether any changes
are required.

 
(2) Recent Accounting Literature and Changes in Accounting Principles:

Fair Value Measurements
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In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” (ASC Topic 820) which defines fair value, establishes a
framework for measuring fair value, and expands disclosures about fair value measurements. In February 2008, the FASB amended SFAS No. 157
(ASC Topic 820) to defer the application of this standard to nonfinancial assets and liabilities until 2009. The provisions of SFAS No. 157 (ASC
Topic 820) related to financial assets and liabilities were effective as of the beginning of our 2008 fiscal year. Our partial adoption of SFAS
No. 157 (ASC Topic 820) in the first quarter of 2008 had no impact on our financial position, results of operations or cash flows. The adoption of
SFAS No. 157 (ASC Topic 820), as amended, in the first quarter of 2009 with respect to its effect on nonfinancial assets and liabilities had no
impact on our financial position, results of operations or cash flows.

Business Combinations

In December 2007, the FASB revised SFAS No. 141, “Business Combinations” (ASC Topic 805). The revised statement, SFAS No. 141R
(ASC Topic 805), as amended by FSP SFAS No. 141(R)-1 (ASC Topic 805), requires an acquiring entity to recognize all of the assets acquired
and liabilities assumed in a transaction at the acquisition date at fair value, to recognize and measure preacquisition contingencies, including
contingent consideration, at fair value (if possible), to remeasure liabilities related to contingent consideration at fair value in each subsequent
reporting period and to expense all acquisition related costs. The effective date of SFAS No. 141R (ASC Topic 805) was for business
combinations for which the acquisition date was on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. We will account for our pending acquisition of approximately 4.8 million access lines from Verizon Communications Inc. (Verizon) using
the guidance included in SFAS No. 141R (ASC Topic 805). During the three and six months ended June 30, 2009, we incurred approximately
$10.8 million of acquisition related costs in connection with our pending acquisition from Verizon. In accordance with SFAS No. 141R (ASC
Topic 805), such costs are required to be expensed as incurred and are reflected in “Acquisition related costs” in our consolidated statements of
operations.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements” (ASC Topic 810).
SFAS No. 160 (ASC Topic 810) establishes requirements for ownership interest in subsidiaries held by parties other than the Company (sometimes
called “minority interest”) be clearly identified, presented and disclosed in the consolidated statement of financial position within shareholder
equity, but separate from the parent’s equity. All changes in the parent’s ownership interest are required to be accounted for consistently as equity
transactions and any noncontrolling equity investments in unconsolidated subsidiaries must be measured initially at fair value. SFAS No. 160
(ASC Topic 810) was effective, on a prospective basis, for fiscal years
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beginning after December 15, 2008. However, presentation and disclosure requirements must be retrospectively applied to comparative financial
statements. The adoption of SFAS No. 160 (ASC Topic 810) in the first quarter of 2009 did not have a material impact on our financial position,
results of operations or cash flows.

Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities

In June 2008, the FASB ratified FSP EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions
are Participating Securities” (ASC Topic 260). FSP EITF No. 03-6-1 (ASC Topic 260) addresses whether instruments granted in share-based
payment transactions are participating securities prior to vesting and, therefore, should be included in the earnings allocation in computing
earnings per share under the two-class method. FSP EITF No. 03-6-1 (ASC Topic 260) was effective, on a retrospective basis, for financial
statements issued for fiscal years beginning after December 15, 2008, and interim periods within those years. Our outstanding non-vested
restricted stock is a participating security in accordance with FSP EITF No. 03-6-1 (ASC Topic 260) and we have adjusted our previously reported
basic and diluted income per common share. The adoption of FSP EITF No. 03-6-1 (ASC Topic 260) in the first quarter of 2009 did not have a
material impact on our basic and diluted income per common share for the three and six months ended June 30, 2009 and 2008.

Employers’ Disclosures about Postretirement Benefit Plan Assets

In December 2008, the FASB issued FSP SFAS No. 132 (R)-1, “Employers’ Disclosures about Postretirement Benefit Plan Assets” (ASC
Topic 715). FSP SFAS No. 132 (R)-1 (ASC Topic 715) amends SFAS No. 132, “Employers’ Disclosures about Pensions and Other Postretirement
Benefits,” (ASC Topic 230) to provide guidance on an employers’ disclosures about plan assets of a defined benefit pension or other postretirement
plan. FSP SFAS No. 132 (R)-1 (ASC Topic 715) requires additional disclosures about investment policies and strategies, categories of plan assets,
fair value measurements of plan assets and significant concentrations of risk. The disclosures about plan assets required by FSP SFAS No. 132
(R)-1 (ASC Topic 715) are effective for fiscal years ending after December 15, 2009. We do not expect the adoption of FSP SFAS No. 132 (R)-1
(ASC Topic 715) to have a material impact on our financial position, results of operations or cash flows. We will adopt the disclosure requirements
of FSP SFAS No. 132 (R)-1 (ASC Topic 715) in the annual report for our fiscal year ending December 31, 2009.
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Subsequent Events

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events” (ASC Topic 855), which establishes general standards of accounting for
and disclosure of events that occur after the balance sheet date but before financial statements are issued or are available to be issued. In particular,
SFAS No. 165 (ASC Topic 855) sets forth the period after the balance sheet date during which management of a reporting entity should evaluate
events or transactions that may occur for potential recognition or disclosure in the financial statements, the circumstances under which an entity
should recognize events or transactions occurring after the balance sheet date in its financial statements, and the disclosures that an entity should
make about events or transactions that occurred after the balance sheet date. SFAS No. 165 (ASC Topic 855) is effective for interim or annual
reporting periods ending after June 15, 2009. The adoption of SFAS No. 165 (ASC Topic 855) in the second quarter of 2009 had no impact on our
financial position, results of operations or cash flows. For our financial statements as of and for the periods ended June 30, 2009, we evaluated
subsequent events through August 4, 2009, the date that we filed our Form 10-Q quarterly report for the period ended June 30, 2009 with the
Securities and Exchange Commission.

Accounting Standards Codification

In June 2009, the FASB issued SFAS No. 168, “The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principals” (ASC Topic 105). SFAS No. 168 (ASC Topic 105) replaces the guidance that previously-existed in SFAS No. 162, entitled
“The Hierarchy of Generally Accepted
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Accounting Principals” and designates the FASB Accounting Standards Codification as the sole source of authoritative accounting technical
literature for nongovernmental entities. All accounting guidance that is not included in the Codification now is considered to be non-authoritative.
SFAS No. 168 (ASC Topic 105) is effective for financial statements issued for interim and annual periods ending after September 15, 2009. We
will fully adopt SFAS No. 168 (ASC Topic 105) in the third quarter of 2009.

 
(3) Pending Acquisition:

On May 13, 2009, we entered into a definitive agreement with Verizon Communications Inc. under which Frontier will acquire
approximately 4.8 million access lines (as of December 31, 2008) from Verizon. The $8.6 billion transaction represents approximately $5.3 billion
of common stock plus the assumption of approximately $3.33 billion in debt. Completion of the transaction is subject to approval by Frontier’s
shareholders, the receipt of regulatory approvals, including approvals from the Federal Communications Commission (FCC) and certain state
public service commissions, as well as other customary closing conditions. Subject to these conditions, we anticipate closing this transaction during
the second quarter of 2010.

 
(4) Accounts Receivable:

The components of accounts receivable, net at June 30, 2009 and December 31, 2008 are as follows:
 

($ in thousands)   June 30, 2009  December 31, 2008 

End user   $ 224,987   $ 244,395  
Other    18,080    17,977  
Less: Allowance for doubtful accounts    (26,456)   (40,125) 

    
 

   
 

Accounts receivable, net   $ 216,611   $ 222,247  
    

 

   

 

We maintain an allowance for estimated bad debts based on our estimate of collectibility of our accounts receivable. Bad debt expense, which
is recorded as a reduction of revenue, was $7.6 million and $8.4 million for the three months ended June 30, 2009 and 2008, respectively, and
$14.3 million and $15.6 million for the six months ended June 30, 2009 and 2008, respectively.

 
(5) Property, Plant and Equipment:

Property, plant and equipment at June 30, 2009 and December 31, 2008 is as follows:
 

($ in thousands)   June 30, 2009   December 31, 2008 

Property, plant and equipment   $ 7,673,198   $ 7,581,060  
Less: Accumulated depreciation    (4,507,281)   (4,341,087) 

    
 

   
 

Property, plant and equipment, net   $ 3,165,917   $ 3,239,973  
    

 

   

 

Depreciation expense is principally based on the composite group method. Depreciation expense was $91.4 million and $98.3 million for the
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three months ended June 30, 2009 and 2008, respectively, and $184.3 million and $193.5 million for the six months ended June 30, 2009 and 2008,
respectively. Effective with the completion of an independent study of the estimated useful lives of our plant assets we adopted new lives
beginning October 1, 2008.
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(6) Other Intangibles:

Other intangibles at June 30, 2009 and December 31, 2008 are as follows:
 

($ in thousands)   June 30, 2009   December 31, 2008 

Customer base   $ 1,265,052   $ 1,265,052  
Trade name and license    134,680    132,664  

    
 

   
 

Other intangibles    1,399,732    1,397,716  
Less: Accumulated amortization    (1,124,100)   (1,038,042) 

    
 

   
 

Total other intangibles, net   $ 275,632   $ 359,674  
    

 

   

 

Amortization expense was $41.4 million and $45.9 million for the three months ended June 30, 2009 and 2008, respectively, and $86.1
million and $91.8 million for the six months ended June 30, 2009 and 2008, respectively. Amortization expense for the three and six months ended
June 30, 2009 is comprised of $27.3 million and $57.9 million, respectively, for amortization associated with our “legacy” properties, which were
fully amortized in June 2009, and $14.1 million and $28.2 million, respectively, for intangible assets (customer base and trade name) that were
acquired in the acquisitions of Commonwealth Telephone Enterprises, Inc., Global Valley Networks, Inc. and GVN Services.

 
(7) Fair Value of Financial Instruments:

The following table summarizes the carrying amounts and estimated fair values for certain of our financial instruments at June 30, 2009 and
December 31, 2008. For the other financial instruments, representing cash, accounts receivable, long-term debt due within one year, accounts
payable and other current liabilities, the carrying amounts approximate fair value due to the relatively short maturities of those instruments. Other
equity method investments, for which market values are not readily available, are carried at cost, which approximates fair value.

The fair value of our long-term debt is estimated based on quoted market prices at the reporting date for those financial instruments.
 
   June 30, 2009   December 31, 2008

($ in thousands)   
Carrying
Amount   Fair Value   

Carrying
Amount   Fair Value

Long-term debt   $ 4,944,989  $ 4,318,648  $ 4,721,685  $ 3,651,924

 
(8) Long-Term Debt:

The activity in our long-term debt from December 31, 2008 to June 30, 2009 is as follows:
 
   Six months ended June 30, 2009  

($ in thousands)   
December 31,

2008   Retirements   
New

Borrowings  
June 30,

2009   

Interest
Rate* at
June 30,

2009  

Rural Utilities Service Loan Contracts   $ 16,607   $ (500)  $ —    $ 16,107   6.07% 
Senior Unsecured Debt    4,702,331    (313,118)   600,000   4,989,213   7.88% 
Industrial Development Revenue Bonds    13,550    —      —     13,550   6.33% 

    
 

   
 

       
 

 

TOTAL LONG-TERM DEBT   $4,732,488   $(313,618)  $600,000  $5,018,870   7.87% 
    

 
   

 
       

 
 

Less: Debt Discount    (6,946)      (66,615)  
Less: Current Portion    (3,857)      (7,266)  

    
 

      
 

 

  $4,721,685      $4,944,989   
    

 

      

 

 

 
* Interest rate includes amortization of debt issuance costs, debt premiums or discounts, and deferred gain on interest rate swap terminations.

The interest rates represent a weighted average of multiple issuances.
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During the first six months of 2009, we retired an aggregate principal amount of $313.6 million of debt, consisting of $313.1 million of senior
unsecured debt and $0.5 million of rural utilities service loan contracts.

On April 9, 2009, we completed a registered offering of $600.0 million aggregate principal amount of 8.25% senior unsecured notes due
2014. The issue price was 91.805% of the principal amount of the notes. We received net proceeds of approximately $538.8 million from the
offering after deducting underwriting discounts. During the second quarter of 2009, we used $308.0 million of the proceeds to repurchase $311.7
million principal amount of debt, consisting of $255.7 million of our 9.25% Senior Notes due May 15, 2011, $40.0 million of our 7.875% Senior
Notes due January 15, 2027 and $16.0 million of our 7.125% Senior Notes due March 15, 2019. As a result of these repurchases, a $3.7 million
gain was recognized and included in investment and other income, net in our consolidated statements of operations for the three and six months
ended June 30, 2009. We intend to use the remaining net proceeds from the offering to reduce, repurchase or refinance our indebtedness or the
indebtedness of our subsidiaries or for general corporate purposes.

As of June 30, 2009, we had an available line of credit with seven financial institutions in the aggregate amount of $250.0 million. Associated
facility fees vary, depending on our debt leverage ratio, and were 0.225% per annum as of June 30, 2009. The expiration date for this $250.0
million five year revolving credit agreement is May 18, 2012. During the term of the credit facility we may borrow, repay and reborrow funds,
subject to customary borrowing conditions. The credit facility is available for general corporate purposes but may not be used to fund dividend
payments.

On March 28, 2008, we borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008. The
loan matures in 2013 and bears interest of 2.18% as of June 30, 2009. The interest rate is based on the prime rate or LIBOR, at our election, plus a
margin which varies depending on our debt leverage ratio. We used the proceeds to repurchase, during the first quarter of 2008, $128.7 million
principal amount of our 9.25% Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of these notes.

As of June 30, 2009, we were in compliance with all of our debt and credit facility financial covenants.
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(9) Net Income Per Common Share:

The reconciliation of the net income per common share calculation for the three and six months ended June 30, 2009 and 2008, respectively,
is as follows:
 

   
For the three months ended

June 30,   
For the six months ended

June 30,  
($ in thousands, except per share amounts)           2009                  2008                  2009                  2008         

Net income used for basic and diluted earnings per common
share:      

Net income attributable to common shareholders of Frontier   $ 27,918   $ 55,778   $ 64,221   $ 101,367  
Less: Dividends allocated to unvested restricted stock awards    (566)   (437)   (1,142)   (884) 

    
 

   
 

   
 

   
 

Total basic net income available for common shareholders of
Frontier    27,352    55,341    63,079    100,483  

Effect of conversion of preferred securities—EPPICS    —      31    —      62  
    

 
   

 
   

 
   

 

Total diluted net income available for common shareholders of
Frontier   $ 27,352   $ 55,372   $ 63,079   $ 100,545  

    

 

   

 

   

 

   

 

Basic earnings per common share:      

Total weighted average shares and unvested restricted stock
awards outstanding—basic    312,361    322,592    312,052    324,942  

Less: Weighted average unvested restricted stock awards    (2,266)   (1,754)   (2,109)   (1,602) 
    

 
   

 
   

 
   

 

Total weighted average shares outstanding—basic    310,095    320,838    309,943    323,340  
    

 

   

 

   

 

   

 

Net income per share available for common shareholders of
Frontier   $ 0.09   $ 0.17   $ 0.20   $ 0.31  

    

 

   

 

   

 

   

 

Diluted earnings per common share:      

Total weighted average shares outstanding—basic    310,095    320,838    309,943    323,340  
Effect of dilutive shares    —      122    —      286  
Effect of conversion of preferred securities—EPPICS    —      347    —      348  

    
 

   
 

   
 

   
 

Total weighted average shares outstanding—diluted    310,095    321,307    309,943    323,974  
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Net income per share available for common shareholders of
Frontier   $ 0.09   $ 0.17   $ 0.20   $ 0.31  

    

 

   

 

   

 

   

 

Stock Options

For the three and six months ended June 30, 2009, options to purchase 3,565,000 shares (at exercise prices ranging from $8.19 to $18.46)
issuable under employee compensation plans were excluded from the computation of diluted earnings per share (EPS) for those periods because
the exercise prices were greater than the average market price of our common stock and, therefore, the effect would be antidilutive. In calculating
diluted EPS we apply the treasury stock method and include future unearned compensation as part of the assumed proceeds.

For the three and six months ended June 30, 2008, options to purchase 2,640,000 shares (at exercise prices ranging from $11.15 to $18.46)
issuable under employee compensation plans were excluded from the computation of diluted EPS for those periods because the exercise prices
were greater than the average market price of our common stock and, therefore, the effect would be antidilutive.
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In addition, for the three and six months ended June 30, 2009 and 2008, the impact of dividends paid on unvested restricted stock awards of
2,265,000 and 1,748,000 shares, respectively, have been deducted in accordance with FSP EITF No. 03-6-1, (ASC Topic 260) which we adopted
in the first quarter of 2009 on a retrospective basis.

EPPICS

As of December 31, 2008, we fully redeemed the 5% Company Obligated Mandatorily Redeemable Convertible Preferred Securities
(EPPICS) related debt outstanding to third parties. As of June 30, 2008, approximately 99% of the originally issued EPPICS, or about $197.3
million aggregate principal amount of EPPICS, had converted into 15,925,159 shares of our common stock, including shares issued from treasury.

We had 78,707 shares of potentially dilutive EPPICS at June 30, 2008, which were convertible into our common stock at a 4.3615 to 1 ratio
at an exercise price of $11.46 per share. If all remaining EPPICS had been converted, we would have issued approximately 343,281 shares of our
common stock as of June 30, 2008. These securities have been included in the diluted income per common share calculation for the three and six
months ended June 30, 2008.

Stock Units

At June 30, 2009 and 2008, we had 411,889 and 279,645 stock units, respectively, issued under our Non-Employee Directors’ Deferred Fee
Equity Plan (Deferred Fee Plan), our Non-Employee Directors’ Equity Incentive Plan (Directors’ Equity Plan) and the Non-Employee Directors’
Retirement Plan. These securities have not been included in the diluted income per share of common stock calculation because their inclusion
would have had an antidilutive effect.

Share Repurchase Programs

In February 2008, our Board of Directors authorized us to repurchase up to $200.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 4, 2008. As of June 30, 2008, we had
repurchased approximately 10,383,000 shares of our common stock at an aggregate cost of approximately $112.7 million. The $200.0 million share
repurchase program was completed on October 3, 2008 through the repurchase of 17,778,000 shares of our common stock during the full year of
2008.

 
(10) Stock Plans:

At June 30, 2009, we had six stock-based compensation plans under which grants have been made and awards remained outstanding. At
June 30, 2009, there were 26,058,182 shares authorized for grant under these plans and 12,122,294 shares available for grant under two of the
plans. No further awards may be granted under four of the plans: the Management Equity Incentive Plan, the 1996 Equity Incentive Plan, the
Amended and Restated 2000 Equity Incentive Plan (collectively, together with the 2009 Equity Incentive Plan that was adopted on May 14, 2009,
the EIPs) or the Deferred Fee Plan.
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The following summary presents information regarding outstanding stock options as of June 30, 2009 and changes during the six months then
ended with regard to options under the EIPs:
 

   

Shares
Subject to

Option   

Weighted
Average

Option Price
Per Share   

Weighted
Average

Remaining
Life in Years  

Aggregate
Intrinsic
Value

Balance at January 1, 2009   3,713,000   $ 13.46  2.5  $495,000
Options granted   —     $ —      

Options exercised   (105,000)  $ 6.45    $747,000
Options canceled, forfeited or lapsed   (43,000)  $ 9.08    

   
 

     

Balance at June 30, 2009   3,565,000   $ 13.72  2.1  $ —  
   

 

     

Exercisable at June 30, 2009   3,559,000   $ 13.72  2.0  $ —  
   

 

     

There were no options granted during the first six months of 2009. Cash received upon the exercise of options during the first six months of
2009 totaled $0.7 million.

The total intrinsic value of stock options exercised during the first six months of 2008 was $0.5 million. The total intrinsic value of stock
options outstanding and exercisable at June 30, 2008 was $2.6 million. There were no options granted during the first six months of 2008. Cash
received upon the exercise of options during the first six months of 2008 totaled $1.0 million.

The following summary presents information regarding unvested restricted stock as of June 30, 2009 and changes during the six months then
ended with regard to restricted stock under the EIPs:
 

   
Number of

Shares   

Weighted
Average

Grant Date
Fair Value   

Aggregate
Fair Value

Balance at January 1, 2009   1,702,000   $ 12.52  $14,876,000
Restricted stock granted   1,098,000   $ 8.44  $ 7,839,000
Restricted stock vested   (514,000)  $ 12.74  $ 3,668,000
Restricted stock forfeited   (21,000)  $ 12.25  

   
 

   

Balance at June 30, 2009   2,265,000   $ 10.50  $16,171,000
   

 

   

For purposes of determining compensation expense, the fair value of each restricted stock grant is estimated based on the average of the high
and low market price of a share of our common stock on the date of grant. Total remaining unrecognized compensation cost associated with
unvested restricted stock awards at June 30, 2009 was $19.8 million and the weighted average period over which this cost is expected to be
recognized is approximately two years.

The total fair value of shares granted and vested during the six months ended June 30, 2008 was approximately $10.0 million and $3.7
million, respectively. The total fair value of unvested restricted stock at June 30, 2008 was $19.8 million. The weighted average grant date fair
value of restricted shares granted during the six months ended June 30, 2008 was $11.02. Shares granted during the first six months of 2008 totaled
883,000.

 
(11) Segment Information:

We operate in one reportable segment, Frontier. Frontier provides both regulated and unregulated voice, data and video services to
residential, business and wholesale customers and is typically the incumbent provider in its service areas.
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As permitted by SFAS No. 131 (ASC Topic 280), we have utilized the aggregation criteria in combining our operating segments because all
of our Frontier properties share similar economic characteristics, in that they provide the same products and services to similar customers using
comparable technologies in all of the states in which we operate. The regulatory structure is generally similar. Differences in the regulatory regime
of a particular state do not materially impact the economic characteristics or operating results of a particular property.

 
(12) Derivative Instruments and Hedging Activities:

On January 15, 2008, we terminated all of our interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with our Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
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January 2008. The related gain has been deferred on the consolidated balance sheet and is being amortized into interest expense over the term of
the associated debt. We recognized $3.2 million and $3.4 million of deferred gain during the first six months of 2009 and 2008, respectively, and
anticipate recognizing $1.4 million during the remainder of 2009. At June 30, 2009 and 2008, we did not have any derivative instruments.

 
(13) Investment and Other Income, Net:

The components of investment and other income, net are as follows:
 

   
For the three months ended

June 30,   
For the six months ended

June 30,  
($ in thousands)       2009          2008          2009          2008     

Interest and dividend income   $ 912   $ 1,424   $ 4,200   $ 6,528  
Gain on debt repurchases    3,664    —      3,664    —    
Premium on debt repurchases    —      —      —      (6,290) 
Litigation settlement proceeds    (17)   —      2,186    —    
Gains on expiration/settlement of customer advances    —      2,883    2,513    2,883  
Equity earnings    351    2,853    625    2,884  
Other, net    (292)   (319)   (323)   (71) 

    
 

   
 

   
 

   
 

Total investment and other income, net   $ 4,618   $ 6,841   $ 12,865   $ 5,934  
    

 

   

 

   

 

   

 

 
(14) Retirement Plans:

The following tables provide the components of net periodic benefit cost:
 
   Pension Benefits  

   
For the three months ended

June 30,   
For the six months

ended June 30,  
($ in thousands)        2009            2008            2009            2008      

Components of net periodic benefit cost      

Service cost   $ 1,435   $ 1,619   $ 2,870   $ 3,238  
Interest cost on projected benefit obligation    12,964    12,875    25,928    25,750  
Expected return on plan assets    (11,096)   (16,354)   (22,192)   (32,708) 
Amortization of prior service cost/(credit)    (64)   (64)   (128)   (128) 
Amortization of unrecognized loss    6,920    1,272    13,840    2,544  

    
 

   
 

   
 

   
 

Net periodic benefit cost/(income)   $ 10,159   $ (652)  $ 20,318   $ (1,304) 
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   Postretirement Benefits Other Than Pensions  

   
For the three months ended

June 30,   
For the six months ended

June 30,  
($ in thousands)           2009                  2008                  2009                  2008         

Components of net periodic benefit cost      

Service cost   $ 113   $ 149   $ 226   $ 298  
Interest cost on projected benefit obligation    2,857    2,742    5,714    5,484  
Expected return on plan assets    (109)   (122)   (218)   (244) 
Amortization of prior service cost    (1,938)   (1,934)   (3,876)   (3,868) 
Amortization of unrecognized loss    1,481    1,404    2,962    2,808  

    
 

   
 

   
 

   
 

Net periodic benefit cost   $ 2,404   $ 2,239   $ 4,808   $ 4,478  
    

 

   

 

   

 

   

 

 
(1) In 2008, our expected long-term rate of return on plan assets was 8.25%, and for 2009 we have assumed a rate of 8.0%.

During the first six months of 2009 and 2008, we capitalized $3.9 million and $(0.2) million, respectively, of pension expenses into the cost
of our capital expenditures. We expect that our 2009 pension and other postretirement benefit expenses will be between $50.0 million and $55.0
million, as compared to $11.2 million in 2008.

The Company’s pension plan assets have declined from $589.8 million at December 31, 2008 to $578.1 million at June 30, 2009, a decrease
of $11.7 million, or 2%. This decrease is a result of ongoing benefit payments of $26.6 million, offset by positive investment returns of $14.9
million during the first six months of 2009. No contributions are expected to be made by us to our pension plan until 2011, although pension asset
volatility could require us to make a contribution in 2010, at the earliest.

(1)
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(15) Commitments and Contingencies:

We anticipate capital expenditures of approximately $250.0 million to $270.0 million for 2009 related to our currently owned properties.
Although we from time to time make short-term purchasing commitments to vendors with respect to these expenditures, we generally do not enter
into firm, written contracts for such activities.

In connection with the pending acquisition of approximately 4.8 million access lines (as of December 31, 2008) from Verizon, the Company
has commenced activities to obtain the necessary regulatory approvals, plan and implement systems conversions and other initiatives necessary to
effectuate the closing, which is expected to occur during the second quarter of 2010, and enable the Company to implement its “go to market”
strategy at closing. As a result, the Company expects to incur operating expenses and capital expenditures of approximately $35.0 million and
$25.0 million, respectively, in 2009 related to the pending transaction. The Company incurred $10.8 million of acquisition related costs in the
second quarter of 2009.

We are party to various legal proceedings arising in the normal course of our business. The outcome of individual matters is not predictable.
However, we believe that the ultimate resolution of all such matters, after considering insurance coverage, will not have a material adverse effect on
our financial position, results of operations, or our cash flows.

We sold all of our utility businesses as of April 1, 2004. However, we have retained a potential payment obligation associated with our
previous electric utility activities in the State of Vermont. The Vermont Joint Owners (VJO), a consortium of 14 Vermont utilities, including us,
entered into a purchase power agreement with Hydro-Quebec in 1987. The agreement contains “step-up” provisions that state that if any VJO
member defaults on its purchase obligation under the contract to purchase power from Hydro-Quebec, then the other VJO participants will assume
responsibility for the defaulting party’s share on a pro-rata basis. Our pro-rata share of the purchase power obligation is 10%. If any member of the
VJO defaults on its obligations under the Hydro-Quebec agreement, then
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the remaining members of the VJO, including us, may be required to pay for a substantially larger share of the VJO’s total power purchase
obligation for the remainder of the agreement (which runs through 2015). Paragraph 13 of FASB Interpretation No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” No. (FIN) 45 (ASC Topic 460-10-50)
requires that we disclose “the maximum potential amount of future payments (undiscounted) the guarantor could be required to make under the
guarantee.” Paragraph 13 of FIN No. 45 (ASC Topic 460-10-50) also states that we must make such disclosure “… even if the likelihood of the
guarantor’s having to make any payments under the guarantee is remote…” As noted above, our obligation only arises as a result of default by
another VJO member, such as upon bankruptcy. Therefore, to satisfy the “maximum potential amount” disclosure requirement we must assume that
all members of the VJO simultaneously default, a highly unlikely scenario given that the two members of the VJO that have the largest potential
payment obligations are publicly traded with credit ratings equal to or superior to ours, and that all VJO members are regulated utility providers
with regulated cost recovery. Despite the remote chance that such an event could occur, or that the State of Vermont could or would allow such an
event, assuming that all the members of the VJO defaulted on January 1, 2009 and remained in default for the duration of the contract (another 7
years), we estimate that our undiscounted purchase obligation for 2009 through 2015 would be approximately $0.8 billion. In such a scenario the
Company would then own the power and could seek to recover its costs. We would do this by seeking to recover our costs from the defaulting
members and/or reselling the power to other utility providers or the northeast power grid. There is an active market for the sale of power. We
could potentially lose money if we were unable to sell the power at cost. We caution that we cannot predict with any degree of certainty any
potential outcome.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The Board of Directors and Shareholders
Frontier Communications Corporation:

The management of Frontier Communications Corporation and subsidiaries is responsible for establishing and maintaining adequate internal
control over financial reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f).
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Under the supervision and with the participation of our management, we conducted an evaluation of the effectiveness of our internal control
over financial reporting based on the framework in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission. Based on our evaluation our management concluded that our internal control over financial reporting was effective
as of December 31, 2008 and for the period then ended.

Our independent registered public accounting firm, KPMG LLP, has audited the consolidated financial statements included in this report and,
as part of their audit, has issued their report, included herein, on the effectiveness of our internal control over financial reporting.

Stamford, Connecticut
February 26, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Frontier Communications Corporation:

We have audited the accompanying consolidated balance sheets of Frontier Communications Corporation and subsidiaries as of December 31,
2008 and 2007, and the related consolidated statements of operations, shareholders’ equity, comprehensive income and cash flows for each of the
years in the three-year period ended December 31, 2008. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Frontier
Communications Corporation and subsidiaries as of December 31, 2008 and 2007 and the results of their operations and their cash flows for each of
the years in the three-year period ended December 31, 2008, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 18 to the accompanying consolidated financial statements, the Company adopted the recognition and disclosure
provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” as of January 1, 2007. As discussed in Note 5, effective
January 1, 2006, the Company adopted Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements.” As discussed in Note 23, the Company adopted the recognition and disclosure provisions of
Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” as of
December 31, 2006. Also, as discussed in Note 1(b), the Company retrospectively adopted Statement of Financial Accounting Standards No. 160,
“Noncontrolling Interests in Consolidated Financial Statements” and FASB Staff Position EITF 03-6-1, “Determining Whether Instruments
Granted in Share-Based Payment Transactions are Participating Securities.”

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Frontier
Communications Corporation’s internal control over financial reporting as of December 31, 2008, based on criteria established in Internal Control
—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated
February 26, 2009 expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ KPMG LLP

Stamford, Connecticut
February 26, 2009, except for Note 1(b) which is as of July 24, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
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The Board of Directors and Shareholders
Frontier Communications Corporation:

We have audited Frontier Communications Corporation’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). Frontier Communications Corporation’s management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal
Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on
our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk.
Our audit also included performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Frontier Communications Corporation maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2008, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
balance sheets of Frontier Communications Corporation and subsidiaries as of December 31, 2008 and 2007, and the related consolidated
statements of operations, shareholders’ equity, comprehensive income and cash flows for each of the years in the three-year period ended
December 31, 2008, and our report dated February 26, 2009, except for Note 1(b) which is as of July 24, 2009, expressed an unqualified opinion
on those consolidated financial statements.

/s/ KPMG LLP

Stamford, Connecticut
February 26, 2009
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2008 AND 2007

($ in thousands)
 

    2008   2007  

ASSETS    

Current assets:    

Cash and cash equivalents   $ 163,627   $ 226,466  
Accounts receivable, less allowances of $40,125 and $32,748, respectively    222,247    234,762  
Prepaid expenses    33,265    29,437  
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Other current assets    48,820    33,489  
    

 
   

 

Total current assets    467,959    524,154  

Property, plant and equipment, net    3,239,973    3,335,244  
Goodwill, net    2,642,323    2,634,559  
Other intangibles, net    359,674    547,735  
Investments    8,044    21,191  
Other assets    170,703    193,186  

    
 

   
 

Total assets   $6,888,676   $7,256,069  
    

 

   

 

LIABILITIES AND SHAREHOLDERS’ EQUITY    

Current liabilities:    

Long-term debt due within one year   $ 3,857   $ 2,448  
Accounts payable    141,940    179,402  
Advanced billings    51,225    44,722  
Other taxes accrued    25,585    21,400  
Interest accrued    102,370    116,923  
Other current liabilities    57,798    80,996  

    
 

   
 

Total current liabilities    382,775    445,891  

Deferred income taxes    670,489    711,645  
Other liabilities    584,121    351,290  
Long-term debt    4,721,685    4,736,897  

Equity:    

Shareholders’ equity of Frontier:    

Common stock, $0.25 par value (600,000,000 authorized shares; 311,314,000 and 327,749,000
outstanding, respectively, and 349,456,000 issued at December 31, 2008 and 2007)    87,364    87,364  

Additional paid-in capital    1,117,936    1,280,508  
Retained earnings    38,163    14,001  
Accumulated other comprehensive loss, net of tax    (237,152)   (77,995) 
Treasury stock    (487,266)   (305,979) 

    
 

   
 

Total shareholders’ equity of Frontier    519,045    997,899  
Noncontrolling interest in a partnership    10,561    12,447  

    
 

   
 

Total equity    529,606    1,010,346  
    

 
   

 

Total liabilities and equity   $6,888,676   $7,256,069  
    

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ in thousands, except for per-share amounts)
 
   2008   2007   2006

Revenue   $2,237,018   $2,288,015   $2,025,367

Operating expenses:     

Network access expenses    222,013    228,242    171,247
Other operating expenses    810,748    808,501    733,143
Depreciation and amortization    561,801    545,856    476,487

    
 

   
 

   

Total operating expenses    1,594,562    1,582,599    1,380,877
    

 
   

 
   

Operating income    642,456    705,416    644,490

Investment income    16,118    37,641    83,749
Other income (loss), net    (5,170)   (17,833)   3,007
Interest expense    362,634    380,696    336,446
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Income from continuing operations before income taxes    290,770    344,528    394,800

Income tax expense    106,496    128,014    136,479
    

 
   

 
   

Income from continuing operations    184,274    216,514    258,321

Discontinued operations (see Note 8):     

Income from discontinued operations before income taxes    —      —      147,136
Income tax expense    —      —      56,589

    
 

   
 

   

Income from discontinued operations    —      —      90,547
    

 
   

 
   

Net income    184,274    216,514    348,868
Less: Income attributable to the noncontrolling interest in a partnership    1,614    1,860    4,313

    
 

   
 

   

Net income attributable to common shareholders of Frontier   $ 182,660   $ 214,654   $ 344,555
    

 

   

 

   

Basic income per common share attributable to common shareholders of Frontier:     

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78
Income from discontinued operations    —      —      0.28

    
 

   
 

   

Net income per common share   $ 0.57   $ 0.64   $ 1.06
    

 

   

 

   

Diluted income per common share attributable to common shareholders of Frontier:     

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78
Income from discontinued operations    —      —      0.28

    
 

   
 

   

Net income per common share   $ 0.57   $ 0.64   $ 1.06
    

 

   

 

   

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ and shares in thousands, except for per-share amounts)
 
  Frontier Shareholders        

 

 Common Stock  
Additional

Paid-In
Capital  

 
Retained
Earnings
(Deficit)  

 

Accumulated
Other

Comprehensive
Loss  

 

 
Treasury Stock   

Non-
controlling

Interest  

 Total
Equity   Shares  Amount     Shares   Amount    

Balance December 31, 2005  343,956 $ 85,989 $1,374,610   $ (85,344)  $ (123,242)  (15,788)  $(210,204)  $ 6,274   $1,048,083  
Cumulative effect adjustment

(see Note 5)  —    —    —      36,392    —     —      —      —      36,392  
Stock plans  —    —    (1,875)   —      —     2,908    38,793    —      36,918  
Conversion of EPPICS  —    —    (2,563)   —      —     1,389    18,488    —      15,925  
Dividends on common stock of

$1.00 per share  —    —    (162,773)   (160,898)   —     —      —      —      (323,671) 
Shares repurchased  —    —    —      —      —     (10,200)   (135,239)   —      (135,239) 
Net income  —    —    —      344,555    —     —      —      4,313    348,868  
Pension liability adjustment, after adoption of SFAS No. 158,

net of taxes  —    —    —      —      (83,634)  —      —      —      (83,634) 
Other comprehensive income, net of tax and reclassification

adjustments  —    —    —      —      124,977   —      —      —      124,977  
        

 
   

 
   

 
  

 
   

 
   

 
   

 

Balance December 31, 2006  343,956  85,989  1,207,399    134,705    (81,899)  (21,691)   (288,162)   10,587    1,068,619  
Stock plans  —    —    (6,237)   667    —     1,824    25,399    —      19,829  
Acquisition of Commonwealth  5,500  1,375  77,939    —      —     12,640    168,121    —      247,435  
Conversion of EPPICS  —    —    (549)   —      —     291    3,888    —      3,339  
Conversion of Commonwealth notes  —    —    1,956    —      —     2,508    34,775    —      36,731  
Dividends on common stock of

$1.00 per share  —    —    —      (336,025)   —     —      —      —      (336,025) 
Shares repurchased  —    —    —      —      —     (17,279)   (250,000)   —      (250,000) 
Net income  —    —    —      214,654    —     —      —      1,860    216,514  
Other comprehensive income, net of tax and reclassification

adjustments  —    —    —      —      3,904   —      —      —      3,904  
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Balance December 31, 2007  349,456  87,364  1,280,508    14,001    (77,995)  (21,707)   (305,979)   12,447    1,010,346  
Stock plans  —    —    (1,759)   —      —     1,096    15,544    —      13,785  
Acquisition of Commonwealth  —    —    1    —      —     3    38    —      39  
Conversion of EPPICS  —    —    (74)   —      —     51    664    —      590  
Conversion of Commonwealth notes  —    —    (801)   —      —     193    2,467    —      1,666  
Dividends on common stock of

$1.00 per share  —    —    (159,939)   (158,498)   —     —      —      —      (318,437) 
Shares repurchased  —    —    —      —      —     (17,778)   (200,000)   —      (200,000) 
Net income  —    —    —      182,660    —     —      —      1,614    184,274  
Other comprehensive loss,  net of tax and reclassification

adjustments  —    —    —      —      (159,157)  —      —      —      (159,157) 
Distributions  —    —    —      —      —     —      —      (3,500)   (3,500) 

        
 

   
 

   
 

  
 

   
 

   
 

   
 

Balance December 31, 2008  349,456 $ 87,364 $1,117,936   $ 38,163   $ (237,152)  (38,142)  $(487,266)  $ 10,561   $ 529,606  
        

 

   

 

   

 

  

 

   

 

   

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ in thousands)
 
   2008   2007   2006  

Net income   $ 184,274   $216,514   $348,868  
Other comprehensive (loss) income, net of tax and reclassification adjustments*    (159,157)   3,904    124,977  

    
 

   
 

   
 

Total comprehensive income    25,117    220,418    473,845  
Less: Other comprehensive income attributable to the noncontrolling interest in a partnership    (1,614)   (1,860)   (4,313) 

    
 

   
 

   
 

Comprehensive income attributable to the common shareholders of Frontier   $ 23,503   $218,558   $469,532  
    

 

   

 

   

 

 
* Consists primarily of amortization of pension and postretirement costs and SFAS No. 158 pension/OPEB liability (see Note 20).

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ in thousands)
 
   2008   2007   2006  

Cash flows provided by (used in) operating activities:     

Net income   $ 184,274   $ 216,514   $ 348,868  
Deduct: Gain on sale of discontinued operations, net of tax    —      —      (71,635) 
              Income from discontinued operations, net of tax    —      —      (18,912) 

Adjustments to reconcile net income to net cash provided by operating activities:     

Depreciation and amortization expense    561,801    545,856    476,487  
Stock based compensation expense    7,788    9,022    10,340  
Loss on debt exchange    —      —      2,433  
Loss on extinguishment of debt    6,290    20,186    —    
Investment gain    —      —      (61,428) 
Other non-cash adjustments    (8,658)   (9,458)   878  
Deferred income taxes    33,967    81,011    132,031  
Legal settlement    —      (7,905)   —    
Change in accounts receivable    9,746    (4,714)   15,333  
Change in accounts payable and other liabilities    (52,047)   (36,257)   (3,064) 
Change other current assets    (3,895)   7,428    (2,148) 

    
 

   
 

   
 

Net cash provided by continuing operating activities    739,266    821,683    829,183  
Cash flows provided from (used by) investing activities:     

Capital expenditures    (288,264)   (315,793)   (268,806) 
Cash paid for acquisitions (net of cash acquired)    —      (725,548)   —    
Proceeds from sale of discontinued operations    —      —      255,305  
Other assets (purchased) distributions received, net    5,489    6,629    67,050  

    
 

   
 

   
 

Net cash (used by) provided from investing activities    (282,775)   (1,034,712)   53,549  
Cash flows provided from (used by) financing activities:     

Long-term debt borrowings    135,000    950,000    550,000  
Debt issuance costs    (857)   (12,196)   (6,948) 
Long-term debt payments    (142,480)   (946,070)   (227,693) 
Premium paid to retire debt    (6,290)   (20,186)   —    
Settlement of interest rate swaps    15,521    —      —    
Issuance of common stock    1,398    13,808    27,200  
Common stock repurchased    (200,000)   (250,000)   (135,239) 
Dividends paid    (318,437)   (336,025)   (323,671) 
Repayment of customer advances for construction    (3,185)   (942)   (264) 

    
 

   
 

   
 

Net cash used by financing activities    (519,330)   (601,611)   (116,615) 
Cash flows of discontinued operations:     

Operating cash flows    —      —      17,833  
Investing cash flows    —      —      (6,593) 
Financing cash flows    —      —      —    

    
 

   
 

   
 

Net cash provided by discontinued operations    —      —      11,240  
(Decrease) increase in cash and cash equivalents    (62,839)   (814,640)   777,357  
Cash and cash equivalents at January 1,    226,466    1,041,106    263,749  

    
 

   
 

   
 

Cash and cash equivalents at December 31,   $ 163,627   $ 226,466   $1,041,106  
    

 

   

 

   

 

Cash paid during the period for:     

Interest   $ 365,858   $ 364,381   $ 332,204  
Income taxes   $ 78,878   $ 54,407   $ 5,365  

Non-cash investing and financing activities:     

Change in fair value of interest rate swaps   $ 7,909   $ 18,198   $ (1,562) 
Conversion of EPPICS   $ 590   $ 3,339   $ 15,925  
Conversion of Commonwealth notes   $ 1,666   $ 36,731   $ —    
Debt-for-debt exchange   $ —     $ —     $ 2,433  
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Shares issued for Commonwealth acquisition   $ 39   $ 247,435   $ —    
Acquired debt   $ —     $ 244,570   $ —    
Other acquired liabilities   $ —     $ 112,194   $ —    

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
 
(1) Description of Business and Summary of Significant Accounting Policies:
 

 (a) Description of Business:

Frontier Communications Corporation (formerly known as Citizens Communications Company through July 30, 2008) and its subsidiaries are
referred to as “we,” “us,” “our,” or the “Company” in this report. We are a communications company providing services to rural areas and small
and medium-sized towns and cities as an incumbent local exchange carrier, or ILEC.

 
 (b) Basis of Presentation and Use of Estimates:

Our consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States of
America (U.S. GAAP). Certain reclassifications of balances previously reported have been made to conform to the current presentation. All
significant intercompany balances and transactions have been eliminated in consolidation.

Our consolidated financial statements have been adjusted on a retrospective basis to reflect the adoption of two new accounting standards:
Statement of Financial Accounting Standards (SFAS) No. 160, “Noncontrolling Interests in Consolidated Financial Statements” and FASB Staff
Position (FSP) EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities.”
All periods and amounts presented in these consolidated financial statements and notes herein have been adjusted retrospectively in accordance
with SFAS No. 160 and FSP EITF No. 03-6-1. See Note 2 for further discussion.

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions which
affect the reported amounts of assets and liabilities at the date of the financial statements, the disclosure of contingent assets and liabilities, and the
reported amounts of revenue and expenses during the reporting period. Actual results may differ from those estimates. Estimates and judgments are
used when accounting for allowance for doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and amortization,
income taxes, purchase price allocations, contingencies, and pension and other postretirement benefits, among others.

 
 (c) Cash Equivalents:

We consider all highly liquid investments with an original maturity of three months or less to be cash equivalents.

 
 (d) Revenue Recognition:

Revenue is recognized when services are provided or when products are delivered to customers. Revenue that is billed in advance includes:
monthly recurring access services, special access services and monthly recurring local line charges. The unearned portion of this revenue is
initially deferred as a component of other liabilities on our consolidated balance sheet and recognized in revenue over the period that the services
are provided. Revenue that is billed in arrears includes: non-recurring network access services, switched access services, non-recurring local
services and long-distance services. The earned but unbilled portion of this revenue is recognized in revenue in our consolidated statements of
operations and accrued in accounts receivable in the period that the services are provided. Excise taxes are recognized as a liability when billed.
Installation fees and their related direct and incremental costs are initially deferred and recognized as revenue and expense over the average term of
a customer relationship. We recognize as current period expense the portion of installation costs that exceeds installation fee revenue.

The Company collects various taxes from its customers and subsequently remits such funds to governmental authorities. Substantially all of
these taxes are recorded through the consolidated balance sheet and presented on a net basis in our consolidated statements of operations. We also
collect USF surcharges from customers (primarily federal USF) which we have recorded on a gross basis in our consolidated statements of
operations and included in revenue and other operating expenses at $37.1 million, $35.9 million and $37.1 million for the years ended
December 31, 2008, 2007 and 2006, respectively.
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 (e) Property, Plant and Equipment:

Property, plant and equipment are stated at original cost or fair market value for our acquired properties, including capitalized interest.
Maintenance and repairs are charged to operating expenses as incurred. The gross book value of routine property, plant and equipment retired is
charged against accumulated depreciation.

 
 (f) Goodwill and Other Intangibles:

Intangibles represent the excess of purchase price over the fair value of identifiable tangible net assets acquired. We undertake studies to
determine the fair values of assets and liabilities acquired and allocate purchase prices to assets and liabilities, including property, plant and
equipment, goodwill and other identifiable intangibles. We annually (during the fourth quarter) examine the carrying value of our goodwill and
trade name to determine whether there are any impairment losses and have determined for the year ended December 31, 2008 that there was no
impairment. We test for impairment at the “operating segment” level, as that term is defined in Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets.” The Company currently has four “operating segments” which are aggregated into one
reportable segment.

SFAS No. 142 requires that intangible assets with estimated useful lives be amortized over those lives and be reviewed for impairment in
accordance with SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets” to determine whether any changes to these lives
are required. We periodically reassess the useful life of our intangible assets to determine whether any changes to those lives are required.

 
 (g) Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of:

We review long-lived assets to be held and used and long-lived assets to be disposed of, including intangible assets with estimated useful
lives, for impairment whenever events or changes in circumstances indicate that the carrying amount of such assets may not be recoverable.
Recoverability of assets to be held and used is measured by comparing the carrying amount of the asset to the future undiscounted net cash flows
expected to be generated by the asset. Recoverability of assets held for sale is measured by comparing the carrying amount of the assets to their
estimated fair market value. If any assets are considered to be impaired, the impairment is measured by the amount by which the carrying amount
of the assets exceeds the estimated fair value.

 
 (h) Derivative Instruments and Hedging Activities:

We account for derivative instruments and hedging activities in accordance with SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. SFAS No. 133, as amended, requires that all derivative instruments, such as interest rate swaps, be recognized in
the financial statements and measured at fair value regardless of the purpose or intent of holding them.

On the date we enter into a derivative contract that qualifies for hedge accounting, we designate the derivative as either a fair value or cash
flow hedge. A hedge of the fair value of a recognized asset or liability or of an unrecognized firm commitment is a fair value hedge. A hedge of a
forecasted transaction or the variability of cash flows to be received or paid related to a recognized asset or liability is a cash flow hedge. We
formally document all relationships between hedging instruments and hedged items, as well as our risk-management objective and strategy for
undertaking the hedge transaction. This process includes linking all derivatives that are designated as fair value or cash flow hedges to specific
assets and liabilities on the balance sheet or to specific firm commitments or forecasted transactions.

We also formally assess, both at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in fair values or cash flows of hedged items. If it is determined that a derivative is not highly effective as
a hedge or that it has ceased to be a highly effective hedge, we would discontinue hedge accounting prospectively.
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All derivatives are recognized on the balance sheet at their fair value. Changes in the fair value of derivative financial instruments are either
recognized in income or shareholders’ equity (as a component of other comprehensive income), depending on whether the derivative is being used
to hedge changes in fair value or cash flows.

As of December 31, 2007, we had interest rate swap arrangements related to a portion of our fixed rate debt. These arrangements were all
terminated on January 15, 2008. These hedge strategies satisfied the fair value hedging requirements of SFAS No. 133, as amended. As a result,
the appreciation in value of the swaps through the time of termination is included in the consolidated balance sheet and is recognized as lower
interest expense over the duration of the remaining life of the underlying debt.
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 (i) Investments:

Marketable Securities

We classify our cost method investments at purchase as available-for-sale. We do not maintain a trading portfolio or held-to-maturity
securities. Our marketable securities are insignificant.

Investments in Other Entities

Investments in entities that we do not control, but where we have the ability to exercise significant influence over operating and financial
policies, are accounted for using the equity method of accounting (see Note 9).

 
 (j) Income Taxes and Deferred Income Taxes:

We file a consolidated federal income tax return. We utilize the asset and liability method of accounting for income taxes. Under the asset
and liability method, deferred income taxes are recorded for the tax effect of temporary differences between the financial statement basis and the
tax basis of assets and liabilities using tax rates expected to be in effect when the temporary differences are expected to reverse.

 
 (k) Stock Plans:

We have various stock-based compensation plans. Awards under these plans are granted to eligible officers, management employees, non-
management employees and non-employee directors. Awards may be made in the form of incentive stock options, non-qualified stock options,
stock appreciation rights, restricted stock, restricted stock units or other stock-based awards. We have no awards with market or performance
conditions. Our general policy is to issue shares upon the grant of restricted shares and exercise of options from treasury.

On January 1, 2006, we adopted the provisions of SFAS No. 123 (revised 2004), “Share-Based Payment” (SFAS No. 123R) and elected to
use the modified prospective transition method. The modified prospective transition method requires that compensation cost be recognized in the
financial statements for all awards granted after the date of adoption as well as for existing awards for which the requisite service had not been
rendered as of the date of adoption. Compensation cost for awards that were outstanding at the effective date are recognized over the remaining
service period using the compensation cost previously calculated for pro forma disclosure purposes.

On November 10, 2005, the Financial Accounting Standards Board (FASB) issued FASB Staff Position SFAS No. 123R-3, “Transition
Election Related to Accounting for Tax Effects of Share-Based Payment Awards.” We elected to adopt the alternative transition method provided
for calculating the tax effects of share-based compensation pursuant to SFAS No. 123R. The alternative transition method includes a simplified
method to establish the beginning balance of the additional paid-in capital pool (APIC pool) related to the tax effects of employee share-based
compensation, which is available to absorb tax deficiencies recognized subsequent to the adoption of SFAS No. 123R.
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The compensation cost recognized is based on awards ultimately expected to vest. SFAS No. 123R requires forfeitures to be estimated and
revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.

 
 (l) Net Income Per Common Share Attributable to Common Shareholders:

Basic net income per common share is computed using the weighted average number of common shares outstanding during the period being
reported on, excluding unvested restricted stock awards. The impact of dividends paid on unvested restricted stock awards have been deducted in
the determination of basic and diluted net income attributable to common shareholders of Frontier. Except when the effect would be antidilutive,
diluted net income per common share reflects the dilutive effect of the assumed exercise of stock options using the treasury stock method at the
beginning of the period being reported on as well as common shares that would result from the conversion of convertible preferred stock (EPPICS)
and convertible notes. In addition, the related interest on debt (net of tax) is added back to income since it would not be paid if the debt was
converted to common stock.

 
(2) Recent Accounting Literature and Changes in Accounting Principles:

Accounting for Endorsement Split-Dollar Life Insurance Arrangements

In September 2006, the FASB reached consensus on the guidance provided by Emerging Issues Task Force (EITF) No. 06-4, “Accounting
for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements.” The guidance is
applicable to endorsement split-dollar life insurance arrangements, whereby the employer owns and controls the insurance policies, that are
associated with a postretirement benefit. EITF No. 06-4 requires that for a split-dollar life insurance arrangement within the scope of the issue, an
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employer should recognize a liability for future benefits in accordance with SFAS No. 106 (if, in substance, a postretirement benefit plan exists) or
Accounting Principles Board Opinion (APB) No. 12 (if the arrangement is, in substance, an individual deferred compensation contract) based on
the substantive agreement with the employee. EITF No. 06-4 was effective for fiscal years beginning after December 15, 2007. Our adoption of
the accounting requirements of EITF No. 06-4 in the first quarter of 2008 had no impact on our financial position, results of operations or cash
flows.

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which defines fair value, establishes a framework for
measuring fair value, and expands disclosures about fair value measurements. In February 2008, the FASB amended SFAS No. 157 to defer the
application of this standard to nonfinancial assets and liabilities until 2009. The provisions of SFAS No. 157 related to financial assets and
liabilities were effective as of the beginning of our 2008 fiscal year. Our adoption of SFAS No. 157 in the first quarter of 2008 had no impact on
our financial position, results of operations or cash flows. We do not expect the adoption of SFAS No. 157, as amended, in the first quarter of 2009
with respect to its effect on nonfinancial assets and liabilities to have a material impact on our financial position, results of operations or cash
flows. Nonfinancial assets and liabilities for which we have not applied the provisions of SFAS No. 157 include those measured at fair value in
impairment testing and those initially measured at fair value in a business combination.

The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities—Including an
Amendment of FASB Statement No. 115,” which permits entities to choose to measure many financial instruments and certain other items at fair
value. The provisions of SFAS No. 159 were effective as of the beginning of our 2008 fiscal year. Our adoption of SFAS No. 159 in the first
quarter of 2008 had no impact on our financial position, results of operations or cash flows.
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Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements

In March 2007, the FASB ratified the consensus reached by the EITF on Issue No. 06-10, “Accounting for Collateral Assignment Split-
Dollar Life Insurance Arrangements.” EITF No. 06-10 provides guidance on an employers’ recognition of a liability and related compensation
costs for collateral assignment split-dollar life insurance arrangements that provide a benefit to an employee that extends into postretirement
periods, and the asset in collateral assignment split-dollar life insurance arrangements. EITF No. 06-10 was effective for fiscal years beginning
after December 15, 2007. Our adoption of the accounting requirements of EITF No. 06-10 in the first quarter of 2008 had no impact on our
financial position, results of operations or cash flows.

Accounting for the Income Tax Benefits of Dividends on Share-Based Payment Awards

In June 2007, the FASB ratified EITF No. 06-11, “Accounting for the Income Tax Benefits of Dividends on Share-Based Payment Awards.”
EITF No. 06-11 provides that tax benefits associated with dividends on share-based payment awards be recorded as a component of additional
paid-in capital. EITF No. 06-11 was effective, on a prospective basis, for fiscal years beginning after December 15, 2007. The implementation of
this standard in the first quarter of 2008 had no material impact on our financial position, results of operations or cash flows.

Business Combinations

In December 2007, the FASB revised SFAS No. 141, “Business Combinations.” The revised statement, SFAS No. 141R, requires an
acquiring entity to recognize all the assets acquired and liabilities assumed in a transaction at the acquisition date at fair value, to remeasure
liabilities related to contingent consideration at fair value in each subsequent reporting period and to expense all acquisition related costs. The
effective date of SFAS No. 141R is for business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after December 15, 2008. This standard does not impact our currently reported results and we do not expect the
adoption of SFAS No. 141R in the first quarter of 2009 to have a material impact on our financial position, results of operations or cash flows.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements.” SFAS No. 160
establishes requirements for ownership interest in subsidiaries held by parties other than the Company (sometimes called “minority interest”) be
clearly identified, presented and disclosed in the consolidated statement of financial position within shareholders’ equity, but separate from the
parent’s equity. All changes in the parent’s ownership interest are required to be accounted for consistently as equity transactions and any
noncontrolling equity investments in unconsolidated subsidiaries must be measured initially at fair value. SFAS No. 160 was effective, on a
prospective basis, for fiscal years beginning after December 15, 2008. However, presentation and disclosure requirements must be retrospectively
applied to comparative financial statements. The adoption of SFAS No. 160 did not have a material impact on our financial position, results of
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operations or cash flows for current or prior periods.

The Hierarchy of Generally Accepted Accounting Principles

In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles.” This standard identifies the
sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial statements of
nongovernmental entities that are presented in conformity with U.S. GAAP. The effective date of SFAS No. 162 was November 15, 2008. Our
adoption of SFAS No. 162 during the fourth quarter of 2008 did not result in any changes to our current accounting practices or policies and
thereby has not impacted the preparation of the consolidated financial statements.
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Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities

In June 2008, the FASB ratified FSP EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions
are Participating Securities.” FSP EITF No. 03-6-1 addresses whether instruments granted in share-based payment transactions are participating
securities prior to vesting and, therefore, should be included in the earnings allocation in computing earnings per share under the two-class
method. FSP EITF No. 03-6-1 was effective, on a retrospective basis, for financial statements issued for fiscal years beginning after December 15,
2008, and interim periods within those years. Our outstanding non-vested restricted stock is a participating security in accordance with FSP EITF
No. 03-6-1 and we have adjusted our previously reported basic and diluted income per common share. The adoption of FSP EITF No. 03-6-1
slightly reduced our basic and diluted income per common share from that previously reported.

Employers’ Disclosures about Postretirement Benefit Plan Assets

In December 2008, the FASB issued FSP SFAS 132 (R)-1, “Employers’ Disclosures about Postretirement Benefit Plan Assets.” FSP SFAS
132 (R)-1 amends SFAS No. 132, “Employers’ Disclosures about Pensions and Other Postretirement Benefits,” to provide guidance on an
employers’ disclosures about plan assets of a defined benefit pension or other postretirement plan. FSP SFAS 132 (R)-1 requires additional
disclosures about investment policies and strategies, categories of plan assets, fair value measurements of plan assets and significant concentrations
of risk. The disclosures about plan assets required by FSP SFAS 132 (R)-1 are effective for fiscal years ending after December 15, 2009. We do
not expect the adoption of FSP SFAS 132 (R)-1 to have a material impact on our financial position, results of operations or cash flows. We will
adopt the disclosure requirements of FSP SFAS 132 (R)-1 in the annual report for our fiscal year ending December 31, 2009.

 
(3) Acquisition of Commonwealth Telephone and Global Valley Networks:

On March 8, 2007, we acquired Commonwealth Telephone Enterprises, Inc. (“Commonwealth” or “CTE”) in a cash-and-stock taxable
transaction, for a total consideration of approximately $1.1 billion. We paid $804.1 million in cash ($663.7 million net, after cash acquired) and
issued common stock with a value of $249.8 million.

On October 31, 2007, we acquired Global Valley Networks, Inc. and GVN Services (together GVN) through the purchase from Country
Road Communications, LLC of 100% of the outstanding common stock of Evans Telephone Holdings, Inc., the parent Company of GVN. The
purchase price of $62.0 million was paid with cash on hand.

We have accounted for the acquisitions of Commonwealth and GVN as purchases under U.S. GAAP. Under the purchase method of
accounting, the assets and liabilities of Commonwealth and GVN are recorded as of their respective acquisition dates, at their respective fair
values, and consolidated with those of Frontier. The reported consolidated financial condition of Frontier as of December 31, 2008, reflects the
final allocation of these fair values for Commonwealth and GVN.

The following schedule provides a summary of the final purchase price paid by Frontier in the acquisitions of Commonwealth and GVN:
 

($ in thousands)   Commonwealth  GVN

Cash paid   $ 804,085  $62,001
Value of Frontier common stock issued    249,804   —  
Accrued closing costs    469   —  

        

Total Purchase Price   $ 1,054,358  $62,001
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With respect to our acquisitions of Commonwealth and GVN, the purchase price has been allocated based on fair values to the net tangible
and intangible assets acquired and liabilities assumed. The final allocations are as follows:
 

($ in thousands)   Commonwealth  GVN  

Allocation of purchase price:    

Current assets   $ 187,986   $ 1,581  
Property, plant and equipment    387,343    23,578  
Goodwill    690,262    34,311  
Other intangibles    273,800    7,250  
Other assets    11,285    812  
Current portion of debt    (35,000)   (17) 
Accounts payable and other current liabilities    (80,375)   (626) 
Deferred income taxes    (143,539)   (3,740) 
Convertible notes    (209,553)   —    
Other liabilities    (27,851)   (1,148) 

    
 

   
 

Total Purchase Price   $ 1,054,358   $62,001  
    

 

   

 

 
(1) Includes $140.6 million of total acquired cash.

The following unaudited pro forma financial information presents the combined results of operations of Frontier, Commonwealth and GVN
as if the acquisitions had occurred at the beginning of each period presented. The historical results of the Company include the results of
Commonwealth from the date of its acquisition on March 8, 2007, and GVN from the date of its acquisition on October 31, 2007. The pro forma
information is not necessarily indicative of what the financial position or results of operations actually would have been had the acquisitions been
completed at the beginning of each period presented. In addition, the unaudited pro forma financial information does not purport to project the
future financial position or operating results of Frontier after completion of the acquisitions.
 

($ in thousands, except per share amounts)   2007   2006

Revenue   $ 2,362,695  $ 2,371,143
Operating income   $ 720,476  $ 717,312
Income from continuing operations   $ 218,428  $ 285,434
Income from discontinued operations   $ —    $ 90,547
Net income attributable to common shareholders of Frontier   $ 218,428  $ 375,981

Basic income per common share:     

Income from continuing operations   $ 0.66  $ 0.83
Income from discontinued operations    —     0.26

        

Net income per common share   $ 0.66  $ 1.09
        

Diluted income per common share:     

Income from continuing operations   $ 0.65  $ 0.82
Income from discontinued operations    —     0.26

        

Net income per common share   $ 0.65  $ 1.08
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(4) Property, Plant and Equipment:

The components of property, plant and equipment at December 31, 2008 and 2007 are as follows:
 

($ in thousands)  
Estimated

Useful Lives   2008   2007  

Land  N/A   $ 22,631   $ 23,347  
Buildings and leasehold improvements  41 years    344,839    343,826  
General support  5 to 17 years    508,825    492,771  
Central office/electronic circuit equipment  5 to 11 years    2,959,440    2,855,645  
Cable and wire  15 to 60 years    3,623,193    3,484,838  
Other  20 to 30 years    24,703    46,620  
Construction work in progress     97,429    128,250  

     
 

   
 

    7,581,060    7,375,297  

(1)
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Less: Accumulated depreciation     (4,341,087)   (4,040,053) 
     

 
   

 

Property, plant and equipment, net    $ 3,239,973   $ 3,335,244  
     

 

   

 

Depreciation expense is principally based on the composite group method. Depreciation expense was $379.5 million, $374.4 million and
$350.1 million for the years ended December 31, 2008, 2007 and 2006, respectively. Effective with the completion of an independent study of the
estimated useful lives of our plant assets we adopted new lives beginning October 1, 2008.

 
(5) Retained Earnings—Cumulative Effect Adjustment:

In September 2006, the SEC staff issued Staff Accounting Bulletin (SAB) Topic 1N (SAB No. 108), “Financial Statements—Considering the
Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements”. SAB No. 108 provides guidance on
how prior year misstatements should be taken into consideration when quantifying misstatements in current year financial statements for purposes
of determining whether the financial statements are materially misstated. Under this guidance, companies should take into account both the effect
of a misstatement on the current year balance sheet as well as the impact upon the current year income statement in assessing the materiality of a
current year misstatement. Once a current year misstatement has been quantified, the guidance in SAB Topic 1M, “Financial Statements
Materiality,” (SAB No. 99) will be applied to determine whether the misstatement is material.

SAB No. 108 allowed for a one-time transitional cumulative effect adjustment to retained earnings as of January 1, 2006 for errors that were
not previously deemed material as they were being evaluated under a single method but were material when evaluated under the dual approach
prescribed by SAB No. 108. The Company adopted SAB No. 108 in connection with the preparation of its financial statements for the year ended
December 31, 2006. The adoption did not have any impact on the Company’s cash flow or prior year financial statements. As a result of adopting
SAB No. 108 in the fourth quarter of 2006 and electing to use the one-time transitional cumulative effect adjustment, the Company made
adjustments to the beginning balance of retained earnings as of January 1, 2006 in the fourth quarter of 2006 for the following errors (all of which
were determined to be immaterial under the Company’s previous methodology):
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Summary of SAB No. 108 entry recorded January 1, 2006:
 

($ in thousands)   
Increase/

(Decrease)  

Property, Plant & Equipment   $ 1,990  
Goodwill    (3,716) 
Other Assets    (20,081) 

    
 

  $(21,807) 
    

 

Current Liabilities   $ (2,922) 
Deferred Taxes    (17,339) 
Other Long-Term Liabilities    (13,037) 
Long-Term Debt    (24,901) 
Retained Earnings    36,392  

    
 

  $(21,807) 
    

 

Deferred Tax Accounting. As a result of adopting SAB No. 108 in the fourth quarter of 2006 we recorded a decrease in deferred income tax
liabilities in the amount of approximately $23.5 million and an increase in retained earnings of approximately $23.5 million as of January 1, 2006.
The change in deferred tax and retained earnings is a result of excess deferred tax liabilities that built up in periods prior to 2004 (approximately $4
million in 2003, $5.4 million in 2002 and $14.1 million in 2001 and prior), resulting primarily from differences between actual state income tax
rates and the effective composite state rate utilized for estimating the Company’s book state tax provisions.

Goodwill. During 2002, we estimated and booked impairment charges (pre-tax) of $1.07 billion. We subsequently discovered that the
impairment charge recorded was overstated as it exceeded the underlying book value by approximately $8.1 million. The result was an
understatement of goodwill. We corrected this error by reversing the negative goodwill balance of $8.1 million with an offset to increase retained
earnings.

Unrecorded Liabilities. The Company changed its accounting policies associated with the accrual of utilities and vacation expense.
Historically, the Company’s practice was to expense utility and vacation costs in the period these items were paid, which generally resulted in a
full year of utilities and vacation expense in the consolidated statements of operations. The utility costs are now accrued in the period used and
vacation costs are accrued in the period earned. The cumulative amount of these changes as of the beginning of fiscal 2006 was approximately $3.0
million and, as provided in SAB No. 108, the impact was recorded as a reduction of retained earnings as of the beginning of fiscal 2006.
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We established an accrual of $4.5 million for advance billings associated with certain revenue at two telephone properties that the Company
operated since the 1930’s. For these two properties, the Company’s records have not reflected the liability. This had no impact on the revenue
reported for any of the five years reported in this Form 10-K.

We recorded a long-term liability of $2.5 million to recognize a postretirement annuity payment obligation for two former executives of the
Company. The liability should have been established in 1999 at the time the two employees elected to exchange their death benefit rights for an
annuity payout in accordance with the terms of their respective split-dollar life insurance agreements. We established the liability effective
January 1, 2006 in accordance with SAB No. 108 by reducing retained earnings by a like amount.

Long-Term Debt. We recorded a reclassification of $20.1 million from other assets to long-term debt. The amount represents debt discounts
which the Company historically accounted for as a deferred asset. For certain debt issuances the Company amortized the debt discount using the
straight line method instead of the effective interest method. We corrected this error by increasing the debt discount by $4.8 million and increasing
retained earnings by a like amount.
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Customer Advances for Construction. Amounts associated with “construction advances” remaining on the Company’s balance sheet ($92.4
million at December 31, 2005) included approximately $7.3 million of such contract advances that were transferred to the purchaser of our water
and wastewater operations on January 15, 2002 and accordingly should have been included in the gain recognized upon sale during that period.
Upon the adoption of SAB No. 108 in the fourth quarter of 2006, this error was corrected as of January 1, 2006 through a decrease in other long-
term liabilities and an increase in retained earnings.

Purchase Accounting. During the period 1991 to 2001, Frontier acquired a number of telecommunications businesses, growing its asset base
from approximately $400.0 million in 1991 to approximately $6.0 billion by the end of 2001. As a result of these acquisitions, we recorded in
accordance with purchase accounting standards, all of the assets and liabilities associated with these properties. We have determined that
approximately $18.8 million (net) of liabilities were established in error. Approximately $18.0 million of the liabilities should have been recorded
as a decrease to goodwill and $4.2 million should have been an increase to property, plant and equipment ($1.99 million after amortization of $2.21
million). In addition, $4.964 million of liabilities should have been reversed in 2001. We corrected this error by reversing the liability to retained
earnings.

As permitted by the adoption of SAB No. 108, we have adjusted our previously recorded acquisition entries as follows:
 

($ in thousands)   
Increase/

(Decrease)  

Property, Plant & Equipment   $ 1,990  
Goodwill    (18,049) 

    
 

  $(16,059) 
    

 

Current Liabilities   $(10,468) 
Other Long-Term Liabilities    (8,345) 
Retained Earnings    2,754  

    
 

  $(16,059) 
    

 

Tax Effect. The net effect on taxes (excluding the $23.5 million entry described above) resulting from the adoption of SAB No. 108 was an
increase to deferred tax liabilities of $6.2 million and an increase to goodwill of $6.2 million.

 
(6) Accounts Receivable:

The components of accounts receivable, net at December 31, 2008 and 2007 are as follows:
 

($ in thousands)   2008   2007  

End user   $244,395   $244,592  
Other    17,977    22,918  
Less: Allowance for doubtful accounts    (40,125)   (32,748) 

    
 

   
 

Accounts receivable, net   $222,247   $234,762  
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An analysis of the activity in the allowance for doubtful accounts for the years ended December 31, 2008, 2007 and 2006 is as follows:
 
      Additions       

Allowance for doubtful accounts   

Balance at
beginning of

Period   

Balance of
acquired

properties   

Charged to
bad debt
expense*   

Charged to
other

accounts—
Revenue   Deductions  

Balance at
end of
Period

2006   $ 31,385  $ —    $ 20,257  $ 80,003   $ 23,108  $108,537
2007    108,537   1,499   31,131   (77,898)   30,521   32,748
2008    32,748   1,150   31,700   2,352    27,825   40,125
 
* Such amounts are included in bad debt expense and for financial reporting purposes are classified as contra-revenue.

We maintain an allowance for estimated bad debts based on our estimate of collectability of our accounts receivable. Bad debt expense is
recorded as a reduction to revenue.

Our allowance for doubtful accounts increased by approximately $78.3 million in 2006 as a result of carrier activity that was in dispute. Our
allowance for doubtful accounts (and “end user” receivables) declined from December 31, 2006, primarily as a result of the resolution of our
principal carrier dispute. On March 12, 2007, we entered into a settlement agreement with a carrier pursuant to which we were paid $37.5 million,
resulting in a favorable impact on our revenue in the first quarter of 2007 of $38.7 million.

 
(7) Other Intangibles:

The components of other intangibles at December 31, 2008 and 2007 are as follows:
 

($ in thousands)   2008   2007  

Customer base   $ 1,265,052   $1,271,085  
Trade name    132,664    132,381  

    
 

   
 

Other intangibles    1,397,716    1,403,466  
Less: Accumulated amortization    (1,038,042)   (855,731) 

    
 

   
 

Total other intangibles, net   $ 359,674   $ 547,735  
    

 

   

 

Amortization expense was $182.3 million, $171.4 million and $126.4 million for the years ended December 31, 2008, 2007 and 2006,
respectively. Amortization expense for 2008 is comprised of $126.3 million for amortization associated with our “legacy” Frontier properties and
$56.0 million for intangible assets (customer base and trade name) that were acquired in the Commonwealth and Global Valley acquisitions. As of
December 31, 2008, $263.5 million has been allocated to the customer base (five year life) and $10.3 million to the trade name (five year life)
acquired in the Commonwealth acquisition, and $7.3 million to the customer base (five year life) acquired in the Global Valley acquisition.
Amortization expense, based on our estimate of useful lives, is estimated to be $113.9 million in 2009, $56.2 million in 2010 and 2011 and $11.3
million in 2012.

 
(8) Discontinued Operations:

Electric Lightwave

On July 31, 2006, we sold our CLEC business, Electric Lightwave, LLC (ELI), for $255.3 million (including a later sale of associated real
estate) in cash plus the assumption of approximately $4.0 million in capital lease obligations. We recognized a pre-tax gain on the sale of ELI of
approximately $116.7 million. Our after-tax gain on the sale was $71.6 million. Our cash liability for taxes as a result of the sale was
approximately $5.0 million due to the utilization of existing tax net operating losses on both the Federal and state level.
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In accordance with SFAS No. 144, any component of our business that we dispose of, or classify as held for sale, that has operations and
cash flows clearly distinguishable from continuing operations for financial reporting purposes, and that will be eliminated from the ongoing
operations, should be classified as discontinued operations. Accordingly, we have classified the results of operations of ELI as discontinued
operations in our consolidated statements of operations.

We ceased to record depreciation expense for ELI effective February 2006.
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Summarized financial information for ELI for the year ended December 31, 2006 is set forth below:
 

($ in thousands)   2006

Revenue   $ 100,612
Operating income   $ 27,882
Income taxes   $ 11,583
Net income   $ 18,912
Gain on disposal of ELI, net of tax   $ 71,635

 
(9) Investments:

Investments at December 31, 2008 and 2007 include equity method investments of $8,044 and $21,191, respectively. Our investments in
entities that are accounted for under the equity method of accounting consist of the following: (1) a 50% interest in the C-Don Partnership,
acquired in the purchase of Commonwealth, which publishes, manufactures and distributes classified telephone directories in the Commonwealth
service territory; (2) a 16.8% interest in the Fairmount Cellular Limited Partnership which is engaged in cellular mobile telephone service in the
Rural Service Area (RSA) designated by the FCC as Georgia RSA No. 3; and (3) our investments in CU Capital and CU Trust with relation to our
convertible preferred securities that were fully redeemed in the fourth quarter of 2008.

 
(10) Fair Value of Financial Instruments:

The following table summarizes the carrying amounts and estimated fair values for certain of our financial instruments at December 31, 2008
and 2007. For the other financial instruments, representing cash, accounts receivables, long-term debt due within one year, accounts payable and
other accrued liabilities, the carrying amounts approximate fair value due to the relatively short maturities of those instruments. Other equity
method investments for which market values are not readily available are carried at cost, which approximates fair value.

The fair value of our long-term debt is estimated based on quoted market prices at the reporting date for those financial instruments.
 

($ in thousands)

  2008   2007

  
Carrying
Amount   Fair Value   

Carrying
Amount   Fair Value

Long-term debt   $ 4,721,685  $ 3,651,924  $ 4,736,897  $ 4,708,217
 
(1) 2007 includes interest rate swaps of $7.9 million and EPPICS of $14.5 million.
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(11) Long-Term Debt:

The activity in our long-term debt from December 31, 2007 to December 31, 2008 is summarized as follows:
 
     Year Ended December 31, 2008        

($ in thousands)  
December 31,

2007   Payments  
New

Borrowings 

Interest
Rate
Swap   

Conversion
to Common

Stock   

Reclassification
of Related
Party Debt   

December 31,
2008   

Interest
Rate* at

December 31,
2008  

Rural Utilities Service Loan Contracts  $ 17,555   $ (948)  $ —   $ —     $ —     $ —     $ 16,607   6.07% 
Senior Unsecured Debt   4,715,013    (138,107)   135,000  (7,909)   (1,666)   —      4,702,331   7.54% 
EPPICS (see Note 15)   14,521    (3,425)   —    —      (590)   (10,506)   —     
Industrial Development Revenue Bonds   13,550    —      —    —      —      —      13,550   6.31% 

   
 

   
 

      
 

   
 

   
 

   
 

 

TOTAL LONG-TERM DEBT  $ 4,760,639   $(142,480)  $ 135,000 $ (7,909)  $ (2,256)  $ (10,506)  $ 4,732,488   7.54% 
   

 

   

 

      

 

   

 

   

 

   

 

 

Less:  Debt Discount   (21,294)        (6,946)  
Less:  Current Portion   (2,448)        (3,857)  

   
 

        
 

 

 $ 4,736,897        $ 4,721,685   
   

 

        

 

 

 
* Interest rate includes amortization of debt issuance costs, debt premiums or discounts, and deferred gain on interest rate swap terminations.

The interest rates for Rural Utilities Service Loan Contracts, Senior Unsecured Debt, and Industrial Development Revenue Bonds represent a
weighted average of multiple issuances.

Additional information regarding our Senior Unsecured Debt at December 31:
 
   2008   2007

($ in thousands)   
Principal

Outstanding  
Interest

Rate   
Principal

Outstanding  
Interest

Rate

Senior Notes:       

(1)
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Due 5/15/2011   $ 921,276 9.250%   $ 1,050,000 9.250%
Due 10/24/2011    200,000 6.270%    200,000 6.270%
Due 12/31/2012    147,000 2.448% (Variable)    148,500 6.750% (Variable)
Due 1/15/2013    700,000 6.250%    700,000 6.250%
Due 12/31/2013    133,988 2.250% (Variable)    —   
Due 3/15/2015    300,000 6.625%    300,000 6.625%
Due 3/15/2019    450,000 7.125%    450,000 7.125%
Due 1/15/2027    400,000 7.875%    400,000 7.875%
Due 8/15/2031    945,325 9.000%    945,325 9.000%

          

   4,197,589    4,193,825 

Debentures due 2025 – 2046    468,742 7.137%    468,742 7.137%
Subsidiary Senior       

Notes due 12/1/2012    36,000 8.050%    36,000 8.050%
CTE Convertible Notes due 7/23/2023    —      8,537 3.250%
Fair value of interest rate swaps    —      7,909 

          

Total   $ 4,702,331   $ 4,715,013 
          

During 2008, we retired an aggregate principal amount of $144.7 million of debt, consisting of $128.7 million of 9.25% Senior Notes due
2011, $12.0 million of other senior unsecured debt and rural utilities service loan contracts, and $4.0 million of 5% Company Obligated
Mandatorily Redeemable Convertible Preferred Securities due 2036 (EPPICS).
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On March 28, 2008, we borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008. The
loan matures in 2013 and bears interest of 2.250% as of December 31, 2008 based on the prime rate or LIBOR, at our election, plus a margin
which varies depending on our debt leverage ratio. We used the proceeds to repurchase, during the first quarter of 2008, $128.7 million principal
amount of our 9.25% Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of these notes.

As of December 31, 2008, EPPICS representing a total principal amount of $197.8 million have been converted into 15,969,645 shares of our
common stock. There were no outstanding EPPICS as of December 31, 2008. As a result of the redemption of all outstanding EPPICS as of
December 31, 2008, the $10.5 million in debt with related parties was reclassified by the Company against an offsetting investment.

As of December 31, 2008, we had an available line of credit with seven financial institutions in the aggregate amount of $250.0 million.
Associated facility fees vary, depending on our debt leverage ratio, and were 0.225% per annum as of December 31, 2008. The expiration date for
this $250.0 million five year revolving credit agreement is May 18, 2012. During the term of the credit facility we may borrow, repay and reborrow
funds, subject to customary borrowing conditions. The credit facility is available for general corporate purposes but may not be used to fund
dividend payments.

On January 15, 2008, we terminated all of our interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with our Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
January 2008. The related gain has been deferred on the consolidated balance sheet, and is being amortized into interest expense over the term of
the associated debt.

During 2007, we retired an aggregate principal amount of $967.2 million of debt, including $3.3 million of EPPICS and $17.8 million of
3.25% Commonwealth convertible notes that were converted into our common stock. As further described below, we temporarily borrowed and
repaid $200.0 million during the month of March 2007, utilized to temporarily fund our acquisition of Commonwealth.

In connection with the acquisition of Commonwealth, we assumed $35.0 million of debt under a revolving credit facility and approximately
$191.8 million face amount of Commonwealth convertible notes (fair value of approximately $209.6 million). During March 2007, we paid down
the $35.0 million credit facility, and through December 31, 2007, we retired approximately $183.3 million face amount (for which we paid $165.4
million in cash and $36.7 million in common stock) of the convertible notes (premium paid of $18.9 million was recorded as $17.8 million to
goodwill and $1.1 million to other income (loss), net). The remaining outstanding balance of $8.5 million was fully redeemed in the fourth quarter
of 2008.

On March 23, 2007, we issued in a private placement an aggregate $300.0 million principal amount of 6.625% Senior Notes due 2015 and
$450.0 million principal amount of 7.125% Senior Notes due 2019. Proceeds from the sale were used to pay down $200.0 million principal amount
of indebtedness borrowed on March 8, 2007 under a bridge loan facility in connection with the acquisition of Commonwealth, and redeem, on
April 26, 2007, $495.2 million principal amount of our 7.625% Senior Notes due 2008.
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During the first quarter of 2007, we incurred and expensed approximately $4.1 million of fees associated with the bridge loan facility
established to temporarily fund our acquisition of Commonwealth. In the second quarter of 2007, we completed an exchange offer (to publicly
register the debt) on the $750.0 million in total of private placement notes described above, in addition to the $400.0 million principal amount of
7.875% Senior Notes issued in a private placement on December 22, 2006, for registered Senior Notes due 2027. On April 26, 2007, we redeemed
$495.2 million principal amount of our 7.625% Senior Notes due 2008 at a price of 103.041% plus accrued and unpaid interest. The debt
retirement generated a pre-tax loss on the early extinguishment of debt at a premium of approximately $16.3 million in the second quarter of 2007
and is
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included in other income (loss), net. As a result of this debt redemption, we also terminated three interest rate swap agreements hedging an
aggregate $150.0 million notional amount of indebtedness. Payments on the swap terminations of approximately $1.0 million were made in the
second quarter of 2007.

For the year ended December 31, 2006, we retired an aggregate principal amount of $251.0 million of debt, including $15.9 million of
EPPICS that were converted into our common stock.

During the first quarter of 2006, we entered into two debt-for-debt exchanges of our debt securities. As a result, $47.5 million of our 7.625%
notes due 2008 were exchanged for approximately $47.4 million of our 9.00% notes due 2031. During the fourth quarter of 2006, we entered into
four debt-for-debt exchanges and exchanged $157.3 million of our 7.625% notes due 2008 for $149.9 million of our 9.00% notes due 2031. The
9.00% notes are callable on the same general terms and conditions as the 7.625% notes exchanged. No cash was exchanged in these transactions.
However, with respect to the first quarter debt exchanges, a non-cash pre-tax loss of approximately $2.4 million was recognized in accordance
with EITF No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments,” which is included in other income (loss), net,
for the year ended December 31, 2006.

On June 1, 2006, we retired at par our entire $175.0 million principal amount of 7.60% Debentures due June 1, 2006.

On June 14, 2006, we repurchased $22.7 million of our 6.75% Senior Notes due August 17, 2006 at a price of 100.181% of par.

On August 17, 2006, we retired at par the $29.1 million remaining balance of the 6.75% Senior Notes.

On December 22, 2006, we issued in a private placement, an aggregate $400.0 million principal amount of 7.875% Senior Notes due
January 15, 2027. Proceeds from the sale were used to partially finance the Commonwealth acquisition.

In December 2006, we borrowed $150.0 million under a senior unsecured term loan agreement. The loan matures in 2012 and bears interest
based on an average prime rate or London Interbank Offered Rate or LIBOR plus 1 /8%, at our election. Proceeds were used to partially finance
the Commonwealth acquisition.

As of December 31, 2008 we were in compliance with all of our debt and credit facility covenants.

Our principal payments for the next five years are as follows:
 

($ in thousands)   
Principal
Payments

2009   $ 3,857
2010   $ 7,236
2011   $ 1,125,143
2012   $ 180,366
2013   $ 829,131

 
(12) Derivative Instruments and Hedging Activities:

Interest rate swap agreements were used to hedge a portion of our debt that is subject to fixed interest rates. Under our interest rate swap
agreements, we agreed to pay an amount equal to a specified variable rate of interest times a notional principal amount, and to receive in return an
amount equal to a specified fixed rate of interest times the same notional principal amount. The notional amounts of the contracts were not
exchanged. No other cash payments are made unless the agreement is terminated prior to maturity, in which case the amount paid or received in
settlement is established by agreement at the time of termination and represents the market value, at the then current rate of interest, of the
remaining obligations to exchange payments under the terms of the contracts.
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On January 15, 2008, we terminated all of our interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with our Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
January 2008. The related gain has been deferred on the consolidated balance sheet, and is being amortized into interest expense over the term of
the associated debt. For the year ended December 31, 2008, we recognized $5.0 million of deferred gain and anticipate recognizing $3.4 million
during 2009.

As of January 16, 2008, we no longer have any derivative instruments. The following disclosure is necessary to understand our historical
financial statements.

The interest rate swap contracts are reflected at fair value in our consolidated balance sheets and the related portion of fixed-rate debt being
hedged is reflected at an amount equal to the sum of its book value and an amount representing the change in fair value of the debt obligations
attributable to the interest rate risk being hedged. Changes in the fair value of interest rate swap contracts, and the offsetting changes in the
adjusted carrying value of the related portion of the fixed-rate debt being hedged, are recognized in the consolidated statements of operations in
interest expense. The notional amounts of interest rate swap contracts hedging fixed-rate indebtedness as of December 31, 2007 was $400.0
million. Such contracts required us to pay variable rates of interest (average pay rates of approximately 8.54% as of December 31, 2007) and
receive fixed rates of interest (average receive rates of 8.50% as of December 31, 2007). The fair value of these derivatives is reflected in other
assets as of December 31, 2007 in the amount of $7.9 million. The related underlying debt was increased in 2007 by a like amount. For the years
ended December 31, 2007 and 2006, the interest expense resulting from these interest rate swaps totaled approximately $2.4 million and $4.2
million, respectively.

 
(13) Investment Income:

The components of investment income for the years ended December 31, 2008, 2007 and 2006 are as follows:
 
($ in thousands)   2008   2007   2006

Interest and dividend income   $10,928  $32,986  $22,172
Gain from Rural Telephone Bank dissolution    —     —     61,428
Equity earnings    5,190   4,655   149

            

Total investment income   $16,118  $37,641  $83,749
            

 
(14) Other Income (Loss), net:

The components of other income (loss), net for the years ended December 31, 2008, 2007 and 2006 are as follows:
 
($ in thousands)   2008   2007   2006  

Bridge loan fee   $ —     $ (4,069)  $ —    
Premium on debt repurchases    (6,290)   (18,217)   —    
Legal fees and settlement costs    (1,037)   —      (1,000) 
Gain on expiration/settlement of customer advances, net    4,520    2,031    3,539  
Loss on exchange of debt    —      —      (2,433) 
Gain on forward rate agreements    —      —      430  
Other, net    (2,363)   2,422    2,471  

    
 

   
 

   
 

Total other income (loss), net   $(5,170)  $(17,833)  $ 3,007  
    

 

   

 

   

 

During the first quarter of 2008, we retired certain debt and recognized a pre-tax loss of $6.3 million on the early extinguishment of debt at a
premium, mainly for the 9.25% Senior Notes due 2011. During the first quarter
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of 2007, we incurred $4.1 million of fees associated with a bridge loan facility. In 2007, we retired certain debt and recognized a pre-tax loss of
$18.2 million on the early extinguishment of debt at a premium, mainly for the 7.625% Senior Notes due 2008. During 2008, 2007 and 2006, we
recognized income of $4.5 million, $2.0 million and $3.5 million, respectively, in connection with certain retained liabilities, that have terminated,
associated with customer advances for construction from our disposed water properties. During 2008 and 2006, we recorded legal fees and
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settlement costs in connection with the Bangor, Maine legal matter of $1.0 million in each year. In connection with our exchange of debt during
the first quarter of 2006, we recognized a non-cash, pre-tax loss of $2.4 million. 2006 also includes a gain for the changes in fair value of our
forward rate agreements of $0.4 million.

 
(15) Company Obligated Mandatorily Redeemable Convertible Preferred Securities:

As of December 31, 2008, we fully redeemed the EPPICS related debt outstanding to third parties. The following disclosure provides the
history regarding this issue.

In 1996, our consolidated wholly-owned subsidiary, Citizens Utilities Trust (the Trust), issued, in an underwritten public offering, 4,025,000
shares of EPPICS, representing preferred undivided interests in the assets of the Trust, with a liquidation preference of $50 per security (for a total
liquidation amount of $201.3 million). These securities had an adjusted conversion price of $11.46 per share of our common stock. The conversion
price was reduced from $13.30 to $11.46 during the third quarter of 2004 as a result of the $2.00 per share of common stock special, non-recurring
dividend. The proceeds from the issuance of the Trust Convertible Preferred Securities and a Company capital contribution were used to purchase
$207.5 million aggregate liquidation amount of 5% Partnership Convertible Preferred Securities due 2036 from another wholly-owned subsidiary,
Citizens Utilities Capital L.P. (the Partnership). The proceeds from the issuance of the Partnership Convertible Preferred Securities and a Company
capital contribution were used to purchase from us $211.8 million aggregate principal amount of 5% Convertible Subordinated Debentures due
2036. The sole assets of the Trust were the Partnership Convertible Preferred Securities, and our Convertible Subordinated Debentures were
substantially all the assets of the Partnership. Our obligations under the agreements related to the issuances of such securities, taken together,
constituted a full and unconditional guarantee by us of the Trust’s obligations relating to the Trust Convertible Preferred Securities and the
Partnership’s obligations relating to the Partnership Convertible Preferred Securities.

In accordance with the terms of the issuances, we paid the annual 5% interest in quarterly installments on the Convertible Subordinated
Debentures in 2008, 2007 and 2006. Cash was paid (net of investment returns) to the Partnership in payment of the interest on the Convertible
Subordinated Debentures. The cash was then distributed by the Partnership to the Trust and then by the Trust to the holders of the EPPICS.

As of December 31, 2008, EPPICS representing a total principal amount of $197.8 million have been converted into 15,969,645 shares of our
common stock. There were no outstanding EPPICS as of December 31, 2008. As a result of the redemption of all outstanding EPPICS as of
December 31, 2008, the $10.5 million in debt with related parties was reclassified by the Company against an offsetting investment.

We adopted the provisions of FIN No. 46R (revised December 2003) (FIN No. 46R), “Consolidation of Variable Interest Entities,” effective
January 1, 2004. Accordingly, the Trust holding the EPPICS and the related Citizens Utilities Capital L.P. were deconsolidated.

 
(16) Capital Stock:

We are authorized to issue up to 600,000,000 shares of common stock. The amount and timing of dividends payable on common stock are,
subject to applicable law, within the sole discretion of our Board of Directors.
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(17) Stock Plans:

At December 31, 2008, we had five stock-based compensation plans under which grants have been made and awards remained outstanding.
These plans, which are described below, are the Management Equity Incentive Plan (MEIP), the 1996 Equity Incentive Plan (1996 EIP), the
Amended and Restated 2000 Equity Incentive Plan (2000 EIP), the Non-Employee Directors’ Deferred Fee Plan (Deferred Fee Plan) and the Non-
Employee Directors’ Equity Incentive Plan (Directors’ Equity Plan, and together with the Deferred Fee Plan, the Director Plans).

In accordance with the adoption of SFAS No. 123R as of January 1, 2006, we recorded stock-based compensation expense for the cost of our
stock options. Compensation expense, recognized in other operating expenses, of $0.0 million, $0.8 million and $2.2 million in 2008, 2007 and
2006, respectively, has been recorded for the cost of our stock options. Our general policy is to issue shares upon the grant of restricted shares and
exercise of options from treasury. At December 31, 2008, there were 16,058,182 shares authorized for grant under these plans and 4,170,361 shares
available for grant. No further awards may be granted under the MEIP, the 1996 EIP or the Deferred Fee Plan.

In connection with the Director Plans, compensation costs associated with the issuance of stock units was $0.8 million, $1.6 million and $2.0
million in 2008, 2007 and 2006, respectively. Cash compensation associated with the Director Plans was $0.5 million in each of 2008, 2007 and
2006. These costs are recognized in other operating expenses.

We have granted restricted stock awards to key employees in the form of our common stock. The number of shares issued as restricted stock
awards during 2008, 2007 and 2006 were 887,000, 722,000 and 732,000, respectively. None of the restricted stock awards may be sold, assigned,
pledged or otherwise transferred, voluntarily or involuntarily, by the employees until the restrictions lapse, subject to limited exceptions. The
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restrictions are time based. At December 31, 2008, 1,702,000 shares of restricted stock were outstanding. Compensation expense, recognized in
other operating expenses, of $6.9 million, $6.6 million and $6.0 million, for the years ended December 31, 2008, 2007 and 2006, respectively, has
been recorded in connection with these grants.

Management Equity Incentive Plan

Prior to its expiration on June 21, 2000, awards of our common stock could have been granted under the MEIP to eligible officers,
management employees and non-management employees in the form of incentive stock options, non-qualified stock options, stock appreciation
rights (SARs), restricted stock or other stock-based awards.

Since the expiration of the MEIP, no awards have been or may be granted under the MEIP. The exercise price of stock options issued was
equal to or greater than the fair market value of the underlying common stock on the date of grant. Stock options were not ordinarily exercisable on
the date of grant but vested over a period of time (generally four years). All stock options granted under the MEIP are vested. Under the terms of
the MEIP, subsequent stock dividends and stock splits have the effect of increasing the option shares outstanding, which correspondingly decreases
the average exercise price of outstanding options.

1996 and 2000 Equity Incentive Plans

Since the expiration date of the 1996 EIP on May 22, 2006, no awards have been or may be granted under the 1996 EIP. Under the 2000 EIP,
awards of our common stock may be granted to eligible officers, management employees and non-management employees in the form of incentive
stock options, non-qualified stock options, SARs, restricted stock or other stock-based awards. As discussed under the Non-Employee Directors’
Compensation Plans below, prior to May 25, 2006 non-employee directors received an award of stock options under the 2000 EIP upon
commencement of service.
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At December 31, 2008, there were 13,517,421 shares authorized for grant under the 2000 EIP and 1,940,083 shares available for grant, as
adjusted to reflect stock dividends. No awards will be granted more than 10 years after the effective date (May 18, 2000) of the 2000 EIP plan. The
exercise price of stock options and SARs under the 2000 and 1996 EIP generally shall be equal to or greater than the fair market value of the
underlying common stock on the date of grant. Stock options are not ordinarily exercisable on the date of grant but vest over a period of time
(generally four years). Under the terms of the EIPs, subsequent stock dividends and stock splits have the effect of increasing the option shares
outstanding, which correspondingly decrease the average exercise price of outstanding options.

On March 17, 2008, the Company adopted the Long-Term Incentive Program (LTIP). The LTIP covers the named executive officers and
certain other officers. The LTIP is designed to incentivize and reward the Company’s senior executives if they achieve aggressive growth goals
over three-year performance periods (the measurement periods). LTIP awards will be granted in shares of the Company’s common stock following
the applicable measurement period if pre-established goals are achieved over the measurement period. At the time that the LTIP was adopted, the
Compensation Committee approved LTIP target award opportunities for senior executives, as well as the target level for each performance metric,
for the 2008-2010 measurement period. Minimum financial performance “gates” were set that had to be achieved with respect to revenue and free
cash flow growth over the 2008-2010 measurement period for any LTIP award to be granted. In February 2009, the Compensation Committee
determined that the minimum performance gates were no longer achievable and cancelled the award opportunities for the 2008-2010 measurement
period. Accordingly, there will be no payouts under the LTIP for the 2008-2010 measurement period.

The following summary presents information regarding outstanding stock options and changes with regard to options under the MEIP and the
EIPs:
 

   

Shares 
Subject to 

Option   

Weighted
Average

Option Price
Per Share   

Weighted
Average

Remaining
Life in Years  

Aggregate
Intrinsic
Value

Balance at January 1, 2006   7,985,000   $ 11.52  5.3  $13,980,000
Options granted   22,000   $ 12.55    

Options exercised   (2,695,000)  $ 9.85    $ 9,606,000
Options canceled, forfeited or lapsed   (70,000)  $ 10.13    

   
 

     

Balance at December 31, 2006   5,242,000   $ 12.41  4.4  $14,490,000
Options granted   —     $ —      

Options exercised   (1,254,000)  $ 10.19    $ 6,033,000
Options canceled, forfeited or lapsed   (33,000)  $ 10.79    

   
 

     

Balance at December 31, 2007   3,955,000   $ 13.13  3.4  $ 5,727,000
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Options granted   —     $ —      

Options exercised   (187,000)  $ 7.38    $ 743,000
Options canceled, forfeited or lapsed   (55,000)  $ 10.40    

   
 

     

Balance at December 31, 2008   3,713,000   $ 13.46  2.5  $ 495,000
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The following table summarizes information about shares subject to options under the MEIP and the EIPs at December 31, 2008:
 

Options Outstanding   Option Exercisable

Number
Outstanding   

Range of
Exercise Prices   

Weighted
Average
Exercise

Price   

Weighted
Average

Remaining
Life in
Years   

Number
Exercisable   

Weighted
Average
Exercise

Price

   525,000   $   6.45 –   8.19  $   7.80  2.66     525,000  $   7.80
   541,000    10.44 – 10.44   10.44  4.40     541,000   10.44
   200,000    11.15 – 11.15   11.15  1.80     200,000   11.15
   476,000    11.79 – 11.79   11.79  2.38     476,000   11.79
   167,000    11.90 – 14.27   13.44  4.77     160,000   13.45
   582,000    15.02 – 15.02   15.02  1.75     582,000   15.02
   640,000    15.94 – 16.74   16.67  1.73     640,000   16.67
   582,000    18.46 – 18.46   18.46  1.75     582,000   18.46
            

3,713,000  $   6.45 – 18.46  $ 13.46  2.50  3,706,000  $ 13.46
            

The number of options exercisable at December 31, 2007 and 2006 were 3,938,000 and 4,791,000, with a weighted average exercise price of
$13.13 and $12.58, respectively.

Cash received upon the exercise of options during 2008, 2007 and 2006 was $1.4 million, $13.8 million and $27.2 million, respectively.
There is no remaining unrecognized compensation cost associated with unvested stock options at December 31, 2008.

For purposes of determining compensation expense, the fair value of each option grant is estimated on the date of grant using the Black-
Scholes option-pricing model which requires the use of various assumptions including expected life of the option, expected dividend rate, expected
volatility, and risk-free interest rate. The expected life (estimated period of time outstanding) of stock options granted was estimated using the
historical exercise behavior of employees. The risk free interest rate is based on the U.S. Treasury yield curve in effect at the time of the grant.
Expected volatility is based on historical volatility for a period equal to the stock option’s expected life, calculated on a monthly basis.

The following table presents the weighted average assumptions used for stock option grants in 2006. No stock option grants were issued in
2007 and 2008 under the MEIP or the EIPs.
 

   2006  

Dividend yield   7.55% 
Expected volatility   44% 
Risk-free interest rate   4.89% 
Expected life   5 years  
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The following summary presents information regarding unvested restricted stock and changes with regard to restricted stock under the MEIP
and the EIPs:
 

   
Number of

Shares   

Weighted
Average

Grant Date
Fair Value   

Aggregate
Fair Value

Balance at January 1, 2006   1,456,000   $ 12.47  $17,808,000
Restricted stock granted   732,000   $ 12.87  $10,494,000



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Restricted stock vested   (642,000)  $ 12.08  $ 9,226,000
Restricted stock forfeited   (372,000)  $ 12.60  

   
 

   

Balance at December 31, 2006   1,174,000   $ 12.89  $16,864,000
Restricted stock granted   722,000   $ 15.04  $ 9,187,000
Restricted stock vested   (587,000)  $ 12.94  $ 7,465,000
Restricted stock forfeited   (100,000)  $ 13.95  

   
 

   

Balance at December 31, 2007   1,209,000   $ 14.06  $15,390,000
Restricted stock granted   887,000   $ 11.02  $ 7,757,000
Restricted stock vested   (367,000)  $ 13.90  $ 3,209,000
Restricted stock forfeited   (27,000)  $ 13.39  

   
 

   

Balance at December 31, 2008   1,702,000   $ 12.52  $14,876,000
   

 

   

For purposes of determining compensation expense, the fair value of each restricted stock grant is estimated based on the average of the high
and low market price of a share of our common stock on the date of grant. Total remaining unrecognized compensation cost associated with
unvested restricted stock awards at December 31, 2008 was $15.2 million and the weighted average period over which this cost is expected to be
recognized is approximately two to three years.

Non-Employee Directors’ Compensation Plans

Upon commencement of his or her service on the Board of Directors, each non-employee director receives a grant of 10,000 stock options.
These options are currently awarded under the Directors’ Equity Plan. Prior to effectiveness of the Directors’ Equity Plan on May 25, 2006, these
options were awarded under the 2000 EIP. The exercise price of these options, which become exercisable six months after the grant date, is the fair
market value (as defined in the relevant plan) of our common stock on the date of grant. Options granted under the Directors’ Equity Plan expire on
the earlier of the tenth anniversary of the grant date or the first anniversary of termination of service as a director. Options granted to non-employee
directors under the 2000 EIP expire on the tenth anniversary of the grant date.

Each non-employee director also receives an annual grant of 3,500 stock units. These units are currently awarded under the Directors’ Equity
Plan and prior to effectiveness of that plan, were awarded under the Deferred Fee Plan. Since the effectiveness of the Directors’ Equity Plan, no
further grants have been made under the Deferred Fee Plan. Prior to April 20, 2004, each non-employee director received an award of 5,000 stock
options. The exercise price of such options was set at 100% of the fair market value on the date the options were granted. The options were
exercisable six months after the grant date and remain exercisable for ten years after the grant date.

In addition, each year, each non-employee director is also entitled to receive a retainer, meeting fees, and, when applicable, fees for serving
as a committee chair or as Lead Director. For 2008, each non-employee director had to elect, by December 31 of the preceding year, to receive
$40,000 cash or 5,760 stock units as an annual retainer and to receive meeting fees and Lead Director and committee chair stipends in the form of
cash
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or stock units. Stock units are awarded under the Directors’ Equity Plan. Directors making a stock unit election must also elect to convert the units
to either common stock (convertible on a one-to-one basis) or cash upon retirement or death.

The number of shares of common stock authorized for issuance under the Directors’ Equity Plan is 2,540,761, which includes 540,761 shares
that were available for grant under the Deferred Fee Plan on the effective date of the Directors’ Equity Plan. In addition, if and to the extent that
any “plan units” outstanding on May 25, 2006 under the Deferred Fee Plan are forfeited or if any option granted under the Deferred Fee Plan
terminates, expires, or is cancelled or forfeited, without having been fully exercised, shares of common stock subject to such “plan units” or
options cancelled shall become available under the Directors’ Equity Plan. At December 31, 2008, there were 2,230,278 shares available for grant.
There were 12 directors participating in the Directors’ Plans during all or part of 2008. In 2008, the total options, plan units, and stock earned were
0, 102,673, and 0, respectively. In 2007, the total options, plan units, and stock earned were 10,000, 98,070 and 0, respectively. In 2006, the total
options, plan units, and stock earned were 20,000, 81,000 and 0, respectively. Options granted prior to the adoption of the Directors’ Equity Plan
were granted under the 2000 EIP. At December 31, 2008, 182,951 options were outstanding and exercisable under the Director Plans at a weighted
average exercise price of $12.68.

For 2008, each non-employee director received fees of $2,000 for each in-person Board of Directors and committee meeting attended and
$1,000 for each telephone Board and committee meeting attended. The chairs of the Audit, Compensation, Nominating and Corporate Governance
and Retirement Plan Committees were paid an additional annual fee of $25,000, $15,000, $7,500 and $5,000, respectively. In addition, the Lead
Director, who heads the ad hoc committee of non-employee directors, received an additional annual fee of $15,000. A director must elect, by
December 31 of the preceding year, to receive meeting and other fees in cash, stock units, or a combination of both. All fees paid to the non-
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employee directors in 2008 were paid quarterly. If the director elects stock units, the number of units credited to the director’s account is
determined as follows: the total cash value of the fees payable to the director are divided by 85% of the closing prices of our common stock on the
last business day of the calendar quarter in which the fees or stipends were earned. Units are credited to the director’s account quarterly. Effective
January 1, 2009, the annual fee for the chairs of the Compensation and Retirement Plan Committees were increased to $20,000 and $7,500,
respectively. All other fees and retainers remain the same.

We account for the Deferred Fee Plan and Directors’ Equity Plan in accordance with SFAS No. 123R. To the extent directors elect to receive
the distribution of their stock unit account in cash, they are considered liability-based awards. To the extent directors elect to receive the
distribution of their stock unit accounts in common stock, they are considered equity-based awards. Compensation expense for stock units that are
considered equity-based awards is based on the market value of our common stock at the date of grant. Compensation expense for stock units that
are considered liability-based awards is based on the market value of our common stock at the end of each period.

We had also maintained a Non-Employee Directors’ Retirement Plan providing for the payment of specified sums annually to our non-
employee directors, or their designated beneficiaries, starting at the director’s retirement, death or termination of directorship. In 1999, we
terminated this Plan. As of December 31, 2008, the liability for such payments was reduced to $0 as the obligation was fully settled during the
second quarter of 2007.
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(18) Income Taxes:

The following is a reconciliation of the provision for income taxes for continuing operations computed at Federal statutory rates to the
effective rates for the years ended December 31, 2008, 2007 and 2006:
 
     2008   2007   2006  

Consolidated tax provision at federal statutory rate     35.0%  35.0%  35.0% 
State income tax provisions, net of federal income tax benefit     2.8%  1.8%  2.1% 
Tax reserve adjustment     (l.4)%  1.0%  0.2% 
All other, net     0.2%  (0.6)%  (2.7)% 

     
 

  
 

  
 

    36.6%  37.2%  34.6% 
     

 

  

 

  

 

The components of the net deferred income tax liability (asset) at December 31 are as follows:
 

($ in thousands)   2008   2007  

Deferred income tax liabilities:    

Property, plant and equipment basis differences   $642,598   $624,426  
Intangibles    248,520    275,102  
Other, net    15,946    10,431  

    
 

   
 

   907,064    909,959  
    

 
   

 

Deferred income tax assets:    

SFAS No. 158 pension/OPEB liability    146,997    58,587  
Tax operating loss carryforward    72,434    83,203  
Alternative minimum tax credit carryforward    —      26,658  
Employee benefits    62,482    68,791  
State tax liability    7,483    10,361  
Accrued expenses    19,726    14,818  
Bad debts    12,026    4,971  
Other, net    14,550    12,700  

    
 

   
 

   335,698    280,089  
Less: Valuation allowance    (67,331)   (59,566) 

    
 

   
 

Net deferred income tax asset    268,367    220,523  
    

 
   

 

Net deferred income tax liability   $638,697   $689,436  
    

 

   

 

Deferred tax assets and liabilities are reflected in the following captions on the consolidated balance
sheet:    

Deferred income taxes   $670,489   $711,645  
Other current assets    (31,792)   (22,209) 

    
 

   
 

Net deferred income tax liability   $638,697   $689,436  
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Our state tax operating loss carryforward as of December 31, 2008 is estimated at $952.3 million. A portion of our state loss carryforward
begins to expire in 2009.
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The provision (benefit) for Federal and state income taxes, as well as the taxes charged or credited to shareholders’ equity, includes amounts
both payable currently and deferred for payment in future periods as indicated below:
 
($ in thousands)   2008   2007   2006  

Income taxes charged to the consolidated statement of operations for continuing operations:     

Current:     

Federal   $ 68,114   $ 37,815   $ 772  
State    4,415    9,188    3,676  

    
 

   
 

   
 

Total current    72,529    47,003    4,448  
    

 
   

 
   

 

Deferred:     

Federal    32,984    75,495    128,534  
State    983    5,516    3,497  

    
 

   
 

   
 

Total deferred    33,967    81,011    132,031  
    

 
   

 
   

 

Subtotal income taxes for continuing operations    106,496    128,014    136,479  
    

 
   

 
   

 

Income taxes charged to the consolidated statement of operations for discontinued operations:     

Current:     

Federal    —      —      3,018  
State    —      —      2,004  

    
 

   
 

   
 

Total current    —      —      5,022  
    

 
   

 
   

 

Deferred:     

Federal    —      —      47,732  
State    —      —      3,835  

    
 

   
 

   
 

Total deferred    —      —      51,567  
    

 
   

 
   

 

Subtotal income taxes for discontinued operations    —      —      56,589  
    

 
   

 
   

 

Total income taxes charged to the consolidated statement of operations (a)    106,496    128,014    193,068  
    

 
   

 
   

 

Income taxes charged (credited) to shareholders’ equity:     

Deferred income tax benefits on unrealized/realized gains or losses on securities classified
as available-for-sale    —      (11)   (35) 

Current benefit arising from stock options exercised and restricted stock    (4,877)   (552)   (3,777) 
Deferred income taxes (benefits) arising from the recognition of additional pens ion/OPEB

liability    (88,410)   (6,880)   24,707  
Deferred tax benefit from recording adjustments from the adoption of SAB No. 108    —      —      (17,339) 

    
 

   
 

   
 

Income taxes charged (credited) to shareholders’ equity (b)    (93,287)   (7,443)   3,556  
    

 
   

 
   

 

Total income taxes: (a) plus (b)   $ 13,209   $120,571   $196,624  
    

 

   

 

   

 

In July 2006, the FASB issued FASB Interpretation No. (FIN) 48, “Accounting for Uncertainty in Income Taxes.” Among other things, FIN
No. 48 requires applying a “more likely than not” threshold to the recognition and derecognition of uncertain tax positions either taken or expected
to be taken in the Company’s income tax returns. We adopted the provisions of FIN No. 48 in the first quarter of 2007. The total amount of our
gross FIN No. 48 tax liability for tax positions that may not be sustained under a “more likely than not” threshold amounts to $52.9 million as of
December 31, 2008. A decrease of $16.2 million in the balance, including $4.9 million of accrued interest, since December 31, 2007 resulted from
the expiration of certain statute of limitations on
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April 15, 2008. The amount of our total FIN No. 48 tax liabilities reflected above that would positively impact the calculation of our effective
income tax rate, if our tax positions are sustained, is $33.4 million as of December 31, 2008.
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The Company’s policy regarding the classification of interest and penalties is to include these amounts as a component of income tax
expense. This treatment of interest and penalties is consistent with prior periods. We have recognized in our consolidated statement of operations
for the year ended December 31, 2008, additional interest in the amount of $2.9 million. We are subject to income tax examinations generally for
the years 2005 forward for both our Federal and state filing jurisdictions. We also maintain uncertain tax positions in various state jurisdictions.
Amounts related to uncertain tax positions that may change within the next twelve months are not material.

The following table sets forth the changes in the Company’s balance of unrecognized tax benefits for the years ended December 31, 2008 and
2007 in accordance with FIN No. 48:
 

($ in thousands)   2008   2007

Unrecognized tax benefits—beginning of year   $ 59,717   $30,332
Gross increases—unrecognized tax benefits acquired via acquisitions    —      8,977
Gross decreases—prior year tax positions    (2,070)   —  
Gross increases—current year tax positions    2,379    20,408
Gross decreases—expired statute of limitations    (11,315)   —  

    
 

   

Unrecognized tax benefits—end of year   $ 48,711   $59,717
    

 

   

The amounts above exclude $4.2 million of accrued interest that we have recorded and would be payable should the Company’s tax positions
not be sustained.
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(19) Net Income Per Common Share:

The reconciliation of the net income per common share calculation for the years ended December 31, 2008, 2007 and 2006 is as follows:
 
($ in thousands, except per-share amounts)   2008   2007   2006  

Net income used for basic and diluted earnings per common share:     

Income from continuing operations attributable to common shareholders of Frontier   $182,660   $214,654   $254,008  
Income from discontinued operations    —      —      90,547  

    
 

   
 

   
 

Net income attributable to common shareholders of Frontier    182,660    214,654    344,555  
Less: Dividends allocated to unvested restricted stock awards    (1,744)   (1,408)   (1,373) 

    
 

   
 

   
 

Total basic net income attributable to common shareholders of Frontier    180,916    213,246    343,182  
Effect of conversion of preferred securities—EPPICS    130    152    401  

    
 

   
 

   
 

Total diluted net income attributable to common shareholders of Frontier   $181,046   $213,398   $343,583  
    

 

   

 

   

 

Basic earnings per common share:     

Total weighted-average shares and unvested restricted stock awards outstanding—basic    319,161    332,377    323,989  
Less: Weighted-average unvested restricted stock awards    (1,660)   (1,340)   (1,348) 

    
 

   
 

   
 

Total weighted-average shares outstanding—basic    317,501    331,037    322,641  
    

 

   

 

   

 

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78  
Income from discontinued operations    —      —      0.28  

    
 

   
 

   
 

Net income per share attributable to common shareholders of Frontier   $ 0.57   $ 0.64   $ 1.06  
    

 

   

 

   

 

Diluted earnings per common share:     

Total weighted-average shares outstanding—basic    317,501    331,037    322,641  
Effect of dilutive shares    435    940    931  
Effect of conversion of preferred securities—EPPICS    306    401    973  

    
 

   
 

   
 

Total weighted-average shares outstanding—diluted    318,242    332,378    324,545  
    

 

   

 

   

 

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78  
Income from discontinued operations    —      —      0.28  

    
 

   
 

   
 

Net income per share attributable to common shareholders of Frontier   $ 0.57   $ 0.64   $ 1.06  
    

 

   

 

   

 

Stock Options

For the years ended December 31, 2008, 2007 and 2006, options to purchase shares of 2,647,000 (at exercise prices ranging from $11.15 to
$18.46), 1,804,000 (at exercise prices ranging from $15.02 to $18.46), and 1,917,000 (at exercise prices ranging from $13.45 to $18.46),
respectively, issuable under employee compensation plans were excluded from the computation of diluted earnings per share (EPS) for those
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periods because the exercise prices were greater than the average market price of our common stock and, therefore, the effect would be
antidilutive. In calculating diluted EPS we apply the treasury stock method and include future unearned compensation as part of the assumed
proceeds.

In addition, for the years ended December 31, 2008, 2007 and 2006, the impact of dividends paid on unvested restricted stock awards of
1,702,000, 1,209,000 and 1,174,000 shares, respectively, have been deducted in accordance with FSP EITF No. 03-6-1, which we adopted on a
retrospective basis.
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EPPICS

There were no outstanding EPPICS at December 31, 2008. At December 31, 2007, we had 80,307 shares of potentially dilutive EPPICS,
which were convertible into our common stock at a 4.3615 to 1 ratio at an exercise price of $11.46 per share. If all EPPICS that remained
outstanding as of December 31, 2007 were converted, we would have issued approximately 350,259 shares of our common stock. As a result of the
September 2004 special, non-recurring dividend, the EPPICS exercise price for conversion into common stock was reduced from $13.30 to $11.46.
These securities have been included in the diluted income per common share calculation for the periods ended December 31, 2007 and 2006.

Stock Units

At December 31, 2008, 2007 and 2006, we had 324,806, 225,427 and 319,423 stock units, respectively, issued under the Director Plans and
the Non-Employee Directors’ Retirement Plan. These securities have not been included in the diluted income per share of common stock
calculation because their inclusion would have had an antidilutive effect.

Share Repurchase Programs

In February 2008, our Board of Directors authorized us to repurchase up to $200.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 4, 2008 and was completed on
October 3, 2008. During 2008, we repurchased approximately 17.8 million shares of our common stock at an aggregate cost of $200.0 million.

In February 2007, our Board of Directors authorized us to repurchase up to $250.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 19, 2007 and was completed on
October 15, 2007. During 2007, we repurchased approximately 17.3 million shares of our common stock at an aggregate cost of $250.0 million.

In February 2006, our Board of Directors authorized us to repurchase up to $300.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 6, 2006. During 2006, we repurchased
approximately 10.2 million shares of our common stock at an aggregate cost of $135.2 million. No further purchases were made prior to expiration
of this authorization.

 
(20) Comprehensive Income:

Comprehensive income consists of net income and other gains and losses affecting shareholders’ investment and SFAS No. 158
pension/OPEB liabilities that, under GAAP, are excluded from net income.

The components of accumulated other comprehensive loss, net of tax at December 31, 2008 and 2007 are as follows:
 

($ in thousands)   2008   2007  

Pension Costs   $ 376,086   $134,276  
Postretirement Costs    8,045    2,292  
Deferred taxes on pension and OPEB costs    (146,997)   (58,587) 
All other    18    14  

    
 

   
 

  $ 237,152   $ 77,995  
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Our other comprehensive income (loss) for the years ended December 31, 2008, 2007 and 2006 is as follows:
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   2008  

($ in thousands)   
Before-Tax

Amount   
Tax Expense/

(Benefit)   
Net-of-Tax

Amount  

Net actuarial loss   $(252,358)  $ (90,122)  $(162,236) 
Amortization of pension and postretirement costs    4,795    1,712    3,083  
All other    (4)   —      (4) 

    
 

   
 

   
 

Other comprehensive (loss)   $(247,567)  $ (88,410)  $(159,157) 
    

 

   

 

   

 

   2007  

($ in thousands)   
Before-Tax

Amount   
Tax Expense/

(Benefit)   
Net-of-Tax

Amount  

Amortization of pension and postretirement costs   $ (3,023)  $ (6,880)  $ 3,857  
All other    35    (12)   47  

    
 

   
 

   
 

Other comprehensive income   $ (2,988)  $ (6,892)  $ 3,904  
    

 

   

 

   

 

   2006  

($ in thousands)   
Before-Tax

Amount   
Tax Expense/

(Benefit)   
Net-of-Tax

Amount  

Net unrealized holding losses on securities arising during period   $ (92)  $ (35)  $ (57) 
SFAS No. 158 pension/postretirement liability    199,653    74,619    125,034  

    
 

   
 

   
 

Other comprehensive income   $ 199,561   $ 74,584   $ 124,977  
    

 

   

 

   

 

 
(21) Segment Information:

We operate in one reportable segment, Frontier. Frontier provides both regulated and unregulated voice, data and video services to
residential, business and wholesale customers and is typically the incumbent provider in its service areas.

As permitted by SFAS No. 131, we have utilized the aggregation criteria in combining our operating segments because all of our Frontier
properties share similar economic characteristics, in that they provide the same products and services to similar customers using comparable
technologies in all of the states in which we operate. The regulatory structure is generally similar. Differences in the regulatory regime of a
particular state do not materially impact the economic characteristics or operating results of a particular property.

 
(22) Quarterly Financial Data (Unaudited):
 
($ in thousands, except per share amounts)  First Quarter Second Quarter Third Quarter Fourth Quarter Total Year

2008      

Revenue  $ 569,205 $ 562,550 $ 557,871 $ 547,392 $2,237,018
Operating income   164,312  161,969  164,241  151,934  642,456
Net income attributable to common shareholders of Frontier   45,589  55,778  46,995  34,298  182,660
Net income available for common shareholders per basic

share  $ 0.14 $ 0.17 $ 0.15 $ 0.11 $ 0.57
Net income available for common shareholders per diluted

share  $ 0.14 $ 0.17 $ 0.15 $ 0.11 $ 0.57
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($ in thousands, except per share amounts)  First Quarter Second Quarter Third Quarter Fourth Quarter Total Year

2007      

Revenue  $ 556,147 $ 578,826 $ 575,814 $ 577,228 $2,288,015
Operating income   193,302  171,298  165,925  174,891  705,416
Net income attributable to common shareholders of Frontier   67,667  40,559  47,415  59,013  214,654
Net income available for common shareholders per basic

share  $ 0.21 $ 0.12 $ 0.14 $ 0.18 $ 0.64
Net income available for common shareholders per diluted

share  $ 0.21 $ 0.12 $ 0.14 $ 0.18 $ 0.64

The quarterly net income per common share amounts are rounded to the nearest cent. Annual net income per common share may vary
depending on the effect of such rounding. Our quarterly results include the results of operations of Commonwealth from the date of its acquisition
on March 8, 2007 and of GVN from the date of its acquisition on October 31, 2007. See Notes 13 and 14 for a description of miscellaneous
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transactions impacting our quarterly results.

 
(23) Retirement Plans:

We sponsor a noncontributory defined benefit pension plan covering a significant number of our former and current employees and other
postretirement benefit plans that provide medical, dental, life insurance and other benefits for covered retired employees and their beneficiaries and
covered dependents. The benefits are based on years of service and final average pay or career average pay. Contributions are made in amounts
sufficient to meet ERISA funding requirements while considering tax deductibility. Plan assets are invested in a diversified portfolio of equity and
fixed-income securities and alternative investments.

The accounting results for pension and other postretirement benefit costs and obligations are dependent upon various actuarial assumptions
applied in the determination of such amounts. These actuarial assumptions include the following: discount rates, expected long-term rate of return
on plan assets, future compensation increases, employee turnover, healthcare cost trend rates, expected retirement age, optional form of benefit and
mortality. We review these assumptions for changes annually with our independent actuaries. We consider our discount rate and expected long-
term rate of return on plan assets to be our most critical assumptions.

The discount rate is used to value, on a present value basis, our pension and other postretirement benefit obligations as of the balance sheet
date. The same rate is also used in the interest cost component of the pension and postretirement benefit cost determination for the following year.
The measurement date used in the selection of our discount rate is the balance sheet date. Our discount rate assumption is determined annually
with assistance from our actuaries based on the pattern of expected future benefit payments and the prevailing rates available on long-term, high
quality corporate bonds that approximate the benefit obligation. In making this determination we consider, among other things, the yields on the
Citigroup Pension Discount Curve, the Citigroup Above-Median Pension Curve, the general movement of interest rates and the changes in those
rates from one period to the next. This rate can change from year-to-year based on market conditions that impact corporate bond yields. Our
discount rate was 6.50% at year-end 2008 and 2007.

The expected long-term rate of return on plan assets is applied in the determination of periodic pension and postretirement benefit cost as a
reduction in the computation of the expense. In developing the expected long-term rate of return assumption, we considered published surveys of
expected market returns, 10 and 20 year actual returns of various major indices, and our own historical 5-year, 10-year and 20-year investment
returns. The expected long-term rate of return on plan assets is based on an asset allocation assumption of 35% to 55% in fixed income securities,
35% to 55% in equity securities and 5% to 15% in alternative investments. We review our asset allocation at least annually and make changes
when considered appropriate. Our asset return assumption is made at the beginning of our fiscal year. In 2008, we did not change our expected
long-term rate of
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return from the 8.25% used in 2007. Our pension plan assets are valued at actual market value as of the measurement date. The measurement date
used to determine pension and other postretirement benefit measures for the pension plan and the postretirement benefit plan is December 31.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans”
(SFAS No. 158). We adopted SFAS No. 158 prospectively on December 31, 2006. SFAS No. 158 requires that we recognize all obligations
related to defined benefit pensions and other postretirement benefits. SFAS No. 158 also requires that we quantify the plans’ funded status as an
asset or a liability on our consolidated balance sheets.

SFAS No. 158 requires that we measure the plan’s assets and obligations that determine our funded status as of the end of the fiscal year. We
are also required to recognize as a component of Other Comprehensive Income “OCI” the changes in funded status that occurred during the year
that are not recognized as part of net periodic benefit cost as explained in SFAS No. 87, “Employers’ Accounting for Pensions,” or SFAS No. 106,
“Employers’ Accounting for Postretirement Benefits Other Than Pensions.”

Based on the funded status of our defined benefit pension and postretirement benefit plans as of December 31, 2006, we reported a gain (net
of tax) to our AOCI of $41.4 million, a decrease of $66.1 million to accrued pension obligations and an increase of $24.7 million to accumulated
deferred income taxes. Our adoption of SFAS No. 158 on December 31, 2006, had no impact on our earnings. The following tables present details
about our pension plans.

Pension Benefits

The following tables set forth the plan’s projected benefit obligations and fair values of plan assets as of December 31, 2008 and 2007 and
net periodic benefit cost for the years ended December 31, 2008, 2007 and 2006:
 

($ in thousands)   2008   2007  



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Change in projected benefit obligation    

Projected benefit obligation at beginning of year   $ 820,404   $780,719  
Commonwealth plan as of acquisition date    —      107,047  
Service cost    6,005    9,175  
Interest cost    52,851    50,948  
Actuarial loss/(gain)    20,230    (26,524) 
Benefits paid    (69,465)   (87,049) 
Curtailment    —      (14,379) 
Special termination benefits    1,662    467  

    
 

   
 

Projected benefit obligation at end of year   $ 831,687   $820,404  
    

 
   

 

Change in plan assets    

Fair value of plan assets at beginning of year   $ 822,165   $770,182  
Commonwealth plan as of acquisition date    —      92,175  
Actual return on plan assets    (162,924)   46,857  
Benefits paid    (69,465)   (87,049) 

    
 

   
 

Fair value of plan assets at end of year   $ 589,776   $822,165  
    

 
   

 

Funded status   $(241,911)  $ 1,761  
    

 

   

 

Amounts recognized in the consolidated balance sheet    

Other assets/(other long-term liabilities)   $(241,911)  $ 1,761  
    

 

   

 

Accumulated other comprehensive income   $ 376,086   $134,276  
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($ in thousands)   
Expected

2009   2008   2007   2006  

Components of net periodic benefit cost      

Service cost    $ 6,005   $ 9,175   $ 6,811  
Interest cost on projected benefit obligation     52,851    50,948    45,215  
Expected return on plan assets     (65,256)   (67,467)   (60,759) 
Amortization of prior service cost/(credit)   (255)   (255)   (255)   (255) 
Amortization of unrecognized loss   26,824    6,855    7,313    11,871  

     
 

   
 

   
 

Net periodic benefit cost/(income)     200    (286)   2,883  
Plan curtailment gain     —      (14,379)   —    
Special termination charge     1,662    467    1,809  

     
 

   
 

   
 

Total periodic benefit cost/(income)    $ 1,862   $(14,198)  $ 4,692  
     

 

   

 

   

 

Effective December 30, 2007, the CTE Employees’ Pension Plan was frozen for all non-union Commonwealth employees. No additional
benefit accruals for service rendered subsequent to December 30, 2007 will occur for those participants. As a result of this plan change and in
accordance with SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination
Benefits,” a gain on pension curtailment of $14.4 million was recorded in 2007 and included in other operating expenses in the consolidated
statement of operations. Also, effective December 31, 2007, the CTE Employees’ Pension Plan was merged into the Frontier Pension Plan.

The plan’s weighted average asset allocations at December 31, 2008 and 2007 by asset category are as follows:
 

   2008  2007 

Asset category:    

Equity securities   42%  51% 
Debt securities   48%  38% 
Alternative investments   9%  9% 
Cash and other   1%  2% 

   
 

  
 

Total   100%  100% 
   

 

  

 

The plan’s expected benefit payments over the next 10 years are as follows:
 

($ in thousands)

Year   Amount
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2009   $ 60,601
2010    61,944
2011    63,272
2012    66,642
2013    67,678

2014 – 2018    343,791
    

Total   $ 663,928
    

We expect that no contribution will be made by us to the pension plan in 2009.

The accumulated benefit obligation for the plan was $818.9 million and $805.0 million at December 31, 2008 and 2007, respectively.
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Assumptions used in the computation of annual pension costs and valuation of the year-end obligations were as follows:
 
   2008   2007   2006  

Discount rate—used at year end to value obligation   6.50%  6.50%  6.00% 
Discount rate—used to compute annual cost   6.50%  6.00%  5.625% 
Expected long-term rate of return on plan assets   8.25%  8.25%  8.25% 
Rate of increase in compensation levels   3.00%  3.50%  4.00% 

Postretirement Benefits Other Than Pensions—“OPEB”

The following table sets forth the plans’ benefit obligations, fair values of plan assets and the postretirement benefit liability recognized on
our consolidated balance sheets at December 31, 2008 and 2007 and net periodic postretirement benefit costs for the years ended December 31,
2008, 2007 and 2006.
 

($ in thousands)   2008   2007  

Change in benefit obligation    

Benefit obligation at beginning of year   $ 174,602   $ 159,931  
Commonwealth plan as of date of acquisition    —      996  
Service cost    444    533  
Interest cost    11,255    10,241  
Plan participants’ contributions    3,753    3,370  
Actuarial loss    3,917    15,620  
Benefits paid    (15,261)   (15,064) 
Plan change    (95)   (1,025) 

    
 

   
 

Benefit obligation at end of year   $ 178,615   $ 174,602  
    

 
   

 

Change in plan assets    

Fair value of plan assets at beginning of year   $ 9,369   $ 11,869  
Actual return on plan assets    388    814  
Plan participants’ contributions    3,753    3,370  
Employer contribution    9,888    8,380  
Benefits paid    (15,261)   (15,064) 

    
 

   
 

Fair value of plan assets at end of year   $ 8,137   $ 9,369  
    

 
   

 

Funded status   $(170,478)  $(165,233) 
    

 

   

 

Amounts recognized in the consolidated balance sheet    

Current liabilities   $ (8,916)  $ (8,498) 
    

 

   

 

Other long-term liabilities   $(161,562)  $(156,735) 
    

 

   

 

Accumulated other comprehensive income   $ 8,045   $ 2,292  
    

 

   

 

 

($ in thousands)   
Expected

2009   2008   2007   2006  

Components of net periodic postretirement benefit cost      

Service cost    $ 444   $ 533   $ 664  
Interest cost on projected benefit obligation     11,255    10,241    8,974  
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Expected return on plan assets     (514)   (578)   (889) 
Amortization of prior service cost   (7,750)   (7,751)   (7,735)   (7,589) 
Amortization of unrecognized loss   5,514    5,946    6,099    4,678  

     
 

   
 

   
 

Net periodic postretirement benefit cost    $ 9,380   $ 8,560   $ 5,838  
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Assumptions used in the computation of annual OPEB costs and valuation of the year-end OPEB obligations were as follows:
 
   2008   2007   2006  

Discount rate—used at year end to value obligation   6.50%  6.50%  6.00% 
Discount rate—used to compute annual cost   6.50%  6.00%  5.625% 
Expected long-term rate of return on plan assets   6.00%  6.00%  8.25% 

The plans’ weighted average asset allocations at December 31, 2008 and 2007 by asset category are as follows:
 

   2008  2007 

Asset category:    

Equity securities   0%  0% 
Debt securities   100%  100% 
Cash and other   0%  0% 

   
 

  
 

Total   100%  100% 
   

 

  

 

The plans’ expected benefit payments over the next 10 years are as follows:
 
($ in thousands)          

Year   
Gross

Benefits   

Medicare
Part D
Subsidy   Total

2009   $ 13,137  $ 397  $ 12,740
2010    13,578   464   13,114
2011    14,146   533   13,613
2012    14,314   647   13,667
2013    14,657   748   13,909

2014 – 2018    75,959   5,330   70,629
            

Total   $145,791  $ 8,119  $137,672
            

Our expected contribution to the plans in 2009 is $12.7 million.

For purposes of measuring year-end benefit obligations, we used, depending on medical plan coverage for different retiree groups, a 9%
annual rate of increase in the per-capita cost of covered medical benefits, gradually decreasing to 5% in the year 2017 and remaining at that level
thereafter. The effect of a 1% increase in the assumed medical cost trend rates for each future year on the aggregate of the service and interest cost
components of the total postretirement benefit cost would be $0.7 million and the effect on the accumulated postretirement benefit obligation for
health benefits would be $10.0 million. The effect of a 1% decrease in the assumed medical cost trend rates for each future year on the aggregate of
the service and interest cost components of the total postretirement benefit cost would be $(0.6) million and the effect on the accumulated
postretirement benefit obligation for health benefits would be $(8.7) million.

In December 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003 (the Act) became law. The Act introduces a
prescription drug benefit under Medicare. It includes a federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is
at least actuarially equivalent to the Medicare Part D benefit. The amount of the federal subsidy is based on 28% of an individual beneficiary’s
annual eligible prescription drug costs ranging between $250 and $5,000. We have determined that the Company-sponsored postretirement
healthcare plans that provide prescription drug benefits are actuarially equivalent to the Medicare Prescription Drug benefit. The impact of the
federal subsidy has been incorporated into the calculation.
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The amounts in accumulated other comprehensive income that have not yet been recognized as components of net periodic benefit cost at
December 31, 2008 and 2007 are as follows:
 

($ in thousands)
  Pension Plan   OPEB  
  2008   2007   2008   2007  

Net actuarial loss   $377,183   $135,627   $ 47,252   $ 49,154  
Prior service cost/(credit)    (1,097)   (1,351)   (39,207)   (46,862) 

    
 

   
 

   
 

   
 

Total   $376,086   $134,276   $ 8,045   $ 2,292  
    

 

   

 

   

 

   

 

The amounts recognized as a component of accumulated comprehensive income for the years ended December 31, 2008 and 2007 are as
follows:
 
   Pension Plan   OPEB  
($ in thousands)   2008   2007   2008   2007  

Accumulated other comprehensive income at beginning of year   $134,276   $147,248   $ 2,292   $(13,703) 
    

 
   

 
   

 
   

 

Net actuarial gain (loss) recognized during year    (6,855)   (7,313)   (5,946)   (6,099) 
Prior service (cost)/credit recognized during year    255    255    7,751    7,735  
Net actuarial loss (gain) occurring during year    248,410    (5,914)   4,043    15,384  
Prior service cost (credit) occurring during year    —      —      (95)   (1,025) 

    
 

   
 

   
 

   
 

Net amount recognized in comprehensive income for the year    241,810    (12,972)   5,753    15,995  
    

 
   

 
   

 
   

 

Accumulated other comprehensive income at end of year   $376,086   $134,276   $ 8,045   $ 2,292  
    

 

   

 

   

 

   

 

401(k) Savings Plans

We sponsor employee retirement savings plans under section 401(k) of the Internal Revenue Code. The plans cover substantially all full-time
employees. Under the plans, we provide matching contributions and also provide certain profit-sharing contributions to certain employees upon the
attainment of pre-established financial criteria. Employer contributions were $5.0 million, $4.9 million and $4.7 million for 2008, 2007 and 2006,
respectively. The amount for 2007 includes employer contributions of $0.4 million for CTE employees under a separate Commonwealth plan.
Also, effective December 31, 2007, the Commonwealth Builder 401(k) Plan was merged into the Frontier 401(k) Savings Plan.

 
(24) Commitments and Contingencies:

On June 24, 2004, one of our subsidiaries, Frontier Subsidiary Telco, Inc., received a “Notice of Indemnity Claim” from Citibank, N.A., that
is related to a complaint pending against Citibank and others in the U.S. Bankruptcy Court for the Southern District of New York as part of the
Global Crossing bankruptcy proceeding. Citibank bases its claim for indemnity on the provisions of a credit agreement that was entered into in
October 2000 between Citibank and our subsidiary. We purchased Frontier Subsidiary Telco, Inc., in June 2001 as part of our acquisition of the
Frontier telephone companies. The complaint against Citibank, for which it seeks indemnification, alleges that the seller improperly used a portion
of the proceeds from the Frontier transaction to pay off the Citibank credit agreement, thereby defrauding certain debt holders of Global Crossing
North America Inc. Although the credit agreement was paid off at the closing of the Frontier transaction, Citibank claims the indemnification
obligation survives. Damages sought against Citibank and its co-defendants could exceed $1.0 billion. In August 2004, we notified Citibank by
letter that we believe its claims for indemnification are invalid and are not supported by applicable law. In 2005, Citibank moved to dismiss the
underlying complaint against it. That motion is currently pending. We have received no further communications from Citibank since our August
2004 letter.
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We are party to various other legal proceedings arising in the normal course of our business. The outcome of individual matters is not
predictable. However, we believe that the ultimate resolution of all such matters, after considering insurance coverage, will not have a material
adverse effect on our financial position, results of operations, or our cash flows.

We anticipate capital expenditures of approximately $250.0 million to $270.0 million for 2009. Although we from time to time make short-
term purchasing commitments to vendors with respect to these expenditures, we generally do not enter into firm, written contracts for such
activities.

We conduct certain of our operations in leased premises and also lease certain equipment and other assets pursuant to operating leases. The
lease arrangements have terms ranging from 1 to 99 years and several contain rent escalation clauses providing for increases in monthly rent at
specific intervals. When rent escalation clauses exist, we record total expected rent payments on a straight-line basis over the lease term. Certain
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leases also have renewal options. Renewal options that are reasonably assured are included in determining the lease term. Future minimum rental
commitments for all long-term noncancelable operating leases as of December 31, 2008 are as follows:
 

($ in thousands)   
Operating

Leases

Year ending December 31:   

2009   $22,654
2010    11,288
2011    10,211
2012    6,835
2013    5,946

Thereafter    9,566
    

Total minimum lease payments   $66,500
    

Total rental expense included in our consolidated statements of operations for the years ended December 31, 2008, 2007 and 2006 was $24.3
million, $23.6 million and $16.3 million, respectively.

We are a party to contracts with several unrelated long distance carriers. The contracts provide fees based on traffic they carry for us subject
to minimum monthly fees.

At December 31, 2008, the estimated future payments for obligations under our noncancelable long distance contracts and service agreements
are as follows:
 

($ in thousands)    

Year   Amount

2009   $23,286
2010    9,937
2011    259
2012    165
2013    165

Thereafter    330
    

Total   $34,142
    

We sold all of our utility businesses as of April 1, 2004. However, we have retained a potential payment obligation associated with our
previous electric utility activities in the State of Vermont. The Vermont Joint Owners (VJO), a consortium of 14 Vermont utilities, including us,
entered into a purchase power agreement with
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Hydro-Quebec in 1987. The agreement contains “step-up” provisions that state that if any VJO member defaults on its purchase obligation under
the contract to purchase power from Hydro-Quebec, then the other VJO participants will assume responsibility for the defaulting party’s share on a
pro-rata basis. Our pro-rata share of the purchase power obligation is 10%. If any member of the VJO defaults on its obligations under the Hydro-
Quebec agreement, then the remaining members of the VJO, including us, may be required to pay for a substantially larger share of the VJO’s total
power purchase obligation for the remainder of the agreement (which runs through 2015). Paragraph 13 of FIN No. 45 requires that we disclose
“the maximum potential amount of future payments (undiscounted) the guarantor could be required to make under the guarantee.” Paragraph 13
also states that we must make such disclosure “… even if the likelihood of the guarantor’s having to make any payments under the guarantee is
remote…” As noted above, our obligation only arises as a result of default by another VJO member, such as upon bankruptcy. Therefore, to satisfy
the “maximum potential amount” disclosure requirement we must assume that all members of the VJO simultaneously default, a highly unlikely
scenario given that the two members of the VJO that have the largest potential payment obligations are publicly traded with credit ratings equal to
or superior to ours, and that all VJO members are regulated utility providers with regulated cost recovery. Despite the remote chance that such an
event could occur, or that the State of Vermont could or would allow such an event, assuming that all the members of the VJO defaulted on
January 1, 2009 and remained in default for the duration of the contract (another 7 years), we estimate that our undiscounted purchase obligation
for 2009 through 2015 would be approximately $0.8 billion. In such a scenario the Company would then own the power and could seek to recover
its costs. We would do this by seeking to recover our costs from the defaulting members and/or reselling the power to other utility providers or the
northeast power grid. There is an active market for the sale of power. We could potentially lose money if we were unable to sell the power at cost.
We caution that we cannot predict with any degree of certainty any potential outcome.

At December 31, 2008, we have outstanding performance letters of credit as follows:
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($ in thousands)    

CNA   $20,844
State of New York    1,042

    

Total   $21,886
    

CNA serves as our agent with respect to general liability claims (auto, workers compensation and other insured perils of the Company). As
our agent, they administer all claims and make payments for claims on our behalf. We reimburse CNA for such services upon presentation of their
invoice. To serve as our agent and make payments on our behalf, CNA requires that we establish a letter of credit in their favor. CNA could
potentially draw against this letter of credit if we failed to reimburse CNA in accordance with the terms of our agreement. The value of the letter of
credit is reviewed annually and adjusted based on claims history.

None of the above letters of credit restrict our cash balances.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

CONDENSED COMBINED STATEMENTS OF INCOME
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2009 AND JUNE 30, 2008

 

   
Three Months Ended

June 30,   
Six Months Ended

June 30,  
(dollars in millions) (unaudited)   2009   2008   2009   2008  

Operating Revenues (including $83, $89 $165 and $174 from affiliates)   $1,031   $ 1,102   $2,074   $2,201  
  

   
 

   
 

  
 

   

Operating Expenses (including $245, $185, $434 and $363 allocated from affiliates)      

Cost of services and sales (exclusive of items shown below)    349    354   677    731  
Selling, general and administrative expense    362    252   598    489  
Depreciation and amortization expense    196    190   388    378  

    
 

   
 

  
 

   
 

Total Operating Expenses    907    796   1,663    1,598  
  

   
 

   
 

  
 

   

Operating Income    124    306   411    603  
Other income, net (including $—, $1, $— and $2 allocated from affiliates)   

 

 
 

—  
 

    2   —      5  
Interest expense (including $(15), $(25), $(30) and $(52) allocated from affiliates)    (23)    (45)  (48)   (92) 

  
   

 
   

 
  

 
   

Income before provision for income taxes    101    263   363    516  
Income tax provision   

 

 
 

(36
 

)   (86)  (126)   (181) 
    

 
   

 
  

 
   

 

Net Income   $ 65   $ 177   $237   $ 335  
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See Notes to Condensed Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

CONDENSED COMBINED STATEMENTS OF SELECTED ASSETS, SELECTED LIABILITIES AND PARENT FUNDING
AT JUNE 30, 2009 AND DECEMBER 31, 2008

 

   
At June 30,

2009   
At December 31,

2008
(dollars in millions)   (unaudited)    

Selected Assets     

Current assets     

Short-term investments   $ 1  $ 26
Accounts receivable:     

Trade and other, net of allowances for uncollectibles of $47 and $49    418   455
Affiliates    141   82

Materials and supplies    82   51
Deferred income taxes    69   60
Prepaid expense and other    79   93

        

Total current assets    790   767
        

Plant, property and equipment    19,329   19,160
Less accumulated depreciation    13,947   13,667

        

   5,382    5,493
        

Prepaid pension asset    2,514    2,611
Other assets    64   55

        

Total selected assets   $ 8,750   $ 8,926
        

Selected Liabilities and Parent Funding     

Current liabilities     

Current portion of long-term debt   $ 375  $ —  
Accounts payable and accrued liabilities:     

Affiliates    173   188
Accrued income taxes    97   58
Other    262   269

Other current liabilities    240   276
        

Total current liabilities    1,147    791
        

Long-term debt    249   622
Employee benefit obligations    1,197    1,160
Deferred income taxes    1,266    1,270
Other long-term liabilities    88   131

Parent funding    4,803    4,952
        

Total selected liabilities and parent funding   $ 8,750   $ 8,926
        

See Notes to Condensed Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

CONDENSED COMBINED STATEMENTS OF CASH FLOWS FOR THE
SIX MONTHS ENDED JUNE 30, 2009 AND JUNE 30, 2008

 

   
Six Months Ended

June 30,  
(dollars in millions) (unaudited)       2009          2008     

Cash Flows From Operating Activities    

Net Income   $ 237   $ 335  
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization    388    378  
Deferred income taxes, net    (13)   51  
Employee retirement benefits    182    29  
Provision for uncollectible accounts    28    32  
Changes in current assets and liabilities:    

Accounts receivable    (51)   (32) 
Materials and supplies    (31)   (44) 
Other current assets    14    8  
Accounts payable and accrued liabilities    17    (32) 
Other current liabilities    (36)   (12) 

Other, net    (96)   (124) 
    

 
   

 

Net cash provided by operating activities    639    589  
    

 
   

 

Cash Flows From Investing Activities    

Capital expenditures (including capitalized network software)    (279)   (364) 
Purchases of short-term investments    (1)   —    
Proceeds from sale of short-term investments    26    66  
Proceeds from sales of assets    1    4  

    
 

   
 

Net cash used in investing activities    (253)   (294) 
    

 
   

 

Cash Flows From Financing Activities    

Net change in parent funding, allocations and intercompany reimbursement    (386)   (295) 
    

 
   

 

Net cash used in financing activities    (386)   (295) 
    

 
   

 

Net change in cash    —      —    
Cash, beginning of year    —      —    

    
 

   
 

Cash, end of year   $ —     $ —    
    

 

   

 

 
See Notes to Condensed Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

NOTES TO CONDENSED COMBINED SPECIAL-PURPOSE FINANCIAL STATEMENTS
 
1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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Description of Business

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon
Communications Inc. (Verizon) in the states of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South
Carolina, Washington, West Virginia and Wisconsin, including Internet access and long distance services and broadband video provided to certain
customers in those states, (collectively the Business). The Business is comprised of portions of Verizon California Inc. and Verizon South Inc., and
the stock of Contel of the South, Inc., Verizon Northwest Inc., Verizon North Inc., and Verizon West Virginia Inc. (after the transfer of certain
operations, assets and liabilities of Verizon North and Verizon Northwest) and collectively are referred to as ILECs; also included in the Business
are portions of Verizon Long Distance LLC and Verizon Enterprise Solutions LLC, referred to as VLD and Verizon Online LLC, referred to as
VOL. The Business excludes all activities of Verizon Business Global LLC and Cellco Partnership doing business as Verizon Wireless.

Verizon California Inc., Verizon Northwest Inc., Verizon North Inc., Verizon South Inc. and Contel of the South Inc., are wholly owned
subsidiaries of GTE Corporation (GTE), which is a subsidiary of Verizon. Verizon West Virginia Inc. is a wholly owned subsidiary of Verizon.
Verizon Long Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC are indirect wholly-owned subsidiaries of Verizon.
ILECs, VLD, and VOL are referred to collectively as “the Companies.”

We have one reportable segment, servicing a territory consisting of Local Access and Transport Areas (LATAs) in Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin. These LATAs are
generally centered on a city or based on some other identifiable common geography. Our business includes regulated and unregulated carrier
business in all thirteen states, consisting principally of:
 

 •  local wireline customers and related operations and assets used to deliver:
 

  local exchange service,
 

  intraLATA toll service,
 

  network access service,
 

  enhanced voice and data services, and
 

  products at retail stores;
 

 •  consumer and small business switched long distance customers (excluding any customers of Verizon Business Global LLC);
 

 •  dial-up, high speed Internet (or Digital Subscriber Line) and fiber-to-the-premises Internet service provider customers; and
 

 •  broadband video in certain areas in Indiana, Oregon and Washington.

Many of the communications services we provide are subject to regulation by the state regulatory commissions of Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, with respect to intrastate
rates and services and other matters. In Idaho, we have made the election under a statutory amendment into a deregulatory regime that phases out
all price regulation. The Federal Communications Commission regulates rates that we charge long-distance carriers and end-user subscribers for
interstate access services and interstate traffic. All of the broadband video services we provide, including the payment of franchise fees, are subject
to regulation by state regulatory commissions or local governmental authorities.
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Basis of Presentation

Financial statements had not been historically prepared for the Business, as it was not operated as a separate business and does not constitute
a separate legal entity. The accompanying combined special-purpose interim financial statements have been prepared to present the statements of
selected assets, selected liabilities and parent funding, and statements of income, parent funding and cash flows of the Business in contemplation of
a potential spin-off, or business combination involving the Business. The accompanying combined special-purpose financial statements have been
prepared in accordance with U.S. generally accepted accounting principles using specific information where available and allocations where data is
not maintained on a state-specific basis within the Companies’ books and records. The allocations impacted substantially all of the income
statement items other than operating revenues and balance sheet items with the exception of plant, property and equipment, accumulated
depreciation and materials and supplies, which were maintained at the state level.

These financial statements reflect all adjustments that are necessary for a fair presentation of results of operations and financial condition for
the interim periods shown including normal recurring accruals and other items. The results for the interim periods are not necessarily indicative of
results for the full year. We have evaluated subsequent events through September 4, 2009, the date the combined special-purpose financial
statements were available to be issued.
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The combined special-purpose financial statements include the wireline-related businesses, Internet access and long distance services
provided to customers in those thirteen states. All significant intercompany transactions have been eliminated.

The preparation of the financial information related to our business, which is included in the accompanying combined special-purpose
financial statements, was based on the following:

ILECs: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, plant, property and equipment,
accumulated depreciation, materials and supplies and certain other assets and liabilities were determined based upon state specific records; accounts
receivable were allocated based upon applicable billing system data; short-term investments, accrued payroll related liabilities and certain
employee benefit obligations were allocated based on employee headcount; and accounts payable were allocated based upon applicable operating
expenses. The remaining assets and liabilities were primarily allocated based upon relevant percentages of our ILECs’ revenues, operating
expenses and headcount to the total revenues, operating expenses and headcount of each of the Verizon ILEC businesses. For the Combined
Statements of Income, operating revenues and certain operating expenses were based on state specific records.

VOL: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on
applicable operating revenues; accounts payable were allocated based on the applicable operating expenses; the remaining assets and liabilities
were determined based upon state-specific records. For the Combined Statements of Income, operating revenues were determined using applicable
billing system data and depreciation expense was determined based upon state-specific records. The remaining operating expenses were allocated
based on the percentage of our VOL’s revenues to total Verizon VOL’s revenues applied to operating expense for total Verizon VOL.

VLD: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on the
applicable operating revenues and accounts payable were allocated based on applicable operating expenses. Other current liabilities, which consist
of advanced billings, were allocated based upon the revenue percentage of our VLD’s revenues to the total operating revenues of Verizon VLD.
For the Combined Statements of Income, operating revenues were determined using applicable billing system data; operating expenses were
allocated based on the percentage of our VLD’s revenues to total Verizon VLD’s revenues applied to operating expenses for total Verizon VLD.

We believe the allocations used to determine selected amounts in the financial statements are appropriate methods to reasonably reflect the
related assets, liabilities, revenues and expenses of our business.
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The adoption of the following accounting pronouncements during the first six months of 2009 did not result in a significant impact to our
condensed combined special-purpose financial statements:

On June 15, 2009, we adopted the accounting pronouncement regarding the general standards of accounting for, and disclosure of, events
that occur after the balance sheet date but before the financial statements are issued. This pronouncement was effective prospectively for interim
and annual reporting periods ending after June 15, 2009.

On June 15, 2009, we adopted the accounting pronouncement that amends the requirements for disclosures about fair value of financial
instruments, regarding the fair value of financial instruments for annual, as well as interim, reporting periods. This pronouncement was effective
prospectively for all interim and annual reporting periods ending after June 15, 2009.

Use of Estimates

The accompanying combined special-purpose financial statements have been prepared using U.S. generally accepted accounting principles,
which require management to make estimates and assumptions that affect reported amounts and disclosures. Actual results could differ from those
estimates.

Examples of significant estimates include the allowance for doubtful accounts, the recoverability of plant, property and equipment, pension
and postretirement benefit assumptions, and income taxes. In addition, estimates were made to determine the allocations in preparing the combined
special-purpose financial statements as described above.

Plant, Property and Equipment

We record our plant, property, and equipment at cost. Depreciation expense is principally based on the composite group remaining life
method and straight-line composite rates. This method provides for the recognition of the cost of the remaining net investment in telephone plant,
property and equipment less anticipated net salvage value, over the remaining asset lives. This method requires the periodic revision of depreciation
rates.

The asset lives used are presented in the following table:
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Average Useful Lives (in years)   

Buildings   45
Central office equipment   5 – 11
Outside communications plant   

Copper cable   14 – 18
Fiber cable   20 – 25
Poles and conduit   30 – 50

Furniture, vehicles and other   5 – 15

When depreciable telephone plant used in our wireline network is replaced or retired, the carrying amount of such plant is deducted from the
respective accounts and charged to accumulated depreciation.

Network software purchased or developed in connection with related plant assets is capitalized. Interest associated with the acquisition or
construction of plant assets is also capitalized. Capitalized interest is reported as a cost of plant and a reduction in interest expense.

Annually, we review the estimated useful lives of plant, property, and equipment along with the associated depreciation rates.
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Depreciation expense increased approximately $7 million and $14 million during the three and six months ended June 30, 2009 compared to
the same periods in 2008, due to changes in depreciation rates associated with life changes effective January 1, 2009.

We believe that current estimated useful asset lives are reasonable, although they are subject to regular review and analysis. In the evaluation
of asset lives, multiple factors are considered, including, but not limited to, the ongoing plans to roll out the broadband network, technology
upgrades and enhancements, planned retirements, and the adequacy of reserves.

Income Taxes

Verizon and its domestic subsidiaries, including the entities that this business is a part of, file consolidated federal income tax returns. We
participate in a tax sharing agreement with Verizon and are allocated tax payments based on the respective tax liability as if on a separate company
basis. Current and deferred tax expense has been determined by applying the provisions of Statement of Financial Accounting Standards No. 109,
Accounting for Income Taxes, to our business as if we were a separate taxpayer.

We use the deferral method of accounting for investment tax credits earned prior to the repeal of investment tax credits by the Tax Reform
Act of 1986. We also defer certain transitional credits earned after the repeal and amortize these credits over the estimated service lives of the
related assets as a reduction to the Income Tax Provision.

The unrecognized tax benefits pursuant to Financial Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in
Income Taxes, were $27 million and $47 million, at June 30, 2009 and December 31, 2008, respectively. We recognize any interest and penalties
accrued related to unrecognized tax benefits in income tax expense. During the three and six months ended June 30, 2009, we recognized a net
after tax expense related to interest and penalties of less than $1 million and a net after tax benefit of approximately $9 million, respectively, in the
combined statements of income. During the same periods ended June 30, 2008, we recognized a net after tax benefit of approximately $13 million
and $12 million, respectively.

Verizon and its domestic subsidiaries file income tax returns in the U.S. federal jurisdiction and various state jurisdictions. The Business is
generally no longer subject to U.S. federal and state income tax examinations by tax authorities for years before 2004. The Internal Revenue
Service (IRS) is currently examining the U.S. income tax returns for years 2004 through 2006 that could affect the Business. We do not anticipate
that the liability for unrecognized tax benefits will change by a significant amount in the next twelve months.

 
2. PARENT FUNDING
 

(dollars in millions)    

Balance at January 1, 2009  $4,952  
Net income   237  
Net change due to parent funding, allocations and intercompany reimbursements   (386) 

   
 

Balance at June 30, 2009  $4,803  
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3. DEBT

Verizon North’s 6.375% debenture of $200 million maturing on February 15, 2010 and Verizon Northwest’s 6.3% debenture of $175 million
maturing on June 1, 2010 were reclassified from long-term debt to current portion of long-term debt as of June 30, 2009.

The fair value of our short-term and long-term debt, excluding capital leases, is determined based on market quotes for similar terms and
maturities or future cash flows discounted at current rates. The fair value of our
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long-term and short-term debt, excluding capital leases, was approximately $626 million and $604 million at June 30, 2009 and December 31,
2008, respectively, as compared to the carrying value of approximately $624 million and $622 million at June 30, 2009 and December 31, 2008,
respectively.

We are in compliance with all of our debt covenants.

 
4. EMPLOYEE BENEFITS

We participate in Verizon’s benefit plans. Verizon maintains noncontributory defined pension plans for many of its employees. The
postretirement health care and life insurance plans for our retirees and their dependents are both contributory and noncontributory and include a
limit on our share of cost for recent and future retirees.

Benefit Cost

The following table summarizes the benefit costs related to our pension and postretirement health care and life insurance plans associated
with the ILECs operations. Because our operating expenses associated with VLD and VOL were determined predominantly through allocations,
the benefit costs for these businesses were not separable for disclosure purposes.
 

   Pension   
Health Care

and Life
Three Months Ended June 30,   2009   2008   2009   2008
   (dollars in millions)

Net periodic benefit cost (income)   $ (25)  $ (36)  $ 42  $ 50
Settlement losses    139    —      —     —  

    
 

   
 

       

Total cost   $114   $ (36)  $ 42  $ 50
    

 

   

 

       

 

   Pension   
Health Care

and Life
Six Months Ended June 30,   2009   2008   2009   2008
   (dollars in millions)

Net periodic benefit cost (income)   $ (41)  $ (72)  $ 84  $101
Settlement losses    139    —      —     —  

    
 

   
 

       

Total cost   $ 98   $ (72)  $ 84  $101
    

 

   

 

       

Pension and Benefit Charges

During the second quarter of 2009, we recorded pension settlement losses of $139 million related to employees that received lump-sum
distributions primarily resulting from our previous separation plans in which prescribed payment thresholds have been reached.

Severance Benefits

During the three and six months ended June 30, 2009, we paid severance benefits of $6 million and $10 million, respectively. During the
three and six months ended June 30, 2008, we paid severance benefits of $9 million and $20 million, respectively. At June 30, 2009, we had a
remaining severance liability of $43 million, which includes future contractual payments to employees separated as of June 30, 2009.
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Employer Contributions
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During the three and six months ended June 30, 2009, we contributed approximately $41 million and $58 million, respectively, to our other
postretirement benefit plans. During the three and six months ended June 30, 2008, we contributed approximately $36 million and $70 million,
respectively, to our other postretirement benefit plans. We made no contribution to our qualified pension trusts and nonqualified pension plans
during the three and six months ended June 30, 2009 and June 30, 2008. Employer contributions are included in the Other, net cash flows provided
by operating activities in the combined statement of cash flows. We anticipate making additional contributions of $58 million to our other
postretirement benefit plans and no contributions to our qualified and nonqualified pension trusts for the remainder of 2009.

Savings Plans and Employee Stock Ownership Plans

Substantially all of our employees are eligible to participate in savings plans maintained by Verizon. Verizon maintains four leveraged
employee stock ownership plans (ESOP) for its management employees. Under these plans, a certain percentage of eligible employee contributions
are matched with shares of Verizon’s common stock. We recognize savings plan costs based on these matching obligations. During the three and
six months ended June 30, 2009, we recorded total savings plan costs of $6 million and $11 million, respectively. For the three and six months
ended June 30, 2008, we recorded total savings plan costs of $6 million and $13 million, respectively.

 
5. TRANSACTIONS WITH AFFILIATES

Our operating revenue includes transactions with Verizon for the provision of local telephone services, network access, billing and collection
services, interconnection agreements and the rental of facilities and equipment. These services are reimbursed by Verizon based on tariffed rates,
market prices, negotiated contract terms that approximated market rates, or actual costs incurred by us.

We reimburse Verizon for specific goods and services it provided to, or arranged for, us based on tariffed rates, market prices or negotiated
terms that approximated market rates. These goods and services included items such as communications and data processing services, office space,
professional fees and insurance coverage.

We also reimburse Verizon our share of costs incurred by Verizon to provide services on a common basis to all of its subsidiaries. These costs
included allocations for marketing, sales, accounting, finance, materials management, procurement, labor relations, legal, security, treasury, human
resources, tax and audit services. The allocations were based on actual costs incurred by Verizon and periodic studies that identified employees or
groups of employees who were totally or partially dedicated to performing activities that benefited our business, as well as on the size of our
business relative to other Verizon subsidiaries. We believe that these cost allocations are reasonable for the services provided. We also believe that
these cost allocations are consistent with the nature and approximate amount of the costs that we would have incurred on a stand-alone basis.

We also recognize an allocated portion of interest expense in connection with our contractual agreements with Verizon for the provision of
short-term financing and cash management services. Verizon issues commercial paper and obtains bank loans to fund the working capital
requirements of Verizon’s subsidiaries, including us, and invests funds in temporary investments on their behalf.

The affiliate operating revenue and expense amounts included only our ILECs operations. Because our operating expenses associated with
VLD and VOL were determined predominantly through allocations, separate identification of the affiliate transactions was not available.
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6. COMMITMENTS AND CONTINGENCIES

Various legal actions and regulatory proceedings are pending to which the Companies are a party and claims may exist which, if asserted,
may lead to other legal actions. We have established reserves for specific liabilities in connection with legal and regulatory matters that we
currently deem to be probable and estimable. We do not believe the ultimate resolution of pending regulatory and legal matters in future periods
will have a material effect on the financial condition of our business, but it could have a material effect on our results of operations.

From time to time, state regulatory decisions require us to assure customers that we will provide a level of service performance that falls
within prescribed parameters. There are penalties associated with failing to meet those service parameters, and we, from time to time, have paid
such penalties. We do not expect these penalties to have a material effect on the financial condition of our business, but they could have a material
effect on our results of operations.
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REPORT OF INDEPENDENT AUDITORS
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The Board of Directors and Management
Verizon Communications Inc.

We have audited the accompanying combined special-purpose statements of selected assets, selected liabilities and parent funding of Verizon
Communications Inc.’s (“Verizon”) Separate Telephone Operations, a combination of Arizona and Nevada carved-out of Verizon California Inc.;
Illinois, Indiana, Michigan, Ohio and Wisconsin carved out of Verizon North Inc.; Illinois, North Carolina and South Carolina carved out of
Verizon South Inc.; Verizon Northwest Inc., Contel of the South, Inc., Verizon West Virginia Inc. and carved-out components of Verizon Long
Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC (collectively, the “Business”) as of December 31, 2008 and 2007, and
the related combined statements of income, parent funding, and cash flows for each of the three years in the period ended December 31, 2008. Our
audits also included the financial statement schedule listed on F-90. These financial statements and financial statement schedule are the
responsibility of the Business’ management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Business’ internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Business’ internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

The accompanying combined special-purpose financial statements were prepared on the basis described in Note 1. The combined special-
purpose financial statements include allocations of certain indirectly attributable amounts on bases determined by management of the Business.

In our opinion, the combined special-purpose financial statements referred to above present fairly, in all material respects, the selected assets,
liabilities and parent funding of Verizon’s Separate Telephone Operations as of December 31, 2008 and 2007, and the combined results of their
operations and their cash flows for each of the three years in the period ended December 31, 2008, in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic special-purpose
combined financial statements taken as a whole, presents fairly in all material respects the information set forth herein.

As discussed in Note 2 to the combined special-purpose financial statements, the Business changed its method of accounting for uncertainty
in income taxes effective January 1, 2007.

/s/ ERNST & YOUNG LLP

New York, New York
May 7, 2009
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF INCOME FOR THE YEARS
ENDED DECEMBER 31, 2008, 2007 AND 2006

 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Operating Revenues (including $332, $350 and $382 from affiliates)   $4,352   $4,527   $4,674  
    

 
   

 
   

 

Operating Expenses (including $749, $779 and $812 allocated from affiliates)     

Cost of services and sales (exclusive of items shown below)    1,435    1,523    1,540  
Selling, general and administrative expense    1,114    1,049    1,065  
Depreciation and amortization expense    759    796    907  

    
 

   
 

   
 

Total Operating Expenses    3,308    3,368    3,512  
    

 
   

 
   

 

Operating Income    1,044    1,159    1,162  

Other income (expense), net (including $4, $5 and $8 allocated from affiliates)    7    10    54  

Interest expense (including $(114), $(115) and $(80) allocated from affiliates)    (186)   (203)   (199) 
    

 
   

 
   

 

Income before provision for income taxes    865    966    1,017  

Income tax provision    (313)   (363)   (379) 
    

 
   

 
   

 

Net Income   $ 552   $ 603   $ 638  
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See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF SELECTED ASSETS, SELECTED LIABILITIES
AND PARENT FUNDING AS OF DECEMBER 31, 2008 AND 2007

 
At December 31,   2008   2007
   (dollars in millions)

Selected Assets     

Current assets     

Short-term investments   $ 26  $ 174
Accounts receivable:     

Trade and other, net of allowances for uncollectibles of $49 and $54    455   487
Affiliates    82   91

Materials and supplies    51   29
Deferred income taxes    60   16
Prepaid expense and other    93   100

        

Total current assets    767   897
        

Plant, property and equipment    19,160   18,831
Less accumulated depreciation    13,667   13,310

        

   5,493   5,521
        

Prepaid pension asset    2,611   2,567
Other assets    55   74

        

Total selected assets   $ 8,926  $ 9,059
        

Selected Liabilities and Parent Funding     

Current liabilities     

Current portion of long-term debt   $ —    $ 700
Accounts payable and accrued liabilities:     

Affiliates    188   132
Other    327   300

Other current liabilities    276   293
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Total current liabilities    791   1,425
        

Long-term debt    622   619
Employee benefit obligations    1,160   1,068
Deferred income taxes    1,270   1,216
Other long-term liabilities    131   183

Parent funding    4,952   4,548
        

Total selected liabilities and parent funding   $ 8,926  $ 9,059
        

See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF PARENT FUNDING FOR THE YEARS
ENDED DECEMBER 31, 2008, 2007 AND 2006

 
   (dollars in millions)  

Balance at January 1, 2006   $ 4,270  
Net income    638  
Net change due to parent funding, allocations and intercompany reimbursements    (465) 

    
 

Balance at December 31, 2006   $ 4,443  
Adoption of FIN 48    23  
Net income    603  
Net change due to parent funding, allocations and intercompany reimbursements    (521) 

    
 

Balance at December 31, 2007   $ 4,548  
Net income    552  
Net change due to parent funding, allocations and intercompany reimbursements    (148) 

    
 

Balance at December 31, 2008   $ 4,952  
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See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED
DECEMBER 31, 2008, 2007 AND 2006

 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Cash Flows From Operating Activities     

Net Income   $ 552   $ 603   $ 638  
Adjustments to reconcile net income to net cash provided by operating activities:     

Depreciation and amortization    759    796    907  
Deferred income taxes, net    10    (67)   (71) 
Employee retirement benefits    150    72    122  
Provision for uncollectible accounts    65    58    79  
Changes in current assets and liabilities:     

Accounts receivable    (23)   (32)   (24) 
Materials and supplies    (22)   2    (1) 
Other current assets    7    26    1  
Accounts payable and accrued liabilities    83    (148)   87  
Other current liabilities    (17)   (6)   (40) 

Other, net    (138)   (123)   (136) 
    

 
   

 
   

 

Net cash provided by operating activities    1,426    1,181    1,562  
    

 
   

 
   

 

Cash Flows From Investing Activities     

Capital expenditures (including capitalized network software)    (730)   (703)   (702) 
Purchases of short-term investments    (13)   (160)   (189) 
Proceeds from sale of short-term investments    161    175    174  
Proceeds from sales of assets    4    28    12  

    
 

   
 

   
 

Net cash used in investing activities    (578)   (660)   (705) 
    

 
   

 
   

 

Cash Flows From Financing Activities     

Principal repayments of borrowings and capital lease obligations    (700)   —      (392) 
Net change in parent funding, allocations and intercompany reimbursement    (148)   (521)   (465) 

    
 

   
 

   
 

Net cash used in financing activities    (848)   (521)   (857) 
    

 
   

 
   

 

Net change in cash    —      —      —    

Cash, beginning of year    —      —      —    
    

 
   

 
   

 

Cash, end of year   $ —     $ —     $ —    
    

 

   

 

   

 

See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

NOTES TO COMBINED SPECIAL-PURPOSE FINANCIAL STATEMENTS
 
1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon
Communications Inc. (Verizon) in the states of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South
Carolina, Washington, West Virginia and Wisconsin, including Internet access and long distance services and broadband video currently provided
to certain customers in those states, (collectively the Business). The Business is comprised of portions of Verizon California Inc. and Verizon
South Inc., and the stock of Contel of the South, Inc., Verizon Northwest Inc., Verizon North Inc., and Verizon West Virginia Inc. (after the
transfer of certain operations, assets and liabilities of Verizon North and Verizon Northwest) and is referred to as ILECs; also included in the
Business are portions of Verizon Long Distance LLC and Verizon Enterprise Solutions LLC, referred to as VLD and Verizon Online LLC, referred
to as VOL. The Business excludes all activities of Verizon Business Global LLC and Verizon Wireless Inc.

Verizon California Inc., Verizon Northwest Inc., Verizon North Inc., Verizon South Inc. and Contel of the South Inc., are wholly owned
subsidiaries of GTE Corporation (GTE), which is a subsidiary of Verizon. Verizon West Virginia Inc. is a wholly owned subsidiary of Verizon.
Verizon Long Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC are indirect wholly-owned subsidiaries of Verizon.
ILECs, VLD, and VOL are referred to collectively as “the Companies.”

We have one reportable segment, servicing a territory consisting of Local Access and Transport Areas (LATAs) in Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin. These LATAs are
generally centered on a city or based on some other identifiable common geography. Our business includes regulated and unregulated carrier
business in all thirteen states, consisting principally of:
 

 •  local wireline customers and related operations and assets used to deliver:
 

  local exchange service,
 

  intraLATA toll service,
 

  network access service,
 

  enhanced voice and data services, and
 

  products at retail stores;
 

 •  consumer and small business switched long distance customers (excluding any customers of Verizon Business Global LLC);
 

 •  dial-up, high speed Internet (or Digital Subscriber Line) and fiber-to-the-premises Internet service provider customers; and
 

 •  broadband video in certain areas in Indiana, Oregon and Washington.

Many of the communications services we provide are subject to regulation by the state regulatory commissions of Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, with respect to intrastate
rates and services and other matters. In Idaho, we have made the election under a statutory amendment into a deregulatory regime that phases out
all price regulation. The FCC regulates rates that we charge long-distance carriers and end-user subscribers for interstate access services and
interstate traffic. All of the broadband video services we provide, including the payment of franchise fees, are subject to regulation by state
regulatory commissions or local governmental authorities.
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Basis of Presentation

Financial statements had not been historically prepared for the Business, as it was not operated as a separate business and does not constitute
a separate legal entity. The accompanying combined special-purpose financial statements have been prepared to present the statements of selected
assets, selected liabilities and parent funding, and statements of income, parent funding and cash flows of the Business in contemplation of a
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potential spin-off, or business combination involving the Business. The accompanying combined special-purpose financial statements have been
prepared in accordance with U.S. generally accepted accounting principles using specific information where available and allocations where data is
not maintained on a state-specific basis within the Companies’ books and records. The allocations impacted substantially all of the income
statement items other than operating revenues and balance sheet items with the exception of plant, property and equipment, accumulated
depreciation and materials and supplies, which were maintained at the state level.

The combined special-purpose financial statements include the wireline-related businesses, Internet access and long distance services
provided to customers in those thirteen states. All significant intercompany transactions have been eliminated.

The preparation of the financial information related to our business, which is included in the accompanying combined special-purpose
financial statements, was based on the following:

ILECs: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, plant, property and equipment,
accumulated depreciation, materials and supplies and certain other assets and liabilities were determined based upon state specific records; accounts
receivable were allocated based upon applicable billing system data; short-term investments, accrued payroll related liabilities and certain
employee benefit obligations were allocated based on employee headcount; and accounts payable were allocated based upon applicable operating
expenses. The remaining assets and liabilities were primarily allocated based upon relevant percentages of our ILECs’ revenues, operating
expenses and headcount to the total revenues, operating expenses and headcount of each of the Verizon ILEC businesses. For the Combined
Statements of Income, operating revenues and certain operating expenses were based on state specific records.

VOL: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on
applicable operating revenues; accounts payable were allocated based on the applicable operating expenses; the remaining assets and liabilities
were determined based upon state-specific records. For the Combined Statements of Income, operating revenues were determined using applicable
billing system data and depreciation expense was determined based upon state-specific records. The remaining operating expenses were allocated
based on the percentage of our VOL’s revenues to total Verizon VOL’s revenues applied to operating expense for total Verizon VOL.

VLD: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on the
applicable operating revenues and accounts payable were allocated based on applicable operating expenses. Other current liabilities, which consist
of advanced billings, were allocated based upon the revenue percentage of our VLD’s revenues to the total operating revenues of Verizon VLD.
For the Combined Statements of Income, operating revenues were determined using applicable billing system data; operating expenses were
allocated based on the percentage of our VLD’s revenues to total Verizon VLD’s revenues applied to operating expenses for total Verizon VLD.

We believe the allocations used to determine selected amounts in the financial statements are appropriate methods to reasonably reflect the
related assets, liabilities, revenues and expenses of our business.

Use of Estimates

The accompanying combined special-purpose financial statements have been prepared using U.S. generally accepted accounting principles,
which require management to make estimates and assumptions that affect reported amounts and disclosures. Actual results could differ from those
estimates.
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Examples of significant estimates include the allowance for doubtful accounts, the recoverability of plant, property and equipment, pension
and postretirement benefit assumptions, and income taxes. In addition, estimates were made to determine the allocations in preparing the combined
special-purpose financial statements as described above.

Revenue Recognition

We recognize service revenues based upon usage of our local exchange network and facilities and contract fees. Fixed fees for local
telephone, long distance, Internet access and certain other services are recognized in the month the service is provided. Revenue from other
services that are derived from fixed fee or that exceed contracted amounts is recognized when such services are provided.

We recognize revenue for services, in which we bundle the equipment with maintenance and monitoring services, when the equipment is
installed in accordance with contractual specifications and ready for the customer’s use. The maintenance and monitoring services are recognized
monthly over the term of the contract as the services are provided. Long-term contracts are accounted for using the percentage of completion
method. The completed contract method is used when the costs cannot be estimated with a reasonable degree of reliability.

Non-recurring customer activation fees, along with the related costs up to, but not exceeding the activation fees, are deferred and amortized
over the customer relationship period.
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We report taxes imposed by governmental authorities on revenue-producing transactions between us and our customers that are within the
scope of Emerging Issues Task Force (EITF) No. 06-3, How Taxes Collected from Customers and Remitted to Governmental Authorities Should
Be Presented in the Income Statement (EITF No. 06-3) in the financial statements on a net basis.

Maintenance and Repairs

The cost of maintenance and repairs, including the cost of replacing minor items not constituting substantial betterments, is charged primarily
to cost of services and sales as these costs are incurred.

Short-term Investments

Our short-term investments, which are stated at fair value, consist primarily of money market funds held in trust to pay for certain employee
benefits. The decline in short-term investments at December 31, 2008 was due to a decrease in the annual trust funding.

Trade and Other Accounts Receivable

Trade and other accounts receivable are stated at the amount we expect to collect. We maintain allowances for uncollectible accounts for
estimated losses resulting from the inability of our customers to make required payments. In determining these estimates, we consider historical
write-offs, the aging of the receivables and other factors, such as overall economic conditions.

Materials and Supplies

Materials and supplies include new and reusable supplies and network equipment, which are stated principally at average original cost,
except that specific costs are used in the case of large individual items.
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Plant, Property and Equipment

We record our plant, property, and equipment at cost. Depreciation expense is principally based on the composite group remaining life
method and straight-line composite rates. This method provides for the recognition of the cost of the remaining net investment in telephone plant,
property and equipment less anticipated net salvage value, over the remaining asset lives. This method requires the periodic revision of depreciation
rates.

The asset lives used are presented in the following table:
 

Average Useful Lives (in years)   

Buildings   25 – 45
Central office equipment     5 – 11
Outside communications plant   

Copper cable   14 – 18
Fiber cable   20 – 25
Poles and conduit   30 – 50

Furniture, vehicles and other     5 – 15

When depreciable telephone plant used in our wireline network is replaced or retired, the carrying amount of such plant is deducted from the
respective accounts and charged to accumulated depreciation.

Network software purchased or developed in connection with related plant assets is capitalized. Interest associated with the acquisition or
construction of plant assets is also capitalized. Capitalized interest is reported as a cost of plant and a reduction in interest expense.

Annually, we review the estimated useful lives of plant, property, and equipment along with the associated depreciation rates.

Effective January 1, 2009, the average lives of fiber cable were increased from a range of 20 to 25 years to 25 years. As a result, 2009
depreciation expense is expected to decrease by $6 million ($4 million after tax). Effective January 1, 2009, the average life of copper cable was
standardized from a range of 14 to 18 years to 15 years. As a result, 2009 depreciation expense is expected to increase by $37 million ($23 million
after tax). Effective January 1, 2009, the average life of switch-related network software was changed from 3 years to 5 years. As a result, 2009
depreciation expense is expected to decrease by $2 million ($1 million after tax).

Effective January 1, 2008, the average useful lives of fiber cable was increased from 20 years to more than 20 up to 25 years. As a result,
2008 depreciation expense decreased by $9 million ($5 million after tax). Effective January 1, 2007, the useful life for buildings was increased to
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45 years from a previous range of 25 to 42 years. As a result, 2007 depreciation expense decreased by $29 million ($18 million after tax). In
addition, the useful life of circuit equipment was increased from 8 to 9 years, effective January 1, 2007. This resulted in a decrease in 2007
depreciation expense of $32 million ($19 million after tax).

We believe that current estimated useful asset lives are reasonable, although they are subject to regular review and analysis. In the evaluation
of asset lives, multiple factors are considered, including, but not limited to, the ongoing plans to roll out the broadband network, technology
upgrades and enhancements, planned retirements, and the adequacy of reserves.

Impairment of Long-Lived Assets

Plant, property, and equipment and intangible assets that do not have indefinite lives are amortized over their useful lives and reviewed for
impairment in accordance with Statement of Financial Accounting Standards (SFAS) No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, whenever events or changes
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in circumstances indicate that the carrying amount of the asset may not be recoverable. If any indications are present, we test for recoverability by
comparing the carrying amount of the asset to the net undiscounted cash flows expected to be generated from the asset. If those net undiscounted
cash flows do not exceed the carrying amount (i.e., the asset is not recoverable), we perform the next step, which is to determine the fair value of
the asset and record an impairment, if any. We reevaluate the useful life determinations for these intangible assets each reporting period to
determine whether events and circumstances warrant a revision in their remaining useful lives.

Computer Software Costs

We capitalize the cost of network and non-network software which has a useful life in excess of one year in accordance with American
Institute of Certified Public Accountants Statement of Position No. 98-1, Accounting for the Costs of Computer Software Developed or Obtained
for Internal Use. Subsequent additions, modifications or upgrades to network and non-network software are capitalized only to the extent that they
allow the software to perform a task it previously did not perform. Software maintenance and training costs are expensed in the period in which
they are incurred. Also, we capitalize interest associated with the development of network and non-network software. Capitalized non-network
computer software costs are amortized using the straight-line method over a period of 5 to 7 years. Effective January 1, 2009, the amortization
period for non-network software costs was increased to 6 to 7 years.

Advertising Costs

Advertising costs for advertising products and services are charged to Selling, general and administrative expense in the period in which they
are incurred.

Stock-Based Compensation

We participate in the Verizon Communications Long Term Incentive Plan (the Plan). The Plan permits the granting of nonqualified stock
options, incentive stock options, restricted stock, restricted stock units (RSU), performance shares, performance share units (PSU) and other
awards.

Restricted Stock Units

The Plan provides for grants of RSUs that vest at the end of the third year of the grant. The RSUs are classified as liability awards because
the RSUs are paid in cash upon vesting. The RSU award liability is measured at its fair value at the end of each reporting period and, therefore,
will fluctuate based on the price of Verizon’s stock. Dividend equivalent units are also paid to participants at the time the RSU award is paid.

Performance Share Units

The Plan also provides for grants of PSUs that generally vest at the end of the third year after the grant. As defined by the Plan, the Human
Resources Committee of the Verizon’s Board of Directors determines the number of PSUs a participant earns based on the extent to which the
corresponding goals have been achieved over the three-year performance cycle. All payments are subject to approval by Verizon’s Human
Resources Committee. The PSUs are classified as liability awards because the PSU awards are paid in cash upon vesting. The PSU award liability
is measured at its fair value at the end of each reporting period and, therefore, will fluctuate based on the price of Verizon’s stock as well as
performance relative to the targets. Dividend equivalent units are also paid to participants at the time that the PSU award is determined and paid,
and in the same proportion as the PSU award.

Stock Options
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The Plan provides for grants of stock options to employees at an option price per share of 100% of the fair market value of Verizon stock on
the date of grant. Each grant has a 10-year life, vesting equally over a three-year period, starting at the date of the grant. We have not granted stock
options since 2004.
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The structure of Verizon’s stock incentive plans does not provide for the separate determination of certain disclosures for our business. The
costs associated with such plans are allocated to us as part of the general allocations and are not relevant on a participant basis. The disclosures
omitted are the rollforward of stock option activity, the assumptions used in the Black-Scholes valuation and information about the range of
exercise prices for outstanding and exercisable options.

After-tax compensation expense for stock options and other stock-based compensation included in net income as reported for the years
ended December 31, 2008, 2007 and 2006 was not material.

Employee Benefit Plans

We participate in certain Verizon benefit plans. Under these plans, pension and postretirement health care and life insurance benefits earned
during the year as well as interest on projected benefit obligations are accrued currently. Prior service costs and credits resulting from changes in
plan benefits are amortized over the average remaining service period of the employees expected to receive benefits.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106, and 132(R) (SFAS No. 158). SFAS No. 158
requires the recognition of a defined benefit postretirement plan’s funded status as either an asset or liability on the balance sheet. SFAS No. 158
also requires the immediate recognition of the unrecognized actuarial gains and losses and prior service costs and credits that arise during the period
as a component of other accumulated comprehensive income, net of applicable income taxes. Additionally, a company must determine the fair
value of plan assets as of the company’s year-end. We adopted SFAS No. 158 effective December 31, 2006 (See Note 6).

We maintain ongoing severance plans for both management and associate employees who are terminated. The costs for these plans are
accounted for under SFAS No. 112, Employers’ Accounting for Postemployment Benefits-an amendment of FASB Statements No. 5 and 43 (SFAS
No. 112). Severance benefits are accrued based on the terms of the severance plan over the estimated service periods of the employees. The
accruals are also based on the historical run-rate of actual severances and expectations for future severances. Severance costs are included in
selling, general and administrative expense in the statement of income (See Note 6).

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS No. 157). SFAS No. 157 defines fair value,
establishes a framework for measuring fair value and establishes a hierarchy that categorizes and prioritizes the sources to be used to estimate fair
value. SFAS No. 157 also expands financial statement disclosures about fair value measurements. Under SFAS No. 157, fair value is defined as an
exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants. SFAS No. 157 also establishes a three-tier hierarchy for inputs used in measuring fair value, which prioritizes the inputs used in the
valuation methodologies in measuring fair value:

Level 1—Quoted prices in active markets for identical assets or liabilities

Level 2—Observable inputs other than quoted prices in active markets for identical assets and liabilities

Level 3—No observable pricing inputs in the market

Financial assets and financial liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value
measurements. Our assessment of the significance of a particular input to the fair value measurements requires judgment, and may affect the
valuation of the assets and liabilities being measured and their placement within the fair value hierarchy.
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On February 12, 2008, FASB issued FASB Staff Position (FSP) No. FAS 157-2, Effective Date of FASB Statement No. 157 (FSP 157-2),
which delays the effective date of SFAS No. 157 for one year for all nonfinancial assets and nonfinancial liabilities, except those that are
recognized or disclosed at fair value in the financial statements on a recurring basis. We elected a partial deferral of SFAS No. 157 under the
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provisions of FSP 157-2 related to the measurement of fair value used when evaluating other intangible assets. On October 10, 2008, the FASB
issued FSP 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not Active (FSP 157-3), which clarifies
application of SFAS No. 157 in a market that is not active. FSP 157-3 was effective upon issuance, including prior periods for which financial
statements have not been issued. The impact of partially adopting SFAS No. 157 on January 1, 2008 and the related FSPs 157-2 and 157-3 was not
material to our financial statements.

SFAS No. 159

SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—Including an Amendment of SFAS No. 115 (SFAS
No. 159), permits but does not require us to measure financial instruments and certain other items at fair value. Unrealized gains and losses on
items for which the fair value option has been elected are reported in earnings. As we did not elect to fair value any of our financial instruments
under the provisions of SFAS No. 159, our adoption of this statement effective January 1, 2008 did not have an impact on our financial statements.

Income Taxes

Verizon and its domestic subsidiaries, including us, file consolidated federal income tax returns. We participate in a tax sharing agreement
with Verizon and are allocated tax payments based on the respective tax liability as if on a separate company basis. Current and deferred tax
expense has been determined by applying the provisions of SFAS No. 109, Accounting for Income Taxes, to our business as if we were a separate
taxpayer.

We use the deferral method of accounting for investment tax credits earned prior to the repeal of investment tax credits by the Tax Reform
Act of 1986. We also defer certain transitional credits earned after the repeal and amortize these credits over the estimated service lives of the
related assets as a reduction to the Income Tax Provision.

Effective January 1, 2007, we adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), which requires
the use of a two-step approach for recognizing and measuring tax benefits taken or expected to be taken in a tax return and disclosures regarding
uncertainties in income tax positions. The first step is recognition: We determine whether it is more likely than not that a tax position will be
sustained upon examination, including resolution of any related appeals or litigation processes, based on the technical merits of the position. In
evaluating whether a tax position has met the more-likely-than-not recognition threshold, we presume that the position will be examined by the
appropriate taxing authority that has full knowledge of all relevant information. The second step is measurement: a tax position that meets the
more-likely-than-not recognition threshold is measured to determine the amount of benefit to recognize in the financial statements. The tax
position is measured at the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement. Differences
between tax positions taken in a tax return and amounts recognized in the financial statements will generally result in one or more of the following:
an increase in a liability for income taxes payable, a reduction of an income tax refund receivable, a reduction in a deferred tax asset, or an increase
in a deferred tax liability. As a result of the implementation of FIN 48, we recorded a net decrease in liabilities for unrecognized tax benefits of $23
million with an offsetting increase to retained earnings as of January 1, 2007.
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2. PLANT, PROPERTY AND EQUIPMENT

We maintain continuing property records, which identify specific plant, property and equipment balances, depreciation reserves and annual
capital expenditure amounts for our business. The plant, property and equipment balance in the accompanying statements of selected assets,
selected liabilities, and parent funding is based on these specific amounts and does not include any allocations of common assets utilized in
providing centralized services and otherwise not specifically associated with our business.

The following table displays the details of our plant, property and equipment, which is stated at cost:
 

At December 31,   2008   2007
   (dollars in millions)

Land   $ 50  $ 50
Buildings    1,130   1,130
Central office equipment    7,262   7,227
Outside communications plant    9,992   9,664
Furniture, vehicles and other work equipment    370   416
Construction-in-progress    49   53
Other    307   291

        

   19,160   18,831
Less accumulated depreciation    13,667   13,310

        

Total   $ 5,493  $ 5,521



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

        

 
3. LEASES

We lease certain facilities and equipment for use in our operations principally under operating leases. Total rent expense under operating
leases amounted to $189 million, $217 million and $224 million in 2008, 2007 and 2006, respectively. Of these amounts, $135 million, $162
million and $165 million in 2008, 2007 and 2006, respectively, were lease payments to affiliated companies.

The table below displays the aggregate minimum rental commitments under noncancelable operating leases for the periods shown at
December 31, 2008, excluding those with affiliated companies:
 

Years   
Third-Party

Operating Leases
   (dollars in millions)

2009   $ 10
2010    8
2011    5
2012    4
2013    3
Thereafter    3

    

Total minimum rental commitments   $ 33
    

 
4. DEBT

Debt Maturing Within One Year

Debt maturing within one year is as follows:
 

At December 31,     2008      2007  
   (dollars in millions)

Current portion of long-term debt   $ —    $ 700
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The fair value of our short-term and long-term debt is determined based on market quotes for similar terms and maturities or future cash
flows discounted at current rates. The fair value of our long-term and short-term debt was $604 million and $1,358 million at December 31, 2008
and 2007, respectively, as compared to the carrying value of $622 million and $1,319 million, respectively at December 31, 2008 and 2007.

Long-Term Debt

Long-term debt consists of debentures that were issued by the Companies. Interest rates and maturities of the amounts outstanding are as
follows at December 31:
 
Description   Interest Rate  Maturity  2008   2007  
         (dollars in millions)  

Ten year debenture   5.650%  2008  $ —     $ 250  
Ten year debenture   5.550   2008   —      200  
Twelve year debenture   6.900   2008   —      250  
Twelve year debenture   6.375   2010   200    200  
Twelve year debenture   6.300   2010   175    175  
Thirty year debenture   6.730   2028   200    200  
Forty year debenture   8.400   2029   50    50  

       
 

   
 

      625    1,325  
Unamortized premium and discount, net       (3)   (6) 

       
 

   
 

Total long-term obligations       622    1,319  
Less maturing within one year       —      700  

       
 

   
 

Total long-term debt      $ 622   $ 619  
       

 

   

 

During the fourth quarter of 2008, Verizon North’s 5.65% debenture of $250 million, Verizon Northwest’s 5.55% debentures of $200 million
and Verizon North’s 6.9% debenture of $250 million matured and were repaid.
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The terms of the debentures shown above are subject to the restrictions and provisions of the indentures governing that debt. None of the
debentures shown above were held in sinking or other special funds or pledged by us. Debt discounts and premiums on our outstanding long-term
debt are amortized over the lives of the respective issues.

We are in compliance with all of our debt covenants.

 
5. FINANCIAL INSTRUMENTS

Concentrations of Credit Risk

Financial instruments that subject us to concentrations of credit risk consist primarily of short-term investments and trade receivables.
Concentrations of credit risk with respect to trade receivables, other than those from AT&T Inc. (AT&T) and Sprint Nextel Corporation (Sprint),
are limited due to the large number of customers. We generated revenues from services provided to AT&T and Sprint (primarily network access
and billing and collection) of $227 million and $76 million in 2008, $246 million and $78 million in 2007 and $222 million and $64 million in
2006, respectively.

While we may be exposed to credit losses due to the nonperformance of our counterparties, we consider this risk remote and do not expect
the settlement of these transactions to have a material effect on our results of operations or financial position.
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6. EMPLOYEE BENEFITS

We participate in Verizon’s benefit plans. Verizon maintains noncontributory defined pension plans for many of its employees. The
postretirement health care and life insurance plans for our retirees and their dependents are both contributory and noncontributory and include a
limit on our share of cost for recent and future retirees. Verizon also sponsors defined contribution savings plans to provide opportunities for
eligible employees to save for retirement on a tax-deferred basis. A measurement date of December 31 is used for the pension and postretirement
health care and life insurance plans.

The structure of Verizon’s benefit plans does not provide for the separate attribution of the related pension and postretirement assets and
obligations at the Business level. Because there is not a separate plan for our business, the annual income and expense related to such assets and
obligations have been allocated to us and are reflected as prepaid pension assets and employee benefit obligations in the combined statements of
selected assets, selected liabilities and parent funding.

The structure of Verizon’s benefit plans does not provide for the separate determination of certain disclosures for the Companies’ or our
business. The required information is provided on a consolidated basis in Verizon’s Annual Report on Form 10-K for the year ended
December 31, 2008.

Pension Plans and Other Postretirement Benefits

Pension and other postretirement benefits for the majority of our employees are subject to collective bargaining agreements. Approximately
82% of the employees (associates) of the ILECs’ operations are covered by collective bargaining agreements which expire at different times.
Modifications in benefits have been bargained for from time to time, and Verizon may also periodically amend the benefits in the management
plans.

Benefit Cost

The following table summarizes the benefit costs related to our pension and postretirement health care and life insurance plans associated
with the ILECs operations. Because our operating expenses associated with VLD and VOL were determined predominantly through allocations,
the benefit costs for these businesses were not separable for disclosure purposes.
 
   Pension      Health Care and Life
At December 31,   2008   2007   2006      2008   2007   2006
   (dollars in millions)

Net periodic benefit (income) cost   $(143)  $(116)  $(87)     $193  $188  $172
Settlement loss    98    —      33       —     —     —  
Termination benefits    2    —      3       —     —     1

    
 

   
 

   
 

              

Total cost   $ (43)  $(116)  $(51)     $193  $188  $173
    

 

   

 

   

 

              

We recorded a pension settlement loss of $98 million in 2008 and $33 million in 2006, as lump-sum payments exceeded the threshold of
service and interest costs. The settlement and termination benefits of pension obligations are recorded in accordance with SFAS No. 88,
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Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits.
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The employee benefit assets and obligations associated with our ILECs’ operations and recognized in our combined statements of selected
assets, selected liabilities and parent funding consist of:
 
   Pension   Health Care and Life
At December 31,   2008   2007       2008          2007    
   (dollars in millions)

Prepaid pension asset   $2,611   $2,567  $ —    $ —  
Employee benefit obligations    6   6   1,102   1,006

The changes in the employee benefit asset and obligations from year to year were caused by a number of factors, including changes in
actuarial assumptions (see Assumptions) and settlements.

Assumptions

The weighted-average assumptions used in determining benefit obligations are as follows:
 
   Pension   Health Care and Life  
At December 31,   2008   2007   2008   2007  

Discount rate   6.75%  6.50%  6.75%  6.50% 
Rate of future increases in compensation   4.00   4.00   N/A   4.00  

The weighted-average assumptions used in determining net periodic cost are as follows:
 

   Pension       Health Care and Life  

Years Ended December 31,   2008   2007   2006       2008   2007   2006  

Discount rate   6.50%  6.00%  5.75%     6.50%  6.00%  5.75% 
Expected return on plan assets   8.50   8.50   8.50      8.25   8.25   8.25  
Rate of compensation increase   4.00   4.00   4.00      4.00   4.00   4.00  

In order to project the long-term target investment return for the total portfolio, estimates are prepared for the total return of each major asset
class over the subsequent 10-year period, or longer. Those estimates are based on a combination of factors including the following: current market
interest rates and valuation levels, consensus earnings expectations, historical long-term risk premiums and value added. To determine the
aggregate return for the Verizon pension trust, the projected return of each individual asset class is then weighted according to the allocation to that
investment area in the Trust’s long-term asset allocation policy.

The assumed health care cost trend rates are as follows:
 
   Heath Care and Life  
At December 31,   2008   2007   2006  

Health care cost trend rate assumed for next year   9.00%  10.00%  10.00% 
Rate to which cost trend rate gradually declines   5.00   5.00   5.00  
Year the rate reaches level it is assumed to remain thereafter   2014   2013   2011  

Savings Plans and Employee Stock Ownership Plans

Substantially all of our employees are eligible to participate in savings plans maintained by Verizon. Verizon maintains four leveraged
employee stock ownership plans (ESOP) for its management employees. Under these plans, a certain percentage of eligible employee contributions
are matched with shares of Verizon’s common stock. We recognize savings plan costs based on these matching obligations. We recorded total
savings plan costs of $20 million in 2008, $24 million in 2007 and $22 million in 2006.
 

F-89

Table of Contents

Severance Benefits
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The following table provides an analysis of our severance liability recorded in accordance with SFAS No. 112:
 
(dollars in millions)             

Year   
Beginning
of Year   

Charged to
Expense   Payments  End of Year

2006   $ 36  $ 13  $ (22)  $ 27
2007    27   56   (19)   64
2008    64   11   (24)   51
 
(a) Includes accruals for ongoing employee severance costs and $9 million, $53 million and $9 million of special charges in 2008, 2007 and

2006, respectively.

The severance liability at December 31, 2008 includes future contractual payments due to employees separated as of the end of the year.

 
7. PARENT FUNDING AND INTEREST EXPENSE

For purposes of these combined special-purpose financial statements, some funding requirements have been summarized as “Parent
Funding” without regard to whether the funding represents debt or equity. No separate equity accounts are maintained for our business and debt
instruments that cannot be directly attributable to our business are allocated to us and included in the parent funding. As such, a portion of interest
expense net of interest income for the years ended December 31, 2008, 2007 and 2006 was allocated to us based on the percentage of our parent
funding relative to the total debt and equity for the Companies.

 
8. INCOME TAXES

The components of income tax provision are presented in the following table:
 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Current:     

Federal   $245   $371   $393  
State and local    58    59    57  

    
 

   
 

   
 

   303    430    450  
    

 
   

 
   

 

Deferred:     

Federal    19    (56)   (68) 
State and local    (9)   (11)   (3) 

    
 

   
 

   
 

   10    (67)   (71) 
    

 
   

 
   

 

Total income tax provision   $313   $363   $379  
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The following table shows the primary reasons for the difference between the effective income tax rate and the statutory federal income tax
rate:
 
Years Ended December 31,   2008   2007   2006  

Statutory federal income tax rate   35.0%  35.0%  35.0% 
State income taxes, net of federal tax benefits   3.6   3.2   3.5  
FIN 48   (1.3)  0.3   —  
Medicare subsidy   (1.2)  (1.0)  (0.9) 
Other, net   0.1   0.1   (0.3) 

   
 

  
 

  
 

Effective income tax rate   36.2%  37.6%  37.3% 
   

 

  

 

  

 

Deferred taxes arise because of differences in the book and tax bases of certain assets and liabilities. Significant components of our deferred
tax assets and liabilities are shown in the following table:
 

At December 31,   2008   2007
   (dollars in millions)

Deferred tax assets:     

Employee benefits   $ 511  $ 473
Allowance for uncollectible accounts    19   21
Other assets    46   55

(a)
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Total deferred tax assets    576   549
        

Deferred tax liabilities:     

Employee benefits    1,018    1,059
Depreciation    757   690
Other liabilities    11   —

        

Total deferred tax liabilities    1,786    1,749
        

Net deferred tax liabilities   $1,210   $1,200
        

No valuation allowance has been recorded against deferred tax assets as of December 31, 2008 and December 31, 2007.

FASB Interpretation No. 48

FIN 48 prescribes the recognition, measurement and disclosure standards for uncertainties in income tax positions. A reconciliation of the
beginning and ending balance of unrecognized tax benefits is as follows:
 

       2008          2007     
   (dollars in millions)  

Balance at January 1   $ 71   $ 73  
Additions based on tax positions related to the current year    8    6  
Additions for tax positions of prior years    (2)   —  
Reductions for tax positions of prior years    (5)   (8) 
Settlements    (25)   —  

    
 

   
 

Balance at December 31   $ 47   $ 71  
    

 

   

 

During the year ended December 31, 2008, Verizon settled the federal income tax audit for tax years 2000 through 2003 with the IRS. This
settlement resulted in payments of approximately $25 million.

Included in the total unrecognized tax benefits at December 31, 2008 and 2007 is $5 million and $5 million, respectively that, if recognized,
would favorably affect the effective tax rate.
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We recognize any interest and penalties accrued related to unrecognized tax benefits in income tax expense. During 2008, we recognized a
net after tax benefit in the income statement related to interest and penalties of approximately $10 million (after-tax). We had approximately $13
million (after-tax) and $23 million (after tax) for the payment of interest and penalties accrued in the combined statements of selected assets,
selected liabilities and parent funding at December 31, 2008 and December 31, 2007, respectively.

During the year ended December 31, 2007, we recognized approximately $5 million (after-tax) for the payment of interest and penalties. We
had approximately $23 million (after-tax) and $18 million (after-tax) for the payment of interest and penalties accrued in the balance sheet at
December 31, 2007 and January 1, 2007, respectively.

Verizon and its domestic subsidiaries files income tax returns in the U.S. federal jurisdiction and various state jurisdictions. The Business is
generally no longer subject to U.S. federal and state income tax examinations by tax authorities for years before 2004. The IRS is currently
examining the U.S. income tax returns for years 2004 through 2006 that could affect the Business. We do not anticipate that the liability for
unrecognized tax benefits will change by a significant amount in the next twelve months.

 
9. TRANSACTIONS WITH AFFILIATES

Our operating revenue includes transactions with Verizon for the provision of local telephone services, network access, billing and collection
services, interconnection agreements and the rental of facilities and equipment. These services were reimbursed by Verizon based on tariffed rates,
market prices, negotiated contract terms that approximated market rates, or actual costs incurred by us.

We reimbursed Verizon for specific goods and services it provided to, or arranged for, us based on tariffed rates, market prices or negotiated
terms that approximated market rates. These goods and services included items such as communications and data processing services, office space,
professional fees and insurance coverage.

We also reimbursed Verizon our share of costs incurred by Verizon to provide services on a common basis to all of its subsidiaries. These
costs included allocations for marketing, sales, accounting, finance, materials management, procurement, labor relations, legal, security, treasury,
human resources, tax and audit services. The allocations were based on actual costs incurred by Verizon and periodic studies that identified
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employees or groups of employees who were totally or partially dedicated to performing activities that benefited our business. These allocations
were based on actual costs incurred by Verizon, as well as on the size of our business relative to other Verizon subsidiaries. We believe that these
cost allocations are reasonable for the services provided. We also believe that these cost allocations are consistent with the nature and approximate
amount of the costs that we would have incurred on a stand-alone basis.

We also recognized an allocated portion of interest expense in connection with our contractual agreements with Verizon for the provision of
short-term financing and cash management services. Verizon issues commercial paper and obtains bank loans to fund the working capital
requirements of Verizon’s subsidiaries, including us, and invests funds in temporary investments on their behalf.

The affiliate operating revenue and expense amounts included only our ILECs operations. Because our operating expenses associated with
VLD and VOL were determined predominantly through allocations, separate identification of the affiliate transactions was not available.
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10. ADDITIONAL FINANCIAL INFORMATION

The tables below provide additional financial information related to the Business’ financial statements:
 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Statements of Cash Flows:     

Cash paid during the year for:     

Income taxes, net of amounts refunded   $333   $472   $472  
Interest, net of amounts capitalized (excluding affiliates)    79    88    122  

Statements of Income:     

Depreciation expense    758    794    904  
Interest costs incurred    189    205    201  
Capitalized interest    (3)   (2)   (2) 
Advertising expense allocated from affiliates    39    28    19  
 

At December 31,   2008   2007

   
(dollars in
millions)

Statements of Selected Assets, Selected Liabilities and Parent Funding:     

Prepaid Expense and Other     

Deferred activation costs   $ 81  $ 93
Other    12   7

        

  $ 93  $100
        

Accounts Payable and Accrued Liabilities—Other     

Accrued payroll related   $110  $128
Accounts Payable    97   77
Accrued general taxes    49   55
Accrued income taxes    58   12
Other    13   28

        

  $327  $300
        

Other Current Liabilities     

Advanced billings and customer deposits   $145  $152
Deferred activation revenues    81   93
Other    50   48

        

  $276  $293
        

 
11. COMMITMENTS AND CONTINGENCIES

Various legal actions and regulatory proceedings are pending to which the Companies are a party and claims may exist which, if asserted,
may lead to other legal actions. We have established reserves for specific liabilities in connection with legal and regulatory matters that we
currently deem to be probable and estimable. We do not believe the ultimate resolution of pending regulatory and legal matters in future periods
will have a material effect on the financial condition of our business, but it could have a material effect on our results of operations.

From time to time, state regulatory decisions require us to assure customers that we will provide a level of service performance that falls
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within prescribed parameters. There are penalties associated with failing to meet those service parameters, and we, from time to time, have paid
such penalties. We do not expect these penalties to have a material effect on the financial condition of our business, but they could have a material
effect on our results of operations.
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Schedule II — Valuation and Qualifying Accounts

Verizon's Separate Telephone Operations
For the Years Ended December 31, 2008, 2007 and 2006

 
      Additions       

Description   

Balance at
Beginning of

Period   
Charged to

Expense   

Charged to
Other Accounts

Note (a)   Deductions  
Balance at

End of Period
   (dollars in millions)

Allowances for Uncollectible         

Accounts Receivable:         

Year 2008   $ 54  $ 65  $ (2)  $ (68)   $ 49
Year 2007    66   58   (3)   (67)    54
Year 2006    72   79   1    (86)    66
Severance Reserves:         

Year 2008   $ 64  $ 11  $ —     $ (24)  $ 51
Year 2007.    27   56   —      (19)   64
Year 2006    36   13   —      (22)   27
 
(a) Charged to other accounts includes accruals charged to accounts payable for anticipated uncollectibles charges on purchase of accounts

receivable from others which were billed by us.
 

(b) Deductions includes amounts written off as uncollectible, net of recoveries.
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ANNEX A-1

Composite Copy

 
AGREEMENT AND PLAN OF MERGER

BY AND AMONG

VERIZON COMMUNICATIONS INC.,
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NEW COMMUNICATIONS HOLDINGS INC.

AND

FRONTIER COMMUNICATIONS CORPORATION

 

 
 

This is a composite copy of the Merger Agreement dated May 13, 2009 and Amendment No. 1 to the Merger Agreement dated July 24,
2009. It has been prepared for inclusion in this proxy statement/prospectus and does not have any independent legal effect.
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AGREEMENT AND PLAN OF MERGER

THIS AGREEMENT AND PLAN OF MERGER, dated as of May 13, 2009 (this “Agreement”), is by and among VERIZON
COMMUNICATIONS INC., a Delaware corporation (“Verizon”), NEW COMMUNICATIONS HOLDINGS INC., a Delaware corporation
(“Spinco”), and FRONTIER COMMUNICATIONS CORPORATION, a Delaware corporation (the “Company”).

WHEREAS, Spinco is a newly formed, wholly-owned, direct Subsidiary of Verizon;

WHEREAS, on or prior to the Distribution Date (as such term, and each other capitalized term used herein and not defined, is defined in
Article I hereof), and subject to the terms and conditions set forth in the Distribution Agreement entered into by and between Verizon and Spinco
on the date hereof (the “Distribution Agreement”), GTE Corporation, a New York corporation (“GTE”), which is a majority-owned, direct
Subsidiary of Verizon, will cause the formation of New Communications ILEC Holdings Inc. (“ILEC Spinco Holdings”), which will be a wholly-
owned direct Subsidiary of GTE;

WHEREAS, on or prior to the Distribution Date, Verizon and GTE will transfer or cause to be transferred to ILEC Spinco Holdings certain
Spinco Assets (including all of the capital stock of the ILEC Spinco Subsidiaries) and Spinco Liabilities in the manner set forth in the Distribution
Agreement and will distribute all of the capital stock of ILEC Spinco Holdings to Verizon (such transfers and the distribution, the “Internal
Spinoff”, and, together with any other internal distribution of stock made by the Verizon Group and any transfer of Spinco Assets and Spinco
Liabilities made to the ILEC Spinco Subsidiaries in connection with the transactions contemplated by this Agreement and the Distribution
Agreement, the “Internal Spinoffs”);

WHEREAS, on or prior to the Distribution Date, certain Subsidiaries of Verizon will transfer to Verizon or GTE, as the case may be, via
intercompany distributions or sales or otherwise, certain Spinco Assets and Spinco Liabilities in the manner set forth in the Distribution Agreement
(the “Internal Restructuring”);

WHEREAS, on or prior to the Distribution Date, Spinco will distribute to Verizon the Spinco Securities and pay to Verizon the Special
Payment, all of which will occur in exchange for Verizon transferring to Spinco all of the capital stock of ILEC Spinco Holdings and certain other
Spinco Assets and Spinco Liabilities relating to the non-ILEC portion of the Spinco Business in the manner set forth in the Distribution Agreement
(the transactions described in this recital, collectively, the “Contribution”);

WHEREAS, upon the terms and subject to the conditions set forth in the Distribution Agreement, on the Distribution Date, Verizon will
distribute all of the issued and outstanding shares of Spinco Common Stock to the Distribution Agent for the benefit of the holders of the
outstanding Verizon Common Stock (the “Distribution”);

WHEREAS, at the Effective Time and immediately after the Distribution, the parties will effect the merger of Spinco with and into the
Company, with the Company continuing as the surviving corporation, all upon the terms and subject to the conditions set forth herein;

WHEREAS, the Board of Directors of the Company has (i) determined that the Merger and this Agreement are advisable, fair to, and in the
best interests of, the Company and its stockholders and has approved this Agreement and the transactions contemplated hereby, including the
Merger, and the issuance of shares of Company Common Stock pursuant to the Merger, and (ii) recommended the adoption by the stockholders of
the Company of this Agreement;
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WHEREAS, the Board of Directors of Spinco has (i) determined that the Merger and this Agreement are advisable, fair to, and in the best
interests of, Spinco and its sole stockholder, Verizon, and has approved this Agreement and the Distribution Agreement and the transactions
contemplated hereby and thereby, including the Contribution, the Distribution and the Merger, and (ii) recommended the adoption by Verizon, as
the sole stockholder of Spinco, of this Agreement;
 

A-1-1

Table of Contents

WHEREAS, the Board of Directors of Verizon has approved this Agreement and the Distribution Agreement and the transactions
contemplated hereby and thereby, including the Internal Spinoffs, the Internal Restructuring, the Contribution, the Distribution and the Merger;

WHEREAS, the parties to this Agreement intend that (i) each Internal Spinoff qualify as a distribution eligible for nonrecognition under
Sections 355(a), 355(c) and/or 361(c) of the Code, as applicable; (ii) the Contribution, together with the Distribution, qualify as a tax-free
reorganization under Section 368(a)(1)(D) of the Code, (iii) the Distribution qualify as a distribution of Spinco stock to Verizon stockholders
eligible for nonrecognition under Sections 355(a) and 361(c) of the Code, (iv) no gain or loss be recognized by Verizon for federal income tax
purposes in connection with the receipt of the Spinco Securities (as defined herein) or the consummation of the Debt Exchange (as defined herein),
(v) the Special Payment qualify as money transferred to creditors or distributed to shareholders in connection with the reorganization within the
meaning of Section 361(b)(1) of the Code, to the extent that Verizon distributes the Special Payment to its creditors and/or shareholders in
connection with the Contribution, (vi) the Merger qualify as a tax-free reorganization pursuant to Section 368 of the Code, and (vii) no gain or loss
be recognized as a result of such transactions for federal income tax purposes by any of Verizon, Spinco, and their respective stockholders and
Subsidiaries (except to the extent of cash received in lieu of fractional shares); and

WHEREAS, the parties to this Agreement intend that, except as set forth in Section 2.3 of the Distribution Agreement, throughout the
internal restructurings taken in contemplation of this Agreement, including the Internal Spinoffs, the Internal Restructurings, the Contribution and
the Distribution, and throughout the Merger, the Spinco Business Employees shall maintain uninterrupted continuity of employment, compensation
and benefits, and also for union represented employees, uninterrupted continuity of coverage under their collective bargaining agreements, in each
case as contemplated by and provided in the Employee Matters Agreement.

NOW, THEREFORE, in consideration of these premises, the representations, warranties, covenants and agreements set forth in this
Agreement, and for other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties, intending to
be legally bound hereby, agree as follows:

ARTICLE I

DEFINITIONS

1.1 “Action” has the meaning set forth in Section 7.12(c).

1.2 “Additional Company SEC Documents” has the meaning set forth in Section 6.4(b).

1.3 “Affiliate” means a Person that, directly or indirectly, through one or more intermediaries, controls or is controlled by, or is under
common control with, a specified Person. The term “control” (including, with correlative meanings, the terms “controlled by” and “under common
control with”), as applied to any Person, means the possession, direct or indirect, of the power to direct or cause the direction of the management
and policies of such Person, whether through the ownership of voting securities or other ownership interest, by contract or otherwise; provided,
however, that for purposes of this Agreement, (i) from and after the Distribution Date, no member of either Group shall be deemed an Affiliate of
any member of the other Group and (ii) none of Cellco Partnership or any of its Subsidiaries shall be deemed Affiliates or Subsidiaries of Verizon.

1.4 “Aggregate Merger Consideration” has the meaning set forth in Section 3.1(a).

1.5 “Agreement” has the meaning set forth in the Preamble hereto.

1.6 “Approved for Listing” means, with respect to the shares of Company Common Stock to be issued pursuant to the Merger, that such
shares have been approved for listing on the NYSE, subject to official notice of issuance.
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1.7 “Assets” has the meaning set forth in the Distribution Agreement.
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1.8 “Back Office Support Services Agreement” has the meaning set forth in Section 7.22.

1.9 “Blended Customer Contracts” has the meaning set forth in the Distribution Agreement.

1.10 “Business Day” means a day, other than Saturday, Sunday or other day on which commercial banks in New York, New York are
authorized or required by applicable Law to close.

1.11 “CALEA” has the meaning set forth in Section 5.19(b).

1.12 “Certificate of Merger” has the meaning set forth in Section 2.3.

1.13 “Change of Board Recommendation” has the meaning set forth in Section 7.4(b).

1.14 “Closing” has the meaning set forth in Section 2.2.

1.15 “Closing Date” has the meaning set forth in Section 2.2.

1.16 “Closing Statement” has the meaning set forth in Section 3.1(a).

1.17 “Code” means the Internal Revenue Code of 1986, as amended from time to time.

1.18 “Communications Act” means the Communications Act of 1934, as amended.

1.19 “Company” has the meaning set forth in the Preamble hereto.

1.20 “Company Acquisition” means, in each case other than the Merger or as otherwise specifically contemplated by this Agreement, (i) any
merger, consolidation, share exchange, business combination, recapitalization or other similar transaction or series of related transactions involving
the Company or any of its Significant Subsidiaries; (ii) any direct or indirect purchase or sale, lease, exchange, transfer or other disposition of the
consolidated assets (including stock of the Company Subsidiaries) of the Company and the Company Subsidiaries, taken as a whole, constituting
15% or more of the total consolidated assets of the Company and the Company Subsidiaries, taken as a whole, or accounting for 15% or more of
the total consolidated revenues of the Company and the Company Subsidiaries, taken as a whole, in any one transaction or in a series of
transactions; (iii) any direct or indirect purchase or sale of or tender offer, exchange offer or any similar transaction or series of related transactions
engaged in by any Person following which any Person (including any “group” as defined in Section 13(d)(3) of the Exchange Act) owns 15% or
more of the outstanding shares of Company Common Stock; or (iv) any other substantially similar transaction or series of related transactions that
would reasonably be expected to prevent or materially impair or delay the consummation of the transactions contemplated by this Agreement or the
other Transaction Agreements.

1.21 “Company Acquisition Proposal” means any proposal regarding a Company Acquisition.

1.22 “Company Approvals” has the meaning set forth in Section 6.3(d).

1.23 “Company Average Price” means the average of the volume weighted averages of the trading prices of the Company Common Stock, as
such prices are reported on the NYSE Composite Transactions Tape (as reported by Bloomberg Financial Markets or such other source as the
parties shall agree in writing), for the 30 consecutive trading days ending on the third trading day immediately preceding the Effective Time;
provided, however, that (x) if an ex-dividend date is set for the Company Common Stock during this 30-day period, then the trading price for a
share of Company Common Stock for each day during the portion of such period that precedes such ex-dividend date shall be reduced by the
amount of the dividend payable on a share of Company
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Common Stock, (y) if such average of the volume weighted averages of the trading prices of the Company Common Stock exceeds $8.50, then the
Company Average Price shall equal $8.50 and (z) if such average of the volume weighted averages of the trading prices of the Company Common
Stock is less than $7.00, then the Company Average Price shall equal $7.00.

1.24 “Company Benefit Agreements” has the meaning set forth in Section 6.12(a).

1.25 “Company Benefit Plans” has the meaning set forth in Section 6.12(a).

1.26 “Company Board Recommendation” has the meaning set forth in Section 7.4(b).

1.27 “Company Common Stock” means the common stock, par value $0.25 per share, of the Company.
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1.28 “Company Credit Agreements” means (i) the Credit Agreement, dated as of March 10, 2008, among the Company, CoBank, ACB, as the
administrative agent, the lead arranger and a lender, and the other lenders party thereto, (ii) the Credit Agreement, dated as of May 18, 2007,
among the Company, the lenders party thereto and Deutsche Bank AG New York Branch, as the administrative agent, (iii) the Credit Agreement,
dated as of December 6, 2006, among the Company, CoBank, ACB, as the administrative agent, the lead arranger and a lender, and the other
lenders party thereto and (iv) the Loan Agreement, dated as of October 24, 2001, by and between the Company and Rural Telephone Finance
Cooperative, as amended, in each case as such agreement may be amended, supplemented or otherwise modified from time to time.

1.29 “Company Disclosure Letter” has the meaning set forth in the first paragraph of Article VI.

1.30 “Company Employee” has the meaning set forth in Section 6.12(a).

1.31 “Company Financial Statements” has the meaning set forth in Section 6.4(a)(i).

1.32 “Company Licenses” has the meaning set forth in Section 6.15(a).

1.33 “Company Material Contracts” has the meaning set forth in Section 6.16(a).

1.34 “Company Owned Real Property” means all real property owned by the Company or the Company Subsidiaries.

1.35 “Company Registration Statement” means the registration statement on Form S-4, including the Proxy Statement/Prospectus forming a
part thereof, to be filed by the Company with the SEC to effect the registration under the Securities Act of the issuance of the shares of Company
Common Stock into which shares of Spinco Common Stock will be converted pursuant to the Merger (as amended and supplemented from time to
time).

1.36 “Company SEC Documents” has the meaning set forth in Section 6.4(a)(iv).

1.37 “Company Stockholders Meeting” has the meaning set forth in Section 7.4(a).

1.38 “Company Subsidiaries” means all direct and indirect Subsidiaries of the Company; provided, however, that none of Mohave Cellular
Limited Partnership and its Subsidiaries shall be deemed Subsidiaries of the Company.

1.39 “Company Superior Proposal” has the meaning set forth in Section 7.11(b).

1.40 “Company Tax Counsel” means Cravath, Swaine & Moore LLP or any other nationally recognized law firm reasonably acceptable to
Verizon.
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1.41 “Company Third Party Intellectual Property” means any and all Intellectual Property Rights owned by any Person other than the
Company or any of its Subsidiaries that is used or held for use in the conduct of the business of the Company.

1.42 “Company Voting Debt” has the meaning set forth in Section 6.2(b).

1.43 “Company’s Knowledge” has the meaning set forth in Section 11.13.

1.44 “Confidentiality Agreement” means the March 19, 2009 Nondisclosure Agreement between Verizon and the Company.

1.45 “Contract” or “agreement” means any loan or credit agreement, note, bond, indenture, mortgage, deed of trust, lease, sublease,
franchise, permit, authorization, license, contract (including collective bargaining agreements, side letters, memoranda of agreement or
understanding or any agreement of any kind), instrument, employee benefit plan or other binding commitment, obligation or arrangement, whether
written or oral, but excluding any franchise, permit, authorization or license constituting a Company License or a Spinco License.

1.46 “Contributing Companies” has the meaning set forth in the Distribution Agreement.

1.47 “Contribution” has the meaning set forth in the fifth recital hereto.

1.48 “Controlling Person” has the meaning set forth in Section 10.2(a).

1.49 “Customer Data” means all customer information obtained in connection with the Spinco Business, in the form and content existing as
of the Closing, related to the provisioning of products and services by Spinco or Spinco Subsidiaries in the Territory included in the Spinco
Business to current and future customers in the Territory, including name, postal address, email address, telephone number, date of birth, account
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data, transaction data, demographic data, customer service data, and correspondence, together with any documents and information containing the
foregoing; provided, however, the foregoing shall not include (i) any of the foregoing to the extent it is in the possession of Licensor or any U.S.
Affiliate and was collected or used other than in connection with the operation of the Spinco Business, (ii) any information included in yellow or
white pages listings or directories, in any form, (iii) any information required to be retained by Licensor and/or its Affiliates to comply with
applicable law or regulation, (iv) any information publicly available, and (v) any information received by Licensor or its Affiliates from third
parties.

1.50 “Cutover Plan Support Agreement” has the meaning set forth in the Distribution Agreement.

1.51 “Debt Exchange” has the meaning set forth in the Distribution Agreement.

1.52 “DGCL” means the General Corporation Law of the State of Delaware.

1.53 “Direct Claim” has the meaning set forth in Section 10.4(b).

1.54 “Directories” has the meaning set forth in Section 7.23.

1.55 “Directories Agreements” has the meaning set forth in Section 7.23.

1.56 “Disclosure Letters” means, collectively, the Verizon Disclosure Letter, the Spinco Disclosure Letter and the Company Disclosure
Letter.

1.57 “Distribution” has the meaning set forth in the recitals hereto.
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1.58 “Distribution Agreement” has the meaning set forth in the recitals hereto.

1.59 “Distribution Date” means the date that the Distribution becomes effective.

1.60 “Distribution Date Spinco Indebtedness” means the aggregate amount of Indebtedness, other than (i) any Indebtedness incurred to make
the Special Payment and any Indebtedness represented by the Spinco Securities and (ii) any accrued and unpaid interest on any Indebtedness, in
each case of Spinco and its Subsidiaries as of the opening of business on the Distribution Date, calculated pro forma for the Contribution.

1.61 “Distribution Fund” has the meaning set forth in Section 3.2(a).

1.62 “Distribution Tax Opinion” means a written opinion of Verizon Tax Counsel, addressed to Verizon and Spinco and dated as of the
Distribution Date, in form and substance reasonably satisfactory to Verizon and (solely with respect to issues (i) as to whether Spinco recognizes
gain or loss or (ii) for which the Company or Spinco may be liable under the Transaction Agreements) the Company, to the effect that (i) each of
the Internal Spinoffs will qualify as a distribution eligible for nonrecognition under Sections 355(a), 355(c) and/or 361(c) of the Code, as
applicable, (ii) the Distribution will qualify as a distribution of Spinco stock to the stockholders of Verizon eligible for nonrecognition under
Sections 355(a) and 361(c) of the Code, pursuant to which no gain or loss will be recognized for federal income tax purposes by any of Verizon,
Spinco or the stockholders of Verizon, except as to cash received in lieu of fractional shares by the stockholders of Verizon, and (iii) neither
Verizon nor any member of the Verizon Group will recognize gain or loss for federal income tax purposes in connection with the receipt of the
Spinco Securities or the consummation of the Debt Exchange.

1.63 “Distribution Tax Representations” has the meaning set forth in Section 7.9(c).

1.64 “Distribution/Merger Transfer Taxes” means (i) any sales, use, transfer, registration, recording, stamp, value added or other similar
taxes or fees arising out of or attributable to the Internal Spinoffs, the Contribution, the Distribution, the Debt Exchange or the Internal
Restructuring and (ii) any sales, use, transfer, registration, recording, stamp, value added or similar taxes or fees arising out of or attributable to the
Merger.

1.65 “Effective Time” has the meaning set forth in Section 2.3.

1.66 “Employee Matters Agreement” means the Employee Matters Agreement entered into among Verizon, Spinco and the Company, dated
as of the date hereof, as it may be amended from time to time.

1.67 “End Date” has the meaning set forth in Section 9.1(b).

1.68 “Environmental Claim” means administrative or judicial actions, suits, orders, liens, notices, violations or proceedings related to any
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applicable Environmental Law or Environmental Permit brought, issued or asserted by a Governmental Authority or any third party for
compliance, damages, penalties, removal, response, remedial or other action pursuant to any applicable Environmental Law or resulting from the
release of a Hazardous Material.

1.69 “Environmental Law” means any Law now in effect relating to the environment or Hazardous Materials, including the Comprehensive
Environmental Response Compensation and Liability Act, 42 U.S.C. §6901 et seq.; the Resource Conservation and Recovery Act, 42 U.S.C.
§6901 et seq.; the Federal Water Pollution Control Act, 33 U.S.C. §1251 et seq.; the Toxic Substances Control Act, 15 U.S.C. §2601 et seq.; the
Clean Air Act, 42 U.S.C. §7401 et seq.; the Safe Drinking Water Act, 42 U.S.C. §3803 et seq.; the Oil Pollution Act of 1990, 33 U.S.C. §2701 et
seq.; the Emergency Planning and the Community Right-to-Know Act of 1986, 42 U.S.C. §1101 et seq.; the Hazardous Material Transportation
Act, 49 U.S.C. §1801 et seq.; and any state or local counterparts or equivalents, in each case as amended from time to time.
 

A-1-6

Table of Contents

1.70 “Environmental Permits” means all permits, licenses, approvals, authorizations or consents required by or issued by any Governmental
Authority under any applicable Environmental Law and includes any and all orders, consent orders or binding agreements issued or entered into by
a Governmental Authority under any applicable Environmental Law.

1.71 “ERISA” means the Employee Retirement Income Security Act of 1974, as amended.

1.72 “ERISA Affiliate” means, with respect to any Person, any other Person or any trade or business, whether or not incorporated, that,
together with such first Person, would be deemed a “single employer” within the meaning of section 4001(b) of ERISA.

1.73 “Excess Shares” has the meaning set forth in Section 3.3(b).

1.74 “Exchange Act” means the Securities Exchange Act of 1934, as amended, together with the rules and regulations of the SEC
promulgated thereunder.

1.75 “FCC” means the Federal Communications Commission.

1.76 “FCC Applications” has the meaning set forth in Section 7.6(b).

1.77 “FCC Rules” has the meaning set forth in Section 4.2(c).

1.78 “Financial Market Deferral” has the meaning set forth in Section 7.18(b).

1.79 “FiOS” has the meaning set forth in the Distribution Agreement.

1.80 “FiOS Intellectual Property Agreement” has the meaning set forth in the Distribution Agreement.

1.81 “FiOS Software License Agreement” has the meaning set forth in the Distribution Agreement.

1.82 “FiOS Trademark License Agreement” has the meaning set forth in the Distribution Agreement.

1.83 “Fort Wayne Data Center” has the meaning set forth in Section 7.24(c).

1.84 “Fully Diluted Number of Shares” means as of any date, the aggregate number of shares of Company Common Stock outstanding on
such date (including any shares of restricted stock) assuming: (i) the prior exercise of all options and similar rights to purchase Company Common
Stock; (ii) the prior conversion into, or exchange for, shares of Company Common Stock of all then issued and outstanding securities which are
convertible into, or exchangeable for, shares of Company Common Stock; and (iii) the prior exercise of any similar subscription or other rights to
acquire, or to cause the Company to issue, shares of Company Common Stock; provided, however, that notwithstanding the foregoing, “Fully
Diluted Number of Shares” shall not prior to the occurrence of a Triggering Event (as defined in the Rights Plan) include shares of Company
Common Stock issuable in connection with any exercise of rights to purchase Company Common Stock under the Rights Plan.

1.85 “GAAP” means United States generally accepted accounting principles.

1.86 “Governmental Authority” means any foreign, federal, state or local court, administrative agency, official board, bureau, governmental
or quasi-governmental entities having competent jurisdiction over Verizon, Spinco or the Company, any of their respective Subsidiaries and any
other tribunal or commission or other governmental department, authority or instrumentality or any subdivision, agency, mediator, commission or
authority of competent jurisdiction.
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1.87 “Governmental Customer Contract” means any Contract to which a federal, state, county or municipal government, or any agency of
any of the same, is party and pursuant to which the government or agency is the recipient of products or services.

1.88 “Group” means the Verizon Group or the Spinco Group, as the case may be.

1.89 “GTE” has the meaning set forth in the recitals hereto.

1.90 “Hazardous Material” means (a) substances that are defined or listed in, or otherwise classified pursuant to, any applicable laws or
regulations as “hazardous substances,” “hazardous materials,” “hazardous wastes,” “toxic substances,” “pollutants,” “contaminants,” or any other
similar term that defines, lists, or classifies a substance by reason of such substance’s ignitability, corrosivity, reactivity, carcinogenicity,
reproductive toxicity, “EP toxicity” or adverse effect on human health or the environment, (b) oil, petroleum, or petroleum-derived substances,
natural gas, natural gas liquids, synthetic gas, drilling fluids, produced waters, and other wastes associated with the exploration, development, or
production of crude oil, natural gas, or geothermal resources, (c) any radioactive materials, (d) polychlorinated biphenyls, and (e) infectious waste.

1.91 “HSR Act” means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules and regulations promulgated
thereunder.

1.92 “Identified Persons” has the meaning set forth in Section 7.12(a).

1.93 “Identified Persons Releasors” has the meaning set forth in Section 7.12(b).

1.94 “ILEC” has the meaning set forth in the Distribution Agreement.

1.95 “ILEC Spinco Holdings” has the meaning set forth in the recitals hereto.

1.96 “ILEC Spinco Subsidiaries” has the meaning set forth in the Distribution Agreement.

1.97 “Indebtedness” means all indebtedness for borrowed money, including the aggregate principal amount thereof, and any accrued interest
thereon.

1.98 “Indemnification Payment” means any amount of Losses required to be paid pursuant to this Agreement.

1.99 “Indemnitee” means any Person entitled to indemnification under this Agreement.

1.100 “Indemnitor” means any person or entity required to provide indemnification under this Agreement.

1.101 “Intellectual Property Agreement” means the Intellectual Property Agreement to be entered into among Licensor, Spinco and the
Company, in the form attached to the Distribution Agreement.

1.102 “Intellectual Property Rights” means all United States and foreign issued and pending patents, trademarks, service marks, slogans,
logos, trade names, service names, Internet domain names, trade styles, trade dress and other indicia of origin, and all goodwill associated with any
of the foregoing, copyrights, copyrightable works, trade secrets, know-how, processes, methods, designs, computer programs, plans, specifications,
data, inventions (whether or not patentable or reduced to practice), improvements, confidential, business and other information and all intangible
property, proprietary rights and other intellectual property, and all registrations, applications and renewals (including divisionals, continuations,
continuations-in-part, reissues, renewals, registrations, re-examinations and extensions) for, and tangible embodiments of, and all rights with
respect to, any of the foregoing.
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1.103 “Internal Restructuring” has the meaning set forth in the recitals hereto.

1.104 “Internal Spinoff” and “Internal Spinoffs” have the meaning set forth in the recitals hereto.

1.105 “IRS” means the United States Internal Revenue Service or any successor agency thereto, including its agents, representatives and
attorneys.

1.106 “IRS Ruling” means a private letter ruling from the IRS to the effect that (i) each Internal Spinoff will qualify as a distribution eligible
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for nonrecognition under Sections 355(a), 355(c) and/or 361(c) of the Code, as applicable; (ii) the Contribution, together with the Distribution, will
qualify as a tax-free reorganization under Section 368(a)(1)(D) of the Code; (iii) the Distribution will qualify as a distribution of Spinco stock to
Verizon stockholders eligible for nonrecognition under Sections 355(a) and 361(c) of the Code; (iv) neither Verizon nor any member of the
Verizon Group will recognize gain or loss for federal income tax purposes in connection with the receipt of the Spinco Securities or the
consummation of the Debt Exchange; (v) the Special Payment will qualify as money transferred to creditors or distributed to shareholders in
connection with the reorganization within the meaning of Section 361(b)(1) of the Code, to the extent that Verizon distributes the Special Payment
to its creditors and/or shareholders in connection with the transactions; and (vi) no gain or loss will be recognized as a result of such transactions
for federal income tax purposes by any of Verizon, Spinco, and their respective stockholders and Subsidiaries (except to the extent of cash received
in lieu of fractional shares).

1.107 “IRS Submission” has the meaning set forth in Section 7.9(a).

1.108 “Joint Defense Agreement” has the meaning set forth in Section 7.26.

1.109 “Law” means any federal, state, local or foreign law (including common law), statute, code, ordinance, rule, regulation, judgment,
order, injunction, decree, arbitration award, agency requirement, license or permit of any Governmental Authority.

1.110 “Leased Real Property” has the meaning set forth in the Distribution Agreement.

1.111 “Leases” means all leases, subleases, licenses, concessions and other agreements (written or oral), including all amendments,
extensions, renewals, guaranties and other agreements with respect thereto, pursuant to which any Person holds any Leased Real Property.

1.112 “Liabilities” has the meaning set forth in the Distribution Agreement.

1.113 “Licensor” means Verizon Patent and Licensing Inc.

1.114 “Liens” means all mortgages, deeds of trust, liens, security interests, pledges, capital leases, conditional sale contracts, sale-and-
leaseback transactions, charges, hypothecations, assignments, easements, zoning restrictions, rights of way, deposit arrangements, purchase options,
rights of first refusal and other encumbrances of every kind. For the avoidance of doubt, the license of Intellectual Property Rights shall not itself
constitute a Lien.

1.115 “Losses” means any losses, liabilities, damages, deficiencies, costs and expenses (including reasonable out-of-pocket attorneys’ fees
and expenses and including the reasonable costs and expenses of investigating and defending any indemnification claim), including all Taxes
resulting from indemnification payments hereunder, (1) reduced by the amount of insurance proceeds recovered from any Person with respect
thereto (after deducting related costs and expenses) and (2) excluding any such losses, liabilities, damages, costs and expenses to the extent that the
underlying liability or obligation is the result of any action taken or omitted to be taken by any Indemnitee.
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1.116 “Material Adverse Effect” means, with respect to any business or Person, any state of facts, change, development, event, effect,
condition or occurrence that, individually or in the aggregate, has had or would reasonably be expected to have a materially adverse effect on the
business, assets, properties, liabilities or condition (financial or otherwise) of such business or Person and its Subsidiaries, as applicable, taken as a
whole, or that, directly or indirectly, prevents or materially impairs or delays the ability of such Person to perform its obligations under this
Agreement; provided, however, that Material Adverse Effect shall not include facts, changes, developments, events, effects, conditions or
occurrences (i) (A) generally affecting the rural, regional or nationwide wireline voice and data industry in the United States, including access line
loss, regulatory and political developments and changes in Law or GAAP, or (B) generally affecting the economy or financial markets in the
United States or the states where either Verizon operates the Spinco Business or the Company operates, (ii) resulting from the taking of any action
required by this Agreement or the other Transaction Agreements in connection with the Merger; or (iii) resulting from any natural disaster, or any
engagement by the United States in hostilities, whether or not pursuant to the declaration of a national emergency or war, or the occurrence of any
act or acts of terrorism (in each case, so long as any such facts, changes, developments, events, effects, conditions or occurrences referenced in
clause (i) or (iii) do not materially disproportionately impact such business or Person relative to others in the incumbent local exchange
communications industry). Notwithstanding the foregoing, any fluctuation in the market price of such Person’s publicly traded common stock,
separately and by itself, shall not be deemed to constitute or contribute to a Material Adverse Effect (it being understood that the foregoing shall
not prevent a party from asserting that any fact, change, development, event, effect, condition or occurrence that may have contributed to such
fluctuation in market price independently constitutes or contributes to a Material Adverse Effect).

1.117 “Material Company Owned Real Property” has the meaning set forth in Section 6.17(a).

1.118 “Materially Adverse Regulatory Condition” means any condition, obligation or restriction sought to be imposed on any of Spinco, any
Spinco Subsidiary, Verizon, any Verizon Subsidiary or the Company or any Company Subsidiary in connection with obtaining a
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Telecommunications Regulatory Consent that, taken together with any other conditions or restrictions sought to be imposed to obtain any other
Telecommunications Regulatory Consent, would reasonably be expected to be materially adverse to the Company, to Spinco or to Verizon
(assuming for this purpose that the business, assets, properties and liabilities of each of (i) Verizon and all Verizon Subsidiaries and (ii) the
Company and all Company Subsidiaries are comparable in size to those of Spinco and all Spinco Subsidiaries), disregarding for this purpose any
condition or requirement on the Company or the Surviving Corporation (a) to make capital expenditures substantially consistent with the amounts
and general categories of expenditures set forth in (x) the Company’s 2009 capital expenditure budget set forth in Section 7.1(h) of the Company
Disclosure Letter or (y) Verizon’s 2009 capital expenditure budget for the Spinco Business set forth in Section 7.2(f) of the Spinco Disclosure
Letter, (b) that is offered by the Company in its discretion at any time within nine months of the date hereof in an application for an order
approving the transactions contemplated hereby or in any related filing or testimony made within nine months of the date hereof or (c) to abide by
any written binding commitments made by Verizon or any Verizon Subsidiary with respect to the Spinco Business, or by the Company or any of its
Subsidiaries, to any Governmental Authority prior to the date hereof.

1.119 “Merger” has the meaning set forth in Section 2.1.

1.120 “Merger Tax Opinion” has the meaning set forth in Section 7.9(d).

1.121 “Minimum Aggregate Consideration” means the number of shares of Company Common Stock that would equal 51% of the Fully
Diluted Number of Shares of the Surviving Corporation immediately following the Merger.

1.122 “Minimum Aggregate Consideration Value” means the dollar value of a number of shares of Company Common Stock equal to the
Minimum Aggregate Consideration, valued for this purpose using the Company Average Price.
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1.123 “Network Element” means any port network device, computer, server or other processing device connected to or used in support of the
public switched voice, data, digital subscriber line and other networks of the Spinco Business, to the extent such element is located in the Territory
and is used primarily in the support of the Spinco Business.

1.124 “Network Element Software” means the Verizon Third Party Intellectual Property consisting of system software and any application
software, in each case in the form and content it exists as of the Closing Date, as and to the extent installed on Network Elements owned or leased
by Spinco or the Spinco Subsidiaries as of the Closing, certain of which software is listed on Section 1.124 of the Spinco Disclosure Letter along
with the Network Elements in which they are installed, but excluding any application software (other than application software that has been
specifically designed and dedicated for a Network Element and is required for a Network Element to perform its video, voice or data function)
which is licensed pursuant to a Retained Contract that (i) is licensed by any Person other than the Network Element supplier or (ii) is identified on
Section 1.124 (ii) of the Spinco Disclosure Letter.

1.125 “Non-ILEC Spinco Subsidiary” has the meaning set forth in the Distribution Agreement.

1.126 “Non-Statutory Intellectual Property” means all unpatented inventions (whether or not patentable), trade secrets, know-how and
proprietary information, including but not limited to (in whatever form or medium), discoveries, ideas, compositions, formulas, computer programs
(including source and object codes), technical know-how, computer software documentation, database, drawings, designs, plans, business plans,
product development and marketing plans, projections, engineering drawings and plans, network architecture drawings and plans, proposals,
specifications, photographs, samples, models, processes, procedures, data, information, manuals, reports, financial, marketing and business data,
and sales, pricing, and cost information, correspondence and notes; provided, however, that, notwithstanding anything to the contrary, the
definition of “Non-Statutory Intellectual Property” shall not include any Statutory Intellectual Property.

1.127 “Notice Period” has the meaning set forth in Section 7.11(c)(i).

1.128 “NYSE” has the meaning set forth in Section 3.3(b).

1.129 “Order” means any decree, judgment, injunction, writ, ruling or other order of any Governmental Authority.

1.130 “Owned Real Property” has the meaning set forth in the Distribution Agreement.

1.131 “PBGC” means the U.S. Pension Benefit Guaranty Corporation.

1.132 “Per Share Merger Consideration” has the meaning set forth in Section 3.1(a).

1.133 “Permitted Encumbrances” means (A) statutory Liens for Taxes that are not due and payable as of the Closing Date, or that are being
contested in good faith and for which appropriate reserves have been established in accordance with GAAP; (B) mechanics liens and similar Liens
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for labor, materials or supplies provided, incurred in the ordinary course of business for amounts which are not due and payable or are subject to
dispute and with respect to which reserves have been established in accordance with GAAP; (C) zoning restrictions, building codes and other land
use Laws regulating the use or occupancy of such real property or the activities conducted thereon which are imposed by any Governmental
Authority having jurisdiction over such real property which are not violated by the current use or occupancy of such real property or the operation
of the business thereon; (D) easements, covenants, conditions, restrictions and other similar matters of record affecting title to any real property
which do not or would not materially impair the use or occupancy of such real property in the operation of the business conducted thereon;
(E) Liens arising under original purchase price conditional sales contracts and equipment leases with third parties entered into in the ordinary
course of business; and (F) Liens disclosed in the Company SEC Documents or the Spinco Financial Statements, as applicable.
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1.134 “Person” or “person” means a natural person, corporation, company, joint venture, individual business trust, trust association,
partnership, limited partnership, limited liability company or other entity, including a Governmental Authority.

1.135 “Proprietary Business Information” means any and all non-technical, non-public information included in the Non-Statutory
Intellectual Property which is owned by Licensor or its U.S. Affiliates as of the Closing, after giving effect to the assignment contemplated by
Section 2.1(a) of the Intellectual Property Agreement, and was used in the Spinco Business at any time during the 12 months prior to the Closing
Date; provided, however, that Proprietary Business Information shall not include Spinco Customer Listing Data (as defined in the Intellectual
Property Agreement).

1.136 “Proxy Statement/Prospectus” means the letters to Company stockholders, notices of meeting, proxy statement and forms of proxies to
be distributed to Company stockholders in connection with the Merger and the transactions contemplated by this Agreement and any additional
soliciting material or schedules required to be filed with the SEC in connection therewith, and that may be included in the Company Registration
Statement, it being understood that it is possible that the Company Registration Statement will not be declared effective and mailed to the Verizon
stockholders substantially contemporaneously with the mailing of the Proxy Statement/Prospectus to the Company stockholders, and, if it is not so
contemporaneously mailed to the Verizon stockholders, the prospectus included in the Company Registration Statement at the time of its mailing to
the Verizon stockholders may be different than the Proxy Statement/Prospectus mailed to the Company stockholders. This Proxy
Statement/Prospectus shall not incorporate any disclosure by reference to any other filings with the SEC.

1.137 “Realignment” has the meaning set forth in Section 7.24.

1.138 “Real Property Interests” means all easements, rights of way, and licenses in the real property of Spinco that are used primarily in the
operation of the Spinco Business, and excluding all Spinco Owned Real Property and property and interests subject to Spinco Leases and Spinco
Subleases.

1.139 “Record Date” has the meaning set forth in the Distribution Agreement.

1.140 “Redactable Information” has the meaning set forth in Section 7.9(a).

1.141 “Registration Statements” means the Company Registration Statement and the Spinco Registration Statement.

1.142 “Regulation S-K” means Regulation S-K promulgated under the Exchange Act.

1.143 “Regulatory Law” has the meaning set forth in Section 7.6(h).

1.144 “Required Payment Amount” means the aggregate amount, if any, of all amounts required to be paid, refunded, deferred, escrowed, or
foregone pursuant to an order, settlement agreement or otherwise (including in the form of any contribution or transfer of Assets or assumption or
retention of Liabilities, measured at fair market value and assuming the maximum amount of any contingent amount is paid or foregone and the full
amount of any deferred, contingent or escrowed amount is not received) by Verizon or its Subsidiaries, other than post-Closing obligations of
Spinco or any Spinco Subsidiary, as a condition to obtaining any consent of any Governmental Authority in the Territory required to consummate
the Distribution or the Merger or to complying with any order approving the Distribution and the Merger.

1.145 “Requisite Approval” has the meaning set forth in Section 6.22.

1.146 “Restraint” has the meaning set forth in Section 8.1(h).

1.147 “Retained Contract” has the meaning set forth in the Distribution Agreement.
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1.148 “Retained Customer Accounts” has the meaning set forth in the Distribution Agreement.

1.149 “Rights Plan” means the stockholder rights plan described in the Rights Agreement, dated as of March 6, 2002, between the Company
and Mellon Investor Services LLC, as amended.

1.150 “Ruling Request” has the meaning set forth in Section 7.9(a).

1.151 “Sarbanes-Oxley Act” has the meaning set forth in Section 6.4(c).

1.152 “SEC” means the U.S. Securities and Exchange Commission.

1.153 “Securities Act” means the Securities Act of 1933, as amended, together with the rules and regulations promulgated thereunder.

1.154 “Settlement Requirements” has the meaning set forth in Section 10.4(a).

1.155 “Significant Subsidiary” has the meaning set forth in Rule 1-02 of Regulation S-X promulgated under the Exchange Act.

1.156 “Software License Agreement” means the Software License Agreement to be entered into between an Affiliate of Verizon, Spinco and
the Company, in the form attached to the Distribution Agreement.

1.157 “Solvency Opinion” has the meaning set forth in Section 8.1(k).

1.158 “Special Payment” has the meaning set forth in the Distribution Agreement.

1.159 “Special Payment Financing” has the meaning set forth in Section 7.18(a).

1.160 “Specified Contract” has the meaning set forth in Section 7.6(j).

1.161 “Spinco” has the meaning set forth in the Preamble hereto.

1.162 “Spinco Assets” has the meaning set forth in the Distribution Agreement.

1.163 “Spinco Benefit Agreements” has the meaning set forth in Section 5.12(a).

1.164 “Spinco Benefit Plans” has the meaning set forth in Section 5.12(a).

1.165 “Spinco Business” has the meaning set forth in the Distribution Agreement.

1.166 “Spinco Business Employees” has the meaning set forth in Section 5.12(a).

1.167 “Spinco Closing Equity Value” means the amount equal to the sum of (A) $5.247 billion plus (B) the Required Payment Amount, if
any.

1.168 “Spinco Common Stock” means the common stock, par value $0.01 per share, of Spinco.

1.169 “Spinco Disclosure Letter” has the meaning set forth in the first paragraph of Article V.

1.170 “Spinco Financial Statements” has the meaning set forth in Section 5.4(a).

1.171 “Spinco Group” means Spinco and the Spinco Subsidiaries.
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1.172 “Spinco Leases” has the meaning set forth in Section 5.18(b).

1.173 “Spinco Liabilities” has the meaning set forth in the Distribution Agreement.

1.174 “Spinco Licenses” has the meaning set forth in Section 5.19(a).

1.175 “Spinco Material Contracts” has the meaning set forth in Section 5.15(a).
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1.176 “Spinco Owned Real Property” means all Owned Real Property of Spinco or Spinco Subsidiaries after giving effect to the
Contribution.

1.177 “Spinco Registration Statement” means any registration statement on Form S-1 or such other form, if any, as may be required by the
Securities Act to be filed by Spinco with the SEC to effect the registration under the Securities Act of the issuance of the shares of Spinco
Common Stock to be issued in the Distribution; any registration statement on Form 10 or such other form, if any, as may be required by the
Exchange Act to be filed by Spinco with the SEC to effect the registration of the Spinco Common Stock pursuant to the requirements of the SEC’s
Staff Legal Bulletin No. 4; and/or any such other form as may be permitted or required to be filed by the SEC in connection with the issuance or
distribution of the Spinco Common Stock (in each case, as amended and supplemented from time to time).

1.178 “Spinco Securities” has the meaning set forth in the Distribution Agreement.

1.179 “Spinco Stockholder Approval” has the meaning set forth in Section 5.16.

1.180 “Spinco Subleases” has the meaning set forth in Section 5.18(b).

1.181 “Spinco Subsidiaries” means all direct and indirect Subsidiaries of Spinco immediately following the Contribution.

1.182 “Spinco Value Shortfall” means the amount, if any, by which (i) the Minimum Aggregate Consideration Value exceeds (ii) the Spinco
Closing Equity Value.

1.183 “Spinco Voting Debt” has the meaning set forth in Section 5.2(c).

1.184 “Spinco’s Knowledge” has the meaning set forth in Section 11.13.

1.185 “State PUC Application” has the meaning set forth in Section 7.6(b).

1.186 “State Regulators” has the meaning set forth in Section 5.19(a).

1.187 “Statutory Intellectual Property” means all (i) United States patents and patent applications of any kind, (ii) United States works of
authorship, mask-works, copyrights, and copyright and mask work registrations and applications for registration, (iii) Trademarks, and (iv) any
rights or licenses in the foregoing.

1.188 “Subsidiary” means, with respect to any Person (but subject to the proviso in the definition of Affiliate), a corporation, partnership,
association, limited liability company, trust or other form of legal entity in which such Person, a Subsidiary of such Person or such Person and one
or more Subsidiaries of such Person, directly or indirectly, has either (i) a majority ownership in the equity thereof, (ii) the power, under ordinary
circumstances, to elect, or to direct the election of, a majority of the board of directors or other analogous governing body of such entity, or (iii) the
title or function of general partner or manager, or the right to designate the Person having such title or function.
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1.189 “Surviving Corporation” has the meaning set forth in Section 2.1.

1.190 “Surviving Corporation Indemnitees” means the Surviving Corporation, each Affiliate of the Surviving Corporation (including all
Subsidiaries of the Surviving Corporation) and their respective directors, officers, agents and employees.

1.191 “Surviving Corporation Releasors” has the meaning set forth in Section 7.12(b).

1.192 “Tariffs” has the meaning set forth in Section 7.6(j).

1.193 “Tax” or “Taxes” means (i) all taxes, charges, fees, duties, levies, imposts, required deposits, rates or other assessments or
governmental charges of any kind imposed by any federal, state, local or foreign Taxing Authority, including income, gross receipts, employment,
excise, severance, stamp, occupation, premium, windfall profits, environmental (including Taxes under Section 59A of the Code), custom duties,
property (including real, personal or intangible), sales, use, license, capital stock, transfer, franchise, registration, payroll, withholding, social
security (or similar), unemployment, disability, value added, alternative or add-on minimum or other taxes, whether disputed or not, and including
any interest, penalties or additions attributable thereto; (ii) liability for the payment of any amount of the type described in clause (i) above arising
as a result of being (or having been) a member of any consolidated, combined, unitary or similar group or being (or having been) included or
required to be included in any Tax Return related thereto (including pursuant to U.S. Treasury Regulation § 1.1502-6); and (iii) liability for the
payment of any amount of the type described in clauses (i) or (ii) above as a result of any express or implied obligation to indemnify or otherwise
assume or succeed to the liability of any other Person.
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1.194 “Tax-Free Status of the Transactions” means each of the intended tax consequences specified in the eleventh recital hereto.

1.195 “Tax Return” means any return, report, certificate, form or similar statement or document (including any related or supporting
information or schedule attached thereto and any information return, amended tax return, claim for refund or declaration of estimated tax) required
to be supplied to, or filed with, a Taxing Authority in connection with the determination, assessment or collection of any Tax or the administration
of any laws, regulations or administrative requirements relating to any Tax.

1.196 “Tax Sharing Agreement” means the Tax Sharing Agreement entered into on the date hereof, among Verizon, the Company, Spinco
and the ILEC Spinco Subsidiaries, as such agreement may be amended from time to time.

1.197 “Taxing Authority” means any Governmental Authority or any quasi-governmental or private body having jurisdiction over the
assessment, determination, collection or imposition of any Tax (including the IRS).

1.198 “Telecommunications Regulatory Consents” has the meaning set forth in Section 7.6(c).

1.199 “Termination Date” means the date, if any, on which this Agreement is terminated pursuant to Section 9.1.

1.200 “Territory” has the meaning set forth in the Distribution Agreement.

1.201 “Third Party Claim” has the meaning set forth in Section 10.4(a).

1.202 “Transaction Agreements” means this Agreement, the Distribution Agreement, the Cutover Plan Support Agreement, the Employee
Matters Agreement, the Intellectual Property Agreement, the Software License Agreement, the FiOS Intellectual Property Agreement, the FiOS
Software License Agreement, the FiOS Trademark License Agreement, the Joint Defense Agreement and the Tax Sharing Agreement.
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1.203 “Trademarks” means trademarks, tradenames, applications for trademark registration, service marks, applications for service mark
registration, domain names, registrations and applications for registrations pertaining thereto, and all goodwill associated therewith.

1.204 “Transferred Affiliate Arrangement” has the meaning set forth in the Distribution Agreement.

1.205 “U.S. Affiliate” means any Affiliate of Verizon that is incorporated in and operates solely in the United States, but specifically
excluding Verizon Wireless and any of its Subsidiaries.

1.206 “Verizon” has the meaning set forth in the Preamble hereto.

1.207 “Verizon Approvals” has the meaning set forth in Section 4.2(c).

1.208 “Verizon Common Stock” means the common stock, par value $0.10 per share, of Verizon.

1.209 “Verizon Disclosure Letter” has the meaning set forth in the first paragraph of Article IV.

1.210 “Verizon Group” means Verizon and the Verizon Subsidiaries.

1.211 “Verizon Indemnitees” means Verizon, each Affiliate of Verizon (including all Verizon Subsidiaries) and their respective directors,
officers, agents and employees.

1.212 “Verizon Interconnection Agreements” has the meaning set forth in Section 7.6(k).

1.213 “Verizon IP Consent” means any authorizations, approvals, consents or waivers required by any Person, other than Verizon or any of
its Subsidiaries, pursuant to their Contract rights (including any right to receive upgrades or maintenance, support or similar services, if any) in
respect of any Verizon Third Party Intellectual Property in connection with the consummation by Verizon and its Subsidiaries of the transactions
contemplated by the Distribution Agreement or this Agreement.

1.214 “Verizon IP Consent Costs” has the meaning set forth in Section 7.8(b).

1.215 “Verizon Subsidiaries” means all direct and indirect Subsidiaries of Verizon immediately after the Distribution Date, assuming that the
Distribution has occurred in accordance with the Distribution Agreement.

1.216 “Verizon Tax Counsel” means Debevoise & Plimpton LLP.
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1.217 “Verizon Third Party Consents” means the authorizations, approvals, consents or waivers required by any Person, other than Verizon or
any of its Subsidiaries, pursuant to their Contract rights (other than authorizations, approvals, consents or waivers in respect of any Verizon Third
Party Intellectual Property or constituting Telecommunications Regulatory Consents or other consents in respect of telecommunications regulatory
matters) in connection with the consummation by Verizon and its Subsidiaries of the transactions contemplated by the Distribution Agreement or
this Agreement.

1.218 “Verizon Third Party Intellectual Property” means any and all Intellectual Property Rights owned by any Person other than Verizon or
any of its Subsidiaries, that is used or held for use in the conduct of the Spinco Business, without regard as to whether Verizon or any of its
Subsidiaries has any rights therein or the right to assign such rights to Spinco or the Spinco Subsidiaries.

1.219 “Verizon Wireless” means Cellco Partnership d/b/a Verizon Wireless, a Delaware general partnership.

1.220 “Video Transport Service Agreement” has the meaning set forth in Section 7.22.

1.221 “Volume Commitments” has the meaning set forth in Section 7.6(j).
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1.222 “WARN Act” means the Worker Adjustment and Retraining Notification Act of 1988, as amended, and any similar state or local law,
regulation or ordinance.

ARTICLE II

THE MERGER

2.1 The Merger. At the Effective Time and upon the terms and subject to the conditions of this Agreement, Spinco shall be merged with and
into the Company (the “Merger”) in accordance with the applicable provisions of the DGCL, the separate existence of Spinco shall cease and the
Company shall continue as the surviving corporation of the Merger (sometimes referred to herein as the “Surviving Corporation”) and shall
succeed to and assume all the rights, powers and privileges and be subject to all of the obligations of Spinco in accordance with the DGCL and
upon the terms set forth in this Agreement.

2.2 Closing. Unless the transactions herein contemplated shall have been abandoned and this Agreement terminated pursuant to Section 9.1,
the closing of the Merger and the other transactions contemplated hereby (the “Closing”) shall take place, subject to Section 7.18, no later than
2:00 p.m., prevailing eastern time, on the last Business Day of the month in which, on such last Business Day, the conditions set forth in
Article VIII (other than those that are to be satisfied by action at the Closing) are satisfied or, to the extent permitted by applicable Law, waived
(but in any event not earlier than the last Business Day of April 2010), unless otherwise agreed upon in writing by the parties (the “Closing Date”),
at the offices of counsel to Verizon or such other location as may be agreed upon in writing by the parties.

2.3 Effective Time. Upon the terms and subject to the conditions of this Agreement, on the Closing Date, a certificate of merger shall be filed
with the Secretary of State of the State of Delaware with respect to the Merger (the “Certificate of Merger”), in such form as is required by, and
executed in accordance with, the applicable provisions of the DGCL. The Merger shall become effective at the time of filing of the Certificate of
Merger or at such later time as the parties hereto may agree and as is provided in the Certificate of Merger. The date and time at which the Merger
shall become so effective is herein referred to as the “Effective Time.”

2.4 Effects of the Merger. At the Effective Time, the effects of the Merger shall be as provided in this Agreement, the Certificate of Merger
and the applicable provisions of the DGCL. Without limiting the generality of the foregoing, at the Effective Time, all the property, rights,
privileges, powers and franchises of the Company and Spinco shall vest in the Surviving Corporation, and all debts, liabilities, duties and
obligations of the Company and Spinco shall become the debts, liabilities, duties and obligations of the Surviving Corporation.

2.5 Certificate of Incorporation and Bylaws of the Surviving Corporation.

(a) At the Effective Time, the certificate of incorporation of the Company as in effect immediately prior to the Effective Time shall be the
certificate of incorporation of the Surviving Corporation until thereafter duly amended in accordance with such certificate of incorporation and
applicable Law.

(b) At the Effective Time, the bylaws of the Company as in effect immediately prior to the Effective Time shall be the bylaws of the
Surviving Corporation until thereafter duly amended in accordance with the certificate of incorporation of the Surviving Corporation, such bylaws
and applicable Law.

2.6 Directors and Officers of the Surviving Corporation . Subject to Section 7.17, the directors of the Company at the Effective Time shall,
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from and after the Effective Time, be the initial directors of the Surviving Corporation. The officers of the Company at the Effective Time shall,
from and after the Effective Time, be the initial officers of the Surviving Corporation. Such directors and officers shall serve until their successors
have been duly elected or appointed and qualified or until their earlier death, resignation or removal in accordance with the Surviving
Corporation’s certificate of incorporation and bylaws.
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2.7 Potential Restructuring of Transactions. If, prior to the date on which the Company intends to commence solicitation of proxies for use at
the Company Stockholders Meeting, the IRS notifies Verizon that the IRS will not issue the IRS Ruling in whole or in part, then, during the
ensuing 30-day period, the parties will collaborate reasonably and in good faith in order to determine a possible alternative structure for the
transactions contemplated hereby that the parties determine, with the assistance of their respective tax advisors, will either make likely the receipt
from the IRS of the IRS Ruling or eliminate the necessity for an IRS Ruling, in either case, without (a) substantially increasing the costs to any
party associated with the transactions contemplated hereby, (b) causing the performance of the covenants and agreements of any party hereunder to
become substantially more burdensome, (c) substantially increasing the regulatory or other consents or approvals required to consummate the
transactions contemplated hereby, or (d) otherwise resulting in any substantial impediment to the consummation of the transactions contemplated
hereby. In the event the parties reasonably, and in good faith, agree upon such an alternative structure, they shall be obligated, as soon as
practicable thereafter, to modify the covenants and agreements set forth in this Agreement and the other Transaction Agreements accordingly to
reflect the change in transaction structure referenced in the immediately preceding sentence. In furtherance of the foregoing, each of the parties
shall take all action reasonably necessary to modify the Ruling Request to reflect the transactions as so modified and effectuate the change in
transaction structure contemplated by this Section 2.7, and each such party shall use all commercially reasonable efforts to cause the transactions
contemplated hereby, as so modified, to be consummated as soon as practicable thereafter. To the extent that the filing or effectiveness of the
materials necessary for the solicitation of proxies for use at the Company Stockholders Meeting is delayed in order to afford the parties the time
necessary to obtain a response with respect to the IRS Ruling such delay will be deemed to not constitute, nor constitute any basis for a claim of, a
breach of the Company’s covenants under Article VII hereof or otherwise. The parties acknowledge that, subject to the limitations set forth in
Section 2.4(d) of the Distribution Agreement, Verizon may elect pursuant to Section 2.4(d) of the Distribution Agreement to change the structure of
certain transactions contemplated in the recitals hereto and to make amendments to this Agreement in order to reflect such changes.

ARTICLE III

CONVERSION OF SHARES; EXCHANGE OF CERTIFICATES

3.1 Effect on Capital Stock. At the Effective Time, by virtue of the Merger and without any action on the part of Spinco, the Company or any
holder of any Spinco Common Stock or Company Common Stock:

(a) All of the shares of Spinco Common Stock issued and outstanding immediately prior to the Effective Time (other than shares canceled in
accordance with Section 3.1(b)) shall be automatically converted into an aggregate number of duly authorized, validly issued, fully paid and
nonassessable shares of Company Common Stock equal to the quotient of (x) the Spinco Closing Equity Value divided by (y) the Company
Average Price (the “Aggregate Merger Consideration”); provided, however, that to the extent the Aggregate Merger Consideration would be less
than the Minimum Aggregate Consideration, then (i) the Minimum Aggregate Consideration shall be used in place of the Aggregate Merger
Consideration and (ii) Verizon shall, at its option, either make a payment in cash to the Surviving Corporation on the Closing Date equal to the
Spinco Value Shortfall or reduce the aggregate amount of the Spinco Securities and/or the Special Payment by the Spinco Value Shortfall. In
connection with the foregoing, no later than three Business Days prior to the Effective Time, Verizon and Spinco shall deliver to the Company a
statement (the “Closing Statement”), certified by an officer of Verizon and accompanied by reasonable supporting detail, setting forth the amount
of, and identifying, all Distribution Date Spinco Indebtedness. Each share of Spinco Common Stock issued and outstanding immediately prior to
the Effective Time shall be automatically converted into a number of shares of Company Common Stock equal to (1) the Aggregate Merger
Consideration (or, if applicable, the Minimum Aggregate Consideration) divided by (2) the aggregate number of shares of Spinco Common Stock
issued and outstanding as of immediately prior to the Effective Time (the “Per Share Merger Consideration”).
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(b) Each share of Spinco Common Stock held by Spinco as treasury stock immediately prior to the Effective Time shall be canceled and shall
cease to exist and no stock or other consideration shall be issued or delivered in exchange therefor.

(c) Each share of Spinco Common Stock issued and outstanding immediately prior to the Effective Time, when converted in accordance with
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this Section 3.1, shall no longer be outstanding and shall automatically be canceled and shall cease to exist.

(d) Each share of Company Common Stock that is issued and outstanding immediately prior to and at the Effective Time shall remain
outstanding following the Effective Time.

3.2 Distribution of Per Share Merger Consideration.

(a) Agent. Prior to or at the Effective Time, the Company shall deposit with the Agent (as defined in the Distribution Agreement), for the
benefit of persons entitled to receive shares of Spinco Common Stock in the Distribution and for distribution in accordance with this Article III,
through the Agent, certificates or book-entry authorizations representing the shares of Company Common Stock (such shares of Company
Common Stock being hereinafter referred to as the “Distribution Fund”) issuable pursuant to Section 3.1 upon conversion of outstanding shares of
Spinco Common Stock. The Agent shall, pursuant to irrevocable instructions, deliver the Company Common Stock contemplated to be issued
pursuant to Section 3.1 from the shares of Company Common Stock held in the Distribution Fund. If the Company deposits such shares into the
Distribution Fund prior to the Effective Time and the Merger is not consummated, the Agent shall promptly return such shares to the Company.
The Distribution Fund shall not be used for any other purpose.

(b) Distribution Procedures. At the Effective Time, all shares of Spinco Common Stock shall be converted into shares of Company Common
Stock pursuant to, and in accordance with the terms of, this Agreement, immediately following which the Agent shall distribute on the same basis
as the shares of Spinco Common Stock would have been distributed in the Distribution and to the persons entitled to receive Spinco Common
Stock in the Distribution, in respect of the outstanding shares of Verizon Common Stock held by holders of record of Verizon Common Stock on
the Record Date, all of the shares of Company Common Stock into which the shares of Spinco Common Stock that otherwise would have been
distributed in the Distribution have been converted pursuant to the Merger. Each person entitled to receive Spinco Common Stock in the
Distribution shall be entitled to receive in respect of the shares of Spinco Common Stock otherwise distributable to such person a certificate or
book-entry authorization representing the number of whole shares of Company Common Stock that such holder has the right to receive pursuant to
this Article III (and cash in lieu of fractional shares of Company Common Stock, as contemplated by Section 3.3) (and any dividends or
distributions pursuant to Section 3.2(c)). The Agent shall not be entitled to vote or exercise any rights of ownership with respect to the Company
Common Stock held by it from time to time hereunder. The Company agrees that, from and after the Effective Time, those holders of record of
Verizon Common Stock who have become holders of record of Company Common Stock by virtue of the Distribution and the Merger shall be
holders of record of Company Common Stock for all purposes for so long as they hold such Company Common Stock.

(c) Distributions with Respect to Undistributed Shares. No dividends or other distributions declared or made after the Effective Time with
respect to Company Common Stock with a record date after the Effective Time shall be paid with respect to any shares of Company Common
Stock that have not been distributed by the Agent promptly after the Effective Time, whether due to a legal impediment to such distribution or
otherwise. Subject to the effect of applicable Laws, following the distribution of any such previously undistributed shares of Company Common
Stock, there shall be paid to the record holder of such shares of Company Common Stock, without interest (i) at the time of such distribution, the
amount of cash payable in lieu of fractional shares of Company Common Stock to which such holder is entitled pursuant to Section 3.3 and the
amount of dividends or other distributions with a record date after the Effective Time theretofore paid with respect to such whole shares of
Company Common Stock
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and (ii) at the appropriate payment date therefor, the amount of dividends or other distributions with a record date after the Effective Time but prior
to the distribution of such shares and a payment date subsequent to the distribution of such shares payable with respect to such whole shares of
Company Common Stock.

(d) No Further Ownership Rights in Spinco Common Stock. All shares of Company Common Stock issued in respect of shares of Spinco
Common Stock (including any cash paid pursuant to Section 3.3) shall be deemed to have been issued in full satisfaction of all rights pertaining to
such shares of Spinco Common Stock.

(e) Termination of Distribution Fund. Any portion of the Distribution Fund made available to the Agent that remains undistributed to the
former stockholders of Spinco on the one-year anniversary of the Effective Time shall be delivered to the Company, upon demand, and any former
stockholders of Spinco who have not received shares of Company Common Stock in accordance with this Article III shall thereafter look only to
the Company for payment of their claim for shares of Company Common Stock and any dividends, distributions or cash in lieu of fractional shares
with respect to such Company Common Stock (subject to any applicable abandoned property, escheat or similar Law). If and to the extent the
Company does not receive the Distribution Fund from the Agent, the former stockholders of Spinco shall look only to the Agent to complete the
transfer or payment.

(f) No Liability. None of Spinco, the Surviving Corporation or the Agent shall be liable to any holder of shares of Spinco Common Stock or
any holder of shares of Verizon Common Stock for any shares of Company Common Stock (or dividends or distributions with respect thereto or
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with respect to shares of Spinco Common Stock) or cash delivered to a public official pursuant to any applicable abandoned property, escheat or
similar Law.

(g) Closing of Transfer Books. From and after the Effective Time, the stock transfer books of Spinco shall be closed and no transfer shall be
made of any shares of capital stock of Spinco that were outstanding immediately prior to the Effective Time.

(h) Withholding Rights. Spinco, the Company and the Surviving Corporation shall be entitled to deduct and withhold from the consideration
otherwise payable pursuant to this Agreement to any holder of Spinco Common Stock such amounts as they determine in good faith are required to
be deducted and withheld with respect to the making of such payment under the Code, or under any provision of state, local or foreign Tax Law.
To the extent that amounts are so withheld and paid over to the appropriate Taxing Authority, such withheld amounts will be treated for all
purposes of this Agreement as having been paid to the recipient.

3.3 Fractional Shares.

(a) No fractional shares of Company Common Stock shall be issued in the Merger and no dividend or distribution with respect to Company
Common Stock shall be payable on or with respect to any fractional share interests and such fractional share interests will not entitle the owner
thereof to any rights of a stockholder of the Company.

(b) As promptly as practicable following the Effective Time, the Agent shall determine the excess of (x) the number of shares of Company
Common Stock delivered to the Agent by the Company pursuant to Section 3.2(a) over (y) the aggregate number of whole shares of Company
Common Stock to be distributed in respect of shares of Spinco Common Stock pursuant to Section 3.2(b) (such excess, the “Excess Shares”). As
soon after the Effective Time as practicable, the Agent, as agent for the applicable holders, shall sell the Excess Shares at the then prevailing prices
on the New York Stock Exchange (the “NYSE”), in the manner provided in paragraph (c) of this Section 3.3.

(c) The sale of the Excess Shares by the Agent shall be executed on the NYSE through one or more member firms of the NYSE and shall be
executed in round lots to the extent practicable. The Agent shall use all reasonable efforts to complete the sale of the Excess Shares as promptly
following the Effective Time as is practicable
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consistent with obtaining the best execution of such sales in light of prevailing market conditions. Until the net proceeds of any such sale or sales
have been distributed in respect of such shares of Spinco Common Stock, the Agent will hold such proceeds in trust for the applicable holders. The
Surviving Corporation shall pay all commissions, transfer taxes and other out-of-pocket transaction costs of the Agent incurred in connection with
such sale or sales of Excess Shares. In addition, the Surviving Corporation shall pay the Agent’s compensation and expenses in connection with
such sale or sales. The Agent shall determine the portion of such net proceeds to which each applicable holder shall be entitled, if any, by
multiplying the amount of the aggregate net proceeds by a fraction the numerator of which is the amount of the fractional share interest to which
such holder of Spinco Common Stock is entitled (after taking into account all shares of Spinco Common Stock then held by such holder) and the
denominator of which is the aggregate amount of fractional share interests to which all holders of Spinco Common Stock are entitled.

(d) As soon as practicable after the determination of the amount of cash, if any, to be paid in respect of Spinco Common Stock with respect
to any fractional share interests, the Agent shall pay such amounts to the applicable holders.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES OF VERIZON

Except as disclosed in the corresponding section of the Disclosure Letter delivered by Verizon to the Company immediately prior to the
execution of this Agreement (the “Verizon Disclosure Letter”), Verizon hereby represents and warrants to the Company as follows:

4.1 Organization; Qualification. Verizon is a corporation duly organized, validly existing and in good standing under the laws of the State of
Delaware. Each of Verizon and its Subsidiaries has all requisite corporate power and authority to own, lease and operate the Spinco Assets. Each of
the Contributing Companies is duly qualified or licensed to do business and is in good standing in each jurisdiction in which the Spinco Assets or
the nature of the Spinco Business operated by it makes such qualification necessary, except in such jurisdictions where the failure to be so qualified
or licensed or in good standing would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or
the Spinco Business.

4.2 Corporate Authority; No Violation.

(a) Verizon has the corporate power and authority to enter into this Agreement and each other Transaction Agreement to which it is or as of
the Effective Time will be a party and to carry out its obligations hereunder and thereunder. The execution, delivery and performance by Verizon of
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this Agreement and each other Transaction Agreement to which it is or as of the Effective Time will be a party and the consummation of the
transactions contemplated hereby and thereby have been duly authorized by all requisite corporate action on the part of Verizon, except for such
further action of the Board of Directors of Verizon required to establish the Record Date and the Distribution Date, and the effectiveness of the
declaration of the Distribution by the Board of Directors of Verizon (which is subject to the satisfaction or, to the extent permitted by applicable
Law, waiver of the conditions set forth in the Distribution Agreement). This Agreement has been duly executed and delivered by Verizon and,
assuming the due authorization, execution and delivery by the Company, constitutes a legal, valid and binding agreement of Verizon, enforceable
against Verizon in accordance with its terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency,
reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles governing the availability of equitable remedies).
As of the Distribution Date, each other Transaction Agreement to which Verizon or one of its Subsidiaries is a party will have been duly executed
and delivered by Verizon or such Subsidiary and, assuming the due authorization, execution and delivery by the other parties thereto, will constitute
a legal, valid and binding agreement of Verizon or such Subsidiary, as applicable, enforceable against Verizon or such Subsidiary, as applicable, in
accordance with its terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium
or similar Laws affecting creditors’ rights generally, or by principles governing the availability of equitable remedies).
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(b) Neither the execution and delivery by Verizon of this Agreement and other Transaction Agreements to which it is or as of the Effective
Time will be a party nor the consummation by Verizon of the transactions contemplated hereby or thereby, or performance by Verizon of any of the
provisions hereof or thereof, will (i) violate or conflict with any provisions of Verizon’s certificate of incorporation or bylaws; (ii) assuming the
consents and approvals contemplated by Section 4.2(c) are obtained, result in a default (or an event that, with notice or lapse of time or both, would
become a default) or give rise to any right of termination by any third party, cancellation, amendment or acceleration of any obligation or the loss of
any benefit under, any Contract to which Verizon or any of its Subsidiaries is a party or by which Verizon or any of its Subsidiaries is bound or
affected; (iii) result in the creation of a Lien on any of the issued and outstanding shares of Spinco Common Stock, capital stock of any Spinco
Subsidiary or on any of the Spinco Assets pursuant to any Contract to which Verizon or any of its Subsidiaries (including Spinco and its
Subsidiaries) is a party or by which Verizon or its Subsidiaries is bound or affected; or (iv) assuming the consents and approvals contemplated by
Section 4.2(c) are obtained, violate or conflict with any Order or Law applicable to Verizon or any of its Subsidiaries (including Spinco and its
Subsidiaries), or any of the properties, business or assets of any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any
such violation, conflict, default, right, loss or Lien which would not reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on Spinco or the Spinco Business.

(c) Other than in connection with or in compliance with (i) the provisions of the DGCL, (ii) the Securities Act, (iii) the Exchange Act,
(iv) the HSR Act, (v) the Communications Act and applicable rules and regulations thereunder and the rules, regulations, written policies,
instructions and orders of the FCC (the “FCC Rules”), (vi) approvals required in connection with the transfer of Real Property Interests and the
assignment or novation of Governmental Customer Contracts and (vii) the approvals set forth on Section 4.2(c) of the Verizon Disclosure Letter
(the approvals contemplated by clauses (i) through (vii), collectively, the “Verizon Approvals”), no authorization, consent or approval of, or filing
with, any Governmental Authority is necessary for the consummation by Verizon or Spinco or any of the Contributing Companies of the
transactions contemplated by this Agreement and the other Transaction Agreements, except for such authorizations, consents, approvals or filings
that, if not obtained or made, would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or
the Spinco Business. Notwithstanding the foregoing, although the approvals set forth in Section 4.2(c) of the Verizon Disclosure Letter constitute
all those authorizations, consents, approvals and filings that Verizon reasonably believes, as of the date of this Agreement, are necessary to obtain
or make prior to consummation of the transactions contemplated by this Agreement, additional State Regulators or other Governmental Authorities
not set forth in Section 4.2(c) of the Verizon Disclosure Letter may require or seek to require Verizon to obtain authorizations, consents or
approvals, or make filings, prior to consummation of the transactions contemplated by this Agreement, and if such additional authorizations,
consents, approval or filings are required, Verizon’s representations and warranties in this Section 4.2(c) shall not be deemed to have failed to be
true and correct on account of such requirement with respect to authorizations, consents, approvals or filings not set forth in Section 4.2(c) of the
Verizon Disclosure Letter.

4.3 Information Supplied. All documents that Verizon or any Verizon Subsidiary is responsible for filing with any Governmental Authority
in connection with the transactions contemplated hereby and by each other Transaction Agreement will comply in all material respects with the
provisions of applicable Law. All information supplied or to be supplied by Verizon or any Verizon Subsidiary in any document, other than the
Proxy Statement/Prospectus or the Registration Statements (which are addressed in Section 5.8 hereof), filed with any Governmental Authority in
connection with the transactions contemplated hereby and by the other Transaction Agreements will be, at the time of filing, at the Distribution
Date and at the Effective Time, true and correct in all material respects.

4.4 Brokers or Finders. Other than any arrangement that may be entered into after the date hereof (which shall be the exclusive liability and
obligation of Verizon and not any other party hereto), the material terms of which shall be disclosed to the Company, no agent, broker, investment
banker, financial advisor or other similar Person is or will be entitled, by reason of any agreement, act or statement by Verizon or any of its
Subsidiaries,
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directors, officers or employees, to any financial advisory, broker’s, finder’s or similar fee or commission, to reimbursement of expenses or to
indemnification or contribution in connection with any of the transactions contemplated by this Agreement or other Transaction Agreement.

ARTICLE V

REPRESENTATIONS AND WARRANTIES OF VERIZON AND SPINCO

Except as disclosed in the corresponding section of the Disclosure Letter delivered by Spinco to the Company immediately prior to the
execution of this Agreement (the “Spinco Disclosure Letter”), Verizon and Spinco, jointly and severally, represent and warrant to the Company as
follows:

5.1 Organization, Qualification.

(a) Spinco and each of the Spinco Subsidiaries (i) is, or on the date of its incorporation will be, a corporation duly organized, validly existing
and in good standing under the laws of its jurisdiction of incorporation, (ii) has, or will have, all requisite power and authority to own, lease and
operate its properties and assets and to carry on its business as presently conducted or as proposed to be conducted, and (iii) is, or will be, duly
qualified and licensed to do business and is, or will be, in good standing in each jurisdiction in which the ownership or leasing of its property or the
conduct of its business requires such qualification, except for jurisdictions in which the failure to be so qualified or to be in good standing would
not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business. The copies of the
Spinco certificate of incorporation and bylaws and the certificate of incorporation and bylaws (or other similar organizational documents) of each
Spinco Subsidiary previously made available to the Company are complete and correct copies of such documents as in full force and effect on the
date hereof.

(b) Section 5.1(b) of the Spinco Disclosure Letter sets forth a list of the Spinco Subsidiaries and their respective jurisdictions of incorporation
or organization.

5.2 Capital Stock and Other Matters.

(a) Spinco is a direct, wholly-owned Subsidiary of Verizon, and, as of the Effective Time, shall own or hold no assets (other than the capital
stock of the Spinco Subsidiaries and any rights held in connection with the Special Payment Financing, the Spinco Securities, this Agreement or
any other Transaction Agreement).

(b) As of the date hereof, the authorized capital stock of Spinco consists of 1,000 shares of Spinco Common Stock, and 1,000 shares of
Spinco Common Stock are issued and outstanding. No shares of Spinco Common Stock are held by Spinco in its treasury. All of the issued and
outstanding shares of Spinco Common Stock are, and immediately prior to the Effective Time will be, validly issued, fully paid and nonassessable
and free of preemptive rights.

(c) No bonds, debentures, notes or other indebtedness of Spinco or any of the Spinco Subsidiaries having the right to vote (or convertible into
or exercisable for securities having the right to vote) on any matters on which holders of shares of capital stock of Spinco (including Spinco
Common Stock) may vote (“Spinco Voting Debt”) are, or at the Distribution Date will be, issued or outstanding.

(d) Except in connection with the Merger or as otherwise provided for in the Transaction Agreements, there are not, and immediately prior to
the Effective Time there will not be, any outstanding securities, options, warrants, convertible securities, calls, rights, commitments or Contracts of
any kind to which Spinco or any Spinco Subsidiary is a party or by which any of them is bound obligating Spinco or any Spinco Subsidiary to
issue, deliver or sell, or cause to be issued, delivered or sold, additional shares of capital stock, Spinco Voting Debt or other voting securities of
Spinco or any Spinco Subsidiary or obligating Spinco or any Spinco Subsidiary to issue, grant, extend, redeem, acquire or enter into any such
security, option, warrant, convertible security, call, right, commitment or Contract.
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(e) There are not, and immediately prior to the Effective Time there will not be, any stockholder agreements, voting trusts or other Contracts
(other than the Distribution Agreement) to which Spinco is a party or by which it is bound relating to voting or transfer of any shares of capital
stock of Spinco or the Spinco Subsidiaries.
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5.3 Corporate Authority; No Violation.

(a) Spinco has the corporate power and authority to enter into this Agreement and each of Spinco and each Spinco Subsidiary has the
corporate power and authority to enter into each other Transaction Agreement to which it is, or as of the Effective Time will be, a party, and to
carry out its obligations hereunder and thereunder. The execution, delivery and performance by Spinco of this Agreement and by Spinco and each
applicable Spinco Subsidiary of each other Transaction Agreement to which it is or as of the Effective Time will be a party and the consummation
of the transactions contemplated hereby and thereby have been duly authorized by all requisite corporate action on the part of Spinco and the
Spinco Subsidiaries, except for such further action by the Board of Directors of Spinco required to effect the reclassification of the Spinco
Common Stock, the distribution of the Spinco Securities to Verizon and the payment of the Special Payment, each as contemplated by the
Distribution Agreement.

(b) This Agreement has been duly executed and delivered by Spinco and, assuming the due authorization, execution and delivery by the
Company, constitutes a legal, valid and binding agreement of Spinco, enforceable against Spinco in accordance with its terms (except insofar as
such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights
generally, or by principles governing the availability of equitable remedies). As of immediately prior to the Effective Time, each other Transaction
Agreement to which Spinco or any Spinco Subsidiary is a party will have been duly executed and delivered by Spinco or the applicable Spinco
Subsidiary and will, assuming the due authorization, execution and delivery by the other parties thereto, constitute a legal, valid and binding
agreement of Spinco or the applicable Spinco Subsidiary, enforceable against Spinco or the applicable Spinco Subsidiary in accordance with its
terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws
affecting creditors’ rights generally, or by principles governing the availability of equitable remedies).

(c) Neither the execution and delivery by Spinco of this Agreement and by Spinco and each applicable Spinco Subsidiary of each other
Transaction Agreement to which Spinco or the applicable Spinco Subsidiary is, or as of the Effective Time will be, a party, nor the consummation
by Spinco or the applicable Spinco Subsidiary of the transactions contemplated hereby or thereby, or performance by Spinco or the applicable
Spinco Subsidiary of the provisions hereof or thereof, will (i) violate or conflict with any provision of Spinco’s or the applicable Spinco
Subsidiary’s certificate of incorporation or bylaws (or other similar organizational documents); (ii) assuming the consents and approvals referred to
in Section 5.3(d) are obtained, result in a default (or an event that, with notice or lapse of time or both, would become a default) or give rise to any
right of termination or buy-out by any third party, cancellation, amendment or acceleration of any obligation or the loss of any benefit under any
Contract which, if it existed on the Distribution Date, would constitute a Spinco Asset; (iii) result in the creation of a Lien, pledge, security interest,
claim or other encumbrance on any of the issued and outstanding shares of Spinco Common Stock or capital stock of any Spinco Subsidiary or on
any of the Spinco Assets pursuant to any Contract to which Spinco or any Spinco Subsidiary is a party or by which Spinco or any Spinco
Subsidiary or any of the Spinco Assets is bound or affected; or (iv) assuming the consents and approvals contemplated by Section 5.3(d) are
obtained, violate or conflict with any Order or Law applicable to Spinco or any Spinco Subsidiary, or any of the properties, businesses or assets of
any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any such violation, conflict, default, right, loss or Lien which would
not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.
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(d) Other than the Verizon Approvals, no authorization, consent or approval of, or filing with, any Governmental Authority is necessary for
the consummation by Spinco or any Spinco Subsidiary of the transactions contemplated by this Agreement and the other Transaction Agreements
to which Spinco or any Spinco Subsidiary is a party, except for such authorizations, consents, approvals or filings that, if not obtained or made,
would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

5.4 Financial Statements.

(a) Verizon and Spinco have previously made available to the Company complete and correct copies of the audited combined Statements of
Selected Assets, Selected Liabilities and Parent Funding of the local exchange businesses and related landline activities of Verizon in the Territory
(including Internet access and certain long distance services provided to customers in those states) for the fiscal years ended December 31, 2007
and 2008, and the related audited combined statements of income, cash flows and parent funding for the fiscal years ended December 31, 2006,
2007 and 2008, including the notes thereto (collectively, the “Spinco Financial Statements”).

(b) The Spinco Financial Statements fairly present in all material respects, and any other financial statements prepared and delivered in
accordance with Section 7.3(h) or Section 7.16 will fairly present in all material respects, the financial position of the Spinco Business as of the
respective dates thereof, and the results of operations and changes in cash flows, changes in parent funding or other information included therein
for the respective periods or as of the respective dates then ended, in each case except as otherwise noted therein and subject, in the case of
unaudited interim statements, to normal year-end audit adjustments. The Spinco Financial Statements and such other financial statements have
been or will be prepared in accordance with GAAP, applied on a consistent basis, except as otherwise noted therein.
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(c) As of the date hereof, neither Spinco nor any of the Spinco Subsidiaries is required to file any form, report, registration statement,
prospectus or other document with the SEC.

(d) Except as set forth in the Spinco Financial Statements, since December 31, 2008, Verizon and its Subsidiaries conducting the Spinco
Business have not incurred any liabilities or obligations arising from the Spinco Business that are of a nature that would be required to be disclosed
on a combined balance sheet prepared consistently with the Spinco Financial Statements or in the notes thereto prepared in conformity with
GAAP, other than liabilities or obligations that have not had and would not reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on Spinco or the Spinco Business.

5.5 Absence of Certain Changes or Events. Except as specifically contemplated by this Agreement or the other Transaction Agreements,
since December 31, 2008, the Spinco Business has been conducted in the ordinary course, consistent with past practice, and there has not been any
state of facts, change, development, event, effect, condition or occurrence that has had, or would reasonably be expected to have, individually or in
the aggregate, a Material Adverse Effect on Spinco or the Spinco Business. From December 31, 2008 to the date hereof, none of Verizon, Spinco
or any of their respective Subsidiaries has taken any action or failed to take any action, which action or failure, as the case may be, would constitute
a breach of Section 7.2 if taken without the Company’s consent after the date hereof.

5.6 Investigations; Litigation.

(a) There is no material investigation or review pending (or, to Spinco’s Knowledge, threatened) by any Governmental Authority (including,
for this purpose only, the Universal Service Administrative Company and any other administrators designated by the FCC or a State Regulator)
with respect to Spinco or any of the Spinco Subsidiaries, or with respect to Verizon or any Verizon Subsidiary relating to the Spinco Business.
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(b) There are no actions, suits, grievances, arbitrations, investigations or proceedings pending (or, to Spinco’s Knowledge, threatened) against
or affecting Spinco or any of the Spinco Subsidiaries or any of their respective properties or otherwise affecting the Spinco Business at law or in
equity before, and there are no Orders of any Governmental Authority, in each case, which has had or would reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

5.7 Compliance with Laws. The Subsidiaries of Verizon conducting the Spinco Business are and since January 1, 2006 have been, in
compliance with all, and have received no notice of any violation (as yet unremedied) of any, Laws applicable to such Subsidiaries of Verizon or
any of their respective properties or assets or otherwise affecting the Spinco Business, except where such non-compliance, default or violation has
not had, and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco
Business. Notwithstanding anything contained in this Section 5.7, no representation or warranty shall be deemed to be made in this Section 5.7 in
respect of environmental, Tax, employee benefits, labor or communications Laws matters, which are the subject of the representations and
warranties made in Sections 5.10, 5.11, 5.12, 5.13 and 5.19 of this Agreement, respectively.

5.8 Proxy Statement/Prospectus; Registration Statements. None of the information regarding Verizon or its Subsidiaries, Spinco or the
Spinco Subsidiaries, or the Spinco Business, or the transactions contemplated by this Agreement or any other Transaction Agreement that is
provided by Verizon or Spinco or any of their respective Subsidiaries specifically for inclusion in, or incorporation by reference into, the Proxy
Statement/Prospectus or the Registration Statements will, in the case of the definitive Proxy Statement/Prospectus or any amendment or supplement
thereto, at the time of the mailing of the definitive Proxy Statement/Prospectus and any amendment or supplement thereto, and at the time of the
Company Stockholders Meeting, or, in the case of the Registration Statements, at the time such registration statement becomes effective, at the
time of the Company Stockholders Meeting (in the case of the Company Registration Statement), at the Distribution Date and at the Effective
Time, contain an untrue statement of a material fact or omit to state any material fact required to be stated therein or necessary in order to make the
statements therein, in the light of the circumstances under which they are made, not misleading. The Spinco Registration Statement will comply in
all material respects with the applicable provisions of the Securities Act or the Exchange Act, as the case may be, and the rules and regulations
promulgated thereunder, except that no representation is made by Verizon or Spinco with respect to information provided by the Company
specifically for inclusion in, or incorporation by reference into, the Spinco Registration Statement.

5.9 Information Supplied. All documents that Spinco or any Spinco Subsidiary is responsible for filing with any Governmental Authority in
connection with the transactions contemplated hereby or by any other Transaction Agreement will comply in all material respects with the
provisions of applicable Law. All information supplied or to be supplied by Spinco or any Spinco Subsidiary in any document, other than the
Proxy Statement/Prospectus and the Registration Statements, which are addressed in Section 5.8, filed with any Governmental Authority in
connection with the transactions contemplated hereby and by the other Transaction Agreements will be, at the time of filing, at the Distribution
Date and at the Effective Time, true and correct in all material respects.

5.10 Environmental Matters.
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(a) All material Environmental Permits required pursuant to any Environmental Law for operation of the Spinco Business (i) have been
obtained by the Subsidiaries of Verizon conducting the Spinco Business and (ii) are currently in full force and effect. Subsidiaries of Verizon
conducting the Spinco Business are in material compliance with all material Environmental Permits required pursuant to any Environmental Law
for operation of the Spinco Business.

(b) To Spinco’s Knowledge, the Subsidiaries of Verizon conducting the Spinco Business are, and at the Effective Time Spinco and each of
the Spinco Subsidiaries will be, in material compliance with all applicable
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Environmental Laws with respect to the Spinco Business. To Spinco’s Knowledge, there are no events, conditions, circumstances, activities,
practices or incidents related to the Spinco Business which have given, or would reasonably be likely to give, rise to any Environmental Claim that
has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

(c) There is no civil, criminal or administrative action, suit, demand, Environmental Claim, hearing, notice, or demand letter, notice of
violation, investigation or proceeding pending or, to Spinco’s Knowledge, threatened against the Subsidiaries of Verizon conducting the Spinco
Business related to any Environmental Permit or any applicable Environmental Law or any plan, order, decree, judgment, injunction, notice or
demand letter issued, entered, promulgated or approved thereunder, that has had or would reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

(d) To Spinco’s Knowledge, the Subsidiaries of Verizon conducting the Spinco Business have not generated, stored, used, emitted,
discharged or disposed of any Hazardous Material in the conduct of the Spinco Business except in material compliance with applicable
Environmental Law. To Spinco’s Knowledge, Verizon and its Subsidiaries have made available to the Company for its review copies of those
reports, audits, studies or analyses in their possession, custody or control that are material to the representations made in this Section 5.10.

(e) The Subsidiaries of Verizon conducting the Spinco Business (i) have not, within the past seven years, received any written request for
information, and have not been notified that they are a potentially responsible party, under the Comprehensive Environmental Response,
Compensation or Liability Law in connection with the conduct of the Spinco Business and (ii) to Spinco’s Knowledge, have not, within the past
seven years, been, and are not reasonably expected to be, subject to liability for any Environmental Claim arising under or pursuant to such Laws
in connection with the conduct of the Spinco Business.

5.11 Tax Matters.

(a) Except as would not, individually or in the aggregate, reasonably be expected to have a Material Adverse Effect on Spinco or the Spinco
Business, (i) all Tax Returns relating to the Spinco Business required to be filed have been filed, (ii) all such Tax Returns are true and correct in
all respects as filed or have been subsequently amended to make such Tax Returns true and correct and not further amended, (iii) all Taxes shown
as due and payable on such Tax Returns, and all Taxes (whether or not reflected on such Tax Returns) relating to the Spinco Business required to
be paid, have been timely paid in full, (iv) all Taxes relating to the Spinco Business for any taxable period (or a portion thereof) beginning on or
prior to the Closing Date (which are not yet due and payable) have been properly accrued for in the Spinco Financial Statements and other books
and records of Spinco and (v) Verizon and the Subsidiaries of Verizon conducting the Spinco Business have duly and timely withheld all Taxes
required to be withheld in respect of the Spinco Business and such withheld Taxes have been either duly and timely paid to the proper Taxing
Authority or properly set aside in accounts for such purpose and will be duly and timely paid to the proper Taxing Authority.

(b) No written agreement or other written document waiving or extending, or having the effect of waiving or extending, the statute of
limitations or the period of assessment or collection of any Taxes relating to the Spinco Business or any Subsidiary of Verizon conducting the
Spinco Business that will be transferred to Spinco, and no power of attorney with respect to any such Taxes, has been filed or entered into with
any Taxing Authority.

(c) (i) No audits or other administrative proceedings or proceedings before any Taxing Authority are presently pending with regard to any
Taxes or Tax Return of the Spinco Business or any Subsidiary of Verizon conducting the Spinco Business that will be transferred to Spinco, as to
which any Taxing Authority has asserted in writing any claim which, if adversely determined, would reasonably be expected to have, individually
or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business, and (ii) no Taxing Authority is now asserting in writing any
deficiency or claim for Taxes or any adjustment to Taxes with respect to which the Spinco Business or any Subsidiary of Verizon conducting the
Spinco Business that will be transferred to Spinco may be liable with respect to income or other material Taxes which has not been fully paid or
finally settled.
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(d) No Subsidiary of Verizon conducting the Spinco Business (i) is a party to or bound by or has any obligation under any Tax separation,
sharing or similar agreement or arrangement other than the Tax Sharing Agreement, (ii) is or has been a member of any consolidated, combined or
unitary group for purposes of filing Tax Returns or paying Taxes (other than a group of which Verizon is the common parent corporation) or has
any potential liability for Taxes of another Person (other than Verizon or any of the Verizon Subsidiaries) under Treasury Regulations § 1.1502-6
or (iii) has entered into a closing agreement pursuant to Section 7121 of the Code, or any predecessor provision or any similar provision of state or
local law.

(e) None of the Spinco Assets is subject to any Tax lien (other than liens for Taxes that are not yet due and payable).

(f) Section 5.11(f) of the Spinco Disclosure Letter lists, as of the date hereof, all foreign jurisdictions in which any Subsidiary of Verizon
conducting the Spinco Business files a material Tax Return.

(g) No Subsidiary of Verizon conducting the Spinco Business has agreed to make or is required to make any adjustment for a taxable period
ending after the Effective Time under Section 481(a) of the Code by reason of a change in accounting method or otherwise, except where such
adjustments have not had, and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or
the Spinco Business.

(h) No Subsidiary of Verizon conducting the Spinco Business has constituted either a “distributing corporation” or a “controlled corporation”
(within the meaning of Section 355(a)(1)(A) of the Code) in a distribution of stock (other than the Distribution or any Internal Spinoff) qualifying
for tax-free treatment under Section 355 of the Code (i) in the two years prior to the date of this Agreement or (ii) in a distribution that could
otherwise constitute part of a “plan” or “series of related transactions” (within the meaning of Section 355(e) of the Code) in connection with the
Merger.

(i) No Subsidiary of Verizon conducting the Spinco Business does so through, and no Spinco Assets are held by, a partnership, limited
liability company treated as a partnership for tax purposes, or any other flow-through entity that, in each case, is not wholly-owned by Verizon or
wholly-owned by Subsidiaries of Verizon.

(j) None of Verizon or any Subsidiary of Verizon conducting the Spinco Business has taken or agreed to take any action that is reasonably
likely to (nor is any of them aware of any agreement, plan or other circumstance that would) prevent the Tax-Free Status of the Transactions.

(k) No Subsidiary of Verizon conducting the Spinco Business has engaged in any listed transaction, or any reportable transaction the
principal purpose of which was tax avoidance, within the meaning of Sections 6011, 6111 and 6112 of the Code.

(l) At the Effective Time, Spinco will not be and will not have been a United States real property holding corporation within the meaning of
Section 897(c)(2) of the Code during the applicable period specified in Section 897(c)(1)(A)(ii) of the Code.

5.12 Benefit Plans.

(a) Section 5.12(a)(i) of the Spinco Disclosure Letter lists, as of the date hereof, each “employee benefit plan” (as defined in Section 3(3) of
ERISA), and all other benefit, bonus, incentive, deferred compensation, stock option (or other equity-based compensation), severance, retention,
change in control, welfare (including post-retirement medical and life insurance), fringe benefit and similar plans, programs, policies and
arrangements, whether or not subject to ERISA and whether written or oral, sponsored, maintained or contributed to or required to be maintained or
contributed to by Verizon or any Subsidiary of Verizon and (x) that will (or will be required to) be maintained or contributed to by Spinco or any
of the Spinco Subsidiaries on the Distribution Date, as provided in the Employee Matters Agreement, (y) with respect to which any Person who is
currently, has been
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or, on or prior to the Effective Time, is expected to become, an employee of any Subsidiary of Verizon conducting the Spinco Business or is (or
will become on the Distribution Date) an employee of Spinco or any Spinco Subsidiary (collectively, “Spinco Business Employees”) is (or will be)
entitled to any benefit or (z) with respect to which Spinco, Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business has any
liability (the “Spinco Benefit Plans”); provided, however, that no employee benefit plan shall be treated as a Spinco Benefit Plan if pursuant to the
Employee Matters Agreement neither Spinco, any Spinco Subsidiary nor any Subsidiary of Verizon conducting the Spinco Business has or will
have any liability with respect to such plan. Section 5.12(a)(ii) of the Spinco Disclosure Letter sets forth, as of the date hereof, a complete and
accurate list of each material employment, consulting, severance, change in control, retention, termination or other material bilateral contract
between any Spinco Business Employee, on the one hand, and Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco
Business, on the other hand, in each case, that is not a Spinco Benefit Plan (collectively, the “Spinco Benefit Agreements”). With respect to each
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Spinco Benefit Plan and Spinco Benefit Agreement, Verizon has provided to the Company complete and accurate copies of (A) such Spinco
Benefit Plan or Spinco Benefit Agreement, including any amendment thereto, (B) each trust, insurance, annuity or other funding contract related
thereto, (C) the most recent financial statements and actuarial or other valuation reports prepared with respect thereto and (D) the two most recent
annual reports on Form 5500 required to be filed with the IRS with respect thereto (if any).

(b) No material liability under Title IV (including Sections 4069 and 4212(c) of ERISA) or Section 302 of ERISA, or Section 412 of the
Code, has been or as of the Effective Time will have been incurred by Spinco, any Subsidiary of Verizon conducting the Spinco Business or any
ERISA Affiliate of any of them, and no condition exists that would reasonably be expected to result in Spinco, any Subsidiary of Verizon
conducting the Spinco Business or any ERISA Affiliate of any of them incurring any such liability, other than liability for premiums due to the
PBGC as of the Distribution Date. The present value of accrued benefits under each Spinco Benefit Plan that is subject to Title IV of ERISA,
determined as of the date of, and based upon the actuarial assumptions used for funding purposes in, the most recent actuarial report prepared by
such plan’s actuary with respect to such plan (dated May, 2009), did not exceed the value of the assets (as determined as of the last business day of
the last calendar month ended prior to the date hereof) of such plan allocable to such accrued benefits.

(c) (i) No Spinco Benefit Plan is or will be at the Effective Time a “multiemployer plan,” as defined in Section 3(37) of ERISA and (ii) none
of Spinco, the Subsidiaries of Verizon conducting the Spinco Business or any ERISA Affiliate of any of them has made or suffered or will as of the
Effective Time (including as a result of the consummation of the transactions contemplated by the Transaction Agreements (including the
Distribution)) have made or suffered a “complete withdrawal” or a “partial withdrawal,” as such terms are respectively defined in Section 4203 and
4205 of ERISA, the liability for which has not been satisfied in full.

(d) Each Spinco Benefit Plan and each Spinco Benefit Agreement has been, or for periods on or prior to the Distribution Date will have been,
operated and administered in all material respects in accordance with its terms and applicable Law, including ERISA and the Code. All
contributions and premium payments required to be made with respect to any Spinco Benefit Plan or Spinco Benefit Agreement have now been, or
on the Distribution Date will have been, timely made, except for (A) any contributions in respect of benefits that have become due but that are not
yet payable under the terms of the applicable Spinco Benefit Plan or Spinco Benefit Agreement or (B) any contributions in lieu of which pension
plan asset transfers will be made under the terms of the Employee Matters Agreement. Appropriate reserves or accruals have been taken on the
Spinco financial statements in accordance with GAAP in respect of any unpaid liabilities incurred or accrued under or in respect of any Spinco
Benefit Plan or Spinco Benefit Agreement. There are no pending or, to Spinco’s Knowledge, threatened claims by, on behalf of or against any of
the Spinco Benefit Plans in effect as of the date hereof or any Assets thereof, that, if adversely determined, would reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business, and no matter is pending (other than routine
qualification determination filings, copies of which have been furnished to the Company or will be promptly furnished to the Company when
made) before the IRS, the United States Department of Labor or the PBGC with respect to any Spinco Benefit Plan.
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(e) Each Spinco Benefit Plan intended to be “qualified” within the meaning of Section 401(a) of the Code is so qualified and the trusts
maintained thereunder are exempt from taxation under Section 501(a) of the Code, each trust maintained under any Spinco Benefit Plan intended to
satisfy the requirements of Section 501(c)(9) of the Code has satisfied such requirements and, in either such case, no event has occurred or
condition is known to exist that would reasonably be expected to have a material adverse effect on such tax-qualified status for any such Spinco
Benefit Plan or any such trust.

(f) Except as contemplated by this Agreement and each other Transaction Agreement, no Spinco Benefit Plan or Spinco Benefit Agreement,
no plan or arrangement sponsored or maintained by Verizon in which any Spinco Business Employee is, or on the Distribution Date will be, a
participant and no contractual arrangement between any Subsidiary of Verizon conducting the Spinco Business and any third party exists, or on the
Distribution Date will exist, that could result in (i) the payment to any current, former or future director, officer, stockholder or employee of
Spinco, any Spinco Subsidiary or any of the Subsidiaries of Verizon conducting the Spinco Business or of any entity the assets or capital stock of
which have been acquired by a Subsidiary of Verizon conducting the Spinco Business, of any money or other property or benefits, (ii) the
acceleration of the time of payment or vesting, or trigger any funding, of any compensation or benefits under any Spinco Benefit Plan or Spinco
Benefit Agreement or (iii) the breach or violation of, default under or limitation on the Company’s right to amend, modify or terminate any Spinco
Benefit Plan or Spinco Benefit Agreement, in each case as a result of the consummation of the transactions contemplated by the Transaction
Agreements (including the Distribution), whether or not (a) such payment, acceleration or provision would constitute a “parachute payment”
(within the meaning of Section 280G of the Code) or (b) some other action or event (including separation from service) would be required to cause
such payment, acceleration or provision to be triggered.

5.13 Labor Matters. None of Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business is a party to, or
bound by, any collective bargaining agreement, employment agreement or other Contract, in each case, with a labor union or labor organization
and no such agreement is currently being negotiated. To Spinco’s Knowledge, as of the date hereof no union organizing campaign is in progress
with respect to the Spinco Business Employees. Except for such matters which have not had, and would not reasonably be expected to have,
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individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business, (a) as of the date hereof, there are no strikes or
lockouts with respect to Spinco Business Employees, (b) there is no unfair labor practice, charge, complaint, labor dispute (other than routine
individual grievances) or labor arbitration proceeding pending or, to Spinco’s Knowledge, threatened against any of Spinco, any Spinco Subsidiary
or any Subsidiaries of Verizon conducting the Spinco Business, (c) there are no actual or, to Spinco’s Knowledge, threatened claims, arbitrations,
litigation or consent decrees relating to employment Laws, terms and conditions of employment and wages and hours pertaining to Spinco Business
Employees or employment practices affecting Spinco Business Employees in the Spinco Business and (d) Spinco, the Spinco Subsidiaries and the
Subsidiaries of Verizon conducting the Spinco Business are in compliance with all applicable Laws respecting (i) employment and employment
practices, (ii) terms and conditions of employment and wages and hours, (iii) collective bargaining and labor relations practices, (iv) layoffs, and
(v) immigration. As of the date hereof, none of Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business has
any liabilities under the WARN Act as a result of any action taken by Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the
Spinco Business and that has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco
or the Spinco Business.

5.14 Intellectual Property.

(a) Section 5.14(a) of the Spinco Disclosure Letter contains, as of the date hereof, a complete and accurate list of all registered trademarks
owned by Verizon or any of its U.S. Affiliates used in the Spinco Business. For the avoidance of doubt, the post-Closing ownership of and/or
rights in such Statutory Intellectual Property and other intellectual property shall be apportioned between Spinco and the Spinco Subsidiaries, on
the one hand, and Verizon and its other Affiliates, on the other, in accordance with the Intellectual Property Agreement. Section 5.14(a) of the
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Spinco Disclosure Letter contains a complete and accurate list of all Statutory Intellectual Property owned by Spinco. For the avoidance of doubt,
the post-Closing ownership of and/or rights in such Statutory Intellectual Property and other intellectual property shall be apportioned between
Spinco and the Spinco Subsidiaries, on the one hand, and Verizon and its other Affiliates, on the other, in accordance with the Intellectual Property
Agreement.

(b) Neither Verizon nor any of its U.S. Affiliates, including the Subsidiaries of Verizon conducting the Spinco Business, have received since
January 1, 2006 any written charge, complaint, claim, demand or notice alleging any infringement, misappropriation or violation by the Spinco
Business of (including any claim that the Subsidiaries of Verizon conducting the Spinco Business must license or refrain from using) any Verizon
Third Party Intellectual Property material to the Spinco Business.

(c) To Spinco’s Knowledge, there are no Liens on any Customer Data, personnel data of Spinco Business Employees who become employees
of the Surviving Corporation or its Subsidiaries at Closing, or Proprietary Business Information.

(d) Subject to obtaining the required Verizon IP Consents and to complying with the terms and conditions of any Contracts applicable to
Network Element Software, the Surviving Corporation and its Subsidiaries, immediately after the Effective Time, shall have the right to use the
Network Element Software in accordance with such Verizon IP Consents and such Contracts.

(e) The following software, information, and other Intellectual Property (as defined in the Intellectual Property Agreement and in the FiOS
Intellectual Property Agreement) will be sufficient to permit the Surviving Corporation and its Subsidiaries to operate the Spinco Business and the
Spinco FS Business (as defined in the FiOS Intellectual Property Agreement) immediately following the Effective Time in a manner consistent
with the operation of the Spinco Business and the Spinco FS Business immediately prior to the Effective Time: (1) the Software as licensed to the
Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in the Software License Agreement); (2) the FiOS
Software as licensed to the Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in the FiOS Software
License Agreement); (3) the Licensed Intellectual Property (as defined in the Intellectual Property Agreement and the FiOS Intellectual Property
Agreement) as licensed to the Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in the Intellectual
Property Agreement and the FiOS Intellectual Property Agreement); (4) the Proprietary Business Information, the Designated Spinco Statutory
Intellectual Property, Designated Spinco Intellectual Property, and the Spinco Customer Listing Data (each as defined in the Intellectual Property
Agreement) in each case as licensed or transferred to the Surviving Corporation and its Subsidiaries (including the restrictions and limitations
contained in the Intellectual Property Agreement); (5) the Proprietary FS Business Information, Spinco FS Intellectual Property, and the Spinco FS
Customer Listing Data (each as defined in the FiOS Intellectual Property Agreement) in each case as licensed or transferred to the Surviving
Corporation and its Subsidiaries (including the restrictions and limitations contained in the FiOS Intellectual Property Agreement); (6) the licenses
set forth in the Intellectual Property Agreement with respect to the Licensed Excluded Marks (as defined in the Intellectual Property Agreement);
(7) the Licensed Intellectual Property (as defined in the FiOS Intellectual Property Agreement) as licensed to the Surviving Corporation and its
Subsidiaries (including the restrictions and limitations contained in the FiOS Intellectual Property Agreement, and the licenses set forth in the FiOS
Trademark License Agreement attached as an Exhibit to the FiOS Intellectual Property Agreement); (8) the West Third Party Intellectual Property
(as defined in the Intellectual Property Agreement and the FiOS Intellectual Property Agreement); and (9) the Third Party Software.
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5.15 Material Contracts.

(a) Section 5.15(a) of the Spinco Disclosure Letter sets forth, and Verizon has made available to the Company true and complete copies of,
all Spinco Material Contracts in effect as of the date of this Agreement. For purposes of this Agreement, the term “Spinco Material Contracts”
means any of the following Contracts (other than this Agreement, each other Transaction Agreement, the documents relating to the Special
Payment Financing and the Spinco Securities, the Spinco Benefit Plans and the Spinco Benefit Agreements), whether
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entered into prior to or after the date hereof, to which Verizon or any Verizon Subsidiary, with respect to the Spinco Business only, is a
party: (i) any “material contract” (as defined in item 601(b)(10) of Regulation S-K of the SEC) as such term would be applied to the Spinco
Business as if it is a separate entity, (ii) any non-competition agreement or any other Contract that restricts in any material respect the conduct of
any line of business, (iii) any partnership, joint venture or similar Contract material to the Spinco Business, and (iv) any Contract that will govern
the terms of any Indebtedness (or guarantees thereof) of Spinco or any Spinco Subsidiary after the Effective Time in excess of $50,000,000.

(b) (i) Neither Verizon nor any Subsidiary of Verizon is in breach of or default under the terms of any Spinco Material Contract where such
breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the
Spinco Business, (ii) to Spinco’s Knowledge, no other party to any Spinco Material Contract is in breach of or in default under the terms of any
Spinco Material Contract where such breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on Spinco or the Spinco Business and (iii) each Spinco Material Contract is a valid and binding obligation of Verizon or
any Subsidiary of Verizon which is a party thereto and, to Spinco’s Knowledge, of each other party thereto, and is in full force and effect, except
insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’
rights generally, or by principles governing the availability of equitable remedies.

5.16 Board and Stockholder Approval. The Boards of Directors of Verizon and Spinco, in each case, at a meeting duly called, have
unanimously approved this Agreement and declared it advisable. As of the date hereof, the sole stockholder of Spinco is Verizon. Immediately
after execution of this Agreement, Verizon will approve and adopt (the “Spinco Stockholder Approval”), as Spinco’s sole stockholder, all aspects of
this Agreement and the other Transaction Agreements and the transactions contemplated hereby and thereby which require the consent of Spinco’s
stockholder under the DGCL, Spinco’s certificate of incorporation or Spinco’s bylaws. The approval of Verizon’s stockholders is not required to
effect the transactions contemplated by the Distribution Agreement, this Agreement or the other Transaction Agreements. Upon obtaining the
Spinco Stockholder Approval, the approval of Spinco’s stockholders after the Distribution Date will not be required to effect the transactions
contemplated by this Agreement, including the Merger, unless this Agreement is amended in accordance with Section 251(d) of the DGCL after the
Distribution Date and such approval is required, solely as a result of such amendment, under the DGCL or by the IRS.

5.17 Sufficiency of Assets.

(a) After giving effect to the Contribution and the other transactions described in or contemplated by the Distribution Agreement, and subject
to the receipt of all applicable approvals and consents, including those contemplated by Section 5.3(d), Spinco, together with the Spinco
Subsidiaries, will have, in all material respects, good and valid title to, or in the case of leased property, valid leasehold interests in, all of the
material Spinco Assets.

(b) Subject to the immediately following sentence, the assets of Spinco and the Spinco Subsidiaries as at the Closing Date (assuming the
consummation of the Contribution), together with the licenses and services to be made available pursuant to the Transaction Agreements, will be
sufficient to permit the Surviving Corporation and its Subsidiaries to operate the Spinco Business independent from Verizon and its Subsidiaries
(including having the ability to interact with retail and carrier customers, to provide for acceptances, orders and trouble reports and to dispatch
personnel to care for those orders and trouble reports, to bill for services and to collect accounts receivable) immediately following the Effective
Time (x) in all material respects, in compliance with Law and (y) in a manner substantially consistent with the operation of the Spinco Business on
the date hereof and immediately prior to the Effective Time. Notwithstanding the foregoing, it is understood and agreed that:

(i) the Company and the Surviving Corporation may not be assigned those assets and services listed or described in Section 5.17(b)(i) of
the Spinco Disclosure Letter, which are necessary for the conduct of the Spinco Business;
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(ii) the Company and the Surviving Corporation are not being assigned the Retained Contracts and the services provided under the
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Retained Contracts are necessary for the conduct of the Spinco Business; provided that the material services provided to the Spinco Business
under the Retained Contracts will be provided as part of the Realignment by means of entering into Contracts on behalf of Spinco with third
party vendors (whether or not the same as those under the Retained Contracts) or with Verizon or Subsidiaries of Verizon unless (x) they are
listed on Section 5.17(b)(ii) of the Spinco Disclosure Letter, (y) the Company and Verizon agree pursuant to Section 7.24 to omit such
services as part of the Realignment or (z) they involve Verizon Third Party Intellectual Property;

(iii) as contemplated by the Employee Matters Agreement, certain of the administrative and regional headquarters management
employees currently operating or advising the Spinco Business may not be transferred to Spinco and the Spinco Subsidiaries and the
immediately preceding sentence assumes that the Surviving Corporation will provide such equivalent personnel as may be appropriate for the
benefit of the Spinco Business;

(iv) Verizon Third Party Intellectual Property are needed to operate the Spinco Business and the immediately preceding sentence
assumes that the Surviving Corporation will procure rights and/or licenses in such Verizon Third Party Intellectual Property;

(v) the Realignment may alter the manner in which certain aspects of the Spinco Business are conducted, and such alterations may
include outsourcing to third party vendors or to Verizon or Subsidiaries of Verizon certain services and activities previously provided to the
Spinco Business by Verizon or Subsidiaries of Verizon, provided that such alterations (X) shall not involve any material alterations to the
manner in which customers engage with the Spinco Business for sales and service, the manner in which the Spinco Business delivers such
sales and service, billing and remittance processing, credit and collections, field service and dispatch, network design, network configuration,
employee training, payphone administration, the manner of wholesale customer interfacing and related provisioning, fleet operations and real
estate management and (Y) shall not materially diminish the overall standards of quality, timeliness and efficiency for customer services from
those prevailing immediately prior to such Realignment, taking into account reasonable fluctuations that occur from month to month;

(vi) the Company and Verizon may agree prior to the completion of the Realignment to omit certain operational functions from the
Spinco Business to the extent the Company wishes to integrate such functions with the Company’s existing operations as of the Closing and
the foregoing sentence assumes the completion of any such integration;

(vii) the only assets that will be held by Spinco and the Spinco Subsidiaries as of the Closing with respect to the activities described in
clauses (ii)(B) and (ii)(C) of the definition of “Spinco Business” will be customer relationships (and, in the case of Clause (ii)(C), those assets
listed in item (G) of the definition of Spinco Assets) and the Surviving Corporation will need to procure all other assets needed to undertake
such activities;

(viii) the Spinco Business conducted in West Virginia will need to be integrated with the operations of the Company on the Closing
Date and the immediately preceding sentence assumes that such integration has occurred without any services or licenses from Verizon or any
Verizon Subsidiaries after the Effective Time;

(ix) the manner in which the Spinco Business is conducted between the date hereof and the Effective Time may change on a basis
consistent with changes made in the ordinary course of business during such period to the business of other Affiliates of GTE Corporation
offering local exchange telecommunications services;

(x) the immediately preceding sentence shall not be deemed a representation or warranty as to any revenue, costs or expenses associated
with the conduct of the Spinco Business immediately following the Effective Time; and
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(xi) the immediately preceding sentence assumes the receipt of all necessary authorizations, approvals, consents or waivers required by
Law, by Governmental Authorities or other third Persons pursuant to their Contract rights in connection with the transactions contemplated
by the Distribution Agreement and this Agreement and pursuant to the Transaction Agreements.

5.18 Spinco Real Property.

(a) Section 5.18(a) of the Spinco Disclosure Letter sets forth the address of all real property that is, or will be following the Contribution,
Spinco Owned Real Property the loss of which would be material and adverse to the Spinco Business. After giving effect to the Contribution and
the other transactions contemplated by the Distribution Agreement and subject to the receipt of all applicable consents or approvals, Spinco, or the
Spinco Subsidiaries, will have, in all material respects, good and valid and marketable title to all of the Spinco Owned Real Property identified on
Section 5.18(a) of the Spinco Disclosure Letter, free and clear of all encumbrances other than Permitted Encumbrances. Neither Verizon nor any of
its Subsidiaries has leased or otherwise granted any third party any right to use or occupy any of the Spinco Owned Real Property identified on
Section 5.18(a) of the Spinco Disclosure Letter, and there are no outstanding options, rights of refusal, rights of first offer, rights of reverter or other
third party rights in Spinco Owned Real Property identified on Section 5.18(a) of the Spinco Disclosure Letter.

(b) Section 5.18(b) of the Spinco Disclosure Letter sets forth a list of the real property leases which are, or will be following the Contribution
(assuming the Contribution occurred on the date hereof), leases of Spinco or a Spinco Subsidiary (“Spinco Leases”). Section 5.18(b) of the Spinco
Disclosure Letter sets forth the subleases in respect of Spinco Leases as of the date hereof (the “Spinco Subleases”). Spinco has previously made
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available to the Company complete and correct copies of each of the Spinco Leases and Spinco Subleases. With respect to Spinco Leases and
Spinco Subleases, (i) each is enforceable in accordance with its terms, except insofar as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles governing the availability
of equitable remedies, (ii) there is no material default or material breach of a covenant by Verizon or any of its Subsidiaries, (iii) no event has
occurred which with or without the giving of notice or lapse of time, or both, would constitute such a material default or material breach and
(iv) there has been no collateral assignment or other security interest and they are not subject to any encumbrance other than Permitted
Encumbrances.

5.19 Communications Regulatory Matters.

(a) Spinco and the Spinco Subsidiaries hold, or on the Distribution Date will hold, all permits, licenses, franchises, waivers, orders, approvals,
concessions, registrations and other authorizations issued or provided by the FCC, state public service or public utility commissions or other similar
state regulatory bodies (the “State Regulators”) or any other Governmental Authority relating to communications regulatory matters (including
multichannel video) under all Laws currently in effect that are necessary for Spinco and/or the Spinco Subsidiaries to own their respective assets or
operate the applicable portion of the Spinco Business as currently conducted (“Spinco Licenses”), except such Spinco Licenses the failure of which
to so hold has not had and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the
Spinco Business.

(b) Verizon and each of the Contributing Companies in the conduct of the Spinco Business has complied since January 1, 2006 with, and
currently is not in violation of, any requirement of Law relating to communications regulatory matters (including multichannel video) to which
Spinco or the Spinco Business is subject, except to the extent that any such non-compliance or violation has not resulted and would not reasonably
be expected to result in any material burden, fine or consequence on the Spinco Business. Without limiting the foregoing, there is not pending, nor
to Spinco’s Knowledge, threatened against Verizon or any of its Subsidiaries any application, action, petition, objection or other pleading, or any
proceeding by or before the FCC or any State Regulators which questions or contests the validity of, or any rights of the holder under, or seeks the
non-renewal, revocation or
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suspension of any Spinco License. Since January 1, 2006, neither Verizon nor any of the Contributing Companies has received written notice of an
investigation or review by any Governmental Authority (including, for this purpose only, the Universal Service Administrative Company and any
other administrators designated by the FCC or a State Regulator) relating to communications regulatory matters (including multichannel video)
with respect to a material violation by Verizon or any of the Contributing Companies (with respect to the use or operation of the Spinco Assets) of
any requirement of Law relating to the Spinco Business, excluding any notice in respect of a matter that has been withdrawn or resolved without
the imposition of material penalties, burdens or fines. Spinco (a) is capable of providing local number portability in material compliance with 47
U.S.C. § 251(b)(2) and the implementing rules of the FCC; (b) complies in all material respects with the requirements of the Communications
Assistance for Law Enforcement Act, 47 U.S.C. § 1001 et seq., and the implementing rules of the FCC (“CALEA”); and (c) is capable of providing
911 service in material compliance with 47 U.S.C. § 251(e)(3) and the implementing rules of the FCC and applicable state Laws of the State
Regulators.

(c) As of the date hereof, none of Verizon or any Verizon Subsidiary has, with respect to the Spinco Business, (i) received notice from any
Governmental Authority with respect to an intention to enforce multichannel video customer service standards pursuant to the Communications
Act or (ii) agreed with any Governmental Authority to establish multichannel video customer service standards that exceed the standards in the
Communications Act.

5.20 Company Common Stock. Neither Verizon nor Spinco owns (directly or indirectly, beneficially or of record) or is a party to any
agreement, arrangement or understanding for the purpose of acquiring, holding, voting or disposing of, in each case, any shares of capital stock of
the Company (other than as contemplated by this Agreement), in each case other than any ownership by pension or other benefit plans sponsored
for employees of Verizon and/or its Subsidiaries.

5.21 Affiliate Transactions. There are no transactions or Contracts of the type that would be required to be disclosed by Subsidiaries of
Verizon conducting the Spinco Business under Item 404 of Regulation S-K if such companies were a company subject to such Item between or
among (a) Verizon, Spinco or any Spinco Subsidiary, on the one hand, and (b) any individual who is a “named executive officer” (as such term is
defined in Section 402 of Regulation S-K) of Verizon, Spinco or any Spinco Subsidiary, on the other hand, in each case to the extent such
transactions or Contracts relate to the Spinco Business but in each case excluding compensation received as an employee in the ordinary course.

ARTICLE VI

REPRESENTATIONS AND WARRANTIES OF THE COMPANY
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Except as disclosed (i) in the Company SEC Documents (including the exhibits thereto), other than disclosures in the “Risk Factors” or
“Forward-Looking Statements” sections thereof, or (ii) in the corresponding section of the Disclosure Letter delivered by the Company to Verizon
and Spinco immediately prior to the execution of this Agreement (the “Company Disclosure Letter”), the Company represents and warrants to
Verizon and Spinco as follows:

6.1 Organization; Qualification.

(a) The Company is a corporation duly organized, validly existing and in good standing under the laws of the State of Delaware, has all
requisite power and authority to own, lease and operate its properties and assets and to carry on its business as presently conducted, and is duly
qualified and licensed to do business and is in good standing in each jurisdiction in which the ownership or leasing of its property or the conduct of
its business requires such qualification, except for jurisdictions in which the failure to be so qualified or to be in good standing would not
reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company. The copies of the Company’s
certificate of incorporation and bylaws and the certificate of
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incorporation and bylaws (or other similar organizational documents) of any Company Subsidiary that is a Significant Subsidiary of the Company
previously made available to Verizon and Spinco are complete and correct copies of such documents as in full force and effect on the date hereof.

(b) Section 6.1(b) of the Company Disclosure Letter sets forth, as of the date hereof, a list of the Company Subsidiaries and their respective
jurisdictions of incorporation or organization, together with a designation of those Company Subsidiaries constituting Significant Subsidiaries of
the Company.

6.2 Capital Stock and Other Matters.

(a) As of the date hereof, the authorized capital stock of the Company consists of 600,000,000 shares of Company Common Stock and
50,000,000 shares of preferred stock of the Company. As of May 11, 2009, 312,356,567 shares of Company Common Stock were issued and
outstanding, 6,995,305 shares of Company Common Stock were reserved for issuance and no share of preferred stock of the Company were issued
or outstanding. All of the issued and outstanding shares of Company Common Stock are validly issued, fully paid and nonassessable and free of
preemptive rights and were issued in compliance with all applicable securities Laws, including all applicable registration requirements under the
Securities Act (unless an exemption from registration was available for a particular issuance).

(b) No bonds, debentures, notes or other indebtedness of the Company or any of the Company Subsidiaries having the right to vote (or
convertible into or exercisable for securities having the right to vote) on any matters on which holders of shares of capital stock of the Company
(including Company Common Stock) may vote (“Company Voting Debt”) are, or at the Distribution Date will be, issued or outstanding.

(c) Except as set forth in Section 6.2(a) above, there are no outstanding securities, options, warrants, convertible securities, calls, rights,
commitments or Contracts of any kind to which the Company or any of the Company Subsidiaries is a party or by which any of them is bound
obligating the Company or any of the Company Subsidiaries to issue, deliver or sell, or cause to be issued, delivered or sold, additional shares of
Company Common Stock, Company Voting Debt or other voting securities of the Company or any of the Company Subsidiaries or obligating the
Company or any of the Company Subsidiaries to issue, grant, extend, redeem, acquire or enter into any such security, option, warrant, convertible
security, call, right, commitment or Contract.

(d) Except as contemplated by this Agreement, there are no stockholders agreements, voting trusts or other Contracts to which the Company
is a party or by which it is bound relating to voting or transfer of any shares of capital stock of the Company or the nomination of any directors
thereof.

6.3 Corporate Authority; No Violation.

(a) The Company has the corporate power and authority to enter into this Agreement and each other Transaction Agreement to which it is, or
as of the Effective Time will be, a party, and subject to obtaining the Requisite Approval, to carry out its obligations hereunder and thereunder. The
execution, delivery and performance by the Company of this Agreement and each other Transaction Agreement to which it is, or as of the Effective
Time will be, a party and the consummation of the transactions contemplated hereby and thereby have been duly authorized by all requisite
corporate action on the part of the Company, subject to obtaining the Requisite Approval.

(b) This Agreement has been duly executed and delivered by the Company and, assuming the due authorization, execution and delivery by
Verizon and Spinco, constitutes a legal, valid and binding agreement of the Company, enforceable against the Company in accordance with its
terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws
affecting creditors’ rights generally, or by principles governing the availability of equitable remedies). As of immediately prior to the Effective
Time, each other Transaction Agreement to which the Company is a party will have been duly executed
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and delivered by the Company and will, assuming the due authorization, execution and delivery by the other parties thereto, constitute a legal, valid
and binding agreement of the Company, enforceable against the Company in accordance with its terms (except insofar as such enforceability may
be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles
governing the availability of equitable remedies).

(c) Neither the execution and delivery by the Company of this Agreement and each other Transaction Agreement to which the Company is, or
as of the Effective Time will be, a party, nor the consummation by the Company of the transactions contemplated hereby or thereby, or
performance by the Company of any of the provisions hereof or thereof, will (i) violate or conflict with any provision of the Company’s certificate
of incorporation or bylaws; (ii) assuming the consents and approvals referred to in Section 6.3(d) below are obtained, result in a default (or an
event that, with notice or lapse of time or both, would become a default) or give rise to any right of termination by any third party, cancellation,
amendment or acceleration of any obligation or the loss of any benefit under, any Contract to which the Company or any of the Company
Subsidiaries is a party or by which the Company or any of the Company Subsidiaries is bound or affected; (iii) result in the creation of a Lien,
pledge, security interest, claim or other encumbrance on any of the issued and outstanding shares of Company Common Stock or on any of the
assets of the Company or any of the Company Subsidiaries pursuant to any Contract to which the Company or any of the Company Subsidiaries is a
party or by which the Company or the Company Subsidiaries is bound or affected; or (iv) assuming the consents and approvals contemplated by
Section 6.3(d) below are obtained, violate or conflict with any Order or Law applicable to the Company or any of the Company Subsidiaries, or any
of the properties, business or assets of any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any such violation, conflict,
default, right, loss or Lien which would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company.

(d) Other than in connection with or in compliance with (i) the provisions of the DGCL, (ii) the Securities Act, (iii) the Exchange Act,
(iv) the HSR Act, (v) the Communications Act and applicable rules and regulations thereunder and the FCC Rules, (vi) the approvals set forth in
Section 6.3(d) of the Company Disclosure Letter and (vii) the Requisite Approval (collectively, the “Company Approvals”), no authorization,
consent or approval of, or filing with, any Governmental Authority is necessary for the consummation by the Company of the transactions
contemplated by this Agreement, except for such authorizations, consents, approvals or filings that, if not obtained or made, have not had and
would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company. Notwithstanding the
foregoing, although the approvals set forth in Section 6.3(d) of the Company Disclosure Letter constitute all those authorizations, consents,
approvals and filings that the Company reasonably believes, as of the date of this Agreement, are necessary to obtain or make prior to
consummation of the transactions contemplated by this Agreement, additional State Regulators or other Governmental Authorities not set forth in
Section 6.3(d) of the Company Disclosure Letter may require or seek to require the Company to obtain authorizations, consents or approvals, or
make filings, prior to consummation of the transactions contemplated by this Agreement, and if such additional authorizations, consents, approval
or filings are required, the Company’s representations and warranties in this Section 6.3(d) shall not be deemed to have failed to be true and correct
on account of such requirement with respect to authorizations, consents, approvals or filings not set forth in Section 6.3(d) of the Company
Disclosure Letter.

6.4 Company Reports and Financial Statements.

(a) The Company has previously made available to Spinco complete and correct copies of:

(i) the Company’s Annual Report on Form 10-K filed with the SEC under the Exchange Act for the year ended December 31, 2008,
including the Company’s audited consolidated balance sheet as of December 31, 2007 and 2008, and the related audited consolidated
statements of operations, cash flows and stockholders’ equity for the fiscal years ended December 31, 2008, 2007 and 2006 (the “Company
Financial Statements”);
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(ii) the definitive proxy statement in respect of the Company’s 2009 annual meeting of stockholders, filed by the Company with the SEC
under the Exchange Act on April 6, 2009;

(iii) all current reports on Form 8-K (excluding any Form 8-K that is deemed “furnished” under the Exchange Act) filed by the
Company with the SEC under the Exchange Act since January 1, 2009 and prior to the date hereof; and

(iv) each other form, report, schedule, registration statement and definitive proxy statement filed by the Company or any of its
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Subsidiaries with the SEC since January 1, 2009 and prior to the date hereof (collectively, and together with the items specified in clauses (i)
through (iii) above, the “Company SEC Documents”).

(b) As of their respective filing dates (and if amended or superseded by a filing prior to the date of this Agreement, then on the date of such
filing), the Company SEC Documents complied in all material respects, and each other form, report, schedule, registration statement and definitive
proxy statement filed by the Company or any of its Subsidiaries after the date hereof and prior to the Effective Time (the “Additional Company
SEC Documents”) will comply in all material respects, with the requirements of the Securities Act or the Exchange Act, as the case may be, and,
subject to the last sentence of Section 6.8, none of such Company SEC Documents when filed contained, or will contain, an untrue statement of a
material fact or omitted, or will omit, to state a material fact required to be stated therein or necessary to make the statements therein, in the light of
the circumstances under which they were made, not misleading. The audited consolidated financial statements and unaudited consolidated interim
financial statements included in the Company SEC Documents and the Additional Company SEC Documents (including any related notes and
schedules) fairly present in all material respects, or will fairly present in all material respects, the financial position of the Company and its
consolidated Subsidiaries as of the respective dates thereof and the results of operations and changes in cash flows, changes in stockholders’ equity
or other information included therein for the respective periods or as of the respective dates then ended, in each case except as otherwise noted
therein and subject, in the case of unaudited interim statements, to normal year-end audit adjustments. The Company Financial Statements and
such other financial statements have been or will be prepared in accordance with GAAP, consistently applied, except as otherwise noted therein.
Since January 1, 2006, the Company has timely filed all reports, registration statements and other filings required to be filed with the SEC under
the rules and regulations of the SEC. Since December 31, 2008, the Company and the Company Subsidiaries have not incurred any liabilities or
obligations that are of a nature that would be required to be disclosed on a consolidated balance sheet prepared consistently with the Company
Financial Statements or in the notes thereto prepared in conformity with GAAP, other than liabilities or obligations that have not had and would
not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company.

(c) The Company and the Company Subsidiaries have designed and maintain a system of internal controls over financial reporting (as defined
in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) sufficient to provide reasonable assurances regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with GAAP. The Company has designed and maintains disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Exchange Act) to ensure that material information required to be
disclosed by the Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in the SEC’s rules and regulations and is accumulated and communicated to the Company’s management as appropriate to
allow timely decisions regarding required disclosure and to make the certifications of the principal executive officer and principal financial officer
of the Company required pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act of 2002, as amended (the “Sarbanes-Oxley Act”).

6.5 Absence of Certain Changes or Events. Except as specifically contemplated by this Agreement or the other Transaction Agreements,
since December 31, 2008, each of the Company and the Company Subsidiaries has conducted its business in the ordinary course, consistent with
past practice, and there has not been any state of facts, change, development, event, effect, condition or occurrence that has had, or would
reasonably be expected to have,
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individually or in the aggregate, a Material Adverse Effect on the Company. From December 31, 2008 to the date hereof, none of the Company or
any of the Company Subsidiaries has taken any action or failed to take any action, which action or failure, as the case may be, would constitute a
breach of Section 7.1 if taken without the consent of Verizon and Spinco after the date hereof.

6.6 Investigations; Litigation.

(a) There is no material investigation or review pending (or, to the Company’s Knowledge, threatened) by any Governmental Authority
(including, for this purpose only, the Universal Service Administrative Company and any other administrators designated by the FCC or a State
Regulator) with respect to the Company or any of the Company Subsidiaries.

(b) There are no actions, suits, grievances, arbitrations, investigations or proceedings pending (or, to the Company’s Knowledge, threatened)
against or affecting the Company or any of the Company Subsidiaries or any of their respective properties at law or in equity before, and there are
no Orders of any Governmental Authority, in each case, which has had or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company.

6.7 Compliance with Laws. The Company and the Company Subsidiaries are and since January 1, 2006 have been, in compliance with all,
and have received no notice of any violation (as yet unremedied) of any, Laws applicable to the Company, such Company Subsidiaries or any of
their respective properties or assets, except where such non-compliance, default or violation has not had, and would not reasonably be expected to
have, individually or in the aggregate, a Material Adverse Effect on the Company. Notwithstanding anything contained in this Section 6.7, no
representation or warranty shall be deemed to be made in this Section 6.7 in respect of environmental, Tax, employee benefits,
labor or communications Laws matters, which are the subject of the representations and warranties made in Sections 6.10, 6.11, 6.12, 6.13 and 6.15
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of this Agreement, respectively.

6.8 Proxy Statement/Prospectus; Registration Statements. None of the information regarding the Company or the Company Subsidiaries or
the transactions contemplated by this Agreement provided by the Company specifically for inclusion in, or incorporation by reference into, the
Proxy Statement/Prospectus or the Registration Statements will, in the case of the definitive Proxy Statement/Prospectus or any amendment or
supplement thereto, at the time of the mailing of the definitive Proxy Statement/Prospectus and any amendment or supplement thereto, and at the
time of the Company Stockholders Meeting, or, in the case of the Registration Statements, at the time such registration statement becomes
effective, at the time of the Company Stockholders Meeting (in the case of the Company Registration Statement), at the Distribution Date and at the
Effective Time, contain an untrue statement of a material fact or omit to state any material fact required to be stated therein or necessary in order to
make the statements therein, in the light of the circumstances under which they are made, not misleading. The Company Registration Statement and
the Proxy Statement/Prospectus will comply in all material respects with the applicable provisions of the Securities Act and the Exchange Act and
the rules and regulations promulgated thereunder, except that no representation is made by the Company with respect to information provided by
Verizon or Spinco specifically for inclusion in, or incorporation by reference into, the Company Registration Statement or the Proxy
Statement/Prospectus.

6.9 Information Supplied. All documents that the Company is responsible for filing with any Governmental Authority in connection with the
transactions contemplated hereby or by any other Transaction Agreement will comply in all material respects with the provisions of applicable
Law. All information supplied or to be supplied by the Company in any document, other than the Proxy Statement/Prospectus and the Registration
Statements, which are addressed in Section 6.8, filed with any Governmental Authority in connection with the transactions contemplated hereby
and by the other Transaction Agreements will be, at the time of filing, at the Distribution Date and at the Effective Time, true and correct in all
material respects.
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6.10 Environmental Matters.

(a) All material Environmental Permits required pursuant to any Environmental Law for operation of the business of the Company (i) have
been obtained by the Company and the Company Subsidiaries and (ii) are currently in full force and effect. The Company and each of the
Company Subsidiaries are in material compliance with all material Environmental Permits required pursuant to any Environmental Law for
operation of the business of the Company.

(b) To the Company’s Knowledge, the Company and each of the Company Subsidiaries are, and at the Effective Time will be, in material
compliance with all applicable Environmental Laws with respect to the business of the Company. To the Company’s Knowledge, there are no
events, conditions, circumstances, activities, practices or incidents related to the business of the Company which have given, or would reasonably
be likely to give, rise to any Environmental Claim that has had or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company.

(c) There is no civil, criminal or administrative action, suit, demand, Environmental Claim, hearing, notice, or demand letter, notice of
violation, investigation or proceeding pending or, to the Company’s Knowledge, threatened against the Company or any of the Company
Subsidiaries related to any Environmental Permit or any applicable Environmental Law or any plan, order, decree, judgment, injunction, notice or
demand letter issued, entered, promulgated or approved thereunder, that has had or would reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on the Company.

(d) To the Company’s Knowledge, the Company and the Company Subsidiaries have not generated, stored, used, emitted, discharged or
disposed of any Hazardous Material except in material compliance with applicable Environmental Law. To the Company’s Knowledge, the
Company and the Company Subsidiaries have made available to Verizon for its review copies of those reports, audits, studies or analyses in their
possession, custody or control that are material to the representations made in this Section 6.10.

(e) The Company and each of the Company Subsidiaries (i) have not, within the past seven years, received any written request for
information, and have not been notified that they are a potentially responsible party, under the Comprehensive Environmental Response,
Compensation or Liability Law and (ii) to the Company’s Knowledge, have not, within the past seven years, been, and are not reasonably expected
to be, subject to liability for any Environmental Claim arising under or pursuant to such Laws.

6.11 Tax Matters.

(a) Except as would not, individually or in the aggregate, reasonably be expected to have a Material Adverse Effect on the Company, (i) all
Tax Returns relating to the Company and the Company Subsidiaries required to be filed have been filed, (ii) all such Tax Returns are true and
correct in all respects as filed or have been subsequently amended to make such Tax Returns true and correct and not further amended, (iii) all
Taxes shown as due and payable on such Tax Returns, and all Taxes (whether or not reflected on such Tax Returns) relating to the Company or any
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the Company Subsidiary required to be paid, have been timely paid in full, (iv) all Taxes relating to the Company and the Company Subsidiaries
for any taxable period (or a portion thereof) beginning on or prior to the Closing Date (which are not yet due and payable) have been properly
accrued for in the books and records of the Company, and (v) the Company and the Company Subsidiaries have duly and timely withheld all Taxes
required to be withheld and such withheld Taxes have been either duly and timely paid to the proper Taxing Authority or properly set aside in
accounts for such purpose and will be duly and timely paid to the proper Taxing Authority.

(b) No written agreement or other written document waiving or extending, or having the effect of waiving or extending, the statute of
limitations or the period of assessment or collection of any Taxes relating to the Company or any Company Subsidiary, and no power of attorney
with respect to any such Taxes, has been filed or entered into with any Taxing Authority.
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(c) (i) No audits or other administrative proceedings or proceedings before any Taxing Authority are presently pending with regard to any
Taxes or Tax Return of the Company or any Company Subsidiary, as to which any Taxing Authority has asserted in writing any claim which, if
adversely determined, would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company, and
(ii) no Taxing Authority is now asserting in writing any deficiency or claim for Taxes or any adjustment to Taxes with respect to which the
Company or any Company Subsidiary may be liable with respect to income or other material Taxes which has not been fully paid or finally settled.

(d) Neither the Company nor any Company Subsidiary (i) is a party to or bound by or has any obligation under any Tax separation, sharing or
similar agreement or arrangement other than the Tax Sharing Agreement and the Company Tax Sharing Agreement, (ii) is or has been a member
of any consolidated, combined or unitary group for purposes of filing Tax Returns or paying Taxes (other than a group of which the Company is
the common parent corporation) or has any potential liability for Taxes of another Person (other than the Company or any of the Company
Subsidiaries under Treasury Regulations § 1.1502-6) or (iii) has entered into a closing agreement pursuant to Section 7121 of the Code, or any
predecessor provision or any similar provision of state or local law.

(e) None of the assets of the Company or any of the Company Subsidiaries is subject to any Tax lien (other than liens for Taxes that are not
yet due and payable).

(f) Section 6.11(f) of the Company Disclosure Letter lists, as of the date hereof, all foreign jurisdictions in which the Company or any
Company Subsidiary files a material Tax Return.

(g) Neither the Company nor any Company Subsidiary has agreed to make or is required to make any adjustment for a taxable period ending
after the Effective Time under Section 481(a) of the Code by reason of a change in accounting method or otherwise, except where such adjustments
have not had, and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company.

(h) Neither the Company nor any Company Subsidiary has constituted either a “distributing corporation” or a “controlled corporation”
(within the meaning of Section 355(a)(1)(A) of the Code) in a distribution of stock qualifying for tax-free treatment under Section 355 of the Code
(i) in the two years prior to the date of this Agreement or (ii) in a distribution that could otherwise constitute part of a “plan” or “series of related
transactions” (within the meaning of Section 355(e) of the Code) in connection with the Merger.

(i) Neither the Company nor any of the Company Subsidiaries has taken or agreed to take any action that is reasonably likely to (nor are any
of them aware of any agreement, plan or other circumstance that would) prevent the Tax-Free Status of the Transactions.

(j) Neither the Company nor any Company Subsidiary has engaged in any listed transaction, or any reportable transaction the principal
purpose of which was tax avoidance, within the meaning of Sections 6011, 6111 and 6112 of the Code.

6.12 Benefit Plans.

(a) Section 6.12(a)(i) of the Company Disclosure Letter lists, as of the date hereof, each “employee benefit plan” (as defined in Section 3(3)
of ERISA), and all other benefit, bonus, incentive, deferred compensation, stock option (or other equity-based compensation), severance, retention,
change in control, welfare (including post-retirement medical and life insurance), fringe benefit and similar plans, programs, policies and
arrangements, whether or not subject to ERISA and whether written or oral, sponsored, maintained or contributed to or required to be maintained or
contributed to by the Company or any of the Company Subsidiaries, or with respect to which any Person who is currently, has been or, prior to the
Effective Time, is expected to become, an employee of the Company or any of the Company Subsidiaries (collectively, “Company Employees”) is
entitled to any benefit
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(the “Company Benefit Plans”), or with respect to which the Company or any of the Company Subsidiaries has any liability. Section 6.12(a)(ii) of
the Company Disclosure Letter sets forth, as of the date hereof, a complete and accurate list of each material employment, consulting, severance,
change in control, retention, termination or other material bilateral contract between any Company Employee, on the one hand, and the Company or
any Company Subsidiary, on the other hand, in each case, that is not a Company Benefit Plan (collectively, the “Company Benefit Agreements”).
With respect to each Company Benefit Plan and Company Benefit Agreement, the Company has provided to Verizon complete and accurate copies
of (A) such Company Benefit Plan or Company Benefit Agreement, including any amendment thereto, (B) each trust, insurance, annuity or other
funding contract related thereto, (C) the most recent financial statements and actuarial or other valuation reports prepared with respect thereto and
(D) the two most recent annual reports on Form 5500 required to be filed with the IRS with respect thereto (if any).

(b) No material liability under Title IV (including Sections 4069 and 4212(c) of ERISA) or Section 302 of ERISA, or Section 412 of the
Code, has been incurred by the Company, any of the Company Subsidiaries or any ERISA Affiliate of any of them, and no condition exists that
would reasonably be expected to result in the Company, any of the Company Subsidiaries or any ERISA Affiliate of any of them incurring any
such liability, other than liability for premiums due to the PBGC. The present value of accrued benefits under each Company Benefit Plan that is
subject to Title IV of ERISA, determined based upon the actuarial assumptions used for funding purposes in the most recent actuarial report
prepared by such plan’s actuary with respect to such plan, did not exceed, as of its latest valuation date, the then current value of the assets of such
plan allocable to such accrued benefits.

(c) (i) No Company Benefit Plan is a “multiemployer plan,” as defined in Section 3(37) of ERISA and (ii) none of the Company, the
Company Subsidiaries or any ERISA Affiliate of any of them has made or suffered a “complete withdrawal” or a “partial withdrawal,” as such
terms are respectively defined in Sections 4203 and 4205 of ERISA, the liability for which has not been satisfied in full.

(d) Each Company Benefit Plan and Company Benefit Agreement has been operated and administered in all material respects in accordance
with its terms and applicable Law, including ERISA and the Code. All contributions and premium payments required to be made with respect to
any Company Benefit Plan or Company Benefit Agreement have been timely made, except for any contributions in respect of benefits that have
become due but that are not yet payable under the terms of the applicable Company Benefit Plan or Company Benefit Agreement. Appropriate
reserves or accruals have been taken on the Company’s financial statements in accordance with GAAP in respect of any unpaid liabilities incurred
or accrued under or in respect of any Company Benefit Plan or Company Benefit Agreement. There are no pending or, to the Company’s
Knowledge, threatened claims by, on behalf of or against any of the Company Benefit Plans in effect as of the date hereof or any Assets thereof,
that, if adversely determined would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company,
and no matter is pending (other than routine qualification determination filings, copies of which have been furnished to Verizon and Spinco or will
be promptly furnished to Verizon and Spinco when made) with respect to any of the Company Benefit Plans before the IRS, the United States
Department of Labor or the PBGC.

(e) Each Company Benefit Plan intended to be “qualified” within the meaning of Section 401(a) of the Code is so qualified and the trusts
maintained thereunder are exempt from taxation under Section 501(a) of the Code, each trust maintained under any Company Benefit Plan intended
to satisfy the requirements of Section 501(c)(9) of the Code has satisfied such requirements and, in either such case, no event has occurred or
condition is known to exist that would reasonably be expected to have a material adverse effect on such tax-qualified status for any such Company
Benefit Plan or any such trust.

(f) No Company Benefit Plan or Company Benefit Agreement, and no contractual arrangements between the Company and any third party,
exists that could result in (i) the payment to any current, former or future director, officer, stockholder or employee of the Company or any of the
Company Subsidiaries, or of any entity the assets
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or capital stock of which have been acquired by the Company or a Company Subsidiary, of any money or other property or benefits, (ii) the
acceleration of the time of payment or vesting, or trigger any funding, of any compensation or benefits under any Company Benefit Plan or
Company Benefit Agreement or (iii) the breach or violation of, default under or limitation on the Company’s right to amend, modify or terminate
any Company Benefit Plan or Company Benefit Agreement, in each case as a result of the consummation of the transactions contemplated by the
Transaction Agreements whether or not (a) such payment, acceleration or provision would constitute a “parachute payment” (within the meaning
of Section 280G of the Code) or (b) some other action or event (including separation from service) would be required to cause such payment,
acceleration or provision to be triggered.

6.13 Labor Matters. Neither the Company nor any of the Company Subsidiaries is a party to, or bound by, any collective bargaining
agreement, employment agreement or other Contract, in each case, with a labor union or labor organization and no such agreement is currently
being negotiated. To the Company’s Knowledge, as of the date hereof no union organizing campaign is in progress with respect to the Company
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Employees. Except for such matters which have not had, and would not reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company, (a) as of the date hereof, there are no strikes or lockouts with respect to Company Employees, (b) there
is no unfair labor practice, charges, complaint, labor dispute (other than routine individual grievances) or labor arbitration proceeding pending or,
to the Company’s Knowledge, threatened against the Company or any of the Company Subsidiaries, (c) there are no actual or, to the Company’s
Knowledge, threatened claims, arbitrations, litigation or consent decrees relating to employment Laws, terms and conditions of employment and
wages and hours pertaining to employees of the Company or its Subsidiaries or employment practices affecting such employees and (d) the
Company and the Company Subsidiaries are in compliance with all applicable Laws respecting (i) employment and employment practices,
(ii) terms and conditions of employment and wages and hours, (iii) collective bargaining and labor relations practices, (iv) layoffs, and
(v) immigration. As of the date hereof, neither the Company nor any of the Company Subsidiaries has any liabilities under the WARN Act as a
result of any action taken by the Company and that has had, or would reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on the Company.

6.14 Intellectual Property.

(a) Section 6.14(a) of the Company Disclosure Letter contains, as of the date hereof, a complete and accurate list of all Statutory Intellectual
Property owned by the Company or any of the Company Subsidiaries.

(b) Neither the Company nor any Company Subsidiaries has received since January 1, 2006 any written charge, complaint, claim, demand or
notice alleging any infringement, misappropriation or violation by the business of the Company of (including any claim that the Company
Subsidiaries conducting the business of the Company must license or refrain from using) any Company Third Party Intellectual Property material
to the business of the Company.

(c) To the Company’s Knowledge, there are no Liens on any Intellectual Property owned by the Company or any of the Company
Subsidiaries.

6.15 Communications Regulatory Matters.

(a) The Company and the Company Subsidiaries hold, and on the Distribution Date will hold, all permits, licenses, franchises, waivers,
orders, approvals, concessions, registrations and other authorizations issued or provided by the FCC, the State Regulators or any other
Governmental Authority relating to communications regulatory matters (including multichannel video) under all Laws currently in effect that are
necessary for the Company and/or the Company Subsidiaries to own their respective assets or operate the applicable portion of the business of the
Company as currently conducted (“Company Licenses”), except such Company Licenses the failure of which to so hold has not had and would not
reasonably be expected to have, individually or in the
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aggregate, a Material Adverse Effect on the Company. The Company has in full force and effect, or will have in full force and effect as of the
Closing Date, authority to provide non-facilities-based international services between the U.S. and all permitted international points pursuant to 47
U.S.C. § 214 and 47 C.F.R. § 63.18.

(b) The Company and each of the Company Subsidiaries in the conduct of its business has complied since January 1, 2006 with, and
currently is not in violation of, any requirement of Law relating to communications regulatory matters (including multichannel video) to which the
Company or any of the Company Subsidiaries is subject, except to the extent that any such non-compliance or violation has not resulted and would
not reasonably be expected to result in any burden, fine or consequence on the business of the Company. Without limiting the foregoing, there is
not pending, nor to the Company’s Knowledge, threatened against the Company or any of the Company Subsidiaries any application, action,
petition, objection or other pleading, or any proceeding by or before the FCC or any State Regulators which questions or contests the validity of, or
any rights of the holder under, or seeks the non-renewal, revocation or suspension of any Company License. Since January 1, 2006, neither the
Company nor any of the Company Subsidiaries has received written notice of an investigation or review by any Governmental Authority
(including, for this purpose only, the Universal Service Administrative Company and any other administrators designated by the FCC or a State
Regulator) relating to communications regulatory matters (including multichannel video) with respect to a material violation by the Company or
any of the Company Subsidiaries of any requirement of Law, excluding any notice in respect of a matter that has been withdrawn or resolved
without the imposition of material penalties, burdens or fines. The Company (a) is capable of providing local number portability in material
compliance with 47 U.S.C. § 251(b)(2) and the implementing rules of the FCC; (b) complies in all material respects with the requirements of the
CALEA; and (c) is capable of providing 911 service in material compliance with 47 U.S.C. § 251(e)(3) and the implementing rules of the FCC and
applicable state Laws of the State Regulators.

6.16 Material Contracts.

(a) Section 6.16(a) of the Company Disclosure Letter sets forth, and the Company has made available to Verizon true and complete copies of,
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all Company Material Contracts in effect as of the date of this Agreement. For purposes of this Agreement, the term “Company Material
Contracts” means any of the following Contracts (other than this Agreement, each other Transaction Agreement, the Company Benefit Plans and
the Company Benefit Agreements), whether entered into prior to or after the date hereof, to which the Company or any Company Subsidiary is a
party: (i) any “material contract” (as defined in item 601(b)(10) of Regulation S-K of the SEC), (ii) any non-competition agreement or any other
Contract that restricts in any material respect the conduct of any line of business, (iii) any partnership, joint venture or similar Contract material to
the business of the Company, and (iv) any Contract (other than Contracts relating to the Spinco Payment Financing and the Spinco Securities) that
will govern the terms of any Indebtedness (or guarantees thereof) of the Surviving Corporation or any of its Subsidiaries after the Effective Time in
excess of $50,000,000.

(b) Assuming the accuracy of the representations and warranties of Verizon and Spinco in Section 5.17 and compliance by Verizon and
Spinco with Section 7.24, the Company represents that, as of the Closing Date, it will have the capability to assume responsibility for all of the
operations of the Spinco Business. The Company represents that as of the Closing it will have the capability to deliver comparable products and
services comprising the Spinco Business to customers at service levels and at a quality no less favorable than those provided by the Contributing
Companies in the Territory as of immediately prior to the Closing.

(c) (i) Neither the Company nor any Company Subsidiary is in breach of or default under the terms of any Company Material Contract where
such breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company, (ii) to the Company’s Knowledge, no other party to any Company Material Contract is in breach of or in default under the terms of any
Company Material Contract where such breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company and (iii) each Company Material Contract is a valid and binding obligation of the Company or any
Company Subsidiary which is a party thereto and, to the Company’s
 

A-1-44

Table of Contents

Knowledge, of each other party thereto, and is in full force and effect, except insofar as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles governing the availability
of equitable remedies.

6.17 Company Real Property.

(a) The Company or a Company Subsidiary has, in all material respects, good and valid and marketable title to all of the Company Owned
Real Property the loss of which would be material and adverse to the business of the Company (such Company Owned Real Property, the
“Material Company Owned Real Property”), free and clear of all encumbrances other than Permitted Encumbrances. None of the Company or the
Company Subsidiaries has leased or otherwise granted any third party any right to use or occupy any of the Material Company Owned Real
Property, and there are no outstanding options, rights of refusal, rights of first offer or rights of reverter or other third party rights in any of the
Material Company Owned Real Property.

(b) With respect to leases and subleases of real property to which the Company or its Subsidiaries is a party, (i) each is enforceable in
accordance with its terms, except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium
or similar Laws affecting creditors’ rights generally, or by principles governing the availability of equitable remedies, (ii) there is no material
default or material breach of a covenant by the Company or any Company Subsidiaries, (iii) no event has occurred which with or without the
giving of notice or lapse of time, or both, would constitute such a material default or material breach and (iv) there has been no collateral
assignment or other security interest and they are not subject to any encumbrance other than Permitted Encumbrances.

6.18 Opinions of Company Financial Advisors. The Company has received the written opinion of each of Citigroup Global Markets Inc. and
Evercore Partners, to the effect that, as of the date thereof, and based upon and subject to the assumptions and matters set forth therein, the
Aggregate Merger Consideration to be delivered by the Company in respect of the Spinco Common Stock pursuant to the Merger Agreement is
fair, from a financial point of view, to the Company and the holders of Company Common Stock. The Company will deliver copies of such written
opinions to Verizon promptly upon receipt.

6.19 Brokers or Finders. Except with respect to the Persons set forth in Section 6.18, no agent, broker, investment banker, financial advisor
or other similar Person is or will be entitled, by reason of any agreement, act or statement by the Company, or any of the Company Subsidiaries,
directors, officers or employees, to any financial advisory, broker’s, finder’s or similar fee or commission, to reimbursement of expenses or to
indemnification or contribution in connection with any of the transactions contemplated by this Agreement or any other Transaction Agreement.
The material terms of the engagement letters between each of the Company’s financial advisors and the Company have been provided to Verizon.

6.20 Takeover Statutes. Other than Section 203 of the DGCL, no “fair price,” “moratorium,” “control share acquisition,” “business
combination,” “stockholder protection” or other similar anti-takeover statute or regulation enacted under Delaware law, or, to the Company’s
Knowledge, under the law of any other jurisdiction, will apply to this Agreement, the Merger or the transactions contemplated hereby or thereby.
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The action of the Board of Directors of the Company in approving this Agreement and the transactions provided for herein is sufficient to render
inapplicable to this Agreement, the Merger and the transactions contemplated hereby or thereby and the transactions provided for herein, the
restrictions on “business combinations” (as defined in Section 203 of the DGCL) as set forth in Section 203 of the DGCL.

6.21 Certain Board Findings. The Board of Directors of the Company, at a meeting duly called and held, (i) has determined that this
Agreement and the transactions contemplated hereby, including the Merger, and the issuance of shares of Company Common Stock pursuant to the
Merger, are advisable, fair to and in the best interests of the Company and the stockholders of the Company, (ii) approved this Agreement and the
transactions contemplated hereby, including the Merger, and (iii) has resolved to recommend that the stockholders of the Company entitled to vote
thereon adopt this Agreement at the Company Stockholders Meeting.
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6.22 Vote Required. The only vote of the stockholders of the Company required under the DGCL, the NYSE rules or the Company’s
certificate of incorporation for (a) adoption of this Agreement, (b) amendment of the Company’s certificate of incorporation to increase the number
of authorized shares of Company Common Stock in connection with the issuance of the Aggregate Merger Consideration and (c) the issuance of
the Aggregate Merger Consideration is the affirmative vote of the holders of a majority in voting power of all outstanding shares of Company
Common Stock at the Company Stockholders Meeting (collectively, the “Requisite Approval”). The consummation of the transactions
contemplated hereby have been approved by the Company’s Board of Directors such that such consummation and the issuance of shares of
Company Common Stock in the Merger shall be exempted from the terms of the Rights Plan.

6.23 Affiliate Transactions. There are no transactions or Contracts of the type required to be disclosed by the Company under Item 404 of
Regulation S-K between or among (a) the Company or any Company Subsidiary, on the one hand, and (b) any individual who is a “named
executive officer” or director of the Company (as such term is defined in Section 402 of Regulation S-K), on the other hand.

ARTICLE VII

COVENANTS AND AGREEMENTS

7.1 Conduct of Business by the Company Pending the Merger. Following the date of this Agreement and prior to the earlier of the Effective
Time and the date on which this Agreement is terminated pursuant to Section 9.1, except as may be consented to in writing by Verizon (which
consent shall not be unreasonably withheld, conditioned or delayed) or as expressly contemplated by a Transaction Agreement or as set forth in
Section 7.1 of the Company Disclosure Letter, the Company covenants and agrees that the Company and each of the Company Subsidiaries shall
conduct its operations in accordance with its ordinary course of business, consistent with past practice and in compliance with all Laws applicable
to it or to the conduct of its business, and use all commercially reasonable efforts to preserve intact its present business organization, maintain
rights and franchises, keep available the services of its current officers and key employees and preserve its relationships with customers and
vendors in such a manner that its goodwill and ongoing businesses would not reasonably be anticipated to be impaired in any material respect.
Following the date of this Agreement and prior to the earlier of the Effective Time and the date on which this Agreement is terminated pursuant to
Section 9.1 (and notwithstanding the immediately preceding sentence) except (i) as may be required by Law or to comply with any Order relating
to the transactions contemplated hereby, (ii) as may be consented to in writing by Verizon (which consent shall not be unreasonably withheld,
conditioned or delayed, except in the case of clauses (a), (b) and (d) and, in respect of the foregoing clauses, (p) of this Section 7.1, with respect to
which such consent may be withheld in Verizon’s sole discretion), (iii) as may be expressly contemplated by this Agreement or the other
Transaction Agreements, or (iv) as set forth in Section 7.1 of the Company Disclosure Letter, the Company shall not, nor shall it permit any of the
Company Subsidiaries to:

(a) (i) declare or pay any dividends on or make other distributions in respect of any shares of its capital stock or partnership interests
(whether in cash, securities or property), except for the declaration and payment of (A) cash dividends or distributions paid on or with respect to a
class of capital stock or partnership interests all of which shares of capital stock or partnership interests, as the case may be, of the applicable
corporation or partnership are owned directly or indirectly by the Company and (B) regular quarterly dividends on the Company Common Stock
each quarter in an amount not to exceed $0.25 per share at times consistent with the dividend payment practices of the Company in 2008
(including a final partial regular quarterly dividend to the extent permitted under the Company Credit Agreements and paid from existing funds or
existing borrowing capacity, to be declared and paid to pre-Closing Company stockholders, pro rated for the number of days elapsed between
(x) the beginning of the quarterly period in which the Effective Time occurs and (y) the day immediately preceding the Effective Time); (ii) split,
combine or reclassify any of its capital stock or issue or authorize or propose the issuance of any other securities in respect of, in lieu of, or in
substitution for, shares of its capital stock; or (iii) redeem, repurchase or otherwise acquire, or permit any Subsidiary to redeem, repurchase or
otherwise acquire, any shares of its capital stock (including any securities convertible or exchangeable into such
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capital stock), except (A) pursuant to the terms of the securities outstanding on the date hereof or any securities issued after the date hereof not in
violation of this Agreement and (B) pursuant to the existing terms of a Company Benefit Plan or any awards thereunder outstanding on the date
hereof or granted thereunder after the date hereof in accordance with this Agreement; provided, however, that this Section 7.1(a) shall not prohibit
any such action effected pursuant to the Rights Plan;

(b) issue, deliver or sell, or authorize any shares of its capital stock of any class, any Company Voting Debt or any securities convertible into,
or any rights, warrants or options to acquire, any such shares or other Company Voting Debt or convertible securities, other than (i) pursuant to the
Rights Plan, (ii) the issuance of shares of Company Common Stock upon the exercise of stock options or the vesting of restricted stock units that
are outstanding on the date hereof pursuant to the Company Benefit Plans or granted after the date hereof pursuant to clause (iv) below;
(iii) issuances by a wholly-owned Subsidiary of the Company of its capital stock to such Subsidiary’s parent or another wholly-owned Subsidiary
of the Company; and (iv) the granting of stock options, or the granting of restricted stock units or restricted stock in the ordinary course of
business, consistent with the Company’s past practices, provided that in no event shall the vesting and exercisability of any such newly granted
option, restricted stock unit or restricted stock accelerate or shall any additional rights be conveyed with respect thereto on account of the
transactions contemplated hereby;

(c) amend the Company’s certificate of incorporation or bylaws (other than amend the Company’s certificate of incorporation to increase the
number of authorized shares of Company Common Stock in connection with the issuance of the Aggregate Merger Consideration), or amend any
Company Subsidiary’s certificate of incorporation or bylaws (or other similar organizational documents) in any manner that would prevent or
materially impair or delay the consummation of the transactions contemplated by this Agreement;

(d) acquire or agree to acquire by merger or consolidation, or by purchasing a substantial or controlling equity interest in, or the assets of, or
by any other manner, any business or any corporation, partnership, limited liability entity, joint venture, association or other business organization
or division or business unit thereof or otherwise acquire or agree to acquire any assets (other than the acquisition of equipment and other assets
used in the operations of the business of the Company in the ordinary course consistent with past practice);

(e) sell, lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, or agree to sell, lease, license or otherwise
encumber or subject to any Lien or otherwise dispose of, any of its assets (including capital stock of Subsidiaries of the Company but excluding
(i) surplus real property not used in telephone operations, (ii) inventory and obsolete equipment, in each case, in the ordinary course of business
consistent with past practice, (iii) any Lien required to be created pursuant to the Company Credit Agreements and (iv) Permitted Encumbrances);

(f) incur any Indebtedness or guarantee or otherwise become contingently liable for any Indebtedness or issue or sell any debt securities or
warrants or rights to acquire any debt securities of the Company or any of its Subsidiaries or guarantee any debt securities of others or enter into
any material Lease (whether such Lease is an operating or capital Lease) or enter into any interest rate hedge, other than (i) the incurrence of
Indebtedness under the Company Credit Agreements, (ii) subject to clause (g) below, in order to refinance any Indebtedness of the Company or
any of its Subsidiaries outstanding as of the date hereof, provided that any such refinancing shall be unsecured and shall not include covenants or
other terms that would conflict with or preclude the Special Payment Financing or the Spinco Securities, (iii) pursuant to any customer Contract,
vendor Contract or real property Lease entered into in the ordinary course of business consistent with past practice, (iv) in connection with
equipment leasing in the ordinary course of business, consistent with past practice and (v) Indebtedness owed to the Company or any of its
Subsidiaries;

(g) without limiting clause (f) above, from and after March 1, 2010, offer or solicit or engage in any discussion or negotiations concerning
any potential issuance of debt securities by the Company or its Subsidiaries (or the Surviving Corporation), or authorize any marketing of any
potential issuance of debt securities other than the Special Payment Financing and the issuance of the Spinco Securities;
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(h) except in the ordinary course of business, consistent with past practice, incur or commit to capital expenditures or obligations or liabilities
in connection with any capital expenditure in the aggregate in excess of $10,000,000, other than (i) capital expenditures or obligations or liabilities
in connection therewith to repair or replace facilities destroyed or damaged due to casualty or accident (whether or not covered by insurance),
(ii) as contemplated by the Company’s 2009 capital expenditure budget, which is set forth in Section 7.1(h) of the Company Disclosure Letter, or
the 2010 capital expenditure budget, to the extent it is substantially similar in all material respects to the 2009 capital expenditure budget and
(iii) capital expenditures incurred in connection with integrating the Spinco Assets and the Spinco Business into the Company and its business,
provided that this Section 7.1(h) shall not permit any action otherwise prohibited by Section 7.1(d);

(i) (i) other than in the ordinary course of business, consistent with past practice, or as required or contemplated by a Company Benefit Plan
or Company Benefit Agreement, grant any increases in the compensation of any of its directors, officers or employees; (ii) other than in the
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ordinary course of business, consistent with past practice, pay or agree to pay to any director, officer or employee, whether past or present, any
pension, retirement allowance, change in control, severance or other employee benefit not required or contemplated by any Company Benefit Plan
or Company Benefit Agreement or any other existing benefit, severance, termination, pension or employment plans, Contracts or arrangements as
in effect on the date hereof or as adopted, entered into or amended in accordance with clause (iii) of this Section 7.1(i) after the date hereof;
(iii) other than in the ordinary course of business, consistent with past practice, adopt or enter into any new, or materially amend any, Company
Benefit Plan or Company Benefit Agreement or any other employment or severance or termination Contract with any director, officer or employee;
(iv) accelerate the vesting of, or the lapsing of restrictions with respect to, any stock options or other stock-based compensation; or (v) other than as
required or contemplated under the terms of the applicable Company Benefit Plan, Company Benefit Agreement or collective bargaining
agreement, or other employee plan, agreement, Contract or arrangement (in each case, as in effect on the date hereof or as adopted, entered into or
amended in accordance with clause (iii) of this Section 7.1(i) after the date hereof), take any action to fund or in any other way secure the payment
of compensation or benefits under any Company Benefit Plan, Company Benefit Agreement or collective bargaining agreement, or any other
employee plan, agreement, Contract or arrangement;

(j) authorize, recommend, propose or announce an intention to adopt a plan of complete or partial liquidation or dissolution of the Company
or any of the Company Subsidiaries;

(k) make any material change in its methods of accounting in effect at December 31, 2008 or change its fiscal year except for changes
required by a change in GAAP or required by the auditors of the Company and the Company Subsidiaries;

(l) enter into or amend any agreement or arrangement with any Affiliate of the Company or any Company Subsidiary (other than with
wholly-owned Company Subsidiaries) on terms less favorable to the Company or such Company Subsidiary, as the case may be, than could be
reasonably expected to have been obtained with an unaffiliated third party on an arm’s-length basis;

(m) except in the ordinary course of business, consistent with past practice, or as required by Law, modify, amend or terminate any Company
Material Contract to which the Company or any of the Company Subsidiaries is a party or waive, release or assign any material rights or claims
thereunder or enter into any Company Material Contract;

(n) except as would not be expected to materially and adversely affect the Company or any of its Affiliates or the Surviving Corporation on a
going-forward basis after the Effective Time, (i) make or rescind any material express or deemed election relating to Taxes, including elections for
any and all joint ventures, partnerships, limited liability companies or other investments where the Company has the capacity to make such binding
election, (ii) settle or compromise any material claim, action, suit, litigation, proceeding, arbitration, investigation, audit or controversy relating to
Taxes, (iii) amend any material Tax Returns or (iv) change in any material respect any of its
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methods of reporting income or deductions for federal income tax purposes from those expected to be employed in the preparation of its federal
income tax return for the taxable year ending December 31, 2008 (unless such change is required by Law);

(o) pay, discharge or satisfy any material claims, liabilities or obligations (absolute, accrued, asserted or unasserted, contingent or otherwise),
except for the payment, discharge or satisfaction (which includes the payment of final and unappealable judgments) in the ordinary course of
business, consistent with past practice, or in accordance with their terms, of liabilities (x) reflected or reserved against in, or contemplated by, the
most recent consolidated financial statements (or the notes thereto) of the Company included in the Company’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2008, or (y) incurred in the ordinary course of business since the date of such financial statements; or

(p) agree or commit to do any of the foregoing actions.

7.2 Conduct of Spinco Business Pending the Merger. Following the date of this Agreement and prior to the earlier of the Effective Time and
the date on which this Agreement is terminated pursuant to Section 9.1, except as may be consented to in writing by the Company (which consent
shall not be unreasonably withheld, conditioned or delayed) or as expressly contemplated by a Transaction Agreement or as set forth in Section 7.2
of the Spinco Disclosure Letter, Verizon and Spinco jointly and severally covenant and agree that Verizon and each of the Contributing Companies
(in regard to the Spinco Business only) and Spinco and each of the Spinco Subsidiaries shall conduct its operations in accordance with its ordinary
course of business, consistent with past practice and in compliance with all Laws applicable to it or to the conduct of its business, and use all
commercially reasonable efforts to preserve intact its present business organization, maintain rights and franchises, keep available the services of
its current officers and key employees and preserve its relationships with customers and vendors in such a manner that its goodwill and ongoing
businesses would not reasonably be anticipated to be impaired in any material respect. Following the date of this Agreement and prior to the earlier
of the Effective Time and the date on which this Agreement is terminated pursuant to Section 9.1 (and notwithstanding the immediately preceding
sentence) except (i) as may be required by Law or to comply with any Order relating to the transactions contemplated hereby, (ii) as may be
consented to in writing by the Company (which consent shall not be unreasonably withheld, conditioned or delayed, except in the case of clauses
(a), (c) and (e) and, in respect of the foregoing clauses, (p) of this Section 7.2, with respect to which such consent may be withheld in the
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Company’s sole discretion), (iii) as may be expressly contemplated by this Agreement or the other Transaction Agreements, (iv) as required to
permit the ordinary course operation of Verizon’s cash management system prior to the Effective Time, including any distributions of cash in
connection therewith, or (v) as set forth in Section 7.2 of the Spinco Disclosure Letter, Spinco shall not, nor shall Verizon or Spinco permit any of
the Spinco Subsidiaries or, to the extent applicable, any of the Contributing Companies with respect to the Spinco Business to:

(a) issue, deliver or sell, or authorize any shares of Spinco’s capital stock or other voting or convertible securities or capital stock or other
voting or convertible securities of any Spinco Subsidiary of any class, or any rights, warrants or options to acquire, any such shares or securities
(including additional options or other equity-based awards that could be converted into any option to acquire Spinco Common Stock or the capital
stock of any Spinco Subsidiary pursuant to the Employee Matters Agreement or otherwise), other than (i) pursuant to this Agreement, pursuant to
the Distribution Agreement or required in connection with the Contribution and (ii) issuances by a wholly-owned Subsidiary of Spinco of its
capital stock to such Subsidiary’s parent or another wholly-owned Subsidiary of Spinco;

(b) adopt any provision of, or otherwise amend, the certificate of incorporation or bylaws (or other similar organizational documents) of
Spinco or any Spinco Subsidiary in any manner that would prevent or materially impair or delay the consummation of the transactions
contemplated by this Agreement;

(c) acquire or agree to acquire by merger or consolidation, or by purchasing a substantial or controlling equity interest in, or the assets of, or
by any other manner, any business or any corporation, partnership, limited
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liability entity, joint venture, association or other business organization or division or business unit thereof or otherwise acquire or agree to acquire
any assets (other than the acquisition of equipment and other assets used in the operations of the Spinco Business in the ordinary course consistent
with past practice);

(d) sell, lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, or agree to sell, lease, license or otherwise
encumber or subject to any Lien or otherwise dispose of, any of the assets that would constitute Spinco Assets as of the Distribution Date
(including capital stock of Spinco Subsidiaries but excluding (i) surplus real property not used in telephone operations, (ii) inventory and obsolete
equipment, in each case, in the ordinary course of business consistent with past practice and (iii) Permitted Encumbrances);

(e) incur any Indebtedness or guarantee or otherwise become contingently liable for any Indebtedness or issue or sell any debt securities or
warrants or rights to acquire any debt securities of Spinco or any of its Subsidiaries or guarantee any debt securities of others or enter into any
material Lease (whether such Lease is an operating or capital Lease) or enter into any interest rate hedge, other than (i) pursuant to any customer
Contract, vendor Contract or real property Lease entered into in the ordinary course of business consistent with past practice, (ii) in connection
with equipment leasing in the ordinary course of business consistent with past practice and (iii) in connection with the Special Payment Financing
and/or the issuance of the Spinco Securities, as contemplated by the Distribution Agreement;

(f) except in the ordinary course of business, consistent with past practice, incur or commit to capital expenditures or obligations or liabilities
in connection with any capital expenditure in the aggregate in excess of $10,000,000, in each case, other than (i) capital expenditures or obligations
or liabilities in connection therewith to repair or replace facilities destroyed or damaged due to casualty or accident (whether or not covered by
insurance) and (ii) as contemplated by the 2009 capital expenditure budget of Verizon for the Spinco Business, which is set forth in Section 7.2(f)
of the Spinco Disclosure Letter, or the 2010 capital expenditure budget, to the extent it is substantially similar in all material respects to the 2009
capital expenditure budget (except as set forth in Section 7.2(f) of the Spinco Disclosure Letter), provided that this Section 7.2(f) shall not permit
any action otherwise prohibited by Section 7.2(c);

(g) authorize, recommend, propose or announce an intention to adopt a plan of complete or partial liquidation or dissolution of Spinco or any
Spinco Subsidiary;

(h) (i) other than in the ordinary course of business, consistent with past practice, or as required or contemplated by a Spinco Benefit Plan or
Spinco Benefit Agreement, grant any increases in the compensation of any of its directors, officers or employees; (ii) other than in the ordinary
course of business, consistent with past practice, pay or agree to pay to any director, officer or employee, whether past or present, any pension,
retirement allowance, change in control, severance or other employee benefit not required or contemplated by any Spinco Benefit Plan or Spinco
Benefit Agreement or any other existing benefit, severance, termination, pension or employment plans, Contracts or arrangements as in effect on
the date hereof or as adopted, entered into or amended in accordance with clause (iii) of this Section 7.2(h) after the date hereof; (iii) other than in
the ordinary course of business, consistent with past practice, adopt or enter into any new, or materially amend any, Spinco Benefit Plan or Spinco
Benefit Agreement or any other employment, severance or termination Contract with any director, officer or employee; (iv) accelerate the vesting
of, or the lapsing of restrictions with respect to, any stock options or other stock-based compensation; or (v) other than as required or contemplated
under the terms of the applicable Spinco Benefit Plan, Spinco Benefit Agreement or collective bargaining agreement, or other employee plan,
agreement, Contract or arrangement (in each case, as in effect on the date hereof or as adopted or entered into or amended in accordance with
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clause (iii) of this Section 7.2(h) after the date hereof), take any action to fund or in any other way secure the payment of compensation or benefits
under any Spinco Benefit Plan, Spinco Benefit Agreement or collective bargaining agreement, or any other employee plan, agreement, Contract or
arrangement;

(i) other than in the ordinary course of business, consistent with past practice, establish, adopt, enter into, terminate or amend any collective
bargaining agreement, plan, trust, fund, policy or arrangement for the benefit
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of any current or former directors, officers, employees or any of their beneficiaries, except, in each case, as contemplated by the Employee Matters
Agreement, as is necessary to comply with applicable Law, or as would not result in a material increase in the cost of maintaining such collective
bargaining agreement, plan, trust, fund, policy or arrangement;

(j) make any material change in Verizon’s methods of accounting with respect to the Spinco Business in effect on December 31, 2008 or
change the fiscal year of the Spinco Business except for changes required by a change in GAAP or required by the auditors of Verizon and the
Verizon Subsidiaries;

(k) except as would not be expected to materially and adversely affect Spinco or any of its Subsidiaries or the Spinco Business, or the
Surviving Corporation on a going-forward basis after the Effective Time, (i) make or rescind any material express or deemed election relating to
Taxes of Spinco or any of its Subsidiaries or the Spinco Business, including elections for any and all joint ventures, partnerships, limited liability
companies or other investments where Verizon or Spinco has the capacity to make such binding election (other than any election necessary in
order to obtain the IRS Ruling and/or the Distribution Tax Opinion), (ii) settle or compromise any material claim, action, suit, litigation,
proceeding, arbitration, investigation, audit or controversy relating to Taxes of Spinco or any of its Subsidiaries or the Spinco Business, (iii) amend
any material Tax Returns of Spinco or any of its Subsidiaries or relating to the Spinco Business or (iv) change in any material respect any method
of reporting income or deductions of Spinco or any of its Subsidiaries or the Spinco Business for federal income tax purposes from those expected
to be employed in the preparation of its federal income tax return for the taxable year ending December 31, 2008 (unless such change is required
by Law);

(l) pay, discharge or satisfy any material claims, liabilities or obligations (absolute, accrued, asserted or unasserted, contingent or otherwise),
except for the payment, discharge or satisfaction (which includes the payment of final and unappealable judgments) in the ordinary course of
business, consistent with past practice, or in accordance with their terms, of liabilities (x) reflected or reserved against in, or contemplated by, the
Spinco Financial Statements (or the notes thereto) or (y) incurred in the ordinary course of business since the date of such financial statements;

(m) enter into or amend any agreement or arrangement relating to the Spinco Business that would constitute a Transferred Affiliate
Arrangement and which constitutes a Spinco Asset or Spinco Liability with any Affiliate of Verizon or any Verizon Subsidiary (other than Spinco
or a Spinco Subsidiary), on terms less favorable to Spinco or such Spinco Subsidiary, as the case may be, than could be reasonably expected to
have been obtained with an unaffiliated third party on an arm’s-length basis;

(n) except in the ordinary course of business, consistent with past practice, or as required by Law, modify, amend or terminate any Spinco
Material Contract or waive, release or assign any material rights or claims thereunder or enter into any Spinco Material Contract;

(o) amend the Distribution Agreement; or

(p) agree to commit to take any of the foregoing actions.

7.3 Proxy Statement/Prospectus; Registration Statements.

(a) As promptly as practicable following the date hereof, the Company, Verizon and Spinco shall prepare, and the Company shall file with
the SEC, the Company Registration Statement, including the Proxy Statement/ Prospectus with respect to the transactions contemplated by this
Agreement, and the Company shall use all commercially reasonable efforts to have such Proxy Statement/Prospectus cleared by the SEC under the
Exchange Act and the Company Registration Statement declared effective by the SEC under the Securities Act, as promptly as practicable after
such filings or at such other time as Verizon, Spinco and the Company may agree; and
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(b) As promptly as practicable after obtaining the Requisite Approval, if required under the Securities Act and/or Exchange Act (or otherwise
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required by the SEC) Verizon, Spinco and the Company shall prepare, and Spinco shall file with the SEC, the Spinco Registration Statement and
Spinco shall use all commercially reasonable efforts to have such Spinco Registration Statement declared effective by the SEC under the Securities
Act, as promptly as practicable after such filings or at such other time as Verizon, Spinco and the Company may agree, but in any case prior to the
Distribution Date.

(c) The Company shall, as promptly as practicable after receipt thereof, provide to Verizon copies of any written comments and advise
Verizon of any oral comments with respect to the Proxy Statement/Prospectus and the Company Registration Statement received from the SEC.
Spinco shall, as promptly as practicable after receipt thereof, provide to the Company copies of any written comments and advise the Company of
any oral comments with respect to the Spinco Registration Statement received from the SEC. All parties shall have the right to participate in
conferences with the SEC with respect to the Registration Statements.

(d) The Company shall provide Verizon with a reasonable opportunity to review and comment on any amendment or supplement to the Proxy
Statement/Prospectus or Company Registration Statement prior to filing the same with the SEC, and with a copy of all such filings made with the
SEC. No amendment or supplement to the Proxy Statement/Prospectus or the Company Registration Statement will be made by the Company
without the approval of Verizon (such approval not to be unreasonably withheld, conditioned or delayed). The Company will advise Verizon,
promptly after it receives notice thereof, of the time when the Company Registration Statement has become effective or any supplement or
amendment has been filed, of the issuance of any stop order, of the suspension of the qualification of the Company Common Stock issuable in
connection with the Merger for offering or sale in any jurisdiction, or of any request by the SEC for amendment of the Proxy Statement/Prospectus
or the Company Registration Statement or requests by the SEC for additional information.

(e) Spinco shall provide the Company with a reasonable opportunity to review and comment on any amendment or supplement to any Spinco
Registration Statement prior to filing the same with the SEC, and with a copy of all such filings made with the SEC. No amendment or supplement
to any Spinco Registration Statement will be made by Spinco without the approval of the Company (such approval not to be unreasonably
withheld, conditioned or delayed). Spinco will advise the Company, promptly after it receives notice thereof, of the time when any Spinco
Registration Statement has become effective or any supplement or amendment has been filed, of the issuance of any stop order, of the suspension
of the qualification of the Spinco Common Stock issuable in connection with the Distribution for offering or sale in any jurisdiction, or of any
request by the SEC for amendment of the Spinco Registration Statement or requests by the SEC for additional information.

(f) As promptly as practicable after the date on which the SEC shall clear (whether orally or in writing) the Proxy Statement/Prospectus and,
if required by the SEC as a condition to the mailing of the Proxy Statement/ Prospectus, the date on which the Company Registration Statement
shall have been declared effective, the Company shall mail, or cause to be mailed, the Proxy Statement/Prospectus to its stockholders.

(g) If, at any time prior to the Effective Time, any event or circumstance should occur that results in the Proxy Statement/Prospectus or one or
both of the Registration Statements containing an untrue statement of a material fact or omitting to state any material fact required to be stated
therein or necessary to make the statements therein, in light of the circumstances under which they are made, not misleading, or that otherwise
should be described in an amendment or supplement to the Proxy Statement/Prospectus or one or both of the Registration Statements, Verizon and
the Company shall promptly notify each other of the occurrence of such event and then the applicable party shall promptly prepare, file and clear
with the SEC and, in the case of the Proxy Statement/Prospectus, mail, or cause to be mailed, to the Company’s stockholders each such amendment
or supplement.

(h) Verizon and Spinco agree to promptly provide the Company with the information concerning Verizon, Spinco and their respective
Affiliates required to be included in the Proxy Statement/Prospectus and the Company Registration Statement. In furtherance of the foregoing,
Verizon and Spinco shall use all commercially reasonable
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efforts to, or shall use all commercially reasonable efforts to cause their representatives to, furnish as promptly as practicable to the Company such
additional financial and operating data and other information concerning the Spinco Business as the Company may reasonably request to complete
the Proxy Statement/Prospectus and the Company Registration Statement in accordance with the Securities Act and/or Exchange Act (including
any financial statements required to be included therein).

(i) The Company agrees to promptly provide Spinco with the information concerning the Company and its Affiliates required to be included
in the Spinco Registration Statement. In furtherance of the foregoing, the Company shall use all commercially reasonable efforts to, or shall use all
commercially reasonable efforts to cause its representatives to, furnish as promptly as practicable to Spinco such additional financial and operating
data and other information concerning the business of the Company as Spinco may reasonably request to complete the Spinco Registration
Statement in accordance with the Securities Act and/or Exchange Act (including any financial statements required to be included therein).

7.4 Stockholders Meeting.
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(a) As promptly as practicable following the date hereof and the date on which the SEC shall clear (whether orally or in writing) the Proxy
Statement/Prospectus and, if required by the SEC as a condition to the mailing of the Proxy Statement/Prospectus, the Company Registration
Statement shall have been declared effective, the Company shall call a special meeting of its stockholders (the “Company Stockholders Meeting”)
to be held as promptly as practicable for the purpose of voting upon (i) the adoption of this Agreement, (ii) the amendment of the Company’s
certificate of incorporation to increase the number of authorized shares of Company Common Stock in connection with the issuance of the
Aggregate Merger Consideration and (iii) the issuance of shares of Company Common Stock pursuant to the Merger. This Agreement shall be
submitted for adoption to the stockholders of the Company at such special meeting. The Company shall deliver, or cause to be delivered, to the
Company’s stockholders the Proxy Statement/Prospectus in definitive form in connection with the Company Stockholders Meeting at the time and
in the manner provided by the applicable provisions of the DGCL, the Exchange Act and the Company’s certificate of incorporation and bylaws
and shall conduct the Company Stockholders Meeting and the solicitation of proxies in connection therewith in compliance with such statutes,
certificate of incorporation and bylaws.

(b) The Board of Directors of the Company shall recommend that the Company’s stockholders vote in favor of the items in Section 7.4(a)(i)-
(iii) (the “Company Board Recommendation”) and shall not withdraw, modify or qualify or publicly propose to withdraw, modify or qualify, in
any manner adverse to Verizon, the Company Board Recommendation, including approving or recommending a Company Acquisition Proposal or
a Company Superior Proposal or any other alternative course of action (any such action, a “Change of Board Recommendation”); provided that the
Board of Directors of the Company may make a Change of Board Recommendation pursuant to and in conformity with Section 7.11(c). For the
avoidance of doubt, the obligation of the Company to call and hold the Company Stockholder Meeting for the purpose of voting upon the items in
Section 7.4(a)(i)-(iii) shall not be affected by a Change of Board Recommendation.

7.5 Efforts to Close. Subject to the terms and conditions of the applicable Transaction Agreement, each of the parties agrees to use all
commercially reasonable efforts to take, or cause to be taken, all actions and to do, or cause to be done, all things necessary, proper or advisable to
consummate and make effective in accordance with the terms of the Transaction Agreements the transactions contemplated by the Transaction
Agreements, including executing such documents, instruments or conveyances of any kind that may be reasonably necessary or advisable on the
terms set forth herein to carry out any of the transactions contemplated by the Transaction Agreements; provided, however, that such additional
documents, instruments and conveyances shall not (w) provide for additional representations or warranties, (x) impose additional obligations or
liabilities on any party, (y) delay the consummation of the transactions contemplated by this Agreement or (z) be inconsistent with the express
terms of any Transaction Agreement.
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7.6 Regulatory Matters.

(a) Subject to the terms and conditions set forth in this Agreement, each of Verizon, Spinco and the Company shall use all commercially
reasonable efforts (subject to, and in accordance with, applicable Law) to take promptly, or cause to be taken, all actions, and to do promptly, or
cause to be done, and to assist and cooperate with the other party in doing, all things necessary, proper or advisable under applicable Laws and
regulations to consummate and make effective the Merger and the other transactions contemplated by this Agreement (including, subject to
Section 7.18, consummating the Special Payment Financing), on the express terms set forth herein, including (i) the obtaining of all necessary
actions, waivers, consents and approvals from any Governmental Authority and the making of all necessary registrations and filings and the taking
of all steps as may be necessary to obtain an approval or waiver from, or to avoid an action or proceeding by, any Governmental Authority, and
(ii) the defending of any lawsuits or other legal proceedings, whether judicial or administrative, challenging this Agreement or the consummation of
the transactions contemplated by this Agreement.

(b) Subject to the terms and conditions herein provided and without limiting the foregoing, each of Verizon, Spinco and the Company shall
(i) promptly (but in no event later than 60 days after the date hereof) file all applications requiring prior approval or other submissions required to
be filed with (x) the FCC (the “FCC Applications”), except those submissions addressed in Sections 7.6(i) below and 7.6(j), which shall be made
as set forth in those Sections, and except those applications that may be filed with the FCC for “immediate approval” under 47 C.F.R.
Section 1.948(j)(2) or for approval that permits operation upon application under 47 C.F.R. Section 90.159(c) and (y) the State Regulators in the
states listed in Section 4.2(c) of the Verizon Disclosure Letter and Section 6.3(d) of the Company Disclosure Letter (each, a “State PUC
Application”), in each case to effect the transfer of control of the Spinco Business and to cause such authorities to permit consummation of each of
the transactions contemplated hereby or by the Distribution Agreement, and respond as promptly as practicable to any additional requests for
information received from the FCC or any State Regulator or by any party to a FCC Application or a State PUC Application, (ii) use all
commercially reasonable efforts to cure not later than the Effective Time any violations or defaults under any FCC Rules or rules of any State
Regulator, (iii) use all commercially reasonable efforts to cooperate with each other in (A) determining whether any filings are required to be made
with, or consents, permits, authorizations or approvals are required to be obtained from, any other Governmental Authorities in connection with the
execution and delivery of this Agreement and the consummation of the transactions contemplated hereby and (B) timely making all such filings and
timely seeking all such consents, permits, authorizations or approvals. All such filings shall be joint filings, unless Verizon and the Company
mutually agree otherwise.
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(c) Each of the Company and Verizon shall use all commercially reasonable efforts to obtain the consents of the FCC, the State Regulators in
the states listed in Section 4.2(c) of the Verizon Disclosure Letter and Section 6.3(d) of the Company Disclosure Letter, any other State Regulators
or other Governmental Authorities relating to communications regulatory matters (including multichannel video) that may require consents,
permits, authorizations or approvals and any local municipal and county franchise authorities with respect to video franchises, in each case as are
required to effect the transfer of control of the Spinco Business and permit the consummation of each of the transactions contemplated hereby or by
the Distribution Agreement (such consents collectively, the “Telecommunications Regulatory Consents”), and the parties agree to cooperate fully
with each other and with the applicable Governmental Authorities to obtain the Telecommunications Regulatory Consents at the earliest
practicable date. The Company and Verizon shall cooperate in seeking to demonstrate that the transactions contemplated hereby meet all
applicable regulatory standards (as they may be in effect from time to time) and to obtain all Telecommunications Regulatory Consents without
any changes or the imposition of any conditions or restrictions, other than those (i) the Company may offer in its discretion in any application for
an Order approving the transactions contemplated hereby or in any related filing or testimony or (ii) that would not reasonably be expected to
constitute a Materially Adverse Regulatory Condition. In the event any Governmental Authority imposes any such material change, condition or
restriction on the grant or receipt of any Telecommunications Regulatory Consents, each of the Company and Verizon shall use all commercially
reasonable efforts to seek modification or removal of such change, condition or restriction.
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(d) Within 120 days after the date of this Agreement, or such other time as the parties may agree, the parties will make such filings, if any, as
may be required by the HSR Act with respect to the transactions contemplated by this Agreement. Thereafter, the parties will file as promptly as
practicable all reports or other documents required or requested by the U.S. Federal Trade Commission or the U.S. Department of Justice pursuant
to the HSR Act or otherwise, including requests for additional information concerning such transactions, so that the waiting period specified in the
HSR Act will expire as soon as reasonably practicable after the execution and delivery of this Agreement. The Company shall pay all application
fees required in connection with any filings under the HSR Act.

(e) Verizon and the Company shall each cause their respective counsel to furnish the other party such necessary information and reasonable
assistance as the other may reasonably request in connection with its preparation of necessary filings or submissions under the provisions of the
HSR Act or with respect to any Telecommunications Regulatory Consents.

(f) Verizon and the Company shall each cause their respective counsel to supply to the other party copies of all correspondence, filings or
written communications by such party or its Affiliates with any Governmental Authority or staff members thereof, with respect to the transactions
contemplated by this Agreement and any related transactions, except for documents filed pursuant to Item 4(c) of the Hart-Scott-Rodino
Notification and Report Form or communications regarding the same, and except for documents or information submitted in response to any
request for additional information or documents pursuant to the HSR Act which reveal Verizon’s or the Company’s negotiating objectives or
strategies or purchase price expectations.

(g) The parties shall use all commercially reasonable efforts to cooperate with each other in their communications with any Governmental
Authority and related parties, consultants and advisors relative to matters that relate directly to or may affect the consummation of Merger or the
transactions contemplated hereby. No party or its advisor shall initiate communications, orally or in writing, with, or respond to any inquiry or
request of, any Governmental Authority, including the FCC, the U.S. Department of Justice, State Regulators, state attorney generals and local
franchising authorities, or any consumer advocate which is, or may reasonably be expected to be, a party to a proceeding before a Governmental
Authority, or any third-party consultant or advisor to any of the foregoing, regarding the Merger or the transactions contemplated hereby, without
providing the other party, when reasonably practicable, with reasonable advance notice of the communication or response. If a Governmental
Authority or any consumer advocate or any third-party consultant or advisor to any of the foregoing initiates communications on matters that relate
directly to or may affect the Merger or the transactions contemplated hereby, the contents or substance of that communication shall be disclosed as
promptly as practicable to the other parties by providing a copy of any written communication and a summary of any oral communication.

(h) If any objections are asserted with respect to the transactions contemplated hereby or the Transaction Agreements under any Regulatory
Law or if any suit is instituted (or threatened to be instituted) by any Governmental Authority or any private party recommending or seeking to
deny the granting of any Telecommunications Regulatory Consent or challenging any of the transactions contemplated hereby as violative of any
Regulatory Law or otherwise, each of the Company, Verizon and Spinco shall cooperate in all respects with the other and shall use all
commercially reasonable efforts to contest and resist any such action or proceeding and to have vacated, lifted, reversed or overturned any decree,
judgment, injunction or other order, whether temporary, preliminary or permanent, that is in effect and that prohibits, prevents or restricts
consummation of the transactions contemplated by this Agreement on the express terms contemplated hereby and by the Transaction Agreements
without any changes or the imposition of any conditions or restrictions, other than those (i) the Company may offer in its discretion in any
application for an order approving the transaction contemplated hereby or in any related filing or testimony or (ii) that would not reasonably be
expected to constitute a Materially Adverse Regulatory Condition; provided, however, that the foregoing obligations shall not apply to a final
Order of the FCC or any State Regulators. Neither Verizon nor the Company shall settle any such action, suit or proceeding or fail to perfect on a
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timely basis any right to appeal any judgment rendered or order entered against such party therein without having previously consulted with the
other party. Notwithstanding the foregoing or any other provision of this Agreement, nothing in this Section 7.6 shall limit a party’s right to
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terminate this Agreement pursuant to Section 9.1 so long as such party has, prior to such termination, complied in all respects with its obligations
under this Section 7.6. For purposes of this Agreement, “Regulatory Law” means the Sherman Antitrust Act, as amended, the Clayton Antitrust
Act of 1914, as amended, the HSR Act, the Federal Trade Commission Act of 1914, as amended, the Communications Act of 1934, as amended,
and all other federal, state or foreign, if any, statutes, rules, regulations, orders, decrees, administrative and judicial doctrines and other Laws that
relate to the granting of regulatory consents in respect of telecommunications matters or that are designed or intended to prohibit, restrict or
regulate actions having the purpose or effect of monopolization or restraint of trade or lessening competition, whether in the communications
industry or otherwise through merger or acquisition.

(i) To the extent necessary to comply with state laws and regulations and FCC Rules, including those prohibiting “slamming” as set forth in
47 C.F.R. Section 64.1120, at least 60 days prior to the estimated Closing Date (as reasonably estimated by the parties), (i) the Company shall, at
its own expense, prepare and deliver to Verizon a draft notice providing the information required by 47 C.F.R. Section 64.1120(e) addressed to the
telecommunications customers of Spinco and the Spinco Subsidiaries, after giving effect to the Contribution, it being understood that Verizon shall
have the opportunity to review and comment on the contents of such notice; and (ii) Verizon shall, at the Company’s cost and expense (which shall
be a reimbursement of Verizon’s out-of-pocket costs and expenses), cause such notice to be delivered to such customers at least 30 days before the
estimated Closing Date (as reasonably estimated by the parties) by a direct mailing or in accordance with such method of notice and notification
period that the FCC or State Regulators may order or require. Verizon and/or Spinco will be responsible for preparing, distributing, and filing (at
the Company’s expense) any notices relating to “discontinuance, reduction, or impairment” of service to the customers of Spinco and the Spinco
Subsidiaries after giving effect to the Contribution required by 47 C.F.R. Sections 63.19 and 63.71.

(j) On or prior to the Closing Date, the Company, at its own expense, shall adopt (to the extent permitted by State Regulators) the tariffs, price
lists, schedules of rates, other statements of terms and conditions, including special customer arrangements, special assemblies, price flex
arrangements, and individual customer-based arrangements of Verizon and other Verizon Affiliates for telecommunications services, which are
applicable in whole or in part in the Territory, are effective under applicable Laws, and are in effect immediately prior to the Closing (collectively,
the “Tariffs”). The Company shall maintain the Tariffs in effect at least until the end of the service term specified in (i) the Tariffs (to the extent
permitted by State Regulators), (ii) agreements implementing such Tariffs with customers served by Verizon’s Affiliates under retained Blended
Customer Contracts, Contracts governing Retained Customer Accounts, and the agreements of customers who do not provide Third Party Consents
(each a “Specified Contract”) and (iii) agreements implementing such Tariffs with Persons who are Affiliates of Verizon on or before the Closing
Date, and any optional renewal term exercisable by customers which are party to a Specified Contract or such Affiliates in such agreements or
Tariffs, as applicable. The Company further agrees that, to the extent such Tariffs or agreements implementing such Tariffs contain rates and
charges or other terms and conditions based on volume of service, amount of purchase or spend, or similar volume commitments by the customers
which are party to a Specified Contract or such Affiliates (the “Volume Commitments”), the Company will reduce such Volume Commitments pro-
rata, without a change in rates and charges or other terms and conditions under such Tariffs or agreements, to reflect the fact that the customers
who are party to a Specified Contract or such Affiliates may, after Closing, take service from both Verizon Affiliates and the Company and not
from Verizon Affiliates or the Company alone. The pro-rata reduction shall be equal to or exceed the amount of the Volume Commitment
provided by Verizon Affiliates after Closing. By way of example, and not by limitation, if after Closing, such customer or Affiliate purchased 75%
of a Volume Commitment from the Company and 25% of a Volume Commitment from Verizon Affiliates, then the Company would reduce the
Volume Commitment by 25% in affected Tariffs and agreements implementing such Tariffs. At its own expense, the Company shall make all
filings and take all other actions as may be required by applicable Laws to make the Tariffs and pro-rata reductions of Volume Commitments
adopted or made by the Company under this Section 7.6(j) legally effective not later than the Effective Time. If the applicable State Regulators do
not permit, in whole or in part, the adoption of such Tariffs by the Company or the maintenance of such Tariffs during the service terms described
above in this Section 7.6(j), then from and
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after the Effective Time and through the date on which the Company would no longer have been required under this Section 7.6(j) to maintain the
applicable Tariffs had such State Regulators permitted their adoption, the Company will provide service terms, rates and services equivalent to the
applicable Tariffs, including reductions in Volume Commitments, by means and methods acceptable to the applicable State Regulators.

(k) In cases in which Verizon or any of its Affiliates is a party to a Contract with a competitive local exchange carrier, a local exchange
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carrier, or an interexchange carrier for interconnection services within the Territory (collectively, the “Verizon Interconnection Agreements”),
Verizon and the Company agree that until Closing and for a period of six months following the Closing Date, each of Verizon and the Company
shall use all commercially reasonable efforts to facilitate the negotiation of similar agreements or modifications to and assignments of the Verizon
Interconnection Agreements that will transfer the benefits and obligations of Verizon contained in such Verizon Interconnection Agreements to the
Company after Closing.

7.7 Employee Matters. Verizon, Spinco and the Company agree that throughout the internal restructurings taken in contemplation of this
Agreement, including the Internal Spinoffs and Internal Restructurings, the Contribution, Distribution, and the Merger, the Spinco Business
Employees shall maintain uninterrupted continuity of employment, compensation and benefits, and, also for union-represented employees,
uninterrupted continuity of representation for purposes of collective bargaining and uninterrupted continuity of coverage under their collective
bargaining agreements, in each case as contemplated by and provided in the Employee Matters Agreement and other than as set forth in Section 2.3
of the Distribution Agreement.

7.8 Certain Third Party Consents.

(a) Verizon and Spinco shall use all commercially reasonable efforts to identify and obtain prior to the Closing any material Verizon Third
Party Consents necessary to be obtained to authorize, approve or permit the consummation of the transactions contemplated by the Distribution
Agreement or this Agreement. If such Verizon Third Party Consents have not been obtained prior to the Closing, Verizon and the Surviving
Corporation shall use all commercially reasonable efforts thereafter to obtain such Verizon Third Party Consents within six months following the
Closing Date; provided, however, that any consent costs or other considerations to be paid by Verizon and the Company (or, for periods following
the Closing, the Surviving Corporation) to obtain Verizon Third Party Consents sought pursuant to this Section 7.8(a) and Verizon IP Consents
sought pursuant to Section 7.8(b), together with costs associated with the separation of any Blended Customer Contract as provided in
Section 7.8(e), shall be borne by the parties as provided in Section 7.8(a) of the Verizon Disclosure Letter; provided further, however, that (x) such
limitation shall not apply to any filing, recordation or similar fees payable to any Governmental Authority, which filing, recordation or similar fees
shall be shared equally between Verizon, on the one hand, and the Company or the Surviving Corporation, on the other hand, and (y) such
calculation of amounts for which the parties have agreed to share shall exclude any amounts payable by the Surviving Corporation pursuant to the
Software License Agreement.

(b) Promptly following the date hereof and, if the Closing occurs, for a period of six months following the Closing Date, Verizon shall use,
and shall cause its Affiliates to use, all commercially reasonable efforts, in cooperation with the Company or the Surviving Corporation, to identify
and thereafter obtain Verizon IP Consents. The parties shall bear the costs of obtaining any Verizon IP Consent (collectively, the “Verizon IP
Consent Costs”) as provided in Section 7.8(a) of the Verizon Disclosure Letter. For the avoidance of doubt, (i) Verizon IP Consents shall include
any authorization, approval, consent, waiver or replacement license of a third Person required to permit the Surviving Corporation and its
Subsidiaries, as applicable, to retain rights after the Closing to any material Network Element Software that is made available to one or more
Contributing Companies pursuant to a Retained Contract and (ii) except to the extent provided otherwise in Section 7.8(a) of the Verizon
Disclosure Letter, Verizon IP Consent Costs shall not include the costs attributable to obtaining for the benefit of the Surviving Corporation or its
Subsidiaries any upgrade or maintenance, support or other service used or useful in the operation of material Network Element Software following
the Closing or the costs attributable to any licenses under Verizon Third Party Intellectual Property required to receive and use services pursuant to
the Software License Agreement.
 

A-1-57

Table of Contents

(c) Notwithstanding anything to the contrary contained herein, but subject to the obligations set forth in this Section 7.8(c) and, with respect
to the circumstances described in the first sentence of Section 7.8(f), to the provisions of Section 7.8(f), to the extent any Verizon Third Party
Consent or Verizon IP Consent is required in connection with the consummation of the transactions contemplated by the Distribution Agreement or
this Agreement and such Verizon Third Party Consent or Verizon IP Consent is not received at or prior to the Closing, then, (i) if applicable, the
Contract that is the subject of such Verizon Third Party Consent shall not be assigned in the Contribution and (ii) if applicable, to the extent any
such Contract requiring a Verizon Third Party Consent may only be enjoyed by Verizon or an Affiliate of Verizon, such Contract shall be
transferred to Verizon or another Affiliate of Verizon, and Verizon agrees in each case to use all commercially reasonable efforts to make the
benefits of any such Contract available to the Surviving Corporation for the remaining term thereof (it being understood that Verizon shall not be
obligated to renew or extend any such Contract other than those that are up for renewal or extension within six months following the Closing Date)
and its Subsidiaries following the Closing Date, subject to (x) the assumption of obligations in respect of such Contract (to the extent such
obligations relate to or arise from the benefits of such Contract that have been made available to the Surviving Corporation and its Subsidiaries) by
the Surviving Corporation and its Subsidiaries and (y) the limitations on required payments set forth in Sections 7.8(a) and 7.8(b).

(d) Verizon shall use all commercially reasonable efforts to deliver to the Company within 60 days of the date hereof (i) a list of all third
parties who are counterparties to a Retained Contract and which Verizon reasonably believes were paid an aggregate of $250,000 or more in
calendar year 2008 by Verizon or its Subsidiaries as indicated in the accounts payable system of Verizon in respect of such Contract and (ii) to the
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extent not prohibited pursuant to confidentiality obligations contained in any such Contract, either (A) a copy of such Contract (if such Contract is
in writing) or (B) a description of the products/services which are the subject of the Contract.

(e) With respect to Blended Customer Contracts, Verizon and the Company will use all commercially reasonable efforts to obtain prior to the
Closing or, if not obtained, will use all commercially reasonable efforts to obtain within six months following the Closing Date, from the
counterparty to each Blended Customer Contract any needed consent to separate the portion of such Contract that relates to the goods or services
purchased from or supplied to the Spinco Business under such Blended Customer Contract, it being agreed that Verizon and the Company shall not
be required to grant any consideration to any counterparty to such a Blended Customer Contract except to the extent of any consent costs that are
included in the amounts for which Verizon has agreed to be responsible pursuant to Section 7.8(a). The Contract constituting the separated portion
of any Blended Customer Contract that relates to the Spinco Business as described in the preceding sentence shall be assumed by and become the
responsibility of Spinco (or the Surviving Corporation to the extent it is separated following the Closing).

(f) With respect to (x) any Contracts in effect as of the Closing Date associated with a Retained Customer Account, (y) any failure to assign
any customer Contract that would have been assigned in the Contribution as a Spinco Asset but for the failure to obtain a Verizon Third Party
Consent or (z) any failure to assume any Blended Customer Contract that would have been assumed in part by Spinco pursuant to Section 7.8(e)
but for the failure of the counterparty to consent to such assumption, then (i) to the extent such Contract involves the provision to the customer
thereunder of ILEC services that are a part of the Spinco Business, Verizon shall use Surviving Corporation and its Subsidiaries succeeding to the
Spinco Business to provide such services to such customer subject to the rights, if any, of such customer under such Contract to consent thereto and
(ii) to the extent such Contract involves the provision to the customer thereunder of non-ILEC services that are part of the Spinco Business,
Verizon or its Subsidiary or Subsidiaries shall continue to provide such services to such customer in accordance with such Contract. With respect
to ILEC services delivered by the Surviving Corporation and its Subsidiaries in respect of such Contracts, Verizon shall either (A) remit to the
Surviving Corporation amounts received from the applicable customer in accordance with the applicable Tariff (which the Surviving Corporation
shall have mirrored in accordance with Section 7.6(j)) or, if applicable, in accordance with Section 7.6(j), in each case including as to payment
terms, or (B) make payment to the Surviving Corporation in accordance with the terms of the applicable Transferred Affiliate Arrangement,
including as to payment terms. In addition, after application of a credit for any amount paid or payable to Surviving Corporation for services under
the immediately preceding
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sentence, Verizon shall remit to Surviving Corporation amounts received from customers in respect of the delivery of services to customers in
respect of non-ILEC services that are part of the Spinco Business and ILEC services provided under any of the customer Contracts or accounts
described in subsections (x), (y) or (z) above in effect as of the Closing Date, net of (I) Verizon’s costs to deliver such service, (II) any other fees
paid or payable to Surviving Corporation or its Subsidiaries under a written agreement with Verizon or its Affiliate in connection with delivering
such service, (III) third party costs incurred by Verizon or its Affiliate in connection with delivering such service, and (IV) any applicable taxes.
Such additional payment shall be made by Verizon promptly after it receives such revenues and in any event not later than 45 days after Verizon’s
receipt of invoices for fees payable to Surviving Corporation or its Subsidiaries. For avoidance of doubt, nothing in this Section 7.8(f) shall apply
to services purchased by Verizon or its Subsidiary or Subsidiaries under Transferred Affiliate Arrangements or Tariffs to the extent such services
are not used to serve Retained Customer Accounts, or Contracts described under clause (y) above, or Blended Customer Contracts described under
clause (z) above, both as of and after the Closing Date. The provisions of this Section 7.8(f) shall exclusively govern the circumstances described
in the first sentence hereof, notwithstanding any other provision of this Agreement or the Distribution Agreement.

(g) Verizon will use all commercially reasonable efforts to identify to the Company prior to the Closing any Verizon Guarantees (as defined
in the Distribution Agreement) and any Spinco Guarantees (as defined in the Distribution Agreement).

(h) Within ninety days of the date hereof, Verizon shall deliver to Company, to the best of its knowledge after reasonable diligence, a
complete and accurate list, as of the date of delivery of such list, of all Third Party Software (as defined in the Software License Agreement and the
FiOS Software License Agreement) used in or with the Software (as defined in the Software License Agreement), the FS Software (as defined in
the FiOS Software License Agreement), and other material Third Party Software. Such list shall include the name of the vendor/supplier of each
such item of Third Party Software, the type of license (e.g., facilities based, seat, location based, etc.), and a good faith estimate of the license fees
for each such item of Third Party Software on such list. Verizon shall update the list promptly if any additional Third Party Software is used as
described above at any time after the delivery of the initial list and prior to the Closing. Prior to the Closing, Verizon shall cooperate with Company
as reasonably requested by Company in obtaining licenses to such Third Party Software, including by waiving any provisions in its agreements
with the vendors/suppliers of the Third Party Software that would prohibit such vendors/suppliers from licensing such software to Company or its
Affiliates.

(i) The Parties covenant to work in good faith to complete Schedule A of the Software License Agreement within 30 days of the date hereof.
Schedule A shall include (1) a description of the services to be performed, (2) the Software to which such services shall be applied, and (3) a
breakdown of the Annual Maintenance Fee (as defined in the Software License Agreement) by each portion of Software. Verizon shall update the
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list promptly if any additional Maintenance Services (as defined in the Software License Agreement) become applicable to the Software or the FS
Software, respectively, as each is used in the Spinco Business and the Spinco FS Business (as defined in the FiOS Software License Agreement) at
any time after the delivery of the initial list and prior to the Closing.

7.9 Tax Matters.

(a) As soon as reasonably practicable after the date of this Agreement, Verizon and the Company, as to matters germane to the Merger, shall
submit to the IRS a request (the “Ruling Request”) for (i) the IRS Ruling, and (ii) any other ruling in connection with the Contribution, the
Distribution or the Merger that Verizon, in consultation with the Company, deems to be appropriate. The initial Ruling Request and any
supplemental materials submitted to the IRS relating thereto (each, an “IRS Submission”) shall be prepared by Verizon. Verizon shall provide the
Company with a reasonable opportunity to review and comment on each IRS Submission prior to the filing of such IRS Submission with the IRS
as contemplated by Section 10.01(b) of the Tax Sharing Agreement; provided that Verizon may redact from any IRS Submission any information
(“Redactable Information”) that (A) Verizon, in its good faith judgment, considers to be confidential and not germane to the Company’s or
Spinco’s obligations under this Agreement or any of the other Transaction Agreements, and (B) is not a part of any other publicly available
information, including any non-confidential filing.
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(b) Verizon shall provide the Company with copies of each IRS Submission as filed with the IRS promptly following the filing thereof;
provided that Verizon may redact any Redactable Information from the IRS Submission. Each of Verizon, Spinco and the Company agrees to use
all commercially reasonable efforts to obtain the IRS Ruling and the other rulings set forth in the Ruling Request, including providing such
appropriate information and representations as the IRS shall require in connection with the Ruling Request and any IRS Submissions. Solely for
the avoidance of doubt, nothing in this Section 7.9(b) shall provide grounds for Verizon, Spinco or the Company to alter any obligation or
limitation imposed upon it under this Agreement.

(c) Each of Verizon, Spinco and the Company agrees to use all commercially reasonable efforts to obtain the Distribution Tax Opinion. The
Distribution Tax Opinion shall be based upon the IRS Ruling, any other rulings issued by the IRS in connection with the Ruling Request, and
customary representations and covenants, including those contained in certificates of Verizon, Spinco, the Company and others, reasonably
satisfactory in form and substance to Verizon Tax Counsel (such representations and covenants, the “Distribution Tax Representations”). Each of
Verizon, Spinco and the Company shall deliver to Verizon Tax Counsel, for purposes of the Distribution Tax Opinion, the Distribution Tax
Representations.

(d) Verizon and Spinco, on the one hand, and the Company, on the other hand, shall cooperate with each other in obtaining, and shall use all
their respective commercially reasonable efforts to obtain, a written opinion of their respective tax counsel, Company Tax Counsel, in the case of
the Company, and Verizon Tax Counsel, in the case of Verizon and Spinco, in form and substance reasonably satisfactory to the Company and
Verizon, respectively (each such opinion, a “Merger Tax Opinion”), dated as of the Effective Time, to the effect that, on the basis of facts,
representations and assumptions set forth in such opinion, the Merger will be treated as a tax-free reorganization within the meaning of
Section 368(a) of the Code, and no gain or loss will be recognized by Spinco or its stockholders (except to the extent of cash in lieu of fractional
share interests) in the Merger. Each of the Company, Verizon and Spinco shall deliver to Company Tax Counsel and Verizon Tax Counsel for
purposes of the Merger Tax Opinions customary representations and covenants, including those contained in certificates of the Company, Verizon,
Spinco and others, reasonably satisfactory in form and substance to Company Tax Counsel and Verizon Tax Counsel.

(e) Prior to the Effective Time, each of Verizon, Spinco and the Company agrees to use all commercially reasonable efforts to cause the Tax-
Free Status of the Transactions.

7.10 Access to Information. Upon reasonable notice, each of Verizon, Spinco and the Company shall, subject to applicable Law, afford to
each other and to each other’s respective officers, employees, accountants, counsel and other authorized representatives, reasonable access during
normal business hours, from the date hereof through to the date which is the earlier of the Effective Time or the date on which this Agreement is
terminated pursuant to Section 9.1, to its and its Subsidiaries’ officers, employees, accountants, consultants, representatives, plants, properties,
Contracts (other than Retained Contracts), commitments, books, records (including Tax Returns) and any report, schedule or other document filed
or received by it pursuant to the requirements of the federal or state securities laws, and shall use all commercially reasonable efforts to cause its
respective representatives to furnish promptly to the others such additional financial and operating data and other information in its possession, as
to its and its Subsidiaries’ respective businesses and properties as the others or their respective duly authorized representatives, as the case may be,
may reasonably request, it being understood that in no event will any party be required to provide access to its accountants’ work papers or to
customers proprietary network information (other than as the parties may mutually agree in a separate written agreement and, with respect to
customer proprietary network information, to the extent permitted by the FCC Rules) and, in the case of Spinco and Verizon, the foregoing
obligations will be limited to information regarding the Spinco Business.

7.11 No Solicitation.
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(a) Except as set forth in Sections 7.11(b) through (d) hereof, the Company agrees that, following the date of this Agreement and prior to the
earlier of the Effective Time or the date on which this Agreement is terminated
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pursuant to Section 9.1, neither it nor any Company Subsidiary shall, and that it shall use all commercially reasonable efforts to cause its and each
of the Company Subsidiary’s officers, directors, employees, advisors and agents not to, directly or indirectly, (i) knowingly solicit, initiate or
encourage any inquiry or proposal that constitutes or could reasonably be expected to lead to a Company Acquisition Proposal, (ii) provide any
non-public information or data to any Person relating to or in connection with a Company Acquisition Proposal, engage in any discussions or
negotiations concerning a Company Acquisition Proposal, or otherwise knowingly facilitate any effort or attempt to make or implement a Company
Acquisition Proposal, (iii) approve, recommend, agree to or accept, or propose publicly to approve, recommend, agree to or accept, any Company
Acquisition Proposal, or (iv) approve, recommend, agree to or accept, or propose to approve, recommend, agree to or accept, or execute or enter
into, any letter of intent, agreement in principle, merger agreement, acquisition agreement, option agreement or other similar agreement related to
any Company Acquisition Proposal. Without limiting the foregoing, any violation of the restrictions set forth in the preceding sentence by any of
the Company Subsidiaries or any of the Company’s or the Company Subsidiaries’ officers, directors, employees, agents or representatives
(including any investment banker, attorney or accountant retained by the Company or the Company Subsidiaries) shall be a breach of this
Section 7.11(a) by the Company. The Company agrees that it will immediately cease and cause to be terminated any existing activities, discussions
or negotiations with any Persons conducted heretofore with respect to any Company Acquisition Proposal (except with respect to the transactions
contemplated by this Agreement).

(b) Nothing contained in this Agreement shall prevent the Company or the Company’s Board of Directors from, prior to the receipt of the
Requisite Approval, engaging in any discussions or negotiations with, or providing any non-public information to, any Person, if and only to the
extent that (i) the Company receives from such Person a bona fide Company Superior Proposal or a Company Acquisition Proposal that the
Company’s Board of Directors determines in good faith (after consultation with a financial advisor of nationally recognized reputation) would
reasonably be expected to lead to a Company Superior Proposal and in either case that was not solicited after the date of this Agreement, (ii) the
Company’s Board of Directors determines in good faith (after consultation with its legal advisors) that its failure to do so would reasonably be
expected to result in a breach of the Board of Directors’ fiduciary duties under applicable Law, (iii) prior to providing any information or data to
any Person in connection with a proposal by any such Person, such information has been provided to Verizon (or is provided to Verizon at the
same time it is provided to such Person, to the extent not previously provided or made available to Verizon) and (iv) prior to providing any non-
public information or data to any Person or entering into discussions or negotiations with any Person, the Company’s Board of Directors notifies
Verizon promptly of any such inquiry, proposal or offer received by, any such information requested from, or any such discussions or negotiations
sought to be initiated or continued with, the Company, any Company Subsidiary or any of their officers, directors, employees, advisors and agents
after the date of this Agreement indicating, in connection with such notice, the material terms and conditions of the Company Acquisition Proposal
and the identity of the Person making such Company Acquisition Proposal. The Company agrees that it shall keep Verizon reasonably informed, on
a reasonably prompt basis (and in any event within 24 hours following receipt of any Company Acquisition Proposal or any changes thereto), of the
status and material terms of any such proposals or offers, any changes thereto, and the status of any such discussions or negotiations and will notify
Verizon promptly of any determination by the Company’s Board of Directors that a Company Superior Proposal has been made. For purposes of
this Agreement, a “Company Superior Proposal” means any proposal or offer made by a third party to acquire, directly or indirectly, by merger,
consolidation or otherwise, for consideration consisting of cash and/or securities, at least a majority of the shares of the Company Common Stock
then outstanding or all or substantially all of the assets of the Company and the Company Subsidiaries and otherwise on terms which the Board of
Directors of the Company (after consultation with its legal and financial advisors) determines in its good faith judgment to be more favorable to
the Company’s stockholders than the Merger (taking into account all of the terms and conditions of such proposal and of this Agreement as well as
any other factors deemed relevant by the Board of Directors of the Company) and reasonably capable of being consummated on the terms so
proposed, taking into account all financial, regulatory, legal and other aspects of such proposal.
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(c) Notwithstanding anything to the contrary contained herein, but subject to compliance with this Section 7.11(c), prior to the receipt of the
Requisite Approval, the Board of Directors of the Company may, if it concludes in good faith (after consultation with its legal advisors) that failure
to do so would reasonably be expected (taking into account any new or revised proposals made by Verizon) to result in a breach of its fiduciary
duties under applicable Law, effect a Change of Board Recommendation, but only if:

(i) the Company shall have provided prior written notice to Verizon of its intention to take any such action at least five Business Days
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in advance of taking such action (the “Notice Period”), which notice shall specify (A) if such Change of Board Recommendation is not being
made as a result of a Company Superior Proposal, the Board of Directors’ reasons for taking such action, and (B) if such Change of Board
Recommendation is being made as a result of a Company Superior Proposal, or involves the recommendation of a Company Superior
Proposal, the material terms and conditions of any such Company Superior Proposal (including the identity of the party making such
Company Superior Proposal); and

(ii) prior to effecting such Change of Board Recommendation or recommending such Company Superior Proposal the Company shall
provide Verizon the opportunity to submit an amended written proposal or to make a new written proposal to the Board of Directors of the
Company during the Notice Period.

In the event of any material revisions to the Company Superior Proposal, the Company shall be required to deliver a new written notice to Verizon
and to comply with the requirements of this Section 7.11(c) with respect to such new written notice except that the Notice Period shall be reduced
to two Business Days.

(d) Nothing in this Agreement shall prohibit the Company from taking and disclosing to its stockholders a position contemplated by Rule
14d-9 and Rule 14e-2(a) promulgated under the Exchange Act or from making any disclosure to the Company stockholders if, in the good faith
judgment of the Board of Directors of the Company (after consultation with its legal advisors), it is required to do so in order to comply with its
fiduciary duties to the Company’s stockholders under applicable Law; provided, however, that any disclosure other than a “stop, look and listen” or
similar communication of the type contemplated by Rule 14d-9(f) under the Exchange Act, unless accompanied by an express rejection of any
applicable Company Acquisition Proposal or an express reaffirmation of the Company Board Recommendation, shall be deemed to be a Change of
Board Recommendation subject to Section 7.11.

7.12 Director and Officer Matters.

(a) From and after the date hereof, the Company, the Surviving Corporation and their respective Subsidiaries shall provide such cooperation
and assistance as Verizon may reasonably request to enable, if Verizon so chooses, Verizon or a Subsidiary thereof to maintain following the
Closing, at Verizon’s expense, directors’ and officers’ liability insurance policies and fiduciary liability insurance policies covering each person
who is, or has been at any time prior to the Effective Time, an officer or director of Verizon or a Contributing Company and each person who
served at the request of a Contributing Company as a director, officer, trustee or fiduciary of another corporation, partnership, joint venture, trust,
pension or other employee benefit plan or enterprise, including any person serving in such capacity with respect to Spinco or a Spinco Subsidiary
(the “Identified Persons”).

(b) At the Closing, the Surviving Corporation will, on behalf of itself, its Subsidiaries and their respective successors and assigns and for all
parties claiming by, through or under them (the “Surviving Corporation Releasors”), execute and deliver to each Identified Person a release
irrevocably releasing, remising and forever discharging such Identified Person, and its estates and heirs, of and from any and all claims, whether
presently known or unknown, which any Surviving Corporation Releasor has or may have of any kind arising out of or pertaining to acts or
omissions, or alleged acts or omissions, by such Identified Person in the capacities specified in Section 7.12(a) prior to the Effective Time;
provided, however, that such release shall also include a release, executed by such Identified Person, on behalf of itself and its estates and heirs and
for all parties claiming by, through or under them (the “Identified Persons Releasors”), irrevocably releasing, remising and forever
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discharging the Surviving Corporation, its Subsidiaries and their respective successors and assigns, of and from any and all claims, whether
presently known or unknown, which any Identified Persons Releasor has or may have of any kind.

(c) In the event of any claim, action, suit, arbitration, proceeding or investigation (“Action”) arising out of or pertaining to acts or omissions,
or alleged acts or omissions, by the Identified Persons in the capacities specified in Section 7.12(a) prior to the Closing, from and after the
Effective Time the Surviving Corporation and its Subsidiaries shall provide reasonable cooperation, at Verizon’s expense, in defense of any such
Action.

7.13 Public Announcements. Verizon and the Company shall consult with each other and shall mutually agree upon any press release or
public announcement relating to the transactions contemplated by this Agreement. Neither of them shall issue any such press release or make any
such public announcement or statement (including through any advertising, press conference, media appearance or other forum) prior to such
consultation and agreement, except as may be required by applicable Law or by obligations pursuant to any listing agreement with any national
securities exchange or automated inter-dealer quotation system, in which case the party proposing to issue such press release or make such public
announcement shall use all commercially reasonable efforts to consult in good faith with the other party before issuing any such press release or
making any such public announcement.

7.14 Notification.
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(a) Verizon shall give notice to the Company, and the Company shall give notice to Verizon, of any occurrence or non-occurrence of any fact
or event that would reasonably be expected to cause the failure of Verizon or its Affiliates or the Company or its Affiliates, as the case may be, to
comply with or satisfy, in any material respect, any closing condition set forth in Article VIII.

(b) Each of the parties hereto shall keep the others informed on a timely basis as to (i) the status of the transactions contemplated by the
Transaction Agreements and the obtaining of all necessary and appropriate exemptions, rulings, consents, authorizations and waivers related
thereto, including the Telecommunications Regulatory Consents and (ii) the status of any other material regulatory proceeding pending as of the
date hereof or arising prior to the Effective Time, affecting the Spinco Business or the business of the Company, as applicable.

7.15 Control of Other Party’s Business. Nothing contained in this Agreement shall give Verizon or Spinco, directly or indirectly, the right to
control or direct the Company’s operations prior to the Effective Time. Nothing contained in this Agreement shall give the Company, directly or
indirectly, the right to control or direct the operations of the Spinco Business prior to the Effective Time. Prior to the Effective Time, Verizon and
the Company shall exercise, consistent with the terms and conditions of this Agreement, complete control and supervision over their respective
operations.

7.16 Financial Statements and Related Information.

(a) Beginning with the fiscal quarter ending on March 31, 2009, Verizon will deliver to the Company, (i) with respect to each fiscal quarter
other than the last fiscal quarter of a fiscal year, promptly upon their being prepared (and in any event no later than 40 days after the end of such
fiscal quarter), unaudited combined Statements of Selected Assets, Selected Liabilities and Parent Funding of the local exchange businesses and
related landline activities of Verizon in the Territory (including Internet access and certain long distance services provided to customers in those
states), together with the related unaudited combined statements of income, cash flows and parent funding for the portion of the fiscal year then
ended and (ii) with respect to the last fiscal quarter of a fiscal year, promptly upon their being prepared (and in any event no later than 75 days
after the end of such fiscal quarter), audited combined Statements of Selected Assets, Selected Liabilities and Parent Funding of the local exchange
businesses and related landline activities of Verizon in the Territory (including Internet
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access and certain long distance services provided to customers in those states), together with the related audited combined statements of income,
cash flows and parent funding for such fiscal year. Such statements shall be prepared from the books and records of Verizon and the Contributing
Companies (to the extent relating to the Spinco Business) in accordance with GAAP applied on a consistent basis throughout the periods involved
using the same accounting principles, practices, methodologies and policies used in preparing the Spinco Financial Statements (except as may
otherwise be required under GAAP), shall satisfy the requirements of Regulation S-X under the Exchange Act and present fairly, in all material
respects, the financial position and operating results and changes in cash flows and changes in parent funding of the Spinco Business as of the dates
and for the periods indicated therein.

7.17 Directors of the Surviving Corporation . The Company, Verizon and Spinco shall take all action reasonably necessary to cause the Board
of Directors of the Company immediately prior to the Effective Time to consist of twelve members, (i) three of whom shall be designated by
Verizon and (ii) nine of whom shall be designated by the Company, which directors shall be the Board of Directors of the Surviving Corporation.
One of the Company’s designees shall serve as chairman of the board. Within six months following the date of this Agreement, Verizon shall give
the Company written notice setting forth its designees to the Surviving Corporation’s Board of Directors and such information with respect to each
of its designees as is required to be disclosed in the Proxy Statement/Prospectus or would be required to be disclosed in a proxy statement for an
annual meeting. Promptly after Verizon gives such notice to the Company, and in any event within 20 days thereafter, the Company shall notify
Verizon of its designees to the Surviving Corporation’s Board of Directors. Without limiting the foregoing and prior to the Effective Time, the
Company shall take all actions necessary to obtain the resignations of all members of its Board of Directors who will not be directors of the
Surviving Corporation and for the Board of Directors of the Company to fill such vacancies with the new directors contemplated by this
Section 7.17. Verizon’s director nominees under this Section 7.17 will (x) not be employees of Verizon, its Affiliates or Cellco Partnership or any
of its Subsidiaries and (y) will satisfy the requirements for director independence under the rules and regulations of the SEC and the NYSE.

7.18 Financing

(a) The parties acknowledge that it is contemplated that the Special Payment shall be financed through the incurrence of one or more term
loan bank borrowings and/or capital markets issuances by Spinco prior to or substantially contemporaneous with the Distribution (collectively, the
“Special Payment Financing”) and that in connection with the Distribution Spinco may issue to Verizon or a Verizon Subsidiary Spinco Securities.
From time to time following the date hereof, Verizon and the Company shall meet to discuss strategy and timing for seeking proposals from
reputable lenders and/or underwriters to provide, arrange and/or underwrite the Special Payment Financing, which financing may be negotiated,
drawn down and/or issued in one or more tranches.

(b) Verizon and the Company shall jointly solicit proposals from reputable financing sources no later than nine months after the date hereof



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

(and, at such time, Verizon shall provide the Company with its then-current estimate of its Distribution Date tax basis in Spinco) and the Company
shall select from among the proposals received one or more which the Company reasonably determines to be the most favorable. Promptly
thereafter, the Company and Verizon shall commence negotiations with the financing sources thereunder. The Company shall take the lead in such
negotiations and shall keep Verizon informed of all material developments and provide Verizon with an opportunity to participate in all
negotiations. The Company and Verizon shall use all commercially reasonable efforts to finalize all documentation with respect to the Special
Payment Financing. The Company agrees to discuss and consider from time to time, at the request of Verizon, the possibility of causing Spinco to
incur a portion of the Special Payment Financing in advance of the Closing, it being understood that the Company shall be under no obligation to
do so. Subject to Section 7.18(e) and the following proviso, the Company and Verizon shall be required to accept and execute documentation
relating to (and cause Spinco to execute documentation relating to) the Special Payment Financing and, if applicable, the Spinco Securities,
provided that if at the time proposed for acceptance and execution of documentation relating to the Special Payment Financing and, if applicable,
the Spinco Securities, the negotiated terms thereof do not satisfy the requirements of clauses (i) or (ii) of Section 7.18(e), and if as of such time, the
parties would otherwise be
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obligated to close the transactions contemplated hereby due to the satisfaction of the conditions set forth in Article VIII (other than those that
would be satisfied by action at the Closing and other than the condition in Section 8.2(d)), the Company shall promptly so notify Verizon and either
the Company or Verizon may elect to defer the Closing (subject to the satisfaction of such closing conditions on such deferral date) until the final
Business Day of the next calendar month (a “Financial Market Deferral”). If elected, the parties shall cooperate in seeking to improve the
proposed terms of the Special Payment Financing and, if applicable, the Spinco Securities during such deferral period. A Financial Market Deferral
may be elected on one or more occasions but no more than four times in total by the Company and Verizon, and, notwithstanding the foregoing, if
elected for a fourth time, the period of such deferral shall last until the final Business Day of the second calendar month following the date on
which such deferral is elected.

(c) If Verizon notifies the Company that Spinco Securities are to be issued, the Company shall take the lead in the negotiation of the terms
and conditions thereof with the financial institutions selected by Verizon to be party to any Debt Exchange elected to be consummated by Verizon
and shall keep Verizon informed of all material developments and provide Verizon with an opportunity to participate in all negotiations relating to
the terms of such Spinco Securities. In such event, the Company shall, in consultation with Verizon, determine the final form of the Spinco
Securities and related agreements (including registration rights arrangements and indenture) consistent with the terms set forth in Exhibit G of the
Distribution Agreement; provided that the covenants and economic terms thereof would reasonably be expected to result in the Spinco Securities
being exchanged for Verizon obligations in an equal principal amount. If Verizon elects to consummate the Debt Exchange, it shall have the sole
right to structure the arrangements relating thereto with underwriters, arrangers and other third parties relating to the Debt Exchange; provided that
Verizon shall keep the Company reasonably informed regarding such arrangements.

(d) Notwithstanding the provisions of Sections 7.18(b) and 7.18(c) above, in the event that (i) all of the conditions set forth in Article VIII
(other than those that would be satisfied by action at the Closing and other than the condition in Section 8.2(d)) have been satisfied and (ii) the
Company (A) is not actively conducting negotiations with financing sources with respect to the Special Payment Financing and, if applicable, the
Spinco Securities, and (B) fails to commence such negotiations promptly following notice from Verizon that Verizon reasonably believes the
Company is not actively conducting such negotiations, then Verizon shall be entitled to assume the lead role in conducting such negotiations (and
shall keep the Company informed of all material developments with respect thereto) until the Company so acts.

(e) Notwithstanding the provisions of Section 7.18(b) and Section 7.18(c):

(i) The Company shall not be obligated to accept or execute documentation relating to the Special Payment Financing or, if applicable,
the Spinco Securities if (w) either (A) the weighted average life of the aggregate of such financing and securities, together with the
Distribution Date Spinco Indebtedness, is less than five years or (B) any of the Special Payment Financing or the Spinco Securities would
have a final maturity of earlier than January 1, 2014, other than any bridge financing with a maturity of at least 364 days in an aggregate
amount not in excess of $600 million, (x) such financing or securities or the Distribution Date Spinco Indebtedness would be secured by any
assets of any operating company, (y) the terms or provisions of such financing or securities or the Distribution Date Spinco Indebtedness
would cause their incurrence or assumption by the Company in or as a result of the Merger to be prohibited by or cause (with or without
notice or the lapse of time) a default under the Company’s existing credit agreements or indentures as in effect on the date hereof, or (z) both
(I) the proposed covenants and other terms and conditions in such documentation (excluding (A) any terms of the Spinco Securities set forth
in Exhibit G of the Distribution Agreement and (B) the rate, yield or tenor thereof) are not, in the aggregate, substantially in accordance with
then prevailing market terms for similarly sized term loan bank borrowings and/or capital market issuances by companies of a size and with
credit ratings similar to the Surviving Corporation and (II) the effect of such covenants and other terms and conditions that are not in
accordance with the prevailing market terms (excluding (A) any terms of the Spinco Securities set forth in Exhibit G of the Distribution
Agreement and (B) the rate, yield or tenor thereof) would, in the aggregate, be materially adverse to the Surviving Corporation.
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(ii) The Company shall not be obligated to accept or execute documentation relating to the Special Payment Financing or the Spinco
Securities if as a result thereof the weighted average annual cash interest rate (including annual accretion of original issue discount with
respect to Indebtedness issued with a material amount of original issue discount) payable on the aggregate of the Special Payment Financing,
the Spinco Securities and the Distribution Date Spinco Indebtedness (the “Coverage Costs”) would exceed 9.5%, unless the Company
reasonably determines in good faith that such Coverage Costs would not be unduly burdensome.

(f) Each of Verizon, Spinco and the Company shall cooperate in connection with the preparation of all documents and the making of all
filings required in connection with the Special Payment Financing, the Spinco Securities and the Debt Exchange (if Verizon elects to consummate
the Debt Exchange) and shall use all commercially reasonable efforts to take, or cause to be taken, all actions and to do, or cause to be done, all
other things necessary, proper or advisable to consummate the Special Payment Financing, the issuance of the Spinco Securities and the Debt
Exchange (if Verizon elects to consummate the Debt Exchange) and the other transactions contemplated in connection therewith. Without limiting
the generality of the foregoing, each of Verizon, Spinco and the Company shall use all commercially reasonable efforts to cause their respective
employees, accountants, counsel and other representatives to cooperate with each other in (i) participating in meetings, drafting sessions, due
diligence sessions, management presentation sessions, “road shows” and sessions with rating agencies in connection with the syndication or
marketing of the Special Payment Financing, the Spinco Securities and the Debt Exchange (if Verizon elects to consummate the Debt Exchange),
(ii) preparing offering memoranda, private placement memoranda, prospectuses and similar documents deemed reasonably necessary by Verizon,
Spinco or the Company, to be used in connection with consummating the Special Payment Financing, the issuance of the Spinco Securities and the
Debt Exchange (if Verizon elects to consummate the Debt Exchange), (iii) executing and delivering all documents and instruments deemed
reasonably necessary by Verizon, Spinco or the Company to consummate the Special Payment Financing, the issuance of the Spinco Securities and
the Debt Exchange (if Verizon elects to consummate the Debt Exchange), including any underwriting or placement agreements, pledge and
security documents, other definitive financing documents, including any intercreditor or indemnity agreements, or other requested certificates or
documents as may be reasonably requested in connection with the Special Payment Financing, the Spinco Securities or the Debt Exchange (if
Verizon elects to consummate the Debt Exchange), provided, however, that (A) no such agreements or documents shall impose any monetary
obligation or liability on Spinco or the Company prior to the Effective Time and (B) Verizon shall not be obligated to incur any obligations in
connection with the Special Payment Financing (other than the obligation to pay Spinco Debt Expenses as provided in the Distribution Agreement
and the non-monetary cooperation obligations set forth above in this Section 7.18(f)), (iv) disclosing the terms and conditions of the Special
Payment Financing, the Spinco Securities and the Debt Exchange (if Verizon elects to consummate the Debt Exchange), as reasonably appropriate,
in the Registration Statements, and (v) taking all other actions reasonably necessary in connection with the Special Payment Financing, including
any such actions required to permit the assumption by the Surviving Corporation of the debt that is part of the Special Payment Financing and the
Spinco Securities at the Effective Time.

(g) Not later than 60 days prior to the reasonably anticipated Closing Date, Verizon shall deliver to the Company a certificate setting forth the
anticipated amount of the Special Payment, along with Verizon’s then-current estimates of (i) Distribution Date Spinco Indebtedness and (ii) its tax
basis in Spinco as of the Distribution Date. Verizon shall have the right to update such certificate from time to time in advance of the Closing (but
no later than 15 days prior to the Closing) in light of any updated information of Verizon regarding its tax basis in Spinco and the amount of the
Distribution Date Spinco Indebtedness.

7.19 Accountants.

(a) In connection with the information regarding the Spinco Business or the transactions contemplated by this Agreement provided by Spinco
specifically for inclusion in, or incorporation by reference into, the Proxy Statement/Prospectus and the Registration Statements, Verizon shall use
all commercially reasonable efforts to cause to be delivered to the Company letters of Ernst & Young LLP, dated the date on which each of the
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Registration Statements shall become effective, the date on which the Proxy Statement/Prospectus or any Registration Statement is mailed to the
Company’s stockholders and the Closing Date, and addressed to the Company, in form and substance reasonably satisfactory to the Company and
customary in scope and substance for letters delivered by independent public accountants in connection with registration statements similar to the
Registration Statements. In the event that Spinco is treated as the acquiring entity for accounting purposes pursuant to GAAP, then Verizon shall
use all commercially reasonable efforts to cause any such letter to include such negative assurance statements regarding the pro forma financial
information included in the Proxy Statement/Prospectus and the Registration Statements as are customary in scope and substance for letters
delivered by independent public accountants in connection with registration statements similar to the Registration Statements.
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(b) The Company shall use all commercially reasonable efforts to cause KPMG LLP, the independent auditors of the Company, to provide
any unqualified opinions, consents or customary comfort letters with respect to the financial statements of the Company needed in connection with
the Special Payment Financing, the Registration Statements and/or the Debt Exchange (if Verizon elects to consummate the Debt Exchange). The
Company agrees to allow Verizon’s accounting representatives the opportunity to review any such financial statements required in connection
therewith and to allow such representatives reasonable access to the Company and the Company Subsidiaries and supporting documentation with
respect to the preparation of such financial statements; provided that such access shall not include any right to review the working papers of the
independent auditors of the Company and the Company Subsidiaries. The Company shall use all commercially reasonable efforts to cause KPMG
LLP to participate in the preparation of any pro forma financial statements necessary or desirable for inclusion in, or incorporation by reference
into, the Registration Statements and for use in connection with the Special Payment Financing and/or the Debt Exchange (if Verizon elects to
consummate the Debt Exchange).

(c) In connection with the information regarding the Company or the Company Subsidiaries or the transactions contemplated by this
Agreement provided by the Company specifically for inclusion in, or incorporation by reference into, the Proxy Statement/Prospectus and the
Registration Statements, the Company shall use all commercially reasonable efforts to cause to be delivered to Spinco letters of KPMG LLP, dated
the date on which each of the Registration Statements shall become effective, the date on which the Proxy Statement/Prospectus or any Registration
Statement is mailed to the Company’s stockholders and the Closing Date, and addressed to Verizon and Spinco, in form and substance reasonably
satisfactory to Verizon and customary in scope and substance for letters delivered by independent public accountants in connection with
registration statements similar to the Registration Statements. In the event that the Company is treated as the acquiring entity for accounting
purposes pursuant to GAAP, then the Company shall use all commercially reasonable efforts to cause any such letter to include such negative
assurance statements regarding the pro forma financial information included in the Proxy Statement/Prospectus and the Registration Statements as
are customary in scope and substance for letters delivered by independent public accountants in connection with registration statements similar to
the Registration Statements.

(d) Verizon shall use all commercially reasonable efforts to cause Ernst & Young LLP, the independent auditors of Spinco, to provide any
unqualified opinions, consents or customary comfort letters with respect to the financial statements regarding the Spinco Business needed in
connection with the Special Payment Financing, the Proxy Statement/Prospectus, the Registration Statements and/or the Debt Exchange (if
Verizon elects to consummate the Debt Exchange). Verizon agrees to allow the Company’s accounting representatives the opportunity to review
any such financial statements required in connection therewith and to allow such representatives reasonable access to records of the Contributing
Companies and supporting documentation with respect to the preparation of such financial statements; provided, however, that such access shall
not include any right to review the working papers of the independent auditors of Verizon and its Subsidiaries. Verizon shall use all commercially
reasonable efforts to cause Ernst & Young LLP to participate in the preparation of any pro forma financial statements necessary or desirable for
inclusion in, or incorporation by reference into, the Registration Statements and for use in connection with the Special Payment Financing and/or
the Debt Exchange (if Verizon elects to consummate the Debt Exchange).
 

A-1-67

Table of Contents

7.20 Disclosure Controls. Each of Verizon and the Company shall use all commercially reasonable efforts to enable the Company to
implement such programs and take such steps as are reasonably necessary to (i) develop a system of internal controls over financial reporting (as
defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) intended to ensure that after the Effective Time material information relating to the
Surviving Corporation is timely made known to the management of the Surviving Corporation by others within those entities, (ii) cooperate
reasonably with each other in preparing for the transition and integration of the financial reporting systems of Spinco and the Spinco Subsidiaries
with the Company’s financial reporting systems following the Effective Time and (iii) otherwise enable the Surviving Corporation to maintain
compliance with the provisions of Section 404 of the Sarbanes-Oxley Act.

7.21 Listing. As promptly as reasonably practicable following the date hereof and at least 30 days prior to the date that any party reasonably
expects all of the required regulatory approvals to have been obtained, the Company shall make application to the NYSE for the listing of the
shares of Company Common Stock to be issued pursuant to the transactions contemplated by this Agreement and use all commercially reasonable
efforts to cause such shares to be Approved for Listing.

7.22 Ancillary Agreements.

(a) At the Company’s request, which shall be made, if at all, prior to March 31, 2010, Verizon and the Company shall cause their respective
Affiliates to enter into an agreement with respect to Video Transport Service incorporating the terms set forth on the term sheet attached as Exhibit
D and such other terms as may be reasonably related thereto and agreed by their respective Affiliates (the “Video Transport Service Agreement”).

(b) Verizon and the Company shall cause their respective Affiliates to enter into an agreement with respect to Back Office Support Services
incorporating the terms set forth on the term sheet attached as Exhibit E and such other terms as may reasonably related thereto and agreed by their
respective Affiliates (the “Back Office Support Services Agreement”).
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7.23 Directories Agreements. Prior to the Merger, Spinco shall offer to Directories Media Inc. (“Directories”) to enter into the proposed
Publishing Agreement, the Non-Competition Agreement and the Branding Agreement, between Directories and Spinco (or Subsidiaries of Spinco,
as applicable), that are in the form attached hereto as Exhibits F, G and H (the “Directories Agreements”); provided, however, that Spinco shall
not have any obligation to enter into (or offer to enter into) any such agreement to the extent the terms of such agreement are not binding upon the
Spinco Business as of immediately prior to the Effective Time. If such agreements are required but are not entered into prior to the Merger, the
Surviving Corporation (or Subsidiaries of the Surviving Corporation, as applicable) will offer to enter into such agreements with Directories within
90 days following the Merger to the extent Directories notifies the Surviving Corporation within such time period that it wishes to enter into such
agreements.

7.24 Realignment.

(a) Following the date hereof, Verizon shall undertake to segregate the operation of the Spinco Business in the Territory (other than West
Virginia) from the Verizon Business (including the completion of the actions contemplated by Section 7.24(c) and the identification, testing and
validation of personnel, processes and systems to be working properly) such that the representation set forth in Section 5.17 shall be accurate as of
the Closing in accordance with the standards set forth in Section 8.3(b) (the “Realignment”). Verizon shall keep the Company reasonably updated
from time to time with respect to the Realignment and shall discuss with the Company its plans for implementing the various aspects of the
Realignment on an ongoing basis once Verizon has developed its initial plan for effecting the Realignment. If in connection with the Realignment
the Company wishes to remove or omit particular functions or services that are used or held for use in the conduct of the Spinco Business or to
replace certain third party vendors of the Spinco business with other third party vendors, the Company will promptly notify Verizon in writing to
this effect. Verizon will have the right to disapprove
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such proposed omissions or replacements to the extent Verizon determines that such omissions or replacements may materially delay or increase
the expense of completing the Realignment. No later than 60 days prior to the reasonably anticipated Closing Date, Verizon shall provide written
notice to the Company stating that Verizon and its Subsidiaries have completed the Realignment as of the date of such notice. The Company shall
be granted reasonable rights of access from time to time prior to the Closing in accordance with Section 7.10 to validate and confirm the
completion of the Realignment (including the functioning of principal operating systems) in accordance with the first sentence of this Section 7.24.

(b) In connection with the Realignment, Verizon shall not take any action that would result in any material increase in the number of
employees performing each material function of the Spinco Business above the number of such employees performing such function on behalf of
the Spinco Business on the date hereof.

(c) Prior to March 31, 2010, Verizon shall create a separate instance in the Fort Wayne, Indiana data center (the “Fort Wayne Data Center”)
of Verizon proprietary software systems that will enable Spinco (and following the Merger, the Surviving Corporation) in all states in the Territory
(other than West Virginia) to provide functionality substantially similar to, but no less favorable to the Spinco Business than, that which the Spinco
Business received from Verizon and its Affiliates as of the date of this Agreement. As of the Closing Date, the Fort Wayne Data Center (i) shall be
owned by the Surviving Corporation or an Affiliate thereof and (ii) shall have on site a majority of the hardware reasonably required to provide
functionality to the Spinco Business in accordance with the foregoing (and the balance of such hardware, if not held at the Fort Wayne Data
Center, shall be available on a firewall basis from Verizon or a Verizon Subsidiary for up to one year following the Closing to allow for Verizon to
transfer such hardware to the Fort Wayne Data Center within one year following the Closing).

7.25 California Disclosure. Notwithstanding anything herein to the contrary, the parties acknowledge that the Verizon Disclosure Letter and
the Spinco Disclosure Letter and the Disclosure Letter under the Distribution Agreement contain no information regarding the portion of the Spinco
Business conducted in California and that such failure shall not constitute a breach of any representation or warranty herein or any breach of the
Distribution Agreement. Verizon and Spinco shall have the right to update such Disclosure Letters within 45 days of the date hereof to incorporate
any applicable disclosure relating to portion of the Spinco Business conducted in California, whereupon such disclosure will be deemed to have
been made as of the date hereof; provided, however, that this Section 7.25 and any disclosure made hereunder shall have no effect with respect to
the representations and warranties made in Section 5.5 or Section 5.17.

7.26 Joint Defense Agreement. Within 30 days following the date hereof, Verizon and the Company shall negotiate in good faith the terms of,
and enter into, a joint defense agreement regarding certain matters of common interest arising from the transactions contemplated by the
Transaction Agreements (the “Joint Defense Agreement”).

ARTICLE VIII

CONDITIONS TO THE MERGER
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8.1 Conditions to the Obligations of Spinco, Verizon and the Company to Effect the Merger. The respective obligations of each party to
consummate the Merger shall be subject to the fulfillment (or, to the extent permitted by applicable Law, waiver by both Verizon and the
Company) at or prior to the Effective Time of the following conditions:

(a) Each of the Internal Spinoffs, the Internal Restructuring, the Contribution and the Distribution shall have been consummated, in each case,
in accordance with the Distribution Agreement, the IRS Ruling (unless the parties agree in writing upon, and implement, an alternative structure
for the transactions contemplated hereby that eliminates the need for an IRS Ruling as contemplated by Section 2.7 hereof) and the Distribution
Tax Opinion; provided, however, that this Section 8.1(a) shall not be a condition to the consummation of the Merger
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by any party whose failure to comply with its obligations and/or covenants set forth in this Agreement, the Tax Sharing Agreement or the
Distribution Agreement gives rise to the failure of the Internal Spinoffs, the Internal Restructuring, the Contribution or the Distribution to have
been consummated in accordance with the foregoing.

(b) Any applicable waiting period under the HSR Act shall have expired or been terminated.

(c) (i) No regulatory proceeding before any State Regulator that is pending as of the date hereof or arises prior to the Effective Time, and
affects either the Spinco Business or the business of the Company, shall have been resolved by final order of the applicable regulator on terms that,
and (ii) no condition shall have been imposed in connection with obtaining any Telecommunications Regulatory Consent that, in either case,
constitutes a Materially Adverse Regulatory Condition.

(d) All of the Telecommunications Regulatory Consents shall be final and in full force and effect.

(e) The Registration Statements shall have become effective in accordance with the Securities Act or the Exchange Act, as applicable, and
shall not be the subject of any stop order or proceedings seeking a stop order; and the shares of Company Common Stock to be issued, and such
other shares required to be reserved for issuance, pursuant to the Merger shall have been Approved for Listing.

(f) The Requisite Approval shall have been obtained, in accordance with applicable Law and the rules and regulations of the NYSE.

(g) No court of competent jurisdiction or other Governmental Authority shall have issued an Order that is still in effect restraining, enjoining
or prohibiting the Contribution, the Distribution or the Merger.

(h) No action shall have been taken, and no statute, rule, regulation or executive order shall have been enacted, entered, promulgated or
enforced, by any Governmental Authority with respect to the Contribution, the Distribution or the Merger or the other transactions contemplated
hereby or by the Distribution Agreement or the Employee Matters Agreement that, individually or in the aggregate, would (i) restrain, enjoin or
prohibit the consummation of the Internal Spinoffs, the Internal Restructuring, the Contribution, the Distribution or the Merger or the other
transactions contemplated hereby or by the Distribution Agreement or the Employee Matters Agreement or (ii) impose any burdens, liabilities,
restrictions or requirements thereon or on Verizon, Spinco or the Company with respect thereto that has had or would reasonably be expected to
have, individually or in the aggregate, a Material Adverse Effect on Verizon (assuming for such purposes that the business, assets, properties and
liabilities of Verizon were comparable in size to that of the Surviving Corporation) or the Surviving Corporation (collectively, a “Restraint”), and
no Governmental Authority shall have instituted or threatened to institute and not withdrawn any proceeding seeking any such Restraint.

(i) Unless the parties agree in writing upon and implement an alternative structure for the transactions contemplated hereby that eliminates
the need for an IRS Ruling as contemplated by Section 2.7 hereof, Verizon and Spinco (and, to the extent applicable, the Company) shall have
received the IRS Ruling in form and substance reasonably satisfactory to Verizon, Spinco and the Company, and such IRS Ruling shall continue to
be valid and in full force and effect.

(j) The Company shall have received a Merger Tax Opinion from Company Tax Counsel, in form and substance reasonably satisfactory to
the Company, and Verizon shall have received a Merger Tax Opinion from Verizon Tax Counsel, in form and substance reasonably satisfactory to
Verizon, and Verizon Tax Counsel shall have issued the Distribution Tax Opinion.

(k) Verizon and the Company shall have received the opinion of a nationally recognized independent valuation firm selected by Verizon (and
reasonably acceptable to the Company) attesting to the solvency of the Surviving Corporation on a pro forma basis immediately after the Effective
Time, which opinion shall be in customary form (the “Solvency Opinion”).
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8.2 Additional Conditions to the Obligations of Verizon and Spinco. The obligation of Verizon and Spinco to consummate the Merger shall
be subject to the fulfillment (or, to the extent permitted by applicable Law, waiver by Verizon) at or prior to the Effective Time of the following
additional conditions:

(a) The Company shall have performed in all material respects all obligations and complied in all material respects with all covenants
required by this Agreement to be performed or complied with by it at or prior to the Effective Time.

(b) Each of the representations and warranties of the Company (i) set forth in Article VI (other than Sections 6.3(a) and 6.3(b)) of this
Agreement shall be true and correct as of the date of this Agreement and as of the Closing Date as though such representations and warranties were
made on and as of the Closing Date, except for representations and warranties that speak as of an earlier date or period (which shall be true and
correct as of such earlier date or period); provided, however, that for purposes of this clause (i), such representations and warranties shall be
deemed to be true and correct unless the failure or failures of all such representations and warranties to be so true and correct, without giving effect
to any qualification as to materiality or Material Adverse Effect set forth in such representations or warranties, has had or would reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect on the Company and (ii) set forth in Sections 6.3(a) and 6.3(b) of this
Agreement shall be true and correct in all material respects as of the date of this Agreement and as of the Closing Date as though made on and as of
the Closing Date.

(c) The Company shall have delivered to Verizon a certificate, dated as of the Effective Time, of a senior officer of the Company certifying
the satisfaction by the Company of the conditions set forth in subsections (a) and (b) of this Section 8.2.

(d) Verizon shall have received in connection with the Distribution the Special Payment and, if applicable, a principal amount of Spinco
Securities that, together with the Special Payment (and the amount of any Distribution Date Spinco Indebtedness), equal $3.333 billion in the
aggregate and, if Spinco Securities are issued and if Verizon desires to consummate the Debt Exchange, the Debt Exchange shall have been
consummated with respect to a principal amount of Spinco Securities equal to (x) $3.333 billion minus (y) the sum of (A) the total amount of the
Special Payment and (B) the amount of Distribution Date Spinco Indebtedness.

(e) Except as disclosed in the Company Disclosure Letter or as expressly contemplated by the Transaction Agreements, since December 31,
2008, there shall have been no state of facts, change, development, event, effect, condition or occurrence that has had or would reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect on the Company.

(f) The Company shall have entered into the applicable Transaction Agreements, and to the extent applicable, timely performed them in all
material respects, and each such agreement shall be in full force and effect.

8.3 Additional Conditions to the Obligations of the Company. The obligation of the Company to consummate the Merger shall be subject to
the fulfillment (or, to the extent permitted by applicable Law, waiver by the Company) at or prior to the Effective Time of the following additional
conditions:

(a) Spinco and Verizon shall have performed in all material respects all obligations and complied in all material respects with all covenants
required by this Agreement to be performed or complied with by them at or prior to the Effective Time.

(b) Each of the representations and warranties of Verizon and Spinco (i) set forth in Article IV and Article V (other than Sections 4.2(a),
5.2(b), 5.3(a), 5.3(b) and 5.17) of this Agreement shall be true and correct as of the date of this Agreement and as of the Closing Date as though
such representations and warranties were made on and as of the Closing Date, except for representations and warranties that speak as of an earlier
date or period
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(which shall be true and correct as of such earlier date or period); provided, however, that for purposes of this clause (i), such representations and
warranties shall be deemed to be true and correct unless the failure or failures of all such representations and warranties to be so true and correct,
without giving effect to any qualification as to materiality or Material Adverse Effect set forth in such representations or warranties, has had or
would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Verizon, Spinco or the Spinco Business and
(ii) set forth in Sections 4.2(a), 5.2(b), 5.3(a), 5.3(b) and 5.17 of this Agreement shall be true and correct in all material respects as of the date of
this Agreement and as of the Closing Date as though made on and as of the Closing Date.

(c) Verizon and Spinco shall have delivered to the Company a certificate, dated as of the Effective Time, of a senior officer of each of
Verizon and Spinco certifying the satisfaction of the conditions set forth in subsections (a) and (b) of this Section 8.3.

(d) Spinco and Verizon (or a Subsidiary thereof) shall have entered into the applicable Transaction Agreements, and to the extent timely,
performed them in all material respects, and each such agreement shall be in full force and effect.
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(e) Except as disclosed in the Spinco Disclosure Letter or as expressly contemplated by the Transaction Agreements, since December 31,
2008, there shall have been no state of facts, change, development, event, effect, condition or occurrence that has had or would reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

ARTICLE IX

TERMINATION, AMENDMENT AND WAIVERS

9.1 Termination. Notwithstanding anything contained in this Agreement to the contrary, this Agreement may be terminated and the
transactions contemplated hereby may be abandoned prior to the Effective Time, whether before or after the Requisite Approval:

(a) by the mutual written consent of each party hereto, which consent shall be effected by action of the Board of Directors of each such party;

(b) by any party hereto if the Effective Time shall not have occurred on or before July 31, 2010 (as such date may be extended in accordance
with the terms of this Agreement, the “End Date”); provided, however, that if as of such date (i) all Closing conditions (ignoring for this purpose
Section 8.2(d)) other than the conditions in Section 8.1(c) or 8.1(d), are satisfied or capable of being satisfied as of such date (assuming for such
purpose that such date were the Closing Date), or (ii) a Financial Market Deferral is then in effect pursuant to Section 7.18(b), then the End Date
may be extended by Verizon or the Company upon written notice and the period of such extension shall be (x) in the case of clause (i), for one or
more one month periods, not to exceed four calendar months in the aggregate, to obtain such Telecommunications Regulatory Consents in a
manner that satisfies the conditions in Sections 8.1(c) and 8.1(d) and (y) in the case of clause (ii), for one month (or two month, if applicable
pursuant to Section 7.18(b)) periods, to the extent permitted to do so pursuant to Section 7.18(b); provided further, however, that the right to
terminate this Agreement pursuant to this Section 9.1(b) shall not be available to any party whose failure to perform any of its obligations under
this Agreement required to be performed by it at or prior to such date has been a substantial cause of, or substantially contributed to, the failure of
the Merger to have become effective on or before such date;

(c) by any party hereto if (i) a statute, rule, regulation or executive order shall have been enacted, entered or promulgated prohibiting the
consummation of the Merger or (ii) an Order shall have been entered that either (A) would result in a failure of a condition set forth in
Section 8.1(c) or (B) permanently restrains, enjoins or otherwise prohibits the consummation of the Merger, and in each case such Order shall have
become final and
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non-appealable and the party seeking to terminate this Agreement pursuant to this clause 9.1(c)(ii) shall have used all commercially reasonable
efforts to remove such Order in accordance with and to the extent required by Section 7.6(h) insofar as such Section relates to, a final order of the
FCC or a State Regulator in the Territory or in the states listed in Section 6.3(d) of the Company Disclosure Letter;

(d) by the Company, if either Verizon or Spinco shall have breached or failed to perform in any material respect any of its representations,
warranties, covenants or other agreements contained in this Agreement, which breach or failure to perform (i) would result in a failure of a
condition set forth in Section 8.1 or Section 8.3 and (ii) cannot be cured by the End Date; provided, however, that the Company shall have given
Verizon and Spinco written notice, delivered at least 30 days prior to such termination, stating the Company’s intention to terminate this
Agreement pursuant to this Section 9.1(d) and the basis for such termination;

(e) by Verizon and Spinco, if the Company shall have breached or failed to perform in any material respect any of its representations,
warranties, covenants or other agreements contained in this Agreement, which breach or failure to perform (i) would result in a failure of a
condition set forth in Section 8.1 or Section 8.2 and (ii) cannot be cured by the End Date; provided, however, that Verizon and Spinco shall have
given the Company written notice, delivered at least 30 days prior to such termination, stating Verizon and Spinco’s intention to terminate the
Agreement pursuant to this Section 9.1(e) and the basis for such termination;

(f) by Verizon and Spinco, on the one hand, or the Company, on the other hand, if, at the Company Stockholders Meeting (after giving effect
to any adjournment, continuation or postponement thereof), the Requisite Approval is not obtained; provided, however, that the right to terminate
this Agreement under this Section 9.1(f) shall not be available to the Company where such failure to obtain the Requisite Approval shall have been
caused by the action or failure to act of the Company and such action or failure to act constitutes a material breach by the Company of this
Agreement;

(g) by Verizon and Spinco, if (i) the Board of Directors of the Company (or any committee thereof) shall have effected a Change of Board
Recommendation or resolved to effect a Change of Board Recommentation or (ii) the Company fails to call and hold the Company Stockholders
Meeting within 60 days after the date on which the SEC shall clear (whether orally or in writing) the Proxy Statement/Prospectus and, if required
by the SEC as a condition to the mailing of the Proxy Statement/Prospectus, the date of effectiveness of the Company Registration Statement; or
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(h) by Verizon and Spinco on any date, if on such date (i) the average of the volume weighted averages of the trading prices of the Company
Common Stock for any period of 60 consecutive trading days that ended within three Business Days prior to such date is below $3.87 and
(ii) Verizon and Spinco notify the Company in writing that they are terminating this Agreement in accordance with this Section 9.1(h).

9.2 Effect of Termination. In the event of termination of this Agreement pursuant to Section 9.1, this Agreement shall terminate (except for
the Confidentiality Agreement referred to in Section 10.1, the provisions of Section 9.3 and Article XI), without any liability on the part of any
party except as set forth in Section 9.3; provided, however, that nothing in this Agreement shall relieve any party of liability for fraud or willful
and knowing breach of this Agreement or the Distribution Agreement prior to such termination.

9.3 Amounts Payable in Certain Circumstances. In the event that (i) Verizon and Spinco terminate this Agreement pursuant to Section 9.1(g)
or (ii) (A) any Person (other than Verizon, Spinco or any of their Affiliates) shall have made a Company Acquisition Proposal after the date hereof
and prior to the Termination Date, and thereafter this Agreement is terminated by any party pursuant to Section 9.1(b) or by Verizon or Spinco
pursuant to Section 9.1(e) as a result of a breach by the Company of Section 7.6 or Section 7.18 or by any party pursuant to Section 9.1(f) (and a
Company Acquisition Proposal shall have been publicly announced prior to the Company Stockholders Meeting) and (B) within twelve months
after the termination of this Agreement, any Company Acquisition shall have been consummated or any definitive agreement with respect to any
Company Acquisition
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Proposal (other than, in each case, with Verizon, Spinco or any of their Affiliates) shall have been entered into, then the Company shall pay
Verizon a fee, in immediately available funds, in the amount of $80 million at the time of such termination, in the case of a termination described
in clause (i) above, or upon the occurrence of the earliest event described in clause (ii)(B), in the event of a termination described in clause (ii), and
in each case the Company shall be fully released and discharged from any other liability or obligation resulting from or under this Agreement,
except with respect to any fraud or willful and knowing breach of this Agreement; provided, however, that for purposes of clause (ii)(B) of this
Section 9.3 only, (i) all references to 15% in the definition of Company Acquisition shall be deemed to be references to 50% and (ii) clause (i) of
the definition of Company Acquisition shall read as follows: “any merger, consolidation, share exchange, business combination, recapitalization or
other similar transaction or series of related transactions involving the Company or any of its Significant Subsidiaries following which the
stockholders of the Company or any such Significant Subsidiary immediately prior to such transactions (or series of transactions) do not hold and
own greater than 70% of the issued and outstanding equity securities of the Company or such Significant Subsidiary (or the successor thereof), as
the case may be”.

9.4 Amendment. This Agreement may be amended by Verizon, Spinco and the Company at any time before or after receipt of the Requisite
Approval; provided, however, that after receipt of the Requisite Approval, no amendment shall be made that by Law or in accordance with the
rules of any relevant stock exchange or automated inter-dealer quotation system requires further approval by stockholders of the Company without
such further approval of such stockholders. This Agreement may not be amended except by an instrument in writing signed by each of Verizon,
Spinco and the Company.

9.5 Waivers. At any time prior to the Effective Time, Verizon and Spinco, on the one hand, and the Company, on the other hand, may, to the
extent legally allowed, (i) extend the time for the performance of any of the obligations or acts of Verizon and Spinco or the Company, as
applicable; (ii) waive any inaccuracies in the representations and warranties of Verizon and Spinco or the Company, as applicable, contained
herein or in any document delivered pursuant to this Agreement; and (iii) waive compliance with any of the agreements or conditions of Verizon
and Spinco or the Company, as applicable, contained herein; provided, however, that no failure or delay by Verizon, Spinco or the Company in
exercising any right hereunder shall operate as a waiver thereof nor shall any single or partial exercise thereof preclude any other or further exercise
thereof or the exercise of any other right hereunder. Any agreement on the part of Verizon, Spinco or the Company to any such extension or waiver
shall be valid only if set forth in an instrument in writing signed on behalf of such party.

ARTICLE X

SURVIVAL; INDEMNIFICATION

10.1 Survival of Representations, Warranties and Agreements. The covenants and agreements that expressly state that they are to be
performed following the Effective Time pursuant to the Distribution Agreement or this Agreement (including Sections 10.2 to 10.6 hereof) shall
survive the Effective Time in accordance with their respective terms, and all other covenants and agreements herein and therein shall terminate and
shall not survive the Effective Time. None of the representations or warranties in this Agreement or in any certificate or instrument delivered
pursuant to this Agreement or any other covenant or agreement set forth herein shall survive the Effective Time. The Confidentiality Agreement
shall survive the execution and delivery of this Agreement and any termination of this Agreement, and the provisions of the Confidentiality
Agreement shall apply to all information and material furnished by any party or its representatives thereunder or hereunder.
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10.2 Indemnification.

(a) If the Closing occurs, the Surviving Corporation shall indemnify, defend and hold harmless (i) the Verizon Indemnitees from and against
all Losses arising out of or due to the failure of any member of the Spinco Group (A) to timely pay or satisfy any Spinco Liabilities, or (B) to
perform any of its obligations under this Agreement or
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the Distribution Agreement and (ii) Verizon and each Person, if any, who controls, within the meaning of Section 15 of the Securities Act or
Section 20 of the Exchange Act (any such Person being hereinafter referred to as a “Controlling Person”), Verizon from and against, and pay or
reimburse each of the foregoing for, all Losses, arising out of or resulting from, directly or indirectly, or in connection with, any untrue statement or
alleged untrue statement of a material fact contained in or incorporated by reference into either of the Registration Statements or the Proxy
Statement/Prospectus (or any amendment or supplement thereto) or any omission or alleged omission to state therein a material fact required to be
stated therein or necessary to make the statements therein, in light of the circumstances under which they were made, not misleading; provided,
however, that the Surviving Corporation shall not be responsible for information provided by Verizon (or its Affiliates) as to itself and its
Subsidiaries, including Spinco, specifically for inclusion in, or incorporation by reference into, any such Proxy Statement/Prospectus or
Registration Statement.

(b) If the Closing occurs, Verizon shall indemnify, defend and hold harmless (i) the Surviving Corporation Indemnitees from and against all
Losses arising out of or due to (x) the failure of any member of the Verizon Group (A) to timely pay or satisfy any Verizon Liabilities, or (B) to
perform any of its obligations under this Agreement or the Distribution Agreement or (y) the actual amount of Distribution Date Spinco
Indebtedness exceeding the amount of Distribution Date Spinco Indebtedness set forth by Verizon and Spinco in the Closing Statement, and (ii) the
Surviving Corporation and each Controlling Person of the Surviving Corporation from and against, and pay or reimburse each of the foregoing for,
all Losses arising out of or resulting from, directly or indirectly, or in connection with, any untrue statement or alleged untrue statement of a
material fact contained in or incorporated by reference into either of the Registration Statements or the Proxy Statement/Prospectus (or any
amendment or supplement thereto) or any omission or alleged omission to state therein a material fact required to be stated therein or necessary to
make the statements therein, in light of the circumstances under which they were made, not misleading, but only with respect to information
provided by Verizon (or its Affiliates) as to itself and its Subsidiaries, including Spinco, specifically for inclusion in, or incorporation by reference
into, any such Proxy Statement/Prospectus or Registration Statement.

(c) Notwithstanding anything to the contrary set forth herein, indemnification or other claims relating to any Transaction Agreement (other
than the Distribution Agreement) or relating to any ongoing commercial agreement between any member of the Verizon Group and any member of
the Spinco Group shall be governed by the terms of such agreement and not by this Article X (except to the extend expressly so stated in such
Transaction Agreement), and indemnification for all matters relating to Taxes shall be governed by terms, provisions and procedures of the Tax
Sharing Agreement and not this Article X.

10.3 Limitation on Claims for Indemnifiable Losses. Notwithstanding anything to the contrary contained herein:

(a) No claim may be asserted by any Surviving Corporation Indemnitee under this Article X arising from any failure to transfer any Spinco
Asset to Spinco unless such claim is asserted, if at all, within 18 months from the Closing Date.

(b) No Indemnitor shall be liable to or obligated to indemnify any Indemnitee hereunder for any consequential, special, punitive or exemplary
damages including, but not limited to, damages arising from loss or interruption of business, profits, business opportunities or goodwill, or any cost
or expense related thereto, except to the extent such damages are payable to or have been recovered by a third person and are the subject of a Third
Party Claim for which indemnification is available under the express terms of this Article X.

(c) Verizon and the Company shall cooperate with each other with respect to resolving any claim or liability with respect to which one party
is obligated to indemnify the other party (or its Affiliates) hereunder, including by using all commercially reasonable efforts to mitigate the Losses
and resolve any such claim or liability prior to initiating litigation.
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10.4 Defense of Claims.

(a) Third Party Claims. If any Indemnitee receives notice of the assertion of any claim or of the commencement of any action or proceeding
by any entity that is not either a Surviving Corporation Indemnitee or a Verizon Indemnitee (each, a “Third Party Claim”) against such Indemnitee,
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with respect to which an Indemnitor is obligated to provide indemnification under this Agreement, the Indemnitee will give such Indemnitor
prompt written notice thereof, but in any event not later than ten calendar days after receipt of notice of such Third Party Claim; provided,
however, that the failure of an Indemnitee to notify the Indemnitor within the time period set forth herein shall only relieve the Indemnitor from its
obligation to indemnify to the extent that the Indemnitor is materially prejudiced by such failure or delay (whether as a result of the forfeiture of
substantive rights or defenses or otherwise). Upon receipt of notification of a Third Party Claim, the Indemnitor shall be entitled, upon written
notice to the Indemnitee, to assume the investigation and defense thereof at such Indemnitor’s expense with counsel reasonably satisfactory to the
Indemnitee; provided, however, that the Indemnitor shall not have the right to assume the defense of any Third Party Claim in the event such Third
Party Claim is primarily for injunctive relief or criminal penalty of the Indemnitee, in which case the reasonable fees and expenses of counsel to the
Indemnitee in connection with such Third Party Claim shall be considered “Losses” for purposes of this Agreement. Whether or not the Indemnitor
elects to assume the investigation and defense of any Third Party Claim, the Indemnitee shall have the right to employ separate counsel and to
participate in the investigation and defense thereof; provided, however, that the Indemnitee shall pay the fees and disbursements of such separate
counsel unless (1) the employment of such separate counsel has been specifically authorized in writing by the Indemnitor; (2) the Indemnitor has
failed to assume the defense of such Third Party Claim within 20 calendar days after receipt of notice thereof with counsel reasonably satisfactory
to such Indemnitee; or (3) the named parties to the proceeding in which such Third Party Claim has been asserted include both the Indemnitor and
such Indemnitee and, in the reasonable judgment of counsel to such Indemnitee, there exists one or more good faith defenses that may be available
to the Indemnitee that are in conflict with those available to the Indemnitor or that the Indemnitor and Indemnitee have actual material conflicting
interests with respect to such Third Party Claim. Notwithstanding the foregoing, the Indemnitor shall not be liable for the fees and disbursements of
more than one counsel for all Indemnitees in connection with any one proceeding or any similar or related proceedings arising from the same
general allegations or circumstances. Without the prior written consent of an Indemnitee, which shall not be unreasonably withheld, conditioned or
delayed, the Indemnitor will not enter into any settlement of or consent to the entry of judgment in connection with any Third Party Claim that
(i) would lead to liability or create any financial or other obligation on the part of the Indemnitee, (ii) does not contain, as an unconditional term
thereof, the release of the Indemnitee from all liability in respect of such Third Party Claim or such Third Party Claim is not dismissed against the
Indemnitee with prejudice and without the imposition of any financial or other obligation on the Indemnitee or (iii) admits the liability or fault of
the Indemnitee (the “Settlement Requirements”). If a settlement offer solely for money damages (and otherwise satisfying the Settlement
Requirements) is made to resolve a Third Party Claim and the Indemnitor notifies the Indemnitee in writing of the Indemnitor’s willingness to
accept the settlement offer and pay the amount called for by such offer without reservation of any rights or defenses against the Indemnitee and if
the Indemnitee fails to consent to such settlement offer within ten calendar days after its receipt of such notice, Indemnitee may continue to contest
such claim, free of any participation by the Indemnitor, and the amount of any ultimate liability with respect to such Third Party Claim that the
Indemnitor has an obligation to pay hereunder shall be limited to the lesser of (x) the amount of the settlement offer that the Indemnitee declined to
accept plus the Losses of the Indemnitee relating to such Third Party Claim through the date of its rejection of the settlement offer and (y) the
aggregate Losses of the Indemnitee with respect to such claim. The party controlling any defense shall keep the other party advised of the status of
such Third Party Claim and the defense thereof and shall consider in good faith all reasonable recommendations made by the other party with
respect thereto.

(b) Direct Claims. Any claim by an Indemnitee for Losses that do not result from a Third Party Claim (each, a “Direct Claim”) shall be
asserted by giving the Indemnitor prompt written notice thereof, but in any event not later than 60 calendar days after the incurrence thereof or such
Indemnitee’s actual knowledge of such event (whichever is later); provided, however, that the failure of an Indemnitee to notify the Indemnitor
within the time
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period set forth herein shall only relieve the Indemnitor from its obligation to indemnify to the extent that the Indemnitor is materially prejudiced
by such failure or delay (whether as a result of the forfeiture of substantive rights or defenses or otherwise), and the Indemnitor will have a period
of 30 calendar days within which to respond in writing to such Direct Claim. If the Indemnitor does not so respond within such 30 calendar day
period, the Indemnitor will be deemed to have accepted such claim. If the Indemnitor rejects such claim, the Indemnitee will be free to pursue such
remedies as may be available to the Indemnitee on the terms and subject to the provisions of this Article X.

10.5 Subrogation. If after the making of any Indemnification Payment, the amount of the Losses to which such payment relates is reduced by
recovery, settlement or otherwise under any insurance coverage, or pursuant to any claim, recovery, settlement or payment by or against any other
Person, the amount of such reduction (less any costs, expenses, premiums or Taxes incurred in connection therewith) as and when actually
received by the Indemnitee will promptly be repaid by the Indemnitee to the Indemnitor. Upon making any Indemnification Payment, the
Indemnitor will, to the extent of such Indemnification Payment, be subrogated to all rights of the Indemnitee against any third party that is not an
Affiliate of the Indemnitee in respect of the Losses to which the Indemnification Payment relates; provided, however, that (a) the Indemnitor shall
then be in compliance with its obligations under this Agreement in respect of such Losses, and (b) until the Indemnitee recovers full payment of its
Losses, all claims of the Indemnitor against any such third party on account of said Indemnification Payment will be subrogated and subordinated
in right of payment to the Indemnitee’s rights against such third party. Without limiting the generality or effect of any other provision of this
Article X, each such Indemnitee and Indemnitor will duly execute upon request all instruments reasonably necessary to evidence and perfect the
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above-described subrogation and subordination rights.

10.6 Other Rights and Remedies. Following the Closing, the sole and exclusive remedy at law for Verizon or the Company and all Affiliates
thereof for any claim (whether such claim is framed in tort, contract or otherwise) arising out of a breach of this Agreement or the Distribution
Agreement (to the extent permitted in Section 6.1 of the Distribution Agreement), other than a claim for fraud or willful and knowing misconduct,
shall be a claim by Verizon or the Company for indemnification pursuant to this Article X.

ARTICLE XI

MISCELLANEOUS

11.1 Expenses. Except as expressly set forth in any Transaction Agreement, each party shall bear its own fees and expenses in connection
with the transactions contemplated hereby; provided, however, that:

(i) if the Merger is consummated, Verizon and the Company shall each bear and be responsible for 50% of all Distribution/Merger
Transfer Taxes and all recording, application and filing fees associated with the transfer of the Spinco Assets in connection with the
transactions contemplated by the Distribution Agreement (including the transfer of Spinco Owned Real Property and Real Property Interests
such as railroad crossing rights and easements);

(ii) if the Debt Exchange is consummated, (A) Verizon shall pay and be responsible for all fees and expenses of its exchange
counterparties and financial and legal advisors and (B) Verizon and the Company shall each bear and be responsible for 50% of all other costs
and expenses in connection with the Debt Exchange (including any printing costs, trustees fees and roadshow expenses);

(iii) Verizon shall pay the fees and reimbursable expenses of the independent valuation firm referred to in Section 8.1(k) that are
incurred in connection with the preparation and delivery of the Solvency Opinion; and

(iv) the costs of any filing fees or any advisor or consultant hired by any Governmental Agency with the mutual consent of Verizon and
the Company (or to which neither party has the right to disapprove), as
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contemplated by Section 7.6, regardless of which party is allocated such costs under Law, shall be considered joint costs and the non-paying
party shall reimburse the paying party for 50% of such costs within 30 days of receipt of an invoice for same.

If any party pays an amount that is the responsibility of another party pursuant to this Section 11.1, such paying party shall be promptly
reimbursed by the party responsible for such amount. If the Closing occurs, such reimbursement shall occur on the Closing Date to the extent the
paying party provides evidence of such payments at least 10 Business Days prior to the Closing Date.

11.2 Notices. Any notice required to be given to a party hereunder shall be sufficient if in writing, and sent by facsimile transmission (with
receipt confirmed, provided that any notice received by facsimile transmission at the addressee’s location on any Business Day after 5:00 p.m.
(addressee’s local time) shall be deemed to have been received at 9:00 a.m. (addressee’s local time) on the next Business Day), by reliable
overnight delivery service (with proof of service), hand delivery or certified or registered mail (return receipt requested and first-class postage
prepaid), addressed as follows:

If to Spinco (prior to the Effective Time) or Verizon, to:

Verizon Communications Inc.
140 West Street
New York, NY 10007
Facsimile:   (908) 766-3813
Attn:   Marianne Drost

  Senior Vice President, Deputy General Counsel and Corporate Secretary

With a copy to (which shall not constitute notice):

Debevoise & Plimpton LLP
919 Third Avenue
New York, NY 10022
Facsimile:   (212) 909-6836
Attn:   Jeffrey J. Rosen

  Kevin M. Schmidt
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If to the Company, to:

Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905
Facsimile:   (203) 614-4661
Attn:   Donald R. Shassian

  Executive Vice President and Chief Financial Officer

and

Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905
Facsimile:   (203) 614-4651
Attn:   Hilary E. Glassman, Senior Vice President, General Counsel and Secretary
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With a copy to (which shall not constitute notice):

Cravath, Swaine & Moore LLP
825 Eighth Avenue
New York, NY 10019
Facsimile:   (212) 474-3700
Attn:   Robert I. Townsend, III

  Craig F. Arcella

or to such other address as any such party shall specify by written notice so given, and such notice shall be deemed to have been delivered as of the
date so telecommunicated, delivered or mailed. Any party to this Agreement may notify any other party of any changes to the address or any of the
other details specified in this paragraph; provided, however, that such notification shall only be effective on the date specified in such notice or
five Business Days after the notice is given, whichever is later. Rejection or other refusal to accept or the inability to deliver because of changed
address of which no notice was given shall be deemed to be receipt of the notice as of the date of such rejection, refusal or inability to deliver.
Verizon and Spinco shall provide to the Company in a manner consistent with this Section 11.2 copies of any notices that either may deliver to the
other under the Distribution Agreement.

11.3 Interpretation; Consent.

(a) When a reference is made in this Agreement to an Article or Section, such reference shall be to an Article or Section of this Agreement
unless otherwise indicated. The table of contents to this Agreement, and the Article and Section headings contained in this Agreement, are for
reference purposes only and shall not affect in any way the meaning or interpretation of this Agreement. Whenever the words “include,” “includes”
or “including” are used in this Agreement, they shall be deemed to be followed by the words “without limitation.” The words “hereof,” “herein”
and “hereunder” and words of similar import when used in this Agreement shall refer to this Agreement as a whole and not to any particular
provision of this Agreement. The term “or” is not exclusive. All terms defined in this Agreement shall have the defined meanings when used in any
certificate or other document made or delivered pursuant hereto unless otherwise defined herein. The definitions contained in this Agreement are
applicable to the singular as well as the plural forms of such terms and to the masculine as well as to the feminine and neuter genders of such terms.
Unless otherwise specified, any agreement, instrument or statute defined or referred to herein or in any agreement or instrument that is referred to
herein means such agreement, instrument or statute as from time to time amended, modified or supplemented, including (in the case of agreements
or instruments) by waiver or consent and (in the case of statutes) by succession of comparable successor statutes and includes all attachments
thereto and instruments incorporated therein. References to a person are also to its permitted successors and assigns.

(b) Each of the parties hereto has participated in the drafting and negotiation of this Agreement. If an ambiguity or question of intent or
interpretation arises, this Agreement must be construed as if it is drafted by all the parties hereto and no presumption or burden of proof shall arise
favoring or disfavoring any party by virtue of authorship of any of the provisions of this Agreement. For the avoidance of doubt, (i) “the business
of the Company” or similar terms means the business of the Company and its Subsidiaries, taken as a whole and (ii) “consistent with past practice”
when used with respect to Spinco or any of its Subsidiaries shall mean the past practice of Verizon and its Subsidiaries with respect to the conduct
of the Spinco Business.

(c) Any matter disclosed in any particular Section or Subsection of the Spinco Disclosure Letter, the Verizon Disclosure Letter or the
Company Disclosure Letter shall be deemed to have been disclosed in any other Section or Subsection of this Agreement with respect to which
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such matter is relevant so long as the applicability of such matter to such other Section or Subsection of this Agreement is reasonably apparent on
its face.

(d) Unless otherwise expressly stated in this Agreement, any right of consent, approval or election given to any party hereto may be
exercised by such party in its sole discretion.
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11.4 Severability. If any provision of this Agreement or the application of any such provision to any Person or circumstance shall be declared
judicially to be invalid, unenforceable or void, such decision shall not have the effect of invalidating or voiding the remainder of this Agreement, it
being the intent and agreement of the parties hereto that this Agreement shall be deemed amended by modifying such provision to the extent
necessary to render it valid, legal and enforceable while preserving its intent or, if such modification is not possible, by substituting therefor
another provision that is valid, legal and enforceable and that achieves the original intent of the parties hereto.

11.5 Assignment; Binding Effect. Neither this Agreement nor any of the rights, benefits or obligations hereunder may be assigned by any of
the parties hereto (whether by operation of law or otherwise) without the prior written consent of all of the other parties, and any purported
assignment without such consent shall be null and void. Subject to the preceding sentence, this Agreement will be binding upon, inure to the
benefit of and be enforceable by the parties hereto and their respective successors and permitted assigns.

11.6 No Third Party Beneficiaries. Nothing in this Agreement, express or implied, is intended to or shall confer upon any Person (other than
Verizon, Spinco and the Company and their respective successors and permitted assigns) any legal or equitable right, benefit or remedy of any
nature whatsoever under or by reason of this Agreement, and, except as provided in Article X with respect to Indemnitees, no Person shall be
deemed a third party beneficiary under or by reason of this Agreement.

11.7 Limited Liability. Notwithstanding any other provision of this Agreement, no stockholder, director, officer, Affiliate, agent or
representative of any of the parties hereto, in its capacity as such, shall have any liability in respect of or relating to the covenants, obligations,
representations or warranties of such party under this Agreement or in respect of any certificate delivered with respect hereto or thereto and, to the
fullest extent legally permissible, each of the parties hereto, for itself and its stockholders, directors, officers and Affiliates, waives and agrees not
to seek to assert or enforce any such liability that any such Person otherwise might have pursuant to applicable Law.

11.8 Entire Agreement. This Agreement (together with the other Transaction Agreements, the Confidentiality Agreement, the exhibits and the
Disclosure Letters and the other documents delivered pursuant hereto) constitutes the entire agreement of all the parties hereto and supersedes all
prior agreements and understandings, both written and oral, between or among the parties, or any of them, with respect to the subject matter hereof.

11.9 Governing Law. Except to the extent relating to the consummation of the Merger, which shall be consummated in accordance with the
DGCL, this Agreement shall be governed by, and construed in accordance with, the laws of the State of New York without giving effect to the
conflicts of law principles thereof.

11.10 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be deemed to be an original, but all
of which together shall constitute one agreement binding on the parties hereto, notwithstanding that not all parties are signatories to the original or
the same counterpart.

11.11 Waiver of Jury Trial . EACH OF THE PARTIES HERETO IRREVOCABLY WAIVES ALL RIGHT TO TRIAL BY JURY IN ANY
ACTION, SUIT, PROCEEDING OR COUNTERCLAIM (WHETHER BASED ON CONTRACT, TORT OR OTHERWISE) ARISING OUT OF
OR RELATING TO THIS AGREEMENT OR THE ACTIONS OF THE PARTIES HERETO IN THE NEGOTIATION, ADMINISTRATION,
PERFORMANCE AND ENFORCEMENT HEREOF.

11.12 Jurisdiction; Enforcement; Service of Process. THE PARTIES HERETO AGREE THAT IRREPARABLE DAMAGE WOULD
OCCUR IN THE EVENT THAT ANY OF THE PROVISIONS OF THIS AGREEMENT WERE NOT PERFORMED IN ACCORDANCE WITH
THEIR SPECIFIC TERMS OR WERE OTHERWISE BREACHED. IT IS ACCORDINGLY AGREED THAT THE PARTIES HERETO SHALL
BE
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ENTITLED TO AN INJUNCTION OR INJUNCTIONS TO PREVENT BREACHES OF THIS AGREEMENT AND TO ENFORCE
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SPECIFICALLY THE TERMS AND PROVISIONS OF THIS AGREEMENT IN ANY FEDERAL COURT LOCATED IN THE STATE OF
NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER JURISDICTION, OF ANY NEW YORK STATE
COURT, THIS BEING IN ADDITION TO ANY OTHER REMEDY TO WHICH THEY ARE ENTITLED AT LAW OR IN EQUITY. IN
ADDITION, EACH OF THE PARTIES HERETO (A) CONSENTS TO SUBMIT ITSELF TO THE PERSONAL JURISDICTION OF ANY
FEDERAL COURT LOCATED IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER
JURISDICTION, OF ANY NEW YORK STATE COURT IN THE EVENT ANY DISPUTE ARISES OUT OF THIS AGREEMENT OR ANY
OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT, (B) AGREES THAT IT WILL NOT ATTEMPT TO DENY OR
DEFEAT SUCH PERSONAL JURISDICTION BY MOTION OR OTHER REQUEST FOR LEAVE FROM ANY SUCH COURT AND
(C) AGREES THAT IT WILL NOT BRING ANY ACTION RELATING TO THIS AGREEMENT OR ANY OF THE TRANSACTIONS
CONTEMPLATED BY THIS AGREEMENT IN ANY COURT OTHER THAN A FEDERAL COURT SITTING IN THE STATE OF NEW
YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER JURISDICTION, A NEW YORK STATE COURT. THE
PARTIES HEREBY AGREE THAT MAILING OF PROCESS OR OTHER PAPERS IN CONNECTION WITH ANY SUCH ACTION OR
PROCEEDING IN THE MANNER PROVIDED IN SECTION 11.2, OR IN SUCH OTHER MANNER AS MAY BE PERMITTED BY LAW,
SHALL BE VALID AND SUFFICIENT SERVICE THEREOF AND HEREBY WAIVE ANY OBJECTIONS TO SERVICE ACCOMPLISHED
IN THE MANNER HEREIN PROVIDED.

11.13 Knowledge Convention. As used herein, the phrase “Spinco’s Knowledge” and similar phrases shall mean all matters actually known to
the following individuals: Stephen E. Smith, J. Goodwin Bennett, Thomas R. Parker, Karen Zacharia, Leonard Suchyta, David Feldman and Dale
M. Chamberlain. As used herein, the phrase “Company’s Knowledge” and similar phrases shall mean all matters actually known to the following
individuals: Hilary Glassman, Dan McCarthy, Don Shassian and Celia McKenney.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date first above written.
 

VERIZON COMMUNICATIONS INC.

By:   

 John W. Diercksen

 
Executive Vice President Strategy,

Planning and Development

NEW COMMUNICATIONS HOLDINGS INC.

By:   

 Stephen E. Smith
 Vice President

FRONTIER COMMUNICATIONS CORPORATION

By:   

 Mary Agnes Wilderotter

 
Chairman of the Board of Directors,

President and Chief Executive Officer
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DISTRIBUTION AGREEMENT

BY AND BETWEEN

VERIZON COMMUNICATIONS INC.

AND

NEW COMMUNICATIONS HOLDINGS INC.
 

This is a composite copy of the Distribution Agreement dated May 13, 2009 and Amendment No. 1 to the Distribution Agreement dated July
24, 2009. It has been prepared for inclusion in this proxy statement/prospectus and does not have any independent legal effect.
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DISTRIBUTION AGREEMENT

This DISTRIBUTION AGREEMENT (this “Agreement”), dated as of May 13, 2009, by and between Verizon Communications Inc., a
Delaware corporation (“Verizon”), and New Communications Holdings Inc., a Delaware corporation and a wholly-owned subsidiary of Verizon
(“Spinco” and, together with Verizon, the “Parties”).

RECITALS

WHEREAS, Spinco is a newly-formed, wholly-owned, direct Subsidiary of Verizon;

WHEREAS, Verizon, Spinco and Frontier Communications Corporation, a Delaware corporation (the “Company”), have entered into an
Agreement and Plan of Merger, of even date herewith (as such agreement may be amended from time to time, the “Merger Agreement”), pursuant
to which, at the Effective Time, Spinco will merge with and into the Company, with the Company continuing as the surviving corporation (the
“Merger”);

WHEREAS, this Agreement and the other Transaction Agreements (as defined herein) set forth certain transactions that are conditions to
consummation of the Merger;

WHEREAS, prior to the Distribution (as defined herein) upon the terms and subject to the conditions set forth in this Agreement, Verizon
will, pursuant to a series of restructuring transactions that will occur prior to the Distribution, (a) transfer or cause to be transferred (i) to Spinco
and (ii) by Spinco to the Non-ILEC Spinco Subsidiary (as defined herein) and to one or more wholly-owned Subsidiaries of the Non-ILEC Spinco
Subsidiary (as may be designated by the Non-ILEC Spinco Subsidiary) all of the Non-ILEC Spinco Assets (as defined herein), each such transfer
to be subject to the assumption by such entity or entities of the Non-ILEC Spinco Liabilities (as defined herein), (b) to the extent the ILEC Spinco
Assets and the ILEC Spinco Liabilities are not currently located within an ILEC Spinco Subsidiary, transfer or cause to be transferred, including by
one or more of its Subsidiaries, to the ILEC Spinco Subsidiaries (as defined herein) all of the ILEC Spinco Assets (as defined herein), subject to the
assumption by such entities of the ILEC Spinco Liabilities (as defined herein), and shall directly or indirectly transfer the ILEC Spinco Subsidiaries
(after receiving the stock of a Subsidiary holding certain ILEC Spinco Subsidiaries from its Subsidiaries in a series of internal distributions) to
Spinco and (c) to the extent any Assets that are not Spinco Assets and any Liabilities that are not Spinco Liabilities are currently located within an
ILEC Spinco Subsidiary, transfer or cause to be transferred by any such ILEC Spinco Subsidiary such Assets or Liabilities to Verizon or an
Affiliate of Verizon;

WHEREAS, in exchange for the transfers contemplated by the immediately preceding recital, Spinco will (a) pay to Verizon the Special
Payment (as defined herein) and (b) if applicable, distribute to Verizon the Spinco Securities (as defined herein), all upon the terms and subject to
the conditions set forth in this Agreement (the transactions described in this recital and in the immediately preceding recital, collectively, the
“Contribution”);

WHEREAS, upon the terms and subject to the conditions set forth in this Agreement, Verizon will distribute (the “Distribution”) all of the
issued and outstanding shares of common stock, par value $.01 per share, of Spinco (“Spinco Common Stock”) to the holders as of the Record Date
(as defined herein) of the outstanding shares of common stock, par value $.10 per share, of Verizon (“Verizon Common Stock”) and, to the extent
applicable, to such persons who received Verizon Common Stock pursuant to the exercise of Record Date Options (as defined below);

WHEREAS, the Parties to this Agreement intend that (i) each Internal Spinoff qualify as a distribution eligible for nonrecognition under
Sections 355(a), 355(c) or 361(c) of the Code, as applicable; (ii) the Contribution, together with the Distribution, qualify as a tax-free
reorganization under Section 368(a)(1)(D) of the Code; (iii) the Distribution qualify as a distribution of Spinco stock to Verizon stockholders
eligible for
 

A-2-1



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Table of Contents

nonrecognition under Sections 355(a) and 361(c) of the Code; (iv) no gain or loss be recognized by Verizon for federal income tax purposes in
connection with the receipt of the Spinco Securities (as defined herein) or the consummation of the Debt Exchange (as defined herein); (v) the
Special Payment qualify as money transferred to creditors or distributed to shareholders in connection with the reorganization within the meaning
of Section 361(b)(1) of the Code, to the extent that Verizon distributes the Special Payment to its creditors or shareholders in connection with the
Contribution; (vi) the Merger qualify as a tax-free reorganization pursuant to Section 368 of the Code; and (vii) no gain or loss be recognized as a
result of such transactions for federal income tax purposes by any of Verizon, Spinco, the Company and their respective stockholders and
Subsidiaries (except to the extent of cash received in lieu of fractional shares); and

WHEREAS, the Parties to this Agreement intend that, except as set forth in Section 2.3 hereof, throughout the internal restructurings taken in
contemplation of this Agreement, including the Internal Spinoffs, the Internal Restructurings, the Contribution, and the Distribution, the Spinco
Employees shall maintain uninterrupted continuity of employment, compensation and benefits, and also for union-represented employees,
uninterrupted continuity of representation for purposes of collective bargaining and uninterrupted continuity of coverage under their collective
bargaining agreements, as contemplated by and provided in the Employee Matters Agreement.

NOW, THEREFORE, in consideration of these premises, and of the representations, warranties, covenants and agreements set forth herein,
and for other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties hereby agree as follows:

ARTICLE I

Definitions

Section 1.1 General. As used in this Agreement, the following terms shall have the following meanings (such meanings to be equally
applicable to both the singular and plural forms of the terms defined):

“Affiliate” means a Person that, directly or indirectly, through one or more intermediaries, controls or is controlled by, or is under
common control with, a specified Person. The term “control” (including, with correlative meanings, the terms “controlled by” and “under
common control with”), as applied to any Person, means the possession, direct or indirect, of the power to direct or cause the direction of the
management and policies of such Person, whether through the ownership of voting securities or other ownership interest, by contract or
otherwise; provided, however, that for purposes of this Agreement, (i) from and after the Distribution Date, no member of either Group shall
be deemed an Affiliate of any member of the other Group and (ii) none of Cellco Partnership (d/b/a Verizon Wireless) or any of its
Subsidiaries shall be deemed Affiliates or Subsidiaries of Verizon.

“Agent” means the distribution agent agreed upon by Verizon and the Company, to be appointed by Verizon to distribute the shares of
Spinco Common Stock pursuant to the Distribution.

“Agreement” has the meaning set forth in the Preamble.

“Applicable Rate” means the three-month LIBOR rate published by Bloomberg as “Ticker US001M” (or any successor page) at
approximately 11:00 a.m. London time on the date which is two days prior to the date such rate is determined plus 200 basis points, such rate
to be reset every 90 days.

“Asset” means any and all assets, properties and rights, wherever located, whether real, personal or mixed, tangible or intangible,
including the following (in each case, whether or not recorded or reflected or required to be recorded or reflected on the books and records or
financial statements of any Person): (i) accounts and notes receivable (whether current or non-current); (ii) Cash and Cash Equivalents,
debentures, bonds, notes, evidences of indebtedness, certificates of interest or participation in profit-sharing agreements, collateral-trust
certificates, preorganization certificates or subscriptions, transferable shares, investment contracts, letters of credit and performance and
surety bonds, voting-trust certificates, puts, calls,

 

A-2-2

Table of Contents

straddles, options and other securities of any kind, and all loans, advances or other extensions of credit or capital contributions to any other
Person; (iii) rights under leases (including real property leases), contracts, licenses, permits, distribution arrangements, sales and purchase
agreements, joint operating agreements, other agreements and business arrangements; (iv) owned real property; (v) leased real property,
fixtures, trade fixtures, machinery, equipment (including oil and gas, transportation and office equipment), tools, dies and furniture; (vi) office
supplies, production supplies, spare parts, other miscellaneous supplies and other tangible property of any kind, including all antennas,
apparatus, cables, electrical devices, fixtures, equipment, furniture, office equipment, broadcast towers, motor vehicles and other
transportation equipment, special and general tools, test devices, transmitters and other tangible personal property; (vii) computers and other
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data processing equipment and software; (viii) raw materials, work-in-process, finished goods, consigned goods and other inventories;
(ix) prepayments or prepaid expenses; (x) claims, causes of action, rights under express or implied warranties, rights of recovery and rights of
setoff of any kind; (xi) Information; (xii) advertising materials and other printed or written materials; (xiii) goodwill as a going concern and
other intangible properties; and (xiv) licenses and authorizations issued by any Governmental Authority. “Assets” shall not include any
Excluded Assets.

“Blended Customer Contracts” means Contracts with customers of Verizon or one of its Subsidiaries, in each case to which Verizon,
one of the Contributing Companies or another Subsidiary of Verizon is a party, and in each case which provide for such customers to receive
one or more products or services that are offered by the Spinco Business as well as one or more products or services that are offered by the
Verizon Business, other than Contracts relating to Retained Customer Accounts listed on Section 1.1(a) of the Disclosure Letter.

“Business Day” means a day, other than Saturday, Sunday or other day on which commercial banks in New York, New York are
authorized or required by applicable Law to close.

“Cash and Cash Equivalents” means, as of any date of determination, all cash and cash equivalents, including certificates of deposit or
bankers’ acceptances maturing within one year from the date of acquisition thereof, and marketable direct obligations issued by, or
unconditionally guaranteed by, the United States government or an agency thereof, and investments in money market funds and other liquid
investments, including all deposited but uncleared bank deposits.

“Claims Made Policies” has the meaning set forth in Section 6.5(a).

“Closing” has the meaning set forth in the Merger Agreement.

“Closing Date” has the meaning set forth in the Merger Agreement.

“Closing Statement” has the meaning set forth in Section 5.1(a).

“Code” means the Internal Revenue Code of 1986, as amended from time to time.

“Company” has the meaning set forth in the Recitals.

“Company Common Stock” has the meaning set forth in the Merger Agreement.

“Company Third Party Intellectual Property” has the meaning set forth in the Merger Agreement.

“Contract” means any contract, agreement or binding arrangement or understanding, whether written or oral and whether express or
implied.

“Contributing Companies” means Verizon North Inc., a Wisconsin corporation, Verizon Northwest Inc., a Washington corporation,
Verizon West Coast Inc., a California corporation, Contel of the South, Inc., a Georgia corporation, Verizon California Inc., a California
corporation, Verizon South Inc., a Virginia corporation, Verizon West Virginia Inc., a West Virginia corporation, Verizon Enterprise
Solutions LLC, a Delaware limited liability company, Verizon Long Distance LLC, a Delaware limited liability company, Verizon Online
LLC, a Delaware limited liability company, Verizon Credit Inc., a Delaware corporation, Verizon Corporate Services Corp., a Delaware
corporation, Verizon Business Financial Management
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Corporation, a Delaware corporation, Verizon Business Network Services Inc., a Delaware corporation, Verizon Network Integration Corp.,
a Delaware corporation, Verizon Select Services Inc. a Delaware corporation and any other Subsidiary of Verizon that either provides 911 or
E911 customer premise equipment sales, service or maintenance or employs Spinco Business Employees (as defined in the Merger
Agreement), in each case as of the Closing Date.

“Contribution” has the meaning set forth in the Recitals.

“Current Assets” means total current assets of the Spinco Business, determined in accordance with the last sentence of Section 5.1(a),
as of the opening of business on the Distribution Date.

“Current Liabilities” means the total current liabilities of the Spinco Business, determined in accordance with the last sentence of
Section 5.1(a) as of the opening of business on the Distribution Date.

“Cutover Plan Support Agreement” means the Cutover Plan Support Agreement entered into on the date hereof, between Verizon
Information Technologies LLC and the Company as such agreement may be amended from time to time.

“Debt Exchange” has the meaning set forth in Section 2.4(c).

“Disclosure Letter” means the schedule prepared and delivered by Verizon to Spinco as of the date of this Agreement.

“Dispute Resolution Request” has the meaning set forth in Section 5.1(c).

“Distribution” has the meaning set forth in the Recitals.



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

“Distribution Date” means the date that the Distribution shall become effective.

“Distribution Date Spinco Indebtedness” has the meaning set forth in the Merger Agreement.

“Distribution Date Working Capital” means the amount, if any, by which Current Assets exceeds Current Liabilities (or, if Current
Liabilities exceeds Current Assets, the amount of such excess expressed as a negative number) as of the opening of business on the
Distribution Date prior to the application of purchase accounting entries to the Surviving Corporation’s opening balance sheet.

“Effective Time” has the meaning set forth in the Merger Agreement.

“Election” has the meaning set forth in Section 2.4(d).

“Employee Matters Agreement” means the Employee Matters Agreement entered into among Verizon, Spinco and the Company on the
date hereof, as such agreement may be hereafter amended from time to time.

“Excluded Assets” means (i) all Intellectual Property Assets, which shall be governed exclusively by the Intellectual Property
Agreement, (ii) all assets relating to Taxes (except to the extent included in Current Assets), and (iii) all assets consisting of or relating to
any benefits or any benefit plans, programs, agreements or arrangements, which shall be governed exclusively by the Employee Matters
Agreement and, to the extent applicable, the Merger Agreement.

“Excluded Liabilities” means (i) all liabilities for or in respect of any Intellectual Property Assets, (ii) all liabilities for or in respect of
Taxes (except to the extent included in Current Liabilities) and (iii) all liabilities for or in respect of any benefits or any benefit plans,
programs, agreements or arrangements, which shall be governed exclusively by the Employee Matters Agreement and, to the extent
applicable, the Merger Agreement.

“Final Closing Statement” has the meaning set forth in Section 5.1(c).

“Final Distribution Date Working Capital” has the meaning set forth in Section 5.1(d).

“Financial Instruments” means credit facilities, guarantees, commercial paper, interest rate swap agreements, foreign currency forward
exchange contracts, letters of credit, surety bonds and similar instruments.
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“FiOS Intellectual Property Agreement” means the FS Intellectual Property Agreement to be entered into among Verizon Patent and
Licensing Inc., Spinco and the Company, substantially in the form of Exhibit B hereto.

“FiOS Software License Agreement” means the FS Software License Agreement to be entered into among Verizon Information
Technologies LLC, Spinco and the Company, substantially in the form of Exhibit C hereto.

“FiOS Trademark License Agreement” means the FS Trademark License Agreement to be entered into between Verizon Licensing
Company and the Company, substantially in the form of Exhibit D hereto.

“GAAP” means United States generally accepted accounting principles.

“Governmental Authority” has the meaning set forth in the Merger Agreement.

“Group” means the Verizon Group or the Spinco Group, as the case may be.

“GTE” means GTE Corporation, a New York corporation.

“ILEC” means an incumbent local exchange carrier, as defined in 47 U.S.C. § 251(h).

“ILEC Spinco Assets” means Spinco Assets which are subject to regulations applicable to ILECs promulgated by one or more of the
public utility commissions in the states of Arizona, California, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon,
South Carolina, Washington, West Virginia and Wisconsin.

“ILEC Spinco Liabilities” means Spinco Liabilities to the extent arising from or relating to ILEC Spinco Assets.

“ILEC Spinco Subsidiaries” means Verizon North Inc., a Wisconsin corporation, Verizon Northwest Inc., a Washington corporation,
Verizon West Coast Inc., a California corporation, Contel of the South, Inc., a Georgia corporation, New Communications of the Southwest
Inc., a newly formed Delaware corporation, New Communications of the Carolinas Inc., a newly formed Delaware corporation, and Verizon
West Virginia Inc., a West Virginia corporation.

“Indebtedness” means, with respect to Spinco and the Spinco Subsidiaries, all indebtedness for borrowed money, including the
aggregate principal amount thereof, and any accrued interest thereon.

“Information” means all lists of customers, records pertaining to customers and accounts, copies of Contracts, personnel records, lists
and records pertaining to customers, suppliers and agents, and all accounting and other books, records, ledgers, files and business records,
data and other information of every kind (whether in paper, microfilm, computer tape or disc, magnetic tape or any other form).
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“Information Statement” means the information statement forming part of Spinco’s Registration Statement on Form 10.

“Intellectual Property Agreement” means the Intellectual Property Agreement to be entered into among Verizon Patent and Licensing
Inc., Spinco and the Company in the form of Exhibit E hereto.

“Intellectual Property Assets” means all Statutory Intellectual Property and Non-Statutory Intellectual Property.

“Internal Restructurings” has the meaning set forth in the Merger Agreement.

“Internal Spinoffs” has the meaning set forth in the Merger Agreement.

“Law” has the meaning set forth in the Merger Agreement.

“Leased Real Property” means all leasehold or subleasehold estates and other rights of Verizon or its Affiliates to use or occupy any
land, buildings or structures located in the Territory that are used primarily in the conduct of the Spinco Business, including those listed in
Section 1.1(b) of the Disclosure Letter.

 

A-2-5

Table of Contents

“Liability” or “Liabilities” means all debts, liabilities and obligations (including those arising under Contracts) whether absolute or
contingent, matured or unmatured, liquidated or unliquidated, accrued or unaccrued, known or unknown, whenever arising, and whether or
not the same would properly be reflected on a balance sheet. “Liabilities” shall not include any Excluded Liabilities.

“Litigation Matters” means all pending or threatened litigation, investigations, claims or other legal matters that have been or may be
asserted against, or otherwise adversely affect, Verizon or Spinco (or members of either Group).

“Merger” has the meaning set forth in the Recitals.

“Merger Agreement” has the meaning set forth in the Recitals.

“Non-ILEC Spinco Assets” means Spinco Assets other than ILEC Spinco Assets.

“Non-ILEC Spinco Liabilities” means Spinco Liabilities other than ILEC Spinco Liabilities.

“Non-ILEC Spinco Subsidiary” means New Communications Online and Long Distance Inc., a newly formed Delaware corporation
and a wholly-owned Subsidiary of Spinco.

“Non-Statutory Intellectual Property” means all unpatented inventions (whether or not patentable), trade secrets, know-how and
proprietary information, including but not limited to (in whatever form or medium), discoveries, ideas, compositions, formulas, computer
programs (including source and object codes), computer software documentation, database, drawings, designs, plans, proposals,
specifications, photographs, samples, models, processes, procedures, data, information, manuals, reports, financial, marketing and business
data, information, manuals, reports and pricing and cost information, correspondence and notes, and any rights or licenses in the foregoing
which may be granted without the payment of compensation or other consideration to any Person; provided, however, that, notwithstanding
anything to the contrary, the definition of “Non-Statutory Intellectual Property” shall not include any Statutory Intellectual Property.

“Occurrence Basis Policies” has the meaning set forth in Section 6.5(a).

“Owned Real Property” means all land in the Territory that is owned by Verizon or its Affiliates and used primarily in the conduct of
the Spinco Business, together with all buildings, structures, improvements and fixtures located thereon, subject to all easements and other
rights and interests appurtenant thereto, including existing third party rights and interests.

“Parties” has the meaning set forth in the Preamble.

“Person” or “person” means a natural person, corporation, company, joint venture, individual business trust, trust association,
partnership, limited partnership, limited liability company or other entity, including a Governmental Authority.

“Policies” means all insurance policies, insurance contracts and claim administration contracts of any kind of Verizon and its
Subsidiaries (including members of the Spinco Group) and their predecessors which were or are in effect at any time at or prior to the
Distribution Date, including commercial general liability, automobile, workers’ compensation, excess and umbrella, aircraft, crime, property
and business interruption, directors’ and officers’ liability, fiduciary liability, employment practices liability, errors and omissions, special
accident, environmental, inland and marine, and captive insurance company arrangements, together with all rights, benefits and privileges
thereunder.

“POP Equipment” has the meaning set forth in the definition of “Spinco Assets” in subsection (i)(H).

“Privileged Information” means with respect to either Group, Information regarding a member of such Group or any of its operations,
Assets or Liabilities (whether in documents or stored in any other form or known to its employees or agents) that is or may be protected from
disclosure pursuant to the attorney-client privilege, the work product doctrine or another applicable privilege, that a member of the other
Group may come into possession of or obtain access to pursuant to this Agreement or otherwise.
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“Real Property Interests” means all easements, rights of way, and licenses (whether as licensee or licensor) in real property that are
used primarily in the conduct of the Spinco Business, and excluding all Owned Real Property and property and interests subject to Real
Property Leases.

“Real Property Leases” means all leases, subleases, concessions and other agreements (written or oral) pursuant to which any Leased
Real Property is held, including the right to all security deposits and other amounts and instruments deposited thereunder.

“Reclassification” has the meaning set forth in Section 4.2.

“Record Date” means the close of business on the date to be determined by the Board of Directors of Verizon as the record date for
determining stockholders of Verizon entitled to participate in the Distribution, which date shall be a Business Day preceding the Distribution
Date.

“Record Date Options” has the meaning set forth in the Employee Matters Agreement.

“Representative” means with respect to any Person, any of such Person’s directors, managers or persons acting in a similar capacity,
officers, employees, agents, consultants, financial and other advisors, accountants, attorneys and other representatives.

“Retained Contract” means (i) any Contract entered into by Verizon or any Subsidiary of Verizon (other than Spinco or a Spinco
Subsidiary), on the one hand, with a non-Affiliate of Verizon, on the other hand, which is used or held for use in the conduct of the Spinco
Business as well as the Verizon Business, other than any Blended Customer Contract; and (ii) any Contract entered into solely between or
among Verizon and/or Affiliates of Verizon, other than (a) Transferred Affiliate Arrangements, including, in each case, those Contracts listed
in Section 1.1(c) of the Disclosure Letter and (b) Contracts governing Retained Customer Accounts.

“Retained Customer Accounts” means those customer accounts identified on Section 1.1(a) of the Disclosure Letter.

“Software License Agreement” means the Verizon Software License Agreement to be entered into among Verizon Information
Technologies LLC, Spinco and the Company, in the form of Exhibit F hereto.

“Special Payment” means a payment made by Spinco to Verizon in an amount which shall not exceed the lesser of (i) (x) $3.333 billion
minus (y) the amount of Distribution Date Spinco Indebtedness, and (ii) Verizon’s estimate of its tax basis in Spinco, such amount to be set
forth in a certificate delivered pursuant to Section 7.18(g) of the Merger Agreement (as updated in accordance with such section). For
purposes of this Agreement, reference to the tax basis in Spinco means the tax basis in Spinco immediately prior to the Distribution, but
without giving effect to the Special Payment.

“Special Payment Financing” has the meaning set forth in the Merger Agreement.

“Spinco” has the meaning set forth in the Preamble; provided that, with respect to any period following the Effective Time, all
references to Spinco herein shall be deemed to be references to the Surviving Corporation.

“Spinco Assets” means, subject to Section 2.1(c), collectively:

(i) all of the right, title and interest of Verizon and its Affiliates in all Assets that are primarily used or held for use in, or that
primarily arise from, the conduct of the Spinco Business, including:

(A) those set forth on the Spinco Audited Balance Sheet to the extent held on the Distribution Date;

(B) the Current Assets;

(C) all Owned Real Property and all Leased Real Property, together with all buildings, towers, facilities and other
structures and improvements located thereon;
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(D) all Real Property Interests;

(E) all Telephone Plant;

(F) all Contracts;

(G) (i) all existing fiber-to-the- premises (“FiOS”) network elements from and including the video hub offices (“VHO”)
to the end-user customers consisting primarily of elements of the VHO, trunks and other connecting facilities from the VHO to
the serving offices, all connections from serving offices to end-user customers in the states of Indiana, Oregon and Washington
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and customer premises equipment at FiOS subscriber locations in the states of Indiana, Oregon and Washington consisting
primarily of set top boxes, broadband home routers, CableCards, remote controls and connector cables; and (ii) transmission
facilities (trunks and related equipment further described in new Section 1.1(j) of the Disclosure Letter to the Distribution
Agreement as revised and amended on even date herewith) owned by ILEC Affiliates of Verizon between the (a) VHOs and
(b) related equipment owned by ILEC Affiliates of Verizon which related equipment, unless otherwise stated in Section 1.1(j) of
the Disclosure Letter to the Distribution Agreement as revised and amended on even date herewith, is located in Verizon
Affiliate leased or owned points of presence (“POPs”), as such related equipment, VHOs, and POPs are further described in
Section 1.1(j) of the Disclosure Letter to the Distribution Agreement as revised and amended on even date herewith (“VHO/POP
Transmission Equipment”);

(H) the POP equipment owned by Verizon Online LLC and located in Charleston and Clarksburg West Virginia used to
deliver certain broadband Internet access services, which equipment is of the type identified on Section 1.1(k) of the Disclosure
Letter to the Distribution Agreement as revised and amended on even date herewith (“POP Equipment”);

(ii) all other Assets of Spinco and the Spinco Subsidiaries to the extent specifically assigned to any member of the Spinco Group
pursuant to this Agreement or any other Transaction Agreement;

(iii) the capital stock of each Spinco Subsidiary (it being agreed that the physical certificates representing such capital stock shall
be delivered to Spinco by Verizon no later than the Distribution Date);

(iv) all rights of the Contributing Companies in respect of the Transferred Affiliate Arrangements;

(v) those rights in the Blended Customer Contracts as are allocated to Spinco as contemplated by Section 7.8(e) of the Merger
Agreement and the obligations of Verizon described in Section 7.8(f) of the Merger Agreement;

(vi) all claims, causes of action and rights (or any share thereof) to the extent related to or arising from any other Spinco Asset or
Spinco Liability; and

(vii) any additional Assets set forth on Section 1.1(d) of the Disclosure Letter;

provided that, notwithstanding the foregoing, in no event will the Spinco Assets include:

I. any Excluded Assets and Verizon Third Party Intellectual Property or Company Third Party Intellectual Property;

II. any Verizon Assets;

III. any Retained Contracts and any Contracts governing Retained Customer Accounts;

IV. any Cash and Cash Equivalents or short-term investments;

V. any Assets of Verizon Business Global LLC, f/k/a MCI, LLC, which is the successor to the business of MCI, Inc., and direct
and indirect Subsidiaries of Verizon Business Global LLC;

VI. intentionally left blank;
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VII. any Assets of Verizon Federal Inc.;

VIII. any Assets of Federal Network Systems LLC;

IX. any Assets of Verizon Global Networks Inc.;

X. intentionally left blank; and

XI. any Assets of Cellco Partnership (d/b/a Verizon Wireless).

“Spinco Audited Balance Sheet” means the audited Combined Statements of Selected Assets, Selected Liabilities and Parent Funding
as of December 31, 2008 for the local exchange businesses and related landline activities of Verizon in the Territory (including Internet
access and certain long distance services provided to customers in those states).

“Spinco Business” means:

(i) all of the incumbent local exchange carrier business activities and operations of Verizon and its Affiliates in the Territory
(consisting of local exchange service, “intraLATA” toll service, network access service, enhanced voice and data services, digital
subscriber line (“DSL”) services, FiOS voice and video services, wholesale services, operator services, directory assistance services,
customer service to end users, and, in connection with any of the foregoing, repairs, billing and collections);

(ii) all of the following activities of Verizon and its Affiliates in the Territory:

(A) originating central office voice switched Long Distance (“LD”) services in the Territory switched by wire centers that
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are otherwise Spinco Assets; and

(B) the provision by Verizon Online LLC of dial-up and broadband Internet access services and related value-added
services taken by broadband customers located in the Territory;

(C) the resale of satellite to terrestrial video services, but only to the extent of the assets described in clause (i)(G) of the
definition of Spinco Assets;

(D) the provision by Verizon Select Services Inc., Verizon Network Integration Corp. and other Contributing Companies
of sales, installation and maintenance of 911 and E911 customer premises equipment.

provided that, for the avoidance of doubt, “Spinco Business” shall not include any other business activities or operations of Verizon or its
Affiliates whether or not conducted in the Territory, including:

(A) the offering of wireless voice, data and other services by Cellco Partnership (d/b/a Verizon Wireless) and its Affiliates;

(B) publishing and printing telephone directories and publishing electronic directories;

(C) monitoring, installation, maintenance and repair of customer premises equipment (other than equipment related to 911
and E911 related services described above in this definition) and software, structured cabling, call center solutions and
professional and other services as provided by Verizon Network Integration Corp or Verizon Select Services Inc.;

(D) multi-dwelling unit voice, data and video services as provided generally by Verizon Avenue Corp., other than services
provided pursuant to contracts entered into by Verizon Avenue Corp. as agent for, or on behalf of, a Contributing Company;

(E) wireless telecommunications services, customer premises equipment, inside wiring and cabling, and consulting
services to or for federal government agencies offered by Federal Network Systems LLC, and customer premises inside wiring
and cabling, and consulting services to or for federal government agencies offered by Verizon Federal Inc.;

 

A-2-9

Table of Contents

(F) interstate, intrastate and local exchange services offered by Verizon or its Affiliates (other than the Contributing
Companies) consisting primarily of those services conducted by them as successors to the business of MCI, Inc.;

(G) monitoring, provision, maintenance and repair of intrastate, interstate and international telecommunications and
information services, managed services, internet protocol services, data center services, professional services, hosting services,
web infrastructure and application management and other products, services and software as provided generally by Verizon
Business Global LLC, f/k/a MCI, LLC, which is the successor to the business of MCI, Inc., or direct and indirect Subsidiaries of
Verizon Business Global LLC;

(H) consumer and small business customer premises equipment sales and services, other than the customer premises
equipment described above in subsection (i)(G) of Section 1.1 definition of “Spinco Assets”, and other than customer premises
equipment sales, service and maintenance related to the 911 and E911 portions of the Spinco Business;

(I) long haul switching, routing and transmission and other carrier services as provided generally by Verizon Global
Networks Inc.;

(J) prepaid card products, payphone dial around services (VSSI-CARD) and dedicated Internet access services as provided
generally by Verizon Select Services Inc.;

(K) Verizon “Voice Over Internet Protocol” service, “iobi” service and smart touch service as provided generally by
Verizon Long Distance LLC and Verizon Enterprise Solutions LLC;

(L) security services as provided generally by Cybertrust, Inc. and its Affiliates;

(M) any former MCI business;

(N) operator services and directory assistance services to wireless carriers, including Cellco Partnership (d/b/a Verizon
Wireless) and any third-party wireless carrier;

(O) Verizon Smart Phone service or One Phone service as provided generally by Verizon Online LLC;

(P) any “interLATA” non-ILEC switched or data services provided by Verizon Long Distance LLC and Verizon
Enterprise Solutions LLC, which includes private line, asynchronous transfer mode (“ATM”), frame relay, Ethernet and
dedicated access voice services (not including Toll Free Services if Verizon exercises its right described in Subsection
(iii) below) or any services that Verizon Long Distance LLC and Verizon Enterprise Solutions LLC provide through separate
third party Agreements; or

(Q) similar activities conducted by successors to any of the foregoing named entities.
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(iii) Verizon shall have the right (but not the obligation), exercisable by written notice to the Company no less than 90 days prior
to the Distribution Date, to add the following activity as part of the definition of the included “Spinco Business”:

The provision by Verizon Long Distance LLC or Verizon Enterprise Solutions LLC of terminating central office switched long
distance services for small business customers, switched by wire centers which are otherwise Spinco Assets (“Toll Free Services”)
which service must be provided in conjunction with a toll free telephone number.

If Verizon exercises the above described right, the above provision will be deemed added to the definition of the include Spinco
Business and, simultaneously the definition of “Spinco Business” will be further revised to add a new Subsection (P-1), which shall
read in its entirety as follows:

(P-1) Toll free long distance services, utilizing a 4-digit PIN number in conjunction with a shared Verizon Long Distance
800/888/877 number (commonly referred to as PTFS services).
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“Spinco Common Stock” has the meaning set forth in the Recitals.

“Spinco Debt Expenses” means the aggregate amount of all fees and expenses payable to lenders or lenders’ advisors by Spinco or the
Surviving Corporation pursuant to the terms of the Special Payment Financing or otherwise arising directly from the consummation of the
Special Payment Financing.

“Spinco Employees” has the meaning set forth in the Employee Matters Agreement.

“Spinco Group” means Spinco and the Spinco Subsidiaries.

“Spinco Guarantees” has the meaning set forth in Section 6.4(b).

“Spinco Liabilities” means, subject to Section 2.1(c), collectively:

(i) all Liabilities of Verizon or any of its Subsidiaries (including Spinco and the Spinco Subsidiaries) to the extent relating to or
arising from the Spinco Business, including the Liabilities set forth on the Spinco Audited Balance Sheet and the Liabilities of Spinco
under the Transaction Agreements;

(ii) all Liabilities to the extent relating to or arising from any Spinco Assets;

(iii) all Liabilities of the Spinco Business in respect of the Transferred Affiliate Arrangements;

(iv) all Current Liabilities;

(v) those Liabilities under the Blended Customer Contracts that are assigned to and assumed by the Company pursuant to
Section 7.8(e) or described in Section 7.8(f) of the Merger Agreement;

(vi) all Liabilities relating to or arising from any Verizon Guarantee;

(vii) all Distribution Date Spinco Indebtedness; and

(viii) all Liabilities set forth in Section 1.1(e) of the Disclosure Letter.

Notwithstanding the foregoing, the Spinco Liabilities shall not include any Liabilities specifically agreed not to be assumed by Spinco under
any other Transaction Agreement. For the avoidance of doubt, Spinco Liabilities shall not include any Verizon Liabilities or Excluded
Liabilities.

“Spinco Securities” means any notes issued by Spinco to Verizon, as contemplated in Section 2.4 hereof and having the principal terms
set forth on Exhibit G hereto and other terms determined in accordance with Section 7.18 of the Merger Agreement.

“Spinco Subsidiaries” means, collectively, the Non-ILEC Spinco Subsidiary and the ILEC Spinco Subsidiaries.

“Statutory Intellectual Property” means all (i) United States patents and patent applications of any kind, (ii) United States works of
authorship, mask-works, copyrights, and copyright and mask work registrations and applications for registration, (iii) Trademarks, and
(iv) any rights or licenses in the foregoing.

“Subsidiary” has the meaning set forth in the Merger Agreement.

“Surviving Corporation” has the meaning set forth in the Merger Agreement.

“Target Working Capital” means $0.

“Taxes” has the meaning set forth in the Merger Agreement.

“Tax Sharing Agreement” means the Tax Sharing Agreement entered into on the date hereof, among Verizon, the Company, Spinco
and the ILEC Spinco Subsidiaries, as such agreement may be amended from time to time.
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“Telephone Plant” means all plant, systems, structures, regulated construction work in progress, telephone cable (whether in service or
under construction), microwave facilities (including frequency spectrum assignment), telephone line facilities, machinery, furniture, fixtures,
tools, implements, conduits, stations, substations, equipment (excluding customer premises equipment, but including all local exchange
equipment that serves (i) cell towers, (ii) data equipment (excluding customer premises equipment, but including all equipment necessary to
provide data services (including dial-up, digital subscriber line and dedicated Internet access services and related value-added services)),
including the broadband router aggregation system, (iii) ATM switch routers and (iv) network facilities located in the Territory), central
office equipment and other equipment in general other than customer premises equipment, instruments and house wiring connections located
in the Territory used in the Spinco Business (to the extent not transferred to customers as inside wiring), other than the portion thereof
relating to the FiOS network.

“Territory” means the local franchise area of the Contributing Companies in the states of Arizona, Idaho, Illinois, Indiana, Michigan,
Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, the franchise areas of Verizon West
Coast Inc. and the franchise areas in California served by the following wire centers and the related microwave facilities described below:

 

Base CLLI  Remote CLLI  Switch Type  Switch Name  

AAIS Wire
Center
Name  NPA  NXXs  Rate Center

BLYTCAXF92K  ______________  DMS100  BLYTHE  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCABJRL0  ANODE  INTAKE & RIVERIA  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCAXHRL1  OPM  RIPLEY #4  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCABARL0  ANODE  FLORENCE & HOBSON  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCACRRL0  AFC-RSC  COLORADO RIVER UMC  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCAXGRS1  RSC  NORTH RIPLEY  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  PLVRCAXFRS1  RSC  PALO VERDE  PALSVDE  760  854  Palo Verde

GRDVNVXADS0  WDFRCAXFRS1  RSC  WOODSFORD-ALPINE  ALPINE  530  694  Alpine
GRDVNVXADS0  PYVLCAAARL0  ANODE-UE  ST HWY 88 ANODE-UE  ALPINE  530  694  Alpine
GRDVNVXADS0  WDFRCAAARL0  ANODE  MARKLEEVILLE  ALPINE  530  594  Alpine
GRDVNVXADS0  CEVLCAXFRS6  RSC  COLEVILLE  COLEVLLE  530  495  Coleville

PRKRAZXCDS0  BGRVCAXFRLO  AFC-LET  BIG RIVER LET  EARP  760  665  Earp
PRKRAZXCDS0  HVSUCAXFRS1  RSLE  HAVASU LANDING  HAVASU  760  858  Havasu Lake

BKMTCAXFQ01   MICROWAVE  BLACK METAL MOUNTAIN  PRDMAZXC    
BMMTCARSQ02   MICROWAVE  BIG MARIA MOUNTAIN  BLYTCAXF    

“Toll Free Services” has the meaning set forth in the definition of “Spinco Business” in subsection (iii).

“Total Verizon Shares” means (i) the total number of shares of Verizon Common Stock as of the Record Date plus (ii) the total number
of shares of Verizon Common Stock issued to all persons who acquired such Verizon Common Stock pursuant to the exercise of Record Date
Options on or prior to the Distribution Date.

“Trademarks” means trademarks, tradenames, applications for trademark registration, service marks, applications for service mark
registration, domain names, registrations and applications for registrations pertaining thereto, and all goodwill associated therewith.

“Transaction Agreements” has the meaning set forth in the Merger Agreement.

“Transferred Affiliate Arrangements” means (i) all Transaction Agreements and all arrangements expressly contemplated by a
Transaction Agreement, (ii) all Affiliate interconnection Contracts and (iii) all Contracts listed on Section 1.1(f) of the Disclosure Letter.

“Verizon” has the meaning set forth in the Preamble.

“Verizon Assets” means, subject to Section 2.1(c), collectively,
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(i) all of the right, title and interest of Verizon and its Subsidiaries in all Assets held by them other than those identified in clauses
(i) through (vii) of the definition of Spinco Assets, it being acknowledged that Verizon Assets include:

(A) all Retained Contracts (it being agreed that Spinco and the Spinco Subsidiaries shall be permitted to (x) retain any
product or license under a Retained Contract delivered and paid for prior to the Closing in the conduct of the Spinco Business
and (y) receive any product or license under a Retained Contract that was ordered and paid for prior to the Closing in the
conduct of the Spinco Business but which shall be delivered after the Closing);

(B) all Contracts between Verizon and the Verizon Subsidiaries on one hand and Spinco and the Spinco Subsidiaries on
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the other hand (other than to the extent they constitute Transferred Affiliate Arrangements);

(C) any Asset of the dial-up, broadband Internet access or LD portions of the Spinco Business, other than (1) any
customer relationships (including related value-added services customer relationships), (2) customer premises equipment at
FiOS subscriber locations in the states of Indiana, Oregon and Washington consisting primarily of set top boxes, broadband
home routers, CableCards, remote controls and connector cables, (3) the POP Equipment, and (4) VHO/POP Transmission
Equipment.

(D) all FiOS network assets not specifically described as a Spinco Asset, including the Satellite Head End located in
Illinois; and

(E) tangible Assets used exclusively by personnel who are retained by Verizon but who work in one of the work centers or
other locations located in the Territory which serve both the Spinco Business and the Verizon Business, which locations are set
forth in Section 1.1(g) of the Disclosure Letter;

(ii) all other Assets of Verizon and Verizon Subsidiaries to the extent specifically assigned to or retained by any member of the
Verizon Group pursuant to this Agreement or any other Transaction Agreement;

(iii) the capital stock of each Verizon Subsidiary;

(iv) all rights of Verizon under the Transaction Agreements;

(v) all defenses and counterclaims relating to any Liability retained by Verizon or its Affiliates;

(vi) all claims, causes of action and rights (or any share thereof) to the extent related to or arising from any other Verizon Asset or
Verizon Liability; and

(vii) any additional Assets set forth on Section 1.1(h) of the Disclosure Letter;

provided that, notwithstanding the foregoing, in no event will the Verizon Assets include any Spinco Assets.

“Verizon Business” means all of the businesses and operations conducted by Verizon and the Verizon Subsidiaries (other than the
Spinco Business) at any time, whether prior to, on or after the Distribution Date.

“Verizon Common Stock” has the meaning set forth in the Recitals.

“Verizon Group” means Verizon and the Verizon Subsidiaries.

“Verizon Guarantees” has the meaning set forth in Section 6.4(a).

“Verizon Liabilities” means, subject to Section 2.1(c) collectively, (i) all Liabilities of Verizon or any of its Subsidiaries (including
Spinco and the Spinco Subsidiaries) relating to or arising from the Verizon Business, including the Liabilities of Verizon under the
Transaction Agreements, in each case other than the Spinco Liabilities, (ii) all Liabilities in respect of the Transferred Affiliate Arrangements
other than the Spinco Liabilities related thereto, (iii) all Liabilities under the Blended Customer Contracts except to the extent assumed by the
Company pursuant to Section 7.8(e) of the Merger Agreement, (iv) all Liabilities in
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respect of Retained Contracts, (v) all Liabilities relating to or arising from any Spinco Guarantee, (vi) all expenses allocated to Verizon
pursuant to Section 11.1 of the Merger Agreement and (vii) all Liabilities listed in Section 1.1(i) of the Disclosure Letter. For the avoidance
of doubt, the Verizon Liabilities shall not include any Spinco Liabilities.

“Verizon Subsidiaries” means all direct and indirect Subsidiaries of Verizon immediately after the Distribution Date, assuming that the
Distribution has occurred in accordance with the terms hereof.

“Verizon Third Party Intellectual Property” has the meaning set forth in the Merger Agreement.

“VHO/POP Transmission Equipment” has the meaning set forth in the definition of “Spinco Assets” in subsection (i)(G).

Section 1.2 Interpretation. When a reference is made in this Agreement to an Article or Section, such reference shall be to an Article or
Section of this Agreement unless otherwise indicated. The table of contents to this Agreement, and the Article and Section headings contained in
this Agreement, are for reference purposes only and shall not affect in any way the meaning or interpretation of this Agreement. Whenever the
words “include,” “includes” or “including” are used in this Agreement, they shall be deemed to be followed by the words “without limitation.” The
words “hereof,” “herein” and “hereunder” and words of similar import when used in this Agreement shall refer to this Agreement as a whole and
not to any particular provision of this Agreement. The term “or” is not exclusive. All terms defined in this Agreement shall have the defined
meanings when used in any certificate or other document made or delivered pursuant hereto unless otherwise defined herein. The definitions
contained in this Agreement are applicable to the singular as well as the plural forms of such terms and to the masculine as well as to the feminine
and neuter genders of such terms. Unless otherwise specified, any agreement, instrument or statute defined or referred to herein or in any
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agreement or instrument that is referred to herein means such agreement, instrument or statute as from time to time amended, modified or
supplemented, including (in the case of agreements or instruments) by waiver or consent and (in the case of statutes) by succession of comparable
successor statutes, and including all attachments thereto and instruments incorporated therein. References to a person are also to its permitted
successors and assigns.

Section 1.3 References to Time. All references in this Agreement to times of the day shall be to New York City time.

ARTICLE II

The Contribution

Section 2.1 Transfers of Spinco Assets and Spinco Liabilities.

(a) Subject to Section 2.1(b) and, in the case of Information, Article VII, on or prior to the Distribution Date, Verizon shall take or cause to
be taken all actions necessary to cause the transfer, assignment, delivery and conveyance of (i) the Non-ILEC Spinco Assets and the Non-ILEC
Spinco Liabilities to the Non-ILEC Spinco Subsidiary, (ii) the ILEC Spinco Assets and the ILEC Spinco Liabilities to the ILEC Spinco
Subsidiaries and (iii) the ILEC Spinco Subsidiaries to Spinco (including by contributing stock of an entity holding one or more ILEC Spinco
Subsidiaries). Spinco shall assume or cause the applicable Spinco Subsidiaries to assume, and thereafter timely pay, perform and discharge, when
and as due, or cause the applicable Spinco Subsidiaries to thereafter timely pay, perform and discharge, when and as due, all of the Spinco
Liabilities.

(b) Nothing in this Agreement (including, for the avoidance of doubt, Section 6.6) shall be deemed to require the transfer of any Assets or the
assumption of any Liabilities which by their terms or operation of law cannot be transferred or assumed until such time as all legal impediments to
such transfer or assumption have been removed. The rights and obligations of the Parties in respect of removing such impediments (including
pursuing and obtaining all applicable consents, waivers and approvals in connection with the Contribution) and
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in respect of such Assets and Liabilities to the extent not transferred on the Distribution Date are set forth in the Merger Agreement and no
additional rights or obligations shall be deemed to arise under this Agreement in connection therewith.

(c) The rights and obligations of the Parties with respect to Intellectual Property Assets shall be governed exclusively by the Intellectual
Property Agreement. Accordingly, Intellectual Property Assets and liabilities relating to Intellectual Property Assets shall not be treated as Assets
or Liabilities for purposes of, or otherwise be governed by, this Agreement. In the event of any inconsistency between this Agreement and the
Intellectual Property Agreement, the terms of the Intellectual Property Agreement shall control. The rights and obligations of the Parties with
respect to Taxes shall be governed exclusively by the Tax Sharing Agreement and, to the extent applicable, the Merger Agreement. Accordingly,
assets and liabilities relating to Taxes shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this Agreement
(except to the extent included in Current Assets or Current Liabilities as provided herein). In the event of any inconsistency between this
Agreement and the Tax Sharing Agreement or the Merger Agreement, the terms of the Tax Sharing Agreement or the Merger Agreement, as the
case may be, shall control. Except in the case of Section 2.3 of this Agreement, the rights and obligations of the Parties with respect to any current
or former directors, officers or employees, any compensation or benefits and any benefit plans, programs, agreements or arrangements shall be
governed exclusively by the Employee Matters Agreement and, to the extent applicable, the Merger Agreement. Accordingly, assets and liabilities
relating to current or former directors, officers or employees, and compensation or benefits and any benefit plans, programs, agreements and
arrangements shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this Agreement. The rights and obligations
of the Parties with respect to collective bargaining agreements and practices, including collective bargaining agreements of the Spinco Business,
memoranda of agreement and memoranda of understanding, and the rights and obligations arising under those contracts and practices on benefit
plans, programs, agreements and arrangements shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this
Agreement, and shall be governed exclusively by the Employee Matters Agreement and, to the extent applicable, the Merger Agreement. In the
event of any inconsistency between this Agreement and the Employee Matters Agreement or the Merger Agreement, the Employee Matters
Agreement or the Merger Agreement, as the case may be, shall control.

Section 2.2 Conveyancing and Assumption Agreements. In connection with the transfer of the Spinco Assets and the assumption of the
Spinco Liabilities contemplated by this Article II, Verizon and Spinco shall execute, or cause to be executed by the appropriate entities,
conveyancing and assumption instruments, including quit claim deeds, as Verizon may deem necessary or desirable (provided that such
instruments shall not impose obligations on either Party or grant rights, through representations or otherwise, beyond those set forth in this
Agreement).

Section 2.3 Certain Resignations. At or prior to the Distribution Date, Verizon shall cause each employee and director of Verizon and its
Subsidiaries who will not be employed by Spinco or a Spinco Subsidiary after the Distribution Date to resign, effective not later than the
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Distribution Date, from all boards of directors or similar governing bodies of Spinco or any Spinco Subsidiary on which they serve, and from all
positions as officers of Spinco or any Spinco Subsidiary in which they serve. At or prior to the Distribution Date, Spinco will cause each employee
and director of Spinco and its Subsidiaries who will not be employed by Verizon or any Verizon Subsidiary after the Distribution Date to resign,
effective not later than the Distribution Date, from all boards of directors or similar governing bodies of Verizon or any Verizon Subsidiary on
which they serve, and from all positions as officers of Verizon or any Verizon Subsidiary in which they serve.

Section 2.4 Special Payment Financing; Debt Exchange.

(a) At or prior to the Distribution Date, Spinco will, in exchange for Verizon causing the transfer to Spinco of the ILEC Spinco Subsidiaries
and the Non-ILEC Spinco Assets, (i) enter into the agreements associated with the Special Payment Financing (in accordance with Section 7.18 of
the Merger Agreement) and use the proceeds thereof to pay the Special Payment and (ii) if the total amount of the Special Payment is less than
(w) $3.333 billion minus (x) the amount of Distribution Date Spinco Indebtedness, distribute Spinco Securities to Verizon
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having a principal amount equal to (y) $3.333 billion minus (z) the sum of (A) the total amount of the Special Payment and (B) the amount of
Distribution Date Spinco Indebtedness. Verizon shall not be obligated to consummate the Distribution unless Verizon shall receive in connection
therewith the Special Payment and a principal amount of Spinco Securities that together total $3.333 billion minus the amount of Distribution Date
Spinco Indebtedness.

(b) The rights and obligations of the Parties in respect of pursuing and obtaining the Special Payment Financing are set forth in the Merger
Agreement, and no additional rights or obligations shall be deemed to arise under this Agreement in connection therewith.

(c) The Parties acknowledge that Verizon reserves the right (in accordance with Section 7.18 of the Merger Agreement) to enter into
arrangements prior to or following the Distribution Date providing for the exchange of Spinco Securities held by Verizon for debt obligations of
Verizon or its Affiliates, or for the transfer of Spinco Securities to other Verizon creditors or stockholders (the “Debt Exchange”), provided that,
the parties further acknowledge that (i) if Verizon desires to consummate the Debt Exchange concurrently with the Distribution, Verizon shall not
be obligated to consummate the Distribution unless the Debt Exchange shall be consummated concurrently with the Distribution with respect to a
principal amount of Spinco Securities equal to (x) $3.333 billion minus (y) the sum of (A) the total amount of the Special Payment and (B) the
amount of Distribution Date Spinco Indebtedness and (ii) if Verizon elects not to pursue the Debt Exchange at the time of the Distribution or
thereafter, Verizon may dispose of Spinco Securities in another manner, but will in any event dispose of all of its interest in any Spinco Securities
within 360 days following the Distribution Date.

(d) At Verizon’s election (the “Election”), to be exercised by Verizon no later than 15 days prior to the Distribution Date (provided that
Verizon shall have provided the Company no less than 15 days’ prior written notice of its intention to make the Election), notwithstanding any
other provision of the Transaction Agreements, the following alternative transaction structure may be adopted in lieu of the transaction steps
currently described in the Transaction Documents to the extent that such alternative transaction structure does not result in Spinco or the Surviving
Corporation incurring incremental costs or liabilities that are not reimbursed by Verizon:

(i) the entity referred to as Spinco shall be formed by GTE, instead of by Verizon;

(ii) the Special Payment shall be an amount paid by Spinco to GTE, instead of being paid by Spinco to Verizon;

(iii) Spinco Securities shall be notes issued by Spinco to GTE, instead of being issued by Spinco to Verizon;

(iv) the Debt Exchange may be undertaken by GTE with its creditors or stockholders, instead of being undertaken by Verizon with
Verizon’s creditors or stockholders;

(v) Verizon and GTE shall transfer or cause to be transferred to Spinco (or to Subsidiaries thereof) all of the Spinco Assets and
Liabilities in such a manner that, immediately prior to the Merger, no assets or liabilities (other than stock or other equity interests in
Subsidiaries) shall be held directly by Spinco; and

(vi) Spinco shall be distributed in the Internal Spinoffs and in the Distribution and shall participate in the Merger.

(e) If Verizon makes the Election, all applicable provisions of this Agreement and the other Transaction Agreements shall be amended by the
parties thereto as appropriate to reflect the Election. For example, the definition of the Special Payment shall be revised to refer to GTE’s estimate
of its tax basis in Spinco, instead of Verizon’s estimate of its tax basis in Spinco.

(f) Verizon shall pay all Spinco Debt Expenses (i) on the Closing Date or (ii) on such subsequent date when the fees and expenses are
payable to lenders or the lenders’ advisors pursuant to the terms of, or otherwise in connection with, the Special Payment Financing.
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ARTICLE III

Conditions

Section 3.1 Conditions to the Distribution. The obligations of Verizon pursuant to this Agreement to effect the Distribution shall be subject to
the fulfillment (or waiver by Verizon) on or prior to the Distribution Date (provided that certain of such conditions will occur substantially
contemporaneously with the Distribution) of each of the conditions set forth in Section 2.4 hereof and in Section 8.1 and Section 8.2 of the Merger
Agreement (except the consummation of the Contribution and the Distribution).

Section 3.2 Waiver of Conditions. To the extent permitted by applicable Law, the condition set forth in Section 3.1 hereof may be waived in
the sole discretion of Verizon. The condition set forth in Section 3.1 is for the sole benefit of Verizon and shall not give rise to or create any duty
on the part of Verizon to waive or not waive such condition.

ARTICLE IV

The Distribution

Section 4.1 Record Date and Distribution Date. Subject to the satisfaction, or to the extent permitted by applicable Law, waiver, of the
conditions set forth in Section 3.1, the Board of Directors of Verizon, consistent with the Merger Agreement and Delaware law, shall establish the
Record Date and the Distribution Date and any necessary or appropriate procedures in connection with the Distribution.

Section 4.2 Spinco Reclassification. Immediately prior to the Distribution Date, Verizon and Spinco shall take all actions necessary to issue
to Verizon such number of shares of Spinco Common Stock, including, if applicable, by reclassifying the outstanding shares of Spinco Common
Stock or by declaring a dividend payable to Verizon in shares of Spinco Common Stock (the “Reclassification”), for the purpose of increasing the
outstanding shares of Spinco Common Stock such that, immediately prior to the Distribution Date, Spinco will have an aggregate number of shares
of Spinco Common Stock to be determined by Verizon and Spinco prior to the Distribution Date, all of which will be held by Verizon.

Section 4.3 The Agent. Prior to the Distribution Date, Verizon shall enter into an agreement with the Agent on terms reasonably satisfactory
to Spinco and the Company providing for, among other things, the distribution to the holders of Verizon Common Stock in accordance with this
Article IV of the shares of Company Common Stock into which the shares of Spinco Common Stock that would otherwise be distributed in the
Distribution will be converted pursuant to the Merger.

Section 4.4 Delivery of Shares to the Agent. At or prior to the Distribution Date, Verizon shall authorize the book-entry transfer by the Agent
of all of the outstanding shares of Spinco Common Stock to be distributed in connection with the Distribution. After the Distribution Date, upon
the request of the Agent, Spinco shall provide all book-entry transfer authorizations that the Agent shall require in order to effect the distribution of
the shares of Company Common Stock into which the shares of Spinco Common Stock that would otherwise be distributed in the Distribution will
be converted pursuant to the Merger.

Section 4.5 The Distribution. Upon the terms and subject to the conditions of this Agreement, following consummation of the
Reclassification, Verizon shall declare and pay the Distribution consisting of:

(i) to the holders of shares of Verizon Common Stock as of the Record Date, such percentage of the total number of shares of Spinco
Common Stock held by Verizon as of the time of the Distribution as is equal to a fraction, the numerator of which is the total number of
shares of Verizon Common Stock held by such holders as of the Record Date and the denominator of which is the number of Total Verizon
Shares; and
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(ii) to the holders of shares of Verizon Common Stock who acquired such Verizon Common Stock pursuant to the exercise of Record
Date Options, such percentage of the total number of shares of Spinco Common Stock held by Verizon as of the time of the Distribution as is
equal to a fraction, the numerator of which is the total number of shares of Verizon Common Stock held by such holders that were acquired
pursuant to the exercise of Record Date Options on or prior to the Distribution Date and the denominator of which is the number of Total
Verizon Shares.

Immediately after the Distribution, at the Effective Time, all such shares of Spinco Common Stock shall be converted into the right to receive
shares of Company Common Stock pursuant to, and in accordance with the terms of, the Merger Agreement, immediately following which the
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Agent shall distribute by book-entry transfer in respect of the outstanding shares of Verizon Common Stock held by (x) holders of record of
Verizon Common Stock on the Record Date and (y) persons who acquired Verizon Common Stock pursuant to the exercise of Record Date
Options, all of the shares of Company Common Stock into which the shares of Spinco Common Stock that would otherwise be distributed in the
Distribution have been converted pursuant to the Merger. The Agent shall make cash payments in lieu of any fractional shares resulting from the
conversion of Spinco Common Stock into Company Common Stock in the Merger pursuant to, and in accordance with, the terms of the Merger
Agreement.

ARTICLE V

Post Closing Adjustments

Section 5.1 Post-Closing Adjustments.

(a) Within 90 days after the Closing Date, Verizon shall cause to be prepared and delivered to the Surviving Corporation a statement derived
from the books and records of Verizon and its Affiliates (the “Closing Statement”), setting forth Distribution Date Working Capital, including
reasonable detail regarding the calculation thereof. The Distribution Date Working Capital shall be calculated in accordance with GAAP,
consistently applied, using the same accounting principles, methodologies and policies used in the preparation of the Spinco Audited Balance
Sheet, pro forma for the completion of the Contribution, as modified by the principles, methodologies and policies set forth in Section 5.1 of the
Disclosure Letter.

(b) Verizon shall give the Surviving Corporation and each of its Representatives access at all reasonable times and on reasonable advance
notice to Verizon’s books and records to the extent reasonably required to permit the Surviving Corporation to review the Closing Statement.
Within 60 days after receipt of the Closing Statement, the Surviving Corporation shall, in a written notice to Verizon, describe in reasonable detail
any proposed adjustments to the items set forth on the Closing Statement and the reasons therefor (it being agreed that the only permitted reasons
for such adjustments shall be mathematical error or the failure to compute items set forth therein in accordance with this Article V). The Surviving
Corporation shall have the right to discuss the Closing Statement with Verizon’s accountants, it being understood that in connection with such
discussion, the Surviving Corporation will not have access to the work papers of such accountants. If Verizon shall not have received a notice of
proposed adjustments (provided that any and all proposed adjustments to the calculation of Distribution Date Working Capital must in the
aggregate exceed two hundred fifty thousand dollars ($250,000) or more) within such 60-day period, the Surviving Corporation will be deemed to
have accepted irrevocably such Closing Statement.

(c) Verizon and the Surviving Corporation shall negotiate in good faith to resolve any disputes over any proposed adjustments to the Closing
Statement, during the 30 days following Verizon’s receipt of the proposed adjustments. If the parties are unable to resolve such dispute within such
30-day period, then, at the written request of either party (the “Dispute Resolution Request”), each party shall appoint a knowledgeable, responsible
representative to meet in person and negotiate in good faith to resolve the disputed matters. The parties intend
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that these negotiations be conducted by experienced business representatives empowered to decide the issues. Such negotiations shall take place
during the 15-day period following the date of the Dispute Resolution Request. If the business representatives resolve the dispute, such resolution
shall be memorialized in a written agreement (the Closing Statement, as revised by such negotiations, written agreement or the final decision of the
accounting firm referred to below, the “Final Closing Statement”), executed within five days thereafter. If the business representatives do not
resolve the dispute, within five days the Surviving Corporation and Verizon shall jointly select a nationally recognized independent public
accounting firm (which is not the regular independent public accounting firm of either Verizon or the Surviving Corporation) to arbitrate and
resolve such disputes, which resolution shall be final, binding and enforceable in accordance with Section 9.13. If the Surviving Corporation and
Verizon do not jointly select such firm within five days, a nationally recognized accounting firm shall be selected by lot from among those
nationally recognized firms which are not the regular firm of either Verizon or the Surviving Corporation. Such accounting firm shall arbitrate and
resolve such dispute based solely on the written submission forwarded by Verizon and the Surviving Corporation and shall only consider whether
the Closing Statement was prepared in accordance with this Article V and (only with respect to disputed matters submitted to the accounting firm)
whether and to what extent the Closing Statement requires adjustment. The fees and expenses of such accounting firm shall be shared by the
Surviving Corporation and Verizon in inverse proportion to the relative amounts of the disputed amount determined to be for the account of the
Surviving Corporation and Verizon, respectively.

(d) If the amount of the Distribution Date Working Capital, as set forth in the Final Closing Statement (the “Final Distribution Date Working
Capital”) exceeds the Target Working Capital, no payment shall be made by either party with respect thereto and, if the amount of the Final
Distribution Date Working Capital is less than the Target Working Capital, Verizon shall pay to the Surviving Corporation an amount equal to such
deficit. All such amounts shall bear interest from the Distribution Date through but excluding the date of payment at the Applicable Rate; such
interest shall accrue daily on the basis of a 365 day year calculated for the actual number of days for which payment is due and such payment shall
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be payable together with the amount payable pursuant to the foregoing sentence. Any amounts payable pursuant to this Section 5.1(d) shall be
made via wire transfer of immediately available funds within five Business Days after the date upon which the Closing Statement becomes a Final
Closing Statement.

(e) To the extent that Verizon makes any payment of an amount which constitutes a Current Liability between the Closing Date and the date
any payment is due under Section 5.1(d), then Verizon shall have a right to offset the aggregate of all such amounts against the amount, if any,
payable to the Surviving Corporation under Section 5.1(d); provided that Verizon has provided evidence of the payment of such amounts prior to
making any offset.

ARTICLE VI

Additional Covenants

Section 6.1 Survival; Exclusive Remedy. The covenants and agreements contained herein to be performed following the Closing shall survive
the Effective Time in accordance with their respective terms and all other terms shall expire as of the Effective Time (other than the obligation to
convey the Spinco Assets and the Spinco Liabilities in accordance with Section 2.1). The Parties hereby agree that the sole and exclusive remedy
for any claim (whether such claim is framed in tort, contract or otherwise), arising out of a breach of this Agreement shall be asserted pursuant to
Section 10.2 of the Merger Agreement (or if this Agreement and the Merger Agreement are terminated, Section 9.3 of the Merger Agreement) and
only to the extent expressly contemplated therein.

Section 6.2 Mutual Release. Effective as of the Distribution Date and except as otherwise specifically set forth in the other Transaction
Agreements or the Transferred Affiliate Arrangements, each of Verizon, on behalf
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of itself and each of the Verizon Subsidiaries, on the one hand, and Spinco, on behalf of itself and each of the Spinco Subsidiaries, on the other
hand, hereby releases and forever discharges the other Party and its Subsidiaries, and its and their respective officers, directors, managers or other
persons acting in a similar capacity, agents, record and beneficial security holders (including trustees and beneficiaries of trusts holding such
securities), advisors and Representatives (in each case, in their respective capacities as such) and their respective heirs, executors, administrators,
successors and assigns, of and from all debts (including intercompany cash balances and accounts and notes payable), demands, actions, causes of
action, suits, accounts, covenants, contracts, agreements, damages, claims and other Liabilities whatsoever of every name and nature, both in law
and in equity, which the releasing Party has or ever had or ever will have, which exist or arise out of or relate to events, circumstances or actions
taken by such other Party occurring or failing to occur or any conditions existing at or prior to the Distribution Date whether or not known on the
Distribution Date, including in connection with the transactions and all other activities to implement the Contribution and the Distribution;
provided, however, that the foregoing general release shall not apply to (i) any Liabilities or other obligations (including Liabilities with respect to
payment, reimbursement, indemnification or contribution) under this Agreement or the other Transaction Agreements or Transferred Affiliate
Arrangements or any Contracts (as defined therein) contemplated thereby, or assumed, transferred, assigned, allocated or arising under any of this
Agreement or the other Transaction Agreements or Transferred Affiliate Arrangements or any Contract contemplated thereby, in each case subject
to the terms thereof, or any Person’s right to enforce this Agreement or the other Transaction Agreements, Transferred Affiliate Arrangements or
the Contracts contemplated thereby in accordance with their terms, or (ii) any Liability the release of which would result in the release of any
Person other than a Person released pursuant to this Section 6.2. Each Party agrees, for itself and each member of its Group, not to make any claim
or demand or commence any action or assert any claim against any member of the other Party’s Group with respect to the Liabilities released
pursuant to this Section 6.2.

Section 6.3 Intercompany Agreements. Except for the Transaction Agreements, any agreements entered into pursuant to the Merger
Agreement (including pursuant to Sections 7.8 and 7.24 thereof) and the other Transferred Affiliate Arrangements, and except as contemplated by
paragraph (iv) of Section 5.17 of the Merger Agreement, all contracts, licenses, agreements, commitments and other arrangements, formal and
informal (including with respect to intercompany cash balances and accounts and notes payable), (x) between any member of the Verizon Group,
on the one hand, and any member of the Spinco Group, on the other hand, or (y) between Cellco Partnership (d/b/a Verizon Wireless) or any of its
Subsidiaries, on the one hand, and any member of Spinco Group, on the other hand, in each case in existence as of the Distribution Date, shall
terminate as of the close of business on the day prior to the Distribution Date. No such terminated agreement (including any provision thereof that
purports to survive termination) shall be of any further force or effect after the Distribution Date and all parties thereto shall be released from all
obligations thereunder. From and after the Distribution Date, no member of either Group shall have any rights or obligations under any such
terminated agreement with any member of the other Group, except as specifically provided herein or in the other Transaction Agreements.

Section 6.4 Guarantee Obligations and Liens.

(a) Verizon and Spinco shall, upon Verizon’s request, cooperate, and shall cause their respective Groups to cooperate and use their respective
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commercially reasonable efforts to: (x) terminate, or to cause Spinco, as the appropriate member of the Spinco Group, to be substituted in all
respects for Verizon or the applicable member of the Verizon Group in respect of, all obligations of any member of the Verizon Group under any
Spinco Liabilities identified by Verizon for which such member of the Verizon Group may be liable, as guarantor, original tenant, primary obligor
or otherwise (including Spinco Liabilities under any Financial Instrument) (“Verizon Guarantees”), and (y) terminate, or to cause Spinco Assets to
be substituted in all respects for any Verizon Assets in respect of, any liens or encumbrances identified by Verizon on Verizon Assets which are
securing any Spinco Liabilities. If such a termination or substitution is not effected by the Distribution Date, without the prior written consent of
Verizon, from and after the Distribution Date, Spinco shall not, and shall not permit any member of the Spinco Group to, renew or extend the term
of, increase its obligations under, or transfer to a third party, any loan, lease, contract or other obligation for which a member of the Verizon Group
is
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or may be liable or for which any Verizon Asset is or may be encumbered unless all obligations of the Verizon Group and all liens and
encumbrances on any Verizon Asset with respect thereto are thereupon terminated by documentation reasonably satisfactory in form and substance
to Verizon.

(b) Verizon and Spinco shall, upon Spinco’s request, cooperate, and shall cause their respective Groups to cooperate and use their respective
commercially reasonable efforts to: (x) terminate, or to cause a member of the Verizon Group to be substituted in all respects for any member of
Spinco Group in respect of, all obligations of any member of the Spinco Group under any Verizon Liabilities for which such member of the Spinco
Group may be liable, as guarantor, original tenant, primary obligor or otherwise (including Verizon Liabilities under any Financial Instrument)
(“Spinco Guarantees”), and (y) terminate, or to cause Verizon Assets to be substituted in all respects for any Spinco Assets in respect of, any liens
or encumbrances on Spinco Assets which are securing any Verizon Liabilities. If such a termination or substitution is not effected by the
Distribution Date, without the prior written consent of Spinco, from and after the Distribution Date, Verizon shall not, and shall not permit any
member of the Verizon Group to, renew or extend the term of, increase its obligations under, or transfer to a third party, any loan, lease, contract or
other obligation for which a member of the Spinco Group is or may be liable or for which any Spinco Asset is or may be encumbered unless all
obligations of the Spinco Group and all liens and encumbrances on any Spinco Asset with respect thereto are thereupon terminated by
documentation reasonably satisfactory in form and substance to Spinco.

Section 6.5 Insurance.

(a) Notwithstanding any other provision of this Agreement, from and after the Distribution Date, Spinco and the Spinco Subsidiaries will
have no rights with respect to any Policies, except that (i) Verizon will use its commercially reasonable efforts, at Spinco’s request, to assert claims
on behalf of Spinco and the Spinco Subsidiaries for any loss, liability or damage identified by Spinco with respect to the Spinco Assets or Spinco
Liabilities under Policies with third-party insurers which are “occurrence basis” insurance policies (“Occurrence Basis Policies”) arising out of
insured incidents occurring from the date coverage thereunder first commenced until the Distribution Date to the extent that the terms and
conditions of any such Occurrence Basis Policies and agreements relating thereto so allow and (ii) Verizon will use its commercially reasonable
efforts to obtain from the relevant third-party insurer an assignment to Spinco of any rights to prosecute claims identified by Spinco properly
asserted with respect to the Spinco Assets or Spinco Liabilities with an insurer prior to the Distribution Date under Policies with third-party
insurers which are insurance policies written on a “claims made” basis (“Claims Made Policies”) arising out of insured incidents occurring from the
date coverage thereunder first commenced until the Distribution Date to the extent that the terms and conditions of any such Claims Made Policies
and agreements relating thereto so allow; provided that, in the case of both clauses (i) and (ii) above, (A) all of Verizon’s and each Verizon
Subsidiary’s reasonable out-of-pocket costs and expenses incurred in connection with the foregoing are promptly paid by Spinco (it being agreed
that Verizon will not incur material expenditures above reasonable amounts specified by Spinco unless authorized by Spinco), (B) Verizon and the
Verizon Subsidiaries may, at any time, without liability or obligation to Spinco or any Spinco Subsidiary (other than as set forth in Section 6.5(c)),
amend, commute, terminate, buy out, extinguish liability under or otherwise modify any Occurrence Basis Policies or Claims Made Policies (and
such claims shall be subject to any such amendments, commutations, terminations, buy-outs, extinguishments and modifications), in each case to
the extent that such modifications do not disproportionately adversely affect any claim subject to clause (i) or (ii) with respect to the Spinco Assets
or Spinco Liabilities relative to a comparable claim with respect to the Verizon Assets or Verizon Liabilities and (C) any such claim will be subject
to all of the terms and conditions of the applicable Policy.

(b) Nothing in this Section 6.5 will be construed to limit or otherwise alter in any way the indemnity obligations of the Parties, including
those created by this Agreement, by operation of law or otherwise.

(c) This Agreement is not intended as an attempted assignment of any policy of insurance or as a contract of insurance and shall not be
construed to waive any right or remedy of any member of the Verizon Group in respect of any insurance policy or any other contract or policy of
insurance.
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(d) Verizon agrees to use its commercially reasonable efforts to recover damages or to assist Spinco in connection with any efforts by Spinco
to recover damages, as the case may be, under any Policy with respect to the Spinco Business for incidents occurring prior to the Distribution Date;
provided that all of Verizon’s reasonable out-of-pocket costs and expenses incurred in connection with the foregoing are promptly paid by Spinco
(it being agreed that Verizon will not incur material expenditures above reasonable amounts specified by Spinco unless authorized by Spinco).

(e) If an extended reporting period for Claims Made Policies is available for Verizon to purchase, if the Surviving Corporation requests
following the Closing Date, Verizon shall cause to be purchased at the Surviving Corporation’s expense (using funds provided by the Surviving
Corporation) an extended reporting period with respect to such insurance for the benefit of Spinco and the Spinco Subsidiaries as insureds.

(f) In the event that a Policy provides coverage for both Verizon or a Verizon Subsidiary, on the one hand, and the Spinco Business, Spinco
Assets and Spinco Liabilities, on the other hand, relating to the same occurrence: (i) Verizon agrees, to the extent requested by Spinco, to jointly
defend Spinco or any applicable Spinco Subsidiaries where no conflicts exist between the Parties; and (ii) Spinco shall pay that portion of all out-
of-pocket fees and expenses, in excess of any insurance or insurance reimbursement, attributable to the Spinco Assets and Spinco Liabilities.

(g) The obligations of Verizon and its Subsidiaries under this Section 6.5 shall terminate on the seventh anniversary of the Effective Time.

Section 6.6 Subsequent Transfers. In the event that at any time during the 18-month period following the Distribution Date a member of the
Verizon Group becomes aware that it possesses any Spinco Assets (except (i) for assets, rights and properties provided by members of the Verizon
Group pursuant to the Cutover Plan Support Agreement or (ii) as otherwise contemplated by the Transaction Agreements), Verizon shall cause the
prompt transfer of such Spinco Assets to Spinco. Prior to any such transfer, Verizon shall hold such Spinco Assets in trust for Spinco. In the event
that at any time during the 18-month period following the Distribution Date, a member of the Spinco Group becomes aware that it possesses any
Verizon Assets (except as otherwise contemplated by the Transaction Agreements), the Spinco Group shall cause the prompt transfer of such
Verizon Assets to Verizon or a member of the Verizon Group. Prior to any such transfer, the Spinco Group shall hold such Verizon Assets in trust
for Verizon.

Section 6.7 Further Assurances. From time to time after the Distribution Date, and for no further consideration, each of the Parties shall
execute, acknowledge and deliver such assignments, transfers, consents, assumptions and other documents and instruments and take such other
actions as may be necessary to consummate and make effective the transactions contemplated by this Agreement; provided that no such documents
or instruments shall impose obligations on any Party broader than or additive to those in any Transaction Agreement.

Section 6.8 Use of Names.

(a) Except as otherwise provided in any of the other Transaction Agreements, after the Distribution Date, neither Verizon nor any Subsidiary
of Verizon (i) shall use any material showing any affiliation or connection of Verizon or any member of the Verizon Group with Spinco or any
member of the Spinco Group or (ii) shall represent to third parties that any of them is affiliated or connected with Spinco or any member of the
Spinco Group. The restrictions contained in this Section 6.8(a) shall not apply to filings, reports and other documents required by applicable Law
or regulations of securities exchanges to be filed or made publicly available.

(b) Except as otherwise provided in any of the other Transaction Agreements, after the Distribution Date, neither Spinco nor any Subsidiary
of Spinco (i) shall use any material showing any affiliation of Spinco or any member of the Spinco Group with Verizon or any member of the
Verizon Group or (ii) shall represent to third
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parties that any of them is affiliated with Verizon or any member of the Verizon Group. The restrictions contained in this Section 6.8(b) shall not
apply to filings, reports and other documents required by applicable Law or regulations of securities exchanges to be filed or made publicly
available. Without limiting the generality of the foregoing, prior to the Distribution Date, Verizon shall have the right to change the names of all of
the Spinco Subsidiaries to remove the name Verizon. The Surviving Corporation shall undertake such name changes promptly following the
Merger to the extent such changes are not completed prior to such time.

ARTICLE VII

Access to Information

Section 7.1 Provision of Information. Notwithstanding anything herein to the contrary, the Parties agree that the obligation of Verizon to
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deliver Information that is part of the Spinco Assets to Spinco from and after the Distribution will be governed by this Article VII. Subject to the
terms of this Article VII:

(a) No later than five Business Days following the Closing Date, Verizon shall deliver to Spinco at the address specified for notices to the
Company in the Merger Agreement (or to such other address in the continental United States as may be designated by the Company to Verizon no
less than 10 days prior to the Distribution Date), (i) copies of the Information constituting Spinco Assets that are continuing property records,
(ii) copies of the Information constituting Spinco Assets that is contained in the electronic data room provided by Intralinks and which the
Company has had access prior to the date hereof, together with such other information to be made available between the date hereof and the
Distribution Date in the data room located in Irving, Texas, and such additional Information constituting Spinco Assets that is in the same general
categories as the existing Information in such data room and is added to the data room by Verizon (using reasonable commercial efforts to do so)
immediately prior to the Closing Date and (iii) minute books and organizational documents of Spinco and the Spinco Subsidiaries.

(b) Following the Distribution Date, Verizon shall deliver or make available to Spinco from time to time, upon the request of Spinco,
Information in Verizon’s possession and not provided pursuant to Section 7.1(a) relating directly to the Spinco Assets, the Spinco Business, or the
Spinco Liabilities that consist of: (i) active Contracts, (ii) active litigation files and (iii) all other Information that constitutes Spinco Assets or
relates directly to any Spinco Liability, in each case to the extent they are material to the conduct of the Spinco Business following the Distribution
Date. Verizon also will cooperate with Spinco to accommodate Spinco’s reasonable requests from time to time following the Distribution Date for
other Information relating directly to the Spinco Assets, the Spinco Business or the Spinco Liabilities. Subject to Section 7.5, Verizon may retain
complete and accurate copies of such Information. Verizon shall maintain all such Information consistently with Verizon’s standard retention
policies except to the extent that any such Information has already been provided to the Surviving Corporation or has been offered to and declined
by the Surviving Corporation. The out of pocket costs and expenses incurred in the identification, isolation and provision of Information to the
Spinco Group (and in the case of any Information provided pursuant to the second sentence of this paragraph, a reasonable internal cost allocation)
shall be paid for by the Spinco Group. Information shall be provided as promptly as practicable upon request, with due regard for other
commitments of Verizon personnel and the materiality of the information to Spinco (including the need to comply with any legal or regulatory
requirement of any Governmental Authority).

(c) Notwithstanding anything in this Agreement to the contrary, (x) the provision of returns and other Information relating to Tax matters
shall be governed by the Tax Sharing Agreement and to the extent applicable, the Merger Agreement, and not this Agreement, (y) the provision of
Information relating to personnel and personnel maters will be governed by the Employee Matters Agreement and, to the extent applicable, the
Merger Agreement, and not this Agreement and (z) the ownership and use of any Information that constitutes an Intellectual Property Asset shall
be governed by the Intellectual Property Agreement.
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Section 7.2 Privileged Information.

(a) Each Party acknowledges that: (i) each of Verizon and Spinco (and the members of the Verizon Group and the Spinco Group,
respectively) has or may obtain Privileged Information; (ii) there are or may be a number of Litigation Matters affecting each or both of Verizon
and Spinco; (iii) both Verizon and Spinco have a common legal interest in Litigation Matters, in the Privileged Information and in the preservation
of the confidential status of the Privileged Information, in each case relating to the pre-Distribution Spinco Business or Verizon Business or, in the
case of the Spinco Group, relating to or arising in connection with the relationship among Verizon and its Subsidiaries on or prior to the
Distribution Date; and (iv) both Verizon and Spinco intend that the transactions contemplated hereby and by the Merger Agreement and the other
Transaction Agreements and any transfer of Privileged Information in connection therewith shall not operate as a waiver of any potentially
applicable privilege.

(b) Each of Verizon and Spinco agrees, on behalf of itself and each member of the Group of which it is a member, not to disclose or otherwise
waive any privilege attaching to any Privileged Information relating to the pre-Distribution Spinco Business or Verizon Business, as applicable, or,
in the case of the Spinco Group, relating to or arising in connection with the relationship among Verizon and its Subsidiaries on or prior to the
Distribution Date, without providing prompt written notice to and obtaining the prior written consent of the other Party, which consent shall not be
unreasonably withheld, conditioned or delayed and shall not be withheld, conditioned or delayed if the other Party certifies that such disclosure is
to be made in response to a likely threat of suspension or debarment or similar action; provided, however, that Verizon and Spinco shall not be
required to give any such notice or obtain any such consent and may make such disclosure or waiver with respect to Privileged Information if such
Privileged Information relates solely to the pre-Distribution Spinco Business or Verizon Business, as applicable. In the event of a disagreement
between any member of the Verizon Group and any member of the Spinco Group concerning the reasonableness of withholding such consent, no
disclosure shall be made prior to a resolution of such disagreement by a court of competent jurisdiction, provided that the limitations in this
sentence shall not apply in the case of disclosure required by Law and so certified as provided in the first sentence of this paragraph.

(c) Upon any member of the Verizon Group or any member of the Spinco Group receiving any subpoena or other compulsory disclosure
notice from a court or other Governmental Authority which requests disclosure of Privileged Information, in each case relating to pre-Distribution
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Spinco Business or Verizon Business, as applicable, or, in the case of the Spinco Group, relating to or arising in connection with the relationship
among Verizon and its Subsidiaries on or prior to the Distribution Date, the recipient of the notice shall (to the extent consent is required in
connection with the disclosure of such Privileged Information under paragraph (b) of this Section) as promptly as practicable provide to the other
Group (following the notice provisions set forth herein) a copy of such notice, the intended response, and all materials or information relating to the
other Group that might be disclosed and the proposed date of disclosure. In the event of a disagreement as to the intended response or disclosure,
unless and until the disagreement is resolved as provided in paragraph (b) of this Section, the Parties shall cooperate to assert all defenses to
disclosure claimed by either Party’s Group, and shall not disclose any disputed documents or information until all legal defenses and claims of
privilege have been finally determined, except as otherwise required by a court order requiring such disclosure.

Section 7.3 Production of Witnesses. Subject to Section 7.2, after the Distribution Date, each of Verizon and Spinco shall, and shall cause
each member of its Group to, make available to Spinco or Verizon or any member of the Spinco Group or of the Verizon Group, as the case may
be, upon reasonable prior written request, such Group’s directors, managers or other persons acting in a similar capacity, officers, employees and
agents as witnesses to the extent that any such Person may reasonably be required in connection with any Litigation Matters, administrative or
other proceedings in which the requesting Party may from time to time be involved and relating to the pre-Distribution Spinco Business or the
Verizon Business, as applicable, or, in the case of the Spinco Group, relating to or in connection with the relationship among Verizon and its
Subsidiaries on or prior to the Distribution Date. The out-of-pocket costs and expenses incurred in the provision of such witnesses shall be paid by
the Party requesting the availability of such persons.
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Section 7.4 Retention of Information. Except as otherwise agreed in writing, or as otherwise provided in the other Transaction Agreements,
each of Verizon and Spinco shall, and shall cause each member of its Group to, retain all Information in such Party’s Group’s possession or under
its control, relating directly and primarily to the pre-Distribution business, Assets or Liabilities of the other Party’s Group for so long as such
Information is retained pursuant to such Party’s general document retention policies as of such time or such later date as may be required by Law,
except that if, prior to the expiration of such period, any member of either Party’s Group wishes to destroy or dispose of any such Information that
is at least three years old, prior to destroying or disposing of any of such Information, (a) the Party whose Group is proposing to dispose of or
destroy any such Information shall provide no less than 30 days’ prior written notice to the other Party, specifying the Information proposed to be
destroyed or disposed of, and (b) if, prior to the scheduled date for such destruction or disposal, the other Party requests in writing that any of the
Information proposed to be destroyed or disposed of be delivered to such other Party, the Party whose Group is proposing to dispose of or destroy
such Information promptly shall arrange for the delivery of the requested Information to a location specified by, and at the expense of, the
requesting Party. This Section 7.4 shall not apply to Information referred to in clauses (x) and (y) of Section 7.1(c).

Section 7.5 Confidentiality. Subject to Section 7.2, which shall govern Privileged Information, from and after the Distribution Date, each of
Verizon and Spinco shall hold, and shall use commercially reasonable efforts to cause its Affiliates and Representatives to hold, in strict
confidence all Information concerning the other Party’s Group obtained by it or furnished to it by such other Party’s Group pursuant to this
Agreement or the other Transaction Agreements and shall not release or disclose such Information to any other Person, except its Affiliates and
Representatives, who shall be advised of the provisions of this Section 7.5, and each Party shall be responsible for a breach by any of its Affiliates
or Representatives; provided, however, that any member of the Verizon Group or the Spinco Group may disclose such Information to the extent
that (a) disclosure is compelled by judicial or administrative process or, based on advice of such Person’s counsel, by other requirements of Law,
including filing requirements with the U.S. Securities and Exchange Commission, or (b) such Party can show that such Information was (i) in the
public domain through no fault of such Person or (ii) lawfully acquired by such Person from another source after the time that it was furnished to
such Person by the other Party’s Group, and not acquired from such source subject to any confidentiality obligation on the part of such source
known to the acquiror. Notwithstanding the foregoing, each of Verizon and Spinco shall be deemed to have satisfied its obligations under this
Section 7.5 with respect to any Information (other than Privileged Information) if it exercises the same care with regard to such Information as it
takes to preserve confidentiality for its own similar Information.

Section 7.6 Cooperation with Respect to Government Reports and Filings. Verizon, on behalf of itself and each member of the Verizon
Group, agrees to provide any member of the Spinco Group, and Spinco, on behalf of itself and each member of the Spinco Group, agrees to
provide any member of the Verizon Group, with such cooperation and Information (in each case, with respect to the Spinco Business only) as may
be reasonably requested by the other in connection with the preparation or filing of any government report or other government filing
contemplated by this Agreement or in conducting or responding to any other government proceeding relating to the pre-Distribution business of the
Verizon Group or the Spinco Group, Assets or Liabilities of either Group or relating to or in connection with the relationship between the Groups
on or prior to the Distribution Date. Such cooperation and Information shall include promptly forwarding copies of appropriate notices, forms and
other communications received from or sent to any Governmental Authority that relate to the Verizon Group, in the case of the Spinco Group, or
the Spinco Group, in the case of the Verizon Group. All cooperation provided under this section shall be provided at the expense of the Party
requesting such cooperation. Each Party shall make its employees and facilities available during normal business hours and on reasonable prior
notice to provide explanation of any documents or Information provided hereunder.
 



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

A-2-25

Table of Contents

ARTICLE VIII

No Representations or Warranties

Section 8.1 No Representations or Warranties. Except as expressly set forth in any Transaction Agreement, Spinco and Verizon understand
and agree that no member of the Verizon Group is representing or warranting to Spinco or any member of the Spinco Group in any way as to the
Spinco Assets, the Spinco Business or the Spinco Liabilities. Except as expressly set forth in the Merger Agreement, Verizon and Spinco
understand and agree that no member of the Spinco Group is representing or warranting to Verizon or any member of the Verizon Group in any
way as to the Verizon Assets, the Verizon Business or the Verizon Liabilities.

ARTICLE IX

Miscellaneous

Section 9.1 Expenses. All fees and expenses and any other costs incurred by the Parties in connection with the transactions contemplated
hereby and by the Transaction Agreements shall be paid as set forth in Section 11.1 of the Merger Agreement, provided, however, that (i) Spinco
shall reimburse Verizon for and indemnify Verizon against, all costs invoiced by a financial printer in connection with the preparation and filing of
the Information Statement, including all amendments thereto and any Current Report on Form 8-K that shall be filed by Spinco which shall include
the Information Statement as an exhibit thereto, and all costs of preparing, printing and delivering the Information Statement to Verizon’s record
and beneficial stockholders (other than attorneys’ fees and fees of other advisors to Verizon) and (ii) Spinco shall pay all Spinco Debt Expenses. If
the Distribution occurs, (i) to the extent that invoices from Verizon for such costs, fees and expenses shall be available and furnished to Spinco and
the Company no later than 10 Business Days prior to the Closing Date, Spinco or the Surviving Corporation shall reimburse Verizon for such costs
on the Closing Date, and (ii) to the extent that invoices from Verizon for such costs, fees and expenses are provided by Verizon to the Surviving
Corporation following the Closing Date, the Surviving Corporation shall reimburse Verizon for such costs within 10 Business Days following
receipt of such invoices from Verizon.

Section 9.2 Notices. Prior to Closing under the Merger Agreement, all notices and other communications required or permitted to be given
hereunder shall be in writing and shall be deemed given upon (a) a transmitter’s confirmation of a receipt of a facsimile transmission (but only if
followed by confirmed delivery of a standard overnight courier the following Business Day or if delivered by hand the following Business Day),
(b) confirmed delivery of a standard overnight courier or when delivered by hand or (c) the expiration of five Business Days after the date mailed
by certified or registered mail (return receipt requested), postage prepaid, to the Parties at such addresses as may be specified by the Parties from
time to time. Following the Closing, notices shall be sent to Verizon and the Surviving Corporation (as successor by merger to Spinco) in
accordance with Section 11.2 of the Merger Agreement, or to such other address as either Party may have furnished to the other Party by a notice
in writing in accordance with this Section.

Section 9.3 Interpretation. Each Party has participated in the drafting and negotiation of this Agreement. If an ambiguity or question of intent
or interpretation arises, this Agreement must be construed as if it is drafted by both Parties and no presumption or burden of proof shall arise
favoring or disfavoring any party by virtue of authorship of any of the provisions of this Agreement.

Section 9.4 Severability. If any provision of this Agreement or the application of any such provision to any Person or circumstance shall be
declared judicially to be invalid, unenforceable or void, such decision shall not have the effect of invalidating or voiding the remainder of this
Agreement, it being the intent and agreement of the Parties that this Agreement shall be deemed amended by modifying such provision to the
extent necessary to render it valid, legal and enforceable while preserving its intent or, if such modification is not possible, by substituting therefor
another provision that is valid, legal and enforceable and that achieves the original intent of the Parties.
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Section 9.5 Assignment; Binding Effect. Neither this Agreement nor any of the rights, benefits or obligations hereunder may be assigned by
either of the Parties (whether by operation of law or otherwise) without the prior written consent of the other Party and the prior written consent of
the Company, not to be unreasonably withheld, delayed or conditioned, and any purported assignment without such consent shall be null and void.
Subject to the preceding sentence, this Agreement will be binding upon, inure to the benefit of and be enforceable by the Parties and their
respective successors and permitted assigns.
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Section 9.6 No Third Party Beneficiaries. Nothing in this Agreement, express or implied, is intended to or shall confer upon any Person
(other than Verizon, Spinco and the Company and their respective successors and permitted assigns) any legal or equitable right, benefit or remedy
of any nature whatsoever under or by reason of this Agreement, and, except as provided in Section 6.2 with respect to the release of certain
Liabilities, no Person shall be deemed a third party beneficiary under or by reason of this Agreement.

Section 9.7 Entire Agreement. This Agreement, the Exhibits and the Disclosure Letter hereto, the other Transaction Agreements and other
documents referred to herein shall constitute the entire agreement between the Parties with respect to the subject matter hereof and shall supersede
all previous negotiations, commitments and writings with respect to such subject matter. In the case of any conflict between the terms of this
Agreement and the terms of any other Transaction Agreement, the terms of such other Transaction Agreement shall control.

Section 9.8 Governing Law. This Agreement shall be governed by, and construed in accordance with, the laws of the State of New York
without giving effect to the conflicts of law principles thereof.

Section 9.9 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be deemed to be an original,
but all of which together shall constitute one agreement binding on the Parties, notwithstanding that not all Parties are signatories to the original or
the same counterpart.

Section 9.10 Amendments; Waivers. This Agreement may not be amended except by an instrument in writing signed by Verizon and Spinco.
No failure or delay by Verizon or Spinco in exercising any right hereunder shall operate as a waiver thereof nor shall any single or partial exercise
thereof preclude any other or further exercise thereof or the exercise of any other right hereunder. Any agreement on the part of Verizon or Spinco
to any such waiver shall be valid only if set forth in an instrument in writing signed on behalf of such Party.

Section 9.11 Termination. Notwithstanding any provision hereof, in the event of termination of the Merger Agreement, this Agreement may
be terminated and the Distribution abandoned at any time prior to the Distribution by and in the sole discretion of Verizon. In the event of such
termination, no Party or any party to any other Transaction Agreement (other than the Merger Agreement to the extent provided therein) shall have
any Liability to any Person by reason of this Agreement or any other Transaction Agreement (other than the Merger Agreement to the extent
provided therein).

Section 9.12 Waiver of Jury Trial . EACH OF THE PARTIES IRREVOCABLY WAIVES ALL RIGHT TO TRIAL BY JURY IN ANY
ACTION, SUIT, PROCEEDING OR COUNTERCLAIM (WHETHER BASED ON CONTRACT, TORT OR OTHERWISE) ARISING OUT OF
OR RELATING TO THIS AGREEMENT OR THE ACTIONS OF THE PARTIES IN THE NEGOTIATION, ADMINISTRATION,
PERFORMANCE AND ENFORCEMENT HEREOF.

Section 9.13 Jurisdiction; Service of Process. EACH OF THE PARTIES (A) CONSENTS TO SUBMIT ITSELF TO THE PERSONAL
JURISDICTION OF ANY FEDERAL COURT LOCATED IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT
HAVE SUBJECT MATTER JURISDICTION, OF ANY NEW YORK STATE COURT IN THE EVENT ANY DISPUTE ARISES OUT OF
THIS AGREEMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT, (B) AGREES THAT IT WILL NOT
ATTEMPT TO DENY OR DEFEAT SUCH PERSONAL JURISDICTION BY MOTION OR
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OTHER REQUEST FOR LEAVE FROM ANY SUCH COURT AND (C) AGREES THAT IT WILL NOT BRING ANY ACTION RELATING
TO THIS AGREEMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT IN ANY COURT OTHER THAN
A FEDERAL COURT SITTING IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER
JURISDICTION, A NEW YORK STATE COURT. THE PARTIES HEREBY AGREE THAT MAILING OF PROCESS OR OTHER PAPERS
IN CONNECTION WITH ANY SUCH ACTION OR PROCEEDING IN THE MANNER PROVIDED IN SECTION 9.2, OR IN SUCH OTHER
MANNER AS MAY BE PERMITTED BY LAW, SHALL BE VALID AND SUFFICIENT SERVICE THEREOF AND HEREBY WAIVE ANY
OBJECTIONS TO SERVICE ACCOMPLISHED IN THE MANNER HEREIN PROVIDED. NOTWITHSTANDING THIS SECTION 9.13,
ANY DISPUTE REGARDING THE CLOSING STATEMENT SHALL BE RESOLVED IN ACCORDANCE WITH ARTICLE V; PROVIDED
THAT THE TERMS OF ARTICLE V MAY BE ENFORCED BY EITHER PARTY IN ACCORDANCE WITH THE TERMS OF THIS
SECTION 9.13.

[SIGNATURE PAGE FOLLOWS]
 

A-2-28

Table of Contents



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

IN WITNESS WHEREOF, the Parties have caused this Agreement to be duly executed as of the date first above written.
 

VERIZON COMMUNICATIONS INC.

By:   

 

John W. Diercksen
Executive Vice President Strategy,

Planning and Development

 
NEW COMMUNICATIONS HOLDINGS INC.

By:   

 
Stephen E. Smith

Vice President
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Annex B-1

May 12, 2009

The Board of Directors of
Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905

Members of the Board of Directors:

We understand that Frontier Communications Corporation, a Delaware corporation (the “Company”), proposes to merge with New
Communications Holdings Inc. (“Spinco”), a Delaware corporation and a direct wholly owned subsidiary of Verizon Communications Inc., a
Delaware corporation (“Verizon”), pursuant to an Agreement and Plan of Merger, to be dated as of May 13, 2009, among the Company, Spinco
and Verizon (the “Merger Agreement”), which provides, among other things, for the merger of Spinco with and into the Company (the “Merger”).
As set forth more fully in the Merger Agreement, as a result of the Merger, the shares of common stock, par value $0.01 per share, of Spinco
(“Spinco Common Stock”) issued and outstanding immediately prior to the effective time of the Merger (“Effective Time”) shall in the aggregate
be automatically converted into a number of duly authorized, validly issued, fully paid and nonassessable shares of common stock, par value $0.25
per share, of the Company (“Company Common Stock”) equal to the quotient of (x) the Spinco Closing Equity Value divided by (y) the Company
Average Price (the “Aggregate Merger Consideration”), subject to adjustment to the extent necessary to ensure that the Aggregate Merger
Consideration is equal to at least 51% of the Fully Diluted Number of Shares of the Surviving Corporation immediately following the Merger, as
more fully described in the Merger Agreement. The terms and conditions of the Merger are more fully set forth in the Merger Agreement and terms
used herein and not defined shall have the meanings ascribed thereto in the Merger Agreement.

We understand that, as contemplated by the Merger Agreement, Verizon and Spinco are entering into a Distribution Agreement, to be dated
as of May 13, 2009 (the “Distribution Agreement”), pursuant to which Verizon will transfer or cause to be transferred to Spinco or one or more
subsidiaries of Spinco the Spinco Assets and Spinco or one or more subsidiaries of Spinco will assume the Spinco Liabilities (collectively, the
“Contribution”), all as more fully described in the Distribution Agreement. We further understand that, prior to the Effective Time and pursuant to
the Distribution Agreement, Spinco will distribute to Verizon the Spinco Securities, if any are required to be issued in accordance with the
Distribution Agreement, and pay to Verizon the Special Payment and Verizon will consummate the Internal Spinoffs and the Internal Restructuring
and will distribute all of the issued and outstanding shares of Spinco Common Stock to the Agent (as defined in the Distribution Agreement) for
the benefit of the holders of the outstanding shares of common stock, par value $0.10 per share, of Verizon (the “Distribution”).

The Board of Directors has asked us whether, in our opinion, the Aggregate Merger Consideration to be delivered by the Company in respect
of the Spinco Common Stock pursuant to the Merger Agreement is fair, from a financial point of view, to the Company and the holders of
Company Common Stock (solely in their capacity as holders of Company Common Stock).

In connection with rendering our opinion, we have, among other things:
 

 
(i) reviewed certain publicly available business and financial information relating to the Company and Verizon in respect of Spinco,

respectively, that we deemed to be relevant;
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May 12, 2009
 

 
(ii) reviewed certain non-public historical financial statements and other historical non-public financial data relating to the Company and

Verizon in respect of Spinco, respectively, prepared and furnished to us by the respective managements of the Company and Verizon;
 

 
(iii) reviewed certain non-public projected financial data relating to the Company and Spinco prepared and furnished to us by management

of the Company (the “Projections”);
 

 
(iv) reviewed certain historical and projected non-public operating data relating to the Company and Spinco prepared and furnished to us by

management of the Company;
 

 
(v) discussed the past and current operations, financial projections and current financial condition of the Company with management of the

Company (including their views on the risks and uncertainties of achieving such projections);
 

 
(vi) reviewed the amount and timing of the cost savings and operating synergies estimated by Company management to result from the

Merger (the “Synergies”) and the associated integration costs;
 

 (vii) reviewed the reported prices and the historical trading activity of the Company Common Stock;
 

 
(viii) compared the financial performance of the Company and its stock market trading multiples with those of certain other publicly traded

companies that we deemed relevant;
 

 
(ix) compared the financial performance of the Company and Spinco and the valuation multiples relating to the Merger with those of certain

other transactions that we deemed relevant;
 

 (x) reviewed a draft of the Merger Agreement dated May 12, 2009 and a draft of the Distribution Agreement dated May 12, 2009; and
 

 (xi) performed such other analyses and examinations and considered such other factors that we deemed appropriate.

For purposes of our analysis and opinion, we have assumed and relied upon, without undertaking any independent verification of, the
accuracy and completeness of all of the information publicly available, and all of the information supplied or otherwise made available to,
discussed with, or reviewed by us, and we assume no liability therefor. With respect to the Projections, we have assumed that they have been
reasonably prepared on bases reflecting the best available estimates and good faith judgments of management of the Company as to the matters
covered thereby. We have also assumed that the Synergies are reasonably obtainable, on bases reflecting the best currently available estimates and
good faith judgments of the future competitiveness, operating and regulatory environments and related financial performance of the Surviving
Corporation and will be realized in the amounts and at the times indicated thereby.

For purposes of rendering our opinion, we have assumed, in all respects material to our analysis, that the representations and warranties of
each party contained in the Merger Agreement are true and correct, that each party will perform all of the covenants and agreements required to be
performed by it under the Distribution Agreement and the Merger Agreement and that all conditions to the consummation of the transactions
contemplated by such agreements, including, without limitation, the Merger, will be satisfied without material waiver or modification thereof. We
have further assumed that all governmental, regulatory or other consents, approvals or releases necessary for the consummation of the Merger and
the transactions contemplated by the Distribution Agreement will be obtained without any material delay, limitation, restriction or condition that
would have an adverse effect on the Company or the consummation of the Merger or materially reduce the benefits to the Company of the Merger.
We have has also assumed that the Contribution, the Distribution and all of the transactions described in the Distribution Agreement will be
consummated in accordance with the terms of the Distribution Agreement, without any limitations, restrictions, conditions, amendments or
modifications, regulatory or otherwise, that collectively would have a material adverse effect on Verizon or Spinco. In addition,
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you have informed us, and accordingly for purposes of rendering our opinion we have assumed, that the Merger, the Contribution, the Distribution
and the other transactions contemplated by the Merger Agreement will qualify for the intended tax-free treatment as set forth in the Merger
Agreement and the Distribution Agreement. Furthermore, at your direction and with your consent, we have assumed for purposes of rendering our
opinion, that the amount of the Special Payment, together with the principal amount of the Spinco Securities and any Distribution Date Spinco
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Indebtedness, will be approximately $3,333 billion, that the financial terms of the Special Payment Financing will be on economic terms no less
favorable to Spinco than those set forth in assumptions provided to us by Company management, and that the financial terms of the Spinco
Securities will be consistent with those set forth in Exhibit G to the Distribution Agreement. We have also assumed that the final forms of the
Merger Agreement and Distribution Agreement will not differ in any material respect from the last draft of each such agreement reviewed by us.

We have not made nor assumed any responsibility for making any independent valuation or appraisal of the assets or liabilities of the
Company, Spinco or Verizon, nor have we been furnished with any such appraisals, nor have we evaluated the solvency or fair value of the
Company, Spinco or Verizon under any state or federal laws relating to bankruptcy, insolvency or similar matters. Our opinion is necessarily based
on economic, market and other conditions as in effect on, and the information made available to us as of, the date hereof. It is understood that
subsequent developments may affect this opinion and that we do not have any obligation to update, revise or reaffirm this opinion.

We have not been asked to pass upon, and express no opinion with respect to, any matter other than the fairness to the Company and holders
of Company Common Stock (solely in their capacity as holders of Company Common Stock), from a financial point of view, of the Aggregate
Merger Consideration to be delivered by the Company in respect of the shares of Spinco Common Stock. We do not express any view on, and our
opinion does not address, the fairness of the proposed transaction to, or any consideration received in connection therewith by, the holders of any
other securities, creditors or other constituencies of the Company, nor as to the fairness of the amount or nature of any compensation to be paid or
payable to any of the officers, directors or employees of the Company, or any class of such persons, whether relative to the Aggregate Merger
Consideration or otherwise. We have assumed that any modification to the structure of the transaction will not vary in any respect material to our
analysis. Our opinion does not address the relative merits of the Merger as compared to other business or financial strategies that might be
available to the Company, nor does it address the underlying business decision of the Company to engage in the Merger. This letter, and our
opinion, does not constitute a recommendation to the Board of Directors or to any other persons in respect of the Merger, including as to how any
holder of shares of Company Common Stock should vote or act in respect of the Merger. We are not legal, regulatory, accounting or tax experts
and have assumed the accuracy and completeness of assessments by the Company and its advisors with respect to legal, regulatory, accounting and
tax matters.

We will receive a fee for our services upon the rendering of this opinion. The Company has also agreed to reimburse our expenses and to
indemnify us against certain liabilities arising out of our engagement. Prior to this engagement, Evercore Group L.L.C. and its affiliates provided
financial advisory services to the Company for which the Company has reimbursed our expenses. We may provide financial or other services to the
Company or Verizon in the future and in connection with any such services we may receive compensation.

In the ordinary course of business, Evercore or its affiliates may actively trade the securities, or related derivative securities, or financial
instruments of the Company or Verizon or their respective affiliates, for its own account and for the accounts of its customers and, accordingly,
may at any time hold a long or short position in such securities or instruments.

This letter, and the opinion expressed herein is addressed to, and for the information and benefit of, the Board of Directors in connection with
their evaluation of the proposed Merger.
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This opinion may not be disclosed, quoted, referred to or communicated (in whole or in part) to any third party for any purpose whatsoever
except with our prior written approval, except that this opinion, a summary hereof and the related analyses may be included in any filing that the
Company is required to make with the Securities and Exchange Commission in connection with the Merger if such inclusion is required by
applicable law, provided that this opinion is reproduced in such filing in full and any description of or reference to us or summary of this opinion
and the related analyses in such filing is in a form acceptable to us and our counsel. This opinion has been approved by the Opinion Committee of
Evercore Group L.L.C.

Based upon and subject to the foregoing, it is our opinion that, as of the date hereof, the Aggregate Merger Consideration to be delivered by
the Company in respect of the Spinco Common Stock pursuant to the Merger Agreement is fair, from a financial point of view, to the Company
and the holders of Company Common Stock (solely in their capacity as holders of Company Common Stock).
 

Very truly yours,
 
EVERCORE GROUP L.L.C.

By:
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Name: Eduardo G. Mestre

Title:  Vice-Chairman
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388 Greenwich Street
New York, NY 10013

May 13, 2009

The Board of Directors
Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905

Members of the Board:

You have requested our opinion as to the fairness, from a financial point of view, to Frontier Communications Corporation (“Frontier”) and
holders of Frontier Common Stock (as defined below) of the Aggregate Merger Consideration (as defined below) to be delivered by Frontier in
respect of the Spinco Common Stock (as defined below) pursuant to the Agreement and Plan of Merger, dated as of May 13, 2009 (the “Merger
Agreement”), by and among Verizon Communications Inc. (“Verizon”), New Communications Holdings Inc. (“Spinco”), a direct wholly-owned
subsidiary of Verizon, and Frontier.

As more fully described in the Merger Agreement, (i) Spinco will be merged with and into Frontier (the “Merger”), as a result of which the
separate existence of Spinco will cease and Frontier will continue as the surviving corporation, (ii) as a result of the Merger, all of the shares of
common stock, par value $0.01 per share, of Spinco (“Spinco Common Stock”) issued and outstanding immediately prior to the effective time of
the Merger (the “Effective Time”), other than shares held in treasury, will be converted into a number of duly authorized, validly issued, fully paid
and nonassessable shares of common stock, par value $0.25 per share, of Frontier (“Frontier Common Stock”) equal to the quotient of (x) the
Spinco Closing Equity Value (as defined in the Merger Agreement) divided by (y) the Company Average Price (as defined in the Merger
Agreement) (such quotient, the “Aggregate Merger Consideration”) and (iii) each share of Frontier Common Stock that is issued and outstanding
immediately prior to and at the Effective Time will remain outstanding following the Effective Time. We have assumed, with your consent, that
the Aggregate Merger Consideration will be no less than the Minimum Aggregate Consideration (as defined in the Merger Agreement).

We understand that, as contemplated by the Merger Agreement, Verizon and Spinco have entered into a Distribution Agreement, dated
May 13, 2009 (the “Distribution Agreement”), pursuant to which Verizon will transfer to Spinco or one or more subsidiaries of Spinco all of the
Spinco Assets (as defined in the Distribution Agreement) and Spinco Liabilities (as defined in the Distribution Agreement) (collectively, the
“Contribution”). The terms and conditions of the Contribution are more fully described in the Distribution Agreement. We further understand that,
pursuant to the Distribution Agreement and prior to the Effective Time, Spinco will distribute to Verizon the Spinco Securities (as defined in the
Distribution Agreement) and pay to Verizon the Special Payment (as defined in the Distribution Agreement), and Verizon will consummate the
Internal Spinoffs (as defined in the Merger Agreement) and the Internal Restructuring (as defined in the Merger Agreement) and will distribute all
of the issued and outstanding shares of Spinco Common Stock to the Agent (as defined in the Distribution Agreement) for the benefit of the
holders of the outstanding shares of common stock, par value $0.10 per share, of Verizon (the “Distribution”). We further understand that, as
contemplated by the Merger Agreement and as a condition to the Merger, Spinco will enter into certain financing arrangements, the proceeds of
which will be used to fund the Special Payment.
 

B-2-1

Table of Contents

The Board of Directors
Frontier Communications Corporation
May 13, 2009
 



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

In arriving at our opinion, we reviewed the Merger Agreement and the Distribution Agreement and held discussions with certain senior
officers, directors and other representatives and advisors of Frontier and certain senior officers and other representatives and advisors of Verizon
concerning the businesses, operations and prospects of Frontier, Verizon and Spinco. We examined certain publicly available business and
financial information relating to Frontier and Verizon as well as certain financial forecasts and other information and data relating to Frontier,
Verizon and Spinco which were provided to or discussed with us by the respective managements of Frontier and Verizon, including information
relating to the potential strategic implications and operational benefits (including the amount, timing and achievability thereof) anticipated by the
management of Frontier to result from the Merger. We have not received any financial forecasts from Verizon relating to Verizon or Spinco. We
reviewed the financial terms of the Merger as set forth in the Merger Agreement in relation to, among other things: current and historical market
prices and trading volumes of Frontier Common Stock; the historical and projected earnings and other operating data of Frontier, and Spinco; and
the capitalization and financial condition of Frontier. We considered, to the extent publicly available, the financial terms of certain other
transactions which we considered relevant in evaluating the Merger and analyzed certain financial, stock market and other publicly available
information relating to the businesses of other companies whose operations we considered relevant in evaluating those of Frontier and Spinco. We
also evaluated certain potential pro forma financial effects of the Merger. In addition to the foregoing, we conducted such other analyses and
examinations and considered such other information and financial, economic and market criteria as we deemed appropriate in arriving at our
opinion. The issuance of our opinion has been authorized by our fairness opinion committee.

In rendering our opinion, we have assumed and relied, without independent verification, upon the accuracy and completeness of all financial
and other information and data publicly available or provided to or otherwise reviewed by or discussed with us. With respect to financial forecasts
and other information and data relating to Frontier, Verizon and Spinco provided to or otherwise reviewed by or discussed with us, we have been
advised by the management of Frontier that such forecasts and other information and data were reasonably prepared on bases reflecting the best
currently available estimates and judgments of the management of Frontier as to the future financial performance of Frontier and Spinco, the
potential strategic implications and operational benefits anticipated to result from the Merger, the potential terms of the financing to be obtained by
Spinco and the other matters covered thereby, and have assumed, with your consent, that the financial results (including the potential strategic
implications and operational benefits anticipated to result from the Merger) reflected in such forecasts and other information and data will be
realized in the amounts and at the times projected.

We have assumed, with your consent, that the Merger will be consummated in accordance with its terms, without waiver, modification or
amendment of any material term, condition or agreement and that, in the course of obtaining the necessary financings, regulatory or third party
approvals, consents and releases for the Merger, no delay, limitation, restriction or condition will be imposed that would have a material adverse
effect on Frontier, Spinco or the contemplated benefits of the Merger. We also have assumed, with your consent, that the Contribution, the
Distribution and all of the transactions in the Distribution Agreement will be consummated in accordance with the terms of the Distribution
Agreement, without waiver, modification or amendment of any material term, condition or agreement, approvals, consents, releases or otherwise,
that collectively would have a material adverse effect on Verizon or Spinco. We also have assumed that Spinco will be able to secure the financing,
in accordance with the terms of the Merger Agreement, necessary to consummate the Merger. We also have assumed, with your consent, that the
Contribution, the Distribution, the Merger and the other transactions contemplated by the Merger Agreement and the Distribution Agreement will
be treated as tax-free reorganizations for federal income tax purposes.

We are not expressing any opinion as to what the value of the Frontier Common Stock actually will be when issued pursuant to the Merger or
the price at which the Frontier Common Stock will trade at any time. We have
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not made or been provided with an independent evaluation or appraisal of the assets or liabilities (contingent or otherwise) of Frontier, Verizon or
Spinco nor have we made any physical inspection of the properties or assets of Frontier, Verizon or Spinco. We were not requested to, and we did
not, solicit third party indications of interest
in the possible acquisition of all or a part of Frontier, nor were we requested to consider, and our opinion does not address, the underlying business
decision of Frontier to effect the Merger, the relative merits of the Merger as compared to any alternative business strategies that might exist for
Frontier or the effect of any other transaction in which Frontier might engage. We also express no view as to, and our opinion does not address, the
fairness (financial or otherwise) of the amount or nature or any other aspect of any compensation to any officers, directors or employees of any
parties to the Merger, or any class of such persons, relative to the Aggregate Merger Consideration. Our opinion is necessarily based upon
information available to us, and financial, stock market and other conditions and circumstances existing, as of the date hereof. As you are aware,
the credit, financial and stock markets are experiencing unusual volatility and we express no opinion or view as to any potential effects of such
volatility on Frontier, Verizon, or Spinco or the contemplated benefits of the Merger.
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Citigroup Global Markets Inc. has acted as financial advisor to Frontier in connection with the proposed Merger and will receive a fee for
such services, a significant portion of which is contingent upon the consummation of the Merger. We also will receive a fee in connection with the
delivery of this opinion. Citigroup Global Markets Inc. or one of our affiliates engaged in the commercial lending business may be a participant in
any financing obtained by Spinco in connection with the Merger, for which services such entity would receive compensation. We and our affiliates
in the past have provided, and currently provide, services to Frontier and Verizon unrelated to the proposed Merger, for which services we and such
affiliates have received and expect to receive compensation, including, without limitation, (i) acting as joint bookrunner in Frontier’s offering of
$600 million of notes in March 2009, (ii) acting as a lender under Frontier’s $250 million revolving credit facility established in May 2007, (iii)
acting as joint bookrunner in Frontier’s offering of $750 million of notes in March 2007, (iv) acting as joint lead arranger, joint bookrunner and
lender under Frontier’s bridge credit facility established in March 2007, which was subsequently repaid, (v) acting as joint lead arranger, joint
bookrunner and lender under Verizon’s $5.3 billion revolving credit facility established in April 2009, (vi) acting as joint bookrunner in Verizon’s
offering of $2.75 billion of notes in March 2009, (vii) acting as joint lead arranger, joint bookrunner and a lender under Verizon’s $12.5 billion
bridge credit facility established in January 2009, (viii) acting as joint bookrunner in Verizon’s offering of $4.25 billion of notes in January 2009,
(ix) acting as joint bookrunner in Verizon’s offering of €1.15 million and £600 million of notes in December 2008, (x) acting as joint bookrunner in
Verizon’s offering of $3.5 billion of notes in November 2008, (xi) acting as joint bookrunner in Verizon’s offering of $3.25 billion of notes in
October 2008, (xii) acting as a lender under a $4.44 billion term loan to Verizon established in September 2008, (xiii) acting as joint lead arranger,
joint bookrunner and a lender under Verizon’s $7.1 billion bridge credit facility established in July 2008, (xiv) acting as senior co-manager in
Verizon’s offering of $4 billion of notes in April 2008, (xv) acting as joint bookrunner in Verizon’s offering of $4 billion of notes in February 2008
and (xvi) acting as joint bookrunner in Verizon’s offering of $2 billion of notes in March 2007. In the ordinary course of our business, we and our
affiliates may actively trade or hold the securities of Frontier and Verizon for our own account or for the account of our customers and,
accordingly, may at any time hold a long or short position in such securities. In addition, we and our affiliates (including Citigroup Inc. and its
affiliates) may maintain relationships with Frontier, Verizon and their respective affiliates.

Our advisory services and the opinion expressed herein are provided for the information of the Board of Directors of Frontier in its evaluation
of the proposed Merger, and our opinion is not intended to be and does not constitute a recommendation to any stockholder as to how such
stockholder should vote or act on any matters relating to the proposed Merger.
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Based upon and subject to the foregoing, our experience as investment bankers, our work as described above and other factors we deemed
relevant, we are of the opinion that, as of the date hereof, the Aggregate Merger Consideration to be delivered by Frontier in respect of the Spinco
Common Stock pursuant to the Merger Agreement is fair, from a financial point of view, to Frontier and holders of Frontier Common Stock.

Very truly yours,

CITIGROUP GLOBAL MARKETS INC.
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August 14, 2009 

Frontier  
Merger Integration on Track; 
Flow Back an Overhang 
 

Investment conclusion: We recently met with Frontier 
management. The meeting reassured us that the 
pending Verizon (Spinco) merger, while carrying in-
herent integration risks, is not comparable to other re-
cent deals. In fact, we believe Frontier will emerge as a 
stronger company. While the stock could be range 
bound given potential flow back from Verizon share-
holders (who will own roughly 70% of FTR at closing), 
investors can still pick up some income; Frontier has 
three more regular $0.25 dividend payments before 
closing. The stock boasts a 14.4% dividend yield, the 
highest in the S&P 500.  

What's new: Management continues to expect a 2Q 
2010 closing. All regulatory applications (except 
Hart-Scott-Rodino) have been submitted. Spinco op-
erational trends are weak, yet 2Q results exceeded 
management’s expectations. Most of the top line pres-
sure, however, stems from regulatory-related revenue; 
customer revenue decline is lower. Importantly, margins 
are expected to be stable at +45%. We see upside to 
synergy targets as productivity initiatives in several ar-
eas (i.e. call centers, field ops) are not baked in. 
Revenue synergies have not been laid out, yet low 
broadband penetration (62% v 92% at legacy FTR) 
points to potential revenue upside.  

Where we differ: This transaction is different from other 
RLEC spin-offs as it has lower integration risk. In addi-
tion, the resulting entity should have investment 
grade-like credit metrics and a reduced dividend payout 
of FCF. One overhang, we believe, is the expectation 
that new shareholders (Verizon holders) will dispose of 
FTR stock at closing, making it difficult to pick an entry 
point. We note that in the EQ/S deal, it took ~80 days for 
the stock to rebound to its opening price. In the WIN/AT 
deal, WIN appreciated 13% in its first 20 trading days.  

What’s next: A second S4, containing Spinco’s 2Q 
financials, should be filed within the next couple of 
months. We also expect FTR to announce regulatory 
approvals as they occur (video franchise authorizations, 
nine states as well as FCC and Hart-Scott-Rodino). 

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the objec-
tivity of Morgan Stanley Research. Investors should 
consider Morgan Stanley Research as only a single 
factor in making their investment decision. 

For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
 

 
Morgan Stanley & Co. Incorporated Simon Flannery 

Simon.Flannery@morganstanley.com 
+1 (1)212 761 6432 

Daniel Gaviria 
Daniel.Gaviria@morganstanley.com 
+1 (1)212 761 3312 

Edward Katz 
Edward.Katz@morganstanley.com 
+1 (1)212 761 3244 
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Stock Rating 

Equal-weight 

Industry View 

Attractive Key Ratios and Statistics 

Reuters: FTR.N  Bloomberg: FTR US 
Telecom Services / United States of America 

Price target NA
Shr price, close (Aug 14, 2009) $6.94

Mkt cap, curr (mm) $2,156

52-Week Range $12.94-5.32

 
Fiscal Year ending 12/08 12/09e 12/10e 12/11e

ModelWare EPS ($) 0.58 0.61 0.74 0.68
Prior ModelWare EPS ($) - - - -
P/E 15.1 11.3 9.3 10.2
Consensus EPS ($)§ 0.60 0.53 0.60 0.66
Div yld (%) 11.4 14.4 14.4 14.4
Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare 
framework (please see explanation later in this note). 
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

 
Quarterly ModelWare EPS 

   2009e 2009e 2010e 2010e
Quarter 2008 Prior Current Prior Current

Q1 0.16 - 0.13a - -

Q2 0.15 - 0.12a - -

Q3 0.15 - 0.19 - -

Q4 0.12 - 0.18 - -
e = Morgan Stanley Research estimates,  a = Actual company reported data 
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Risk-Reward Snapshot: Frontier Communications (FTR, $7.02, Equal-weight) 

Risk Reward View – A Balanced Risk/Reward  

$7.5 (+7%)
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Base Case  (Aug-10) Historical Stock Performance Current Stock Price  

Bull  
Case  
$9.00 

11.2% 
Dividend 
Yield  

Cruise Control – The rate of line loss and housing market declines go 
slowly. Frontier generates more cash despite spending more capex for
the increased business. VoIP competition becomes non-aggressive 
on pricing.  

Base  
Case  
$7.50 

13.3% 
Dividend 
Yield  

Cost Control – Line losses increase moderately despite the difficult 
macro environment. The construction slowdown continues; capex 
decreases to the RLEC average allowing the company to maintain 
healthy free cash flow generation, more comfortably covering its 
dividend payout. 

Bear  
Case  
$6.00 

16.6%  
Dividend 
Yield 

Recession in Rural America – The economic woes felt in suburbia 
spill over into the more rural areas of America. Line loss catches up 
with other less rural peers as cable pricing becomes more aggressive.

Spinco Trends  
Operating 4Q08 1Q08 2Q08 4Q09 1Q09 2Q09 Financial 1Q08 1Q09
Access lines 5,307 5,189 5,058   4,766 4,628 4,492 Revenues 1,099 1,043

Line loss rate Y/Y -8.0% na na -10.2% -10.8% -11.2% growth Y/Y na -5.1%
Absolute line loss na (118)    (131)    na (139)    (136)    Total Cash Opex 614 564

growth Y/Y na na na 17% 4% Cost of services 377 328
B'Band 919      956      963      997      1,029   1,048   growth Y/Y na -13.0%

growth Y/Y na na 8.5% 7.6% 8.8% SG&A 237 236
Adds na 37        7          na 32 19 growth Y/Y na -0.4%
FiOS Data 71 82 na 110 126 na EBITDA 485 479

growth Y/Y 97% na na 55% 54% na growth Y/Y na -1.2%
Adds na 11 na na 16 na

DSL 848 874 na 887 903 na
growth Y/Y 14% na na 5% 3% na
Adds na 26 na na 16 na

FiOS TV 26 40 47        69 87 103      
growth Y/Y na na na 165% 118% 120%
Adds na 14 7          na 18 16  

Source: Frontier S4 filing on July 24 2009 

Deal/Regulatory Requirements  
Regulatory Approvals Needed: Shareholder Approval:
- 41 local video franchise authorizations (already received 2)
- 9 state Public Utility Commission approvals
- FCC 
- DOJ (Hart-Scott-Rodino)

- Sometime in October after a 
second S4 is filed addressing 
SEC comments

 
Source: Company, Morgan Stanley research

Investment Thesis 
• While we believe Frontier will emerge as a 

stronger company after the Verizon deal, 
we also think that Frontier’s stock has no 
near term upside. The market is currently 
discounting that Verizon shareholders 
(who will own ~70% of the “new” Frontier) 
will dispose of their shares when the 
transaction closes. We do believe, how-
ever, that Frontier could be attractive for 
investors willing to see through near term 
headline risk and pick up some income: 
Frontier still has three regular $0.25 divi-
dend payments prior to cutting the divi-
dend by 25% at closing (2Q 2010).  

Key Value Drivers 
• Post closing, we expect Frontier’s strong 

surplus cash generation to continue and 
see room for potential upside as certain 
incremental productivity initiatives could 
yield higher than expected synergies  

• The rural profile of Frontier’s footprint, 
before and after the deal closes, should 
insulate some of the secular pressure, 
particularly from wireless substitution. 
Spinco’s low broadband penetration and 
relatively less crowded competitive envi-
ronment could provide revenue upside.  

Potential Catalysts 
• Regulatory approvals. Given the history at 

Fairpoint, regulators are expected to 
scrutinize the deal more than they nor-
mally would. Thus, approvals should pro-
vide some relief to investors worried about 
merger integration risks.  

Potential Risks 
• Aggressive promotional activity from VoIP 

competitors in Spinco properties prior to 
the deal close  

• Difficulties in the conversion of West Vir-
ginia’s systems which accounts for 13% of 
the acquired lines and is the only system 
to be converted prior to closing.  

• Worse than expected operating trends at 
Spinco 

• Regulatory conditions to the deal, par-
ticularly regarding the dividend and capex 
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Key Investment Debates: 
DEBATE MARKET’S VIEW IMPACT ON OUR VIEW / NOTES FROM OUR MEETINGS WITH MGMT 

We left the meeting feeling that the dividend, both pre and post closing, is well sup-
ported. Post closing, the 25% dividend cut (which would lead to a payout of FCF below 
50%) along with investment grade credit-like metrics, should be supportive. Top line 
erosion is a concern, but strict cost control combined with the expected $500M syn-
ergies should help FTR maintain profitability in the high 40% to low 50% range.  

Notes: 

Is the divi-
dend sus-
tainable? 

Mixed. (1) Secular 
pressures should ulti-
mately hurt FTR’s 
strong FCF generation. 
(2) Deterioration in 
trends in the Spinco 
properties as cable 
companies increase 
their competitive 
stance during the 
merger integration. (3) 
The $3.2B in Spinco 
financing could result in 
higher debt service 
costs.  

• FTR has at least 3 more $0.25 divi-
dend payments plus a prorated one 
depending on the closing date before 
the 25% dividend cut 

• Given the underpenetrated state of the 
Spinco lines (62% v. to 92% at legacy 
Frontier), capex needs were a major 
focal point during due diligence.  

• Management went in to the deal ex-
pecting to see some revenue erosion in 
the near term. Yet, despite the revenue 
decline, margin stability is expected.  

• Productivity initiatives in call centers and 
field operations not included in synergy 
target. 

• Management has and will continue to 
address 2011 debt maturities, preferably 
prior to closing. 

Our view, before and after the meeting, is that the footprint is very defensive. Yet , 
management is realistic and is not expecting a turnaround in revenue trends in the 
near term. The Spinco properties are underserved, leaving opportunity in broadband. 
Footprint post closing will remain rural with 24 lines/sq mile (FTR at 13, Spinco at 37).

Notes: 

How defen-
sive is the 
footprint? 

Susceptible to weak-
ness. In addition to 
cyclical pressures, 
secular pressure could 
intensify in rural Amer-
ica once housing activ-
ity picks up and cable 
companies target mov-
ers. Down the road 
(around 2011) wireless 
competition (via 
700MHz deployments) 
could pose additional 
risk. 

• Cyclical pressure is not increasing. 
Some markets in California seeing an 
improvement in housing activity. 

• Rochester: lowest residential line 
losses in four years; satellite bundles 
helping. 

• Video bundles reducing churn by 
approx 50% 

• Consumer looking for value but cable 
competition seems rational; no price 
wars 

• Wireless displacement has increased. 
The company expressed interest in do-
ing more in wireless. 

Will Verizon 
shareholders 
sell their FTR 
shares? 

Most will. VZ share-
holders will own 
roughly 70% of Frontier 
at closing. Many in-
vestors have limits to 
telco exposure.  

Our view is that FTR could be range bound leading up to and after the close. Spin-off 
dynamics suggest that FTR could still outperform VZ in the 12 months post closing. 
This was the case in the WIN/AT and EQ/S deals. It took Embarq’s stock 80 days to 
trade back up to its opening price. Windstream was range bound for a couple of weeks 
after its first trading day but had appreciated 13% by its 20th trading session. Man-
agement will work to help Verizon investors understand the new company. 

How similar is 
this deal to 
the FRP/VZ 
deal? 

Some similarities. 
Frontier is in a better 
position than Fairpoint, 
but integration risks 
remain.  

Our view did not change after the meeting. We continue to see significant differences 
in the two deals: (1) Deal lowers leverage by more than a turn (3.8x to 2.6x) instead of 
increasing it; (2) Spinco (except West Virginia with ~13% of acquired lines) will operate 
with a single platform on an independent basis prior to the merger while West Virginia 
will be integrated contemporaneously with the merger on existing Frontier systems 
while Fairpoint built new systems from scratch.  
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Exhibit 1 

Frontier Income Statement 
Consolidated Income Statement 2008 2009E 2010E 2011E 2012E CAGR 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E
($ in millions, except per share data) '08 - '15
Total Revenue $2,237.0 $2,115.8 $2,041.1 $1,983.9 $1,941.0 -3.0% $569.2 $562.6 $557.9 $547.4 $538.0 $532.1 $527.5 $518.2

% growth -0.5% -5.4% -3.5% -2.8% -2.2% 10.0% -2.8% -3.1% -5.2% -5.5% -5.4% -5.4% -5.3%
Total cash expenses $222.0 $234.4 $210.2 $204.3 $199.9 -2.3% $60.5 $54.0 $52.5 $55.0 $60.7 $59.2 $57.5 $57.0

% growth -2.7% 5.6% -10.3% -2.8% -2.2% 17.8% 0.6% -7.2% -17.4% 0.2% 9.6% 9.6% 3.7%
% of revenue 9.9% 11.1% 10.3% 10.3% 10.3% 10.6% 9.6% 9.4% 10.0% 11.3% 11.1% 10.9% 11.0%

Depreciation and amortization expense 561.8 472.8 387.0 377.9 376.9 -6.2% 141.1 144.3 137.7 138.8 137.6 132.8 102.0 100.5
% growth 2.9% -15.8% -18.1% -2.3% -0.3% 15.5% 2.7% -0.3% -4.4% -2.5% -7.9% -25.9% -27.6%
% of revenue 25.1% 22.3% 19.0% 19.1% 19.4% 24.8% 25.6% 24.7% 25.4% 25.6% 25.0% 19.3% 19.4%

Other operating expenses 801.9 775.4 759.4 748.0 739.6 -2.0% 200.4 201.9 203.3 196.4 197.6 192.7 193.7 191.4
% growth -0.8% -3.3% -2.1% -1.5% -1.1% 5.9% -4.7% 0.1% -3.8% -1.4% -4.5% -4.7% -2.6%
% of revenue 35.8% 36.6% 37.2% 37.7% 38.1% 35.2% 35.9% 36.4% 35.9% 36.7% 36.2% 36.7% 36.9%

Total Expenses $1,585.8 $1,482.7 $1,356.7 $1,330.3 $1,316.5 -3.4% $402.0 $400.1 $393.4 $390.2 $395.9 $384.8 $353.1 $348.9
% growth 0.2% -6.5% -8.5% -1.9% -1.0% 10.8% -1.4% -1.1% -6.2% -1.5% -3.8% -10.2% -10.6%
% of revenue 70.9% 70.1% 66.5% 67.1% 67.8% 70.6% 71.1% 70.5% 71.3% 73.6% 72.3% 66.9% 67.3%

EBITDA $1,213.1 $1,106.0 $1,071.4 $1,031.5 $1,001.5 -3.9% $308.3 $306.7 $302.1 $296.0 $279.6 $280.2 $276.4 $269.8
% growth 0.0% -8.8% -3.1% -3.7% -2.9% 11.4% -2.1% -4.4% -3.4% -9.3% -8.6% -8.5% -8.8%
% of revenue 54.2% 52.3% 52.5% 52.0% 51.6% 54.2% 54.5% 54.2% 54.1% 52.0% 52.7% 52.4% 52.1%

Operating income/EBIT $651.3 $633.2 $684.4 $653.6 $624.5 -2.2% $167.2 $162.4 $164.5 $157.1 $142.1 $147.4 $174.4 $169.3
% growth -2.3% -2.8% 8.1% -4.5% -4.4% 8.2% -6.0% -7.6% -2.6% -15.0% -9.3% 6.0% 7.8%
% of revenue 29.1% 29.9% 33.5% 32.9% 32.2% 29.4% 28.9% 29.5% 28.7% 26.4% 27.7% 33.1% 32.7%
Operating income pre-acquisition expense 651.3 633.2 684.4 653.6 624.5 -2.2% 167.2 162.4 164.5 157.1 142.1 147.4 174.4 169.3

% growth -2.3% -2.8% 8.1% -4.5% -4.4% 8.2% -6.0% -7.6% -2.6% -15.0% -9.3% 6.0% 7.8%
% of revenue 29.1% 29.9% 33.5% 32.9% 32.2% 29.4% 28.9% 29.5% 28.7% 26.4% 27.7% 33.1% 32.7%
Operating income including special items $651.3 $633.2 $684.4 $653.6 $624.5 $167.2 $162.4 $164.5 $157.1 $142.1 $147.4 $174.4 $169.3

% growth -2.3% -2.8% 8.1% -4.5% -4.4% 8.2% -6.0% -7.6% -2.6% -15.0% -9.3% 6.0% 7.8%
% of revenue 29.1% 29.9% 33.5% 32.9% 32.2% 29.4% 28.9% 29.5% 28.7% 26.4% 27.7% 33.1% 32.7%

Investment and other income, net 15.7 21.9 21.2 20.6 20.1 5.1 6.4 1.3 2.9 8.2 4.6 4.6 4.5
% growth -54.2% 40.0% -3.5% -2.8% -2.2% -49.0% -34.7% -81.8% -60.5% 61.6% -27.8% 251.6% 56.5%
% of revenue 0.7% 1.0% 1.0% 1.0% 1.0% 0.9% 1.1% 0.2% 0.5% 1.5% 0.9% 0.9% 0.9%

Interest expense 362.6 368.5 357.4 353.9 339.3 -1.4% 90.9 90.7 90.3 90.7 88.7 98.7 90.8 90.3
% growth -4.7% 1.6% -3.0% -1.0% -4.1% -3.3% -8.0% -5.1% -2.4% -2.3% 8.8% 0.5% -0.5%
% of revenue 16.2% 17.4% 17.5% 17.8% 17.5% 16.0% 16.1% 16.2% 16.6% 16.5% 18.5% 17.2% 17.4%

Pre-tax income (loss) $304.3 $288.5 $350.0 $322.1 $307.2 $81.4 $78.1 $75.4 $69.3 $61.6 $53.3 $88.6 $83.9
% growth -5.0% -5.2% 21.3% -8.0% -4.6% 15.3% -7.0% -16.2% -8.4% -24.4% -31.7% 17.4% 21.1%
% of revenue 13.6% 13.6% 17.1% 16.2% 15.8% 14.3% 13.9% 13.5% 12.7% 11.4% 10.0% 16.8% 16.2%

Income tax expense (benefit) 120.0 98.2 119.2 109.7 104.6 30.0 29.6 28.3 32.1 23.0 17.9 29.7 27.7
% growth 1.2% -18.2% 21.3% -8.0% -4.6% 14.6% -7.9% -19.7% 28.2% -23.4% -39.6% 4.8% -13.8%
% of revenue 5.4% 4.6% 5.8% 5.5% 5.4% 5.3% 5.3% 5.1% 5.9% 4.3% 3.4% 5.6% 5.3%

Effective tax rate 39% 34% 34% 34% 34% 37% 38% 38% 46% 37% 33% 33% 33%
Statutory tax rate 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38%
Income (loss) from continuing operations 184.3 190.2 230.8 212.4 202.6 51.404 48.6 47.1 37.2 38.6 35.5 58.9 56.2

% growth -8.7% 3.2% 21.3% -8.0% -4.6% 15.7% -6.5% -13.9% -26.5% -25.0% -27.0% 25.0% 51.3%
% of revenue 8.2% 9.0% 11.3% 10.7% 10.4% 9.0% 8.6% 8.4% 6.8% 7.2% 6.7% 11.2% 10.9%

Income (loss) from continuing operations, ex $184.3 $190.2 $230.8 $212.4 $202.6 $51.4 $48.6 $47.1 $37.2 $38.6 $35.5 $58.9 $56.2
% growth -8.7% 3.2% 21.3% -8.0% -4.6% 15.7% -6.5% -13.9% -26.5% -25.0% -27.0% 25.0% 51.3%
% of revenue 8.2% 9.0% 11.3% 10.7% 10.4% 9.0% 8.6% 8.4% 6.8% 7.2% 6.7% 11.2% 10.9%

Diluted EPS from continuing operations 0.58$       0.61$       0.74$       0.68$      0.65$      -1.4% 0.16$    0.15$    0.15$    0.12$     0.12$     0.11$     0.19$    0.18$    
% growth -4.4% 5.6% 21.1% -8.1% -4.7% 15.8% -0.7% -7.9% -22.4% -21.0% -24.5% 26.0% 50.8%
Net income $184.3 $190.2 $230.8 $212.4 $202.6 $51.4 $48.6 $47.1 $37.2 $38.6 $35.5 $58.9 $56.2
Minority interest 0.0 1.8 1.8 1.8 1.8 0.0 0.0 0.0 0.0 0.7 0.4 0.4 0.4
Net income available for common shareholde $184.3 $188.4 $229.0 $210.6 $200.8 $37.9 $35.1 $58.5 $55.8
Diluted EPS $0.58 $0.61 $0.74 $0.68 $0.65 -1.4% $0.16 $0.15 $0.15 $0.12 $0.12 $0.11 $0.19 $0.18  
Source: Company data, Morgan Stanley Research E= Morgan Stanley Estimates 

Morgan Stanley is currently acting as financial advisor to Verizon Wireless with respect to the proposed acquisition of certain of its 
wireless assets by AT&T, Inc. and Atlantic Tele-Network, as required by the conditions of the regulatory approvals granted for Verizon 
Wireless' purchase of Alltel Corporation earlier this year. 

The proposed acquisitions are subject to customary regulatory approvals, as well as other customary closing conditions. 

Verizon Wireless has agreed to pay fees to Morgan Stanley for its financial services. 

Please refer to the notes at the end of the report. 

 



 

 
 5 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

August 14, 2009 
Frontier 

Exhibit 2 

Frontier Balance Sheet 
Consolidated Balance Sheet 2008 2009E 2010E 2011E 2012E 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E
($ in millions, except per share data)
Assets

Cash at the end of period 164          418          405          371        343        227.6     179        91          164         177          454         443        418        
Accounts receivable, net 222          207          200          194        190        214        224        223        222         218          217         211        207        
Other current assets 82            88            88            88          88          53          45          56          82           70            88           88          88          

Total current assets 468          713          693          653        621        495        449        370        468         465          759         743        713        

Property, Plant and Equipment - Gross 7,581       8,021       8,707       9,426     10,179   7,413     7,483     7,543     7,581     7,623       7,673       7,845     8,021     
Accumulated Depreciation (4,341)      (4,922)      (5,759)      (6,626)    (7,532)    (4,125)    (4,218)    (4,292)    (4,341)    (4,421)      (4,507)      (4,715)    (4,922)    

Net property, plant, and equipment 3,240       3,099       2,948       2,800     2,647     3,288     3,265     3,251     3,240     3,202       3,166       3,130     3,099     
Goodwill 2,642       2,642       2,642       2,642     2,642     2,636     2,633     2,642     2,642     2,642       2,642       2,642     2,642     
Intangibles 360          276          276          276        276        502        456        405        360         315          276         276        276        
Investments 8              -           -           -         -         21          22          23          8             3              -         -         
Other assets 171          189          187          190        200        187        188        190        171         172          175         181        189        

Total assets 6,889       6,920       $6,746 $6,561 $6,386 $7,129 $7,013 $6,881 6,889     6,800       7,018       6,972     6,920     

Liabilities and Shareholders' equity
Long term debt due within one year 4              7              7              7            7            4            4            4            4             4              7             7            7            
Accounts payable and other current liabilit 142          110          101          100        101        101        105        89          142         85            114         113        110        
Other taxes accrued 26            26            26            26          26          21          21          21          26           26            26           26          26          
Interest accrued 102          102          102          102        102        117        117        117        102         102          102         102        102        
Other current liabilities 109          109          109          109        109        126        126        126        109         109          109         109        109        

Total current liabilities 383          354          345          344        345        369      373        357        383         326          359         358        354        

Deferred 670          684          681          678        675        712        713        711        670         677          685         684        684        
Other liabilities 595          590          585          581        575        361        351        347        595         595          592         591        590        
Long-term debt 4,722       4,895       4,815       4,735     4,675     4,747     4,747     4,745     4,722     4,721       4,945       4,920     4,895     

Total non-current liabilities 5,987       6,168       6,081       5,993     5,925     5,820     5,810     5,804     5,987     5,993       6,221       6,195     6,168     

Common stock 87            87            89            91          93          87          87          87          87           87            87           87          87          
Additional paid-in capital 1,118       1,029       1,029       1,029     1,029     1,187     1,189     1,190     1,118     1,026       1,029       1,029     1,029     
Accumulated deficit 38            (16)           (96)           (195)       (303)       60          35          4            38           74            24           6            (16)         
Accumulated other comprehensive loss (237)         (229)         (229)         (229)       (229)       (78)         (77)         (76)         (237)        (233)         (229)         (229)       (229)       
Treasury stock (487)         (473)         (473)         (473)       (473)       (316)       (404)       (486)       (487)        (473)         (473)         (473)       (473)       

Total shareholders' equity 519          398          320          223        116        940        830        720        519         482          438         419        398        
Total liabilities and Shareholders' equity 6,889       6,920       $6,746 $6,561 $6,386 $7,129 $7,013 $6,881 $6,889 6,800       $7,018 $6,972 $6,920  

Source: Company data, Morgan Stanley Research E= Morgan Stanley Estimates 

Exhibit 3 

Frontier FCF 
Free cash flow - variations 2008 2009E 2010E 2011E 2012E 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E
Levered Free Cash Flow (OCF - capex) $451.0 $388.8 $376.4 $354.4 $341.6 $93.5 $121.6 $77.8 $158.1 $92.5 $127.5 $91.8 $77.0
Levered Free Cash Flow (OCF-capex-divide 132.6 77.3 65.6 43.3 30.2 11.4 41.4 (0.5) 80.3 14.4 49.4 14.2 (0.7)
Levered FCF (OCF - capex) as % of Revenu 20.2% 18.4% 18.4% 17.9% 17.6% 16.4% 21.6% 13.9% 28.9% 17.2% 24.0% 17.4% 14.9%
Dividend as % of FCF (OCF - capex) 70.6% 80.1% 82.6% 87.8% 91.1% 87.8% 66.0% 100.7% 49.2% 84.4% 61.3% 84.6% 100.9%
Comparative FCF   (as FTR discloses it)
Operating Income 651 633 684 654 625 167.2 162 164 157 142 147 174 169
   Plus: D&A 562 473 387 378 377 141 144 138 139 138 133 102 100
   Plus: Stock based compensation 8 9 9 9 9 3.0 3 3 (1) 2 2 2 2
   Plus: Investment and other income (loss) 16 22 21 21 20 5.104 6 1 3 8 5 5 4
   Less: Capex (288) (246) (238) (231) (226) (48) (76) (80) (84) (55) (56) (66) (70)
   Less: Cash taxes (79) (90) (99) (95) (95) (2) (48) (21) (9) (1) (39) (25) (25)
   Less: Cash interest (363) (368) (357) (354) (339) (91) (91) (90) (91) (89) (99) (91) (90)
   Less: Investment and other income (loss), net of intere 30 9 30 31 0 0 0 0 8 8 7 7
Free cash flow ($MM) 507 463 416 411 402 175.7 102.1 115.1 113.9 153.7 101.8 108.8 98.6

Dividend as % of FCF 62.8% 67.3% 74.7% 75.6% 77.5% 46.7% 78.6% 68.0% 68.3% 50.8% 76.7% 71.4% 78.7% 
Reported FCF ($MM) 493 452 416 411 402 172.8 96.6 114.7 109.1 146.1 98.1 108.8 98.6
Total Adjustments 47 11 2.9         5.4 0.4 4.8 7.5           3.7          

Dividend as % of Reported FCF 64.6% 69.0% 74.7% 75.6% 77.5% 47.5% 83.0% 68.3% 71.4% 53.4% 79.6% 71.4% 78.7%  
Source: Company data, Morgan Stanley Research 
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Exhibit 4 

Frontier Revenues (Detailed) 

2008 2009E 2010E 2011E 2012E
CAGR 
'08-'15 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E

Operating Revenue
Access services 404.7 347.3 314.0 287.8 267.4 -8.6% 107.8 101.0 99.6 96.3 90.1 87.4 86.4 83.4

% growth -8.2% -14.2% -9.6% -8.3% -7.1% 7.5% -11.0% -12.0% -15.4% -16.5% -13.4% -13.2% -13.4%
% revenue 18.1% 16.4% 15.4% 14.5% 13.8% 18.9% 18.0% 17.8% 17.6% 16.7% 16.4% 16.4% 16.1%
% of revenue growth 293.1% 47.3% 44.6% 45.7% 47.6% 14.5% 76.3% 75.6% 58.8% 56.8% 44.6% 43.2% 44.3%

Local services 848.4 785.8 746.9 719.7 699.0 -3.9% 217.2 214.7 210.7 205.8 200.9 198.3 195.4 191.2
% growth -3.1% -7.4% -4.9% -3.6% -2.9% 6.2% -5.2% -6.3% -6.5% -7.5% -7.6% -7.3% -7.1%
% revenue 37.9% 37.1% 36.6% 36.3% 36.0% 38.2% 38.2% 37.8% 37.6% 37.3% 37.3% 37.0% 36.9%
% of revenue growth 222.5% 51.7% 52.0% 47.7% 48.2% 24.6% 71.6% 79.3% 47.6% 52.0% 54.0% 50.6% 50.0%

Data and internet servic 605.6 636.5 653.8 668.2 682.4 2.0% 146.0 151.7 154.0 153.9 156.4 160.6 160.8 158.8
% growth 11.4% 5.1% 2.7% 2.2% 2.1% 23.7% 9.7% 9.9% 4.5% 7.1% 5.9% 4.4% 3.2%
% revenue 27.1% 30.1% 32.0% 33.7% 35.2% 25.6% 27.0% 27.6% 28.1% 29.1% 30.2% 30.5% 30.6%
% of revenue growth -502.9% -25.5% -23.1% -25.2% -33.1% 54.0% -82.4% -77.1% -22.3% -33.3% -29.3% -22.2% -16.8%

Long distance services 182.6 160.9 150.5 140.6 131.9 46.5 46.9 46.4 42.8 41.4 40.6 40.3 38.7
% growth 1.1% -11.8% -6.5% -6.6% -6.2% 14.9% -0.3% -2.8% -5.5% -10.9% -13.5% -13.2% -9.5%
% revenue 8.2% 7.6% 7.4% 7.1% 6.8% 8.2% 8.3% 8.3% 7.8% 7.7% 7.6% 7.6% 7.5%
% of revenue growth -0.5% -7.5% -17.7% 15.0% 17.1% 11.6% 0.9% 7.5% 8.4% 16.1% 20.9% 20.2% 14.0%

Directory services 113.3 107.2 101.8 96.9 92.6 -4.6% 28.6 29.1 28.1 27.5 27.7 27.2 26.4 25.9
% growth -1.1% -5.4% -5.1% -4.7% -4.4% -0.1% 1.4% -0.8% -4.8% -3.2% -6.4% -6.0% -6.0%
% revenue 5.1% 5.1% 5.0% 4.9% 4.8% 5.0% 5.2% 5.0% 5.0% 5.2% 5.1% 5.0% 5.0%
% of revenue growth 10.1% 5.1% 7.3% 8.4% 10.0% -0.1% -2.5% 1.2% 4.6% 3.0% 6.1% 5.6% 5.7%

Other 82.4 78.0 74.1 70.6 67.5 -4.6% 23.2 19.2 19.0 21.0 21.5 18.1 18.2 20.2
% growth -12.3% -5.3% -5.0% -4.7% -4.4% -9.4% -23.4% -11.3% -3.8% -7.3% -5.8% -4.0% -4.0%
% revenue 3.7% 3.7% 3.6% 3.6% 3.5% 4.1% 3.4% 3.4% 3.8% 4.0% 3.4% 3.5% 3.9%
% of revenue growth 93.7% 3.6% 5.2% 6.1% 7.2% -4.6% 36.0% 13.6% 2.8% 5.4% 3.7% 2.5% 2.9%

Total revenue 2,237.0 2,115.8 2,041.1 1,983.9 1,941.0 -3.0% 569.2 562.6 557.9 547.4 538.0 532.1 527.5 518.2
% growth -0.5% -5.4% -3.5% -2.8% -2.2% 10.0% -2.8% -3.1% -5.2% -5.5% -5.4% -5.4% -5.3%  

Source: Company data, Morgan Stanley Research E= Morgan Stanley Estimates 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients un-
cover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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has entered into an agreement to provide services or has a client relationship with the following company: American Tower Corp., AT&T, Inc., BCE Inc., 
Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Corp., FairPoint Communications, Frontier Communications Corp, Level 3 Communications, 
Inc., Qwest Communications Int'l, Rogers Communications, Inc., Sprint Nextel Corporation, Verizon Communications. 
The research analysts, strategists, or research associates principally responsible for the preparation of  Morgan Stanley Research have received 
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and 
overall investment banking revenues. 
An employee or director of Morgan Stanley is a director of AT&T, Inc., Verizon Communications. 
Morgan Stanley & Co. Incorporated makes a market in the securities of American Tower Corp., AT&T, Inc., CenturyTel, Cincinnati Bell Inc., Clearwire 
Corporation, Crown Castle Corp., Equinix Inc., FairPoint Communications, Frontier Communications Corp, Iowa Telecom, Leap Wireless, Level 3 
Communications, Inc., MetroPCS Communications, Neutral Tandem, Inc., PAETEC Holding Corp., Qwest Communications Int'l, SAVVIS Inc., SBA 
Communications, Sprint Nextel Corporation, Telephone & Data Systems, tw telecom inc, US Cellular Corporation, Verizon Communications, Wind-
stream Corp.. 
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions. 
STOCK RATINGS 
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). 
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the 
equivalent of buy, hold and sell.  Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since 
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley Re-
search, in its entirety, and not infer the contents from the rating alone.  In any case, ratings (or research) should not be used or relied upon as in-
vestment advice.  An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and 
other considerations. 
Global Stock Ratings Distribution 
(as of July 31, 2009) 
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For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside 
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we 
cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative 
weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy rec-
ommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively. 
 

  Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 774 34% 233 36% 30%

Equal-weight/Hold 1046 45% 314 49% 30%

Not-Rated/Hold 31 1% 8 1% 26%

Underweight/Sell 448 19% 86 13% 19%

Total 2,299  641   
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circum-
stances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley or 
an affiliate received investment banking compensation in the last 12 months. 
Analyst Stock Ratings 
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, 
on a risk-adjusted basis, over the next 12-18 months. 
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the 
analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 
Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
. 

Important Disclosures for Morgan Stanley Smith Barney LLC Customers 
Citi Investment Research & Analysis (CIRA) research reports may be available about the companies that are the subject of this Morgan Stanley research report.  Ask your 
Financial Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports.  In addition to the disclosures on this 
research report and on the Morgan Stanley disclosure website (www.morganstanley.com/researchdisclosures), important disclosures regarding the relationship between 
the companies that are the subject of this report and Morgan Stanley Smith Barney LLC, Citigroup Global Markets Inc. or any of its affiliates, are available at 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html. 
This Morgan Stanley research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC.  This review and approval was conducted by the 
same person who reviewed this research report on behalf of Morgan Stanley.  This could create a conflict of interest. 

Other Important Disclosures 
Morgan Stanley produces a research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or 
views expressed in this or other research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all 
research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com. 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, please 
refer to the latest relevant published research on these stocks. 
Morgan Stanley Research does not provide individually tailored investment advice.  Morgan Stanley Research has been prepared without regard to the individual financial 
circumstances and objectives of persons who receive it.  The securities/instruments discussed in Morgan Stanley Research may not be suitable for all investors. Morgan 
Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  The 
appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies 
discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. 
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or 
more of a class of common securities of the companies.  For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less 
than 1% in securities or derivatives of securities of companies and may trade them in ways different from those discussed in  Morgan Stanley Research. Employees of 
Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities or derivatives of securities of companies mentioned and 
may trade them in ways different from those discussed in  Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons 
Morgan Stanley and its affiliate companies do business that relates to companies/instruments covered in Morgan Stanley Research, including market making and spe-
cialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. 
Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. 
With the exception of information regarding Morgan Stanley, research prepared by Morgan Stanley Research personnel are based on public information. Morgan Stanley 
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in Morgan Stanley Research change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented 
in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including 
investment banking personnel. 
Morgan Stanley Research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses 
for such visits. 



 

 
 9 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

August 14, 2009 
Frontier 

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or 
financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past performance 
is not necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover 
page provides the closing price on the primary exchange for the subject company's securities/instruments. 
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your 
reference only.  Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange 
of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise 
Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in the PRC and 
traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is dis-
tributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their 
investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of 
Morgan Stanley.  Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a 
solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. 
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated 
activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives. 
Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts respon-
sibility for its contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte 
Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia to "wholesale clients" 
within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, 
which accepts responsibility for its contents; in Australia to “wholesale clients” and "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley 
Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by 
Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has 
approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main, 
regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by 
the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct 
applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated, which accepts responsibility for its 
contents.  Morgan Stanley & Co. International plc, authorized and regulated by Financial Services Authority, disseminates in the UK research that it has prepared, and 
approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  Private U.K. 
investors should obtain the advice of their Morgan Stanley & Co. International plc representative about the investments concerned.  RMB Morgan Stanley (Proprietary) 
Limited is a member of the JSE Limited and regulated by the Financial Services Board in South Africa.   RMB Morgan Stanley (Proprietary) Limited is a joint venture owned 
equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services 
Authority (the DFSA), and is directed at wholesale customers only, as defined by the DFSA. This research will only be made available to a wholesale customer who we are 
satisfied meets the regulatory criteria to be a client. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre 
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the 
QFCRA. 
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory 
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio 
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these com-
ments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying 
solely to this information stated here may not bring about outcomes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to 
such data.  The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P. 
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form. 

Additional information on recommended securities/instruments is available on request. 
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Industry Coverage:Telecom Services 

Company (Ticker) Rating (as of) Price (08/14/2009)

Simon Flannery 
AT&T, Inc. (T.N) O (03/08/2006) $25.45
American Tower Corp. (AMT.N) E (03/12/2009) $32.13
BCE Inc. (BCE.TO) O (11/21/2008) C$26.4
CenturyTel (CTL.N) E (06/30/2009) $31.53
Cincinnati Bell Inc. (CBB.N) E (11/03/2006) $3.26
Clearwire Corporation (CLWR.O) U (12/08/2008) $6.61
Crown Castle Corp. (CCI.N) E (03/12/2009) $27.6
Equinix Inc. (EQIX.O) E (05/13/2009) $80.42
FairPoint Communications (FRP.N) NA (10/29/2007) $.51
Frontier Communications Corp 
(FTR.N) 

E (05/07/2007) $6.94

Iowa Telecom (IWA.N) U (12/17/2008) $11.8
Leap Wireless (LEAP.O) E (08/07/2009) $17.48
Level 3 Communications, Inc. 
(LVLT.O) 

U (02/14/2008) $1.19

MetroPCS Communications 
(PCS.N) 

E (08/07/2009) $8.76

Neutral Tandem, Inc. (TNDM.O) O (06/19/2009) $25.29
PAETEC Holding Corp. (PAET.O) E (06/26/2008) $2.61
Qwest Communications Int'l (Q.N) E (01/09/2009) $3.84
Rogers Communications, Inc. 
(RCIb.TO) 

O (04/27/2005) C$30.99

SAVVIS Inc. (SVVS.O) O (08/04/2009) $16.06
SBA Communications (SBAC.O) E (03/12/2009) $24.83
Sprint Nextel Corporation (S.N) U (12/08/2008) $3.85
TELUS Corp. (T.TO) E (12/19/2008) C$34.27
Telephone & Data Systems 
(TDS.N) 

U (02/19/2009) $25.16

US Cellular Corporation (USM.N) E (03/10/2009) $34.34
Verizon Communications (VZ.N) E (01/22/2009) $31.08
Windstream Corp. (WIN.N) O (04/17/2006) $8.55
tw telecom inc (TWTC.O) E (06/26/2008) $11.39

Stock Ratings are subject to change. Please see latest research for each company. 
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FORWARD LOOKING STATEMENTS

This presentation contains forward-looking statements that are made pursuant to the safe harbor provisions of The Private Securities Litigation Reform Act of 1995. These statements 
are made on the basis of management’s views and assumptions regarding future events and business performance.  Words such as “believe,” “anticipate,” “expect” and similar 
expressions are intended to identify forward-looking statements.  Forward-looking statements (including oral representations) involve risks and uncertainties that may cause actual 
results to differ materially from any future results, performance or achievements expressed or implied by such statements.  These risks and uncertainties are based on a number of 
factors, including but not limited to: reductions in the number of our access lines and high-speed internet subscribers; the effects of competition from cable, wireless and other 
wireline carriers (through voice over internet protocol (VOIP) or otherwise); reductions in switched access revenues as a result of regulation, competition and/or technology 
substitutions; the effects of greater than anticipated competition requiring new pricing, marketing strategies or new product offerings and the risk that we will not respond on a timely 
or profitable basis; the effects of changes in both general and local economic conditions on the markets we serve, which can impact demand for our products and services, customer 
purchasing decisions, collectibility of revenue and required levels of capital expenditures related to new construction of residences and businesses; our ability to effectively manage 
service quality; our ability to successfully introduce new product offerings, including our ability to offer bundled service packages on terms that are both profitable to us and attractive 
to our customers; our ability to sell enhanced and data services in order to offset ongoing declines in revenue from local services, switched access services and subsidies; changes in 
accounting policies or practices adopted voluntarily or as required by generally accepted accounting principles or regulators; the effects of ongoing changes in the regulation of the 
communications industry as a result of federal and state legislation and regulation, including potential changes in state rate of return limitations on our earnings, access charges and 
subsidy payments, and regulatory network upgrade and reliability requirements; our ability to effectively manage our operations, operating expenses and capital expenditures, to pay 
dividends and to reduce or refinance our debt; adverse changes in the credit markets and/or in the ratings given to our debt securities by nationally accredited ratings organizations, 
which could limit or restrict the availability and/or increase the cost of financing; the effects of bankruptcies and home foreclosures, which could result in increased bad debts; the 
effects of technological changes and competition on our capital expenditures and product and service offerings, including the lack of assurance that our ongoing network 
improvements will be sufficient to meet or exceed the capabilities and quality of competing networks; the effects of increased medical, retiree and pension expenses and related 
funding requirements; changes in income tax rates, tax laws, regulations or rulings, and/or federal or state tax assessments; further declines in the value of our pension plan assets, 
which could require us to make contributions to the pension plan beginning in 2010, at the earliest; the effects of state regulatory cash management policies on our ability to transfer 
cash among our subsidiaries and to the parent company; our ability to successfully renegotiate union contracts expiring in 2009 and thereafter; our ability to pay a $1.00 per 
common share dividend annually, which may be affected by our cash flow from operations, amount of capital expenditures, debt service requirements, cash paid for income taxes 
(which will increase in 2009) and our liquidity; the effects of significantly increased cash taxes in 2009 and thereafter; the effects of any unfavorable outcome with respect to any of 
our current or future legal, governmental, or regulatory proceedings, audits or disputes; the possible impact of adverse changes in political or other external factors over which we 
have no control; and the effects of hurricanes, ice storms or other severe weather.  These and other uncertainties related to our business are described in greater detail in our filings 
with the Securities and Exchange Commission (SEC), including our reports on Forms 10-K and 10-Q.  We undertake no obligation to publicly update or revise any forward-looking 
statement or to make any other forward-looking statements, whether as a result of new information, future events or otherwise unless required to do so by securities laws. 

ADDITIONAL INFORMATION AND WHERE TO FIND IT

This material is not a substitute for the prospectus/proxy statement Frontier Communications Corporation will file with the SEC. We urge investors to read the prospectus/proxy 
statement, which will contain important information, including detailed risk factors, when it becomes available.  The prospectus/proxy statement and other documents which will be 
filed by Frontier Communications Corporation with the SEC will be available free of charge at the SEC’s website, www.sec.gov, or by directing a request when such a filing is made to 
Frontier Communications Corporation, 3 High Ridge Park, Stamford, CT 06905, Attention:  Investor Relations.  

This communication shall not constitute an offer to sell or the solicitation of an offer to buy securities, nor shall there be any sale of securities in any jurisdiction in which such offer, 
solicitation or sale would be unlawful prior to registration or qualification under the securities laws of such jurisdiction.

Frontier Communications Corporation and certain of its directors, executive officers and other members of management and employees may, under SEC rules, be deemed to be 
“participants” in the solicitation of proxies in connection with the proposed transactions.  Information about the directors and executive officers of Frontier Communications 
Corporation is set forth in the proxy statement for Frontier Communications Corporation’s 2009 annual meeting of stockholders. 



Management Presenters
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● Maggie Wilderotter, Chairman & Chief Executive Officer
● Maggie Wilderotter is Chairman and CEO of Frontier Communications.  She joined 

Frontier in November 2004 as President, CEO and a member of the Board of Directors. 
Before this, Ms. Wilderotter was Senior Vice President of Worldwide Public Sector at 
Microsoft and prior to that, President and CEO of Wink Communications Inc.  During 
her career, Ms. Wilderotter has held various executive positions including, Executive 
Vice President of National Operations for AT&T Wireless Services Inc.; Chief Executive 
Officer of AT&T's Aviation Communications Division; and Senior Vice President of 
McCaw Cellular Communications Inc. 

● Donald Shassian, EVP and Chief Financial Officer
● Donald R. Shassian is Executive Vice President and Chief Financial Officer. He joined 

Frontier in April 2006 as Chief Financial Officer. Before starting with Frontier, Mr. 
Shassian provided consulting services to various telecommunications companies 
including AT&T Inc. and Consolidated Communications Inc.  Prior to that, Mr. Shassian 
was Senior Vice President and CFO for Southern New England Telecommunications 
Corp. (SNET) and responsible for its successful sale and integration into SBC 
Communications (now AT&T).  Mr. Shassian was also with Arthur Andersen for more 
than 16 years. His last position there was as the Partner-in-Charge of the 
Telecommunications Industry Practice in North America. 



Introduction to the New Frontier
Maggie Wilderotter, Chairman & Chief Executive Officer



The “New” Frontier….

TRANSFORMATIONAL TRANSACTION for Frontier

Frontier becomes the largest “pure” rural provider of voice, 

broadband and video services with more than 7 million access lines 

in 27 states

Delivers substantial long-term shareholder value

Improves balance sheet strength; increases financial 

and operational flexibility

Creates a strong platform for continued growth and 

improves the company’s overall strategic position
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The “New” Frontier….
The combination of Frontier and New Communications Holdings Inc.

(“SpinCo”), will create one of the nation’s leading communications 

service providers

5th largest ILEC in America, predominantly in rural communities

FY 2008 pro forma access lines of 7.0M and revenue of $6.5B

Compelling transaction for Frontier shareholders

Improves balance sheet strength, FY 2008 pro forma leverage of 2.6x

Attractive and sustainable dividend policy

Free cash flow per share accretive in year 2

Significant opportunity for ongoing value creation

Highly experienced management team

Frontier leadership will run the combined company

Proven ability to integrate acquired properties

Track record in producing best-in-class results    

6



Transaction Rationale
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Rural Profile
SpinCo properties have an average of 37 households per sq. mile 
70% of lines in rural areas
Less than 1% of lines in urban areas

Complementary Footprint Frontier currently has operations in 11 of the 14 states in which SpinCo 
operates

Attractive Demographics
Properties have a similar profile to Frontier’s current footprint
Median income of $50.1K, 74% home ownership, average age of 48

Upside for Organic Growth
Ability to implement Frontier’s proven “go-to-market” strategy
Local engagement model will improve customer loyalty and drive revenue 
performance

Ability to Leverage Scale
Leverage scalability of common support functions (e.g. IS, Accounting)
Ability to achieve synergies from operating and capital expenditures

Reasonable Capital 
Investment

Currently, broadband is only available to ~60% of households
Opportunity to expand broadband deployment

Free Cash Flow Accretive
The transaction drives significant free cash flow per share accretion in year 2 
and beyond

Improves Dividend Payout 
Ratio

$0.75 per share dividend after closing
Payout ratio declines based on new dividend policy and increased cash flow

● Serving Rural America IS our business
● Frontier becomes the largest “pure” rural communications provider
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The “New” Frontier….
● What differentiates this transaction from previous RBOC 

line purchases?

System Conversion Experience

13 states run on a separate billing platform that comes with SpinCo in 

the acquisition; Only one state, representing 13% of SpinCo access 

lines, required to be converted by closing

Deleveraging Transaction
This is a deleveraging transaction. FY 2008 pro forma combined 

leverage of 2.6x – approaching investment grade

Strong Rural Markets

Substantially the same rural profiles as Frontier has today. 

Predominately rural markets (37 households  / sq. mile); less than 

1% of the footprint is urban

Track Record of Successful 

Integrations

Frontier management successfully operates a 2M + access line 

business, generating $2.2B of revenue in 24 states. We have 

successfully integrated Rochester Telephone, Commonwealth 

Telephone and Global Valley Networks realizing greater than 

anticipated synergies, and have consolidated 5 billing systems in the 

past 5 years



FY 2008 Key Metrics

Frontier 
Standalone
Frontier 

Standalone

Frontier 
Pro Forma
Frontier 

Pro Forma

Combined Company Snapshot
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* New State for Frontier

Frontier Properties

SpinCo Properties

Revenue: $2.2B $6.5B

EBITDA (a): $1.2B $3.1B

Ending Access Lines: 2.3M 7.0M

Number of States: 24 27

Pro Forma % of
Footprint Total

West Virginia 761 10.8%
Indiana 723 10.3%
New York 684 9.7%
Illinois 671 9.5%
Ohio 635 9.0%
Washington* 579 8.2%
Michigan 526 7.5%
Pennsylvania 427 6.1%
Wisconsin 343 4.9%
Oregon 323 4.6%
North Carolina* 263 3.7%
Minnesota 211 3.0%
California 168 2.4%
Arizona 152 2.2%
Idaho 133 1.9%
South Carolina* 128 1.8%
Tennessee 79 1.1%
Nevada 60 0.8%
Iowa 45 0.6%
Nebraska 43 0.6%
Alabama 26 0.4%
Utah 22 0.3%
Georgia 19 0.3%
New Mexico 8 0.1%
Montana 8 0.1%
Mississippi 5 0.1%
Florida 4 0.1%
Total 7,045

Pro Forma Access Lines By State

(a) Excludes synergies



Industry Leading Profile
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2008 Revenue ($B) (a) 2008 EBITDA ($B) (a) 

Total Access Lines (M) Voice + Broadband Connections (M)

Source: Company filings and Wall Street research – 2008 data.
(a) Reflects Embarq excluding Logistics and Qwest Wireline only.  
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Operating Strategy
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● Leverage Frontier’s performance culture
● Sales and service focus to drive best in class results

● Local engagement model 

● Local ownership of market performance
● Community involvement for competitive advantage
● Drive customer acquisition and retention 
● Deliver a differentiated customer experience

● Investment in network infrastructure
● Expansion of broadband reach and speed

● Support for new product and service offerings for customer 
revenue growth

● Product quality and reliability

● Margin expansion as economies of scale are realized
● Scalability of people, systems, processes and functions



Operating Strategy
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● Frontier’s 3 P framework provides the building blocks 

for successful integration planning and execution 

• Migration to Frontier brand

• Simplify/Improve the Customer 
Experience

• Unique marketing campaigns and 
incentives to drive market share 
and wallet share

• Expanded distribution channels

• Innovative products and service 
differentiators

• Pay for performance culture

• Goals and incentives aligned to 
business objectives

• Hire and retain “athletes”

• Exceed Financial Targets by:

• Network investments to expand 
HSI availability and drive revenue 
opportunity

• Focus on “owning” small and 
medium size businesses

• Achieve economies of scale 
through consolidation and 
standardization of systems and 
functions

• Grow customer revenue and keep 
existing customers

PeoplePeople ProductProduct ProfitProfit



Transaction Overview & Financial Highlights

Donald R. Shassian, EVP & Chief Financial Officer



Transaction Overview
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Transaction Structure
Reverse Morris Trust
Simultaneous tax-free spin-off of SpinCo and merger with Frontier

Valuation
SpinCo Enterprise Value: $8.6B

Implied purchase multiple of 4.5x SpinCo’s FY 2008 EBITDA

Financing

Equity consideration based on Frontier’s 30 day average share price at 

time of close
Subject to a collar of $7.00 – $8.50, 66% - 71% VZ stockholder ownership

Fixed number of shares outside the collar

$3,208M of debt to be raised prior to closing 

Proceeds to be paid to Verizon

Governance

Maggie Wilderotter, Chairman & Chief Executive Officer

Frontier management leadership

12 member board (Verizon elects 3 new members to Frontier existing board)

Post Closing Dividend Policy Annual dividend of $0.75 per share

Estimated Synergies
Revenue upside from broadband, long distance, video and bundles

$500M of cash OpEx savings (21% of 2008 SpinCo cash OpEx)

Required Approvals

Hart Scott Rodino

Frontier shareholder approval

Verizon IRS ruling

FCC and certain state and local regulatory approvals 

Expected Closing Approximately 12 months



Transaction Summary
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Verizon
Stockholders

Frontier
Stockholders

Verizon
Frontier

(FTR + 4.8M 
SpinCo Lines)

32%
68%

$3,333M

• SpinCo pays Verizon 
$3,333M in cash or 
debt relief

• Verizon distributes 
100% of SpinCo to 
Verizon shareholders

• SpinCo merges with 
Frontier; Frontier is 
the surviving entity

Parameter Frontier (a) SpinCo Total

Price/Share $                      7.75  $                      7.75  $                      7.75 

Shares Outstanding 312  677  989

Equity Value $                    2,421  $                    5,247  $                    7,668 
Net Debt 4,547  3,333  8,005

Firm Value $                    6,968  $                    8,580  $                 15,673 

2008 EBITDA (c) $                    1,214  $                    1,918  $                    3,132 
FV/'08 EBITDA 5.7x 4.5x 5.0x

Net Debt/'08 EBITDA 3.8x 1.7x 2.6x

• Share price collar of 
$7.00 – $8.50 per 
share; 617 – 750M 
shares (66-71%) 
Verizon stockholder 
ownership

(a) As of 3/31/09

(b) Includes $125 million of financing for integration costs

(c) FY 2008 Pro forma EBITDA, excludes synergies

(b)



Key Financial Characteristics
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2.6x

$1.44

$1,423

9

(701)

(364)

(653)

48.0%

3,132

$6,524

Sub-Total2008 Statistics Frontier SpinCo (b) Synergies Total

Revenue $2,237 $4,287 --- $6,524

EBITDA 1,214 1,918 $500      3,632 

% EBITDA Margin 54.3% 44.7% 55.7% 

Bridge to Free Cash Flow:

Interest Expense (363) (290) 0 (653) 

Cash Taxes (79) (285) (190) (554)

Capital Expenditures (288) (413) 0 (701)

Other 9 0 0 9

Free Cash Flow $493 $930 $310 $1,733

FCF/Share $1.58 $1.37 N/A $1.75 (c)

Net Debt  / EBITDA 3.8x 1.7x 2.2x

Dividends ($0.75 / share) --- --- --- $742 (c)

Dividend Payout Ratio --- --- --- 43% (c)

(a) Adjusted to exclude Severance and Early Retirement Costs and Legal Settlement Costs.

(b) 2008 audited financial statements adjusted for certain matters

(c) Assuming Frontier issues share at the mid-point of the collar

(a)



Ongoing Value Creation
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● Our ability to migrate the acquired properties to Frontier’s 
performance metrics offers the potential for significant value 
creation 

-10.2%

-7.2%

-12.0%

-10.0%

-8.0%

-6.0%

-4.0%

-2.0%

0.0%

SpinCo Frontier

69.0%

46.3%

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

80.0%

SpinCo Frontier

8.9%

5.2%

0.0%

10.0%

SpinCo Frontier

20.9%

25.7%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

SpinCo Frontier

Access Line Decline

Long Distances Penetration

HSI Penetration

Satellite TV Penetration

Note: Data is as of 12/31/08.



Substantial Revenue & Cost Saving Opportunities
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Revenue

Opportunity

● Increased Broadband availability 

● Frontier market approach improves critical 

customer metrics

● Access line losses

● HSI penetration

● Long distance penetration

● Video penetration

Synergies

● Executive Management

● Legal

● Information Systems

● Finance & Accounting

● Increased purchasing power with vendors

~ $500M

Annually

Non-Recurring

Integration Costs

● Branding

● IT Development

● Severance

CapEx ~ $126M

OpEx ~ $66M



Integration

● Proven track record of successfully integrating acquired 
properties

● Achieved 150% of synergy target for the 2007 Commonwealth 
acquisition

● Frontier has successfully completed financial, business and 
operational support system conversions over the past 10 years

● Proven track record in converting billing systems

● Consolidated 5 billing systems into one over the past five years, 
converting 1.7M access lines

● Current billing system is scalable to absorb this acquisition

19



Integration

● Framework for successful RBOC line integration

● Frontier has the scale, scope and experience to absorb these operations

● Ensure that all key business processes work effectively at closing 

● Integration onto our current billing platform can be accomplished 

over time

● Key Structure Benefit:

● 13 states (former GTE operations) will operate on existing systems as a 

stand-alone entity at closing

● Only 1 state will need to convert to the Frontier platform at closing

● Integration planning will commence immediately

20



Summary Financial Comparison
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Access Lines 2,250K 7,050K

Revenue $2,250M $6,525M

EBITDA (a) $1,200M $3,125M

CAPEX $290M $700M

Net Debt $4,547M $8,005M

Dividend / Share $1.00 $0.75

Shares Outstanding 312M 989M

Net Leverage 3.8x 2.6x

Payout Ratio 64.6% 43.0%

Note: Data pro forma for the year ended December 31, 2008, except as noted.

(a)FY 2008 EBITDA, before synergies

(b) As of 3/31/09

(c) Subject to collar adjustment.

(b)

Frontier StandaloneFrontier Standalone Frontier Pro FormaFrontier Pro Forma2008 Statistics

(c)



Closing Conditions

● Required Approvals

● Frontier shareholder approval

● Hart Scott Rodino

● FCC approval

● Certain state and local regulatory approvals

● Verizon IRS revenue ruling

● Financing

● $3.2B by closing

22



Summary
Maggie Wilderotter, Chairman & Chief Executive Officer



The “New” Frontier….

TRANSFORMATIONAL TRANSACTION for Frontier

Frontier becomes the largest “pure” rural provider of voice, 

broadband and video services with more than 7 million access lines 

in 27 states

Delivers substantial long-term shareholder value

Improves balance sheet strength; increases financial 

and operational flexibility

Creates a strong platform for continued growth and 

improves the company’s overall strategic position

24
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Transformational, The New Frontier…..

Delivers substantial long-term shareholder value

Opportunity to grow customer revenue

$500 million of cash operating expense synergies

Accretive in year 2

26

Improves balance sheet strength; increases financial/operational flexibility

Strong Capital Structure, FY 2008 Pro Forma Leverage of 2.6x

Dividend sustainability

Significant cash flow generation

Creates a strong platform for continued consolidation and improves the 
company’s overall strategic position

Scalable people, processes, systems

Acquisition integration competencies

Track record for growth

Solid industry experience and relationships



Access Line Detail
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Frontier SpinCo Combined

West Virginia 143,982         617,036         761,018         

Indiana 4,647            718,251         722,898         

Illinois 97,461          573,321         670,782         

Ohio 552              634,153         634,705         

Michigan 19,102          507,462         526,564         

Wisconsin 62,007          281,350         343,357         

Oregon 12,626          309,904         322,530         

California 143,871         24,205          168,076         

Arizona 145,241         6,297            151,538         

Idaho 20,035          113,002         133,037         

Nevada 23,701          35,989          59,690          

673,225        3,820,970     4,494,195     

Washington -               578,506         578,506         

North Carolina -               263,479         263,479         

South Carolina -               127,718         127,718         

-                 969,703        969,703        

New York 683,880         -               683,880         

Pennsylvania 427,489         -               427,489         

Minnesota 210,983         -               210,983         

Tennessee 79,014          -               79,014          

Iowa 44,891          -               44,891          

Nebraska 43,106          -               43,106          

Alabama 25,980          -               25,980          

Utah 21,718          -               21,718          

Georgia 19,167          -               19,167          

New Mexico 8,001            -               8,001            

Montana 7,659            -               7,659            

Mississippi 5,474            -               5,474            

Florida 3,746            -               3,746            

1,581,108     -                 1,581,108     

2,254,333     4,790,673     7,045,006     
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Transformational Acquisition With Verizon at 4.5x EBITDA

Christopher C. King (443) 224-1329 ccking@stifel.com

Josh James (443) 224-1375 jamesj@stifel.com

Melanie R. Lambert, CFA (443) 224-1362 lambertm@stifel.com

• Frontier announced a definitive agreement with Verizon to acquire
Verizon wireline assets in 14 states for $8.6 billion in a deal that is
expected to close within 12 months.

• The $8.6 billion price tag equates to approximately 4.5x 2008e EBITDA
of roughly $1.9 billion--or approximately $1,792 per access line. The deal
includes VZ wireline assets in Arizona, Idaho, Illinois, Indiana, Michigan,
Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington,
West Virginia and Wisconsin, as well as several exchanges in California.

• The transaction includes 4.8 million access lines, 2.2 million
long-distance customers, 1.0 million high-speed data subscribers, which
includes approximately 110,000 FiOS Internet customers and 69,000
FiOS TV customers.

• The proposed deal to be structured as a tax-free transaction for Verizon
sharheolders, as VZ shareholders will wind up owning approximately
two-thirds of the new company through the receipt of approximately $5.3
billion in Frontier common stock. VZ will receive approximately $3.3
billion in value through a combination of cash distributions, debt securities
issued to VZ prior to the spin-off and the assumption of certain debt
previously issued by Verizon's telco subsidiaries.

• VZ shareholders will receive approximately 4.2 shares of Frontier for
every share of Verizon owned as of the record date.

• Frontier has also announced that it will be reducing its dividend after the
close of the transaction to $0.75 from its current $1.00. Notably however,
the deal would be delevering for Frontier--taking its leverage from
approximately 3.7x today to 2.6x upon deal close.

• In addition, Frontier is guiding to annual synergies of approximately $500
million, or roughly 21% of cash opex, in-line with other synergy guidance
levels given in similar transactions. As such, the company expects the
deal to be free cash flow accretive in year-two.

• While we would not be surprised to see a negative stock reaction to
Frontier today, given the recent history of VZ divestitures (Fairpoint,
Idearc, Hawaii Telecom, etc.), we note Frontier is currently trading at 6.5x
our 2010 EBITDA forecast and buying an asset that essentially triples its
size for 4.5x EBITDA, while delevering more than a full turn of EBITDA.

Frontier Communications Corporation

FTR – NYSE
Buy

Telecom Services

From To

Changes (Previous) (Current)

Rating -- Buy

Target Price -- $12.50

FY09E EPS
(Net)

-- $0.60

FY10E EPS
(Net)

-- $0.66

Stock Data

Price (05/12/09): $7.57

52-Week Range: $13 – $5

Market Cap.($mm): $2,345.2

Shr.O/S-Diluted (mm): 309.8

Enterprise Val. ($mm): $6,765.0

Avg Daily Vol (3 Mo): 3,217,834

LT Debt/Total Cap.: 67.4%

Net Cash/Share: $2.28

Dividend ($): $1.00

Yield (%): 13.2%

Book Value/Share: $2.88

S&P Index: 908.35

EPS (Net) 2008A 2009E 2010E

1Q $0.14A $0.12A NE

2Q 0.17A 0.12 NE

3Q 0.15A 0.19 NE

4Q 0.11A 0.17 NE

FY Dec $0.57A $0.60 $0.66

P/E 13.3x 12.6x 11.5x

Revenue (Net) $2.24B $2.14B $2.05B

EV/Revenue 3.0x 3.2x 3.3x

Q2 Q3 Q1
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1 Year Price History for FTR
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Frontier has scheduled to host an 8:30am conference call this morning, while Verizon plans to host a 12:30pm
conference call today. We plan to have additional comments later in the day.

Risks to Target Price
Risks to our target price include significant changes to the regulatory environment which could materially impact the
company's revenues and cash flows, and macroeconomic pressures which could accelerate access line losses and
impact data growth trends.

Company Description
Frontier Communications Corporation (NYSE: FTR) is a full-service communications provider and one of the largest
local exchange telephone companies in the country. Under the Frontier brand name, the company offers telephone,
television and Internet services, as well as bundled offerings, ESPN360 streaming video, security solutions and
specialized bundles for small businesses and home offices.

Frontier Communications Corporation (FTR) May 13, 2009
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Frontier Communications

Earnings Model

Christopher King

Stifel, Nicolaus & Company, Incorporated

443-224-1329

units in thousands except per share amounts

FRONTIER COMMUNICATIONS 2007A 1Q08A 2Q08A 3Q08A 4Q08A 2008A 1Q09A 2Q09E 3Q09E 4Q09E 2009E 2010E

ILEC REVENUES

Local Network Services 889,879 217,158 214,703 210,749 205,783 848,393 200,896 199,177 195,517 191,857 787,448 729,029

Data and Internet Services 552,245 145,982 151,655 154,047 153,931 605,615 156,393 159,995 161,863 161,978 640,229 661,550

Access 456,862 107,818 101,003 99,555 96,337 404,713 90,065 88,161 86,541 83,348 348,114 304,058

Directory Services 114,586 28,628 29,070 28,126 27,523 113,347 27,705 27,754 27,244 26,734 109,438 101,837

Other 93,917 23,166 19,207 18,999 21,019 82,391 21,485 21,224 20,834 20,444 83,986 77,875

Long-Distance 180,526 46,453           46,912           46,395           42,799           182,559 41,412          43,000          43,000          43,000          170,412 172,000

TOTAL ILEC REVENUES 2,288,015 569,205 562,550 557,871 547,392 2,237,018 537,956 539,311 534,999 527,361 2,139,627 2,046,349
    

ILEC EXPENSES

Network Access Expense 225,838 60,549 53,998 52,478 54,988 222,013 60,684 53,000 52,000 53,000 218,684 218,000

D&A 545,856 141,080 144,250 137,656 138,815 561,801 137,558 138,000 100,000 100,000 475,558 400,000

Other Operating Expenses 813,186 200,364 202,333 203,496 201,655 807,848 200,204 204,251 202,124 202,770 809,350 766,797
    

ILEC OPERATING EXPENSES 1,584,880 401,993 400,581 393,630 395,458 1,591,662 398,446 395,251 354,124 355,770 1,503,592 1,384,797
    

ILEC EBITDA 1,248,991 308,292 306,219 301,897 290,749 1,207,157 277,068 282,060 280,874 271,591 1,111,593 1,061,552
            

ILEC OPERATING INCOME 703,135 167,212 161,969 164,241 151,934 645,356 139,510 144,060 180,874 171,591 636,035 661,552
    

TOTAL REVENUES 2,288,015 569,205 562,550 557,871 547,392 2,237,018 537,956 539,311 534,999 527,361 2,139,627 2,046,349

TOTAL EXPENSES 1,584,880 401,993 400,581 393,630 395,458 1,591,662 398,446 395,251 354,124 355,770 1,503,592 1,384,797

OPERATING INCOME 703,135 167,212 161,969 164,241 151,934 645,356 139,510 144,060 180,874 171,591 636,035 661,552
    

Investment Income 17,948 (1,235) 6,393 1,302 2,874 9,334 7,595 5,000 2,000 2,000 16,595 16,595

Minority Interest/One-time Gain 0 0 0 0 0 0 0 0 0 0 0 0

Interest Expense 380,696 90,860 90,710 90,333 90,731 362,634 88,749 87,188 87,188 87,188 350,312 348,750

Earnings before Taxes 340,387 75,117 77,652 75,210 64,077 292,056 58,356 61,872 95,687 86,404 302,319 329,397

Income Taxes 127,881 26,628 21,874 28,215 29,779 106,496 22,053 23,511 36,361 32,833 114,759 124,988

Income before Dividends 212,506 48,489 55,778 46,995 34,298 185,560 36,303 38,361 59,326 53,570 187,560 204,409

NET INCOME 212,506 48,489 55,778 46,995 34,298 185,560 36,303 38,361 59,326 53,570 187,560 204,409

DILUTED EPS 0.64 0.15 0.17 0.15 0.11 0.58 0.12 0.12 0.19 0.17 0.61 0.66

# of diluted shares 327.0 326.17 320.84 313.00 309.63 309.6 309.83 309.83 309.83 309.83 309.8 309.8

Discontinued Ops Net Income 0 0 0 0 0 0 0 0 0 0 0 0

DILUTED EPS--inc. disc. Ops. 0.64 0.14 0.17 0.15 0.11 0.57 0.12 0.12 0.19 0.17 0.60 0.66

TOTAL REPORTED EBITDA 1,248,991 308,292 306,219 301,897 290,749 1,207,157 277,068 282,060 280,874 271,591 1,111,593 1,061,552

MARGIN ANALYSISMARGIN ANALYSIS

Operating Margin 30.7% 29.4% 28.8% 29.4% 27.8% 28.7% 25.9% 26.7% 33.8% 32.5% 29.7% 32.3%Operating Margin 30.7% 29.4% 28.8% 29.4% 27.8% 28.7% 25.9% 26.7% 33.8% 32.5% 29.7% 32.3%

ILEC EBITDA Margin 54.6% 54.2% 54.4% 54.1% 53.1% 53.8% 51.5% 52.3% 52.5% 51.5% 52.0% 51.9%

ILEC EBITDA Margin (Cash) 54.6% 54.2% 54.4% 54.1% 53.1% 54.0% 53.5% 54.3% 54.6% 53.6% 54.0% 54.0%

Tax Rate 15.6% 35.4% 28.2% 37.5% 46.5% 38.0% 37.8% 38.0% 38.0% 38.0% 38.0% 38.0%

Book Value $3.05 $2.88 $2.59 $2.30 $1.68 $1.68 $1.59 $1.72 $1.91 $2.08 $2.08 $2.74

GROWTH ANALYSIS

Total Revenue 13.0% 2.3% -2.8% -3.1% -5.2% -2.2% -5.5% -4.1% -4.1% -3.7% -4.4% -4.4%

ILEC Revenues 13.0% 2.3% -2.8% -3.1% -5.2% -2.2% -5.5% -4.1% -4.1% -3.7% -4.4% -4.4%

Operating Income 9.1% -13.5% -5.4% -7.7% -5.3% -8.2% -16.6% -11.1% 10.1% 12.9% -1.4% 4.0%

Net Income -4.2% -28.3% 37.5% -14.2% -30.7% -12.7% -25.1% -31.2% 26.2% 56.2% 1.1% 9.0%

CASH FLOW (Top-Down)

Cash EBITDA 1,248,991 308,292 306,219 301,897 290,749 1,207,157 287,870 293,060 291,874 282,591 1,155,395 1,105,552

Interest Expense 364,381 90,860 90,710 90,333 90,731 362,634 88,749 87,188 87,188 87,188 350,312 348,750

Capex 315,793 47,986 75,737 80,476 84,065 288,264 54,572 55,000 70,000 80,000 259,572 250,000

Taxes 54,407 1,859 51,874 20,589 8,704 83,026 1,255 55,000 22,000 20,000 98,255 98,500

Non-Cash Adjustments/True-Ups -9,399 -452 -8,717 -4,194 -1,830 -15,193 -2,854 -5,000 -5,000 -5,000 -17,854 -25,500

Pre-dividend Free Cash Flow 523,809 168,039 96,615 114,693 109,079 488,426 146,148 100,872 117,687 100,404 465,111 433,802

Dividend Payments 332,199 82,103 80,221 78,278 77,835 318,437 78,085 77,457 77,457 77,457 310,455 309,826

Free Cash Flow 191,611 85,936 16,394 36,415 31,244 169,989 68,063 23,416 40,230 22,947 154,656 123,976

Dividend Payout Ratio (Div/FCF) 63.4% 48.9% 83.0% 68.3% 71.4% 65.2% 53.4% 76.8% 65.8% 77.1% 66.7% 71.4%

BALANCE SHEET

Total Debt 4,739,345 4,751,079 4,750,440 4,749,003 4,725,542 4,725,542 4,724,585 4,701,169 4,660,939 4,637,992 4,637,992 4,514,015

Cash and Marketable Securities 226,466 227,634 178,874 91,086 163,627 163,627 177,431 177,431 177,431 177,431 177,431 177,431

Net Debt 4,512,879 4,523,445 4,571,566 4,657,917 4,561,915 4,561,915 4,547,154 4,523,738 4,483,508 4,460,561 4,460,561 4,336,584

Equity 997,899 939,788 830,249 719,648 519,045 519,045 493,185 531,546 590,872 644,442 644,442 848,851

Debt/Equity Ratio 4.5x 4.8x 5.5x 6.5x 8.8x 8.8x 9.2x 8.5x 7.6x 6.9x 6.9x 5.1x

Debt/Total Capitalization 81.9% 82.8% 84.6% 86.6% 89.8% 89.8% 90.2% 89.5% 88.4% 87.4% 87.4% 83.6%

Source: Company data and Stifel Nicolaus estimates

Frontier Communications Corporation (FTR) May 13, 2009
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Important Disclosures and Certifications

I, Christopher King, certify that the views expressed in this research report accurately reflect my personal
views about the subject securities or issuers; and I, Christopher King, certify that no part of my compensation
was, is, or will be directly or indirectly related to the specific recommendation or views contained in this
research report.
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Rating and Price Target History for: Frontier Communications Corporation (FTR) as of 05-12-2009

Created by BlueMatrix

Rating Key

        B - Buy                 UR - Under Review

        H - Hold               NR - No Rating

        S - Sell                 NA - Not Applicable

        I - Initiation          RS - Rating Suspended

        D - Dropped

 

For a price chart with our ratings and target price changes for FTR go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=FTR

Stifel, Nicolaus & Company, Inc. expects to receive or intends to seek compensation for investment banking services
from Frontier Communications Corporation in the next 3 months.

Stifel, Nicolaus & Company, Inc.'s research analysts receive compensation that is based upon (among other factors)
Stifel Nicolaus' overall investment banking revenues.

Our investment rating system is three tiered, defined as follows:

BUY -We expect this stock to outperform the S&P 500 by more than 10% over the next 12 months. For higher-yielding
equities such as REITs and Utilities, we expect a total return in excess of 12% over the next 12 months.

HOLD -We expect this stock to perform within 10% (plus or minus) of the S&P 500 over the next 12 months. A Hold
rating is also used for those higher-yielding securities where we are comfortable with the safety of the dividend, but
believe that upside in the share price is limited.

SELL -We expect this stock to underperform the S&P 500 by more than 10% over the next 12 months and believe the
stock could decline in value.

Of the securities we rate, 40% are rated Buy, 57% are rated Hold, and 3% are rated Sell.

Within the last 12 months, Stifel, Nicolaus & Company, Inc. or an affiliate has provided investment banking services for
7%, 7% and 4% of the companies whose shares are rated Buy, Hold and Sell, respectively.

Additional Disclosures

Please visit the Research Page at www.stifel.com for the current research disclosures applicable to the companies
mentioned in this publication that are within Stifel Nicolaus' coverage universe. For a discussion of risks to target price
please see our stand-alone company reports and notes for all Buy-rated stocks.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us
and is not a complete summary or statement of all available data, nor is it considered an offer to buy or sell any
securities referred to herein. Opinions expressed are subject to change without notice and do not take into account the
particular investment objectives, financial situation or needs of individual investors. Employees of Stifel, Nicolaus &
Company, Inc. or its affiliates may, at times, release written or oral commentary, technical analysis or trading strategies
that differ from the opinions expressed within. Past performance should not and cannot be viewed as an indicator of
future performance.

Stifel, Nicolaus & Company, Inc. is a multi-disciplined financial services firm that regularly seeks investment banking
assignments and compensation from issuers for services including, but not limited to, acting as an underwriter in an
offering or financial advisor in a merger or acquisition, or serving as a placement agent in private transactions.
Moreover, Stifel Nicolaus and its affiliates and their respective shareholders, directors, officers and/or employees, may
from time to time have long or short positions in such securities or in options or other derivative instruments based
thereon.

These materials have been approved by Stifel Nicolaus Limited, authorized and regulated by the Financial Services
Authority (UK), in connection with its distribution to professional clients and eligible counterparties in the European
Economic Area. (Stifel Nicolaus Limited home office: London +44 20 7557 6030.) No investments or services
mentioned are available in the European Economic Area to retail clients or to anyone in Canada other than a
Designated Institution. This investment research report is classified as objective for the purposes of the FSA rules.
Please contact a Stifel Nicolaus entity in your jurisdiction if you require additional information.

Additional Information Is Available Upon Request

© 2009 Stifel, Nicolaus & Company, Inc. One South Street Baltimore, MD 21202. All rights reserved.
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Frontier to more than triple access lines   

 Frontier to acquire 4.8M access lines for $8.6B 
Frontier will be acquiring 4.8M access lines in mostly rural areas in 14 states from 
Verizon for $8.6B – more than tripling the size of the company. This equates to
roughly ~$1,800/line and compares to Verizon’s March 2008 sale of lines to
FairPoint for ~$1,300/line. 

 Synergies of $500M; Pursuing an investment-grade rating 
Management expects annual synergies of $500M, representing 21% of cash
operating expenses compared to the expected 10% savings of the CTL/EQ merger.
Additionally, the combined company would have a leverage ratio of 2.6x based
on ’08 numbers vs 3.8x for Frontier alone. Mgmt commented that it has changed
its policy toward debt and plans to pursue an investment-grade rating. 

 Cutting the dividend by 25% 
Frontier also announced a reduction of its dividend to $0.75 from $1.00, effective
after the close of the transaction, lowering its payout ratio to 49% from 65% on a
standalone basis. We believe the deal and dividend cut positions the company as
one of 2 major RLECs likely to continue the consolidation of the RLEC space.  

 Valuation: Maintain Neutral 
Based on pro forma estimates (excluding synergies), Frontier is currently trading at
5.2x 2009E EBITDA vs. 4.9x for CenturyTel/Embarq. Our current 12-month price 
target is based on our long-term model and DCF analysis (9% WACC; 0.5% FCF
growth in perpetuity). 
  

Highlights (US$m) 12/07 12/08 12/09E 12/10E 12/11E
Revenues 2,288 2,237 2,123 2,032 1,968
EBIT (UBS) 705 642 642 729 711
Net Income (UBS) 215 183 193 241 213
EPS (UBS, US$) 0.66 0.55 0.62 0.78 0.68
Net DPS (UBS, US$) 1.00 1.00 1.00 1.00 0.00
 
Profitability & Valuation 5-yr hist av. 12/08 12/09E 12/10E 12/11E
EBIT margin % 29.3 28.7 30.2 35.9 36.1
ROIC (EBIT) % 12.2 12.6 13.4 15.7 15.7
EV/EBITDA (core) x 7.1 6.5 5.8 5.9 6.0
PE (UBS) x 28.6 19.3 11.8 9.4 10.7
Net dividend yield % 8.2 9.4 13.7 13.7 0.0 
Source: Company accounts, Thomson Financial, UBS estimates. (UBS) valuations are stated before goodwill-related charges and other adjustments for 
abnormal and economic items at the analysts' judgement. 
Valuations: based on an average share price that year, (E): based on a share price of US$7.29 on 13 May 2009 19:16 EDT    
Batya Levi 
Analyst 
batya.levi@ubs.com 
+1-212-713 8824 

John C. Hodulik, CFA 
Analyst 
john.hodulik@ubs.com 
+1-212-713 4226 

Marc Albanese 
Associate Analyst 
marc.albanese@ubs.com 
+1 212 713 2555 
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12-month rating Neutral 
 Unchanged 
12m price target US$7.50 
 Unchanged 

Price US$7.29  
RIC: FTR.N BBG: FTR US  

14 May 2009
 
Trading data  
52-wk range US$12.94-5.39
Market cap. US$2.26bn
Shares o/s 310m (COM)
Free float 97%
Avg. daily volume ('000) 1,372
Avg. daily value (US$m) 9.6
 
Balance sheet data 12/09E 
Shareholders' equity US$0.44bn
P/BV (UBS) 5.2x
Net Cash (debt) (US$4.42bn)
 
Forecast returns 
Forecast price appreciation +2.9%
Forecast dividend yield 13.7%
Forecast stock return +16.6%
Market return assumption 5.9%
Forecast excess return +10.7%
 
EPS (UBS, US$) 
  12/09E 12/08
 UBS Cons. Actual
Q1 0.12 0.12 0.14
Q2E 0.14 0.13 0.17
Q3E 0.17 0.17 0.15
Q4E 0.19 0.17 0.11
12/09E 0.62 0.59
12/10E 0.78 0.65
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This report has been prepared by UBS Securities LLC 
ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 6.    
UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may 
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making 
their investment decision. Customers of UBS in the United States can receive independent, third-party research on the company or 
companies covered in this report, at no cost to them, where such research is available. Customers can access this independent research at 
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Summary. Frontier announced an agreement to acquire 4.8M access lines from 
Verizon for $8.6B, valuing the assets at roughly $1,800 per access line or an 
estimated 4.8x 2009E EBITDA. Frontier also announced a 25% reduction of its 
dividend to $0.75, effective after the transaction closes. That will lower its 
payout ratio to 49% from 65% on a stand-alone basis. Management suggested 
that the dividend cut was partly due to additional investments related to the 
transaction.  

The combined company will have roughly 7.0M access lines, just behind the 
7.5M access lines of the combined CenturyTel/Embarq. Of the 4.8M access 
lines, just 60% have broadband availability. This provides Frontier with an 
opportunity to grow revenue in these markets. Based on pro forma estimates 
(excluding synergies), Frontier is currently trading at 5.2x 2009E EBITDA vs 
4.9x for CenturyTel/Embarq.   

We believe that the de-leveraging nature of the deal, the dividend and the 
relative size of the new company, squarely positions Frontier as one of the two 
large consolidators of the rural exchange market. Windstream at 3.0M access 
lines looks destined to be an acquiree as does Qwest. We believe Qwest is 
attempting to break the company up and sell off the pieces, starting with the 
divestiture of its long haul segment.   

Transaction details. The 4.8M access lines that Frontier is acquiring span mostly 
rural areas in 14 states. This equates to roughly ~$1,800/line and is nearly 50% 
higher than Verizon’s March 2008 sale of New England lines to FairPoint for 
~$1,300/line. The $8.6B consideration includes $5.3B in Frontier shares and 
$3.3B of assumed debt. Following the transaction, Verizon shareholders will 
own ~68-70% of the new Frontier. Verizon shareholders will receive ~0.24 
Frontier shares for each Verizon share owned. Subject to a collar adjustment, 
Frontier will issue approximately 677M new shares, for a total of 989M shares.  

Combined company details. Pro forma for the transaction, the combined company 
would have generated $6.5B in revenue, $3.1B of EBITDA (ex-synergies), and 
$1.4B in FCF in 2008 vs revenue of $2.2B, EBITDA of $1.2B, and FCF of 
$450M for Frontier on a stand-alone basis. The combined company would have 
a leverage ratio of 2.6x vs 3.8x for Frontier alone based on 2008 numbers. 
Management commented that as part of this transaction, it has changed its policy 
regarding its balance sheet and plans to pursue an investment-grade rating.  

Management expects annual synergies of $500M, representing 21% of cash 
operating expenses. This compares to the expected 10% savings of the 
CenturyTel/Embarq merger. From December 2005 to July 2007, synergies from 
telco consolidations have come in between 17-29% of operating expenses. 
Additionally, management expects to spend roughly $192M in non-recurring 
integration costs.   

Both Frontier and Verizon looked to assuage concern created in the wake of the 
disastrous Verizon-FairPoint. First, this deal is a de-leveraging transaction and, 
with the dividend cut, meaningfully improves the company’s financial position.  
Frontier also made it clear that management has substantial experience in 
integrating assets, having done this before with the old Frontier and 
Commonwealth assets. Lastly, Verizon will run this business as a separate entity 
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until close, converting over the one state that is not on the same billing system 
before the transaction is executed. These 3 points should help allay fears that the 
new company heads down the same path.  

The merger is expected to close in 12 months. The deal must be approved by the 
FCC, SEC, IRS (regarding the tax-free nature of the transaction), 10 state 
commissions and Frontier shareholders. We believe that the de-leveraging 
nature of the transaction, the company’s focus on expanding broadband 
availability and commentary regarding increased investment in the properties 
will help this deal get a warm reception from regulators. The debt is not 
committed at this point and will be raised at the time of close. Management 
suggested that the close could be delayed on a month-to-month basis for up to 5 
months to account for potential financing hurdles. The maximum rate Frontier 
expects to pay on any financing is 9.5%. 
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Income statement (US$m) 12/04 12/05 12/06 12/07 12/08 12/09E % ch 12/10E % ch 12/11E % ch
Revenues 2,015 2,001 2,025 2,288 2,237 2,123 -5.1 2,032 -4.3 1,968 -3.2 
Operating expenses (ex depn) (903) (896) (906) (1,037) (1,033) (984) -4.8 (930) -5.4 (900) -3.2 
EBITDA (UBS) 1,112 1,106 1,120 1,251 1,204 1,139 -5.4 1,102 -3.2 1,067 -3.1 
Depreciation (548) (517) (476) (546) (562) (497) -11.5 (373) -24.9 (357) -4.5 
Operating income (EBIT, UBS) 563 589 643 705 642 642 -0.1 729 13.5 711 -2.4 
Other income & associates (44) 17 82 18 9 15 61.5 10 -36.0 3 -68.0 
Net interest (374) (337) (334) (381) (363) (349) -3.7 (355) 1.8 (375) 5.6 
Abnormal items (pre-tax) 0 0 0 0 0 0 - 0 - 0 - 
Profit before tax 145 269 392 343 289 307 6.3 383 24.5 339 -11.5 
Tax (38) (84) (136) (128) (106) (114) 7.0 (142) 24.2 (125) -11.5 
Profit after tax  107 184 255 215 183 193 5.9 241 24.6 213 -11.5 
Abnormal items (post-tax) (42) 52 95 (7) 0 0 - 0 - 0 - 
Minorities / pref dividends (5) (3) (3) 0 0 0 - 0 - 0 - 
Net income (local GAAP) 61 233 347 207 183 193 5.9 241 24.6 213 -11.5 
Net Income (UBS) 103 181 252 215 183 193 5.9 241 24.6 213 -11.5 
Tax rate (%) 26 31 35 37 37 37 0.7 37 -0.2 37 0.0 
Pre-abnormal tax rate (%) 26 31 35 37 37 37 0.7 37 -0.2 37 0.0 
Per share (US$) 12/04 12/05 12/06 12/07 12/08 12/09E % ch 12/10E % ch 12/11E % ch
EPS (local GAAP) 0.20 0.69 1.08 0.63 0.55 0.62 12.0 0.78 25.9 0.68 -11.8 
EPS (UBS) 0.35 0.54 0.78 0.66 0.55 0.62 12.0 0.78 25.9 0.68 -11.8 
Net DPS 2.50 1.00 1.00 1.00 1.00 1.00 0.0 1.00 0.0 0.00 - 
Cash EPS 2.19 2.15 2.26 2.32 2.24 2.20 -1.9 1.98 -10.1 1.84 -7.2 
BVPS 4.72 3.07 3.31 2.99 1.56 1.41 -10.1 1.30 -7.4 1.09 -16.7 
Balance sheet (US$m) 12/04 12/05 12/06 12/07 12/08 12/09E % ch 12/10E % ch 12/11E % ch
Cash and equivalents 164 266 1,041 226 164 303 85.4 352 16.2 900 155.4 
Other current assets 307 276 232 298 304 282 -7.2 274 -3.0 265 -3.1 
Total current assets 471 542 1,273 524 468 586 25.2 626 6.9 1,165 86.1 
Net tangible fixed assets 3,336 3,186 2,984 3,335 3,240 3,148 -2.8 3,060 -2.8 2,945 -3.8 
Net intangible fixed assets 2,626 2,480 2,350 3,182 3,002 2,857 -4.8 2,816 -1.5 2,796 -0.7 
Investments / other assets   236 203 185 214 179 179 0.0 179 0.0 179 0.0 
Total assets 6,668 6,412 6,791 7,256 6,889 6,770 -1.7 6,681 -1.3 7,085 6.0 
Trade payables & other ST liabilities 411 389 386 443 379 362 -4.4 352 -2.7 347 -1.5 
Short term debt 6 228 39 2 4 760 19604.4 760 0.0 760 0.0 
Total current liabilities 418 617 426 446 383 1,122 193.2 1,112 -0.9 1,107 -0.5 
Long term debt 4,267 4,099 4,561 4,737 4,722 3,961 -16.1 3,953 -0.2 4,476 13.2 
Other long term liabilities 522 654 747 1,075 1,265 1,246 -1.5 1,211 -2.8 1,164 -3.8 
Total liabilities 5,206 5,370 5,733 6,258 6,370 6,328 -0.6 6,276 -0.8 6,748 7.5 
Equity & minority interests 1,462 1,042 1,058 998 519 441 -15.0 405 -8.3 337 -16.7 
Total liabilities & equity 6,668 6,412 6,791 7,256 6,889 6,770 -1.7 6,681 -1.3 7,085 6.0 
Cash flow (US$m) 12/04 12/05 12/06 12/07 12/08 12/09E % ch 12/10E % ch 12/11E % ch
Net income 61 233 347 207 183 193 5.9 241 24.6 213 -11.5 
Depreciation 548 517 476 546 562 497 -11.5 373 -24.9 357 -4.5 
Net change in working capital (290) 83 142 47 (12) (3) -71.9 (37) 963.8 (43) 17.3 
Other (operating) 388 7 (139) 21 7 31 334.4 32 4.8 30 -7.5 
Net cash from operations 711 844 829 822 739 718 -2.9 610 -15.0 557 -8.7 
Capital expenditure   (276) (268) (269) (316) (288) (263) -8.7 (244) -7.4 (221) -9.1 
Net (acquisitions) / disposals 0 0 0 0 0 0 - 0 - 0 - 
Other changes in investments 57 44 0 0 0 0 - 0 - 0 - 
Cash from investing activities (219) (224) (269) (316) (288) (263) -8.7 (244) -7.4 (221) -9.1 
Increase/(decrease) in debt (596) (6) 315 (28) (7) (5) - (7) - 523 - 
Share issues / (repurchases) 545 (202) (108) (236) (199) 1 - 0 - 0 - 
Dividends paid (781) (337) (323) (333) (317) (310) -2.4 (310) 0.1 (311) 0.2 
Other cash from financing (835) 336 322 332 5 0 - 0 - 0 - 
Cash from financing activities (1,672) (214) 204 (266) (518) (314) -39.4 (317) 0.9 212 - 
Cash flow chge in cash & equivalents (1,179) 406 764 240 (67) 140 - 49 - 548 - 
FX / non cash items 759 (304) 11 (1,055) 4 0 - 0 - 0 - 
Bal sheet chge in cash & equivalents (420) 102 775 (815) (63) 140 - 49 - 548 - 
Core EBITDA 1,112 1,106 1,120 1,251 1,204 1,139 -5.4 1,102 -3.2 1,067 -3.1 
Maintenance capital expenditure (276) (268) (269) (316) (288) (263) -8.7 (244) -7.4 (221) -9.1 
Maintenance net working capital 28 0 0 0 0 0 - 0 - 0 - 
Operating free cash flow, pre-tax 863 837 851 935 916 876 -4.4 858 -2.0 846 -1.4 

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill-related charges and other adjustments for abnormal and economic items at the analysts' judgement. Note: For some companies, the data represents an extract of the full 
company accounts. 
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12-month rating Neutral 
12m price target US$7.50 
  
 

Company profile 
Frontier Communications is a rural local exchange carrier that
operates 2.3 million access lines in 24 states. Two-thirds of the 
company's access lines are located in Arizona, California, Minnesota,
and New York. In the past two years, Frontier has acquired about 1.5
million predominantly rural lines. 
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Valuation (x) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E
P/E (local GAAP) 27.0 22.6 19.3 11.8 9.4 10.7 
P/E (UBS) 28.6 21.9 19.3 11.8 9.4 10.7 
P/CEPS 5.8 6.2 4.7 3.3 3.7 4.0 
Net dividend yield (%) 8.2 7.0 9.4 13.7 13.7 0.0 
P/BV 3.6 4.8 6.8 5.2 5.6 6.7 
EV/revenue (core) 3.9 3.8 3.5 3.1 3.2 3.3 
EV/EBITDA (core) 7.1 6.9 6.5 5.8 5.9 6.0 
EV/EBIT (core) 13.3 12.3 12.2 10.2 8.9 9.0 
EV/OpFCF (core) 9.9 9.2 8.5 7.5 7.5 7.6 
EV/op. invested capital 1.6 1.8 1.5 1.4 1.4 1.4 

 
Enterprise value (US$m) 12/07 12/08 12/09E 12/10E 12/11E
Average market cap 4,614 3,460 2,257 2,257 2,257 
+ minority interests 0 0 0 0 0 
+ average net debt (cash) 4,036 4,537 4,490 4,389 4,349 
+ pension obligations and other 0 0 0 0 0 
- non-core asset value 0 (179) (179) (179) (179) 
Core enterprise value 8,650 7,819 6,568 6,468 6,427 

 
Growth (%) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E
Revenue 2.9 13.0 -2.2 -5.1 -4.3 -3.2 
EBITDA (UBS) 2.9 11.7 -3.8 -5.4 -3.2 -3.1 
EBIT (UBS) 6.7 9.7 -8.9 -0.1 13.5 -2.4 
EPS (UBS) 24.7 -16.1 -16.0 12.0 25.9 -11.5 
Cash EPS 0.3 2.8 -3.4 -1.9 -10.1 -7.2 
Net DPS - 0.0 0.0 0.0 0.0 - 
BVPS -12.0 -9.7 -47.6 -10.1 -7.4 -16.7 

 
Margins (%) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E
EBITDA / revenue 55.0 54.7 53.8 53.7 54.2 54.3 
EBIT / revenue 29.3 30.8 28.7 30.2 35.9 36.1 
Net profit (UBS) / revenue 7.9 9.4 8.2 9.1 11.9 10.8 

 
Return on capital (%) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E 
EBIT ROIC (UBS) 12.2 14.5 12.6 13.4 15.7 15.7 
ROIC post tax - 9.1 8.0 8.4 9.9 9.9 
Net ROE 14.5 20.9 24.1 40.3 57.0 57.5 

 
Coverage ratios (x) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E 
EBIT / net interest 1.7 1.9 1.8 1.8 2.0 1.9 
Dividend cover (UBS EPS) - 0.7 0.6 0.6 0.8 - 
Div. payout ratio (%, UBS EPS) - 152.5 181.6 162.2 128.8 - 
Net debt / EBITDA 3.5 3.6 3.8 3.9 4.0 4.1 

 
Efficiency ratios (x) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E 
Revenue / op. invested capital 0.4 0.5 0.4 0.4 0.4 0.4 
Revenue / fixed assets 0.3 0.4 0.4 0.3 0.3 0.3 
Revenue / net working capital NM NM NM NM NM NM 

 
Investment ratios (x) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E 
OpFCF / EBIT 1.3 1.3 1.4 1.4 1.2 1.2 
Capex / revenue (%) 13.6 13.8 12.9 12.4 12.0 11.3 
Capex / depreciation 0.5 0.6 0.5 0.5 0.7 0.6 

 
Capital structure (%) 5Yr Avg 12/07 12/08 12/09E 12/10E 12/11E 
Net debt / total equity NM NM NM NM NM NM 
Net debt / (net debt + equity) 77.1 81.9 89.8 90.9 91.5 92.8 
Net debt (core) / EV 49.96 46.7 58.0 68.4 67.9 67.7 

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill-related charges and other adjustments for abnormal and economic 
items at the analysts' judgement. 
Valuations: based on an average share price that year, (E): based on a share price of US$7.29 on 13 May 2009 19:16 EDT Market cap(E) may include 
forecast share issues/buybacks.  
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 Frontier Communications Corp 

Frontier Communications is a rural local exchange carrier that operates 2.3 
million access lines in 24 states. Two-thirds of the company's access lines are 
located in Arizona, California, Minnesota, and New York. In the past two years, 
Frontier has acquired about 1.5 million predominantly rural lines. 

 
 

 

 Statement of Risk 

Risks include operational and financial leverage, potentially adverse regulatory 
rulings, changes in technology, increasing competition, and exposure to 
economic cycles.   

 

 Analyst Certification 

Each research analyst primarily responsible for the content of this research 
report, in whole or in part, certifies that with respect to each security or issuer 
that the analyst covered in this report:  (1) all of the views expressed accurately 
reflect his or her personal views about those securities or issuers; and (2) no part 
of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the 
research report. 
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This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and 
affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; 
historical performance information; and certain additional disclosures concerning UBS research recommendations, 
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is 
not a reliable indicator of future results. Additional information will be made available upon request. 

UBS Investment Research: Global Equity Rating Allocations 

UBS 12-Month Rating Rating Category Coverage1 IB Services2

Buy Buy 51% 36%
Neutral Hold/Neutral 37% 31%
Sell Sell 12% 22%
UBS Short-Term Rating Rating Category Coverage3 IB Services4

Buy Buy less than 1% 43%
Sell Sell less than 1% 36%

1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within 
the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 
 
Source: UBS. Rating allocations are as of 31 March 2009.  
UBS Investment Research: Global Equity Rating Definitions 

UBS 12-Month Rating Definition 
Buy FSR is > 6% above the MRA. 
Neutral FSR is between -6% and 6% of the MRA. 
Sell FSR is > 6% below the MRA. 
UBS Short-Term Rating Definition 

Buy Buy: Stock price expected to rise within three months from the time the rating was assigned 
because of a specific catalyst or event. 

Sell Sell: Stock price expected to fall within three months from the time the rating was assigned 
because of a specific catalyst or event.  
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KEY DEFINITIONS 
Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 
months.  
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a 
forecast of, the equity risk premium).  
Under Review (UR)  Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are 
subject to possible change in the near term, usually in response to an  event that may affect the investment case or valuation. 
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any 
change in the fundamental view or investment case. 
 
EXCEPTIONS AND SPECIAL CASES 
UK and European Investment Fund ratings and definitions are:  Buy: Positive on factors such as structure, management, 
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell: 
Negative on factors such as structure, management, performance record, discount.    
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review 
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's 
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. 
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece. 
 
  
Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in 
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a 
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any, 
follows. 
UBS Securities LLC: Batya Levi; John C. Hodulik, CFA; Marc Albanese.    
  
Company Disclosures 

Company Name Reuters 12-mo rating Short-term rating Price Price date 
Frontier Communications Corp2, 4, 

5, 6, 16 FTR.N Neutral N/A US$7.29 13 May 2009 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing 
date 
  
2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of 

this company/entity or one of its affiliates within the past 12 months. 
4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 

services from this company/entity. 
5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services 

from this company/entity within the next three months. 
6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking 

services are being, or have been, provided. 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 
        
Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or 
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I. 

Q. Please state your name, occupation and business address. 2 

INTRODUCTION 1 

A. My name is David R. Whitehouse.  I am Senior Vice President and Treasurer of 3 

Frontier Communications Corporation (“Frontier”).  My business address is 3 4 

High Ridge Park, Stamford Connecticut, 06905. 5 

 6 

Q. Please provide a brief history of your educational and employment 7 

background.   8 

A. I received a Bachelor of Science degree in Finance from Penn State University 9 

and a Master of Business Administration from the Harvard University Graduate 10 

School of Business.  I began my career as a Financial Analyst for General Electric 11 

Capital Corporation where I was in the GE Financial Management Training 12 

Program.  I then worked with J.P. Morgan & Co. in the Mergers and Acquisitions 13 

Advisory Group.  Immediately prior to joining Frontier Communications, I was 14 

Treasurer of International Paper Company, the world largest paper and forest 15 

products company, with more than $20 billion in annual revenue.  In that position 16 

my primary responsibilities included capital structure analysis, capital markets, 17 

corporate borrowings, structured finance, and Rating Agency management.  18 

While at International Paper, I executed an extensive number of financing 19 

transactions totaling more than $20 billion. 20 

  21 

Q. What are your responsibilities as Senior Vice President and Treasurer for 22 

Frontier? 23 
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A. I have overall responsibility for Treasury, Investor Relations, Facilities & Real 1 

Estate, and Pension investments. My primary function is to oversee Frontier’s 2 

current $4.8 billion debt portfolio and take responsibility for all Treasury matters 3 

related to Frontier.  These include the development of our capital structure 4 

strategy, banking relations, capital sourcing, cash management and Treasury 5 

operations, and management of our relationship with the Rating Agencies.   6 

 7 

Q. Did you file direct testimony in Case No. UM 1431? 8 

A. No.  I did not. 9 

 10 

Q. What is the purpose of your testimony? 11 

A. I am providing financially-based rebuttal to the direct testimonies of: 1) Mr. 12 

Michael Dougherty, on behalf of the Staff of the Public Utility Commission of 13 

Oregon (“Staff”);1 2) Mr. Jorge Ordonez, on behalf of the Staff; 2 3) Ms. Irina 14 

Phillips, on behalf of the Staff;3 and 4) Bob Jenks and Gordon Feighner, on behalf 15 

of the Citizens’ Utility Board of Oregon (“CUB”).4

 17 

 16 

Q. Can you summarize your testimony? 18 

                                                 
1 Pre-Filed Direct Testimony of Michael Dougherty, Public Utility Commission of Oregon, Staff Exhibit 
100, November 2, 2009 (hereafter “Dougherty Direct”). 
2 Pre-Filed Direct Testimony of Jorge Ordonez, Public Utility Commission of Oregon, Staff Exhibit 200, 
November 2, 2009 (hereafter “Ordonez Direct”). 
3 Pre-Filed Direct Testimony of Irina Phillips, Public Utility Commission of Oregon, Staff Exhibit 300, 
November 2, 2009 (hereafter “Phillips Direct”). 
4 Pre-Filed Direct Testimony of Bob Jenks and Gordon Feighner, Opening Testimony of The Citizens’ 
Utility Board of Oregon, November 2, 2009 (hereafter “Jenks/Feighner Direct”). 
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A. Yes.  In response to arguments made by the Staff and other intervenor witnesses, I 1 

will testify regarding two general subjects: (i) purported financial “risks” related 2 

to Frontier and the proposed transaction, and (ii) certain proposed conditions with 3 

respect to non-consolidation of the Oregon ILEC properties and ring-fencing of 4 

Frontier’s operations in the state.   5 

• Frontier is a financially sound operator, and the proposed transaction 6 

will strengthen the company.  In terms of its financial profile and 7 

expected operating performance, Frontier will be one of the financially 8 

strongest non-Regional Bell Operating Company (“RBOC”) incumbent 9 

local exchange carriers (“ILECs”) in the country after the consummation 10 

of this transaction.  I assert that the evidence is clear that there is relatively 11 

little risk, contrary to Staff’s assessments, and that Frontier is financially 12 

fit to own and operate the business of Verizon Communications Inc. 13 

(“Verizon”) in Oregon.  I will refer to the Verizon Separate Telephone 14 

Operations, including Oregon and the other 13 states in which Verizon is 15 

selling its local assets, as “VSTO” throughout this testimony.  I will show 16 

that the pro forma company is expected to have better credit metrics than 17 

does Qwest and all the other major independent ILECs except 18 

CenturyLink (the combined CenturyTel Inc. (“CenturyTel”) and Embarq 19 

Corporation (“Embarq”).   I will also explain that the Public Utilities 20 

Commission of Oregon (the “Commission”) should focus primarily on 21 

cash flow generation when evaluating Frontier’s financial status, as this 22 

measure provides the most important evidence of the combined 23 
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company’s financial capacity.  As it does for Frontier today, cash flow in 1 

the combined Frontier/VSTO properties is expected to provide ample 2 

funding for operating expenses, capital expenditures, service of debt, and 3 

payment of dividends to equity-holders.  While Staff and other intervenors 4 

assert that Frontier is not as financially strong as Verizon, a more careful 5 

analysis of the facts makes it clear that Frontier is among a very limited 6 

number of carriers with the financial resources combined with the strategic 7 

intention to invest capital to serve low-density areas like those in the 8 

VSTO areas.  Furthermore, the Commission should understand that 9 

diversified carriers, such as Verizon, have a fiduciary obligation to 10 

prudently direct their capital resources toward strategic growth objectives 11 

like wireless, which generated 69% of Verizon's third quarter 2009 cash 12 

flow, with which other Verizon operations such as the lower-density local 13 

exchange operations of VSTO must compete for capital.  Frontier’s 14 

strategic commitment to its markets is clear and without strategic 15 

conflicts, and the proposed transaction will produce demonstrable public 16 

benefits for Oregon customers as set forth in my testimony. 17 

 18 

• Frontier’s financial strength, commitment to investment, 19 

transactional experience, personnel and systems capabilities eliminate 20 

the need for ring-fencing, Staff’s Condition 14, with a requirement for 21 

a non-consolidation opinion, which creates unnecessary and 22 

dangerous risks in a competitive multi-state business.  The Staff 23 
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proposes certain conditions that are designed to “ring fence,” or 1 

structurally separate the Oregon operating companies from the parent 2 

company, Frontier, and from the other operating subsidiaries of the 3 

combined company.  While these types of structural conditions may have 4 

been appropriate in certain circumstances for the energy industry, as 5 

demonstrated by the several electric and gas utility proceedings cited by 6 

the Staff, such provisions and requirements are not appropriate for the 7 

highly competitive telecommunications industry.  I assert that there is a 8 

reason that there are no major telecommunications companies that are 9 

subjected to significant constraints of the kind that the Staff is proposing.  10 

In contrast to electric utilities, water utilities or gas utilities, 11 

telecommunications is a rapidly changing and highly competitive business 12 

that requires integrated non-local services such as long-distance and 13 

internet access, as well as access to capital and the ability to reallocate that 14 

capital flexibly.  Staff proposes three rationales for ring-fencing, and I will 15 

explain why those rationales do not apply in this case, and in fact could 16 

jeopardize Frontier’s access to capital or significantly increase the cost of 17 

capital.  While I realize that Staff has concerns about potential risks, I 18 

believe that the facts support my assertion that Frontier is exceptionally 19 

well prepared to serve Oregon customers, and that the non-consolidation 20 

approach proposed by the Staff will create a result that is precisely the 21 

opposite of what Staff intends.  Frontier is convinced that the approach to 22 

segregate operations is more likely to harm Oregon telecommunications 23 
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customers than help.  I will explain that, in terms of ILECs with national 1 

scope and scale and major operations in a number of states, none have 2 

state-level operating companies structured in such a way as to qualify for a 3 

“non-consolidation opinion.”  And, with respect to the condition regarding 4 

limiting Frontier’s ability to pay dividends to its shareholders, I assert that 5 

Frontier cannot put its customers, employees or its shareholders in such a 6 

high-risk position, as I will explain in detail.  Among the major non-7 

RBOC ILECS—CenturyLink, Embarq (before the CenturyLink 8 

transaction), legacy Frontier, and Windstream Corporation 9 

(“Windstream”)—none have operations that are so segregated nor do any 10 

of them have restrictions on cash allocations in a way that would limit 11 

payment of the parent’s financing obligations.  Furthermore, financing is 12 

raised in these companies, as it is at cable companies, to mitigate any 13 

regional economic risks.  If the Oregon operations were segregated, they 14 

would face a much higher interest rate and its financial risk would 15 

increase.  As such, structuring the Oregon ILECs to qualify for a “non-16 

consolidation opinion” would be inefficient, inconsistent with industry 17 

practices and conditions, and very likely harmful to Oregon customers and 18 

the company’s other stakeholders.   19 

 20 
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II. 

Q. Do you agree with the representations of Staff witnesses that Frontier may 3 

not be fit to acquire the VSTO properties and specifically the Oregon 4 

operations?

FRONTIER IS AND WILL REMAIN A FINANCIALLY SOUND 1 

OPERATOR 2 

5

A. No, I do not.  As Frontier has affirmed repeatedly, a foundational rationale of the 6 

pending transaction for Frontier is to strengthen the financial position of the 7 

company, and to sharpen the strategic focus of the combined Frontier and VSTO 8 

to serve customers in lower-density areas.  Confirming this view, credit rating 9 

agencies and analysts have gone on record to confirm that the financial 10 

characteristics of the combined company are positive as a result of this 11 

combination, as has been described previously by Frontier’s Chief Operating 12 

Officer, Daniel McCarthy.

 5 

6

  18 

  More directly, the result of that financial strength 13 

will be improved services for Frontier’s customers, including those in Oregon, 14 

who will benefit from new products and services, from a service provider 15 

strategically focused on serving their needs, and from the financial stability of the 16 

post-merger company. 17 

 In fact, Frontier’s investors, who are primarily professional financial institutions 19 

with significant knowledge of the industry, recently voted overwhelmingly to 20 

approve the transaction on October 27, 2009, indicating that they believe the 21 

combined company will perform well and that value will be generated by the 22 

                                                 
5 Dougherty Direct, p. 19, lines 24-28; p. 21, line 23 through p. 24, line 23; Ordonez Direct, p. 13, lines 8-
14; Jenks/Feighner Direct, p. 8. 
6 Prepared Direct Testimony of Daniel McCarthy, on Behalf of Frontier Communications Corporation, July 
9, 2009 (hereafter “McCarthy Direct”), pp. 29-30; Exhibit FTR Reply/301, Moody’s Investors Service, 
Global Research Rating Action: Frontier Communications Corporation (May 13, 2009), and Exhibit FTR 
Reply/302, Fitch Ratings, Fitch Places Frontier Communications on Rating Watch Positive (May 13, 2009). 
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combination both in the short term and over the longer term.7

 5 

  As such, a wide 1 

range of independent professional constituencies are of the opinion that, not only 2 

is Frontier “fit” to acquire the VSTO areas, but the combination will create a 3 

strong company for the long-term benefit of all stakeholders.    4 

 6 
Q. What are the most appropriate considerations for determining that Frontier 7 

is “fit” financially? 8 

A. The improved financial position of the combined company is based, first, on the 9 

deleveraging of post-transaction Frontier’s balance sheet.  The deleveraging will 10 

assist the company in moving toward an investment grade rating, which is 11 

expected to incrementally lower the company’s costs.  Historically, ILEC 12 

transactions have often involved increasing, not reducing leverage; so the 13 

deleveraging benefit of the proposed transaction is a notable and intentional 14 

initiative on the part of Frontier, which Verizon fully supported.  Second, Frontier 15 

will be able to generate relatively higher and more predictable cash flows through 16 

the combined business in order to fund operations, required investment, and 17 

payments to capital providers.  Third, Frontier expects to have better access to the 18 

capital markets and more cost-effective pricing for financial resources in the wake 19 

of this transaction, in addition to being able to secure the financing necessary to 20 

complete this transaction.  21 

                                                 
7 Exhibit FTR Reply/303, Frontier Communications Shareholders Approve Acquisition of Verizon 
Wireline Operations in 14 States, Press Release (October 27, 2009)(available at:  
http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1346906&highlight).  Yahoo 
Finance reports that 52% of the shares are held by approximately 335 financial institutions; see 
http://finance.yahoo.com/q/mh?s=FTR.  

http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1346906&highlight�
http://finance.yahoo.com/q/mh?s=FTR�
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(1) Deleveraging the Balance Sheet 1 

Q. You mentioned that the proposed transaction is a deleveraging event.  2 

However, several witnesses have testified that the combined company will 3 

have too much debt.8

A. Yes, I can.  One of the benefits of the proposed transaction is that it deleverages 5 

Frontier and results in a post-merger company with a strong balance sheet.  The 6 

Joint Applicants agreed that the leverage ratio (net debt divided by Earnings 7 

before Interest Expense, Taxes, Depreciation and Amortization or “EBITDA”) to 8 

be placed on the divested Verizon operations would be only 1.7 times the 9 

EBITDA, using year-end 2008 financial data.  I note that 1.7 times is below 10 

Verizon’s consolidated leverage ratio of 1.8 times EBITDA as of June 30, 2009.  11 

This will result in a conservative capitalization for the combined company.  12 

Specifically, Frontier’s leverage ratio is estimated to decrease from a pre-13 

transaction 3.8 times (based on year-end 2008 financial results) to 2.6 times after 14 

the combination, before considering the benefit of expected cost savings and 15 

increased revenues from new broadband services; including expected synergies, 16 

the 2008 pro forma leverage ratio is estimated to be improve further to 17 

approximately 2.2 times.  As such, the transaction is expected to strengthen 18 

Frontier’s balance sheet materially.  And, although legacy Frontier’s leverage 19 

ratio has increased slightly to approximately 3.9 times as of June 30, 2009, that 20 

does not materially change the deleveraging effect of the proposed transaction.

  Can you address their concerns? 4 

9

 22 

   21 

                                                 
8 See, e.g., Dougherty Direct, p. 29, lines 8-13, Ordonez Direct, pp. 6-7 and p. 13, lines 8-14, and Phillips 
Direct, p. 3, lines 12-22.  
9 This excludes costs related to this transaction, which are one-time in nature and were not present in the 
2008 pro forma combined company leverage ratios. 
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Q. Staff witness Dougherty notes the risk that Frontier is adding debt as a result 1 

of this transaction, whereas the CenturyLink transaction did not include the 2 

issuance of incremental debt.10

A. Yes.  First, historically, most ILEC acquisitions have been purchases that resulted 4 

in the addition of debt.  The CenturyLink-Embarq transaction was unusual and 5 

was the only major transaction involving large independent carriers for which the 6 

consideration was purely stock-for-stock during the past fifteen years.  Second, in 7 

assessing leverage, the absolute dollar amount of the increase in Frontier’s debt 8 

($3.3 billion) and the total debt for the pro forma combined company (over $8 9 

billion) are not informative metrics in isolation from other statistics.

  Can you address this concern? 3 

11  Although 10 

Frontier is adding just over $3.3 billion in net debt, the important fact is that the 11 

company’s capacity to service its debt improves to a greater extent.  Specifically, 12 

annual revenues, based on VSTO 2008 figures, increase from $2.37 billion to 13 

over $6.5 billion, and EBITDA (revenues less cash operating costs) 14 

correspondingly increases from $1.2 billion to over $3.1 billion, without including 15 

any anticipated synergies.12  With synergies, the combined EBITDA increases to 16 

$3.6 billion, using the 2008 results.13

 20 

  The effect is that the company’s leverage 17 

ratio falls, as I have already explained, because cash flows rise to a 18 

proportionately higher level than does debt.   19 

While it is true that the CenturyLink transaction did not involve the issuance of 21 

incremental debt, the transaction did involve the assumption of Embarq’s $5.8 22 

billion in debt, which increased CenturyTel’s net debt load to a total of over $8.8 23 

                                                 
10 Dougherty Direct, p. 9, lines 1-3. 
11 Exhibit FTR Reply/304, Frontier Communications Corp., “Welcome to the New Frontier” Presentation (Form 
425) (May 13, 2009) (hereafter “New Frontier Presentation”)(available at: 
http://sec.gov/Archives/edgar/data/20520/000095015709000249/form425.htm). 
12 Exhibit FTR Reply/304, New Frontier Presentation, p. 16.   
13 Id. 

http://sec.gov/Archives/edgar/data/20520/000095015709000249/form425.htm�
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billion.14  I note that the increase in the acquirer’s absolute level of debt actually 1 

was greater in the CenturyLink transaction.  As a result, the pro forma net 2 

leverage ratio for CenturyLink was expected to be 2.3 times (as CenturyTel’s 3 

approximately 2.5 times pre-merger leverage ratio was lowered by Embarq’s 4 

around 2.2 times pre-merger leverage),15 a level very similar to Frontier’s 5 

anticipated 2.6 times post-transaction net leverage, without including any 6 

synergies.  Importantly, CenturyLink retained an investment grade credit rating 7 

after the Embarq acquisition in spite of the fact that the net debt load increased 8 

substantially.  Further illustrating the insufficiency of analyzing aggregate 9 

outstanding debt amounts or the increase in debt alone, at the end of the second 10 

quarter of 2009, AT&T had net debt of approximately $69.4 billion16 and Verizon 11 

had just over $64 billion17

 15 

 in net debt, after recently adding significant 12 

incremental debt as a result of the Alltel acquisition.  Yet, both companies 13 

remained solidly investment grade. 14 

Q. Staff witness Ordonez provides various comparative leverage ratios for 16 

Frontier, Verizon and an industry proxy.18

A. Frontier’s leverage ratio based on the calculation used frequently by industry 20 

analysts—net debt to EBITDA—compares very favorably with other major 21 

  How does Frontier’s current 17 

leverage ratio and pro forma leverage ratio compare specifically with other 18 

ILECs? 19 

                                                 
14 Exhibit FTR Reply/305, CenturyTel, Merger of CenturyTel and EMBARQ 8 (October 27, 2008), 
(hereafter “CenturyTel-Embarq Presentation”), p. 8 (available at 
http://www.centurytelembarqmerger.com/pdf/presentations/CenturyTel_EMBARQ_IR_Presentation.pdf). 
15 Id. 
16 AT&T, Strong Wireless Growth, Continued Cost Discipline, Solid Free Cash Flow Highlight AT&T’s 
Second-Quarter Results, Investor Briefing 3 (July 23, 2009), (available at: 
http://www.att.com/Investor/Financial/Earning_Info/docs/2Q_09_IB_FINAL.pdf). 
17 Verizon, Q2 Investor Quarterly 2009 15 (July 27, 2009), (available at: 
http://investor.verizon.com/financial/quarterly/vz/2Q2009/2Q09Bulletin.pdf?t=633904300284080415).   
18 Ordonez Direct, pp. 6-7. 

http://www.centurytelembarqmerger.com/pdf/presentations/CenturyTel_EMBARQ_IR_Presentation.pdf�
http://www.att.com/Investor/Financial/Earning_Info/docs/2Q_09_IB_FINAL.pdf�
http://investor.verizon.com/financial/quarterly/vz/2Q2009/2Q09Bulletin.pdf?t=633904300284080415�
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ILECs as is apparent in Table 1 that summarizes leverage ratios for a group of 1 

comparable companies as of June 30, 2009. 2 

 3 

Table 1: Net Debt to EBITDA, June 30, 200919

Pro forma FTR (2008)
(In $mils.) ALSK CNSL CTL HTCO IWA OTT WIN FTR w/o syn. w/ syn. Q T VZ*

Total Debt 537       881       2,920  125       490       279       5,247  4,952  14,123 76,720 64,909 
Less Cash 8             20          320       11          6             19          245       454       1,796    7,348    820        
Net Debt 529       861       2,600  114       484       260       5,002  4,498  12,327 69,372 64,089 
Trailing 12-mo. EBITDA 118       155       1,205  30          118       43          1,563  1,150  4,404    39,850 34,321 
Net Debt/EBITDA 4.5x 5.5x 2.2x 3.9x 4.1x 6.0x 3.2x 3.9x 2.6x 2.2x 2.8x 1.7x 1.8x
*Verizon's net debt to EBITDA is 1.9x, but after adjusting for intercompany transactions with Alltel, the adjusted leverage ratio is 1.8x.

 4 

 5 

Source: Company SEC filings of 10-Qs for period ending June 30, 2009. 6 

  7 

 The table highlights that the post-merger Frontier is expected to have an 8 

exceptional leverage ratio compared with those of other rural local exchange 9 

carriers (“RLECs”) and compared with Qwest, which I believe are the appropriate 10 

comparison group of companies.   11 

 12 

I note that Mr. Ordonez evaluates the leverage ratio, using as his industry proxy 13 

the “Telecommunications Services Industry” composite statistics found in the 14 

Value Line Investment Survey.20

                                                 
19 ALSK = Alaska Communications Systems Group Inc.; CNSL = Consolidated Communications Holdings 
Inc.; CTL = Centurytel, Inc.; HTCO = Hickory Tech Corp.; IWA = Iowa Telecommunications Services 
Inc.; OTT = Otelco Inc.; WIN = Windstream Corporation; FTR = Frontier Communications Corporation; Q 
= Qwest Communications International Inc.; T = AT&T, Inc.; VZ = Verizon Communications Inc. 

  While the companies and industry segments 15 

included in this proxy for the “industry” are not specified comprehensively in Mr. 16 

Ordonez’s exhibit, the companies mentioned in the exhibit include: CenturyTel, 17 

Embarq, Windstream and Frontier (the truly comparable industry segment); 18 

AT&T and Verizon (diversified RBOCs with wireline, enterprise and wireless 19 

businesses); Leap Wireless, MetroPCS and SprintNextel (primarily wireless 20 

carriers); BT Group and Vodafone (European wireline and wireless carriers); and 21 

20 Ordonez Direct, p. 5, lines 12-14. 
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America Movil and NII Holdings (carriers focused on Latin America).21

 8 

  As a 1 

result, Mr. Ordonez’s industry proxy is far too broad and not sufficiently well-2 

defined to provide any meaningful insight into a comparison of Frontier with its 3 

industry peers or the unique characteristics of non-urban America.  The group of 4 

companies reflected in Table 1 provides a much more appropriate and informative 5 

benchmark, and indicates that Frontier’s pro forma leverage will be among the 6 

most conservative in its industry segment. 7 

                                                 
21 Ordonez Direct, Exhibit 204, p. 1. 
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Figure 1: RLEC Leverage Ratios, June 30, 2009 1 

 2 
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Source:  Company SEC filings of 10-Qs for period ending June 30, 2009. 5 

 6 

 Staff witness Dougherty makes the point that because of the “current high 7 

leverage of Frontier, the current non-investment grade rating of Frontier, and the 8 

large amount of debt ($3.3 billion) involved in this transaction” it is reasonable to 9 

require ring-fencing as a condition for this transaction.22

                                                 
22 Dougherty Direct, p. 29, lines 8-13. 

  I will address ring- 10 

fencing later in this testimony, but I note that the rationale for requiring such a 11 

condition is not supported by the financial facts.  Post-transaction, Frontier will 12 

have relatively low leverage compared with its peer group and is expected to be 13 
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approaching an investment grade rating, with management committed to a goal of 1 

achieving such a rating.  I also note that Frontier is expected to have exceptional 2 

levels of cash flows, compared with other peers, to support what Mr. Dougherty 3 

describes as a “large amount of debt.”  Figure 1 illustrates the important point that 4 

even legacy Frontier has a leverage ratio that is below both the average (4.2x) and 5 

median (4.0x) of its peer group of companies, and I assert that, to the best of my 6 

knowledge, all those other companies with higher leverage ratios are today 7 

providing reliable service to their customers.  Setting aside the legacy Frontier 8 

assessment, the leverage ratios of the post-merger company (in the figure, the pro 9 

forma company is designated as “PF FTR”), based on 2008 financials, put 10 

Frontier in a very strong position as the second best carrier relative to the peer 11 

group, even before the realization of synergies.  With synergies, Frontier expects 12 

to have a leverage ratio that is in line with the best ratio in the group of 13 

comparable companies.  Thus, the proposed transaction positions Frontier from a 14 

financial perspective to provide best-in-class service to rural and lower-density 15 

communities, in addition to providing quality services to higher-density 16 

communities with facilities to provide advanced services obtained from Verizon.  17 

The data highlights that this is not a highly leveraged risky financial profile, but 18 

rather one of an exceptionally strong carrier.   19 

 20 

Q. Won’t Frontier have a credit rating that is lower than that of Verizon? 21 

A. Yes, as Staff points out, Frontier will not have the same investment grade credit 22 

ratings as Verizon.  In part, this reflects business composition as Verizon 23 

generates 69% of its current cash flow from wireless.  Staff witness Ordonez cites 24 

the difference between Verizon’s credit rating and that of Frontier, and states that 25 
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“the likelihood of Frontier to default on its debt is higher than Verizon’s.”23  His 1 

conclusion is that “[f]rom the perspective of financial leverage and credit ratings, 2 

the merger may harm Oregon customers . . .”24

 4 

   3 

First, I respond that credit ratings are assigned to reflect overall risk in terms of 5 

corporate financial profiles and industry forces.  But a review of the industry 6 

comparables, as I just described, indicates that Frontier’s leverage metrics 7 

generally are currently better than its peer group and are expected to be much 8 

better than the group’s metrics as a result of this transaction.   However, Staff 9 

witness Ordonez writes in comparing Frontier to Verizon that “[m]easurements of 10 

financial leverage assist in determining the likelihood a firm will default on its 11 

contractual debt.  The more debt on a company’s balance sheet relative to equity, 12 

the greater the probability that it will be unable to fulfill its contractual 13 

obligations.”25  He is raising the specter of default against the backdrop of two 14 

bankrupt ILECs, and apparently to focus on the heightened “risk.”  The source of 15 

Mr. Ordonez’s quote is a corporate finance book that is interpreting the credit 16 

rating agencies.  Interestingly, however, Standard & Poor provides a different 17 

explanation of its ratings on its website where it posts an informative document to 18 

clarify its ratings approach.  “Standard & Poor’s credit ratings are designed 19 

primarily to provide relative rankings among issuers and obligations of overall 20 

credit worthiness; the ratings are not measures of absolute default probability.”26

                                                 
23 Ordonez Direct, p. 12, lines 14-15 and p. 13, line 1. 

 21 

[Emphasis added.]  Again, the relative metrics for Frontier are better than the peer 22 

24 Ordonez Direct, p. 13, lines 8-9. 
25 Ordonez Direct, p. 6, lines 6-9. 
26Standard & Poor’s RatingsDirect, “Understanding Standard & Poor’s Ratings Definitions”, June 3, 2009, 
available at 
http://www2.standardandpoors.com/spf/pdf/fixedincome/Understanding_Rating_Definitions.pdf. 
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group, and a lower rating relative to Verizon’s rating does not connote that the 1 

company is somehow at risk to default as Mr. Ordonez appears to believe.  2 

 3 

Second, I assert that the Commission’s consumer-benefit assessment should not 4 

necessarily be driven by credit ratings, but rather by which carrier is likely to use 5 

its capital resources to better serve Oregon customers.  I believe that the record is 6 

relatively clear that Verizon intends to use its capital prudently and primarily to 7 

meet its growth initiatives in urban areas and in wireless but not in lower-density 8 

service areas of VSTO like Oregon, while Frontier intends to direct its capital to 9 

serving precisely those relatively lower density markets found in the VSTO areas 10 

through increased broadband speeds and new services.  The relative credit ratings 11 

mean little for the public interest if the companies in question are not dedicated to 12 

devoting capital to serving the relevant customer base.  I suggest that an analysis 13 

of credit ratings or a comparison of Frontier to Verizon27

                                                 
27 Ordonez Direct, p. 7, lines 5-6. 

 gives the Commission a 14 

false reading on the public interest, as Frontier will still be exceptionally strong—15 

but will not have Verizon’s credit rating or financial profile.  Verizon’s credit 16 

rating is in great part based on the fact that its business and investment pattern is 17 

directed toward markets that are not lower-density and have higher growth 18 

opportunities (e.g., wireless).  I suggest that the Commission’s assessment should 19 

reflect that Verizon is not as likely to provide the Oregon-specific benefits that 20 

Frontier intends to offer. Customers benefit if a lower credit-rated but still 21 

financially strong company chooses to invest levels of capital that are expected to 22 

be higher on average than the investment of a company with higher credit ratings.  23 

I cannot speak for Verizon, but I can assure the Commission that Frontier intends 24 

to invest in the VSTO areas, including the parts of Oregon that currently do not 25 
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have access to broadband.  Among the carriers that include lower-density markets 1 

in their strategic focus, post-transaction Frontier will be exceptionally fit and 2 

strong financially, enabling the company to provide service to customers as 3 

confirmed by Figure 1. 4 

 5 

Q. Staff witness Ordonez also indicates that “investment grade bond ratings 6 

[are] crucial for a utility to maintain access to capital.”28

A. No, it is not correct.  First, as I indicated previously, Frontier currently has access 9 

to capital even though it does not have an investment grade rating.  As I will 10 

discuss, we recently had a very successful debt capital raise and we were offered 11 

more capital than we felt prudent to take at the time.  Additionally, post-12 

transaction Frontier expects to have credit statistics that are improved and are 13 

close to investment grade.  In fact, Frontier’s management has indicated that it is 14 

now committed to the goal of achieving an investment grade rating for the 15 

combined company.

  Is this assessment 7 

correct? 8 

29  Mr. Ordonez is not correct, as is clear in reviewing the 16 

entire independent telecom industry.  An investment grade rating is not “crucial”, 17 

as a review of the entire independent telecom industry makes clear.  In fact, there 18 

currently is only one major non-RBOC investment grade ILEC in the U.S.—19 

CenturyLink.  All of the other major ILECs, including pre-transaction Frontier 20 

and even RBOC Qwest, have credit ratings that are non-investment grade.  Today, 21 

non-investment grade carriers have access to capital, as seen in the recent debt 22 

offerings from Frontier (discussed below) and Windstream,30

                                                 
28 Ordonez Direct, p. 8, lines 16-17. 

 and the acquisition 23 

29 Frontier Communications Press Release, “Frontier Communications to Acquire Verizon Assets Creating 
Nation's Largest Pure Rural Communications Services Provider,” May 13, 2009; available at 
http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1287782&highlight= 
30 See, for example, Windstream Corporation, SEC Form 10-Q for the period ending September 30, 2009, 
available at http://www.sec.gov/Archives/edgar/data/1282266/000119312509229040/d10q.htm, p. 28, note 
15; the note states that “[o]n October 8, 2009, Windstream completed the Private Placement of $400 

http://www.sec.gov/Archives/edgar/data/1282266/000119312509229040/d10q.htm�
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financings arranged by Consolidated Communications (“Consolidated”) and Iowa 1 

Telecom, among others.  The facts are clear that the ILEC industry, composed 2 

almost entirely of non-investment grade carriers, “maintain[s] access to capital” 3 

without “crucial” investment grade ratings.  During 2009, more than 295 new 4 

non-investment grade debt offerings totaling over $146 billion have been 5 

completed, including 37 individual transactions over $1 billion in size.  The data 6 

demonstrate that non-investment grade issuers, particularly those with relatively 7 

stronger ratings, such as most ILECs including Frontier, have significant access to 8 

capital.  As a result, while Frontier believes it will achieve an investment grade 9 

credit rating post-transaction, such a rating is not required to maintain access to 10 

capital.      11 

 12 

Q. Should the Commission assume that an investment grade rating is necessary 13 

for carriers serving Oregon? 14 

A. The majority of ILEC services in the state of Oregon are provided by non-15 

investment grade carriers.  While CenturyLink is investment grade, Table 2 16 

highlights that Qwest, Oregon’s largest telecom service provider, does not have 17 

investment grade status for its overall corporate/senior implied ratings (first 18 

Qwest column).  And, Moody’s assigns no investment grade status to any of the 19 

Qwest entities in the table.  In fact, Qwest’s corporate/senior implied ratings are 20 

precisely in line with those of legacy Frontier.  It should also be noted that 21 

Frontier’s rating may be upgraded post-transaction as its credit metrics will 22 

                                                                                                                                                 
million in aggregate principle amount of 7.875 percent senior unsecured notes due November 1, 2017. 
Proceeds from the Private Placement totaled $394.1 million, excluding debt issuance costs, with a yield of 
8.125 percent. Windstream expects to use the net proceeds of the Private Placement to finance the cash 
portion of the purchase price of the D&E and Lexcom acquisitions, to refinance certain indebtedness of 
D&E in connection with the D&E merger, to pay related transaction fees and expenses and for general 
corporate purposes.” 
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improve, and as a result would have higher credit ratings than does Qwest for its 1 

senior implied ratings. 2 

 3 

Table 2: Frontier and Qwest Credit Ratings 4 
Notch/difference (Qwest v. Frontier)

Frontier Qwest Qwest Qwest Qwest Qwest Qwest Qwest Cap. Qwest
Legacy Corp. Cap. Funding International Corp. Funding Intl.

Standard & Poor's BB BB BBB- B+ B+ 0 2 -2 -2
Moody's  Investors  Service Ba2 Ba2 Ba1 B1 Ba3/B1 0 1 -2 -1 / -2
Fi tch Ratings BB BB BBB- BB BB+/BB 0 2 0 1 / 0

Credit ratings as of 9/30/09; the initial column of Qwest credit ratings are for "Corporate Rating/Senior Implied Rating" which is the consolidated company.

Qwest ratings available at http://investor.qwest.com/debt.  5 

  6 

Looking more closely at Qwest and Frontier in Table 3 below, Frontier’s pre-7 

transaction balance sheet metrics and access line growth statistics compare 8 

favorably with those of Qwest.  As the table highlights, Qwest has higher relative 9 

debt—long-term and total—as a percentage of total capitalization than does 10 

Frontier today, and Qwest has been reporting greater access line losses, even as 11 

book shareholder’s equity for Qwest was negative by more than one billion 12 

dollars at the end of June 2009.  13 

 14 

Table 3: Frontier and Qwest Balance Sheet and Access Line Growth 15 
Frontier Qwest

($s in mils. for 2Q09) Legacy
Long term debt 4,945 13,038
Tota l  debt 4,952 14,123
Shareholders ' equity 448 -1,051
2Q09 access  l ine growth -6.5% -10.7%

Net debt/EBITDA 3.9 2.8
    Pro forma w/o Synergies 2.6
    Pro forma w/ Synergies 2.2

LT debt/Capita l i zation 92% 109%
Tota l  debt/Capita l i zation 92% 108%  16 

Source: Frontier and Qwest 10-Qs for the period ending June 30, 2009. 17 

 18 
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Q. Have independent third-parties provided opinions on whether this 1 

transaction is positive or negative from a credit perspective? 2 

A. Yes.  The transaction will serve to strengthen Frontier’s balance sheet in a 3 

material way, and independent professional credit analysts have provided 4 

confirmation.  Moody’s Investors Service highlighted that the proposed 5 

transaction is actually beneficial when it put Frontier’s credit ratings on review for 6 

possible upgrade: “The transaction is expected to result in significant 7 

deleveraging at Frontier, leading to a potentially improved credit profile.”31  Fitch 8 

Ratings concurred in its press release, indicating that it was placing Frontier’s 9 

debt on Ratings Watch Positive, stating that, “The company to be merged into 10 

Frontier will be moderately levered, and post-merger Frontier is expected to be 11 

less levered than currently.”32  These positive ratings actions affirm the fact that 12 

the proposed transaction was structured in a way that serves to enhance the 13 

balance sheet and credit quality of Frontier.  In addition, Morgan Stanley’s senior 14 

telecommunications equity analyst wrote in a report dated August 14, 2009:  15 

“[T]he resulting entity should have investment grade-like credit metrics.”33

 23 

  16 

Finally, Frontier has stated publicly that the proposed transaction marks a shift in 17 

its perspective regarding the company’s credit rating and its intention to seek an 18 

investment grade credit rating.  As noted above, CenturyLink is the only major 19 

non-RBOC wireline telecommunications carrier with an investment grade rating, 20 

and, as will be discussed below, Frontier’s pro forma characteristics after the 21 

transaction will very much resemble those of CenturyLink. 22 

                                                 
31Exhibit FTR Reply/301. (Moody’s Investors Service, Global Research Rating Action: Frontier 
Communications Corporation, May 13, 2009). 
32 Exhibit FTR Reply/302. (Fitch Ratings, Fitch Places Frontier Communications on Rating Watch 
Positive, May 13, 2009). 
33 Exhibit FTR Reply/307, Morgan Stanley Research, “Frontier: Merger Integration on Track; Flow Back 
an Overhang,” August 14, 2009 (hereafter “Morgan Stanley August Report”). 
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(2) Improved Cash Flows, Responsible Capital Allocation and Prudent 1 

Dividends 2 

Q. You mentioned that Frontier will generate higher and more predictable cash 3 

flows through the combination with the VSTO properties.  Based on those 4 

expected cash flow improvements, can you provide perspective regarding 5 

Staff’s concerns about the relationship between book net income/earnings 6 

per share and dividends?34

A. Yes.  First of all, dividends are not measured solely, or even primarily, against net 8 

income or earnings per share, nor should they be.  The appropriate financial 9 

analysis, and the analysis required by the financial markets, evaluates dividend 10 

payments in relation to free cash flow.  Book net income is an accounting concept 11 

that contains numerous non-cash entries, like depreciation, amortization, pension 12 

expense and income taxes (which can be positive or negative in any given period).  13 

In addition, book net income excludes capital expenditures, a major utilization of 14 

cash for companies that operate communications networks.  Free cash flow, 15 

which is calculated after all cash outflows including capital expenditures, better 16 

defines a company’s ability to pay appropriate returns to its shareholders while 17 

maintaining a sustainable business.   18 

   7 

 19 

Q. Staff witnesses Dougherty and Phillips raise concerns that Frontier’s cash 20 

flows may be pressured and the company might then prioritize dividend 21 

payments versus prudent capital investment.35

A. The outlook is very favorable.  The post-transaction Frontier will increase 24 

substantially its cash flows both before and after dividend payments.  I have 25 

  What is Frontier’s outlook 22 

for free cash flow? 23 

                                                 
34 Dougherty Direct, p. 22, lines 15-17; Phillips Direct, p. 10, line 5. 
35 Dougherty Direct, p. 22, lines 13-15; Phillips Direct, p. 9, lines 14-25 and p. 10, lines 2-8. 
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included Table 4 below, which summarizes Frontier’s historical free cash flow 1 

generation, as well as pro forma free cash flow expectations for the new Frontier.   2 

Free cash flow here is cash generated after funding all cash operating expenses to 3 

run the business, cash taxes, cash interest expense on the company’s debt, and all 4 

capital expenditures, including the network investments that have expanded 5 

Frontier’s broadband service availability to over 92% of its current customer base 6 

in its national service territory.  Free cash flow does not include funds derived 7 

from financing activities, such as loan proceeds or other borrowings. 8 

 9 

Table 4: Frontier Free Cash Flows—Historical and Pro Forma Combined       10 

($s in 000s) 2005 2006 2007 2008 4-yr. Total Pre-Syn Post-Syn
FCF Generation

Free Cash Flow [1] 527,971$ 561,784$ 528,005$ 493,197$ 2,110,957$   1,423,000$   1,733,000$   
Dividends Paid [2] 338,364    323,671    336,025    318,437    1,316,497     742,000        742,000        

Payout Ratio 64% 58% 64% 65% 62% 52% 43%

Free Cash Flow after Dividends 189,607$ 238,113$ 191,980$ 174,760$ 794,460$      681,000$      991,000$      

[1] Post-Synergies Pro Forma Free Cash Flow reflects the after-tax impact of $500 million in synergies and a 38% tax rate.

[2] Assuming Frontier issues shares at the mid-point of the collar.

2008 Pro Forma

 11 

 12 
Sources: Frontier 10-Ks 2006-2008; FTR Reply/204, New Frontier Presentation. 13 

 14 

Historically, from 2005 through 2008, Frontier generated free cash flows that 15 

ranged from approximately $493 million to $562 million annually.  Notably, 16 

Frontier achieved these levels of free cash flow while simultaneously investing 17 

over $1.1 billion in its network and operations, including broadband deployment.  18 

The proposed transaction, however, is expected to increase Frontier’s annual free 19 

cash flow based on pro forma 2008 results to over $1.4 billion, without synergies, 20 

and over $1.7 billion after estimated synergies are included.  Importantly, the 21 

company’s higher free cash flow post-transaction will be used for capital 22 

investment and for supporting the company’s access to debt and equity financing.  23 
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In recent years, as reflected in Table 4, Frontier consistently generated free cash 1 

flow after dividends at annual levels ranging from $175 million to $238 million.  2 

Post-transaction, even excluding synergies, dividends will represent a 3 

significantly smaller percentage of Frontier’s free cash flow,36

   21 

 with the result that 4 

Frontier in the post-transaction period will generate meaningfully greater annual 5 

free cash flow after dividends—$681 million without synergies, and $991 million 6 

with synergies based on the 2008 pro forma figures.  Frontier’s historical data 7 

demonstrate a financially sound business approach that strikes a prudent balance 8 

among funding operations, investing in the network, and providing required 9 

returns to capital providers—all while continuing to generate sufficient amounts 10 

of cash flow to provide the board and management with the financial flexibility to 11 

respond to market forces and opportunities.  The generation of cash flows is a 12 

primary focus of credit rating agencies, whose ratings require dividends to be 13 

below certain thresholds. Frontier has demonstrated its commitment to investment 14 

and to customers, and competition will lead it to continue that strategic plan, 15 

assuming that the company is not constrained by conditions that will limit 16 

Frontier’s ability to respond to market and technological changes.  Finally, it is 17 

important to note that dividends are discretionary payments, while interest and 18 

principal payments on debt are not.  Our equity investors know that Frontier will 19 

service its debt obligations first. 20 

Q. Can you provide additional insights to aid the Commission in understanding 22 

Frontier’s philosophy regarding dividend payments and how they relate to 23 

capital investment? 24 

                                                 
36 As Mr. Dougherty notes, “post-merger at a dividend payout ratio of approximately 52.13 percent,” well 
below historical levels in the low 60% range which still allowed for Frontier to make significant 
investments in the broadband network while generating substantial free cash flow after dividends. 
(Dougherty Direct, p. 23, lines 1-2) 
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A. Yes.  Frontier seeks to maintain an appropriate balance for funding sources, and 1 

to pay competitive market-determined rates.  These sources of funds are critical as 2 

the company sustains its operations and funds capital investments.  Equity prices 3 

are determined by perceived market risks that drive returns to shareholders 4 

achieved through growth in the business and dividend payments.  This transaction 5 

should make it possible to gain even better competitively priced funding because, 6 

the reduction in the pro forma company’s leverage ratio, the increase in the 7 

number of shares outstanding (liquidity), and the opportunity to generate growth 8 

through realized efficiencies will make the company’s debt and equity more 9 

attractive.  These factors also make it possible to reduce the dividend per share by 10 

25% at closing, as investors will focus on the potential for cash flow growth, 11 

which combines with the dividend to create appropriate returns.  Finally, the 12 

reduction in the dividend results in more flexibility for the company, and 13 

substantially reduces the proportion of free cash flow that goes to annual dividend 14 

payments.  This means that Frontier will have more cash, both in absolute-dollar 15 

and percentage terms, to reinvest in its business or respond to competitive 16 

opportunities.  As the data presented in Table 4 indicate, Frontier has a history of 17 

making significant and ongoing investment in its network, as well as to making 18 

prudent payments to financial stakeholders.  The question is not one of 19 

prioritizing dividends versus capital investment or capital investment versus 20 

dividends as Staff witnesses suggest, but rather of balancing the use of the 21 

company’s cash flows and investment resources, as Frontier has done, to reinvest 22 

in the business while providing market-based returns to shareholders and 23 

preserving additional free cash flow for discretionary uses. 24 

 25 
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Q. Do you agree with Staff Witness Phillips, who indicates that, from a financial 1 

perspective, the Commission should review the proposed transaction based 2 

on whether or not Frontier can generate cash flows to meet its goals?37

A. Yes.  The Commission should focus its financial analysis on the combined 4 

company’s ability to generate sufficient cash flows to fund the business, invest in 5 

the network, and compensate capital providers.  As Table 4 above demonstrates, 6 

even excluding expected synergies, post-transaction Frontier is expected to 7 

generate substantial free cash flow (over $680 million annually) after all cash 8 

outflows—cash operating expenses to run the business, cash taxes, cash interest 9 

expense, all capital expenditures, and dividends.  As Ms. Phillips recommends, 10 

the Commission’s focus should be on cash flows.  The data reflect a combined 11 

company with strong free cash flows and significant financial flexibility.   12 

   3 

 13 

 (3) Access to Capital 14 

Q. Staff witness Dougherty notes that Frontier will be required to secure the 15 

financing to close the transaction.38

A. Yes.  Mr. Dougherty is correct that Frontier will seek financing near the time of 18 

the consummation of the transaction.  The lenders will want to see that the 19 

regulatory processes are moving toward completion before they determine risks 20 

and rates, and they will want to assess the condition of the financial markets at 21 

that time.  In terms of understanding Frontier’s ability to secure the financing on 22 

reasonable terms, the most direct approach is to look to the financial markets to 23 

assess their current opinion of the attractiveness of providing financing to 24 

Frontier.  To my knowledge, every institution important to this transaction has 25 

  Can you address Frontier’s ability to 16 

finance the transaction on reasonable terms? 17 

                                                 
37 Phillips Direct, p. 7, lines 20-24. 
38 Dougherty Direct, p. 8, line 19 through p. 9, line 1. 
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indicated its view that the combination as structured will improve Frontier’s 1 

access to capital (barring a negative turn in the market or new risks, including 2 

those that might arise in the regulatory approval process).  One indicator of the 3 

financial markets’ assessment of Frontier came on September 17, 2009, when 4 

Frontier was able to arrange new debt financing to raise net proceeds of $577.6 5 

million (gross proceeds of $600 million), through 8.125% (8.375% yield to 6 

maturity) Senior Notes due in 2018.  Frontier announced that the proceeds would 7 

be used, together with cash balances, to fund the proposed repurchase (“Tender”) 8 

of certain of its outstanding earlier-maturity debt.39  On October 1, 2009, Frontier 9 

announced the completion of the debt offering.40

 11 

   10 

Furthermore, on October 16, 2009, Frontier announced that it had successfully 12 

completed the Tender and had applied the full “Maximum Payment Amount” of 13 

$700 million toward the repurchase of its outstanding 9.250% Senior Notes due 14 

2011 (the “2011 Notes”) and 6.250% Senior Notes due 2013 (the “2013 15 

Notes”).41

                                                 
39 Exhibit FTR Reply/308, Press Release, Frontier Communications Corporation Prices Offering of $600 
Million of Its Senior Notes (September 17, 2009) (available at: 

  As a result, Frontier’s maturities through 2013 now consist of 16 

approximately $7 million maturing in 2010, $280 million maturing in 2011, $180 17 

million maturing in 2012, and $746 million maturing in 2013.  Therefore, Frontier 18 

has reduced its aggregate principal amount of debt maturing in the one-year 19 

period following the closing of the proposed transaction (through 2011) to an 20 

http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1333208). 
40Exhibit FTR Reply/309, Press Release, Frontier Communications Corporations Announces Successful 
Completion of Notes Offering and Acceptance for Purchase of Certain 9.250% Senior Notes Due 2011 in 
Cash Tender Offer (October 1, 2009), (available at: 
http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1337615). 
41 Exhibit FTR Reply/310, Press Release, Frontier Communications Corporation Announces Successful 
Completion of Debt Tender Offer (October 16, 2009) (available at: 
http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1343034). 

http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1333208�
http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1337615&highlight�
http://phx.corporate-ir.net/phoenix.zhtml?c=66508&p=irol-newsArticle&ID=1343034�
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amount that could be refinanced primarily through surplus cash on hand or 1 

through its existing $250 million undrawn credit facility, if necessary.42

 3 

    2 

The recent financing activities are significant for two reasons.  First, the 4 

successful debt offering in which Frontier was assigned effective rates of 8.375%, 5 

was sponsored on the basis of the company’s current credit quality even before 6 

the consummation of the Verizon transaction.  With Frontier’s improved credit 7 

and financial profile at the completion of the combination, the rates and terms the 8 

combined company will attract at the time of the transaction closing will likely be 9 

at least as, if not more, favorable than the terms that Frontier achieved in its 10 

recent financing or that it could attract at that time if the merger were not 11 

completed.  Second, the recent financing was completed at a rate well below 12 

9.5%;43 and the Merger Agreement provides a protective trigger if an annual rate 13 

is above 9.5%, so Frontier does not have to accept terms that would be unduly 14 

burdensome.44

                                                 
42 Id. 

  This recent successful debt offering indicates that Frontier likely 15 

will be able to finance the closing obligations at a rate below 9.5%.  I note that the 16 

CUB experts incorrectly cite the 9.5% rate as the “expected interest rate” for the 17 

debt associated with this transaction, and I emphasize that we expect to finance 18 

the transaction at a rate lower than that cap, as the rate that Frontier was awarded 19 

43 Weighted average annual cash interest rate, including annual accretion of original issue discount with 
respect to indebtedness issued with a material amount of original issue discount, payable on the aggregate. 
44 Exhibit FTR Reply/311, Frontier Form 424B, Proxy/Prospectus (September 16, 2009) (hereafter 
“Frontier Proxy”) 
(available at:  http://www.sec.gov/Archives/edgar/data/20520/000119312509194390/0001193125-09-
194390-index.htm) at 90): (“Additionally, Frontier is not obligated to accept or execute documentation 
relating to the special cash payment financing or the Spinco debt securities if as a result thereof the 
weighted average annual cash interest rate (including annual accretion of original issue discount with 
respect to indebtedness issued with a material amount of original issue discount) payable on the aggregate 
of the special cash payment financing, the Spinco debt securities and any distribution date indebtedness 
would exceed 9.5%, unless Frontier reasonably determines in good faith that these coverage costs would 
not be unduly burdensome.”). 

http://www.sec.gov/Archives/edgar/data/20520/000119312509194390/0001193125-09-194390-index.htm�
http://www.sec.gov/Archives/edgar/data/20520/000119312509194390/0001193125-09-194390-index.htm�
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even today was well lower than 9.5%.45  Lastly, the terms of Frontier’s agreement 1 

with Verizon contain a provision to delay the transaction for up to five months if 2 

market conditions are unfavorable to raising debt capital.46

 4 

 3 

Q. Are there other indications that the markets will be receptive to financing the 5 

transaction at the time of consummation? 6 

A. Yes.  The U.S. capital markets continue to improve on all major fronts as 7 

volatility subsides, equity and corporate bond valuations improve, systemic risk 8 

originating from the financial system has been greatly reduced, cash reserves held 9 

by investors are beginning to be reinvested, and economic data indicate to 10 

investors that there is “light at the end of the tunnel.”   Frontier’s assessment is 11 

that the transaction financing is likely to be attractive to investment-grade and 12 

non-investment-grade investors.   13 

  14 

Q. Why is it generally not prudent to obtain financing before the regulatory 15 

approvals are determined? 16 

A. By choice, Frontier has not yet obtained commitments for the $3.3 billion in debt 17 

that will be raised in connection with this transaction.  It generally would not be 18 

practical or cost-efficient to secure funding many months before the 19 

consummation of the transaction, and it would provide a negative return for our 20 

shareholders at the same time. A commitment letter would be very costly, creating 21 

unnecessary expense, and would contain a wide range of interest rates which 22 

                                                 
45 Jenks/Feighner Direct, p. 11. 
46 Agreement and Plan of Merger By and Among Verizon Communications Inc., New Communications 
Holdings Inc. and Frontier Communications Corporation, Form 425 (May 13, 2009) (“Merger Agreement”) 
(available at: http://www.sec.gov/Archives/edgar/data/20520/000095015709000267/ex2-
1.htm#7_18_financing), Section 7.18, p. 105. “A Financial Market Deferral may be elected on one or more 
occasions but no more than four times in total by the Company and Verizon, and, notwithstanding the 
foregoing, if elected for a fourth time, the period of such deferral shall last until the final Business Day of 
the second calendar month following the date on which such deferral is elected.” 

http://www.sec.gov/Archives/edgar/data/20520/000095015709000267/ex2-1.htm#7_18_financing�
http://www.sec.gov/Archives/edgar/data/20520/000095015709000267/ex2-1.htm#7_18_financing�
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would not be capped, and hence would provide very little certainty as to interest 1 

costs.  Effectively, the high cost would be harmful to the company and its 2 

customers.  Frontier’s recent debt offering and tender offer are positive market-3 

based indications that make Frontier confident that the required financing will be 4 

available on reasonable terms, absent major changes in overall credit market 5 

conditions or structural issues related to the regulatory approval process.   6 

 7 

III. 

Q. Have you reviewed the Staff’s recommendation that a non-consolidation 11 

opinion should be required, consistent with conditions imposed on various 12 

gas and electric utilities in the early 2000s?

REQUIREMENT FOR NON-CONSOLIDATION OPINION OR 8 

LIMITATIONS ON THE PARENT COMPANY’S DIVIDEND RAISES 9 

RATHER THAN LOWERS RISKS FOR OREGON CUSTOMERS. 10 

47

A. Yes.  I believe that Staff is seeking a non-consolidation opinion (“NCO”) to create 14 

what would be a distinct state-level business operation with its own credit rating, 15 

access to capital, and reporting capabilities.  Apparently, the Staff believes that 16 

this is necessary to protect customers from a repeat of certain harmful 17 

consequences that occurred in two instances several years ago.  However, those 18 

two instances involved circumstances that are not present with the proposed 19 

transaction.  The first case was defined by facts that presented themselves in the 20 

early 2000s related to Oregon electric utility businesses.  I am not an expert in that 21 

industry, but I believe there were diversifications into non-core, non-regulated 22 

businesses, and commissions around the country employed various “ring-fencing” 23 

mechanisms to protect state utility businesses from missteps or financial failures 24 

in other jurisdictions and lines of business.  The second case involves the two 25 

 13 

                                                 
47 Dougherty Direct, p. 25 and following, pp. 53-54. 
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recent divestitures of Verizon telecommunications operations—Hawaiian Telcom 1 

and FairPoint, where bankruptcies ensued as a result of the acquirer’s inability to 2 

successfully develop and deploy new functioning operating systems, which led to 3 

customer cash flow losses on top of highly-leveraged capital structures. 4 

 5 

Q. What is Staff’s rationale for seeking to “ring-fence” the Oregon properties? 6 

A. Staff Witness Dougherty explains that the rationale is based on three purposes: 7 

“Ensure the utility maintains a strong credit rating and is able to attract 8 
capital; prevent the utility from cross-subsidizing non-regulated utilities; 9 
and ensure regulators’ access to timely, accurate information.”48

  11 

 10 

In response, I assert that ring-fencing is not required to accomplish Mr. 12 

Dougherty’s second and third purposes.  With respect to the second “purpose,” 13 

there is no meaningful new threat of cross-subsidization in the pending 14 

transaction.  In fact, Frontier is dedicated to communications services, specifically 15 

wireline communications in rural and suburban areas, and is not considering any 16 

non-communications business.  I note that Verizon has other telecommunications 17 

businesses—wireless and enterprise—that might create capital and other strategic 18 

conflicts with the VSTO operations.  So, if anything, there are fewer, rather than 19 

more, possibilities for cross-subsidization of non-regulated operations as a result 20 

of this combination.  And, the opportunities for other telecommunications 21 

investments are no different in the case of Frontier than they are in the case of 22 

CenturyLink or Qwest or any other pure ILEC.  Further, Frontier has in place cost 23 

                                                 
48 Dougherty Direct, p. 25, lines 8-11. 
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allocation procedures which prevent the type of cross-subsidization that Mr. 1 

Dougherty mentions. 2 

 3 

 Mr. Dougherty’s third purpose regarding reporting does not require the type of 4 

ring-fencing that Staff is recommending.  All ILECs in Oregon are obligated to 5 

comply with reporting requirements, and Frontier intends to honor those 6 

obligations.  To date, the Commission has judged these reporting requirements 7 

sufficient to provide the information that it needs to regulate ILEC operations in 8 

the state, without the need for additional ring-fencing to accomplish this goal.  9 

However, if the Commission determines that additional reporting requirements 10 

are needed for a period of time as a result of the proposed transaction, Frontier is 11 

willing to accede to reasonable requests for detail about operations or financial 12 

performance. 13 

 14 

Q. What about the Mr. Dougherty’s first purpose of ring-fencing, which is to 15 

ensure that the utility maintains a strong credit rating and is able to attract 16 

capital? 17 

A. I am convinced that a local ILEC operation cannot be segregated reasonably in 18 

this way, and that ring-fencing will have the perverse effect of increasing the risks 19 

that the Staff claims it is trying to avoid, rather than mitigating those risks.  This 20 

dangerous and costly outcome would occur if the Commission attempted to 21 

circumscribe the company’s operations in a way that is not appropriate for the 22 
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current telecommunications industry.  Mr. Dougherty assumes that the subsidiary 1 

utility itself, rather than the corporate parent, needs to be able to attract capital and 2 

then proposes a cure for this non-existent problem.  When an ILEC requires 3 

capital resources, in almost all cases, those resources can be better and more cost-4 

effectively supplied by a parent company in a multi-state operation without 5 

pledges of utility assets.  I assert that, in a competitive and national 6 

communications business, ring-fencing cannot protect an ILEC from the financial 7 

risk profile of its parent because most of the management operations and support 8 

services are performed at the parent level. Whether the company is CenturyLink 9 

or AT&T, Verizon or Frontier, the operating companies rely on parent company 10 

functions such as executive management, accounting, treasury, IT, research, 11 

human resources, regulatory and legal.  The equity-holders and credit rating 12 

agencies look to a diversified and large company that is able through size and 13 

scope to reduce the costs of financing and mitigate geographic-specific risks.  14 

Critical equity support is based on dividends paid out of free cash flow.  The 15 

lesson is that ring-fencing does not reduce, but creates financial risk.   16 

 17 

Q. How do you understand non-consolidation to work? 18 

A. I note from the outset that I am not an expert in the employment of non-19 

consolidation approaches or what is required to achieve a non-consolidation 20 

opinion.  However, my understanding is that an NCO is a representation from a 21 

third party that a specific set of operations—an electric utility in a single state, for 22 

example—can be separated from the parent company’s operations so it can be 23 
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evaluated by investors and regulators as a distinct business—fundamentally 1 

separate from all the other subsidiaries of the parent company—that would not 2 

automatically be consolidated into the parent if the parent were to file for 3 

bankruptcy.  The principle is that regulators and investors are able to evaluate the 4 

financial stability of the separate operations, presumably to effect corrective 5 

action if problems occur in the subsidiary and to maintain protections from other 6 

problematic subsidiaries or parent company activities. 7 

 8 

 I have reviewed the citations in Mr. Dougherty’s testimony and note that ring-9 

fencing and non-consolidation are related entirely to energy companies, and 10 

particularly the problematic diversifications into other businesses in the early 11 

2000s.  In his Exhibit 102, Mr. Dougherty cites an article about PGE and Enron, 12 

excerpting a quote about the Oregon Commission “being among the most 13 

supportive of utility credit quality.”49  However, he omits the next sentence that 14 

points to “several restrictive conditions imposed on Enron”50

                                                 
49 Dougherty Direct, p. 27, lines 33-36; An Enron Subsidiary is Ring-Fenced, Standard & Poor’s Utilities & 
Perspectives, January 20, 2003, at 15. Included in Exhibit Staff 102, pages 96-97. 

 which makes clear 15 

that the article is about ring-fencing electric utilities.  Nowhere in this article or 16 

any of the other ring-fence-related articles attached to Mr. Dougherty’s testimony 17 

can there be found a reference to any industry other than energy utilities.  There is 18 

certainly no reference in the cited articles to telecommunications, which is an 19 

industry subjected to operating and capital challenges significantly different from 20 

those arising for energy companies.  The article that Mr. Dougherty cites from 21 

50 Id. 
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Standard & Poor’s regarding “any action that state regulators take that provides 1 

support . . . to the utility and/or isolates the utility . . . from its parent company 2 

will be positive for credit” is again related to energy utilities alone.51  The article 3 

starts at the first sentence referring to energy problems, expands on the electric 4 

restructuring problems arising in non-regulated diversifications, and ends with a 5 

paragraph that outlines the problems for credit in the power industry.52

  9 

  The 6 

citations are to energy problems, including industry challenges and solutions that 7 

are tailored for an industry different from telecommunications.  8 

Q. Is the approach of requiring a non-consolidation opinion appropriate in the 10 

pending transaction for the Oregon telecommunications properties? 11 

A. No.  The ILEC business has profound and important differences from other 12 

utilities such as those providing gas or electricity or water.  In summary, those 13 

other utility businesses are more monopoly-like, which means that they are less 14 

susceptible to meaningful competition in their defined service areas, while the 15 

ILEC business competes with multiple wireless and wireline competitors.  The 16 

capital assets of utilities generally have predictable value, while the capital assets 17 

of ILECs have a value that is tied much more closely to the success of the 18 

underlying business, as was evident when high-quality fiber transport assets sold 19 

for pennies on a dollar over the last decade when the business failed to materialize 20 

or when certain ILECs saw their businesses collapse when customers chose 21 

                                                 
51 Dougherty Direct, p. 26, lines 3-6. 
52 Dougherty Direct, Staff Exhibit 102, pp. 94-95. 
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alternative carriers.  The more predictable value of assets in utility industries 1 

makes the assets attractive for collateral in secured borrowings.  Further, electric 2 

or water or gas utilities may have a business that is self-sufficient in a particular 3 

locale but telecommunications is increasingly national or global as ILEC 4 

operators try to reduce risks and achieve economies in order to offset the growing 5 

competitive threat to the core business.  While there are other differences, the 6 

point is relatively simple—utilities may have a business with predictable 7 

operations, more certain cash flows, virtually no competitive pressures and 8 

generally self-contained operations, but the current state of the 9 

telecommunications industry, particularly the ILEC segment, demonstrates none 10 

of these utility-like characteristics.  The ILEC business is different and is highly 11 

competitive and increasingly national in scope.  I assert that capital providers will 12 

have far more difficulty assigning credit ratings or equity valuations to a single 13 

local or state ILEC operation that is part of a more diversified multi-state 14 

corporation. 15 

 16 

Q. Should regulators care whether credit ratings or equity valuations are 17 

difficult for a state operation? 18 

A.  Yes.  In fact, an ILEC’s access to capital is a key component of the “fuel” for 19 

investing in a rapidly changing network infrastructure.  It is not just that the ILEC 20 

needs to invest in broadband, but it also needs to continue to improve network-21 

wide to be competitive and respond to customer needs.  The requirement for 22 

access to competitively-priced capital may be more important for an ILEC than 23 
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for utilities which do not, in my knowledge of those industries, require pervasive 1 

and ongoing investment cycles.  The key insight here is that a water or electric 2 

utility generally may continue to operate effectively through investment in 3 

maintenance capital or more incremental expansion.  An ILEC is pressured by the 4 

competitive dynamics in the marketplace (a fact that emphasizes that telecom is 5 

no longer a “utility” business) to deploy and improve advanced network 6 

infrastructure more pervasively and to support cable and electronic plant that is 7 

expected to require constant upgrades to retain the ability to provide competitive 8 

service offerings.  Without access to capital, an ILEC would be challenged to 9 

survive. 10 

 11 

Q. Can an ILEC gain access to capital with individually segregated, ring-fenced, 12 

operations? 13 

A. No, at least not if the company is structured to a significant extent with non-14 

consolidated operations.  The reason is operationally-based and financially-based.  15 

An ILEC requires sufficient access to equity capital, which then supports access 16 

to the debt markets.  Without access to equity, the company will have difficulty 17 

raising competitively-priced debt because the capital structure becomes 18 

unbalanced.  Finally, assuming that equity is sought at competitive rates, an ILEC 19 

will be required to go out to large and liquid financial markets in which 20 

institutional equity-holders can choose to invest or sell their investments to other 21 

investors.  Thus, accepting Staff’s conditions would promote one of the very 22 
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harms they seek to prevent – the incurrence of debt with rates approaching or 1 

above 9.5%. 2 

 3 

Q. Why won’t equity investors commit capital to a telecommunications 4 

company in which there is meaningful non-consolidation of operating 5 

subsidiaries? 6 

A. First, I note from the outset that I know of no large multi-state ILEC operators 7 

(Verizon, AT&T, Qwest, CenturyLink, Frontier, Windstream, etc.) or multi-state 8 

cable operators (Comcast, TimeWarner, etc.) in which there is non-consolidation, 9 

which is itself instructive.  While local operations may have been predictable in a 10 

monopoly environment fifteen years ago, terms are no longer as favorable for 11 

local subsidiaries and the parent company has superior access to capital.  Frontier 12 

relies on the parent company’s access to capital because it is far more cost-13 

effective to raise capital based on the financial prospects for its geographically 14 

diversified operations than it would be to attempt to raise capital for the non-15 

diversified segregated individual state-level operation.  Second, equity investors 16 

seek relatively predictable returns on investment, which are available from a 17 

geographically diversified carrier.  The greater the uncertainty regarding the 18 

potential for those returns, the higher the risk premium required for the equity.  In 19 

our case, we are clear that ILECs are valued today on cash flows, often 20 

represented as a multiple of operating cash flows (EBITDA) based on audited and 21 

consolidated financials.  If debt or equity investors perceive that those cash flows 22 

are limited, constrained or relatively uncertain, the risk premium will rise.  Put 23 
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another way, capital providers take comfort in knowing that, within a 1 

geographically diverse operation of national scope, operational or financial 2 

weakness in a specific state or region may be offset by strength in another state or 3 

region within the holding company.  If all of the individual states within a holding 4 

company were required to operate and capitalize themselves based solely on the 5 

concentrated risks within that particular geographic area, without the benefit of 6 

risk mitigation through diversification, overall capital costs for the larger entity 7 

certainly would increase, possibly materially.  Requiring such a result through 8 

regulatory mandate would create harm, not benefits, to Oregon customers. 9 

 10 

Q. You mentioned that you know of no large multi-state ILEC operators in 11 

which there is meaningful non-consolidation, can you elaborate? 12 

A. Yes.  Among the RBOCs and the non-RBOC ILECs with multi-state operations 13 

of national scope, there appear to be no companies with individual state-level 14 

operations that could meet the Staff’s proposed condition of achieving a non-15 

consolidation opinion.  Table 5 provides a high level summary of Frontier’s 16 

discussions with each major company to determine whether those companies 17 

could meet the criteria associated with non-consolidation.  None of the carriers 18 

maintains any diversified holdings or investments at the state-level operating 19 

entity with the exception of very minor wireless licenses.   20 
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Table 5:  Major ILECs and the Criteria for Non-Consolidation 1 

Verizon AT&T Qwest CenturyLink Windstream Frontier

Mainta in separate financia l  s tatements  and 
other financia l  books  for s tate-speci fic 
operations

No No No No No No

Divers i fied holdings  and investments  of the 
parent not being held by the loca l  uti l i ty

OK OK OK OK OK OK

Establ i shment of an independent di rector for 
loca l  uti l i ty

No No No No No No

Financia l  securi ties  excluding common equity 
of the uti l i ty being mainta ined separate from 
the financia l  securi ties  of the parent and i ts  
a ffi l iates

No No No No No No

 2 

Source:  Discussions with each company. 3 

 4 

CenturyLink does not structure its operations so that individual states have 5 

independent credit ratings or borrowings, self-contained operations, or 6 

independent Boards of Directors.  The company is capitalized at the holding 7 

company level.  In addition, prior to the recent merger, the individual state-level 8 

operations of CenturyTel and Embarq did not meet the Staff’s non-consolidation 9 

criteria. As such, CenturyLink’s Oregon operations could not qualify for an NCO 10 

and no such condition was placed on that transaction by the Commission.  Qwest 11 

no longer raises debt capital on the basis of corporate entities below the holding 12 

company level, meaning that the company’s ILEC borrowings are based on a 13 

consolidated ILEC entity (Qwest Corporation) containing all of its state 14 

operations.  As a result, the Qwest Oregon operations do not appear to meet the 15 

Staff’s proposed conditions regarding non-consolidation.  While AT&T and 16 

Verizon historically had single-state operations with the scope and scale to be 17 
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capitalized on an individual state-level basis, that practice appears to be a vestige 1 

of the past, as ILEC operations no longer have the characteristics of a utility.  2 

Even when Verizon was raising capital based on its operating subsidiaries, it did 3 

not maintain a single-state corporate entity for its Oregon operations, instead 4 

grouping its Oregon operations into a multi-state regional subsidiary (Verizon 5 

Northwest).  As a result, the current Verizon Oregon operations would not appear 6 

to meet the Staff’s NCO condition.  Accordingly, it is not clear to me that there 7 

are any major ILEC operations in Oregon that today would meet Staff’s proposed 8 

condition—further demonstrating the unreasonableness of and the difficulties 9 

related to this condition.            10 

 11 

Q. Can you comment on the Staff’s recommendation that Frontier should be 12 

prohibited from paying dividends if the Oregon operations do not receive a 13 

non-consolidation opinion?53

A. Yes.  The Staff recommends a condition that is unprecedented for 15 

telecommunications companies, as far as I know.  The recommendation is that, 16 

without a non-consolidation opinion, the parent company should be prohibited 17 

from paying dividends to its shareholders.  Again, I know of no such condition 18 

that has been imposed on a diversified ILEC business.  In fact, such a condition, if 19 

applied widely in the company’s operations, would significantly raise the cost of 20 

equity capital, would raise the cost of debt, and would make the company less 21 

competitive or possibly impaired in meeting the needs of customers.  The result 22 

 14 

                                                 
53 Dougherty Direct, pp. 53-54. 
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would be a condition that does not protect customers, but is likely to raise the cost 1 

of capital, which would be harmful to customers. 2 

 3 

Q. Could policymakers require that Frontier simply limit its dividend 4 

payments? 5 

A. I respectfully assert that it would be wrong for policymakers to attempt to so limit 6 

Frontier’s ability to pay dividends to investors.  Equity-holders look for dividend 7 

payments because investors rationally seek a reasonable return on their invested 8 

capital.  A significant portion of the value attributed by equity investors to 9 

dividends is based on the predictability and sustainability of those dividends over 10 

time, so that the dividend stream can be discounted back to current dollars as the 11 

investor attempts to estimate the value of the security.  Any regulatory condition 12 

that is likely to limit or put at substantial risk the predictability and sustainability 13 

of the parent company dividend—whether it be some form of non-consolidation 14 

approach or a direct limitation on dividends—will dramatically reduce the value 15 

of that dividend stream to investors, causing a corresponding decline in Frontier’s 16 

equity value.  The net effect of a limitation on dividends would be to impair 17 

severely the company’s ability to attract competitively-priced equity capital.   18 

Q. Doesn’t Staff witness Dougherty raise a concern about the effect of a decline 19 

in Frontier’s stock price? 20 

A. Yes.  Mr. Dougherty states that, “a declining stock price would result in a lower 21 

equity value portion of the Company’s value resulting in increased debt 22 
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leverage.”54

 10 

  Mr. Dougherty then follows this comment with Staff’s 1 

recommendation that there should be a condition limiting dividends to Frontier’s 2 

shareholders if an NCO cannot be obtained for the Oregon operations.  The logic 3 

here is hard to understand.  Staff’s concern is about the potential for a contraction 4 

in the equity value, but the remedy they propose may precipitate a collapse in the 5 

stock price.  If Staff is concerned about Frontier’s equity value and the equity 6 

portion of the company’s capitalization, the last thing that should be done is to 7 

threaten the viability of the dividend stream which provides significant support to 8 

that equity value.   9 

Q. Haven’t other ILECs agreed to ring-fencing or some form of dividend 11 

limitations? 12 

A. Not as suggested in this case.  To the best of my knowledge, no ILEC has agreed 13 

to a limitation on a major proportion of the company’s cash flows as suggested 14 

here.  And, none of those proposals have involved non-consolidation of 15 

operations, nor have they included conditions that directly limited the parent’s 16 

ability to pay dividends to the company’s equity-holders.  Thus, a meaningful 17 

limitation such as the one proposed by Staff should be substantively 18 

distinguishable from the other ring-fencing and dividend limitation instances in 19 

the telecommunications industry.   20 

The CenturyLink agreement for its Oregon operations is not a comparable 21 

precedent for what is now being proposed by Staff.  CenturyLink agreed to a 22 

                                                 
54 Dougherty Direct, p. 23, lines 3-4. 
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condition that affects about 1% of the target company’s lines, and a condition that 1 

came at the end of the approval process for the Embarq transaction.  The reality is 2 

that de minimis cash flows were affected and there were few other commissions 3 

remaining in the regulatory approval process for the transaction that might impose 4 

similar conditions.  A condition that has little overall effect on the consolidated 5 

entity’s cash flows does not constitute a major concession or one that is 6 

precedential.  Further, the CenturyLink ring-fencing provision was far less 7 

damaging than the one proposed here in Condition 14, as it affected 8 

proportionately few dividends and those payment limitations were between the 9 

operating subsidiaries and the parent company (not on payments from the parent 10 

to shareholders).  In this case, Oregon represents about 6.5% of the total lines 11 

being acquired and the Oregon proceeding may precipitate other states viewing 12 

such a condition as acceptable to Frontier and necessary to maintain equal 13 

treatment for their customers.  I assert that the risks associated with Condition 14 14 

are substantively different from the CenturyLink concession, as this term 15 

dramatically alters the risks in accessing capital and potentially or even likely 16 

increases the capital cost.  I contend that the net effect of Condition 14 is contrary 17 

to the purpose provided by Staff—that access to capital should be preserved.   18 

 19 

Q. Can you summarize Frontier’s position on the proposed condition regarding 20 

a non-consolidation opinion or the limitation on the parent’s ability to pay its 21 

equity dividend? 22 



FTR Reply/300 
Whitehouse/46 

   

 46 

A. Yes.  I recognize that the Staff is seeking a condition to protect the Oregon 1 

subsidiary’s financial viability.  I respectfully argue that the proposed condition 2 

will lead to a result diametrically opposite to what is intended.  It will raise risk, 3 

and it may directly result in financial harm to the subsidiary and Oregon 4 

customers.  Specifically, Staff wishes to ensure that cash and other capital 5 

resources are available for the Oregon properties and sees the proposed approach 6 

as effective since it may have helped in the case of energy utilities in staunching 7 

any bleed of cash.  The non-consolidation approach is effectively a tourniquet that 8 

might be applied in the case of a self-sufficient utility where a regulator wishes to 9 

ensure that critical funding will not slip away to other out-of-state jurisdictions or 10 

non-regulated lines of business.  The thinking appears to be that the tourniquet 11 

might also be used in the pending transaction since the situation appears 12 

analogous and the motive is similar—to stop potential bleeding.   13 

 14 

My response is unequivocal—the situation is not analogous since ILEC 15 

operations are a highly competitive business that is not self-sufficient in a 16 

subsidiary company.  And, that subsidiary requires significant access to capital to 17 

invest in a rapidly changing network.  The benefits of diversification across states 18 

and geographic regions provided by a multi-state nationwide operation have been 19 

recognized by all major ILEC operators in the U.S.  The proposed conditions run 20 

contrary to prevailing business practices in the industry, will deprive the 21 

combined company of the risk-mitigation benefits of diversification, and likely 22 

will harm the Oregon operations and its customers.  In this case, I argue that the 23 



FTR Reply/300 
Whitehouse/47 

   

 47 

tourniquet may be terminal if applied to the neck where it chokes off Oregon's 1 

access to other resources including very important sources of equity and 2 

competitively-price debt capital at the Frontier parent level, which has access to a 3 

geographically diverse cash flow stream.  I am very clear that this treatment is 4 

potentially terminal to the business.  5 

  6 

Q. Does this mean that Frontier cannot accept Condition 14 regarding the non-7 

consolidation opinion? 8 

A. Yes.  Frontier recognizes the principle of Staff’s recommendation—that the 9 

Oregon properties should be protected against undue harm.  At the same time, 10 

Frontier believes that structural separation in the form of non-consolidation 11 

cannot be accomplished prudently in the telecommunications industry.  The 12 

business of telecommunications is substantially different from that of electric or 13 

gas or water utilities, and such a distinct separation of state-level operations from 14 

the holding company—with independent credit and financial characteristics—is 15 

not likely to be realizable in any efficient or effective manner.  Further, the Staff’s 16 

proposed condition at 14(d) is unnecessary and is dangerous to the financial 17 

health of the company (and hence to the welfare of customers). 18 

 19 

Q. Why do you contend that Condition 14 is unnecessary? 20 

A.  I have already demonstrated that Frontier’s current financial health is consistent 21 

with that of other local telecommunications companies, including Qwest, and, 22 
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based on leverage ratios or credit ratings, is superior to those of Alaska 1 

Communications, Consolidated Communications, Iowa Telecom, and Otelco.  2 

After the transaction, the credit ratings and the leverage ratios, based on the 2008 3 

financials, are expected to be better than the financials of all those companies and 4 

in line with the financially strongest independent operator, which is CenturyLink.  5 

The risks from a financial point of view are comparatively low. 6 

 7 

Q. What do you mean that Condition 14 is “dangerous”? 8 

A. Condition 14(d)(ii) proposes that Frontier would be prohibited from paying 9 

dividends to its shareholders if the “average market value” (unspecified over what 10 

period the price averaging occurs) falls below a specified level.  Many factors can 11 

contribute to a decline in the stock price, including overall market conditions, and 12 

Frontier has no ability to control those factors.  Introducing an additional risk to 13 

the stability of the dividend to shareholders, which is what this condition would 14 

do, would simply add to this list of factors. 15 

 16 

However, there are more dangerous features to this artificial price point. There are 17 

investors that look for ways to manipulate a stock price.  The mechanism is based 18 

on the ability to “short sell” a stock, which is a common market practice to make 19 

money if the price of a security falls.  Effectively, they “short-sell” a stock, 20 

whereby they borrow the stock and then “cover” by purchasing the stock at a 21 

lower price (they hope).  The practice is simply the opposite of buying a cheap 22 
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stock, as short-sellers assess the overvaluation of stocks and make money when 1 

the security price declines to a more appropriate level.  There are other investors, 2 

however, that make money by creating fear and uncertainty.  If there are fears 3 

about certain triggers such as a price-point where the company is precluded from 4 

paying its dividend, certain short-sellers would be incented to find ways to drive 5 

the price toward the trigger.  The net effect of the regulatory threshold for the 6 

stock price, then, would be to incent certain types of investors to manipulate the 7 

shares and the fear might then feed on itself even if the company’s fundamental 8 

are perfectly sound.  The phenomenon is well understood by investors who try to 9 

avoid securities that are susceptible to rumor and uncertainty.  Thus, a potentially 10 

well-intentioned (if unnecessary) regulatory condition would be converted into an 11 

opportunity for less-altruistic market players to manipulate the equity value. 12 

Thus, this regulatory mechanism is more likely to create new risks, which will 13 

mean that equity investment and equity values are jeopardized by this proposed 14 

condition.  I again respectfully suggest that this proposal reflects a lack of 15 

understanding about the equity markets as it injects a new and material risk in 16 

Frontier’s access to capital. 17 

 18 

Q. Are there other reasons that you say that Condition 14 is “dangerous” to the 19 

health of the company and to the welfare of customers? 20 

A. Yes.  In addition to the risk outlined above which invites manipulation of the 21 

stock price, the Staff is asking Frontier to agree to thresholds for the credit ratings 22 

of the company indefinitely.  The condition at 14(d)(i) prohibits the company 23 
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from paying equity dividends if the credit ratings slip within the first two years 1 

from Frontier’s current ratings, and then the threshold is altered slightly and 2 

remains in place indefinitely.  No other telecommunications company that I am 3 

aware of has such a limitation.  The result of this condition is entirely predictable; 4 

it will make Frontier’s equity more costly (because the increased risk will have to 5 

be factored into the security).  It will also mean that investors in 6 

telecommunications companies that serve rural and suburban customers among 7 

others will re-direct their interest from Frontier’s stock to other securities. 8 

 9 

Q. Is Condition 14 acceptable in any form to Frontier? 10 

A. No.  Frontier would be irresponsible to accept such a condition.  Condition 14 11 

does not protect consumers or other stakeholders, and it creates serious, onerous, 12 

and unacceptable new risks.  Frontier is entirely open to discussing protections for 13 

Oregon customers, but this condition does not accomplish what the Staff has 14 

represented to be its purpose—which is to protect Oregon consumers and assure 15 

access to capital for increased broadband and other services.  The formulation of 16 

Condition 14 makes it far more likely that harm will be done to Oregon customers 17 

and that Frontier will have significantly less access to capital, which will 18 

negatively impact Frontier customers in other states. 19 

 20 
Q. Does this conclude your rebuttal testimony? 21 

A. Yes, it does. 22 
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Frontier Communications Shareholders  
Approve Acquisition of Verizon Wireline Operations in 14 States 

STAMFORD, Conn., Oct. 27, 2009 — Frontier Communications Corporation 
(NYSE: FTR) today announced that its shareholders have overwhelmingly voted to 
adopt the merger agreement pursuant to which Frontier has agreed to acquire Verizon 
Communications Inc.’s local exchange businesses in 14 states and certain related 
customer relationships for long distance services, broadband Internet access and 
broadband video.  The shareholders also voted to approve an amendment to Frontier’s 
restated certificate of incorporation to increase the number of authorized shares of 
Frontier common stock, and to approve the issuance of Frontier common stock 
pursuant to the merger agreement. 

”This is a resounding vote of support from our shareholders,” said Maggie 
Wilderotter, Chairman and CEO of Frontier. “This acquisition will be transformational for 
Frontier, giving us greater scale, a balance sheet approaching investment grade, and a 
fantastic platform for growth.  Shareholder approval marks an important milestone in the 
transaction process, and we’re on track for closing during the second quarter of 2010.  
Our entire team is hard at work with their counterparts at Verizon to ensure a successful 
integration.  All of us at Frontier are looking forward to providing great products and 
services to our new customers and to welcoming our new employees.” 

Closing of the transaction remains subject to customary closing conditions, 
including receipt of regulatory approvals and completion of financing. 

About Frontier Communications  

Frontier Communications Corporation (NYSE: FTR) is a full-service 
communications provider and one of the largest local exchange telephone companies in 
the country serving rural areas and small and medium-sized towns and cities. Frontier is 
included in the S&P 500 Index. Frontier Communications offers telephone, television 
and Internet services, including wireless Internet data access, as well as bundled 
offerings, specialized bundles for small businesses and home offices, and data security 
solutions. Additional information about Frontier is available at www.frontier.com.  
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Forward-Looking Language  

This press release contains forward-looking statements that are made pursuant to the safe harbor provisions 
of The Private Securities Litigation Reform Act of 1995.  These statements are made on the basis of management’s 
views and assumptions regarding future events and business performance.  Words such as “believe,” “anticipate,” 
“expect” and similar expressions are intended to identify forward-looking statements.  Forward-looking statements 
(including oral representations) involve risks and uncertainties that may cause actual results to differ materially from 
any future results, performance or achievements expressed or implied by such statements. These risks and 
uncertainties are based on a number of factors, including but not limited to: Our ability to complete the acquisition 
of access lines from Verizon; the failure to obtain, delays in obtaining or adverse conditions contained in any 
required regulatory approvals for the Verizon transaction; the failure to receive the IRS ruling approving the tax-free 
status of the Verizon transaction; the ability to successfully integrate the Verizon operations into Frontier’s existing 
operations; the effects of increased expenses due to activities related to the Verizon transaction; the ability to 
migrate Verizon’s West Virginia operations from Verizon owned and operated systems and processes to Frontier 
owned and operated systems and processes successfully; the risk that the growth opportunities and cost synergies 
from the Verizon transaction may not be fully realized or may take longer to realize than expected; the sufficiency of 
the assets to be acquired from Verizon to enable us to operate the acquired business; disruption from the Verizon 
transaction making it more difficult to maintain relationships with customers, employees or suppliers; the effects of 
greater than anticipated competition requiring new pricing, marketing strategies or new product or service offerings 
and the risk that we will not respond on a timely or profitable basis; reductions in the number of our access lines and 
High-Speed Internet subscribers; our ability to sell enhanced and data services in order to offset ongoing declines in 
revenue from local services, switched access services and subsidies; the effects of ongoing changes in the regulation 
of the communications industry as a result of federal and state legislation and regulation; the effects of competition 
from cable, wireless and other wireline carriers (through voice over internet protocol (VOIP) or otherwise); our 
ability to adjust successfully to changes in the communications industry and to implement strategies for improving 
growth; adverse changes in the credit markets or in the ratings given to our debt securities by nationally accredited 
ratings organizations, which could limit or restrict the availability, or increase the cost, of financing; reductions in 
switched access revenues as a result of regulation, competition and/or technology substitutions; the effects of 
changes in both general and local economic conditions on the markets we serve, which can impact demand for our 
products and services, customer purchasing decisions, collectability of revenue and required levels of capital 
expenditures related to new construction of residences and businesses; our ability to effectively manage service 
quality; our ability to successfully introduce new product offerings, including our ability to offer bundled service 
packages on terms that are both profitable to us and attractive to our customers; changes in accounting policies or 
practices adopted voluntarily or as required by generally accepted accounting principles or regulators; our ability to 
effectively manage our operations, operating expenses and capital expenditures, to pay dividends and to repay, 
reduce or refinance our debt; the effects of bankruptcies and home foreclosures, which could result in increased bad 
debts; the effects of technological changes and competition on our capital expenditures and product and service 
offerings, including the lack of assurance that our ongoing network improvements will be sufficient to meet or 
exceed the capabilities and quality of competing networks; the effects of increased medical, retiree and pension 
expenses and related funding requirements; changes in income tax rates, tax laws, regulations or rulings, and/or 
federal or state tax assessments; the effects of state regulatory cash management policies on our ability to transfer 
cash among our subsidiaries and to the parent company; our ability to successfully renegotiate union contracts 
expiring in 2009 and thereafter; declines in the value of our pension plan assets, which could require us to make 
contributions to the pension plan beginning no earlier than 2010; our ability to pay dividends in respect of our 
common shares, which may be affected by our cash flow from operations, amount of capital expenditures, debt 
service requirements, cash paid for income taxes and our liquidity; the effects of any unfavorable outcome with 
respect to any of our current or future legal, governmental or regulatory proceedings, audits or disputes; the possible 
impact of adverse changes in political or other external factors over which we have no control; and the effects of 
hurricanes, ice storms or other severe weather.  These and other uncertainties related to our business are described in 
greater detail in our filings with the Securities and Exchange Commission, including our reports on Forms 10-K and 
10-Q, and the foregoing information should be read in conjunction with these filings.  We do not intend to update or 
revise these forward-looking statements to reflect the occurrence of future events or circumstances. 

 



 

Additional Information and Where to Find It 

This filing is not a substitute for the definitive prospectus/proxy statement included in the Registration Statement on 
Form S-4 that Frontier filed, and the SEC has declared effective, in connection with the proposed transactions 
described in the definitive prospectus/proxy statement.  INVESTORS ARE URGED TO READ THE DEFINITIVE 
PROSPECTUS/PROXY STATEMENT BECAUSE IT CONTAINS IMPORTANT INFORMATION, INCLUDING 
DETAILED RISK FACTORS.  The definitive prospectus/proxy statement and other documents filed or to be filed 
by Frontier with the SEC are or will be available free of charge at the SEC’s website, www.sec.gov, or by directing 
a request when such a filing is made to Frontier, 3 High Ridge Park, Stamford, CT 06905-1390, Attention: Investor 
Relations. 

This communication shall not constitute an offer to sell or the solicitation of an offer to buy securities, nor shall 
there be any sale of securities in any jurisdiction in which such offer, solicitation or sale would be unlawful prior to 
registration or qualification under the securities laws of such jurisdiction. 

Frontier’s stockholders approved the proposed transactions on October 27, 2009, and no other vote of the 
stockholders of Frontier or Verizon is required in connection with the proposed transactions. 

 
INVESTOR CONTACTS:   MEDIA CONTACT: 
David Whitehouse Gregory Lundberg  Brigid Smith 
SVP & Treasurer Director, Investor Relations  AVP Corp. Comm & Recognition 
(203) 614-5708 (203) 614-5044  (203) 614-5042 
david.whitehouse@frontiercorp.com greg.lundberg@frontiercorp.com  brigid.smith@frontiercorp.com 
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FORWARD LOOKING STATEMENTS

This presentation contains forward-looking statements that are made pursuant to the safe harbor provisions of The Private Securities Litigation Reform Act of 1995. These statements 
are made on the basis of management’s views and assumptions regarding future events and business performance.  Words such as “believe,” “anticipate,” “expect” and similar 
expressions are intended to identify forward-looking statements.  Forward-looking statements (including oral representations) involve risks and uncertainties that may cause actual 
results to differ materially from any future results, performance or achievements expressed or implied by such statements.  These risks and uncertainties are based on a number of 
factors, including but not limited to: reductions in the number of our access lines and high-speed internet subscribers; the effects of competition from cable, wireless and other 
wireline carriers (through voice over internet protocol (VOIP) or otherwise); reductions in switched access revenues as a result of regulation, competition and/or technology 
substitutions; the effects of greater than anticipated competition requiring new pricing, marketing strategies or new product offerings and the risk that we will not respond on a timely 
or profitable basis; the effects of changes in both general and local economic conditions on the markets we serve, which can impact demand for our products and services, customer 
purchasing decisions, collectibility of revenue and required levels of capital expenditures related to new construction of residences and businesses; our ability to effectively manage 
service quality; our ability to successfully introduce new product offerings, including our ability to offer bundled service packages on terms that are both profitable to us and attractive 
to our customers; our ability to sell enhanced and data services in order to offset ongoing declines in revenue from local services, switched access services and subsidies; changes in 
accounting policies or practices adopted voluntarily or as required by generally accepted accounting principles or regulators; the effects of ongoing changes in the regulation of the 
communications industry as a result of federal and state legislation and regulation, including potential changes in state rate of return limitations on our earnings, access charges and 
subsidy payments, and regulatory network upgrade and reliability requirements; our ability to effectively manage our operations, operating expenses and capital expenditures, to pay 
dividends and to reduce or refinance our debt; adverse changes in the credit markets and/or in the ratings given to our debt securities by nationally accredited ratings organizations, 
which could limit or restrict the availability and/or increase the cost of financing; the effects of bankruptcies and home foreclosures, which could result in increased bad debts; the 
effects of technological changes and competition on our capital expenditures and product and service offerings, including the lack of assurance that our ongoing network 
improvements will be sufficient to meet or exceed the capabilities and quality of competing networks; the effects of increased medical, retiree and pension expenses and related 
funding requirements; changes in income tax rates, tax laws, regulations or rulings, and/or federal or state tax assessments; further declines in the value of our pension plan assets, 
which could require us to make contributions to the pension plan beginning in 2010, at the earliest; the effects of state regulatory cash management policies on our ability to transfer 
cash among our subsidiaries and to the parent company; our ability to successfully renegotiate union contracts expiring in 2009 and thereafter; our ability to pay a $1.00 per 
common share dividend annually, which may be affected by our cash flow from operations, amount of capital expenditures, debt service requirements, cash paid for income taxes 
(which will increase in 2009) and our liquidity; the effects of significantly increased cash taxes in 2009 and thereafter; the effects of any unfavorable outcome with respect to any of 
our current or future legal, governmental, or regulatory proceedings, audits or disputes; the possible impact of adverse changes in political or other external factors over which we 
have no control; and the effects of hurricanes, ice storms or other severe weather.  These and other uncertainties related to our business are described in greater detail in our filings 
with the Securities and Exchange Commission (SEC), including our reports on Forms 10-K and 10-Q.  We undertake no obligation to publicly update or revise any forward-looking 
statement or to make any other forward-looking statements, whether as a result of new information, future events or otherwise unless required to do so by securities laws. 

ADDITIONAL INFORMATION AND WHERE TO FIND IT

This material is not a substitute for the prospectus/proxy statement Frontier Communications Corporation will file with the SEC. We urge investors to read the prospectus/proxy 
statement, which will contain important information, including detailed risk factors, when it becomes available.  The prospectus/proxy statement and other documents which will be 
filed by Frontier Communications Corporation with the SEC will be available free of charge at the SEC’s website, www.sec.gov, or by directing a request when such a filing is made to 
Frontier Communications Corporation, 3 High Ridge Park, Stamford, CT 06905, Attention:  Investor Relations.  

This communication shall not constitute an offer to sell or the solicitation of an offer to buy securities, nor shall there be any sale of securities in any jurisdiction in which such offer, 
solicitation or sale would be unlawful prior to registration or qualification under the securities laws of such jurisdiction.

Frontier Communications Corporation and certain of its directors, executive officers and other members of management and employees may, under SEC rules, be deemed to be 
“participants” in the solicitation of proxies in connection with the proposed transactions.  Information about the directors and executive officers of Frontier Communications 
Corporation is set forth in the proxy statement for Frontier Communications Corporation’s 2009 annual meeting of stockholders. 
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● Maggie Wilderotter, Chairman & Chief Executive Officer
● Maggie Wilderotter is Chairman and CEO of Frontier Communications.  She joined 

Frontier in November 2004 as President, CEO and a member of the Board of Directors. 
Before this, Ms. Wilderotter was Senior Vice President of Worldwide Public Sector at 
Microsoft and prior to that, President and CEO of Wink Communications Inc.  During 
her career, Ms. Wilderotter has held various executive positions including, Executive 
Vice President of National Operations for AT&T Wireless Services Inc.; Chief Executive 
Officer of AT&T's Aviation Communications Division; and Senior Vice President of 
McCaw Cellular Communications Inc. 

● Donald Shassian, EVP and Chief Financial Officer
● Donald R. Shassian is Executive Vice President and Chief Financial Officer. He joined 

Frontier in April 2006 as Chief Financial Officer. Before starting with Frontier, Mr. 
Shassian provided consulting services to various telecommunications companies 
including AT&T Inc. and Consolidated Communications Inc.  Prior to that, Mr. Shassian 
was Senior Vice President and CFO for Southern New England Telecommunications 
Corp. (SNET) and responsible for its successful sale and integration into SBC 
Communications (now AT&T).  Mr. Shassian was also with Arthur Andersen for more 
than 16 years. His last position there was as the Partner-in-Charge of the 
Telecommunications Industry Practice in North America. 



Introduction to the New Frontier
Maggie Wilderotter, Chairman & Chief Executive Officer



The “New” Frontier….

TRANSFORMATIONAL TRANSACTION for Frontier

Frontier becomes the largest “pure” rural provider of voice, 

broadband and video services with more than 7 million access lines 

in 27 states

Delivers substantial long-term shareholder value

Improves balance sheet strength; increases financial 

and operational flexibility

Creates a strong platform for continued growth and 

improves the company’s overall strategic position
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The “New” Frontier….
The combination of Frontier and New Communications Holdings Inc.

(“SpinCo”), will create one of the nation’s leading communications 

service providers

5th largest ILEC in America, predominantly in rural communities

FY 2008 pro forma access lines of 7.0M and revenue of $6.5B

Compelling transaction for Frontier shareholders

Improves balance sheet strength, FY 2008 pro forma leverage of 2.6x

Attractive and sustainable dividend policy

Free cash flow per share accretive in year 2

Significant opportunity for ongoing value creation

Highly experienced management team

Frontier leadership will run the combined company

Proven ability to integrate acquired properties

Track record in producing best-in-class results    

6



Transaction Rationale

7

Rural Profile
SpinCo properties have an average of 37 households per sq. mile 
70% of lines in rural areas
Less than 1% of lines in urban areas

Complementary Footprint Frontier currently has operations in 11 of the 14 states in which SpinCo 
operates

Attractive Demographics
Properties have a similar profile to Frontier’s current footprint
Median income of $50.1K, 74% home ownership, average age of 48

Upside for Organic Growth
Ability to implement Frontier’s proven “go-to-market” strategy
Local engagement model will improve customer loyalty and drive revenue 
performance

Ability to Leverage Scale
Leverage scalability of common support functions (e.g. IS, Accounting)
Ability to achieve synergies from operating and capital expenditures

Reasonable Capital 
Investment

Currently, broadband is only available to ~60% of households
Opportunity to expand broadband deployment

Free Cash Flow Accretive
The transaction drives significant free cash flow per share accretion in year 2 
and beyond

Improves Dividend Payout 
Ratio

$0.75 per share dividend after closing
Payout ratio declines based on new dividend policy and increased cash flow

● Serving Rural America IS our business
● Frontier becomes the largest “pure” rural communications provider
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The “New” Frontier….
● What differentiates this transaction from previous RBOC 

line purchases?

System Conversion Experience

13 states run on a separate billing platform that comes with SpinCo in 

the acquisition; Only one state, representing 13% of SpinCo access 

lines, required to be converted by closing

Deleveraging Transaction
This is a deleveraging transaction. FY 2008 pro forma combined 

leverage of 2.6x – approaching investment grade

Strong Rural Markets

Substantially the same rural profiles as Frontier has today. 

Predominately rural markets (37 households  / sq. mile); less than 

1% of the footprint is urban

Track Record of Successful 

Integrations

Frontier management successfully operates a 2M + access line 

business, generating $2.2B of revenue in 24 states. We have 

successfully integrated Rochester Telephone, Commonwealth 

Telephone and Global Valley Networks realizing greater than 

anticipated synergies, and have consolidated 5 billing systems in the 

past 5 years



FY 2008 Key Metrics

Frontier 
Standalone
Frontier 

Standalone

Frontier 
Pro Forma
Frontier 

Pro Forma

Combined Company Snapshot
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* New State for Frontier

Frontier Properties

SpinCo Properties

Revenue: $2.2B $6.5B

EBITDA (a): $1.2B $3.1B

Ending Access Lines: 2.3M 7.0M

Number of States: 24 27

Pro Forma % of
Footprint Total

West Virginia 761 10.8%
Indiana 723 10.3%
New York 684 9.7%
Illinois 671 9.5%
Ohio 635 9.0%
Washington* 579 8.2%
Michigan 526 7.5%
Pennsylvania 427 6.1%
Wisconsin 343 4.9%
Oregon 323 4.6%
North Carolina* 263 3.7%
Minnesota 211 3.0%
California 168 2.4%
Arizona 152 2.2%
Idaho 133 1.9%
South Carolina* 128 1.8%
Tennessee 79 1.1%
Nevada 60 0.8%
Iowa 45 0.6%
Nebraska 43 0.6%
Alabama 26 0.4%
Utah 22 0.3%
Georgia 19 0.3%
New Mexico 8 0.1%
Montana 8 0.1%
Mississippi 5 0.1%
Florida 4 0.1%
Total 7,045

Pro Forma Access Lines By State

(a) Excludes synergies



Industry Leading Profile
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2008 Revenue ($B) (a) 2008 EBITDA ($B) (a) 

Total Access Lines (M) Voice + Broadband Connections (M)

Source: Company filings and Wall Street research – 2008 data.
(a) Reflects Embarq excluding Logistics and Qwest Wireline only.  

2.3
3.0

7.0
7.7

11.6

0

5

10

15

Frontier WIN Frontier 
Pro 

Forma

CTL + EQ Q

$2.2
$3.2

$6.5
$8.3

$13.0

$0

$5

$10

$15

$20

Frontier WIN Frontier
Pro

Forma

CTL + EQ Q

2.8
4.0

8.6
9.7

14.4

0

5

10

15

20

Frontier WIN Frontier
Pro

Forma

CTL + EQ Q

$1.2
$1.6

$3.1
$3.9

$6.9

$0

$2

$4

$6

$8

Frontier WIN Frontier 
Pro

Forma

CTL + EQ Q



Operating Strategy
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● Leverage Frontier’s performance culture
● Sales and service focus to drive best in class results

● Local engagement model 

● Local ownership of market performance
● Community involvement for competitive advantage
● Drive customer acquisition and retention 
● Deliver a differentiated customer experience

● Investment in network infrastructure
● Expansion of broadband reach and speed

● Support for new product and service offerings for customer 
revenue growth

● Product quality and reliability

● Margin expansion as economies of scale are realized
● Scalability of people, systems, processes and functions



Operating Strategy
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● Frontier’s 3 P framework provides the building blocks 

for successful integration planning and execution 

• Migration to Frontier brand

• Simplify/Improve the Customer 
Experience

• Unique marketing campaigns and 
incentives to drive market share 
and wallet share

• Expanded distribution channels

• Innovative products and service 
differentiators

• Pay for performance culture

• Goals and incentives aligned to 
business objectives

• Hire and retain “athletes”

• Exceed Financial Targets by:

• Network investments to expand 
HSI availability and drive revenue 
opportunity

• Focus on “owning” small and 
medium size businesses

• Achieve economies of scale 
through consolidation and 
standardization of systems and 
functions

• Grow customer revenue and keep 
existing customers

PeoplePeople ProductProduct ProfitProfit



Transaction Overview & Financial Highlights

Donald R. Shassian, EVP & Chief Financial Officer



Transaction Overview
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Transaction Structure
Reverse Morris Trust
Simultaneous tax-free spin-off of SpinCo and merger with Frontier

Valuation
SpinCo Enterprise Value: $8.6B

Implied purchase multiple of 4.5x SpinCo’s FY 2008 EBITDA

Financing

Equity consideration based on Frontier’s 30 day average share price at 

time of close
Subject to a collar of $7.00 – $8.50, 66% - 71% VZ stockholder ownership

Fixed number of shares outside the collar

$3,208M of debt to be raised prior to closing 

Proceeds to be paid to Verizon

Governance

Maggie Wilderotter, Chairman & Chief Executive Officer

Frontier management leadership

12 member board (Verizon elects 3 new members to Frontier existing board)

Post Closing Dividend Policy Annual dividend of $0.75 per share

Estimated Synergies
Revenue upside from broadband, long distance, video and bundles

$500M of cash OpEx savings (21% of 2008 SpinCo cash OpEx)

Required Approvals

Hart Scott Rodino

Frontier shareholder approval

Verizon IRS ruling

FCC and certain state and local regulatory approvals 

Expected Closing Approximately 12 months



Transaction Summary
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Verizon
Stockholders

Frontier
Stockholders

Verizon
Frontier

(FTR + 4.8M 
SpinCo Lines)

32%
68%

$3,333M

• SpinCo pays Verizon 
$3,333M in cash or 
debt relief

• Verizon distributes 
100% of SpinCo to 
Verizon shareholders

• SpinCo merges with 
Frontier; Frontier is 
the surviving entity

Parameter Frontier (a) SpinCo Total

Price/Share $                      7.75  $                      7.75  $                      7.75 

Shares Outstanding 312  677  989

Equity Value $                    2,421  $                    5,247  $                    7,668 
Net Debt 4,547  3,333  8,005

Firm Value $                    6,968  $                    8,580  $                 15,673 

2008 EBITDA (c) $                    1,214  $                    1,918  $                    3,132 
FV/'08 EBITDA 5.7x 4.5x 5.0x

Net Debt/'08 EBITDA 3.8x 1.7x 2.6x

• Share price collar of 
$7.00 – $8.50 per 
share; 617 – 750M 
shares (66-71%) 
Verizon stockholder 
ownership

(a) As of 3/31/09

(b) Includes $125 million of financing for integration costs

(c) FY 2008 Pro forma EBITDA, excludes synergies

(b)



Key Financial Characteristics
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2.6x

$1.44

$1,423

9

(701)

(364)

(653)

48.0%

3,132

$6,524

Sub-Total2008 Statistics Frontier SpinCo (b) Synergies Total

Revenue $2,237 $4,287 --- $6,524

EBITDA 1,214 1,918 $500      3,632 

% EBITDA Margin 54.3% 44.7% 55.7% 

Bridge to Free Cash Flow:

Interest Expense (363) (290) 0 (653) 

Cash Taxes (79) (285) (190) (554)

Capital Expenditures (288) (413) 0 (701)

Other 9 0 0 9

Free Cash Flow $493 $930 $310 $1,733

FCF/Share $1.58 $1.37 N/A $1.75 (c)

Net Debt  / EBITDA 3.8x 1.7x 2.2x

Dividends ($0.75 / share) --- --- --- $742 (c)

Dividend Payout Ratio --- --- --- 43% (c)

(a) Adjusted to exclude Severance and Early Retirement Costs and Legal Settlement Costs.

(b) 2008 audited financial statements adjusted for certain matters

(c) Assuming Frontier issues share at the mid-point of the collar

(a)



Ongoing Value Creation
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● Our ability to migrate the acquired properties to Frontier’s 
performance metrics offers the potential for significant value 
creation 

-10.2%

-7.2%

-12.0%

-10.0%
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0.0%

10.0%

SpinCo Frontier

20.9%

25.7%

0.0%

5.0%

10.0%

15.0%
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Access Line Decline

Long Distances Penetration

HSI Penetration

Satellite TV Penetration

Note: Data is as of 12/31/08.



Substantial Revenue & Cost Saving Opportunities

18

Revenue

Opportunity

● Increased Broadband availability 

● Frontier market approach improves critical 

customer metrics

● Access line losses

● HSI penetration

● Long distance penetration

● Video penetration

Synergies

● Executive Management

● Legal

● Information Systems

● Finance & Accounting

● Increased purchasing power with vendors

~ $500M

Annually

Non-Recurring

Integration Costs

● Branding

● IT Development

● Severance

CapEx ~ $126M

OpEx ~ $66M



Integration

● Proven track record of successfully integrating acquired 
properties

● Achieved 150% of synergy target for the 2007 Commonwealth 
acquisition

● Frontier has successfully completed financial, business and 
operational support system conversions over the past 10 years

● Proven track record in converting billing systems

● Consolidated 5 billing systems into one over the past five years, 
converting 1.7M access lines

● Current billing system is scalable to absorb this acquisition

19



Integration

● Framework for successful RBOC line integration

● Frontier has the scale, scope and experience to absorb these operations

● Ensure that all key business processes work effectively at closing 

● Integration onto our current billing platform can be accomplished 

over time

● Key Structure Benefit:

● 13 states (former GTE operations) will operate on existing systems as a 

stand-alone entity at closing

● Only 1 state will need to convert to the Frontier platform at closing

● Integration planning will commence immediately

20



Summary Financial Comparison
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Access Lines 2,250K 7,050K

Revenue $2,250M $6,525M

EBITDA (a) $1,200M $3,125M

CAPEX $290M $700M

Net Debt $4,547M $8,005M

Dividend / Share $1.00 $0.75

Shares Outstanding 312M 989M

Net Leverage 3.8x 2.6x

Payout Ratio 64.6% 43.0%

Note: Data pro forma for the year ended December 31, 2008, except as noted.

(a)FY 2008 EBITDA, before synergies

(b) As of 3/31/09

(c) Subject to collar adjustment.

(b)

Frontier StandaloneFrontier Standalone Frontier Pro FormaFrontier Pro Forma2008 Statistics

(c)



Closing Conditions

● Required Approvals

● Frontier shareholder approval

● Hart Scott Rodino

● FCC approval

● Certain state and local regulatory approvals

● Verizon IRS revenue ruling

● Financing

● $3.2B by closing

22



Summary
Maggie Wilderotter, Chairman & Chief Executive Officer



The “New” Frontier….

TRANSFORMATIONAL TRANSACTION for Frontier

Frontier becomes the largest “pure” rural provider of voice, 

broadband and video services with more than 7 million access lines 

in 27 states

Delivers substantial long-term shareholder value

Improves balance sheet strength; increases financial 

and operational flexibility

Creates a strong platform for continued growth and 

improves the company’s overall strategic position

24
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Transformational, The New Frontier…..

Delivers substantial long-term shareholder value

Opportunity to grow customer revenue

$500 million of cash operating expense synergies

Accretive in year 2

26

Improves balance sheet strength; increases financial/operational flexibility

Strong Capital Structure, FY 2008 Pro Forma Leverage of 2.6x

Dividend sustainability

Significant cash flow generation

Creates a strong platform for continued consolidation and improves the 
company’s overall strategic position

Scalable people, processes, systems

Acquisition integration competencies

Track record for growth

Solid industry experience and relationships



Access Line Detail
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Frontier SpinCo Combined

West Virginia 143,982         617,036         761,018         

Indiana 4,647            718,251         722,898         

Illinois 97,461          573,321         670,782         

Ohio 552              634,153         634,705         

Michigan 19,102          507,462         526,564         

Wisconsin 62,007          281,350         343,357         

Oregon 12,626          309,904         322,530         

California 143,871         24,205          168,076         

Arizona 145,241         6,297            151,538         

Idaho 20,035          113,002         133,037         

Nevada 23,701          35,989          59,690          

673,225        3,820,970     4,494,195     

Washington -               578,506         578,506         

North Carolina -               263,479         263,479         

South Carolina -               127,718         127,718         

-                 969,703        969,703        

New York 683,880         -               683,880         

Pennsylvania 427,489         -               427,489         

Minnesota 210,983         -               210,983         

Tennessee 79,014          -               79,014          

Iowa 44,891          -               44,891          

Nebraska 43,106          -               43,106          

Alabama 25,980          -               25,980          

Utah 21,718          -               21,718          

Georgia 19,167          -               19,167          

New Mexico 8,001            -               8,001            

Montana 7,659            -               7,659            

Mississippi 5,474            -               5,474            

Florida 3,746            -               3,746            

1,581,108     -                 1,581,108     

2,254,333     4,790,673     7,045,006     
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Merger of 
CenturyTel andCenturyTel and 

EMBARQ

October 27, 2008
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Safe Harbor Language
Included in our presentation are certain estimates and other forward-looking statements. They are subject to 
uncertainties that could cause the actual results to differ materially. These and other important uncertainties 
related to our business are described in the Company’s filings with the Securities and Exchange Commission. All 
information contained herein is current as of October 27 2008 and is to be considered valid only as of Octoberinformation contained herein is current as of October 27, 2008, and is to be considered valid only as of October 
27, 2008, regardless of the date reviewed.

Additional Information
CenturyTel and EMBARQ will file a joint proxy statement/prospectus with the Securities and Exchange 
Commission (SEC). INVESTORS ARE URGED TO READ THE JOINT PROXY STATEMENT/PROSPECTUS WHEN IT 
BECOMES AVAILABLE BECAUSE IT WILL CONTAIN IMPORTANT INFORMATION. You will be able to obtain the 
joint proxy statement/prospectus, as well as other filings containing information about CenturyTel and EMBARQ, 
free of charge, at the website maintained by the SEC at www.sec.gov. Copies of the joint proxy 
statement/prospectus and the filings with the SEC that will be incorporated by reference in the joint proxy 
statement/prospectus can also be obtained free of charge by directing a request to CenturyTel 100statement/prospectus can also be obtained, free of charge, by directing a request to CenturyTel, 100 
CenturyTel Drive, Monroe, Louisiana, 71203 Attention: Corporate Secretary, or to EMBARQ, 5454 West 110th 
Street, Overland Park, KS, 66211, Attention: Corporate Secretary. The respective directors and executive 
officers of CenturyTel and EMBARQ and other persons may be deemed to be participants in the solicitation of 
proxies in respect of the proposed transaction. Information regarding CenturyTel’s directors and executive 
officers is available in its proxy statement filed with the SEC by CenturyTel on March 27, 2008, and information 
regarding Embarq directors and executive officers is available in its proxy statement filed with the SEC by 
EMBARQ on March 17 2008 Other information regarding the participants in the proxy solicitation and aEMBARQ on March 17, 2008. Other information regarding the participants in the proxy solicitation and a 
description of their direct and indirect interests, by security holdings or otherwise, will be contained the joint 
proxy statement/prospectus and other relevant materials to be filed with the SEC when they become available. . 
This communication shall not constitute an offer to sell or the solicitation of an offer to sell or the solicitation of 
an offer to buy any securities, nor shall there be any sale of securities in any jurisdiction in which such offer, 
solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such 
jurisdiction. No offer of securities shall be made except by means of a prospectus meeting the requirements of 

f h f d d
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Section 10 of the Securities Act of 1933, as amended.



Attendees

Glen F. Post, III
Chairman of the Board and Chief Executive Officer, CenturyTelChairman of the Board and Chief Executive Officer, CenturyTel

Tom Gerke
Chief Executive Officer EMBARQChief Executive Officer, EMBARQ

Stewart Ewing
Chief Financial Officer CenturyTelChief Financial Officer, CenturyTel

Gene M. Betts
Chief Financial Officer, EMBARQChief Financial Officer, EMBARQ
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Compelling for Shareholders of CenturyTel and EMBARQ
Combination of CenturyTel and EMBARQ creates a leading communications company

Operations in 33 states with approximately 8 million access lines and 2 million broadband customers

Pro forma revenue of $8.8 billion and EBITDA of $3.8 billion (1)

Enhanced financial profile
Accretive to free cash flow on an “as realized basis” in first full year post-closing

Sound capital structure with pro forma leverage of 2.1x (incl. run rate synergies) (2)

Dividend payout ratio of ~50% and expectation to return substantial capital to shareholders 

Significant cost savings and operating efficiencies
Annual run rate synergies of approximately $400 million

Ability to leverage best practices between the two companies

Highly experienced leadership team
Bill Owens, Non-executive Chairman,

Glen Post, CEO

Tom Gerke, Executive Vice Chairman

Karen Puckett, COO

Stewart Ewing, CFO

4

1. Data as of September 30, 2008 for CenturyTel and EMBARQ
2. Includes ~$400 million of anticipated run rate synergies



Transaction Summary

Transaction Structure: All stock combination

Exchange Ratio: 1.37 shares of CenturyTel stock per share of EMBARQ stockg y p Q

Pro Forma Ownership: 34% CenturyTel shareholders / 66% EMBARQ shareholders

Transaction Value: $11.6 billion, including net debt of $5.8 billion as of 09/30/08

Estimated Synergies: Approximately $400 million of annual run rate synergies

Estimated Transaction 
Multiples:

4.5x / 3.9x LTM EBITDA (before / after run rate synergies)

6.0x / 4.7x LTM Free Cash Flow (before / after run rate synergies)

Financing: $800 million of committed financing to refinance EMBARQ bank debt 
facilities and for general corporate purposes

Pro Forma Leverage: 2.1x (incl. run rate synergies) / 2.3x (excluding synergies)

Dividend Policy: Annual dividend of $2.80 per share, approximately 50% pay-out ratio

Closing Conditions: HSR, FCC, Certain State Regulatory Approvals and CenturyTel and EMBARQ 
shareholder approvals and other customary conditions 

5



A Leading Communications Company
Operations in 33 states

Approximately 8 million access lines and 2 million broadband customers

Li htC Fib N t kEMBARQCenturyTel

6

LightCore Fiber NetworkEMBARQy



Premier Communications Company
LTM Revenue ($ billions) (1)
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CTL/EQ WIN FTR FRP CTL/EQ WIN FTR FRP
1. Data as of September 30, 2008 for CenturyTel and EMBARQ and June 30, 2008 for WIN, FTR and FRP
2. FairPoint statistics pro forma for VZ Northern New England transaction
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Key Pro Forma Metrics

Cent Tel (1) EMBARQ
Pro Forma
/o S ne gies

As of September 30, 2008

(as of 09/30/08, $ in millions) CenturyTel (1) EMBARQ w/o Synergies

Access Lines (000s) 2,041 5,853 7,894

Broadband Customers  (000s) 628 1,388 2,016

Penetration 30.8% 23.7% 25.5%

LTM Revenue $2,613 $6,222 $8,835

LTM EBITDA $1,246 $2,598 $3,844

EBITDA Margin % 47.7% 41.8% 43.5%

Capital Expenditures $327 $795 $1,122

Net Debt $3,086 $5,757 $8,843

Net Leverage 2.48x 2.22x 2.30x

(1) Results pro forma for Madison River acquisition

8



Clear, Achievable Synergies

Headquarters / Corporate
Network and Operational EfficienciesOperating Cost 

Savings

Network and Operational Efficiencies
IT Support
Increased Purchasing Power
Advertising

~ $300 million 
annually

CapEx 
Synergies

Increased purchasing power
~ $30 million

annually

Other  
Synergies

Increased broadband penetration
Introduction of new products

~ $75 million
annually

$275 illiIntegration 
Expenses

Realization of synergies
Network integration

~ $275 million
(one-time)

9



Governance

Glen Post – CEO; Tom Gerke – Executive Vice Chairman; Karen Puckett – COO; 
and Stewart Ewing – CFOand Stewart Ewing CFO

Bill Owens – Non-executive Chairman and Harvey Perry – Non-executive Vice 
Chairman

Headquarters in Monroe, Louisiana 

Significant operating presence in Overland Park KansasSignificant operating presence in Overland Park, Kansas

15 member board
8 current CenturyTel directors8 current CenturyTel directors
7 current EMBARQ directors

Name and brand of combined company to be determined prior to close

10



Great Strategic Combination

Significantly enhances financial and operational scale
~ 8 million access lines and 2 million broadband customers
$8 8 billion of revenue and $3 8 billion of EBITDA$8.8 billion of revenue and $3.8 billion of EBITDA

Enhances shareholder value and financial flexibility
Significant synergies
Accretive in the first full year post-closing
Expectation of returning substantial capital to shareholders 
Sound capital structurep

Combined company well positioned strategically and competitively
Diversification of markets and revenue
Leverage of core, high-quality network resourcesLeverage of core, high quality network resources
Customer service and marketing efficiencies through integrated systems
Improved competitive positioning

11
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Our Mission To be the leader in providing communications services to residential and 
business customers in our markets

©This document was prepared to facilitate an oral presentation where additional facts may be presented.

1

Frontier-Verizon Spinco Financing 

Presented by:  David R. Whitehouse – SVP - Treasurer
Date: October 2009



Our Mission To be the leader in providing communications services to residential and 
business customers in our markets

©This document was prepared to facilitate an oral presentation where additional facts may be presented.

2

Executive Summary

• Frontier has consulted multiple investment banks on Spinco financing 

• Given FTR’s current financial profile, along with the meaningful credit enhancement associated with 
the Spinco merger, the capital markets will be receptive to financing the transaction

– It is anticipated that a diverse group of investors would be interested in investing in Spinco/FTR debt

– Both senior-unsecured high yield notes and senior-secured bank debt would be available sources

– Investors will include commercial banks, institutional loan investors and institutional fixed income investors.  

• Strong fundamentals 

– Strength of management, lower leverage, better credit ratings, track record of previous integrations, size and 
scale of organization

• Assuming today’s capital markets conditions, we believe Spinco can complete a $3.2 billion financing 
at an all-in cost of less than 9.5% 

– Preferred source of financing would be senior unsecured notes.  However, Frontier may consider bank financing 
that might include use of the stock of subsidiaries or upstream guarantees as security.



Our Mission To be the leader in providing communications services to residential and 
business customers in our markets

©This document was prepared to facilitate an oral presentation where additional facts may be presented.
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Bond Market Conditions Overview
• The U.S. capital markets continue to improve on all major fronts as:

– Volatility compresses

– Equity and corporate bond valuations improve

– Systemic risk originating from the financial system has been greatly reduced

– Cash stockpiles held by investors are put back to work

– Economic data indicates to investors that there is “light at the end of the tunnel”

• Spinco financing likely to be attractive to both Investment Grade and Other Investors

– Investment grade bond market remains robust

• Investors flush with cash, total volume of $543 billion new issuance for 2009 

• Transaction order-books on average 4x-5x oversubscribed

• New issue premiums down substantially versus Q4 2008

– High yield market has rallied nearly 16pts since March lows

• New issuance up 200% during 2009 with 222 issues completed totaling $102.1 billion 

• Strong cash inflows to mutual funds continue to fuel demand, with over $17 billion YTD

• During 2009, more than 16 transactions over $1 billion in size have been completed

• In light of strong market, Frontier completed a $600 million offering to refinance near term debt on October 1st

– Well oversubscribed offering with Yield to Maturity of 8.375%

– 2.0% improvement in YTM versus most recent offering in April 2009

– Proceeds used to tender for existing 2011 notes which has reduced 2011 maturities to approx $280mm



Our Mission To be the leader in providing communications services to residential and 
business customers in our markets

©This document was prepared to facilitate an oral presentation where additional facts may be presented.
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Financing Objectives
• Source financing that will ensure maximum financial flexibility for 

enterprise

– Targeting interest rate of 9.5% or less with minimum weighted 

maturity of 5 years

• Capitalize combined Frontier/Spinco to balance:

– Cost

– Pre-payment flexibility

– Well staggered maturity ladder

– Diversity of investor base
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Indicative Term Sheet
Terms Based on Frontier Bond Offering priced 9-17-09 

Issue

Issuer

Principal Amount

Use of Proceeds Proceeds from the Senior Notes shall be used to finance the
transaction and pay related fees and expenses

Maturity 9 years

Optional Redemption MW T+50

Indicative Yield 8.375%

Ranking (i) Senior to all existing and future subordinated indebtedness
(ii) Pari Passu to all existing and future senior unsecured Notes

Guarantors

Security

Amortization

Mandatory Redemption

Covenants Consistent with existing Frontier Senior Unsecured Notes

Change of Control Consistent with existing Frontier Senior Unsecured Notes
- Upon the occurence of a Change of control and Rating Decline, 
   the Company will be required to make an offer to repurchase
  the notes at 101% of principal amount

Distribution Privately placed under Rule 144a with registration rights

Senior Unsecured Notes

None

None

None

None - bullet at maturity

Spinco

Approx $3.2 billion
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2008 Statistics Frontier SpinCo Sub-Total Synergies Total

Revenue $2,237 $4,257 $6,494 – $6,494

EBITDA 1,214 1,890 3,104 500 3,604
% EBITDA Margin 54.3% 44.4% 47.8% 55.5%

Bridge to Free Cash Flow:

Interest Expense (363) (290) (653) – (653)
Cash Taxes (79) (285) (364) (190) (554)
Capital Expenditures (288) (413) (701) – (701)
Other 9 – 9 – 9

Free Cash Flow $493 $902 $1,395 $310 $1,705

Net Debt / EBITDA 3.8x 1.8x 2.6x 2.2x
EBITDA/Interest Exp 3.3x 6.5x 4.8x 5.5x

Dividend ($0.75 / share) – – $742 – $742
Dividend Payout Ratio – – 53% – 43%

6

Notes
(1)          Adjusted to exclude Severance and Early Retirement Costs and Legal Settlement Costs.
(2)          2008 audited financial statements adjusted for certain matters.
(3) Assuming Frontier issues share at the mid-point of the collar.
(4) Synergies not being realized fully until 2013.

(1)

Key Pro forma financial data

(2)

(3) (3)

(4)

(2)
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Frontier  
Merger Integration on Track; 
Flow Back an Overhang 
 

Investment conclusion: We recently met with Frontier 
management. The meeting reassured us that the 
pending Verizon (Spinco) merger, while carrying in-
herent integration risks, is not comparable to other re-
cent deals. In fact, we believe Frontier will emerge as a 
stronger company. While the stock could be range 
bound given potential flow back from Verizon share-
holders (who will own roughly 70% of FTR at closing), 
investors can still pick up some income; Frontier has 
three more regular $0.25 dividend payments before 
closing. The stock boasts a 14.4% dividend yield, the 
highest in the S&P 500.  

What's new: Management continues to expect a 2Q 
2010 closing. All regulatory applications (except 
Hart-Scott-Rodino) have been submitted. Spinco op-
erational trends are weak, yet 2Q results exceeded 
management’s expectations. Most of the top line pres-
sure, however, stems from regulatory-related revenue; 
customer revenue decline is lower. Importantly, margins 
are expected to be stable at +45%. We see upside to 
synergy targets as productivity initiatives in several ar-
eas (i.e. call centers, field ops) are not baked in. 
Revenue synergies have not been laid out, yet low 
broadband penetration (62% v 92% at legacy FTR) 
points to potential revenue upside.  

Where we differ: This transaction is different from other 
RLEC spin-offs as it has lower integration risk. In addi-
tion, the resulting entity should have investment 
grade-like credit metrics and a reduced dividend payout 
of FCF. One overhang, we believe, is the expectation 
that new shareholders (Verizon holders) will dispose of 
FTR stock at closing, making it difficult to pick an entry 
point. We note that in the EQ/S deal, it took ~80 days for 
the stock to rebound to its opening price. In the WIN/AT 
deal, WIN appreciated 13% in its first 20 trading days.  

What’s next: A second S4, containing Spinco’s 2Q 
financials, should be filed within the next couple of 
months. We also expect FTR to announce regulatory 
approvals as they occur (video franchise authorizations, 
nine states as well as FCC and Hart-Scott-Rodino). 

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the objec-
tivity of Morgan Stanley Research. Investors should 
consider Morgan Stanley Research as only a single 
factor in making their investment decision. 

For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
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Stock Rating 

Equal-weight 

Industry View 

Attractive Key Ratios and Statistics 

Reuters: FTR.N  Bloomberg: FTR US 
Telecom Services / United States of America 

Price target NA
Shr price, close (Aug 14, 2009) $6.94

Mkt cap, curr (mm) $2,156

52-Week Range $12.94-5.32

 
Fiscal Year ending 12/08 12/09e 12/10e 12/11e

ModelWare EPS ($) 0.58 0.61 0.74 0.68
Prior ModelWare EPS ($) - - - -
P/E 15.1 11.3 9.3 10.2
Consensus EPS ($)§ 0.60 0.53 0.60 0.66
Div yld (%) 11.4 14.4 14.4 14.4
Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare 
framework (please see explanation later in this note). 
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

 
Quarterly ModelWare EPS 

   2009e 2009e 2010e 2010e
Quarter 2008 Prior Current Prior Current

Q1 0.16 - 0.13a - -

Q2 0.15 - 0.12a - -

Q3 0.15 - 0.19 - -

Q4 0.12 - 0.18 - -
e = Morgan Stanley Research estimates,  a = Actual company reported data 
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Risk-Reward Snapshot: Frontier Communications (FTR, $7.02, Equal-weight) 

Risk Reward View – A Balanced Risk/Reward  
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Base Case  (Aug-10) Historical Stock Performance Current Stock Price  

Bull  
Case  
$9.00 

11.2% 
Dividend 
Yield  

Cruise Control – The rate of line loss and housing market declines go 
slowly. Frontier generates more cash despite spending more capex for
the increased business. VoIP competition becomes non-aggressive 
on pricing.  

Base  
Case  
$7.50 

13.3% 
Dividend 
Yield  

Cost Control – Line losses increase moderately despite the difficult 
macro environment. The construction slowdown continues; capex 
decreases to the RLEC average allowing the company to maintain 
healthy free cash flow generation, more comfortably covering its 
dividend payout. 

Bear  
Case  
$6.00 

16.6%  
Dividend 
Yield 

Recession in Rural America – The economic woes felt in suburbia 
spill over into the more rural areas of America. Line loss catches up 
with other less rural peers as cable pricing becomes more aggressive.

Spinco Trends  
Operating 4Q08 1Q08 2Q08 4Q09 1Q09 2Q09 Financial 1Q08 1Q09
Access lines 5,307 5,189 5,058   4,766 4,628 4,492 Revenues 1,099 1,043

Line loss rate Y/Y -8.0% na na -10.2% -10.8% -11.2% growth Y/Y na -5.1%
Absolute line loss na (118)    (131)    na (139)    (136)    Total Cash Opex 614 564

growth Y/Y na na na 17% 4% Cost of services 377 328
B'Band 919      956      963      997      1,029   1,048   growth Y/Y na -13.0%

growth Y/Y na na 8.5% 7.6% 8.8% SG&A 237 236
Adds na 37        7          na 32 19 growth Y/Y na -0.4%
FiOS Data 71 82 na 110 126 na EBITDA 485 479

growth Y/Y 97% na na 55% 54% na growth Y/Y na -1.2%
Adds na 11 na na 16 na

DSL 848 874 na 887 903 na
growth Y/Y 14% na na 5% 3% na
Adds na 26 na na 16 na

FiOS TV 26 40 47        69 87 103      
growth Y/Y na na na 165% 118% 120%
Adds na 14 7          na 18 16  

Source: Frontier S4 filing on July 24 2009 

Deal/Regulatory Requirements  
Regulatory Approvals Needed: Shareholder Approval:
- 41 local video franchise authorizations (already received 2)
- 9 state Public Utility Commission approvals
- FCC 
- DOJ (Hart-Scott-Rodino)

- Sometime in October after a 
second S4 is filed addressing 
SEC comments

 
Source: Company, Morgan Stanley research

Investment Thesis 
• While we believe Frontier will emerge as a 

stronger company after the Verizon deal, 
we also think that Frontier’s stock has no 
near term upside. The market is currently 
discounting that Verizon shareholders 
(who will own ~70% of the “new” Frontier) 
will dispose of their shares when the 
transaction closes. We do believe, how-
ever, that Frontier could be attractive for 
investors willing to see through near term 
headline risk and pick up some income: 
Frontier still has three regular $0.25 divi-
dend payments prior to cutting the divi-
dend by 25% at closing (2Q 2010).  

Key Value Drivers 
• Post closing, we expect Frontier’s strong 

surplus cash generation to continue and 
see room for potential upside as certain 
incremental productivity initiatives could 
yield higher than expected synergies  

• The rural profile of Frontier’s footprint, 
before and after the deal closes, should 
insulate some of the secular pressure, 
particularly from wireless substitution. 
Spinco’s low broadband penetration and 
relatively less crowded competitive envi-
ronment could provide revenue upside.  

Potential Catalysts 
• Regulatory approvals. Given the history at 

Fairpoint, regulators are expected to 
scrutinize the deal more than they nor-
mally would. Thus, approvals should pro-
vide some relief to investors worried about 
merger integration risks.  

Potential Risks 
• Aggressive promotional activity from VoIP 

competitors in Spinco properties prior to 
the deal close  

• Difficulties in the conversion of West Vir-
ginia’s systems which accounts for 13% of 
the acquired lines and is the only system 
to be converted prior to closing.  

• Worse than expected operating trends at 
Spinco 

• Regulatory conditions to the deal, par-
ticularly regarding the dividend and capex 
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Key Investment Debates: 
DEBATE MARKET’S VIEW IMPACT ON OUR VIEW / NOTES FROM OUR MEETINGS WITH MGMT 

We left the meeting feeling that the dividend, both pre and post closing, is well sup-
ported. Post closing, the 25% dividend cut (which would lead to a payout of FCF below 
50%) along with investment grade credit-like metrics, should be supportive. Top line 
erosion is a concern, but strict cost control combined with the expected $500M syn-
ergies should help FTR maintain profitability in the high 40% to low 50% range.  

Notes: 

Is the divi-
dend sus-
tainable? 

Mixed. (1) Secular 
pressures should ulti-
mately hurt FTR’s 
strong FCF generation. 
(2) Deterioration in 
trends in the Spinco 
properties as cable 
companies increase 
their competitive 
stance during the 
merger integration. (3) 
The $3.2B in Spinco 
financing could result in 
higher debt service 
costs.  

• FTR has at least 3 more $0.25 divi-
dend payments plus a prorated one 
depending on the closing date before 
the 25% dividend cut 

• Given the underpenetrated state of the 
Spinco lines (62% v. to 92% at legacy 
Frontier), capex needs were a major 
focal point during due diligence.  

• Management went in to the deal ex-
pecting to see some revenue erosion in 
the near term. Yet, despite the revenue 
decline, margin stability is expected.  

• Productivity initiatives in call centers and 
field operations not included in synergy 
target. 

• Management has and will continue to 
address 2011 debt maturities, preferably 
prior to closing. 

Our view, before and after the meeting, is that the footprint is very defensive. Yet , 
management is realistic and is not expecting a turnaround in revenue trends in the 
near term. The Spinco properties are underserved, leaving opportunity in broadband. 
Footprint post closing will remain rural with 24 lines/sq mile (FTR at 13, Spinco at 37).

Notes: 

How defen-
sive is the 
footprint? 

Susceptible to weak-
ness. In addition to 
cyclical pressures, 
secular pressure could 
intensify in rural Amer-
ica once housing activ-
ity picks up and cable 
companies target mov-
ers. Down the road 
(around 2011) wireless 
competition (via 
700MHz deployments) 
could pose additional 
risk. 

• Cyclical pressure is not increasing. 
Some markets in California seeing an 
improvement in housing activity. 

• Rochester: lowest residential line 
losses in four years; satellite bundles 
helping. 

• Video bundles reducing churn by 
approx 50% 

• Consumer looking for value but cable 
competition seems rational; no price 
wars 

• Wireless displacement has increased. 
The company expressed interest in do-
ing more in wireless. 

Will Verizon 
shareholders 
sell their FTR 
shares? 

Most will. VZ share-
holders will own 
roughly 70% of Frontier 
at closing. Many in-
vestors have limits to 
telco exposure.  

Our view is that FTR could be range bound leading up to and after the close. Spin-off 
dynamics suggest that FTR could still outperform VZ in the 12 months post closing. 
This was the case in the WIN/AT and EQ/S deals. It took Embarq’s stock 80 days to 
trade back up to its opening price. Windstream was range bound for a couple of weeks 
after its first trading day but had appreciated 13% by its 20th trading session. Man-
agement will work to help Verizon investors understand the new company. 

How similar is 
this deal to 
the FRP/VZ 
deal? 

Some similarities. 
Frontier is in a better 
position than Fairpoint, 
but integration risks 
remain.  

Our view did not change after the meeting. We continue to see significant differences 
in the two deals: (1) Deal lowers leverage by more than a turn (3.8x to 2.6x) instead of 
increasing it; (2) Spinco (except West Virginia with ~13% of acquired lines) will operate 
with a single platform on an independent basis prior to the merger while West Virginia 
will be integrated contemporaneously with the merger on existing Frontier systems 
while Fairpoint built new systems from scratch.  
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Exhibit 1 

Frontier Income Statement 
Consolidated Income Statement 2008 2009E 2010E 2011E 2012E CAGR 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E
($ in millions, except per share data) '08 - '15
Total Revenue $2,237.0 $2,115.8 $2,041.1 $1,983.9 $1,941.0 -3.0% $569.2 $562.6 $557.9 $547.4 $538.0 $532.1 $527.5 $518.2

% growth -0.5% -5.4% -3.5% -2.8% -2.2% 10.0% -2.8% -3.1% -5.2% -5.5% -5.4% -5.4% -5.3%
Total cash expenses $222.0 $234.4 $210.2 $204.3 $199.9 -2.3% $60.5 $54.0 $52.5 $55.0 $60.7 $59.2 $57.5 $57.0

% growth -2.7% 5.6% -10.3% -2.8% -2.2% 17.8% 0.6% -7.2% -17.4% 0.2% 9.6% 9.6% 3.7%
% of revenue 9.9% 11.1% 10.3% 10.3% 10.3% 10.6% 9.6% 9.4% 10.0% 11.3% 11.1% 10.9% 11.0%

Depreciation and amortization expense 561.8 472.8 387.0 377.9 376.9 -6.2% 141.1 144.3 137.7 138.8 137.6 132.8 102.0 100.5
% growth 2.9% -15.8% -18.1% -2.3% -0.3% 15.5% 2.7% -0.3% -4.4% -2.5% -7.9% -25.9% -27.6%
% of revenue 25.1% 22.3% 19.0% 19.1% 19.4% 24.8% 25.6% 24.7% 25.4% 25.6% 25.0% 19.3% 19.4%

Other operating expenses 801.9 775.4 759.4 748.0 739.6 -2.0% 200.4 201.9 203.3 196.4 197.6 192.7 193.7 191.4
% growth -0.8% -3.3% -2.1% -1.5% -1.1% 5.9% -4.7% 0.1% -3.8% -1.4% -4.5% -4.7% -2.6%
% of revenue 35.8% 36.6% 37.2% 37.7% 38.1% 35.2% 35.9% 36.4% 35.9% 36.7% 36.2% 36.7% 36.9%

Total Expenses $1,585.8 $1,482.7 $1,356.7 $1,330.3 $1,316.5 -3.4% $402.0 $400.1 $393.4 $390.2 $395.9 $384.8 $353.1 $348.9
% growth 0.2% -6.5% -8.5% -1.9% -1.0% 10.8% -1.4% -1.1% -6.2% -1.5% -3.8% -10.2% -10.6%
% of revenue 70.9% 70.1% 66.5% 67.1% 67.8% 70.6% 71.1% 70.5% 71.3% 73.6% 72.3% 66.9% 67.3%

EBITDA $1,213.1 $1,106.0 $1,071.4 $1,031.5 $1,001.5 -3.9% $308.3 $306.7 $302.1 $296.0 $279.6 $280.2 $276.4 $269.8
% growth 0.0% -8.8% -3.1% -3.7% -2.9% 11.4% -2.1% -4.4% -3.4% -9.3% -8.6% -8.5% -8.8%
% of revenue 54.2% 52.3% 52.5% 52.0% 51.6% 54.2% 54.5% 54.2% 54.1% 52.0% 52.7% 52.4% 52.1%

Operating income/EBIT $651.3 $633.2 $684.4 $653.6 $624.5 -2.2% $167.2 $162.4 $164.5 $157.1 $142.1 $147.4 $174.4 $169.3
% growth -2.3% -2.8% 8.1% -4.5% -4.4% 8.2% -6.0% -7.6% -2.6% -15.0% -9.3% 6.0% 7.8%
% of revenue 29.1% 29.9% 33.5% 32.9% 32.2% 29.4% 28.9% 29.5% 28.7% 26.4% 27.7% 33.1% 32.7%
Operating income pre-acquisition expense 651.3 633.2 684.4 653.6 624.5 -2.2% 167.2 162.4 164.5 157.1 142.1 147.4 174.4 169.3

% growth -2.3% -2.8% 8.1% -4.5% -4.4% 8.2% -6.0% -7.6% -2.6% -15.0% -9.3% 6.0% 7.8%
% of revenue 29.1% 29.9% 33.5% 32.9% 32.2% 29.4% 28.9% 29.5% 28.7% 26.4% 27.7% 33.1% 32.7%
Operating income including special items $651.3 $633.2 $684.4 $653.6 $624.5 $167.2 $162.4 $164.5 $157.1 $142.1 $147.4 $174.4 $169.3

% growth -2.3% -2.8% 8.1% -4.5% -4.4% 8.2% -6.0% -7.6% -2.6% -15.0% -9.3% 6.0% 7.8%
% of revenue 29.1% 29.9% 33.5% 32.9% 32.2% 29.4% 28.9% 29.5% 28.7% 26.4% 27.7% 33.1% 32.7%

Investment and other income, net 15.7 21.9 21.2 20.6 20.1 5.1 6.4 1.3 2.9 8.2 4.6 4.6 4.5
% growth -54.2% 40.0% -3.5% -2.8% -2.2% -49.0% -34.7% -81.8% -60.5% 61.6% -27.8% 251.6% 56.5%
% of revenue 0.7% 1.0% 1.0% 1.0% 1.0% 0.9% 1.1% 0.2% 0.5% 1.5% 0.9% 0.9% 0.9%

Interest expense 362.6 368.5 357.4 353.9 339.3 -1.4% 90.9 90.7 90.3 90.7 88.7 98.7 90.8 90.3
% growth -4.7% 1.6% -3.0% -1.0% -4.1% -3.3% -8.0% -5.1% -2.4% -2.3% 8.8% 0.5% -0.5%
% of revenue 16.2% 17.4% 17.5% 17.8% 17.5% 16.0% 16.1% 16.2% 16.6% 16.5% 18.5% 17.2% 17.4%

Pre-tax income (loss) $304.3 $288.5 $350.0 $322.1 $307.2 $81.4 $78.1 $75.4 $69.3 $61.6 $53.3 $88.6 $83.9
% growth -5.0% -5.2% 21.3% -8.0% -4.6% 15.3% -7.0% -16.2% -8.4% -24.4% -31.7% 17.4% 21.1%
% of revenue 13.6% 13.6% 17.1% 16.2% 15.8% 14.3% 13.9% 13.5% 12.7% 11.4% 10.0% 16.8% 16.2%

Income tax expense (benefit) 120.0 98.2 119.2 109.7 104.6 30.0 29.6 28.3 32.1 23.0 17.9 29.7 27.7
% growth 1.2% -18.2% 21.3% -8.0% -4.6% 14.6% -7.9% -19.7% 28.2% -23.4% -39.6% 4.8% -13.8%
% of revenue 5.4% 4.6% 5.8% 5.5% 5.4% 5.3% 5.3% 5.1% 5.9% 4.3% 3.4% 5.6% 5.3%

Effective tax rate 39% 34% 34% 34% 34% 37% 38% 38% 46% 37% 33% 33% 33%
Statutory tax rate 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38%
Income (loss) from continuing operations 184.3 190.2 230.8 212.4 202.6 51.404 48.6 47.1 37.2 38.6 35.5 58.9 56.2

% growth -8.7% 3.2% 21.3% -8.0% -4.6% 15.7% -6.5% -13.9% -26.5% -25.0% -27.0% 25.0% 51.3%
% of revenue 8.2% 9.0% 11.3% 10.7% 10.4% 9.0% 8.6% 8.4% 6.8% 7.2% 6.7% 11.2% 10.9%

Income (loss) from continuing operations, ex $184.3 $190.2 $230.8 $212.4 $202.6 $51.4 $48.6 $47.1 $37.2 $38.6 $35.5 $58.9 $56.2
% growth -8.7% 3.2% 21.3% -8.0% -4.6% 15.7% -6.5% -13.9% -26.5% -25.0% -27.0% 25.0% 51.3%
% of revenue 8.2% 9.0% 11.3% 10.7% 10.4% 9.0% 8.6% 8.4% 6.8% 7.2% 6.7% 11.2% 10.9%

Diluted EPS from continuing operations 0.58$       0.61$       0.74$       0.68$      0.65$      -1.4% 0.16$    0.15$    0.15$    0.12$     0.12$     0.11$     0.19$    0.18$    
% growth -4.4% 5.6% 21.1% -8.1% -4.7% 15.8% -0.7% -7.9% -22.4% -21.0% -24.5% 26.0% 50.8%
Net income $184.3 $190.2 $230.8 $212.4 $202.6 $51.4 $48.6 $47.1 $37.2 $38.6 $35.5 $58.9 $56.2
Minority interest 0.0 1.8 1.8 1.8 1.8 0.0 0.0 0.0 0.0 0.7 0.4 0.4 0.4
Net income available for common shareholde $184.3 $188.4 $229.0 $210.6 $200.8 $37.9 $35.1 $58.5 $55.8
Diluted EPS $0.58 $0.61 $0.74 $0.68 $0.65 -1.4% $0.16 $0.15 $0.15 $0.12 $0.12 $0.11 $0.19 $0.18  
Source: Company data, Morgan Stanley Research E= Morgan Stanley Estimates 

Morgan Stanley is currently acting as financial advisor to Verizon Wireless with respect to the proposed acquisition of certain of its 
wireless assets by AT&T, Inc. and Atlantic Tele-Network, as required by the conditions of the regulatory approvals granted for Verizon 
Wireless' purchase of Alltel Corporation earlier this year. 

The proposed acquisitions are subject to customary regulatory approvals, as well as other customary closing conditions. 

Verizon Wireless has agreed to pay fees to Morgan Stanley for its financial services. 

Please refer to the notes at the end of the report. 
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Exhibit 2 

Frontier Balance Sheet 
Consolidated Balance Sheet 2008 2009E 2010E 2011E 2012E 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E
($ in millions, except per share data)
Assets

Cash at the end of period 164          418          405          371        343        227.6     179        91          164         177          454         443        418        
Accounts receivable, net 222          207          200          194        190        214        224        223        222         218          217         211        207        
Other current assets 82            88            88            88          88          53          45          56          82           70            88           88          88          

Total current assets 468          713          693          653        621        495        449        370        468         465          759         743        713        

Property, Plant and Equipment - Gross 7,581       8,021       8,707       9,426     10,179   7,413     7,483     7,543     7,581     7,623       7,673       7,845     8,021     
Accumulated Depreciation (4,341)      (4,922)      (5,759)      (6,626)    (7,532)    (4,125)    (4,218)    (4,292)    (4,341)    (4,421)      (4,507)      (4,715)    (4,922)    

Net property, plant, and equipment 3,240       3,099       2,948       2,800     2,647     3,288     3,265     3,251     3,240     3,202       3,166       3,130     3,099     
Goodwill 2,642       2,642       2,642       2,642     2,642     2,636     2,633     2,642     2,642     2,642       2,642       2,642     2,642     
Intangibles 360          276          276          276        276        502        456        405        360         315          276         276        276        
Investments 8              -           -           -         -         21          22          23          8             3              -         -         
Other assets 171          189          187          190        200        187        188        190        171         172          175         181        189        

Total assets 6,889       6,920       $6,746 $6,561 $6,386 $7,129 $7,013 $6,881 6,889     6,800       7,018       6,972     6,920     

Liabilities and Shareholders' equity
Long term debt due within one year 4              7              7              7            7            4            4            4            4             4              7             7            7            
Accounts payable and other current liabilit 142          110          101          100        101        101        105        89          142         85            114         113        110        
Other taxes accrued 26            26            26            26          26          21          21          21          26           26            26           26          26          
Interest accrued 102          102          102          102        102        117        117        117        102         102          102         102        102        
Other current liabilities 109          109          109          109        109        126        126        126        109         109          109         109        109        

Total current liabilities 383          354          345          344        345        369      373        357        383         326          359         358        354        

Deferred 670          684          681          678        675        712        713        711        670         677          685         684        684        
Other liabilities 595          590          585          581        575        361        351        347        595         595          592         591        590        
Long-term debt 4,722       4,895       4,815       4,735     4,675     4,747     4,747     4,745     4,722     4,721       4,945       4,920     4,895     

Total non-current liabilities 5,987       6,168       6,081       5,993     5,925     5,820     5,810     5,804     5,987     5,993       6,221       6,195     6,168     

Common stock 87            87            89            91          93          87          87          87          87           87            87           87          87          
Additional paid-in capital 1,118       1,029       1,029       1,029     1,029     1,187     1,189     1,190     1,118     1,026       1,029       1,029     1,029     
Accumulated deficit 38            (16)           (96)           (195)       (303)       60          35          4            38           74            24           6            (16)         
Accumulated other comprehensive loss (237)         (229)         (229)         (229)       (229)       (78)         (77)         (76)         (237)        (233)         (229)         (229)       (229)       
Treasury stock (487)         (473)         (473)         (473)       (473)       (316)       (404)       (486)       (487)        (473)         (473)         (473)       (473)       

Total shareholders' equity 519          398          320          223        116        940        830        720        519         482          438         419        398        
Total liabilities and Shareholders' equity 6,889       6,920       $6,746 $6,561 $6,386 $7,129 $7,013 $6,881 $6,889 6,800       $7,018 $6,972 $6,920  

Source: Company data, Morgan Stanley Research E= Morgan Stanley Estimates 

Exhibit 3 

Frontier FCF 
Free cash flow - variations 2008 2009E 2010E 2011E 2012E 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E
Levered Free Cash Flow (OCF - capex) $451.0 $388.8 $376.4 $354.4 $341.6 $93.5 $121.6 $77.8 $158.1 $92.5 $127.5 $91.8 $77.0
Levered Free Cash Flow (OCF-capex-divide 132.6 77.3 65.6 43.3 30.2 11.4 41.4 (0.5) 80.3 14.4 49.4 14.2 (0.7)
Levered FCF (OCF - capex) as % of Revenu 20.2% 18.4% 18.4% 17.9% 17.6% 16.4% 21.6% 13.9% 28.9% 17.2% 24.0% 17.4% 14.9%
Dividend as % of FCF (OCF - capex) 70.6% 80.1% 82.6% 87.8% 91.1% 87.8% 66.0% 100.7% 49.2% 84.4% 61.3% 84.6% 100.9%
Comparative FCF   (as FTR discloses it)
Operating Income 651 633 684 654 625 167.2 162 164 157 142 147 174 169
   Plus: D&A 562 473 387 378 377 141 144 138 139 138 133 102 100
   Plus: Stock based compensation 8 9 9 9 9 3.0 3 3 (1) 2 2 2 2
   Plus: Investment and other income (loss) 16 22 21 21 20 5.104 6 1 3 8 5 5 4
   Less: Capex (288) (246) (238) (231) (226) (48) (76) (80) (84) (55) (56) (66) (70)
   Less: Cash taxes (79) (90) (99) (95) (95) (2) (48) (21) (9) (1) (39) (25) (25)
   Less: Cash interest (363) (368) (357) (354) (339) (91) (91) (90) (91) (89) (99) (91) (90)
   Less: Investment and other income (loss), net of intere 30 9 30 31 0 0 0 0 8 8 7 7
Free cash flow ($MM) 507 463 416 411 402 175.7 102.1 115.1 113.9 153.7 101.8 108.8 98.6

Dividend as % of FCF 62.8% 67.3% 74.7% 75.6% 77.5% 46.7% 78.6% 68.0% 68.3% 50.8% 76.7% 71.4% 78.7% 
Reported FCF ($MM) 493 452 416 411 402 172.8 96.6 114.7 109.1 146.1 98.1 108.8 98.6
Total Adjustments 47 11 2.9         5.4 0.4 4.8 7.5           3.7          

Dividend as % of Reported FCF 64.6% 69.0% 74.7% 75.6% 77.5% 47.5% 83.0% 68.3% 71.4% 53.4% 79.6% 71.4% 78.7%  
Source: Company data, Morgan Stanley Research 
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Exhibit 4 

Frontier Revenues (Detailed) 

2008 2009E 2010E 2011E 2012E
CAGR 
'08-'15 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09E 4Q09E

Operating Revenue
Access services 404.7 347.3 314.0 287.8 267.4 -8.6% 107.8 101.0 99.6 96.3 90.1 87.4 86.4 83.4

% growth -8.2% -14.2% -9.6% -8.3% -7.1% 7.5% -11.0% -12.0% -15.4% -16.5% -13.4% -13.2% -13.4%
% revenue 18.1% 16.4% 15.4% 14.5% 13.8% 18.9% 18.0% 17.8% 17.6% 16.7% 16.4% 16.4% 16.1%
% of revenue growth 293.1% 47.3% 44.6% 45.7% 47.6% 14.5% 76.3% 75.6% 58.8% 56.8% 44.6% 43.2% 44.3%

Local services 848.4 785.8 746.9 719.7 699.0 -3.9% 217.2 214.7 210.7 205.8 200.9 198.3 195.4 191.2
% growth -3.1% -7.4% -4.9% -3.6% -2.9% 6.2% -5.2% -6.3% -6.5% -7.5% -7.6% -7.3% -7.1%
% revenue 37.9% 37.1% 36.6% 36.3% 36.0% 38.2% 38.2% 37.8% 37.6% 37.3% 37.3% 37.0% 36.9%
% of revenue growth 222.5% 51.7% 52.0% 47.7% 48.2% 24.6% 71.6% 79.3% 47.6% 52.0% 54.0% 50.6% 50.0%

Data and internet servic 605.6 636.5 653.8 668.2 682.4 2.0% 146.0 151.7 154.0 153.9 156.4 160.6 160.8 158.8
% growth 11.4% 5.1% 2.7% 2.2% 2.1% 23.7% 9.7% 9.9% 4.5% 7.1% 5.9% 4.4% 3.2%
% revenue 27.1% 30.1% 32.0% 33.7% 35.2% 25.6% 27.0% 27.6% 28.1% 29.1% 30.2% 30.5% 30.6%
% of revenue growth -502.9% -25.5% -23.1% -25.2% -33.1% 54.0% -82.4% -77.1% -22.3% -33.3% -29.3% -22.2% -16.8%

Long distance services 182.6 160.9 150.5 140.6 131.9 46.5 46.9 46.4 42.8 41.4 40.6 40.3 38.7
% growth 1.1% -11.8% -6.5% -6.6% -6.2% 14.9% -0.3% -2.8% -5.5% -10.9% -13.5% -13.2% -9.5%
% revenue 8.2% 7.6% 7.4% 7.1% 6.8% 8.2% 8.3% 8.3% 7.8% 7.7% 7.6% 7.6% 7.5%
% of revenue growth -0.5% -7.5% -17.7% 15.0% 17.1% 11.6% 0.9% 7.5% 8.4% 16.1% 20.9% 20.2% 14.0%

Directory services 113.3 107.2 101.8 96.9 92.6 -4.6% 28.6 29.1 28.1 27.5 27.7 27.2 26.4 25.9
% growth -1.1% -5.4% -5.1% -4.7% -4.4% -0.1% 1.4% -0.8% -4.8% -3.2% -6.4% -6.0% -6.0%
% revenue 5.1% 5.1% 5.0% 4.9% 4.8% 5.0% 5.2% 5.0% 5.0% 5.2% 5.1% 5.0% 5.0%
% of revenue growth 10.1% 5.1% 7.3% 8.4% 10.0% -0.1% -2.5% 1.2% 4.6% 3.0% 6.1% 5.6% 5.7%

Other 82.4 78.0 74.1 70.6 67.5 -4.6% 23.2 19.2 19.0 21.0 21.5 18.1 18.2 20.2
% growth -12.3% -5.3% -5.0% -4.7% -4.4% -9.4% -23.4% -11.3% -3.8% -7.3% -5.8% -4.0% -4.0%
% revenue 3.7% 3.7% 3.6% 3.6% 3.5% 4.1% 3.4% 3.4% 3.8% 4.0% 3.4% 3.5% 3.9%
% of revenue growth 93.7% 3.6% 5.2% 6.1% 7.2% -4.6% 36.0% 13.6% 2.8% 5.4% 3.7% 2.5% 2.9%

Total revenue 2,237.0 2,115.8 2,041.1 1,983.9 1,941.0 -3.0% 569.2 562.6 557.9 547.4 538.0 532.1 527.5 518.2
% growth -0.5% -5.4% -3.5% -2.8% -2.2% 10.0% -2.8% -3.1% -5.2% -5.5% -5.4% -5.4% -5.3%  

Source: Company data, Morgan Stanley Research E= Morgan Stanley Estimates 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients un-
cover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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Press Release

Frontier Communications Corporation Prices Offering of $600 Million of Its Senior Notes

STAMFORD, Conn., Sep 17, 2009 (BUSINESS WIRE) -- Frontier Communications Corporation (NYSE: FTR) announced today that it has
priced a registered offering of $600 million aggregate principal amount of 8.125% Senior Notes due 2018. The issue price is 98.441%
of the principal amount of the notes. Frontier will receive net proceeds of approximately $577.6 million from the offering after
deducting underwriting discounts and estimated offering expenses. Frontier intends to use the net proceeds of the offering, together
with cash on hand, to finance a cash tender offer announced today for up to $700 million to purchase its outstanding 9.250% Senior
Notes due 2011 and its outstanding 6.250% Senior Notes due 2013. The offering is expected to close on October 1, 2009.

The joint book-running managers for the offering are Credit Suisse Securities (USA) LLC, Citigroup Global Markets Inc. and J.P. Morgan
Securities Inc. You may obtain a final prospectus supplement, when available, and prospectus by contacting Credit Suisse Securities
(USA) LLC at (800) 820-1653 (toll free) or (212) 538-1862 (collect).

This announcement does not constitute an offer to sell or the solicitation of an offer to buy the notes, nor shall there be any sale of
the notes in any state in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the
securities laws of any such state. A registration statement relating to the notes became effective on April 3, 2009, and the offering is
being made by means of a prospectus supplement.

Forward-Looking Language

This press release contains forward-looking statements that are made pursuant to the safe harbor provisions of The Private Securities
Litigation Reform Act of 1995. These statements are made on the basis of management's views and assumptions regarding future
events and business performance. Words such as "believe," "anticipate," "expect" and similar expressions are intended to identify
forward-looking statements. Forward-looking statements (including oral representations) involve risks and uncertainties that may cause
actual results to differ materially from any future results, performance or achievements expressed or implied by such statements.
These risks and uncertainties are based on a number of factors, including but not limited to: Our ability to complete the acquisition of
access lines from Verizon; the failure to obtain, delays in obtaining or adverse conditions contained in any required regulatory
approvals for the Verizon transaction; the failure to receive the IRS ruling approving the tax-free status of the Verizon transaction; the
failure of our stockholders to approve the Verizon transaction; the ability to successfully integrate the Verizon operations into Frontier's
existing operations; the effects of increased expenses due to activities related to the Verizon transaction; the ability to migrate
Verizon's West Virginia operations from Verizon owned and operated systems and processes to Frontier owned and operated systems
and processes successfully; the risk that the growth opportunities and cost synergies from the Verizon transaction may not be fully
realized or may take longer to realize than expected; the sufficiency of the assets to be acquired from Verizon to enable us to operate
the acquired business; disruption from the Verizon transaction making it more difficult to maintain relationships with customers,
employees or suppliers; the effects of greater than anticipated competition requiring new pricing, marketing strategies or new product
or service offerings and the risk that we will not respond on a timely or profitable basis; reductions in the number of our access lines
and High-Speed Internet subscribers; our ability to sell enhanced and data services in order to offset ongoing declines in revenue from
local services, switched access services and subsidies; the effects of ongoing changes in the regulation of the communications industry
as a result of federal and state legislation and regulation; the effects of competition from cable, wireless and other wireline carriers
(through voice over internet protocol (VOIP) or otherwise); our ability to adjust successfully to changes in the communications
industry and to implement strategies for improving growth; adverse changes in the credit markets or in the ratings given to our debt
securities by nationally accredited ratings organizations, which could limit or restrict the availability, or increase the cost, of financing;
reductions in switched access revenues as a result of regulation, competition and/or technology substitutions; the effects of changes in
both general and local economic conditions on the markets we serve, which can impact demand for our products and services,
customer purchasing decisions, collectability of revenue and required levels of capital expenditures related to new construction of
residences and businesses; our ability to effectively manage service quality; our ability to successfully introduce new product offerings,
including our ability to offer bundled service packages on terms that are both profitable to us and attractive to our customers;
changes in accounting policies or practices adopted voluntarily or as required by generally accepted accounting principles or regulators;
our ability to effectively manage our operations, operating expenses and capital expenditures, to pay dividends and to repay, reduce
or refinance our debt; the effects of bankruptcies and home foreclosures, which could result in increased bad debts; the effects of
technological changes and competition on our capital expenditures and product and service offerings, including the lack of assurance
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that our ongoing network improvements will be sufficient to meet or exceed the capabilities and quality of competing networks; the
effects of increased medical, retiree and pension expenses and related funding requirements; changes in income tax rates, tax laws,
regulations or rulings, and/or federal or state tax assessments; the effects of state regulatory cash management policies on our ability
to transfer cash among our subsidiaries and to the parent company; our ability to successfully renegotiate union contracts expiring in
2009 and thereafter; declines in the value of our pension plan assets, which could require us to make contributions to the pension plan
beginning no earlier than 2010; the effects of any unfavorable outcome with respect to any of our current or future legal,
governmental or regulatory proceedings, audits or disputes; the possible impact of adverse changes in political or other external
factors over which we have no control; and the effects of hurricanes, ice storms or other severe weather. These and other
uncertainties related to our business are described in greater detail in our filings with the Securities and Exchange Commission,
including our reports on Forms 10-K and 10-Q, and the foregoing information should be read in conjunction with these filings. We do
not intend to update or revise these forward-looking statements to reflect the occurrence of future events or circumstances.

SOURCE: Frontier Communications Corporation

Frontier Communications Corporation

David Whitehouse, 203-614-5708
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Press Release

Frontier Communications Corporation Announces Successful Completion of Notes Offering and Acceptance for Purchase
of Certain 9.250% Senior Notes Due 2011 in Cash Tender Offer

STAMFORD, Conn.--(BUSINESS WIRE)--Oct. 1, 2009-- Frontier Communications Corporation (NYSE: FTR) today announced that it has
completed its previously announced offering of $600 million in aggregate principal amount of 8.125% Senior Notes due 2018 (the
“Offered Notes”). The Offered Notes were sold to the public at a price of 98.441% of par, and Frontier received net proceeds of
approximately $577.6 million from the sale of the Offered Notes after deducting underwriting discounts and offering expenses.

Frontier also announced today that in accordance with the terms of its previously announced tender offer for its outstanding 9.250%
Senior Notes due 2011 (the “2011 Notes”) and 6.250% Senior Notes due 2013 (the “2013 Notes”), it has today accepted for purchase
approximately $564 million aggregate principal amount of 2011 Notes tendered as of 5:00 p.m. on September 30, 2009 (the “Early
Tender Date”). Frontier used proceeds from the sale of the Offered Notes plus cash on hand to purchase the 2011 Notes.
Approximately $77 million aggregate principal amount of 2011 Notes remain outstanding, which may be validly tendered and accepted
for purchase during the remainder of the tender period, as discussed below.

“The successful note offering and the early results of the tender offer follow our successful note offering in April 2009 and our 2009
open market repurchases, all of which have materially reduced our shorter term refinancing risk and, together with our $250 million
undrawn revolving credit facility, provide us with significant financial flexibility,” said Don Shassian, Frontier’s Chief Financial Officer.
“In addition, the three primary debt rating agencies all noted the positive financial impact of our pending acquisition of Verizon assets.
We are looking forward to reducing our pro forma leverage to 2.6x as a result of the close of the Verizon transaction,” said Mr.
Shassian. Taking into account the new note offering and the early results of the tender offer, Frontier has reduced its aggregate
principal amount of debt maturing in 2011 to $280 million.

The tender offer will expire at 9:00 a.m., Eastern Time, on October 16, 2009. At that time, Frontier expects to accept for purchase
(a) any remaining 2011 Notes validly tendered after the Early Tender Date and then (b) 2013 Notes validly tendered on a pro rata
basis in such principal amount as can be purchased for aggregate consideration equal to the difference between $700,000,000 and the
aggregate consideration used to purchase all 2011 Notes accepted for purchase in the tender offer. As of the Early Tender Date,
approximately $419 million aggregate principal amount of 2013 Notes have been tendered.

This announcement does not constitute an offer to buy or the solicitation of an offer to sell any 2011 Notes or 2013 Notes in any
jurisdiction or in any circumstances in which such offer or solicitation is unlawful. In those jurisdictions where the securities, blue sky
or other laws require the tender offer to be made by a licensed broker or dealer, the tender offer will be deemed to be made by the
Dealer Managers or one or more registered brokers or dealers licensed under the laws of such jurisdiction.

Forward-Looking Language

This press release contains forward-looking statements that are made pursuant to the safe harbor provisions of The Private Securities
Litigation Reform Act of 1995. These statements are made on the basis of management’s views and assumptions regarding future
events and business performance. Words such as “believe,” “anticipate,” “expect” and similar expressions are intended to identify
forward-looking statements. Forward-looking statements (including oral representations) involve risks and uncertainties that may cause
actual results to differ materially from any future results, performance or achievements expressed or implied by such statements.
These risks and uncertainties are based on a number of factors, including but not limited to: Our ability to complete the acquisition of
access lines from Verizon; the failure to obtain, delays in obtaining or adverse conditions contained in any required regulatory
approvals for the Verizon transaction; the failure to receive the IRS ruling approving the tax-free status of the Verizon transaction; the
failure of our stockholders to approve the Verizon transaction; the ability to successfully integrate the Verizon operations into Frontier’s
existing operations; the effects of increased expenses due to activities related to the Verizon transaction; the ability to migrate
Verizon’s West Virginia operations from Verizon owned and operated systems and processes to Frontier owned and operated systems
and processes successfully; the risk that the growth opportunities and cost synergies from the Verizon transaction may not be fully
realized or may take longer to realize than expected; the sufficiency of the assets to be acquired from Verizon to enable us to operate
the acquired business; disruption from the Verizon transaction making it more difficult to maintain relationships with customers,
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employees or suppliers; the effects of greater than anticipated competition requiring new pricing, marketing strategies or new product
or service offerings and the risk that we will not respond on a timely or profitable basis; reductions in the number of our access lines
and High-Speed Internet subscribers; our ability to sell enhanced and data services in order to offset ongoing declines in revenue from
local services, switched access services and subsidies; the effects of ongoing changes in the regulation of the communications industry
as a result of federal and state legislation and regulation; the effects of competition from cable, wireless and other wireline carriers
(through voice over internet protocol (VOIP) or otherwise); our ability to adjust successfully to changes in the communications
industry and to implement strategies for improving growth; adverse changes in the credit markets or in the ratings given to our debt
securities by nationally accredited ratings organizations, which could limit or restrict the availability, or increase the cost, of financing;
reductions in switched access revenues as a result of regulation, competition and/or technology substitutions; the effects of changes in
both general and local economic conditions on the markets we serve, which can impact demand for our products and services,
customer purchasing decisions, collectability of revenue and required levels of capital expenditures related to new construction of
residences and businesses; our ability to effectively manage service quality; our ability to successfully introduce new product offerings,
including our ability to offer bundled service packages on terms that are both profitable to us and attractive to our customers;
changes in accounting policies or practices adopted voluntarily or as required by generally accepted accounting principles or regulators;
our ability to effectively manage our operations, operating expenses and capital expenditures, to pay dividends and to repay, reduce
or refinance our debt; the effects of bankruptcies and home foreclosures, which could result in increased bad debts; the effects of
technological changes and competition on our capital expenditures and product and service offerings, including the lack of assurance
that our ongoing network improvements will be sufficient to meet or exceed the capabilities and quality of competing networks; the
effects of increased medical, retiree and pension expenses and related funding requirements; changes in income tax rates, tax laws,
regulations or rulings, and/or federal or state tax assessments; the effects of state regulatory cash management policies on our ability
to transfer cash among our subsidiaries and to the parent company; our ability to successfully renegotiate union contracts expiring in
2009 and thereafter; declines in the value of our pension plan assets, which could require us to make contributions to the pension plan
beginning no earlier than 2010; the effects of any unfavorable outcome with respect to any of our current or future legal,
governmental or regulatory proceedings, audits or disputes; the possible impact of adverse changes in political or other external
factors over which we have no control; and the effects of hurricanes, ice storms or other severe weather. These and other
uncertainties related to our business are described in greater detail in our filings with the Securities and Exchange Commission,
including our reports on Forms 10-K and 10-Q, and the foregoing information should be read in conjunction with these filings. We do
not intend to update or revise these forward-looking statements to reflect the occurrence of future events or circumstances.

Additional Information and Where to Find It

This press release is not a substitute for the definitive prospectus/proxy statement included in the Registration Statement on Form S-4
that Frontier filed, and the SEC has declared effective, in connection with the proposed transactions described in the definitive
prospectus/proxy statement. Frontier began mailing the definitive prospectus/proxy statement to its shareholders on September 21,
2009. INVESTORS ARE URGED TO READ THE DEFINITIVE PROSPECTUS/PROXY STATEMENT BECAUSE IT CONTAINS IMPORTANT
INFORMATION, INCLUDING DETAILED RISK FACTORS. The definitive prospectus/proxy statement and other documents filed or to be
filed by Frontier with the SEC are or will be available free of charge at the SEC’s website, www.sec.gov, or by directing a request

when such a filing is made to Frontier, 3 High Ridge Park, Stamford, CT 06905-1390, Attention: Investor Relations.

This communication shall not constitute an offer to sell or the solicitation of an offer to buy securities, nor shall there be any sale of
securities in any jurisdiction in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the
securities laws of such jurisdiction.

Frontier and certain of its directors, executive officers and other members of management and employees may, under SEC rules, be
deemed to be “participants” in the solicitation of proxies in connection with the proposed transactions. Information about the directors
and executive officers of Frontier is set forth in the definitive prospectus/proxy statement referred to above. Investors may obtain
additional information regarding the interests of such participants in the proposed transactions by reading the definitive
prospectus/proxy statement and other relevant materials filed with the SEC.

Source: Frontier Communications Corporation

Frontier Communications Corporation
David Whitehouse, 203-614-5708
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Press Release

Frontier Communications Corporation Announces Successful Completion of Debt Tender Offer

STAMFORD, Conn.--(BUSINESS WIRE)--Oct. 16, 2009-- Frontier Communications Corporation (NYSE: FTR) today announced that it has
successfully completed its previously announced debt tender offer and has applied the full “Maximum Payment Amount” of $700 million
toward the repurchase of its outstanding 9.250% Senior Notes due 2011 (the “2011 Notes”) and 6.250% Senior Notes due 2013 (the
“2013 Notes”). As a result, Frontier today accepted for purchase for cash approximately $0.37 million aggregate principal amount of
the 2011 Notes and approximately $83 million aggregate principal amount of the 2013 Notes. The notes accepted for purchase today
are in addition to the approximately $564 million aggregate principal amount of 2011 Notes accepted for purchase pursuant to the
tender offer on October 1, 2009. Approximately $76 million aggregate principal amount of 2011 Notes and approximately $617 million
aggregate principal amount of 2013 Notes remain outstanding following the tender offer.

A total of approximately $419 million aggregate principal amount of 2013 Notes were validly tendered. As a result of the acceptance
priority given to tenders of 2011 Notes and the $700 million Maximum Payment Amount for all notes tendered, Frontier accepted for
purchase all 2011 Notes tendered and also accepted for purchase 2013 Notes tendered on a pro rata basis as provided under the
terms of the tender offer. The proration factor for the 2013 Notes was 0.1990789.

Frontier financed the purchase of the tendered notes with the proceeds of its recent offering of $600 million aggregate principal
amount of 8.125% Senior Notes due 2018, plus cash on hand.

Frontier’s maturities through 2013 now consist of approximately $7 million maturing in 2010, $280 million maturing in 2011, $180
million maturing in 2012, and $746 million maturing in 2013.

Source: Frontier Communications Corporation

Frontier Communications Corporation
David Whitehouse, 203-614-5708
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MERGER PROPOSED—YOUR VOTE IS VERY IMPORTANT

Dear Fellow Stockholders:

As previously announced, the board of directors of Frontier Communications Corporation, referred to as Frontier, has unanimously approved
a merger that will combine Frontier with New Communications Holdings Inc., referred to as Spinco, a newly formed subsidiary of Verizon
Communications Inc., referred to as Verizon. Immediately prior to the merger, Spinco (1) will hold defined assets and liabilities of the local
exchange business and related landline activities of Verizon in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon,
South Carolina, Washington, West Virginia and Wisconsin, and in portions of California bordering Arizona, Nevada and Oregon, collectively
referred to as the Spinco territory, including Internet access and long distance services and broadband video provided to designated customers in
the Spinco territory, collectively referred to as the Spinco business, and (2) will be spun off to Verizon stockholders. The merger will result in
Frontier acquiring approximately 4.8 million access lines (assuming the transactions were consummated on December 31, 2008) and certain
related business assets from Verizon. Pursuant to the Agreement and Plan of Merger, dated as of May 13, 2009, as amended, by and among
Verizon, Spinco and Frontier, referred to as the merger agreement, Spinco will merge with and into Frontier, and Frontier will survive as the
combined company conducting the combined business operations of Frontier and Spinco. The merger will take place immediately after Verizon
contributes the Spinco business to Spinco and distributes the common stock of Spinco to a third-party distribution agent for the benefit of Verizon
stockholders. Following the merger, the separate existence of Spinco will cease and the combined company will continue to operate under the
Frontier name and its common stock will continue to be listed on the New York Stock Exchange and traded under the ticker symbol “FTR.”
Frontier’s current management team will continue to manage the combined company after the merger and nine of Frontier’s twelve board members
will continue as members of the board of the combined company.

Pursuant to the merger agreement, Frontier will issue an aggregate number of shares of its common stock to Verizon stockholders equal to
(1) $5,247,000,000, divided by (2) the average of the volume-weighted averages of the trading prices of Frontier common stock for the 30
consecutive trading days ending on the third trading day before the closing of the merger, referred to as the Frontier average price. The aggregate
number of shares of Frontier common stock to be issued pursuant to the merger agreement will therefore change depending on the
Frontier average price, and will not be known until the closing of the merger. However, the merger agreement provides that if the Frontier
average price, as calculated, exceeds $8.50, then the Frontier average price will be $8.50, and if the Frontier average price, as calculated, is less
than $7.00, then the Frontier average price will be $7.00. Additionally, the dollar amount referred to in clause (1) above is subject to increase by
any amounts paid, payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental
approvals in the Spinco territory that are required to complete the merger or the spin-off. As a result, the number of shares of Frontier common
stock issuable pursuant to the merger agreement may increase, and any such increase could be significant.

Depending on the trading prices of Frontier common stock prior to the closing of the merger, Verizon stockholders will collectively own
between approximately 66% and 71% of the combined company’s outstanding equity immediately following the closing of the merger, and
Frontier stockholders will collectively own between approximately 29% and 34% of the combined company’s outstanding equity immediately
following the closing of the merger (in each case, before accounting for the elimination of fractional shares and any amounts paid, payable or
forgone by Verizon related to governmental approvals, as described above).

For a more complete discussion of the calculation of the number of shares of Frontier common stock to be issued pursuant to the merger
agreement, see the section entitled “The Transactions—Calculation of Merger Consideration” on page 44 of this proxy statement/prospectus.
Existing shares of Frontier common stock will remain outstanding after the merger. Verizon will not receive any shares of Frontier common stock
in the merger. In connection with the spin-off, Verizon will receive from Spinco $3.333 billion in aggregate value in the form of a special cash
payment, a reduction in the consolidated indebtedness of Verizon as a result of pre-existing long-term indebtedness to third parties
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as a result of the spin-off (and, as a result of the merger, becoming part of the consolidated indebtedness of the combined company) and, in certain
circumstances, senior unsecured debt securities of Spinco.

We cordially invite you to attend the special meeting of Frontier stockholders to be held on October 27, 2009 at our offices at 3 High Ridge
Park, Stamford, CT 06905, at 9:00 a.m., local time. At the special meeting, we will ask you to consider and vote on proposals, which we refer to
as the merger proposals, to adopt the merger agreement, amend Frontier’s restated certificate of incorporation to increase the number of authorized
shares of Frontier common stock and approve the issuance of Frontier common stock pursuant to the merger agreement. Frontier’s Board of
Directors has unanimously approved the merger agreement and the merger and unanimously recommends that Frontier stockholders vote
FOR the merger proposals. The approval of each of the merger proposals is conditioned upon the approval of each of the other merger proposals.

Your vote is very important, regardless of the number of shares you own. We cannot complete the merger unless all of the merger
proposals are approved by Frontier stockholders at the special meeting (and the other conditions to the closing of the merger have been satisfied).
Only stockholders who owned shares of Frontier common stock at the close of business on September 14, 2009 will be entitled to vote at the
special meeting. Whether or not you plan to be present at the special meeting, please complete, sign, date and return your proxy card in
the enclosed envelope, or authorize the individuals named on your proxy card to vote your shares by calling the toll-free telephone
number or by using the Internet as described in the instructions included with your proxy card. If you hold your shares in “street name,” you
should instruct your broker how to vote your shares in accordance with your voting instruction form. If you do not submit your proxy by
completing, signing, dating and returning the enclosed proxy card by mail, by calling the toll-free telephone number or by using the Internet as
described in the proxy card, or if you do not instruct your broker how to vote your shares or vote in person at the special meeting, it will have the
same effect as a vote against the adoption of the merger agreement and the amendment of Frontier’s restated certificate of incorporation to increase
the number of authorized shares of Frontier common stock (though it will have no effect on the vote to approve the issuance of Frontier common
stock pursuant to the merger agreement), and may result in the failure to establish a quorum for the special meeting.

This proxy statement/prospectus explains the merger, the merger agreement and the transactions contemplated thereby and provides specific
information concerning the special meeting. Please review this document carefully. You should carefully consider, before voting, the matters
discussed under the heading “Risk Factors” beginning on page 24 of this proxy statement/prospectus. On or about September 21, 2009,
Frontier will begin mailing to its stockholders this proxy statement/prospectus and the accompanying proxy card.

On behalf of our board of directors, I thank you for your support and appreciate your consideration of this matter.

Cordially,

Mary Agnes Wilderotter
Chairman of the Board of Directors,
President and Chief Executive Officer

Neither the Securities and Exchange Commission nor any state securities regulator has approved or disapproved the merger
described in this proxy statement/prospectus or the Frontier common stock to be issued pursuant to the merger agreement, or determined
if this proxy statement/prospectus is accurate or adequate. Any representation to the contrary is a criminal offense.

The date of this proxy statement/prospectus is September 16, 2009.
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 3 High Ridge Park, Stamford, CT 06905
 (203) 614-5600

 

September 16, 2009

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
To Be Held October 27, 2009

To the Stockholders of
FRONTIER COMMUNICATIONS CORPORATION:

NOTICE IS HEREBY GIVEN that a Special Meeting of Stockholders of Frontier Communications Corporation will be held at 3 High Ridge
Park, Stamford, CT 06905, on Tuesday, October 27, 2009, at 9:00 a.m., local time, for the following purposes:
 

(1) To adopt the Agreement and Plan of Merger, dated as of May 13, 2009, as amended by Amendment No. 1 thereto, dated as of July 24, 2009,
referred to as the merger agreement, by and among Verizon Communications Inc., referred to as Verizon, New Communications
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Holdings Inc., referred to as Spinco, and Frontier Communications Corporation, referred to as Frontier, pursuant to which Spinco will merge
with and into Frontier, after which Frontier will survive as the combined company conducting the combined business operations of Frontier
and Spinco;

 

(2) To amend the Restated Certificate of Incorporation of Frontier, as amended, to increase the number of authorized shares of Frontier common
stock from 600,000,000 to 1,750,000,000;

 

(3) To approve the issuance of Frontier common stock pursuant to the merger agreement; and
 

(4) To transact any other business that may properly be brought before the special meeting or any adjournment or postponement of the special
meeting.

Proposals (1) through (3) above are collectively referred to as the merger proposals.

Frontier’s board of directors, referred to as the Frontier board, fixed the close of business on September 14, 2009 as the record date for
determining stockholders entitled to notice of and to vote at the special meeting or any adjournment or postponement of the special meeting. At the
close of business on September 14, 2009, there were 312,326,280 shares of Frontier common stock entitled to vote at the special meeting. A
complete list of stockholders entitled to vote at the special meeting will be open to the examination of stockholders on the meeting date and for a
period of ten days prior to the special meeting at Frontier’s offices at 3 High Ridge Park, Stamford, Connecticut 06905, during ordinary business
hours.

THE FRONTIER BOARD HAS UNANIMOUSLY APPROVED THE MERGER AGREEMENT AND THE MERGER AND
UNANIMOUSLY RECOMMENDS THAT FRONTIER STOCKHOLDERS VOTE FOR THE MERGER PROPOSALS. STOCKHOLDER
APPROVAL OF EACH MERGER PROPOSAL IS NECESSARY TO EFFECT THE MERGER. THE APPROVAL OF EACH OF THE
MERGER PROPOSALS IS CONDITIONED UPON THE APPROVAL OF EACH OF THE OTHER MERGER PROPOSALS.

Whether or not you plan to attend the special meeting, please complete, sign, date and return the accompanying proxy card promptly or
authorize the individuals named on your proxy card to vote your shares by calling the toll-free number or by using the Internet as described in the
instructions included with your proxy card, so that your shares may be represented and voted at the special meeting. A return envelope is enclosed
for your convenience.

By Order of the Board of Directors

Hilary E. Glassman
Senior Vice President, General Counsel and Secretary

Table of Contents

WHERE YOU CAN FIND ADDITIONAL INFORMATION

This proxy statement/prospectus incorporates additional information about Frontier that is not included in or delivered with this proxy
statement/prospectus. Copies of Frontier’s filings with the Securities and Exchange Commission, referred to as the SEC, are available to Frontier
stockholders without charge by request made to Frontier in writing, by telephone or by e-mail with the following contact information or through
Frontier’s website at www.frontier.com:

Frontier Communications Corporation
Attn: Investor Relations Department

3 High Ridge Park
Stamford, Connecticut 06905
Telephone: (866) 491-5249

E-mail: frontier@frontiercorp.com

To ensure timely delivery, Frontier stockholders must request the information no later than October 20, 2009.

Frontier stockholders who have questions about the merger, the special meeting or any other matter described in this proxy
statement/prospectus should contact:

Frontier Communications Corporation
Attn: Investor Relations Department

3 High Ridge Park
Stamford, Connecticut 06905
Telephone: (866) 491-5249
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E-mail: frontier@frontiercorp.com

Frontier stockholders who need assistance in voting their shares or need a copy of this proxy statement/prospectus should contact:

MacKenzie Partners, Inc.
105 Madison Avenue

New York, New York 10016
Call Collect: (212) 929-5500
Toll-Free: (800) 322-2885

E-mail: proxy@mackenziepartners.com

Verizon stockholders who have questions regarding the spin-off, the merger or any other matter described in this proxy statement/prospectus
should contact:

Investor Relations
Verizon Communications Inc.

One Verizon Way
Basking Ridge, NJ 07920

Telephone: (212) 395-1525

Frontier makes available on its website at www.frontier.com its Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and all amendments to these reports as soon as reasonably practicable after it files these materials with, or furnishes these
materials to, the SEC. Frontier’s filings with the SEC are available to the public over the Internet at the SEC’s website at www.sec.gov, or at the
SEC’s public reference room located at 100 F Street, N.E., Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the operation of the public reference room.

Unless the context otherwise requires, references in this proxy statement/prospectus to Frontier mean Frontier Communications Corporation,
together with its subsidiaries, and references to Verizon mean Verizon Communications Inc., together with its subsidiaries. Neither Cellco
Partnership doing business as Verizon Wireless, referred to as Cellco, nor any of its subsidiaries is deemed to be a subsidiary or an affiliate of
Verizon for purposes of the distribution agreement or the merger agreement.

ALL INFORMATION CONTAINED IN THIS PROXY STATEMENT/PROSPECTUS WITH RESPECT TO VERIZON OR SPINCO AND
THEIR RESPECTIVE SUBSIDIARIES HAS BEEN PROVIDED BY VERIZON. ALL OTHER INFORMATION CONTAINED IN THIS
PROXY STATEMENT/PROSPECTUS, INCLUDING PRO FORMA INFORMATION, HAS BEEN PROVIDED BY FRONTIER.
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QUESTIONS AND ANSWERS
 
Q: What are Frontier stockholders being asked to vote on at the special meeting?
 

A: Frontier stockholders are being asked to consider and vote on proposals, referred to as the merger proposals, to adopt the merger agreement,
amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock and approve the
issuance of Frontier common stock pursuant to the merger agreement. Approval of each of the merger proposals by Frontier stockholders is
required for the completion of the merger. The approval of each of the merger proposals is conditioned upon the approval of each of the other
merger proposals, and the merger will not occur unless all of the merger proposals are approved.

 
Q: When and where is the special meeting of Frontier stockholders?
 

A: The special meeting of Frontier stockholders will be held at 9:00 a.m., local time, on Tuesday, October 27, 2009, at 3 High Ridge Park,
Stamford, CT 06905.

 
Q: Who can vote at the special meeting of Frontier stockholders?
 

A: Holders of Frontier common stock can vote their shares at the special meeting if they are holders of record of those shares at the close of
business on September 14, 2009, the record date for the special meeting.

 
Q: What vote is required to approve each proposal?
 

A: The proposal to adopt the merger agreement and the proposal to amend Frontier’s restated certificate of incorporation to increase the number
of authorized shares of Frontier common stock each require the affirmative vote of holders of a majority of the outstanding shares of Frontier
common stock entitled to vote on the proposal. The proposal to approve the issuance of shares of Frontier common stock pursuant to the
merger agreement requires the affirmative vote of a majority of the votes cast on the proposal by holders of Frontier common stock entitled to
vote on that proposal. However, the approval of each of the merger proposals is conditioned upon the approval of each of the other merger
proposals, and the merger will not occur unless all of the merger proposals are approved.

 
Q: How do Frontier stockholders vote?
 

A: Frontier stockholders may submit a proxy to vote before the special meeting in one of the following ways:
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 •  calling the toll-free number shown on the proxy card to submit a proxy by telephone;
 

 •  visiting the website shown on the proxy card to submit a proxy via the Internet; or
 

 •  completing, signing, dating and returning the enclosed proxy card in the enclosed postage-paid envelope.

Frontier stockholders may also vote in person by attending the special meeting and voting their shares.

 
Q: If a Frontier stockholder is not going to attend the special meeting, should the stockholder return his or her proxy card or otherwise

vote his or her shares?
 

A: Yes. Completing, signing, dating and returning the proxy card by mail or submitting a proxy by calling the toll-free number shown on the
proxy card or submitting a proxy by visiting the website shown on the proxy card ensures that the stockholder’s shares will be represented
and voted at the special meeting, even if the stockholder is unable to or does not attend.
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Q: If a Frontier stockholder’s shares are held in “street name” by his or her broker, will the broker vote the shares for the stockholder?
 

A: A broker will vote a stockholder’s shares only if the stockholder provides instructions to the broker on how to vote. Stockholders should
follow the directions provided by their brokers regarding how to instruct the broker to vote their shares. Without instructions, the shares will
not be voted, which will have the effect of a vote against the adoption of the merger agreement and the amendment of Frontier’s restated
certificate of incorporation to increase the number of authorized shares of Frontier common stock (though it will have no effect on the vote to
approve the issuance of Frontier common stock pursuant to the merger agreement), and may result in the failure to establish a quorum for the
special meeting.

 
Q: Can Frontier stockholders change their vote?
 

A: Yes. Holders of record of Frontier common stock who have properly completed and submitted their proxy card or proxy by telephone or
Internet can change their vote in any of the following ways:

 

 
•  sending a written notice to the corporate secretary of Frontier that is received prior to the special meeting stating that the stockholder

revokes his or her proxy;
 

 
•  properly completing, signing and dating a new proxy card bearing a later date and properly submitting it so that it is received prior to

the special meeting;
 

 
•  visiting the website shown on the proxy card and submitting a new proxy in the same manner that the stockholder would to submit his

or her proxy via the Internet or by calling the toll-free number shown on the proxy card to submit a new proxy by telephone; or
 

 •  attending the special meeting in person and voting their shares.

Simply attending the special meeting will not revoke a proxy.

A Frontier stockholder whose shares are held in “street name” by his or her broker and who has directed that person to vote his or her shares
should instruct that person in order to change his or her vote.

 
Q: What if Frontier stockholders do not vote or abstain from voting?
 

A: If a holder of Frontier common stock fails to submit his or her proxy or vote his or her shares or fails to instruct his or her broker or other
nominee how to vote on the proposals to adopt the merger agreement and to amend Frontier’s restated certificate of incorporation to increase
the number of authorized shares of Frontier common stock, that failure will have the same effect as a vote against those proposals. If a holder
of Frontier common stock fails to submit his or her proxy or vote his or her shares or fails to instruct his or her broker or other nominee how
to vote on the proposal to issue shares of Frontier common stock pursuant to the merger agreement, that failure will have no effect on that
proposal, assuming a quorum is present at the special meeting.

Holders of Frontier common stock who submit proxy cards but do not indicate how they want to vote on a particular proposal will have their
proxies counted as votes in favor of that proposal.

 
Q: Does the Frontier board support the merger?
 

A: Yes. The Frontier board has unanimously approved the merger agreement and the merger and unanimously recommends that Frontier
stockholders vote FOR the merger proposals.
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Q: What should Frontier stockholders do now?
 

A: After carefully reading and considering the information contained in this proxy statement/prospectus, Frontier stockholders should submit a
proxy by mail, via the Internet or by telephone to vote their shares as
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soon as possible so that their shares will be represented and voted at the special meeting. Frontier stockholders should follow the instructions
set forth on the enclosed proxy card or on the voting instruction form provided by the record holder if their shares are held in the name of a
broker or other nominee.

 
Q: What are the transactions described in this proxy statement/prospectus?
 

A: References to the “transactions” are to the spin-off, the merger and the related transactions to be entered into by Verizon, Spinco and
Frontier, including their respective affiliates, as described under “The Transactions” and elsewhere in this proxy statement/prospectus.

 
Q: What will happen in the spin-off?
 

A: Pursuant to the distribution agreement, dated as of May 13, 2009, as amended by Amendment No. 1 thereto, dated as of July 24, 2009, by and
between Verizon and Spinco, referred to as the distribution agreement, Verizon will contribute to Spinco defined assets and liabilities of the
local exchange business and related landline activities of Verizon in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina,
Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, and in portions of California bordering Arizona, Nevada and
Oregon, collectively referred to as the Spinco territory, including Internet access and long distance services and broadband video provided to
designated customers in the Spinco territory, collectively referred to as the Spinco business.

In connection with these contributions, Verizon will receive from Spinco $3.333 billion in aggregate value in the form of:
 

 •  a special cash payment;
 

 

•  a reduction in the consolidated indebtedness of Verizon as a result of pre-existing long-term indebtedness to third parties (which may
include current maturities) of Verizon subsidiaries that conduct the Spinco business (referred to as the distribution date indebtedness)
becoming the consolidated indebtedness of Spinco as a result of the spin-off (and, as a result of the merger, becoming part of the
consolidated indebtedness of the combined company), referred to as the Verizon debt reduction; and

 

 •  if required, senior unsecured debt securities of Spinco, referred to as the Spinco debt securities.

Also in connection with these contributions, Spinco will issue additional shares of Spinco common stock to Verizon, which will be
distributed in the spin-off as described below.

No Spinco debt securities will be issued to Verizon if the special cash payment plus the distribution date indebtedness equals $3.333 billion.
The amount of the special cash payment from Spinco will not exceed the lesser of (i)(x) $3.333 billion minus (y) the aggregate amount of
distribution date indebtedness and (ii) Verizon’s estimate of the tax basis in the assets transferred to Spinco. Verizon currently anticipates that
Verizon’s tax basis in the assets to be transferred to Spinco will be greater than or equal to $3.333 billion. The parties do not expect that any
Spinco debt securities will be issued.

No later than nine months after the date of the merger agreement, Frontier and Verizon will jointly solicit proposals from reputable financing
sources to provide Spinco with debt financing in the form of one or more term loan bank borrowings or capital markets issuances by Spinco
prior to or substantially contemporaneous with the spin-off, referred to as the special cash payment financing, in order to finance the special
cash payment to Verizon. See “Financing of the Combined Company.”

Immediately prior to the merger, Verizon will spin off Spinco by distributing all of the shares of Spinco common stock to a third-party
distribution agent to be held for the benefit of Verizon stockholders. Spinco will then merge with and into Frontier, and the shares of Spinco
common stock will be immediately converted into that number of shares of Frontier common stock that Verizon stockholders will be entitled
to
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receive in the merger. The third-party distribution agent will then distribute shares of Frontier common stock and cash in lieu of fractional
shares to Verizon stockholders on a pro rata basis in accordance with the terms of the merger agreement.
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Q: What will happen in the merger?
 

A: In the merger, Spinco will merge with and into Frontier in accordance with the terms of the merger agreement. Spinco will no longer be a
separate company, and Frontier will survive the merger as a stand-alone company, also referred to as the combined company, holding and
conducting the combined business operations of Frontier and Spinco.

 
Q: What will Verizon stockholders be entitled to receive pursuant to the merger?
 

A: As a result of the merger, Verizon stockholders will receive an aggregate number of shares of Frontier common stock equal to
(1) $5,247,000,000, divided by (2) the average of the volume-weighted averages of the trading prices of Frontier common stock, referred to
as the Frontier average price, for the 30 consecutive trading days ending on the third trading day before the closing of the merger, referred to
as the Frontier average price calculation period. The aggregate number of shares of Frontier common stock to be issued pursuant to the
merger agreement will therefore change depending on the Frontier average price. However, the merger agreement provides that if the Frontier
average price, as calculated, exceeds $8.50, then the Frontier average price will be $8.50, and if the Frontier average price, as calculated, is
less than $7.00, then the Frontier average price will be $7.00. These limitations on the Frontier average price are referred to as the collar.
Additionally, the amount referred to in clause (1) above may be increased by any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to
complete the merger or the spin-off. As a result, the number of shares of Frontier common stock issuable pursuant to the merger agreement
may increase, and any such increase could be significant.

Depending on the trading prices of Frontier common stock prior to the closing of the merger and before accounting for the elimination of
fractional shares and any amounts related to governmental approvals paid, payable or forgone by Verizon as described above, Verizon
stockholders will collectively own between approximately 66% and 71% of the combined company’s outstanding equity immediately
following the closing of the merger, and Frontier stockholders will collectively own between approximately 29% and 34% of the combined
company’s outstanding equity immediately following the closing of the merger. Each Verizon stockholder will receive a number of shares of
Frontier common stock equal to the product of the aggregate number of shares of Frontier common stock to be issued pursuant to the merger
agreement multiplied by a fraction, the numerator being the number of shares of Verizon common stock owned by that stockholder as of the
record date for the spin-off and the denominator being the total number of shares of Verizon common stock outstanding as of that record date
plus the total number of shares of Verizon common stock issuable pursuant to employee stock options held on that record date and exercised
by the holders thereof between that record date and the date of the spin-off.

For example, if the closing of the merger had occurred on September 10, 2009, based on the average of the volume-weighted averages of the
trading prices of Frontier common stock for the 30 consecutive trading days ending September 4, 2009 (the third trading day before
September 10, 2009), as reported by the New York Stock Exchange, referred to as the NYSE, the Frontier average price would have equaled
$7.03. Prior to the elimination of fractional shares and assuming no adjustment was required for any amounts related to governmental
approvals as described above, Verizon stockholders would have received an aggregate of 746,372,688 shares of Frontier common stock in the
merger. This amount would have represented approximately 70.5% of the combined company’s equity immediately after the closing of the
merger if the closing had occurred on that date. Based on these assumptions, each Verizon stockholder would have received one share of
Frontier common stock for approximately every 3.8059 shares of Verizon common stock the Verizon stockholder owned on the assumed
record date for the spin-off. However, any change in
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the Frontier average price from the sample calculation of the Frontier average price used in the above example will, subject to the collar,
cause the aggregate number of shares of Frontier common stock to be issued pursuant to the merger agreement (and the per share
consideration to be received by Verizon stockholders in the merger) to change. In addition, any changes resulting from adjustments required
for amounts related to governmental approvals as described above will cause the aggregate number of shares of Frontier common stock to be
issued (and the per share consideration to be received by Verizon stockholders) to change, and any change in the number of shares of
Verizon common stock outstanding prior to the record date of the spin-off (together with any shares of Verizon common stock issued
pursuant to the exercise of Verizon stock options between the record date for the spin-off and the date of the spin-off) will cause the per share
consideration to be received by Verizon stockholders to change. The amount of any such change could be significant.

No fractional shares of Frontier common stock will be issued to Verizon stockholders in the merger. Each Verizon stockholder will receive a
cash payment in lieu of any fractional share of Frontier common stock to which he or she would otherwise be entitled. See “The Transaction
Agreements—Merger Agreement—Merger Consideration” and “Material United States Federal Income Tax Consequences of the Spin-Off
and the Merger—The Merger.”

 
Q: Will Verizon stockholders who sell their shares of Verizon common stock shortly before the completion of the spin-off and the
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merger still be entitled to receive shares of Frontier common stock with respect to the shares of Verizon common stock that were
sold?

 

A: It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common stock on the NYSE on the closing date), there will be two markets in Verizon common stock on the
NYSE: a “regular way” market and an “ex-distribution” market.

 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “regular way” market under the symbol “VZ” during this time
period, that Verizon stockholder will be selling both his or her shares of Verizon common stock and the right (represented by a “due-
bill”) to receive shares of Spinco common stock that will be converted into shares of Frontier common stock, and cash in lieu of
fractional shares (if any), at the closing of the merger. Verizon stockholders should consult their brokers before selling their shares of
Verizon common stock in the “regular way” market during this time period to be sure they understand the effect of the NYSE “due-
bill” procedures. The “due-bill” process is not managed, operated or controlled by Verizon.

 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “ex-distribution” market during this time period, that Verizon
stockholder will be selling only his or her shares of Verizon common stock, and will retain the right to receive shares of Spinco
common stock that will be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing
of the merger. It is currently expected that “ex-distribution” trades of Verizon common stock will settle within three business days after
the closing date of the merger and that if the merger is not completed all trades in this “ex-distribution” market will be cancelled.

After the closing date of the merger, shares of Verizon common stock will no longer trade in the “ex-distribution” market, and shares of
Verizon common stock that are sold in the “regular way” market will no longer reflect the right to receive shares of Spinco common stock
that will be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing of the merger.

 
Q: How may Verizon stockholders sell the shares of Frontier common stock which they are entitled to receive pursuant to the merger

agreement prior to receiving those shares of Frontier common stock?
 

A: It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common
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stock on the NYSE on the closing date), there will be two markets in Frontier common stock on the NYSE: a “regular way” market and a
“when issued” market.

 

 •  The “regular way” market will be the regular trading market for issued shares of Frontier common stock under the symbol “FTR.”
 

 

•  The “when issued” market will be a market for the shares of Frontier common stock that will be issued to Verizon stockholders at the
closing of the merger. If a Verizon stockholder sells shares of Frontier common stock in the “when issued” market during this time
period, that Verizon stockholder will be selling his or her right to receive shares of Frontier common stock at the closing of the merger.
It is currently expected that “when issued” trades of Frontier common stock will settle within three business days after the closing date
of the merger and that if the merger is not completed, all trades in this “when issued” market will be cancelled. After the closing date of
the merger, shares of Frontier common stock will no longer trade in this “when issued” market.

 
Q. In what ways will being a stockholder of both Verizon and the combined company differ from being a stockholder of Verizon?
 

A. Following the spin-off and the merger, Verizon stockholders will continue to own all of their shares of Verizon common stock. Their rights
as Verizon stockholders will not change, except that their shares of Verizon common stock will represent an interest in Verizon that no longer
includes the ownership and operation of the Spinco business. Verizon stockholders will also separately own stock of the combined company,
which will include the combined business operations of Frontier and Spinco.

The combined company’s business will differ in several important ways from that of Verizon:
 

 

•  The combined company’s business will focus on providing a broad array of communications services to business and residential
customers in the markets currently served by Frontier and the Spinco business, while Verizon will focus on providing wireless voice
and data products and services, and converged communications, information and entertainment services over its advanced fiber-optic
network in the United States, as well as expansive end-to-end global Internet Protocol (IP) networks to business and government
customers around the world;

 

 •  The combined company will be significantly smaller than Verizon; and
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•  Although Frontier expects the combined company to obtain an investment grade credit rating in the future, immediately after the
closing of the merger the combined company is expected to have a higher amount of indebtedness relative to its market capitalization
than Verizon, and may be subject to higher financing costs and more restrictive debt covenants than Verizon.

For a more complete description of the characteristics of the combined company’s business, see “Description of the Business of the
Combined Company.”

 
Q: Will the spin-off and the merger affect employees and former employees of Verizon who hold Verizon stock options and other stock-

based awards?
 

A: Yes. Pursuant to the terms of the plans under which those Verizon stock options and other stock-based awards were issued, Verizon expects
to adjust the exercise price of and number of shares of Verizon stock underlying the outstanding options to take into account any decrease in
the value of Verizon common stock immediately following the spin-off and the merger. Also, holders of Verizon restricted stock units and
Verizon performance stock units will receive additional units equivalent to the cash value of the Frontier common stock that they would have
received with respect to each hypothetical share of Verizon common stock held in respect of those units. See “The Transactions—Effects of
the Merger and Spin-Off on Verizon Stock Options and Other Verizon Stock-Based Awards.”
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Q: Has Verizon set a record date for the distribution of shares of Spinco common stock in the spin-off?
 

A: No. Verizon will publicly announce the record date for the spin-off when the record date has been determined. This announcement will be
made prior to the completion of the spin-off and the merger.

 
Q: Are Verizon stockholders required to do anything?
 

A: Verizon stockholders are not required to take any action to approve the spin-off or the merger. However, Verizon stockholders should
carefully read this proxy statement/prospectus, which contains important information about the spin-off, the merger, Spinco, Frontier and the
combined company. After the merger, Frontier will mail to holders of Verizon common stock who are entitled to receive shares of Frontier
common stock book-entry statements evidencing their ownership of Frontier common stock, cash payments in lieu of fractional shares (if
any) and related tax information, and other information regarding their receipt of Frontier common stock.

VERIZON STOCKHOLDERS WILL NOT BE REQUIRED TO SURRENDER THEIR SHARES OF VERIZON COMMON STOCK IN
THE SPIN-OFF OR THE MERGER AND THEY SHOULD NOT RETURN THEIR VERIZON STOCK CERTIFICATES. THE SPIN-OFF
AND THE MERGER WILL NOT RESULT IN ANY CHANGE IN VERIZON STOCKHOLDERS’ OWNERSHIP OF VERIZON
COMMON STOCK FOLLOWING THE MERGER.

 
Q: How will the rights of stockholders of Frontier and Verizon change after the merger?
 

A: The rights of stockholders of Frontier will not change as a result of the merger. Except for the amendment of Frontier’s restated certificate of
incorporation to increase the number of authorized shares of Frontier common stock as described in this proxy statement/prospectus, Frontier
does not anticipate amending its restated certificate of incorporation or its by-laws in connection with the merger. The rights of stockholders
of Verizon will also remain the same as prior to the merger, except that their shares of Verizon common stock will represent an interest in
Verizon that no longer reflects the ownership and operation of the Spinco business, and stockholders of Verizon will also receive shares of
Frontier common stock and cash paid in lieu of fractional shares (if any) in the merger. See “Description of Capital Stock of Frontier and the
Combined Company.”

 
Q: What will Frontier’s dividend policy be following the merger?
 

A: The amount and timing of dividends payable on Frontier’s common stock are within the sole discretion of its board of directors. Frontier
currently pays an annual cash dividend of $1.00 per share of Frontier common stock, subject to applicable law and agreements governing
Frontier’s indebtedness and within the sole discretion of the Frontier board. After the closing of the merger, Frontier intends to pay an annual
cash dividend of $0.75 per share of Frontier common stock, subject to applicable law and agreements governing the combined company’s
indebtedness and within the sole discretion of the Frontier board. Frontier believes that this dividend policy will allow the combined company
to invest in its markets, including extending its broadband capacity in the Spinco territory over the next few years. See “The Transactions—
Dividend Policy of Frontier and the Combined Company.”

 
Q: Will Frontier pay a dividend for the quarter in which the merger is completed?
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A: Yes. Frontier intends to pay a pro-rated dividend for the quarter in which the merger is completed to Frontier stockholders of record as of the
close of business on the business day immediately preceding the closing date of the merger based on its current policy of paying dividends on
each share of its common stock at a rate of $0.25 per share per quarter. The pro-rated dividend would be payable for the period from the first
day of the fiscal quarter in which the closing date of the merger occurs through and including the day immediately preceding the closing date
of the merger. Verizon stockholders who receive shares of Frontier
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common stock as a result of the merger will not be entitled to receive this pro-rated dividend in respect of the shares received in the merger.
In addition, Frontier intends to pay a pro-rated dividend at a rate of $0.1875 per share per quarter for the period beginning on the closing date
of the merger through and including the last day of the fiscal quarter in which the closing of the merger occurs. Existing Frontier stockholders
and Verizon stockholders who receive shares of Frontier common stock as a result of the merger and who continue to hold the shares on the
relevant record date would be entitled to receive this pro-rated dividend.

 
Q: Who will serve on the board of directors of the combined company?
 

A: Pursuant to the terms of the merger agreement, immediately prior to the effectiveness of the merger, the Frontier board (which will become
the board of directors of the combined company) will consist of twelve directors. Three of the directors will be initially designated by Verizon
and nine of the directors will be initially designated by Frontier. Frontier expects that Mary Agnes Wilderotter, Frontier’s current Chairman
of the Board of Directors, President and Chief Executive Officer, will continue to serve in such roles with the combined company.

 
Q: Will Frontier’s current senior management team manage the business of the combined company following the merger?
 

A: Yes. Frontier’s senior management team will continue to manage the business of the combined company after the merger. In addition,
Frontier expects to supplement Frontier’s current senior management team with members of Verizon’s regional management team who
currently manage the Spinco business. See “Management of the Combined Company.”

 
Q: What will be the indebtedness of the combined company immediately following completion of the spin-off and merger?
 

A: By virtue of the merger, the combined company will have approximately $3.4 billion of additional indebtedness compared to Frontier’s
indebtedness immediately prior to the merger. This additional indebtedness will consist of the special cash payment financing, the
distribution date indebtedness and any Spinco debt securities that may be issued to Verizon, although the parties currently expect that no
Spinco debt securities will be issued. The combined company will also continue to be obligated in respect of Frontier’s indebtedness existing
at the time of the merger. Based upon Frontier’s outstanding indebtedness as of June 30, 2009 of approximately $4.9 billion, Frontier expects
that, immediately following the merger, the combined company will have approximately $8.3 billion in total debt.

 
Q: Will there be a post-closing working capital adjustment?
 

A: Pursuant to the distribution agreement, Spinco is required to have, at the closing of the merger, defined current assets in an amount that is at
least equal to the amount of defined current liabilities as of such time, referred to as the distribution date working capital. If the distribution
date working capital of Spinco exceeds zero, no payment will be made by either party with respect to such excess. If the distribution date
working capital of Spinco is less than zero, Verizon will pay to the combined company an amount equal to the full amount of the deficit. In
the event that the combined company disagrees with Verizon’s calculation of the distribution date working capital, the combined company
may dispute that calculation if the amount in dispute exceeds $250,000.

 
Q: What are the material tax consequences to Frontier stockholders and Verizon stockholders resulting from the spin-off and the

merger?
 

A: Frontier stockholders are not expected to recognize any gain or loss for U.S. federal income tax purposes as a result of the merger. Verizon
stockholders are not expected to recognize any gain or loss for U.S. federal
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income tax purposes as a result of the spin-off or the merger, except for any gain or loss attributable to the receipt of cash in lieu of a
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fractional share of Frontier common stock. The material U.S. federal income tax consequences of the spin-off and the merger are described in
more detail under “Material United States Federal Income Tax Consequences of the Spin-Off and the Merger.”

 
Q: Are there risks associated with the merger?
 

A: Yes. The combined company may not achieve the expected benefits of the merger because of the risks and uncertainties discussed in the
sections titled “Risk Factors” and “Cautionary Statement Regarding Forward-Looking Statements.” Those risks include, among other things,
risks relating to the uncertainty that the combined company will fully realize the anticipated growth opportunities and cost synergies from the
merger and uncertainties relating to the performance of the combined company following the completion of the merger.

 
Q: Does Frontier have to pay anything to Verizon if the merger is not approved by the Frontier stockholders or if the merger agreement

is otherwise terminated?
 

A: Depending on the reasons for termination of the merger agreement, Frontier may have to pay Verizon a termination fee of $80 million. For a
discussion of the circumstances under which the termination fee is payable by Frontier to Verizon, including Frontier’s failure to obtain
stockholder approval, see “The Transaction Agreements—The Merger Agreement—Termination Fee Payable in Certain Circumstances.”

 
Q: Can Verizon or Frontier stockholders demand appraisal of their shares?
 

A: No. Neither Verizon nor Frontier stockholders have appraisal rights under Delaware law in connection with the spin-off or the merger.

 
Q: When will the merger be completed?
 

A: Frontier and Verizon are working to complete the merger as quickly as possible after receipt of applicable regulatory approvals, the last of
which is currently expected to be received during the second quarter of 2010. In addition to regulatory approvals, other important conditions
to the closing of the merger include, among other things, the completion of Spinco’s debt financing and payment of the special cash payment
to Verizon and the completion of Verizon’s internal realignment process to separate the Spinco business from its other businesses. If the
merger proposals described in this proxy statement/prospectus are approved by the Frontier stockholders at the special meeting and other
conditions to the closing of the merger are satisfied (or are capable of being satisfied by the anticipated closing date), Frontier expects to
complete the merger during the second quarter of 2010 (but not before April 30, 2010, which is the earliest date that the merger may close
under the merger agreement, unless Frontier and Verizon agree otherwise). However, it is possible that factors outside Frontier’s and
Verizon’s control could require Verizon to complete the spin-off and Frontier and Verizon to complete the merger at a later time or not
complete them at all. For a discussion of the conditions to the merger, see “The Transaction Agreements—The Merger Agreement—
Conditions to the Completion of the Merger.”
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SUMMARY

This summary highlights selected information from this proxy statement/prospectus and may not contain all of the information that is
important to you. To understand the transactions fully and for a more complete description of the terms of the spin-off and the merger, please
carefully read this entire proxy statement/prospectus and the other documents referred to in this proxy statement/prospectus. See also “Where
You Can Find Additional Information.”

This proxy statement/prospectus is:
 

 •  a proxy statement of Frontier for use in the solicitation of proxies for its special meeting;
 

 •  a prospectus of Frontier relating to the issuance of shares of Frontier common stock pursuant to the merger agreement; and
 

 
•  an information statement of Spinco relating to the distribution of shares of Spinco common stock to a third-party distribution agent

for the benefit of Verizon stockholders.

The Companies

Frontier Communications Corporation

Frontier is a communications company providing services to rural areas and small and medium-sized towns and cities. Frontier generated
revenues of approximately $2.2 billion for the fiscal year ended December 31, 2008 and approximately $1.1 billion for the six months ended
June 30, 2009. Frontier operated in 24 states with approximately 2,189,000 access lines, 614,000 Internet subscribers and 157,000 video
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subscribers as of June 30, 2009.

Incorporated in November 1935, Frontier is the sixth largest incumbent local exchange carrier in the United States based on number of
access lines. Frontier is typically the leading incumbent carrier in the markets it serves and provides the “last mile” of communications services
to residential and business customers in these markets.

From May 2000 until July 31, 2008, Frontier was named Citizens Communications Company.

Spinco

The Spinco business had approximately 4,800,000 access lines as of December 31, 2008, and approximately 4,500,000 access lines as of
June 30, 2009. The Spinco business generated revenues of approximately $4.4 billion for the year ended December 31, 2008, and
approximately $2.1 billion for the six months ended June 30, 2009.

Verizon’s Separate Telephone Operations’ financial information is included elsewhere in this proxy statement/prospectus before taking
into account any of the pro forma adjustments detailed in “Unaudited Pro Forma Condensed Combined Financial Information.” This financial
information, together with the pro forma adjustments detailed in “Unaudited Pro Forma Condensed Combined Financial Information,” reflects
the operations that will comprise the Spinco business in connection with the spin-off.

Pursuant to the distribution agreement, Verizon will contribute to Spinco defined assets and liabilities of its local exchange business and
related landline activities in the Spinco territory, including Internet access and long distance services and broadband video provided to
designated customers in the Spinco territory. This proxy statement/prospectus describes Spinco as if it had the assets, liabilities and customers
that will be transferred to it prior to completion of the spin-off and the merger for all periods and dates presented. The Spinco business
consists of local exchange service, designated intrastate and interstate long distance service, network access service, Internet access service,
enhanced voice and data services, digital subscriber line services, referred to as DSL, fiber-to-the-premises voice, broadband and video
services, wholesale services, operator services, directory assistance services, customer service to end users, and, in connection with the
foregoing, repairs, billing and collections, as well as other specified activities of Verizon in the Spinco territory. The conveyed assets will
specifically include designated fiber-to-the-premises network elements and customer premises equipment at fiber-to-the-premises subscriber
locations in the states of Indiana, Oregon and Washington and specified related transmission facilities.
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The Combined Company

The combined company is expected to be the nation’s largest communications services provider focused on rural areas and small and
medium-sized towns and cities, and the nation’s fifth largest incumbent local exchange carrier, with more than 7,000,000 access lines,
8,600,000 voice and broadband connections and 16,000 employees in 27 states on a pro forma basis as of December 31, 2008. The combined
company will offer voice, data and video services to customers in its expanded geographic footprint. Assuming the merger had occurred on
January 1, 2008, the combined company’s revenues on a pro forma basis would have been approximately $6.5 billion for the year ended
December 31, 2008, and approximately $3.1 billion for the six months ended June 30, 2009.

The Transactions

The Spin-Off (See “The Transactions—The Spin-Off” beginning on page 43)

As part of the spin-off, Verizon will, pursuant to a series of restructuring transactions prior to the spin-off, contribute to Spinco and its
subsidiaries defined assets and liabilities of the local exchange business and related landline activities of Verizon in the Spinco territory,
including Internet access and long distance services and broadband video provided to designated customers in the Spinco territory. In
exchange for these contributions, and immediately prior to the effective time of the merger, Spinco will deliver to Verizon:
 

 

•  a special cash payment in an amount not to exceed the lesser of (i)(x) $3.333 billion minus (y) the aggregate amount of distribution
date indebtedness and (ii) Verizon’s estimate of the tax basis in the assets transferred to Spinco (which Verizon currently
anticipates will be greater than or equal to $3.333 billion); and

 

 

•  if the total amount of the special cash payment is less than (i) $3.333 billion minus (ii) the aggregate amount of distribution date
indebtedness, Spinco debt securities having a principal amount equal to (x) $3.333 billion minus (y) the sum of (A) the total
amount of the special cash payment and (B) the aggregate amount of distribution date indebtedness.

Also in connection with these contributions, Spinco will issue additional shares of Spinco common stock to Verizon, which will be distributed
in the spin-off as described below.
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As a result of the foregoing transactions, all of which are referred to collectively as the contribution, Verizon will receive from Spinco
$3.333 billion in aggregate value in the form of the special cash payment, the Verizon debt reduction and, in the circumstances described
above, Spinco debt securities. Verizon will be permitted to use the special cash payment to repay debt, repurchase stock or pay dividends. The
parties do not expect that any Spinco debt securities will be issued.

After the contribution and immediately prior to the merger, Verizon will spin off Spinco by distributing all of the shares of Spinco
common stock to a third-party distribution agent to be held collectively for the benefit of Verizon stockholders, which transactions are referred
to collectively as the distribution. Spinco will then merge with and into Frontier, and the shares of Spinco common stock will be immediately
converted into the number of shares of Frontier common stock that Verizon stockholders will be entitled to receive in the merger. The third-
party distribution agent will then distribute these shares of Frontier common stock and cash in lieu of fractional shares to Verizon stockholders
on a pro rata basis in accordance with the terms of the merger agreement.

The Merger (See “The Transactions—The Merger” beginning on page 44)

In the merger, Spinco will merge with and into Frontier in accordance with the terms of the merger agreement and, following completion
of the merger, the separate existence of Spinco will cease. Frontier will survive the merger as the combined company and will hold and
conduct the combined business operations of Frontier and Spinco.
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Verizon stockholders will be entitled to receive a number of shares of common stock of Frontier, as the combined company, to be
determined based on the calculation set forth in “The Transactions—Calculation of Merger Consideration.” Verizon stockholders will receive
a cash payment in lieu of any fractional shares of Frontier common stock that they would otherwise receive. Verizon stockholders will not be
required to pay for any of the shares of Frontier common stock they receive and will also retain all of their shares of Verizon common stock.
Existing shares of Frontier common stock will remain outstanding.

Frontier, Spinco and Verizon stockholders will not be entitled to exercise appraisal rights or to demand payment for their shares in
connection with the spin-off or the merger.

The Special Meeting (See “The Special Meeting” beginning on page 39)

A special meeting of stockholders of Frontier will be held at 3 High Ridge Park, Stamford, CT 06905, on Tuesday, October 27, 2009, at
9:00 a.m., local time. At the special meeting, Frontier stockholders will be asked to consider and vote on proposals:
 

 •  to adopt the merger agreement;
 

 
•  to amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock from

600,000,000 to 1,750,000,000; and
 

 •  to approve the issuance of Frontier common stock pursuant to the merger agreement.

Record Date (See “The Special Meeting—Record Date and Outstanding Shares” beginning on page 39)

The Frontier board has fixed the close of business on September 14, 2009 as the record date for determining the holders of Frontier
common stock entitled to notice of, and to vote at, the special meeting.

Required Vote at the Frontier Special Meeting (See “The Special Meeting—Required Vote” beginning on page 40)
 

 
•  The affirmative vote of a majority of the outstanding shares of Frontier common stock entitled to vote is required to adopt the

merger agreement.
 

 
•  The affirmative vote of a majority of the outstanding shares of Frontier common stock entitled to vote is required to approve the

amendment to Frontier’s restated certificate of incorporation.
 

 
•  The affirmative vote of a majority of the votes cast by holders of shares of Frontier common stock entitled to vote is required to

approve the issuance of Frontier common stock to Verizon stockholders pursuant to the merger agreement.

The approval of each of the merger proposals is conditioned upon the approval of each of the other merger proposals, and the merger will
not occur unless all of the merger proposals are approved.
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Recommendations of Frontier’s Board of Directors (See “The Transactions—Frontier’s Reasons for the Merger” beginning on page 51 and
“The Transactions—Frontier’s Board of Directors’ Recommendation to Frontier Stockholders” beginning on page 54)

After careful consideration, the Frontier board, on May 12, 2009, unanimously approved the merger agreement and the merger. For the
factors considered by the Frontier board in reaching its decision to approve the merger agreement and the merger, see the sections entitled
“The Transactions—Frontier’s Reasons for the Merger” beginning on page 51. The Frontier board unanimously recommends that
Frontier stockholders vote “FOR” the merger proposals.
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No Vote Is Required by Verizon Stockholders (See “The Special Meeting—Required Vote” beginning on page 40)

No vote by Verizon stockholders is required or is being sought in connection with the spin-off or the merger. Verizon, as the sole
stockholder of Spinco, has already approved the merger.

Opinions of Financial Advisors to Frontier (See “The Transactions—Opinions of Frontier’s Financial Advisors” beginning on page 54)

The Frontier board received an oral opinion of Evercore Group L.L.C., referred to as Evercore, on May 12, 2009, which opinion was
confirmed by a written opinion dated May 12, 2009, to the effect that, as of that date and based on and subject to the assumptions made,
matters considered and limitations on the scope of review undertaken by Evercore as set forth therein, the aggregate merger consideration to be
delivered by Frontier in respect of the Spinco common stock pursuant to the merger agreement entered into by Verizon, Spinco and Frontier
on May 13, 2009, which was prior to any subsequent amendment and is referred to as the original merger agreement, was fair, from a financial
point of view, to Frontier and the holders of Frontier common stock (solely in their capacity as holders of Frontier common stock). The full
text of Evercore’s written opinion, which sets forth, among other things, the procedures followed, assumptions made, matters considered and
limitations on the scope of review undertaken by Evercore in connection with delivering its opinion, is attached as Annex B-1 to this proxy
statement/prospectus and is incorporated by reference in its entirety into this proxy statement/prospectus. Frontier stockholders are encouraged
to read the opinion carefully and in its entirety. The opinion of Evercore was provided to the Frontier board in connection with its evaluation
of the consideration provided for in the merger. It does not address any other aspect of the proposed merger and does not constitute a
recommendation as to how any Frontier stockholder should vote or act in connection with the merger.

The Frontier board also received an oral opinion of Citigroup Global Markets Inc., referred to as Citi, on May 12, 2009, which opinion
was subsequently confirmed by a written opinion dated May 13, 2009, to the effect that, as of that date and based upon and subject to the
assumptions, limitations and considerations set forth therein, the aggregate merger consideration to be delivered by Frontier in respect of the
Spinco common stock pursuant to the original merger agreement was fair, from a financial point of view, to Frontier and the holders of
Frontier common stock. The full text of Citi’s written opinion, which sets forth the assumptions made, general procedures followed, matters
considered and limits on the review undertaken by Citi in connection with its opinion, is attached as Annex B-2 to this proxy
statement/prospectus and is incorporated by reference in its entirety into this proxy statement/prospectus. Frontier stockholders are encouraged
to read the opinion carefully and in its entirety. The opinion of Citi was provided to the Frontier board in connection with its evaluation of the
consideration provided for in the merger. It does not address any other aspect of the proposed merger and does not constitute a
recommendation as to how any Frontier stockholder should vote or act in connection with the merger.

Board of Directors and Management of the Combined Company (See “Management of the Combined Company” beginning on page 177)

Immediately prior to the merger, the Frontier board (which will become the board of directors of the combined company) will consist of
twelve directors, nine of whom will be initially designated by Frontier and three of whom will be initially designated by Verizon. Verizon’s
director nominees may not be employees of Verizon, its affiliates or Cellco or any of its subsidiaries, and must satisfy the requirements for
director independence under the rules and regulations of the SEC and the NYSE. The officers of Frontier immediately prior to the merger will
continue as the officers of the combined company immediately following the merger. In addition, Frontier expects to supplement its current
senior management team with members of Verizon’s regional management team who currently manage the Spinco business.
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Risk Factors (See “Risk Factors” beginning on page 24)

In deciding whether to vote to approve the merger proposals, you should carefully consider the matters described in the section “Risk
Factors,” as well as other information included in this proxy statement/prospectus and the other documents to which you have been referred.

Regulatory Matters (See “The Transaction Agreements—The Merger Agreement—Regulatory Matters” beginning on page 85)

The merger agreement provides that each of the parties to the merger agreement will use all commercially reasonable efforts to obtain all
necessary actions, waivers, consents and approvals from any governmental authority, and to take all steps as may be necessary to obtain an
approval or waiver from, or to avoid an action by, any governmental authority. This includes making all necessary filings and defending or
contesting all actions or proceedings (subject to certain limitations).

Financing (See “The Transaction Agreements—The Merger Agreement—Financing Matters” beginning on page 88)

The special cash payment will be financed through the special cash payment financing. The merger agreement and the distribution
agreement also contemplate that Spinco debt securities may be issued to Verizon immediately prior to the spin-off. The parties do not expect
that any Spinco debt securities will be issued.

The merger agreement contains various covenants of Verizon, Frontier and Spinco relating to the special cash payment financing and the
Spinco debt securities.

Conditions (See “The Transaction Agreements—The Merger Agreement—Conditions to the Completion of the Merger” beginning on page
91)

As more fully described in this proxy statement/prospectus and in the merger agreement and distribution agreement, consummation of
the merger is subject to the satisfaction of certain conditions, including the availability of financing on terms that satisfy certain requirements
(including with respect to pricing and maturity) and the receipt of the proceeds thereof that, taken together with any Spinco debt securities and
the aggregate amount of the distribution date indebtedness, equal $3.333 billion. Other conditions to the merger include (i) the absence of a
governmental order that would constitute a materially adverse regulatory condition, (ii) the receipt of applicable regulatory consents and the
expiration or termination of the requisite waiting period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended,
referred to as the Hart-Scott-Rodino Act, (iii) the receipt of certain rulings from the Internal Revenue Service, referred to as the IRS, and
certain tax opinions, (iv) the approval of the stockholders of Frontier and (v) the absence of a material adverse effect on Frontier or on Spinco
or the Spinco business.

On September 1, 2009, the Federal Trade Commission granted the parties’ request for early termination of the waiting period under the
Hart-Scott-Rodino Act. Frontier cannot be certain when, or if, the other conditions to the merger will be satisfied or waived, or that the merger
will be completed.

Termination (See “The Transaction Agreements—The Merger Agreement—Termination” beginning on page 93)

The merger agreement may be terminated by:
 

 (a) the mutual written consent of the parties;
 

 (b) any of the parties if the merger is not consummated by July 31, 2010, subject to certain extension rights;
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(c) any of the parties if the merger is permanently enjoined or prohibited, or if a final, non-appealable order has been entered into that

would constitute a materially adverse regulatory condition;
 

 

(d) Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the other party or parties breach the merger agreement in a
way that would entitle the party or parties seeking to terminate the agreement not to consummate the merger, subject to the right of
the breaching party or parties to cure the breach;

 

 

(e) Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the requisite Frontier stockholder approvals have not been
obtained at the special meeting, except that Frontier will not be permitted to terminate the merger agreement because of the failure
to obtain the stockholder approval if that failure was caused by Frontier’s actions or inactions that constitute a material breach of the
merger agreement;

 

(f) Verizon and Spinco, if (1) the Frontier board withdraws or adversely modifies its recommendation or (2) Frontier fails to call and
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hold the special meeting within 60 days after the date on which the SEC shall have completed its review of this proxy
statement/prospectus and, if required by the SEC as a condition to the mailing of this proxy statement/prospectus, the date of
effectiveness of the registration statement of which it is a part; or

 

 

(g) Verizon and Spinco on any date, if on that date (1) the average of the volume-weighted averages of the trading prices of the Frontier
common stock for any period of 60 consecutive trading days that ended within three business days prior to that date is below $3.87
and (2) Verizon and Spinco notify Frontier in writing that they are terminating the merger agreement in accordance with this
provision.

Frontier will pay to Verizon a termination fee of $80 million in the event that:
 

 •  Verizon and Spinco terminate the merger agreement under clause (f) above; or
 

 

•  (1) Frontier receives a competing acquisition proposal and one of the parties terminates under clause (b) above or Verizon and
Spinco terminate the merger agreement because Frontier breaches certain specified provisions of the merger agreement, or a
competing acquisition proposal has been publicly announced prior to the Frontier stockholders’ meeting and Frontier stockholders
fail to approve the merger and (2) within 12 months after such termination of the merger agreement, Frontier consummates a
business combination transaction or enters into a definitive agreement with respect to such a transaction.

Material United States Federal Income Tax Consequences  (See “Material United States Federal Income Tax Consequences of the Spin-off
and the Merger” beginning on page 76)

Frontier stockholders are not expected to recognize any gain or loss for U.S. federal income tax purposes as a result of the merger.
Verizon stockholders are not expected to recognize any gain or loss for U.S. federal income tax purposes as a result of the spin-off or the
merger, except for any gain or loss attributable to the receipt of cash in lieu of a fractional share of Frontier common stock.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA OF FRONTIER

The following tables present selected historical consolidated financial and operating information of Frontier for the periods indicated.
The selected statements of operations information of Frontier for the six months ended June 30, 2009 and 2008 and the selected balance sheet
data of Frontier as of June 30, 2009 have been derived from Frontier’s unaudited interim consolidated financial statements included elsewhere
in this proxy statement/prospectus. In the opinion of Frontier management, all adjustments considered necessary for a fair presentation of the
interim June 30, 2009 and 2008 financial information of Frontier have been included. The selected historical consolidated financial
information of Frontier as of December 31, 2008 and 2007 and for each of the three fiscal years in the three-year period ended December 31,
2008 is derived from the audited historical consolidated financial statements of Frontier included elsewhere in this proxy statement/prospectus.
The selected historical consolidated financial information of Frontier as of December 31, 2006, 2005 and 2004 and for each of the two fiscal
years in the two-year period ended December 31, 2005 is derived from the audited historical consolidated financial statements of Frontier not
included in this proxy statement/prospectus. The operating data of Frontier below is unaudited for all periods. The operating results of Frontier
for the six months ended June 30, 2009 are not necessarily indicative of the results to be expected for any future periods.

This information is only a summary and should be read in conjunction with Frontier management’s discussion and analysis of financial
condition and results of operations of Frontier and the historical consolidated financial statements and notes thereto of Frontier referred to
above.
 

  
Six Months Ended

June 30,  Year Ended December 31,
($ in thousands, except per
share amounts)  2009  2008  2008  2007  2006  2005  2004
  (unaudited)   

Statements of Operations Information:    

Revenue  $1,070,098 $1,131,755 $ 2,237,018 $ 2,288,015 $ 2,025,367 $ 2,017,041 $ 2,022,378
Operating income  $ 276,126 $ 326,281 $ 642,456 $ 705,416 $ 644,490 $ 588,968 $ 460,301
Income from continuing operations  $ 65,265 $ 102,143 $ 184,274 $ 216,514 $ 258,321 $ 189,923 $ 57,609
Net income attributable to common

shareholders of Frontier  $ 64,221 $ 101,367 $ 182,660 $ 214,654 $ 344,555 $ 202,375 $ 72,150
Basic income per share of common stock

from continuing operations  $ 0.20 $ 0.31 $ 0.57 $ 0.64 $ 0.78 $ 0.55 $ 0.17
Earnings attributable to common

(1)
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shareholders of Frontier per basic share  $ 0.20 $ 0.31 $ 0.57 $ 0.64 $ 1.06 $ 0.60 $ 0.22
Earnings attributable to common

shareholders of Frontier per diluted
share  $ 0.20 $ 0.31 $ 0.57 $ 0.64 $ 1.06 $ 0.59 $ 0.22

Cash dividends declared (and paid) per
common share  $ 0.50 $ 0.50 $ 1.00 $ 1.00 $ 1.00 $ 1.00 $ 2.50

Other financial data:        

Capital expenditures  $ 110,364 $ 123,723 $ 288,264 $ 315,793 $ 268,806 $ 259,448 $ 263,949
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As of

June 30,  As of December 31,
($ in thousands)  2009  2008  2007  2006  2005  2004
  (unaudited)           

Balance sheet data:      

Total assets  $7,018,184 $6,888,676 $ 7,256,069 $ 6,797,536 $ 6,427,567 $ 6,679,899
Long-term debt  $4,944,989 $4,721,685 $ 4,736,897 $ 4,467,086 $ 3,995,130 $ 4,262,658
Total shareholders’ equity of Frontier  $ 438,056 $ 519,045 $ 997,899 $ 1,058,032 $ 1,041,809 $ 1,362,240

Operating data:       

Access lines   2,189,127  2,254,333  2,429,142  2,126,574  2,237,539  2,336,423
High-speed Internet subscribers   613,810  579,943  522,845  393,184  318,096  220,313
Video subscribers   157,353  119,919  93,596  62,851  32,326  0
 
(1) Operating results include activities from Frontier’s Vermont Electric segment for three months of 2004, and for Commonwealth

Telephone Enterprises, Inc., referred to as Commonwealth or CTE, from the date of its acquisition on March 8, 2007 and for Global
Valley Networks, Inc. and GVN Services, together referred to as GVN, from the date of their acquisition on October 31, 2007.
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SELECTED HISTORICAL COMBINED FINANCIAL DATA OF VERIZON’S
SEPARATE TELEPHONE OPERATIONS

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon in
Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and
Wisconsin, including Internet access and long distance services and broadband video provided to designated customers in those states.
Verizon’s Separate Telephone Operations comprise portions of Verizon California Inc. and Verizon South Inc., and the stock of Contel of the
South, Inc., Verizon Northwest Inc., referred to as Verizon Northwest, Verizon North Inc., referred to as Verizon North (after the transfer of
specific operations, assets and liabilities of Verizon North and Verizon Northwest), and Verizon West Virginia Inc., referred to as Verizon
West Virginia; also included in Verizon’s Separate Telephone Operations are customer relationships for related long distance services offered
by portions of Verizon Long Distance LLC and Verizon Enterprise Solutions LLC, referred to as VLD, and Verizon Online LLC, referred to
as VOL, in the Spinco territory. Verizon’s Separate Telephone Operations exclude all activities of Verizon Business Global LLC and Cellco.
The following selected historical combined financial data of Verizon’s Separate Telephone Operations for the six months ended June 30, 2009
and 2008 and as of June 30, 2009 have been derived from the unaudited interim condensed combined special-purpose financial statements of
Verizon’s Separate Telephone Operations included elsewhere in this proxy statement/prospectus. The following selected historical combined
special-purpose financial data of Verizon’s Separate Telephone Operations for each of the fiscal years ended December 31, 2008, 2007 and
2006 and as of December 31, 2008 and 2007 have been derived from the audited combined special-purpose financial statements of Verizon’s
Separate Telephone Operations included elsewhere in this proxy statement/prospectus. The selected historical combined special-purpose
financial data for the years ended December 31, 2005 and 2004 and as of December 31, 2006, 2005 and 2004 have been derived from the
unaudited combined special-purpose financial statements of Verizon’s Separate Telephone Operations that have not been included in this
proxy statement/prospectus. The results of operations for the interim periods are not necessarily indicative of the results of operations which



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

might be expected for the entire year, but in the opinion of Verizon’s management, include all adjustments for the fair presentation of interim
financial information.

See “Unaudited Pro Forma Condensed Combined Financial Information” for a detailed description of assets and liabilities of Verizon’s
Separate Telephone Operations that will be contributed to Spinco, other assets and liabilities of Verizon’s Separate Telephone Operations that
will not be contributed to Spinco, and expenses that will not be expenses of the combined company as well as other similar adjustments.

The selected historical combined financial data of Verizon’s Separate Telephone Operations should be read in conjunction with the
unaudited interim condensed combined special-purpose financial statements of Verizon’s Separate Telephone Operations for the six months
ended June 30, 2009 and 2008 and the notes thereto and the audited combined special-purpose financial statements of Verizon’s Separate
Telephone Operations for the years ended December 31, 2008, 2007 and 2006 and the notes thereto and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” included elsewhere in this proxy statement/prospectus.
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Six Months Ended

June 30,   Year Ended December 31,
($ in millions)   2009   2008   2008   2007   2006   2005   2004
   (unaudited)            (unaudited)

Statements of Income:               

Operating revenues   $2,074  $ 2,201  $4,352  $4,527  $4,674  $ 4,831  $ 4,855
Operating income    411   603   1,044   1,159   1,162   1,046   1,072
Net income    237   335   552   603   638   538   612

Other Financial Data:               

Capital expenditures   $ 279  $ 364  $ 730  $ 703  $ 702  $ 733  $ 653
 

   
As of

June 30,   As of December 31,
($ in millions)   2009   2008   2007   2006   2005   2004
   (unaudited)         (unaudited)

Statements of Selected Assets, Selected Liabilities and Parent Funding:             

Total selected assets   $ 8,750  $8,926  $9,059  $9,119  $9,375  $9,608
Long-term debt, including current portion    624   622   1,319   1,315   1,732   1,882
Employee benefit obligations    1,197   1,160   1,068   991   930   815
Parent funding    4,803   4,952   4,548   4,443   4,270   4,144
 
(1) Operating expenses in the six months ended June 30, 2009 and the years ended December 31, 2008, 2007, 2006 and 2004 included

special charges related to pension settlement losses and severance plans of $139 million, $107 million, $53 million, $42 million and $121
million, respectively.
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SUMMARY UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

The following table shows summary unaudited pro forma condensed combined financial data about the financial condition and results of
operations of Frontier, as the combined company, after giving effect to the transactions, and is based upon the historical consolidated financial
data of Frontier and the historical combined special-purpose financial data of Verizon’s Separate Telephone Operations included elsewhere in
this proxy statement/prospectus. The unaudited pro forma condensed combined financial data has been prepared to reflect the merger based on
the acquisition method of accounting, with Frontier treated as the accounting acquirer. Under the acquisition method, the assets and liabilities
of Verizon’s Separate Telephone Operations will be recorded by Frontier at their respective fair values as of the date the merger is completed.
The unaudited pro forma condensed combined statements of operations information, which have been prepared for the six months ended June
30, 2009 and the year ended December 31, 2008, give effect to the transactions as if the transactions had occurred on January 1, 2008. The
unaudited pro forma condensed combined balance sheet data has been prepared as of June 30, 2009, and gives effect to the transactions as if

(1)
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they had occurred on that date. The unaudited pro forma condensed combined financial data has been derived from and should be read in
conjunction with the consolidated financial statements and the related notes of Frontier, the combined special-purpose financial statements and
the related notes of Verizon’s Separate Telephone Operations, and the unaudited pro forma condensed combined financial information,
including the notes thereto, included elsewhere in this proxy statement/prospectus.

The unaudited pro forma condensed combined financial data is presented for informational purposes only and is not necessarily
indicative of the financial position or results of operations that would have been achieved had the transactions been completed at the dates
indicated above. In addition, the unaudited pro forma condensed combined financial data does not purport to project the future financial
position or results of operation of Frontier, as the combined company, after completion of the transactions. As explained in more detail in the
accompanying notes to the unaudited pro forma condensed combined financial information included elsewhere in this proxy
statement/prospectus, the preliminary allocation of the transaction consideration reflected in the unaudited pro forma condensed combined
financial information is subject to adjustment and may vary significantly from the actual transaction consideration allocation that will be
recorded as of completion of the merger.
 
   Pro Forma

($ in millions, except per share amounts)   
Six Months Ended

June 30, 2009   
Year Ended

December 31, 2008
   (Unaudited)

Statements of Operations Information:     

Revenue   $ 3,103  $   6,494
Operating income    697   1,507
Net income    251   565
Basic and diluted income per common share    0.25   0.57

   
As of

June 30, 2009    
   (Unaudited)    

Balance Sheet Data:     

Property, plant and equipment, net   $ 8,618  

Goodwill, net    6,033  

Total assets    17,826  

Long-term debt    7,958  

Shareholders’ equity    5,651  
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COMPARATIVE HISTORICAL AND PRO FORMA PER SHARE DATA

The following table sets forth, for the six months ended June 30, 2009 and the year ended December 31, 2008, selected per share
information for Frontier common stock on a historical and pro forma combined basis. Except for the historical information as of and for the
year ended December 31, 2008, the information in the table is unaudited. You should read the data with the historical consolidated financial
statements and related notes of Frontier included elsewhere in this proxy statement/prospectus.

The Frontier pro forma combined income per share was calculated using the methodology described under “Unaudited Pro Forma
Condensed Combined Financial Information” included elsewhere in this proxy statement/prospectus and assuming the issuance of the number
of shares that would be issued at the mid-point of the collar ($7.75 per share of Frontier common stock). After the closing of the merger,
Frontier intends to reduce its annual cash dividend from $1.00 per share to $0.75 per share. This change in dividend policy is reflected below
in the column “Pro Forma Combined.” The Frontier pro forma combined book value per share was calculated by dividing total pro forma
combined common shareholders’ equity by the number of shares expected to be outstanding after giving pro forma effect to the issuance of
Frontier common stock pursuant to the merger agreement.
 
   Frontier  

   Historical   
Pro Forma
Combined  

Basic and diluted income per common share     

Six months ended June 30, 2009   $     0.20  $   0.25      
Year ended December 31, 2008   $ 0.57  $   0.57      

Cash dividends declared per common share     
(1)
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Six months ended June 30, 2009   $ 0.50  $  0.375  
Year ended December 31, 2008   $ 1.00  $  0.75   

Book value per common share     

As of June 30, 2009   $ 1.40  $   5.72      
 
(1) Frontier intends to pay an annual cash dividend of $0.75 per share after the closing of the merger.
 

 

21

Table of Contents

HISTORICAL MARKET PRICE AND DIVIDEND DATA OF FRONTIER COMMON STOCK

Frontier common stock currently trades on the NYSE under the symbol “FTR.” On May 12, 2009, the last trading day before the
announcement of the signing of the merger agreement, the last sale price of Frontier common stock reported by the NYSE was $7.57. On
September 15, 2009, the last practicable trading day for which information is available as of the date of this proxy statement/prospectus, the
last sale price of Frontier common stock reported by the NYSE was $7.14. Prior to July 31, 2008, the common stock of Frontier, then named
Citizens Communications Company, traded under the symbol “CZN.” The following table sets forth the high and low prices per share of
Frontier common stock for the periods indicated. For current price information, Frontier and Verizon stockholders are urged to consult publicly
available sources.
 

   

Frontier
Communications

Corporation
Common Stock

   High   Low

Calendar Year Ending December 31, 2009     

Third Quarter (through September 15, 2009)   $ 7.25  $ 6.43
Second Quarter   $ 8.16  $ 6.62
First Quarter   $ 8.87  $ 5.32

Calendar Year Ended December 31, 2008     

Fourth Quarter   $11.80  $ 6.35
Third Quarter   $12.94  $11.14
Second Quarter   $11.96  $10.01
First Quarter   $12.84  $ 9.75

Calendar Year Ended December 31, 2007     

Fourth Quarter   $14.54  $12.03
Third Quarter   $15.62  $12.50
Second Quarter   $16.05  $14.80
First Quarter   $15.58  $13.92

The following table shows the dividends that have been declared and paid on Frontier common stock during 2009, 2008 and 2007:
 

   

Per Share
Dividend
Declared   

Date
Declared   

Date Paid or
Payable

Calendar Year Ending December 31, 2009       

Third Quarter   $ 0.25  7/30/2009  9/30/2009
Second Quarter   $      0.25  5/13/2009  6/30/2009
First Quarter   $ 0.25  2/6/2009  3/31/2009

Calendar Year Ended December 31, 2008       

Fourth Quarter   $ 0.25  11/6/2008  12/31/2008
Third Quarter   $ 0.25  7/31/2008  9/30/2008
Second Quarter   $ 0.25  5/14/2008  6/30/2008
First Quarter   $ 0.25  2/21/2008  3/31/2008

Calendar Year Ended December 31, 2007       

Fourth Quarter   $ 0.25  10/25/2007  12/31/2007
Third Quarter   $ 0.25  7/27/2007  9/28/2007

  (1)
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Second Quarter   $ 0.25  5/18/2007  6/29/2007
First Quarter   $ 0.25  2/23/2007  3/30/2007
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Frontier’s current dividend policy is to pay quarterly dividends at a rate of $0.25 per share to the extent dividends are permitted by
applicable law and agreements governing Frontier’s indebtedness. Following the merger, Frontier intends to pay annual dividends at a rate of
$0.75 per share to the extent permitted by applicable law and agreements governing the combined company’s indebtedness. The amount and
timing of dividends payable on Frontier’s common stock are within the sole discretion of its board of directors and subject to applicable law
and any restrictions in the agreements governing the combined company’s indebtedness. For more information on Frontier’s current dividend
policy and the expected dividend policy of the combined company following the merger, see “The Transactions—Dividend Policy of Frontier
and the Combined Company.”

Market price data for Spinco has not been presented because Spinco is currently a wholly owned subsidiary of Verizon and its common
stock is not publicly traded.
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RISK FACTORS

You should carefully consider the following risks, together with the other information contained in this proxy statement/prospectus and the
annexes hereto. The risks described below are not the only risks facing Frontier and the combined company. Additional risks and uncertainties not
currently known or that are currently deemed to be immaterial may also materially and adversely affect the combined company’s business
operations or the price of the combined company’s common stock following completion of the merger.

Risks Relating to the Spin-Off and the Merger

The calculation of the merger consideration will not be adjusted in the event the value of the Spinco business or assets declines before the
merger is completed. As a result, at the time Frontier stockholders vote on the merger, they will not know the value of the Spinco business
or assets which will be acquired in the merger. The value of the Spinco business and assets may have an effect on the value of Frontier
common stock following completion of the merger.

The calculation of the number of shares of Frontier common stock to be issued to Verizon stockholders pursuant to the merger agreement
will not be adjusted in the event the value of the Spinco business declines, including as a result of the loss of access lines. If the value of the Spinco
business declines after Frontier stockholders approve the merger proposals, the market price of the common stock of the combined company
following completion of the merger may be less than Frontier stockholders anticipated when they voted to approve the merger proposals.
Conversely, any decline in the Frontier average price as a result of a decrease in the price of Frontier common stock during the Frontier average
price calculation period will, subject to the collar, increase the aggregate number of shares of Frontier common stock to be issued pursuant to the
merger agreement. Further, any amounts paid, payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in
order to obtain governmental approvals in the Spinco territory that are required to complete the merger or the spin-off will increase the aggregate
number of shares of Frontier common stock to be issued pursuant to the merger agreement, all as described in “The Transactions—Calculation of
Merger Consideration.” While Frontier will not be required to consummate the merger upon the occurrence of any event or circumstance that has,
or would reasonably be expected to have, individually or in the aggregate, a material adverse effect on Spinco or the Spinco business, neither
Verizon nor Frontier will be permitted to terminate the merger agreement because of any changes in the value of the Spinco business or because of
an increase in the number of shares of Frontier common stock to be issued to Verizon stockholders due to amounts paid, payable or forgone in
connection with government approvals as described above, in each case that do not rise to the level of a material adverse effect on Spinco or the
Spinco business. Frontier will also not be permitted to terminate the merger agreement because of any changes in the market price of Frontier
common stock.

Frontier’s effort to combine Frontier’s business and the Spinco business may not be successful.

The acquisition of the Spinco business is the largest and most significant acquisition Frontier has undertaken. Frontier management will be
required to devote a significant amount of time and attention to the process of integrating the operations of Frontier’s business and the Spinco
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business, which may decrease the time they will have to serve existing customers, attract new customers and develop new services or strategies.
Frontier expects that the Spinco business will be operating on an independent basis, separate from Verizon’s other businesses and operations,
immediately prior to the closing of the merger (other than with respect to the portion operated in West Virginia, which is expected to be ready for
integration into Frontier’s existing business at the closing of the merger) and will not require significant post-closing integration for Frontier to
continue the operations of the Spinco business immediately after the merger. However, the size and complexity of the Spinco business and the
process of using Frontier’s existing common support functions and systems to manage the Spinco business after the merger, if not managed
successfully by Frontier management, may result in interruptions of the business activities of the combined company that could have a material
adverse effect on the combined company’s business, financial condition and results of operations. In addition, Frontier management
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will be required to devote a significant amount of time and attention before completion of the merger to the process of migrating the systems and
processes supporting the operations of the Spinco business in West Virginia from systems owned and operated by Verizon to those owned and
operated by Frontier. The size, complexity and timing of this migration, if not managed successfully by Frontier management, may result in
interruptions of Frontier’s business activities.

The combined company may not realize the growth opportunities and cost synergies that are anticipated from the merger.

The success of the merger will depend, in part, on the ability of the combined company to realize anticipated growth opportunities and cost
synergies. The combined company’s success in realizing these growth opportunities and cost synergies, and the timing of this realization, depends
on the successful integration of Frontier’s business and operations and the Spinco business and operations. Even if the combined company is able
to integrate the Frontier and Spinco businesses and operations successfully, this integration may not result in the realization of the full benefits of
the growth opportunities and cost synergies that Frontier currently expects from this integration within the anticipated time frame or at all. For
example, the combined company may be unable to eliminate duplicative costs, or the benefits from the merger may be offset by costs incurred or
delays in integrating the companies.

After the close of the transaction, sales of Frontier common stock may negatively affect its market price.

The market price of Frontier common stock could decline as a result of sales of a large number of shares of Frontier common stock in the
market after the completion of the merger or the perception that these sales could occur. To the extent permitted under the tax sharing agreement,
any effort by the combined company to obtain additional capital by selling equity securities in the future will be made more difficult by such sales,
or the possibility that such sales may occur. See “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and their
Affiliates—The Tax Sharing Agreement.”

Depending on the trading prices of Frontier common stock prior to the closing of the merger and before accounting for the elimination of
fractional shares and any number of shares that may be issued as a result of amounts paid, payable or forgone by Verizon pursuant to orders or
settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete the merger
or the spin-off, Verizon stockholders will collectively own between approximately 66% and 71% of the combined company’s outstanding equity
immediately following the closing of the merger. Certain Verizon stockholders (such as certain index funds and institutional investors with specific
investment guidelines that do not cover Frontier common stock) who receive shares of Frontier common stock pursuant to the merger agreement
may be required to sell their shares of Frontier common stock immediately after the merger, which may negatively affect the price of the combined
company’s common stock.

If the assets contributed to Spinco by Verizon are insufficient to operate the Spinco business, it could adversely affect the combined
company’s business, financial condition and results of operations.

Pursuant to the distribution agreement, Verizon will contribute to Spinco defined assets and liabilities of its local exchange business and
related landline activities in the Spinco territory, including Internet access and long distance services and broadband video provided to designated
customers in the Spinco territory. The merger agreement provides that all the contributions will be made so that the Spinco business (other than the
portion conducted in West Virginia) is segregated from Verizon’s other businesses at least 60 days prior to the closing of the spin-off and merger.
See “The Transaction Agreements—The Distribution Agreement—Preliminary Transactions.” However, the contributed assets may not be
sufficient to operate all aspects of the Spinco business and the combined company may have to use assets or resources from Frontier’s existing
business or acquire additional assets in order to operate the Spinco business, which could adversely affect the combined company’s business,
financial condition and results of operations.
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Pursuant to the distribution agreement, the combined company has certain rights to cause Verizon to transfer to it any assets required to be
contributed to Spinco under that agreement that were not contributed as required. If Verizon were unable or unwilling to transfer those assets to the
combined company, or if Verizon and the combined company were to disagree about whether those assets were required to be contributed to
Spinco under the distribution agreement, the combined company might not be able to obtain those assets or similar assets from others without
significant costs or at all.

The combined company’s business, financial condition and results of operations may be adversely affected following the merger if it is not
able to obtain consents to assign certain Verizon contracts to Spinco.

Certain wholesale, large business, Internet service provider and other customer contracts that are required to be assigned to Spinco by
Verizon require the consent of the customer party to the contract to effect this assignment.

Verizon and the combined company may be unable to obtain these consents on terms favorable to the combined company or at all, which
could have a material adverse impact on the combined company’s business, financial condition and results of operations following the merger.

Regulatory agencies may delay approval of the spin-off and the merger, fail to approve them, or approve them in a manner that may
diminish the anticipated benefits of the merger.

Completion of the spin-off and the merger is conditioned upon the receipt of certain government consents, approvals, orders and
authorizations. See “The Transaction Agreements—The Merger Agreement—Conditions to the Completion of the Merger.” While Frontier and
Verizon intend to pursue vigorously all required governmental approvals and do not know of any reason why they would not be able to obtain the
necessary approvals in a timely manner, the requirement to receive these approvals before the spin-off and merger could delay the completion of
the spin-off and merger, possibly for a significant period of time after Frontier stockholders have approved the merger proposals. Any delay in the
completion of the spin-off and the merger could diminish the anticipated benefits of the spin-off and the merger or result in additional transaction
costs, loss of revenues or other effects associated with uncertainty about the transaction. Any uncertainty over the ability of the companies to
complete the spin-off and the merger could make it more difficult for Frontier to maintain or to pursue particular business strategies. In addition,
until the spin-off and the merger are completed, the attention of Frontier management may be diverted from ongoing business concerns and regular
business responsibilities to the extent management is focused on obtaining regulatory approvals.

Further, governmental agencies may decline to grant required approvals, or they may impose conditions on their approval of the spin-off and
the merger that could have an adverse effect on the combined company’s business, financial condition and results of operations. Any amounts paid,
payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the
Spinco territory that are required to complete the merger or the spin-off will increase the aggregate number of shares of Frontier common stock to
be issued pursuant to the merger agreement, and any such increase could be significant, all as described in “The Transactions—Calculation of
Merger Consideration.”

The merger agreement contains provisions that may discourage other companies from trying to acquire Frontier.

The merger agreement contains provisions that may discourage a third party from submitting a business combination proposal to Frontier
prior to the closing of the merger that might result in greater value to Frontier stockholders than the merger. The merger agreement generally
prohibits Frontier from soliciting any acquisition proposal, and Frontier may not terminate the merger agreement in order to accept an alternative
business combination proposal that might result in greater value to Frontier stockholders than the merger. Further, even if the Frontier board
withdraws or modifies its recommendation of the merger, it will still be required to submit the
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merger to a vote of its stockholders. In addition, before the Frontier board may withdraw or modify its recommendation, Verizon has the
opportunity to offer to modify the terms of the merger in response to any competing acquisition proposals that may be made. If the merger
agreement is terminated by Frontier or Verizon in certain circumstances, Frontier may be obligated to pay a termination fee of $80 million to
Verizon, which would represent an additional cost for a potential third party seeking a business combination with Frontier.

Failure to complete the merger could adversely affect the market price of Frontier common stock as well as Frontier’s business, financial
condition and results of operations.

If the merger is not completed for any reason, the price of Frontier common stock may decline to the extent that the market price of Frontier
common stock reflects positive market assumptions that the merger will be completed and the related benefits will be realized. Frontier may also
be subject to additional risks if the merger is not completed, including:
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 •  the requirement in the merger agreement that, under certain circumstances, Frontier pay Verizon a termination fee of $80 million;
 

 
•  substantial costs related to the merger, such as legal, accounting, filing, financial advisory and financial printing fees, which must be

paid regardless of whether the merger is completed; and
 

 •  potential disruption to the business of Frontier and distraction of its workforce and management team.

If the spin-off does not qualify as a tax-free spin-off under Section 355 of the Internal Revenue Code, referred to as the Code, including
as a result of subsequent acquisitions of stock of Verizon or Frontier, then Verizon or Verizon stockholders may be required to pay
substantial U.S. federal income taxes, and Frontier may be obligated to indemnify Verizon for such taxes imposed on Verizon.

The spin-off and merger are conditioned upon Verizon’s receipt of a private letter ruling from the IRS to the effect that the spin-off and
certain related transactions will qualify as tax-free to Verizon, Spinco and the Verizon stockholders for U.S. federal income tax purposes, referred
to as the IRS ruling. A private letter ruling from the IRS generally is binding on the IRS. However, the IRS ruling will not rule that the spin-off
satisfies every requirement for a tax-free spin-off, and the parties will rely solely on the opinion of counsel described below for comfort that such
additional requirements are satisfied.

The spin-off and merger are also conditioned upon Verizon’s receipt of an opinion of Debevoise & Plimpton LLP, referred to as Debevoise,
counsel to Verizon, to the effect that the spin-off and certain related transactions will qualify as tax-free to Verizon, Spinco and the stockholders of
Verizon. The opinion will rely on the IRS ruling as to matters covered by it.

Both the IRS ruling and the opinion of counsel will be based on, among other things, certain representations and assumptions as to factual
matters made by Verizon, Spinco and Frontier. The failure of any factual representation or assumption to be true, correct and complete in all
material respects could adversely affect the validity of the IRS ruling or the opinion of counsel. An opinion of counsel represents counsel’s best
legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with the opinion. In addition, the IRS ruling and the
opinion will be based on current law, and cannot be relied upon if current law changes with retroactive effect.

The spin-off will be taxable to Verizon pursuant to Section 355(e) of the Code if there is a 50% or more change in ownership of either
Verizon or Spinco, directly or indirectly, as part of a plan or series of related transactions that include the spin-off. Because Verizon stockholders
will collectively own more than 50% of the Frontier common stock following the merger, the merger alone will not cause the spin-off to be taxable
to Verizon under Section 355(e). However, Section 355(e) might apply if other acquisitions of stock of Verizon before or after the merger, or of
Frontier after the merger, are considered to be part of a plan or series of related transactions that include the spin-off. If Section 355(e) applied,
Verizon might recognize a very substantial amount of taxable gain.
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Under the tax sharing agreement, in certain circumstances, and subject to certain limitations, Frontier is required to indemnify Verizon
against taxes on the spin-off that arise as a result of actions or failures to act by Frontier, or as a result of changes in ownership of the stock of
Frontier after the merger. See “Risk Factors—Risks Relating to the Spin-Off and the Merger—Frontier will be unable to take certain actions after
the merger because such actions could jeopardize the tax-free status of the spin-off or the merger, and such restrictions could be significant” and
“The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their Affiliates—The Tax Sharing Agreement.” In some
cases, however, Verizon might recognize gain on the spin-off without being entitled to an indemnification payment under the tax sharing
agreement.

See “Material United States Federal Income Tax Consequences of the Spin-Off and the Merger.”

If the merger does not qualify as a tax-free reorganization under Section 368 of the Code, Frontier and the stockholders of Verizon may
be required to pay substantial U.S. federal income taxes.

The obligations of Verizon and Frontier to consummate the merger are conditioned, respectively, on Verizon’s receipt of an opinion of
Debevoise, counsel to Verizon, and Frontier’s receipt of an opinion of Cravath, Swaine & Moore LLP, referred to as Cravath, counsel to Frontier,
in each case to the effect that the merger will qualify as a tax-free reorganization under Section 368(a) of the Code, and that no gain or loss will be
recognized as a result of the merger by Spinco or by Spinco stockholders (except for cash in lieu of fractional shares). These opinions will be based
upon, among other things, certain representations and assumptions as to factual matters made by Verizon, Spinco and Frontier. The failure of any
factual representation or assumption to be true, correct and complete in all material respects could adversely affect the validity of the opinions. An
opinion of counsel represents counsel’s best legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with
the opinion. In addition, the opinions will be based on current law, and cannot be relied upon if current law changes with retroactive effect. If the
merger were taxable, Spinco stockholders would recognize taxable gain or loss on their receipt of Frontier stock in the merger, and Spinco would
be considered to have made a taxable sale of its assets to Frontier.



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Frontier will be unable to take certain actions after the merger because such actions could jeopardize the tax-free status of the spin-off or
the merger, and such restrictions could be significant.

The tax sharing agreement prohibits Frontier from taking actions that could reasonably be expected to cause the spin-off to be taxable or to
jeopardize the conclusions of the IRS ruling or opinions of counsel received by Verizon or Frontier. In particular, for two years after the spin-off,
Frontier may not:
 

 

•  enter into any agreement, understanding or arrangement or engage in any substantial negotiations with respect to any transaction
involving the acquisition, issuance, repurchase or change of ownership of Frontier capital stock, or options or other rights in respect of
Frontier capital stock, subject to certain exceptions relating to employee compensation arrangements, stock splits, open market stock
repurchases and stockholder rights plans;

 

 
•  permit certain wholly owned subsidiaries owned by Spinco at the time of the spin-off to cease the active conduct of the Spinco

business to the extent it was conducted immediately prior to the spin-off; or
 

 
•  voluntarily dissolve, liquidate, merge or consolidate with any other person, unless Frontier survives and the transaction otherwise

complies with the restrictions in the tax sharing agreement.

The tax sharing agreement further restricts Frontier from prepaying, or modifying the terms of, the Spinco debt securities, if any.

Nevertheless, Frontier is permitted to take any of the actions described above if it obtains Verizon’s consent, or if it obtains a supplemental
IRS private letter ruling (or an opinion of counsel that is reasonably acceptable to Verizon) to the effect that the action will not affect the tax-free
status of the spin-off or the merger. However, the
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receipt by Frontier of any such consent, opinion or ruling does not relieve Frontier of any obligation it has to indemnify Verizon for an action it
takes that causes the spin-off to be taxable to Verizon.

Because of these restrictions, for two years after the merger, Frontier may be limited in the amount of capital stock that it can issue to make
acquisitions or to raise additional capital. Also, Frontier’s indemnity obligation to Verizon may discourage, delay or prevent a third party from
acquiring control of Frontier during this two-year period in a transaction that stockholders of Frontier might consider favorable. See “The
Transaction Agreements—The Merger Agreement,” “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their
Affiliates—The Tax Sharing Agreement” and “Material United States Federal Income Tax Consequences of the Spin-Off and the Merger.”

Investors holding shares of Frontier common stock immediately prior to the merger will, in the aggregate, have a significantly reduced
ownership and voting interest after the merger and will exercise less influence over management.

After the merger’s completion, Frontier stockholders will, in the aggregate, own a significantly smaller percentage of the combined company
than they will collectively own of Frontier immediately prior to the merger. Depending on the trading prices of Frontier common stock prior to the
closing of the merger and before accounting for the elimination of fractional shares and adjustments for any amounts paid, payable or forgone by
Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are
required to complete the merger and the spin-off, Frontier stockholders will collectively own between approximately 29% and 34% of the
combined company’s outstanding equity immediately following the closing of the merger. Consequently, Frontier stockholders, collectively, will
be able to exercise less influence over the management and policies of the combined company than they would be able to exercise over the
management and policies of Frontier immediately prior to the merger. Moreover, the number of shares of Frontier common stock to be issued to
Verizon stockholders pursuant to the merger agreement is subject to increase by any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain government approvals in the Spinco territory that are required to complete
the merger or the spin-off, and any such increase may be significant. In addition, Verizon will have the right to initially designate three of the
twelve members of the board of directors of the combined company.

The pendency of the merger could adversely affect the business and operations of Frontier and the Spinco business.

In connection with the pending merger, some customers of each of Frontier and the Spinco business may delay or defer decisions or may end
their relationships with the relevant company, which could negatively affect the revenues, earnings and cash flows of Frontier and the Spinco
business, regardless of whether the merger is completed. Similarly, current and prospective employees of Frontier and the Spinco business may
experience uncertainty about their future roles with the combined company following the merger, which may materially adversely affect the ability
of each of Frontier and the Spinco business to attract and retain key personnel during the pendency of the merger.

Risks Related to the Combined Company’s Business Following the Merger
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The combined company will likely face further reductions in access lines, switched access minutes of use, long distance revenues and
federal and state subsidy revenues, which could adversely affect it.

The businesses that will make up the combined company have experienced declining access lines, switched access minutes of use, long
distance revenues, federal and state subsidies and related revenues because of economic conditions, increasing competition, changing consumer
behavior (such as wireless displacement of wireline use, e-mail use, instant messaging and increasing use of Voice over Internet Protocol, referred
to as VoIP), technology changes and regulatory constraints. For example, Frontier’s access lines declined 7% in 2008,
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and 6% in 2007 (excluding the access lines added through Frontier’s acquisitions of Commonwealth and GVN). In addition, Frontier’s switched
access minutes of use declined 9% in 2008 and 8% in 2007 (excluding the switched access minutes added through Frontier’s acquisitions of
Commonwealth and GVN). The Spinco business’s access lines declined 10% in 2008, and 8% in 2007. In addition, the Spinco business’s switched
access minutes of use declined 11% in 2008 and 11% in 2007. These factors, among others, are likely to cause the combined company’s local
network service, switched network access, long distance and subsidy revenues to continue to decline, and these factors may cause the combined
company’s cash generated by operations to decrease.

The combined company will face intense competition, which could adversely affect it.

The communications industry is extremely competitive and competition is increasing. The traditional dividing lines between local, long
distance, wireless, cable and Internet service providers are becoming increasingly blurred. Through mergers and various service expansion
strategies, service providers are striving to provide integrated solutions both within and across geographic markets. The combined company’s
competitors will include competitive local exchange carriers and other providers (or potential providers) of services, such as Internet service
providers, wireless companies, VoIP providers and cable companies that may provide services competitive with the services that the combined
company will offer or will intend to introduce. Competition will continue to be intense following the merger, and Frontier cannot assure you that
the combined company will be able to compete effectively. Frontier also believes that wireless and cable telephony providers have increased their
penetration of various services in Frontier’s and Spinco’s markets. Frontier expects the combined company to continue to lose access lines at least
in the near term and that competition with respect to all the products and services of the combined company will increase.

Frontier expects competition to intensify as a result of the entrance of new competitors, penetration of existing competitors into new markets,
changing consumer behavior and the development of new technologies, products and services that can be used in substitution for the combined
company’s products and services. Frontier cannot predict which of the many possible future technologies, products or services will be important in
order to maintain the combined company’s competitive position or what expenditures will be required to develop and provide these technologies,
products or services. The combined company’s ability to compete successfully will depend on the success and cost of capital expenditure
investments in the Spinco territory as well as the cost of marketing efforts and on the combined company’s ability to anticipate and respond to
various competitive factors affecting the industry, including a changing regulatory environment that may affect the combined company and its
competitors differently, new services that may be introduced (including wireless broadband offerings), changes in consumer preferences,
demographic trends, economic conditions and pricing strategies by competitors. Increasing competition may reduce the combined company’s
revenues and increase the combined company’s marketing and other costs as well as require the combined company to increase its capital
expenditures and thereby decrease its cash flow.

Some of the combined company’s future competitors will have superior resources, which may place the combined company at a cost and
price disadvantage.

Some of the companies that will be competitors of the combined company will have market presence, engineering, technical and marketing
capabilities and financial, personnel and other resources substantially greater than those of the combined company. In addition, some of these
future competitors will be able to raise capital at a lower cost than the combined company. Consequently, some of these competitors may be able
to develop and expand their communications and network infrastructures more quickly, adapt more swiftly to new or emerging technologies and
changes in customer requirements, take advantage of acquisition and other opportunities more readily and devote greater resources to the
marketing and sale of their products and services than the combined company. Additionally, the greater brand name recognition of some future
competitors may require the combined company to price its services at lower levels in order to retain or obtain customers. Finally, the cost
advantages of some of these competitors may give them the ability to reduce their prices for an extended period of time if they so choose.
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The combined company may be unable to grow its revenues and cash flows despite the initiatives Frontier has implemented and intends to
continue after the merger.

The combined company must produce adequate revenues and cash flows that, when combined with funds available under Frontier’s
revolving credit facility, which will continue to be the combined company’s revolving credit facility (subject to any permitted refinancing or
replacement thereof by Frontier), will be sufficient to service the combined company’s debt, fund its capital expenditures, pay its taxes, fund its
pension and other employee benefit obligations and pay dividends pursuant to its dividend policy. Frontier has implemented and will continue to
implement several growth initiatives that will affect the combined company, including increasing marketing promotions and related expenditures
and launching new products and services with a focus on areas that are growing or demonstrate meaningful demand such as wireline and wireless
high-speed Internet, referred to as HSI, satellite video products and the “Frontier Peace of Mind” suite of products, including computer technical
support. Frontier cannot assure you that these initiatives will improve the combined company’s financial position or its results of operations.

Weak economic conditions may decrease demand for the combined company’s services.

The combined company could be sensitive to the ongoing recession if current economic conditions or their effects continue following the
merger. Downturns in the economy and competition in the combined company’s markets could cause some of the combined company’s customers
to reduce or eliminate their purchases of the combined company’s basic and enhanced services, HSI and video services and make it difficult for the
combined company to obtain new customers. In addition, if current economic conditions continue, they could cause the combined company’s
customers to delay or discontinue payment for its services.

Disruption in the combined company’s networks and infrastructure may cause the combined company to lose customers and incur
additional expenses.

To attract and retain customers, the combined company will need to provide customers with reliable service over its networks. Some of the
risks to the combined company’s networks and infrastructure include physical damage to access lines, security breaches, capacity limitations,
power surges or outages, software defects and disruptions beyond its control, such as natural disasters and acts of terrorism. From time to time in
the ordinary course of business, the combined company could experience short disruptions in its service due to factors such as cable damage,
inclement weather and service failures of the combined company’s third-party service providers. The combined company could experience more
significant disruptions in the future. The combined company could also face disruptions due to capacity limitations if changes in the combined
company’s customers’ usage patterns for its HSI services result in a significant increase in capacity utilization, such as through increased usage of
video or peer-to-peer file sharing applications. Disruptions may cause interruptions in service or reduced capacity for customers, either of which
could cause the combined company to lose customers and incur additional expenses, and thereby adversely affect its business, revenues and cash
flows.

The combined company’s business will be sensitive to the creditworthiness of its wholesale customers.

The combined company will have substantial business relationships with other telecommunications carriers for whom it will provide service.
While bankruptcies of these carriers have not had a material adverse effect on Frontier or the Spinco business in recent years, future bankruptcies in
their industry could result in the loss of significant customers by the combined company, as well as more price competition and uncollectible
accounts receivable. Such bankruptcies may be more likely in the future if current economic conditions continue into 2010 or beyond. As a result,
the combined company’s revenues and results of operations could be materially and adversely affected.
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A significant portion of the combined company’s workforce will be represented by labor unions and will therefore be subject to collective
bargaining agreements, and if the combined company is unable to enter into new agreements or renew existing agreements before they
expire, the combined company workers subject to collective bargaining agreements could engage in strikes or other labor actions that
could materially disrupt the combined company’s ability to provide services to its customers.

As of June 30, 2009, Frontier had approximately 5,400 active employees. Approximately 2,800, or 52%, of these employees were represented
by unions and were therefore subject to collective bargaining agreements. Of the union-represented employees, approximately 1,000, or 36%, were
subject to collective bargaining agreements that expire in 2009 and approximately 300, or 11%, were subject to collective bargaining agreements
that expire in 2010.

As of July 31, 2009, assuming the contribution had taken place as of that date, Spinco would have had approximately 10,700 active
employees. Approximately 8,000, or 75%, of these employees were represented by unions and were therefore subject to collective bargaining
agreements. Of the union-represented employees, approximately 300, or less than 4%, were subject to collective bargaining agreements that expire
in 2009 and approximately 3,300, or 44%, were subject to collective bargaining agreements that expire in 2010.

Frontier cannot predict the outcome of negotiations for the collective bargaining agreements of the combined company. If the combined
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company is unable to reach new agreements or renew existing agreements, employees subject to collective bargaining agreements may engage in
strikes, work slowdowns or other labor actions, which could materially disrupt the combined company’s ability to provide services. New labor
agreements or the renewal of existing agreements may impose significant new costs on the combined company, which could adversely affect its
financial condition and results of operations in the future.

The combined company may complete a significant strategic transaction that may not achieve intended results or could increase the
number of its outstanding shares or amount of outstanding debt or result in a change of control.

The combined company will evaluate and may in the future enter into additional strategic transactions. Any such transaction could happen at
any time following the closing of the merger, could be material to the combined company’s business and could take any number of forms,
including, for example, an acquisition, merger or a sale of all or substantially all of the combined company’s assets.

Evaluating potential transactions and integrating completed ones may divert the attention of the combined company’s management from
ordinary operating matters. The success of these potential transactions will depend, in part, on the combined company’s ability to realize the
anticipated growth opportunities and cost synergies through the successful integration of the businesses the combined company acquires with its
existing business. Even if the combined company is successful in integrating the acquired businesses, Frontier cannot assure you that these
integrations will result in the realization of the full benefit of any anticipated growth opportunities or cost synergies or that these benefits will be
realized within the expected time frames. In addition, acquired businesses may have unanticipated liabilities or contingencies.

If the combined company completes an acquisition, investment or other strategic transaction, the combined company may require additional
financing that could result in an increase in the number of its outstanding shares or the aggregate amount of its debt, although there are restrictions
on the ability of the combined company to issue additional shares of stock for these purposes for two years after the merger. See “Risk Factors—
Risks Relating to the Spin-Off and the Merger—Frontier will be unable to take certain actions after the merger because such actions could
jeopardize the tax-free status of the spin-off or the merger, and such restrictions could be significant” and “The Transaction Agreements—
Additional Agreements Between Frontier, Verizon and Their Affiliates—Tax Sharing Agreement.” The number of shares of the combined
company’s common stock or the aggregate principal amount of its debt that it may issue may be significant. A strategic transaction may result in a
change in control of the combined company or otherwise materially and adversely affect its business.
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Risks Related to Liquidity, Financial Resources and Capitalization

If the recent severe contraction in the global financial markets and current economic conditions continue into 2010, this economic scenario
may have an impact on the combined company’s business and financial condition.

If the diminished availability of credit and liquidity due to the recent severe contraction in the global financial markets and current economic
conditions continues into 2010, this economic scenario may affect the financial health of the combined company’s customers, vendors and
partners, which in turn may negatively affect the combined company’s revenues, operating expenses and cash flows. In addition, although Frontier
believes, based on information available to Frontier, that the financial institutions that have outstanding commitments under Frontier’s revolving
credit facility (which will continue to be the revolving credit facility of the combined company, subject to any permitted refinancing or replacement
thereof by Frontier) will be able to fulfill their commitments to the combined company, if the current economic environment and the recent severe
contraction in the global financial markets continue until 2010, this could change in the future.

The combined company will have significant debt maturities in 2011, when approximately $870 million of the combined company’s debt,
representing a portion of Frontier’s debt outstanding prior to the merger, will mature. Historically, Frontier has refinanced its debt obligations well
in advance of scheduled maturities. Given the current credit environment, the combined company’s ability to access the capital markets may be
restricted and its cost of borrowing may be materially higher than Frontier’s financing costs have been historically.

As a result of negative investment returns arising from a contraction in the global financial markets and ongoing payment of benefits,
Frontier’s pension plan assets have declined from $822.2 million at December 31, 2007, to $578.1 million at June 30, 2009, a decrease of $244.1
million, or 30%. This decrease consisted of a decline in asset value of $148.0 million, or 18%, and benefits paid of $96.1 million, or 12%. As a
result of the continued accrual of pension benefits under the applicable pension plan and the continued negative investment returns arising from the
continued contraction of the global financial markets, Frontier expects that Frontier’s pension expenses will increase in 2009. Frontier will be
required to make a cash contribution to its pension plan beginning in 2011, although pension asset volatility could require Frontier to make a cash
contribution no earlier than 2010. Once the merger is consummated, the combined company will maintain Frontier’s pension plan and will be
responsible for contributions to fund the plan’s liabilities, and may be required to continue making these cash contributions in respect of liabilities
under Frontier’s pension plan. The combined company will also, upon consummation of the merger, maintain pension plans that assume the
Spinco business’s pension plan liabilities for active employees. The applicable Verizon pension plans will transfer assets to the pension plans of
the combined company pursuant to applicable law and the terms of the employee matters agreement entered into among Verizon, Spinco and
Frontier, referred to as the employee matters agreement. Following the merger, the combined company will be responsible for making any required
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contributions to the new pension plans to fund liabilities of the plans, and the ongoing pension expenses of the Spinco business may require the
combined company to make cash contributions in respect of the Spinco business’s pension plan liabilities.

Substantial debt and debt service obligations may adversely affect the combined company.

Frontier has a significant amount of indebtedness, which amounted to approximately $4.9 billion as of June 30, 2009. The Spinco business
will have indebtedness in the amount of approximately $3.4 billion at the closing of the merger. After the merger, the combined company may also
obtain additional long-term debt and working capital lines of credit to meet future financing needs, subject to certain restrictions under the terms of
Frontier’s existing indebtedness, which would increase its total debt.

The potential significant negative consequences on the combined company’s financial condition and results of operations that could result
from its substantial debt include:
 

 •  limitations on the combined company’s ability to obtain additional debt or equity financing;
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•  instances in which the combined company is unable to meet the financial covenants contained in its debt agreements or to generate
cash sufficient to make required debt payments, which circumstances would have the potential of accelerating the maturity of some or
all of the combined company’s outstanding indebtedness;

 

 

•  the allocation of a substantial portion of the combined company’s cash flow from operations to service the combined company’s debt,
thus reducing the amount of the combined company’s cash flow available for other purposes, including operating costs, capital
expenditures and dividends that could improve the combined company’s competitive position, results of operations or stock price;

 

 
•  requiring the combined company to sell debt or equity securities or to sell some of its core assets, possibly on unfavorable terms, to

meet payment obligations;
 

 
•  compromising the combined company’s flexibility to plan for, or react to, competitive challenges in its business and the

communications industry; and
 

 
•  the possibility of the combined company being put at a competitive disadvantage with competitors who do not have as much debt as the

combined company, and competitors who may be in a more favorable position to access additional capital resources.

The combined company will require substantial capital to upgrade and enhance its operations.

Verizon’s historical capital expenditures in connection with the Spinco business have been significantly lower than Frontier’s level of capital
expenditures. Replacing or upgrading the combined company’s infrastructure will require significant capital expenditures, including any expected
or unexpected expenditures necessary to make replacements or upgrades to the existing infrastructure of the Spinco business. If this capital is not
available when needed, the combined company’s business will be adversely affected. Responding to increases in competition, offering new
services, and improving the capabilities of, or reducing the maintenance costs associated with, the combined company’s plant may cause the
combined company’s capital expenditures to increase in the future. In addition, the combined company’s anticipated annual dividend of $0.75 per
share will utilize a significant portion of the combined company’s cash generated by operations and therefore could limit the combined company’s
ability to increase capital expenditures significantly. While Frontier believes that the combined company’s anticipated cash flows will be adequate
to maintain this dividend policy while allowing for capital spending and other purposes, any material reduction in cash generated by operations and
any increases in capital expenditures, interest expense or cash taxes would reduce the amount of cash available for further capital expenditures and
payment of dividends. Accelerated losses of access lines, the effects of increased competition, lower subsidy and access revenues and the other
factors described above may reduce the combined company’s cash generated by operations and may require the combined company to increase
capital expenditures.

Risks Related to Regulation

Changes in federal or state regulations may reduce the access charge revenues the combined company will receive.

A significant portion of Frontier’s revenues (approximately $285 million, or 13%, in 2008) and a significant portion of Verizon’s Separate
Telephone Operations’ revenues (approximately $212 million, or 5%, in 2008) are derived from access charges paid by other carriers for services
Frontier and the Spinco business provide in originating and terminating intrastate and interstate long distance traffic. As a result, Frontier expects a
significant portion of the combined company’s revenues to continue to be derived from access charges paid by these carriers for services that the
combined company will provide in originating and terminating this traffic. The amount of access charge revenues that Frontier and the Spinco
business receive (and, after the closing, the combined company will receive) for these services is regulated by the Federal Communications
Commission, referred to as the FCC, and state regulatory agencies.
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The FCC is considering proposals that may significantly change interstate, intrastate and local intercarrier compensation. When and how
these proposed changes will be addressed are unknown and, accordingly, Frontier cannot predict the impact of future changes on the combined
company’s results of operations. However, future reductions in the combined company’s access revenues will directly affect the combined
company’s profitability and cash flows as those regulatory revenues do not have substantial associated variable expenses.

Certain states also have open proceedings to address reform to access charges and other intercarrier compensation. Frontier cannot predict
when or how these matters will be decided or the effect on the combined company’s subsidy or access revenues. In addition, Frontier has been
approached by, and is currently involved in formal state proceedings with, various carriers seeking reductions in intrastate access rates in certain
states. Certain of those claims have led to formal complaints to the applicable state regulatory agencies. A material reduction in the access
revenues the combined company will receive would adversely affect its financial results.

The combined company will be reliant on support funds provided under federal and state laws.

A portion of Frontier’s revenues (approximately $120 million in the aggregate, or 5.4%, in 2008) and a portion of Verizon’s Separate
Telephone Operations’ revenues (approximately $235 million in the aggregate, or 5.4%, in 2008) are derived from federal and state subsidies for
rural and high cost support, commonly referred to as universal service fund subsidies, including the Federal High Cost Loop Fund, federal interstate
access support, federal interstate common line support, federal local switching support fund, various state funds and surcharges billed to customers.
The FCC and state regulatory agencies are currently considering a number of proposals for changing the manner in which eligibility for federal and
state subsidies is determined as well as the amounts of such subsidies. Although the FCC issued an order on May 1, 2008 to cap the amounts that
competitive eligible telecommunications carriers, referred to as CETCs, may receive from the high cost Federal Universal Service Fund, referred to
as the USF, this CETC cap may only remain in place until the FCC takes additional steps. In November 2008, the FCC issued a Further Notice of
Proposed Rulemaking seeking comment on several different alternatives, some of which could significantly reduce the amount of federal high cost
universal service support that the combined company would receive. Frontier cannot predict if or when the FCC will take additional actions or the
effect of any such actions on the combined company’s subsidy revenues.

Federal subsidies representing interstate access support, rural high cost loop support and local switching support represented approximately
$74 million, or 3%, of Frontier’s revenues in 2008 and approximately $125 million, or 3%, of Verizon’s Separate Telephone Operations’ revenues
in 2008. Frontier currently expects that as a result of both an increase in the national average cost per loop and a decrease in Frontier’s and the
Spinco business’s cost structure, there will be a decrease in the subsidy revenues Frontier and the Spinco business will earn in 2009 through the
Federal High Cost Loop Fund. The amount of federal interstate access support funds received may also decline as that fund is also subject to a
national cap and the amounts allocated among carriers within that cap can vary from year to year. State subsidies represented approximately $9
million, or less than 1%, of Frontier’s revenues in 2008 and approximately $25 million, or less than 1%, of Verizon’s Separate Telephone
Operations’ revenues in 2008. Approximately $37 million, or 2%, of Frontier’s 2008 revenues, and approximately $85 million, or 2%, of Verizon’s
Separate Telephone Operations’ 2008 revenues, represents a surcharge to customers (local, long distance and interconnection) to recover universal
service fund contribution fees which are remitted to the FCC and recorded as an expense in “other operating expenses.”

The combined company and its industry will likely remain highly regulated, and the combined company will likely incur substantial
compliance costs that could constrain its ability to compete in its target markets.

As an incumbent local exchange carrier, the combined company will be subject to significant regulation from federal, state and local
authorities. This regulation will restrict the combined company’s ability to change its rates, especially on its basic services and its access rates, and
will impose substantial compliance costs on the
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combined company. Regulation will constrain the combined company’s ability to compete and, in some jurisdictions, it may restrict how the
combined company is able to expand its service offerings. In addition, changes to the regulations that govern the combined company may have an
adverse effect upon its business by reducing the allowable fees that it may charge, imposing additional compliance costs or otherwise changing the
nature of its operations and the competition in its industry.

Pending FCC rulemakings and state regulatory proceedings, including those relating to intercarrier compensation and universal service, could
have a substantial adverse impact on the combined company’s operations.



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Risks Related to Technology

In the future, as competition intensifies within the combined company’s markets, the combined company may be unable to meet the
technological needs or expectations of its customers, and may lose customers as a result.

The communications industry is subject to significant changes in technology. If the combined company does not replace or upgrade
technology and equipment, it will be unable to compete effectively because it will not be able to meet the needs or expectations of its customers.
Replacing or upgrading the combined infrastructure could result in significant capital expenditures.

In addition, rapidly changing technology in the communications industry may influence the combined company’s customers to consider other
service providers. For example, the combined company may be unable to retain customers who decide to replace their wireline telephone service
with wireless telephone service. In addition, VoIP technology, which operates on broadband technology, now provides the combined company’s
competitors with a low-cost alternative to provide voice services to the combined company’s customers, and wireless broadband technologies may
permit the combined company’s competitors to offer broadband data services to the combined company’s customers throughout most or all of its
service areas.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This proxy statement/prospectus contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995 with respect to the financial condition, results of operations, business strategies, operating efficiencies or synergies, revenue enhancements,
competitive positions, growth opportunities, plans and objectives of the management of Frontier and the combined company, the merger and the
market for Frontier common stock and other matters. Statements in this document and the documents incorporated by reference herein that are not
historical facts are hereby identified as “forward-looking statements” for the purpose of the safe harbor provided by Section 21E of the Securities
Exchange Act of 1934, as amended, and Section 27A of the Securities Act of 1933, as amended. These forward-looking statements, including,
without limitation, those relating to the future business prospects, revenues and income of Frontier and the combined company, wherever they
occur in this document, speak as of the date of this proxy statement/prospectus only and are necessarily estimates reflecting the best judgment of
Frontier management and involve a number of risks and uncertainties that could cause actual results to differ materially from those suggested by the
forward-looking statements. These forward-looking statements should, therefore, be considered in light of various important factors, including
those set forth in and incorporated by this proxy statement/prospectus.

Words such as “estimate,” “project,” “plan,” “intend,” “expect,” “anticipate,” “believe,” “would,” “should,” “could” and similar expressions
are intended to identify forward-looking statements. These forward-looking statements are found at various places throughout this proxy
statement/prospectus, including in the section entitled “Risk Factors.” Important factors that could cause actual results to differ materially from
those indicated by such forward-looking statements include those set forth under “Risk Factors,” as well as, among others, risks and uncertainties
relating to:
 

 •  the ability of Frontier to complete the merger;
 

 •  the failure to obtain, delays in obtaining or adverse conditions contained in any required regulatory approvals for the merger;
 

 •  the failure to receive the IRS ruling approving the tax-free status of the transactions;
 

 

•  the failure of Frontier stockholders to adopt the merger agreement, amend Frontier’s restated certificate of incorporation to increase the
number of authorized shares of Frontier common stock and approve the issuance of shares of Frontier common stock pursuant to the
merger agreement;

 

 •  the ability to successfully integrate the Spinco business’s operations into Frontier’s existing operations;
 

 •  the effects of increased expenses due to activities related to the merger;
 

 
•  the ability to migrate the Spinco business’s West Virginia operations from Verizon owned and operated systems and processes to

Frontier owned and operated systems and processes successfully;
 

 
•  the risk that the growth opportunities and cost synergies from the merger may not be fully realized or may take longer to realize than

expected;
 

 •  the sufficiency of the assets contributed by Verizon to Spinco to enable the combined company to operate the Spinco business;
 

 •  disruption from the merger making it more difficult to maintain relationships with customers, employees or suppliers;
 

 
•  the effects of greater than anticipated competition requiring new pricing, marketing strategies or new product or service offerings and

the risk that the combined company will not respond on a timely or profitable basis;
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• reductions in the number of the combined company’s access lines and HSI subscribers;
 

 
•  the ability to sell enhanced and data services in order to offset ongoing declines in revenues from local services, switched access

services and subsidies;
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•  the effects of ongoing changes in the regulation of the communications industry as a result of federal and state legislation and

regulation;
 

 •  the effects of competition from cable, wireless and other wireline carriers (through VoIP or otherwise);
 

 •  the ability to adjust successfully to changes in the communications industry and to implement strategies for improving growth;
 

 
•  adverse changes in the credit markets or in the ratings given to Frontier’s or the combined company’s debt securities by nationally

accredited ratings organizations, which could limit or restrict the availability, or increase the cost, of financing;
 

 •  reductions in switched access revenues as a result of regulation, competition or technology substitutions;
 

 

•  the effects of changes in both general and local economic conditions on the markets the combined company serves, which can affect
demand for its products and services, customer purchasing decisions, collectability of revenues and required levels of capital
expenditures related to new construction of residences and businesses;

 

 
•  changes in accounting policies or practices adopted voluntarily or as required by generally accepted accounting principles or

regulations;
 

 
•  the ability to effectively manage the combined company’s operations, operating expenses and capital expenditures, to pay dividends

and to repay, reduce or refinance the combined company’s debt;
 

 •  the effects of bankruptcies and home foreclosures, which could result in increased bad debts;
 

 

•  the effects of technological changes and competition on the combined company’s capital expenditures and product and service
offerings, including the lack of assurance that the combined company’s network improvements will be sufficient to meet or exceed the
capabilities and quality of competing networks;

 

 •  the effects of increased medical, retiree and pension expenses and related funding requirements;
 

 •  changes in income tax rates, tax laws, regulations or rulings, or federal or state tax assessments;
 

 
•  the effects of state regulatory cash management policies on the combined company’s ability to transfer cash among the combined

company’s subsidiaries and to the parent company;
 

 •  the ability to successfully renegotiate union contracts expiring in 2009 and thereafter;
 

 
•  declines in the value of the combined company’s pension plan assets, which could require the combined company to make

contributions to the pension plan beginning no earlier than 2010;
 

 
•  the effects of any unfavorable outcome with respect to any of Frontier’s or the Spinco business’s current or future legal, governmental

or regulatory proceedings, audits or disputes;
 

 
•  the possible impact of adverse changes in political or other external factors over which the combined company would have no control;

and
 

 •  the effects of hurricanes, ice storms or other severe weather.

Frontier undertakes no obligation to update publicly any forward-looking statement, whether as a result of new information, future events or
otherwise.
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THE SPECIAL MEETING

Date, Time and Place
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These proxy materials are delivered in connection with the solicitation by the Frontier board of proxies to be voted at the Frontier special
meeting, which is to be held on Tuesday, October 27, 2009 at 9:00 a.m., local time, at 3 High Ridge Park, Stamford, CT 06905. On or about
September 21, 2009, Frontier commenced mailing this proxy statement/prospectus and the enclosed proxy card to its stockholders entitled to vote
at the meeting.

Purpose of the Special Meeting

At the special meeting, Frontier stockholders will be asked to vote on the following proposals:
 

 1. To adopt the merger agreement;
 

 
2. To amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock

from 600,000,000 to 1,750,000,000; and
 

 3. To approve the issuance of Frontier common stock pursuant to the merger agreement.

APPROVAL OF EACH OF THE PROPOSALS SET FORTH IN ITEMS 1, 2 AND 3 IS REQUIRED FOR COMPLETION OF
THE MERGER.

THE FRONTIER BOARD HAS UNANIMOUSLY APPROVED THE MERGER AGREEMENT AND THE MERGER AND
UNANIMOUSLY RECOMMENDS THAT FRONTIER STOCKHOLDERS VOTE FOR THE MERGER PROPOSALS.
STOCKHOLDER APPROVAL OF THE MERGER PROPOSALS IS NECESSARY TO EFFECT THE MERGER. THE APPROVAL
OF EACH OF THE MERGER PROPOSALS IS CONDITIONED UPON THE APPROVAL OF EACH OF THE OTHER MERGER
PROPOSALS.

Record Date and Outstanding Shares

The Frontier board has fixed the close of business on September 14, 2009 as the record date for determining the holders of Frontier common
stock entitled to notice of, and to vote at, the special meeting or any adjournment or postponement of the special meeting.

As of the record date, approximately 312,326,280 shares of Frontier common stock were issued and outstanding and entitled to notice of, and
to vote at, the special meeting and there were 24,012 holders of record of Frontier common stock. Each share of Frontier common stock entitles the
holder thereof to one vote on each matter to be considered at the special meeting. A complete list of stockholders entitled to vote at the special
meeting will be open to the examination of stockholders on the special meeting date and for a period of ten days prior to the special meeting,
during ordinary business hours, at the offices of Frontier, 3 High Ridge Park, Stamford, Connecticut 06905.

Record holders of Frontier common stock on the record date may vote their shares of Frontier common stock in person at the special meeting
or by proxy as described below under “—Voting by Proxy.”

Quorum

The presence of a majority of the shares of Frontier common stock entitled to vote at the special meeting, represented in person or by proxy,
will constitute a quorum at the special meeting. If a Frontier stockholder signs and returns his or her proxy card or submits his or her proxy via
telephone or Internet, that stockholder’s shares will be counted to determine whether Frontier has a quorum even if the stockholder abstains or fails
to vote as indicated on the proxy card.
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Required Vote

The affirmative vote of a majority of the outstanding shares of Frontier common stock entitled to vote is required to adopt the merger
agreement and to amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock. The
affirmative vote of a majority of the votes cast by holders of shares of Frontier common stock is required to approve the issuance of Frontier
common stock pursuant to the merger agreement. The approval of each of the merger proposals is conditioned upon the approval of each of the
other merger proposals, and the merger will not occur unless all of the merger proposals are approved.

Because the required vote of Frontier stockholders for the adoption of the merger agreement and for the amendment of Frontier’s certificate
of incorporation is based on the number of outstanding shares of Frontier common stock entitled to vote, rather than on the number of shares
actually voted, the failure by the holder of any such shares to submit a proxy by mail, by telephone or over the Internet or to vote in person at the
special meeting, including abstentions and broker non-votes, will have the same effect as a vote against such proposals. However, failure by the
holder of such shares to respond with a vote or to instruct his or her broker or other nominee how to vote on the proposal to issue shares of Frontier
common stock pursuant to the merger agreement will have no effect on such proposal, assuming a quorum is present at the special meeting.
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No vote of Verizon stockholders is required or being sought in connection with the spin-off or the merger.

Voting by Proxy

Giving a proxy means that a Frontier stockholder authorizes the persons named in the enclosed proxy card to vote his or her shares at the
special meeting in the manner such stockholder directs. A Frontier stockholder may cause his or her shares to be voted by granting a proxy or by
voting in person at the meeting. Follow the instructions on the enclosed proxy card to vote on the matters to be considered at the special meeting.

Stockholders may submit a proxy to vote their shares by Internet, telephone or mail without attending the special meeting. To submit a proxy
to vote by mail, mark, sign and date the proxy card and return it to Frontier in the postage-paid envelope provided. To submit a proxy to vote by
Internet or telephone 24 hours a day, seven days a week, follow the instructions on the proxy card. Submitting a proxy by Internet or by telephone
provides the same authority to vote shares as if the stockholder had returned his or her proxy card by mail.

The individuals named and designated as proxies in the proxy card will vote the shares as instructed by the stockholder. If a registered holder
of Frontier common stock does not mark a selection, his or her proxy will be counted as a vote for the proposals to adopt the merger agreement, to
amend Frontier’s restated certificate of incorporation to increase the number of authorized shares of Frontier common stock and to approve the
issuance of Frontier common stock pursuant to the merger agreement.

Frontier requests that Frontier stockholders complete and sign the accompanying proxy card and return it to Frontier in the enclosed postage-
paid envelope or submit the proxy by telephone or the Internet as soon as possible. When the accompanying proxy card is returned properly
executed, or the proxy is properly submitted via telephone or the Internet, the shares of Frontier stock represented by the proxy will be voted at the
special meeting in accordance with the instructions contained on the proxy card or the Internet or telephone instructions.

If a Frontier stockholder’s shares are held in “street name” by a broker or other nominee, such stockholder must give specific instructions to
such broker or nominee as to how to vote such shares at the special meeting, absent which such shares will not be voted and will count as a vote
against the proposals to adopt the merger agreement and to amend Frontier’s restated certificate of incorporation to increase the number of
authorized shares of Frontier common stock (though it will have no effect on the vote to approve the issuance of Frontier common stock pursuant
to the merger agreement).
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Revocability of Proxies and Changes to a Frontier Stockholder’s Vote

Frontier stockholders of record may revoke their proxies at any time prior to the time their shares are voted at the special meeting. A
stockholder can change his or her vote by (i) giving Frontier a written notice revoking the stockholder’s proxy card, (ii) signing, dating and
returning to Frontier a new proxy card, (iii) submitting a new proxy via telephone or the Internet or (iv) attending the special meeting and voting
his or her shares in person. Frontier will honor the proxy card or telephone or Internet proxy submission with the latest date.

Proxy revocation notices sent by mail should be sent to Frontier Communications Corporation c/o Frontier’s Secretary, at Frontier’s address
set forth in this proxy statement/prospectus. New proxy cards should be sent to the address on the proxy card.

Attending the special meeting and voting shares in person will revoke a proxy, as described above, but attendance alone at the special
meeting will not revoke a proxy. If the stockholder instructed a broker to vote his or her shares and the stockholder wishes to change his or her
instructions, the stockholder must follow the broker’s directions for changing those instructions. If an adjournment occurs and no new record date is
set, it will have no effect on the ability of Frontier stockholders of record as of the record date to exercise their voting rights or to revoke any
previously delivered proxies.

Solicitation of Proxies

This solicitation is made on behalf of the Frontier board. Frontier has retained MacKenzie Partners, Inc. to assist in the solicitation of proxies.
MacKenzie Partners, Inc. may solicit proxies by telephone, facsimile, other forms of electronic transmission and by mail. It is anticipated that the
fee for those services will be approximately $15,000 plus reimbursement for customary out-of-pocket expenses. Frontier will pay the costs of
soliciting and obtaining the proxies, including the cost of reimbursing brokers, banks and other financial institutions for forwarding proxy materials
to their customers. In addition, proxies may be solicited, without extra compensation, by Frontier’s officers and employees in person or by
telephone, facsimile, electronic transmission and by mail.

In addition, Frontier will request that brokerage houses, banks and other custodians or nominees holding shares in their names for others
forward proxy materials to their customers or principals who are the beneficial owners of shares, and Frontier will reimburse them for their
expenses in doing so.
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Other Matters

As of the date of this proxy statement/prospectus, the Frontier board knows of no other matters that will be presented for consideration at the
special meeting other than as described in this proxy statement/prospectus. If any other matters properly come before the special meeting of
Frontier stockholders, or any adjournments of the special meeting are proposed and are properly voted upon, the enclosed proxies will give the
individuals that Frontier stockholders name as proxies discretionary authority to vote the shares represented by these proxies as to any of these
matters; provided, however, that those individuals will only exercise this discretionary authority with respect to matters that were unknown a
reasonable time before the solicitation of proxies.

Transfer Agent

Frontier’s transfer agent is Illinois Stock Transfer Company. Frontier stockholders should contact the transfer agent, at the phone number or
address listed below, if they have questions concerning stock certificates, dividend checks, transfer of ownership or other matters pertaining to their
stock accounts.

Illinois Stock Transfer Company
209 West Jackson Boulevard, Suite 903

Chicago, IL 60606-6905
Telephone: (800) 757-5755 (in the United States, Puerto Rico and Canada)

or (312) 427-2953 (outside the United States, Puerto Rico and Canada)
Fax: (312) 427-2879

 

41

Table of Contents

THE TRANSACTIONS

General

On May 13, 2009, Verizon and Frontier announced that they had entered into a transaction providing for the spin-off of Verizon’s local
exchange business in the Spinco territory and the subsequent merger of Spinco with and into Frontier. In order to effect the spin-off and merger,
Verizon, Spinco and Frontier entered into a number of agreements, including the merger agreement and the distribution agreement. These
agreements, which are described in greater detail in this proxy statement/prospectus, provide for the contribution to Spinco of defined assets and
liabilities of the local exchange business and related landline activities of Verizon in the Spinco territory, including Internet access and long
distance services and broadband video provided to designated customers in the Spinco territory. More specifically, Verizon’s local exchange
business in the Spinco territory is currently conducted by a number of Verizon entities. Certain of these entities conduct business only in the
Spinco territory, while others conduct business both within and outside the Spinco territory. The entities that conduct business only in the Spinco
territory will be contributed to Spinco without realignment of their assets and liabilities. The other entities either (i) will be contributed to Spinco
after transferring their non-Spinco assets and liabilities to another subsidiary of Verizon or (ii) will transfer their Spinco assets and liabilities to
newly created entities which will then be contributed to Spinco. In connection with its contribution to Spinco, Verizon will receive $3.333 billion
in aggregate value in the form of the special cash payment, the Verizon debt reduction and, in certain circumstances, the Spinco debt securities. In
connection with these transactions, Spinco also will issue additional shares of Spinco common stock to Verizon, which will be distributed in the
spin-off as described below. These agreements also provide for Verizon’s distribution of all of the shares of Spinco common stock to a third-party
distribution agent to be held collectively for the benefit of Verizon stockholders, the merger of Spinco with and into Frontier, with Frontier
continuing as the combined company, and the conversion of shares of Spinco common stock into shares of Frontier common stock and the payment
of cash in lieu of fractional shares.

Transaction Timeline

Below is a step-by-step list illustrating the sequence of material events relating to the spin-off of Spinco and merger of Spinco with and into
Frontier. Each of these events is discussed in more detail elsewhere in this proxy statement/prospectus. Verizon and Frontier anticipate that the
steps will occur in the following order:

Step 1—Verizon will engage in a series of restructuring transactions to effect the transfer of (i) defined assets and liabilities of the local
exchange business and related landline activities of Verizon in the Spinco territory to certain entities that will become Spinco subsidiaries to the
extent such assets and liabilities are not currently located within an entity that will become a Spinco subsidiary and (ii) defined assets and liabilities
not related to the local exchange business and related landline activities of Verizon in the Spinco territory and currently located within an entity
that will become a Spinco subsidiary to Verizon or another subsidiary of Verizon that will not become a Spinco subsidiary.

Step 2—Spinco will incur indebtedness to make a special cash payment to Verizon in an amount not to exceed the lesser of (i)(x) $3.333
billion minus (y) the distribution date indebtedness and (ii) Verizon’s estimate of its tax basis in the assets transferred to Spinco. Verizon currently



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

anticipates that its tax basis in the assets to be transferred to Spinco will be greater than or equal to $3.333 billion.

Step 3—Verizon will contribute to Spinco all of the equity interests in the entities that will become Spinco subsidiaries and related customer
relationships for Internet access, long distance services and broadband video currently provided to designated customers in the Spinco territory to a
subsidiary of Spinco in exchange for (i) the special cash payment to Verizon described in Step 2 above and (ii) if required, the issuance to Verizon
of the Spinco debt securities having a principal amount equal to (A) $3.333 billion less (B) the sum of (1) the special cash payment and (2) the
distribution date indebtedness.
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Step 4—Verizon will be permitted to exchange the Spinco debt securities for debt obligations of Verizon or otherwise transfer those Spinco
debt securities to stockholders or creditors of Verizon. However, if Verizon elects to make this exchange concurrently with the distribution and
prior to the closing of the merger, the distribution and the merger will be conditioned upon, among other things, Verizon having exchanged a
principal amount of Spinco debt securities sufficient to retire indebtedness of Verizon in the aggregate principal amount equal to $3.333 billion
less the sum of the special cash payment and the distribution date indebtedness.

Step 5—Verizon will then spin off Spinco by distributing all of the shares of Spinco common stock to a third-party distribution agent to be
held collectively for the benefit of Verizon stockholders.

Step 6—Spinco will merge with and into Frontier, with Frontier surviving as the combined company, and the shares of Spinco common stock
held by the distribution agent will be converted into the number of shares of Frontier common stock that Verizon stockholders will be entitled to
receive in the merger.

Step 7—The distribution agent will distribute shares of Frontier common stock and cash in lieu of fractional shares to Verizon stockholders
on a pro rata basis in accordance with the terms of the merger agreement.

The Spin-Off

As part of the spin-off, Verizon will engage in a series of preliminary restructuring transactions to effect the transfer to entities that will
become Spinco subsidiaries of defined assets and liabilities of the local exchange business and related landline activities of Verizon in the Spinco
territory, including Internet access and long distance services and broadband video provided to designated customers in the Spinco territory. In
addition, entities that have been designated as Spinco subsidiaries but which hold non-Spinco assets and liabilities will transfer those assets and
liabilities to Verizon or another subsidiary of Verizon that will not become a Spinco subsidiary. In connection with these preliminary restructuring
transactions, and immediately prior to the distribution and closing of the merger, Verizon will contribute all of the equity interests of the Spinco
subsidiaries to Spinco, and in connection with such contribution receive:
 

 •  the special cash payment;
 

 •  the Verizon debt reduction; and
 

 •  if required, the Spinco debt securities.

Also in connection with these contributions, Spinco will issue additional shares of Spinco common stock to Verizon, which will be
distributed in the spin-off as described below.

As a result of the transactions, Verizon will receive $3.333 billion in aggregate value in the form of the special cash payment, the Verizon
debt reduction and, in certain circumstances, the Spinco debt securities. The $3.333 billion in aggregate value to be received by Verizon in the
transactions was determined in the negotiations between Verizon and Frontier regarding the overall valuation of the transactions.

Prior to the distribution, Spinco will consummate certain financing transactions to (1) finance the special cash payment to Verizon referred
to above and (2) if required, issue the Spinco debt securities to Verizon. For a more complete discussion of the financing of the combined
company, see “Financing of the Combined Company.”

After the contribution and immediately prior to the merger, Verizon will spin off Spinco by distributing all of the shares of Spinco common
stock to a third-party distribution agent to be held collectively for the benefit of Verizon stockholders. Spinco will then merge with and into
Frontier, and the shares of Spinco common stock will
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be immediately converted into the number of shares of Frontier common stock Verizon stockholders will be entitled to receive in the merger. The
third-party distribution agent will then distribute these shares of Frontier common stock and cash in lieu of fractional shares to Verizon
stockholders on a pro rata basis in accordance with the terms of the merger agreement.

The Merger

In the merger, Spinco will merge with and into Frontier in accordance with the terms of the merger agreement. The separate existence of
Spinco will cease and Frontier will survive the merger as a stand-alone company and will hold and conduct the combined business operations of
Frontier and Spinco.

Verizon stockholders will be entitled to receive a number of shares of Frontier common stock to be determined based on the calculation set
forth below under “—Calculation of Merger Consideration.” Holders of Verizon common stock will not be required to pay for the shares of
Frontier common stock they receive and will also retain all of their shares of Verizon common stock. Existing shares of Frontier common stock will
remain outstanding.

By virtue of the merger, in addition to remaining the obligor on all then-existing Frontier debt, the combined company will have additional
indebtedness of approximately $3.4 billion representing debt incurred by Spinco in connection with the special cash payment financing, the
distribution date indebtedness and, if required, any Spinco debt securities. Based upon Frontier’s outstanding indebtedness as of June 30, 2009 of
approximately $4.9 billion, Frontier currently anticipates that the combined company will have approximately $8.3 billion in total debt
immediately following the closing of the merger.

Calculation of Merger Consideration

The merger agreement provides that Frontier will issue to holders of Verizon common stock an aggregate number of shares of Frontier
common stock equal to (1) $5,247,000,000, divided by (2) the Frontier average price. The quotient of this equation is referred to as the aggregate
merger consideration. The aggregate number of shares of Frontier common stock to be issued as the aggregate merger consideration will therefore
change depending on the Frontier average price, which is the average of the volume-weighted averages of the trading prices of Frontier common
stock for the Frontier average price calculation period. However, the merger agreement provides that if the Frontier average price, as calculated,
exceeds $8.50, then the Frontier average price will be $8.50, and if the Frontier average price, as calculated, is less than $7.00, then the Frontier
average price will be $7.00. Additionally, the amount referred to in clause (1) above is subject to increase by any amounts paid, payable or forgone
by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that
are required to complete the merger or the spin-off. As a result, the number of shares of Frontier common stock issuable pursuant to the merger
agreement may increase, and any such increase could be significant. Pursuant to the distribution agreement, Verizon will distribute shares of
Spinco common stock to a third-party distribution agent for the benefit of Verizon stockholders. Each share of Spinco common stock held by the
distribution agent will be converted into the right to receive a number of shares of Frontier common stock equal to (a) the aggregate merger
consideration divided by (b) the number of shares of Spinco common stock outstanding as of the closing of the merger. The quotient of this
equation is referred to as the per share merger consideration.

Depending on the Frontier average price, it is currently expected that Verizon stockholders will collectively own between approximately 66%
and 71% of the combined company’s outstanding equity immediately following the closing of the merger, and Frontier stockholders will
collectively own between approximately 29% and 34% of the combined company’s outstanding equity immediately following the closing of the
merger (in each case, prior to the elimination of fractional shares and assuming no amounts paid, payable or forgone by Verizon related to
governmental approvals, as described above). For example, if the closing of the merger had occurred on September 10, 2009, based on the average
of the volume-weighted averages of the trading prices of
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Frontier common stock for the period of 30 consecutive trading days ending September 4, 2009 (the third trading day before September 10, 2009),
as reported by the NYSE, the Frontier average price would have equaled $7.03. Prior to the elimination of fractional shares and assuming no
adjustment was required for any amounts related to governmental approvals as described above, Verizon stockholders would have received an
aggregate of 746,372,688 shares of Frontier common stock in the merger. This amount would have represented approximately 70.5% of the
combined company’s equity immediately after the closing of the merger if the closing occurred on that date. Based on these assumptions, each
Verizon stockholder would have received one share of Frontier common stock for approximately every 3.8059 shares of Verizon common stock the
Verizon stockholder owned on the assumed record date for the spin-off. However, any change in the Frontier average price from the sample
calculation of the Frontier average price used in the above example will, subject to the collar, cause the aggregate number of shares of Frontier
common stock to be issued pursuant to the merger agreement (and the per share consideration to be received by Verizon stockholders in the
merger) to change. In addition, any changes resulting from adjustments required for amounts related to governmental approvals as described above
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will cause the aggregate number of shares of Frontier common stock to be issued (and the per share consideration to be received by Verizon
stockholders) to change, and any change in the number of shares of Verizon common stock outstanding prior to the record date of the spin-off
(together with any shares of Verizon common stock issued pursuant to the exercise of Verizon stock options between the record date for the spin-
off and the date of the spin-off) will cause the per share consideration to be received by Verizon stockholders to change. The amount of any such
change could be significant.

No fractional shares of Frontier common stock will be issued to Verizon stockholders in the merger. Each Verizon stockholder will receive a
cash payment in lieu of any fractional share of Frontier common stock to which he or she would otherwise be entitled. The ownership percentages
in this section have been calculated prior to the elimination of fractional shares in the merger. This elimination will result in a lower percentage
ownership of the combined company by Verizon stockholders.

Please read carefully the composite forms of the merger agreement and the distribution agreement, which incorporate the amendments to the
merger agreement and distribution agreement dated as of July 24, 2009 and are attached as Annex A-1 and Annex A-2, respectively, to this proxy
statement/prospectus and incorporated in this proxy statement/prospectus by reference, because they set forth the terms of the merger and the
distribution of shares of Frontier common stock to Verizon stockholders.

Trading Markets

Verizon Common Stock

It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common stock on the NYSE on the closing date), there will be two markets in Verizon common stock on the NYSE: a
“regular way” market and an “ex-distribution” market.
 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “regular way” market under the symbol “VZ” during this time
period, that Verizon stockholder will be selling both his or her shares of Verizon common stock and the right (represented by a “due-
bill”) to receive shares of Spinco common stock that will be converted into shares of Frontier common stock, and cash in lieu of
fractional shares (if any), at the closing of the merger. Verizon stockholders should consult their brokers before selling their shares of
Verizon common stock in the “regular way” market during this time period to be sure they understand the effect of the NYSE “due-
bill” procedures. The “due-bill” process is not managed, operated or controlled by Verizon.

 

 

•  If a Verizon stockholder sells shares of Verizon common stock in the “ex-distribution” market during this time period, that Verizon
stockholder will be selling only his or her shares of Verizon common stock, and will retain the right to receive shares of Spinco
common stock that will be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing
of the
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merger. It is currently expected that “ex-distribution” trades of Verizon common stock will settle within three business days after the
closing date of the merger and that if the merger is not completed all trades in this “ex-distribution” market will be cancelled.

After the closing date of the merger, shares of Verizon common stock will no longer trade in the “ex-distribution” market, and shares of
Verizon common stock that are sold in the “regular way” market will no longer reflect the right to receive shares of Spinco common stock that will
be converted into shares of Frontier common stock, and cash in lieu of fractional shares (if any), at the closing of the merger.

Frontier Common Stock

It is currently expected that beginning not earlier than two business days before the record date to be established for the spin-off, and
continuing through the closing date of the merger (or the previous business day, if the merger closes before the opening of trading in Verizon
common stock and Frontier common stock on the NYSE on the closing date), there will be two markets in Frontier common stock on the NYSE: a
“regular way” market and a “when issued” market.
 

 •  The “regular way” market will be the regular trading market for issued shares of Frontier common stock under the symbol “FTR.”
 

 

•  The “when issued” market will be a market for the shares of Frontier common stock that will be issued to Verizon stockholders at the
closing of the merger. If a Verizon stockholder sells shares of Frontier common stock in the “when issued” market during this time
period, that Verizon stockholder will be selling his or her right to receive shares of Frontier common stock at the closing of the merger.
It is currently expected that “when issued” trades of Frontier common stock will settle within three business days after the closing date
of the merger and that if the merger is not completed, all trades in this “when issued” market will be cancelled. After the closing date of
the merger, shares of Frontier common stock will no longer trade in this “when issued” market.
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Background of the Merger

In the ordinary course of business, Frontier periodically reviews and assesses industry developments and available strategic alternatives to
enhance stockholder value. During the past two years, representatives of Frontier held various conversations with representatives of other
communications companies and initiated due diligence activities in connection with potential business combination transactions in which Frontier
would either be the acquiror or the seller. None of these conversations or activities, other than those with Verizon, ultimately resulted in an
agreement.

In early January 2009, Frontier’s senior leadership team met for several days to discuss strategic and other operational matters. During this
time, Mary Agnes Wilderotter, Frontier’s Chairman, President and Chief Executive Officer, met with the chief executive officer of another
communications company, referred to as Company A, and the two discussed the state of the communications industry and the possibility of a
business combination transaction between Company A and Frontier, including potential terms and structure of such a transaction.

On January 21, 2009, Mrs. Wilderotter met with the chief executive officer of another communications company to discuss industry issues
and to explore the possibility of Frontier acquiring certain assets from that company. That chief executive officer indicated that the assets were not
for sale.

On January 22, 2009, Frontier and Company A entered into a mutual confidentiality agreement, and thereafter exchanged non-public
information regarding their respective businesses. From late January 2009 through the third week of February 2009, representatives of Frontier and
Company A conducted due diligence and held various discussions regarding the potential terms and structure of a business combination transaction
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involving an acquisition of Frontier by Company A, including valuation, closing certainty and post-closing management and board composition of
the combined company. In addition, during this period, the Frontier board met several times and received updates from Frontier management and
advisors concerning the status of such discussions. At the strategic planning meeting of the Frontier board held from February 4 to February 6,
2009, during which the chief executive officer of Company A addressed the Frontier board regarding the possible business combination between
Company A and Frontier, the Frontier board, after considering updates on the status of discussions with Company A as well as other possible
strategic alternatives, directed Mrs. Wilderotter to continue discussions with Company A but to also make contact with the chief executive officers
of certain other companies to see if they had any interest in pursuing a transaction with Frontier. During subsequent negotiations, Frontier and
Company A were unable to reach agreement on the terms of a transaction, and discussions were terminated by Company A on February 23, 2009.
At a meeting of the Frontier board on February 24, 2009, Frontier management advised the Frontier board of the termination of discussions with
Company A, and the Frontier board directed Frontier management to continue to evaluate other potential opportunities for a strategic transaction
while also focusing on operating Frontier as a stand-alone company, including issuing new debt securities in one or more offerings, the proceeds of
which could be used to retire existing debt obligations.

On February 11, 2009, Mrs. Wilderotter contacted Ivan Seidenberg, Verizon’s Chairman and Chief Executive Officer, by telephone to discuss
whether Verizon would be interested in having Frontier acquire certain portions of Verizon’s local exchange business. During the telephone
conversation, Mr. Seidenberg did not express any specific interest in such a transaction, but agreed to have a meeting with Mrs. Wilderotter on
March 11, 2009, and to consider a preliminary proposal from Frontier for such a transaction.

In early March, Mrs. Wilderotter and Mr. Seidenberg held a telephone conversation during which they confirmed the details of the March 11,
2009 meeting, including the fact that Donald R. Shassian, Frontier’s Executive Vice President and Chief Financial Officer, and John W. Diercksen,
Verizon’s Executive Vice President—Strategy, Development and Planning, would be attending.

On or about March 9, 2009, Mr. Shassian and Mr. Diercksen participated in a telephone conversation during which they discussed the general
parameters of what Frontier intended to present to Verizon at the meeting scheduled for March 11, 2009.

On March 11, 2009, Mrs. Wilderotter and Mr. Shassian met with Messrs. Seidenberg and Diercksen to discuss Frontier’s preliminary
proposal for a potential transaction pursuant to which Frontier would acquire Verizon’s local exchange business in eleven states. The group
discussed certain assumptions relating to the operations of Verizon’s local exchange business in these eleven states, the benefits of the proposed
transaction to Frontier and Verizon and Frontier’s ability to successfully integrate and operate the larger business that would result from the
proposed transaction. The group also discussed including two additional states in the scope of the proposed transaction. In addition, Frontier
proposed certain terms for the proposed transaction based solely on publicly available information and other assumptions made by Frontier with
respect to the Verizon business Frontier proposed to acquire. At the conclusion of the meeting, Mr. Seidenberg told Mrs. Wilderotter and
Mr. Shassian that he would respond to Frontier’s preliminary proposal in approximately two weeks and would at that time indicate whether
Verizon would be interested in pursuing a transaction with Frontier. In the interim, Mr. Seidenberg authorized Mr. Diercksen to continue working
on an accelerated basis with Mr. Shassian to refine the framework of Frontier’s proposal.
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Later in the day on March 11, 2009, Mrs. Wilderotter and Mr. Shassian updated the Frontier board concerning the nature of their discussions
with Messrs. Seidenberg and Diercksen earlier that day.

From March 11 through March 17, 2009, Mrs. Wilderotter had various communications with Mr. Seidenberg, and Mr. Shassian had various
communications with Mr. Diercksen, regarding the possible Verizon state operations that might be included in a potential transaction and
Frontier’s experience in integrating and operating other acquired businesses, including those acquired from GTE Corporation, a predecessor of
Verizon.
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On March 16, 2009, Mrs. Wilderotter discussed with the chief executive officer of another communications company whether that company
would be interested in a strategic combination of all or part of that company with Frontier. That chief executive officer responded to
Mrs. Wilderotter that such company was not interested in engaging in any discussions at that time.

On March 19, 2009, Frontier and Verizon entered into a mutual confidentiality agreement. Later that same day, representatives of Verizon
provided Frontier information about Verizon’s proposed structure for implementing a transaction with Frontier, including the separation and spin-
off of the specific business that Verizon proposed to transfer, referred to as the transferring business, and its acquisition by Frontier by means of a
simultaneous merger with Frontier.

On March 25, 2009, Verizon sent to Frontier a term sheet containing certain non-financial terms concerning the potential transaction,
including a proposed structure for the transaction, the states to be included in the transaction and details regarding the assets that would be included
and excluded from the transaction.

Also on March 25, 2009, Mrs. Wilderotter and Mr. Shassian held a telephone conversation with Messrs. Seidenberg and Diercksen, in which
Mr. Seidenberg indicated that Verizon was prepared to proceed with further discussions concerning the proposed transaction. After the call,
representatives of Frontier and Verizon discussed the process for further discussions, including plans for exchanging additional non-public
information and conducting due diligence reviews of their respective businesses. On a conference call later in the day on March 25, 2009,
Mrs. Wilderotter and Mr. Shassian updated the Frontier directors as to the status of the discussions with Verizon. The Frontier directors encouraged
Frontier management to continue to explore the proposed transaction with Verizon.

On March 26, 2009, Verizon provided certain preliminary non-public information concerning the transferring business that had been
requested by Frontier.

On March 27, 2009, Mr. Shassian, together with other representatives of Frontier, met with Mr. Diercksen and other representatives of
Verizon at the offices of Frontier to discuss the non-financial terms concerning the potential transaction contained in the term sheet prepared by
Verizon.

From March 27, 2009 through April 1, 2009, representatives of Frontier and Verizon engaged in discussions and e-mail communications
regarding the operational and financial performance of the transferring business.

On March 30 and April 3, 2009, electronic data rooms containing non-public information related to Frontier’s business and the transferring
business were opened for review by the parties in connection with the proposed transaction. In addition, representatives of Frontier and Verizon
began engaging in numerous due diligence discussions and meetings with respect to different areas of their respective businesses. These
discussions continued until the execution of definitive documentation for the transaction.

On April 13, 2009, Frontier and its legal and financial advisors received from Debevoise, counsel to Verizon, drafts of the merger agreement,
the distribution agreement and the tax sharing agreement in connection with the proposed transaction.

On April 16, 2009, the Frontier board held a special meeting, during which Frontier management provided the Frontier board with a
comprehensive review of the discussions to date regarding the proposed Verizon transaction, a description of the significant outstanding business
and legal issues and an update on the status of Frontier’s due diligence review of the transferring business. Representatives of Evercore and Citi,
Frontier’s financial advisors, presented an overview of the communications industry and reviewed strategic opportunities available to Frontier,
including the proposed transaction with Verizon, and compared these opportunities to Frontier’s outlook as a stand-alone company and to the
previously discussed transaction with Company A. In
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addition, representatives of Cravath, Frontier’s legal advisor, provided an overview of applicable legal standards and director fiduciary duties in the
context of considering a business combination transaction and other strategic alternatives. After extensive consideration, the Frontier board directed
Frontier management to continue to pursue discussions with Verizon.

From April 21 through April 29, 2009, Mrs. Wilderotter, Mr. Shassian and other representatives of Frontier, including Frontier’s financial
advisors, had a number of meetings and communications with Mr. Diercksen and other representatives of Verizon, including Verizon’s financial
advisors, to obtain additional information regarding the transferring business in each of the states to be included in the potential transaction and to
discuss various terms of such a transaction. The parties discussed various aspects of the operational and financial performance of the transferring
business in the context of a discussion on valuation, and shared certain additional data addressing certain of those matters. After a substantial
negotiation, the parties ultimately agreed (subject to agreement on other material structural and other terms of a transaction) on a working
framework for the valuation terms of the potential transaction, including:
 

 •  an enterprise valuation for Spinco of $8.6 billion;
 

 
•  the aggregate amount of the special cash payment, Verizon debt reduction and, if required, Spinco debt securities that Verizon would

receive of $3.333 billion;
 

 

•  the method for determining the amount of Frontier common stock to be issued as aggregate merger consideration, which would be
based on the average trading prices of Frontier common stock for the period of 30 trading days ending shortly prior to the closing of the
merger, with a 15% up or down “collar” on the average Frontier common stock price around the 30 trading day average closing price
prior to signing the merger agreement (which at the time would have represented a minimum average Frontier common stock price of
$6.21 and a maximum average Frontier common stock price of $8.40); and

 

 
•  Verizon having a termination right if the average trading price of Frontier common stock during any period of 60 trading days prior to

the closing of the merger is below 50% of the Frontier common stock price at the time of signing of the merger agreement.

On April 30, 2009, Mrs. Wilderotter and Mr. Shassian had a telephone conversation with Messrs. Seidenberg and Diercksen to discuss the
progress that had been made to date on the status of the proposed transaction and the areas in which significant business and legal issues remained
unresolved.

On May 1, 2009, the Frontier board held a special meeting. At that meeting, Frontier management and financial advisors gave presentations
regarding the economic terms of the proposed transaction and the relative merits of the proposed transaction as compared to Frontier’s other
strategic options, including the option of continuing as a stand-alone company, and Cravath reviewed with the Frontier board the fiduciary duties
of the Frontier board in connection with its evaluation of the proposed transaction. The Frontier board engaged in an extensive discussion
regarding the proposed transaction and Frontier’s strategic options. Thereafter, the Frontier board instructed management to continue its due
diligence review and proceed with contract negotiations with Verizon on the proposed transaction.

On May 3, 2009, representatives of Frontier sent to representatives of Verizon comments to the draft merger agreement, the draft distribution
agreement and certain other draft transaction agreements. On May 5, 2009, representatives of Verizon proposed adding certain of Verizon’s
businesses in portions of California bordering Arizona, Nevada and Oregon to the scope of the transferring business, which Frontier agreed to on
May 7, 2009. Between May 6 and May 9, 2009, representatives of Frontier and Verizon discussed the principal business and legal issues and
negotiated the terms of the draft transaction documents, and exchanged revised versions of the documents.

During the course of discussions between Frontier and Verizon, the chief executive officer of Company A contacted Mrs. Wilderotter from
time to time seeking to schedule a meeting regarding the possibility of re-starting discussions concerning a potential sale of Frontier to Company
A. The chief executive officer of Company A,
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however, did not offer any concrete proposal regarding what the terms of such a transaction would be. At the direction of the Frontier board,
Mrs. Wilderotter indicated that it was not the right time to have such discussions and did not engage in any substantive discussions with the chief
executive officer of Company A during this period. The chief executive officer of Company A and Mrs. Wilderotter planned to meet sometime in
early May to discuss whether any further discussions regarding a possible transaction between Company A and Frontier were warranted.

In the afternoon on May 9, 2009, prior to any meeting with the chief executive officer of Company A, Mrs. Wilderotter received a telephone
call from the chief executive officer of Company A, who indicated that Company A planned to deliver a letter to Frontier later that day concerning
a proposed transaction. Later that day, Company A delivered to Frontier a letter proposing that Company A acquire Frontier on the same economic
terms as last proposed by Company A in February 2009, before discussions between Frontier and Company A were terminated. The letter indicated
that Company A was willing to accept several of Frontier’s prior requests relating to increased transaction certainty, but did not otherwise provide
details concerning the terms of Company A’s proposal.
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On the evening of May 10, 2009, the Frontier board held a special telephonic meeting to discuss the letter from Company A. Frontier
management and its financial and legal advisors provided a summary concerning the Company A letter and the status of the Verizon negotiations.
The Frontier board engaged in an extensive discussion regarding the Company A letter and the proposed Verizon transaction with Frontier’s senior
management and legal and financial advisors, and discussed the relative merits and risks of the two potential transactions, as compared to each
other and to Frontier’s other strategic options, including the option of continuing as a stand-alone company. The Frontier board instructed Frontier
management to continue negotiations with Verizon on the terms of the proposed transaction with Verizon, including seeking improvements on the
economic terms thereof. The Frontier board also instructed Mrs. Wilderotter to contact Company A and request its “best and final” proposal on
price and contract terms, including a merger agreement that Company A would be willing to execute, by May 12, 2009.

On the morning of May 11, 2009, Mr. Shassian and another Frontier representative met with Mr. Diercksen and another Verizon
representative to discuss revising the economic terms of the proposed transaction with Verizon. After substantial discussion, Frontier and Verizon
agreed in principle that the Frontier average price for determining the aggregate merger consideration would not be less than $7.00 or greater than
$8.50 (as opposed to the $6.21 and $8.40 that had been previously discussed), which reflected an approximate 10% up or down “collar” on
Frontier’s then-current common stock price of approximately $7.75.

Also on the morning of May 11, 2009, following the instruction from the Frontier board, Mrs. Wilderotter contacted the chief executive
officer of Company A and asked him to provide Company A’s best and final offer on value, along with a proposed merger agreement, by early
May 12, 2009. The Company A chief executive officer indicated that Company A would do so.

During the rest of the day on May 11, 2009, representatives of Frontier and Verizon negotiated the final material terms of the proposed
transaction documents between Frontier and Verizon.

On the evening of May 11, 2009, the Verizon board of directors, referred to as the Verizon board, met to discuss the proposed transaction and
approved the proposed transaction. Verizon management, together with Verizon’s financial advisors Barclays Capital and JP Morgan Chase, also
reviewed and discussed with the Verizon board certain financial analyses relating to the terms of the spin-off and the proposed merger with
Frontier. Debevoise also discussed the transaction and described the proposed terms of the transaction agreements. Thereafter, the Verizon board
unanimously approved the spin-off and the merger agreement and approved the merger with Frontier in accordance with Delaware law.

On May 12, 2009, Company A sent Frontier a letter reaffirming the economic terms of its May 9, 2009 proposal to Frontier, without any
changes, along with a proposed draft merger agreement, which was
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substantially similar to the last draft merger agreement proposed by Company A in February 2009 prior to the termination of discussions. Frontier
and its advisors evaluated the terms of Company A’s proposal, including the terms of the draft merger agreement, and prepared a summary thereof
for the Frontier board.

Later in the day on May 12, 2009, the Frontier board held a special meeting at the offices of Frontier. At the meeting, Frontier management
updated the Frontier board on the status of the negotiations with Verizon and the terms of the latest offer from Company A, including the strategic
rationale and potential benefits and risks of each of the potential transactions. Representatives of Cravath reviewed and discussed with the Frontier
board the fiduciary duties of directors in the context of considering Frontier’s strategic alternatives, and reviewed with the Frontier board the
principal terms of the merger agreement and other transaction agreements for the proposed Verizon transaction as well as the principal terms of the
Company A merger agreement. Frontier management, together with representatives of Evercore and Citi, also reviewed and discussed with the
Frontier board certain financial analyses relating to the terms of each of the potential transactions. The Frontier board then considered and
discussed the relative strategic benefits and risks of each potential transaction, as compared to each other and to Frontier’s stand-alone position.
The Frontier board then asked Evercore and Citi to provide a financial analysis of the potential Verizon transaction, and Evercore and Citi indicated
they were each prepared to deliver an opinion to the Frontier board to the effect that, as of such date, and based on and subject to the assumptions
made, matters considered and limitations on the scope of review undertaken by each of Evercore and Citi as set forth in their respective opinions,
the aggregate merger consideration to be delivered by Frontier in respect of the Spinco common stock pursuant to the original merger agreement
with Verizon was fair, from a financial point of view, to Frontier and holders of Frontier common stock (solely in their capacity as holders of
Frontier common stock with regard to Evercore’s opinion). Members of the Frontier board then discussed the two transactions among themselves
and with Frontier management and Frontier’s legal and financial advisors. After a lengthy discussion, the Frontier board had an executive session
in which they discussed the transactions separately with Mrs. Wilderotter, and then with Frontier’s legal and financial representatives without the
presence of any members of Frontier management. Mrs. Wilderotter and members of Frontier management then rejoined the meeting and the
Frontier board unanimously determined that the merger agreement and proposed transaction with Verizon were advisable, fair to and in the best
interests of Frontier and its stockholders, approved the merger agreement and the proposed transaction with Verizon in accordance with Delaware
law and recommended that the Frontier stockholders adopt the Verizon merger agreement, amend the Frontier restated certificate of incorporation
to increase the number of authorized shares of Frontier common stock and approve the issuance of Frontier common stock pursuant to the merger
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agreement. The Frontier board also authorized the appropriate officers of Frontier to finalize, execute and deliver the merger agreement and the
other transaction documents.

Following the Frontier board meeting, representatives of Frontier and Verizon finalized and executed the merger agreement and the other
transaction documents on May 13, 2009.

On May 13, 2009, the transactions were announced before the opening of trading on the NYSE.

On July 24, 2009, representatives of Frontier and Verizon finalized and executed an amendment to the merger agreement clarifying the
arrangements relating to retained and shared customers after the closing of the merger. On July 24, 2009, Verizon and Spinco also finalized and
executed, and Frontier consented to, an amendment to the distribution agreement to reflect minor adjustments to the assets to be contributed by
Verizon to Spinco, and the manner in which the special cash payment to be made to Verizon prior to the closing is to be calculated.

Frontier’s Reasons for the Merger

In reaching its decision to approve the merger agreement and the merger, the Frontier board consulted with Frontier’s management and legal
and financial advisors, and considered a variety of factors weighing in favor of or relevant to the merger, including the following:
 

 •  The substantial long-term free cash flow per share accretion that the merger is expected to provide to Frontier’s stockholders.
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•  The stronger financial profile for the combined company that would result from the merger (taking into account the proposed reduction
in the annual dividend to $0.75 per share), with lower leverage, more balance sheet flexibility and greater cash flow generation, which
is expected to enable the combined company to obtain an investment grade credit rating in the future and provide a more stable
dividend payout ratio, and which could not be achieved by Frontier to the same extent either on a stand-alone basis or through pursuing
other strategic alternatives.

 

 

•  The increased scale and scope of the combined company, which are expected to provide greater revenue opportunities by allowing
Frontier to bring new or different value-added products and services to more customers and implement its successful operating strategy
in additional markets.

 

 

•  The broader, rural geographic footprint of the combined company, which is expected to reduce the risk of over-reliance on any single
geographic area and minimize the importance of urban and suburban markets where competition from cable and wireless providers is
more acute.

 

 
•  The fact that 11 of the 14 states in the Spinco territory are states in which Frontier already conducts business and therefore has existing

working relationships in those states from an employee, customer, supplier, community and regulatory perspective.
 

 

•  The benefit to the combined company from capital and operating synergy opportunities that are expected to result from the combination
of Frontier’s business with the Spinco business (such as leveraging Frontier’s existing common support functions and systems to
manage the Spinco business), including an anticipated $500 million annual reduction in operating costs for the combined company.

 

 

•  The fact that the combined company is expected to be managed by Frontier’s current senior management team, which has successfully
operated the Frontier business and has an established track record of successful business integration as demonstrated by Frontier’s prior
acquisitions.

 

 

•  The lower leverage, greater market capitalization and broader scale and scope of the combined company, which are expected to provide
greater opportunities for Frontier to invest in new or different services and technologies and to participate in further industry
consolidation and other strategic opportunities in the future and which could not be achieved by Frontier to the same extent either on a
stand-alone basis or through pursuing other strategic alternatives.

In addition to the strategic factors described above, the Frontier board also considered the following additional factors, all of which it viewed
as relevant to its decision to approve the merger agreement and the merger:
 

 
•  Frontier’s knowledge of the operations, financial condition, earnings and prospects of the Spinco business, taking into account the

results of Frontier’s due diligence review of the Spinco business.
 

 •  The current and prospective competitive climate in the communications industry, including the potential for further consolidation.
 

 
•  The strategic alternatives reasonably available to Frontier, including proceeding on a stand-alone basis and pursuing other strategic

transactions (including a transaction with Company A).
 

 •  The current and prospective regulatory landscape in the communications industry.
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•  The structure of the merger and the terms and conditions of the merger agreement, including the “collar” placed on the movement of the
trading prices of Frontier common stock prior to the closing for purposes of calculating the aggregate merger consideration, and the
parties’ commitment to complete the merger.

 

 
•  The potential short-term effects on Frontier’s stock price from the announcement of the proposed reduction in dividend after the closing

of the merger.
 

 

•  The requirement that the realignment of the Spinco business (other than the portion relating to West Virginia) be completed at least 60
days prior to the closing of the merger, giving Frontier the opportunity to confirm that the Spinco business has been segregated, and has
been operating on an
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independent basis, from the other businesses of Verizon in accordance with the merger agreement without any need for transition
services from Verizon (other than in respect of West Virginia).

 

 

•  The opinions of Evercore and Citi, each delivered orally to the Frontier board on May 12, 2009 and subsequently confirmed in writing
by Evercore on May 12, 2009 and by Citi on May 13, 2009, to the effect that, as of that date, and based on and subject to the
assumptions made, matters considered and limitations on the scope of review undertaken by each of Evercore and Citi as set forth in
their respective opinions, the aggregate merger consideration to be delivered by Frontier in respect of the Spinco common stock
pursuant to the original merger agreement was fair, from a financial point of view, to Frontier and holders of Frontier common stock
(solely in their capacity as holders of Frontier common stock with regard to Evercore’s opinion), as more fully described below under
the captions “—Opinions of Frontier’s Financial Advisors.”

 

 

•  The fact that the existing Frontier stockholders are expected to own between approximately 29% and 34% of the combined company,
which percentages are reflected in the relative valuations of Frontier and Spinco, assuming there are no adjustments for amounts paid,
payable or forgone by Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental
approvals in the Spinco territory that are required to complete the merger or the spin-off.

The Frontier board weighed these advantages and opportunities against a number of other factors identified in its deliberations as weighing
against the merger, including:
 

 

•  The challenges inherent in the combination of two businesses of the size and scope of Frontier and the Spinco business and the size of
the companies relative to each other, including the risk that integration costs to be borne by Frontier or the combined company may be
greater than anticipated and the possible diversion of management attention for an extended period of time both prior to and after the
closing of the merger.

 

 

•  The risk that in connection with the creation of Spinco and its carve-out from Verizon, as a result of which it will not have all of the
same non-network assets, contracts and resources as it had as part of Verizon, the value of the Spinco business (whether as a result of a
reduction in sales or the incurrence of additional costs) may be less than the value the parties assigned to the Spinco business during
their negotiations, or that the Spinco business may not operate independently at the time of the closing notwithstanding Frontier’s
ability to evaluate such independent operation prior to the closing.

 

 

•  The risk of not capturing all the cost savings and operational synergies anticipated from the merger of Frontier and Spinco and the risk
that other anticipated benefits might not be realized, and that the long-term free cash flow per share accretion to the Frontier
stockholders might not be realized.

 

 

•  The understanding that, while the transaction is expected to be substantially accretive to Frontier’s free cash flow per share over time
and be more accretive in the long term than other possible strategic alternatives, the transaction is expected to be dilutive to Frontier’s
free cash flow per share in the first full year of the combined company’s operations and be less accretive in the short term than other
possible strategic alternatives.

 

 

•  The risk that the revenues and access lines related to the Spinco business will decline at a significantly faster rate prior to the closing of
the merger than the rate at which Frontier had anticipated based on its due diligence review and financial analyses of the Spinco
business and the merger.

 

 

•  The risk that the capital expenditures required to be spent in the 14 states in which the Spinco business operates after the closing of the
merger could be higher than anticipated by Frontier based on its due diligence review and financial analyses of the Spinco business and
the merger.

 

 

•  The risk that the merger may not be consummated despite the parties’ efforts, including as a result of the parties’ inability to obtain the
required regulatory approvals or obtain the special cash payment financing, in each case on terms that satisfy the terms of the merger
agreement.
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•  Frontier’s inability to terminate the merger agreement to accept an unsolicited third party’s alternative strategic proposal that the
Frontier board deems to be superior to the merger (but recognizing the Frontier board’s right to change its recommendation to Frontier
stockholders in the circumstances specified in the merger agreement), together with the $80 million termination fee payable to Verizon
if the merger agreement is terminated under certain circumstances specified in the merger agreement.

 

 
•  The risks of the type and nature described under “Risk Factors,” and the matters described under “Cautionary Statement Regarding

Forward-Looking Statements.”

The Frontier board determined that these negative factors were outweighed by the advantages and opportunities offered by the merger.

This discussion of the factors considered by the Frontier board includes the principal factors considered, but is not intended to be exhaustive.
In view of the wide variety of factors considered in connection with its evaluation of the merger and the complexity of these matters, the Frontier
board did not find it useful to and did not quantify or assign any relative or specific weights to the various factors that it considered in reaching its
determination that the merger is advisable, fair to and in the best interests of Frontier and its stockholders. Rather, the Frontier board conducted an
overall review of all of the relevant factors. In addition, individual members of the Frontier board may have given differing weights to different
factors.

Frontier’s Board of Directors’ Recommendation to Frontier Stockholders

The Frontier board, by unanimous vote, has determined that the merger is advisable, fair to and in the best interests of Frontier and its
stockholders and approved the merger agreement and the merger, and unanimously recommends that Frontier stockholders vote FOR the merger
proposals.

Opinions of Frontier’s Financial Advisors

Opinion of Evercore Group L.L.C.

In May 2009, Frontier formally engaged Evercore to act as its financial advisor with respect to potential strategic transactions. Frontier
engaged Evercore to act as a financial advisor based on its qualifications, experience and reputation. Evercore is an internationally recognized
investment banking firm and is regularly engaged in the valuation of businesses in connection with mergers and acquisitions, leveraged buyouts,
competitive biddings, private placements and valuations for corporate and other purposes.

On May 12, 2009, at a meeting of the Frontier board, Evercore delivered to the Frontier board an oral opinion, which opinion was confirmed
by delivery of a written opinion dated May 12, 2009, to the effect that, as of that date and based on and subject to assumptions made, matters
considered and limitations on the scope of review undertaken by Evercore as set forth therein, the aggregate merger consideration to be delivered
by Frontier in respect of the Spinco common stock pursuant to the original merger agreement is fair, from a financial point of view, to Frontier and
the holders of Frontier common stock (solely in their capacity as holders of Frontier common stock).

The full text of Evercore’s written opinion, dated May 12, 2009, which sets forth, among other things, the procedures followed,
assumptions made, matters considered and limitations on the scope of review undertaken in rendering its opinion, is attached as Annex B-
1 to this proxy statement/prospectus and is incorporated by reference in its entirety into this proxy statement/prospectus. Evercore’s
opinion was directed to the Frontier board and addresses only the fairness to Frontier and the holders of Frontier common stock (solely in
their capacity as holders of Frontier common stock), from a financial point of view, of the aggregate merger consideration to be delivered
by Frontier in respect of the Spinco common stock pursuant to the original merger agreement. The opinion does not address any other
aspect of the proposed merger and does not constitute a recommendation to the Frontier board or to any other persons in respect of the
merger, including as to how any holder of shares of Frontier common stock should vote or act in respect of the merger.
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In connection with rendering its opinion, Evercore, among other things:
 

 
•  reviewed certain publicly available business and financial information relating to Frontier and Verizon in respect of Spinco,

respectively, that Evercore deemed to be relevant;
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• reviewed certain non-public historical financial statements and other historical non-public financial data relating to Frontier and

Verizon in respect of Spinco, respectively, prepared and furnished to Evercore by the respective managements of Frontier and Verizon;
 

 
•  reviewed certain non-public projected financial data relating to Frontier and Spinco prepared and furnished to Evercore by the

management of Frontier;
 

 
•  reviewed certain historical and projected non-public operating data relating to Frontier and Spinco prepared and furnished to Evercore

by the management of Frontier;
 

 
•  discussed the past and current operations, financial projections and current financial condition of Frontier with the management of

Frontier (including their views on the risks and uncertainties of achieving such projections);
 

 
•  reviewed the amount and timing of the cost savings and operating synergies estimated by the management of Frontier to result from the

merger, referred to as the synergies, and the associated integration costs;
 

 •  reviewed the reported prices and the historical trading activity of Frontier common stock;
 

 
•  compared the financial performance of Frontier and its stock market trading multiples with those of certain other publicly traded

companies that Evercore deemed relevant;
 

 
•  compared the financial performance of Frontier and Spinco and the valuation multiples relating to the merger with those of certain other

transactions that Evercore deemed relevant;
 

 

•  reviewed a draft of the original merger agreement, dated May 12, 2009, and a draft of the distribution agreement entered into by
Verizon and Spinco on May 13, 2009, which was prior to any subsequent amendment and is referred to as the original distribution
agreement, which draft was dated May 12, 2009; and

 

 •  performed such other analyses and examinations and considered such other factors that Evercore deemed appropriate.

For purposes of its analysis and opinion, Evercore assumed and relied upon, without undertaking any independent verification of, the
accuracy and completeness of all of the information publicly available, and all of the information supplied or otherwise made available to,
discussed with, or reviewed by Evercore, and Evercore assumed no liability for such information. With respect to the projected financial data
relating to Frontier and Spinco referred to above, Evercore assumed that they were reasonably prepared on bases reflecting the best currently
available estimates and good faith judgments of the management of Frontier as to the matters covered thereby. Evercore did not receive any
projected financial data from Verizon relating to Verizon or Spinco. Evercore also assumed that the synergies are reasonably obtainable, on bases
reflecting the best currently available estimates and good faith judgments of the future competitiveness, operating and regulatory environments and
related financial performance of the combined company and will be realized in the amounts and at the times indicated thereby.

For purposes of rendering its opinion, Evercore assumed, in all respects material to its analysis, that the representations and warranties of
each party contained in the original merger agreement are true and correct, that each party would perform all of the covenants and agreements
required to be performed by it under the original distribution agreement and the original merger agreement and that all conditions to the
consummation of the transactions contemplated by such agreements, including, without limitation, the merger, would be satisfied without material
waiver or modification. Evercore also assumed that all governmental, regulatory or other consents, approvals or releases necessary for the
consummation of the merger and the transactions contemplated
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by the original distribution agreement would be obtained without any material delay, limitation, restriction or condition that would have an adverse
effect on Frontier or the consummation of the merger or materially reduce the benefits of the merger to Frontier.

Evercore also assumed that the contribution, the distribution and all of the transactions described in the original distribution agreement would
be consummated in accordance with the terms of the original distribution agreement, without any limitations, restrictions, conditions, amendments
or modifications, regulatory or otherwise, that collectively would have a material adverse effect on Verizon or Spinco. In addition, Frontier
informed Evercore, and accordingly for purposes of rendering its opinion Evercore assumed that the merger, the contribution, the distribution and
the other transactions contemplated by the original merger agreement would qualify for the intended tax-free treatment as set forth in the original
merger agreement and the distribution agreement. Furthermore, at Frontier’s direction and with its consent, Evercore assumed for purposes of
rendering its opinion, that the amount of the special cash payment, together with the principal amount of the Spinco debt securities and any
distribution date indebtedness, would be approximately $3.333 billion, that the financial terms of the special cash payment financing would be on
economic terms no less favorable to Spinco than those set forth in assumptions provided to Evercore by the management of Frontier, and that the
financial terms of the Spinco debt securities would be consistent with those described in “Financing of the Combined Company.” Evercore also
assumed that the final forms of the original merger agreement and original distribution agreement would not differ in any material respect from the
last draft of each such agreement reviewed by Evercore.
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Evercore did not make or assume any responsibility for making any independent valuation or appraisal of the assets or liabilities of Frontier,
Spinco or Verizon and was not furnished with any such appraisals, nor did Evercore evaluate the solvency or fair value of Frontier, Spinco or
Verizon under any state or federal laws relating to bankruptcy, insolvency or similar matters. Evercore’s opinion was necessarily based on
economic, market and other conditions as in effect on, and on the information made available to Evercore as of, the date of its opinion and
accordingly did not consider any amendments to the original merger agreement or the original distribution agreement entered into after the date of
its opinion. Subsequent developments may affect Evercore’s opinion and Evercore does not have any obligation to update, revise or reaffirm its
opinion.

Evercore was not asked to pass upon, and expressed no opinion with respect to, any matter other than the fairness to Frontier and holders of
Frontier common stock (solely in their capacity as holders of Frontier common stock), from a financial point of view, of the aggregate merger
consideration to be delivered by Frontier in respect of the shares of Spinco common stock. Evercore did not express any view on, and its opinion
did not address, the fairness of the proposed transaction to, or any consideration received in connection with the transaction by, the holders of any
other securities, creditors or other constituencies of Frontier, or as to the fairness of the amount or nature of any compensation to be paid or payable
to any of the officers, directors or employees of Frontier, or any class of such persons, whether relative to the aggregate merger consideration or
otherwise. Evercore assumed that any modification to the structure of the transaction would not vary in any respect material to its analysis.
Evercore’s opinion does not address the relative merits of the merger as compared to other business or financial strategies that might be available to
Frontier, nor does it address the underlying business decision of Frontier to engage in the merger. Evercore is not a legal, regulatory, accounting or
tax expert and assumed the accuracy and completeness of assessments by Frontier and its advisors with respect to legal, regulatory, accounting and
tax matters. The issuance of Evercore’s opinion was approved by an opinion committee of Evercore.

Under the terms of Evercore’s engagement, Frontier has agreed to pay Evercore an aggregate fee of $18 million (which may be increased by
Frontier, at its discretion, to $19 million), of which $4 million became payable when Evercore rendered its opinion and the remainder of which will
become payable upon the closing of the merger. Additional fees may become payable by Frontier to Evercore if any additional services are
requested by Frontier. In addition, Frontier has agreed to reimburse Evercore’s reasonable and customary out-of-pocket expenses and to indemnify
Evercore and related parties for certain liabilities, including liabilities under federal securities laws, arising out of its engagement. Prior to its
engagement, Evercore and its affiliates provided
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financial advisory services to Frontier, for which Frontier had reimbursed Evercore’s expenses. Evercore may provide financial or other services to
Frontier or Verizon in the future and in connection with any such services Evercore may receive compensation.

In the ordinary course of business, Evercore or its affiliates may actively trade the securities or related derivative securities, or financial
instruments of Frontier, Verizon and their respective affiliates, for its own account and for the accounts of its customers and, accordingly, may at
any time hold a long or short position in such securities or instruments.

Opinion of Citigroup Global Markets Inc.

Citi was retained in May 2009 to act as financial advisor to Frontier in connection with the transactions involving Spinco and other potential
strategic transactions. The material terms of Citi’s engagement letter with Frontier are described below. On May 12, 2009, at a meeting of the
Frontier board, Citi delivered to the Frontier board an oral opinion, which opinion was subsequently confirmed by delivery of a written opinion,
dated May 13, 2009, to the effect that, as of that date and based upon and subject to the assumptions, limitations and considerations set forth
therein, Citi’s work described below and other factors it deemed relevant, the aggregate merger consideration to be delivered by Frontier in respect
of the Spinco common stock pursuant to the original merger agreement was fair, from a financial point of view, to Frontier and the holders of
Frontier common stock.

The full text of Citi’s opinion, which sets forth the assumptions made, general procedures followed, matters considered and limits on
the review undertaken, is included as Annex B-2 to this proxy statement/prospectus. The summary of Citi’s opinion set forth below is
qualified in its entirety by reference to the full text of the opinion. Frontier stockholders are urged to read Citi’s opinion carefully and in
its entirety.

In arriving at its opinion, Citi:
 

 

•  reviewed the original merger agreement and the original distribution agreement and held discussions with certain senior officers,
directors and other representatives and advisors of Frontier and certain senior officers and other representatives and advisors of Verizon
concerning the businesses, operations and prospects of Frontier, Verizon and Spinco;

 

 

•  examined certain publicly available business and financial information relating to Frontier and Verizon as well as certain financial
forecasts and other information and data relating to Frontier, Verizon and Spinco which were provided to or discussed with Citi by the
respective managements of Frontier and Verizon (except that Citi did not receive any financial forecasts from Verizon relating to
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Verizon or Spinco);
 

 
•  reviewed information relating to the potential strategic implications and operational benefits (including the amount, timing and

achievability thereof) anticipated by the management of Frontier to result from the merger;
 

 

•  reviewed the financial terms of the merger as set forth in the original merger agreement in relation to, among other things: current and
historical market prices and trading volumes of Frontier common stock; the historical and projected earnings and other operating data
of Frontier and Spinco; and the capitalization and financial condition of Frontier;

 

 

•  considered, to the extent publicly available, the financial terms of certain other transactions which it considered relevant in evaluating
the merger and analyzed certain financial, stock market and other publicly available information relating to the businesses of other
companies whose operations it considered relevant in evaluating those of Frontier and Spinco;

 

 •  evaluated certain potential pro forma financial effects of the merger; and
 

 
•  conducted such other analyses and examinations and considered such other information and financial, economic and market criteria as it

deemed appropriate in arriving at its opinion.

The issuance of Citi’s opinion was authorized by its fairness opinion committee.
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In rendering its opinion, Citi assumed and relied upon, without independent verification, the accuracy and completeness of all financial and
other information and data publicly available or provided to or otherwise reviewed by or discussed with it. With respect to financial forecasts and
other information and data relating to Frontier, Verizon and Spinco provided to or otherwise reviewed by or discussed with Citi, Citi was advised
by the management of Frontier that such forecasts and other information and data were reasonably prepared on bases reflecting the best currently
available estimates and judgments of the management of Frontier as to the future financial performance of Frontier and Spinco, the potential
strategic implications and operational benefits anticipated to result from the merger, the potential terms of the financing to be obtained by Spinco
and the other matters covered thereby, and assumed, with the consent of Frontier, that the financial results (including the potential strategic
implications and operational benefits anticipated to result from the merger) reflected in such forecasts and other information and data will be
realized in the amounts and at the times projected. Citi did not receive any financial forecasts from Verizon relating to Verizon or Spinco.

Citi assumed, with the consent of Frontier, that the merger will be consummated in accordance with its terms, without waiver, modification
or amendment of any material term, condition or agreement and that, in the course of obtaining the necessary financings, regulatory or third-party
approvals, consents and releases for the merger, no delay, limitation, restriction or condition will be imposed that would have a material adverse
effect on Frontier, Spinco or the contemplated benefits of the merger. Citi also assumed, with the consent of Frontier, that the contribution, the
distribution and all of the transactions in the original distribution agreement will be consummated in accordance with the terms of the original
distribution agreement, without waiver, modification or amendment of any material term, condition or agreement, approvals, consents, releases or
otherwise, that collectively would have a material adverse effect on Verizon or Spinco. Citi also assumed that Spinco will be able to secure the
financing, in accordance with the terms of the original merger agreement, necessary to consummate the merger. Citi also assumed, with the consent
of Frontier, that the contribution, the distribution, the merger and the other transactions contemplated by the original merger agreement and the
original distribution agreement will be treated as tax-free reorganizations for federal income tax purposes.

Citi did not express any opinion as to what the value of Frontier common stock actually will be when issued pursuant to the merger or the
price at which Frontier common stock will trade at any time. Citi did not make and was not provided with an independent evaluation or appraisal
of the assets or liabilities (contingent or otherwise) of Frontier, Verizon or Spinco nor did Citi make any physical inspection of the properties or
assets of Frontier, Verizon or Spinco.

Citi was not requested to, and did not, solicit third-party indications of interest in the possible acquisition of all or a part of Frontier, nor was
it requested to consider, and its opinion does not address, the underlying business decision of Frontier to effect the merger, the relative merits of the
merger as compared to any alternative business strategies that might exist for Frontier or the effect of any other transaction in which Frontier might
engage. Citi also expressed no view as to, and its opinion did not address, the fairness (financial or otherwise) of the amount or nature or any other
aspect of any compensation to any officers, directors or employees of any parties to the merger, or any class of such persons, relative to the
aggregate merger consideration. Citi’s opinion was necessarily based upon information available to it, and financial, stock market and other
conditions and circumstances existing, as of May 13, 2009 and accordingly did not consider any amendments to the original merger agreement or
the original distribution agreement entered into after the date of its opinion. The credit, financial and stock markets were experiencing unusual
volatility and Citi expressed no opinion or view as to any potential effects of such volatility on Frontier, Verizon, or Spinco or the contemplated
benefits of the merger.

Citi’s advisory services and opinion were provided for the information of the Frontier board, and its opinion was not intended to be
and does not constitute a recommendation to any stockholder as to how such stockholder should vote or act on any matters relating to the
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merger.

Citi is an internationally recognized investment banking firm engaged in, among other things, the valuation of businesses and their securities
in connection with mergers and acquisitions, restructurings, leveraged buyouts,
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negotiated underwritings, competitive biddings, secondary distributions of listed and unlisted securities, private placements and valuations for
estate, corporate and other purposes. Frontier selected Citi to act as its financial advisor on the basis of Citi’s international reputation and Citi’s
familiarity with Frontier. Citi and its affiliates in the past have provided, and currently provide, services to Frontier and its affiliates unrelated to the
merger, for which services Citi and its affiliates have received and expect to receive compensation, including, without limitation, acting as a
bookrunner, arranger and lender in connection with various Frontier credit facilities and debt offerings. In addition, Citi and its affiliates in the past
have provided services to Verizon and its affiliates unrelated to the merger, for which services Citi and its affiliates have received compensation,
including, without limitation, acting as a manager, bookrunner, arranger and lender in connection with various Verizon credit facilities and debt
offerings. In addition, Citi or one of its affiliates may be a participant in any financing obtained by Spinco in connection with the merger, for
which services such entity would receive compensation. In the ordinary course of its business, Citi and its affiliates may actively trade or hold the
securities of Frontier or Verizon for its own account or for the account of customers and, accordingly, may at any time hold a long or short position
in such securities. In addition, Citi and its affiliates, including Citigroup Inc. and its affiliates, may maintain relationships with Frontier, Verizon
and their respective affiliates.

Under the terms of Citi’s engagement, Frontier has agreed to pay Citi an aggregate fee of $18 million (which may be increased by Frontier, at
its discretion, to $19 million), of which $4 million became payable when Citi rendered its opinion and the remainder of which will become payable
upon the closing of the merger. Additional fees may become payable by Frontier to Citi if any additional services are requested by Frontier. In
addition, Frontier has also agreed to reimburse Citi for its reasonable travel and other out-of-pocket expenses incurred in connection with its
engagement, including the reasonable fees and expenses of its counsel, and to indemnify Citi against specific liabilities and expenses relating to or
arising out of its engagement, including liabilities under the federal securities laws.

Summary of Joint Financial Analyses

Set forth below is a summary of the material financial analyses reviewed with the Frontier board on May 12, 2009, in connection with
Evercore’s opinion dated May 12, 2009, and Citi’s oral opinion, which opinion was subsequently confirmed by delivery of a written opinion dated
May 13, 2009.

Except as described above under “Opinion of Evercore Group L.L.C.” and “Opinion of Citigroup Global Markets Inc.,” Frontier imposed no
instructions or limitations on Evercore or Citi with respect to the investigations made or the procedures followed by Evercore or Citi in rendering
its opinion. Evercore’s and Citi’s respective opinions were only one of many factors considered by the Frontier board in its evaluation of the
merger and should not be viewed as determinative of the views of the Frontier board or management with respect to the merger or the aggregate
merger consideration. See “The Transactions—Frontier’s Reasons for the Merger.”

The aggregate merger consideration to be delivered by Frontier in respect of the Spinco common stock pursuant to the original merger
agreement was determined through negotiations between Frontier and Verizon and was approved by the Frontier board. Neither Evercore nor Citi
recommended any specific merger consideration to Frontier nor that any given merger consideration constituted the only appropriate merger
consideration.

In connection with the review of the merger by the Frontier board, Evercore and Citi each performed a variety of financial and comparative
analyses, which are summarized below, for purposes of rendering their respective opinions. The preparation of a fairness opinion is a complex
process and is not necessarily susceptible to partial analysis or summary description. Selecting portions of the analyses or of the summary described
below, without considering the analyses as a whole, could create an incomplete view of the processes underlying each of Evercore’s and Citi’s
respective opinions. In arriving at their respective fairness determinations, Evercore and Citi each considered the results of all the analyses
summarized below and did not draw, in isolation, conclusions from or with regard to any one analysis or factor considered by it for purposes of its
opinion. Rather, Evercore and Citi each made its determination as to fairness on the basis of its experience and professional judgment after
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considering the results of all the analyses. In addition, each of Evercore and Citi may have considered various assumptions more or less probable
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than other assumptions, so that the range of valuations resulting from any particular analysis described above should therefore not be taken to be
either Evercore’s or Citi’s view of the value of Frontier or Spinco. No company used in the analyses summarized below as a comparison is identical
to Frontier or Spinco, and no transaction used is identical to the merger. Accordingly, such analyses may not necessarily utilize all companies or
transactions that could be deemed comparable to Frontier, Spinco or the merger. Further, Evercore’s and Citi’s analyses involve complex
considerations and judgments concerning financial and operating characteristics and other factors that could affect the acquisition, public trading or
other values of the companies or transactions used, including judgments and assumptions with regard to industry performance, general business,
economic, market and financial conditions and other matters, many of which are beyond the control of Frontier, Verizon and Spinco.

Each of Evercore and Citi conducted the analyses summarized below for the purpose of providing an opinion to the Frontier board as to the
fairness to Frontier and the holders of Frontier common stock (solely in their capacity as holders of Frontier common stock with regard to
Evercore’s opinion), from a financial point of view, of the aggregate merger consideration to be delivered by Frontier in respect of the Spinco
common stock pursuant to the original merger agreement. These analyses do not purport to be appraisals or to necessarily reflect the prices at
which the business or securities of Frontier, Verizon or Spinco actually may trade or be sold. Estimates contained in these analyses are not
necessarily indicative of actual future results, which may be significantly more or less favorable than suggested by such estimates. Accordingly,
estimates used in, and the results derived from, the analyses summarized below are inherently subject to substantial uncertainty, and neither
Evercore nor Citi assumes any responsibility if future results are materially different from those forecasted in such estimates.

Except as otherwise noted, the following quantitative information, to the extent that it is based on market data, is based on market data as it
existed on or before May 8, 2009, and is not necessarily indicative of current or future market conditions.

The following summary of financial analyses includes information presented in tabular format. These tables alone do not constitute a
complete description of the financial analyses and must be read together with the text of each summary in order to understand fully the
financial analyses. Considering the tables below without considering the full narrative description of the financial analyses, including the
methodologies and assumptions underlying the analyses, could create a misleading or incomplete view of such financial analyses. In
connection with certain of their analyses, Frontier’s financial advisors utilized financial forecasts for Frontier prepared by Frontier’s management,
referred to as the Frontier Management Base Case and the Frontier Management Alternative Case, and financial forecasts for Spinco prepared by
Frontier’s management.

In conducting their analyses, Frontier’s financial advisors used various methodologies to review the valuation of Frontier on a stand-alone
basis and Frontier and Spinco on a relative basis, to assess the fairness of the aggregate merger consideration to be delivered by Frontier in respect
of the Spinco common stock. Specifically, Frontier’s financial advisors conducted analyses of historical share price, research analyst price targets,
dividend yield, selected publicly traded companies, selected precedent transactions, discounted cash flow, implied percentage ownership and
relative contribution to the combined company.

Stand-alone Valuation Analyses

Historical Share Price Analysis. Evercore and Citi noted that the trailing low and high 52-week intra-day trading prices for shares of Frontier
common stock, as of May 8, 2009, were $5.32 per share and $12.94 per share, respectively. Evercore and Citi then compared the 52-week intra-
day trading prices to the projected price range for shares of Frontier common stock to be issued to holders of shares of Verizon common stock as
the aggregate merger consideration, referred to as the collar, with the low end of the collar being $7.00 per share of Frontier common stock, the
mid-point of the collar being $7.75 per share of Frontier common stock and the high end of the collar being $8.50 per share of Frontier common
stock.
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Research Analyst Price Targets. Evercore and Citi compared selected recent publicly available research analyst price targets for Frontier from
the following selected firms who published price targets for Frontier as of May 8, 2009:
 

•     Bank of America   •     Hudson Square

•     Barclays   •     JPMorgan

•     Citi   •     Piper Jaffray

•     D.A. Davidson   •     Raymond James

•     Goldman Sachs   •     Stifel Nicolaus

•     Hilliard Lyons   •     UBS

Evercore and Citi examined the price targets published by each of the firms above and noted that the low and high per share equity value
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price targets for Frontier common stock were $7.00 and $12.50, respectively. Evercore and Citi then compared the low and high per share equity
value analyst price targets to the low end of the collar ($7.00 per share of Frontier common stock), mid-point of the collar ($7.75 per share of
Frontier common stock) and high end of the collar ($8.50 per share of Frontier common stock).

Dividend Yield Analysis. Evercore and Citi calculated the implied equity value per share of Frontier common stock based on a range of
assumed annual dividends per share and a range of selected dividend yields. Evercore and Citi reviewed the annual dividend yields of Selected
Comparable Companies (as defined below) with higher leverage and higher dividend payout ratios (such as Consolidated Communications
Holdings, Inc., Iowa Telecommunications Services, Inc. and Windstream Corporation) and the annual dividend yields of Selected Comparable
Companies with lower leverage and lower dividend payout ratios (such as AT&T Inc., CenturyTel Communications, Inc., Embarq Corporation,
Qwest Communications International Inc. and Verizon). Evercore and Citi noted that the annual dividend yields for the Selected Comparable
Companies with higher leverage and higher dividend payout ratios had a range of approximately 11.0% to 12.8% and the annual dividend yields
for the Selected Comparable Companies with lower leverage and lower dividend payout ratios had a range of approximately 6.2% to 9.2%.

Evercore and Citi derived ranges of implied equity values per share of Frontier common stock by dividing an assumed annual dividend per
share of Frontier Common Stock by an annual dividend yield range that Evercore and Citi selected from the annual dividend yield ranges described
above, which they judged, based on their financial advisory experience, to be most appropriate in order to perform their analysis of Frontier.
Utilizing Frontier’s current annual dividend per share of $1.00 and a selected annual dividend yield range of approximately 11.0% to 12.5%,
Evercore and Citi derived a range of implied equity values per share of Frontier common stock of $7.99 to $9.05. Utilizing the projected annual
dividend per share of the combined company of $0.75 and a selected annual dividend yield range of approximately 9.0% to 11.0%, Evercore and
Citi derived a range of implied equity values per share of Frontier common stock of $6.79 to $8.33.

Evercore and Citi then compared the above calculated values to the low end of the collar ($7.00 per share of Frontier common stock), mid-
point of the collar ($7.75 per share of Frontier common stock) and high end of the collar ($8.50 per share of Frontier common stock).

Analysis of Selected Publicly Traded Companies. Evercore and Citi compared certain financial and operating information and commonly
used valuation measurements for Frontier to corresponding information and measurements for a group of nine publicly traded comparable
companies that participate predominantly in the communications industry, referred to as the Selected Comparable Companies, in order to derive
implied per share equity value reference ranges for Frontier and implied firm value reference ranges for Spinco based on the stock market trading
multiples of the Selected Comparable Companies. With respect to Spinco, this analysis was
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conducted in order to provide a basis for certain of the other analyses performed by Evercore and Citi and described below under “Relative
Valuation Analyses.” The Selected Comparable Companies were:
 

•     AT&T Inc.   •     Iowa Telecommunications Services, Inc.

•     CenturyTel, Inc   •     Qwest Communications International Inc.

•     Cincinnati Bell Inc.   •     Windstream Corporation

•     Consolidated Communications Holdings, Inc.   •     Verizon

•     Embarq Corporation   

With respect to Verizon as a Selected Comparable Company, Evercore and Citi examined Verizon both on a consolidated basis (including
100% of Verizon Wireless) and on the basis of the implied value of Verizon after subtracting from Verizon the value of Verizon Wireless utilizing
an assumed 6x multiple of estimated 2009 earnings before interest, taxes, depreciation and amortization, referred to as EBITDA.

Evercore and Citi reviewed, among other things, firm values, calculated as equity value based on closing stock prices on May 8, 2009, plus
debt, preferred stock and minority interests, less cash and cash equivalents and investments, as a multiple of the estimated EBITDA and EBITDA
less capital expenditures of the Selected Comparable Companies for calendar years 2009 and 2010. When applicable, firm values were adjusted to
exclude the net present value of future taxes shielded by net operating losses. Evercore and Citi also reviewed the equity values as a multiple of
levered free cash flow (“levered free cash flow” being defined for this purpose as EBITDA less capital expenditures, interest expenses and taxes),
referred to as LFCF, for the Selected Comparable Companies for calendar years 2009 and 2010. Financial forecasts for Frontier and Spinco were
based on the Frontier Management Base Case, the Frontier Management Alternative Case and other information and projections for Spinco
provided to Evercore and Citi by Frontier management. Evercore and Citi also used publicly available information concerning historical and
projected financial performance, including published historical financial information and publicly available third-party research.

Evercore and Citi selected the companies listed above because their businesses and operating profiles are relevant to that of Frontier and the
Spinco business. However, because of the inherent differences between the businesses, operations and prospects of Frontier and Spinco and the
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businesses, operations and prospects of the Selected Comparable Companies, no comparable company is exactly the same as Frontier or Spinco.
Therefore, Evercore and Citi believed that it was inappropriate to, and therefore did not, rely solely on the quantitative results of the comparable
company analysis. Accordingly, Evercore and Citi also made qualitative judgments concerning differences between the financial and operating
characteristics and prospects of Frontier and Spinco and the Selected Comparable Companies that would affect the public trading values of each in
order to provide a context in which to consider the results of the quantitative analysis. These qualitative judgments related primarily to the
differing sizes, capital structure, growth prospects, profitability levels, degree of operational risk and recent and/or pending transactions between
Frontier and Spinco and the Selected Comparable Companies.
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Selected Publicly Traded Companies Analysis of Frontier. Evercore and Citi then applied ranges of selected firm value to adjusted EBITDA
(defined as EBITDA plus stock-based compensation, non-cash pension expenses and restructuring costs, and referred to as Adjusted EBITDA)
multiples and selected equity value to LFCF multiples derived from the Selected Comparable Companies to corresponding financial data of
Frontier based on the Frontier Management Base Case and the Frontier Management Alternative Case. The high and low of the relevant multiples
derived for each of the Selected Comparable Companies is reflected in the column of the chart titled “All Selected Comparable Companies.”
Evercore and Citi selected from among such multiples the range of multiples reflected in the column of the chart below titled “Selected Valuation
Multiple Ranges for Frontier,” which they judged, based on their financial advisory experience, to be most appropriate in order to perform their
analysis of Frontier. This analysis indicated the following implied equity value per share valuation reference ranges for Frontier as presented
below, which were compared to the low end of the collar ($7.00 per share of Frontier common stock), the mid-point of the collar ($7.75 per share
of Frontier common stock) and the high end of the collar ($8.50 per share of Frontier common stock):
 

Valuation Methodology  

All Selected
Comparable
Companies  

Selected Valuation
Multiple Ranges for

Frontier  

Implied Equity Value per
Share Valuation Reference

Ranges for Frontier

Firm Value as a Multiple of:    

2009 Estimated Adjusted EBITDA (Frontier
Management Alternative Case)  3.9 – 6.7x   5.0 – 6.0x     $ 4.83 – $8.74  

2009 Estimated Adjusted EBITDA (Frontier
Management Base Case)  3.9 – 6.7x   5.0 – 6.0x     $ 3.95 – $7.68  

2010 Estimated Adjusted EBITDA (Frontier
Management Alternative Case)  4.0 – 6.7x   5.25 – 6.25x $ 5.79 – $9.70  

2010 Estimated Adjusted EBITDA (Frontier
Management Base Case)  4.0 – 6.7x   5.25 – 6.25x $ 3.86 – $7.40  

2009 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Alternative Case)  5.7 – 25.8x 7.0 – 8.0x     $ 6.83 – $9.91  

2009 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Base Case)  5.7 – 25.8x 7.0 – 8.0x     $ 5.60 – $8.50  

2010 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Alternative Case)  6.6 – 27.3x 7.5 – 8.5x     $ 8.47 – $11.55

2010 Estimated Adjusted EBITDA less Capital Expenditures (Frontier
Management Base Case)  6.6 – 27.3x 7.5 – 8.5x     $ 5.83 – $8.57  

Equity Value as a Multiple of:    

2009 Estimated LFCF (Frontier Management
Alternative Case)  3.9 – 10.8x 5.0 – 6.0x     $ 7.66 – $9.18  

2009 Estimated LFCF (Frontier Management
Base Case)  3.9 – 10.8x 5.0 – 6.0x     $ 7.95 – $9.54  

2010 Estimated LFCF (Frontier Management
Alternative Case)  4.6 – 9.6x   5.5 – 6.5x     $ 8.26 – $9.76  

2010 Estimated LFCF (Frontier Management
Base Case)  4.6 – 9.6x   5.5 – 6.5x     $ 7.47 – $8.82  
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Selected Publicly Traded Companies Analysis of Spinco. In order to provide a basis for certain of the other analyses performed by Evercore
and Citi and described below under “Relative Valuation Analyses,” Evercore and Citi then applied ranges of selected firm value to Adjusted
EBITDA multiples derived from the Selected Comparable Companies to corresponding financial data of Spinco based on information and
projections prepared by Frontier management and provided to Evercore and Citi. No equity value to LFCF comparisons of Spinco were conducted
by Evercore and Citi because Spinco was not capitalized as an independent public company as of the date of this analysis. Evercore and Citi
selected from among the multiples derived for each of the Selected Comparable Companies (the high and low of such multiples being reflected in
the column of the chart below titled “All Selected Comparable Companies”) the range of multiples reflected in the column of the chart below titled
“Selected Valuation Multiple Ranges for Spinco” that they judged, based on their financial advisory experience, to be most appropriate in order to
perform their analysis of Spinco. This analysis indicated the following implied firm value reference ranges for Spinco:
 

Valuation Methodology  

All
Selected

Comparable

Companies  

Selected Valuation
Multiple Ranges for

Spinco  

Implied Firm Value
Valuation Reference
Ranges for Spinco

($ in millions)

Firm Value as a Multiple of:    

2009 Estimated Adjusted EBITDA  3.9 – 6.7x       4.5 – 5.5x       $8,233 – $10,063

2010 Estimated Adjusted EBITDA  4.0 – 6.7x       4.75 – 5.75x  $8,085 –$9,787  

2009 Estimated Adjusted EBITDA less Capital Expenditures  5.7 – 25.8x 6.0 – 7.0x  $8,536 – $9,959 

2010 Estimated Adjusted EBITDA less Capital Expenditures  6.6 – 27.3x 6.5 – 7.5x  $8,491 – $9,797 

None of the Selected Comparable Companies utilized as a comparison is identical to Frontier or Spinco. Accordingly, Evercore and Citi
believe the analysis of publicly traded comparable companies is not simply mathematical. Rather, it involves complex considerations and
qualitative judgments, reflected in Evercore’s and Citi’s opinions, concerning differences in financial and operating characteristics and other
factors that could affect the public trading value of the Selected Comparable Companies to which Frontier and Spinco are compared.
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Analysis of Selected Precedent Transactions. Evercore and Citi reviewed the financial terms, to the extent publicly available, of twelve
merger and acquisition transactions announced between November 2001 and May 2009 of companies that Evercore and Citi, based on their
experience with merger and acquisition transactions, deemed relevant to arriving at their opinions. Evercore and Citi chose the transactions,
referred to as the Selected Precedent Transactions, based on the similarity of the target companies in the transactions to Spinco in terms of the size,
mix, margins and other characteristics of their businesses. The Selected Precedent Transactions were:
 

Acquirer  Target   Date Transaction Announced

Windstream Corp.  D&E Communications, Inc.   May 2009

CenturyTel, Inc.  Embarq Corporation   October 2008

Consolidated Communications Holdings, Inc.  North Pittsburgh Systems, Inc.   July 2007

Windstream Corp.  CT Communications, Inc.   May 2007

FairPoint Communications, Inc.  Verizon and Northern New England Spinco Inc.   January 2007

CenturyTel, Inc.  Madison River Communications Corp.   December 2006

Citizens Communications Company  Commonwealth Telephone Enterprises Inc.   September 2006

Alltel Corporation  Valor Communications Group Inc.   December 2005

Quadrangle Capital Partners LP  nTelos, Inc.   January 2005

The Carlyle Group  Verizon Hawaii   May 2004

Consolidated Communications, Inc.  TXU Communications   January 2004

D&E Communications, Inc.  Conestoga Enterprises, Inc.   November 2001
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For each of the Selected Precedent Transactions, Evercore and Citi calculated certain financial multiples for the target company derived from
certain publicly available information for the target company. Specifically, in performing this analysis, Evercore and Citi determined the multiples
of firm value and adjusted to exclude an estimated value of the target company’s non-incumbent local exchange carrier businesses to the forward
twelve-months of incumbent local exchange carrier EBITDA, referred to as ILEC Forward EBITDA, for the Selected Precedent Transactions.
When publicly available, the synergies expected from the transaction were included. The following table presents a summary of the results of this
analysis and also sets forth the multiples implied by the merger:
 
           Firm Value as a Multiple of ILEC Forward EBITDA        

   Without Synergies   
Without Synergies Less
Capital Expenditures   With Synergies

Frontier/Spinco Merger   4.7x  6.0x  3.4x
Low   4.3x  5.9x  3.7x
High   10.9x  33.3x  7.2x
Mean   7.0x  11.6x  5.6x
Median   6.9x  9.7x  5.7x

Because the reasons for, and the circumstances surrounding, each of the Selected Precedent Transactions analyzed were so diverse, and
because of the inherent differences between the operations and the financial condition of Frontier and Spinco and the companies involved in the
Selected Precedent Transactions, Evercore
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and Citi believe that a comparable transaction analysis is not simply mathematical. Rather, it involves complex considerations and qualitative
judgments, reflected in the opinions of Evercore and Citi, concerning differences between the characteristics of these transactions and the merger
that could affect the value of the subject companies, Frontier and Spinco.

Discounted Cash Flow Analysis of Frontier. As part of their analyses, and in order to estimate the implied present value of the equity value
per share for Frontier, Evercore and Citi prepared a four and three-quarter years discounted cash flow analysis for Frontier, calculated as of
March 31, 2009, of after-tax unlevered free cash flows for fiscal years 2009 (nine months after March 31, 2009 only) through 2013, using both the
Frontier Management Base Case and the Frontier Management Alternative Case.

A discounted cash flow analysis is a valuation methodology used to derive a valuation of an asset by calculating the “present value” of
estimated future cash flows to be generated by the asset. “Present value” refers to the current value of future cash flows or amounts and is obtained
by discounting those future cash flows or amounts by a discount rate that takes into account macro-economic assumptions and estimates of risk,
the opportunity cost of capital, expected returns and other appropriate factors. Evercore and Citi performed a discounted cash flow analysis for
Frontier by adding (1) the present value of Frontier’s projected after-tax unlevered free cash flows for fiscal years 2009 (nine months after
March 31, 2009 only) through 2013 to (2) the present value of the “terminal value” of Frontier as of the end of fiscal year 2013. “Terminal value”
refers to the value at a particular point in time of all future cash flows to be generated by an asset.

Evercore and Citi estimated a range of terminal values as of the end of fiscal year 2013 calculated based on selected perpetuity growth rates of
–1.0% to 1.0%. Evercore and Citi discounted the after-tax unlevered free cash flow streams and the estimated terminal values to a present value at
a range of discount rates from 8.5% to 9.5%. The discount rates utilized in this analysis were chosen by Evercore and Citi based on their expertise
and experience with the incumbent local exchange carrier industry and also on an analysis of the weighted average cost of capital, which is a
commonly used method for purposes of calculating discount rates in financial analyses, of Frontier and other comparable companies. Evercore and
Citi calculated per share equity values by first determining a range of firm values of Frontier by adding the present values of the after-tax unlevered
free cash flows and terminal values for each perpetuity growth rate and discount rate scenario, and then subtracting from the firm values the net
debt, calculated as total debt minus cash and investments, of Frontier, and then dividing those amounts by the number of fully diluted shares of
Frontier. Based on financial estimates provided by Frontier management, this analysis indicated the following implied per share equity value
reference ranges for Frontier:
 

Valuation Methodology   
Implied per Share Equity Value Reference Ranges

for Frontier

Discounted Cash Flow Analysis (Frontier
Management Alternative Case)   $ 4.53 - $10.09

Discounted Cash Flow Analysis (Frontier
Management Base Case)    $3.29 - $8.48

Discounted Cash Flow Analysis of Spinco. In order to provide a basis for certain of the other analyses performed by Evercore and Citi and
described below under “Relative Valuation Analyses,” Evercore and Citi prepared a four and three-quarter years discounted cash flow analysis for
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Spinco, calculated as of March 31, 2009, of after-tax unlevered free cash flows for fiscal years 2009 (nine months after March 31, 2009 only)
through 2013, using projections provided by Frontier management. Evercore and Citi performed a discounted cash flow analysis for Spinco by
adding (1) the present value of Spinco’s projected after-tax unlevered free cash flows for fiscal years 2009 (nine months after March 31, 2009
only) through 2013 to (2) the present value of the “terminal value” of Spinco as of the end of fiscal year 2013.

Evercore and Citi estimated a range of terminal values as of the end of fiscal year 2013 calculated based on selected perpetuity growth rates of
–1.0% to 1.0%. Evercore and Citi discounted the after-tax unlevered free cash
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flow streams and the estimated terminal values to a present value at a range of discount rates from 8.5% to 9.5%. The discount rates utilized in this
analysis were chosen by Evercore and Citi based on their expertise and experience with the incumbent local exchange carrier industry and also on
an analysis of the weighted average cost of capital, which is a commonly used method for purposes of calculating discount rates in financial
analyses, of Spinco and other comparable companies. Evercore and Citi calculated firm values of Spinco by adding the present values of the after-
tax unlevered free cash flows and terminal values for each perpetuity growth rate and discount rate scenario. Based on financial estimates provided
by Frontier management, this analysis indicated the following firm value reference ranges for Spinco:
 

Valuation Methodology   
Firm Value Reference Ranges for Spinco

($ in millions)

Discounted Cash Flow Analysis Without Synergies   $8,361 - $10,683
Discounted Cash Flow Analysis With Synergies   $9,561 - $13,953

Relative Valuation Analyses

Implied Percentage Ownership Analysis. Based on the implied valuations for each of Frontier and Spinco derived above under “Analysis of
Selected Publicly Traded Companies,” “Analysis of Selected Precedent Transactions,” “Discounted Cash Flow Analysis of Frontier” and
“Discounted Cash Flow Analysis of Spinco,” Evercore and Citi calculated an implied equity ownership range for Frontier in the combined
company and compared it to the proposed equity ownership for Frontier in the combined company to result from the merger.

For each of the analyses (other than the “Analysis of Selected Precedent Transactions”) referred to above, Evercore and Citi calculated the
low end of each Frontier implied equity ownership range assuming the lowest implied per share equity value for Frontier and the highest implied
firm value for Spinco, less an assumed $3.333 billion of Spinco debt through the special cash payment financing, the Spinco debt securities and the
distribution date indebtedness, derived from each of the foregoing valuation analyses. Evercore and Citi then calculated the high end of each
Frontier implied equity ownership range assuming the highest implied per share equity value for Frontier and the lowest implied firm value for
Spinco, less an assumed $3.333 billion of Spinco debt through the special cash payment financing, the Spinco debt securities and the distribution
date indebtedness, derived from each of the foregoing valuation analyses.

For the “Analysis of Selected Precedent Transactions,” Evercore and Citi calculated the low end of the Frontier implied equity ownership
range assuming the mid-point of the collar ($7.75 per share of Frontier common stock) and the highest implied firm value for Spinco, less an
assumed $3.333 billion of Spinco debt through the special cash payment financing, the issuance of Spinco debt securities, if required, and the
distribution date indebtedness, derived from the “Analysis of Selected Precedent Transactions.” Evercore and Citi then calculated the high end of
the Frontier implied equity ownership range assuming the mid-point of the collar ($7.75 per share of Frontier common stock) and the lowest
implied firm value for Spinco, less an assumed $3.333 billion of Spinco debt through the special cash payment financing, the Spinco debt
securities and the distribution date indebtedness, derived from the “Analysis of Selected Precedent Transactions.”
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The proposed equity ownership percentage by current holders of shares of Frontier common stock in the combined company after giving
effect to the merger (before accounting for the elimination of fractional shares and any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete
the merger or the spin-off), in accordance with the terms of the collar of 29% to 34%, was compared to Frontier’s implied equity ownership
utilizing the implied valuations from the Frontier Management Base Case and the Frontier Management Alternative Case projections, as set forth
below:
 
Method (Utilizing Frontier Management
Base Case Projections)   Frontier Implied Equity Ownership Range
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Selected Publicly Traded Companies Analysis   

2009 Adjusted EBITDA   15% - 33%
2010 Adjusted EBITDA   16% - 33%
2009 Adjusted EBITDA less Capital Expenditures   21% - 34%
2010 Adjusted EBITDA less Capital Expenditures   22% - 34%
Selected Precedent Transactions Analysis   26% - 35%
Discounted Cash Flow Analysis   

Spinco Without Synergies   12% - 35%
Spinco With Synergies   9% - 30%

Method (Utilizing Frontier Management
Alternative Case Projections)   Frontier Implied Equity Ownership Range

Selected Publicly Traded Company Analysis   

2009 Adjusted EBITDA   18% - 36%
2010 Adjusted EBITDA   22% - 39%
2009 Adjusted EBITDA less Capital Expenditures   24% - 37%
2010 Adjusted EBITDA less Capital Expenditures   29% - 41%
Selected Precedent Transactions Analysis   26% - 35%
Discounted Cash Flow Analysis   

Spinco Without Synergies   16% - 39%
Spinco With Synergies   12% - 34%
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Contribution Analysis. Evercore and Citi analyzed the respective contributions of Frontier and Spinco to the access lines, Adjusted EBITDA,
LFCF, equity value (assuming the mid-point of the collar, i.e., a Frontier average price of $7.75) and firm value of the combined company for
actual fiscal year 2008 through estimated fiscal year 2013. For certain metrics, Evercore and Citi analyzed the contributions on both an unlevered
basis and a levered basis, which assumed $5.110 billion of debt, $504 million of cash and $3 million of investments at Frontier and $3.333 billion
of debt at Spinco. This analysis was based on the Frontier Management Base Case for Frontier’s financial contributions and included the
achievement of synergies identified by Frontier management, before taking into account non-recurring integration costs relating to the merger and
excluded HSI and FiOS capital expenditures for Spinco’s financial contributions. This analysis was compared to the proposed equity ownership in
the combined company by current holders of shares of Frontier common stock after giving effect to the merger (before accounting for the
elimination of fractional shares and any adjustments required as a result of any amounts paid, payable or forgone by Verizon pursuant to orders or
settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete the merger
or the spin-off), which was 29% to 34% based on the collar. The following table presents the results of this analysis:
 

   Implied Frontier Contribution  
   Unlevered   Levered  

2008 Actual Access Lines   32%  5% 
2009 Estimated Access Lines   33   8  
2009 Estimated Adjusted EBITDA   39   19  
2010 Estimated Adjusted EBITDA   39   20  
2011 Estimated Adjusted EBITDA   37   16  
2009 Estimated LFCF   —   36  
2010 Estimated LFCF   —   34  
2011 Estimated LFCF   —   32  
2012 Estimated LFCF   —   28  
2013 Estimated LFCF   —   26  
Equity Value   —   32  
Firm Value   45   —  

Combination Analysis

Pro Forma Cash Flow Analysis. In order to evaluate the estimated ongoing impact of the merger, Evercore and Citi analyzed certain pro
forma financial effects of the merger. Based on its analysis, Evercore and Citi computed the resulting dilution/accretion based on Frontier
management’s base case estimated LFCF of the combined company for the fiscal years ending in 2011, 2012, 2013 and 2014 (excluding
extraordinary HSI and FiOS capital expenditures) and assumed the achievement of synergies identified by Frontier management that Frontier and
Spinco could achieve if the merger were consummated before taking into account non-recurring integration costs relating to the merger and also
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assumed a 8.5% weighted average cost of debt on the new financing required to be incurred by Spinco under the original merger agreement.
Evercore and Citi noted that the merger would be dilutive to Frontier’s estimated free cash flow for the fiscal year ending 2011 and would be
accretive to Frontier’s estimated free cash flow for each of the fiscal years ending 2012, 2013 and 2014.

Verizon’s Reasons for the Spin-Off and the Merger

As part of Verizon’s periodic review process, Verizon management reviews its portfolio of assets to evaluate its current structure and
composition, to determine whether changes might be advisable, and to look for attractive ways to add value for its stockholders. Verizon also
regularly receives expressions of interest in its access line properties. When those expressions are credible, Verizon investigates and evaluates the
proposals to
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satisfy its fiduciary responsibility to stockholders. The decision to pursue the proposed transaction involving the transfer of the Spinco business to
Frontier followed the receipt of an inquiry from Frontier that initially expressed an interest in acquiring substantially all of the Spinco business.

Verizon’s board of directors consulted with its financial and legal advisors and considered a wide variety of factors in deciding whether to
approve the spin-off and the merger with Frontier and certain related transactions. These factors included:
 

 

•  Verizon’s belief that (i) its strategic position would be enhanced by the transactions because Verizon’s current strategy is focused on
creating value for its stockholders by bringing broadband service to its customers and (ii) the transactions would allow Verizon to focus
on providing wireless voice and data products and services, and converged communications, information and entertainment services
over its advanced fiber-optic network in the United States, as well as expansive end-to-end global Internet Protocol (IP) networks to
business and government customers around the world.

 

 

•  Verizon’s belief that the spin-off and the merger will enable the Spinco business to be operated by a company with an appropriate
capital structure and dividend policy, while enhancing Verizon’s financial flexibility, and that the assets of the Spinco business will be
managed by an experienced management team exclusively focused on assets of such type.

 

 

•  Verizon’s expectation that it will receive the special cash payment and, if required, Spinco debt securities, and that the distribution date
indebtedness will become a part of the consolidated indebtedness of the combined company, which together would permit Verizon to
reduce up to $3.333 billion of the debt of Verizon or to pay dividends or repurchase Verizon common stock.

 

 

•  The potential value, as determined by evaluating pre- and post-transaction discounted cash flows and the valuation of comparable
businesses, of the approximately 66% to 71% of the combined company that Verizon stockholders will collectively own after the spin-
off and merger, before accounting for the elimination of fractional shares or any adjustments required as a result of any amounts related
to governmental approvals paid, payable or forgone by Verizon as described above under “—Calculation of Merger Consideration.”

 

 •  The tax-efficient structure for Verizon stockholders of the spin-off and merger of Spinco with Frontier.
 

 
•  The availability of other transactions, including a spin-off of the operations in the Spinco territory to stockholders of Verizon without a

subsequent merger.
 

 

•  The benefits that might accrue to Verizon stockholders as owners of Frontier common stock after the merger, including the fact that
Frontier intends to pay an annual dividend of $0.75 per share after the merger, recognizing that the payment of such dividend (including
the amount and timing thereof) is subject to applicable law and agreements governing the combined company’s indebtedness and within
the sole discretion of the Frontier board, and the fact that Verizon stockholders, as owners of Frontier common stock, could benefit from
synergies resulting from the integration of the assets of the Spinco business into Frontier’s existing operations.

Verizon also considered the potential risks associated with the spin-off and merger, including that the anticipated benefits of the merger
might not occur. See “Risk Factors—Risks Relating to the Spin-Off and the Merger.”

Board of Directors and Management of the Combined Company

There are currently twelve directors serving on the Frontier board. The merger agreement provides that immediately prior to the effective
time of the merger, the Frontier board (which will become the board of directors of the combined company) will consist of twelve directors, three
of whom will be initially designated by Verizon and nine of whom will be initially designated by Frontier. Verizon’s director designees may not be
employees of Verizon, its affiliates or Cellco or any of its subsidiaries, and must satisfy director independence
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requirements of the SEC and the NYSE. One of Frontier’s designees will serve as the chairman of the board of directors of the combined company.
Frontier expects that Mary Agnes Wilderotter, Frontier’s current Chairman of the Board of Directors, President and Chief Executive Officer, will
continue to serve in such roles with the combined company.

The merger agreement also provides that the officers of Frontier at the effective time of the merger will become the initial officers of the
combined company following the merger. In addition, Frontier expects to supplement its current senior management team with members of
Verizon’s current regional management team who currently manage the Spinco business. See “Management of the Combined Company.”

Ownership of Frontier Following the Merger

Frontier anticipates that, assuming both no fractional shares and no adjustment is required for any amount related to governmental approvals
paid, payable or forgone by Verizon as described above under “—Calculation of Merger Consideration,” and depending on the trading prices of
Frontier common stock prior to closing of the merger, Verizon stockholders will collectively own between approximately 66% and 71% of the
combined company’s outstanding equity immediately following the closing of the merger, and Frontier stockholders will collectively own between
approximately 29% and 34% of the combined company’s outstanding equity immediately following the closing of the merger. Based on existing
ownership levels, Frontier does not expect that there will be any holders of more than 5% of the outstanding common stock of the combined
company immediately following the closing of the merger.

Effects of the Merger and Spin-Off on Verizon Stock Options and Other Verizon Stock-Based Awards

The exercise price of and number of shares of Verizon common stock underlying options to purchase shares of Verizon common stock held
by any current or former Verizon employee (including a Verizon employee who continues as an employee of the combined company following the
spin-off and the merger) will be adjusted, in an amount yet to be determined, pursuant to the terms of the applicable Verizon equity incentive
plans, taking into account any decrease in the value of Verizon common stock immediately following the spin-off and the merger. No adjustment
will be made to the outstanding options if there is no decrease in the value of Verizon’s common stock as a result of the spin-off and the merger. In
order to avoid adverse tax treatment for option holders under the Code, the number of shares of Verizon common stock subject to the adjusted
options will be rounded down to the nearest whole share, and the per share exercise price will be rounded up to the nearest whole cent.

Verizon restricted stock units, referred to as Verizon RSUs, awarded pursuant to Verizon equity incentive plans and held by any current or
former Verizon employee (including a Verizon employee who continues as an employee of the combined company following the spin-off and the
merger) at the time of the spin-off and the merger will continue to represent the right to receive the cash value equivalent of the hypothetical shares
of Verizon common stock subject to the award. Each current or former Verizon employee who holds Verizon RSUs at the time of the spin-off will
receive additional Verizon RSUs approximately equal to the cash value of the Frontier common stock that would be received with respect to each
hypothetical share of Verizon common stock held by the current or former Verizon employee under the Verizon RSU program.

Verizon performance stock units, referred to as Verizon PSUs, awarded pursuant to Verizon equity incentive plans and held by any current or
former Verizon employee (including a Verizon employee who continues as an employee of the combined company following the spin-off and the
merger) at the time of the spin-off and the merger will continue to represent the right to receive the cash value equivalent of the hypothetical shares
of Verizon common stock subject to the award. Each current or former Verizon employee who holds Verizon PSUs at the time of the spin-off will
receive additional Verizon PSUs approximately equal to the cash value of the Frontier common stock that would be received with respect to each
hypothetical share of Verizon common stock held by the current or former Verizon employee under the Verizon PSU program.
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Interests of Certain Persons in the Merger

In considering the Frontier board’s determination to approve the merger agreement and to recommend that Frontier stockholders vote for the
merger proposals, Frontier stockholders should be aware of potential conflicts of interest of, and the benefits available to, certain Frontier officers.
These officers may have interests in the merger that may be different from, or in addition to, the interests of Frontier stockholders as a result of,
among other things, certain severance protection that applies to them following the merger.

Employment and Change in Control Agreements

Each of Mary Agnes Wilderotter, Donald R. Shassian, Daniel J. McCarthy, Peter B. Hayes, Cecilia K. McKenney, Hilary E. Glassman and
Melinda White is subject to an agreement with Frontier under which she or he is entitled to certain severance payments and benefits in the event of
termination without cause by Frontier or resignation by the executive on account of certain material changes in his or her employment relationship.
Certain of these executives are entitled to severance payments and benefits only if any such termination or resignation occurs following a change in
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control (as defined in the agreements). Other executives are entitled to such severance payments and benefits if any such termination or resignation
occurs whether or not a change in control has occurred but may resign for additional reasons and receive such severance payments and benefits
following a change in control. See “Executive Compensation of Frontier—Employment Arrangements; Potential Payments Upon Termination or
Change-in-Control” for a description of the agreements with Mrs. Wilderotter, Mr. Shassian, Mr. McCarthy, Mr. Hayes and Ms. McKenney.

Frontier entered into a letter agreement with Hilary E. Glassman, dated July 8, 2005, and amended in December 2008. If Ms. Glassman’s
employment is terminated by Frontier without “cause” or by Ms. Glassman for “good reason” or within one year following a “change in control” as
a result of certain material changes in her employment relationship (all as defined in the letter agreement), Ms. Glassman will be entitled to the sum
of one times base salary and a prorated target bonus, an amount equal to one year’s COBRA premiums for medical, dental and other health
benefits coverage, life insurance coverage for one year and full vesting of her restricted shares.

Pursuant to a September 2007 arrangement, all of Melinda White’s restricted shares will become fully vested if, within one year following a
“change in control,” Ms. White’s employment is terminated by Frontier without “cause” or she terminates her employment as a result of certain
material changes in her employment relationship (all as defined in the arrangement).

The consummation of the merger will constitute a change in control for purposes of these agreements. If a change in control occurred as of
September 1, 2009, and these executives were terminated or resigned as of that date under the circumstances covered by the agreements, the
executives would have been entitled to base salary payment, bonus payments, accelerated vesting of restricted shares and benefits as follows:
 

Name   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Benefits   Total

Mrs. Wilderotter   $ 2,775,000  $ 2,775,000  $ 5,569,634  $ 51,108   $ 11,170,742
Mr. Shassian   $ 900,000  $ 900,000  $ 1,410,021   0       $ 3,210,021
Mr. McCarthy    0   0  $ 811,307   0       $ 811,307
Mr. Hayes   $ 300,000  $ 199,800  $ 749,500  $ 14,972     $ 1,264,272
Ms. McKenney   $ 290,000  $ 217,500  $ 734,927   0       $ 1,242,427
Ms. Glassman   $ 308,700  $ 154,196  $ 634,592  $ 6,187      $ 1,103,675
Ms. White    0   0  $ 408,153   0       $ 408,153
 
(1) Consists of the number of shares multiplied by the $7.05 closing price per share on September 1, 2009.
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(2) Consists of the applicable monthly COBRA premium for the type of medical, dental and vision coverage in effect for the executive on
September 1, 2009 and the applicable monthly insurance premium for the life insurance coverage in effect for the executive on September 1,
2009, each multiplied by the applicable number of months (for Mrs. Wilderotter, 36; for Ms. Glassman, 12).

 

(3) Although Mrs. Wilderotter is entitled to a tax gross-up payment in certain circumstances, no gross-up payment is estimated to be payable
based on a termination on September 1, 2009 and the payments and benefits described above.

 

(4) Consists of the applicable monthly COBRA premium for the type of medical coverage in effect for Mr. Hayes on September 1, 2009,
multiplied by 12.

Executive Deferred Savings Plan

Under the Executive Deferred Savings Plan, upon a “change in control” (as defined in the plan) all matching contributions become fully
vested and all vested account balances must be distributed to participating executives. The consummation of the merger will constitute a change in
control under the plan, resulting in accelerated vesting of matching contributions and distribution of the vested account balance of one officer.

Regulatory Approvals

Telecommunications Regulatory Approvals

Frontier and Verizon currently expect that the transactions contemplated by the merger agreement will require approval of the state regulatory
agencies of the following states in their capacities as regulators of incumbent local exchange and intrastate toll carrier operations of Verizon or
Frontier: Arizona, California, Illinois, Nevada, Ohio, Oregon, South Carolina, Washington and West Virginia. State regulatory agencies in other
states, however, may require that Frontier, Verizon or both obtain approval or authorization for the transactions in those states as well. At the
request of third parties, certain state regulatory agencies are considering whether approval of the transactions is required. Also, the regulatory
agency in Pennsylvania must approve the transfer of Verizon’s incumbent local exchange operations in that state, which Verizon will retain, to a
newly created Verizon operating company. Although the scope of matters that must be approved varies by state, the foregoing approvals are

(1)

(2)(3)

(4)

(2)
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generally required for the transfer of Verizon’s local exchange and intrastate toll businesses in the Spinco territory to companies to be controlled
by Frontier (including the Spinco subsidiaries after the merger), which will be deemed to occur upon completion of the merger and the other
transactions described elsewhere in this proxy statement/prospectus.

On May 29, 2009, Frontier and Verizon completed the filing of regulatory applications in Arizona, Ohio, Oregon, Pennsylvania, South
Carolina, Washington and West Virginia.

On or prior to June 4, 2009, Frontier and Verizon completed the filing of regulatory applications in California, Illinois and Nevada.

On June 1, 2009, Frontier and Verizon applied to 41 local franchising authorities in Oregon and Washington for consent and approval to
transfer control of the Verizon franchises to provide video services in those states to Frontier. There can be no assurance that these consents and
approvals will be obtained. Ten authorities have already granted approval to transfer control of Verizon’s franchise to Frontier. In addition, prior to
closing, Verizon will provide notice to Indiana of the transfer of control of its statewide franchise to Frontier.

Frontier and Verizon believe that the transactions will produce benefits for the states in which the combined company will conduct its
operations, the residents of those states, and the customers of the communications businesses of the combined company. While the parties believe
that the transactions satisfy the applicable regulatory standards for the foregoing approvals, there can be no assurance that the state regulatory
agencies will grant the approvals or will not attempt to impose conditions on the approvals.
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In addition, under the Communications Act of 1934, as amended, referred to as the Communications Act, the FCC must approve the transfer
or assignment of FCC licenses and authorizations. Verizon and Frontier filed applications for consent to transfer the affected licenses and
authorizations, and related amendments, on May 28 and May 29, 2009, June 8, 2009 and July 30, 2009.

Each party’s obligations to complete the merger are subject to receipt of the consents of, or receipt of an exemption from, the state regulatory
agencies referred to above and the FCC, in each case, without the imposition of conditions that would reasonably be expected to be materially
adverse to Frontier, to Spinco or to Verizon (assuming for this purpose that the business, assets, properties and liabilities of each of (1) Verizon and
all Verizon subsidiaries and (2) Frontier and all Frontier subsidiaries are comparable in size to those of Spinco and all Spinco subsidiaries). The
merger agreement provides that each party to the merger agreement, subject to customary limitations, will use all commercially reasonable efforts
to promptly take all actions and to assist and cooperate with the other parties in doing all things necessary, proper or advisable under applicable
laws and regulations to consummate the merger and the transactions contemplated by the merger agreement. Frontier and Verizon have also agreed
to use all commercially reasonable efforts to resolve any objections or challenges from a regulatory authority, except that the parties are not
obligated to appeal any final order by the FCC or any state regulatory agency.

Antitrust Approvals

Under the Hart-Scott-Rodino Act and the rules promulgated under that act by the Federal Trade Commission, the merger may not be
completed until notifications have been given and information furnished to the Federal Trade Commission and to the Antitrust Division of the
Department of Justice and the specified waiting period has been terminated or has expired. The parties filed their Hart-Scott-Rodino Act
application on August 21, 2009. On September 1, 2009, the Federal Trade Commission granted the parties’ request for early termination of the
waiting period under the Hart-Scott-Rodino Act. At any time before or after completion of the merger, the Federal Trade Commission or the
Antitrust Division of the Department of Justice could take any action under the antitrust laws that it deems necessary or desirable in the public
interest, including seeking to enjoin completion of the spin-off and the merger or seeking divestiture of substantial assets of Frontier or Spinco. The
spin-off and the merger are also subject to review under state antitrust laws and could be the subject of challenges by private parties under the
antitrust laws.

Accounting Treatment

The merger will be accounted for by applying the acquisition method, which requires the determination of the acquirer, the acquisition date,
the fair value of assets and liabilities of the acquiree and the measurement of goodwill. Statement of Financial Accounting Standards No. 141(R)
(revised 2007), Business Combinations, referred to as SFAS 141(R), provides that in identifying the acquiring entity in a combination effected
through an exchange of equity interests, all pertinent facts and circumstances must be considered, including: the constituent company issuing its
equity interest in the business combination, the relative voting rights of the stockholders of the constituent companies in the combined entity, the
composition of the board of directors and senior management of the combined company, the relative size of each company and the terms of the
exchange of equity securities in the business combination, including payment of any premium.

Based on Frontier being the entity issuing its equity interests in the merger, the Frontier-designated directors representing nine out of twelve
directors on the board of the combined company and the Frontier senior management team being the senior management team of the combined
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company, Frontier has concluded that it is appropriate to treat Frontier as the acquirer of Spinco for accounting purposes. This means that Frontier
will allocate the transaction consideration to the fair value of Spinco’s assets and liabilities at the acquisition date, with any excess of the
transaction consideration over fair value being recorded as goodwill.

No Appraisal Rights

None of the stockholders of Frontier or Verizon will be entitled to appraisal rights or to demand payment for their shares in connection with
the spin-off or the merger.
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Listing

After the merger, shares of common stock of Frontier, as the combined company, will continue to trade on the NYSE under the symbol
“FTR.”

Dividend Policy of Frontier and the Combined Company

The amount and timing of dividends payable on Frontier common stock are within the sole discretion of the Frontier board. Frontier currently
pays an annual cash dividend of $1.00 per share of Frontier common stock. After the closing of the merger, Frontier intends to pay an annual cash
dividend of $0.75 per share of common stock of the combined company, subject to applicable law and agreements governing the combined
company’s indebtedness and at the discretion of the Frontier board. Frontier expects that the dividend policy after the closing of the merger will
allow Frontier to invest in the existing Frontier and Spinco markets, offer new products and services and extend and increase broadband capability
to the existing Frontier and Spinco markets.
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MATERIAL UNITED STATES FEDERAL INCOME TAX CONSEQUENCES OF THE SPIN-OFF AND THE MERGER

The following summarizes the material United States federal income tax consequences of the spin-off and the merger. This summary is
based on the Code, the Treasury regulations promulgated under the Code, and interpretations of the Code and the Treasury regulations by the courts
and the IRS, all as they exist as of the date hereof and all of which are subject to change, possibly with retroactive effect. This is not a complete
summary of all of the tax consequences of the spin-off and the merger. In particular, it may not address United States federal income tax
considerations applicable to Frontier or Verizon stockholders subject to special treatment under United States federal income tax law, such as
financial institutions, dealers in securities, traders in securities who elect to apply a mark-to-market method of accounting, insurance companies,
tax-exempt entities, partnerships and other pass-through entities, stockholders who hold their shares as part of a “hedge,” “straddle,” “conversion”
or “constructive sale” transaction, stockholders who are subject to the alternative minimum tax and stockholders who acquired their shares upon the
exercise of employee stock options or otherwise as compensation. In addition, this summary is limited to stockholders that hold their Frontier or
Verizon common stock as a capital asset. Finally, this summary does not address any estate, gift or other non-income tax consequences or any
state, local or foreign tax consequences.

This summary is limited to stockholders of Frontier or Verizon that are United States holders. A United States holder is a beneficial owner of
Frontier or Verizon stock, other than an entity or arrangement treated as a partnership for United States federal income tax purposes, that is, for
United States federal income tax purposes:
 

 •  an individual who is a citizen or a resident of the United States;
 

 
•  a corporation, or other entity taxable as a corporation for United States federal income tax purposes, created or organized in or under

the laws of the United States, any state thereof or the District of Columbia;
 

 •  an estate, the income of which is subject to United States federal income taxation regardless of its source; or
 

 

•  a trust, if (i) a court within the United States is able to exercise primary jurisdiction over its administration and one or more United
States persons have the authority to control all of its substantial decisions, or (ii) in the case of a trust that was treated as a domestic
trust under the law in effect before 1997, a valid election is in place under applicable Treasury regulations.

Verizon and Frontier stockholders are urged to consult their own tax advisors regarding the tax consequences of the spin-off and the
merger to them, including the effects of United States federal, state, local, foreign and other tax laws.
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The Spin-Off

The spin-off and merger are conditioned upon Verizon’s receipt of the IRS ruling. Although a private letter ruling from the IRS generally is
binding on the IRS, the ruling will not rule that the spin-off satisfies every requirement for a tax-free spin-off, and the parties will rely solely on
the opinion of counsel described below for comfort that such additional requirements are satisfied.

The spin-off and merger are also conditioned upon Verizon’s receipt of an opinion of Debevoise, counsel to Verizon, to the effect that the
spin-off and certain related transactions will qualify as tax-free to Verizon, Spinco and the stockholders of Verizon, referred to as the opinion of
Verizon’s counsel. The opinion of Verizon’s counsel will rely on the IRS ruling as to matters covered by it.

Both the IRS ruling and the opinion of Verizon’s counsel will be based on, among other things, certain representations and assumptions as to
factual matters made by Verizon, Spinco and Frontier, including assumptions concerning Section 355(e) of the Code as discussed below. The
failure of any factual representation
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or assumption to be true, correct and complete in all material respects could adversely affect the validity of the ruling or opinion. An opinion of
counsel represents counsel’s best legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with the opinion.
In addition, the IRS ruling and the opinion of Verizon’s counsel will be based on current law, and cannot be relied on if current law changes with
retroactive effect.

The IRS ruling and the opinion of Verizon’s counsel are expected to conclude that:

(1) the contribution by Verizon to Spinco of assets of the Spinco business and related liabilities, in exchange for additional shares of
Spinco common stock, receipt by Verizon of the special cash payment and, in certain circumstances, the Spinco debt securities,
followed by the distribution of the Spinco common stock in the spin-off, will qualify as a reorganization within the meaning of
Section 368(a)(1)(D) of the Code, and Verizon and Spinco will each be a party to a reorganization within the meaning of Section 368(b)
of the Code;

(2) no gain or loss will be recognized by Verizon on the contribution or the spin-off under Section 361 of the Code provided that the
cash received by Verizon does not exceed the amount of Verizon’s tax basis in the assets contributed to Spinco (less liabilities
assumed);

(3) Verizon will not recognize any income, gain, loss or deduction with respect to the Spinco debt securities, except in certain
enumerated cases;

(4) no gain or loss will be recognized by stockholders of Verizon on the receipt of the Spinco common stock in the spin-off under
Section 355(a)(1) of the Code;

(5) each Verizon stockholder’s holding period in the Spinco common stock received in the spin-off will include the holding period of
the Verizon common stock with respect to which the distribution of the Spinco common stock is made; and

(6) each Verizon stockholder’s basis in a share of Verizon common stock will be allocated between the share of Verizon common stock
with respect to which the distribution of the Spinco common stock is made and the share of Spinco common stock (or allocable
portions thereof) received with respect to such share of Verizon common stock in proportion to their fair market values.

The IRS ruling and the opinion of Verizon’s counsel are also expected to conclude that certain internal contributions and distributions in
connection with the spin-off will be tax-free to Verizon.

If the spin-off does not qualify as a tax-free spin-off under Section 355 of the Code, each Verizon stockholder who receives Spinco common
stock would be treated as receiving a taxable dividend in an amount equal to the fair market value of the Spinco stock received, to the extent of
such stockholder’s ratable share of Verizon’s earnings and profits.

In addition, if the spin-off does not qualify under Section 355 of the Code, Verizon would have taxable gain equal to the excess of the value
of the assets transferred to Spinco plus liabilities assumed by Spinco over Verizon’s tax basis for those assets. Even if the spin-off otherwise
qualifies as a tax-free spin-off under Section 355 of the Code, the spin-off will be taxable to Verizon pursuant to Section 355(e) of the Code if
there is a 50% or more change in ownership of either Verizon or Spinco, directly or indirectly, as part of a plan or series of related transactions that
include the spin-off. Because Verizon stockholders will collectively own more than 50% of the Frontier common stock following the merger, the
merger alone will not cause the spin-off to be taxable to Verizon under Section 355(e). However, Section 355(e) might apply if other acquisitions
of stock of Verizon before or after the merger, or of Frontier after the merger, are considered to be part of a plan or series of related transactions
that include the spin-off. In connection with the request for the IRS ruling and the opinion of Verizon’s counsel, Verizon will represent that the
spin-off is not part of any such plan or series of related transactions. If Section 355(e) of the Code applied, Verizon might recognize a very
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substantial amount of taxable gain.
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Under the tax sharing agreement, in certain circumstances, and subject to certain limitations, Frontier is required to indemnify Verizon for
taxes on the spin-off that arise as a result of actions or failures to act by Frontier, or as a result of changes in ownership of the stock of Frontier after
the distribution and merger. See “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their Affiliates—Tax
Sharing Agreement.” In some cases however, Verizon might recognize gain on the spin-off without being entitled to an indemnification payment
under the tax sharing agreement. Even if Section 355(e) of the Code causes the spin-off to be taxable to Verizon, the spin-off will nevertheless
remain tax-free to Verizon stockholders.

United States Treasury regulations require each Verizon stockholder that owns at least 5% of the total outstanding stock of Verizon and
receives stock in the spin-off to attach to its United States federal income tax return for the year in which the spin-off occurs a detailed statement
containing certain information relating to the tax-free nature of the spin-off. Upon request, Verizon will provide stockholders of 5% or more of its
outstanding stock who received Frontier common stock in the merger with any pertinent information that is in Verizon’s possession and is
reasonably available, to the extent necessary to comply with that requirement.

The Merger

The obligations of Verizon and Frontier to consummate the merger are conditioned, respectively, on Verizon’s receipt of the opinion of
Debevoise, counsel to Verizon, and Frontier’s receipt of an opinion of Cravath, counsel to Frontier, to the effect that the merger will qualify as a
tax-free reorganization under Section 368(a) of the Code, and that no gain or loss will be recognized on the merger by Spinco or by Spinco
stockholders (except for cash in lieu of fractional shares), referred to as the opinion of Frontier’s counsel. These opinions will be based on, among
other things, certain representations and assumptions as to factual matters made by Verizon, Spinco and Frontier. The failure of any factual
representation or assumption to be true, correct and complete in all material respects could adversely affect the validity of the opinions. An opinion
of counsel represents counsel’s best legal judgment, is not binding on the IRS or the courts, and the IRS or the courts may not agree with the
opinion. In addition, the opinions will be based on current law, and cannot be relied on if current law changes with retroactive effect. A private
letter ruling from the Internal Revenue Service regarding the qualification of the merger as a reorganization will also be requested, but the receipt
of the private letter ruling is not a condition to the obligations of the parties to the merger.

The IRS ruling and the tax opinions are expected to conclude that:
 

 
•  the merger will qualify as a reorganization under Section 368(a)(1)(A) of the Code and Spinco and Frontier will each be a party to a

reorganization within the meaning of Section 368(b) of the Code,
 

 
•  no gain or loss will be recognized by, and no amount will be included in the income of, Spinco on the transfer of its assets to Frontier

and Frontier’s assumption of Spinco liabilities;
 

 
•  no gain or loss will be recognized by, and no amount will be included in the income of, Spinco stockholders upon the receipt of

Frontier common stock in the merger, except with respect to cash received in lieu of a fractional share of Frontier common stock;
 

 
•  the tax basis of Frontier common stock received in the merger, including any fractional share of Frontier common stock deemed

received, will be the same as the tax basis in the shares of Spinco common stock deemed exchanged therefor;
 

 
•  the holding period of Frontier common stock received by a Spinco stockholder in the merger will include the holding period of the

Spinco common stock deemed exchanged therefor; and
 

 
•  gain or loss will be recognized by Spinco stockholders on any cash received in lieu of a fractional share of Frontier common stock

equal to the difference between the amount of cash received and the tax basis of such fractional share.
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If the merger was taxable, Spinco stockholders would recognize taxable gain or loss on their receipt of Frontier stock in the merger, and
Spinco would be considered to have made a taxable sale of its assets to Frontier.

Non-corporate holders of Verizon common stock may be subject to information reporting and backup withholding tax on any cash payments
received in lieu of a fractional share of Frontier common stock. Any such holder will not be subject to backup withholding tax, however, if the
holder furnishes or has previously furnished a Form W-9 or substitute Form W-9 or successor form stating a correct taxpayer identification
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number and certifying that the holder is not subject to backup withholding tax. Any amounts withheld under the backup withholding tax rules will
be allowed as a refund or credit against a holder’s United States federal income tax liability provided that the holder furnishes the required
information to the IRS.

Verizon stockholders who own at least 1% of the total outstanding stock of Spinco immediately after the spin-off but prior to the merger and
receive Frontier common stock as a result of the merger will be required to retain records pertaining to the merger and will be required to file with
their United States federal income tax return for the year in which the merger takes place a statement setting forth certain facts relating to the
merger.
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THE TRANSACTION AGREEMENTS

The Merger Agreement

The following is a summary of selected material provisions of the merger agreement. This summary is qualified in its entirety by reference to
the Agreement and Plan of Merger, dated as of May 13, 2009, and Amendment No. 1 thereto, dated as of July 24, 2009. The composite form of the
merger agreement, reflecting Amendment No. 1 thereto, is incorporated by reference in its entirety and attached to this proxy statement/prospectus
as Annex A-1. Stockholders of Frontier and Verizon are urged to read the merger agreement in its entirety. The merger agreement has been
included to provide Frontier stockholders and Verizon stockholders with information regarding its terms. The merger agreement is not intended to
provide any other factual information about Verizon, Spinco, Frontier or the combined company following completion of the merger. Information
about Verizon, Spinco, Frontier and the combined company can be found elsewhere in this proxy statement/prospectus.

The merger agreement contains representations and warranties that Verizon, Spinco and Frontier made to each other. These representations
and warranties have been made solely for the benefit of the other parties to the merger agreement and have been qualified by certain information
that has been disclosed to the other parties to the merger agreement and that is not reflected in the merger agreement. In addition, these
representations and warranties may be intended as a way of allocating risks among parties if the statements contained therein prove to be incorrect,
rather than as actual statements of fact. Accordingly, Frontier and Verizon stockholders should not rely on the representations and warranties as
characterizations of the actual state of facts. Moreover, information concerning the subject matter of the representations and warranties may have
changed since the date of the merger agreement, which subsequent information may or may not be fully reflected in the companies’ public
disclosures. Frontier does not believe that securities laws require Frontier to disclose publicly any information related to the merger agreement
other than information that has already been so disclosed.

The Merger

Under the merger agreement and in accordance with Delaware law, Spinco will merge with and into Frontier. As a result of the merger, the
separate corporate existence of Spinco will terminate and Frontier will continue as the combined company. Frontier’s restated certificate of
incorporation and by-laws as in effect immediately prior to the merger will be the certificate of incorporation and by-laws of the combined
company.

Effective Time

The merger will become effective at the time of filing of a certificate of merger with the Secretary of State of the State of Delaware or at such
later time as Verizon, Spinco and Frontier may agree. The closing of the merger will take place no later than 2:00 p.m., prevailing Eastern time, on
the last business day of the month in which, on such last business day, the conditions precedent to the merger are satisfied or waived, but in any
event not earlier than the last business day of April 2010, unless otherwise agreed upon by the parties.

Merger Consideration

The merger agreement provides that all of the issued and outstanding shares of common stock of Spinco will be automatically converted into
an aggregate number of shares of common stock of Frontier equal to (i) $5,247,000,000 divided by (ii) the Frontier average price. However, the
merger agreement provides that if the Frontier average price exceeds $8.50, then the Frontier average price for purposes of the merger agreement
will be $8.50, and if the Frontier average price is less than $7.00, then the Frontier average price for purposes of the merger agreement will be
$7.00. Additionally, the amount referred to in clause (i) is subject to increase by any amounts paid, payable or forgone by Verizon pursuant to
orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are required to complete
the merger or the spin-off, which increase will result in a corresponding increase in the number of shares of Frontier common stock being issued
pursuant to the merger agreement.
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Distribution of Per Share Merger Consideration

Prior to or at the effective time of the merger, Frontier will deposit with a third-party distribution agent certificates or book-entry
authorizations representing the shares of Frontier common stock for the benefit of the Verizon stockholders entitled to receive shares of Spinco
common stock in the distribution. Each Verizon stockholder will be entitled to receive the number of whole shares of Frontier common stock (in
lieu of the shares of Spinco common stock otherwise distributable to that stockholder) that the stockholder has the right to receive pursuant to the
merger agreement. Shortly following the merger, the distribution agent will distribute these shares of Frontier common stock to those persons.

Treatment of Fractional Shares

The distribution agent will not deliver any fractional shares of Frontier common stock to Verizon stockholders pursuant to the merger
agreement. Instead, promptly following the merger, the distribution agent will aggregate all fractional shares of Frontier common stock and sell
them on behalf of those Verizon stockholders who otherwise would be entitled to receive a fractional share. It is anticipated that these sales will
occur as soon as practicable following the merger. Those Verizon stockholders will then receive a cash payment in an amount equal to their pro
rata share of the total net proceeds of those sales. If a Verizon stockholder physically holds Verizon stock certificates or holds its stock in book-
entry form, that stockholder’s check for any cash that it may be entitled to receive instead of fractional shares of Frontier common stock will be
mailed to the stockholder separately.

Under the merger agreement, all shares held by a holder of record will be aggregated for purposes of determining fractional shares. Any
Spinco shares held in “street name” will be aggregated with all other shares held by the holder of record for purposes of determining fractional
shares. It is anticipated that some shares of Frontier common stock held in street name will be sold post-merger by brokers or other nominees
according to their standard procedures to avoid allocating fractional shares to customer accounts, and that brokers or other nominees may request
the distribution agent to sell these shares of Frontier common stock on their behalf. Any such sale would not occur pursuant to the merger
agreement. Verizon stockholders should contact their brokers or other nominees for additional details.

None of Verizon, Spinco or Frontier or the distribution agent will guarantee any minimum sale price for the fractional shares of Frontier
common stock. None of Frontier, Spinco or Verizon will pay any interest on the proceeds from the sale of fractional shares of Frontier common
stock. The distribution of the cash proceeds from the sale of aggregated fractional shares of Frontier common stock is expected to be made net of
commissions and other fees required to be paid by the distribution agent in connection with the sale of those shares. The receipt of cash in lieu of
fractional shares of Frontier common stock will generally be taxable to the recipient stockholders. See “Material United States Federal Income Tax
Consequences of the Spin-Off and the Merger.”

Officers and Directors of the Combined Frontier

The parties to the merger agreement have agreed that the officers and directors of Frontier at the effective time of the merger will continue to
be the officers and directors of the combined company following the merger. The merger agreement also provides that the parties will take all
action necessary to cause the Frontier board immediately prior to the effective time of the merger to consist of twelve members, three of whom will
be initially designated by Verizon and nine of whom will be initially designated by Frontier. Verizon’s director nominees may not be employees of
Verizon, its affiliates or Cellco or any of its subsidiaries, and all such nominees will satisfy the requirements for director independence under the
rules and regulations of the SEC and the NYSE. The officers of Frontier immediately prior to the merger will continue as the officers of the
combined company immediately following the merger.
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Stockholders Meeting

Under the terms of the merger agreement, Frontier has agreed to call a special meeting of its stockholders for the purpose of voting upon the
adoption of the merger agreement, the amendment of Frontier’s certificate of incorporation to increase the number of authorized shares of Frontier
common stock and the issuance of Frontier common stock pursuant to the merger agreement. Frontier will satisfy this merger agreement
requirement by asking its stockholders to vote on these matters at the special meeting. Frontier has also agreed to deliver this proxy
statement/prospectus to its stockholders in accordance with applicable law and its organizational documents.

In addition, subject to certain exceptions as described in this proxy statement/prospectus, the Frontier board is obligated to recommend that
Frontier’s stockholders vote for the merger proposals. Even if the Frontier board changes its recommendation, Frontier is required to submit the
merger proposals to a stockholder vote. See “—No Solicitation.”
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Representations and Warranties

The merger agreement contains representations and warranties between Verizon and Spinco, on the one hand, and Frontier, on the other.
These representations and warranties, which are substantially reciprocal, relate to, among other things:
 

 •  due organization, good standing and qualification;
 

 •  capital structure;
 

 
•  authority to enter into the merger agreement (and the other agreements executed in connection therewith) and no conflicts with or

violations of governance documents, other obligations or laws;
 

 •  financial statements and absence of undisclosed liabilities;
 

 •  absence of certain changes or events;
 

 •  absence of material investigations or litigation;
 

 •  compliance with applicable laws;
 

 
•  accuracy of information supplied for use in this proxy statement/prospectus, the registration statements/information statements and

other governmental filings;
 

 •  environmental matters;
 

 •  tax matters;
 

 •  employee benefit matters and compliance with ERISA;
 

 •  labor matters;
 

 •  intellectual property matters;
 

 •  communications regulatory matters;
 

 •  material contracts;
 

 •  approval by the board of directors;
 

 •  interests in real properties;
 

 •  possession of required licenses and regulatory approvals;
 

 •  payment of fees to finders or brokers in connection with the merger (representation given by Verizon and Frontier, not Spinco); and
 

 •  affiliate transactions.
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Frontier has also made representations and warranties to Verizon and Spinco relating to filings with the SEC, the opinions of Frontier’s
financial advisors, the inapplicability to the merger of state anti-takeover laws and Frontier’s rights plan and the required vote of Frontier
stockholders to approve the merger proposals.

Verizon and Spinco also made representations and warranties to Frontier relating to the sufficiency of assets to be contributed to Spinco and
the absence of ownership by Verizon or Spinco of any shares of Frontier capital stock.

Many of the representations and warranties contained in the merger agreement are subject to materiality qualifications, knowledge
qualifications, or both, and none of the representations and warranties survive the effective time of the merger. The merger agreement does not
contain any post-closing indemnification obligations with respect to these matters.

Conduct of Business Pending Closing

Each of the parties has undertaken to perform certain covenants in the merger agreement and agreed to restrictions on its activities until the
effective time of the merger. In general, each of Spinco, each of the subsidiaries of Verizon contributing assets to Spinco and Frontier is required to
conduct its business in the ordinary course (other than as required to consummate the transactions), to use all reasonable efforts to preserve its
present business organization, to keep available the services of its current officers and other key employees and preserve its relationships with
customers and vendors with the intention that its goodwill and ongoing businesses will not be materially impaired. In addition, each of Verizon
(with respect to the Spinco business only), Spinco and Frontier has agreed to specific restrictions applicable prior to the effective time of the
merger relating to the following:
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• issuing, delivering, or selling any shares of its capital stock or any securities convertible into or exercisable for, or any right to acquire,
capital stock, other than (a) the issuance of shares by Frontier in connection with the exercise of certain stock options or the vesting of
certain restricted stock units or restricted stock, (b) issuances of capital stock by any wholly owned subsidiary of Spinco, on the one
hand, or Frontier, on the other hand, to their respective parents or to another of their respective wholly owned subsidiaries, (c) grants by
Frontier of certain options, restricted stock units or restricted stock in the ordinary course of business, consistent with past practice,
(d) issuances by Frontier pursuant to its rights plan and (e) issuances by Spinco or its subsidiaries pursuant to the merger agreement, the
distribution agreement or the contribution;

 

 •  amending certificates of incorporations or by-laws, subject to certain exceptions;
 

 •  making acquisitions of a substantial equity interest or assets of another entity;
 

 

•  selling, leasing, licensing, disposing of or otherwise encumbering assets (including the capital stock of certain subsidiaries, but
excluding surplus real estate, inventory or obsolete equipment in the ordinary course of business consistent with past practice) other
than, with respect to Frontier, any liens to be created in connection with certain of its financing arrangements;

 

 
•  except in the ordinary course, consistent with past practice, making capital expenditures that are not included in such party’s capital

expenditures budget and that are in excess of $10 million in the aggregate, subject to certain exceptions;
 

 

•  incurring debt, other than (a) in connection with customer contracts or equipment leasing in the ordinary course of business consistent
with past practice, (b) with respect to Spinco, as contemplated by the special cash payment financing and the Spinco debt securities,
(c) with respect to Frontier, refinancings of indebtedness completed prior to March 1, 2010 that are unsecured and do not conflict with
the terms of the special cash payment financing or the Spinco debt securities or (d) with respect to Frontier, incurrence of indebtedness
under its revolving credit facility;
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 •  effecting the complete or partial liquidation or dissolution of Spinco or Frontier or any of their respective subsidiaries;
 

 •  compensation and benefit matters with respect to directors, officers and employees;
 

 

•  in the case of Spinco, subject to certain exceptions, establishing, adopting, entering into, terminating or amending any collective
bargaining agreement or other arrangement for the benefit of directors, officers or employees, except as contemplated by the employee
matters agreement (see “The Transaction Agreements—Additional Agreements Between Frontier, Verizon and Their Affiliates—The
Employee Matters Agreement”);

 

 
•  making any material change in its accounting methods, other than in accordance with accounting principles generally accepted in the

United States, referred to as U.S. GAAP, or as required by Verizon’s or Frontier’s respective auditors;
 

 
•  making or rescinding any material tax elections or settling or compromising any material income tax claims, amending any material tax

returns and materially changing any method of reporting income or deductions;
 

 
•  paying, discharging or satisfying any material claims, liabilities or obligations (absolute, accrued, asserted or unasserted, contingent or

otherwise), other than in the ordinary course of business consistent with past practice and subject to certain other exceptions;
 

 •  entering into or amending agreements or arrangements with certain affiliated parties on non-arm’s-length terms; and
 

 
•  modifying, amending or terminating any material contract or waiving, releasing or assigning any material rights or claims, except in the

ordinary course of business, consistent with past practice.

In addition, Spinco agreed not to amend the distribution agreement without Frontier’s consent.

Verizon has also agreed to cause Spinco to adhere to the covenants listed above.

Frontier agreed to additional restrictions relating to the following:
 

 
•  declaring or paying dividends or other distributions in respect of its capital stock; provided that Frontier may continue paying quarterly

dividends in an amount not to exceed $0.25 per share in accordance with its dividend payment practices in 2008;
 

 
•  from and after March 1, 2010, offering or engaging in negotiations concerning any potential issuance of debt securities other than the

financing contemplated by the merger agreement and described below under “Financing Matters”;
 

 
•  splitting, combining or reclassifying its capital stock or issuing securities in respect of, in lieu of or in substitution for its capital stock;

and
 

 •  redeeming, repurchasing or otherwise acquiring its capital stock.
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Non-Competition

The merger agreement and the distribution agreement do not contain any restrictions on either party’s ability to compete with the other party
following the merger.

Proxy Materials

The parties agreed to prepare this proxy statement/prospectus and the registration statement of which it is a part, and Frontier has agreed to
file them with the SEC and use all commercially reasonable efforts to have the
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SEC complete its review of this proxy statement/prospectus and declare the registration statement effective. Frontier is required under the terms of
the merger agreement to mail this proxy statement/prospectus to its stockholders as promptly as practicable after the SEC completes its review of
this proxy statement/prospectus and, if required by the SEC, after the registration statement is declared effective. The parties have agreed to
prepare a registration statement to effect the registration of the shares of Spinco common stock to be issued in connection with the distribution, and
Spinco has agreed to file that registration statement with the SEC and use all commercially reasonable efforts to have the registration statement
declared effective by the SEC prior to the distribution.

Listing

Frontier has agreed to make application to the NYSE for the listing of the shares of its common stock to be issued pursuant to the merger
agreement and use all commercially reasonable efforts to cause such shares to be approved for listing.

Efforts to Close

The merger agreement provides that each party to the merger agreement, subject to customary limitations, will use all commercially
reasonable efforts to take all actions and to do all things necessary, proper or advisable to consummate the transactions contemplated by the merger
agreement, the distribution agreement, the cutover plan support agreement, the employee matters agreement, the intellectual property agreement,
the software license agreement, the FiOS intellectual property agreement, the FiOS software license agreement, the FiOS trademark license
agreement, the joint defense agreement and the tax sharing agreement, collectively referred to as the transaction agreements, including executing
such documents, instruments or conveyances that may be reasonably necessary or advisable to carry out any of the transactions contemplated by
the merger agreement and the other transaction agreements.

Regulatory Matters

The merger agreement provides that each of the parties to the merger agreement will use all commercially reasonable efforts to take all
actions and to do all things necessary, proper or advisable under applicable laws and regulations to consummate the transactions, including:
 

 •  obtaining all necessary actions, waivers, consents, and approvals from any governmental authority;
 

 

•  obtaining the consents of the FCC and state and local regulatory agencies relating to telecommunications regulatory matters, in each
case without the imposition of any conditions or restrictions other than those as Frontier may offer in its discretion and other than those
that would not reasonably be expected to constitute a materially adverse regulatory condition (as described further under “—Conditions
to the Completion of the Merger”);

 

 
•  defending any lawsuits or other legal proceedings challenging the merger agreement or the consummation of the transactions

contemplated by the merger agreement;
 

 •  contesting any actions or proceedings instituted by a regulatory authority; and
 

 •  resolving any objections or challenges from a regulatory authority;

provided, however, that the parties are not obligated to appeal the denial of approval by the FCC or any state public service or public utility
commission or similar state regulatory body.

Verizon, Spinco and Frontier have also agreed to (a) make all required filings under the Hart-Scott-Rodino Act, and (b) file all required
applications with the FCC and state and local regulatory agencies relating to telecommunications regulatory matters.
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Certain Third-Party Consents

The merger agreement provides that each of Verizon and Spinco will use all commercially reasonable efforts to identify and obtain any
material third-party consents necessary to consummate the transactions contemplated by the merger agreement or the distribution agreement
(including for up to six months following the closing), and the parties have agreed on an allocation of the costs associated with obtaining those
consents. Verizon has also agreed to use all commercially reasonable efforts to identify and obtain any third-party intellectual property consents
required in connection with the consummation of the transactions contemplated by the merger agreement or the distribution agreement (including
for up to six months following the closing), and the parties have agreed on an allocation of the costs associated with obtaining such consents. To
the extent any required consent is not received prior to the closing of the merger, then (a) if applicable, the contract that is subject to that consent
will not be assigned in the contribution and (b) if applicable, to the extent any such contract may only be enjoyed by an affiliate of Verizon, that
contract will be transferred to another affiliate of Verizon, and in each case Verizon will use all commercially reasonable efforts to make the
benefits of any such contract available to the combined company for the duration of such contract (excluding any renewal period that will come
into effect after six months following the closing of the merger).

Verizon and Frontier have also agreed to use all commercially reasonable efforts to obtain any necessary consent from the counterparty to any
blended customer contract to separate the portion of that contract relating to the goods or services purchased from or supplied to the Spinco
business under the contract and transfer such portion to Spinco.

The merger agreement also provides that with respect to certain retained customer accounts, with respect to any customer contract that is
required to be transferred pursuant to the distribution agreement but not assigned and with respect to any blended customer contract that is not
assumed due to the failure to obtain the necessary consent, (a) to the extent that contract involves the provision of incumbent local exchange carrier
services that are part of the Spinco business, Verizon will use the combined company to provide those services and (b) to the extent that contract
involves the provision of services other than incumbent local exchange carrier services, Verizon will continue to provide specified services to the
customer in accordance with such contract. Verizon agreed to make certain payments to the combined company in connection with the delivery of
those services to the applicable customers.

Employee Matters

The merger agreement provides that throughout the internal restructurings taken in contemplation of the merger agreement, including the
contribution, the distribution and the merger, the employees of the Spinco business will maintain uninterrupted continuity of employment,
compensation and benefits (and with respect to union-represented employees, uninterrupted continuity of representation for purposes of collective
bargaining and uninterrupted continuity of coverage under their collective bargaining agreements), as contemplated by the employee matters
agreement. See “—Additional Agreements Between Frontier, Verizon and Their Affiliates—The Employee Matters Agreement.”

No Solicitation

The merger agreement contains detailed provisions restricting Frontier’s ability to seek an alternative transaction. Under these provisions,
Frontier agrees that it and its subsidiaries will not, and will use all commercially reasonable efforts to cause its and its subsidiaries’ officers,
directors, employees, advisors and agents not to, directly or indirectly:
 

 
•  knowingly solicit, initiate or encourage any inquiry or proposal that constitutes or could reasonably be expected to lead to an

acquisition proposal;
 

 

•  provide any non-public information or data to any person relating to or in connection with an acquisition proposal, engage in any
discussions or negotiations concerning an acquisition proposal, or otherwise knowingly facilitate any effort or attempt to make or
implement an acquisition proposal;
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 •  approve, recommend, agree to or accept, or propose publicly to approve, recommend, agree to or accept, any acquisition proposal; or
 

 

•  approve, recommend, agree to or accept, or propose to approve, recommend, agree to or accept, or execute or enter into, any letter of
intent, agreement in principle, merger agreement, acquisition agreement, option agreement or other similar agreement related to any
acquisition proposal.

Frontier also agreed to cease and cause to be terminated any existing activities, discussions or negotiations with any persons conducted prior
to the execution of the merger agreement with respect to any acquisition proposal.

The merger agreement provides that the term “acquisition proposal” means any proposal regarding:
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• any merger, consolidation, share exchange, business combination, recapitalization or other similar transaction or series of related

transactions involving Frontier or any of its significant subsidiaries;
 

 

•  any direct or indirect purchase or sale, lease, exchange, transfer or other disposition of the consolidated assets (including stock of
Frontier’s subsidiaries) of Frontier and its subsidiaries, taken as a whole, constituting 15% or more of the total consolidated assets of
Frontier and its subsidiaries, taken as a whole, or accounting for 15% or more of the total consolidated revenues of Frontier and its
subsidiaries, taken as a whole, in any one transaction or in a series of transactions;

 

 

•  any direct or indirect purchase or sale of or tender offer, exchange offer or any similar transaction or series of related transactions
engaged in by any person following which any person or group of persons would own 15% or more of the outstanding shares of Frontier
common stock; or

 

 

•  any other substantially similar transaction or series of related transactions that would reasonably be expected to prevent or materially
impair or delay the consummation of the transactions contemplated by the merger agreement or the other agreements executed in
connection therewith.

The merger agreement does not prevent Frontier or its board of directors from engaging in any discussions or negotiations with, or providing
any non-public information to, any person in response to an unsolicited bona fide superior proposal or acquisition proposal that the Frontier board,
after consulting with a financial advisor of nationally recognized reputation, determines in good faith would reasonably be expected to lead to a
superior proposal. However, Frontier or its board of directors may take such actions only if and to the extent that:
 

 •  Frontier stockholders have not yet approved the merger proposals;
 

 
•  the Frontier board, after consulting with its legal advisors, determines in good faith that failure to take such action would reasonably be

expected to result in a breach of its fiduciary duties to Frontier stockholders under applicable laws; and
 

 
•  before providing any information or data to any person in connection with an acquisition proposal by that person, such information is

provided to Verizon at the same time it is provided to that person (to the extent not previously provided or made available to Verizon);

and before providing any non-public information or data to any person or entering into discussions or negotiations with any person, the Frontier
board promptly notifies Verizon of any such inquiry, proposal or offer or any request for information, or any discussions or negotiations sought to
be initiated or continued with Frontier, and identifies the material terms and conditions of the acquisition proposal and the identity of the person
making such acquisition proposal. Frontier has agreed to keep Verizon reasonably informed on a reasonably prompt basis (and in any event within
24 hours following receipt of any acquisition proposal or changes thereto) of the status and material terms of any proposals or offers and the status
of discussions and negotiations.

The merger agreement provides that the term “superior proposal” means any proposal or offer made by a third party to acquire, directly or
indirectly, by merger, consolidation or otherwise, for consideration consisting of cash and/or securities, at least a majority of the shares of
Frontier’s common stock then outstanding or all or
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substantially all of the assets of Frontier and its subsidiaries and otherwise on terms which the Frontier board, after consultation with its legal and
financial advisors, determines in its good faith judgment to be more favorable to Frontier stockholders than the merger (taking into account all of
the terms and conditions of such proposal and of the merger agreement as well as any other factors deemed relevant by the Frontier board) and
reasonably capable of being consummated on the terms so proposed, taking into account all financial, regulatory, legal and other aspects of such
proposal.

Prior to the approval of the merger proposals by Frontier stockholders, the Frontier board may withdraw or modify its recommendation that
Frontier stockholders vote for the merger proposals if, after consulting with its legal advisors, it concludes in good faith that failure to take such
action would reasonably be expected (taking into account any new or revised proposals made by Verizon) to result in a breach of its fiduciary
duties to Frontier stockholders under applicable law, but only if:
 

 

•  Frontier provides Verizon with written notice at least five business days before taking such action and indicates in its notice (A) if the
change of recommendation is not being made as a result of a superior proposal, the Frontier board’s reasons for taking such action, and
(B) if the change of recommendation is being made as a result of a superior proposal or involves the recommendation of a superior
proposal, the material terms and conditions of the superior proposal (including the identity of the party making such superior proposal);
and

 

 
•  prior to effecting the change in recommendation or recommending a superior proposal, Frontier provides Verizon the opportunity to

submit an amended written proposal or to make a new written proposal to Frontier during the five business day notice period.

Frontier is required to deliver a new written notice to Verizon in the event of material revisions to such a third-party acquisition proposal and
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again comply with the above requirements, except the notice period will be reduced to two business days.

In addition, the merger agreement does not prevent Frontier from disclosing to Frontier stockholders a position with respect to a tender offer
as required by law or from making any disclosure to Frontier stockholders if, in the good faith judgment of the Frontier board, after consultation
with its legal advisors, it is required to do so in order to comply with its fiduciary duties to Frontier stockholders under applicable law.

Frontier is required to submit the merger agreement to a stockholder vote even if the Frontier board changes its recommendation of the
merger (including in connection with a superior proposal), and Frontier may not terminate the merger agreement to accept a superior proposal.

Financing Matters

Pursuant to the distribution agreement, Verizon is entitled to receive a special cash payment from Spinco immediately prior to the
distribution. This special cash payment is contemplated to be financed through the special cash payment financing. Additionally, in certain
circumstances, Spinco debt securities may be issued to Verizon pursuant to the distribution agreement. The merger agreement contains various
covenants of Verizon, Frontier and Spinco relating to the special cash payment financing and the Spinco debt securities, including agreements by
Verizon and Frontier:
 

 
•  to meet from time to time to discuss strategy and timing for seeking proposals from reputable lenders or underwriters to provide,

arrange or underwrite the special cash payment financing (which may be negotiated, drawn down or issued in one or more tranches);
 

 

•  to jointly solicit proposals from reputable financing sources no later than nine months after the date of the merger agreement, with
Frontier having the right to select from among the proposals received one or more which Frontier reasonably determines to be the most
favorable and to take the lead in negotiations with financing sources (subject to the obligation to keep Verizon informed of all material
developments and to allow Verizon to participate in the negotiations);
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•  to use all commercially reasonable efforts to finalize all documentation with respect to the special cash payment financing and, subject
to the extension rights and Frontier’s rights to not accept the financing as described below, to accept and execute (and to cause Spinco
to execute) documentation relating thereto;

 

 

•  if Spinco debt securities are to be issued, to have Frontier (A) take the lead in the negotiation of the terms and conditions thereof with
the financial institutions selected by Verizon to be party to any debt exchange elected to be consummated by Verizon, subject to
keeping Verizon informed of all material developments and providing Verizon with an opportunity to participate in all negotiations
relating to the terms of such Spinco debt securities and (B) determine, in consultation with Verizon, the final form of the Spinco debt
securities and related agreements (including registration rights arrangements and indenture) consistent with the terms described in this
proxy statement/prospectus under the heading “Financing of the Combined Company,” provided that the covenants and economic terms
thereof would reasonably be expected to result in the Spinco debt securities being exchanged for Verizon obligations in an equal
principal amount; and

 

 

•  if Spinco debt securities are to be issued and if Verizon elects to consummate the debt exchange, to allow Verizon to have the sole right
to structure the arrangements relating thereto with underwriters, arrangers and other third parties relating to the debt exchange, provided
that Verizon keeps Frontier reasonably informed regarding such arrangements.

The merger agreement provides the parties with certain rights to defer consummating the financing (and thereby defer the closing).
Specifically, if at the time proposed for acceptance and execution of documentation relating to the special cash payment financing and, if required,
the Spinco debt securities, the negotiated terms do not satisfy the requirements for the financing that are described in the immediately following
paragraph, and if at that time the other conditions to closing have been satisfied (other than those that would be satisfied by action at the closing
and other than the condition to the obligation of Verizon related to its receipt of financing proceeds), either Verizon or Frontier may elect to defer
the closing (subject to the satisfaction of the closing conditions on such deferral date) until the final business day of the next calendar month. If
elected, the parties will cooperate in seeking to improve the proposed terms of the special cash payment financing and, if applicable, the Spinco
debt securities during such deferral period. This right of deferral may be elected on one or more occasions but no more than four times in total by
Frontier and Verizon, and, if elected for a fourth time, the period of such deferral will last until the final business day of the second calendar month
following the date on which such deferral is elected.

Frontier is not obligated under the merger agreement to accept or execute documentation relating to the special cash payment financing or, if
required, the Spinco debt securities if:
 

 

•  either (A) the weighted average life of the aggregate of such financing and securities, together with any distribution date indebtedness,
is less than five years or (B) any of the special cash payment financing or the Spinco debt securities would have a final maturity of
earlier than January 1, 2014, other than any bridge financing with a maturity of at least 364 days in an aggregate amount not in excess
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of $600 million;
 

 •  such financing or securities or any distribution date indebtedness would be secured by any assets of any operating company;
 

 

•  the terms or provisions of such financing or securities or of any distribution date indebtedness would cause their incurrence or
assumption by Frontier in or as a result of the merger to be prohibited by or cause (with or without notice or the lapse of time) a default
under Frontier’s existing credit agreements or indentures as in effect on the date of the merger agreement; or

 

 

•  both (I) the proposed covenants and other terms and conditions in such documentation (excluding (A) any terms of the Spinco debt
securities described in this proxy statement/prospectus under the heading “Financing of the Combined Company,” and (B) the rate,
yield or tenor thereof) are not, in the aggregate, substantially in accordance with then prevailing market terms for similarly sized term
loan
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bank borrowings and/or capital market issuances by companies of a size and with credit ratings similar to the combined company and
(II) the effect of such covenants and other terms and conditions that are not in accordance with the prevailing market terms (excluding
(A) any terms of the Spinco debt securities described in this proxy statement/prospectus under the heading “Financing of the Combined
Company,” and (B) the rate, yield or tenor thereof) would, in the aggregate, be materially adverse to the combined company.

Additionally, Frontier is not obligated to accept or execute documentation relating to the special cash payment financing or the Spinco debt
securities if as a result thereof the weighted average annual cash interest rate (including annual accretion of original issue discount with respect to
indebtedness issued with a material amount of original issue discount) payable on the aggregate of the special cash payment financing, the Spinco
debt securities and any distribution date indebtedness would exceed 9.5%, unless Frontier reasonably determines in good faith that these coverage
costs would not be unduly burdensome.

Frontier has agreed to discuss and consider from time to time, at the request of Verizon, the possibility of Frontier allowing Verizon to cause
Spinco to incur a portion of the special cash payment financing in advance of the closing, but is under no obligation to do so.

Not later than 60 days prior to the reasonably anticipated closing date, Verizon will deliver to Frontier a certificate setting forth the
anticipated amount of the special cash payment, along with Verizon’s then-current estimate of (1) distribution date indebtedness and (2) Verizon’s
tax basis in Spinco as of the distribution. Verizon will have the right to update such certificate up to 15 days prior to the closing of the merger in
light of any updated information of Verizon regarding its tax basis in Spinco and the amount of distribution date indebtedness.

Realignment Activities of Verizon

Verizon has agreed to segregate the operation of the Spinco business in the Spinco territory (other than West Virginia) from Verizon’s other
businesses, referred to as the realignment, such that the “sufficiency of assets” representation of Verizon included in the merger agreement will be
accurate as of the closing of the merger in accordance with the closing condition set forth in the merger agreement. The sufficiency of assets
representation is subject to qualifications and assumptions and should be read in its entirety. No later than 60 days prior to the reasonably
anticipated closing date, Verizon will notify Frontier stating that the realignment has been completed as of the date of such notice, and Frontier will
be granted reasonable rights of access from time to time to validate and confirm the completion of the realignment (including the functioning of
principal operating systems) in accordance with the merger agreement. Verizon has agreed that it will not take any action in connection with the
realignment that would result in any material increase in the number of employees performing each material function of the Spinco business above
the number of employees performing such function as of the date of the merger agreement.

Verizon has also agreed to create a separate instance of the Verizon proprietary software systems used in the conduct of the Spinco business
in the Spinco territory (other than West Virginia) and to install that software on equipment the majority of which will be located in a data center in
Fort Wayne, Indiana, that will be owned by a subsidiary of Spinco as of the closing of the merger (with the balance of this equipment to be made
available on a firewall basis from Verizon after the closing of the merger and to be transferred by Verizon to the Fort Wayne data center within one
year following the closing of the merger).

Director and Officer Insurance and Release

Under the terms of the merger agreement, the parties have agreed that Frontier, the combined company and each of their respective
subsidiaries will assist Verizon in maintaining after the closing of the merger, at Verizon’s expense, directors’ and officers’ liability insurance
policies and fiduciary liability insurance policies covering certain officers, directors, trustees and fiduciaries of Verizon, its subsidiaries and certain
other entities,
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referred to as the covered persons. The parties also agreed that as of the effective time of the merger, the combined company, on behalf of itself, its
subsidiaries and their respective successors and assigns, will execute releases releasing the covered persons from any and all claims pertaining to
acts or omissions by the covered persons prior to the closing of the merger, provided that such covered persons also execute such releases releasing
the combined company, its subsidiaries and their respective successors and assigns from any and all claims that such covered persons have or may
have of any kind.

Tax Matters

The merger agreement contains certain additional representations, warranties and covenants relating to the preservation of the tax-free status
of (i) the series of preliminary restructuring transactions to be engaged in by Verizon, (ii) the contribution transactions, (iii) the distribution
transactions, (iv) the exchange of the Spinco debt securities for Verizon debt and (v) the merger of Spinco and Frontier (which the merger
agreement refers to collectively as the tax-free status of the transactions). Additional representations, warranties and covenants relating to the tax-
free status of the transactions are contained in the tax sharing agreement. Indemnification for all matters relating to taxes is governed by the terms,
provisions and procedures described in the tax sharing agreement. See “—Additional Agreements Between Frontier, Verizon and Their Affiliates
—The Tax Sharing Agreement.”

Certain Other Covenants and Agreements

The merger agreement contains certain other covenants and agreements, including covenants (with certain exceptions specified in the merger
agreement) relating to:
 

 
•  post-signing disclosure that Verizon will make available to Frontier (and thereby modify applicable representations) regarding the

California operations of the Spinco business;
 

 
•  financial statements for the Spinco business that Verizon will provide on a quarterly basis between the signing of the merger agreement

and the closing;
 

 •  actions to be taken by the independent auditors of Frontier and Verizon;
 

 •  ensuring effectiveness of internal controls over financial reporting of the combined company;
 

 

•  certain ancillary agreements that may be entered into between Verizon and/or its affiliates, on the one hand, and Spinco and/or affiliates
of Frontier, on the other hand, regarding video transport services, and back office support for certain large enterprise and governmental
customers to be served by both Verizon and Frontier;

 

 
•  certain telephone directories agreements that Spinco will offer to enter into with Directories Media Inc. (a former affiliate of Verizon)

to the extent such agreements are binding upon the Spinco business as of immediately prior to the time of the merger; and
 

 

•  the negotiation of a joint defense agreement setting forth the procedures for defending and resolving any matters of common interest to
Verizon and Frontier arising from the transactions contemplated by the merger agreement, distribution agreement and related
agreements.

Conditions to the Completion of the Merger

The respective obligations of Frontier, Verizon and Spinco to complete the merger are subject to the satisfaction or waiver of various
conditions, including:
 

 •  the completion of the distribution in accordance with the terms of the distribution agreement;
 

 •  the termination or expiration of the applicable waiting period under the Hart-Scott-Rodino Act;
 

 •  receipt of the requisite consents of telecommunications regulatory agencies;
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•  the absence of conditions imposed in connection with obtaining telecommunications regulatory consents that constitute a materially
adverse regulatory condition (which means any condition, obligation or restriction sought to be imposed in connection with obtaining a
telecommunications regulatory consent that, taken together with any other conditions or restrictions sought to be imposed to obtain any
other telecommunications regulatory consent, would reasonably be expected to be materially adverse to Frontier, to Spinco or to
Verizon (assuming for this purpose that the business, assets, properties and liabilities of each of (i) Verizon and all Verizon subsidiaries
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and (ii) Frontier and all Frontier subsidiaries are comparable in size to those of Spinco and all Spinco subsidiaries), disregarding for this
purpose any condition or requirement on Frontier or the combined company (a) to make capital expenditures substantially consistent
with the amounts and general categories of expenditures set forth in (1) Frontier’s 2009 capital expenditure budget or (2) Verizon’s
2009 capital expenditure budget for the Spinco business, (b) that is offered by Frontier in its discretion at any time within nine months
of the date of the merger agreement in an application for an order approving the transactions contemplated by the merger agreement or
in any related filing or testimony made within nine months of the date of the merger agreement or (c) to abide by any written binding
commitments made by Verizon or any Verizon subsidiary with respect to the Spinco business, or by Frontier or any of its subsidiaries,
to any governmental authority prior to the date of the merger agreement);

 

 
•  the effectiveness of the registration statement of which this proxy statement/prospectus is a part and the receipt of all necessary permits

and authorizations under state and federal securities laws;
 

 •  the approval for listing on the NYSE of the Frontier common stock to be issued pursuant to the merger agreement;
 

 
•  the approval of the merger proposals by Frontier stockholders at the special meeting, in accordance with applicable law and the rules

and regulations of the NYSE;
 

 
•  the absence of any decree, judgment, injunction, writ, ruling or other order issued by a court or governmental authority which restrains,

enjoins or prohibits the contribution transactions, the distribution transaction or the merger;
 

 

•  the absence of any action taken, and the absence of any statute, rule, regulation or executive order having been enacted, entered,
promulgated or enforced by any governmental authority, having the effect of (1) restraining, enjoining or prohibiting the contribution,
the distribution, the merger or the other transactions contemplated by the merger agreement, the distribution agreement or the employee
matters agreement, or (2) imposing any burdens, liabilities, restrictions or requirements on such transactions or on Verizon, Spinco or
Frontier with respect to such transactions that would reasonably be expected to have a material adverse effect on Verizon (assuming for
such purposes that Verizon were the size of the combined company) or the combined company;

 

 •  receipt by Verizon and Spinco of the IRS ruling, unless an alternative structure for the transaction is implemented;
 

 
•  receipt by each of Verizon and Spinco, on the one hand, and Frontier, on the other hand, of a legal opinion stating that the merger will

constitute a reorganization under Section 368(a) of the Code;
 

 

•  receipt by Verizon of a legal opinion from Verizon’s counsel to the effect that the distribution will qualify as tax-free to Verizon,
Spinco and the stockholders of Verizon under Section 355 and related provisions of the Code, which opinion will rely on the IRS ruling
as to matters covered by the ruling; and

 

 
•  receipt by Verizon and Frontier of a customary “solvency” opinion of a nationally recognized independent valuation firm selected by

Verizon attesting to the solvency of the combined company on a pro forma basis immediately after the closing of the merger.
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Verizon and Spinco’s obligations to complete the merger are also subject to the satisfaction or waiver of the following additional conditions:
 

 

•  performance by Frontier, in all material respects, of all its obligations and compliance by Frontier, in all material respects, with all
covenants required by the merger agreement to be performed or complied with prior to closing, as certified in writing by a senior
officer of Frontier;

 

 

•  the accuracy of Frontier’s representations and warranties set forth in the merger agreement (subject to certain exceptions), without any
qualification as to materiality or material adverse effect set forth therein, except where the failure of such representations and warranties
to be true and correct would not, individually or in the aggregate, reasonably be expected to have a material adverse effect on Frontier
and its subsidiaries, as certified in writing by a senior officer of Frontier;

 

 

•  receipt by Verizon of the special cash payment, and, if required, a principal amount of Spinco debt securities that, together with the
amount of any distribution date indebtedness, totals $3.333 billion, and, if Spinco debt securities are issued and if Verizon desires to
consummate a debt exchange, the consummation of the debt exchange with respect to a principal amount of Spinco debt securities
equal to (x) $3.333 billion minus (y) the sum of (A) the amount of the special cash payment and (B) the amount of any distribution date
indebtedness;

 

 
•  the absence of any state of fact, change, development, event, effect, condition or occurrence since December 31, 2008 that has had or

would reasonably be expected to have, individually or in the aggregate, a material adverse effect on Frontier; and
 

 •  execution and, to the extent applicable, timely performance by Frontier in all material respects of the transaction agreements.

Frontier’s obligation to complete the merger is also subject to the satisfaction or waiver of the following additional conditions:
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• performance by Verizon and Spinco, in all material respects, of all their respective obligations and compliance by Verizon and Spinco,
in all material respects, with all covenants required by the merger agreement to be performed or complied with prior to closing, as
certified in writing by a senior officer of each of Verizon and Spinco;

 

 

•  the accuracy of Verizon and Spinco’s representations and warranties set forth in the merger agreement (subject to certain exceptions),
without any qualification as to materiality or material adverse effect set forth therein, except where the failure of such representations
and warranties to be true and correct would not, individually or in the aggregate, reasonably be expected to have a material adverse
effect on Verizon, Spinco or the Spinco business, as certified in writing by a senior officer of each of Verizon and Spinco;

 

 
•  execution and, to the extent applicable, timely performance by Spinco and Verizon (or a subsidiary thereof) in all material respects of

the distribution agreement and the other ancillary transaction agreements; and
 

 
•  the absence of any state of fact, change, development, event, effect, condition or occurrence since December 31, 2008 that has had or

would reasonably be expected to have, individually or in the aggregate, a material adverse effect on Spinco or the Spinco business.

Termination

The merger agreement may be terminated by:
 

 •  the mutual written consent of the parties;
 

 
•  any of the parties if the merger is not consummated by July 31, 2010, referred to as the end date (such date may be extended in certain

circumstances by either Verizon or Frontier for one month periods that
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shall not exceed four months in the aggregate in order to obtain outstanding regulatory consents or one month and two month periods
that shall not exceed five months in the aggregate in order to complete certain financing transactions as described above under “—
Financing Matters”);

 

 
•  any of the parties if the merger is permanently enjoined or prohibited, or if a final, non-appealable order has been entered into that

would constitute a materially adverse regulatory condition;
 

 

•  Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the other party or parties breach the merger agreement in a way
that would entitle the party or parties seeking to terminate the agreement not to consummate the merger, subject to the right of the
breaching party or parties to cure the breach;

 

 

•  Frontier, on the one hand, or Verizon and Spinco, on the other hand, if the requisite Frontier stockholder approvals have not been
obtained at the special meeting, except that Frontier will not be permitted to terminate the merger agreement because of the failure to
obtain the stockholder approval if that failure was caused by Frontier’s actions or inactions that constitute a material breach of the
merger agreement;

 

 

•  Verizon and Spinco, if (1) the Frontier board withdraws or adversely modifies its recommendation of the merger proposals (including
recommending a competing acquisition proposal) or (2) Frontier fails to call and hold the special meeting within 60 days after the date
on which the SEC shall have completed its review of this proxy statement/prospectus and, if required by the SEC as a condition to the
mailing of this proxy statement/prospectus, the date of effectiveness of the registration statement of which it is a part; or

 

 

•  Verizon and Spinco on any date, if on that date (1) the average of the volume-weighted averages of the trading prices of the Frontier
common stock for any period of 60 consecutive trading days that ended within three business days prior to that date is below $3.87 and
(2) Verizon and Spinco notify Frontier in writing that they are terminating the merger agreement in accordance with this provision.

Termination Fee Payable in Certain Circumstances

Frontier has agreed to pay Verizon a termination fee of $80 million in the event that:
 

 

•  Verizon and Spinco terminate the merger agreement as a result of the Frontier board withdrawing or adversely modifying its
recommendation of the merger proposals (including recommending a competing acquisition proposal) or Frontier failing to call and
hold the special meeting within 60 days after the date on which the SEC shall have completed its review of this proxy
statement/prospectus and, if required by the SEC as a condition to the mailing of this proxy statement/prospectus, the date of
effectiveness of the registration statement of which it is a part, or
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• (i) Frontier receives a competing acquisition proposal after the date of the merger agreement, (ii) one of the parties terminates the
merger agreement due to the passing of the end date or Verizon and Spinco terminate the merger agreement because Frontier breaches
certain specified provisions of the merger agreement, or a competing acquisition proposal has been publicly announced prior to Frontier
stockholders’ meeting and Frontier stockholders fail to approve the merger proposals and (iii) within 12 months after such termination
of the merger agreement, Frontier consummates a business combination transaction or enters into a definitive agreement with respect to
such a transaction.

Indemnification

The representations and warranties made by the parties in the merger agreement and the pre-closing covenants of the parties thereunder do
not survive the closing of the merger and, except as described below, the merger agreement does not contain any post-closing indemnification
obligations with respect to these matters.

Under the merger agreement, the combined company is obligated to indemnify Verizon and its affiliates against all losses and expenses
arising out of:
 

 •  its failure to timely pay for liabilities related to the Spinco business;
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 •  its failure to perform certain obligations under the merger agreement and the distribution agreement; and
 

 

•  any untrue statement or alleged untrue statement of a material fact contained in this proxy statement/prospectus, or the registration
statement of which it is part, or any omission or alleged omission to state a material fact necessary to make the statements contained
herein or therein not misleading (the combined company is not responsible, however, for certain information provided by Verizon as to
itself and its subsidiaries, including Spinco).

The merger agreement also provides that Verizon will indemnify the combined company and its affiliates against all losses and expenses
arising out of:
 

 •  its failure to timely pay for liabilities related to its business other than liabilities assumed by Spinco in the contribution;
 

 
•  any amount of indebtedness of Spinco on the distribution date to the extent not included in an estimate of such amount that Verizon is

required to provide to Frontier prior to the closing;
 

 

•  its failure to perform certain obligations under the merger agreement and the distribution agreement (provided that any claim for
indemnification arising from any failure to transfer any Spinco asset to Spinco must be asserted within 18 months following the closing
of the merger); and

 

 

•  any untrue statement or alleged untrue statement of a material fact contained in this proxy statement/prospectus, or the registration
statement to which it is part, or any omission or alleged omission to state a material fact necessary to make the statements contained
herein or therein not misleading, but only with respect to information provided by Verizon as to itself and its subsidiaries, including
Spinco.

Expenses

The merger agreement provides that, except as otherwise set forth in any of the transaction agreements, each party will pay its own fees and
expenses in connection with the merger agreement, the merger and the transactions contemplated by the merger agreement, provided that:
 

 

•  if the merger is consummated, Verizon and the combined company will each bear 50% of all transfer taxes arising from the transactions
and all recording, application and filing fees associated with the transfer of the Spinco assets in connection with the contribution and
distribution;

 

 

•  if the debt exchange is consummated, Verizon will pay and be responsible for any fees and reimbursable expenses of the counterparties
to such debt exchange and financial and legal advisors and Verizon and the combined company will each bear 50% of all other costs
and expenses in connection with the debt exchange (including any printing costs, trustees fees and roadshow expenses);

 

 
•  Verizon will pay the fees and reimbursable expenses of the independent valuation firm incurred in connection with the preparation and

delivery of the solvency opinion; and
 

 

•  Verizon and Frontier will each bear 50% of the costs of any filing fees or any advisor or consultant hired by any governmental agency
with the mutual consent of Verizon and Frontier (or to which neither party has the right to disapprove), regardless of which party is
allocated such cost by law.
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If a party pays an amount that is the responsibility of the other party, the paying party will be promptly reimbursed for such amount.

Amendments

The merger agreement may be amended by the parties at any time before or after approval by Frontier stockholders, provided that, after
approval by Frontier stockholders, no amendment which by law or under the rules of any relevant stock exchange or automated inter-dealer
quotation system requires further stockholder approval may be made to the merger agreement without obtaining that further approval. All
amendments to the merger agreement must be in writing and signed by each party.
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The Distribution Agreement

The following is a summary of selected material provisions of the distribution agreement. This summary is qualified in its entirety by
reference to the Distribution Agreement, dated as of May 13, 2009, and Amendment No. 1 thereto, dated as of July 24, 2009. The composite form
of the distribution agreement, reflecting Amendment No. 1 thereto, is incorporated by reference in its entirety and attached to this proxy
statement/prospectus as Annex A-2. The rights and obligations of the parties are governed by the express terms and conditions of the distribution
agreement and not by this summary or any other information included in this proxy statement/prospectus. Stockholders of Frontier and Verizon are
urged to read the distribution agreement in its entirety. The distribution agreement has been included to provide Frontier stockholders and Verizon
stockholders with information regarding its terms. It is not intended to provide any other factual information about Verizon, Spinco, Frontier or the
combined company. Information about Verizon, Spinco, Frontier and the combined company can be found elsewhere in this proxy
statement/prospectus.

Descriptions regarding the assets and liabilities conveyed to Spinco and retained by Verizon contained in the distribution agreement are
qualified by certain information that has been exchanged between Verizon and Spinco and that is not reflected in the distribution agreement.
Accordingly, Frontier stockholders and Verizon stockholders should not rely on the general descriptions of assets and liabilities in the distribution
agreement, as they have been modified in important ways by the information exchanged between Verizon and Spinco. Frontier does not believe
that securities laws require Frontier to disclose publicly any information related to the distribution agreement other than information that has
already been so disclosed.

General

The distribution agreement between Verizon and Spinco provides for, among other matters, the principal corporate transactions required to
effect the proposed contribution of the Spinco business to Spinco and distribution of Spinco common stock to Verizon stockholders and certain
other terms governing the relationship between Verizon and Spinco with respect to or in consequence of the contribution and the distribution.

Preliminary Transactions

Transfer of Assets. Pursuant to the distribution agreement, and subject to certain exclusions, Verizon will transfer or cause to be transferred
to Spinco subsidiaries the rights of Verizon in the assets primarily used or held for use in or that primarily arise from the conduct of the Spinco
business, including current assets (other than cash), which are the subject of the post-closing working capital adjustment described below. This
business consists of local exchange service, designated intrastate and interstate long distance service, network access service, Internet access
service, enhanced voice and data services, DSL, fiber-to-the-premises voice, broadband and video services, wholesale services, operator services,
directory assistance services, customer service to end users, and, in connection with the foregoing, repairs, billing and collections, as well as other
specified activities of Verizon in the Spinco territory. The conveyed assets will specifically include designated fiber-to-the-premises network
elements and customer premises equipment at fiber-to-the-premises subscriber locations in the states of Indiana, Oregon and Washington and
specified related transmission facilities.

The Spinco business also includes the origination of central office voice switched long distance services in the Spinco territory switched by
wire centers that are Spinco assets and providing dial-up and broadband Internet access services and related value-added services provided to
broadband customers located in the Spinco territory.

Neither Cellco nor any of its subsidiaries is deemed to be a subsidiary or an affiliate of Verizon for purposes of the distribution agreement or
the merger agreement.

Transfer of Liabilities. The transfer of assets to Spinco is made subject to the assumption by subsidiaries of Spinco of certain liabilities of
Verizon or its subsidiaries to the extent relating to or arising from the Spinco business or the transferred assets, subject to certain exceptions. These
include current liabilities that are the subject of the working capital adjustment described below.
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Exceptions to Transfers . The distribution agreement does not purport to transfer assets or liabilities in respect of taxes (except for certain
pre-closing tax assets and liabilities associated with the Spinco business that are taken into account in the working capital adjustment described
below), intellectual property assets or employee benefit plans and arrangements, which are the subject of other transaction agreements described
below. Additionally, certain assets and liabilities, including certain affiliate agreements, and assets (other than customer relationships) of the dial-
up, DSL and dedicated Internet access services and related DSL value-added services taken by DSL customers and long distance portions of the
business are excluded from these transfers, as described in the distribution agreement. Transfers of assets and liabilities are subject to receipt of
applicable consents, waivers and approvals.

Consideration. Following certain preliminary transfers of assets and liabilities, and immediately prior to the effective time of the merger,
Verizon will contribute all of the stock of the Spinco subsidiaries to Spinco in exchange for:
 

 
•  a special cash payment to Verizon in an amount not to exceed the lesser of (i)(x) $3.333 billion minus (y) the distribution date

indebtedness and (ii) Verizon’s estimate of its tax basis in the assets transferred to Spinco, and
 

 

•  if the total amount of the special cash payment plus the amount of any distribution date indebtedness is less than $3.333 billion, a
distribution by Spinco to Verizon of the Spinco debt securities having a principal amount equal to such shortfall, which securities
Verizon may exchange for outstanding debt obligations of Verizon or otherwise transfer to Verizon stockholders or creditors.

As a result of these transactions, Verizon will receive $3.333 billion in aggregate value in the form of the special cash payment, the Verizon
debt reduction and, if required, Spinco debt securities. The financing associated with these transactions is described further in “—The Merger
Agreement—Financing Matters.” Also in connection with these transactions, Spinco will issue additional shares of Spinco common stock to
Verizon, which will be distributed in the spin-off.

Working Capital Adjustment

The parties to the distribution agreement have agreed that within 90 days after the closing of the merger, Verizon will cause to be prepared
and delivered to the combined company a statement setting forth the working capital of Spinco and its subsidiaries (as defined in the distribution
agreement) as of the opening of business on the distribution date. If the distribution date working capital of Spinco exceeds zero, no payment will
be made by either party with respect to such excess. If the distribution date working capital of Spinco is less than zero, Verizon will pay to the
combined company an amount equal to the full amount of the deficit. In the event that the combined company disagrees with Verizon’s calculation
of the distribution date working capital, the combined company may dispute that calculation if the amount in dispute exceeds $250,000.

Covenants

Each of Verizon and Spinco has agreed to take specified actions after the signing of the distribution agreement. These actions include the
following:
 

 

•  immediately prior to the distribution, terminating all material contracts, licenses, agreements, commitments and other arrangements,
formal and informal (including with respect to intercompany cash balances and accounts and notes payable), (x) between Verizon and
its subsidiaries (such subsidiaries determined assuming that the distribution has occurred), on the one hand, and either Spinco or any of
its subsidiaries, collectively referred to as the Spinco Group on the other hand, or (y) between Cellco or any of its subsidiaries, on the
one hand, and the Spinco Group, on the other hand (except as contemplated by the other agreements executed in connection with the
transactions); and
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•  cooperating in seeking to release Verizon and its subsidiaries (such subsidiaries determined assuming that the distribution has
occurred), on the one hand, and the Spinco Group, on the other hand, from guarantee obligations that either group may have entered
into with respect to the other’s business.

Conditions to the Completion of the Spin-Off

The distribution agreement provides that the distribution of Spinco common stock will occur only if each condition to the obligations of
Verizon and Spinco to consummate the merger shall have been fulfilled or waived by Verizon (except for the consummation of the contribution and
the distribution). See “—Merger Agreement—Conditions to the Completion of the Merger.”
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Subsequent Transfers

In the event that at any time during the 18-month period following the spin-off Verizon becomes aware that it possesses any assets that
should have been transferred to Spinco or its subsidiaries as part of the contribution, Verizon will hold those assets in trust and cause the prompt
transfer of the assets to Spinco or the combined company as its successor. In the event that at any time during the 18-month period following the
spin-off Spinco or its subsidiaries (or the combined company as its successor) becomes aware that it possesses any assets that should not have
been transferred to Spinco, Spinco or the combined company as its successor will hold those assets in trust and cause the prompt transfer of the
applicable assets to Verizon.

Mutual Release

Spinco and Verizon have each agreed to release the other party and the other party’s respective subsidiaries and representatives from any and
all liabilities that it may have against the other party which arise out of or relate to events, circumstances or actions taken by the other party
occurring or failing to occur or any conditions existing at or prior to the time of the spin-off. The mutual release is subject to specified exceptions
set forth in the distribution agreement. The specified exceptions include:
 

 

•  any liability assumed, transferred, assigned or allocated to Spinco or to Verizon in accordance with, or any liability or obligation
(including any liability with respect to payment, reimbursement, indemnification or contribution) of either of them arising under the
distribution agreement, any other transaction agreements or any of the contracts or affiliate arrangements contemplated thereby;

 

 
•  the ability of any person to enforce its rights under the distribution agreement, any other transaction agreements or any of the contracts

or affiliate arrangements contemplated thereby; and
 

 
•  any liability the release of which would result in the release of any person other than Spinco, Verizon or their respective subsidiaries or

representatives.

Expenses

All fees and expenses incurred by the parties in connection with the transactions contemplated by the distribution agreement and the other
transaction agreements will be paid as provided for in the merger agreement, provided that (i) Spinco will reimburse Verizon for all financial
printer costs in connection with the preparation of any information statement and Form 8-K in connection with the transactions contemplated by
the merger agreement and distribution agreement and all mailing costs associated with delivery to Verizon stockholders of such information
statement and (ii) Spinco will bear the fees and expenses payable to lenders or their advisors in connection with the special cash payment
financing. The foregoing costs of Spinco will be excluded from the working capital calculation described above. See “—The Merger Agreement—
Expenses.”
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Additional Post-Closing Covenants

The distribution agreement contains additional post-closing covenants of Verizon and Spinco (as the combined company following the
merger), including:
 

 
•  restrictions on the Spinco Group and Verizon using any material showing any affiliation with the other group (and the Verizon name

being removed from the corporate names of the Spinco Group) other than as provided in the transaction agreements;
 

 
•  Verizon’s agreement to use commercially reasonable efforts to assert claims under occurrence-based insurance policies with respect to

incidents occurring prior to the distribution (subject to cost reimbursement);
 

 

•  Verizon’s agreement to use commercially reasonable efforts to obtain from the relevant third-party insurer an assignment to Spinco of
any rights to prosecute claims properly asserted by Spinco prior to the distribution under insurance policies written on a “claims made”
basis;

 

 
•  assert claims under occurrence-based insurance policies with respect to incidents occurring prior to the distribution (subject to cost

reimbursement); and
 

 
•  the terms on which books and records relating to the Spinco business will be made available to the combined company following the

distribution.

Termination

Following termination of the merger agreement, the distribution agreement may be terminated and the spin-off abandoned at any time prior
to the distribution by and in the sole discretion of Verizon.
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Additional Agreements Between Frontier, Verizon and Their Affiliates

Frontier, Spinco and Verizon have entered into or, before the completion of the distribution and the merger, will enter into, certain additional
agreements and various interim and ongoing relationships. The following is a summary of the material provisions of those agreements. The rights
and obligations of the parties are governed by the express terms and conditions of the respective agreements and not by the summary thereof or any
other information included in this proxy statement/prospectus. It is not intended to provide any other factual information about Verizon, Spinco,
Frontier or the combined company. Information about Verizon, Spinco, Frontier and the combined company can be found elsewhere in this proxy
statement/prospectus.

The Employee Matters Agreement

Verizon, Spinco and Frontier entered into an employee matters agreement to govern their respective rights and obligations with respect to
current and former employees of the Verizon companies whose duties relate primarily to the Spinco business. Pursuant to the employee matters
agreement, all Verizon employees whose primary duties relate to the Spinco business, excluding those employees designated by Verizon, will
continue to be employees of Spinco (or one of its subsidiaries) upon the consummation of the merger, referred to as the Spinco employees. Under
the employee matters agreement, (i) Verizon will generally retain all liabilities with respect to employees who are not employees of the Spinco
business as of the effective time of the merger and (ii) the combined company will generally assume all liabilities with respect to the Spinco
employees, with the exception of certain liabilities relating to Spinco employees that were expressly retained by Verizon. The employee matters
agreement addresses certain issues including assuming and honoring any collective bargaining agreements governing the employment of the
Spinco employees, the establishment of employee benefit plans and arrangements for the Spinco employees, the transfer of pension plan assets
from Verizon’s pension plans to pension plans maintained by the combined company for the benefit of the Spinco employees and the treatment of
equity and incentive plan awards under Verizon’s equity and incentive plans that are held by the Spinco employees, each of which are explained in
greater detail below.
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For one year following the consummation of the merger, the combined company (or one of its subsidiaries) will provide Spinco employees
who are not represented by a union, referred to as Spinco management employees, with at least the same rate of base salary and annual bonus
opportunities at the same target level (using Frontier performance metrics consistent with those used for similarly situated Frontier employees) as
in effect immediately prior to consummation of the merger. The consummation of the merger (and the related transactions) will not trigger
severance benefits for the Spinco employees. During the first 18 months after the merger, the combined company will not be permitted to terminate
the employment, other than for cause, of any of the Spinco employees who, at the time of the merger, are actively employed as installers or
technicians or who, at the time of the merger, are installers and technicians on a leave of absence or other authorized absence with a right to
reinstatement. There will be uninterrupted continuity of union representation and maintenance of collective bargaining agreements throughout the
transactions.

Spinco is required under the employee matters agreement to establish benefit plans for Spinco employees that provide benefits that are
identical in all material respects to the benefits received by them under Verizon’s health plans, welfare plans, 401(k) saving plans and Verizon’s
management pension plans and union pension plans, referred to as the Spinco plans. Assets and liabilities will be transferred to the Spinco plans in
accordance with the terms set forth in the employee matters agreement. Spinco has the ability to amend the Spinco plans following the
consummation of the merger, subject to collective bargaining restrictions for Spinco employees who are represented by a union and subject to the
agreement that, for the remainder of the calendar year in which the consummation of the merger occurs, the benefits under Spinco plans for Spinco
management employees will be substantially comparable in the aggregate to the benefits provided by Verizon under comparable Verizon plans
prior to the merger.

The Spinco plans will include the following benefits:
 

 
•  Benefits for Spinco employees who are subject to collective bargaining agreements will be provided in accordance with the applicable

collective bargaining agreements.
 

 

•  A defined benefit pension plan and related trust will be established for active Spinco management employees that is identical in all
material respects to the applicable Verizon pension plan that covered the Spinco management employees prior to the merger. Assets
will be transferred from the applicable Verizon pension plan to the new Spinco pension plan for Spinco management employees based
on actuarial assumptions agreed upon by the parties and designed to comply with applicable law.

 

 

•  Defined benefit pension plans and a related trust will be established for active collectively bargained Spinco employees that are
identical in all material respects to the applicable Verizon pension plans that covered the Spinco employees who are covered by
collective bargaining agreements prior to the merger. Assets will be transferred from the applicable Verizon pension plans to the
applicable new Spinco collectively bargained pension plans based on actuarial assumptions agreed upon by the parties and designed to
comply with applicable law.
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•  A provision has been included to ensure that Verizon’s aggregate transfer related to the tax-qualified pension plans is sufficient for full
funding of projected liabilities in the aggregate. Specifically, if the aggregate assets transferred from the tax-qualified Verizon pension
plans to the tax-qualified Spinco pension plans are less than the aggregate projected benefit obligations for all the Spinco participants
under such plans as of the closing of the merger, Verizon will pay to Frontier or to the Spinco pension plans an amount equal to such
underfunding. Any such payment to Frontier is required to be contributed by Frontier to one or more of the underfunded Spinco pension
plans as soon as practicable.

 

 

•  A nonqualified excess pension plan also will be established for active Spinco management employees who are eligible for benefits
under the Verizon Excess Pension Plan. This new Spinco nonqualified excess pension plan will assume the liabilities related to
applicable Spinco management employees, but Verizon will not transfer any assets to this new Spinco nonqualified excess pension
plan.

 

 
•  Defined contribution plans providing for 401(k) contributions and employer matching contributions will be established by Spinco for

active Spinco management employees and for Spinco employees who
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are covered by a collective bargaining agreement. Each such plan will be identical in all material respects to the applicable Verizon
401(k) plan that covered the applicable group of Spinco employees prior to the merger. Assets, participant loan liabilities and
beneficiary designations will be transferred from the applicable Verizon 401(k) plans to these new Spinco 401(k) plans.

 

 

•  Benefit plans providing comprehensive medical, life insurance, disability, dependent day care and medical reimbursement accounts and
similar benefits that are identical in all material respects to Verizon’s corresponding benefit plans will be established by Spinco for
Spinco employees. These new Spinco benefit plans will waive all limitations as to pre-existing condition exclusions, service conditions
and waiting period limitations, and will give credit for deductibles and co-payments incurred by the Spinco employees under the
corresponding Verizon benefit plans during the calendar year in which the merger occurs. No assets will be transferred to Spinco with
respect to these medical, life insurance, disability and similar benefit plans, except that a net payment will be made to Spinco
representing the net balances in Spinco employees’ flexible reimbursement accounts.

Frontier (or one of its subsidiaries) will also provide severance benefits in accordance with the applicable collective bargaining agreements
for Spinco employees who are represented by a union. Spinco management employees who are terminated within one year following the
consummation of the merger will be provided with severance benefits that are no less favorable in the aggregate than the severance benefits
provided by Verizon prior to the execution of the merger agreement.

Verizon will retain liabilities under its long-term incentive plans. Outstanding Verizon stock options held by Spinco employees are currently
fully vested and will continue to be exercisable until the original expiration date under the terms of the option grants. Restricted stock units and
performance stock units will remain payable under the terms and conditions of the Verizon long-term incentive plan and the applicable award
agreements. The units held by Spinco employees will immediately vest upon the consummation of the merger, subject to the attainment of any
applicable performance goals, and will be payable on their regularly scheduled date. No further deferrals of these units will be allowed by Spinco
employees. To the extent not already vested, balances under Verizon’s deferred compensation plans will become 100% vested for Spinco
employees but will remain with Verizon and will be paid out as provided for under the terms of the Verizon plans.

Accrued time off and leave, incentive and commission bonus programs, and worker’s compensation liabilities will be assumed in full by
Spinco for all Spinco employees.

The solicitation and hiring of each other’s employees is limited by various provisions applicable to Verizon, on the one hand, and to Frontier
and Spinco and their subsidiaries (such subsidiaries determined assuming that the merger has occurred), referred to in this section as the Frontier
Group, on the other hand. The following restrictive provisions generally apply, unless Verizon and Frontier otherwise mutually agree to make an
exception:
 

 

•  During the time period beginning May 13, 2009 and ending one year after the consummation of the merger, Verizon and its subsidiaries
(such subsidiaries determined assuming that the distribution has occurred) may not hire an employee of the Frontier Group who
voluntarily terminates employment with the Frontier Group until the date that is six months following such termination.

 

 

•  During the time period beginning May 13, 2009 and ending one year after the consummation of the merger, the Frontier Group may not
hire an employee of Verizon and its subsidiaries (such subsidiaries determined assuming that the distribution has occurred) who
voluntarily terminates employment with Verizon until the date that is six months following such termination.

 

 

•  During the time period beginning May 13, 2009 and ending one year after the consummation of the merger, Verizon and its subsidiaries
(such subsidiaries determined assuming that the distribution has occurred) may not solicit for hire any employee of the Frontier Group
and the Frontier Group may not solicit for hire any employee of Verizon and its subsidiaries (such subsidiaries determined assuming
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that the distribution has occurred).
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The Tax Sharing Agreement

The tax sharing agreement will govern the respective rights, responsibilities and obligations of the combined company and Verizon after the
distribution and the merger with respect to taxes, including Frontier’s and Verizon’s obligations to file tax returns and remit taxes, Frontier’s and
Verizon’s control over tax contests and Frontier’s and Verizon’s obligations to cooperate after the merger in tax return preparation and record-
keeping matters.

The tax sharing agreement generally provides that Verizon will be responsible for all taxes (other than taxes on the spin-off and related
transactions) for periods before the distribution that are reportable on any tax return that includes Verizon or one of its non-Spinco subsidiaries, on
the one hand, and Spinco or one of its subsidiaries, on the other hand. Spinco and Frontier will be responsible for all such taxes reportable on any
tax return that includes Spinco or its subsidiaries but does not include any non-Spinco subsidiaries. Additional rules apply to subsidiaries engaged
in both the retained Verizon business and the Spinco business prior to the merger. The responsibility for transfer taxes is determined under the
merger agreement.

The tax sharing agreement further provides that Frontier, Spinco and certain Spinco subsidiaries will indemnify Verizon for (i) taxes on the
spin-off and related transactions resulting from (A) any of their actions (or failures to take certain actions) that disqualify the spin-off and related
transactions as tax-free or (B) any issuance of stock by Frontier or any of its affiliates or change in ownership of any such entities (other than
changes in ownership solely caused by Verizon) that would cause Section 355(d), Section 355(e) and/or Section 355(f) of the Code to apply to the
distribution or any internal spin-off, (ii) taxes on the spin-off and related transactions resulting from the disqualification of the spin-off due to
breaches by Frontier or, after the merger, Spinco of representations and covenants and (iii) taxes of Spinco attributable to the Spinco business for
which Verizon is not otherwise responsible and that are not related to the spin-off or any related transaction. The indemnification requirement
under clauses (i)(A) and (ii) does not extend to taxes related to the spin-off and related transactions that would have been imposed or incurred in
the absence of any event described in those clauses. Verizon will indemnify Frontier for (i) the taxes of Verizon and (ii) taxes of Spinco resulting
from the spin-off and related transactions unless, in each case, Frontier, Spinco or the Spinco subsidiaries are otherwise responsible for such taxes
as described above. However, if the spin-off is taxable as a result of certain actions by both parties, the liability for such taxes is shared equally
between Frontier and Verizon.

All parties to the tax sharing agreement have agreed to report the spin-off and the merger as tax-free. Frontier has agreed to adhere to
Verizon’s determination of the tax basis of the Spinco assets and the value of any tax attribute, such as a net operating loss carryover, absent a final
determination to the contrary or manifest error.

To preserve the tax-free status of the distribution, the tax sharing agreement provides for certain restrictions on Frontier’s ability to pursue
strategic or other transactions. Additionally, Frontier has agreed not to take certain actions which could cause the spin-off to be disqualified as a
tax-free spin-off, including: for two full years after the spin-off, Frontier will not enter into any agreement, understanding or arrangement or any
substantial negotiations involving the acquisition of stock of Frontier (including by Frontier or its subsidiaries) or a shift of ownership of Frontier,
and will not issue additional shares of stock, modify any organizational document or transfer or modify any option, warrant or convertible
instrument that is related to an equity interest in Frontier, other than (i) certain issuances to service providers or with respect to a Frontier
retirement plan as provided in an applicable “safe harbor” of the Treasury Regulations or (ii) pursuant to a Frontier stockholder rights plan that
meets the requirements of an IRS revenue ruling; for two years after the spin-off Frontier may not repurchase any stock except as allowed under an
IRS revenue procedure; and for two years after the spin-off, (a) the Spinco business must actively continue to operate and (b) Frontier will not
dissolve, liquidate, merge or consolidate unless it is the survivor in a merger or consolidation. Frontier has also agreed not to pre-pay, pay down,
retire, acquire or significantly modify the Spinco debt securities prior to their maturity. However, Frontier may engage in these activities (without
limiting its indemnity obligations) if it receives an IRS ruling, Verizon’s consent or a legal opinion reasonably satisfactory to Verizon that the tax-
free status of the spin-off and the merger will not be adversely affected.
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The Cutover Plan Support Agreement

The following is a summary of selected material provisions of the cutover plan support agreement that relates to Verizon’s local exchange
business in West Virginia.
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The cutover plan support agreement, dated as of May 13, 2009, by and between Frontier and Verizon Information Technologies LLC,
referred to as the supplier, sets forth the terms and conditions for the provision by the supplier to Frontier, prior to the consummation of the
merger, of services relating to the operation by Frontier following the merger of Verizon’s local exchange business in West Virginia.

The term of the cutover plan support agreement extends from May 13, 2009 until the earlier of (i) the termination date of the merger
agreement and (ii) the cutover date, which is anticipated to be on or shortly after the closing date of the merger.

The services will consist of preparatory work necessary to implement an effective cutover plan such that Frontier receives the information
and data regarding the business of Verizon West Virginia Inc. necessary to accomplish a transition at the closing of the merger from Verizon’s
systems and procedures to Frontier’s systems and procedures for Verizon’s local exchange business in West Virginia and establish certain
interfaces with Frontier’s systems.

The cutover plan support agreement requires Frontier and the supplier to establish, and they have established, a planning committee
consisting of representatives of both Frontier and the supplier to discuss, plan and organize a process to facilitate the independent operation of
Verizon’s local exchange business in West Virginia by the combined company upon the closing of the merger.

Frontier will not pay the supplier any fees for its services other than $150 per hour for the services of subject matter experts provided by the
supplier, at Frontier’s request, to answer questions relating to systems and operations that are not related to the cutover plan or specific to
Verizon’s methods and manner of conducting Verizon’s local exchange business in West Virginia, plus the reasonable out-of-pocket travel related
costs and expenses incurred by the supplier in connection with such services.

Neither party will be liable to the other party for any indirect, special, consequential, punitive or exemplary damages. The supplier will not be
liable to Frontier for any claim or any damages of any kind or nature other than claims arising out of or resulting from the supplier’s willful
misconduct in performing the supplier’s obligations under the cutover plan support agreement.

Intellectual Property Agreements

Verizon and Spinco have agreed to enter into agreements as of the closing of the spin-off relating to intellectual property containing
substantially the following terms:

The Intellectual Property Agreement

Assignments. Pursuant to the intellectual property agreement, Spinco and its subsidiaries, subject to previously granted licenses, will assign to
Verizon all (i) statutory intellectual property (e.g., U.S. patents and patent applications, copyrights, works of authorship, trademarks, trade names,
service marks and domain names, together with all goodwill associated therewith, all applications or registrations, as applicable, for any of the
foregoing, and any rights or licenses in the foregoing) and (ii) “soft” intellectual property (e.g., unpatented inventions, trade secrets, know how and
other proprietary information), together with any rights or licenses thereto, but excluding customer listing data and the copyrights therein, in each
case to the extent owned by Spinco or its subsidiaries prior to closing.
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Subject to any previously granted licenses, Verizon, at closing, will convey to the combined company (i) an undivided joint ownership of all
non-technical, non-public information included in the “soft” intellectual property owned by Verizon as of the closing after giving effect to the
assignment in the preceding paragraph and used in the Spinco business at any time during the twelve-months prior to the closing date, but
excluding the customer listing data; and (ii) all right, title and interest of Verizon in all customer data and personnel information of Verizon or its
affiliates who are in the employ of Verizon immediately prior to the closing, and in the employ of Spinco after the closing. The customer data
consists of all customer information obtained in connection with the Spinco business related to providing products and services to customers in the
Spinco territory, including, among other things, names, customer addresses, accounts and transaction data. Verizon will have no restrictions on the
use or disclosure of any such customer data to the extent it is already in the possession of Verizon or any of its U.S. affiliates but was collected or
used other than in connection with the Spinco business.

License Grants. After giving effect to the assignments described in the above section, Spinco will grant to Verizon and its affiliates a
personal, royalty-free, fully paid-up, irrevocable, non-exclusive, perpetual and worldwide license to use, publish and create derivative works of the
Spinco customer listing data, and to provide directory products or services without in any way accounting to the combined company, Spinco or
their respective affiliates.

After giving effect to the assignments described in the above section, Verizon will grant to the combined company and its subsidiaries a
personal, non-exclusive, royalty free, fully paid up, irrevocable (except if terminated) and non-transferable (except as otherwise permitted) license
under the licensed intellectual property, which includes (1) the “soft” intellectual property (but excluding (i) non-technical, non-public information
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owned by Verizon as of the closing and used in the Spinco business at any time during the twelve-months prior to the closing, (ii) Spinco customer
listing data and (iii) Verizon proprietary software), and (2) all U.S. patents and patent applications, copyrights, works of authorship, and all
applications or registrations, as applicable, for any of the foregoing that, in each case, is used in the Spinco business at any time during the period
commencing twelve-months prior to the closing and is owned by Verizon as of the closing, solely for use in connection with the Spinco business
(as conducted during the twelve-month period immediately preceding the closing date in the Spinco territory, as reflected in the products and
services offered by Spinco in the Spinco territory during such twelve-month period) conducted by the combined company or its subsidiaries in the
Spinco territory. The licensed intellectual property excludes: (a) patents and patent applications claiming a filing date after the closing date,
(b) copyrights in material created after the filing date, (c) all trademarks and domain names (other than a limited phase-out license), (d) Verizon
proprietary software (which is licensed pursuant to a separate agreement), (e) all other intellectual property owned by Verizon, (f) all third-party
intellectual property and (g) all Verizon intellectual property related to FiOS products and services (which are licensed under a separate agreement
with similar terms and conditions). The license does not include the right to (i) use the licensed intellectual property outside of the Spinco territory
(other than by third-party service providers in support of the Spinco business in the Spinco territory in the licensed field of use), (ii) disclose the
licensed intellectual property to any person (other than third-party service providers), (iii) grant sublicenses to any person, (iv) assign the license
other than to permitted successors and assigns or (v) use the licensed intellectual property for any modifications, improvements, enhancements,
additions or derivations of the Spinco business after the closing date that are outside of the licensed field of use.

Verizon also agrees not to sue Spinco and its subsidiaries for (i) modifications and improvements to products and services that are used in the
Spinco business by Spinco and its subsidiaries in the Spinco territory that are a reasonably foreseeable expansion of the Spinco business, as
reflected by the products and services offered by Spinco as of the closing date, and throughout the term of the agreement, and (ii) products and
services in the Spinco business that are bundled with the products and services identified in (i), provided that, in each case, the covenant not to sue
excludes any products and services that are wireless or wireless access products or services, VoIP products, products or services based on the Long
Term Evolution technology (Cellco’s next generation network access technology), long-haul or backbone products or services or their
terminations.
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Verizon will grant to the combined company and its subsidiaries a limited right, for a phase-out period not to exceed 120 days following the
closing, to use those Verizon marks used in the Spinco business as of the closing date solely for conducting the Spinco business in the Spinco
territory. During the phase-out period, the combined company is required to replace, remove or cover over the licensed Verizon marks affixed to
Spinco assets no later than 120 days following the closing date, provided that the combined company will have (i) six months to remove the
licensed Verizon marks from signs and motor vehicles and (ii) nine months to remove the licensed Verizon marks from tools, equipment or written
materials that are used solely for internal purposes and are not visible by the public. In addition, for up to 120 days following the closing date the
combined company may use the licensed Verizon marks in a non-trademark manner for purposes of conveying to customers or the general public
of the change in ownership and that the name of business has changed. Beginning on the closing date, as soon as practicable following discovery of
any use, the combined company, Spinco and its subsidiaries must destroy or deliver to Verizon all items carrying the licensed Verizon marks that
have no continuing use in the operation of the Spinco business to the extent that the use of such items could reasonably be construed to create a
legal obligation on behalf of Verizon. The combined company, Spinco and its subsidiaries, acknowledging Verizon’s exclusive rights in the
Verizon marks, agree not to contest Verizon’s ownership in, or the validity of, the Verizon marks. The combined company, Spinco and its
subsidiaries agree to cooperate reasonably with Verizon in the procurement of any registration of the Verizon marks, including providing evidence
of use of such marks.

The combined company, on behalf of itself, Spinco and Spinco’s subsidiaries, agrees that the use of the Verizon marks will be in accordance
with the license and in conformity with applicable law and will not reflect adversely upon the good name of Verizon, that the operation of the
Spinco business will be of a high standard and skill that is at least commensurate with the standard of the Spinco business immediately prior to the
closing, and that Verizon has the right to control the nature and quality of the goods and services rendered by the combined company, Spinco and
its subsidiaries in connection with the Verizon marks. The combined company acknowledges that its failure to cease use of the Verizon marks as
required by the agreement, or improper use of the Verizon marks, will result in immediate and irreparable harm to Verizon, for which there is no
adequate remedy at law, and that in the event of such failure to cease use of the Verizon marks, Verizon will be entitled to immediate equitable
relief.

For any customers of the Spinco business who, as of the closing date, have e-mail addresses pursuant to the products or services provided to
such customers by the Spinco business that contain a Verizon mark in the e-mail address, Verizon shall redirect e-mail traffic to such customers to
e-mail servers operated by the combined company for a period of ninety days, such that the combined company may establish new e-mail
addresses for such customers.

Indemnification and Limitation of Liability. The combined company, Spinco and the Spinco subsidiaries will jointly and severally indemnify,
defend and hold harmless Verizon from all losses, damages and judgments in connection with third-party claims arising directly or indirectly from
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the use by the Spinco business of the Verizon marks after the closing.

Verizon is not required to secure or maintain in force any licensed intellectual property, and does not provide any representations or
warranties as to (i) the validity or scope of the licensed intellectual property or (ii) that the use of licensed intellectual property or the provision of
products and services by the combined company will be free from infringement of the intellectual property of a third party.

Neither party will be liable to the other for any indirect damages, including lost profits, or other special, incidental or consequential damages.
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The Software License Agreement

License Grant. Pursuant to the software license agreement proposed to be entered into among Verizon Information Technologies LLC, an
affiliate of Verizon, Spinco and the combined company, referred to as the licensee, and Verizon will grant, and cause its affiliates to grant, to the
combined company and its subsidiaries a royalty-free, restricted, non-transferable, and non-exclusive, internal use only license to:
 

 

•  use certain Verizon proprietary software in the Spinco territory in support of the Spinco business, (a) as it has been conducted in the
Spinco territory during the twelve-month period immediately prior to closing, as reflected in the products and services offered by
Spinco in the Spinco territory during such twelve-month period, and existing as of the closing; and (b) the Spinco business as
conducted by the licensee in the Spinco territory from and after the closing, as reflected in any other products or services, but only to
the extent such other products and services are compatible with the licensed software, and specifically excluding products and services
that include, relate to, or rely upon the transmission of any digital data over an optical fiber network to the customer’s premises to
provide audio, video, or data services, including all products and services offered by Verizon under the FiOS brand. The licensed
software includes (i) object code versions of the Verizon proprietary software that supports and enables the products, functions and
services of the Spinco business during the twelve-month period immediately prior to closing, (ii) updates to such licensed software (if
any) in the form they exist within Verizon during the term of the software license agreement (including supporting information),
(iii) software modifications made to any third party software by or for Verizon, and (iv) documentation (which, for object code, will be
the then current user manuals and other user documentation provided to other users of the licensed software; for any source code, then
current documents in existence within Verizon that are reasonably necessary to maintain and modify such licensed software; and for
third party software, then current user manuals and other related documentation that Verizon has received from such third party that
Verizon has the right to transfer) and updates to the foregoing;

 

 •  install updates to the licensed software provided by Verizon to the licensee; and
 

 •  copy the licensed software for internal use in the Spinco business as conducted by the licensee.

Verizon will deliver the licensed software to the combined company on a date to be agreed upon by the parties.

License Exclusions. The license granted by Verizon to the combined company excludes:
 

 •  the right to use any third-party intellectual property, even if included in or required for the use of the licensed software;
 

 •  unless otherwise indicated, the right to obtain or use source code;
 

 •  the right to create any modifications or derivative works from the licensed software;
 

 •  the right to use the licensed software outside of the Spinco territory or outside the scope of the license granted;
 

 
•  the right to use the licensed software to provide data processing services to a third party or, unless otherwise indicated, to interconnect

with facilities based voice or data telecommunications services of a third party;
 

 •  the right to use, access or transport the licensed software outside the United States; and
 

 
•  a license to any Verizon FiOS related software, which license is the subject of a separate FiOS software license agreement proposed to

be entered between the parties.
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Restrictions on the License Granted. Unless otherwise provided by the software license agreement, the licensee will have no right to:
 

•  grant sublicenses to the licensed software, or any portion thereof, other than to its subsidiaries and service providers for the
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purpose of providing services to the combined company;

 

 
•  market, disclose, distribute, rent, lease, loan, encumber or otherwise transfer copies of the licensed software, or any portion

thereof, to any third party; or
 

 •  grant any security interests, or otherwise encumber the licensed software.

The licensee may disclose or otherwise make available the licensed software to any third-party service provider providing services to the
licensee, provided that, prior to any such disclosure or transfer, the licensee: has provided written notice to Verizon, obtained such third-party
service provider’s agreement to a confidentiality obligation that is no less restrictive than the terms set forth in the agreement and to the transfer
and ownership restrictions set forth therein, and ensured that the third-party service provider is not in the business of providing facilities-based
voice or data telecommunications services to any third party. Any breach of the terms of the software license agreement by the third party service
provider will be deemed to be a breach by the licensee.

Verizon will own the licensed software, and all improvements thereto, including improvements made by or for the licensee, which
improvements the licensee will assign to Verizon.

Maintenance and Other Support. During the maintenance term (which will start on the closing date of the merger and end on the fifth
anniversary thereof, unless earlier terminated), Verizon will offer to provide training services to the combined company, at a date and time
mutually agreed upon by the parties, at an agreed rate per hour.

Subject to the payment of an annual maintenance fee of $94 million, Verizon will provide maintenance services to the licensee during the
maintenance term. At any time after six months after the closing, the licensee, upon six months’ written notice, may terminate all or a portion of
such maintenance services. If a portion of such services are terminated, the annual maintenance fee will be reduced by an appropriate amount,
unless Verizon can reasonably demonstrate that the cost of providing maintenance services will not be reduced, in which case the parties will
discuss any adjustment to the annual maintenance fee. Beginning on the third anniversary of the closing, Verizon may, upon twelve-months’
written notice, inform the licensee that it intends to terminate maintenance services. Further, upon six months’ prior written notice, Verizon may
notify the combined company that it will no longer provide maintenance services for a portion of the licensed software. Should Verizon
(a) terminate the provision of maintenance services for all or a portion of the licensed software during the maintenance term, (b) terminate the
software license agreement with respect to a portion of the licensed software, or (c) otherwise stop supporting a portion of the licensed software,
Verizon will provide to the licensee the source code for such portion of the licensed software at no charge. Maintenance services do not include the
service of hardware, hardware platforms, or any third-party intellectual property, all of which will be obtained by the licensee at its own expense.

The licensee agrees to install all upgrades to the licensed software as may be provided by Verizon, and Verizon will have no obligation to
provide maintenance services for the licensed software for which the licensee has failed to install such upgrades, until such upgrades have been
installed. If failure to install an upgrade increases the cost or time required to provide maintenance services for any licensed software, the combined
company will pay Verizon for such increased cost or time, at a mutually agreed rate per hour.

Upon the expiration of the software license agreement, the parties will negotiate in good faith the terms and conditions for the license of
source code for those portions of the licensed software licensed to the licensee immediately prior to the expiration of the agreement. Additionally, if
Verizon (i) fails or refuses to provide
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software modifications reasonably requested by the licensee that are consistent with the architecture and direction of the licensed software and do
not materially affect the interoperability of the licensed software with other software, (ii) fails or refuses to make software modifications reasonably
requested by the combined company, or (iii) makes a general assignment for the benefit of its creditors or files for voluntary bankruptcy under any
Chapter of Title 11 of the United States Code, other than a reorganization where Verizon assumes the agreement, Verizon will provide the source
code for such portion of the licensed software to the licensee at no charge, provided that the licensee is not in material breach of the software
license agreement.

FiOS Agreements

Verizon and Spinco have agreed to enter into a FiOS intellectual property agreement having terms similar to the intellectual property
agreement with respect to intellectual property relating to Verizon’s FiOS video operations. In addition, the FiOS intellectual property agreement
includes a trademark license which would grant the combined company a license to use certain trademarks used by Verizon in the offering of FiOS
video services in Indiana, Oregon, and Washington.

Verizon and Spinco have also agreed to enter into a FiOS software license agreement on terms similar to the software license agreement,
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except that the combined company will have no obligation to pay any maintenance fees for the maintenance of the FiOS software licensed to
Spinco.

Ancillary Agreements

Verizon and Frontier intend to cause their respective affiliates to enter into an agreement with respect to video transport service. Pursuant to
this agreement, Verizon, subject to obtaining necessary rights from vendors of programming content, will transport certain video programming
content purchased from third parties to Frontier’s video hub offices for distribution to subscribers in Indiana, Oregon and Washington.

Verizon and Frontier will cause their respective affiliates to enter into an agreement with respect to back office support services. Pursuant to
this agreement, Frontier will provide certain ordering, billing and repair services to support Verizon’s continuing provision of telecommunications
services to enterprise customer accounts in the Spinco territory which were retained by Verizon.
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FINANCING OF THE COMBINED COMPANY

Immediately following completion of the merger, Frontier’s debt financing arrangements existing immediately prior to the closing of the
merger will remain in place (subject to any permitted refinancing or repayment thereof by Frontier).

As of June 30, 2009, Frontier had a revolving credit facility with seven financial institutions in the aggregate amount of $250 million. As of
June 30, 2009, the revolving credit facility was undrawn. Associated facility fees vary, depending on Frontier’s debt leverage ratio, and were
0.225% per annum as of June 30, 2009. The expiration date for the revolving credit facility is May 18, 2012. During the term of the revolving
credit facility, Frontier may borrow, repay and reborrow funds, and may obtain letters of credit under the revolving credit facility to support
Frontier’s obligations to third parties, subject to customary borrowing conditions. Loans under the revolving credit facility bear interest based on
the prime rate or London Interbank Offered Rate, referred to as LIBOR, at Frontier’s election, plus a margin which varies depending on Frontier’s
debt leverage ratio. Letters of credit issued under the revolving credit facility are also subject to fees which vary depending on Frontier’s debt
leverage ratio. The revolving credit facility is available for general corporate purposes but may not be used to fund dividend payments. The
revolving credit facility is unsecured.

On March 28, 2008, Frontier borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008.
The loan matures in 2013 and bears interest based on the prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on
Frontier’s debt leverage ratio.

In December 2006, Frontier borrowed $150.0 million under a senior unsecured term loan agreement. The loan matures in 2012 and bears
interest based on the prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on Frontier’s debt leverage ratio.

On October 24, 2001, Frontier borrowed $200.0 million under a senior unsecured term loan agreement with the Rural Telephone Finance
Cooperative, referred to as the RTFC. The loan matures in 2011 and has a fixed interest rate of 6.27%. The loan agreement contains customary
representations and warranties, affirmative and negative covenants, a financial covenant that requires compliance with a leverage ratio and
customary events of default.

At June 30, 2009, Frontier’s notes and debentures represented approximately $4.474 billion of its approximately $4.952 billion of
indebtedness outstanding. At such date, Frontier had outstanding:
 

 •  $665.6 million in principal amount of 9.250% Senior Notes due 2011;
 

 •  $700.0 million in principal amount of 6.250% Senior Notes due 2013;
 

 •  $600.0 million in principal amount of 8.250% Senior Notes due 2014;
 

 •  $300.0 million in principal amount of 6.625% Senior Notes due 2015;
 

 •  $434.0 million in principal amount of 7.125% Senior Notes due 2019;
 

 •  $360.0 million in principal amount of 7.875% Senior Notes due 2027;
 

 •  $945.3 million in principal amount of 9.000% Senior Notes due 2031; and
 

 
•  $468.7 million in principal amount of Debentures with weighted average interest rates of 7.229% and maturities ranging from 2025-

2046.

On April 9, 2009, Frontier completed a registered offering of $600.0 million aggregate principal amount of 8.25% senior unsecured notes due
2014. The issue price was 91.805% of the principal amount of the notes. Frontier received net proceeds of approximately $538.8 million from the
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offering after deducting underwriting discounts. During the second quarter of 2009, Frontier used $308.0 million of the proceeds to repurchase
$311.7 million principal amount of debt. Frontier intends to use the remaining net proceeds from the offering to reduce, repurchase or refinance its
indebtedness or the indebtedness of its subsidiaries or for general corporate purposes.
In addition, Frontier may from time to time repurchase its debt in the open market, through tender offers,
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exchanges of debt securities, by exercising rights to call or in privately negotiated transactions. Frontier may also refinance existing debt or
exchange existing debt for newly issued debt obligations.

There are no scheduled principal payments required on any of these notes or debentures until their final maturities. Frontier’s outstanding
senior notes and debentures are senior, unsecured obligations that rank equally in right of payment with all of its existing and future senior
indebtedness and rank senior in right of payment to all of its existing and future subordinated indebtedness.

None of Frontier’s revolving credit facility, term loans or outstanding senior notes or debentures are guaranteed by its subsidiaries.

For further discussions of the terms of Frontier’s existing debt financing arrangements, see Note 8 in the notes to Frontier’s unaudited
consolidated financial statements for the quarterly period ended June 30, 2009 and Note 11 in the notes to Frontier’s audited consolidated financial
statements for the year ended December 31, 2008, in each case included elsewhere in this proxy statement/prospectus, and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Frontier—Liquidity and Capital Resources.”

In addition, the combined company will be subject to the following debt financing arrangements of Spinco as a result of the merger.

The merger agreement and the distribution agreement provide that, prior to the spin-off, Spinco will enter into the special cash payment
financing to finance the distribution to Verizon of the special cash payment in an amount not to exceed the lesser of (i)(x) $3.333 billion minus
(y) the aggregate amount of distribution date indebtedness and (ii) Verizon’s estimate of its tax basis in the assets transferred to Spinco. No later
than nine months after the date of the merger agreement, Frontier and Verizon will jointly solicit proposals from reputable financing sources to
provide the special cash payment financing, and Frontier will select from among the proposals one or more that Frontier reasonably determines to
be the most favorable to Spinco. Frontier will lead the negotiations with such financing sources and keep Verizon informed of all material
developments and provide Verizon with an opportunity to participate in the negotiations. Spinco will bear the fees and expenses payable to lenders
or their advisors in connection with the special cash payment financing.

The merger agreement and the distribution agreement also provide that, if required, debt securities of Spinco may be issued to Verizon prior
to the spin-off. The Spinco debt securities will be in a principal amount equal to (1) $3.333 billion minus (2) the sum of (A) the total amount of the
special cash payment and (B) the aggregate amount of distribution date indebtedness. The Spinco debt securities will be senior unsecured notes,
will mature on the ten-year anniversary of issuance, will not be callable at the option of the combined company for five years after issuance and
will rank equally with all existing and future senior unsecured debt and senior to all existing and future subordinated debt of the combined
company. The covenants and economic terms of the Spinco debt securities will be in a form that would reasonably be expected to result in the
Spinco debt securities being exchanged for existing debt obligations of Verizon or its affiliates in equal principal amount. See “The Transaction
Agreements—The Merger Agreement—Financing Matters.” The parties do not expect that any Spinco debt securities will be issued.

Frontier will not be obligated to accept terms of the special cash payment financing or, if required, the Spinco debt securities, if (1) either
(A) the weighted average life of the aggregate of such financing and securities, together with the aggregate amount of the distribution date
indebtedness, is less than five years or (B) any of the special cash payment financing or the Spinco debt securities would have a final maturity of
earlier than January 1, 2014, other than any bridge financing with a maturity of at least 364 days in an aggregate amount not in excess of $600
million, (2) such financing or securities or distribution date indebtedness would be secured by any assets of any operating subsidiary of the
combined company, (3) the terms or provisions of such financing or securities or distribution date indebtedness would cause their incurrence or
assumption by the combined company in or as a result of the merger to be prohibited by or cause (with or without notice or the lapse of time) a
default under Frontier’s existing credit agreements or indentures as in effect on the date of the merger agreement, or (4) both (A) the proposed
covenants and other terms and conditions (excluding (I) certain terms of the Spinco debt securities described above and (II) the rate, yield or tenor
thereof) are not, in the aggregate, substantially in accordance with then prevailing market terms for similarly sized term loan bank borrowings or
capital market
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issuances by companies of a size and with credit ratings similar to the combined company and (B) the effect of such covenants and other terms and
conditions that are not in accordance with the prevailing market terms would, in the aggregate, be materially adverse to the combined company. In
addition, Frontier will not be obligated to accept terms of the special cash payment financing and, if required, the Spinco debt securities, if as a
result thereof the weighted average annual cash interest rate (including annual accretion of original issue discount with respect to indebtedness
issued with a material amount of original issue discount) payable on the aggregate of the special cash payment financing, the Spinco debt securities
and the distribution date indebtedness would exceed 9.5%, unless Frontier reasonably determines in good faith that such weighted average annual
cash interest rate (including annual accretion of original issue discount with respect to indebtedness issued with a material amount of original issue
discount) would not be unduly burdensome. The level of Frontier’s aggregate after-tax interest expense and aggregate dividend payments will
determine whether or not such weighted average annual cash interest rate would be unduly burdensome.

Verizon has the right to elect to undertake an exchange of the Spinco debt securities for debt obligations of Verizon or its affiliates, or
transfer the Spinco debt securities to Verizon stockholders or creditors and, if it elects to do so concurrently with the closing of the merger, Verizon
has the right to condition the spin-off of Spinco on its ability to consummate that exchange concurrently, but only up to a principal amount of
Spinco debt securities equal to (1) $3.333 billion minus (2) the sum of (A) the total amount of the special cash payment and (B) the aggregate
amount of distribution date indebtedness. See “The Transaction Agreements—The Distribution Agreement—Conditions to the Completion of the
Spin-Off.” If Verizon elects to effect an exchange or distribution of the Spinco debt securities, it may be deemed to be an “underwriter” for
purposes of the Securities Act.

The tax sharing agreement imposes certain limitations on the combined company’s ability to modify the terms of the Spinco debt securities
or take certain other actions relating to the Spinco debt securities following the closing of the merger. See “The Transaction Agreements—
Additional Agreements Between Frontier, Verizon and Their Affiliates—The Tax Sharing Agreement.”

Description of Distribution Date Indebtedness

As of June 30, 2009, Verizon’s Separate Telephone Operations had approximately $625 million aggregate principal amount of indebtedness.
Verizon anticipates that approximately $200 million of such indebtedness will be repaid in the first quarter of 2010. The parties therefore anticipate
that distribution date indebtedness will consist of:
 

 •  $50 million in principal amount of 8.40% Debentures due 2029 of Verizon West Virginia, as obligor;
 

 •  $200 million in principal amount of 6.73% Debentures, Series G, due 2028 of Verizon North, as obligor; and
 

 •  $175 million in principal amount of 6.30% Debentures, Series C, due 2010 of Verizon Northwest, as obligor;

provided, however, that if the $175 million in principal amount of 6.30% Debentures, Series C, due 2010, which are scheduled to mature on June 1,
2010, mature prior to the closing date of the merger, the obligations under the 6.30% Debentures, Series C, due 2010 will not constitute distribution
date indebtedness.

There are no scheduled principal payments required on any of these debentures until their final maturities. These debentures will be senior,
unsecured obligations of subsidiaries of Spinco (and, as a result of the merger, the combined company) that rank equally in right of payment with
all of the obligor’s existing and future senior indebtedness and rank senior in right of payment to all of the obligor’s existing and future
subordinated indebtedness. None of these debentures have been, or will be, guaranteed by Spinco or any of its subsidiaries.

For a further discussion of the terms of the distribution date indebtedness, see “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Verizon’s Separate Telephone Operations––Liquidity and Capital Resources.”
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the financial statements of Frontier and Verizon’s Separate Telephone
Operations and the notes thereto included elsewhere in this proxy statement/prospectus. Verizon’s Separate Telephone Operations’ financial
information is included elsewhere in this proxy statement/prospectus before taking into account any of the pro forma adjustments detailed in
“Unaudited Pro Forma Condensed Combined Financial Information.” This financial information, together with the pro forma adjustments detailed
in “Unaudited Pro Forma Condensed Combined Financial Information,” reflects the operations that will comprise the Spinco business in
connection with the spin-off. The following discussion includes forward-looking statements. For a discussion of important factors, including the
integration of the Spinco business into Frontier’s existing business, the continuing development of the combined company’s business following the
merger, actions of regulatory authorities and competitors and other factors that could cause actual results of Frontier, Verizon’s Separate Telephone
Operations or the combined company to differ materially from the results referred to in the forward-looking statements, see “Risk Factors” and
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“Cautionary Statements Regarding Forward-Looking Statements.”

The Combined Company

Overview

After completion of the merger, the combined company is expected to be the nation’s largest communications services provider focused on
rural areas and small and medium-sized towns and cities, and the nation’s fifth largest incumbent local exchange carrier, with more than 7,000,000
access lines, 8,600,000 voice and broadband connections and 16,000 employees in 27 states on a pro forma basis as of December 31, 2008. The
combined company will offer voice, data and video services to customers in its expanded geographic footprint. Assuming the merger had occurred
on January 1, 2008, the combined company’s revenues on a pro forma basis would have been approximately $6.5 billion for the year ended
December 31, 2008, and approximately $3.1 billion for the six months ended June 30, 2009.

The following table lists selected summary financial and operating information for Frontier and Verizon’s Separate Telephone Operations for
the six months ended June 30, 2009 and the year ended December 31, 2008:
 

   
Six Months Ended 

June 30, 2009   
Year Ended

December 31, 2008

   Frontier   

Verizon’s
Separate

Telephone
Operations   Frontier   

Verizon’s
Separate

Telephone
Operations

   (dollars in millions)   (dollars in millions)

Access lines (as of end of period)    2,189,127   4,491,815   2,254,333   4,766,468
Revenues   $ 1,070  $ 2,074  $ 2,237  $ 4,352
Cash provided by operating activities   $ 330  $ 639  $ 739  $ 1,426
Capital expenditures   $ 110  $ 279  $ 288  $ 730

Results of Operations

Revenues

The combined company is expected to derive its revenues from:

Local services. The combined company will provide basic telephone wireline services to residential and business customers in its service
areas. The combined company’s service areas will be largely residential and generally less densely populated than the primary service areas of the
largest incumbent local exchange carriers. The combined company will also provide enhanced services to its customers by offering a number of
calling features, including call forwarding, conference calling, caller identification, voicemail and call waiting. All of these local services will be
billed monthly in advance. The unearned portion of this revenue will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and recognized as revenue
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over the period that the services are provided. The combined company will also offer packages of communications services. These packages permit
customers to bundle their basic telephone line service with their choice of enhanced, long distance, video and Internet services for a monthly fee or
usage fee, depending on the plan. The combined company intends to seek to increase the penetration of those enhanced and other services
described above. Frontier believes that increased sales of such services will produce revenues with higher operating margins due to the relatively
low marginal operating costs necessary to offer such services. Frontier believes that its ability to integrate these services with other services will
provide the combined company with the opportunity to capture an increased percentage of its customers’ communications expenditures.

Data and Internet services. The combined company will offer data services, including Internet access (via high-speed or dial up Internet
access), frame relay, Metro ethernet and asynchronous transfer mode, referred to as ATM, switching services. The combined company will offer
other data transmission services to other carriers and high-volume commercial customers with dedicated high-capacity circuits. Such services are
generally offered on a contract basis and the service is billed on a fixed monthly recurring charge basis. Data and Internet services are typically
billed monthly in advance. The unearned portion of these fees will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and recognized as revenue over the period that the services are provided.

Access services. Switched access services will allow other carriers to use the combined company’s facilities to originate and terminate their
long distance voice and data traffic. These services are generally offered on a month-to-month basis and the service is generally billed on a
minutes-of-use basis. Access charges are based on access rates filed with the FCC for interstate services and with the respective state regulatory
agency for intrastate services. In addition, subsidies received from state and the USF based on the high cost of providing telephone service to
certain rural areas will be a part of the combined company’s access services revenues. Revenue is recognized when services are provided to
customers or when products are delivered to customers. Monthly recurring access service fees will be billed in advance. The unearned portion of
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this revenue will be initially deferred as a component of other liabilities on the combined company’s balance sheet and recognized as revenue over
the period that the services are provided.

Long distance services. The combined company will offer long distance services to customers in its territories. Frontier believes that many
customers prefer the convenience of obtaining their long distance service through their local telephone company and receiving a single bill. Long
distance network service to and from points outside of the combined company’s operating territories will be provided by interconnection with the
facilities of interexchange carriers. The combined company’s long distance services will be billed either on an unlimited or fixed number of
minutes basis in advance or on a per minute-of-use basis in arrears. The earned but unbilled portion of these fees will be recognized as revenue and
accrued in accounts receivable in the period that the services are provided.

Directory services. Directory services involves the provision of white and yellow page directories for residential and business listings. The
combined company will provide this service through third-party contractors. In most of the combined company’s markets that were Frontier’s
markets prior to the merger, the third-party contractors will be paid a percentage of revenues from the sale of advertising in these directories. In the
remaining markets that were Frontier markets prior to the merger, the combined company will receive a flat fee from the contractors. In the Spinco
territory, the directory services are expected to be provided through a third-party contractor, but the combined company will not receive any fees
for listing or advertising. The combined company’s directory service will also include “Frontier Pages,” an Internet-based directory service which
generates advertising revenues.

Other services. Other services expected to be provided by the combined company include:

Video services. The combined company will continue to offer a video product under an agency relationship with DISH Network in the areas
in which Frontier currently operates and will also seek to offer a satellite video
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product in the Spinco territory under an agency relationship. In each case the combined company will bill the customer for the monthly services
and remit those billings to the satellite video provider without recognizing any revenue. The combined company will in turn receive from the
satellite video provider and recognize as revenue activation fees, other residual fees and nominal management, billing and collection fees.
Additionally, the combined company will continue to offer broadband video services that are similar to FiOS in the states of Indiana, Oregon and
Washington.

Wireless services. The combined company will offer wireless data services in select markets. The combined company’s wireless data
services will utilize technologies that are relatively new, and the combined company will depend to some degree on the representations of
equipment vendors, lab testing and the experiences of others who have been successful at deploying these new technologies. Revenue will be
recognized when services are provided to customers. Long-term contracts will be billed in advance on an annual or semi-annual basis. End-user
subscribers will be billed in advance on a monthly recurring basis and colleges, universities and businesses will be billed on a monthly recurring
basis for a fixed number of users. The unearned portion of this revenue will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and later recognized as revenue over the period that the services are provided. Hourly, daily and weekly casual end-users
are billed by credit card at the time of use.

Historically, Frontier and Verizon did not compete in the offering of incumbent local exchange services in their respective service areas, as
their incumbent local exchange footprints did not overlap. However, Verizon has historically offered other services in the Spinco territory in
addition to those offered by the Spinco business. Following the merger, the combined company will compete with Verizon with respect to the
following services, which Verizon has indicated that it will continue to offer in the Spinco territory:
 

 •  the offering of long distance services;
 

 

•  the offering of products and services to business and government customers other than as the incumbent local exchange carrier,
including but not limited to carrier services, data customer premises equipment and software, structured cabling, call center solutions
and the products and services formerly offered by MCI, Inc.; and

 

 •  the offering of wireless voice, wireless data and other wireless services.

The combined company will offer long distance services in the Spinco territory and will compete with Verizon for these services. To the
extent that the combined company offers services to businesses and government customers in these states, it will also compete directly with
Verizon.

Expenses

The combined company’s expenses are expected to be categorized as network access expenses, other operating expenses and depreciation
and amortization expenses.
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•  Network Access Expenses. Network access expenses generally comprise of costs associated with the interconnection and routing of
traffic to or from customers in the combined company’s service territories with territories outside its service markets. Typical examples
include costs to provide long distance services and Internet services. Access expenses also include equipment installed at customer
locations.

 

 
•  Other Operating Expenses. Other operating expenses include wages, benefits, property taxes, utilities, facilities, marketing, consulting

and other direct costs of the business.
 

 

•  Depreciation and Amortization Expenses. Depreciation and amortization expenses include: (i) the estimated periodic charge
(depreciation) for the use of property, plan and equipment and (ii) the estimated periodic charge (amortization) associated with acquired
intangible assets, primarily customer relationships.
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Because the Spinco business has been operated as a local exchange carrier division of Verizon in the Spinco territory, utilizing certain shared
services and resources, and not as a stand-alone communications provider, the historical operating results of Verizon’s Separate Telephone
Operations for the year ended December 31, 2008 and the six months ended June 30, 2009 include approximately $749 million and $434 million,
respectively, of expenses for services provided by Verizon and its affiliates, including information systems and information technology, shared
assets including office space outside of the Spinco territory, supplemental customer sales and service and operations. The combined company will
receive these services from internal operations or from third-party service providers.

Frontier estimates that, by 2013, the combined company’s annualized net cost savings will reach approximately $500 million, which
represents approximately 21% of the cash operating expenses of the Spinco business in 2008, from consolidating and internalizing a variety of
services through the integration of the Spinco business into Frontier’s existing business. However, there can be no assurance that these or any cost
savings will actually be achieved. In addition, the combined company will assume post-employment benefits and retirement liabilities with respect
to the active employees continuing with Spinco and will also incur operating expenses in connection with these liabilities. See “Risk Factors—
Risks Relating to the Spin-Off and the Merger—The combined company may not realize the growth opportunities and cost synergies that are
anticipated from the merger.”

Liquidity and Capital Resources

Frontier anticipates that the combined company’s operating cash flows, together with any cash balances and borrowing capacity under its
revolving credit facility (or any permitted refinancing or replacement thereof by Frontier), will be adequate to finance the combined company’s
working capital requirements, fund capital expenditures, make required debt payments, pay taxes, pay dividends to its stockholders in accordance
with its dividend policy and support its short-term and long-term operating strategies. However, a number of factors, including but not limited to
losses of access lines, increases in competition, lower subsidy and access revenues and the impact of the current economic environment, may
reduce the combined company’s operating cash flows.

In connection with the spin-off and the merger, the combined company will assume substantial amounts of indebtedness, including the
special cash payment financing, the distribution date indebtedness and, if required, the Spinco debt securities. Interest payments on this
indebtedness will be a significant use of the combined company’s operating cash flows. The amount of interest payments on this indebtedness will
depend on the final terms of the special cash payment financing and, if required, the Spinco debt securities, which have not yet been determined.
See “Financing of the Combined Company.”

Frontier

Overview

Frontier is a full-service communications provider and one of the largest exchange telephone carriers in the country. On July 31, 2006,
Frontier sold its competitive local exchange carrier, referred to as a CLEC, Electric Lightwave, LLC, referred to as ELI. Frontier accounted for
ELI as a discontinued operation in its consolidated statements of operations. On March 8, 2007, Frontier completed the acquisition of
Commonwealth, which included a small CLEC component. This acquisition expanded Frontier’s presence in Pennsylvania and strengthened
Frontier’s position as a leading full-service communications provider to rural areas and small and medium sized towns and cities. On October 31,
2007, Frontier completed the acquisition of GVN, which expanded its presence in California and also strengthened its rural position. As of June 30,
2009, Frontier operated in 24 states with approximately 5,400 employees.

Competition in the communications industry is intense and increasing. Frontier experiences competition from many communications service
providers. These providers include cable operators offering video and VoIP products, wireless carriers, long distance providers, competitive local
exchange carriers, Internet providers and
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other wireline carriers. Frontier believes that as of June 30, 2009, approximately 68% of the households in its territories had VoIP as an available
service option from cable operators. Frontier also believes that competition will continue to intensify in 2009 and may result in reduced revenues.
Frontier’s business experienced a decline in access lines and switched access minutes in 2007 and 2008 and in the first six months of 2009
primarily as a result of competition and business downsizing. Frontier also experienced a reduction in revenues for the first six months of 2009 as
compared to the same period in 2008, and a reduction in revenues in 2008 compared to 2007.

The recent severe contraction in the global financial markets and ongoing recession is impacting customer behavior to reduce expenditures by
not purchasing Frontier’s services or by discontinuing some or all of its services. The ongoing recession and downturn in the economy has also
affected Frontier’s business customers, resulting in a decline in revenues for the first six months of 2009 as compared to the same period in 2008.
These trends are likely to continue and may result in a challenging revenue environment. These factors could also result in increased delinquencies
and bankruptcies and, therefore, affect Frontier’s ability to collect money owed to it by residential and business customers.

Frontier employs a number of strategies to combat the competitive pressures and changes to consumer behavior noted above. Frontier’s
strategies are focused on customer retention, upgrading and up-selling services to its existing customer base, new customer growth, win backs of
former customers, new product deployment, and operating expense and capital expenditure reductions.

Frontier seeks to achieve its customer retention goals by bundling services around the local access line and providing exemplary customer
service. Bundled services include high-speed Internet, referred to as HSI, unlimited long distance calling, enhanced telephone features and video
offerings. Frontier tailors these services to the needs of its residential and business customers in the markets it serves and continually evaluates the
introduction of new and complementary products and services, which can also be purchased separately. Customer retention is also enhanced by
offering one-, two- and three-year price protection plans where customers commit to a term in exchange for predictable pricing or promotional
offers. Additionally, Frontier is focused on enhancing the customer experience as it believes exceptional customer service will differentiate it from
its competition. Its commitment to providing exemplary customer service is demonstrated by the expansion of its customer service hours, shorter
scheduling windows for in-home appointments and the implementation of call reminders and follow-up calls for service appointments. In addition,
Frontier’s 70 local area markets are operated by local managers with responsibility for the customer experience, as well as the financial results, in
those markets.

Frontier utilizes targeted and innovative promotions to attract new customers, including those moving into Frontier’s territory, win back
former customers, upgrade and up-sell existing customers a variety of service offerings including HSI, video, and enhanced long distance and
feature packages in order to maximize the average revenue per access line (wallet share) paid to Frontier. Depending upon market and economic
conditions, Frontier may offer such promotions to drive sales in the future.

Frontier has restructured and augmented its sales distribution channels to improve coverage of all segments of its commercial customer base.
This included adding new sales teams dedicated to small business customers and enhancing the skills in its customer sales and service centers. In
addition, Frontier is introducing new products utilizing wireless and Internet technologies. Frontier believes the combination of new products and
distribution channel improvements will help Frontier improve commercial customer acquisition and retention efforts.

Frontier is also focused on introducing a number of new products, including unlimited long distance minutes, bundles of long distance
minutes, wireless data, Internet portal advertising and the “Frontier Peace of Mind” product suite. This last category is a suite of products aimed at
managing the total communications and personal computing experience for Frontier’s customers. The “Frontier Peace of Mind” products and
services are
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designed to provide value and simplicity to meet customers’ ever-changing needs. The “Frontier Peace of Mind” products and services suite
includes services such as an in-home, full installation of Frontier’s HSI product, two hour appointment windows for the installation, hard drive
back-up services, 24-7 help desk PC support and inside wire maintenance. Although Frontier is optimistic about the opportunities provided by each
of these initiatives, it can provide no assurance about their long term profitability or impact on revenue.

Frontier believes that the combination of offering multiple products and services to its customers pursuant to price protection programs,
billing them on a single bill, providing superior customer service, and being active in Frontier’s local communities will make its customers more
loyal, and will help it generate new, and retain existing, customer revenue.
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Revenues from data and Internet services such as HSI continue to increase as a percentage of Frontier’s total revenues and revenues from
services such as local line and access charges (including federal and state subsidies) are decreasing as a percentage of its total revenues. Federal and
state subsidy revenue, including surcharges billed to customers which are remitted to the FCC, was $51.7 million for the six months ended
June 30, 2009, or 5% of Frontier’s revenues, down from $58.2 million for the six months ended June 30, 2008, or 5% of its revenues. Federal and
state subsidy revenue, including surcharges billed to customers which are remitted to the FCC, was $119.8 million in 2008, or 5% of Frontier’s
revenues, down from $130.0 million in 2007, or 6% of its revenues. Frontier expects this trend to continue during the remainder of 2009. The
decreasing revenue from traditional sources, along with the potential for increasing operating costs, could cause Frontier’s profitability and its cash
generated by operations to decrease.

Results of Operations

Three and Six Months Ended June 30, 2009

Revenue

Revenue is generated primarily through the provision of local, network access, long distance, and data and Internet services. Such revenues
are generated through either a monthly recurring fee or a fee based on usage at a tariffed rate and revenue recognition is not dependent upon
significant judgments by management, with the exception of a determination of a provision for uncollectible amounts.

Revenue for the three months ended June 30, 2009 decreased $30.4 million, or 5%, as compared with the prior year period. Revenue for the
six months ended June 30, 2009 decreased $61.7 million, or 5%, as compared with the prior year period. This decline during the first half of 2009
is a result of lower local services revenue, switched access revenue, long distance services revenue and subsidy revenue, partially offset by a
$19.3 million, or 6%, increase in data and Internet services revenue, each as described in more detail below.

Change in the number of Frontier’s access lines is one factor that is important to Frontier’s revenue and profitability. Frontier has lost access
lines primarily because of changing consumer behavior (including wireless substitution), economic conditions, changing technology, competition,
and by some customers disconnecting second lines when they add HSI or cable modem service. Frontier lost approximately 65,200 access lines
(net), including 5,900 second lines, during the six months ended June 30, 2009, but added approximately 33,900 HSI subscribers during this same
period. Frontier expects to continue to lose access lines but to increase HSI subscribers and wireless Internet customers during the remainder of
2009 (although not enough to offset access line losses).

While the number of access lines is an important metric to gauge certain revenue trends, it is not necessarily the best or only measure to
evaluate Frontier’s business. Frontier management believes that understanding different components of revenue is most important. For this reason,
presented in the table titled “Other Financial and Operating Data” below is a breakdown that categorizes revenue into customer revenue and
regulatory revenue (switched access and subsidy revenue). Despite the decline in access lines, Frontier’s customer revenue,
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which is all revenue except switched access and subsidy revenue, has declined in the second quarter and first six months of 2009 by less than 3
percent as compared to the prior year periods. The average monthly customer revenue per access line has improved and resulted in an increased
wallet share, primarily from residential customers. A substantial further loss of access lines, combined with increased competition and the other
factors discussed herein, may cause Frontier’s revenue, profitability and cash flows to decrease in 2009.

The financial tables below include a comparative analysis of Frontier’s results of operations on a historical basis for the three and six months
ended June 30, 2009 and 2008.

REVENUE
 

 
   For the three months ended June 30,   For the six months ended June 30,  

($ in thousands)   2009   2008   
$

Change   % Change  2009   2008   
$

Change   % Change 
Local services   $198,296  $214,703  $(16,407)  -8%  $ 399,192  $ 431,861  $(32,669)  -8% 
Data and Internet services    160,551   151,655   8,896   6%   316,944   297,637   19,307   6% 
Access services    87,427   101,003   (13,576)  -13%   177,492   208,821   (31,329)  -15% 
Long distance services    40,560   46,912   (6,352)  -14%   81,972   93,365   (11,393)  -12% 
Directory services    27,211   29,070   (1,859)  -6%   54,916   57,698   (2,782)  -5% 
Other    18,097   19,207   (1,110)  -6%   39,582   42,373   (2,791)  -7% 

            
 

            
 

 

  $532,142  $562,550  $(30,408)  -5%  $1,070,098  $1,131,755  $(61,657)  -5% 
            

 

            

 

 

Local Services

Local services revenue for the three months ended June 30, 2009 decreased $16.4 million, or 8%, to $198.3 million, as compared with the
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three months ended June 30, 2008. The loss of access lines accounted for $12.2 million of the decline in local services revenue.

Local services revenue for the six months ended June 30, 2009 decreased $32.7 million, or 8%, to $399.2 million, as compared with the six
months ended June 30, 2008, primarily due to the continued loss of access lines which accounted for $23.8 million of the decline and a reduction
in all other related services of $8.9 million. Enhanced services revenue in the first six months of 2009 decreased $7.0 million, as compared with the
first six months of 2008, primarily due to a decline in access lines and a shift in customers purchasing Frontier’s unlimited voice communications
packages with features included in the bundle instead of purchasing individual features.

Economic conditions and/or increasing competition could make it more difficult for Frontier to sell its packages and bundles, and cause
Frontier to increase its promotions and/or lower its prices for those products and services, which would adversely affect its revenue, profitability
and cash flow.

Data and Internet Services

Data and Internet services revenue for the three months ended June 30, 2009 increased $8.9 million, or 6%, to $160.6 million, as compared
with the three months ended June 30, 2008, primarily due to growth in data and HSI services.

Data and Internet services revenue for the six months ended June 30, 2009 increased $19.3 million, or 6%, to $316.9 million, as compared
with the six months ended June 30, 2008, primarily due to the overall growth in the number of data and HSI customers. As of June 30, 2009, the
number of Frontier’s HSI subscribers had increased by approximately 54,500, or 10%, since June 30, 2008. Data and Internet services also include
revenue from data transmission services to other carriers and high-volume commercial customers with dedicated high-capacity Internet and
ethernet circuits. Revenue from these dedicated high-capacity circuits increased $6.1 million in 2009, as compared with 2008, primarily due to
growth in the number of those circuits.

In February 2009, President Obama signed into law an economic stimulus package that includes $7.2 billion in funding, through grants and
loans, for new broadband investment and adoption in unserved and underserved communities. The federal agencies responsible for administering
the programs released rules and evaluation
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criteria for the first round of funding on July 9, 2009. Frontier has submitted applications for $55 million of such funding for use in the state of
West Virginia to expand broadband availability. If granted, Frontier would be required to spend $14 million in matching funds.

Access Services

Access services revenue for the three months ended June 30, 2009 decreased $13.6 million, or 13%, to $87.4 million, as compared with the
three months ended June 30, 2008. Switched access revenue in the three months ended June 30, 2009 of $63.1 million decreased $9.6 million, or
13%, as compared with the three months ended June 30, 2008, primarily due to the impact of a decline in minutes of use related to access line
losses and the displacement of minutes of use by wireless, e-mail and other communications services. Access services revenue includes subsidy
payments Frontier receives from federal and state agencies, including surcharges billed to customers which are remitted to the FCC. Subsidy
revenue, including surcharges billed to customers, for the three months ended June 30, 2009 of $24.3 million decreased $4.0 million, or 14%, as
compared with the three months ended June 30, 2008, primarily due to lower receipts under the Federal High Cost Fund program resulting from
Frontier’s reduced cost structure and an increase in the program’s National Average Cost per Local Loop, referred to as the NACPL, used by the
FCC to allocate funds among all recipients.

Access services revenue for the six months ended June 30, 2009 decreased $31.3 million, or 15%, to $177.5 million, as compared with the
six months ended June 30, 2008. Switched access revenue in the six months ended June 30, 2009 of $125.8 million decreased $24.9 million, or
17%, as compared with the six months ended June 30, 2008, primarily due to the impact of a decline in minutes of use related to access line losses
and the displacement of minutes of use by wireless, e-mail and other communications services. Reserves established for disputed access charges
also impacted access revenues in 2009 compared to 2008. Subsidy revenue, including surcharges billed to customers, for the six months ended
June 30, 2009 of $51.7 million decreased $6.4 million, or 11%, as compared with the six months ended June 30, 2008, primarily due to lower
receipts under the Federal High Cost Fund program resulting from Frontier’s reduced cost structure and an increase in the program’s NACPL.

Many factors may lead to further increases in the NACPL, thereby resulting in decreases in Frontier’s federal subsidy revenue in the future.
The FCC and state regulatory agencies are currently considering a number of proposals for changing the manner in which eligibility for federal
subsidies is determined as well as the amounts of such subsidies. On May 1, 2008, the FCC issued an order to cap CETC receipts from the high
cost USF.

The FCC is considering proposals that may significantly change interstate, intrastate and local intercarrier compensation and would revise the
USF funding and disbursement mechanisms. When and how these proposed changes will be addressed are unknown and, accordingly, Frontier is
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unable to predict the impact of future changes on its results of operations. However, future reductions in Frontier’s subsidy and access revenues
will directly affect Frontier’s profitability and cash flows as those regulatory revenues do not have associated variable expenses.

Certain states have open proceedings to address reform to intrastate access charges and other intercarrier compensation. Frontier cannot
predict when or how these matters will be decided or the effect on Frontier’s subsidy or access revenues. In addition, Frontier has been approached
by, and/or is involved in formal state proceedings with, various carriers seeking reductions in intrastate access rates in certain states.

Long Distance Services

Long distance services revenue for the three months ended June 30, 2009 decreased $6.4 million, or 14%, to $40.6 million, as compared with
the three months ended June 30, 2008.

Long distance services revenue for the six months ended June 30, 2009 decreased $11.4 million, or 12%, to $82.0 million, as compared with
the six months ended June 30, 2008. Frontier’s long distance services revenue is trending downward due to a reduction in the overall average
revenue per minute of use. Frontier has actively
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marketed a package of unlimited long distance minutes with its digital phone and state unlimited bundled service offerings. While these package
offerings have grown Frontier’s long distance customer base, those customers who still pay on a per minute of use basis have significantly reduced
their calling volumes, resulting in a decrease in Frontier’s overall average revenue per minute of use.

Frontier’s long distance minutes of use decreased by 5% during the six months ended June 30, 2009, as compared to the six months ended
June 30, 2008. Average revenue per minute of use has also declined. Frontier’s long distance services revenue may decrease in the future due to
further declines in rates and/or minutes of use. Competing services such as wireless, VoIP and cable telephony are resulting in a loss of customers,
minutes of use and further declines in the rates Frontier charges its customers. Frontier expects these factors will continue to adversely affect its
long distance revenue in the future.

Directory Services

Directory services revenue for the three months ended June 30, 2009 decreased $1.9 million, or 6%, to $27.2 million, as compared with the
three months ended June 30, 2008. Directory services revenue for the six months ended June 30, 2009 decreased $2.8 million, or 5%, to $54.9
million, as compared with the six months ended June 30, 2008, primarily due to lower revenues from yellow pages advertising.

Other

Other revenue for the three months ended June 30, 2009 decreased $1.1 million, or 6%, to $18.1 million, as compared with the three months
ended June 30, 2008, primarily due to DISH video promotional discounts that are charged against revenue. Reduced service activation fee revenue
also contributed to the decline.

Other revenue for the six months ended June 30, 2009 decreased $2.8 million, or 7%, to $39.6 million, as compared with the six months
ended June 30, 2008, primarily due to a decrease in service activation fee revenue, lower collocation and rental revenue and decreased “bill and
collect” fee revenue, partially offset by higher wireless revenues and lower bad debt expenses.

OTHER FINANCIAL AND OPERATING DATA
 

   
As of June 30,

2009   
As of June 30,

2008   % Change 

Access lines:       

Residential   1,405,258  1,516,402  -7% 
Business   783,869  824,310  -5% 

        

Total access lines   2,189,127  2,340,712  -6% 
        

HSI subscribers   613,810  559,345  10% 
Video subscribers   157,353  107,596  46% 
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change  % Change  2009   2008   $ Change  % Change 
Revenue:              

Residential   $227,580  $239,633  $ (12,053)  -5%  $ 458,046  $ 480,995  $ (22,949)  -5% 
Business    217,135   221,914   (4,779)  -2%   434,560   441,939   (7,379)  -2% 

            
 

            
 

 

Total  customer revenue    444,715   461,547   (16,832)  -4%   892,606   922,934   (30,328)  -3% 
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Regulatory (Access Services)    87,427   101,003   (13,576)  -13%   177,492   208,821   (31,329)  -15% 
            

 
            

 
 

Total  revenue   $532,142  $562,550  $ (30,408)  -5%  $1,070,098  $1,131,755  $ (61,657)  -5% 
            

 
            

 
 

Switched access minutes of use (in millions)    2,213   2,538   -13%   4,589   5,141   -11% 
Average monthly total revenue per access line   $ 80.52  $ 79.34   2%  $ 80.33  $ 79.08   2% 
Average monthly customer revenue per access line   $ 67.29  $ 65.10   3%  $ 67.01  $ 64.49   4% 
 

120

Table of Contents

Expenses

OPERATING EXPENSES

NETWORK ACCESS EXPENSES
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change  % Change  2009   2008   $ Change  % Change 

Network access   $59,203  $53,998  $ 5,205  10%  $119,887  $114,547  $ 5,340  5% 

Network access expenses for the three months ended June 30, 2009 increased $5.2 million, or 10%, to $59.2 million, as compared with the
three months ended June 30, 2008, primarily due to higher long distance carriage costs and costs for new personal computers, as described in more
detail below.

Network access expenses for the six months ended June 30, 2009 increased $5.3 million, or 5%, to $119.9 million, as compared with the six
months ended June 30, 2008. In the first half of 2009, Frontier expensed $9.9 million for the cost of new personal computers provided to customers
in connection with its “Rolling Thunder” promotion which resulted in additional DISH video and HSI subscribers. The first half of 2008 included
costs of $3.0 million associated with HSI promotions that subsidized the cost of a flat screen television provided to customers.

As Frontier continues to increase its sales of data products such as HSI and expand the availability of its unlimited long distance calling plans,
Frontier’s network access expense may increase in the future. A decline in expenses associated with access line losses has offset some of the
increase.

OTHER OPERATING EXPENSES
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change  % Change  2009   2008   $ Change   % Change 

Wage and benefit expenses   $ 86,206  $ 95,847   $(9,641)  -10%  $179,073  $196,523   $(17,450)  -9% 
Pension costs    8,208   (530)   8,738   NM    16,454   (1,060)   17,514   NM  
Severance and early retirement

costs    11   480    (469)  -98%   2,567   3,371    (804)  -24% 
Stock based compensation    2,439   3,145    (706)  -22%   4,561   6,164    (1,603)  -26% 
All other operating expenses    95,890   103,391    (7,501)  -7%   190,303   200,599    (10,296)  -5% 

        
 

   
 

        
 

   
 

 

  $192,754  $202,333   $(9,579)  -5%  $392,958  $405,597   $(12,639)  -3% 
        

 

   

 

        

 

   

 

 

Wage and benefit expenses

Wage and benefit expenses for the three months ended June 30, 2009 decreased $9.6 million, or 10%, to $86.2 million, as compared to the
three months ended June 30, 2008. Wage and benefit expenses for the six months ended June 30, 2009 decreased $17.5 million, or 9%, to $179.1
million, as compared to the six months ended June 30, 2008, primarily due to headcount reductions and associated decreases in compensation and
benefit expenses.

Pension costs

The decline in the value of Frontier’s pension plan assets during 2008 has resulted in an increase in its pension expense in 2009. Pension
costs for the three months ended June 30, 2009 and 2008 were approximately
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$8.2 million and $(0.5) million, respectively. The second quarter of 2009 pension costs represent an increase of $8.7 million over the prior year
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period. Pension costs include pension expense of $10.2 million and $(0.7) million, less amounts capitalized into the cost of capital expenditures of
$2.0 million and $(0.2) million for the three months ended June 30, 2009 and 2008, respectively.

Pension costs for the six months ended June 30, 2009 and 2008 were approximately $16.5 million and $(1.1) million, respectively. The first
six months of 2009 pension costs represent an increase of $17.5 million over the prior year period. Pension costs include pension expense of $20.4
million and $(1.3) million, less amounts capitalized into the cost of capital expenditures of $3.9 million and $(0.2) million for the six months ended
June 30, 2009 and 2008, respectively.

Frontier’s pension plan assets have declined from $589.8 million at December 31, 2008 to $578.1 million at June 30, 2009, a decrease of
$11.7 million, or 2%. This decrease is a result of ongoing benefit payments of $26.6 million, partially offset by positive investment returns of $14.9
million during the first six months of 2009.

Based on current assumptions and plan asset values, Frontier estimates that its 2009 pension and other postretirement benefit expenses (which
were $11.2 million in 2008) will be approximately $50.0 million to $55.0 million. No contributions are expected to be made by Frontier to its
pension plan until 2011, although pension asset volatility could require Frontier to make a contribution in 2010, at the earliest.

Severance and early retirement costs

Severance and early retirement costs for the three months ended June 30, 2009 decreased $0.5 million as compared with the prior year period.

Severance and early retirement costs for the six months ended June 30, 2009 decreased $0.8 million to $2.6 million as compared with the
prior year period, primarily due to charges recorded in the first half of 2008 related to employee early retirements and terminations.

Stock based compensation

Stock based compensation for the three months ended June 30, 2009 decreased $0.7 million, or 22%, to $2.4 million as compared with the
prior year period, primarily due to costs recorded in 2008 for a long-term incentive program that is no longer in effect.

Stock based compensation for the six months ended June 30, 2009 decreased $1.6 million, or 26%, to $4.6 million as compared with the
prior year period, due to costs recorded in 2008 for a long-term incentive program that is no longer in effect and reduced costs associated with
stock units, partially offset by increased costs for unvested restricted stock awards.

All other operating expenses

All other operating expenses for the three months ended June 30, 2009 decreased $7.5 million, or 7%, to $95.9 million, as compared with the
three months ended June 30, 2008. All other operating expenses for the six months ended June 30, 2009 decreased $10.3 million, or 5%, to $190.3
million, as compared to the six months ended June 30, 2008, due to reduced costs for consulting fees and other outside services, partially offset by
higher marketing expenses.
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DEPRECIATION AND AMORTIZATION EXPENSE
 
  For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)  2009  2008  $ Change   % Change  2009  2008  $ Change   % Change 

Depreciation expense  $ 91,430 $ 98,367 $ (6,937)  -7%  $184,318 $193,512 $ (9,194)  -5% 
Amortization expense   41,388  45,883  (4,495)  -10%   86,058  91,818  (5,760)  -6% 

         
 

          
 

 

 $132,818 $144,250 $(11,432)  -8%  $270,376 $285,330 $(14,954)  -5% 
         

 

          

 

 

Depreciation and amortization expense for the three months ended June 30, 2009 decreased $11.4 million, or 8%, to $132.8 million, as
compared to the three months ended June 30, 2008. Depreciation and amortization expense for the six months ended June 30, 2009 decreased
$15.0 million, or 5%, to $270.4 million, as compared to the six months ended June 30, 2008, primarily due to reduced amortization expense, as
discussed below, and a declining net asset base, partially offset by changes in the remaining useful lives of certain assets. An independent study
updating the estimated remaining useful lives of Frontier’s plant assets is performed annually. Frontier adopted the remaining useful lives proposed
in the last study effective October 1, 2008. Frontier’s “composite depreciation rate” increased from 5.5% to 5.6% as a result of the study. Frontier
anticipates depreciation expense of approximately $350.0 million to $370.0 million and amortization expense of approximately $115.0 million for
2009. Amortization expense for the six months ended June 30, 2009 is comprised of $57.9 million for amortization associated with Frontier’s
legacy properties, which were fully amortized in June 2009, and $28.2 million for intangible assets (customer base and trade name) that were
acquired in the Commonwealth and GVN acquisitions.
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ACQUISITION RELATED COSTS
 
   For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)   2009   2008   $ Change   % Change  2009   2008   $ Change   % Change 

Acquisition related costs   $10,751  $—    $10,751  100%  $10,751  $—    $10,751  100% 

Acquisition related costs primarily represent fees paid to Frontier’s advisers for services rendered in connection with the pending
transactions. Frontier expects to incur acquisition costs of approximately $35.0 million in 2009 related to the pending transactions.

INVESTMENT AND OTHER INCOME, NET / INTEREST EXPENSE /
INCOME TAX EXPENSE

 
  For the three months ended June 30,   For the six months ended June 30,  
($ in thousands)  2009  2008  $ Change  % Change  2009  2008  $ Change   % Change 

Investment and other income, net  $ 4,618 $ 6,841 $(2,223)  -32%  $ 12,865 $ 5,934 $ 6,931   117% 
Interest expense   98,670  90,710  7,960   9%   187,419  181,570  5,849   3% 
Income tax expense   14,254  21,874  (7,620)  -35%   36,307  48,502  (12,195)  -25% 
Income attributable to the noncontrolling

interest in a partnership   392  448  (56)  -13%   1,044  776  268   35% 

Investment and other income, net

Investment and other income, net for the three months ended June 30, 2009 decreased $2.2 million, or 32%, to $4.6 million, as compared
with the three months ended June 30, 2008, primarily due to a decline of $2.9 million in income recognized on the termination of construction
advances, reduced equity earnings of $2.5 million and $0.5 million in lower income from short-term investments of cash, partially offset by an
increase of $3.6 million in gain on debt repurchases.
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Investment and other income, net for the six months ended June 30, 2009 improved $6.9 million, or 117%, as compared with the six months
ended June 30, 2008, primarily due to the loss on retirement of debt of $6.3 million recognized during the first quarter of 2008, combined with
litigation settlement proceeds of $2.2 million and gain on debt repurchases of $3.7 million in 2009. These improvements were partially offset by
reduced equity earnings of $2.3 million and a decrease of $2.3 million in income from short-term investments of cash and cash equivalents due to
lower interest rates in 2009.

Frontier’s average cash balance was $265.1 million and $211.0 million for the six months ended June 30, 2009 and 2008, respectively.

Interest expense

Interest expense for the three months ended June 30, 2009 increased $8.0 million, or 9%, to $98.7 million, as compared with the three months
ended June 30, 2008, primarily due to higher average debt levels and interest rates in 2009. Frontier’s average debt outstanding was
$4,875.2 million and $4,757.9 million for the three months ended June 30, 2009 and 2008, respectively. Frontier’s debt levels have risen due to its
$600 million debt offering on April 9, 2009. Frontier intends to use the net proceeds from the offering to reduce, repurchase, or refinance its
indebtedness or for general corporate purposes. During the second quarter of 2009, Frontier used $308.0 million of the proceeds to retire $311.7
million principal amount of debt, including $255.7 million of debt maturing in 2011. Excess proceeds from this offering are invested in cash
equivalents.

Interest expense for the six months ended June 30, 2009 increased $5.8 million, or 3%, to $187.4 million, as compared with the six months
ended June 30, 2008, primarily due to higher average debt levels and interest rates in 2009, as discussed above. Frontier’s average debt
outstanding was $4,827.6 million and $4,758.8 million for the six months ended June 30, 2009 and 2008, respectively. Frontier’s composite
average borrowing rate as of June 30, 2009 as compared with the prior year was 24 basis points higher, increasing from 7.63% to 7.87%.

Income tax expense

Income tax expense for the three and six months ended June 30, 2009 decreased $7.6 million, or 35%, to $14.3 million, and $12.2 million, or
25%, to $36.3 million, respectively, as compared with the three and six months ended June 30, 2008, primarily due to lower taxable income. The
second quarter of 2008 includes a reduction in income tax expense of $7.5 million that resulted from the expiration of certain statute of limitations
on April 15, 2008. The effective tax rate for the first six months of 2009 and 2008 was 35.7% and 32.2%, respectively. Frontier’s cash taxes paid
for the six months ended June 30, 2009 were $40.5 million, a decrease of $9.1 million from the first six months of 2008. Frontier expects to pay
approximately $90.0 million to $100.0 million for the full year of 2009. Frontier’s 2009 cash tax estimate reflects the anticipated favorable impact
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of bonus depreciation that is part of the economic stimulus package signed into law by President Obama.

There were no material changes to the liabilities on Frontier’s books as of December 31, 2008 related to uncertain tax positions recorded
under FASB Interpretation No. (FIN) 48 (ASC Topic 740) for the six months ended June 30, 2009.

Fiscal Year Ended December 31, 2008

Frontier’s historical results include the results of operations of CTE from the date of its acquisition on March 8, 2007 and of GVN from the
date of its acquisition on October 31, 2007. Accordingly, results of operations for 2008, 2007 and 2006 are not directly comparable as 2008 results
reflect the inclusion of a full year of operations of CTE and GVN, whereas 2007 results reflect the inclusion of approximately ten months of
operations of CTE and of two months of operations of GVN and 2006 results do not reflect the results of operations of CTE or GVN.
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Revenue

Consolidated revenue for 2008 decreased $51.0 million, or 2%, to $2,237.0 million as compared to 2007. Excluding additional revenue
attributable to the CTE and GVN acquisitions for a full year in 2008 and for a partial period in 2007, Frontier’s revenue decreased $107.3 million
during 2008, or 5%, as compared to 2007. During the first quarter of 2007, Frontier had a significant favorable settlement of a carrier dispute that
resulted in a favorable one-time impact to its revenue of $38.7 million. Excluding the additional revenue due to the one-time favorable settlement
in the first quarter of 2007 and the additional revenue attributable to the CTE and GVN acquisitions in 2008 and 2007, Frontier’s revenue for the
year ended December 31, 2008 declined $68.6 million, or 3%, as compared to the prior year. This decline is a result of lower local services
revenue, subsidy revenue and switched access revenue, partially offset by a $37.3 million, or 8%, increase in data and Internet services revenue.

Consolidated revenue for 2007 increased $262.6 million, or 13%, to $2,288.0 million as compared to 2006. Excluding the additional revenue
attributable to the CTE and GVN acquisitions in 2007, and the one-time favorable settlement as referenced above in 2007, Frontier’s revenue for
2007 was $1,982.7 million, a decrease of $42.7 million, or 2%, as compared to 2006, primarily resulting from a reduction of $39.9 million in
subsidies received from federal and state funds.

Frontier lost approximately 174,800 access lines (net), including 22,200 second lines, during 2008, but added approximately 57,100 HSI
subscribers (net) during this same period. Despite the decline in access lines, Frontier’s customer revenue also improved by more than 1.3 percent
in 2008 versus 2007. Presented in the table titled “Other Financial and Operating Data” below is a breakdown that categorizes revenue into
customer service revenue and regulatory revenue (switched and subsidy revenue).

Frontier’s historical results include the results of operations of CTE from the date of its acquisition on March 8, 2007 and of GVN from the
date of its acquisition on October 31, 2007. The financial tables below include a comparative analysis of Frontier’s results of operations on a
historical basis for 2008, 2007 and 2006. Frontier has also presented an analysis of each category for 2007 for the results of Frontier (excluding
CTE and GVN) and the results of its acquisitions: CTE from March 8, 2007 through December 31, 2007, and the results of GVN for the last two
months of 2007, as included in the consolidated results of operations. The figures in each of the charts in this section for 2007 relate to Frontier
legacy properties (excluding CTE and GVN).

REVENUE
 
  2008   2007   2006

($ in thousands)  Amount  $ Change   
%

Change  Amount  Acquisitions 

Frontier
(excluding
CTE and

GVN)  $ Change   
%

Change  Amount

Local services  $ 848,393 $(27,369)  -3%  $ 875,762 $ 95,197 $ 780,565 $(29,019)  -4%  $ 809,584
Data and Internet services   605,615  61,851   11%   543,764  58,934  484,830  60,621   14%   424,209
Access services   404,713  (74,749)  -16%   479,462  70,235  409,227  (18,732)  -4%   427,959
Long distance services   182,559  2,034   1%   180,525  27,070  153,455  183   0%   153,272
Directory services   113,347  (1,239)  -1%   114,586  1,264  113,322  (816)  -1%   114,138
Other   82,391  (11,525)  -12%   93,916  13,908  80,008  (16,197)  -17%   96,205

      
 

             
 

    

 $2,237,018 $(50,997)  -2%  $2,288,015 $ 266,608 $2,021,407 $ (3,960)  0%  $2,025,367
      

 

             

 

    

Local Services

Local services revenue for 2008 decreased $27.4 million, or 3%, to $848.4 million as compared to 2007. Excluding the additional local
services revenue attributable to the CTE and GVN acquisitions for 2008 and 2007, local services revenue for 2008 decreased $47.8 million, or 6%,
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as compared to 2007, primarily due to the
 

125

Table of Contents

continued loss of access lines which accounted for $40.4 million of the decline and a reduction in all other related services of $7.4 million.
Enhanced services revenue for 2008, excluding the impact of the CTE and GVN acquisitions for 2008 and 2007, decreased $5.6 million, or 3%, as
compared to 2007, primarily due to a decline in access lines and a shift in customers purchasing Frontier’s unlimited voice communications
packages instead of individual features. Rate increases that were effective August 2007 resulted in a favorable 2008 impact of $3.0 million.

Local services revenue for 2007 increased $66.2 million, or 8%, to $875.8 million as compared to 2006. Excluding the additional local
services revenue attributable to the CTE and GVN acquisitions of $95.2 million in 2007, local services revenue for 2007 decreased $29.0 million,
or 4%, to $780.6 million as compared to 2006. The loss of access lines accounted for $28.7 million of this decline in local services revenue,
partially offset by rate increases in Rochester, New York on residential lines that became effective August 2006 and 2007.

Data and Internet Services

Data and Internet services revenue for 2008 increased $61.9 million, or 11%, to $605.6 million as compared to 2007. Data and Internet
services revenue for 2008, excluding the additional data and Internet services revenue attributable to the CTE and GVN acquisitions for 2008 and
2007 increased $37.3 million, or 8%, as compared to 2007, primarily due to the overall growth in the number of data and HSI customers. As of
December 31, 2008, the number of Frontier’s HSI subscribers increased by approximately 57,100, or 11%, since December 31, 2007. Revenue
from dedicated high-capacity circuits, including the impact of $10.5 million attributable to the CTE and GVN acquisitions, increased $26.9 million
in 2008, as compared to 2007, primarily due to growth in the number of those circuits.

Data and Internet services revenue for 2007 increased $119.6 million, or 28%, to $543.8 million as compared to 2006. Excluding the
additional data and Internet services revenue attributable to the CTE and GVN acquisitions for 2007, data and Internet services revenue for 2007
increased $60.6 million, or 14%, as compared to 2006, primarily due to growth in the number of data and HSI customers. As of December 31,
2007, the number of Frontier’s HSI subscribers increased by approximately 66,700, or 17%, since December 31, 2006. Revenue from dedicated
high-capacity circuits increased $19.8 million in 2007, primarily due to growth in the number of those circuits.

Access Services

Access services revenue for 2008 decreased $74.7 million, or 16%, to $404.7 million as compared to 2007. Excluding the additional access
services revenue attributable to the CTE and GVN acquisitions for 2008 and 2007, access services revenue for 2008 decreased $77.3 million, or
19%, as compared to 2007, for Frontier’s legacy operations. Switched access revenue for 2008, excluding the unfavorable impact of the CTE and
GVN acquisitions, decreased $56.8 million, or 20%, as compared to 2007, primarily due to the settlement of a carrier dispute resulting in a
favorable impact on Frontier’s 2007 revenue of $38.7 million (a one-time event), and the impact of a decline in minutes of use related to access
line losses and the displacement of minutes of use by wireless, e-mail and other communications services. Excluding the impact of that one-time
favorable settlement in 2007, Frontier’s switched access revenue for 2008 declined by $18.1 million, or 7% from 2007. Subsidy revenue for 2008,
excluding the additional subsidy revenue attributable to the CTE and GVN acquisitions in 2008 and 2007, decreased $20.6 million, or 16%, in
2008 to $104.1 million, as compared to 2007, primarily due to lower receipts under the Federal High Cost Loop Fund program resulting from
Frontier’s reduced cost structure and an increase in the program’s NACPL used by the FCC to allocate funds among all recipients. Subsidy revenue
in 2008 was also negatively impacted by $2.5 million in unfavorable adjustments resulting from audits of the Federal High Cost Fund program.

Access services revenue for 2007 increased $51.5 million, or 12%, to $479.5 million as compared to 2006. Excluding the additional access
services revenue attributable to the CTE and GVN acquisitions of $70.2 million
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in 2007, access services revenue for 2007 decreased $18.7 million, or 4%, as compared to 2006. Switched access revenue of $284.6 million
increased $21.2 million, or 8%, as compared to 2006, primarily due to the settlement in the first quarter of 2007 of a dispute with a carrier resulting
in a favorable impact on Frontier’s revenue in 2007 of $38.7 million (a one-time event), partially offset by the impact of a decline in minutes of
use related to access line losses. Subsidy revenue for 2007 of $124.7 million decreased $39.9 million, or 24%, as compared to 2006, primarily due
to lower receipts under the Federal High Cost Loop Fund program resulting from Frontier’s reduced cost structure and an increase in the program’s
NACPL. In addition, in 2007, revenue from USF surcharges was reduced due to the elimination of HSI units from the USF calculation. Frontier’s
expenses in 2007 related to USF contributions also was reduced due to the same factors that led to the surcharge reduction.
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Long Distance Services

Long distance services revenue for 2008 increased $2.0 million, or 1%, to $182.6 million as compared to 2007. Excluding the additional long
distance services revenue attributable to CTE and GVN acquisitions, long distance services revenue in 2008 decreased $3.8 million, or 2%, as
compared to 2007.

Long distance services revenue for 2007 increased $27.3 million, or 18%, to $180.5 million as compared to 2006. Excluding the additional
long distance services revenue attributable to the CTE and GVN acquisitions of $27.1 million in 2007, long distance services revenue for 2007
was relatively unchanged as compared to 2006, despite an increase of 13% in Frontier’s long distance minutes of use due to more customers
selecting Frontier’s unlimited minutes of use package.

Frontier’s long distance minutes of use increased during 2008 and 2007, as compared with the prior years and, as noted below in network
access expenses, has increased Frontier’s cost of services provided. At the same time, average revenue per minute of use has declined.

Directory Services

Directory services revenue for 2008 decreased $1.2 million, or 1%, to $113.3 million as compared to 2007. Excluding the additional directory
services revenue attributable to the CTE and GVN acquisitions in 2008 and 2007, directory services revenue for 2008 decreased $4.0 million, or
4%, as compared to 2007. Directory services revenue in 2008 reflected lower revenues from yellow pages advertising, mainly in Rochester, New
York.

Directory services revenue for 2007 increased $0.4 million to $114.6 million as compared to 2006. Excluding the additional directory
services revenue attributable to the CTE and GVN acquisitions of $1.3 million in 2007, directory services revenue for 2007 decreased $0.8 million,
or 1%, as compared to 2006, reflecting slightly lower revenues from yellow pages advertising, mainly in Rochester, New York.

Other

Other revenue for 2008 decreased $11.5 million, or 12%, to $82.4 million as compared to 2007. Other revenue was impacted by a decrease
in equipment sales of $7.0 million, a decrease in service activation fee revenue of $3.3 million and decreased “bill and collect” fee revenue of $3.2
million, partially offset by higher DISH video revenue of $3.3 million.

Other revenue for 2007 decreased $2.3 million, or 2%, to $93.9 million as compared to 2006. Excluding the additional other revenue
attributable to the CTE and GVN acquisitions of $13.9 million in 2007, other revenue for 2007 decreased $16.2 million, or 17%, as compared to
2006, primarily due to a $9.9 million increase in bad debt expense, the impact of a $3.4 million reduction in revenue for Frontier’s free video
promotions with a multi-year customer commitment in some of Frontier’s markets, a decrease in service activation billing of $2.5 million and a
decrease of $1.8 million in wireless revenue from the Mohave Cellular Limited Partnership.
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OTHER FINANCIAL AND OPERATING DATA
 

   

As of
December 31,

2008   % Change  

As of
December 31,

2007   % Change  

As of
December 31,

2006

Access lines:         

Residential   1,454,268  -8%  1,587,930  8%  1,476,802
Business   800,065  -5%  841,212  29%  649,772

           

Total access lines   2,254,333  -7%  2,429,142  14%  2,126,574
           

HSI subscribers   579,943  11%  522,845  33%  393,184
Video subscribers   119,919  28%  93,596  49%  62,851
 
   For the year ended December 31,

($ in thousands)   2008   $ Change   
%

Change  2007   
%

Change  2006

Revenue:        

Residential   $ 944,786   $(13,667)  -1%  $ 958,453    

Business    887,519    37,419   4%   850,100    
    

 
   

 
    

 
  

Total customer revenue    1,832,305    23,752   1%   1,808,553    
    

 
   

 
    

 
  

Regulatory (Access Services)    404,713    (74,749)  -16%   479,462    
    

 
   

 
    

 
  

Total revenue   $2,237,018   $(50,997)  -2%  $2,288,015    
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Switched access minutes of use (in millions)    10,027    -5%   10,592   4%   10,227
Average monthly total revenue per access line   $ 83.05    4%  $ 79.94   3%  $ 77.25
Average monthly customer revenue per access line   $ 68.65    6%  $ 65.00    
 
(1) For the years ended December 31, 2008 and 2007, the calculations exclude CTE and GVN data.
 

(2) For the year ended December 31, 2007, the calculation excludes CTE and GVN data and excludes the $38.7 million favorable one-time
impact from the first quarter 2007 settlement of a switched access dispute. The amount is $81.50 with the $38.7 million favorable one-time
impact from the settlement.

Expenses

OPERATING EXPENSES

NETWORK ACCESS EXPENSES
 
  2008   2007  2006

($ in thousands)  Amount  
$

Change   
%

Change  Amount  Acquisitions 

Frontier
(excluding
CTE and

GVN)  
$

Change  
%

Change  Amount

Network access  $222,013 $(6,229)  -3%  $228,242 $ 35,781 $192,461 $21,214 12%  $171,247

Network access

Consolidated network access expenses for 2008 decreased $6.2 million, or 3%, to $222.0 million as compared to 2007 primarily due to
decreasing rates resulting from more efficient circuit routing for Frontier’s long distance and data products. Excluding the additional network
access expenses attributable to the CTE and GVN acquisitions for 2008 and 2007, network access expenses decreased $15.1 million, or 8%, in
2008 as compared to 2007. Excluding the additional network access expenses attributable to the CTE and GVN acquisitions of $35.8 million in
2007, network access expenses for 2007 increased $21.2 million, or 12%, as compared to 2006, primarily due to increasing rates and usage related
to Frontier’s long distance product and its data backbone.
 

128

Table of Contents

In the fourth quarter of 2008, Frontier expensed $4.2 million of promotional costs for Master Card gift cards issued to new HSI customers
entering into a two-year price protection plan and to existing customers who purchased additional services under a two-year price protection plan.
In the first quarter of 2008, Frontier expensed $2.6 million for a flat screen television promotion. Additionally, in the fourth quarters of 2007 and
2006, Frontier expensed $11.4 million and $9.7 million, respectively, of promotional costs associated with fourth quarter HSI promotions that
subsidized the cost of a new personal computer or a new digital camera in 2007, and a new personal computer in 2006, provided to customers
entering into a multi-year commitment for certain bundled services.

OTHER OPERATING EXPENSES
 
  2008   2007   2006

($ in thousands)  Amount  $ Change  
%

Change  Amount  Acquisitions  

Frontier
(excluding
CTE and

GVN)  $ Change   
%

Change  Amount

Wage and benefit expenses  $383,887 $ 2,561   1%  $381,326 $ 28,907   $352,419 $ (6,408)  -2%  $358,827
Severance and early retirement costs   7,598  (6,276)  -45%   13,874  —      13,874  6,681   93%   7,193
Stock based compensation   7,788  (1,234)  -14%   9,022  —      9,022  (1,318)  -13%   10,340
All other operating expenses   411,475  7,196   2%   404,279  72,086    332,193  (24,590)  -7%   356,783

      
 

       
 

      
 

    

 $810,748 $ 2,247   0%  $808,501 $ 100,993   $707,508 $(25,635)  -3%  $733,143
      

 

       

 

      

 

    

 
(1) Includes $33.0 million of common corporate costs allocated to CTE operations during 2007.

Consolidated other operating expenses for 2008 increased $2.2 million, to $810.7 million as compared to 2007, primarily the result of
Frontier’s CTE and GVN acquisitions which was largely offset by synergies and cost reductions relating to the legacy Frontier operations.

Wage and benefit expenses

Wage and benefit expenses for 2008 increased $2.6 million, or 1%, to $383.9 million as compared to 2007. Wage and benefit expenses

(1) (2)

(1) (1)

(1)
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attributable to the CTE and GVN acquisitions increased $10.2 million, or 35%, in 2008 versus 2007, primarily due to the pension curtailment gain
of $14.4 million recognized in 2007, as discussed below. These additional costs were offset by a decrease of $7.6 million primarily due to
headcount reductions and associated decreases in compensation and benefit costs attributable to the integration of the back office, customer service
and administrative support functions of the CTE and GVN operations acquired in 2007.

Wage and benefit expenses for 2007 increased $22.5 million, or 6%, to $381.3 million as compared to 2006. Excluding the additional wage
and benefit expenses attributable to the CTE and GVN acquisitions of $28.9 million in 2007, wage and benefit expenses for 2007 decreased $6.4
million, or 2%, as compared to 2006, primarily due to headcount reductions and associated decreases in compensation and benefit costs.

Included in Frontier’s wage and benefit expenses are pension and other postretirement benefit expenses. The amounts for 2007 include the
costs for Frontier’s CTE plans acquired in 2007 and reflect the positive impact of a pension curtailment gain of $14.4 million, resulting from the
freeze placed on certain pension benefits of the former CTE non-union employees. No contribution was made to Frontier’s pension plan during
2008 and none is expected to be made in 2009. Also, effective December 31, 2007, the CTE Employees’ Pension Plan was merged into the
Frontier Pension Plan.
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As a result of negative investment returns and ongoing benefit payments, Frontier’s pension plan assets have declined from $822.2 million at
December 31, 2007 to $589.8 million at December 31, 2008, a decrease of $232.4 million, or 28%. This decrease represents a decline in asset
value of $162.9 million, or 20%, and benefits paid of $69.5 million, or 8%. The decline in pension plan assets did not impact Frontier’s results of
operations, liquidity or cash flows in 2008.

Severance and early retirement costs

Severance and early retirement costs for 2008 decreased $6.3 million, or 45%, as compared to 2007. Severance and early retirement costs of
$7.6 million in 2008 include charges recorded in the first half of 2008 of $3.4 million related to employee early retirements and terminations for 42
Rochester, New York employees. Additional severance costs of $4.0 million were recorded in the fourth quarter of 2008, including $1.7 million of
enhanced early retirement pension benefits related to 55 employees.

Severance and early retirement costs of $13.9 million in 2007 include a third quarter charge of approximately $12.1 million related to
initiatives to enhance customer service, streamline operations and reduce costs. Approximately 120 positions were eliminated as part of this 2007
initiative, most of which were filled by new employees at Frontier’s remaining call centers. In addition, approximately 50 field operations
employees agreed to participate in an early retirement program and another 30 employees from a variety of functions left Frontier in 2007.

Severance and early retirement costs for 2007 increased $6.7 million, or 93%, as compared to 2006, primarily due to the 2007 charge of
approximately $12.1 million related to initiatives to enhance customer service, streamline operations and reduce costs, as discussed above.

Stock based compensation

Stock based compensation for 2008 decreased $1.2 million, or 14%, as compared to 2007 due to reduced costs associated with stock units
and stock options.

Stock based compensation for 2007 decreased $1.3 million, or 13%, as compared to 2006 due to reduced costs associated with stock options,
since fewer stock option grants remained unvested as compared to 2006.

All other operating expenses

All other operating expenses for 2008 increased $7.2 million, or 2%, to $411.5 million as compared to 2007, primarily due to the additional
expenses attributable to the CTE and GVN acquisitions of $10.0 million in 2008 versus 2007, as 2008 includes a full year of expenses for CTE and
GVN while 2007 included approximately ten months of costs for CTE and two months of costs for GVN. Frontier’s purchase of CTE has enabled
Frontier to realize cost savings by leveraging its centralized back office, customer service and administrative support functions over a larger
customer base.

All other operating expenses for 2007 increased $47.5 million, or 13%, to $404.3 million as compared to 2006. Excluding the additional
expenses attributable to the CTE and GVN acquisitions of $72.1 million in 2007, all other operating expenses for 2007 decreased $24.6 million, or
7%, as compared to 2006, primarily due to the allocation of common corporate costs over a larger base of operations, which now includes CTE.
Additionally, Frontier’s USF contribution rate and public utility commission fees decreased from 2006, resulting in a reduction in costs of $13.1
million in 2007. An increase in consulting and other outside services of $11.7 million for 2007 offset some of the decrease in expenses noted
above.
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DEPRECIATION AND AMORTIZATION EXPENSE
 
  2008   2007   2006

($ in thousands)  Amount  $ Change  
%

Change  Amount  Acquisitions  

Frontier
(excluding
CTE and

GVN)  $ Change   
%

Change  Amount

Depreciation expense  $379,490 $ 5,055 1%  $374,435 $ 45,289   $329,146 $(20,961)  -6%  $350,107
Amortization expense   182,311  10,890 6%   171,421  45,042    126,379  —    0%   126,380

             
 

      
 

    

 $561,801 $15,945 3%  $545,856 $ 90,331   $455,525 $(20,962)  -4%  $476,487
             

 

      

 

    

 
(1) Represents amortization expense related to the customer base acquired in the CTE and GVN acquisitions, and the Commonwealth trade

name. Frontier’s assessment of the value of the customer base and trade name, and associated expected useful life, are based upon
management estimate and independent appraisal.

Depreciation and amortization expense for 2008 increased $15.9 million, or 3%, to $561.8 million as compared to 2007. Excluding the
depreciation and amortization expense for 2008 and 2007 attributable to the CTE and GVN acquisitions, depreciation and amortization expense for
2008 decreased $10.7 million, or 2%, as compared to 2007, primarily due to a declining net asset base for Frontier’s legacy properties, partially
offset by changes in the remaining useful lives of certain assets.

Consolidated depreciation and amortization expense for 2007 increased $69.4 million, or 15%, to $545.9 million as compared to 2006 as a
result of Frontier’s 2007 acquisitions of CTE and GVN. Excluding the impact of the CTE and GVN acquisitions, depreciation expense for 2007
decreased $21.0 million, or 6%, as compared to 2006 due to a declining net asset base partially offset by changes in the remaining useful lives of
certain assets.

INVESTMENT INCOME/OTHER INCOME (LOSS), NET / INTEREST EXPENSE /
INCOME TAX EXPENSE

 
  2008   2007   2006

($ in thousands)  Amount   $ Change   
%

Change  Amount   Acquisitions  

Frontier
(excluding
CTE and

GVN)   $ Change   
%

Change  Amount

Investment income  $ 16,118   $(21,523)  -57%  $ 37,641   $ 402   $ 37,239   $(46,510)  -56%  $ 83,749
Other income (loss), net   (5,170)   12,663   71%   (17,833)   4,978    (22,818)   (25,818)  -859%   3,007
Interest Expense   362,634    (18,062)  -5%   380,696    (260)   380,956    44,510   13%   336,446
Income tax expense   106,496    (21,518)  -17%   128,014    27,013    101,001    (35,478)  -26%   136,479
Income attributable to the

noncontrolling interest in a
partnership   1,614    (246)  -13%   1,860    —      1,860    (2,453)  -57%   4,313

Investment income

Investment income for 2008 decreased $21.5 million, or 57%, to $16.1 million as compared to 2007, primarily due to a decrease of $22.1
million in income from short-term investments of cash and cash equivalents due to a lower investable cash balance.
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Investment income for 2007 decreased $46.1 million, or 55%, to $37.6 million as compared to 2006. Excluding the investment income
attributable to the CTE and GVN acquisitions of $0.4 million, investment income for 2007 decreased $46.5 million, or 56%, as compared to 2006,
primarily due to the $64.6 million in proceeds received in 2006 from the Rural Telephone Bank, referred to as RTB, liquidation and dissolution,
partially offset by an increase of $10.8 million in income from short-term investments of cash.

Frontier borrowed $550.0 million in December 2006 in anticipation of the Commonwealth acquisition in 2007. Frontier’s average cash
balances were $177.5 million, $594.2 million and $429.5 million for 2008, 2007 and 2006, respectively.

(1) (1)
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Other income (loss), net

Other income (loss), net for 2008 improved $12.7 million, or 71%, to $(5.2) million as compared to 2007. Other income (loss), net improved
in 2008 primarily due to a reduction in the loss on retirement of debt of $11.9 million and the $4.1 million expense of a bridge loan fee recorded
during the first quarter of 2007.

Other income (loss), net for 2007 decreased $20.8 million to ($17.8) million as compared to 2006. Excluding the other income attributable to
the CTE and GVN acquisitions of $5.0 million, other income (loss), net for 2007 decreased $25.8 million to ($22.8) million as compared to 2006,
primarily due to the premium paid of $18.2 million on the early retirement of debt during 2007 and a bridge loan fee of $4.1 million.

Interest expense

Interest expense for 2008 decreased $18.1 million, or 5%, to $362.6 million as compared to 2007, primarily due to the amortization of the
deferred gain associated with the termination of Frontier’s interest rate swap agreements and retirement of related debt during the first quarter of
2008, along with slightly lower average debt levels and average interest rates. Frontier’s composite average borrowing rate as of December 31,
2008, as compared to 2007, was 40 basis points lower, decreasing from 7.94% to 7.54%.

Interest expense for 2007 increased $44.5 million, or 13%, to $381.0 million as compared to 2006, primarily due to $637.6 million of higher
average debt in 2007 resulting from financing the CTE acquisition. Frontier’s composite average borrowing rate as of December 31, 2007, as
compared with its composite average borrowing rate as of December 31, 2006 was 18 basis points lower, decreasing from 8.12% to 7.94%.

Frontier’s average debt outstanding was $4,753.0 million, $4,834.5 million and $4,196.9 million for 2008, 2007 and 2006, respectively.

Income tax expense

Income tax expense for 2008 decreased $21.5 million, or 17%, as compared to 2007, primarily due to lower taxable income and the reduction
in income tax expense of $7.5 million recorded in the second quarter of 2008 that resulted from the expiration of certain statute of limitations on
April 15, 2008, as discussed below.

The effective tax rate for 2008 was 36.6% as compared with 37.2% for 2007. Frontier’s effective tax rate decreased in 2008 mainly due to
the impact of the favorable tax reserve adjustment recorded in the second quarter of 2008. Frontier paid $78.9 million in cash taxes during 2008, an
increase of $24.5 million over 2007, reflecting the utilization of Frontier’s tax loss carryforwards in prior years.

As a result of the expiration of certain statute of limitations on April 15, 2008, the liabilities on Frontier’s books as of December 31, 2007
related to uncertain tax positions recorded under FASB Interpretation No. (FIN) 48 were reduced by $16.2 million in the second quarter of 2008.
This reduction lowered income tax expense by $7.5 million, goodwill by $3.0 million and deferred income tax assets by $5.7 million during the
second quarter of 2008.
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Excluding the income tax expense attributable to the CTE and GVN acquisitions of $27.0 million, income tax expense for 2007 decreased
$35.5 million, or 26%, as compared to 2006, primarily due to changes in taxable income. Frontier’s effective tax rate for 2007 was 37.2% as
compared with an effective tax rate of 34.6% for 2006. Frontier’s effective tax rate increased in 2007 mainly due to changes in permanent
difference items and tax contingencies.

DISCONTINUED OPERATIONS
 

   2006
($ in thousands)   Amount

Revenue   $ 100,612
Operating income   $ 27,882
Income taxes   $ 11,583
Net income   $ 18,912
Gain on disposal of ELI, net of tax   $ 71,635

On July 31, 2006, Frontier sold its CLEC business, ELI, for $255.3 million (including a later sale of associated real estate) in cash plus the
assumption of approximately $4.0 million in capital lease obligations. Frontier recognized a pre-tax gain on the sale of ELI of approximately
$116.7 million. Frontier’s after-tax gain on the sale was $71.6 million. Frontier’s cash liability for taxes as a result of the sale was approximately
$5.0 million due to the utilization of existing tax net operating losses on both the federal and state level.
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Liquidity and Capital Resources

For discussions of the terms of Frontier’s existing debt financing arrangements, see Note 8 in the notes to Frontier’s unaudited consolidated
financial statements and Note 11 in the notes to Frontier’s audited consolidated financial statements, in each case included elsewhere in this proxy
statement/prospectus, and “Financing of the Combined Company.”

Three and Six Months Ended June 30, 2009

As of June 30, 2009, Frontier had cash and cash equivalents aggregating $454.1 million, including a portion of the net proceeds from a
registered debt offering completed on April 9, 2009. Frontier’s primary source of funds continued to be cash generated from operations. For the six
months ended June 30, 2009, Frontier used cash flow from operations, incremental borrowing and cash on hand to fund all of its investing and
financing activities, including debt repayments.

Frontier believes its operating cash flows, existing cash balances, and revolving credit facility will be adequate to finance its working capital
requirements, fund capital expenditures, make required debt payments through 2009, pay taxes, pay dividends to its stockholders in accordance
with its dividend policy, pay its acquisition related costs and capital expenditures and support its short-term and long-term operating strategies.
However, a number of factors, including but not limited to, increased cash taxes, losses of access lines, increases in competition, lower subsidy and
access revenues and the impact of the current economic environment are expected to reduce its cash generated by operations. In addition, although
Frontier believes, based on information available to it, that the financial institutions syndicated under its revolving credit facility would be able to
fulfill their commitments to it, given the current economic environment and the recent severe contraction in the global financial markets, this could
change in the future. The current credit market turmoil and Frontier’s below-investment grade credit ratings may also make it more difficult and
expensive to refinance its maturing debt, although Frontier does not have any significant maturities until 2011. Frontier has approximately $1.9
million of debt maturing during the last six months of 2009 and approximately $7.2 million and $869.5 million of debt maturing in 2010 and 2011,
respectively.
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Cash Flow provided by Operating Activities

Cash provided by operating activities declined $8.5 million, or 3%, for the six months ended June 30, 2009 as compared with the prior year
period. Frontier’s operating income decreased during the first six months of 2009 as compared to the first six months of 2008, and was mostly
offset by Frontier’s reduced cash needs for working capital items during the first six months of 2009 as compared to the first six months of 2008.

Frontier has in recent years paid relatively low amounts of cash taxes. Frontier expects that in 2009 and beyond its cash taxes will increase
substantially, as its federal net operating loss carryforwards and alternative minimum tax credit carryforwards have been fully utilized. Frontier
paid $40.5 million in cash taxes during the first six months of 2009 and expects to pay approximately $90.0 million to $100.0 million for the full
year of 2009. Frontier’s 2009 cash tax estimate reflects the anticipated favorable impact of bonus depreciation that is part of the economic stimulus
package signed into law by President Obama.

Cash Flow used by Investing Activities

Capital Expenditures

For the six months ended June 30, 2009 and 2008, Frontier’s capital expenditures were $110.4 million and $123.7 million, respectively.
Frontier continues to closely scrutinize all of its capital projects, emphasizes return on investment and focuses its capital expenditures on areas and
services that have the greatest opportunities with respect to revenue growth and cost reduction. Frontier anticipates capital expenditures of
approximately $250.0 million to $270.0 million for 2009 related to its currently owned properties.

In connection with the transactions, Frontier has commenced activities to obtain the necessary regulatory approvals, plan and implement
systems and other initiatives necessary to effectuate the closing, which is expected to occur during the second quarter of 2010, and enable the
combined company to implement its “go to market” strategy at closing. As a result, Frontier expects to incur operating expenses and capital
expenditures of approximately $35.0 million and $25.0 million, respectively, in 2009 related to the transactions. Frontier incurred $10.8 million of
acquisition related costs in the second quarter of 2009.

Cash Flow used by and provided from Financing Activities

Debt Reduction

During the first six months of 2009, Frontier retired an aggregate principal amount of $313.6 million of debt, consisting of $313.1 million of
senior unsecured debt, as described in more detail below, and $0.5 million of rural utilities service loan contracts.



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

For the six months ended June 30, 2008, Frontier retired an aggregate principal amount of $130.4 million of debt, consisting of $128.7
million principal amount of its 9.25% Senior Notes due 2011, $1.6 million of other senior unsecured debt and rural utilities service loan contracts,
and $0.1 million of 5% Company Obligated Mandatorily Redeemable Convertible Preferred Securities, referred to as EPPICS, that were converted
into Frontier common stock.

Frontier may from time to time repurchase its debt in the open market, through tender offers, exchanges of debt securities, by exercising
rights to call or in privately negotiated transactions. Frontier may also refinance existing debt or exchange existing debt for newly issued debt
obligations.

Issuance of Debt Securities

On April 9, 2009, Frontier completed a registered offering of $600.0 million aggregate principal amount of 8.25% senior unsecured notes due
2014. The issue price was 91.805% of the principal amount of the notes.
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Frontier received net proceeds of approximately $538.8 million from the offering after deducting underwriting discounts. During the second quarter
of 2009, Frontier used $308.0 million of the proceeds to repurchase $311.7 million principal amount of debt, consisting of $255.7 million of its
9.25% Senior Notes due May 15, 2011, $40.0 million of its 7.875% Senior Notes due January 15, 2027 and $16.0 million of its 7.125% Senior
Notes due March 15, 2019. As a result of these repurchases, a $3.7 million gain was recognized and included in investment and other income, net
in Frontier’s consolidated statements of operations for the three and six months ended June 30, 2009. Frontier intends to use the remaining net
proceeds from the offering to reduce, repurchase or refinance its indebtedness or the indebtedness of its subsidiaries or for general corporate
purposes.

On March 28, 2008, Frontier borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008.
The loan matures in 2013 and bears interest of 2.18% as of June 30, 2009. The interest rate is based on the prime rate or LIBOR, at Frontier’s
election, plus a margin which varies depending on Frontier’s debt leverage ratio. Frontier used the proceeds to repurchase, during the first quarter
of 2008, $128.7 million principal amount of its 9.25% Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of
these notes.

Credit Facilities

As of June 30, 2009, Frontier had an available line of credit with seven financial institutions in the aggregate amount of $250.0 million.
Associated facility fees vary, depending on Frontier’s debt leverage ratio, and were 0.225% per annum as of June 30, 2009. The expiration date for
this $250.0 million five year revolving credit agreement is May 18, 2012. During the term of the credit facility Frontier may borrow, repay and
reborrow funds, subject to customary borrowing conditions. The credit facility is available for general corporate purposes but may not be used to
fund dividend payments. Although Frontier believes, based on information available to it, that the financial institutions syndicated under its
revolving credit facility would be able to fulfill their commitments to it, given the current economic environment and the recent severe contraction
in the global financial markets, this could change in the future.

Covenants

The terms and conditions contained in Frontier’s indentures and credit facility agreements include the timely payment of principal and
interest when due, the maintenance of Frontier’s corporate existence, keeping proper books and records in accordance with U.S. GAAP,
restrictions on the allowance of liens on its assets, and restrictions on asset sales and transfers, mergers and other changes in corporate control.
Frontier currently has no restrictions on the payment of dividends either by contract, rule or regulation, other than those imposed by the General
Corporation Law of the State of Delaware, referred to as the DGCL. However, Frontier would be restricted under its credit facilities from declaring
dividends if an event of default has occurred and is continuing at the time or will result from the dividend declaration. Frontier is also restricted
from increasing the amount of its dividend by the terms of the merger agreement.

Frontier’s $200.0 million term loan facility with the RTFC, which matures in 2011, contains a maximum leverage ratio covenant. On May 6,
2009, Frontier and the RTFC amended the terms of the maximum leverage ratio covenant. Under the amended leverage ratio covenant, Frontier is
required to maintain a ratio of (i) total indebtedness minus cash and cash equivalents in excess of $50.0 million to (ii) consolidated adjusted
EBITDA (as defined in the agreement) over the last four quarters no greater than 4.50 to 1.

Frontier’s $250.0 million credit facility, and its $150.0 million and $135.0 million senior unsecured term loans, each contain a maximum
leverage ratio covenant. Under the leverage ratio covenant, Frontier is required to maintain a ratio of (i) total indebtedness minus cash and cash
equivalents in excess of $50.0 million to (ii) consolidated adjusted EBITDA (as defined in the agreements) over the last four quarters no greater
than 4.50 to 1. Although all of these facilities are unsecured, they will be equally and ratably secured by certain liens and equally and ratably
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guaranteed by certain of Frontier’s subsidiaries if it issues debt that is secured or guaranteed.
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Frontier’s credit facilities and certain indentures for its senior unsecured debt obligations limit its ability to create liens or merge or
consolidate with other companies and its subsidiaries’ ability to borrow funds, subject to important exceptions and qualifications.

As of June 30, 2009, Frontier was in compliance with all of its debt and credit facility covenants.

Proceeds from the Sale of Equity Securities

Frontier received proceeds from the issuance of Frontier common stock upon the exercise of options pursuant to its stock-based
compensation plans. For the six months ended June 30, 2009 and 2008, Frontier received approximately $0.7 million and $1.0 million,
respectively, upon the exercise of outstanding stock options.

Dividends

Frontier intends to pay regular quarterly dividends. Its ability to fund a regular quarterly dividend will be impacted by its ability to generate
cash from operations. The declarations and payment of future dividends will be at the discretion of the Frontier board, and will depend upon many
factors, including Frontier’s financial condition, results of operations, growth prospects, funding requirements, applicable law, restrictions in
agreements governing its indebtedness and other factors the Frontier board deems relevant. In connection with the transactions, Frontier announced
that after the closing of the transactions Frontier intends to reduce its annual cash dividend from $1.00 per share to $0.75 per share, subject to
applicable law and agreements governing the combined company’s indebtedness and within the discretion of the Frontier board, as discussed
above.

Off-Balance Sheet Arrangements

Frontier does not maintain any off-balance sheet arrangements, transactions, obligations or other relationships with unconsolidated entities
that would be expected to have a material current or future effect upon its financial statements.

Critical Accounting Policies and Estimates

Other than as set forth below, there have been no material changes to Frontier’s critical accounting policies and estimates in the six months
ended June 30, 2009. See “—Fiscal Year Ended December 31, 2008—Critical Accounting Policies and Estimates.”

Intangibles—Goodwill.  Frontier reorganized its management and operating structure during the first quarter of 2009 incorporating its
Rochester market with its existing New York State properties and the rest of the East Region. Frontier’s new structure is consistent with how its
Chief Operating Decision Makers (CEO, CFO, COO) now review its results on a daily, weekly and monthly basis. As a result of the change,
Frontier’s operating segments (reporting units) have decreased from 4 (at December 31, 2008) to 3 (at June 30, 2009). After making the change in
its operating segments, Frontier reviewed its goodwill impairment test by comparing the EBITDA multiples for each reporting unit to their
carrying values noting that no impairment indicator was present. Frontier also compared its market capitalization to its shareholders equity. Market
capitalization at June 30, 2009 of $2.2 billion ($7.14/share x 312,363,000 shares) exceeded shareholders equity of Frontier of $438.0 million by
$1.8 billion. Further, Frontier determined that no impairment was indicated at December 31, 2008 or June 30, 2009 for either the East or Rochester
reporting units and combining them would not alter the conclusion at either date. No potential impairment was indicated and no further analysis
was deemed necessary.

Fiscal Year Ended December 31, 2008

As of December 31, 2008, Frontier had cash and cash equivalents aggregating $163.6 million. Frontier’s primary source of funds continued
to be cash generated from operations. For the year ended December 31, 2008, Frontier used cash flow from operations, incremental borrowings
and cash on hand to fund all of its investing and financing activities, including debt repayments and stock repurchases.
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Cash Flow provided by and used in Operating Activities

Cash provided by operating activities declined $82.4 million, or 10%, for 2008 as compared to 2007. The decline resulted from a drop in
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operating income, as adjusted for non-cash items, lower investment income, a decrease in accounts payable and an increase in current income tax
expenditures. These declines were partially offset by a decrease in accounts receivable that positively impacted Frontier’s cash position as
compared to the prior year. Frontier paid $78.9 million in cash taxes during 2008.

Cash Flow used by and provided from Investing Activities

Acquisitions

On March 8, 2007, Frontier acquired Commonwealth in a cash-and-stock taxable transaction, for a total consideration of approximately $1.1
billion. Frontier paid $804.1 million in cash ($663.7 million net, after cash acquired) and issued Frontier common stock with a value of
approximately $249.8 million.

In connection with the acquisition of Commonwealth, Frontier assumed $35.0 million of debt under a revolving credit facility and $191.8
million face amount of Commonwealth convertible notes (fair value of $209.6 million). During March 2007, Frontier paid down the $35.0 million
credit facility. Frontier retired all of the Commonwealth notes as of December 31, 2008.

On October 31, 2007, Frontier acquired GVN for a total cash consideration of $62.0 million.

Rural Telephone Bank

Frontier received approximately $64.6 million in cash from the dissolution of the RTB in April 2006, which resulted in the recognition of a
pre-tax gain of approximately $61.4 million during the second quarter of 2006, as reflected in investment income in the consolidated statements of
operations for the year ended December 31, 2006. Frontier’s tax net operating losses were used to absorb the cash liability for taxes.

Sale of ELI

During 2006, Frontier sold ELI, its CLEC business (including its associated real estate), for $255.3 million in cash plus the assumption of
approximately $4.0 million in capital lease obligations.

Capital Expenditures

In 2008, Frontier’s capital expenditures were $288.3 million. Frontier’s 2008 capital spending was broken down into two major areas—
Network/Infrastructure support and Strategic Projects. Frontier spent approximately $224 million on Network/Infrastructure support consisting of
Network support and maintenance, network to new homes and business, company vehicle, routine information systems projects, and network
expansion projects. Strategic projects spending totaling approximately $64 million included expansion of Frontier’s National Data Backbone, HSI
market expansion and speed upgrades, strategic IT projects, wireless data projects, and enhancements of Frontier’s Internet operations.

Cash Flow used by and provided from Financing Activities

Debt Reduction and Debt Exchanges

In 2008, Frontier retired an aggregate principal amount of $144.7 million of debt, consisting of $128.7 million principal amount of Frontier’s
9.25% Senior Notes due 2011, $12.0 million of other senior unsecured debt and rural utilities service loan contracts, and $4.0 million of its
EPPICS.
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In 2007, Frontier retired an aggregate principal amount of $967.2 million of debt, including $3.3 million of EPPICS, and $17.8 million of
3.25% Commonwealth convertible notes that were converted into Frontier common stock. On April 26, 2007, Frontier redeemed $495.2 million
principal amount of its 7.625% Senior Notes due 2008 at a price of 103.041% plus accrued and unpaid interest. During the first quarter of 2007,
Frontier borrowed and repaid $200.0 million utilized to temporarily fund the acquisition of Commonwealth, and paid down the $35.0 million
Commonwealth credit facility. Through December 31, 2007, Frontier retired $183.3 million face amount of Commonwealth convertible notes for
which it paid $165.4 million in cash and $36.7 million in common stock. Frontier also paid down $44.6 million of industrial development revenue
bonds and $4.3 million of rural utilities service loan contracts.

In 2006, Frontier retired an aggregate principal amount of $251.0 million of debt, including $15.9 million of EPPICS that were converted into
Frontier common stock. During the first quarter of 2006, Frontier entered into two debt-for-debt exchanges of its debt securities. As a result, $47.5
million of Frontier’s 7.625% notes due 2008 were exchanged for approximately $47.4 million of Frontier’s 9.00% notes due 2031. During the
fourth quarter of 2006, Frontier entered into four debt-for-debt exchanges and exchanged $157.3 million of its 7.625% notes due 2008 for $149.9
million of its 9.00% notes due 2031. The 9.00% notes are callable on the same general terms and conditions as the 7.625% notes exchanged. No
cash was exchanged in these transactions. However, with respect to the first quarter debt exchanges, a non-cash pre-tax loss of approximately $2.4
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million was recognized in accordance with EITF No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments,” which is
included in other income (loss), net.

On June 1, 2006, Frontier retired at par its entire $175.0 million principal amount of 7.60% Debentures due June 1, 2006. On June 14, 2006,
Frontier repurchased $22.7 million of its 6.75% Senior Notes due August 17, 2006 at a price of 100.181% of par. On August 17, 2006, Frontier
retired at par the $29.1 million remaining balance of the 6.75% Senior Notes.

Issuance of Debt Securities

On March 28, 2008, Frontier borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008.
The loan matures in 2013 and bears interest based on the prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on its
debt leverage ratio. Frontier used the proceeds to repurchase, during the first quarter of 2008, $128.7 million principal amount of Frontier’s 9.25%
Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of these notes.

On March 23, 2007, Frontier issued in a private placement an aggregate $300.0 million principal amount of 6.625% Senior Notes due 2015
and $450.0 million principal amount of 7.125% Senior Notes due 2019. Proceeds from the sale were used to pay down $200.0 million principal
amount of indebtedness incurred on March 8, 2007 under a bridge loan facility in connection with the acquisition of Commonwealth and redeem,
on April 26, 2007, $495.2 million principal amount of Frontier’s 7.625% Senior Notes due 2008. In the second quarter of 2007, Frontier completed
an exchange offer (to publicly register the debt) for the $750.0 million in total of private placement notes described above, in addition to the
$400.0 million principal amount of 7.875% Senior Notes due 2027 issued in a private placement on December 22, 2006, for registered notes.

On December 22, 2006, Frontier issued in a private placement, $400.0 million principal amount of 7.875% Senior Notes due January 15,
2027. Proceeds from the sale were used to partially finance Frontier’s acquisition of Commonwealth. These notes were exchanged for registered
securities, as described above.

In December 2006, Frontier borrowed $150.0 million under a senior unsecured term loan agreement. The loan matures in 2012 and bears
interest based on an average prime rate or LIBOR, at Frontier’s election, plus a margin which varies depending on Frontier’s debt leverage ratio.
Frontier used the proceeds to partially finance its acquisition of Commonwealth.
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EPPICS

As of December 31, 2008, there was no EPPICS related debt outstanding to third parties. The following disclosure provides the history
regarding this issuance.

In 1996, Frontier’s consolidated wholly owned subsidiary, Citizens Utilities Trust, referred to as the Trust, issued, in an underwritten public
offering, 4,025,000 shares of EPPICS, representing preferred undivided interests in the assets of the Trust, with a liquidation preference of $50 per
security (for a total liquidation amount of $201.3 million). These securities had an adjusted conversion price of $11.46 per share of Frontier
common stock. The conversion price was reduced from $13.30 to $11.46 during the third quarter of 2004 as a result of the $2.00 per share of
common stock special, non-recurring dividend. The proceeds from the issuance of the Trust Convertible Preferred Securities and a Company
capital contribution were used to purchase $207.5 million aggregate liquidation amount of 5% Partnership Convertible Preferred Securities due
2036 from another wholly owned consolidated subsidiary, Citizens Utilities Capital L.P., referred to as the Partnership. The proceeds from the
issuance of the Partnership Convertible Preferred Securities and a Company capital contribution were used to purchase from Frontier $211.8
million aggregate principal amount of 5% Convertible Subordinated Debentures due 2036. The sole assets of the Trust were the Partnership
Convertible Preferred Securities, and Frontier’s Convertible Subordinated Debentures were substantially all the assets of the Partnership. Frontier’s
obligations under the agreements relating to the issuances of such securities, taken together, constituted a full and unconditional guarantee by
Frontier of the Trust’s obligations relating to the Trust Convertible Preferred Securities and the Partnership’s obligations relating to the Partnership
Convertible Preferred Securities.

In accordance with the terms of the issuances, Frontier paid the annual 5% interest in quarterly installments on the Convertible Subordinated
Debentures in 2008, 2007 and 2006. Cash was paid (net of investment returns) to the Partnership in payment of the interest on the Convertible
Subordinated Debentures. The cash was then distributed by the Partnership to the Trust and then by the Trust to the holders of the EPPICS.

As of December 31, 2008, EPPICS representing a total principal amount of $197.8 million have been converted into 15,969,645 shares of
Frontier common stock. There were no outstanding EPPICS as of December 31, 2008. As a result of the redemption of all outstanding EPPICS as
of December 31, 2008, the $10.5 million in debt with related parties was reclassified by Frontier against an offsetting investment.

Interest Rate Management
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On January 15, 2008, Frontier terminated all of its interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with its Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
January 2008. The related gain has been deferred on the consolidated balance sheet and is being amortized into interest expense over the term of
the associated debt. For 2008, Frontier recognized $5.0 million of deferred gain. Frontier recognized $3.2 million and $3.4 million of deferred gain
during the first six months of 2009 and 2008, respectively, and anticipates recognizing $1.4 million during the remainder of 2009.

The notional amounts of fixed-rate indebtedness hedged as of December 31, 2007 were $400.0 million. Such contracts required Frontier to
pay variable rates of interest (estimated average pay rates of approximately 8.54% as of December 31, 2007) and receive fixed rates of interest
(average receive rate of 8.50% as of December 31, 2007). All swaps were accounted for under Statement of Financial Accounting Standards
No. 133 (as amended) as fair value hedges. For 2007 and 2006, the interest expense resulting from these interest rate swaps totaled approximately
$2.4 million and $4.2 million, respectively.

Credit Facility

As of December 31, 2008, Frontier had available lines of credit with seven financial institutions in the aggregate amount of $250.0 million
and there were no outstanding standby letters of credit issued under the facility. Associated facility fees were 0.225% per annum as of
December 31, 2008.
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Proceeds from the Sale of Equity Securities

For the years ended December 31, 2008, 2007 and 2006, Frontier received approximately $1.4 million, $13.8 million and $27.2 million,
respectively, upon the exercise of outstanding stock options.

Share Repurchase Programs

In February 2008, the Frontier board authorized Frontier to repurchase up to $200.0 million of Frontier common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 4, 2008 and was completed on
October 3, 2008. During 2008, Frontier repurchased 17,778,300 shares of Frontier common stock at an aggregate cost of $200.0 million.

In February 2007, the Frontier board authorized Frontier to repurchase up to $250.0 million of its common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 19, 2007 and was completed on
October 15, 2007. During 2007, Frontier repurchased 17,279,600 shares of its common stock at an aggregate cost of $250.0 million.

In February 2006, the Frontier board authorized Frontier to repurchase up to $300.0 million of its common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 6, 2006. During 2006, Frontier
repurchased 10,199,900 shares of its common stock at an aggregate cost of approximately $135.2 million. No further purchases were made prior to
expiration of this authorization.

Future Commitments

A summary of Frontier’s future contractual obligations and commercial commitments as of December 31, 2008 is as follows:

Contractual Obligations:
 

       Payment due by period
($ in thousands)   Total   2009   2010   2011   2012-2013   Thereafter

Long-term debt obligations, excluding interest   $ 4,732,488  $ 3,857  $ 7,236  $ 1,125,143  $ 1,009,497  $ 2,586,755
Interest on long-term debt    4,507,391   357,600   360,361   315,801   494,675   2,978,954
Operating lease obligations    66,500   22,654   11,288   10,211   12,781   9,566
Purchase obligations    34,142   23,286   9,937   259   330   330
FIN No. 48 liability    48,711   1,493   22,086   12,347   12,780   5

                        

Total   $ 9,389,232  $ 408,890  $ 410,908  $ 1,463,761  $ 1,530,063  $ 5,575,610
                        

At December 31, 2008, Frontier had outstanding performance letters of credit totaling $21.9 million.

Divestitures

On August 24, 1999, the Frontier board approved a plan to divest its public utilities services businesses, which included gas, electric and



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

water and wastewater businesses. Frontier has sold all of these properties. All of the agreements relating to the sales provide that Frontier will
indemnify the buyer against certain liabilities (typically liabilities relating to events that occurred prior to sale), including environmental liabilities,
for claims made by specified dates and that exceed threshold amounts specified in each agreement.

Discontinued Operations

On July 31, 2006, Frontier sold its CLEC business, ELI, for $255.3 million (including a later sale of associated real estate) in cash plus the
assumption of approximately $4.0 million in capital lease obligations.
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Frontier recognized a pre-tax gain on the sale of ELI of approximately $116.7 million. Frontier’s after-tax gain on the sale was $71.6 million.
Frontier’s cash liability for taxes as a result of the sale was approximately $5.0 million due to the utilization of existing tax net operating losses on
both the federal and state level.

Critical Accounting Policies and Estimates

Frontier reviews all significant estimates affecting its consolidated financial statements on a recurring basis and records the effect of any
necessary adjustment prior to their publication. Uncertainties with respect to such estimates and assumptions are inherent in the preparation of
financial statements; accordingly, it is possible that actual results could differ from those estimates and changes to estimates could occur in the near
term. The preparation of Frontier’s financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements, the disclosure of contingent assets and liabilities, and
the reported amounts of revenue and expenses during the reporting period. Estimates and judgments are used when accounting for allowance for
doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and amortization, pension and other postretirement benefits,
income taxes, contingencies and purchase price allocations, among others.

Frontier management has discussed the development and selection of these critical accounting estimates with the audit committee of the
Frontier board and the audit committee has reviewed the disclosures relating to such estimates.

Allowance for Doubtful Accounts

Frontier maintains an allowance for estimated bad debts based on its estimate of collectability of its accounts receivable through a review of
aging categories and specific customer accounts. In 2008 and 2007, Frontier had no “critical estimates” related to telecommunications bankruptcies.

Asset Impairment

In 2008 and 2007, Frontier had no “critical estimates” related to asset impairments.

Intangibles

Frontier’s indefinite lived intangibles consist of goodwill and trade name, which resulted from the purchase of ILEC properties. Frontier tests
for impairment of these assets annually, or more frequently, as circumstances warrant. All of Frontier’s ILEC properties share similar economic
characteristics and as a result, Frontier aggregates its four operating segments into one reportable segment. In determining fair value of goodwill
during 2008, Frontier compared the net book value of the reporting units to current trading multiples of ILEC properties as well as trading values of
its publicly traded common stock. Additionally, Frontier utilized a range of prices to gauge sensitivity. Frontier’s test determined that fair value
exceeded book value of goodwill for each of its reporting units.

Frontier evaluates goodwill at least annually at December 31, and more often if and when impairment indicators are present. Goodwill by
reporting unit (operating segment) at December 31, 2008 is as follows:
 

    Reporting Units
($ in thousands)   East   West   Central   Rochester

Goodwill   $501,743  $34,736  $ 1,406,200  $ 699,644

Frontier did not have any changes to its operating segments, reporting units, or changes in the allocation of goodwill by reporting unit during
the years ended December 31, 2007 and 2008. During the first quarter of 2007 Frontier acquired Commonwealth and included their operations and
any related goodwill in Frontier’s Central region.
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Each of the above noted reporting units is an operating segment. The first step in the goodwill impairment test compares the carrying value of
net assets of the reporting unit to its fair value. The result of this first step indicated that fair value of each reporting unit exceeded the carrying
value of such reporting units by a wide margin. As a result, the second step of the goodwill impairment test was not required.

Frontier estimates fair value in two ways: (1) market or transaction based and (2) equity based utilizing Frontier’s share price. Market values
for rural ILEC properties are typically quoted as a multiple of cash flow or EBITDA. Marketplace transactions and analyst reports support a range
of values around a multiple of 6 times annualized EBITDA. For the purpose of the goodwill impairment test Frontier defines EBITDA as operating
income plus depreciation and amortization. Frontier determined the fair value estimates using 6 times EBITDA but also used lower EBITDA
multiples to gauge the sensitivity of the estimate and its effect on the margin of excess of fair value over the carrying values of the reporting units.
Additionally, a second test was performed using Frontier’s public market equity value or market capitalization. Market capitalization (current
market stock price times total shares outstanding) is a public market indicator of equity value and is useful in corroborating the 6 times EBITDA
valuation because Frontier is singularly engaged in rural ILEC operating activities. Equity value at December 31, 2008 was determined using an
average stock price of $8 per share (the stock price on December 31, 2008 was $8.74) and when compared to the fair value using the EBITDA
multiple obtained above, exceeded such value. Frontier also used lower per share stock prices to gauge the sensitivity of the estimate and its effect
on the margin of excess fair value over the carrying value. Total market capitalization determined in this manner is then allocated to the reporting
units based upon each unit’s relative share of consolidated EBITDA. Frontier’s method of determining fair value has been consistently applied for
the three years ending December 31, 2008.

Depreciation and Amortization

The calculation of depreciation and amortization expense is based on the estimated economic useful lives of the underlying property, plant
and equipment and identifiable intangible assets. An independent study updating the estimated remaining useful lives of Frontier’s plant assets is
performed annually.

Pension and Other Postretirement Benefits

Frontier’s estimates of pension expense, other postretirement benefits including retiree medical benefits and related liabilities are “critical
accounting estimates.” Frontier sponsors noncontributory defined benefit pension plans covering a significant number of current and former
employees and other postretirement benefit plans that provide medical, dental, life insurance and other benefits for covered retired employees and
their beneficiaries and covered dependents. The pension plans for the majority of Frontier’s current employees are frozen. All of the employees
who are still accruing pension benefits are represented employees. The accounting results for pension and post retirement benefit costs and
obligations are dependent upon various actuarial assumptions applied in the determination of such amounts. These actuarial assumptions include
the following: discount rates, expected long-term rate of return on plan assets, future compensation increases, employee turnover, healthcare cost
trend rates, expected retirement age, optional form of benefit and mortality. Frontier reviews these assumptions for changes annually with its
independent actuaries. Frontier considers its discount rate and expected long-term rate of return on plan assets to be its most critical assumptions.

The discount rate is used to value, on a present basis, Frontier’s pension and postretirement benefit obligation as of the balance sheet date.
The same rate is also used in the interest cost component of the pension and postretirement benefit cost determination for the following year. The
measurement date used in the selection of Frontier’s discount rate is the balance sheet date. Frontier’s discount rate assumption is determined
annually with assistance from its actuaries based on the pattern of expected future benefit payments and the prevailing rates available on long-term,
high quality corporate bonds that approximate the benefit obligation. In making this determination Frontier considers, among other things, the
yields on the Citigroup Pension Discount Curve, the
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Citigroup Above-Median Pension Curve, the general movement of interest rates and the changes in those rates from one period to the next. This
rate can change from year-to-year based on market conditions that affect corporate bond yields. Frontier’s discount rate was 6.50% at year-end
2008 and 2007.

The expected long-term rate of return on plan assets is applied in determining the periodic pension and postretirement benefit cost as a
reduction in the computation of the expense. In developing the expected long-term rate of return assumption, Frontier considered published surveys
of expected market returns, 10 and 20 year actual returns of various major indices, and Frontier’s historical 5 year, 10 year and 20 year investment
returns. The expected long-term rate of return on plan assets is based on an asset allocation assumption of 35% to 55% in fixed income securities,
35% to 55% in equity securities and 5% to 15% in alternative investments. Frontier reviews its asset allocation at least annually and makes
changes when considered appropriate. Frontier’s asset return assumption is made at the beginning of its fiscal year. In 2008, Frontier did not
change its expected long-term rate of return from the 8.25% used in 2007. Frontier’s pension plan assets are valued at actual market value as of the
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measurement date.

No contribution was made to its pension plan during 2008.

Income Taxes

Frontier’s effective tax rates in 2006, 2007 and 2008 were approximately at the statutory rates.

Contingencies

At December 31, 2006, Frontier had a reserve of $8.0 million in connection with a potential environmental claim in Bangor, Maine. This
claim was settled with a payment of $7.625 million plus additional expenses during the third quarter of 2007.

Purchase Price Allocation – Commonwealth and GVN

The allocation of the approximate $1.1 billion paid to the “fair market value” of the assets and liabilities of Commonwealth is a critical
estimate. Frontier finalized its estimate of the fair values assigned to plant, customer list and goodwill, as more fully described in Notes 3 and 7 in
the notes to Frontier’s audited consolidated financial statements included elsewhere in this proxy statement/prospectus. Additionally, the estimated
expected life of a customer (used to amortize the customer list) is a critical estimate.

Verizon’s Separate Telephone Operations

Overview

Verizon’s wireline business provides communications services, including voice, broadband data and video services, network access,
nationwide long distance and other communications products and services. Verizon’s Separate Telephone Operations represent a portion of
Verizon’s wireline business but have not been operated as a distinct business separate from Verizon’s wireline business and do not constitute a
separate legal entity. Consequently, financial statements had not historically been prepared for Verizon’s Separate Telephone Operations. Verizon
has a highly diverse workforce of approximately 235,000 employees, including approximately 10,700 employed by Verizon’s Separate Telephone
Operations.

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon in the states
of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin,
including long distance services, Internet access and broadband video provided to designated customers in those states.
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Verizon’s Separate Telephone Operations are comprised of portions of Verizon California Inc. and Verizon South Inc., and the stock of
Contel of the South, Inc., Verizon Northwest, Verizon North, and Verizon West Virginia Inc. (after the transfer of certain operations, assets and
liabilities of Verizon North and Verizon Northwest); also included in Verizon’s Separate Telephone Operations are portions of Verizon Long
Distance LLC and Verizon Enterprise Solutions LLC and Verizon Online LLC. Verizon’s Separate Telephone Operations exclude all activities of
Verizon Business Global LLC and Cellco.

Verizon California Inc., Verizon Northwest, Verizon North, Verizon South Inc. and Contel of the South, Inc., are wholly owned subsidiaries
of GTE Corporation, which is a subsidiary of Verizon. Verizon West Virginia Inc. is a wholly owned subsidiary of Verizon. Verizon Long
Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC are indirect wholly owned subsidiaries of Verizon.

Verizon’s Separate Telephone Operations have one reportable segment, servicing territories consisting of local access and transport areas,
referred to as LATAs, in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West
Virginia and Wisconsin. These LATAs are generally centered on a city or based on some other identifiable common geography. Verizon’s
Separate Telephone Operations include regulated and unregulated carrier business in thirteen states, consisting principally of:
 

 •  local wireline customers and related operations and assets used to deliver:
 

  local exchange service,
 

  intraLATA toll service,
 

  network access service,
 

  enhanced voice and data services, and
 

  products at retail stores;
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 • consumer and small business switched long distance customers (excluding any customers of Verizon Business Global LLC);
 

 •  dial-up, high-speed Internet (or digital subscriber line) and fiber-to-the-premises Internet service provider customers; and
 

 •  broadband video in areas of Indiana, Oregon and Washington.

Many of the communications services Verizon’s Separate Telephone Operations provide are subject to regulation by the state regulatory
commissions of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia
and Wisconsin, with respect to intrastate rates and services and other matters. In Idaho, Verizon’s Separate Telephone Operations has made the
election under a statutory amendment into a deregulatory regime that phases out all price regulation. The FCC regulates rates that Verizon’s
Separate Telephone Operations charge long distance carriers and end-user subscribers for interstate access services and interstate traffic. All of the
broadband video services Verizon’s Separate Telephone Operations provides, including the payment of franchise fees, are subject to regulation by
state regulatory commissions or local governmental authorities.

The sections that follow provide information about the important aspects of Verizon’s Separate Telephone Operations and discuss their results
of operations, financial position and sources and uses of cash and investments. Also highlighted are key trends and uncertainties related to
Verizon’s Separate Telephone Operations to the extent practicable. In its operation of Verizon’s Separate Telephone Operations, Verizon
management also monitors several key economic indicators as well as the state of the United States economy in general in evaluating operating
results and assessing the potential impacts of these trends on Verizon’s businesses. While most key economic indicators, including gross domestic
product, affect Verizon’s operations
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to some degree, Verizon management historically has noted higher correlations to non-farm employment, personal consumption expenditures and
capital spending, as well as more general economic indicators such as inflationary or recessionary trends and housing starts.

Verizon’s Separate Telephone Operations’ results of operations, financial position and sources and uses of cash in the periods presented have
reflected, and prior to the merger are expected to continue to reflect, a focus on the following strategic imperatives:

Revenue Growth. To generate revenue growth, Verizon management, including in managing Verizon’s Separate Telephone Operations, is
devoting resources to higher growth markets such as broadband markets as well as continuing to develop and market innovative product bundles to
include local, long distance and broadband services for consumer and general business retail customers. Verizon management believes these efforts
will help counter the effects of competition and technology substitution that have resulted in access line losses.

Profitability Improvement. Verizon management, including in managing Verizon’s Separate Telephone Operations, continues to be sharply
focused on cost controls with the objective of driving efficiencies to offset access line losses.

Operational Efficiency. While focusing resources on revenue growth and market share gains, Verizon management, including in managing
Verizon’s Separate Telephone Operations, is continually challenging its team to lower expenses, particularly through technology-assisted
productivity improvements, including self-service initiatives. The effect of these and other efforts, such as real estate consolidation, call center
routing improvements, access to Verizon’s centralized shared services organization, information technology and marketing efforts, has led to
changes in Verizon’s cost structure, including in managing Verizon’s Separate Telephone Operations, as well as maintaining and improving
operating income margins.

Customer Service. Verizon management’s goal is to be the leading company in customer service in every market Verizon serves. Verizon
management, including in managing Verizon’s Separate Telephone Operations, views superior product offerings and customer service experiences
as a competitive differentiator and a catalyst to growing revenues and gaining market share. It is committed to providing high-quality customer
service and continually monitoring customer satisfaction.

Performance-Based Culture. Verizon management, including in managing Verizon’s Separate Telephone Operations, embraces a culture of
accountability, based on individual and team objectives that are performance-based and tied to Verizon’s strategic imperatives. Key objectives of
Verizon’s compensation programs are pay-for-performance and the alignment of executives’ and shareowners’ long-term interests. Verizon,
including Verizon’s Separate Telephone Operations, also employs a highly diverse workforce, since respect for diversity is an integral part of
Verizon’s culture and a critical element of its competitive success.

Verizon’s Separate Telephone Operations create value by investing the cash flows generated by their business in opportunities and
transactions that support their strategic imperatives, thereby increasing customer satisfaction and usage of Verizon’s Separate Telephone
Operations’ products and services. Verizon’s Separate Telephone Operations’ net cash provided by operating activities for the six months ended
June 30, 2009 of $639 million increased by $50 million from $589 million for the six months ended June 30, 2008, despite 566,000 access line
losses and lower operating revenues of $127 million over that same period.
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Basis of Presentation

Historically, financial statements have not been prepared for Verizon’s Separate Telephone Operations, as they were not operated as a distinct
business separate from Verizon’s wireline business and do not constitute a separate legal entity. The accompanying combined special-purpose
financial statements have been prepared to present the statements of selected assets, selected liabilities and parent funding, and statements of
income, parent
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funding and cash flows of Verizon’s Separate Telephone Operations in contemplation of a potential spin-off or business combination involving
Verizon’s Separate Telephone Operations. The accompanying combined special-purpose financial statements have been prepared in accordance
with U.S. GAAP using specific information where available and allocations where data is not maintained on a state-specific basis within Verizon’s
books and records. The allocations impacted substantially all of the income statement items other than operating revenues and balance sheet items
with the exception of plant, property and equipment, accumulated depreciation and materials and supplies, which were maintained at the state level.
Verizon management believes the allocations used to determine selected amounts in the financial statements are appropriate methods to reasonably
reflect the related assets, liabilities, revenues and expenses of Verizon’s Separate Telephone Operations. The financial statements of Verizon’s
Separate Telephone Operations reflect all adjustments that are necessary for a fair presentation of results of operations and financial condition for
the years and interim periods shown including normal recurring accruals and other items. The results for the interim periods are not necessarily
indicative of results for the full year.

The combined special-purpose financial statements include the wireline-related businesses, Internet access and long distance services
provided by Verizon’s Separate Telephone Operations to customers in the thirteen states in which it operates. All significant intercompany
transactions have been eliminated.

Results of Operations

Three and Six Months Ended June 30, 2009 Compared to the Three and Six Months Ended June 30, 2008
 
  Three Months Ended June 30,     Six Months Ended June 30,    
($ in millions)          2009                 2008         % Change  2009  2008  % Change 

Operating revenues  $ 1,031 $ 1,102 (6.4)  $ 2,074 $ 2,201 (5.8)
Operating expenses       

Cost of services and sales (exclusive of items shown
below)   349  354 (1.4)   677  731 (7.4)

Selling, general and administrative expense   362  252 43.7    598  489 22.3  
Depreciation and amortization expense   196  190 3.2    388  378 2.6  

              

Total operating expenses   907  796 13.9    1,663  1,598 4.1  
Operating income   124  306 (59.5)   411  603 (31.8)
Other income, net   —    2 (100.0)   —    5 (100.0)
Interest expense   23  45 (48.9)   48  92 (47.8)
Income tax provision   36  86 (58.1)   126  181 (30.4)

              

Net income  $ 65 $ 177 (63.3)  $ 237 $ 335 (29.3)
              

Operating data (in thousands)               

Switched access lines in service      4,492  5,058 (11.2)
Minutes of use (MOUs)      8,345,000  9,845,000 (15.2)
FiOS Internet subscribers      140  90 55.6  
FiOS TV subscribers      103  47 119.1  
High-Speed Internet subscribers      908  873 4.0  

Operating Revenues

Operating revenues during the three months ended June 30, 2009 declined $71 million, or 6.4%, and $127 million, or 5.8%, for the six
months ended June 30, 2009, compared to the similar periods in 2008. These decreases were principally related to 11.2% fewer switched access
lines in service as of June 30, 2009 compared
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to June 30, 2008, driven by competition and technology substitution, partially offset by revenue growth associated with FiOS Internet, FiOS TV
and high-speed Internet subscriber additions of 55.6%, 119.1% and 4.0%, respectively. Fewer access lines resulted in lower local exchange service
revenues and lower Universal Service Fund and end-user common line charge revenues. However, increases in Internet and video revenues
resulting principally from increased FiOS and high-speed Internet subscribers totaled $19 million and $39 million for the three and six months
ended June 30, 2009, respectively, compared to the similar periods in 2008.

Operating Expenses

Cost of services and sales. Cost of services and sales during the three months ended June 30, 2009 declined $5 million, or 1.4%, and $54
million, or 7.4%, for the six months ended June 30, 2009, compared to the similar periods in 2008. The decreases were primarily the result of a
decline in MOUs of 15.2% for the six months ended June 30, 2009 compared to the similar period in 2008, reduced repair and maintenance
expenses and lower Universal Service Fund charges, driven by 11.2% fewer access lines as of June 30, 2009 compared to June 30, 2008, as well as
productivity improvements. Partially offsetting this decrease in cost of services and sales were higher costs associated with FiOS Internet, FiOS TV
and high-speed Internet subscriber additions and a year-to-date adjustment for allocated real estate costs in the second quarter of 2009.

Selling, general and administrative expense. Selling, general and administrative expense during the three months ended June 30, 2009
increased $110 million, or 43.7%, and $109 million, or 22.3%, for the six months ended June 30, 2009, compared to the similar periods in 2008. In
the second quarter of 2009, pension settlement losses of $139 million were recorded related to employees that received lump-sum distributions
primarily resulting from previous separation plans in which prescribed payment thresholds have been reached. This increase, and higher
advertising, contractor and other costs associated with the growth of FiOS Internet, FiOS TV and the high-speed Internet business, in both the three
and six months ended June 30, 2009, compared to the similar periods in 2008, were partially offset by lower salary and benefits costs associated
with lower allocated headcount and cost reduction initiatives.

Depreciation and amortization. Depreciation and amortization expense during the three months ended June 30, 2009 increased $6 million, or
3.2%, and $10 million, or 2.6%, for the six months ended June 30, 2009, compared to the similar periods in 2008. These increases were primarily
driven by growth in depreciable telephone plant and equipment from additional capital spending and the impact of asset life changes effective
January 1, 2009, partially offset by lower rates of depreciation.

Other Results

Other income, net. Other income, net includes interest income and other non-operating income and expense items. Other income, net during
the three months ended June 30, 2009 decreased $2 million, or 100.0%, and $5 million, or 100.0%, for the six months ended June 30, 2009,
compared to the similar periods in 2008. These decreases were the result of lower income on short-term investments, driven by lower average
short-term investment balances during the three and six months ended June 30, 2009, compared to the similar periods in 2008.

Interest expense. Interest expense during the three months ended June 30, 2009 decreased $22 million, or 48.9%, and $44 million, or 47.8%,
for the six months ended June 30, 2009, compared to the similar periods in 2008. These decreases were primarily driven by lower average debt
balances during the three and six months ended June 30, 2009 compared to the similar periods in 2008. During the fourth quarter of 2008, $700
million of long-term debt with a weighted-average interest rate of 6.1% was repaid. In addition, the average interest rate on affiliate payables was
lower during the three and six months ended June 30, 2009 compared to the similar periods in 2008.

Income taxes. The effective income tax rate is the income tax provision stated as a percentage of income before the provision for income
taxes. The effective income tax rate for Verizon’s Separate Telephone Operations during the three and six months ended June 30, 2009 were 35.6%
and 34.7%, respectively, compared
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to 32.7% and 35.1% during the three and six months ended June 30, 2008, respectively. The increase in the three months ended June 30, 2009,
compared to the similar period in 2008, was primarily due to a tax benefit recorded in the second quarter of 2008 related to a settlement of
uncertain tax positions.

Year Ended December 31, 2008 Compared to the Year Ended December 31, 2007
 
   Year Ended December 31,     
($ in millions)   2008   2007   % Change 

Operating revenues   $ 4,352  $ 4,527  (3.9) 
Operating expenses       
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Cost of services and sales (exclusive of items shown below)    1,435   1,523  (5.8) 
Selling, general and administrative expense    1,114   1,049  6.2  
Depreciation and amortization expense    759   796  (4.6) 

          

Total operating expenses    3,308   3,368  (1.8) 
Operating income    1,044   1,159  (9.9) 
Other income, net    7   10  (30.0) 
Interest expense    186   203  (8.4) 
Income tax provision    313   363  (13.8) 

          

Net income   $ 552  $ 603  (8.5) 
          

Operating data (in thousands)       

Switched access lines in service    4,766   5,307  (10.2) 
Minutes of use (MOUs)    18,711,000   20,902,000  (10.5) 
FiOS Internet subscribers    110   71  54.9  
FiOS TV subscribers    69   26  165.4  
High-Speed Internet subscribers    887   848  4.6  

Operating Revenues

Operating revenues during 2008 of $4,352 million declined $175 million, or 3.9% compared to 2007. This decrease was principally related to
10.2% fewer switched access lines in service driven by competition and technology substitution, partially offset by revenue growth associated with
FiOS Internet, FiOS TV and high-speed Internet subscriber additions of 54.9%, 165.4% and 4.6%, respectively. Fewer access lines resulted in
lower local exchange service revenues and lower Universal Service Fund and end-user common line charge revenues. However, increases in
Internet and video revenues resulting principally from increased FiOS and high-speed Internet subscribers totaled $92 million.

Operating Expenses

Cost of services and sales. Cost of services and sales in 2008 of $1,435 million declined $88 million, or 5.8% compared to 2007. The
decrease was primarily the result of lower MOUs of 10.5%, reduced repair and maintenance expenses and lower Universal Service Fund charges,
driven by 10.2% fewer access lines, as well as productivity improvements. Partially offsetting this decrease in cost of services and sales were
higher costs associated with FiOS Internet, FiOS TV and high-speed Internet subscriber additions.

Selling, general and administrative expense. Selling, general and administrative expense in 2008 of $1,114 million increased $65 million, or
6.2% compared to 2007. Higher advertising, contractor and other costs associated with the growth of FiOS Internet, FiOS TV and the high-speed
Internet business and lower gains on asset sales in 2008 as well as pension settlement losses were partially offset by lower salary and benefits costs
associated with lower allocated headcount and cost reduction initiatives.
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Depreciation and amortization. Depreciation and amortization expense in 2008 of $759 million decreased $37 million, or 4.6% compared to
2007 primarily driven by lower rates of depreciation, partially offset by growth in depreciable telephone plant and equipment from additional
capital spending.

Other Results

Other income, net. Other income, net in 2008 of $7 million declined $3 million, or 30.0% compared to 2007 as a result of lower income on
short-term investments, driven by lower average short-term investment balances during 2008 compared to 2007.

Interest expense. Interest expense in 2008 of $186 million declined $17 million, or 8.4% compared to 2007. The decrease was primarily
driven by lower average debt balances during 2008 compared to 2007. During the fourth quarter of 2008, $700 million of long-term debt with a
weighted-average interest rate of 6.1% was repaid. In addition, the average interest rate on affiliate payables was lower during 2008 compared to
2007. These decreases were partially offset by higher average affiliate payables in 2008 compared to 2007.

Income taxes. The effective income tax rate for Verizon’s Separate Telephone Operations during 2008 was 36.2% compared to 37.6% during
2007. The decline in the effective income tax rate was primarily due to a tax benefit recorded in 2008 related to interest on uncertain tax positions.

Year Ended December 31, 2007 Compared to the Year Ended December 31, 2006
 
   Year Ended December 31,     
($ in millions)   2007   2006   % Change 
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Operating revenues   $ 4,527  $ 4,674  (3.1) 
Operating expenses       

Cost of services and sales (exclusive of items shown below)    1,523   1,540  (1.1) 
Selling, general and administrative expense    1,049   1,065  (1.5) 
Depreciation and amortization expense    796   907  (12.2) 

          

Total operating expenses    3,368   3,512  (4.1) 
Operating income    1,159   1,162  (0.3) 
Other income, net    10   54  (81.5) 
Interest expense    203   199  2.0  
Income tax provision    363   379  (4.2) 

          

Net income   $ 603  $ 638  (5.5) 
          

Operating data (in thousands)       

Switched access lines in service    5,307   5,767  (8.0) 
Minutes of use (MOUs)    20,902,000   23,496,000  (11.0) 
FiOS Internet subscribers    71   36  97.2  
FiOS TV subscribers    26   —    100.0  
High-speed Internet subscribers    848   742  14.3  

Operating Revenues

Operating revenues during 2007 of $4,527 million declined $147 million, or 3.1% compared to 2006. This decrease was principally related to
8.0% fewer switched access lines in service driven by competition and technology substitution, partially offset by revenue growth associated with
FiOS Internet, FiOS TV and high-speed Internet subscriber additions of 97.2%, 100.0% and 14.3%, respectively. Fewer access lines resulted in
lower local exchange service revenues and lower Universal Service Fund and end-user common line charge revenues. However, increases in
Internet and video revenues resulting principally from increased FiOS and high-speed Internet subscribers totaled $66 million.
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Operating Expenses

Cost of services and sales. Cost of services and sales in 2007 of $1,523 million declined $17 million, or 1.1% compared to 2006. The
decrease was primarily the result of lower MOUs of 11.0%, reduced repair and maintenance expenses and lower Universal Service Fund charges,
driven by 8.0% fewer access lines, as well as productivity improvements. Largely offsetting this decrease in cost of services and sales were higher
costs associated with FiOS Internet, FiOS TV and high-speed Internet subscriber additions.

Selling, general and administrative expense. Selling, general and administrative expense in 2007 of $1,049 million decreased $16 million, or
1.5% compared to 2006. Lower salary and benefits costs associated with lower allocated headcount and cost reduction initiatives and higher gains
on asset sales in 2007 were largely offset by higher advertising, contractor and other costs associated with the growth of FiOS Internet, FiOS TV
and the high-speed Internet business.

Depreciation and amortization. Depreciation and amortization expense in 2007 of $796 million decreased $111 million, or 12.2% compared
to 2006 primarily driven by lower rates of depreciation, including the impact of asset life changes effective January 1, 2007, partially offset by
growth in depreciable telephone plant and equipment from additional capital spending.

Other Results

Other income, net. Other income, net in 2007 of $10 million declined $44 million, or 81.5% compared to 2006 as a result of lower income on
short-term investments, driven by stock sales and gains on the early retirement of debt in 2006.

Interest expense. Interest expense in 2007 of $203 million increased $4 million, or 2.0% compared to 2006. The increase was primarily
driven by higher affiliated payable balances in 2007 compared to 2006, partially offset by lower average debt balances during 2007 compared to
2006. During 2006, $392 million of long-term debt with a weighted average interest rate of 7.8% was repaid.

Income taxes. The effective income tax rate for Verizon’s Separate Telephone Operations during 2007 was 37.6% compared to 37.3% during
2006.

Off-Balance Sheet Arrangements

Verizon’s Separate Telephone Operations do not have any off-balance sheet arrangements.
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Critical Accounting Policies

Verizon’s Separate Telephone Operations’ critical accounting policies are as follows:
 

 •  accounting for pension and other postretirement benefits;
 

 •  accounting for income taxes; and
 

 •  depreciation of plant, property and equipment.

Accounting for Pension and Other Postretirement Benefits. Most of Verizon’s Separate Telephone Operations’ employees participate in
Verizon’s defined benefit pension plans and other postretirement benefit plans. In the aggregate, pension plan obligations exceed the fair value of
pension plan assets, which will result in higher future pension plan expense. Other postretirement benefit plans have larger benefit obligations than
plan assets, resulting in expense. Significant pension and other postretirement benefit plan assumptions, including the discount rate used, the long-
term rate of return on plan assets, and medical cost trend rates are periodically updated and impact the amount of benefit plan income, expense,
assets and obligations.
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Accounting for Income Taxes. Verizon’s Separate Telephone Operations’ current and deferred income taxes, and any associated valuation
allowances, are impacted by events and transactions arising in the normal course of business as well as in connection with the adoption of new
accounting standards and non-recurring items. Assessment of the appropriate amount and classification of income taxes is dependent on several
factors, including estimates of the timing and realization of deferred income tax assets and the timing of income tax payments. Verizon’s Separate
Telephone Operations account for tax benefits taken or expected to be taken in Verizon’s tax returns in accordance with Financial Accounting
Standards Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes, which requires the use of a two-step approach for recognizing
and measuring tax benefits taken or expected to be taken in a tax return and disclosures regarding uncertainties in income tax positions. Actual
collections and payments may materially differ from these estimates as a result of changes in tax laws as well as unanticipated future transactions
impacting related income tax balances.

Depreciation of Plant, Property and Equipment. Verizon’s Separate Telephone Operations recognize depreciation on plant, property, and
equipment principally on the composite group remaining life method and straight-line composite rates, which provides for the recognition of the
cost of the remaining net investment in telephone plant, less anticipated net salvage value, over the remaining asset lives. Changes in the remaining
useful lives of assets as a result of technological change or other changes in circumstances, including competitive factors in the markets where
Verizon’s Separate Telephone Operations operate, can have a significant impact on asset balances and depreciation expense.

All of Verizon’s Separate Telephone Operations’ significant accounting policies are described in Note 1 to the combined special-purpose
financial statements of Verizon’s Separate Telephone Operations included elsewhere in this proxy statement/prospectus.

Transactions with Affiliates

Operating revenue reported by Verizon’s Separate Telephone Operations includes transactions with Verizon for the provision of local
telephone services, network access, billing and collection services, interconnection agreements and the rental of facilities and equipment. These
services were reimbursed by Verizon based on tariffed rates, market prices, negotiated contract terms that approximated market rates, or actual
costs incurred by Verizon’s Separate Telephone Operations.

Verizon was reimbursed by Verizon’s Separate Telephone Operations for specific goods and services it provided to, or arranged for,
Verizon’s Separate Telephone Operations based on tariffed rates, market prices or negotiated terms that approximated market rates. These goods
and services included items such as communications and data processing services, office space, professional fees and insurance coverage.

Verizon was also reimbursed by Verizon’s Separate Telephone Operations for Verizon’s Separate Telephone Operations’ share of costs
incurred by Verizon to provide services on a common basis to all of its subsidiaries. These costs included allocations for marketing, sales,
accounting, finance, materials management, procurement, labor relations, legal, security, treasury, human resources, and tax and audit services. The
allocations were based on actual costs incurred by Verizon and periodic studies that identified employees or groups of employees who were totally
or partially dedicated to performing activities that benefited Verizon’s Separate Telephone Operations. These allocations were also based on the
size of Verizon’s Separate Telephone Operations relative to other Verizon subsidiaries. Verizon management believes that these cost allocations are
reasonable for the services provided and also believes that these cost allocations are consistent with the nature and approximate amount of the costs
that Verizon’s Separate Telephone Operations would have incurred on a stand-alone basis.

Verizon’s Separate Telephone Operations also recognized an allocated portion of interest expense in connection with their contractual
agreements with Verizon for the provision of short-term financing and cash management services. Verizon issues commercial paper and obtains



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

bank loans to fund its working capital requirements, including those of Verizon’s Separate Telephone Operations, and invests funds in temporary
investments.
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The affiliate operating revenue and expense amounts included only Verizon’s Separate Telephone Operations local exchange business and
related landline activities. Because operating expenses associated with Verizon’s Separate Telephone Operations’ long distance and Internet
operations were determined predominantly through allocations, separate identification of the affiliate transactions was not available.

Liquidity and Capital Resources

Verizon’s Separate Telephone Operations use net cash generated from operations to fund capital expenditures and repay external and affiliate
debt.

Cash Flows Provided By Operating Activities. Net cash provided by operating activities was $639 million and $589 million for the six
months ended June 30, 2009 and 2008, respectively, and $1,426 million, $1,181 million and $1,562 million for the years ended December 31,
2008, 2007 and 2006, respectively. Historically, Verizon’s Separate Telephone Operations’ principal source of funds was cash generated from
operations.

In the six months ended June 30, 2009, cash from operating activities increased $50 million compared to the similar period in 2008 primarily
as a result of favorable working capital requirements. The decrease in working capital requirements was driven by an increase in accounts payable
and accrued liabilities as a result of an increase in taxes payable.

In 2008, cash from operating activities increased $245 million compared to 2007 as a result of an increase in accrued employee retirement
benefits and a decrease in working capital requirements. The decrease in working capital requirements was driven by an increase in accounts
payable and accrued liabilities.

In 2007, the decrease in cash from operating activities of $381 million compared to 2006 was primarily driven by a decrease in earnings,
depreciation and amortization and accrued employee retirement benefits and an increase in working capital requirements. The increase in working
capital requirements was principally driven by the decrease in accounts payables and accrued liabilities.

Cash Flows Used In Investing Activities. Net cash used in investing activities was $253 million and $294 million for the six months ended
June 30, 2009 and 2008, respectively, and $578 million, $660 million and $705 million for years ended December 31, 2008, 2007 and 2006,
respectively. Capital expenditures were Verizon’s Separate Telephone Operations’ primary use of capital resources and facilitated the introduction
of new products and services, enhanced responsiveness to competitive challenges and increased the operating efficiency and productivity of
Verizon’s Separate Telephone Operations’ networks. Including capitalized software, Verizon’s Separate Telephone Operations invested $279
million and $364 million during the six months ended June 30, 2009 and 2008, respectively, and $730 million, $703 million and $702 million
during the years ended December 31, 2008, 2007 and 2006, respectively. The decrease in capital spending in the six months ended June 30, 2009
compared to the similar period in 2008 was primarily due to lower capital spending levels across Verizon’s wireline operations. The increase in
capital spending in 2008 was primarily due to increased spending in high growth areas, including FiOS Internet, FiOS TV and high-speed Internet.

Verizon’s Separate Telephone Operations’ short-term investments principally include cash equivalents held in trust accounts for payment of
employee benefits. In 2008, 2007 and 2006, Verizon’s Separate Telephone Operations invested $13 million, $160 million and $189 million,
respectively, in short-term investments, to pre-fund active employees’ health and welfare benefits. In 2008, Verizon’s Separate Telephone
Operations significantly decreased its annual trust funding. In the six months ended June 30, 2009 and 2008, Verizon’s Separate Telephone
Operations received proceeds from the sale of short-term investments by employee benefit trust accounts for the payments of employee benefits of
$26 million and $66 million, respectively. Proceeds from the sales of all short-term investments, principally for the payment of employee benefits,
were $161 million, $175 million and $174 million in 2008, 2007 and 2006, respectively.
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Cash Flows Used In Financing Activities. Net cash used in financing activities was $386 million and $295 million for the six months ended
June 30, 2009 and 2008, respectively, and $848 million, $521 million and $857 million for the years ended December 31, 2008, 2007 and 2006,
respectively. The funding sources of Verizon’s Separate Telephone Operations are included in parent funding in the combined statements of
selected assets, selected liabilities and parent funding of Verizon’s Separate Telephone Operations without regard to whether the funding represents
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intercompany debt or equity. Verizon’s Separate Telephone Operations participate in the centralized cash management services provided by
Verizon. Verizon issued commercial paper and obtained bank loans to fund the working capital requirements of Verizon subsidiaries, including the
companies that historically comprised Verizon’s Separate Telephone Operations, and invested funds in temporary investments on their behalf.

During the fourth quarter of 2008, Verizon North’s 5.65% debentures of $250 million, Verizon Northwest’s 5.55% debentures of $200 million
and Verizon North’s 6.9% debentures of $250 million matured and were repaid.

During the second quarter of 2006, $392 million of debt was repaid, including Verizon North’s 7.625% debentures of $200 million, Verizon
Northwest’s 7.875% debentures of $175 million and $17 million of other debt.

Summary of Contractual Obligations

The following table discloses aggregate information about Verizon’s Separate Telephone Operations’ contractual obligations as of
December 31, 2008 and the periods in which payments are due:
 
   Payment Due by Period

   Total   
Less Than

1 Year   
1-3

Years   
3-5

Years   
More Than

5 Years

Contractual obligations:           

Long-term debt, including current maturities   $ 622  $ —    $372  $—    $ 250
Interest on long-term debt    374   41   42   35   256
Operating leases    33   10   13   7   3

                    

Total contractual obligations   $1,029  $ 51  $427  $ 42  $ 509
                    

Note: Verizon management is not able to make a reliable estimate of when the balance of $47 million of unrecognized tax benefits and
related interest and penalties that exist at December 31, 2008 will be settled with the respective taxing authorities until issues or examinations are
further developed. Consequently, no amounts related to these tax benefits were included in the table above.

Distribution Date Indebtedness

Prior to the distribution date, all intercompany loans from Verizon to the Spinco business will be settled. It is anticipated that $200 million in
principal amount of 6.375% Debentures Series F, due February 15, 2010, originally issued by GTE North Incorporated, that was outstanding as of
June 30, 2009 will mature prior to the closing date of the merger. As a result, the parties anticipate that distribution date indebtedness will consist
of the debentures described below. However, if the $175 million in principal amount of 6.30% Debentures, Series C, due June 1, 2010 issued by
GTE Northwest Incorporated, referred to as the GTE Northwest debentures, mature prior to the closing date of the merger, the obligations under
the GTE Northwest debentures will not be included in the distribution date indebtedness.

$50,000,000 8.40% Debentures due 2029

In October 1989, The Chesapeake and Potomac Telephone Company of West Virginia, a subsidiary of Verizon renamed Verizon West
Virginia Inc. that will become a Spinco subsidiary, issued $50.0 million in
 

153

Table of Contents

aggregate principal amount of 8.40% Debentures due October 15, 2029, referred to as the West Virginia debentures, in a private placement. The
West Virginia debentures are the obligor’s senior, unsecured obligations that rank equally in right of payment with all of the obligor’s existing and
future senior indebtedness and rank senior in right of payment to all of the obligor’s existing and future subordinated indebtedness. None of these
debentures have been, or will be, guaranteed by Spinco or any of its subsidiaries.

GTE North Incorporated $200,000,000 6.73% Debentures, Series G, due 2028

In February 1998, GTE North Incorporated, a subsidiary of Verizon renamed Verizon North Inc. that will become a Spinco subsidiary, issued
$200,000,000 in aggregate principal amount of 6.73% Debentures, Series G, due February 15, 2028, referred to as the GTE North debentures, in a
transaction registered under the Securities Act. The GTE North debentures are the obligor’s senior, unsecured obligations that rank equally in right
of payment with all of the obligor’s existing and future senior indebtedness and rank senior in right of payment to all of the obligor’s existing and
future subordinated indebtedness. None of these debentures have been, or will be, guaranteed by Spinco or any of its subsidiaries.

GTE Northwest Incorporated $175,000,000 6.30% Debentures, Series C, due 2010

In June 1998, GTE Northwest Incorporated, a subsidiary of Verizon renamed GTE Northwest Inc. that will become a Spinco subsidiary,
issued $175,000,000 in aggregate principal amount of 6.30% Debentures, Series C, due June 1, 2010, referred to as the GTE Northwest debentures,
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in a transaction registered under the Securities Act. The GTE Northwest debentures are the obligor’s senior, unsecured obligations that rank
equally in right of payment with all of the obligor’s existing and future senior indebtedness and rank senior in right of payment to all of the
obligor’s existing and future subordinated indebtedness. None of these debentures have been, or will be, guaranteed by Spinco or any of its
subsidiaries.
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DESCRIPTION OF THE BUSINESS OF THE COMBINED COMPANY

General

After completion of the merger, the combined company is expected to be the nation’s largest communications services provider focused on
rural areas and small and medium-sized towns and cities, and the nation’s fifth largest incumbent local exchange carrier, with more than 7,000,000
access lines, 8,600,000 voice and broadband connections and 16,000 employees in 27 states on a pro forma basis as of December 31, 2008. The
combined company will offer voice, data and video services to customers in its expanded geographic footprint. Assuming the merger had occurred
on January 1, 2008, the combined company’s revenues on a pro forma basis would have been approximately $6.5 billion for the year ended
December 31, 2008, and approximately $3.1 billion for the six months ended June 30, 2009.

Competitive Strengths

Frontier believes that, following the merger, the combined company will be distinguished by the following competitive strengths:

Enhanced scale and scope. The increased scale and scope of the combined company will allow Frontier to leverage its common support
functions and systems (such as corporate administrative functions and information technology and network systems) to achieve both operating
expense and capital expenditure synergies. Frontier currently anticipates that, by 2013, the combined company’s annualized cost synergies will
reach approximately $500 million, which represents approximately 21% of the cash operating expenses of Verizon’s Separate Telephone
Operations in 2008.

Broader footprint and greater revenue opportunities. Although Frontier currently operates in 11 of the 14 states in which the Spinco
business operates, the existing incumbent local exchange footprints of the businesses do not overlap. In addition, the customers of the Spinco
business generally have a profile similar in characteristics such as age, income and property ownership to Frontier’s existing customers. The
combined company therefore will have a broader operating footprint that will provide greater revenue opportunities through the expansion of
Frontier’s existing operating strategies into the Spinco territory, as well as through greater broadband penetration and new product and services
offerings (such as bundled service packages) in the Spinco territory.

Strong financial profile with lower leverage.  The combined company would have had 2008 pro forma revenue of approximately $6.5
billion, compared to revenue of approximately $2.2 billion for Frontier on a stand-alone basis in the year ended December 31, 2008. Taking into
account the significant decrease in the combined company’s leverage and the combined company’s anticipated decrease in the annual dividend to
$0.75 per share of common stock, the combined company is expected to have a strengthened financial profile, with a more sustainable dividend
payout ratio and the ability to achieve an investment grade credit rating within a reasonable period of time following the merger.

Experienced management team with proven track record. The combined company will be managed by Frontier’s current senior
management team with a proven track record of successful business integration, as demonstrated by its integration of the former GTE properties
and former Rochester Telephone, Commonwealth and GVN businesses into Frontier, as well as its consolidation of five billing systems covering
1.7 million access lines into a single system over the past five years.

Strategy

Following the merger, Frontier expects that the key elements of the combined company’s strategy will be to:

Expand broadband footprint. The combined company will concentrate on broadband as a core component of its service offering and growth.
As of June 30, 2009, approximately 92% of Frontier’s current customer base had access to Frontier’s broadband or other high-speed data products,
whereas only 62.5% of the customers of
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the Spinco business had access to Verizon’s broadband or other high-speed data products. Frontier plans to focus its capital expenditures on the
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expansion of broadband availability in the Spinco markets and views this expansion as an opportunity to satisfy customer needs and expectations,
retain a greater number of customers and increase average revenue per customer.

Increase revenue per customer. The combined company will leverage the successful sales and marketing practices that Frontier currently
employs throughout its markets, including the sale of voice, data and video services as bundled packages and the use of promotions and incentives,
including gifts such as personal computers, digital cameras and gift cards, to drive market share. Frontier believes these marketing strategies will
present a significant opportunity to increase revenue per access line as well as strengthen customer relationships and improve customer retention.
The combined company will tailor its services to the needs of its residential and business customers in the markets it serves and continually
evaluate the introduction of new and complementary products and services. Frontier expects the combined company, over time, to increase
broadband availability to the current Spinco customer base and, through innovative packages and promotions, improve subscription rates for
broadband services in the Spinco territory. The combined company may also develop broadband video services in certain parts of the combined
company’s territories and incorporate these services into its offerings, while at the same time continue to offer satellite video products. Frontier
expects that, as the combined company strives to provide its customers with a diverse range of communications services, it will consider entering
into and enhancing partnerships for other services that Frontier or the Spinco business does not currently provide in its markets. In addition,
Frontier has implemented and will continue to implement several growth initiatives that will affect the combined company, including efforts to
increase Frontier’s marketing expenditures and launching new products and services with a focus on areas that are growing or demonstrate
meaningful demand, such as wireline and wireless HSI, satellite video products and the “Frontier Peace of Mind” computer technical support. The
combined company will also focus on providing a number of different service offerings, including unlimited long distance minutes, bundles of long
distance minutes, wireless data and Internet portal advertising.

Enhance customer loyalty through local engagement. The combined company will continue Frontier’s existing strategy of engaging the
markets at the local level to ensure that it has a customer-driven sales and service focus, including differentiating the service offerings and bundled
packages to customers in different markets to ensure that customers are satisfied based on their specific needs. Local markets of the combined
company will be operated by local managers with responsibility for the customer experience, as well as the financial results, in those markets. The
combined company will also continue the current community involvement practices of Frontier and the Spinco business to create a competitive
advantage through long-term customer loyalty. The combined company will be committed to providing best-in-class service throughout its
markets and, by doing so, expects to maximize retention of its customers and gain new customers.

Ensure integration of the Spinco business. Pursuant to the merger agreement and the other transaction agreements, Frontier expects the
Spinco business (other than with respect to West Virginia) will continue to operate with its existing single platform on an independent basis
immediately following the merger, and the Spinco business with respect to West Virginia will be integrated into Frontier’s existing systems
contemporaneously with the closing of the merger. The main integration effort required for the combined company to operate the Spinco business
immediately following the merger will therefore be completed prior to the closing of the merger, freeing up the resources of the combined company
to implement further consolidation strategies to achieve cost savings.

Increase operating efficiencies and realize cost savings. Frontier estimates that, by 2013, the combined company’s annualized cost savings
will reach approximately $500 million by leveraging the scalability of Frontier’s existing corporate administrative functions and information
technology and network systems to cover certain existing Spinco business functions (including certain functions formerly provided by Verizon, or
other third-party service providers, to the Spinco business). The realization of these annualized cost savings is expected to be achieved during the
first two and a half years after the closing of the merger as the Spinco business’s
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network and information technology systems and processes are fully integrated with those of Frontier. However, there can be no assurance that
these or any other cost savings will actually be realized. See “Risk Factors—Risks Relating to the Spin-Off and the Merger—The combined
company may not realize the growth opportunities and cost synergies that are anticipated from the merger.”

Growth through selective acquisitions. Following the closing of the merger, Frontier expects that the combined company will evaluate and
pursue select strategic acquisitions that would enhance revenues and cash flows, although for two years following the closing of the merger the
combined company may not enter into any agreement, understanding or arrangement with respect to any transaction involving the acquisition,
issuance, repurchase, or change of ownership of the combined company’s capital stock. See “The Transaction Agreements—Additional
Agreements Between Frontier, Verizon and their Affiliates—The Tax Sharing Agreement.” Frontier expects that the combined company will
continue to adhere to Frontier’s traditional selective criteria in its acquisition analysis.

Services

The combined company will offer a broad portfolio of high-quality communications services for residential and business customers in each
of the markets in which Frontier and the Spinco business currently operate. These include services traditionally associated with local telephone
companies, as well as other services such as long distance, Internet access and broadband-enabled services as well as video services. Based on its



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

understanding of local customers’ needs, the combined company will offer bundled service packages designed to simplify customer purchasing
decisions as well as to provide pricing discounts. The combined company will also offer incentives and promotions such as gifts to influence
customers to purchase or retain certain services. Customer retention will also be enhanced by offering one-, two- and three- year price protection
plans where customers commit to a term in exchange for predictable pricing or other incentives and promotions. The combined company will be
staffed locally with skilled technicians and supervisory personnel, which will enable it to provide efficiently and reliably an array of
communications services to meet its customers’ needs. Local markets of the combined company will be operated by local managers with
responsibility for the customer experience, as well as the financial results, in those markets.

Generation of Revenue

The combined company will primarily generate revenue through the provision of basic local telephone wireline services to residential and
business customers in its service areas; network access to interexchange carriers for origination and termination of long distance voice and data
traffic; long distance services; data and Internet services; directory listing and advertising; sales of third-party and owned video services; and
wireless data services.

Local services. The combined company will provide basic telephone wireline services to residential and business customers in its service
areas. The combined company’s service areas will be largely residential and generally less densely populated than the primary service areas of the
largest incumbent local exchange carriers. The combined company will also provide enhanced services to its customers by offering a number of
calling features, including call forwarding, conference calling, caller identification, voicemail and call waiting. All of these local services will be
billed monthly in advance. The unearned portion of this revenue will be initially deferred as a component of other liabilities on the combined
company’s balance sheet and recognized as revenue over the period that the services are provided. The combined company will also offer packages
of communications services. These packages permit customers to bundle their basic telephone line service with their choice of enhanced, long
distance, video and Internet services for a monthly fee or usage fee, depending on the plan. The combined company intends to seek to increase the
penetration of those enhanced and other services described above. Frontier believes that increased sales of such services will produce revenues with
higher operating margins due to the relatively low marginal operating costs necessary to offer such services. Frontier believes that its ability to
integrate these services with other services will provide the combined company with the opportunity to capture an increased percentage of its
customers’ communications expenditures.
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Data and Internet services. The combined company will offer data services, including Internet access (via high-speed or dial-up Internet
access), frame relay, Metro ethernet and ATM switching services. The combined company will offer other data transmission services to other
carriers and high-volume commercial customers with dedicated high-capacity circuits. Such services are generally offered on a contract basis and
the service is billed on a fixed monthly recurring charge basis. Data and Internet services are typically billed monthly in advance. The unearned
portion of these fees will be initially deferred as a component of other liabilities on the combined company’s balance sheet and recognized as
revenue over the period that the services are provided.

Access services. Switched access services allow other carriers to use the combined company’s facilities to originate and terminate their long
distance voice and data traffic. These services are generally offered on a month-to-month basis and the service is generally billed on a minutes-of-
use basis. Access charges are based on access rates filed with the FCC for interstate services and with the respective state regulatory agency for
intrastate services. In addition, subsidies received from state and the USF based on the high cost of providing telephone service to certain rural
areas will be a part of the combined company’s access services revenues. Revenue is recognized when services are provided to customers or when
products are delivered to customers. Monthly recurring access service fees will be billed in advance. The unearned portion of this revenue will be
initially deferred as a component of other liabilities on the combined company’s balance sheet and recognized as revenue over the period that the
services are provided.

Long distance services. The combined company will offer long distance services to customers in its territories. Frontier believes that many
customers prefer the convenience of obtaining their long distance service through their local telephone company and receiving a single bill. Long
distance network service to and from points outside of the combined company’s operating territories will be provided by interconnection with the
facilities of interexchange carriers. The combined company’s long distance services will be billed either on an unlimited or fixed number of
minutes basis in advance or on a per minute-of-use basis in arrears. The earned but unbilled portion of these fees will be recognized as revenue and
accrued in accounts receivable in the period that the services are provided.

Directory services. Directory services involves the provision of white and yellow page directories for residential and business listings. The
combined company will provide this service through third-party contractors. In most of the combined company’s markets that were Frontier’s
markets prior to the merger, the third-party contractors will be paid a percentage of revenues from the sale of advertising in these directories. In the
remaining markets that were Frontier’s markets prior to the merger, the combined company will receive a flat fee from the contractors. In the
Spinco territory, the directory services are expected to be provided through a third-party contractor, but the combined company will not receive any
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fees for listing or advertising. The combined company’s directory service will also include “Frontier Pages,” an Internet-based directory service
which generates advertising revenues.

Other services. Other services that Frontier expects the combined company to provide include:

Video services. The combined company will continue to offer a video product under an agency relationship with DISH Network in the areas
in which Frontier currently operates and will also seek to offer a satellite video product in the Spinco territory under an agency relationship. In each
case the combined company will bill the customer for the monthly services and remit those billings to the satellite video provider without
recognizing any revenue. The combined company will in turn receive from the satellite video provider and recognize as revenue activation fees,
other residual fees and nominal management, billing and collection fees. Additionally, the combined company will continue to offer broadband
video services that are similar to FiOS in the states of Indiana, Oregon and Washington.

Wireless services. The combined company will offer wireless data services in select markets. The combined company’s wireless data
services will utilize technologies that are relatively new, and the combined company will depend to some degree on the representations of
equipment vendors, lab testing and the experiences of
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others who have been successful at deploying these new technologies. Revenue will be recognized when services are provided to customers. Long-
term contracts will be billed in advance on an annual or semi-annual basis. End-user subscribers will be billed in advance on a monthly recurring
basis and colleges, universities and businesses will be billed on a monthly recurring basis for a fixed number of users. The unearned portion of this
revenue will be initially deferred as a component of other liabilities on the combined company’s balance sheet and later recognized as revenue over
the period that the services are provided. Hourly, daily and weekly casual end-users are billed by credit card at the time of use.

Service Areas

Following the merger, the combined company will serve approximately 24 homes per square mile. Based on the number of access lines
operated by Frontier and the Spinco business as of December 31, 2008, approximately 65% of the combined company’s access lines would have
been residential, 33% business and 2% wholesale.

The following table sets forth the combined number of access lines in the states in which Frontier and the Spinco business operated as of
December 31, 2008.
 

State   
Access Lines
of Frontier   

Access Lines
of the Spinco

Business   

Access Lines
of the

Combined
Company   

Percentage of Access
Lines of the

Combined Company  

West Virginia   143,982  617,036  761,018  10.8% 
Indiana   4,647  718,251  722,898  10.2  
New York   683,880  —    683,880  9.7  
Illinois   97,461  573,321  670,782  9.5  
Ohio   552  634,153  634,705  9.0  
Washington   —    578,506  578,506  8.2  
Michigan   19,102  507,462  526,564  7.5  
Pennsylvania   427,489  —    427,489  6.1  
Wisconsin   62,007  281,350  343,357  4.9  
Oregon   12,626  309,904  322,530  4.6  
North Carolina   —    263,479  263,479  3.7  
Minnesota   210,983  —    210,983  3.0  
California   143,871  24,205  168,076  2.4  
Arizona   145,241  6,297  151,538  2.2  
Idaho   20,035  113,002  133,037  1.9  
South Carolina   —    127,718  127,718  1.8  
Other States   282,457  35,989  318,446  4.5  

Total:   2,254,333  4,790,673  7,045,006  100.0  
 
(1) Includes Tennessee, Nevada, Iowa, Nebraska, Alabama, Utah, Georgia, New Mexico, Montana, Mississippi and Florida.

Sales and Marketing

(1)
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The combined company will focus on service to local communities, utilizing Frontier’s local leadership model in the execution of sales,
marketing and service initiatives. The combined company will also maintain Frontier’s traditional focus on individual customers. Frontier plans for
the combined company to invest in infrastructure improvements and enhancements each year, recognizing that the economic livelihood of the
communities it serves will affect opportunities to grow the business. The combined company will therefore have a vested interest in the economic
development of the communities it serves.

The combined company will seek to differentiate itself from its competitors by providing an attractive range of services and a superior level
of service to each of its customers, supported by local sales and service
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representatives, technicians and supervisory personnel. Local market operations of the combined company will be managed by local leadership
with responsibility for the customer experience, as well as the financial results, in those markets. The combined company will offer competitively
priced bundled services across voice, data and video products and other incentives and promotions (such as gifts) to further enhance its market
position.

As the combined company strives to provide its customers with a diverse range of communications services, it will also consider entering
into and enhancing partnerships for other services that it does not currently provide through its own network. Frontier has implemented and will
continue to implement several growth initiatives that will benefit the combined company, including the launch of new products and services with a
focus on areas that are growing or demonstrate meaningful demand. Some of those areas in which Frontier has already launched products and
services include unlimited long distance minutes, wireline and wireless HSI, satellite video products, “Frontier Peace of Mind” computer technical
support, Internet-based directory services and Internet portal advertising. The combined company will continue to focus on growing those products
and services and to offer new ones that would be attractive to its customers.

Network Architecture and Technology

The combined company’s local exchange carrier networks will consist of central office hosts and remote sites, primarily equipped with
digital switches. The outside plant will consist of transport and distribution delivery networks connecting the combined company’s host central
office with remote central offices and ultimately with its customers. The combined company will own fiber optic and copper cable, which have
been deployed in Frontier’s and the Spinco business’s networks and will be the primary transport technologies between the combined company’s
host and remote central offices and interconnection points with other incumbent carriers.

The combined company’s fiber optic and copper transport system will be capable of supporting increasing customer demand for high
bandwidth transport services. This system supports advanced services including ATM, Frame Relay, VoIP, Ethernet, and Internet Protocol
Transport, facilitating delivery of advanced services as demand warrants.

As of June 30, 2009, approximately 92% of Frontier’s customer base had access to Frontier’s broadband or other high-speed data products.
As of June 30, 2009, approximately 62.5% of the customer base of the Spinco business had access to Verizon’s broadband or other high-speed
data products.

Rapid and significant changes in technology are expected in the communications industry. The combined company’s success will depend, in
part, on its ability to anticipate and adapt to technological changes. Frontier believes that its network architecture will enable the combined
company to respond to these technological changes efficiently. In addition, Frontier expects the combined company to improve profitability by
reducing costs through the sharing of best practices across operations, centralization or standardization of functions and processes, and deployment
of technologies and systems that provide for greater efficiencies and profitability.

Competition

Competition in the communications industry is intense and increasing. Frontier expects that the combined company will experience
competition from many communications providers with a full array of products and services. Those providers include cable operators offering
VoIP products, wireless carriers, long distance providers, competitive local exchange carriers, Internet providers and other wireline carriers.
Frontier also believes that competition will continue to intensify in the remainder of 2009 and beyond and may result in reduced revenues for
Frontier and the Spinco business. Both Frontier’s business and the Spinco business
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experienced erosion in access lines and switched access minutes in 2008 and the first half of 2009 primarily as a result of competition and business
downsizing, as well as reductions in revenue.

The recent severe contraction in the global financial markets and ongoing recession may affect consumer behavior to reduce household
expenditures by not purchasing the combined company’s services and/or by discontinuing existing services of Frontier or the Spinco business.
These trends are likely to continue and may result in a challenging revenue environment. These factors could also result in increased delinquencies
and bankruptcies and, therefore, affect the combined company’s ability to collect money owed to it by residential and business customers.

The combined company will employ a number of strategies to combat the competitive pressures and changes to consumer behavior noted
above. Such strategies will focus in the following areas: customer retention, upgrading and up-selling services to the existing customer base of
Frontier and the Spinco business, new customer growth, win backs of former customers, new product deployment, and operating expense
reductions.

The combined company will aim to achieve its customer retention goals by bundling services around the local access line and providing
exemplary customer service. Bundled services include HSI, unlimited long distance calling, enhanced telephone features and video offerings. The
combined company will tailor these services to the needs of its residential and business customers in the markets it serves and continually evaluate
the introduction of new and complementary products and services, which can also be purchased separately. Customer retention will also be
enhanced by offering one-, two- and three-year price protection plans where customers commit to a term in exchange for predictable pricing or
promotional offers. Additionally, the combined company will focus on enhancing the customer experience and providing exceptional customer
service to differentiate itself from the competition. Frontier has previously expanded its customer service hours, shortened the scheduling windows
for in-home appointments and implemented call reminders and follow-up calls for service appointments. In addition, local markets of the combined
company will be operated by local managers with responsibility for the customer experience, as well as the financial results, in those markets.

The combined company will utilize targeted and innovative promotions to attract new customers, including those moving into the combined
company’s territory, win back former customers, upgrade and up-sell existing customers on a variety of service offerings including HSI, video, and
enhanced long distance and feature packages in order to maximize the average revenue per access line (wallet share) paid to the combined
company. Depending upon market and economic conditions, the combined company may offer such promotions to drive sales and may offer
additional promotions in the future.

Lastly, the combined company will focus on a number of different service offerings, including unlimited long distance minutes, bundles of
long distance minutes, wireless data, Internet portal advertising and the “Frontier Peace of Mind” product suite. This last category is a suite of
products aimed at managing the total communications and personal computing experience for customers. The “Frontier Peace of Mind” product
and services are designed to provide value and simplicity to meet customers’ ever-changing needs. The “Frontier Peace of Mind” product suite
includes services such as an in-home, full installation of the combined company’s high-speed product, two hour appointment windows for the
installation, hard drive back-up services, enhanced help desk PC support and inside wire maintenance. The combined company will offer a portion
of the “Frontier Peace of Mind” services, including hard drive back-up services and enhanced help desk PC support, both to its customers and to
other users inside and outside of the combined company’s service territories.

Although Frontier is optimistic about the opportunities provided by each of these initiatives, it can provide no assurance about their long term
profitability or impact on revenue.

Frontier believes that the combination of offering multiple products and services to customers pursuant to price protection programs, billing
customers on a single bill, providing superior customer service, and being active in local communities will increase customer loyalty for the
combined company, and will help generate new, and retain existing, customer revenue.
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Employees

Had the merger been completed on December 31, 2008, Frontier estimates that the combined company would have had approximately 16,000
employees, of whom an estimated 70% would have been represented by a labor union and whose employment therefore would have been subject to
a collective bargaining agreement. Frontier believes labor relations with its employees have historically been good.

Properties

Frontier currently owns or leases from third parties, and the Spinco business, immediately prior to the spin-off, will own or lease from third
parties, all of the properties material to their respective businesses. The headquarters of the combined company will be located in leased premises
at 3 High Ridge Park, Stamford, Connecticut, which currently serves as the headquarters of Frontier. Frontier believes that the combined
company’s properties will be suitable and adequate for the business conducted therein and will have sufficient capacity for their intended purposes.
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Intellectual Property

Frontier believes the combined company will have the trademarks, trade names and intellectual property licenses that are necessary for the
operation of its business as it currently is expected to be conducted after the merger.

Legal Proceedings

From time to time, Frontier and the Spinco business are involved, and the combined company may be involved, in litigation and regulatory
proceedings arising out of their respective operations. See “—Regulatory Environment,” Note 24 to the audited consolidated financial statements of
Frontier and Note 11 to the audited combined financial statements of Verizon’s Separate Telephone Operations, in each case included elsewhere in
this proxy statement/prospectus. Frontier believes that if the merger had occurred as of the date of this proxy statement/prospectus, the combined
company would not be a party to any legal proceedings, the adverse outcome of which, individually or in the aggregate, would have a material
adverse effect on the combined company’s financial position (although such adverse outcome could have a material adverse effect on the combined
company’s results of operations).

Regulatory Environment

The following summary does not describe all present and proposed federal, state and local legislation and regulations affecting the
communications industry. Some legislation and regulations are or could in the future be the subject of judicial proceedings, legislative hearings and
administrative proposals which could change the manner in which this industry operates. Neither the outcome of any of these developments, nor
their potential impact on the combined company, can be predicted at this time. Regulation can change rapidly in the communications industry, and
such changes may have an adverse effect on the combined company in the future. See “Risk Factors—Risks Relating to the Combined Company’s
Regulatory Environment—The combined company will be subject to significant regulations that could change in a manner adverse to the combined
company.”

The merger of Frontier and Spinco will affect the regulatory operations and risks of Frontier in several specific ways:
 

 
•  The closing of the merger is subject to certain state and federal regulatory approvals. Frontier and Verizon may be delayed in or unable

to obtain the necessary approvals, which could delay or prevent the consummation of the merger.
 

 
•  Most of Frontier and some parts of Spinco business have previously operated under different statutory classifications that can affect

their obligations to interconnect with competing carriers and, under
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current FCC rules, also affect the computation of USF funds. All of Frontier’s current incumbent local exchange carrier operations other
than Rochester Telephone are defined as “rural telephone companies” under Section 3(37) of the Communications Act, while at least
some of the current operations of the Spinco business are non-rural telephone companies. Irrespective of whether they are statutorily
classified as rural telephone companies, none of the current operations of the Spinco business have reduced obligations to interconnect
with competing carriers because of their status as rural telephone companies.

 

 

•  Prior to the transaction, Frontier served fewer than 2% of the wireline subscriber lines in aggregate nationwide, which permitted
Frontier to have reduced regulatory obligations. Following the transaction, the combined company will serve more than 2% of the
wireline subscriber lines in aggregate nationwide, which will mean that Frontier is no longer eligible for those reduced obligations.

The combined company’s regulated communications services will continue to be subject to extensive federal, state and local regulation. The
combined company will hold various regulatory authorizations for its current service offerings. At the federal level, the FCC generally exercises
jurisdiction over all facilities and services of communications common carriers, such as the combined company, to the extent those facilities are
used to provide, originate, or terminate interstate or international communications. State regulatory commissions generally exercise jurisdiction
over common carriers’ facilities and services to the extent those facilities are used to provide, originate or terminate intrastate communications. In
addition, pursuant to the Telecommunications Act of 1996, referred to as the Telecommunications Act, state and federal regulatory agencies share
responsibility for implementing and enforcing the domestic pro-competitive policies introduced by that legislation. In particular, state regulatory
agencies have substantial oversight over the provision by incumbent telephone companies of interconnection and non-discriminatory network
access to competitive communications providers. Local governments often regulate the public rights-of-way necessary to install and operate
networks, and may require communications services providers to obtain licenses or franchises regulating their use of public rights-of-way.
Additionally, municipalities and other local government agencies may regulate limited aspects of the combined company’s business, including its
use of public rights-of-way, and by requiring the combined company to obtain construction permits and abide by building codes.

Frontier believes that competition in the combined company’s telephone service areas will increase in the future as a result of the
Telecommunications Act and actions taken by the FCC and state regulatory authorities, and through increased deployment of various types of
technology, although the ultimate form and degree of competition cannot be predicted at this time. Competition may lead to loss of revenues and



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

profitability as a result of loss of customers; reduced usage of the combined company’s network by its customers who may use alternative
providers for long distance, voice and data services; and reductions in prices for its services which may be necessary to meet competition.

Federal Regulation

The combined company must comply with the Communications Act, which requires, among other things, that communications carriers offer
communications services at just and reasonable rates and on terms and conditions that are not unreasonably discriminatory. The amendments to the
Communications Act contained in the Telecommunications Act dramatically changed, and are expected to continue to change, the landscape of the
communications industry. The stated aim of the Telecommunications Act was to open local communications marketplaces to competition while
enhancing universal service. Most significantly, the Telecommunications Act addresses the removal of barriers to market entry into local telephone
services, requires incumbent local exchange carriers to interconnect with competitors, establishes procedures pursuant to which incumbent local
exchange carriers may provide other services, such as the provision of long distance services by regional Bell operating companies, and imposes on
incumbent local exchange carriers duties to negotiate interconnection arrangements in good faith.
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Removal of Entry Barriers. Prior to the enactment of the Telecommunications Act, many states limited the services that could be offered by
a company competing with an incumbent local exchange carrier. The Telecommunications Act generally preempts state and local laws that prevent
competitive entry. Since the passage of the Telecommunications Act, Frontier and the Spinco business have experienced competition from a
number of providers, including cable and wireless service providers and competitive local exchange providers. Furthermore, cable operators and
other providers have been introducing VoIP local service offerings that increase their ability to compete with the combined company for customer
lines.

Access Charges. The FCC regulates the prices that incumbent local telephone companies charge for the use of their local telephone facilities
in originating or terminating interstate transmissions. The FCC has structured these prices, also referred to as “access charges,” as a combination of
flat monthly charges paid by the end-users and generally usage sensitive charges paid by long distance carriers. State regulatory commissions
regulate intrastate access charges. Some states mirror the FCC price structure. The amount of access charge revenue that the combined company
will receive is based on rates permitted by federal and state regulatory bodies, and those rates are subject to change.

The FCC oversees the levels of interstate access charges under two different regulatory regimes. In larger telephone company service areas,
interstate access charges are regulated under a form of price cap regulation. These price caps can be adjusted based on various formulae, such as
inflation and productivity, and otherwise through regulatory proceedings. The substantial majority of Frontier’s existing lines operate under price
cap regulation for interstate access charges, as do all the lines that Frontier is acquiring from Verizon. A small number of Frontier access lines
operate under average schedule regulation for interstate access charges, a variation of rate-of-return regulation. Frontier expects that as a result, a
substantial majority of the combined company’s local exchange carrier operations’ access charges will be determined pursuant to the federal price
cap mechanism.

The FCC has made, and is continuing to consider, various reforms to the existing rate structure for charges assessed on long distance carriers
for connection to local networks. Previously, the FCC has implemented access reform plans for both price cap and rate of return carriers.

The current framework for interstate access charges for price cap carriers was established in the Coalition for Affordable Local and Long
Distance Services, referred to as CALLS, plan, which the FCC adopted on May 31, 2000. The CALLS plan has three main components. First, it
established portable interstate access universal service support of $650 million for the industry that replaces implicit support previously embedded
in interstate access charges. Second, the plan simplified the common line charges into one subscriber line charge, and provided for de-averaging of
the subscribed line charge by zones and class of customer. Third, the plan adopted a transition mechanism to reach a target switched access rate of
$0.0055-$0.0095 per minute, depending on the company and, in some cases, its access line density. Some of Frontier’s existing companies had a
$0.0065 per minute target rate, while others had a $0.0095 per minute target rate. Once the target rate was reached, carriers were no longer required
to make further annual price cap reductions to their switched access prices. The FCC has also adopted rules for special access services offered by
price cap carriers that provide for pricing flexibility and ultimately the removal of services from price regulation when prescribed competitive
thresholds are met.

In November 2001, the FCC adopted an order, referred to as the MAG Plan Order, implementing a plan to reform the access charge system
for rate of return carrier serving areas. The MAG Plan Order was designed to be revenue neutral to rate of return operating companies. Among
other things, MAG Plan Order reduced access charges and shifted a portion of cost recovery, which historically has been based on minutes-of-use,
to flat-rate, monthly per-line charges on end-user customers rather than long distance carriers. As a result, the aggregate amount of access charges
paid by long distance carriers to access providers, such as the rate of return local exchange carriers that will be operated by the combined company,
has decreased and may continue to decrease. In adopting the MAG Plan Order, the FCC also determined that rate of return carriers, including
average schedule carriers, will continue to be permitted to set rates based on the authorized rate of return of 11.25%.
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Because the local exchange operating areas of Frontier and the Spinco business are subject to competition and as wireline long distance
traffic decreases, access charges paid to the combined company may decrease. Additionally, the access charges that the combined company will
receive may be reduced as a result of competition by other service providers such as wireless voice and data services and VoIP services. This could
have a material adverse effect on the financial condition and results of operations of the combined company.

In addition, the FCC has sought comment on broad policy changes that could harmonize the rate structure and levels of all forms of
intercarrier compensation, and could, as a result, substantially modify the current forms of carrier-to-carrier payments for interconnected traffic. In
November 2008, the FCC issued a further notice of proposed rulemaking containing several proposals to change and unify intercarrier
compensation mechanisms, including interstate and intrastate access charges, which would substantially reduce the level of such charges and also
alter the current system of federal universal service payments, including some proposals to utilize reverse auctions for such payments. Frontier
cannot predict what changes, if any, the FCC may eventually adopt and the effect that any of these changes may have on the combined company’s
business.

Local Exchange Carrier Services Regulation. Local exchange carrier services revenue is subject to regulation, including regulation by the
FCC and regulation by various state regulatory commissions under both traditional forms of regulation and newer alternative forms of regulation,
including incentive regulation. State lawmakers will likely continue to review the statutes governing the level and type of regulation for
communications services. Over the next few years, legislative and regulatory actions may provide opportunities to restructure rates and introduce
more flexible incentive regulation programs. Some states have already reduced the overall level of regulation. The election or assumption of
incentive regulation plans and the expected reduction in the overall level of regulation would allow the combined company to introduce new
services, bundling of services and pricing changes more expeditiously than in the past. At the same time, however, the implementation of new
programs may also lead to reductions in intrastate access charges.

The FCC generally must approve in advance most transfers of control and assignments of operating authorizations by FCC-regulated entities.
Frontier is currently in the process of obtaining approval from the FCC for the licenses and authorizations relevant to the local exchange service
areas to be acquired in the merger. In addition, if the combined company seeks in the future to acquire companies that hold FCC authorizations, in
most instances it will be required to seek approval from the FCC prior to completing those acquisitions. The FCC has the authority to condition,
modify, cancel, terminate or revoke operating authority for failure to comply with applicable federal laws or rules, regulations and policies of the
FCC. Fines or other penalties also may be imposed for such violations. The interstate common carrier services that will be provided by the
combined company will also be subject to nondiscrimination requirements and requirements that rates be just and reasonable.

The FCC has required that incumbent independent local exchange carriers that provide interstate long distance services originating from their
local exchange service territories must do so in accordance with “non-structural separation” rules. These rules require that the combined
company’s long distance affiliates (i) maintain separate books of account, (ii) not own transmission or switching facilities jointly with the local
exchange affiliate, and (iii) acquire any services from their affiliated local exchange telephone company at tariffed rates, terms and conditions.
Spinco and its future subsidiaries are no longer subject to these rules. The FCC has initiated a rulemaking proceeding to examine whether there is a
continuing need for these requirements for other incumbent local exchange carriers; however, Frontier cannot predict the outcome of that
proceeding.

Frontier is subject to a number of other statutory and regulatory obligations at the federal level. For example, the Communications Assistance
for Law Enforcement Act requires telecommunications carriers to modify equipment, facilities and services to allow for authorized electronic
surveillance based on either industry or FCC standards. Further, the FCC mandates rules that limit how carriers may use customer proprietary
network information for marketing purposes and specify what carriers must do to safeguard customer proprietary network information held by third
parties. Congress has enacted, and state legislatures are considering, legislation to
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criminalize the sale of call detail records and to further restrict the manner in which carriers make such information available. The FCC has
recently amended its rules to address these practices, and such rule changes could result in additional costs to Frontier, including administrative or
operational burdens on Frontier’s customer care, sales, marketing and information technology systems.

State Regulation

Most states have certification requirements that require providers of communications services to obtain authority from the state regulatory
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commission prior to offering common carrier services. Most of the local exchange companies that will be operated by the combined company will
operate as incumbent carriers in the states in which they operate and are certified in those states to provide local telephone services. State
regulatory commissions generally regulate the rates incumbent local exchange carriers charge for intrastate services, including rates for intrastate
access services paid by providers of intrastate long distance services. Although the FCC has preempted certain state regulations pursuant to the
Telecommunications Act, many states have retained authority to regulate rates for intrastate services and to impose requirements on carriers
necessary to preserve universal service, protect public safety and welfare, ensure quality of service and protect consumers. For instance, incumbent
local exchange carriers must file tariffs setting forth the terms, conditions and prices for their intrastate services, and those tariffs may be
challenged by third parties. From time to time, rate of return states conduct rate cases or “earnings” reviews. These reviews may result in the
disallowance of certain investments or expenses for ratemaking purposes.

Under the Telecommunications Act, state regulatory commissions have jurisdiction to arbitrate and review interconnection disputes and
agreements between incumbent local exchange carriers and competitive local exchange carriers, in accordance with rules set by the FCC. State
regulatory commissions may also formulate rules regarding fees imposed on providers of communications services within their respective states to
support state universal service programs. States often require prior approvals or notifications for certain acquisitions and transfers of assets,
customers, or ownership of regulated entities. Frontier is currently in the process of obtaining pre-closing approval from the Arizona, California,
Illinois, Nevada, Ohio, Oregon, South Carolina, Washington, and West Virginia commissions for Spinco’s local exchange service areas. Frontier
and Verizon currently expect that the transactions contemplated by the merger agreement will require approval of the state regulatory agencies of
the following states in their capacities as regulatory agencies of incumbent local exchange and intrastate toll carrier operations of Verizon or
Frontier: Arizona, California, Illinois, Nevada, Ohio, Oregon, South Carolina, Washington and West Virginia. State regulatory agencies in other
states, however, may require that Frontier, Verizon or both obtain approval or authorization for the transactions in those states as well. At the
request of third parties, certain state regulatory agencies are considering whether approval of the transactions is required. Also, the regulatory
agency in Pennsylvania must approve the transfer of Verizon’s incumbent local exchange operations in that state, which Verizon will retain, to a
newly created Verizon operating company. In most instances, the combined company will be required to seek state approval prior to completing
new acquisitions of rural local exchange carriers in the future. States generally retain the right to sanction a carrier or to revoke certifications if a
carrier materially violates relevant laws or regulations.

Local Government Authorizations

The combined company may be required to obtain from municipal authorities permits for street opening and construction or operating
franchises to install and expand facilities in certain communities. Some of these franchises may require the payment of franchise fees. Frontier has
historically obtained municipal franchises as required. In some areas, the combined company will not need to obtain permits or franchises because
the subcontractors or electric utilities with which the combined company will have contracts already possess the requisite authorizations to
construct or expand the combined company’s networks.

Promotion of Local Service Competition and Traditional Telephone Companies. As discussed above, the Telecommunications Act
provides, in general, for the removal of barriers to entry into the communications
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industry in order to promote competition for the provision of local service. As a result, competition in the combined company’s local exchange
service areas will continue to increase from providers of competitive local exchange carriers, wireless providers, cable companies, Internet service
providers, electric companies and other providers of network services. Many of these competitors have a significant market presence and brand
recognition, which could lead to more competition and a greater challenge to the combined company’s future revenue growth.

Pursuant to the Telecommunications Act, all local exchange carriers, including both incumbents and new competitive carriers, are required
to: (i) allow others to resell their services; (ii) ensure that customers can keep their telephone numbers when changing carriers; (iii) ensure that
competitors’ customers can use the same number of digits when dialing and receive nondiscriminatory access to telephone numbers, operator
service, directory assistance and directory listing; (iv) ensure access to telephone poles, ducts, conduits and rights of way; and (v) compensate
competitors for the competitors’ costs of completing calls to competitors’ customers. Competitors are required to compensate the incumbent
telephone company for the cost of providing these services.

The Telecommunications Act, with certain exceptions, also imposes the following additional duties on incumbent telephone companies by
requiring them to: (i) interconnect their facilities and equipment with any requesting telecommunications carrier at any technically feasible point on
the ILEC’s network; (ii) unbundle and provide nondiscriminatory access to network elements such as local loops, switches and transport facilities,
at nondiscriminatory rates and on nondiscriminatory terms and conditions; (iii) offer their retail services for resale at wholesale rates; (iv) provide
reasonable notice of changes in the information necessary for transmission and routing of services over the incumbent telephone company’s
facilities or in the information necessary for interoperability; and (v) provide, at rates, terms and conditions that are just, reasonable and
nondiscriminatory, for the physical co-location of equipment necessary for interconnection or access to unbundled network elements at the
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premises of the incumbent telephone company.

Pursuant to the Telecommunications Act, rural telephone companies, including the combined company’s rural local exchange carriers, were
initially automatically exempt from the additional incumbent telephone company requirements. The exemption remains effective until an
incumbent rural local telephone company receives a bona fide request for these additional interconnection services and the applicable state
authority determines that the request is not unduly economically burdensome, is technically feasible, and is consistent with the universal service
objectives set forth in the Telecommunications Act. The exemption has been terminated for Spinco and its future subsidiaries and for some
Frontier subsidiaries. If a state regulatory commission rescinds an exemption in whole or in part and does not allow the combined company
adequate compensation for the costs of providing the interconnection, the combined company’s costs could increase significantly; the combined
company could face new competitors in that state; and it could suffer a significant loss of customers and incur a material adverse effect on its
results of operations and financial condition. In addition, the combined company could incur additional administrative and regulatory expenses as a
result of the interconnection requirements.

Unbundling of Network Elements. On February 4, 2005, the FCC revised its rules defining the obligations of incumbent local exchange
carriers not covered by the rural exemption to provide competing carriers with access to unbundled network elements, referred to as UNEs. These
rules generally required incumbent local exchange carriers to provide UNEs to competing carriers that would be “impaired” without them. With
respect to broadband facilities, such as mass market fiber-to-the-premises loops and packet switching, as well as switching and the combination of
UNEs known as the “UNE Platform,” the FCC’s ruling generally removed unbundling obligations under Section 251 of the Telecommunications
Act. In addition, as to loops and transport, the FCC set specific criteria that, when met, would permit the incumbent local exchange carrier to cease
offering those UNEs at regulated rates.

Broadband. The FCC has adopted a series of orders that recognize the competitive nature of the broadband market, and impose lesser
regulatory requirements on broadband services and facilities than apply to
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narrowband. With respect to facilities, the FCC has determined that certain unbundling requirements that apply to narrowband facilities do not
apply to broadband facilities such as fiber-to-the-premises loops and packet switches. With respect to services, the FCC has concluded that
broadband Internet access services offered by telephone companies, cable companies, electric utilities, wireless providers and their affiliates qualify
as largely deregulated information services. The FCC has also concluded that telephone companies may offer the underlying broadband
transmission services that are used as an input to Internet access services through private carriage arrangements on negotiated commercial terms. In
addition, a Verizon petition asking the FCC to forbear from applying common carrier regulation to certain broadband services sold primarily to
larger business customers when those services are not used for Internet access was deemed granted by operation of law on March 19, 2006 when
the FCC did not deny the petition by the statutory deadline. Frontier received similar relief for these services.

Promotion of Universal Service. Current FCC rules provide different methodologies for the determination of universal service payments to
rural and non-rural telephone company areas. In general, the rules provide high-cost support to rural telephone company study areas where the
company’s actual costs exceed a preset nationwide benchmark level. High-cost support for non-rural telephone company areas, on the other hand,
is determined by a nationwide proxy cost model. The FCC’s current rules for support to high-cost areas served by non-rural local telephone
companies were previously remanded by U.S. Court of Appeals for the Tenth Circuit, which had found that the FCC had not adequately justified
these rules. The FCC has initiated a rulemaking proceeding in response to the court’s remand, but its rules remain in effect pending the results of
the rulemaking. The Federal-State Joint Board on Universal Service is also considering proposals to update the proxy model upon which non-rural
high-cost funding is determined. The CALLS plan for intercarrier compensation reform also created a new explicit support mechanism to replace
implicit support that was previously recovered in interstate access charges for carriers subject to price-cap regulation. Most of the combined
company’s price-cap regulated study areas will receive this interstate access support.

The payments received by the combined company’s rural local exchange carriers from the rural and high cost portions of the USF are
intended to support the high cost of its operations in rural markets. Various parts of the federal rural and the high cost USF are subject to caps that
can reduce the amount of support provided from year to year. For example, payments from the USF will fluctuate based upon the combined
company’s average cost per loop in a study area compared with the national average cost per loop. For areas classified as rural telephone
companies, if the national average cost per loop increases and the combined company’s operating costs and average cost per loop increase at a
lower rate, remain constant or decrease, the payments the combined company will receive from the USF will decline. Conversely, if the national
average cost per loop decreases and the combined company’s operating costs and average cost per loop decrease at a lower rate, remain constant or
increase, the payments the combined company will receive from the USF will increase. Over the past year, the national average cost per loop in
relation to the average cost per loop for the majority of Frontier study areas has increased, and Frontier believes the national average cost per loop
will likely continue to increase in relation to the combined company’s average cost per loop. As a result, the payments from the rural portions of
the USF that the combined company will receive with respect to the operations of the current Frontier business will likely decline. In addition,
subsidy revenue received under the federal interstate access support fund may also decline, as that fund is also subject to a national cap and the
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formula used to allocate funds among recipients may cause the combined company’s support to decline, as occurred for the Frontier business and
the Spinco business in 2008. Furthermore, the consideration of changes in the federal rules governing both the collection and distribution of the
USF is pending before the FCC. If the combined company’s rural local exchange carriers were unable to receive USF payments, or if those
payments were reduced, many of the combined company’s rural local exchange carriers may operate less profitably as they have historically under
Frontier in the absence of the combined company’s implementation of increases in charges for other services. Moreover, if the combined company
raises prices for services to offset loss of USF payments, the increased pricing of the combined company’s services may disadvantage it
competitively in the marketplace, resulting in additional potential revenue loss.
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Universal service rules have been adopted by both the FCC and some state regulatory commissions. USF disbursements may be distributed
only to carriers that are designated as eligible telecommunications carriers by a state regulatory commission. All of the rural local exchange carriers
that will be operated by the combined company have been designated as eligible telecommunications carriers pursuant to the Telecommunications
Act. However, under the Telecommunications Act, competitors could obtain the same support payments as will the combined company if a state
regulatory commission determined that granting support payments to competitors would be in the public interest, although the Commission placed
a temporary cap on high-cost support paid to CETCs in May 2008. The Federal-State Joint Board on Universal Service and the FCC are currently
considering revisions to the distribution mechanisms for universal service funds.

In May 2007, the FCC requested comment on the possible use of reverse auctions to determine recipients of high-cost universal service
reform, as well as on other rule changes that could reduce support in the future, or provide for new support, such as for broadband services. The
FCC issued a Further Notice of Proposed Rulemaking on November 5, 2008, with a range of different proposals. Some of these proposals would
likely substantially reduce the universal service support Frontier would receive, if ultimately adopted without change. Frontier cannot predict what
course the FCC will take on universal service distribution reform, but it is possible that the remedy selected by the FCC could materially affect the
amount of universal service funding the combined company will receive. It is possible that the Joint Board will recommend and the FCC will adopt
additional mechanisms to reduce the amount of high-cost universal service support disbursed in rural areas to incumbent local exchange carriers, as
it recently did with respect to CETCs.

Universal service funding is currently collected through a surcharge on interstate and international end-user revenues. Declining long distance
revenues, the popularity of service bundles that include local and long distance services, and the growth in the size of the fund, due primarily to
increased funding to CETCs, are all causing the FCC to consider alternative and more sustainable means for collecting this funding. One
alternative under active consideration would be to impose surcharges on telephone numbers or network connections. As an interim step, in June
2006, the FCC ordered that providers of certain VoIP services are subject to federal universal service obligations. The FCC also increased the
percentage of revenues subject to federal universal service obligations that wireless providers may use as a safe harbor. The FCC is considering
revisions to the contribution methodology for funding universal service. Any further change in the current assessment mechanism could result in a
change in the contribution that local telephone companies, wireless carriers or others must make and that would be collected from customers.

Frontier cannot predict whether the FCC or Congress will require modification to any of the universal service rules, or the ultimate impact
that any such modification might have on the combined company.

Current and Potential Internet Regulatory Obligations

In connection with the combined company’s Internet access offerings, the combined company could become subject to laws and regulations
as they are adopted or applied to the Internet. There is currently only limited regulation applicable to the Internet. As the significance of the Internet
expands, federal, state and local governments may adopt rules and regulations, or apply existing laws and regulations to the Internet, and related
matters are under consideration in both federal and state legislative and regulatory bodies. Frontier cannot predict whether the outcome of pending
or future proceedings will prove beneficial or detrimental to the combined company’s competitive position.

The FCC adopted orders which put wireline broadband Internet access service, commonly delivered by DSL technology, as well as mobile
wireless based broadband Internet access service, on an equal regulatory footing with cable modem service. This approach is consistent with a
United States Supreme Court decision upholding the FCC’s light regulatory treatment of cable modem service. Specifically, the FCC has
determined that wireline and wireless broadband Internet access services are information services functionally integrated with a
telecommunications component. In the past, the FCC required facilities-based providers to offer wireline
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broadband transmission components separately from their Internet service as a stand-alone service on a common-carrier basis, and thus classified
that component as a telecommunications service. The FCC order also provides an option which allows rate of return carriers the option to continue
providing DSL service as a common-carrier offering. In a separate decision, the FCC preempted some state regulation of VoIP; the United States
Court of Appeals for the Eighth Circuit recently upheld that decision.

The FCC has imposed particular regulatory obligations on broadband services. It has concluded that VoIP and facilities-based broadband
Internet access providers must comply with the Communications Assistance for Law Enforcement Act, a decision that the United States Court of
Appeals for the District of Columbia Circuit has upheld. The FCC has also required these entities to provide enhanced 911 emergency calling
capabilities. Recently there have also been discussions among policymakers concerning “net neutrality” or the potential requirement for non-
discriminatory treatment of traffic over broadband networks. The FCC has sought comment on industry practices in connection with this issue.
However, Frontier cannot predict what, if any, impact this may have on the combined company’s business.

Video Programming. The combined company will provide video programming in Oregon, Washington, and Indiana, pursuant to franchises,
permits, and similar authorizations issued by local franchising authorities. Each local franchising authority in Oregon and Washington often must
approve a transfer to another party. Most franchises are subject to termination proceedings in the event of a material breach. In addition, most
franchises require payment of a franchise fee to the granting authority.

Many franchises establish comprehensive facilities and service requirements, as well as specific customer service standards and monetary
penalties for non-compliance. In many cases, franchises are terminable if the franchisee fails to comply with significant provisions set forth in the
franchise agreement governing system operations. Franchises are generally granted for fixed terms of at least ten years and must be periodically
renewed. Local franchising authorities may resist granting a renewal if either past performance or the prospective operating proposal is considered
inadequate.

Frontier and Verizon have applied to 41 local franchising authorities in Oregon and Washington for consent and approval to transfer control
of Verizon’s franchises to provide video services in those states to Frontier. Ten authorities have already granted approval to transfer control of
Verizon’s franchise to Frontier. In addition, prior to closing, Verizon will provide notice to Indiana of the transfer of control of its statewide
franchise to Frontier.

Federal, state and local governments extensively regulate the video services industry. The combined company’s video programming
operations will be subject to, among other things, subscriber privacy regulations; requirements that it carry a local broadcast station or obtain
consent to carry a local or distant broadcast station; rules for franchise renewals and transfers; the manner in which program packages are marketed
to subscribers; and program access requirements.

Environmental Regulations

Like all other local telephone companies, the local exchange carrier subsidiaries that will be operated by the combined company are subject to
federal, state and local laws and regulations governing the use, storage, disposal of, and exposure to hazardous materials, the release of pollutants
into the environment and the remediation of contamination. As an owner and former owner of property, the combined company could be subject to
environmental laws that impose liability for the entire cost of cleanup at contaminated sites, including sites formerly owned by Frontier or the
Spinco business, regardless of fault or the lawfulness of the activity that resulted in contamination. Frontier believes that the combined company’s
operations will be in substantial compliance with applicable environmental laws and regulations.
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UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

The following unaudited pro forma condensed combined financial information is based upon the historical consolidated financial information
of Frontier and the historical combined special-purpose financial information of Verizon’s Separate Telephone Operations included elsewhere in
this proxy statement/prospectus, and has been prepared to reflect the transactions based on the acquisition method of accounting. The unaudited
pro forma condensed combined financial information presents the combination of the historical financial statements of Frontier and the historical
financial statements of Verizon’s Separate Telephone Operations, adjusted to give effect to (1) the transfer of specified assets and liabilities from
Verizon to Spinco in the distribution immediately prior to the spin-off that are not included in Verizon’s Special Telephone Operations’ historical
balance sheet as of June 30, 2009 and the retention of specified assets and liabilities by Verizon that are included in Verizon’s Separate Telephone
Operations’ historical balance sheet as of June 30, 2009, as more fully described in note 4(c) below, (2) the incurrence by Spinco of new debt to
finance the special cash payment to Verizon, as more fully described in note 4(a) below, (3) the distribution of shares of Spinco common stock to a
third-party distribution agent for the benefit of Verizon stockholders, (4) the receipt by Verizon from Spinco of $3,333 million in aggregate value
in the form of the special cash payment and the Verizon debt reduction as more fully described in note 4(a) below and (5) the merger of Spinco
with and into Frontier, with Frontier considered the accounting acquirer, based on the assumptions and adjustments described in the accompanying
notes to the unaudited pro forma condensed combined financial information. The historical financial information has been adjusted to give effect
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to events that are directly attributable to the transactions and factually supportable and, in the case of the statements of operations information, that
are expected to have a continuing impact.

The unaudited pro forma condensed combined balance sheet information has been prepared as of June 30, 2009, and gives effect to the
transactions as if they had occurred on that date. The unaudited pro forma condensed combined statements of operations information, which has
been prepared for the six months ended June 30, 2009, and for the year ended December 31, 2008, give effect to the transactions as if they had
occurred on January 1, 2008.

The unaudited pro forma condensed combined financial information was prepared using (1) the unaudited interim condensed combined
special-purpose financial statements of Verizon’s Separate Telephone Operations as of and for the six months ended June 30, 2009, included in
this proxy statement/prospectus, (2) the audited combined special-purpose financial statements of Verizon’s Separate Telephone Operations for the
year ended December 31, 2008, included in this proxy statement/prospectus, (3) the unaudited interim condensed consolidated financial statements
of Frontier as of and for the six months ended June 30, 2009, included in this proxy statement/prospectus and (4) the audited consolidated financial
statements of Frontier for the year ended December 31, 2008, included in this proxy statement/prospectus.

The unaudited pro forma condensed combined financial information is presented for informational purposes only and is not necessarily
indicative of the financial position or results of operations that would have been achieved had the transactions been completed at the dates
indicated. In addition, the unaudited pro forma condensed combined financial information does not purport to project the future financial position
or results of operations of the combined company after completion of the merger. In the opinion of Frontier’s management, all adjustments
considered necessary for a fair presentation have been included.

The unaudited pro forma condensed combined financial information does not give effect to any potential cost savings or other operating
efficiencies that could result from the merger. In addition, the fair value of the assets acquired and liabilities assumed are based upon estimates. The
final allocation is dependent upon valuations and other studies that will not be completed until after the merger is consummated. Accordingly, pro
forma adjustments for the allocation of the value of Frontier common stock to be issued by Frontier as consideration as discussed in note (2) below
are preliminary and have been made solely for the purpose of providing unaudited pro forma condensed combined financial information in this
proxy statement/prospectus.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

UNAUDITED PRO FORMA BALANCE SHEET INFORMATION

AS OF JUNE 30, 2009

($ in millions)
 
    Verizon’s Separate Telephone Operations   

  Frontier  

Verizon’s
Separate

Telephone
Operations

As
Reported  

Incurrence of
New Debt  

Special Cash
Payment   

Additional
Transfer of
Assets and
Liabilities
to/from

Verizon   

Verizon’s
Separate

Telephone
Operations as

Adjusted  
Pro Forma

Adjustments  
Pro Forma
Combined

ASSETS:         

Cash and cash equivalents  $ 454 $ —   $ 2,703 $ (2,703)  $ —     $ —   $ —   $ 454
Accounts receivable, net   217  418     418   635
Other current assets   88  372    (185)   187   275

            
 

   
 

         

Total current assets   759  790  2,703  (2,703)   (185)   605   1,364
Property, plant and equipment,

net   3,166  5,382    70    5,452   8,618
Goodwill, net   2,642       3,391  6,033
Other intangibles, net   276       1,250  1,526
Other assets   175  2,578  55   (2,523)   110   285

            
 

   
 

         

Total assets  $7,018 $ 8,750 $ 2,758 $ (2,703)  $ (2,638)  $ 6,167 $ 4,641 $ 17,826
            

 

   

 

         

LIABILITIES AND
STOCKHOLDERS’
EQUITY         

Long-term debt due within one
year  $ 7 $ 375 $ —   $ —     $ —     $ 375 $ —   $ 382

(4a) (4b) (4c) (4d)
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Accounts payable and other
current liabilities   352  772    (268)   504  44  900

            
 

   
 

         

Total current liabilities   359  1,147    (268)   879  44  1,282
Deferred income taxes   685  1,266    (683)   583  462  1,730
Other liabilities   581  1,285    (661)   624   1,205
Long-term debt   4,945  249  2,758   6    3,013   7,958

            
 

   
 

         

Total long-term liabilities   6,211  2,800  2,758   (1,338)   4,220  462  10,893
Stockholders’ equity   448  4,803   (2,703)   (1,032)   1,068  4,135  5,651

            
 

   
 

         

Total liabilities and
stockholders’ equity  $7,018 $ 8,750 $ 2,758 $ (2,703)  $ (2,638)  $ 6,167 $ 4,641 $ 17,826

            

 

   

 

         

SEE NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

UNAUDITED PRO FORMA STATEMENT OF OPERATIONS INFORMATION

FOR THE YEAR ENDED DECEMBER 31, 2008

($ in millions, except per share amounts)
 

   Frontier   

Verizon’s
Separate

Telephone
Operations  Adjustments     

Pro Forma
Combined    

Revenue   $2,237  $ 4,352  $ 17     $ 6,494 

       (47)     

       (65)     

Cost and expenses (exclusive of depreciation and amortization)    1,033   2,549   10      3,400 

       (42)     

       (85)     

       (65)     

Depreciation and amortization    562   759   250      1,587 

       3      

       13      
            

 
     

Total operating expenses    1,595   3,308   84     4,987 
            

 
     

Operating income    642   1,044   (179)    1,507 

Investment and other income (expense), net    9   7   (2)     14 

Interest expense    362   186   234      637 

       (145)     

Income tax expense (benefit)    106   313   (100)     319 
            

 
     

Net income (loss)   $ 183  $ 552  $ (170)   $ 565 
            

 

     

Basic and diluted income per common share:   $ 0.57      $ 0.57  
             

Weighted-average shares outstanding (in millions)    318       995  
             

(5a)

(5b)

(5d)

(5a)

(5b)

(5c)

(5d)

(5e)

(5a)

(5f)

(5a)

(5g)

(5h)

(5i)

(3)

(3)
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SEE NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

UNAUDITED PRO FORMA STATEMENT OF OPERATIONS INFORMATION

FOR THE SIX MONTHS ENDED JUNE 30, 2009

($ in millions, except per share amounts)
 

   Frontier   

Verizon’s
Separate

Telephone
Operations  Adjustments     

Pro Forma
Combined

Revenue   $1,070  $ 2,074  $ 8     $ 3,103
       (21)    

       (28)    

Cost and expenses (exclusive of acquisition related costs, depreciation and
amortization)    513   1,275   5      1,613

       (18)    

       (134)    

       (28)    

Depreciation and amortization    270   388   125      793
       1     

       9     

Acquisition related costs    11   —     (11)     —  
            

 
     

Total operating expenses    794   1,663   (51)     2,406
            

 
     

Operating income    276   411   10      697
Investment and other income (expense), net    11        11
Interest expense    187   48   117      325

       (27)    

Income tax expense (benefit)    36   126   (30)     132
            

 
     

Net income (loss)   $ 64  $ 237  $ (50)    $ 251
            

 

     

Basic and diluted income per common share:   $ 0.20       $ 0.25
             

Weighted-average shares outstanding (in millions)    310        987
             

SEE NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION.
 

(5a)

(5b)

(5d)

(5a)

(5b)

(5c)

(5d)

(5e)

(5a)

(5f)

(1)

(5g)

(5h)

(5i)
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NOTES TO UNAUDITED PRO FORMA CONDENSED

COMBINED FINANCIAL INFORMATION
 
1. Description of the Transactions

On May 13, 2009, Verizon, Frontier and Spinco, a wholly owned subsidiary of Verizon, entered into the merger agreement pursuant to which
Spinco will merge with and into Frontier, with Frontier surviving the merger as the combined company. Pursuant to the merger agreement, Verizon
stockholders will receive shares of Frontier common stock in an amount to be determined at the closing of the merger, which shares of Frontier
common stock are assumed for purposes of the pro forma condensed combined financial information to have a value of $5,247 million.

Immediately prior to the merger, Spinco (1) will hold defined assets and liabilities of the local exchange business and related landline
activities of Verizon in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West
Virginia and Wisconsin, and in portions of California bordering Arizona, Nevada and Oregon, including Internet access and long distance services
and broadband video provided to designated customers in those states, and (2) will be spun off to Verizon stockholders. In connection with the
spin-off, Verizon will receive from Spinco $3,333 million in aggregate value in the form of the special cash payment, the Verizon debt reduction
and, if required, Spinco debt securities. The parties expect, and it is assumed for purposes of the pro forma condensed combined financial
information, that no Spinco debt securities will be issued to Verizon in connection with the transactions.

The exact number of shares to be issued by Frontier will be determined based on the average of the volume-weighted averages of the trading
prices of Frontier common stock for the 30 consecutive trading days ending on the third trading day before the closing of the merger, subject to a
collar such that in no case will such average Frontier common stock price, for the purpose of determining the number of shares of Frontier common
stock to be issued to Verizon stockholders at the closing of the merger, be lower than $7.00 or higher than $8.50. Depending on the trading prices
of Frontier common stock prior to the closing of the merger, immediately after the closing of the merger, Verizon stockholders will own between
approximately 66% and 71% of the combined company’s outstanding equity, and Frontier stockholders will own between approximately 29% and
34% of the combined company’s outstanding equity (in each case, before accounting for the elimination of fractional shares). Additionally, the
aggregate consideration to be received by Verizon stockholders referred to above is subject to increase by any amounts paid, payable or forgone by
Verizon pursuant to orders or settlements that are issued or entered into in order to obtain governmental approvals in the Spinco territory that are
required to complete the merger or the spin-off. As a result, the number of shares of Frontier common stock issuable pursuant to the merger
agreement may increase. Verizon will not own any shares of Frontier after the merger.

Both the spin-off and merger are expected to qualify as tax-free transactions, except to the extent that cash is paid to Verizon stockholders in
lieu of fractional shares.

The pro forma condensed combined financial information was prepared using the guidance of Statement of Financial Accounting Standards
No. 141 (R), Business Combinations (SFAS 141(R)). The aggregate estimated transaction costs (other than the estimated debt incurrence fees of
$55 million as described in Note 4(a)) are expected to be approximately $55 million and include estimated costs associated with investment banker
advisory fees, legal fees, and regulatory and auditor services of Frontier. Approximately $10.8 million of such costs were recognized by Frontier
during the three month period ended June 30, 2009 and the balance of $44 million is reflected as an accrual in the Pro Forma Adjustments column
on the Unaudited Pro Forma Balance Sheet. These costs are eliminated as a pro forma adjustment in the pro forma condensed combined statement
of operations for the six months ended June 30, 2009. In addition, the combined company will incur integration costs primarily related to
information systems, network and process changes and enhancements (including hardware and software costs). The specific details of these
integration plans will be refined as the integration is implemented over the next three years and will be recorded based on the nature and timing of
the specific action.
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For purposes of the pro forma condensed combined financial information, it is assumed that no amounts will be paid, payable or forgone by
Verizon pursuant to orders or settlements issued or entered into in order to obtain governmental approvals in the Spinco territory that are required
to complete the merger or the spin-off.

Frontier is considered the accounting acquirer for purposes of the preparation of the pro forma condensed combined financial information.
This conclusion is based upon Frontier’s consideration of all relevant factors included in SFAS 141(R), including (1) the issuance by Frontier of its
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common stock to Verizon stockholders to acquire the Spinco business through the merger of Spinco with and into Frontier, (2) the composition of
the board of directors of the combined company, which will initially consist of nine Frontier-selected directors and three Verizon-selected directors,
and (3) the composition of the executive management team of the combined company, which will be led by current Frontier executives, including
its Chief Executive Officer, Chief Operating Officer and Chief Financial Officer.

The merger is subject to customary closing conditions, including the approval of Frontier stockholders and regulatory approvals. Subject to
these conditions, it is anticipated that the merger will be completed during the second quarter of 2010.

 
2. Basis of Preliminary Estimated Transaction Consideration Allocation

The allocation presented represents the effect of recording on a preliminary basis the value of Frontier common stock to be issued by Frontier
as consideration in the merger under the acquisition method of accounting as follows (dollars in millions):
 

Estimated transaction consideration:    $5,247
Current assets   $ 605   

Property, plant & equipment—net    5,452   

Goodwill    3,391   

Customer list    1,250   

Other assets    110   

Current liabilities    (879)  
Deferred income taxes    (1,045)  
Long-term debt    (3,013)  
Other liabilities    (624)  

    
 

 

Total net assets acquired   $ 5,247   
    

 

 

The allocation of the value of the Frontier common stock to be issued by Frontier as consideration in the merger to assets and liabilities is
preliminary. The final allocation of the value of the Frontier common stock to be issued by Frontier as consideration in the merger will be based on
the actual value of the Frontier common stock to be issued by Frontier as consideration in the merger and the fair values of assets acquired and
liabilities assumed as of the effective time of the merger, determined based upon a third-party valuation. The valuation will be completed after
consummation of the merger. There can be no assurance that the actual allocation will not differ significantly from the preliminary allocation.

The above noted preliminary allocation includes deferred taxes that are established at acquisition. Deferred taxes represent the tax effect at
37% of the non-deductible step-up in value of the customer list ($1,250 million x 0.37) = $462 million. The offsetting entry to establish the
deferred tax liability is recorded as goodwill.
 

176

Table of Contents

3. Frontier common stock to be issued:

The following assumptions have been made regarding the number of shares to be issued by Frontier and show the resulting impact on relative
share ownership and earnings per share:
 

Projected Value of shares to be issued (millions)   $5,247   $5,247   $5,247  
Divided by Price Per Share   $ 7.00   $ 7.75   $ 8.50  

    
 

   
 

   
 

Projected Shares to be Issued to Verizon stockholders (in millions)    750    677    617  
Frontier Shares Outstanding at December 31, 2008, pre-merger (in millions)    311    311    311  

    
 

   
 

   
 

Total Shares after merger (in millions)    1,061    988    928  
    

 

   

 

   

 

Percentage ownership by Frontier stockholders after merger    29%   31%   34% 
Percentage ownership by Verizon stockholders after merger    71%   69%   66% 

Impact on Pro Forma Earnings Per Share (basic and diluted), Year Ended December 31, 2008:
 

Pro Forma Weighted Average       

Shares outstanding (in millions):       

Frontier pre merger    318   318   318
Plus shares issued in the merger    750   677   617

            

Total Pro Forma Weighted Average       

shares outstanding    1,068   995   935
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Pro Forma Net Income (dollars in millions)   $ 565  $ 565  $ 565
            

Pro Forma Earnings Per Share (basic and diluted)   $ 0.53  $0.57  $0.60
            

 
4. Balance Sheet Adjustments:
 

(a) Prior to or substantially contemporaneous with the contribution of the Spinco business to Spinco by Verizon, Spinco will raise up to $3,333
million through the incurrence of one or more term loan bank borrowings or capital markets issuances to finance the special cash payment to
Verizon. The amount of the special cash payment is subject to a limit of $3,333 million and will be reduced by the amount of long-term debt
(including current maturities) of Verizon that becomes the consolidated indebtedness of Spinco prior to the spin-off. At June 30, 2009,
Verizon’s Separate Telephone Operations had long-term debt, including current maturities, of $624 million. Pro forma adjustments include
$6 million of additional long-term debt that will be transferred to Spinco related to the transfer of leased vehicles. The adjustment presented
therefore assumes debt incurrence of $2,758 million with net cash proceeds to Spinco of $2,703 million after estimated debt incurrence fees
of $55 million. The new debt is assumed to be long-term debt issued at par and to bear interest at a weighted average rate of 8.5%.

 

    Total cash to be paid to Verizon of $2,703 million plus distribution date indebtedness of Verizon’s Separate Telephone Operations of $624
million plus additional debt of $6 million that will be transferred to Spinco provides Verizon with total value of $3,333 million.

 

    It is anticipated that prior to the actual merger date, a portion of the $624 million of Verizon’s Separate Telephone Operations’ debt as of
June 30, 2009 will be repaid by Verizon as it matures. The amount of new debt to be incurred by Spinco will increase in an amount that
corresponds to the amount of such reduction, plus additional debt incurrence fees associated with raising such additional new debt. For
example, if $400 million of debt is repaid at maturity prior to the closing date of the merger, Spinco will then borrow $3,166 million ($2,758
million as shown in the column titled “Incurrence of New Debt”, plus $400 million in aggregate principal amount of additional borrowings
and $8 million of estimated additional debt incurrence fees). The repayment at maturity of the debt by Verizon does not impact the total “as
adjusted” debt of
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Verizon’s Separate Telephone Operations or the debt of the combined company, except to the extent necessary to finance additional debt
incurrence fees. Interest expense is expected to rise slightly based upon the rate differential between Verizon’s Separate Telephone
Operations’ existing debt and the assumed interest rate applicable to the new debt to be incurred by Spinco. A change in the assumed interest
rate applicable to the additional debt to be incurred by Spinco of 2% would result in annualized interest expense of the combined company
changing by $8 million.

 

    The parties expect, and it has been assumed for purposes of the pro forma condensed combined financial information, that no Spinco debt
securities will be issued to Verizon in connection with the transactions.

 

(b) This adjustment represents a special cash payment to Verizon by Spinco from the net cash proceeds of the assumed debt offering described in
4(a) above.

 

(c) Verizon’s Separate Telephone Operations are adjusted to (1) include assets and liabilities that will be transferred to Spinco but are not
included in Verizon’s Separate Telephone Operations’ financial statements provided elsewhere in this proxy statement/prospectus and
(2) exclude assets and liabilities that will be retained by Verizon that are included in Verizon’s Separate Telephone Operations’ financial
statements provided elsewhere in this proxy statement/prospectus. A brief description of these items follows (dollars in millions):

 

Balance  Amount   Reason

Other current assets  $ (141)  Intercompany receivables retained by Verizon
  (1)  Short-term investment retained by Verizon

 

 (2) 
 

Receivables related to businesses retained by
Verizon

 

 1  

 

Receivables related to approx. 24,000 California
access lines transferred to Spinco but not included in
Verizon’s Separate Telephone Operations financial
information

  (40)  Inventory net transfer
  (2)  Deferred income taxes on adjustments herein
 $ (185)  
   

 

 

Property, plant and equipment, net
 

$ 25  
 

Fixed assets related to approx. 24,000 California
access lines referenced above

 

 (31) 
 

Fixed assets related to Verizon’s national operations
to be retained by Verizon
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 70  
 

Verizon corporate real estate in the Spinco territory transferred to
Spinco

  6   Verizon corporate leased vehicles in the Spinco territory
transferred to Spinco  

 $ 70   
   

 

 

Prepaid pension asset
 

$(2,523) 
 

Prepaid pension in excess of actuarial liability
retained by Verizon

Accounts payable and other current liabilities  $ (179)  Intercompany payables retained by Verizon
  (97)  Accrued income taxes retained by Verizon

 

 8  

 

Accounts payable and accrued liabilities related to
approx. 24,000 California access lines referenced
above

 $ (268)  
Long term debt  $ 6   Verizon corporate leased vehicles in the Spinco territory

transferred to Spinco  
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Balance  Amount   Reason

Other liabilities

 

$ (628) 

 

Pension, other postretirement employee benefits of
retirees, stock-based compensation and postemployment benefits
retained by Verizon

  (33)  Accrued uncertain tax position liability retained by Verizon

 $ (661)  
Deferred income taxes

 

$ 1  
 

Deferred income taxes related to approx. 24,000 California access lines
referenced above

  (684)  Deferred income taxes on the adjustments above

 $ (683)  
Parent funding  $(1,032)  Reflects the aggregate impact of the above

noted entries  
 

    The pension and other postretirement employee benefits adjustments are based on a preliminary actuarial evaluation obtained from a third
party. The final actuarial evaluation completed at the time of completion of the merger may be different from that reflected in the pro forma
condensed combined financial information. This difference including the related impact on deferred taxes may be material.

 

(d) (i) This adjustment in the amount of $3,391 million ($2,929 million + $462 million) reflects the goodwill associated with the excess of the
transaction consideration issued over the preliminary estimated fair value of the underlying identifiable net tangible and intangible assets at
June 30, 2009 ($2,929 million), and reflects the impact of the deferred taxes established in (iii) below ($462 million).

(ii) This adjustment in the amount of $1,250 million reflects the preliminary fair value of the identifiable intangible asset (customer list)
which was estimated by Frontier’s management based on the fair values assigned to similar assets in recently completed acquisitions (a
market approach). A third party valuation firm will be utilized to help determine the final fair value after the merger is completed. The
estimated useful life of the customer list asset was assumed to be five years.

(iii) This adjustment in the amount of $462 million reflects the deferred taxes associated with the non-deductible customer list asset ($1,250
million x 37% = $462 million) based on an assumed tax rate of 37%.

(iv) This adjustment in the amount of $44 million records the estimated unpaid non-recurring costs for acquisition related transaction costs,
primarily bankers, lawyers and consulting advisory fees.

(v) This adjustment in the amount of $4,135 million ($5,247 million – $1,068 million – $44 million) eliminates the “as adjusted” net equity
of Verizon’s Separate Telephone Operations ($1,068 million) and reflects Frontier’s issuance of common stock to Verizon stockholders
($5,247 million) less unpaid estimated transaction costs of $44 million as of June 30, 2009.

 
5. Income Statement Adjustments:
 

(a) This adjustment reflects results of operations related to the transfer of approximately 24,000 California access lines, representing a portion of
the Spinco business not included in Verizon’s Separate Telephone Operations, to the combined company.

 

(b) This adjustment reflects results of operations of wireless directory assistance, long distance revenues from calling cards and discontinued
services that will not be transferred to the combined company.
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(c) This adjustment reflects pension, other postretirement employee benefits of retirees, stock-based compensation and postemployment benefits
retained by Verizon.

 

(d) This adjustment conforms the classification of bad debt expenses by Verizon’s Separate Telephone Operations to the classification policy of
Frontier.

 

(e) This adjustment reflects amortization expense associated with the customer list asset estimated in note 4(d) above assuming an estimated
useful life of five years which corresponds to an increase in depreciation and amortization of $250 million for the year ended December 31,
2008 and $125 million for the six months ended June 30, 2009.
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    The actual depreciation and amortization expense will be based on the final fair value attributed to the identifiable tangible and intangible
assets based upon the results of the third-party valuation of the acquired assets. The depreciation and amortization rates may also change
based on the results of this third-party valuation. There can be no assurance that the actual depreciation and amortization expense will not
differ significantly from the pro forma adjustment presented.

 

(f) This adjustment reflects depreciation on Verizon corporate real estate in the Spinco territory transferred to Spinco.
 

(g) This adjustment reflects additional interest expense on $2,758 million of new debt to be incurred by Spinco prior to the merger, based on an
assumed weighted average interest rate of 8.5%. Assuming the principal amount of new debt does not change, a 0.5% increase or decrease in
the assumed interest rate would change interest expense by $14 million annually.

 

(h) This adjustment adjusts interest expense of Spinco to represent the annualized third party interest charge on the long-term debt, including
current maturities ($625 million) contributed by Verizon to Spinco.

 

(i) This adjustment reflects the tax effect of the adjustments described in notes 5(a) through 5(h) above, using an estimated effective income tax
rate of 37%.
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MANAGEMENT OF THE COMBINED COMPANY

Board of Directors

Pursuant to the terms of the merger agreement, immediately prior to the effective time of the merger, the Frontier board (which will become
the board of directors of the combined company) will consist of twelve directors, three of whom will be initially designated by Verizon and nine of
whom will be initially designated by Frontier. Verizon’s director designees may not be employees of Verizon, its affiliates or Cellco or any of its
subsidiaries, and must satisfy director independence requirements of the SEC and the NYSE. Verizon will notify Frontier of the identity of its three
designees prior to November 13, 2009, and Frontier will notify Verizon of the identity of its nine designees within 20 days after such notice by
Verizon. Frontier expects that Mary Agnes Wilderotter, Frontier’s current Chairman of the Board of Directors, President and Chief Executive
Officer, will continue to serve in those roles with the combined company.

Committees of the Board of Directors

The members of the committees of the combined company’s board of directors will not be determined until the board of directors is fully
constituted and holds its initial meeting. Upon completion of the merger, the combined company’s then existing board of directors will make
determinations with respect to each committee member’s independence in accordance with the director independence requirements of the SEC and
the NYSE.

Audit Committee

Upon completion of the merger, the board of directors of the combined company will make determinations regarding the financial literacy
and financial expertise of each member of the audit committee in accordance with the requirements of the SEC and the NYSE.

The audit committee will select the independent registered public accounting firm for the combined company. The audit committee will also
assist the board of directors in undertaking and fulfilling its responsibilities in monitoring (1) the integrity of the combined company’s consolidated
financial statements, (2) the combined company’s compliance with legal and regulatory requirements, (3) the qualifications of the combined
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company’s internal auditors and the independence and qualifications of the independent registered public accounting firm for the combined
company and (4) the performance of the combined company’s internal audit function and independent registered public accounting firm.

In accordance with the Sarbanes-Oxley Act of 2002 and the rules of the SEC and the NYSE, the audit committee will pre-approve all auditing
and permissible non-auditing services that will be provided by the combined company’s independent registered public accounting firm.

In accordance with the rules of the SEC, the audit committee of the combined company will continue Frontier’s established procedures to
receive, retain and treat complaints received regarding accounting, internal accounting controls, or auditing matters and to allow for the
confidential and anonymous submission by employees of concerns regarding questionable accounting or auditing matters.

Compensation Committee

The compensation committee will review the combined company’s general compensation strategies; act as the committee for the combined
company’s incentive compensation plans; and establish and review compensation for the Chief Executive Officer and other senior executive
officers of the combined company. The compensation committee will also oversee and approve compensation policy and incentive plan design,
costs and administration.
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Specifically, the compensation committee’s responsibilities, as set forth in its existing charter, will include, among other duties, the
responsibility to:
 

 

•  annually review and approve, for the Chief Executive Officer and the other senior executive officers of the combined company, (1) the
annual base salary level, (2) the annual incentive opportunity level, (3) the long-term incentive compensation opportunity level,
(4) employment agreements, severance arrangements, and change in control agreements/provisions, in each case as, when and if
appropriate, and (5) any special or supplemental benefits;

 

 •  review periodically and recommend to the board, the compensation of all directors;
 

 

•  review the combined company’s incentive compensation plans and equity-based plans and recommend to the board changes in such
plans as needed; the compensation committee will exercise all authority of the board with respect to the administration of such plans;
and

 

 
•  review and approve all grants of awards, including the award of shares or options to purchase shares, pursuant to the combined

company’s incentive and equity-based compensation plans.

The Chief Executive Officer of the combined company will make recommendations with respect to the compensation for the other senior
executive officers of the combined company to the compensation committee for their final review and approval.

The compensation committee may form, and delegate any of its responsibilities to, a subcommittee so long as such subcommittee is
composed solely of one or more members of the compensation committee. The compensation committee will engage compensation consultants
from time to time to assist the committee in evaluating the design and assessing the competitiveness of its executive compensation program.

Nominating and Corporate Governance Committee

The nominating and corporate governance committee will recommend candidates for election to the board of directors. The nominating and
corporate governance committee will use a variety of means of identifying nominees for director, including recommendations from existing board
members and from stockholders. In determining whether to nominate a candidate, the nominating and corporate governance committee will
consider the then-existing composition and capabilities of serving board members, as well as additional capabilities considered necessary or
desirable in light of the combined company’s then-existing needs, and assess the need for new or additional members to provide those capabilities.
In addition, the nominating and corporate governance committee will take a leadership role in shaping the combined company’s corporate
governance, including making recommendations on matters relating to the composition of the board of directors and its various committees and the
combined company’s corporate governance guidelines.

Retirement Plan Committee

The retirement plan committee will oversee the combined company’s retirement plans, including reviewing the investment strategies and
asset performance of the plans, compliance with the plans and the overall quality of the asset managers, plan administrators and communications
with employees.

Management
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Pursuant to the merger agreement, the officers of Frontier immediately prior to the merger will become the initial officers of the combined
company. Frontier anticipates that its senior management team will continue to manage the business of the combined company. In addition,
Frontier expects to supplement its current senior management team with members of Verizon’s current regional management team who currently
manage the Spinco business.
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Set forth below are the name, age and biographical information of each person who is currently expected to be a member of the combined
company’s senior management immediately following the merger.

MARY AGNES WILDEROTTER, 54, has been with Frontier since November 2004. She was elected President and Chief Executive Officer in
November 2004 and Chairman of the Board in December 2005. Prior to joining Frontier, she was Senior Vice President—Worldwide Public Sector
of Microsoft Corp. from February 2004 to November 2004 and Senior Vice President—Worldwide Business Strategy of Microsoft Corp. from
2002 to 2004. Prior to that she was President and Chief Executive Officer of Wink Communications from 1997 to 2002.

DONALD R. SHASSIAN, 54, has been with Frontier since April 2006. He is currently Executive Vice President and Chief Financial Officer.
Previously, he was Chief Financial Officer from April 2006 to February 2008. Prior to joining Frontier, Mr. Shassian had been an independent
consultant since 2001, primarily providing M&A advisory services to several organizations in the communications industry. In his role as
independent consultant, Mr. Shassian also served as Interim Chief Financial Officer of the Northeast region of Health Net, Inc. for a short period of
time, and assisted in the evaluation of acquisition, disposition and capital raising opportunities for several companies in the communications
industry, including AT&T, Consolidated Communications and smaller companies in the rural local exchange business. Mr. Shassian is a certified
public accountant, and served for five years as the Senior Vice President and Chief Financial Officer of Southern New England
Telecommunications Corporation and for more than 16 years at Arthur Andersen, where his last position was as the Partner-in-Charge of the
Telecommunications Industry Practice for North America.

HILARY E. GLASSMAN, 47, has been with Frontier as Senior Vice President, General Counsel and Secretary since July 2005. Prior to
joining Frontier, from February 2003, she was associated with Sandler O’Neill & Partners, L.P., an investment bank with a specialized financial
institutions practice, first as Managing Director, Associate General Counsel and then as Managing Director, Deputy General Counsel. From
February 2000 through February 2003, Ms. Glassman was Vice President and General Counsel of Newview Technologies, Inc. (formerly e-Steel
Corporation), a privately-held software company.

PETER B. HAYES, 51, has been with Frontier since February 2005. He is currently Executive Vice President, Commercial Sales. Previously,
he was Executive Vice President, Sales, Marketing and Business Development from December 2005 to August 2009 and prior to that, Senior Vice
President, Sales, Marketing and Business Development from February 2005 to December 2005. Prior to joining Frontier, he was associated with
Microsoft Corp. and served as Vice President, Public Sector, Europe, Middle East, Africa from 2003 to 2005 and Vice President and General
Manager, Microsoft U.S. Government from 1997 to 2003.

ROBERT J. LARSON, 50, has been with Frontier since July 2000. He was elected Senior Vice President and Chief Accounting Officer of
Frontier in December 2002. Previously, he was Vice President and Chief Accounting Officer from July 2000 to December 2002. Prior to joining
Frontier, he was Vice President and Controller of Century Communications Corp.

DANIEL J. McCARTHY, 45, has been with Frontier since December 1990. He is currently Executive Vice President and Chief Operating
Officer. Previously, he was Senior Vice President, Field Operations from December 2004 to December 2005. He was Senior Vice President
Broadband Operations from January 2004 to December 2004, President and Chief Operating Officer of ELI from January 2002 to December 2004,
President and Chief Operating Officer, Public Services Sector from November 2001 to January 2002, Vice President and Chief Operating Officer,
Public Services Sector from March 2001 to November 2001 and Vice President, Citizens Arizona Energy from April 1998 to March 2001.

CECILIA K. McKENNEY, 46, has been with Frontier since February 2006. She is currently Executive Vice President, Human Resources and
Call Center Sales & Service. Previously, she was Senior Vice President, Human Resources from February 2006 to February 2008. Prior to joining
Frontier, she was the Group Vice President of Headquarters of Human Resources of The Pepsi Bottling Group, referred to as PBG, from 2004 to
2005. Previously at PBG Ms. McKenney was the Vice President, Headquarters Human Resources from 2000 to 2004.
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MELINDA WHITE, 49, has been with Frontier since January 2005. She is currently Senior Vice President and General Manager, Marketing
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and New Business Operations. Previously, she was Senior Vice President and General Manager of New Business Operations from October 2007 to
July 2009 and prior to that, Senior Vice President, Commercial Sales and Marketing from January 2006 to October 2007. Ms. White was Vice
President and General Manager of ELI from January 2005 to July 2006. Prior to joining Frontier, she was Executive Vice President, National
Accounts/Business Development for Wink Communications from 1996 to 2002. From 2002 to 2005, Ms. White pursued a career in music.
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COMPENSATION OF EXECUTIVE OFFICERS OF THE COMBINED COMPANY

Pursuant to the merger agreement, the officers of Frontier immediately prior to the merger will become the officers of the combined company.
The compensation committee of the board of directors of the combined company will oversee the compensation of the combined company’s chief
executive officer and other executive officers and senior management. Frontier’s compensation committee is expected to review its compensation
policies with respect to the executive officers of the combined company following the merger but has not yet made any determinations with respect
to the compensation of those officers following the merger.
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EXECUTIVE COMPENSATION OF FRONTIER

Compensation Discussion and Analysis

This section provides information regarding the 2008 compensation program in place for Frontier’s Chairman, President and Chief Executive
Officer, referred to as the Frontier CEO, Frontier’s Chief Financial Officer, referred to as the Frontier CFO, and the three most highly-compensated
executive officers other than the Frontier CEO and Frontier CFO. These are the executive officers, referred to as the named executive officers,
named in the Summary Compensation Table presented in this proxy statement/prospectus. This section includes information regarding Frontier’s
executive compensation philosophy, the overall objectives of Frontier’s compensation program and each component of compensation that Frontier
provides. This section also describes the key factors the compensation committee of the Frontier board, referred to as the compensation committee,
considered in determining the compensation for the named executive officers in 2008.

Executive Compensation Philosophy

Frontier’s executive compensation philosophy is designed to achieve a number of objectives:

Establish clear alignment between the interests of Frontier’s executives and those of Frontier’s stockholders. Frontier’s executive
compensation program is designed to align the interests of Frontier’s executives with those of Frontier’s stockholders by rewarding performance
measured by certain key financial metrics, including revenue growth, earnings before interest, taxes, depreciation and amortization, referred to as
EBITDA. and EBITDA less capital expenditures, referred to as operating free cash flow, and specific operating goals. In the case of annual
awards, these metrics and goals are derived from Frontier’s annual business plan and are discussed in more detail below.

Additionally, the executives’ interests are aligned with Frontier’s stockholders’ interests through the use of restricted stock awards rather than
cash as a significant component of annual compensation. This encourages Frontier’s executives to focus their attention on decisions that emphasize
long-term returns for Frontier’s stockholders. Frontier also has established and maintains minimum stock ownership guidelines for the Frontier
CEO and her direct reports who are members of Frontier’s Senior Leadership Team (which includes all named executive officers and two other
executive officers). In March 2008, Frontier adopted the Long-Term Incentive Plan, referred to as the LTIP, which will further promote the
alignment of executive and stockholder interests by linking long-term incentive awards granted to Frontier’s executives, which are payable in
shares of Frontier common stock, to aggressive growth goals over three-year performance periods.

Reinforce Frontier’s performance culture. Frontier’s executive compensation program is designed to reward superior performance. Frontier
does this by making a majority of Frontier’s named executive officers’ compensation “at risk” and contingent upon achievement of specified
company and individual performance goals. The components of executive compensation that are at risk are: the annual cash bonus, restricted stock
awards, the profit sharing contribution and the LTIP.
 

 
•  Annual cash bonuses are paid based upon achievement of specified company level financial and non-financial targets and individual

performance.
 

 

•  Restricted stock is awarded annually to executives based on achievement of specified company level financial targets and individual
performance. In addition to the value executives derive from the restricted stock award itself, they also receive long-term value from
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any increases in the market value of the company’s common stock over time and from the dividends they receive from the vested and
unvested shares that they have been awarded.

 

 
•  Profit Sharing contributions are made to executives’ 401(k) accounts if Frontier exceeds its EBITDA goal. These awards are made in

the exact same manner to all of Frontier’s participating non-union employees.
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•  The LTIP is designed to promote long-term performance by rewarding the achievement of specified company level financial targets
over three-year performance periods. LTIP awards are payable in shares of the company’s common stock at the end of the applicable
three-year performance period.

Compensation based on the achievement of specified goals and targets reinforces Frontier’s performance culture, which is one of its company
priorities. Given the intensely competitive environment in the communications services industry, Frontier believes that it is important that it has a
culture that rewards performance with respect to critical strategic, financial and operational goals.

Hire and retain talented executives. The quality of the individuals Frontier employs at all levels of the organization is a key driver of its
performance as a company, both in the short-term and in the long-term. Accordingly, it is critical for Frontier to be able to hire and retain the best
executive talent in the marketplace and one of the important tools to do so is to pay competitive total compensation.

In order for Frontier to hire and retain high performing executives with the skills critical to the long-term success of Frontier, it has
implemented a compensation program that is competitive with compensation that is paid to executives in comparable companies. Frontier has also
established multi-year vesting schedules for restricted stock awards and LTIP award opportunities that are designed to help it retain valuable
executives notwithstanding the competition for talent.

Ensure company goals are fully aligned throughout the organization. Each year, Frontier establishes goals in three broad categories that it
refers to as the “3Ps” (People, Product and Profit). These goals reflect the performance objectives that it has established for the upcoming year for
all employees, including the named executive officers. In the fourth quarter of 2007, Mary Agnes Wilderotter, the Frontier CEO, along with the top
company leaders, created Frontier’s business plan for 2008. The 3Ps for 2008 were derived from the 2008 business plan, both of which were
reviewed by the compensation committee and adopted by the Frontier board. Following their approval, the 3P goals were communicated to all
employees in the first quarter of 2008 to drive company performance. The named executive officers are accountable for leading Frontier to achieve
the 3P goals each year and are rewarded based on achieving specified 3P goals that are the key priorities for Frontier’s business.

Compensation Program Design

To achieve the objectives described above, Frontier offers a straightforward executive compensation program that is designed to reward its
executives for both short term (one year) and long term performance. For 2008, five primary components of compensation were available to
Frontier’s executives: base salary, an annual cash bonus opportunity, restricted stock awards, a profit sharing contribution and an LTIP award
opportunity. Of these, only base salary represented “fixed” compensation. Each of the other components was “variable” based on the performance
of both Frontier and, except for the profit sharing contribution, the individual executive, measured against specific pre-established goals and
targets.

The compensation committee considers many factors in determining the amount of total compensation and the individual components of that
compensation for each named executive officer, including the executive’s experience level, value to Frontier and scope of responsibility. As the
market for talented executives is highly competitive, Frontier also considers the compensation that is paid to executives in comparable companies
with whom it competes for talent, which Frontier refers to as its “peer group.” See “—Market and Peer Group Reviews.” The peer group
information provides valuable comparative insights and is one of many factors considered by the compensation committee in setting executive
compensation. In general, it is Frontier’s aim to offer total compensation to its executives that would place them in the 50th to 75th percentile rank
for the peer group. By targeting the 50th to 75th percentile of its peer group for total compensation, Frontier believes it can successfully hire,
motivate and retain talented executives.
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Roles and Responsibilities

As described in its charter, the compensation committee is responsible for overseeing and approving Frontier’s executive compensation



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

philosophy and compensation programs, as well as determining and approving the compensation for the Frontier CEO and other key senior
executives. At the beginning of each year, the compensation committee reviews and approves the 3Ps, as well as individual performance goals for
the named executive officers, and approves the target levels for each of the compensation components that apply to the named executive officers for
the upcoming year. Each year, at its February committee meeting, the compensation committee assesses the Frontier CEO’s performance for the
year just ended to determine the appropriate award for each component of her total compensation. The compensation committee then reviews their
recommendations for the Frontier CEO with the non-management directors before finalizing their decision.

Frontier’s CEO annually reviews the performance of the other key senior executives for the year just ended, including the named executive
officers, and presents to the compensation committee her performance assessments and compensation recommendations, including the award for
each component of the executive’s total compensation. Mrs. Wilderotter’s review consists of an assessment of the executive’s performance against
the company level and individual goals and targets. The compensation committee then follows a review process with respect to these executives
similar to that undertaken for Mrs. Wilderotter. After review, the compensation committee approves the compensation decisions for these
executives.

The compensation committee retains an independent executive compensation consultant to assist in the development of compensation
programs, evaluation of compensation practices and the determination of compensation awards. The role of the compensation consultant is to
provide objective third-party data, advice and expertise in executive compensation matters. In 2008, the compensation committee again engaged
Compensia, Inc. as its independent executive compensation consultant. The decisions made by the compensation committee are the responsibility
of the compensation committee and reflect factors and considerations in addition to the information and recommendations provided by the
compensation consultant.

The compensation committee reviews on a periodic basis Frontier management compensation programs, including any management incentive
compensation plans, to determine whether they are appropriate, properly coordinated and achieve their intended purposes(s), and recommend to the
Frontier board any modifications or new plans or programs.

Components of the Executive Compensation Program

The following components comprise Frontier’s executive compensation program and post-employment compensation, the rationale for each
component and how awards were determined for 2008.

Cash Compensation

Base Salary. Base salary levels for Frontier’s executives are set at approximately the 50th percentile for comparable executives within its
peer group. Frontier believes a salary scale set at this level, when considered together with the other components of compensation, is sufficient to
attract and retain talented executives. Frontier conducts an annual merit review of its executives, generally held in February of each year, where
each executive’s performance for the year just ended is reviewed against his or her individual and company goals. The overall budget for merit
increases is set by management using an average of the merit increase percentages in national compensation surveys in each year and company
performance. Executives are eligible for increases to their base salary based on individual performance.

Executives may also receive an increase to their base salary when they are promoted, if they are given increased responsibility or if an
executive’s base salary is determined to be below the 50th percentile of Frontier’s peer group. The compensation committee determines all
changes to the base salary of Mrs. Wilderotter, which are then subsequently reviewed by the non-management directors of the Frontier board.
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Mrs. Wilderotter recommends changes in the base salary for Frontier’s other named executive officers to the compensation committee for its
review and approval. Base salary represented between approximately 20 and 30 percent of each named executive officer’s total compensation for
2008 (for this purpose, consisting of base salary, the annual cash bonus payment and the grant date fair market value of restricted stock awards; the
annualized LTIP award opportunity was excluded from this calculation because it was cancelled). This is consistent with Frontier’s philosophy of
having a majority of the named executive officer’s compensation “at risk” and contingent upon specified company and individual performance
goals.

Annual Bonus. The named executive officers participate in the Frontier Bonus Plan (formerly called Citizens Incentive Plan), which is the
same bonus plan in which all of Frontier’s non-union employees participate. This component of executive compensation is designed to incentivize
and reward Frontier’s executives for achieving pre-established and measurable performance goals. Target bonuses are established at the beginning
of each year and are set as a percentage of the named executive officer’s base salary, ranging from 75% to 100% of base salary. The target bonus
for Mrs. Wilderotter is 100% of her base salary in accordance with the terms of her employment agreement. See “—Employment Arrangements;
Potential Payments upon Termination or Change-in-Control.” Annual cash bonuses represented between approximately 20 and 30 percent of each
named executive officer’s total compensation for 2008.
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The performance goals for the Frontier Bonus Plan are based on its 3P goals and each of the named executives has his or her individual goals,
which are consistent with Frontier’s overall 3P goals. These goals are “stretch” goals that are designed to incentivize Frontier’s executives to drive
high performance and achieve the Frontier’s strategic operational and financial objectives. As a result, Frontier believes the goals will be difficult
to achieve but are attainable with significant effort. In the last three years, Frontier has performed at varying levels of the established 3P goals; for
certain goals the performance was below the target, others were met and some goals were exceeded.

Bonuses may be paid upon partial or full achievement of company and individual goals. Eighty-five percent of an executive’s bonus is
determined based on the performance against certain 3P goals for Profit and Product. The remaining 15 percent of the executive’s bonus is based
on his or her leadership and performance against certain 3P goals for People and the individual goals set for him or her for the applicable year. The
actual bonus payout is within a range of 0–120% of each executive’s target bonus opportunity. The compensation committee determines the actual
bonus payout for Mrs. Wilderotter (subject to the same range), which is then subsequently reviewed by the non-management directors of the
Frontier board. Mrs. Wilderotter recommends bonus payouts for the other named executive officers to the compensation committee for its review
and approval.

For 2008, the 3P goals for Profit included achieving specified target levels for revenue, EBITDA, capital expenditures, operating free cash
flow and acquisition integration. The 3P goals for Product included Internet and wireless data revenue growth, implementing critical customer
service plans, completing system upgrades/conversions and achieving specified sales target levels for Frontier products. The Profit and Product
goals were weighted at 85% for the Senior Leadership Team. The 3P goals for People included initiatives to hire and retain talented employees and
reinforce Frontier’s performance culture and were part of the executive’s individual leadership component which was weighted at 15%. The bonus
pool for 2008 was established in proportion to Frontier’s performance on the Profit and Product goals.

In determining bonus payouts for the named executive officers for 2008, Frontier’s performance against the Profit goals was as follows:
 

 •  revenue, 95.8%, with actual revenue of $2,237.0 million versus a target of $2,335.0 million;
 

 
•  EBITDA (defined as operating income plus depreciation and amortization), 94.9%, with actual EBITDA of $1,204.3 million versus a

target of $1,269.2 million;
 

 •  capital expenditures, 100.0%, with actual capital expenditures of $288.3 million versus a target of $310.0 million; and
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 •  operating free cash flow, 95.5%, with actual operating free cash flow of $916.0 million versus a target of $959.2 million.

The Profit goals also included a number of integration objectives for the two acquisitions made in 2007, which were accomplished.

For the Product goals, Frontier’s performance against the quantifiable goals, such as total product units and Internet and wireless data
revenues, was 93.1%, measured as a percentage of achievement versus the targets for those goals. The Product goals also included the execution of
the customer service enhancements and development of Local Manager training and tools. The customer service enhancements included billing
system conversions, system upgrades, call center operations performance improvement and formation of local sales and service queues.
Performance against these goals was determined by the compensation committee based on its subjective evaluation of Frontier’s progress against
these objectives.

The payout for Profit goals was 95.3% and the payout for Product goals was 93.2%, for an aggregate bonus payout on Profit and Product
goals of 94.1% of each executive’s target bonus opportunity. For each named executive officer (other than herself), Mrs. Wilderotter provided to
the compensation committee an evaluation of his or her performance against his or her People goals, including a qualitative assessment of the
executive’s contributions and effectiveness on an individual basis and as a leader in the organization. The payout for People goals were 97.5% for
Mr. Shassian, 100.0% for Mr. McCarthy, 90.0% for Mr. Hayes and 100.0% for Ms. McKenney. For Mrs. Wilderotter, the compensation
committee performed a similar assessment. The payout for People goals for Mrs. Wilderotter was 100.0%. Total bonus payouts, as a percent of the
executive’s target were then determined for each named executive officer as follows: Mrs. Wilderotter, 95.0%, Mr. Shassian, 94.6%,
Mr. McCarthy, 95.0%, Mr. Hayes, 93.5% and Ms. McKenney, 95.0%.

For 2009, the Profit goals include targets for revenue, EBITDA, capital expenditures and operating free cash flow. The Product goals include
the implementation of critical customer sales and service enhancements and achieving sales targets for voice, broadband, video and bundled
products. The Profit and Product goals are weighted at 85% for the Senior Leadership Team. The People goals are part of the executive’s
individual leadership component which is weighted at 15% for the Senior Leadership Team. The bonus pool for 2009 will be established based on
the company’s performance on the Profit and Product goals.

Profit Sharing Contribution. Consistent with Frontier’s pay-for-performance philosophy, in years when Frontier exceeds its annual EBITDA
target, it provides eligible employees with a profit sharing match to their 401(k) account. For each 1% that Frontier exceeds the EBITDA target,
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Frontier makes a matching contribution of 0.5% of eligible base salary up to a maximum contribution of 3%. The eligible base salary is capped at
the annual compensation limit in Section 401(a)(17) of the Code, as adjusted for increases in the cost of living. The maximum eligible base salary
for 2008 was $230,000. Executives are eligible to participate in this arrangement on the same basis as all of Frontier’s non-union, full-time
employees. In order to receive the profit sharing award, the executive must contribute a minimum of 1% of his or her base salary to Frontier’s
401(k) plan. Frontier created the profit sharing plan in 2003, the year it froze the Frontier Pension Plan for all eligible non-union employees. The
profit sharing plan was implemented to reinforce Frontier’s performance culture with another component of performance-based compensation.
Frontier did not make profit sharing contributions in 2008 because Frontier did not exceed the specified EBITDA target for the year.

Perquisites and Other Benefits. Frontier provides perquisites to the named executive officers in limited situations where it believes it is
appropriate to assist the executives in the performance of their duties, to make its executives more efficient and effective and for recruitment and
retention purposes. Perquisites provided to the named executive officers during 2008 included a housing allowance in connection with relocation
and reimbursement of travel expenses for spouses of the named executive officers who attended a company recognition function. Frontier believes
that providing the housing allowance was necessary to hire and retain a talented executive critical to Frontier’s long term success. Frontier believes
that the participation of spouses at
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the recognition function contributed to its effectiveness. The recognition function expenses for spouses were de minimis. Frontier also provided tax
gross-up payments on these perquisites because it believes that the executive should not be responsible for the taxes on Frontier-related expenses.

In addition, Frontier provides other benefits to its named executive officers on the same basis as all of its non-union, full-time employees.
These benefits include medical, dental and vision insurance, basic life and disability insurance and matching contributions to Frontier’s 401(k) plan
for employees who participate in the plan.

Equity Compensation

Restricted Stock Awards. Frontier uses restricted stock awards to achieve three primary objectives:
 

 (1) to incentivize and reward the executives for annual company performance;
 

 (2) to enable Frontier to hire and retain talented executives; and
 

 
(3) to align the interests of Frontier’s executives with those of its stockholders through long-term executive ownership of Frontier

common stock.

Restricted stock awards are granted each year based on performance to the Frontier CEO, the other named executive officers, Senior Vice
Presidents, Vice Presidents and approximately 30% of Directors, Regional Vice Presidents and Assistant Vice Presidents, a total of approximately
75 employees. For the named executive officers, restricted stock awards, taken together with any annualized LTIP award opportunities then
available, are targeted at the 75th percentile of Frontier’s peer group for long term compensation consistent with Frontier’s philosophy of targeting
the 50th–75th percentile for total compensation.

Based on this criterion, the compensation committee sets a target dollar range for restricted stock awards for each named executive officer.
The restricted stock plan has a minimum financial performance “gate” in order for any restricted stock grants to be awarded (except in the case of
Mrs. Wilderotter whose employment contract requires a minimum restricted stock award be made in each year). The compensation committee set a
minimum performance threshold of 90% of each of the three approved budgeted levels for revenue, EBITDA and operating free cash flow for any
restricted stock awards to be granted in 2008. The actual dollar value of restricted stock that is awarded to each executive is based on his or her
position level and individual performance. This dollar amount is then converted to a number of shares of restricted stock based on the market price
of Frontier’s common stock on the date of grant. All restricted stock awards for named executive officers vest in 25% increments over four years,
except for Mrs. Wilderotter whose stock awards prior to 2007 vest in 20% increments over five years. Restricted stock awards have no market or
performance conditions to vesting. In March 2007, the compensation committee altered the vesting schedule of Mrs. Wilderotter’s February 2007
grant and future grants to be consistent with the vesting schedule for all the other named executive officers, which is 25% per year. The value of the
restricted stock awards represented between approximately 40 and 60 percent of the named executive officers’ total compensation for 2008, which
is consistent with Frontier’s philosophy of having a majority of the named executive officer’s compensation “at risk” and contingent upon specified
company and individual performance goals. In February 2009, the compensation committee granted restricted stock awards to the named executive
officers as set forth below under “2008 Named Executive Officer Compensation.”

Dividends are paid on shares of vested and unvested restricted stock at the same rate and at the same time that Frontier pays dividends on
shares of Frontier common stock. Frontier pays dividends on unvested restricted stock in order to reward executives for the performance of Frontier
on the same basis as stockholders, thereby more closely aligning the interests of its executives with those of its stockholders.
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Mrs. Wilderotter’s employment agreement provides that she will receive an annual minimum restricted stock award valued at between
$1,000,000 and $2,000,000, as determined by the compensation committee. The compensation committee has the discretion to increase the size of
her annual restricted stock award to an amount
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greater than her contractually-guaranteed award in order to align her compensation with Frontier’s peer group, reward performance or achieve
other company goals. Mrs. Wilderotter’s restricted stock award provides incentive for her to drive Frontier performance and to remain with
Frontier. It is also consistent with the goal of making the majority of her compensation performance-based. The compensation committee
determines the actual amount of the restricted stock award for Mrs. Wilderotter based on Frontier’s performance and her individual performance,
which is then subsequently reviewed by the non-management directors. Mrs. Wilderotter recommends the restricted stock awards for the other
executives, including the other named executive officers, to the compensation committee for their final review and approval.

The compensation committee follows a general practice of making all restricted stock awards to Frontier’s executives, including the named
executive officers, on a single date each year, with the exception of awards to eligible new hires, which are awarded as of the date of hire.
Typically, the compensation committee makes these restricted stock grants at its meeting in February based on the prior year’s results.

Long-Term Incentive Program Awards. In March 2008, the compensation committee, in consultation with the non-management directors and
the compensation committee’s independent executive compensation consultant, adopted the LTIP. The LTIP covers the named executive officers
and certain other officers. The LTIP is designed to incentivize and reward Frontier’s senior executives if they achieve aggressive growth goals over
three year performance periods, referred to as measurement periods. LTIP awards will be granted in shares of Frontier common stock following the
applicable measurement period if pre-established performance goals are achieved over the measurement period.

In March 2008, the compensation committee approved LTIP target award opportunities for each of the named executive officers, as set forth
below in the Grant of Plan-Based Awards table, as well as the target level for each performance metric for the 2008–2010 measurement period.
For the 2008–2010 measurement period, the performance metrics were revenue and free cash flow. Revenue and free cash flow were selected as
metrics for the 2008–2010 measurement period because of the compensation committee’s belief that these metrics drive strong alignment between
management and its stockholders with respect to Frontier’s long term performance. For purposes of the 2008–2010 measurement period, revenue
was defined as Frontier’s total revenues less regulatory revenues, and free cash flow was defined as Frontier’s publicly reported free cash flow,
adjusted to reflect Frontier as a full cash taxpayer during the 2008–2010 measurement period. The growth in these numbers was to be measured
from a 2007 base, which, in the case of free cash flow, was also to be adjusted to reflect Frontier as a full cash taxpayer and for certain other
items. The compensation committee had the discretion to include or exclude certain items from the calculations of free cash flow.

There were minimum financial performance “gates” that had to be achieved with respect to revenue and free cash flow growth over the
2008–2010 measurement period for any LTIP award to be granted. In February 2009, the compensation committee determined that the minimum
performance gates were no longer achievable and cancelled the award opportunities for the 2008–2010 measurement period. Accordingly, there
will be no payouts under the LTIP for the 2008–2010 measurement period. It is anticipated that new measurement periods and related targets will
be established in the future, but not in 2009.

Stock Options. Frontier does not make stock option awards to executive officers and has not done so since 2002. Given the historical price
range of Frontier common stock, the stock’s volatility characteristics and Frontier’s common stock dividend, Frontier believes a selective restricted
stock grant is more valuable and appropriate than an option grant and, therefore, a stronger hiring and retention tool. Further, restricted stock
awards result in the issuance of fewer shares.

Stock Ownership Guidelines. To further align Frontier’s executives’ interests with those of its stockholders, in 2007 the Frontier board
approved new stock ownership guidelines for the Frontier CEO and the other members of the Senior Leadership Team. The Frontier CEO is
expected to own shares of Frontier common stock having a minimum value of two times her base salary and each other member of the Senior
Leadership Team is expected
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to own shares of Frontier common stock having a minimum value of one times his or her base salary. The Frontier CEO and the other members of
the Senior Leadership Team have three years after joining the Senior Leadership Team to comply with this guideline and must retain ownership of
at least that amount as long as he or she serves on the Senior Leadership Team. The guidelines are based on a survey of similar policies among the
companies in Frontier’s peer group and the Frontier board’ judgment regarding a meaningful investment in Frontier. Restricted stock awards are
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counted for purposes of fulfilling this requirement. Currently, all members of the Senior Leadership Team, including the Frontier CEO, are in
compliance with these guidelines.

Post-Employment Compensation

Frontier Pension Plan. This defined benefit pension plan was frozen for all non-union participants in 2003 or earlier depending on the
participant’s employment history. The plan was frozen both with respect to participation and benefit accruals. Daniel McCarthy, Executive Vice
President and Chief Operating Officer, is the only named executive officer for 2008 who has vested benefits under the Frontier Pension Plan, as all
other named executive officers joined Frontier after the plan was frozen.

Termination of Employment and Change-in-Control Arrangements. To attract talented executives, Frontier provides certain post-
employment benefits to the named executive officers. These benefits vary among the named executive officers depending on the arrangements
negotiated with the individual executive upon his or her joining Frontier. Frontier’s change-in-control arrangements promote the unbiased and
disinterested efforts of its executives to maximize stockholder value before, during and after a change-in-control of Frontier which may affect the
employment status of the executives. See “—Employment Arrangements; Potential Payments upon Termination or Change-in-Control.”

Other Benefits. Frontier currently offers to retired members of the Frontier board the opportunity to continue their medical, dental and vision
coverage from Frontier for themselves and their spouses, with the retired board member paying 100% of the cost. As a member of the Frontier
board, Mrs. Wilderotter will be eligible, following post-employment coverage she may receive under her employment agreement, to continue her
medical, dental and vision coverage if she so elects by paying 100% of the cost of such coverage when she leaves the Frontier board, if such
coverage is available at that time. No other named executive officer is on the Frontier board and thus none of them are eligible for this benefit.

Market and Peer Group Reviews

To assess the competitiveness of Frontier’s executive compensation levels, the compensation committee directed its independent executive
compensation consultant to develop a peer group and then conduct a comprehensive study with respect to the compensation of the Senior
Leadership Team. The study included comparing the compensation of certain senior executives to the compensation of executives holding
comparable positions at companies in the peer group as reported in publicly-available documents. The peer group companies included in this study
were:
 
CenturyTel, Inc.   Mediacom Communications Corp.
Charter Communications Inc.   PAETEC Holding Corp.
Cincinnati Bell Inc.   Qwest Communications International Inc.
Embarq Corporation   Time Warner Telecom Inc.
Fairpoint Communications, Inc.   Windstream Corporation

The peer group was changed from the 2007–2008 peer group by removing IDT, Level 3 Communications, Telephone and Data Systems,
MetroPCS Communication Inc. and XO Communications Inc. These companies did not meet the peer group criteria which included quantitative
and qualitative measures. Charter Communications, Fairpoint Communications and Qwest Communications were added to the peer group because
the compensation committee believed these companies more closely match Frontier’s peer group criteria and are companies with whom Frontier
competes for executive talent.
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In the case of executives for whom there was no publicly available data or no comparable position at the companies in the peer group, the
results from the following two published executive compensation surveys were analyzed:
 

 •  2008 Mercer Benchmark Database Executive Survey
 

 •  2007-2008 Watson Wyatt Top Management CompQuest Survey

To determine the best job match for the positions to be evaluated based in the Watson Wyatt Survey, companies with revenues of between $1
billion and $5 billion in general industry were identified. For the Mercer Survey, companies in the telecommunications industry and general
industry were identified with revenues between $500 million and $2.5 billion. The analysis included examining how each executive’s
compensation compared to the results in the two surveys for base salary, total cash compensation, long term incentives and total direct
compensation.

The peer review study indicated that the total compensation for all of the named executive officers was between the 50th and 75th percentile
with the exception of Mr. McCarthy whose total compensation fell below the 50th percentile. The compensation committee reviewed and
considered the results of the study and other factors as described above under “Compensation Program Design” in determining the Frontier CEO’s
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compensation and that of the Senior Leadership Team for performance in 2008.

2008 Named Executive Officer Compensation

In February 2009, the compensation committee met to evaluate the performance of the Frontier CEO and the other named executive officers,
and to determine merit increases to 2009 base salaries, as well as annual cash bonus payouts and restricted stock awards related to 2008
performance.

For Mrs. Wilderotter, the compensation committee reviewed Frontier’s financial performance (as measured by revenue, EBITDA, capital
expenditures and operating free cash flow), Frontier’s performance on the 3P goals and her performance against her specific individual 2008 goals,
including acquisition integration, achievement of customer satisfaction ratings and development of the executive team. The compensation
committee also took into account competitive market data provided by its independent executive compensation consultant. Based on this review
and the factors discussed above under “Components of the Executive Compensation Program,” the compensation committee, in consultation with
the other non-management directors of the Frontier board, approved for Mrs. Wilderotter a merit increase to her 2009 base salary, an annual cash
incentive bonus payout and a restricted stock award (each in the amount set forth below) for 2008 performance. These compensation decisions
place her total compensation for 2008 in the 50th and 75th percentile of Frontier’s peer group. Mrs. Wilderotter later declined to accept the merit
increase to her 2009 base salary based on the current unprecedented economic conditions.

For the other named executive officers whose performance was judged based on the same 3P criteria as Mrs. Wilderotter, the compensation
committee reviewed Mrs. Wilderotter’s performance assessments for each executive and her recommendations with respect to merit increases in
base salary, annual cash incentive bonus payouts and restricted stock awards. The compensation committee then discussed their assessments of
each named executive officer and approved the base salaries for 2009, annual cash bonus payouts and restricted stock awards set forth below.
Mrs. Wilderotter later determined not to award merit increases to the other named executive officers and many other employees for 2009 based on
the current unprecedented economic conditions.
 

Name   2009 Base Salary   
2008 Incentive Bonus

Payout   
Grant Date Fair Value

of Stock Award 

Mrs. Wilderotter   $ 925,000  $ 878,611  $ 3,000,000
Mr. Shassian   $ 450,000  $ 425,790  $ 925,000
Mr. McCarthy   $ 342,400  $ 303,968  $ 500,000
Mr. Hayes   $ 300,000  $ 280,470  $ 423,450
Ms. McKenney   $ 290,000  $ 206,078  $ 450,000
 

194

Table of Contents

 
(1) For Mr. McCarthy, includes a market-based adjustment to his base salary based on the results of the peer review study, as discussed

previously under the “Market and Peer Group Reviews.” The named executive officers did not receive a merit increase for 2009.
 

(2) The amounts in this column represent the grant date fair value of restricted stock awards made in February 2009 in recognition of 2008
performance.

Internal Revenue Code Section 162(m) Policy

Section 162(m) of the Code generally disallows a tax deduction to public companies for compensation over $1,000,000 paid to the chief
executive officer or any of the four most highly compensated executive officers (other than the chief executive officer). Section 162(m) provides
that qualifying “performance-based compensation” will not be subject to the tax deduction limit if certain requirements are met. The compensation
committee believes it is important to maximize the corporate tax deduction, thereby minimizing the company’s tax liabilities. Accordingly, the
compensation committee has designed the 2008 Frontier Bonus Plan and amended the 2000 Equity Incentive Plan to make compensation awarded
under these plans deductible under Section 162(m) as “performance based compensation.” These plans went into effect with respect to 2008
compensation, which was paid in February and March 2009. Amounts that are guaranteed under Frontier’s existing employment agreements with
the named executive officers are not deductible by Frontier under Section 162(m) as such amounts do not qualify as “performance-based
compensation.”

Frontier may award amounts in the future that are not deductible under Section 162(m) if the compensation committee determines that it is in
the best interests of Frontier and its stockholders to do so.
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Summary Compensation Table

The following table sets forth, for services rendered to Frontier and its subsidiaries for each of the fiscal years ended December 31, 2008,
2007 and 2006, the compensation awarded to, earned by, or paid to Frontier’s Chief Executive Officer, Chief Financial Officer and each of its other
three most highly compensated current executive officers in 2008.
 

Name and Principal Position(s)  Year  Salary  Bonus  
Stock

Awards  
Option

Awards  

Non-Equity
Incentive Plan

Compensation  
All Other

Compensation  Total

Mary Agnes Wilderotter  2008 $920,833  —   $3,649,817  —   $ 878,611 $ 4,049 $5,453,310
Chairman of the Board of Directors,
President and Chief Executive Officer

 2007 $875,000  —   $1,366,383  —   $ 895,410 $ 2,071 $3,138,864
 2006 $737,500  —   $ 779,250  —   $ 825,000 $ 19,433 $2,361,183

Donald R. Shassian  2008 $448,000 $ 2,500 $ 511,321  —   $ 425,790 $ 8,624 $1,396,235
Executive Vice President and
Chief Financial Officer 

 2007 $435,834 $50,000 $ 305,108  —   $ 439,051 $ 9,154 $1,239,147
 2006 $301,042 $25,000 $ 125,156  —   $ 350,000 $ 2,748 $ 803,946

Daniel J. McCarthy  2008 $315,000 $ 1,000 $ 385,053  —   $ 303,968 $ 7,921 $1,012,942
Executive Vice President and Chief
Operating Officer

 2007 $288,334  —   $ 322,079  —   $ 287,448 $ 7,262 $ 905,123
 2006 $276,250  —   $ 490,770 $ 14,987 $ 238,000 $ 6,674 $1,026,681

Peter B. Hayes
Executive Vice President, Sales,
Marketing & Business Development  

2008
2007
2006 

$
$
$

298,667
290,542
281,128 

 
 
 

—  
—  
—   

$
$
$

355,696
448,054
318,550 

 
 
 

—  
—  
—   

$
$
$

280,470
286,082
240,763 

$
$
$

53,121
70,302
70,990 

$
$
$

987,954
1,094,980

911,431

Cecilia K. McKenney  2008 $288,875 $ 1,000 $ 299,976  —   $ 206,078 $ 7,799 $ 803,728
Executive Vice President, Human
Resources and Call Center Sales & Service

 

2007

 

$281,876

 

 —  

 

$ 192,664

 

 —  

 

$ 214,603

 

$ 8,033

 

$ 697,176

 
(1) The stock awards referred to in this column consist of grants of restricted stock and, for Mrs. Wilderotter, a one-time grant of 120,000 shares

of common stock for 2007. The amounts shown in this column represent the dollar amount recognized by Frontier for stock awards for
financial statement reporting purposes with respect to 2008, 2007 and 2006 in accordance with FAS 123R. As such, it may include amounts
related to awards granted in and prior to 2008, 2007 and 2006. For a discussion of valuation assumptions, see Note 17 in the notes to
Frontier’s audited consolidated financial statements. For additional details regarding the restricted stock awards, see the Grant of Plan-Based
Awards table below and the accompanying narrative.

 

(2) The amounts shown in this column represent the dollar amount recognized by Frontier for stock option awards for financial reporting purposes
with respect to 2006 in accordance with FAS 123R. No stock options were awarded in 2008, 2007 or 2006. As such, these amounts relate to
awards granted prior to 2006. For a discussion of valuation assumptions, see Note 17 in the notes to Frontier’s audited consolidated financial
statements.

 

(3) The amounts shown in this column represent awards made under the Frontier Bonus Plan (formerly called the Citizens Incentive Plan) for
2008, but were paid in 2009.

 

(4) The All Other Compensation column includes, among other things, the items described below. The SEC requires Frontier to identify and
quantify any individual item of compensation exceeding $10,000, except as discussed below under “Perquisites and Other Personal Benefits.”

 

    Perquisites and Other Personal Benefits. Disclosure of perquisites and other personal benefits is omitted for a named executive officer if they
aggregate less than $10,000 in the fiscal year. Accordingly, for 2008, perquisites and other personal benefits are included in this column only
for Mr. Hayes and consist of a housing allowance ($32,000).

 

    Tax Gross-Ups. For 2008, the amounts in this column for Mr. Hayes also include tax gross-up payments in the amount of $15,987.
 

    Note that the amounts in this column for 2007 and 2006 (and the related “Total” amounts) for each of the named executive officers have been
revised from those previously disclosed. Dividends are factored into the grant date fair value of the awards in accordance with FASB 123R
and, therefore, are not required to be reported in this column. Amounts have been adjusted accordingly.
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(5) Mr. Shassian joined Frontier as Chief Financial Officer effective April 17, 2006 and became an Executive Vice President on February 21,
2008. In accordance with his letter agreement with Frontier, he received a sign-on bonus of $25,000 and a grant of 50,000 shares of restricted

(1) (2) (3) (4)

(5)

(6)
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stock on his date of hire and a sign-on bonus of $50,000 on April 17, 2007. See “—Employment Arrangements; Potential Payments Upon
Termination or Change-in-Control—Donald R. Shassian.”

 

(6) Ms. McKenney joined Frontier as Senior Vice President, Human Resources effective February 7, 2006 and became Executive Vice President,
Human Resources and Call Center Sales & Service on February 21, 2008. Information for 2006 is not provided for Ms. McKenney because
she was not a named executive officer for 2006.

Grant of Plan-Based Awards

The following table sets forth information concerning cash awards under Frontier’s non-equity incentive compensation plan (the Frontier
Bonus Plan, formerly called the Citizens Incentive Plan) for 2008, award opportunities under the LTIP announced in 2008 and grants of stock
made during 2008 to the named executive officers.
 

Name

 

Grant Date

 

Estimated Possible Payouts Under
Non—Equity Incentive Plan

Awards  
Estimated Future Payouts Under
Equity Incentive Plan Awards  

All Other
Stock

Awards:
Number
of Shares
of Stock

 Grant Date
Fair Value
of Stock
Awards  Threshold Target  Maximum  Threshold  Target  Maximum   

  ($)  ($)  ($)  ($)  ($)  (#)  ($)  ($)

Mary Agnes Wilderotter  —   $ 0 $925,000 $1,110,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   347,985 $3,911,351
 February 21, 2008  —    —    —   —   —   —   120,000 $1,348,800

Donald R. Shassian  —   $ 0 $450,000 $ 540,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   77,381 $ 834,941

Daniel J. McCarthy  —   $ 0 $320,000 $ 384,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   41,209 $ 444,645

Peter B. Hayes  —   $ 0 $300,000 $ 360,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   40,934 $ 441,578

Cecilia K. McKenney  —   $ 0 $217,500 $ 261,000 N/A N/A N/A —    —  
 February 21, 2008  —    —    —   —   —   —   39,377 $ 424,878

 
(1) In February 2009, the compensation committee cancelled award opportunities under the LTIP for the 2008–2010 measurement period and,

accordingly, no payouts for such measurement period will be made. The compensation committee had approved award opportunities in March
2008 for the named executive officers for the 2008–2010 measurement period as follows: Mrs. Wilderotter, $5,000,000; Mr. Shassian,
$2,500,000; Mr. McCarthy, $1,500,000; Mr. Hayes, $750,000; and Ms. McKenney, $750,000.

Awards under the Frontier Bonus Plan for 2008 shown under the Estimated Possible Payouts Under Non-Equity Incentive Plan Awards
columns were paid in March 2009 based on performance metrics set for 2008 and achievement of individual goals, as described above under
“Compensation Discussion and Analysis.” Target awards under the Frontier Bonus Plan are set as a percentage of base salary. Targets for 2008
were set at 100% of base salary for each of the named executive officers other than Ms. McKenney, whose target was set at 75% of her base
salary. Payouts can range from 0% to 120% of the target. The actual amounts of these awards for 2008 for the named executive officers are
reported above in the Summary Compensation Table in the column entitled “Non-Equity Incentive Plan Compensation.”

Except as noted below, the stock awards referred to in the above table are grants of restricted stock. The grants vest in four equal annual
installments commencing one year after the grant date. All such grants of restricted stock were made under Frontier’s Amended and Restated 2000
Equity Incentive Plan in 2008. Each of the named executive officers is entitled to receive dividends on shares of restricted stock at the same rate
and at the same time Frontier pays dividends on shares of Frontier common stock. The common stock dividend rate for 2008 was $1.00 per share,
paid quarterly. No above-market or preferential dividends were paid with respect to any restricted shares. For Mrs. Wilderotter, the stock awards
include a one-time grant of 120,000 shares of Frontier common stock.
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In March 2008, the compensation committee approved LTIP target award opportunities for each of the named executive officers and the
performance goals for the 2008–2010 measurement period, as described above under “Components of the Executive Compensation Program—
Equity Compensation—Long Term Incentive Program Awards.” In February 2009, the compensation committee determined that the minimum
performance gates for awards to be made were not achievable and cancelled the award opportunities for the 2008–2010 measurement period.
Accordingly, there will be no payouts under the LTIP for the 2008–2010 measurement period.

(1)
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Outstanding Equity Awards at Fiscal Year-End

The following table sets forth information regarding outstanding shares of restricted stock held by the named executive officers at year-end
and award opportunities at such date under the LTIP. None of the named executive officers held any options to purchase Frontier common stock at
year-end.
 

Name   

Number of Shares
of Stock That Have

Not Vested   

Market Value of
Shares of Stock
That Have Not

Vested   

Equity Incentive
Plan Awards:

Number of
Unearned

Shares, Units or
Other Rights

That Have Not
Vested   

Equity Incentive
Plan Awards:

Market or Payout
Value of Unearned

Shares, Units or
Other Rights That

Have Not Vested 
   (#)   ($)   (#)   ($)

Mary Agnes Wilderotter   593,985  $ 5,191,429    $ 0
Donald R. Shassian   132,381  $ 1,157,010    $ 0
Daniel J. McCarthy   86,584  $ 756,744    $ 0
Peter B. Hayes   83,184  $ 727,028    $ 0
Cecilia K. McKenney   75,315  $ 658,253    $ 0
 
(1) The shares of restricted stock held by the named executive officers as of December 31, 2008 vest as follows:
 

 

•  Mrs. Wilderotter: 30,000 restricted shares vest on November 1, 2009; 216,000 restricted shares vest in three equal annual
installments commencing February 22, 2009; and 347,985 restricted shares vest in four equal annual installments commencing
February 26, 2009.

 

 

•  Mr. Shassian: 25,000 restricted shares vest in two equal annual installments commencing April 17, 2009; 30,000 restricted
shares vest in three equal annual installments commencing February 22, 2009; and 77,381 restricted shares vest in four equal
annual installments commencing February 21, 2009.

 

 

•  Mr. Hayes: 16,000 restricted shares vest in two equal annual installments commencing February 22, 2009; 26,250 restricted
shares vest in three equal annual installments commencing February 22, 2009; and 40,934 restricted shares vest in four equal
annual installments commencing February 21, 2009.

 

 

•  Mr. McCarthy: 4,125 restricted shares vested on March 15, 2009; 15,000 restricted shares vest in two equal annual installments
commencing February 22, 2009; 26,250 restricted shares vest in three equal annual installments commencing February 22,
2009; and 41,209 restricted shares vest in four equal annual installments commencing February 21, 2009.

 

 

•  Ms. McKenney: 15,000 restricted shares vest in two equal annual installments commencing February 7, 2009; 20,938 restricted
shares vest in three equal annual installments commencing February 22, 2009; and 39,377 restricted shares vest in four equal
annual installments commencing February 21, 2009.

 

(2) The market value of shares of common stock reflected in the table is based upon the closing price of Frontier common stock on December 31,
2008, which was $8.74 per share.
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(3) Amounts in these columns relate to award opportunities under the LTIP for the 2008–2010 measurement period. In February 2009, the
compensation committee determined that the goals were not achievable and cancelled the award opportunities for the 2008–2010
measurement period. Accordingly, there will be no payouts under the LTIP for the 2008–2010 measurement period.

 

(4) The number of shares that may be awarded under the LTIP is based on the closing price of Frontier’s common stock at the time the award is
made following the end of the three-year performance period. Accordingly, the number of shares cannot be determined until the time of
payout.

Option Exercises and Stock Vested

The following table sets forth information regarding the shares of restricted stock that vested for each of the named executive officers in
2008. No named executive officer acquired any shares upon the exercise of stock options in 2008. The value of restricted stock realized upon
vesting is based on the closing price of the shares on the vesting date.
 
   Stock Awards

Number of Shares Acquired

(1) (2) (3) (3)

(4)

(4)

(4)

(4)

(4)
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Name   on Vesting   Value Realized on Vesting
   (#)   ($)

Mary Agnes Wilderotter   102,000  $ 1,016,700
Donald R. Shassian   22,500  $ 237,750
Daniel J. McCarthy   20,375  $ 219,848
Peter B. Hayes   16,750  $ 183,413
Cecilia K. McKenney   14,479  $ 158,545

Pension Benefits
 

       
Number of Years
Credited Service   

Present Value of
Accumulated

Benefit   
Payments During
Last Fiscal Year

Name   Plan Name   (#)   ($)   ($)

Mary Agnes Wilderotter   —    —     —    —  
Donald R. Shassian   —    —     —    —  
Daniel J. McCarthy

  

Frontier Pension
Plan   

11.0
  

$ 65,687
  

—  

Peter B. Hayes   —    —     —    —  
Cecilia K. McKenney   —    —     —    —  

Frontier has a noncontributory, qualified retirement plan, the Frontier Pension Plan, covering a majority of Frontier’s employees that provides
benefits that, in most cases, are based on formulas related to base salary and years of service. The Frontier Pension Plan has been amended to
provide that, effective February 1, 2003, no further benefits will be accrued under the plan by most non-union participants (including all executive
officers). Mr. McCarthy is the only named executive officer who has vested benefits under the plan, which is referred to as “frozen.” The estimated
annual pension benefits (assumed to be paid in the normal form of an annuity) for Mr. McCarthy is $22,641. This amount is calculated under the
plan based on his 11 years of service credit at the time the plan was frozen and the compensation limits established in accordance with federal tax
law in the computation of retirement benefits under qualified plans. Benefits are not subject to reduction for Social Security payments or other
offset amounts. For a discussion of valuation assumptions, see Note 23 in the notes to Frontier’s audited consolidated financial statements.
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Employment Arrangements; Potential Payments Upon Termination or Change-in-Control

Mary Agnes Wilderotter

Frontier entered into an employment agreement with Mary Agnes Wilderotter, dated as of November 1, 2004, pursuant to which
Mrs. Wilderotter was appointed President and Chief Executive Officer of Frontier. The employment agreement was amended in December 2008 in
connection with the deferred compensation rules imposed by Section 409A of the Code, referred to as Section 409A. In December 2005,
Mrs. Wilderotter was appointed Chairman of the Frontier board. Under the terms of Mrs. Wilderotter’s employment agreement, her initial annual
base salary was $700,000, which can be and has been increased from time to time by the compensation committee. The employment agreement
has an initial term of five years, which expires in November of 2009. The agreement automatically renews at the end of the initial or any renewal
term for an additional one-year term, unless either party provides prior notice of non-renewal. Mrs. Wilderotter is also entitled to a target bonus
amount equal to 100% of her base salary. Upon commencement of her employment, Mrs. Wilderotter received a grant of 150,000 restricted shares
of Frontier common stock. With respect to each fiscal year during the employment term after 2004, Mrs. Wilderotter will receive a minimum grant
of restricted shares of Frontier common stock with an aggregate value on the date of each grant equal to between $1,000,000 and $2,000,000, as
determined by the compensation committee. The agreement provides that these restricted stock grants each vest ratably over five years. In March
2007, the compensation committee altered the vesting schedule of Mrs. Wilderotter’s February 2007 grant and future grants to be consistent with
the vesting schedule for all other named executive officers, which is 25% per year.

If Mrs. Wilderotter’s employment is terminated without “cause” or by Mrs. Wilderotter with “good reason” (each as defined in the
employment agreement), or Frontier does not renew her employment agreement at the end of a term, Frontier would be required to pay
Mrs. Wilderotter an amount equal to her base salary through the date of termination and any bonus earned but unpaid as of the date of termination
for any previously completed fiscal year, plus the sum of three times her base salary and two times her target bonus (payable in equal installments
over 36 months) and one times her target bonus (payable in a lump sum within 2-1/2 months following the end of the calendar year of
termination), and all of her restricted shares will vest. Mrs. Wilderotter is also entitled to receive reimbursement for any unreimbursed business
expenses, any accrued but unpaid vacation and continued medical, dental and life insurance and other health benefits until the end of the severance
period or the date on which Mrs. Wilderotter becomes eligible to receive comparable benefits from any subsequent employer, whichever is earlier,
for which Frontier will provide a lump sum for her for the cost to her of such benefits. As a director of Frontier, Mrs. Wilderotter may continue to
participate in these plans following the severance period at her cost.
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If Mrs. Wilderotter’s employment is terminated due to her death or in connection with a disability, she or her estate will be entitled to
payment of base salary for six months following the termination and a prorated portion of the target bonus, and all restricted shares will vest.
Mrs. Wilderotter is also entitled to receive reimbursement for any unreimbursed business expenses, any accrued but unpaid vacation, pension,
profit sharing, medical, dental and life insurance and other employee benefit plans to which Mrs. Wilderotter is entitled upon termination of her
employment for a period of two years, for which Frontier will provide a lump sum to her for the cost to her of such benefits.

In the event of a constructive termination following a “change in control” (as defined in the employment agreement), Mrs. Wilderotter will be
entitled to the amounts she would receive in connection with a termination by Frontier without cause or by her with good reason, potentially
subject to reduction if such amounts would be subject to excise taxes under Section 4999 of the Code. If the amounts payable by Frontier, less such
excise taxes payable by Mrs. Wilderotter, are in the aggregate at least 125% of the amounts payable without causing the loss of deduction to
Frontier under Section 280G of the Code, Mrs. Wilderotter will be entitled to additional amounts to make her whole for such excise taxes. If the
amounts payable by Frontier, less such excise taxes payable by Mrs. Wilderotter, are in the aggregate less than 125% of the amount payable
without causing the loss of
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deduction to Frontier and the imposition of excise taxes to Mrs. Wilderotter under Sections 280G and 4999 of the Code, the amount payable by
Frontier will be reduced to the extent necessary such that Frontier will not lose its deduction under Section 280G of the Code and such that
Mrs. Wilderotter will not be subject to excise taxes.

The following table sets forth the amounts Mrs. Wilderotter would have been entitled to from Frontier under the various provisions of her
employment agreement had her employment been terminated as of December 31, 2008.
 

Termination Event   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Benefits   Total

Without cause, for good reason or non-renewal of agreement   $ 2,775,000  $2,775,000  $ 5,191,429  $ 51,704  $ 10,793,133
Death   $ 462,500  $ 462,500  $ 5,191,429  $ 23,741  $ 6,140,170
Disability   $ 462,500  $ 462,500  $ 5,191,429  $ 34,072  $ 6,150,501
Change-in-control   $ 2,775,000  $2,775,000  $ 5,191,429  $ 1,372,994  $ 12,114,423
With cause or without good reason    —     —     —     —     —  
 
(1) Base salary and two-thirds of the bonus amount payable in equal installments over 36 months. The remaining bonus amount payable in a

lump sum within 2-1/2 months following the end of the calendar year of termination.
 

(2) Dollar value of 593,985 shares of restricted stock held by Mrs. Wilderotter on December 31, 2008 based on the closing sales price of $8.74
per share of Frontier common stock on December 31, 2008.

 

(3) Value of continued medical, dental, vision and life insurance benefits for Mrs. Wilderotter, her spouse and eligible child, as applicable, under
the terms of her employment agreement as described above. For change-in-control, also includes a tax gross-up for excise taxes on post-
termination payments.

Donald R. Shassian

Frontier entered into a letter agreement with Donald R. Shassian, dated March 7, 2006, pursuant to which Mr. Shassian was appointed Chief
Financial Officer of Frontier. The letter agreement was amended in December 2008 in connection with the deferred compensation rules imposed
by Section 409A and superseded the July 2007 arrangement with him regarding the vesting of his restricted stock. In February 2008, Mr. Shassian
was appointed Executive Vice President and Chief Financial Officer of Frontier. Under the terms of Mr. Shassian’s letter agreement, his initial
annual base salary was $425,000, which can be and has been increased from time to time by the compensation committee. The letter agreement
provides for a target annual incentive bonus of 100% of his base salary. In addition, Mr. Shassian received two sign-on bonuses: $25,000 payable
30 days after his start date and $50,000 payable on the first anniversary of his start date. Mr. Shassian also received a sign-on grant of 50,000
shares of restricted stock that vests ratably over four years. Additionally, with respect to each fiscal year during his employment term commencing
with 2007, Mr. Shassian is eligible to receive a grant of restricted shares of Frontier common stock in an amount to be determined by the
compensation committee.

If, within one year following a “change in control” (as defined in the letter agreement) of Frontier, (a) Mr. Shassian is terminated by Frontier
without cause or (b) he terminates his employment as a result of (i) a material decrease in his base salary, target bonus or long term incentive
compensation target from those in effect immediately prior to the change in control for any reason other than cause, (ii) a material relocation of his
principal office (with greater than 50 miles from Frontier’s Stamford, Connecticut headquarters deemed to be material), or (iii) a material decrease

(1) (1) (2) (3)
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in his responsibilities or authority for any reason other than cause, Mr. Shassian will be entitled to two years of base salary and target bonus and all
restrictions on restricted shares held by him will immediately lapse and his restricted shares shall become non-forfeitable. The following table
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sets forth the amounts Mr. Shassian would have been entitled to from Frontier had his employment been terminated as of December 31, 2008
following a change in control. Mr. Shassian would not be entitled to any severance amounts upon termination for any other reason.
 

Termination Event   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Total

Change in control   $ 900,000  $900,000  $1,157,010  $2,957,010
 
(1) Payable in a lump sum upon termination.
 

(2) Dollar value of 132,381 shares of restricted stock held by Mr. Shassian on December 31, 2008 based on the closing sales price of $8.74 per
share of Frontier’s common stock on December 31, 2008.

Daniel J. McCarthy

In July 2007, Frontier agreed with Daniel J. McCarthy, Executive Vice President and Chief Operating Officer of Frontier, that all restrictions
on restricted shares held by him will lapse and become non-forfeitable after a change in control of Frontier under the same circumstances as
described above for Mr. Shassian. Had Mr. McCarthy’s employment been terminated as of December 31, 2008 following a change in control, the
value of his accelerated restricted shares would have been $756,744, which is the dollar value of 86,584 shares of restricted stock held by him on
December 31, 2008 based on the closing sales price of $8.74 per share of Frontier common stock on December 31, 2008. Mr. McCarthy would not
be entitled to any severance amounts upon termination for any other reason. In addition, Mr. McCarthy is also entitled to his pension benefit as set
forth under “Pension Benefits.”

Peter B. Hayes

Frontier entered into a letter agreement with Peter B. Hayes, dated December 31, 2004, pursuant to which Mr. Hayes was appointed Senior
Vice President, Sales, Marketing & Business Development of Frontier. The letter agreement was amended in December 2008 in connection with
the deferred compensation rules imposed by Section 409A and superseded the July 2007 arrangement with him regarding the vesting of his
restricted stock. In December 2005, Mr. Hayes was appointed Executive Vice President, Sales, Marketing & Business Development of Frontier.
Under the terms of Mr. Hayes letter agreement, his initial annual base salary was $275,000, which can be and has been increased from time to
time by the compensation committee. The letter agreement provides for a target annual incentive bonus of 75% of his base salary, which was
increased to 85% for 2006 and to 100% for 2007. Mr. Hayes also received a sign-on grant of 50,000 shares of restricted stock that vested ratably
over three years.

If, within one year following a “change in control” (as defined in the letter agreement) of Frontier, (a) Mr. Hayes is terminated by Frontier
without cause or (b) he terminates his employment as a result of (i) a material decrease in his base salary, target bonus or long term incentive
compensation target from those in effect immediately prior to the change in control for any reason other than cause, (ii) a material relocation of his
principal office (with greater than 50 miles from Frontier’s Stamford, Connecticut headquarters deemed to be material), or (iii) a material decrease
in his responsibilities or authority for any reason other than cause, Mr. Hayes will be entitled to one year of base salary and 100% of his bonus
target prorated for the plan year and all restrictions on restricted shares held by him will immediately lapse and his restricted shares shall become
non-forfeitable. Mr. Hayes will also be entitled to one year of continued medical benefits, for which Frontier will provide a lump sum for him for
the cost to him of such benefits.

Under the terms of the letter agreement, Mr. Hayes was reimbursed for the cost of relocation and is paid a housing allowance until June 30,
2010.
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The following table sets forth the amounts Mr. Hayes would have been entitled to from Frontier had his employment been terminated as of
December 31, 2008 following a change in control. Mr. Hayes would not be entitled to any severance amounts upon termination for any other
reason.

(1)  (1)  (2)
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Termination Event   Base Salary   Bonus   

Value of
Accelerated

Restricted Stock   Benefits   Total

Change-in-control   $ 300,000  $300,000  $ 727,028  $ 14,972  $1,342,000
 
(1) Payable in a lump sum upon termination.
 

(2) Value of continued medical coverage for one year for Mr. Hayes, his spouse and children.
 

(3) Dollar value of 83,184 shares of restricted stock held by Mr. Hayes on December 31, 2008 based on the closing sales price of $8.74 per share
of Frontier’s common stock on December 31, 2008.

Cecilia K. McKenney

Frontier entered into a letter agreement with Cecilia K. McKenney, dated January 13, 2006, pursuant to which Ms. McKenney was appointed
Senior Vice President, Human Resources of Frontier. The letter agreement was amended in December 2008 in connection with the deferred
compensation rules imposed by Section 409A and superseded the July 2007 arrangement with her regarding the vesting of her restricted stock. In
February 2008, Ms. McKenney was appointed Executive Vice President, Human Resources and Call Center Sales & Service of Frontier. Under the
terms of Ms. McKenney’s letter agreement, her initial annual base salary was $275,000, which can be and has been increased from time to time by
the compensation committee. The letter agreement provides for a target annual incentive bonus of 60% of her base salary, which was increased to
75% for 2007. In addition, Ms. McKenney received a sign-on bonus of $50,000 payable 30 days after her start date. Ms. McKenney also received a
sign-on grant of 30,000 shares of restricted stock that vests ratably over four years. Additionally, with respect to each fiscal year during her
employment term commencing with 2007, Ms. McKenney is eligible to receive a grant of restricted shares of Frontier common stock in an amount
to be determined by the compensation committee.

If, within one year following a “change in control” (as defined in the letter agreement) of Frontier, (a) Ms. McKenney is terminated by
Frontier without cause or (b) she terminates her employment as a result of (i) a material decrease in her base salary, target bonus or long term
incentive compensation target from those in effect immediately prior to the change in control for any reason other than cause, (ii) a material
relocation of her principal office (with greater than 50 miles from Frontier’s Stamford, Connecticut headquarters deemed to be material), or (iii) a
material decrease in her responsibilities or authority for any reason other than cause, Ms. McKenney will be entitled to one year of base salary and
target bonus and all restrictions on restricted shares held by her will immediately lapse and her restricted shares shall become non-forfeitable.

The following table sets forth the amounts Ms. McKenney would have been entitled to from Frontier had her employment been terminated as
of December 31, 2008 following a change in control. Ms. McKenney would not be entitled to any severance amounts upon termination for any
other reason.
 

Termination Event   Base Salary   Bonus   

Value of
Accelerated
Restricted
Stock   Total

Change in control   $ 290,000  $217,500  $658,253  $1,165,753
 
(1) Payable in a lump sum upon termination.
 

(2) Dollar value of 75,315 shares of restricted stock held by Ms. McKenney on December 31, 2008 based on the closing sales price of $8.74 per
share of Frontier’s common stock on December 31, 2008.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS, DIRECTORS
AND EXECUTIVE OFFICERS OF FRONTIER

The following table sets forth the ownership of Frontier common stock as of September 1, 2009, for each director, each named executive
officer, by all directors and executive officers of Frontier as a group and by each person known to Frontier to be the beneficial owner of 5% or more
of the outstanding shares of its common stock. Except as otherwise stated, the business address of each person listed is c/o Frontier
Communications Corporation, 3 High Ridge Park, Stamford, Connecticut 06905. Except as otherwise described below, each of the persons named
in the table has sole voting and investment power with respect to the common stock beneficially owned and has not pledged such common stock as
security for any obligations.

The information (other than with respect to Frontier’s directors and executive officers) is based on a review of statements filed with the SEC
pursuant to Sections 13(d), 13(f) and 13(g) of the Exchange Act with respect to Frontier common stock. The amounts and percentages of common
stock beneficially owned are reported on the basis of regulations of the SEC governing the determination of beneficial ownership of securities.

 (1) (1) (2) (3)

(1)  (1) (2)
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Under the rules of the SEC, a person is deemed to be a “beneficial owner” of a security if that person has or shares “voting power,” which includes
the power to vote or to direct the voting of such security, or “investment power,” which includes the power to dispose of or direct the disposition of
such security. A person is also deemed to be a beneficial owner of any securities of which that person has a right to acquire beneficial ownership
within 60 days. All persons listed have sole voting and investment power with respect to their shares unless otherwise indicated.
 

   
Common Stock

Beneficially Owned  

Name and Address  of Beneficial Owner   
Number of

Shares   
Percent of

Class  

Group consisting of: V. Prem Watsa, 1109519 Ontario Limited, The Sixty Two Investment Company
Limited, 810679 Ontario Limited and Fairfax Financial Holdings Limited   15,593,600   5.0% 

Kathleen Q. Abernathy   78,036   *  
Leroy T. Barnes, Jr.   34,073   *  
Peter C.B. Bynoe   34,213   *  
Michael T. Dugan   23,880   *  
Jeri B. Finard   75,519   *  
Lawton Wehle Fitt   82,566   *  
Peter B. Hayes   263,046   *  
William M. Kraus   33,170   *  
Daniel J. McCarthy   242,944   *  
Cecilia K. McKenney   175,548   *  
Howard L. Schrott   54,896   *  
Larraine D. Segil   58,294   *  
Donald R. Shassian   259,397   *  
David H. Ward   43,249   *  
Myron A. Wick, III   69,257   *  
Mary Agnes Wilderotter   1,230,646   *  
All directors and executive officers as a group (19 persons)   3,223,937   1.0% 
 
 * Less than 1%.
 

(a) The business address of these beneficial owners is 95 Wellington Street West, Suite 800, Toronto, Ontario, Canada M5J 2N7, except for
1109519 Ontario Limited, whose business address is 1600 Cathedral Place, 925 West Georgia Street, Vancouver, British Columbia, Canada
V6C 3L3. Based on a statement on Schedule 13G filed on February 17, 2009 by V. Prem Watsa, 1109519 Ontario Limited, The Sixty Two
Investment Company Limited, 810679 Ontario Limited and Fairfax Financial Holdings Limited, referred to as Fairfax. Such Schedule 13G
discloses that certain of the shares beneficially owned by the reporting persons are held by subsidiaries of Fairfax and by the pension plans of
certain subsidiaries of Fairfax.
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(b) Includes 10,000 shares that may be acquired upon the exercise of stock options as of April 20, 2009 or within 60 days thereafter. We refer to
these stock options as “currently exercisable.” Also includes 43,961 shares that may be acquired upon the redemption of stock units.
Directors may elect to redeem stock units upon termination of service in the form of cash or shares of Frontier common stock.

 

(c) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 22,073 shares that may be acquired
upon the redemption of stock units.

 

(d) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 20,363 shares that may be acquired
upon the redemption of stock units.

 

(e) Consists of 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 13,880 shares that may be
acquired upon the redemption of stock units.

 

(f) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 60,019 shares that may be acquired
upon the redemption of stock units.

 

(g) Consists of 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 72,566 shares that may be
acquired upon the redemption of stock units.

 

(h) Includes 106,312 restricted shares over which Mr. Hayes has sole voting power but no dispositive power and 101,734 shares held by a family
trust.

 

(i) Includes 22,170 shares that may be acquired upon the redemption of stock units and 1,718 shares held in the William M. Kraus Trust.
 

 (a)

(b)

(c)

(d)

(e)

(f)

(g)

(h)

(i)

(j)

(k)

(l)

(m)

(n)

(o)

(p)

(q)

(r)
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(j) Includes 115,079 restricted shares over which Mr. McCarthy has sole voting power but no dispositive power and 10,356 shares held in a
401(k) plan.

 

(k) Includes 104,245 restricted shares over which Ms. McKenney has sole voting power but no dispositive power.
 

(l) Includes 5,000 shares that may be acquired upon the exercise of currently exercisable stock options and 44,896 shares that may be acquired
upon the redemption of stock units.

 

(m) Includes 10,000 shares that may be acquired upon the exercise of currently exercisable stock options and 44,294 shares that may be acquired
upon the redemption of stock units.

 

(n) Includes 200,003 restricted shares over which Mr. Shassian has sole voting power but no dispositive power.
 

(o) Consists of 22,170 shares that may be acquired upon the exercise of currently exercisable stock options and 21,420 shares that may be
acquired upon the redemption of stock units.

 

(p) Consists of 10,000 shares that may be acquired upon the exercise of currently exercisable stock options, 51,257 shares that may be acquired
upon the redemption of stock units and 8,000 shares held in the Myron A. Wick, III Trust U/A/D 2/21/56.

 

(q) Includes 790,019 restricted shares over which Mrs. Wilderotter has sole voting power but no dispositive power and 425,627 shares held by a
family trust.

 

(r) Includes 1,523,260 restricted shares over which executive officers have sole voting power but no dispositive power, 106,079 shares that may
be acquired pursuant to the exercise of currently exercisable stock options by directors, 111,648 shares that may be acquired pursuant to the
exercise of currently exercisable stock options by executive officers and 417,649 shares that may be acquired upon the redemption of stock
units.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires Frontier’s directors and officers and persons who beneficially own more than
10% of the Frontier common stock to file reports of ownership and changes in ownership with the SEC and the NYSE. Such directors, officers and
greater than 10% stockholders are also required to furnish Frontier with copies of all such filed reports.

Based solely upon a review of the copies of such reports furnished to Frontier, or representations that no reports were required, Frontier
believes that during the year ended December 31, 2008, all persons subject to the reporting requirements of Section 16(a) filed the required reports
on a timely basis.
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DESCRIPTION OF CAPITAL STOCK OF FRONTIER AND THE COMBINED COMPANY

The following summary describes the material terms of Frontier’s restated certificate of incorporation and by-laws but it does not purport to
describe all of the terms thereof. The full text of Frontier’s restated certificate of incorporation is filed as an exhibit to the registration statement of
which this proxy statement/prospectus is a part. All stockholders are urged to read the restated certificate of incorporation in its entirety. After the
merger, Frontier’s restated certificate of incorporation and by-laws will remain unchanged except for, to the extent authorized by the stockholders,
an increase in the number of authorized shares of Frontier common stock, and Frontier’s restated certificate of incorporation and by-laws will be
the certificate of incorporation and by-laws of the combined company. This summary is qualified in its entirety by the DGCL.

Under Frontier’s restated certificate of incorporation, the total authorized capital stock of Frontier consists of 50,000,000 shares of preferred
stock, par value $.01 per share, and 600,000,000 shares of common stock, par value $.25 per share. If Frontier stockholders at the special meeting
approve the proposal to amend the restated certificate of incorporation to increase the number of authorized shares of Frontier common stock, the
number of authorized shares of common stock will increase to 1,750,000,000 pursuant to an amendment to the restated certificate of incorporation
to be filed by Frontier.

Frontier common stock began trading on the NYSE under the symbol “FTR” on July 31, 2008. Prior to that time, the common stock of
Frontier, then named Citizens Communications Company, was traded on the NYSE under the symbol “CZN.”

As of June 30, 2009, there were approximately 24,200 holders of record of Frontier common stock.

Common Stock

All shares of Frontier common stock to be outstanding upon consummation of the merger will be validly issued, fully paid and nonassessable.

Dividends
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Holders of shares of Frontier common stock will be entitled to receive dividends and other distributions in cash, stock or property of Frontier
as may be declared by its board of directors from time to time at its sole discretion out of Frontier’s assets or funds legally available for dividends
or other distributions. Dividends on Frontier common stock will not be cumulative. Consequently, if dividends on Frontier common stock are not
declared or paid at the targeted level, Frontier stockholders will not be entitled to receive such payments in the future.

Frontier currently pays an annual cash dividend of $1.00 per share of Frontier common stock. After the closing of the merger, Frontier intends
to pay an annual cash dividend of $0.75 per share of common stock of the combined company. The Frontier board may, in its sole discretion,
amend or repeal this dividend policy.

Rights upon Liquidation

In the event of Frontier’s voluntary or involuntary liquidation, dissolution or winding up, holders of shares of Frontier common stock will be
entitled to share in its assets remaining after payment of all debts and other liabilities, subject to the liquidation preference of any outstanding
preferred stock.

Voting Rights

Each holder of Frontier common stock is entitled to one vote for each share held of record and may not cumulate votes for the election of
directors.
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Except as otherwise required by the DGCL and Frontier’s restated certificate of incorporation and by-laws, action requiring stockholder
approval may be taken by a vote of the holders of a majority of the Frontier common stock at a meeting at which a quorum is present.

Other Rights

Holders of shares of Frontier common stock have no preemptive rights. The holders of common stock are subject to, and may be adversely
affected by, the rights of the holders of shares of any series of preferred stock that Frontier may designate and issue in the future.

Preferred Stock

Frontier’s restated certificate of incorporation provides that it may issue up to 50,000,000 shares of its preferred stock in one or more series as
may be determined by the Frontier board.

The Frontier board has broad discretionary authority with respect to the rights of issued series of Frontier’s preferred stock and may take
several actions without any vote or action of the holders of Frontier common stock, including:
 

 •  determining the number of shares to be included in each series;
 

 
•  fixing the designation, powers, preferences and relative, participating optional, conversion and other rights of the shares of each series

and any qualifications, limitations or restrictions with respect to each series; and
 

 •  increasing or decreasing the number of shares of any series.

The Frontier board may authorize, without approval of holders of Frontier common stock, the issuance of preferred stock with voting and
conversion rights that could adversely affect the voting power and other rights of holders of Frontier common stock. For example, Frontier’s
preferred stock may rank prior to its common stock as to dividend rights, liquidation preferences or both, may have full or limited voting rights and
may be convertible into shares of Frontier common stock.

Frontier’s preferred stock could be issued quickly with terms designed to delay or prevent a change in the control of Frontier or to make the
removal of Frontier management more difficult. This could have the effect of discouraging third-party bids for Frontier common stock or may
otherwise adversely affect the market price of its common stock.

Frontier believes that the ability of its board of directors to issue one or more series of Frontier’s preferred stock provides Frontier with
flexibility in structuring possible future financings and acquisitions, and in meeting other corporate needs that might arise. The authorized shares of
Frontier’s preferred stock, as well as shares of its common stock, are available for issuance without action by Frontier common stockholders, unless
such action is required by applicable law or the rules of any stock exchange or automated quotation system on which Frontier’s securities may be
listed or traded.

As further detailed below, see “Certain Anti-Takeover Effects of Various Provisions of Delaware Law and Frontier’s Restated Certificate of
Incorporation, By-Laws and Rights Plan,” the Frontier board has also adopted a stockholder rights plan that declared a dividend of one preferred
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stock purchase right for each outstanding share of Frontier common stock to stockholders of record at the close of business on March 6, 2002. Each
share issued after that date is also issued with a preferred stock purchase right. In the event that this purchase right is exercised, each record
stockholder would be entitled to purchase from Frontier a unit consisting of one one-thousandth of a share of Series A Participating Preferred
Stock at a purchase price of $47 per unit, subject to adjustment. The exercise of this right could impede the completion of a merger, tender offer or
other takeover attempt of Frontier.
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The Frontier board could also issue preferred stock having terms that could discourage an acquisition attempt through which an acquirer may
be able to change the composition of the board of directors, including a tender offer or other transaction that some, or a majority, of Frontier
common stockholders might believe to be in their best interest or in which stockholders might receive a premium for their stock over the then best
current market price.

Rights of Appraisal

Under the DGCL, stockholders have the right to dissent from any plan of merger or consolidation to which the corporation is a party and to
demand payment for the fair value of their shares. However, unless the certificate of incorporation otherwise provides, the DGCL states that
stockholders do not have a right to dissent from any plan of merger or consolidation with respect to shares:
 

 •  listed on a national securities exchange or held of record by more than 2,000 holders; or
 

 

•  for which, pursuant to the plan of merger or consolidation, stockholders will receive (1) shares or depositary receipts of another
corporation which at the effective date of the merger or consolidation will be either listed on a national securities exchange or held of
record by more than 2,000 holders, (2) shares of stock or depositary receipts of the surviving corporation in the merger or consolidation,
(3) cash for fractional shares or (4) any combination of (1)–(3). In addition, the DGCL provides that, unless the certificate of
incorporation provides otherwise, stockholders of a surviving corporation do not have the right to dissent from a plan of merger if the
merger did not require for its approval the vote of the stockholders.

Frontier’s restated certificate of incorporation and by-laws are silent as to appraisal rights. Appraisal rights are not available to Frontier
stockholders or Verizon stockholders with respect to the spin-off and the merger.

Board of Directors

The Frontier by-laws provide that the total number of Frontier directors will be not less than seven and not more than 15, as determined by
the Frontier board from time to time. Frontier currently has 12 directors. In accordance with the merger agreement, immediately prior to the
effectiveness of the merger, the Frontier board (which will become the board of directors of the combined company after the merger) will consist of
12 directors, three of whom will be initially designated by Verizon and the remainder of whom will be initially designated by Frontier.

All directors are elected at each annual meeting of stockholders to serve until the next annual meeting. Frontier’s restated certificate of
incorporation provides that directors need not be elected by ballot, unless voting by ballot is requested by the holders of 10% or more of the shares
of stock represented at the meeting of stockholders at which the directors are to be elected. The Frontier by-laws do not provide for cumulative
voting in the election of directors. The Frontier by-laws provide that vacancies on the Frontier board may be filled by appointment made by a
majority vote of the directors then in office, except for vacancies resulting from the removal of directors by stockholders.

Nominations of persons for election to the Frontier board may be made at a regular or special meeting of stockholders by or at the direction
of the board of directors or its Nominating and Corporate Governance Committee or by any stockholder entitled to vote in such meeting who
provides timely notice to Frontier’s secretary.

Directors will be elected at a stockholders’ meeting by a majority of the votes of the shares present in person or represented by proxy at the
meeting and entitled to vote.

Any directors may be removed, with or without cause, by the holders of a majority of shares then entitled to vote at an election of directors,
subject to certain limitations.
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The Frontier board may hold regular meetings without notice according to a resolution of the board. Special meetings may be held at any
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time upon the call of two directors, the chairman of the board or the chief executive officer. A majority of the total number of directors will
constitute a quorum, and directors present at any meeting at which a quorum is present may act by majority vote.

Stockholders

Frontier’s by-laws provide that an annual meeting of stockholders for the purpose of electing directors and of transacting any other business
as may properly come before it will be held each year. A stockholder may bring business before an annual meeting of stockholders by giving
timely notice in writing to Frontier’s secretary in accordance with the provisions of Frontier’s by-laws.

Under the DGCL, a special meeting of the stockholders may be called by the board of directors of the corporation or by any other person
authorized to do so in the certificate of incorporation or by-laws. Under the Frontier by-laws, a special meeting of the stockholders may be called
by the chairman of the board of directors or the chief executive officer and must be called on the request in writing or by vote of a majority of the
Frontier board or on request in writing of stockholders of record owning 50% of the capital stock outstanding and entitled to vote.

The DGCL provides that written notice of the time, place and purpose or purposes of every meeting of stockholders must be given not less
than 10 days and not more than 60 days before the date of the meeting to each stockholder of record entitled to vote at the meeting. Frontier’s by-
laws provide that the holders of a majority of the stock outstanding and entitled to vote shall constitute a quorum.

Amendment of the Restated Certificate of Incorporation

Under the DGCL, a proposed amendment to a corporation’s certificate of incorporation requires approval by its board of directors and
adoption by an affirmative vote of a majority of the outstanding stock entitled to vote on the amendment. Frontier’s restated certificate of
incorporation provides that it may be amended in any manner prescribed by law.

Amendment of the By-laws

Under Frontier’s restated certificate of incorporation, the board of directors is expressly authorized to amend, alter, change or repeal
Frontier’s by-laws. The stockholders also have the ability to change or repeal the by-laws by a majority vote of the stockholders present and
represented at any annual meeting or at any special meeting called for such purpose.

Listing

After the merger, shares of Frontier will continue to trade on the NYSE under the symbol “FTR.”

Transfer Agent and Registrar

The transfer agent and registrar for Frontier common stock is the Illinois Stock Transfer Company.
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DESCRIPTION OF SPINCO CAPITAL STOCK

Overview

The following summary describes the material terms of Spinco’s capital stock and provisions of the certificate of incorporation and the by-
laws of Spinco, in each case as currently in effect, but it does not purport to describe all of the terms thereof.

Common Stock

General Provisions Relating to Spinco’s Common Stock

Authorized Shares. The Spinco certificate of incorporation authorizes 100 shares, without par value, all of which are currently outstanding
and all of which are held by Verizon. Prior to the spin-off and the merger, Spinco will amend its certificate of incorporation to increase the number
of authorized shares of its common stock, and will issue additional shares to Verizon in connection with the distribution.

Voting Rights. Each holder of Spinco’s common stock is entitled to one vote per share on all matters to be voted on by stockholders.
Accordingly, holders of a majority of the shares of common stock entitled to vote in any election of directors may elect all of the directors standing
for election.

Dividends. The holders of Spinco’s common stock are entitled to receive any dividends and other distributions that may be declared by
Spinco’s board of directors, subject to funds being legally available for that purpose. Dividends are not guaranteed, and Spinco’s board of directors
may decide, in its absolute discretion, not to pay dividends. Dividends on Spinco’s common stock are not cumulative. All decisions regarding the
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declaration and payment of dividends will be at the discretion of Spinco’s board of directors. Spinco does not currently intend to pay dividends on
its common stock, apart from any dividends which may be paid in connection with the spin-off.

Liquidation Rights. In the event of Spinco’s liquidation, dissolution or winding up, holders of Spinco common stock will be entitled to
receive proportionately any assets remaining after the payment of Spinco’s liabilities.

Preemptive Rights. Holders of Spinco’s common stock have no preemptive, subscription, redemption or conversion rights in respect of
Spinco’s common stock.

Limitation of Liability of Directors; Indemnification of Directors

Spinco’s certificate of incorporation provides that no director will be personally liable to Spinco or its stockholders for monetary damages for
breach of fiduciary duty as a director, except to the extent that this limitation on or exemption from liability is not permitted by the DGCL and any
amendments to that law.

The principal effect of the limitation on liability provision is that a stockholder will be unable to prosecute an action for monetary damages
against a director unless the stockholder can demonstrate a basis for liability for which indemnification is not available under the DGCL. This
provision, however, does not eliminate or limit director liability arising in connection with causes of action brought under the federal securities
laws. The Spinco certificate of incorporation does not eliminate its directors’ duty of care. The inclusion of this provision in the Spinco certificate
of incorporation may, however, discourage or deter stockholders or management from bringing a lawsuit against Spinco directors for a breach of
their fiduciary duties, even though such an action, if successful, might otherwise have benefited Spinco and its stockholders. This provision should
not affect the availability of equitable remedies such as injunction or rescission based upon a director’s breach of the duty of care.

The by-laws of Spinco provide that Spinco is required to indemnify and advance expenses to its authorized representatives (which term
includes Spinco’s directors) to the fullest extent permitted by law, where it is determined by Spinco that indemnification of the authorized
representative is appropriate in the circumstances
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because the person seeking indemnification has either met the applicable standard of conduct set forth in Spinco’s by-laws or has been successful
on the merits or otherwise as set forth in Spinco’s by-laws. The determination that indemnification is appropriate will be made:
 

 
•  by Spinco’s board of directors, acting by majority vote of a quorum consisting of directors who were not parties to the action in which

indemnification is sought; or
 

 
•  if a quorum of directors who were not parties to the action in which indemnification is sought is not obtainable (or, even if obtainable, if

a majority of that quorum so directs), by independent legal counsel in a written opinion; or
 

 •  by the stockholders of Spinco.

Amendment of By-Laws

To the extent permissible under the DGCL and the certificate of incorporation of Spinco, Spinco’s by-laws may be amended, repealed or
replaced by its board of directors at any meeting by majority vote of the directors in office or by majority vote of the stockholders entitled to vote
at an annual or special meeting.
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COMPARISON OF THE RIGHTS OF STOCKHOLDERS BEFORE AND AFTER THE TRANSACTIONS

Each of Frontier, Verizon and Spinco is a Delaware corporation and is subject to the DGCL. Frontier believes that a point-by-point
comparison of the rights of its stockholders to the rights of Verizon stockholders is not material, as the rights of Frontier stockholders are generally
similar to those of Verizon stockholders. However, Frontier currently has a stockholder rights plan in place, while Verizon does not. The Frontier
stockholder rights plan might impede the completion of a merger, tender offer or other takeover attempt of Frontier. Following the merger, Verizon
stockholders will continue to hold shares of Verizon common stock, subject to the same rights as prior to the spin-off and merger, except that their
shares of Verizon common stock will represent an interest in Verizon that no longer reflects the ownership and operation of the Spinco business. In
addition, Verizon stockholders will also hold shares of common stock of the combined company following the merger. See “Description of Capital
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Stock of Frontier and the Combined Company” for information regarding the rights of stockholders of Frontier and the combined company.
Verizon stockholders will hold Spinco common stock through a third-party distribution agent only momentarily, immediately following the spin-
off and prior to the merger.
 

212

Table of Contents

CERTAIN ANTI-TAKEOVER EFFECTS OF VARIOUS PROVISIONS OF DELAWARE LAW AND FRONTIER’S RESTATED
CERTIFICATE OF INCORPORATION, BY-LAWS AND RIGHTS PLAN

Provisions of the DGCL and Frontier’s restated certificate of incorporation, by-laws and rights plan contain provisions that may have anti-
takeover effects and could delay, defer or prevent a tender offer or takeover attempt that a stockholder might consider in its best interest, including
those attempts that might result in a premium over the market price for the shares held by stockholders.

Delaware Anti-Takeover Statute

Frontier is subject to Section 203 of the DGCL. Subject to specific exceptions, Section 203 prohibits a publicly held Delaware corporation
from engaging in a “business combination” with an “interested stockholder” for a period of three years after the time the person became an
interested stockholder, unless:
 

 
•  the business combination, or the transaction in which the stockholder became an interested stockholder, is approved by the Frontier

board prior to the time the interested stockholder attained that status;
 

 

•  upon consummation of the transaction that resulted in the stockholder becoming an interested stockholder, the interested stockholder
owned at least 85% of the voting stock of the corporation outstanding at the time the transaction commenced, excluding those shares
owned by persons who are directors and also officers and by employee stock plans in which employee participants do not have the right
to determine confidentially whether shares held subject to the plan will be tendered in a tender or exchange offer; or

 

 

•  at or after the time a person became an interested stockholder, the business combination is approved by the Frontier board and
authorized at an annual or special meeting of stockholders by the affirmative vote of at least two-thirds of the outstanding voting stock
that is not owned by the interested stockholder.

“Business combinations” include mergers, asset sales and other transactions resulting in a financial benefit to the interested stockholder.
Subject to various exceptions, in general an “interested stockholder” is a person who, together with his or her affiliates and associates, owns, or
within three years did own, 15% or more of the shares of the corporation’s outstanding voting stock. These restrictions could prohibit or delay the
accomplishment of mergers or other takeover or change in control attempts with respect to Frontier and, therefore, may discourage attempts to
acquire Frontier.

In addition, provisions of Frontier’s restated certificate of incorporation and by-laws, which are summarized in the following paragraphs, may
have an anti-takeover effect.

Quorum Requirements; Removal of Directors

Frontier’s by-laws provide that the holders of a majority of the stock outstanding and entitled to vote shall constitute a quorum.

Neither Frontier’s restated certificate of incorporation nor its by-laws contain any express provisions with respect to the removal of directors;
however, the DGCL provides that directors may be removed, with or without cause, by the holders of a majority of shares then entitled to vote at
an election of directors, subject to certain limitations.

No Cumulative Voting

The DGCL provides that stockholders’ votes may not be cumulative with respect to the election of directors unless a corporation’s certificate
of incorporation expressly provides otherwise. Frontier’s restated certificate of incorporation does not expressly address cumulative voting.
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Calling of Special Meeting of Stockholders

Frontier’s by-laws provide that special meetings of Frontier stockholders may be called by the chairman of the board of directors or the chief
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executive officer and must be called on the request in writing or by vote of a majority of the Frontier board or on request in writing of stockholders
of record owning 50% of the capital stock outstanding and entitled to vote.

Advance Notice Requirements for Stockholder Proposals and Director Nominations

The DGCL provides that written notice of the time, place and purpose or purposes of every meeting of stockholders must be given not less
than 10 days and not more than 60 days before the date of the meeting to each stockholder of record entitled to vote at the meeting. The Frontier
by-laws further provide that the only matters that may be considered and acted upon at an annual meeting of stockholders are those matters brought
before the meeting:
 

 •  through the notice of meeting;
 

 •  by the Frontier board; or
 

 •  by a stockholder of record entitled to vote at such meeting.

Frontier’s by-laws require a stockholder who intends to bring matters before or to nominate candidates for election as directors at an annual
meeting to provide advance notice of such intended action not less than 90 days or more than 120 days prior to the date of the proxy statement
relating to the prior year’s annual meeting of stockholders. Frontier’s by-laws also specify requirements as to the form and content of a
stockholder’s notice. The notice must contain, among other things, a brief description of the business desired to be brought before the meeting and
must identify any personal or other material interest of the stockholder in such proposed business. The person presiding at the meeting will have
the discretion to determine whether any item of business proposed by a stockholder was properly brought before such meeting. These provisions
may impede stockholders’ ability to bring matters before an annual meeting of stockholders or make nominations for directors at an annual
meeting of stockholders. Stockholder nominations for the election of directors at a special meeting must be received by Frontier’s corporate
secretary by the later of 10 days following the day on which notice of the date of the special meeting was mailed or public disclosure of the date of
the special meeting was made or 90 days prior to the date that meeting is proposed to be held and not more than 120 days prior to such meeting.

Limitations on Liability and Indemnification of Officers and Directors

Under the DGCL, a corporation may indemnify any director, officer, employee or agent of the corporation against liabilities and expenses
actually and reasonably incurred by such person in connection with any proceeding involving such person by reason of the fact that the person is or
was a director, officer, employee or agent of the corporation, provided that such person acted in good faith and in a manner the person reasonably
believed to be in or not opposed to the best interests of the corporation, and, with respect to any criminal proceeding, such person had no
reasonable cause to believe his conduct was unlawful.

Frontier’s restated certificate of incorporation provides that a director will not be personally liable to Frontier or to its stockholders for
monetary damages for a breach of fiduciary duty as a director, except for liability:
 

 •  for any breach of the directors’ duty of loyalty to Frontier or its stockholders;
 

 •  for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law;
 

 •  for acts relating to the unlawful payment of a dividend or an unlawful stock purchase or redemption; or
 

 •  for any transaction from which the director derived an improper personal benefit.
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The Frontier by-laws provide that, to the fullest extent permitted under the DGCL, Frontier will indemnify any person who was or is involved
or was or is threatened to be made involved in any threatened, pending or completed investigation, claim, action suit or proceeding, whether civil,
criminal, administrative or investigative, by reason of the fact that he or she is or was a director or officer of Frontier or is or was serving at the
request of Frontier as a director or officer of another corporation, partnership, joint venture, trust or other enterprise, against all expenses, liability
and loss actually and reasonably incurred by him or her in connection with such proceeding. The Frontier by-laws provide further that the right to
indemnification includes the right to receive payment of all reasonable expenses incurred by the indemnified person in connection with such
proceeding in advance of the final disposition of the proceeding.

The limitation of liability and indemnification provisions in Frontier’s by-laws may discourage stockholders from bringing a lawsuit against
directors for breach of their fiduciary duty. These provisions may also have the effect of reducing the likelihood of derivative litigation against
directors and officers, even though such an action, if successful, might otherwise benefit Frontier and its stockholders. In addition, a stockholder’s
investment may be adversely affected to the extent that, in a class action or direct suit, Frontier pays the costs of settlement and damage awards
against directors and officers pursuant to these indemnification provisions.
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Authorized but Unissued Shares

Frontier’s authorized but unissued shares of common stock and preferred stock are available for future issuance without the approval of
Frontier stockholders. Frontier may use additional shares for a variety of corporate purposes, including future public offerings to raise additional
capital, corporate acquisitions and employee benefit plans. The existence of authorized but unissued shares of common stock and preferred stock
could render more difficult or discourage an attempt to obtain control of Frontier by means of a proxy contest, tender offer, merger or otherwise.

No Supermajority Provisions

The DGCL provides generally that the affirmative vote of a majority in voting power of the outstanding shares entitled to vote is required to
amend a corporation’s certificate of incorporation, unless the certificate of incorporation requires a greater percentage. Frontier’s restated certificate
of incorporation does not require a greater percentage of shares to amend any provision of the restated certificate of incorporation and provides that
it may be amended in any manner prescribed by law.

Frontier’s restated certificate of incorporation grants its board of directors the authority to amend and repeal Frontier’s by-laws without a
stockholder vote. However, such authority of the Frontier board is subject to the power of the stockholders to change or repeal any by-laws by a
majority vote of the stockholders present and represented at any annual meeting or at any special meeting called for such purpose.

Stockholder Rights Plan

The Frontier board adopted a stockholder rights plan on March 6, 2002. To implement the stockholder rights plan, on the same date, Frontier
declared a dividend of one preferred stock purchase right, referred to as a right, for each outstanding share of Frontier common stock to
stockholders of record at the close of business on March 6, 2002. Each share issued after that date is also issued with a right. Each right entitles the
registered holder to purchase from Frontier a unit consisting of one one-thousandth of a share of Series A Participating Preferred Stock at a
purchase price of $47 per unit, subject to adjustment.

The rights are not exercisable until the earlier of:
 

 
•  ten business days following a public announcement that a person or group, subject to certain exceptions, has acquired 15% or more of

the outstanding shares of Frontier common stock (thereby becoming an “acquiring person” under the stockholder rights plan);
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•  ten business days following the commencement of a tender offer or exchange offer that would result in a person or group becoming an

acquiring person; or
 

 •  a merger or other business combination transaction involving Frontier.

The rights expire at 5:00 p.m. (New York City time) on March 6, 2012, unless earlier redeemed, exchanged, extended or terminated by
Frontier.

The stockholder rights plan might impede the completion of a merger, tender offer or other takeover attempt of Frontier. On May 12, 2009,
Frontier amended its stockholder rights plan so that the transactions proposed in this proxy statement/prospectus will not trigger rights under the
plan.
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

Code of Business Conduct and Ethics

Frontier has a Code of Business Conduct and Ethics, referred to as the Code of Conduct, to which all employees, executive officers and
directors, which for purposes of the Code of Conduct are collectively referred to as employees, are required to adhere in addressing the legal and
ethical issues encountered in conducting their work. The Code of Conduct requires that all employees avoid conflicts of interest, comply with all
laws and other legal requirements, conduct business in an honest and ethical manner, and otherwise act with integrity. Employees are required to
report any conduct that they believe, in good faith, is an actual or apparent violation of the Code of Conduct and may do so anonymously by using
Frontier’s Ethics Hotline. The Code of Conduct includes specific provisions applicable to Frontier’s principal executive officer and senior financial
officers. These officers are required to certify as to any actual or potential conflicts of interest involving them and Frontier. Frontier posts
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amendments to or waivers from the provisions applicable to its senior executives on its website. A copy of the Code of Conduct is available upon
request to Frontier’s Secretary or may be viewed or downloaded from Frontier’s website at www.frontier.com.

Frontier expects the code of business conduct and ethics to apply to the combined company after the merger.

Related Person Transactions Policy

The Frontier board adopted a policy addressing Frontier’s procedures with respect to the review, approval and ratification of “related person
transactions” that are required to be disclosed pursuant to SEC regulations. The policy provides that any transaction, arrangement or relationship,
or series of similar transactions, in which Frontier is involved, with a “related person” (as defined in the SEC regulations) who has or will have a
direct or indirect material interest and which exceeds $120,000 in the aggregate, shall be subject to review, approval or ratification by the
Nominating and Corporate Governance Committee. In its review of related person transactions, the Nominating and Corporate Governance
Committee shall review the material facts and circumstances of the transaction and shall take into account certain factors, where appropriate, based
on the particular facts and circumstances, including (i) the nature of the “related person’s” interest in the transaction, (ii) the significance of the
transaction to Frontier and to the “related person” and (iii) whether the transaction is likely to impair the judgment of the “related person” to act in
the best interest of Frontier.

No member of the Nominating and Corporate Governance Committee may participate in the review, approval or ratification of a transaction
with respect to which he or she is a “related person” provided that such person can be counted for purposes of a quorum and shall provide such
information with respect to the transaction as may be reasonably requested by other members of the committee or the board.

Frontier expects this related person transactions policy to apply to the combined company after the merger.

Material Transactions between Frontier and Verizon

Frontier provides switched access and special access services to Verizon. Frontier receives per-minute terminating switched access
compensation from Verizon when Frontier’s switched network is used for the origination or termination of Verizon’s traffic. Frontier also receives
special access compensation from Verizon on a per-unit basis, the amount of the per-unit price depending on the amount of bandwidth utilized.
Frontier received approximately $187 million from Verizon for these services in 2008.

Verizon provides Frontier (a) long distance services to support both residential and business customers of Frontier, (b) unbundled network
element loops to support Frontier customers, (c) unbundled network element and expanded extended loop T1s to support Frontier’s customers,
(d) circuits to support Frontier internal requirements (including Internet backhaul and Interoffice connections) and (e) space in Verizon central
offices to support interconnection with Verizon. Frontier paid Verizon approximately $94 million for these services in 2008.
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A Frontier subsidiary holds a 33.33% general partnership interest in, and is the managing partner of, Mohave Cellular Limited Partnership,
referred to as Mohave Cellular, which provides cellular phone service in Mohave County, Arizona. A Verizon subsidiary holds a 33.33% limited
partnership interest in Mohave Cellular. The remaining 33.33% limited partnership interest in Mohave Cellular is held by an unrelated third party.
Mohave Cellular declared a $5.25 million ($1.75 million per partner) distribution in May 2008 and paid this amount to its partners. Mohave
Cellular may declare similar distributions from time to time, as permitted by the terms of its partnership agreement.

LEGAL MATTERS

The validity of the issuance of common stock by Frontier pursuant to the merger agreement will be passed upon for Frontier by Cravath,
Swaine & Moore LLP. Cravath, Swaine & Moore LLP will provide to Frontier a legal opinion regarding certain federal income tax matters
relating to the merger. Debevoise & Plimpton LLP will provide to Verizon and Spinco a legal opinion regarding certain federal income tax matters
relating to the spin-off and the merger.

EXPERTS

The consolidated financial statements of Frontier and subsidiaries as of December 31, 2008 and 2007 and for each of the years in the three-
year period ended December 31, 2008, and management’s assessment of the effectiveness of internal control over financial reporting as of
December 31, 2008, are included in this proxy statement/prospectus in reliance upon the reports of KPMG LLP, independent registered public
accounting firm, appearing elsewhere in this proxy statement/prospectus, and upon the authority of said firm as experts in accounting and auditing.
The audit report covering these consolidated financial statements contains an explanatory paragraph regarding the change in the method of
accounting for uncertain tax positions in 2007, effects of prior year misstatements and share-based payments and pension and postretirement
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benefits in 2006, and the retrospective revision of the presentation of noncontrolling interests and the impact of the treatment of participating
securities for all periods presented.

The combined financial statements of Verizon’s Separate Telephone Operations at December 31, 2008 and 2007, and for each of the three
years in the period ended December 31, 2008, included in this proxy statement/prospectus have been audited by Ernst & Young LLP, independent
registered public accounting firm, as set forth in their report appearing elsewhere herein, and are included in reliance upon such report given on the
authority of such firm as experts in accounting and auditing.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS AS OF JUNE 30, 2009 (UNAUDITED)
AND DECEMBER 31, 2008

($ in thousands)
 

   
(Unaudited)

June 30, 2009  December 31, 2008 

ASSETS    

Current assets:    

Cash and cash equivalents   $ 454,102   $ 163,627  
Accounts receivable, less allowances of $26,456 and $40,125, respectively    216,611    222,247  
Prepaid expenses and other current assets    88,308    82,085  

    
 

   
 

Total current assets    759,021    467,959  
Property, plant and equipment, net    3,165,917    3,239,973  
Goodwill, net    2,642,323    2,642,323  
Other intangibles, net    275,632    359,674  
Other assets    175,291    178,747  

    
 

   
 

Total assets   $7,018,184   $ 6,888,676  
    

 

   

 

LIABILITIES AND SHAREHOLDERS’ EQUITY    

Current liabilities:    

Long-term debt due within one year   $ 7,266   $ 3,857  
Accounts payable and other current liabilities    351,460    378,918  

    
 

   
 

Total current liabilities    358,726    382,775  
Deferred income taxes    684,881    670,489  
Other liabilities    581,427    584,121  
Long-term debt    4,944,989    4,721,685  

Equity:    

Shareholders’ equity of Frontier:    

Common stock, $0.25 par value (600,000,000 authorized shares; 312,363,000 and 311,314,000
outstanding, respectively, and
349,456,000 issued at June 30, 2009 and December 31, 2008)    87,364    87,364  

Additional paid-in capital    1,028,663    1,117,936  
Retained earnings    24,285    38,163  
Accumulated other comprehensive loss, net of tax    (229,103)   (237,152) 
Treasury stock    (473,153)   (487,266) 

    
 

   
 

Total shareholders’ equity of Frontier    438,056    519,045  
Noncontrolling interest in a partnership    10,105    10,561  

    
 

   
 

Total equity    448,161    529,606  
    

 
   

 

Total liabilities and equity   $7,018,184   $ 6,888,676  
    

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands, except for per-share amounts)
 
   2009   2008

Revenue   $ 532,142  $ 562,550
        

Operating expenses:     

Network access expenses    59,203   53,998
Other operating expenses    192,754   202,333
Depreciation and amortization    132,818   144,250
Acquisition related costs    10,751   —  

        

Total operating expenses    395,526   400,581
        

Operating income    136,616   161,969
Investment and other income, net    4,618   6,841
Interest expense    98,670   90,710

        

Income before income taxes    42,564   78,100
Income tax expense    14,254   21,874

        

Net income    28,310   56,226
Less: Income attributable to the noncontrolling interest in a partnership    392   448

        

Net income attributable to common shareholders of Frontier   $ 27,918  $ 55,778
        

Basic and diluted income per common share attributable to common shareholders of Frontier   $ 0.09  $ 0.17
        

The accompanying Notes are an integral part of these Consolidated Financial Statements.
 

F-3

Table of Contents

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands, except for per-share amounts)
 
   2009   2008

Revenue   $ 1,070,098  $ 1,131,755
        

Operating expenses:     

Network access expenses    119,887   114,547
Other operating expenses    392,958   405,597
Depreciation and amortization    270,376   285,330
Acquisition related costs    10,751   —  

        

Total operating expenses    793,972   805,474
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Operating income    276,126   326,281
Investment and other income, net    12,865   5,934
Interest expense    187,419   181,570

        

Income before income taxes    101,572   150,645
Income tax expense    36,307   48,502

        

Net income    65,265   102,143
Less: Income attributable to the noncontrolling interest in a partnership    1,044   776

        

Net income attributable to common shareholders of Frontier   $ 64,221  $ 101,367
        

Basic and diluted income per common share attributable to common shareholders of Frontier   $ 0.20  $ 0.31
        

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EQUITY
FOR THE SIX MONTHS ENDED JUNE 30, 2008,

DECEMBER 31, 2008 AND JUNE 30, 2009 (UNAUDITED)

($ and shares in thousands, except for per-share amounts)
 
  Frontier Shareholders        
      

Additional
Paid-In
Capital  

 

Retained
Earnings 

 Accumulated
Other

Comprehensive
Loss  

 
Treasury Stock  

 

Noncontrolling
Interest  

 

Total
Equity  

  Common Stock       

  Shares  Amount     Shares   Amount    
Balance January 1, 2008  349,456 $ 87,364 $1,280,508   $ 14,001   $ (77,995)  (21,707)  $(305,979)  $ 12,447   $1,010,346  

Stock plans  —    —    (9,883)   —      —     1,047    14,912    —      5,029  
Acquisition of Commonwealth  —    —    —      —      —     1    23    —      23  
Conversion of EPPICS  —    —    (13)   —      —     7    93    —      80  
Dividends on common stock of $0.50 per

share  —    —    (82,103)   (80,221)   —     —      —      —      (162,324) 
Shares repurchased  —    —    —      —      —     (10,383)   (112,659)   —      (112,659) 
Net income  —    —    —      101,367    —     —      —      776    102,143  
Other comprehensive income, net of tax and

reclassification adjustments  —    —    —      —      834   —      —      —      834  
Distributions  —    —    —      —      —     —      —      (3,500)   (3,500) 

        
 

   
 

   
 

  
 

   
 

   
 

   
 

Balance June 30, 2008  349,456  87,364  1,188,509    35,147    (77,161)  (31,035)   (403,610)   9,723    839,972  
Stock plans  —    —    8,124    —      —     49    632    —      8,756  
Acquisition of Commonwealth  —    —    1    —      —     2    15    —      16  
Conversion of EPPICS  —    —    (61)   —      —     44    571    —      510  
Conversion of Commonwealth Notes  —    —    (801)   —      —     193    2,467    —      1,666  
Dividends on common stock of $0.50 per

share  —    —    (77,836)   (78,277)   —     —      —      —      (156,113) 
Shares repurchased  —    —    —      —      —     (7,395)   (87,341)   —      (87,341) 
Net income  —    —    —      81,293    —     —      —      838    82,131  
Other comprehensive loss,  net of tax and

reclassification adjustments  —    —    —      —      (159,991)  —      —      —      (159,991) 
        

 
   

 
   

 
  

 
   

 
   

 
   

 

Balance December 31, 2008  349,456  87,364  1,117,936    38,163    (237,152)  (38,142)   (487,266)   10,561    529,606  
Stock plans  —    —    (11,188)   —      —     1,049    14,113    —      2,925  
Dividends on common stock of $0.50 per
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share  —    —    (78,085)   (78,099)   —     —      —      —      (156,184) 
Net income  —    —    —      64,221    —     —      —      1,044    65,265  
Other comprehensive income, net of tax and

reclassification adjustments  —    —    —      —      8,049   —      —      —      8,049  
Distributions  —    —    —      —      —     —      —      (1,500)   (1,500) 

        
 

   
 

   
 

  
 

   
 

   
 

   
 

Balance June 30, 2009  349,456 $ 87,364 $1,028,663   $ 24,285   $ (229,103)  (37,093)  $(473,153)  $ 10,105   $ 448,161  
        

 

   

 

   

 

  

 

   

 

   

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands)
 

   
For the three months ended

June 30,   
For the six months ended

June 30,
          2009                2008               2009              2008      

Net income   $ 28,310  $ 56,226  $ 65,265  $ 102,143
Other comprehensive income, net of tax and reclassification adjustments    4,018   417   8,049   834

                

Comprehensive income    32,328   56,643   73,314   102,977
Less: Comprehensive income attributable to the noncontrolling interest in a

partnership    392   448   1,044   776
                

Comprehensive income attributable to the common shareholders of Frontier   $ 31,936  $ 56,195  $ 72,270  $ 102,201
                

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (UNAUDITED)

($ in thousands)
 
   2009   2008  

Cash flows provided by (used in) operating activities:    

Net income   $ 65,265   $ 102,143  
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization expense    270,376    285,330  
Stock based compensation expense    4,561    6,164  
Pension expense    16,454    (1,060) 
(Gain)/loss on extinguishment of debt    (3,664)   6,290  
Other non-cash adjustments    (1,702)   (8,079) 
Deferred income taxes    8,319    (8,996) 
Change in accounts receivable    10,231    8,039  
Change in accounts payable and other liabilities    (21,287)   (57,537) 
Change in prepaid expenses and other current assets    (18,223)   6,561  

    
 

   
 

Net cash provided by operating activities    330,330    338,855  
Cash flows provided from (used by) investing activities:    

Capital expenditures    (110,364)   (123,723) 
Other assets (purchased) distributions received, net    628    (1,277) 

    
 

   
 

Net cash used by investing activities    (109,736)   (125,000) 
Cash flows provided from (used by) financing activities:    

Long-term debt borrowings    538,830    135,000  
Long-term debt payments    (309,954)   (130,281) 
Settlement of interest rate swaps    —      15,521  
Financing costs paid    (911)   (857) 
Premium paid to retire debt    —      (6,290) 
Issuance of common stock    680    955  
Common stock repurchased    —      (112,659) 
Dividends paid    (156,184)   (162,324) 
Repayment of customer advances for construction and distributions to noncontrolling interests    (2,580)   (512) 

    
 

   
 

Net cash provided from (used by) financing activities    69,881    (261,447) 
Increase (decrease) in cash and cash equivalents    290,475    (47,592) 
Cash and cash equivalents at January 1,    163,627    226,466  

    
 

   
 

Cash and cash equivalents at June 30,   $ 454,102   $ 178,874  
    

 

   

 

Cash paid during the period for:    

Interest   $ 181,066   $ 184,552  
Income taxes   $ 40,458   $ 49,585  

Non-cash investing and financing activities:    

Change in fair value of interest rate swaps   $ —     $ 7,909  
Conversion of EPPICS   $ —     $ 80  

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
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(1) Summary of Significant Accounting Policies:
 

 (a) Basis of Presentation and Use of Estimates:

Frontier Communications Corporation (formerly Citizens Communications Company through July 30, 2008) and its subsidiaries are referred
to as “we,” “us,” “our,” or the “Company” in this report. Our unaudited consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (U.S. GAAP) and should be read in conjunction with the consolidated
financial statements and notes included in our Annual Report on Form 10-K for the year ended December 31, 2008. Certain reclassifications of
balances previously reported have been made to conform to the current presentation. All significant intercompany balances and transactions have
been eliminated in consolidation. These unaudited consolidated financial statements include all adjustments (consisting of normal recurring
accruals) considered necessary to present fairly the results for the interim periods shown.

The preparation of our financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the financial statements, the disclosure of contingent assets and liabilities, and the
reported amounts of revenue and expenses during the reporting period. Actual results may differ from those estimates. Estimates and judgments are
used when accounting for allowance for doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and amortization,
income taxes, purchase price allocations, contingencies, and pension and other postretirement benefits, among others. Certain information and
footnote disclosures have been excluded and/or condensed pursuant to Securities and Exchange Commission rules and regulations. The results of
the interim periods are not necessarily indicative of the results for the full year.

 
 (b) Revenue Recognition:

Revenue is recognized when services are provided or when products are delivered to customers. Revenue that is billed in advance includes:
monthly recurring network access services, special access services and monthly recurring local line charges. The unearned portion of this revenue
is initially deferred as a component of other liabilities on our consolidated balance sheet and recognized in revenue over the period that the services
are provided. Revenue that is billed in arrears includes: non-recurring network access services, switched access services, non-recurring local
services and long-distance services. The earned but unbilled portion of this revenue is recognized in revenue in our consolidated statements of
operations and accrued in accounts receivable in the period that the services are provided. Excise taxes are recognized as a liability when billed.
Installation fees and their related direct and incremental costs are initially deferred and recognized as revenue and expense over the average term of
a customer relationship. We recognize as current period expense the portion of installation costs that exceeds installation fee revenue.

The Company collects various taxes from its customers and subsequently remits such funds to governmental authorities. Substantially all of
these taxes are recorded through the consolidated balance sheet and presented on a net basis in our consolidated statements of operations. We also
collect Universal Service Fund (USF) surcharges from customers (primarily federal USF) which we have recorded on a gross basis in our
consolidated statements of operations and included in revenue and other operating expenses of $8.7 million and $9.9 million for the three months
ended June 30, 2009 and 2008, respectively, and $16.2 million and $18.5 million for the six months ended June 30, 2009 and 2008, respectively.

 
 (c) Goodwill and Other Intangibles:

Intangibles represent the excess of purchase price over the fair value of identifiable tangible net assets acquired. We undertake studies to
determine the fair values of assets and liabilities acquired and allocate purchase prices to assets and liabilities, including property, plant and
equipment, goodwill and other identifiable
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intangibles. We annually (during the fourth quarter) examine the carrying value of our goodwill and trade name to determine whether there are any
impairment losses. We test for impairment at the “operating segment” level, as that term is defined in Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets” (Accounting Standards Codification) (ASC Topic 350). The Company revised its
management and operating structure during the first quarter of 2009 and now has three “operating segments.” Our “operating segments” are
aggregated into one reportable segment.

SFAS No. 142 (ASC Topic 350) requires that intangible assets with estimated useful lives be amortized over those lives and be reviewed for
impairment in accordance with SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets” (ASC Topic 360) to determine
whether any changes to these lives are required. We periodically reassess the useful lives of our intangible assets to determine whether any changes
are required.

 
(2) Recent Accounting Literature and Changes in Accounting Principles:

Fair Value Measurements
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In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” (ASC Topic 820) which defines fair value, establishes a
framework for measuring fair value, and expands disclosures about fair value measurements. In February 2008, the FASB amended SFAS No. 157
(ASC Topic 820) to defer the application of this standard to nonfinancial assets and liabilities until 2009. The provisions of SFAS No. 157 (ASC
Topic 820) related to financial assets and liabilities were effective as of the beginning of our 2008 fiscal year. Our partial adoption of SFAS
No. 157 (ASC Topic 820) in the first quarter of 2008 had no impact on our financial position, results of operations or cash flows. The adoption of
SFAS No. 157 (ASC Topic 820), as amended, in the first quarter of 2009 with respect to its effect on nonfinancial assets and liabilities had no
impact on our financial position, results of operations or cash flows.

Business Combinations

In December 2007, the FASB revised SFAS No. 141, “Business Combinations” (ASC Topic 805). The revised statement, SFAS No. 141R
(ASC Topic 805), as amended by FSP SFAS No. 141(R)-1 (ASC Topic 805), requires an acquiring entity to recognize all of the assets acquired
and liabilities assumed in a transaction at the acquisition date at fair value, to recognize and measure preacquisition contingencies, including
contingent consideration, at fair value (if possible), to remeasure liabilities related to contingent consideration at fair value in each subsequent
reporting period and to expense all acquisition related costs. The effective date of SFAS No. 141R (ASC Topic 805) was for business
combinations for which the acquisition date was on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. We will account for our pending acquisition of approximately 4.8 million access lines from Verizon Communications Inc. (Verizon) using
the guidance included in SFAS No. 141R (ASC Topic 805). During the three and six months ended June 30, 2009, we incurred approximately
$10.8 million of acquisition related costs in connection with our pending acquisition from Verizon. In accordance with SFAS No. 141R (ASC
Topic 805), such costs are required to be expensed as incurred and are reflected in “Acquisition related costs” in our consolidated statements of
operations.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements” (ASC Topic 810).
SFAS No. 160 (ASC Topic 810) establishes requirements for ownership interest in subsidiaries held by parties other than the Company (sometimes
called “minority interest”) be clearly identified, presented and disclosed in the consolidated statement of financial position within shareholder
equity, but separate from the parent’s equity. All changes in the parent’s ownership interest are required to be accounted for consistently as equity
transactions and any noncontrolling equity investments in unconsolidated subsidiaries must be measured initially at fair value. SFAS No. 160
(ASC Topic 810) was effective, on a prospective basis, for fiscal years
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beginning after December 15, 2008. However, presentation and disclosure requirements must be retrospectively applied to comparative financial
statements. The adoption of SFAS No. 160 (ASC Topic 810) in the first quarter of 2009 did not have a material impact on our financial position,
results of operations or cash flows.

Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities

In June 2008, the FASB ratified FSP EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions
are Participating Securities” (ASC Topic 260). FSP EITF No. 03-6-1 (ASC Topic 260) addresses whether instruments granted in share-based
payment transactions are participating securities prior to vesting and, therefore, should be included in the earnings allocation in computing
earnings per share under the two-class method. FSP EITF No. 03-6-1 (ASC Topic 260) was effective, on a retrospective basis, for financial
statements issued for fiscal years beginning after December 15, 2008, and interim periods within those years. Our outstanding non-vested
restricted stock is a participating security in accordance with FSP EITF No. 03-6-1 (ASC Topic 260) and we have adjusted our previously reported
basic and diluted income per common share. The adoption of FSP EITF No. 03-6-1 (ASC Topic 260) in the first quarter of 2009 did not have a
material impact on our basic and diluted income per common share for the three and six months ended June 30, 2009 and 2008.

Employers’ Disclosures about Postretirement Benefit Plan Assets

In December 2008, the FASB issued FSP SFAS No. 132 (R)-1, “Employers’ Disclosures about Postretirement Benefit Plan Assets” (ASC
Topic 715). FSP SFAS No. 132 (R)-1 (ASC Topic 715) amends SFAS No. 132, “Employers’ Disclosures about Pensions and Other Postretirement
Benefits,” (ASC Topic 230) to provide guidance on an employers’ disclosures about plan assets of a defined benefit pension or other postretirement
plan. FSP SFAS No. 132 (R)-1 (ASC Topic 715) requires additional disclosures about investment policies and strategies, categories of plan assets,
fair value measurements of plan assets and significant concentrations of risk. The disclosures about plan assets required by FSP SFAS No. 132
(R)-1 (ASC Topic 715) are effective for fiscal years ending after December 15, 2009. We do not expect the adoption of FSP SFAS No. 132 (R)-1
(ASC Topic 715) to have a material impact on our financial position, results of operations or cash flows. We will adopt the disclosure requirements
of FSP SFAS No. 132 (R)-1 (ASC Topic 715) in the annual report for our fiscal year ending December 31, 2009.
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Subsequent Events

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events” (ASC Topic 855), which establishes general standards of accounting for
and disclosure of events that occur after the balance sheet date but before financial statements are issued or are available to be issued. In particular,
SFAS No. 165 (ASC Topic 855) sets forth the period after the balance sheet date during which management of a reporting entity should evaluate
events or transactions that may occur for potential recognition or disclosure in the financial statements, the circumstances under which an entity
should recognize events or transactions occurring after the balance sheet date in its financial statements, and the disclosures that an entity should
make about events or transactions that occurred after the balance sheet date. SFAS No. 165 (ASC Topic 855) is effective for interim or annual
reporting periods ending after June 15, 2009. The adoption of SFAS No. 165 (ASC Topic 855) in the second quarter of 2009 had no impact on our
financial position, results of operations or cash flows. For our financial statements as of and for the periods ended June 30, 2009, we evaluated
subsequent events through August 4, 2009, the date that we filed our Form 10-Q quarterly report for the period ended June 30, 2009 with the
Securities and Exchange Commission.

Accounting Standards Codification

In June 2009, the FASB issued SFAS No. 168, “The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principals” (ASC Topic 105). SFAS No. 168 (ASC Topic 105) replaces the guidance that previously-existed in SFAS No. 162, entitled
“The Hierarchy of Generally Accepted
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Accounting Principals” and designates the FASB Accounting Standards Codification as the sole source of authoritative accounting technical
literature for nongovernmental entities. All accounting guidance that is not included in the Codification now is considered to be non-authoritative.
SFAS No. 168 (ASC Topic 105) is effective for financial statements issued for interim and annual periods ending after September 15, 2009. We
will fully adopt SFAS No. 168 (ASC Topic 105) in the third quarter of 2009.

 
(3) Pending Acquisition:

On May 13, 2009, we entered into a definitive agreement with Verizon Communications Inc. under which Frontier will acquire
approximately 4.8 million access lines (as of December 31, 2008) from Verizon. The $8.6 billion transaction represents approximately $5.3 billion
of common stock plus the assumption of approximately $3.33 billion in debt. Completion of the transaction is subject to approval by Frontier’s
shareholders, the receipt of regulatory approvals, including approvals from the Federal Communications Commission (FCC) and certain state
public service commissions, as well as other customary closing conditions. Subject to these conditions, we anticipate closing this transaction during
the second quarter of 2010.

 
(4) Accounts Receivable:

The components of accounts receivable, net at June 30, 2009 and December 31, 2008 are as follows:
 

($ in thousands)   June 30, 2009  December 31, 2008 

End user   $ 224,987   $ 244,395  
Other    18,080    17,977  
Less: Allowance for doubtful accounts    (26,456)   (40,125) 

    
 

   
 

Accounts receivable, net   $ 216,611   $ 222,247  
    

 

   

 

We maintain an allowance for estimated bad debts based on our estimate of collectibility of our accounts receivable. Bad debt expense, which
is recorded as a reduction of revenue, was $7.6 million and $8.4 million for the three months ended June 30, 2009 and 2008, respectively, and
$14.3 million and $15.6 million for the six months ended June 30, 2009 and 2008, respectively.

 
(5) Property, Plant and Equipment:

Property, plant and equipment at June 30, 2009 and December 31, 2008 is as follows:
 

($ in thousands)   June 30, 2009   December 31, 2008 

Property, plant and equipment   $ 7,673,198   $ 7,581,060  
Less: Accumulated depreciation    (4,507,281)   (4,341,087) 

    
 

   
 

Property, plant and equipment, net   $ 3,165,917   $ 3,239,973  
    

 

   

 

Depreciation expense is principally based on the composite group method. Depreciation expense was $91.4 million and $98.3 million for the
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three months ended June 30, 2009 and 2008, respectively, and $184.3 million and $193.5 million for the six months ended June 30, 2009 and 2008,
respectively. Effective with the completion of an independent study of the estimated useful lives of our plant assets we adopted new lives
beginning October 1, 2008.
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(6) Other Intangibles:

Other intangibles at June 30, 2009 and December 31, 2008 are as follows:
 

($ in thousands)   June 30, 2009   December 31, 2008 

Customer base   $ 1,265,052   $ 1,265,052  
Trade name and license    134,680    132,664  

    
 

   
 

Other intangibles    1,399,732    1,397,716  
Less: Accumulated amortization    (1,124,100)   (1,038,042) 

    
 

   
 

Total other intangibles, net   $ 275,632   $ 359,674  
    

 

   

 

Amortization expense was $41.4 million and $45.9 million for the three months ended June 30, 2009 and 2008, respectively, and $86.1
million and $91.8 million for the six months ended June 30, 2009 and 2008, respectively. Amortization expense for the three and six months ended
June 30, 2009 is comprised of $27.3 million and $57.9 million, respectively, for amortization associated with our “legacy” properties, which were
fully amortized in June 2009, and $14.1 million and $28.2 million, respectively, for intangible assets (customer base and trade name) that were
acquired in the acquisitions of Commonwealth Telephone Enterprises, Inc., Global Valley Networks, Inc. and GVN Services.

 
(7) Fair Value of Financial Instruments:

The following table summarizes the carrying amounts and estimated fair values for certain of our financial instruments at June 30, 2009 and
December 31, 2008. For the other financial instruments, representing cash, accounts receivable, long-term debt due within one year, accounts
payable and other current liabilities, the carrying amounts approximate fair value due to the relatively short maturities of those instruments. Other
equity method investments, for which market values are not readily available, are carried at cost, which approximates fair value.

The fair value of our long-term debt is estimated based on quoted market prices at the reporting date for those financial instruments.
 
   June 30, 2009   December 31, 2008

($ in thousands)   
Carrying
Amount   Fair Value   

Carrying
Amount   Fair Value

Long-term debt   $ 4,944,989  $ 4,318,648  $ 4,721,685  $ 3,651,924

 
(8) Long-Term Debt:

The activity in our long-term debt from December 31, 2008 to June 30, 2009 is as follows:
 
   Six months ended June 30, 2009  

($ in thousands)   
December 31,

2008   Retirements   
New

Borrowings  
June 30,

2009   

Interest
Rate* at
June 30,

2009  

Rural Utilities Service Loan Contracts   $ 16,607   $ (500)  $ —    $ 16,107   6.07% 
Senior Unsecured Debt    4,702,331    (313,118)   600,000   4,989,213   7.88% 
Industrial Development Revenue Bonds    13,550    —      —     13,550   6.33% 

    
 

   
 

       
 

 

TOTAL LONG-TERM DEBT   $4,732,488   $(313,618)  $600,000  $5,018,870   7.87% 
    

 
   

 
       

 
 

Less: Debt Discount    (6,946)      (66,615)  
Less: Current Portion    (3,857)      (7,266)  

    
 

      
 

 

  $4,721,685      $4,944,989   
    

 

      

 

 

 
* Interest rate includes amortization of debt issuance costs, debt premiums or discounts, and deferred gain on interest rate swap terminations.

The interest rates represent a weighted average of multiple issuances.
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During the first six months of 2009, we retired an aggregate principal amount of $313.6 million of debt, consisting of $313.1 million of senior
unsecured debt and $0.5 million of rural utilities service loan contracts.

On April 9, 2009, we completed a registered offering of $600.0 million aggregate principal amount of 8.25% senior unsecured notes due
2014. The issue price was 91.805% of the principal amount of the notes. We received net proceeds of approximately $538.8 million from the
offering after deducting underwriting discounts. During the second quarter of 2009, we used $308.0 million of the proceeds to repurchase $311.7
million principal amount of debt, consisting of $255.7 million of our 9.25% Senior Notes due May 15, 2011, $40.0 million of our 7.875% Senior
Notes due January 15, 2027 and $16.0 million of our 7.125% Senior Notes due March 15, 2019. As a result of these repurchases, a $3.7 million
gain was recognized and included in investment and other income, net in our consolidated statements of operations for the three and six months
ended June 30, 2009. We intend to use the remaining net proceeds from the offering to reduce, repurchase or refinance our indebtedness or the
indebtedness of our subsidiaries or for general corporate purposes.

As of June 30, 2009, we had an available line of credit with seven financial institutions in the aggregate amount of $250.0 million. Associated
facility fees vary, depending on our debt leverage ratio, and were 0.225% per annum as of June 30, 2009. The expiration date for this $250.0
million five year revolving credit agreement is May 18, 2012. During the term of the credit facility we may borrow, repay and reborrow funds,
subject to customary borrowing conditions. The credit facility is available for general corporate purposes but may not be used to fund dividend
payments.

On March 28, 2008, we borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008. The
loan matures in 2013 and bears interest of 2.18% as of June 30, 2009. The interest rate is based on the prime rate or LIBOR, at our election, plus a
margin which varies depending on our debt leverage ratio. We used the proceeds to repurchase, during the first quarter of 2008, $128.7 million
principal amount of our 9.25% Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of these notes.

As of June 30, 2009, we were in compliance with all of our debt and credit facility financial covenants.
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(9) Net Income Per Common Share:

The reconciliation of the net income per common share calculation for the three and six months ended June 30, 2009 and 2008, respectively,
is as follows:
 

   
For the three months ended

June 30,   
For the six months ended

June 30,  
($ in thousands, except per share amounts)           2009                  2008                  2009                  2008         

Net income used for basic and diluted earnings per common
share:      

Net income attributable to common shareholders of Frontier   $ 27,918   $ 55,778   $ 64,221   $ 101,367  
Less: Dividends allocated to unvested restricted stock awards    (566)   (437)   (1,142)   (884) 

    
 

   
 

   
 

   
 

Total basic net income available for common shareholders of
Frontier    27,352    55,341    63,079    100,483  

Effect of conversion of preferred securities—EPPICS    —      31    —      62  
    

 
   

 
   

 
   

 

Total diluted net income available for common shareholders of
Frontier   $ 27,352   $ 55,372   $ 63,079   $ 100,545  

    

 

   

 

   

 

   

 

Basic earnings per common share:      

Total weighted average shares and unvested restricted stock
awards outstanding—basic    312,361    322,592    312,052    324,942  

Less: Weighted average unvested restricted stock awards    (2,266)   (1,754)   (2,109)   (1,602) 
    

 
   

 
   

 
   

 

Total weighted average shares outstanding—basic    310,095    320,838    309,943    323,340  
    

 

   

 

   

 

   

 

Net income per share available for common shareholders of
Frontier   $ 0.09   $ 0.17   $ 0.20   $ 0.31  

    

 

   

 

   

 

   

 

Diluted earnings per common share:      

Total weighted average shares outstanding—basic    310,095    320,838    309,943    323,340  
Effect of dilutive shares    —      122    —      286  
Effect of conversion of preferred securities—EPPICS    —      347    —      348  

    
 

   
 

   
 

   
 

Total weighted average shares outstanding—diluted    310,095    321,307    309,943    323,974  
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Net income per share available for common shareholders of
Frontier   $ 0.09   $ 0.17   $ 0.20   $ 0.31  

    

 

   

 

   

 

   

 

Stock Options

For the three and six months ended June 30, 2009, options to purchase 3,565,000 shares (at exercise prices ranging from $8.19 to $18.46)
issuable under employee compensation plans were excluded from the computation of diluted earnings per share (EPS) for those periods because
the exercise prices were greater than the average market price of our common stock and, therefore, the effect would be antidilutive. In calculating
diluted EPS we apply the treasury stock method and include future unearned compensation as part of the assumed proceeds.

For the three and six months ended June 30, 2008, options to purchase 2,640,000 shares (at exercise prices ranging from $11.15 to $18.46)
issuable under employee compensation plans were excluded from the computation of diluted EPS for those periods because the exercise prices
were greater than the average market price of our common stock and, therefore, the effect would be antidilutive.
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In addition, for the three and six months ended June 30, 2009 and 2008, the impact of dividends paid on unvested restricted stock awards of
2,265,000 and 1,748,000 shares, respectively, have been deducted in accordance with FSP EITF No. 03-6-1, (ASC Topic 260) which we adopted
in the first quarter of 2009 on a retrospective basis.

EPPICS

As of December 31, 2008, we fully redeemed the 5% Company Obligated Mandatorily Redeemable Convertible Preferred Securities
(EPPICS) related debt outstanding to third parties. As of June 30, 2008, approximately 99% of the originally issued EPPICS, or about $197.3
million aggregate principal amount of EPPICS, had converted into 15,925,159 shares of our common stock, including shares issued from treasury.

We had 78,707 shares of potentially dilutive EPPICS at June 30, 2008, which were convertible into our common stock at a 4.3615 to 1 ratio
at an exercise price of $11.46 per share. If all remaining EPPICS had been converted, we would have issued approximately 343,281 shares of our
common stock as of June 30, 2008. These securities have been included in the diluted income per common share calculation for the three and six
months ended June 30, 2008.

Stock Units

At June 30, 2009 and 2008, we had 411,889 and 279,645 stock units, respectively, issued under our Non-Employee Directors’ Deferred Fee
Equity Plan (Deferred Fee Plan), our Non-Employee Directors’ Equity Incentive Plan (Directors’ Equity Plan) and the Non-Employee Directors’
Retirement Plan. These securities have not been included in the diluted income per share of common stock calculation because their inclusion
would have had an antidilutive effect.

Share Repurchase Programs

In February 2008, our Board of Directors authorized us to repurchase up to $200.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 4, 2008. As of June 30, 2008, we had
repurchased approximately 10,383,000 shares of our common stock at an aggregate cost of approximately $112.7 million. The $200.0 million share
repurchase program was completed on October 3, 2008 through the repurchase of 17,778,000 shares of our common stock during the full year of
2008.

 
(10) Stock Plans:

At June 30, 2009, we had six stock-based compensation plans under which grants have been made and awards remained outstanding. At
June 30, 2009, there were 26,058,182 shares authorized for grant under these plans and 12,122,294 shares available for grant under two of the
plans. No further awards may be granted under four of the plans: the Management Equity Incentive Plan, the 1996 Equity Incentive Plan, the
Amended and Restated 2000 Equity Incentive Plan (collectively, together with the 2009 Equity Incentive Plan that was adopted on May 14, 2009,
the EIPs) or the Deferred Fee Plan.
 

F-15

Table of Contents



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

The following summary presents information regarding outstanding stock options as of June 30, 2009 and changes during the six months then
ended with regard to options under the EIPs:
 

   

Shares
Subject to

Option   

Weighted
Average

Option Price
Per Share   

Weighted
Average

Remaining
Life in Years  

Aggregate
Intrinsic
Value

Balance at January 1, 2009   3,713,000   $ 13.46  2.5  $495,000
Options granted   —     $ —      

Options exercised   (105,000)  $ 6.45    $747,000
Options canceled, forfeited or lapsed   (43,000)  $ 9.08    

   
 

     

Balance at June 30, 2009   3,565,000   $ 13.72  2.1  $ —  
   

 

     

Exercisable at June 30, 2009   3,559,000   $ 13.72  2.0  $ —  
   

 

     

There were no options granted during the first six months of 2009. Cash received upon the exercise of options during the first six months of
2009 totaled $0.7 million.

The total intrinsic value of stock options exercised during the first six months of 2008 was $0.5 million. The total intrinsic value of stock
options outstanding and exercisable at June 30, 2008 was $2.6 million. There were no options granted during the first six months of 2008. Cash
received upon the exercise of options during the first six months of 2008 totaled $1.0 million.

The following summary presents information regarding unvested restricted stock as of June 30, 2009 and changes during the six months then
ended with regard to restricted stock under the EIPs:
 

   
Number of

Shares   

Weighted
Average

Grant Date
Fair Value   

Aggregate
Fair Value

Balance at January 1, 2009   1,702,000   $ 12.52  $14,876,000
Restricted stock granted   1,098,000   $ 8.44  $ 7,839,000
Restricted stock vested   (514,000)  $ 12.74  $ 3,668,000
Restricted stock forfeited   (21,000)  $ 12.25  

   
 

   

Balance at June 30, 2009   2,265,000   $ 10.50  $16,171,000
   

 

   

For purposes of determining compensation expense, the fair value of each restricted stock grant is estimated based on the average of the high
and low market price of a share of our common stock on the date of grant. Total remaining unrecognized compensation cost associated with
unvested restricted stock awards at June 30, 2009 was $19.8 million and the weighted average period over which this cost is expected to be
recognized is approximately two years.

The total fair value of shares granted and vested during the six months ended June 30, 2008 was approximately $10.0 million and $3.7
million, respectively. The total fair value of unvested restricted stock at June 30, 2008 was $19.8 million. The weighted average grant date fair
value of restricted shares granted during the six months ended June 30, 2008 was $11.02. Shares granted during the first six months of 2008 totaled
883,000.

 
(11) Segment Information:

We operate in one reportable segment, Frontier. Frontier provides both regulated and unregulated voice, data and video services to
residential, business and wholesale customers and is typically the incumbent provider in its service areas.
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As permitted by SFAS No. 131 (ASC Topic 280), we have utilized the aggregation criteria in combining our operating segments because all
of our Frontier properties share similar economic characteristics, in that they provide the same products and services to similar customers using
comparable technologies in all of the states in which we operate. The regulatory structure is generally similar. Differences in the regulatory regime
of a particular state do not materially impact the economic characteristics or operating results of a particular property.

 
(12) Derivative Instruments and Hedging Activities:

On January 15, 2008, we terminated all of our interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with our Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
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January 2008. The related gain has been deferred on the consolidated balance sheet and is being amortized into interest expense over the term of
the associated debt. We recognized $3.2 million and $3.4 million of deferred gain during the first six months of 2009 and 2008, respectively, and
anticipate recognizing $1.4 million during the remainder of 2009. At June 30, 2009 and 2008, we did not have any derivative instruments.

 
(13) Investment and Other Income, Net:

The components of investment and other income, net are as follows:
 

   
For the three months ended

June 30,   
For the six months ended

June 30,  
($ in thousands)       2009          2008          2009          2008     

Interest and dividend income   $ 912   $ 1,424   $ 4,200   $ 6,528  
Gain on debt repurchases    3,664    —      3,664    —    
Premium on debt repurchases    —      —      —      (6,290) 
Litigation settlement proceeds    (17)   —      2,186    —    
Gains on expiration/settlement of customer advances    —      2,883    2,513    2,883  
Equity earnings    351    2,853    625    2,884  
Other, net    (292)   (319)   (323)   (71) 

    
 

   
 

   
 

   
 

Total investment and other income, net   $ 4,618   $ 6,841   $ 12,865   $ 5,934  
    

 

   

 

   

 

   

 

 
(14) Retirement Plans:

The following tables provide the components of net periodic benefit cost:
 
   Pension Benefits  

   
For the three months ended

June 30,   
For the six months

ended June 30,  
($ in thousands)        2009            2008            2009            2008      

Components of net periodic benefit cost      

Service cost   $ 1,435   $ 1,619   $ 2,870   $ 3,238  
Interest cost on projected benefit obligation    12,964    12,875    25,928    25,750  
Expected return on plan assets    (11,096)   (16,354)   (22,192)   (32,708) 
Amortization of prior service cost/(credit)    (64)   (64)   (128)   (128) 
Amortization of unrecognized loss    6,920    1,272    13,840    2,544  

    
 

   
 

   
 

   
 

Net periodic benefit cost/(income)   $ 10,159   $ (652)  $ 20,318   $ (1,304) 
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   Postretirement Benefits Other Than Pensions  

   
For the three months ended

June 30,   
For the six months ended

June 30,  
($ in thousands)           2009                  2008                  2009                  2008         

Components of net periodic benefit cost      

Service cost   $ 113   $ 149   $ 226   $ 298  
Interest cost on projected benefit obligation    2,857    2,742    5,714    5,484  
Expected return on plan assets    (109)   (122)   (218)   (244) 
Amortization of prior service cost    (1,938)   (1,934)   (3,876)   (3,868) 
Amortization of unrecognized loss    1,481    1,404    2,962    2,808  

    
 

   
 

   
 

   
 

Net periodic benefit cost   $ 2,404   $ 2,239   $ 4,808   $ 4,478  
    

 

   

 

   

 

   

 

 
(1) In 2008, our expected long-term rate of return on plan assets was 8.25%, and for 2009 we have assumed a rate of 8.0%.

During the first six months of 2009 and 2008, we capitalized $3.9 million and $(0.2) million, respectively, of pension expenses into the cost
of our capital expenditures. We expect that our 2009 pension and other postretirement benefit expenses will be between $50.0 million and $55.0
million, as compared to $11.2 million in 2008.

The Company’s pension plan assets have declined from $589.8 million at December 31, 2008 to $578.1 million at June 30, 2009, a decrease
of $11.7 million, or 2%. This decrease is a result of ongoing benefit payments of $26.6 million, offset by positive investment returns of $14.9
million during the first six months of 2009. No contributions are expected to be made by us to our pension plan until 2011, although pension asset
volatility could require us to make a contribution in 2010, at the earliest.

(1)
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(15) Commitments and Contingencies:

We anticipate capital expenditures of approximately $250.0 million to $270.0 million for 2009 related to our currently owned properties.
Although we from time to time make short-term purchasing commitments to vendors with respect to these expenditures, we generally do not enter
into firm, written contracts for such activities.

In connection with the pending acquisition of approximately 4.8 million access lines (as of December 31, 2008) from Verizon, the Company
has commenced activities to obtain the necessary regulatory approvals, plan and implement systems conversions and other initiatives necessary to
effectuate the closing, which is expected to occur during the second quarter of 2010, and enable the Company to implement its “go to market”
strategy at closing. As a result, the Company expects to incur operating expenses and capital expenditures of approximately $35.0 million and
$25.0 million, respectively, in 2009 related to the pending transaction. The Company incurred $10.8 million of acquisition related costs in the
second quarter of 2009.

We are party to various legal proceedings arising in the normal course of our business. The outcome of individual matters is not predictable.
However, we believe that the ultimate resolution of all such matters, after considering insurance coverage, will not have a material adverse effect on
our financial position, results of operations, or our cash flows.

We sold all of our utility businesses as of April 1, 2004. However, we have retained a potential payment obligation associated with our
previous electric utility activities in the State of Vermont. The Vermont Joint Owners (VJO), a consortium of 14 Vermont utilities, including us,
entered into a purchase power agreement with Hydro-Quebec in 1987. The agreement contains “step-up” provisions that state that if any VJO
member defaults on its purchase obligation under the contract to purchase power from Hydro-Quebec, then the other VJO participants will assume
responsibility for the defaulting party’s share on a pro-rata basis. Our pro-rata share of the purchase power obligation is 10%. If any member of the
VJO defaults on its obligations under the Hydro-Quebec agreement, then
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the remaining members of the VJO, including us, may be required to pay for a substantially larger share of the VJO’s total power purchase
obligation for the remainder of the agreement (which runs through 2015). Paragraph 13 of FASB Interpretation No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” No. (FIN) 45 (ASC Topic 460-10-50)
requires that we disclose “the maximum potential amount of future payments (undiscounted) the guarantor could be required to make under the
guarantee.” Paragraph 13 of FIN No. 45 (ASC Topic 460-10-50) also states that we must make such disclosure “… even if the likelihood of the
guarantor’s having to make any payments under the guarantee is remote…” As noted above, our obligation only arises as a result of default by
another VJO member, such as upon bankruptcy. Therefore, to satisfy the “maximum potential amount” disclosure requirement we must assume that
all members of the VJO simultaneously default, a highly unlikely scenario given that the two members of the VJO that have the largest potential
payment obligations are publicly traded with credit ratings equal to or superior to ours, and that all VJO members are regulated utility providers
with regulated cost recovery. Despite the remote chance that such an event could occur, or that the State of Vermont could or would allow such an
event, assuming that all the members of the VJO defaulted on January 1, 2009 and remained in default for the duration of the contract (another 7
years), we estimate that our undiscounted purchase obligation for 2009 through 2015 would be approximately $0.8 billion. In such a scenario the
Company would then own the power and could seek to recover its costs. We would do this by seeking to recover our costs from the defaulting
members and/or reselling the power to other utility providers or the northeast power grid. There is an active market for the sale of power. We
could potentially lose money if we were unable to sell the power at cost. We caution that we cannot predict with any degree of certainty any
potential outcome.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The Board of Directors and Shareholders
Frontier Communications Corporation:

The management of Frontier Communications Corporation and subsidiaries is responsible for establishing and maintaining adequate internal
control over financial reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f).
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Under the supervision and with the participation of our management, we conducted an evaluation of the effectiveness of our internal control
over financial reporting based on the framework in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission. Based on our evaluation our management concluded that our internal control over financial reporting was effective
as of December 31, 2008 and for the period then ended.

Our independent registered public accounting firm, KPMG LLP, has audited the consolidated financial statements included in this report and,
as part of their audit, has issued their report, included herein, on the effectiveness of our internal control over financial reporting.

Stamford, Connecticut
February 26, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Frontier Communications Corporation:

We have audited the accompanying consolidated balance sheets of Frontier Communications Corporation and subsidiaries as of December 31,
2008 and 2007, and the related consolidated statements of operations, shareholders’ equity, comprehensive income and cash flows for each of the
years in the three-year period ended December 31, 2008. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Frontier
Communications Corporation and subsidiaries as of December 31, 2008 and 2007 and the results of their operations and their cash flows for each of
the years in the three-year period ended December 31, 2008, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 18 to the accompanying consolidated financial statements, the Company adopted the recognition and disclosure
provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” as of January 1, 2007. As discussed in Note 5, effective
January 1, 2006, the Company adopted Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements.” As discussed in Note 23, the Company adopted the recognition and disclosure provisions of
Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” as of
December 31, 2006. Also, as discussed in Note 1(b), the Company retrospectively adopted Statement of Financial Accounting Standards No. 160,
“Noncontrolling Interests in Consolidated Financial Statements” and FASB Staff Position EITF 03-6-1, “Determining Whether Instruments
Granted in Share-Based Payment Transactions are Participating Securities.”

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Frontier
Communications Corporation’s internal control over financial reporting as of December 31, 2008, based on criteria established in Internal Control
—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated
February 26, 2009 expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ KPMG LLP

Stamford, Connecticut
February 26, 2009, except for Note 1(b) which is as of July 24, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
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The Board of Directors and Shareholders
Frontier Communications Corporation:

We have audited Frontier Communications Corporation’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). Frontier Communications Corporation’s management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal
Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on
our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk.
Our audit also included performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Frontier Communications Corporation maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2008, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
balance sheets of Frontier Communications Corporation and subsidiaries as of December 31, 2008 and 2007, and the related consolidated
statements of operations, shareholders’ equity, comprehensive income and cash flows for each of the years in the three-year period ended
December 31, 2008, and our report dated February 26, 2009, except for Note 1(b) which is as of July 24, 2009, expressed an unqualified opinion
on those consolidated financial statements.

/s/ KPMG LLP

Stamford, Connecticut
February 26, 2009
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2008 AND 2007

($ in thousands)
 

    2008   2007  

ASSETS    

Current assets:    

Cash and cash equivalents   $ 163,627   $ 226,466  
Accounts receivable, less allowances of $40,125 and $32,748, respectively    222,247    234,762  
Prepaid expenses    33,265    29,437  



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Other current assets    48,820    33,489  
    

 
   

 

Total current assets    467,959    524,154  

Property, plant and equipment, net    3,239,973    3,335,244  
Goodwill, net    2,642,323    2,634,559  
Other intangibles, net    359,674    547,735  
Investments    8,044    21,191  
Other assets    170,703    193,186  

    
 

   
 

Total assets   $6,888,676   $7,256,069  
    

 

   

 

LIABILITIES AND SHAREHOLDERS’ EQUITY    

Current liabilities:    

Long-term debt due within one year   $ 3,857   $ 2,448  
Accounts payable    141,940    179,402  
Advanced billings    51,225    44,722  
Other taxes accrued    25,585    21,400  
Interest accrued    102,370    116,923  
Other current liabilities    57,798    80,996  

    
 

   
 

Total current liabilities    382,775    445,891  

Deferred income taxes    670,489    711,645  
Other liabilities    584,121    351,290  
Long-term debt    4,721,685    4,736,897  

Equity:    

Shareholders’ equity of Frontier:    

Common stock, $0.25 par value (600,000,000 authorized shares; 311,314,000 and 327,749,000
outstanding, respectively, and 349,456,000 issued at December 31, 2008 and 2007)    87,364    87,364  

Additional paid-in capital    1,117,936    1,280,508  
Retained earnings    38,163    14,001  
Accumulated other comprehensive loss, net of tax    (237,152)   (77,995) 
Treasury stock    (487,266)   (305,979) 

    
 

   
 

Total shareholders’ equity of Frontier    519,045    997,899  
Noncontrolling interest in a partnership    10,561    12,447  

    
 

   
 

Total equity    529,606    1,010,346  
    

 
   

 

Total liabilities and equity   $6,888,676   $7,256,069  
    

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ in thousands, except for per-share amounts)
 
   2008   2007   2006

Revenue   $2,237,018   $2,288,015   $2,025,367

Operating expenses:     

Network access expenses    222,013    228,242    171,247
Other operating expenses    810,748    808,501    733,143
Depreciation and amortization    561,801    545,856    476,487

    
 

   
 

   

Total operating expenses    1,594,562    1,582,599    1,380,877
    

 
   

 
   

Operating income    642,456    705,416    644,490

Investment income    16,118    37,641    83,749
Other income (loss), net    (5,170)   (17,833)   3,007
Interest expense    362,634    380,696    336,446

    
 

   
 

   



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Income from continuing operations before income taxes    290,770    344,528    394,800

Income tax expense    106,496    128,014    136,479
    

 
   

 
   

Income from continuing operations    184,274    216,514    258,321

Discontinued operations (see Note 8):     

Income from discontinued operations before income taxes    —      —      147,136
Income tax expense    —      —      56,589

    
 

   
 

   

Income from discontinued operations    —      —      90,547
    

 
   

 
   

Net income    184,274    216,514    348,868
Less: Income attributable to the noncontrolling interest in a partnership    1,614    1,860    4,313

    
 

   
 

   

Net income attributable to common shareholders of Frontier   $ 182,660   $ 214,654   $ 344,555
    

 

   

 

   

Basic income per common share attributable to common shareholders of Frontier:     

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78
Income from discontinued operations    —      —      0.28

    
 

   
 

   

Net income per common share   $ 0.57   $ 0.64   $ 1.06
    

 

   

 

   

Diluted income per common share attributable to common shareholders of Frontier:     

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78
Income from discontinued operations    —      —      0.28

    
 

   
 

   

Net income per common share   $ 0.57   $ 0.64   $ 1.06
    

 

   

 

   

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ and shares in thousands, except for per-share amounts)
 
  Frontier Shareholders        

 

 Common Stock  
Additional

Paid-In
Capital  

 
Retained
Earnings
(Deficit)  

 

Accumulated
Other

Comprehensive
Loss  

 

 
Treasury Stock   

Non-
controlling

Interest  

 Total
Equity   Shares  Amount     Shares   Amount    

Balance December 31, 2005  343,956 $ 85,989 $1,374,610   $ (85,344)  $ (123,242)  (15,788)  $(210,204)  $ 6,274   $1,048,083  
Cumulative effect adjustment

(see Note 5)  —    —    —      36,392    —     —      —      —      36,392  
Stock plans  —    —    (1,875)   —      —     2,908    38,793    —      36,918  
Conversion of EPPICS  —    —    (2,563)   —      —     1,389    18,488    —      15,925  
Dividends on common stock of

$1.00 per share  —    —    (162,773)   (160,898)   —     —      —      —      (323,671) 
Shares repurchased  —    —    —      —      —     (10,200)   (135,239)   —      (135,239) 
Net income  —    —    —      344,555    —     —      —      4,313    348,868  
Pension liability adjustment, after adoption of SFAS No. 158,

net of taxes  —    —    —      —      (83,634)  —      —      —      (83,634) 
Other comprehensive income, net of tax and reclassification

adjustments  —    —    —      —      124,977   —      —      —      124,977  
        

 
   

 
   

 
  

 
   

 
   

 
   

 

Balance December 31, 2006  343,956  85,989  1,207,399    134,705    (81,899)  (21,691)   (288,162)   10,587    1,068,619  
Stock plans  —    —    (6,237)   667    —     1,824    25,399    —      19,829  
Acquisition of Commonwealth  5,500  1,375  77,939    —      —     12,640    168,121    —      247,435  
Conversion of EPPICS  —    —    (549)   —      —     291    3,888    —      3,339  
Conversion of Commonwealth notes  —    —    1,956    —      —     2,508    34,775    —      36,731  
Dividends on common stock of

$1.00 per share  —    —    —      (336,025)   —     —      —      —      (336,025) 
Shares repurchased  —    —    —      —      —     (17,279)   (250,000)   —      (250,000) 
Net income  —    —    —      214,654    —     —      —      1,860    216,514  
Other comprehensive income, net of tax and reclassification

adjustments  —    —    —      —      3,904   —      —      —      3,904  
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Balance December 31, 2007  349,456  87,364  1,280,508    14,001    (77,995)  (21,707)   (305,979)   12,447    1,010,346  
Stock plans  —    —    (1,759)   —      —     1,096    15,544    —      13,785  
Acquisition of Commonwealth  —    —    1    —      —     3    38    —      39  
Conversion of EPPICS  —    —    (74)   —      —     51    664    —      590  
Conversion of Commonwealth notes  —    —    (801)   —      —     193    2,467    —      1,666  
Dividends on common stock of

$1.00 per share  —    —    (159,939)   (158,498)   —     —      —      —      (318,437) 
Shares repurchased  —    —    —      —      —     (17,778)   (200,000)   —      (200,000) 
Net income  —    —    —      182,660    —     —      —      1,614    184,274  
Other comprehensive loss,  net of tax and reclassification

adjustments  —    —    —      —      (159,157)  —      —      —      (159,157) 
Distributions  —    —    —      —      —     —      —      (3,500)   (3,500) 

        
 

   
 

   
 

  
 

   
 

   
 

   
 

Balance December 31, 2008  349,456 $ 87,364 $1,117,936   $ 38,163   $ (237,152)  (38,142)  $(487,266)  $ 10,561   $ 529,606  
        

 

   

 

   

 

  

 

   

 

   

 

   

 

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ in thousands)
 
   2008   2007   2006  

Net income   $ 184,274   $216,514   $348,868  
Other comprehensive (loss) income, net of tax and reclassification adjustments*    (159,157)   3,904    124,977  

    
 

   
 

   
 

Total comprehensive income    25,117    220,418    473,845  
Less: Other comprehensive income attributable to the noncontrolling interest in a partnership    (1,614)   (1,860)   (4,313) 

    
 

   
 

   
 

Comprehensive income attributable to the common shareholders of Frontier   $ 23,503   $218,558   $469,532  
    

 

   

 

   

 

 
* Consists primarily of amortization of pension and postretirement costs and SFAS No. 158 pension/OPEB liability (see Note 20).

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

($ in thousands)
 
   2008   2007   2006  

Cash flows provided by (used in) operating activities:     

Net income   $ 184,274   $ 216,514   $ 348,868  
Deduct: Gain on sale of discontinued operations, net of tax    —      —      (71,635) 
              Income from discontinued operations, net of tax    —      —      (18,912) 

Adjustments to reconcile net income to net cash provided by operating activities:     

Depreciation and amortization expense    561,801    545,856    476,487  
Stock based compensation expense    7,788    9,022    10,340  
Loss on debt exchange    —      —      2,433  
Loss on extinguishment of debt    6,290    20,186    —    
Investment gain    —      —      (61,428) 
Other non-cash adjustments    (8,658)   (9,458)   878  
Deferred income taxes    33,967    81,011    132,031  
Legal settlement    —      (7,905)   —    
Change in accounts receivable    9,746    (4,714)   15,333  
Change in accounts payable and other liabilities    (52,047)   (36,257)   (3,064) 
Change other current assets    (3,895)   7,428    (2,148) 

    
 

   
 

   
 

Net cash provided by continuing operating activities    739,266    821,683    829,183  
Cash flows provided from (used by) investing activities:     

Capital expenditures    (288,264)   (315,793)   (268,806) 
Cash paid for acquisitions (net of cash acquired)    —      (725,548)   —    
Proceeds from sale of discontinued operations    —      —      255,305  
Other assets (purchased) distributions received, net    5,489    6,629    67,050  

    
 

   
 

   
 

Net cash (used by) provided from investing activities    (282,775)   (1,034,712)   53,549  
Cash flows provided from (used by) financing activities:     

Long-term debt borrowings    135,000    950,000    550,000  
Debt issuance costs    (857)   (12,196)   (6,948) 
Long-term debt payments    (142,480)   (946,070)   (227,693) 
Premium paid to retire debt    (6,290)   (20,186)   —    
Settlement of interest rate swaps    15,521    —      —    
Issuance of common stock    1,398    13,808    27,200  
Common stock repurchased    (200,000)   (250,000)   (135,239) 
Dividends paid    (318,437)   (336,025)   (323,671) 
Repayment of customer advances for construction    (3,185)   (942)   (264) 

    
 

   
 

   
 

Net cash used by financing activities    (519,330)   (601,611)   (116,615) 
Cash flows of discontinued operations:     

Operating cash flows    —      —      17,833  
Investing cash flows    —      —      (6,593) 
Financing cash flows    —      —      —    

    
 

   
 

   
 

Net cash provided by discontinued operations    —      —      11,240  
(Decrease) increase in cash and cash equivalents    (62,839)   (814,640)   777,357  
Cash and cash equivalents at January 1,    226,466    1,041,106    263,749  

    
 

   
 

   
 

Cash and cash equivalents at December 31,   $ 163,627   $ 226,466   $1,041,106  
    

 

   

 

   

 

Cash paid during the period for:     

Interest   $ 365,858   $ 364,381   $ 332,204  
Income taxes   $ 78,878   $ 54,407   $ 5,365  

Non-cash investing and financing activities:     

Change in fair value of interest rate swaps   $ 7,909   $ 18,198   $ (1,562) 
Conversion of EPPICS   $ 590   $ 3,339   $ 15,925  
Conversion of Commonwealth notes   $ 1,666   $ 36,731   $ —    
Debt-for-debt exchange   $ —     $ —     $ 2,433  
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Shares issued for Commonwealth acquisition   $ 39   $ 247,435   $ —    
Acquired debt   $ —     $ 244,570   $ —    
Other acquired liabilities   $ —     $ 112,194   $ —    

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
 
(1) Description of Business and Summary of Significant Accounting Policies:
 

 (a) Description of Business:

Frontier Communications Corporation (formerly known as Citizens Communications Company through July 30, 2008) and its subsidiaries are
referred to as “we,” “us,” “our,” or the “Company” in this report. We are a communications company providing services to rural areas and small
and medium-sized towns and cities as an incumbent local exchange carrier, or ILEC.

 
 (b) Basis of Presentation and Use of Estimates:

Our consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States of
America (U.S. GAAP). Certain reclassifications of balances previously reported have been made to conform to the current presentation. All
significant intercompany balances and transactions have been eliminated in consolidation.

Our consolidated financial statements have been adjusted on a retrospective basis to reflect the adoption of two new accounting standards:
Statement of Financial Accounting Standards (SFAS) No. 160, “Noncontrolling Interests in Consolidated Financial Statements” and FASB Staff
Position (FSP) EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities.”
All periods and amounts presented in these consolidated financial statements and notes herein have been adjusted retrospectively in accordance
with SFAS No. 160 and FSP EITF No. 03-6-1. See Note 2 for further discussion.

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions which
affect the reported amounts of assets and liabilities at the date of the financial statements, the disclosure of contingent assets and liabilities, and the
reported amounts of revenue and expenses during the reporting period. Actual results may differ from those estimates. Estimates and judgments are
used when accounting for allowance for doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and amortization,
income taxes, purchase price allocations, contingencies, and pension and other postretirement benefits, among others.

 
 (c) Cash Equivalents:

We consider all highly liquid investments with an original maturity of three months or less to be cash equivalents.

 
 (d) Revenue Recognition:

Revenue is recognized when services are provided or when products are delivered to customers. Revenue that is billed in advance includes:
monthly recurring access services, special access services and monthly recurring local line charges. The unearned portion of this revenue is
initially deferred as a component of other liabilities on our consolidated balance sheet and recognized in revenue over the period that the services
are provided. Revenue that is billed in arrears includes: non-recurring network access services, switched access services, non-recurring local
services and long-distance services. The earned but unbilled portion of this revenue is recognized in revenue in our consolidated statements of
operations and accrued in accounts receivable in the period that the services are provided. Excise taxes are recognized as a liability when billed.
Installation fees and their related direct and incremental costs are initially deferred and recognized as revenue and expense over the average term of
a customer relationship. We recognize as current period expense the portion of installation costs that exceeds installation fee revenue.

The Company collects various taxes from its customers and subsequently remits such funds to governmental authorities. Substantially all of
these taxes are recorded through the consolidated balance sheet and presented on a net basis in our consolidated statements of operations. We also
collect USF surcharges from customers (primarily federal USF) which we have recorded on a gross basis in our consolidated statements of
operations and included in revenue and other operating expenses at $37.1 million, $35.9 million and $37.1 million for the years ended
December 31, 2008, 2007 and 2006, respectively.
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 (e) Property, Plant and Equipment:

Property, plant and equipment are stated at original cost or fair market value for our acquired properties, including capitalized interest.
Maintenance and repairs are charged to operating expenses as incurred. The gross book value of routine property, plant and equipment retired is
charged against accumulated depreciation.

 
 (f) Goodwill and Other Intangibles:

Intangibles represent the excess of purchase price over the fair value of identifiable tangible net assets acquired. We undertake studies to
determine the fair values of assets and liabilities acquired and allocate purchase prices to assets and liabilities, including property, plant and
equipment, goodwill and other identifiable intangibles. We annually (during the fourth quarter) examine the carrying value of our goodwill and
trade name to determine whether there are any impairment losses and have determined for the year ended December 31, 2008 that there was no
impairment. We test for impairment at the “operating segment” level, as that term is defined in Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets.” The Company currently has four “operating segments” which are aggregated into one
reportable segment.

SFAS No. 142 requires that intangible assets with estimated useful lives be amortized over those lives and be reviewed for impairment in
accordance with SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets” to determine whether any changes to these lives
are required. We periodically reassess the useful life of our intangible assets to determine whether any changes to those lives are required.

 
 (g) Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of:

We review long-lived assets to be held and used and long-lived assets to be disposed of, including intangible assets with estimated useful
lives, for impairment whenever events or changes in circumstances indicate that the carrying amount of such assets may not be recoverable.
Recoverability of assets to be held and used is measured by comparing the carrying amount of the asset to the future undiscounted net cash flows
expected to be generated by the asset. Recoverability of assets held for sale is measured by comparing the carrying amount of the assets to their
estimated fair market value. If any assets are considered to be impaired, the impairment is measured by the amount by which the carrying amount
of the assets exceeds the estimated fair value.

 
 (h) Derivative Instruments and Hedging Activities:

We account for derivative instruments and hedging activities in accordance with SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. SFAS No. 133, as amended, requires that all derivative instruments, such as interest rate swaps, be recognized in
the financial statements and measured at fair value regardless of the purpose or intent of holding them.

On the date we enter into a derivative contract that qualifies for hedge accounting, we designate the derivative as either a fair value or cash
flow hedge. A hedge of the fair value of a recognized asset or liability or of an unrecognized firm commitment is a fair value hedge. A hedge of a
forecasted transaction or the variability of cash flows to be received or paid related to a recognized asset or liability is a cash flow hedge. We
formally document all relationships between hedging instruments and hedged items, as well as our risk-management objective and strategy for
undertaking the hedge transaction. This process includes linking all derivatives that are designated as fair value or cash flow hedges to specific
assets and liabilities on the balance sheet or to specific firm commitments or forecasted transactions.

We also formally assess, both at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in fair values or cash flows of hedged items. If it is determined that a derivative is not highly effective as
a hedge or that it has ceased to be a highly effective hedge, we would discontinue hedge accounting prospectively.
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All derivatives are recognized on the balance sheet at their fair value. Changes in the fair value of derivative financial instruments are either
recognized in income or shareholders’ equity (as a component of other comprehensive income), depending on whether the derivative is being used
to hedge changes in fair value or cash flows.

As of December 31, 2007, we had interest rate swap arrangements related to a portion of our fixed rate debt. These arrangements were all
terminated on January 15, 2008. These hedge strategies satisfied the fair value hedging requirements of SFAS No. 133, as amended. As a result,
the appreciation in value of the swaps through the time of termination is included in the consolidated balance sheet and is recognized as lower
interest expense over the duration of the remaining life of the underlying debt.
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 (i) Investments:

Marketable Securities

We classify our cost method investments at purchase as available-for-sale. We do not maintain a trading portfolio or held-to-maturity
securities. Our marketable securities are insignificant.

Investments in Other Entities

Investments in entities that we do not control, but where we have the ability to exercise significant influence over operating and financial
policies, are accounted for using the equity method of accounting (see Note 9).

 
 (j) Income Taxes and Deferred Income Taxes:

We file a consolidated federal income tax return. We utilize the asset and liability method of accounting for income taxes. Under the asset
and liability method, deferred income taxes are recorded for the tax effect of temporary differences between the financial statement basis and the
tax basis of assets and liabilities using tax rates expected to be in effect when the temporary differences are expected to reverse.

 
 (k) Stock Plans:

We have various stock-based compensation plans. Awards under these plans are granted to eligible officers, management employees, non-
management employees and non-employee directors. Awards may be made in the form of incentive stock options, non-qualified stock options,
stock appreciation rights, restricted stock, restricted stock units or other stock-based awards. We have no awards with market or performance
conditions. Our general policy is to issue shares upon the grant of restricted shares and exercise of options from treasury.

On January 1, 2006, we adopted the provisions of SFAS No. 123 (revised 2004), “Share-Based Payment” (SFAS No. 123R) and elected to
use the modified prospective transition method. The modified prospective transition method requires that compensation cost be recognized in the
financial statements for all awards granted after the date of adoption as well as for existing awards for which the requisite service had not been
rendered as of the date of adoption. Compensation cost for awards that were outstanding at the effective date are recognized over the remaining
service period using the compensation cost previously calculated for pro forma disclosure purposes.

On November 10, 2005, the Financial Accounting Standards Board (FASB) issued FASB Staff Position SFAS No. 123R-3, “Transition
Election Related to Accounting for Tax Effects of Share-Based Payment Awards.” We elected to adopt the alternative transition method provided
for calculating the tax effects of share-based compensation pursuant to SFAS No. 123R. The alternative transition method includes a simplified
method to establish the beginning balance of the additional paid-in capital pool (APIC pool) related to the tax effects of employee share-based
compensation, which is available to absorb tax deficiencies recognized subsequent to the adoption of SFAS No. 123R.
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The compensation cost recognized is based on awards ultimately expected to vest. SFAS No. 123R requires forfeitures to be estimated and
revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.

 
 (l) Net Income Per Common Share Attributable to Common Shareholders:

Basic net income per common share is computed using the weighted average number of common shares outstanding during the period being
reported on, excluding unvested restricted stock awards. The impact of dividends paid on unvested restricted stock awards have been deducted in
the determination of basic and diluted net income attributable to common shareholders of Frontier. Except when the effect would be antidilutive,
diluted net income per common share reflects the dilutive effect of the assumed exercise of stock options using the treasury stock method at the
beginning of the period being reported on as well as common shares that would result from the conversion of convertible preferred stock (EPPICS)
and convertible notes. In addition, the related interest on debt (net of tax) is added back to income since it would not be paid if the debt was
converted to common stock.

 
(2) Recent Accounting Literature and Changes in Accounting Principles:

Accounting for Endorsement Split-Dollar Life Insurance Arrangements

In September 2006, the FASB reached consensus on the guidance provided by Emerging Issues Task Force (EITF) No. 06-4, “Accounting
for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements.” The guidance is
applicable to endorsement split-dollar life insurance arrangements, whereby the employer owns and controls the insurance policies, that are
associated with a postretirement benefit. EITF No. 06-4 requires that for a split-dollar life insurance arrangement within the scope of the issue, an
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employer should recognize a liability for future benefits in accordance with SFAS No. 106 (if, in substance, a postretirement benefit plan exists) or
Accounting Principles Board Opinion (APB) No. 12 (if the arrangement is, in substance, an individual deferred compensation contract) based on
the substantive agreement with the employee. EITF No. 06-4 was effective for fiscal years beginning after December 15, 2007. Our adoption of
the accounting requirements of EITF No. 06-4 in the first quarter of 2008 had no impact on our financial position, results of operations or cash
flows.

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which defines fair value, establishes a framework for
measuring fair value, and expands disclosures about fair value measurements. In February 2008, the FASB amended SFAS No. 157 to defer the
application of this standard to nonfinancial assets and liabilities until 2009. The provisions of SFAS No. 157 related to financial assets and
liabilities were effective as of the beginning of our 2008 fiscal year. Our adoption of SFAS No. 157 in the first quarter of 2008 had no impact on
our financial position, results of operations or cash flows. We do not expect the adoption of SFAS No. 157, as amended, in the first quarter of 2009
with respect to its effect on nonfinancial assets and liabilities to have a material impact on our financial position, results of operations or cash
flows. Nonfinancial assets and liabilities for which we have not applied the provisions of SFAS No. 157 include those measured at fair value in
impairment testing and those initially measured at fair value in a business combination.

The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities—Including an
Amendment of FASB Statement No. 115,” which permits entities to choose to measure many financial instruments and certain other items at fair
value. The provisions of SFAS No. 159 were effective as of the beginning of our 2008 fiscal year. Our adoption of SFAS No. 159 in the first
quarter of 2008 had no impact on our financial position, results of operations or cash flows.
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Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements

In March 2007, the FASB ratified the consensus reached by the EITF on Issue No. 06-10, “Accounting for Collateral Assignment Split-
Dollar Life Insurance Arrangements.” EITF No. 06-10 provides guidance on an employers’ recognition of a liability and related compensation
costs for collateral assignment split-dollar life insurance arrangements that provide a benefit to an employee that extends into postretirement
periods, and the asset in collateral assignment split-dollar life insurance arrangements. EITF No. 06-10 was effective for fiscal years beginning
after December 15, 2007. Our adoption of the accounting requirements of EITF No. 06-10 in the first quarter of 2008 had no impact on our
financial position, results of operations or cash flows.

Accounting for the Income Tax Benefits of Dividends on Share-Based Payment Awards

In June 2007, the FASB ratified EITF No. 06-11, “Accounting for the Income Tax Benefits of Dividends on Share-Based Payment Awards.”
EITF No. 06-11 provides that tax benefits associated with dividends on share-based payment awards be recorded as a component of additional
paid-in capital. EITF No. 06-11 was effective, on a prospective basis, for fiscal years beginning after December 15, 2007. The implementation of
this standard in the first quarter of 2008 had no material impact on our financial position, results of operations or cash flows.

Business Combinations

In December 2007, the FASB revised SFAS No. 141, “Business Combinations.” The revised statement, SFAS No. 141R, requires an
acquiring entity to recognize all the assets acquired and liabilities assumed in a transaction at the acquisition date at fair value, to remeasure
liabilities related to contingent consideration at fair value in each subsequent reporting period and to expense all acquisition related costs. The
effective date of SFAS No. 141R is for business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after December 15, 2008. This standard does not impact our currently reported results and we do not expect the
adoption of SFAS No. 141R in the first quarter of 2009 to have a material impact on our financial position, results of operations or cash flows.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements.” SFAS No. 160
establishes requirements for ownership interest in subsidiaries held by parties other than the Company (sometimes called “minority interest”) be
clearly identified, presented and disclosed in the consolidated statement of financial position within shareholders’ equity, but separate from the
parent’s equity. All changes in the parent’s ownership interest are required to be accounted for consistently as equity transactions and any
noncontrolling equity investments in unconsolidated subsidiaries must be measured initially at fair value. SFAS No. 160 was effective, on a
prospective basis, for fiscal years beginning after December 15, 2008. However, presentation and disclosure requirements must be retrospectively
applied to comparative financial statements. The adoption of SFAS No. 160 did not have a material impact on our financial position, results of
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operations or cash flows for current or prior periods.

The Hierarchy of Generally Accepted Accounting Principles

In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles.” This standard identifies the
sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial statements of
nongovernmental entities that are presented in conformity with U.S. GAAP. The effective date of SFAS No. 162 was November 15, 2008. Our
adoption of SFAS No. 162 during the fourth quarter of 2008 did not result in any changes to our current accounting practices or policies and
thereby has not impacted the preparation of the consolidated financial statements.
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Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities

In June 2008, the FASB ratified FSP EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions
are Participating Securities.” FSP EITF No. 03-6-1 addresses whether instruments granted in share-based payment transactions are participating
securities prior to vesting and, therefore, should be included in the earnings allocation in computing earnings per share under the two-class
method. FSP EITF No. 03-6-1 was effective, on a retrospective basis, for financial statements issued for fiscal years beginning after December 15,
2008, and interim periods within those years. Our outstanding non-vested restricted stock is a participating security in accordance with FSP EITF
No. 03-6-1 and we have adjusted our previously reported basic and diluted income per common share. The adoption of FSP EITF No. 03-6-1
slightly reduced our basic and diluted income per common share from that previously reported.

Employers’ Disclosures about Postretirement Benefit Plan Assets

In December 2008, the FASB issued FSP SFAS 132 (R)-1, “Employers’ Disclosures about Postretirement Benefit Plan Assets.” FSP SFAS
132 (R)-1 amends SFAS No. 132, “Employers’ Disclosures about Pensions and Other Postretirement Benefits,” to provide guidance on an
employers’ disclosures about plan assets of a defined benefit pension or other postretirement plan. FSP SFAS 132 (R)-1 requires additional
disclosures about investment policies and strategies, categories of plan assets, fair value measurements of plan assets and significant concentrations
of risk. The disclosures about plan assets required by FSP SFAS 132 (R)-1 are effective for fiscal years ending after December 15, 2009. We do
not expect the adoption of FSP SFAS 132 (R)-1 to have a material impact on our financial position, results of operations or cash flows. We will
adopt the disclosure requirements of FSP SFAS 132 (R)-1 in the annual report for our fiscal year ending December 31, 2009.

 
(3) Acquisition of Commonwealth Telephone and Global Valley Networks:

On March 8, 2007, we acquired Commonwealth Telephone Enterprises, Inc. (“Commonwealth” or “CTE”) in a cash-and-stock taxable
transaction, for a total consideration of approximately $1.1 billion. We paid $804.1 million in cash ($663.7 million net, after cash acquired) and
issued common stock with a value of $249.8 million.

On October 31, 2007, we acquired Global Valley Networks, Inc. and GVN Services (together GVN) through the purchase from Country
Road Communications, LLC of 100% of the outstanding common stock of Evans Telephone Holdings, Inc., the parent Company of GVN. The
purchase price of $62.0 million was paid with cash on hand.

We have accounted for the acquisitions of Commonwealth and GVN as purchases under U.S. GAAP. Under the purchase method of
accounting, the assets and liabilities of Commonwealth and GVN are recorded as of their respective acquisition dates, at their respective fair
values, and consolidated with those of Frontier. The reported consolidated financial condition of Frontier as of December 31, 2008, reflects the
final allocation of these fair values for Commonwealth and GVN.

The following schedule provides a summary of the final purchase price paid by Frontier in the acquisitions of Commonwealth and GVN:
 

($ in thousands)   Commonwealth  GVN

Cash paid   $ 804,085  $62,001
Value of Frontier common stock issued    249,804   —  
Accrued closing costs    469   —  

        

Total Purchase Price   $ 1,054,358  $62,001
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With respect to our acquisitions of Commonwealth and GVN, the purchase price has been allocated based on fair values to the net tangible
and intangible assets acquired and liabilities assumed. The final allocations are as follows:
 

($ in thousands)   Commonwealth  GVN  

Allocation of purchase price:    

Current assets   $ 187,986   $ 1,581  
Property, plant and equipment    387,343    23,578  
Goodwill    690,262    34,311  
Other intangibles    273,800    7,250  
Other assets    11,285    812  
Current portion of debt    (35,000)   (17) 
Accounts payable and other current liabilities    (80,375)   (626) 
Deferred income taxes    (143,539)   (3,740) 
Convertible notes    (209,553)   —    
Other liabilities    (27,851)   (1,148) 

    
 

   
 

Total Purchase Price   $ 1,054,358   $62,001  
    

 

   

 

 
(1) Includes $140.6 million of total acquired cash.

The following unaudited pro forma financial information presents the combined results of operations of Frontier, Commonwealth and GVN
as if the acquisitions had occurred at the beginning of each period presented. The historical results of the Company include the results of
Commonwealth from the date of its acquisition on March 8, 2007, and GVN from the date of its acquisition on October 31, 2007. The pro forma
information is not necessarily indicative of what the financial position or results of operations actually would have been had the acquisitions been
completed at the beginning of each period presented. In addition, the unaudited pro forma financial information does not purport to project the
future financial position or operating results of Frontier after completion of the acquisitions.
 

($ in thousands, except per share amounts)   2007   2006

Revenue   $ 2,362,695  $ 2,371,143
Operating income   $ 720,476  $ 717,312
Income from continuing operations   $ 218,428  $ 285,434
Income from discontinued operations   $ —    $ 90,547
Net income attributable to common shareholders of Frontier   $ 218,428  $ 375,981

Basic income per common share:     

Income from continuing operations   $ 0.66  $ 0.83
Income from discontinued operations    —     0.26

        

Net income per common share   $ 0.66  $ 1.09
        

Diluted income per common share:     

Income from continuing operations   $ 0.65  $ 0.82
Income from discontinued operations    —     0.26

        

Net income per common share   $ 0.65  $ 1.08
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(4) Property, Plant and Equipment:

The components of property, plant and equipment at December 31, 2008 and 2007 are as follows:
 

($ in thousands)  
Estimated

Useful Lives   2008   2007  

Land  N/A   $ 22,631   $ 23,347  
Buildings and leasehold improvements  41 years    344,839    343,826  
General support  5 to 17 years    508,825    492,771  
Central office/electronic circuit equipment  5 to 11 years    2,959,440    2,855,645  
Cable and wire  15 to 60 years    3,623,193    3,484,838  
Other  20 to 30 years    24,703    46,620  
Construction work in progress     97,429    128,250  

     
 

   
 

    7,581,060    7,375,297  

(1)
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Less: Accumulated depreciation     (4,341,087)   (4,040,053) 
     

 
   

 

Property, plant and equipment, net    $ 3,239,973   $ 3,335,244  
     

 

   

 

Depreciation expense is principally based on the composite group method. Depreciation expense was $379.5 million, $374.4 million and
$350.1 million for the years ended December 31, 2008, 2007 and 2006, respectively. Effective with the completion of an independent study of the
estimated useful lives of our plant assets we adopted new lives beginning October 1, 2008.

 
(5) Retained Earnings—Cumulative Effect Adjustment:

In September 2006, the SEC staff issued Staff Accounting Bulletin (SAB) Topic 1N (SAB No. 108), “Financial Statements—Considering the
Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements”. SAB No. 108 provides guidance on
how prior year misstatements should be taken into consideration when quantifying misstatements in current year financial statements for purposes
of determining whether the financial statements are materially misstated. Under this guidance, companies should take into account both the effect
of a misstatement on the current year balance sheet as well as the impact upon the current year income statement in assessing the materiality of a
current year misstatement. Once a current year misstatement has been quantified, the guidance in SAB Topic 1M, “Financial Statements
Materiality,” (SAB No. 99) will be applied to determine whether the misstatement is material.

SAB No. 108 allowed for a one-time transitional cumulative effect adjustment to retained earnings as of January 1, 2006 for errors that were
not previously deemed material as they were being evaluated under a single method but were material when evaluated under the dual approach
prescribed by SAB No. 108. The Company adopted SAB No. 108 in connection with the preparation of its financial statements for the year ended
December 31, 2006. The adoption did not have any impact on the Company’s cash flow or prior year financial statements. As a result of adopting
SAB No. 108 in the fourth quarter of 2006 and electing to use the one-time transitional cumulative effect adjustment, the Company made
adjustments to the beginning balance of retained earnings as of January 1, 2006 in the fourth quarter of 2006 for the following errors (all of which
were determined to be immaterial under the Company’s previous methodology):
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Summary of SAB No. 108 entry recorded January 1, 2006:
 

($ in thousands)   
Increase/

(Decrease)  

Property, Plant & Equipment   $ 1,990  
Goodwill    (3,716) 
Other Assets    (20,081) 

    
 

  $(21,807) 
    

 

Current Liabilities   $ (2,922) 
Deferred Taxes    (17,339) 
Other Long-Term Liabilities    (13,037) 
Long-Term Debt    (24,901) 
Retained Earnings    36,392  

    
 

  $(21,807) 
    

 

Deferred Tax Accounting. As a result of adopting SAB No. 108 in the fourth quarter of 2006 we recorded a decrease in deferred income tax
liabilities in the amount of approximately $23.5 million and an increase in retained earnings of approximately $23.5 million as of January 1, 2006.
The change in deferred tax and retained earnings is a result of excess deferred tax liabilities that built up in periods prior to 2004 (approximately $4
million in 2003, $5.4 million in 2002 and $14.1 million in 2001 and prior), resulting primarily from differences between actual state income tax
rates and the effective composite state rate utilized for estimating the Company’s book state tax provisions.

Goodwill. During 2002, we estimated and booked impairment charges (pre-tax) of $1.07 billion. We subsequently discovered that the
impairment charge recorded was overstated as it exceeded the underlying book value by approximately $8.1 million. The result was an
understatement of goodwill. We corrected this error by reversing the negative goodwill balance of $8.1 million with an offset to increase retained
earnings.

Unrecorded Liabilities. The Company changed its accounting policies associated with the accrual of utilities and vacation expense.
Historically, the Company’s practice was to expense utility and vacation costs in the period these items were paid, which generally resulted in a
full year of utilities and vacation expense in the consolidated statements of operations. The utility costs are now accrued in the period used and
vacation costs are accrued in the period earned. The cumulative amount of these changes as of the beginning of fiscal 2006 was approximately $3.0
million and, as provided in SAB No. 108, the impact was recorded as a reduction of retained earnings as of the beginning of fiscal 2006.
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We established an accrual of $4.5 million for advance billings associated with certain revenue at two telephone properties that the Company
operated since the 1930’s. For these two properties, the Company’s records have not reflected the liability. This had no impact on the revenue
reported for any of the five years reported in this Form 10-K.

We recorded a long-term liability of $2.5 million to recognize a postretirement annuity payment obligation for two former executives of the
Company. The liability should have been established in 1999 at the time the two employees elected to exchange their death benefit rights for an
annuity payout in accordance with the terms of their respective split-dollar life insurance agreements. We established the liability effective
January 1, 2006 in accordance with SAB No. 108 by reducing retained earnings by a like amount.

Long-Term Debt. We recorded a reclassification of $20.1 million from other assets to long-term debt. The amount represents debt discounts
which the Company historically accounted for as a deferred asset. For certain debt issuances the Company amortized the debt discount using the
straight line method instead of the effective interest method. We corrected this error by increasing the debt discount by $4.8 million and increasing
retained earnings by a like amount.
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Customer Advances for Construction. Amounts associated with “construction advances” remaining on the Company’s balance sheet ($92.4
million at December 31, 2005) included approximately $7.3 million of such contract advances that were transferred to the purchaser of our water
and wastewater operations on January 15, 2002 and accordingly should have been included in the gain recognized upon sale during that period.
Upon the adoption of SAB No. 108 in the fourth quarter of 2006, this error was corrected as of January 1, 2006 through a decrease in other long-
term liabilities and an increase in retained earnings.

Purchase Accounting. During the period 1991 to 2001, Frontier acquired a number of telecommunications businesses, growing its asset base
from approximately $400.0 million in 1991 to approximately $6.0 billion by the end of 2001. As a result of these acquisitions, we recorded in
accordance with purchase accounting standards, all of the assets and liabilities associated with these properties. We have determined that
approximately $18.8 million (net) of liabilities were established in error. Approximately $18.0 million of the liabilities should have been recorded
as a decrease to goodwill and $4.2 million should have been an increase to property, plant and equipment ($1.99 million after amortization of $2.21
million). In addition, $4.964 million of liabilities should have been reversed in 2001. We corrected this error by reversing the liability to retained
earnings.

As permitted by the adoption of SAB No. 108, we have adjusted our previously recorded acquisition entries as follows:
 

($ in thousands)   
Increase/

(Decrease)  

Property, Plant & Equipment   $ 1,990  
Goodwill    (18,049) 

    
 

  $(16,059) 
    

 

Current Liabilities   $(10,468) 
Other Long-Term Liabilities    (8,345) 
Retained Earnings    2,754  

    
 

  $(16,059) 
    

 

Tax Effect. The net effect on taxes (excluding the $23.5 million entry described above) resulting from the adoption of SAB No. 108 was an
increase to deferred tax liabilities of $6.2 million and an increase to goodwill of $6.2 million.

 
(6) Accounts Receivable:

The components of accounts receivable, net at December 31, 2008 and 2007 are as follows:
 

($ in thousands)   2008   2007  

End user   $244,395   $244,592  
Other    17,977    22,918  
Less: Allowance for doubtful accounts    (40,125)   (32,748) 

    
 

   
 

Accounts receivable, net   $222,247   $234,762  
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An analysis of the activity in the allowance for doubtful accounts for the years ended December 31, 2008, 2007 and 2006 is as follows:
 
      Additions       

Allowance for doubtful accounts   

Balance at
beginning of

Period   

Balance of
acquired

properties   

Charged to
bad debt
expense*   

Charged to
other

accounts—
Revenue   Deductions  

Balance at
end of
Period

2006   $ 31,385  $ —    $ 20,257  $ 80,003   $ 23,108  $108,537
2007    108,537   1,499   31,131   (77,898)   30,521   32,748
2008    32,748   1,150   31,700   2,352    27,825   40,125
 
* Such amounts are included in bad debt expense and for financial reporting purposes are classified as contra-revenue.

We maintain an allowance for estimated bad debts based on our estimate of collectability of our accounts receivable. Bad debt expense is
recorded as a reduction to revenue.

Our allowance for doubtful accounts increased by approximately $78.3 million in 2006 as a result of carrier activity that was in dispute. Our
allowance for doubtful accounts (and “end user” receivables) declined from December 31, 2006, primarily as a result of the resolution of our
principal carrier dispute. On March 12, 2007, we entered into a settlement agreement with a carrier pursuant to which we were paid $37.5 million,
resulting in a favorable impact on our revenue in the first quarter of 2007 of $38.7 million.

 
(7) Other Intangibles:

The components of other intangibles at December 31, 2008 and 2007 are as follows:
 

($ in thousands)   2008   2007  

Customer base   $ 1,265,052   $1,271,085  
Trade name    132,664    132,381  

    
 

   
 

Other intangibles    1,397,716    1,403,466  
Less: Accumulated amortization    (1,038,042)   (855,731) 

    
 

   
 

Total other intangibles, net   $ 359,674   $ 547,735  
    

 

   

 

Amortization expense was $182.3 million, $171.4 million and $126.4 million for the years ended December 31, 2008, 2007 and 2006,
respectively. Amortization expense for 2008 is comprised of $126.3 million for amortization associated with our “legacy” Frontier properties and
$56.0 million for intangible assets (customer base and trade name) that were acquired in the Commonwealth and Global Valley acquisitions. As of
December 31, 2008, $263.5 million has been allocated to the customer base (five year life) and $10.3 million to the trade name (five year life)
acquired in the Commonwealth acquisition, and $7.3 million to the customer base (five year life) acquired in the Global Valley acquisition.
Amortization expense, based on our estimate of useful lives, is estimated to be $113.9 million in 2009, $56.2 million in 2010 and 2011 and $11.3
million in 2012.

 
(8) Discontinued Operations:

Electric Lightwave

On July 31, 2006, we sold our CLEC business, Electric Lightwave, LLC (ELI), for $255.3 million (including a later sale of associated real
estate) in cash plus the assumption of approximately $4.0 million in capital lease obligations. We recognized a pre-tax gain on the sale of ELI of
approximately $116.7 million. Our after-tax gain on the sale was $71.6 million. Our cash liability for taxes as a result of the sale was
approximately $5.0 million due to the utilization of existing tax net operating losses on both the Federal and state level.
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In accordance with SFAS No. 144, any component of our business that we dispose of, or classify as held for sale, that has operations and
cash flows clearly distinguishable from continuing operations for financial reporting purposes, and that will be eliminated from the ongoing
operations, should be classified as discontinued operations. Accordingly, we have classified the results of operations of ELI as discontinued
operations in our consolidated statements of operations.

We ceased to record depreciation expense for ELI effective February 2006.
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Summarized financial information for ELI for the year ended December 31, 2006 is set forth below:
 

($ in thousands)   2006

Revenue   $ 100,612
Operating income   $ 27,882
Income taxes   $ 11,583
Net income   $ 18,912
Gain on disposal of ELI, net of tax   $ 71,635

 
(9) Investments:

Investments at December 31, 2008 and 2007 include equity method investments of $8,044 and $21,191, respectively. Our investments in
entities that are accounted for under the equity method of accounting consist of the following: (1) a 50% interest in the C-Don Partnership,
acquired in the purchase of Commonwealth, which publishes, manufactures and distributes classified telephone directories in the Commonwealth
service territory; (2) a 16.8% interest in the Fairmount Cellular Limited Partnership which is engaged in cellular mobile telephone service in the
Rural Service Area (RSA) designated by the FCC as Georgia RSA No. 3; and (3) our investments in CU Capital and CU Trust with relation to our
convertible preferred securities that were fully redeemed in the fourth quarter of 2008.

 
(10) Fair Value of Financial Instruments:

The following table summarizes the carrying amounts and estimated fair values for certain of our financial instruments at December 31, 2008
and 2007. For the other financial instruments, representing cash, accounts receivables, long-term debt due within one year, accounts payable and
other accrued liabilities, the carrying amounts approximate fair value due to the relatively short maturities of those instruments. Other equity
method investments for which market values are not readily available are carried at cost, which approximates fair value.

The fair value of our long-term debt is estimated based on quoted market prices at the reporting date for those financial instruments.
 

($ in thousands)

  2008   2007

  
Carrying
Amount   Fair Value   

Carrying
Amount   Fair Value

Long-term debt   $ 4,721,685  $ 3,651,924  $ 4,736,897  $ 4,708,217
 
(1) 2007 includes interest rate swaps of $7.9 million and EPPICS of $14.5 million.
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(11) Long-Term Debt:

The activity in our long-term debt from December 31, 2007 to December 31, 2008 is summarized as follows:
 
     Year Ended December 31, 2008        

($ in thousands)  
December 31,

2007   Payments  
New

Borrowings 

Interest
Rate
Swap   

Conversion
to Common

Stock   

Reclassification
of Related
Party Debt   

December 31,
2008   

Interest
Rate* at

December 31,
2008  

Rural Utilities Service Loan Contracts  $ 17,555   $ (948)  $ —   $ —     $ —     $ —     $ 16,607   6.07% 
Senior Unsecured Debt   4,715,013    (138,107)   135,000  (7,909)   (1,666)   —      4,702,331   7.54% 
EPPICS (see Note 15)   14,521    (3,425)   —    —      (590)   (10,506)   —     
Industrial Development Revenue Bonds   13,550    —      —    —      —      —      13,550   6.31% 

   
 

   
 

      
 

   
 

   
 

   
 

 

TOTAL LONG-TERM DEBT  $ 4,760,639   $(142,480)  $ 135,000 $ (7,909)  $ (2,256)  $ (10,506)  $ 4,732,488   7.54% 
   

 

   

 

      

 

   

 

   

 

   

 

 

Less:  Debt Discount   (21,294)        (6,946)  
Less:  Current Portion   (2,448)        (3,857)  

   
 

        
 

 

 $ 4,736,897        $ 4,721,685   
   

 

        

 

 

 
* Interest rate includes amortization of debt issuance costs, debt premiums or discounts, and deferred gain on interest rate swap terminations.

The interest rates for Rural Utilities Service Loan Contracts, Senior Unsecured Debt, and Industrial Development Revenue Bonds represent a
weighted average of multiple issuances.

Additional information regarding our Senior Unsecured Debt at December 31:
 
   2008   2007

($ in thousands)   
Principal

Outstanding  
Interest

Rate   
Principal

Outstanding  
Interest

Rate

Senior Notes:       

(1)
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Due 5/15/2011   $ 921,276 9.250%   $ 1,050,000 9.250%
Due 10/24/2011    200,000 6.270%    200,000 6.270%
Due 12/31/2012    147,000 2.448% (Variable)    148,500 6.750% (Variable)
Due 1/15/2013    700,000 6.250%    700,000 6.250%
Due 12/31/2013    133,988 2.250% (Variable)    —   
Due 3/15/2015    300,000 6.625%    300,000 6.625%
Due 3/15/2019    450,000 7.125%    450,000 7.125%
Due 1/15/2027    400,000 7.875%    400,000 7.875%
Due 8/15/2031    945,325 9.000%    945,325 9.000%

          

   4,197,589    4,193,825 

Debentures due 2025 – 2046    468,742 7.137%    468,742 7.137%
Subsidiary Senior       

Notes due 12/1/2012    36,000 8.050%    36,000 8.050%
CTE Convertible Notes due 7/23/2023    —      8,537 3.250%
Fair value of interest rate swaps    —      7,909 

          

Total   $ 4,702,331   $ 4,715,013 
          

During 2008, we retired an aggregate principal amount of $144.7 million of debt, consisting of $128.7 million of 9.25% Senior Notes due
2011, $12.0 million of other senior unsecured debt and rural utilities service loan contracts, and $4.0 million of 5% Company Obligated
Mandatorily Redeemable Convertible Preferred Securities due 2036 (EPPICS).
 

F-40

Table of Contents

On March 28, 2008, we borrowed $135.0 million under a senior unsecured term loan facility that was established on March 10, 2008. The
loan matures in 2013 and bears interest of 2.250% as of December 31, 2008 based on the prime rate or LIBOR, at our election, plus a margin
which varies depending on our debt leverage ratio. We used the proceeds to repurchase, during the first quarter of 2008, $128.7 million principal
amount of our 9.25% Senior Notes due 2011 and to pay for the $6.3 million of premium on early retirement of these notes.

As of December 31, 2008, EPPICS representing a total principal amount of $197.8 million have been converted into 15,969,645 shares of our
common stock. There were no outstanding EPPICS as of December 31, 2008. As a result of the redemption of all outstanding EPPICS as of
December 31, 2008, the $10.5 million in debt with related parties was reclassified by the Company against an offsetting investment.

As of December 31, 2008, we had an available line of credit with seven financial institutions in the aggregate amount of $250.0 million.
Associated facility fees vary, depending on our debt leverage ratio, and were 0.225% per annum as of December 31, 2008. The expiration date for
this $250.0 million five year revolving credit agreement is May 18, 2012. During the term of the credit facility we may borrow, repay and reborrow
funds, subject to customary borrowing conditions. The credit facility is available for general corporate purposes but may not be used to fund
dividend payments.

On January 15, 2008, we terminated all of our interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with our Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
January 2008. The related gain has been deferred on the consolidated balance sheet, and is being amortized into interest expense over the term of
the associated debt.

During 2007, we retired an aggregate principal amount of $967.2 million of debt, including $3.3 million of EPPICS and $17.8 million of
3.25% Commonwealth convertible notes that were converted into our common stock. As further described below, we temporarily borrowed and
repaid $200.0 million during the month of March 2007, utilized to temporarily fund our acquisition of Commonwealth.

In connection with the acquisition of Commonwealth, we assumed $35.0 million of debt under a revolving credit facility and approximately
$191.8 million face amount of Commonwealth convertible notes (fair value of approximately $209.6 million). During March 2007, we paid down
the $35.0 million credit facility, and through December 31, 2007, we retired approximately $183.3 million face amount (for which we paid $165.4
million in cash and $36.7 million in common stock) of the convertible notes (premium paid of $18.9 million was recorded as $17.8 million to
goodwill and $1.1 million to other income (loss), net). The remaining outstanding balance of $8.5 million was fully redeemed in the fourth quarter
of 2008.

On March 23, 2007, we issued in a private placement an aggregate $300.0 million principal amount of 6.625% Senior Notes due 2015 and
$450.0 million principal amount of 7.125% Senior Notes due 2019. Proceeds from the sale were used to pay down $200.0 million principal amount
of indebtedness borrowed on March 8, 2007 under a bridge loan facility in connection with the acquisition of Commonwealth, and redeem, on
April 26, 2007, $495.2 million principal amount of our 7.625% Senior Notes due 2008.
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During the first quarter of 2007, we incurred and expensed approximately $4.1 million of fees associated with the bridge loan facility
established to temporarily fund our acquisition of Commonwealth. In the second quarter of 2007, we completed an exchange offer (to publicly
register the debt) on the $750.0 million in total of private placement notes described above, in addition to the $400.0 million principal amount of
7.875% Senior Notes issued in a private placement on December 22, 2006, for registered Senior Notes due 2027. On April 26, 2007, we redeemed
$495.2 million principal amount of our 7.625% Senior Notes due 2008 at a price of 103.041% plus accrued and unpaid interest. The debt
retirement generated a pre-tax loss on the early extinguishment of debt at a premium of approximately $16.3 million in the second quarter of 2007
and is
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included in other income (loss), net. As a result of this debt redemption, we also terminated three interest rate swap agreements hedging an
aggregate $150.0 million notional amount of indebtedness. Payments on the swap terminations of approximately $1.0 million were made in the
second quarter of 2007.

For the year ended December 31, 2006, we retired an aggregate principal amount of $251.0 million of debt, including $15.9 million of
EPPICS that were converted into our common stock.

During the first quarter of 2006, we entered into two debt-for-debt exchanges of our debt securities. As a result, $47.5 million of our 7.625%
notes due 2008 were exchanged for approximately $47.4 million of our 9.00% notes due 2031. During the fourth quarter of 2006, we entered into
four debt-for-debt exchanges and exchanged $157.3 million of our 7.625% notes due 2008 for $149.9 million of our 9.00% notes due 2031. The
9.00% notes are callable on the same general terms and conditions as the 7.625% notes exchanged. No cash was exchanged in these transactions.
However, with respect to the first quarter debt exchanges, a non-cash pre-tax loss of approximately $2.4 million was recognized in accordance
with EITF No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments,” which is included in other income (loss), net,
for the year ended December 31, 2006.

On June 1, 2006, we retired at par our entire $175.0 million principal amount of 7.60% Debentures due June 1, 2006.

On June 14, 2006, we repurchased $22.7 million of our 6.75% Senior Notes due August 17, 2006 at a price of 100.181% of par.

On August 17, 2006, we retired at par the $29.1 million remaining balance of the 6.75% Senior Notes.

On December 22, 2006, we issued in a private placement, an aggregate $400.0 million principal amount of 7.875% Senior Notes due
January 15, 2027. Proceeds from the sale were used to partially finance the Commonwealth acquisition.

In December 2006, we borrowed $150.0 million under a senior unsecured term loan agreement. The loan matures in 2012 and bears interest
based on an average prime rate or London Interbank Offered Rate or LIBOR plus 1 /8%, at our election. Proceeds were used to partially finance
the Commonwealth acquisition.

As of December 31, 2008 we were in compliance with all of our debt and credit facility covenants.

Our principal payments for the next five years are as follows:
 

($ in thousands)   
Principal
Payments

2009   $ 3,857
2010   $ 7,236
2011   $ 1,125,143
2012   $ 180,366
2013   $ 829,131

 
(12) Derivative Instruments and Hedging Activities:

Interest rate swap agreements were used to hedge a portion of our debt that is subject to fixed interest rates. Under our interest rate swap
agreements, we agreed to pay an amount equal to a specified variable rate of interest times a notional principal amount, and to receive in return an
amount equal to a specified fixed rate of interest times the same notional principal amount. The notional amounts of the contracts were not
exchanged. No other cash payments are made unless the agreement is terminated prior to maturity, in which case the amount paid or received in
settlement is established by agreement at the time of termination and represents the market value, at the then current rate of interest, of the
remaining obligations to exchange payments under the terms of the contracts.
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On January 15, 2008, we terminated all of our interest rate swap agreements representing $400.0 million notional amount of indebtedness
associated with our Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of approximately $15.5 million were received in
January 2008. The related gain has been deferred on the consolidated balance sheet, and is being amortized into interest expense over the term of
the associated debt. For the year ended December 31, 2008, we recognized $5.0 million of deferred gain and anticipate recognizing $3.4 million
during 2009.

As of January 16, 2008, we no longer have any derivative instruments. The following disclosure is necessary to understand our historical
financial statements.

The interest rate swap contracts are reflected at fair value in our consolidated balance sheets and the related portion of fixed-rate debt being
hedged is reflected at an amount equal to the sum of its book value and an amount representing the change in fair value of the debt obligations
attributable to the interest rate risk being hedged. Changes in the fair value of interest rate swap contracts, and the offsetting changes in the
adjusted carrying value of the related portion of the fixed-rate debt being hedged, are recognized in the consolidated statements of operations in
interest expense. The notional amounts of interest rate swap contracts hedging fixed-rate indebtedness as of December 31, 2007 was $400.0
million. Such contracts required us to pay variable rates of interest (average pay rates of approximately 8.54% as of December 31, 2007) and
receive fixed rates of interest (average receive rates of 8.50% as of December 31, 2007). The fair value of these derivatives is reflected in other
assets as of December 31, 2007 in the amount of $7.9 million. The related underlying debt was increased in 2007 by a like amount. For the years
ended December 31, 2007 and 2006, the interest expense resulting from these interest rate swaps totaled approximately $2.4 million and $4.2
million, respectively.

 
(13) Investment Income:

The components of investment income for the years ended December 31, 2008, 2007 and 2006 are as follows:
 
($ in thousands)   2008   2007   2006

Interest and dividend income   $10,928  $32,986  $22,172
Gain from Rural Telephone Bank dissolution    —     —     61,428
Equity earnings    5,190   4,655   149

            

Total investment income   $16,118  $37,641  $83,749
            

 
(14) Other Income (Loss), net:

The components of other income (loss), net for the years ended December 31, 2008, 2007 and 2006 are as follows:
 
($ in thousands)   2008   2007   2006  

Bridge loan fee   $ —     $ (4,069)  $ —    
Premium on debt repurchases    (6,290)   (18,217)   —    
Legal fees and settlement costs    (1,037)   —      (1,000) 
Gain on expiration/settlement of customer advances, net    4,520    2,031    3,539  
Loss on exchange of debt    —      —      (2,433) 
Gain on forward rate agreements    —      —      430  
Other, net    (2,363)   2,422    2,471  

    
 

   
 

   
 

Total other income (loss), net   $(5,170)  $(17,833)  $ 3,007  
    

 

   

 

   

 

During the first quarter of 2008, we retired certain debt and recognized a pre-tax loss of $6.3 million on the early extinguishment of debt at a
premium, mainly for the 9.25% Senior Notes due 2011. During the first quarter
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of 2007, we incurred $4.1 million of fees associated with a bridge loan facility. In 2007, we retired certain debt and recognized a pre-tax loss of
$18.2 million on the early extinguishment of debt at a premium, mainly for the 7.625% Senior Notes due 2008. During 2008, 2007 and 2006, we
recognized income of $4.5 million, $2.0 million and $3.5 million, respectively, in connection with certain retained liabilities, that have terminated,
associated with customer advances for construction from our disposed water properties. During 2008 and 2006, we recorded legal fees and
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settlement costs in connection with the Bangor, Maine legal matter of $1.0 million in each year. In connection with our exchange of debt during
the first quarter of 2006, we recognized a non-cash, pre-tax loss of $2.4 million. 2006 also includes a gain for the changes in fair value of our
forward rate agreements of $0.4 million.

 
(15) Company Obligated Mandatorily Redeemable Convertible Preferred Securities:

As of December 31, 2008, we fully redeemed the EPPICS related debt outstanding to third parties. The following disclosure provides the
history regarding this issue.

In 1996, our consolidated wholly-owned subsidiary, Citizens Utilities Trust (the Trust), issued, in an underwritten public offering, 4,025,000
shares of EPPICS, representing preferred undivided interests in the assets of the Trust, with a liquidation preference of $50 per security (for a total
liquidation amount of $201.3 million). These securities had an adjusted conversion price of $11.46 per share of our common stock. The conversion
price was reduced from $13.30 to $11.46 during the third quarter of 2004 as a result of the $2.00 per share of common stock special, non-recurring
dividend. The proceeds from the issuance of the Trust Convertible Preferred Securities and a Company capital contribution were used to purchase
$207.5 million aggregate liquidation amount of 5% Partnership Convertible Preferred Securities due 2036 from another wholly-owned subsidiary,
Citizens Utilities Capital L.P. (the Partnership). The proceeds from the issuance of the Partnership Convertible Preferred Securities and a Company
capital contribution were used to purchase from us $211.8 million aggregate principal amount of 5% Convertible Subordinated Debentures due
2036. The sole assets of the Trust were the Partnership Convertible Preferred Securities, and our Convertible Subordinated Debentures were
substantially all the assets of the Partnership. Our obligations under the agreements related to the issuances of such securities, taken together,
constituted a full and unconditional guarantee by us of the Trust’s obligations relating to the Trust Convertible Preferred Securities and the
Partnership’s obligations relating to the Partnership Convertible Preferred Securities.

In accordance with the terms of the issuances, we paid the annual 5% interest in quarterly installments on the Convertible Subordinated
Debentures in 2008, 2007 and 2006. Cash was paid (net of investment returns) to the Partnership in payment of the interest on the Convertible
Subordinated Debentures. The cash was then distributed by the Partnership to the Trust and then by the Trust to the holders of the EPPICS.

As of December 31, 2008, EPPICS representing a total principal amount of $197.8 million have been converted into 15,969,645 shares of our
common stock. There were no outstanding EPPICS as of December 31, 2008. As a result of the redemption of all outstanding EPPICS as of
December 31, 2008, the $10.5 million in debt with related parties was reclassified by the Company against an offsetting investment.

We adopted the provisions of FIN No. 46R (revised December 2003) (FIN No. 46R), “Consolidation of Variable Interest Entities,” effective
January 1, 2004. Accordingly, the Trust holding the EPPICS and the related Citizens Utilities Capital L.P. were deconsolidated.

 
(16) Capital Stock:

We are authorized to issue up to 600,000,000 shares of common stock. The amount and timing of dividends payable on common stock are,
subject to applicable law, within the sole discretion of our Board of Directors.
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(17) Stock Plans:

At December 31, 2008, we had five stock-based compensation plans under which grants have been made and awards remained outstanding.
These plans, which are described below, are the Management Equity Incentive Plan (MEIP), the 1996 Equity Incentive Plan (1996 EIP), the
Amended and Restated 2000 Equity Incentive Plan (2000 EIP), the Non-Employee Directors’ Deferred Fee Plan (Deferred Fee Plan) and the Non-
Employee Directors’ Equity Incentive Plan (Directors’ Equity Plan, and together with the Deferred Fee Plan, the Director Plans).

In accordance with the adoption of SFAS No. 123R as of January 1, 2006, we recorded stock-based compensation expense for the cost of our
stock options. Compensation expense, recognized in other operating expenses, of $0.0 million, $0.8 million and $2.2 million in 2008, 2007 and
2006, respectively, has been recorded for the cost of our stock options. Our general policy is to issue shares upon the grant of restricted shares and
exercise of options from treasury. At December 31, 2008, there were 16,058,182 shares authorized for grant under these plans and 4,170,361 shares
available for grant. No further awards may be granted under the MEIP, the 1996 EIP or the Deferred Fee Plan.

In connection with the Director Plans, compensation costs associated with the issuance of stock units was $0.8 million, $1.6 million and $2.0
million in 2008, 2007 and 2006, respectively. Cash compensation associated with the Director Plans was $0.5 million in each of 2008, 2007 and
2006. These costs are recognized in other operating expenses.

We have granted restricted stock awards to key employees in the form of our common stock. The number of shares issued as restricted stock
awards during 2008, 2007 and 2006 were 887,000, 722,000 and 732,000, respectively. None of the restricted stock awards may be sold, assigned,
pledged or otherwise transferred, voluntarily or involuntarily, by the employees until the restrictions lapse, subject to limited exceptions. The
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restrictions are time based. At December 31, 2008, 1,702,000 shares of restricted stock were outstanding. Compensation expense, recognized in
other operating expenses, of $6.9 million, $6.6 million and $6.0 million, for the years ended December 31, 2008, 2007 and 2006, respectively, has
been recorded in connection with these grants.

Management Equity Incentive Plan

Prior to its expiration on June 21, 2000, awards of our common stock could have been granted under the MEIP to eligible officers,
management employees and non-management employees in the form of incentive stock options, non-qualified stock options, stock appreciation
rights (SARs), restricted stock or other stock-based awards.

Since the expiration of the MEIP, no awards have been or may be granted under the MEIP. The exercise price of stock options issued was
equal to or greater than the fair market value of the underlying common stock on the date of grant. Stock options were not ordinarily exercisable on
the date of grant but vested over a period of time (generally four years). All stock options granted under the MEIP are vested. Under the terms of
the MEIP, subsequent stock dividends and stock splits have the effect of increasing the option shares outstanding, which correspondingly decreases
the average exercise price of outstanding options.

1996 and 2000 Equity Incentive Plans

Since the expiration date of the 1996 EIP on May 22, 2006, no awards have been or may be granted under the 1996 EIP. Under the 2000 EIP,
awards of our common stock may be granted to eligible officers, management employees and non-management employees in the form of incentive
stock options, non-qualified stock options, SARs, restricted stock or other stock-based awards. As discussed under the Non-Employee Directors’
Compensation Plans below, prior to May 25, 2006 non-employee directors received an award of stock options under the 2000 EIP upon
commencement of service.
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At December 31, 2008, there were 13,517,421 shares authorized for grant under the 2000 EIP and 1,940,083 shares available for grant, as
adjusted to reflect stock dividends. No awards will be granted more than 10 years after the effective date (May 18, 2000) of the 2000 EIP plan. The
exercise price of stock options and SARs under the 2000 and 1996 EIP generally shall be equal to or greater than the fair market value of the
underlying common stock on the date of grant. Stock options are not ordinarily exercisable on the date of grant but vest over a period of time
(generally four years). Under the terms of the EIPs, subsequent stock dividends and stock splits have the effect of increasing the option shares
outstanding, which correspondingly decrease the average exercise price of outstanding options.

On March 17, 2008, the Company adopted the Long-Term Incentive Program (LTIP). The LTIP covers the named executive officers and
certain other officers. The LTIP is designed to incentivize and reward the Company’s senior executives if they achieve aggressive growth goals
over three-year performance periods (the measurement periods). LTIP awards will be granted in shares of the Company’s common stock following
the applicable measurement period if pre-established goals are achieved over the measurement period. At the time that the LTIP was adopted, the
Compensation Committee approved LTIP target award opportunities for senior executives, as well as the target level for each performance metric,
for the 2008-2010 measurement period. Minimum financial performance “gates” were set that had to be achieved with respect to revenue and free
cash flow growth over the 2008-2010 measurement period for any LTIP award to be granted. In February 2009, the Compensation Committee
determined that the minimum performance gates were no longer achievable and cancelled the award opportunities for the 2008-2010 measurement
period. Accordingly, there will be no payouts under the LTIP for the 2008-2010 measurement period.

The following summary presents information regarding outstanding stock options and changes with regard to options under the MEIP and the
EIPs:
 

   

Shares 
Subject to 

Option   

Weighted
Average

Option Price
Per Share   

Weighted
Average

Remaining
Life in Years  

Aggregate
Intrinsic
Value

Balance at January 1, 2006   7,985,000   $ 11.52  5.3  $13,980,000
Options granted   22,000   $ 12.55    

Options exercised   (2,695,000)  $ 9.85    $ 9,606,000
Options canceled, forfeited or lapsed   (70,000)  $ 10.13    

   
 

     

Balance at December 31, 2006   5,242,000   $ 12.41  4.4  $14,490,000
Options granted   —     $ —      

Options exercised   (1,254,000)  $ 10.19    $ 6,033,000
Options canceled, forfeited or lapsed   (33,000)  $ 10.79    

   
 

     

Balance at December 31, 2007   3,955,000   $ 13.13  3.4  $ 5,727,000
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Options granted   —     $ —      

Options exercised   (187,000)  $ 7.38    $ 743,000
Options canceled, forfeited or lapsed   (55,000)  $ 10.40    

   
 

     

Balance at December 31, 2008   3,713,000   $ 13.46  2.5  $ 495,000
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The following table summarizes information about shares subject to options under the MEIP and the EIPs at December 31, 2008:
 

Options Outstanding   Option Exercisable

Number
Outstanding   

Range of
Exercise Prices   

Weighted
Average
Exercise

Price   

Weighted
Average

Remaining
Life in
Years   

Number
Exercisable   

Weighted
Average
Exercise

Price

   525,000   $   6.45 –   8.19  $   7.80  2.66     525,000  $   7.80
   541,000    10.44 – 10.44   10.44  4.40     541,000   10.44
   200,000    11.15 – 11.15   11.15  1.80     200,000   11.15
   476,000    11.79 – 11.79   11.79  2.38     476,000   11.79
   167,000    11.90 – 14.27   13.44  4.77     160,000   13.45
   582,000    15.02 – 15.02   15.02  1.75     582,000   15.02
   640,000    15.94 – 16.74   16.67  1.73     640,000   16.67
   582,000    18.46 – 18.46   18.46  1.75     582,000   18.46
            

3,713,000  $   6.45 – 18.46  $ 13.46  2.50  3,706,000  $ 13.46
            

The number of options exercisable at December 31, 2007 and 2006 were 3,938,000 and 4,791,000, with a weighted average exercise price of
$13.13 and $12.58, respectively.

Cash received upon the exercise of options during 2008, 2007 and 2006 was $1.4 million, $13.8 million and $27.2 million, respectively.
There is no remaining unrecognized compensation cost associated with unvested stock options at December 31, 2008.

For purposes of determining compensation expense, the fair value of each option grant is estimated on the date of grant using the Black-
Scholes option-pricing model which requires the use of various assumptions including expected life of the option, expected dividend rate, expected
volatility, and risk-free interest rate. The expected life (estimated period of time outstanding) of stock options granted was estimated using the
historical exercise behavior of employees. The risk free interest rate is based on the U.S. Treasury yield curve in effect at the time of the grant.
Expected volatility is based on historical volatility for a period equal to the stock option’s expected life, calculated on a monthly basis.

The following table presents the weighted average assumptions used for stock option grants in 2006. No stock option grants were issued in
2007 and 2008 under the MEIP or the EIPs.
 

   2006  

Dividend yield   7.55% 
Expected volatility   44% 
Risk-free interest rate   4.89% 
Expected life   5 years  
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The following summary presents information regarding unvested restricted stock and changes with regard to restricted stock under the MEIP
and the EIPs:
 

   
Number of

Shares   

Weighted
Average

Grant Date
Fair Value   

Aggregate
Fair Value

Balance at January 1, 2006   1,456,000   $ 12.47  $17,808,000
Restricted stock granted   732,000   $ 12.87  $10,494,000
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Restricted stock vested   (642,000)  $ 12.08  $ 9,226,000
Restricted stock forfeited   (372,000)  $ 12.60  

   
 

   

Balance at December 31, 2006   1,174,000   $ 12.89  $16,864,000
Restricted stock granted   722,000   $ 15.04  $ 9,187,000
Restricted stock vested   (587,000)  $ 12.94  $ 7,465,000
Restricted stock forfeited   (100,000)  $ 13.95  

   
 

   

Balance at December 31, 2007   1,209,000   $ 14.06  $15,390,000
Restricted stock granted   887,000   $ 11.02  $ 7,757,000
Restricted stock vested   (367,000)  $ 13.90  $ 3,209,000
Restricted stock forfeited   (27,000)  $ 13.39  

   
 

   

Balance at December 31, 2008   1,702,000   $ 12.52  $14,876,000
   

 

   

For purposes of determining compensation expense, the fair value of each restricted stock grant is estimated based on the average of the high
and low market price of a share of our common stock on the date of grant. Total remaining unrecognized compensation cost associated with
unvested restricted stock awards at December 31, 2008 was $15.2 million and the weighted average period over which this cost is expected to be
recognized is approximately two to three years.

Non-Employee Directors’ Compensation Plans

Upon commencement of his or her service on the Board of Directors, each non-employee director receives a grant of 10,000 stock options.
These options are currently awarded under the Directors’ Equity Plan. Prior to effectiveness of the Directors’ Equity Plan on May 25, 2006, these
options were awarded under the 2000 EIP. The exercise price of these options, which become exercisable six months after the grant date, is the fair
market value (as defined in the relevant plan) of our common stock on the date of grant. Options granted under the Directors’ Equity Plan expire on
the earlier of the tenth anniversary of the grant date or the first anniversary of termination of service as a director. Options granted to non-employee
directors under the 2000 EIP expire on the tenth anniversary of the grant date.

Each non-employee director also receives an annual grant of 3,500 stock units. These units are currently awarded under the Directors’ Equity
Plan and prior to effectiveness of that plan, were awarded under the Deferred Fee Plan. Since the effectiveness of the Directors’ Equity Plan, no
further grants have been made under the Deferred Fee Plan. Prior to April 20, 2004, each non-employee director received an award of 5,000 stock
options. The exercise price of such options was set at 100% of the fair market value on the date the options were granted. The options were
exercisable six months after the grant date and remain exercisable for ten years after the grant date.

In addition, each year, each non-employee director is also entitled to receive a retainer, meeting fees, and, when applicable, fees for serving
as a committee chair or as Lead Director. For 2008, each non-employee director had to elect, by December 31 of the preceding year, to receive
$40,000 cash or 5,760 stock units as an annual retainer and to receive meeting fees and Lead Director and committee chair stipends in the form of
cash
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or stock units. Stock units are awarded under the Directors’ Equity Plan. Directors making a stock unit election must also elect to convert the units
to either common stock (convertible on a one-to-one basis) or cash upon retirement or death.

The number of shares of common stock authorized for issuance under the Directors’ Equity Plan is 2,540,761, which includes 540,761 shares
that were available for grant under the Deferred Fee Plan on the effective date of the Directors’ Equity Plan. In addition, if and to the extent that
any “plan units” outstanding on May 25, 2006 under the Deferred Fee Plan are forfeited or if any option granted under the Deferred Fee Plan
terminates, expires, or is cancelled or forfeited, without having been fully exercised, shares of common stock subject to such “plan units” or
options cancelled shall become available under the Directors’ Equity Plan. At December 31, 2008, there were 2,230,278 shares available for grant.
There were 12 directors participating in the Directors’ Plans during all or part of 2008. In 2008, the total options, plan units, and stock earned were
0, 102,673, and 0, respectively. In 2007, the total options, plan units, and stock earned were 10,000, 98,070 and 0, respectively. In 2006, the total
options, plan units, and stock earned were 20,000, 81,000 and 0, respectively. Options granted prior to the adoption of the Directors’ Equity Plan
were granted under the 2000 EIP. At December 31, 2008, 182,951 options were outstanding and exercisable under the Director Plans at a weighted
average exercise price of $12.68.

For 2008, each non-employee director received fees of $2,000 for each in-person Board of Directors and committee meeting attended and
$1,000 for each telephone Board and committee meeting attended. The chairs of the Audit, Compensation, Nominating and Corporate Governance
and Retirement Plan Committees were paid an additional annual fee of $25,000, $15,000, $7,500 and $5,000, respectively. In addition, the Lead
Director, who heads the ad hoc committee of non-employee directors, received an additional annual fee of $15,000. A director must elect, by
December 31 of the preceding year, to receive meeting and other fees in cash, stock units, or a combination of both. All fees paid to the non-
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employee directors in 2008 were paid quarterly. If the director elects stock units, the number of units credited to the director’s account is
determined as follows: the total cash value of the fees payable to the director are divided by 85% of the closing prices of our common stock on the
last business day of the calendar quarter in which the fees or stipends were earned. Units are credited to the director’s account quarterly. Effective
January 1, 2009, the annual fee for the chairs of the Compensation and Retirement Plan Committees were increased to $20,000 and $7,500,
respectively. All other fees and retainers remain the same.

We account for the Deferred Fee Plan and Directors’ Equity Plan in accordance with SFAS No. 123R. To the extent directors elect to receive
the distribution of their stock unit account in cash, they are considered liability-based awards. To the extent directors elect to receive the
distribution of their stock unit accounts in common stock, they are considered equity-based awards. Compensation expense for stock units that are
considered equity-based awards is based on the market value of our common stock at the date of grant. Compensation expense for stock units that
are considered liability-based awards is based on the market value of our common stock at the end of each period.

We had also maintained a Non-Employee Directors’ Retirement Plan providing for the payment of specified sums annually to our non-
employee directors, or their designated beneficiaries, starting at the director’s retirement, death or termination of directorship. In 1999, we
terminated this Plan. As of December 31, 2008, the liability for such payments was reduced to $0 as the obligation was fully settled during the
second quarter of 2007.
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(18) Income Taxes:

The following is a reconciliation of the provision for income taxes for continuing operations computed at Federal statutory rates to the
effective rates for the years ended December 31, 2008, 2007 and 2006:
 
     2008   2007   2006  

Consolidated tax provision at federal statutory rate     35.0%  35.0%  35.0% 
State income tax provisions, net of federal income tax benefit     2.8%  1.8%  2.1% 
Tax reserve adjustment     (l.4)%  1.0%  0.2% 
All other, net     0.2%  (0.6)%  (2.7)% 

     
 

  
 

  
 

    36.6%  37.2%  34.6% 
     

 

  

 

  

 

The components of the net deferred income tax liability (asset) at December 31 are as follows:
 

($ in thousands)   2008   2007  

Deferred income tax liabilities:    

Property, plant and equipment basis differences   $642,598   $624,426  
Intangibles    248,520    275,102  
Other, net    15,946    10,431  

    
 

   
 

   907,064    909,959  
    

 
   

 

Deferred income tax assets:    

SFAS No. 158 pension/OPEB liability    146,997    58,587  
Tax operating loss carryforward    72,434    83,203  
Alternative minimum tax credit carryforward    —      26,658  
Employee benefits    62,482    68,791  
State tax liability    7,483    10,361  
Accrued expenses    19,726    14,818  
Bad debts    12,026    4,971  
Other, net    14,550    12,700  

    
 

   
 

   335,698    280,089  
Less: Valuation allowance    (67,331)   (59,566) 

    
 

   
 

Net deferred income tax asset    268,367    220,523  
    

 
   

 

Net deferred income tax liability   $638,697   $689,436  
    

 

   

 

Deferred tax assets and liabilities are reflected in the following captions on the consolidated balance
sheet:    

Deferred income taxes   $670,489   $711,645  
Other current assets    (31,792)   (22,209) 

    
 

   
 

Net deferred income tax liability   $638,697   $689,436  
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Our state tax operating loss carryforward as of December 31, 2008 is estimated at $952.3 million. A portion of our state loss carryforward
begins to expire in 2009.
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The provision (benefit) for Federal and state income taxes, as well as the taxes charged or credited to shareholders’ equity, includes amounts
both payable currently and deferred for payment in future periods as indicated below:
 
($ in thousands)   2008   2007   2006  

Income taxes charged to the consolidated statement of operations for continuing operations:     

Current:     

Federal   $ 68,114   $ 37,815   $ 772  
State    4,415    9,188    3,676  

    
 

   
 

   
 

Total current    72,529    47,003    4,448  
    

 
   

 
   

 

Deferred:     

Federal    32,984    75,495    128,534  
State    983    5,516    3,497  

    
 

   
 

   
 

Total deferred    33,967    81,011    132,031  
    

 
   

 
   

 

Subtotal income taxes for continuing operations    106,496    128,014    136,479  
    

 
   

 
   

 

Income taxes charged to the consolidated statement of operations for discontinued operations:     

Current:     

Federal    —      —      3,018  
State    —      —      2,004  

    
 

   
 

   
 

Total current    —      —      5,022  
    

 
   

 
   

 

Deferred:     

Federal    —      —      47,732  
State    —      —      3,835  

    
 

   
 

   
 

Total deferred    —      —      51,567  
    

 
   

 
   

 

Subtotal income taxes for discontinued operations    —      —      56,589  
    

 
   

 
   

 

Total income taxes charged to the consolidated statement of operations (a)    106,496    128,014    193,068  
    

 
   

 
   

 

Income taxes charged (credited) to shareholders’ equity:     

Deferred income tax benefits on unrealized/realized gains or losses on securities classified
as available-for-sale    —      (11)   (35) 

Current benefit arising from stock options exercised and restricted stock    (4,877)   (552)   (3,777) 
Deferred income taxes (benefits) arising from the recognition of additional pens ion/OPEB

liability    (88,410)   (6,880)   24,707  
Deferred tax benefit from recording adjustments from the adoption of SAB No. 108    —      —      (17,339) 

    
 

   
 

   
 

Income taxes charged (credited) to shareholders’ equity (b)    (93,287)   (7,443)   3,556  
    

 
   

 
   

 

Total income taxes: (a) plus (b)   $ 13,209   $120,571   $196,624  
    

 

   

 

   

 

In July 2006, the FASB issued FASB Interpretation No. (FIN) 48, “Accounting for Uncertainty in Income Taxes.” Among other things, FIN
No. 48 requires applying a “more likely than not” threshold to the recognition and derecognition of uncertain tax positions either taken or expected
to be taken in the Company’s income tax returns. We adopted the provisions of FIN No. 48 in the first quarter of 2007. The total amount of our
gross FIN No. 48 tax liability for tax positions that may not be sustained under a “more likely than not” threshold amounts to $52.9 million as of
December 31, 2008. A decrease of $16.2 million in the balance, including $4.9 million of accrued interest, since December 31, 2007 resulted from
the expiration of certain statute of limitations on
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April 15, 2008. The amount of our total FIN No. 48 tax liabilities reflected above that would positively impact the calculation of our effective
income tax rate, if our tax positions are sustained, is $33.4 million as of December 31, 2008.
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The Company’s policy regarding the classification of interest and penalties is to include these amounts as a component of income tax
expense. This treatment of interest and penalties is consistent with prior periods. We have recognized in our consolidated statement of operations
for the year ended December 31, 2008, additional interest in the amount of $2.9 million. We are subject to income tax examinations generally for
the years 2005 forward for both our Federal and state filing jurisdictions. We also maintain uncertain tax positions in various state jurisdictions.
Amounts related to uncertain tax positions that may change within the next twelve months are not material.

The following table sets forth the changes in the Company’s balance of unrecognized tax benefits for the years ended December 31, 2008 and
2007 in accordance with FIN No. 48:
 

($ in thousands)   2008   2007

Unrecognized tax benefits—beginning of year   $ 59,717   $30,332
Gross increases—unrecognized tax benefits acquired via acquisitions    —      8,977
Gross decreases—prior year tax positions    (2,070)   —  
Gross increases—current year tax positions    2,379    20,408
Gross decreases—expired statute of limitations    (11,315)   —  

    
 

   

Unrecognized tax benefits—end of year   $ 48,711   $59,717
    

 

   

The amounts above exclude $4.2 million of accrued interest that we have recorded and would be payable should the Company’s tax positions
not be sustained.
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(19) Net Income Per Common Share:

The reconciliation of the net income per common share calculation for the years ended December 31, 2008, 2007 and 2006 is as follows:
 
($ in thousands, except per-share amounts)   2008   2007   2006  

Net income used for basic and diluted earnings per common share:     

Income from continuing operations attributable to common shareholders of Frontier   $182,660   $214,654   $254,008  
Income from discontinued operations    —      —      90,547  

    
 

   
 

   
 

Net income attributable to common shareholders of Frontier    182,660    214,654    344,555  
Less: Dividends allocated to unvested restricted stock awards    (1,744)   (1,408)   (1,373) 

    
 

   
 

   
 

Total basic net income attributable to common shareholders of Frontier    180,916    213,246    343,182  
Effect of conversion of preferred securities—EPPICS    130    152    401  

    
 

   
 

   
 

Total diluted net income attributable to common shareholders of Frontier   $181,046   $213,398   $343,583  
    

 

   

 

   

 

Basic earnings per common share:     

Total weighted-average shares and unvested restricted stock awards outstanding—basic    319,161    332,377    323,989  
Less: Weighted-average unvested restricted stock awards    (1,660)   (1,340)   (1,348) 

    
 

   
 

   
 

Total weighted-average shares outstanding—basic    317,501    331,037    322,641  
    

 

   

 

   

 

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78  
Income from discontinued operations    —      —      0.28  

    
 

   
 

   
 

Net income per share attributable to common shareholders of Frontier   $ 0.57   $ 0.64   $ 1.06  
    

 

   

 

   

 

Diluted earnings per common share:     

Total weighted-average shares outstanding—basic    317,501    331,037    322,641  
Effect of dilutive shares    435    940    931  
Effect of conversion of preferred securities—EPPICS    306    401    973  

    
 

   
 

   
 

Total weighted-average shares outstanding—diluted    318,242    332,378    324,545  
    

 

   

 

   

 

Income from continuing operations   $ 0.57   $ 0.64   $ 0.78  
Income from discontinued operations    —      —      0.28  

    
 

   
 

   
 

Net income per share attributable to common shareholders of Frontier   $ 0.57   $ 0.64   $ 1.06  
    

 

   

 

   

 

Stock Options

For the years ended December 31, 2008, 2007 and 2006, options to purchase shares of 2,647,000 (at exercise prices ranging from $11.15 to
$18.46), 1,804,000 (at exercise prices ranging from $15.02 to $18.46), and 1,917,000 (at exercise prices ranging from $13.45 to $18.46),
respectively, issuable under employee compensation plans were excluded from the computation of diluted earnings per share (EPS) for those
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periods because the exercise prices were greater than the average market price of our common stock and, therefore, the effect would be
antidilutive. In calculating diluted EPS we apply the treasury stock method and include future unearned compensation as part of the assumed
proceeds.

In addition, for the years ended December 31, 2008, 2007 and 2006, the impact of dividends paid on unvested restricted stock awards of
1,702,000, 1,209,000 and 1,174,000 shares, respectively, have been deducted in accordance with FSP EITF No. 03-6-1, which we adopted on a
retrospective basis.
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EPPICS

There were no outstanding EPPICS at December 31, 2008. At December 31, 2007, we had 80,307 shares of potentially dilutive EPPICS,
which were convertible into our common stock at a 4.3615 to 1 ratio at an exercise price of $11.46 per share. If all EPPICS that remained
outstanding as of December 31, 2007 were converted, we would have issued approximately 350,259 shares of our common stock. As a result of the
September 2004 special, non-recurring dividend, the EPPICS exercise price for conversion into common stock was reduced from $13.30 to $11.46.
These securities have been included in the diluted income per common share calculation for the periods ended December 31, 2007 and 2006.

Stock Units

At December 31, 2008, 2007 and 2006, we had 324,806, 225,427 and 319,423 stock units, respectively, issued under the Director Plans and
the Non-Employee Directors’ Retirement Plan. These securities have not been included in the diluted income per share of common stock
calculation because their inclusion would have had an antidilutive effect.

Share Repurchase Programs

In February 2008, our Board of Directors authorized us to repurchase up to $200.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 4, 2008 and was completed on
October 3, 2008. During 2008, we repurchased approximately 17.8 million shares of our common stock at an aggregate cost of $200.0 million.

In February 2007, our Board of Directors authorized us to repurchase up to $250.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 19, 2007 and was completed on
October 15, 2007. During 2007, we repurchased approximately 17.3 million shares of our common stock at an aggregate cost of $250.0 million.

In February 2006, our Board of Directors authorized us to repurchase up to $300.0 million of our common stock in public or private
transactions over the following twelve-month period. This share repurchase program commenced on March 6, 2006. During 2006, we repurchased
approximately 10.2 million shares of our common stock at an aggregate cost of $135.2 million. No further purchases were made prior to expiration
of this authorization.

 
(20) Comprehensive Income:

Comprehensive income consists of net income and other gains and losses affecting shareholders’ investment and SFAS No. 158
pension/OPEB liabilities that, under GAAP, are excluded from net income.

The components of accumulated other comprehensive loss, net of tax at December 31, 2008 and 2007 are as follows:
 

($ in thousands)   2008   2007  

Pension Costs   $ 376,086   $134,276  
Postretirement Costs    8,045    2,292  
Deferred taxes on pension and OPEB costs    (146,997)   (58,587) 
All other    18    14  

    
 

   
 

  $ 237,152   $ 77,995  
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Our other comprehensive income (loss) for the years ended December 31, 2008, 2007 and 2006 is as follows:
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   2008  

($ in thousands)   
Before-Tax

Amount   
Tax Expense/

(Benefit)   
Net-of-Tax

Amount  

Net actuarial loss   $(252,358)  $ (90,122)  $(162,236) 
Amortization of pension and postretirement costs    4,795    1,712    3,083  
All other    (4)   —      (4) 

    
 

   
 

   
 

Other comprehensive (loss)   $(247,567)  $ (88,410)  $(159,157) 
    

 

   

 

   

 

   2007  

($ in thousands)   
Before-Tax

Amount   
Tax Expense/

(Benefit)   
Net-of-Tax

Amount  

Amortization of pension and postretirement costs   $ (3,023)  $ (6,880)  $ 3,857  
All other    35    (12)   47  

    
 

   
 

   
 

Other comprehensive income   $ (2,988)  $ (6,892)  $ 3,904  
    

 

   

 

   

 

   2006  

($ in thousands)   
Before-Tax

Amount   
Tax Expense/

(Benefit)   
Net-of-Tax

Amount  

Net unrealized holding losses on securities arising during period   $ (92)  $ (35)  $ (57) 
SFAS No. 158 pension/postretirement liability    199,653    74,619    125,034  

    
 

   
 

   
 

Other comprehensive income   $ 199,561   $ 74,584   $ 124,977  
    

 

   

 

   

 

 
(21) Segment Information:

We operate in one reportable segment, Frontier. Frontier provides both regulated and unregulated voice, data and video services to
residential, business and wholesale customers and is typically the incumbent provider in its service areas.

As permitted by SFAS No. 131, we have utilized the aggregation criteria in combining our operating segments because all of our Frontier
properties share similar economic characteristics, in that they provide the same products and services to similar customers using comparable
technologies in all of the states in which we operate. The regulatory structure is generally similar. Differences in the regulatory regime of a
particular state do not materially impact the economic characteristics or operating results of a particular property.

 
(22) Quarterly Financial Data (Unaudited):
 
($ in thousands, except per share amounts)  First Quarter Second Quarter Third Quarter Fourth Quarter Total Year

2008      

Revenue  $ 569,205 $ 562,550 $ 557,871 $ 547,392 $2,237,018
Operating income   164,312  161,969  164,241  151,934  642,456
Net income attributable to common shareholders of Frontier   45,589  55,778  46,995  34,298  182,660
Net income available for common shareholders per basic

share  $ 0.14 $ 0.17 $ 0.15 $ 0.11 $ 0.57
Net income available for common shareholders per diluted

share  $ 0.14 $ 0.17 $ 0.15 $ 0.11 $ 0.57
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($ in thousands, except per share amounts)  First Quarter Second Quarter Third Quarter Fourth Quarter Total Year

2007      

Revenue  $ 556,147 $ 578,826 $ 575,814 $ 577,228 $2,288,015
Operating income   193,302  171,298  165,925  174,891  705,416
Net income attributable to common shareholders of Frontier   67,667  40,559  47,415  59,013  214,654
Net income available for common shareholders per basic

share  $ 0.21 $ 0.12 $ 0.14 $ 0.18 $ 0.64
Net income available for common shareholders per diluted

share  $ 0.21 $ 0.12 $ 0.14 $ 0.18 $ 0.64

The quarterly net income per common share amounts are rounded to the nearest cent. Annual net income per common share may vary
depending on the effect of such rounding. Our quarterly results include the results of operations of Commonwealth from the date of its acquisition
on March 8, 2007 and of GVN from the date of its acquisition on October 31, 2007. See Notes 13 and 14 for a description of miscellaneous
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transactions impacting our quarterly results.

 
(23) Retirement Plans:

We sponsor a noncontributory defined benefit pension plan covering a significant number of our former and current employees and other
postretirement benefit plans that provide medical, dental, life insurance and other benefits for covered retired employees and their beneficiaries and
covered dependents. The benefits are based on years of service and final average pay or career average pay. Contributions are made in amounts
sufficient to meet ERISA funding requirements while considering tax deductibility. Plan assets are invested in a diversified portfolio of equity and
fixed-income securities and alternative investments.

The accounting results for pension and other postretirement benefit costs and obligations are dependent upon various actuarial assumptions
applied in the determination of such amounts. These actuarial assumptions include the following: discount rates, expected long-term rate of return
on plan assets, future compensation increases, employee turnover, healthcare cost trend rates, expected retirement age, optional form of benefit and
mortality. We review these assumptions for changes annually with our independent actuaries. We consider our discount rate and expected long-
term rate of return on plan assets to be our most critical assumptions.

The discount rate is used to value, on a present value basis, our pension and other postretirement benefit obligations as of the balance sheet
date. The same rate is also used in the interest cost component of the pension and postretirement benefit cost determination for the following year.
The measurement date used in the selection of our discount rate is the balance sheet date. Our discount rate assumption is determined annually
with assistance from our actuaries based on the pattern of expected future benefit payments and the prevailing rates available on long-term, high
quality corporate bonds that approximate the benefit obligation. In making this determination we consider, among other things, the yields on the
Citigroup Pension Discount Curve, the Citigroup Above-Median Pension Curve, the general movement of interest rates and the changes in those
rates from one period to the next. This rate can change from year-to-year based on market conditions that impact corporate bond yields. Our
discount rate was 6.50% at year-end 2008 and 2007.

The expected long-term rate of return on plan assets is applied in the determination of periodic pension and postretirement benefit cost as a
reduction in the computation of the expense. In developing the expected long-term rate of return assumption, we considered published surveys of
expected market returns, 10 and 20 year actual returns of various major indices, and our own historical 5-year, 10-year and 20-year investment
returns. The expected long-term rate of return on plan assets is based on an asset allocation assumption of 35% to 55% in fixed income securities,
35% to 55% in equity securities and 5% to 15% in alternative investments. We review our asset allocation at least annually and make changes
when considered appropriate. Our asset return assumption is made at the beginning of our fiscal year. In 2008, we did not change our expected
long-term rate of
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return from the 8.25% used in 2007. Our pension plan assets are valued at actual market value as of the measurement date. The measurement date
used to determine pension and other postretirement benefit measures for the pension plan and the postretirement benefit plan is December 31.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans”
(SFAS No. 158). We adopted SFAS No. 158 prospectively on December 31, 2006. SFAS No. 158 requires that we recognize all obligations
related to defined benefit pensions and other postretirement benefits. SFAS No. 158 also requires that we quantify the plans’ funded status as an
asset or a liability on our consolidated balance sheets.

SFAS No. 158 requires that we measure the plan’s assets and obligations that determine our funded status as of the end of the fiscal year. We
are also required to recognize as a component of Other Comprehensive Income “OCI” the changes in funded status that occurred during the year
that are not recognized as part of net periodic benefit cost as explained in SFAS No. 87, “Employers’ Accounting for Pensions,” or SFAS No. 106,
“Employers’ Accounting for Postretirement Benefits Other Than Pensions.”

Based on the funded status of our defined benefit pension and postretirement benefit plans as of December 31, 2006, we reported a gain (net
of tax) to our AOCI of $41.4 million, a decrease of $66.1 million to accrued pension obligations and an increase of $24.7 million to accumulated
deferred income taxes. Our adoption of SFAS No. 158 on December 31, 2006, had no impact on our earnings. The following tables present details
about our pension plans.

Pension Benefits

The following tables set forth the plan’s projected benefit obligations and fair values of plan assets as of December 31, 2008 and 2007 and
net periodic benefit cost for the years ended December 31, 2008, 2007 and 2006:
 

($ in thousands)   2008   2007  
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Change in projected benefit obligation    

Projected benefit obligation at beginning of year   $ 820,404   $780,719  
Commonwealth plan as of acquisition date    —      107,047  
Service cost    6,005    9,175  
Interest cost    52,851    50,948  
Actuarial loss/(gain)    20,230    (26,524) 
Benefits paid    (69,465)   (87,049) 
Curtailment    —      (14,379) 
Special termination benefits    1,662    467  

    
 

   
 

Projected benefit obligation at end of year   $ 831,687   $820,404  
    

 
   

 

Change in plan assets    

Fair value of plan assets at beginning of year   $ 822,165   $770,182  
Commonwealth plan as of acquisition date    —      92,175  
Actual return on plan assets    (162,924)   46,857  
Benefits paid    (69,465)   (87,049) 

    
 

   
 

Fair value of plan assets at end of year   $ 589,776   $822,165  
    

 
   

 

Funded status   $(241,911)  $ 1,761  
    

 

   

 

Amounts recognized in the consolidated balance sheet    

Other assets/(other long-term liabilities)   $(241,911)  $ 1,761  
    

 

   

 

Accumulated other comprehensive income   $ 376,086   $134,276  
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($ in thousands)   
Expected

2009   2008   2007   2006  

Components of net periodic benefit cost      

Service cost    $ 6,005   $ 9,175   $ 6,811  
Interest cost on projected benefit obligation     52,851    50,948    45,215  
Expected return on plan assets     (65,256)   (67,467)   (60,759) 
Amortization of prior service cost/(credit)   (255)   (255)   (255)   (255) 
Amortization of unrecognized loss   26,824    6,855    7,313    11,871  

     
 

   
 

   
 

Net periodic benefit cost/(income)     200    (286)   2,883  
Plan curtailment gain     —      (14,379)   —    
Special termination charge     1,662    467    1,809  

     
 

   
 

   
 

Total periodic benefit cost/(income)    $ 1,862   $(14,198)  $ 4,692  
     

 

   

 

   

 

Effective December 30, 2007, the CTE Employees’ Pension Plan was frozen for all non-union Commonwealth employees. No additional
benefit accruals for service rendered subsequent to December 30, 2007 will occur for those participants. As a result of this plan change and in
accordance with SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination
Benefits,” a gain on pension curtailment of $14.4 million was recorded in 2007 and included in other operating expenses in the consolidated
statement of operations. Also, effective December 31, 2007, the CTE Employees’ Pension Plan was merged into the Frontier Pension Plan.

The plan’s weighted average asset allocations at December 31, 2008 and 2007 by asset category are as follows:
 

   2008  2007 

Asset category:    

Equity securities   42%  51% 
Debt securities   48%  38% 
Alternative investments   9%  9% 
Cash and other   1%  2% 

   
 

  
 

Total   100%  100% 
   

 

  

 

The plan’s expected benefit payments over the next 10 years are as follows:
 

($ in thousands)

Year   Amount
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2009   $ 60,601
2010    61,944
2011    63,272
2012    66,642
2013    67,678

2014 – 2018    343,791
    

Total   $ 663,928
    

We expect that no contribution will be made by us to the pension plan in 2009.

The accumulated benefit obligation for the plan was $818.9 million and $805.0 million at December 31, 2008 and 2007, respectively.
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Assumptions used in the computation of annual pension costs and valuation of the year-end obligations were as follows:
 
   2008   2007   2006  

Discount rate—used at year end to value obligation   6.50%  6.50%  6.00% 
Discount rate—used to compute annual cost   6.50%  6.00%  5.625% 
Expected long-term rate of return on plan assets   8.25%  8.25%  8.25% 
Rate of increase in compensation levels   3.00%  3.50%  4.00% 

Postretirement Benefits Other Than Pensions—“OPEB”

The following table sets forth the plans’ benefit obligations, fair values of plan assets and the postretirement benefit liability recognized on
our consolidated balance sheets at December 31, 2008 and 2007 and net periodic postretirement benefit costs for the years ended December 31,
2008, 2007 and 2006.
 

($ in thousands)   2008   2007  

Change in benefit obligation    

Benefit obligation at beginning of year   $ 174,602   $ 159,931  
Commonwealth plan as of date of acquisition    —      996  
Service cost    444    533  
Interest cost    11,255    10,241  
Plan participants’ contributions    3,753    3,370  
Actuarial loss    3,917    15,620  
Benefits paid    (15,261)   (15,064) 
Plan change    (95)   (1,025) 

    
 

   
 

Benefit obligation at end of year   $ 178,615   $ 174,602  
    

 
   

 

Change in plan assets    

Fair value of plan assets at beginning of year   $ 9,369   $ 11,869  
Actual return on plan assets    388    814  
Plan participants’ contributions    3,753    3,370  
Employer contribution    9,888    8,380  
Benefits paid    (15,261)   (15,064) 

    
 

   
 

Fair value of plan assets at end of year   $ 8,137   $ 9,369  
    

 
   

 

Funded status   $(170,478)  $(165,233) 
    

 

   

 

Amounts recognized in the consolidated balance sheet    

Current liabilities   $ (8,916)  $ (8,498) 
    

 

   

 

Other long-term liabilities   $(161,562)  $(156,735) 
    

 

   

 

Accumulated other comprehensive income   $ 8,045   $ 2,292  
    

 

   

 

 

($ in thousands)   
Expected

2009   2008   2007   2006  

Components of net periodic postretirement benefit cost      

Service cost    $ 444   $ 533   $ 664  
Interest cost on projected benefit obligation     11,255    10,241    8,974  
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Expected return on plan assets     (514)   (578)   (889) 
Amortization of prior service cost   (7,750)   (7,751)   (7,735)   (7,589) 
Amortization of unrecognized loss   5,514    5,946    6,099    4,678  

     
 

   
 

   
 

Net periodic postretirement benefit cost    $ 9,380   $ 8,560   $ 5,838  
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Assumptions used in the computation of annual OPEB costs and valuation of the year-end OPEB obligations were as follows:
 
   2008   2007   2006  

Discount rate—used at year end to value obligation   6.50%  6.50%  6.00% 
Discount rate—used to compute annual cost   6.50%  6.00%  5.625% 
Expected long-term rate of return on plan assets   6.00%  6.00%  8.25% 

The plans’ weighted average asset allocations at December 31, 2008 and 2007 by asset category are as follows:
 

   2008  2007 

Asset category:    

Equity securities   0%  0% 
Debt securities   100%  100% 
Cash and other   0%  0% 

   
 

  
 

Total   100%  100% 
   

 

  

 

The plans’ expected benefit payments over the next 10 years are as follows:
 
($ in thousands)          

Year   
Gross

Benefits   

Medicare
Part D
Subsidy   Total

2009   $ 13,137  $ 397  $ 12,740
2010    13,578   464   13,114
2011    14,146   533   13,613
2012    14,314   647   13,667
2013    14,657   748   13,909

2014 – 2018    75,959   5,330   70,629
            

Total   $145,791  $ 8,119  $137,672
            

Our expected contribution to the plans in 2009 is $12.7 million.

For purposes of measuring year-end benefit obligations, we used, depending on medical plan coverage for different retiree groups, a 9%
annual rate of increase in the per-capita cost of covered medical benefits, gradually decreasing to 5% in the year 2017 and remaining at that level
thereafter. The effect of a 1% increase in the assumed medical cost trend rates for each future year on the aggregate of the service and interest cost
components of the total postretirement benefit cost would be $0.7 million and the effect on the accumulated postretirement benefit obligation for
health benefits would be $10.0 million. The effect of a 1% decrease in the assumed medical cost trend rates for each future year on the aggregate of
the service and interest cost components of the total postretirement benefit cost would be $(0.6) million and the effect on the accumulated
postretirement benefit obligation for health benefits would be $(8.7) million.

In December 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003 (the Act) became law. The Act introduces a
prescription drug benefit under Medicare. It includes a federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is
at least actuarially equivalent to the Medicare Part D benefit. The amount of the federal subsidy is based on 28% of an individual beneficiary’s
annual eligible prescription drug costs ranging between $250 and $5,000. We have determined that the Company-sponsored postretirement
healthcare plans that provide prescription drug benefits are actuarially equivalent to the Medicare Prescription Drug benefit. The impact of the
federal subsidy has been incorporated into the calculation.
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The amounts in accumulated other comprehensive income that have not yet been recognized as components of net periodic benefit cost at
December 31, 2008 and 2007 are as follows:
 

($ in thousands)
  Pension Plan   OPEB  
  2008   2007   2008   2007  

Net actuarial loss   $377,183   $135,627   $ 47,252   $ 49,154  
Prior service cost/(credit)    (1,097)   (1,351)   (39,207)   (46,862) 

    
 

   
 

   
 

   
 

Total   $376,086   $134,276   $ 8,045   $ 2,292  
    

 

   

 

   

 

   

 

The amounts recognized as a component of accumulated comprehensive income for the years ended December 31, 2008 and 2007 are as
follows:
 
   Pension Plan   OPEB  
($ in thousands)   2008   2007   2008   2007  

Accumulated other comprehensive income at beginning of year   $134,276   $147,248   $ 2,292   $(13,703) 
    

 
   

 
   

 
   

 

Net actuarial gain (loss) recognized during year    (6,855)   (7,313)   (5,946)   (6,099) 
Prior service (cost)/credit recognized during year    255    255    7,751    7,735  
Net actuarial loss (gain) occurring during year    248,410    (5,914)   4,043    15,384  
Prior service cost (credit) occurring during year    —      —      (95)   (1,025) 

    
 

   
 

   
 

   
 

Net amount recognized in comprehensive income for the year    241,810    (12,972)   5,753    15,995  
    

 
   

 
   

 
   

 

Accumulated other comprehensive income at end of year   $376,086   $134,276   $ 8,045   $ 2,292  
    

 

   

 

   

 

   

 

401(k) Savings Plans

We sponsor employee retirement savings plans under section 401(k) of the Internal Revenue Code. The plans cover substantially all full-time
employees. Under the plans, we provide matching contributions and also provide certain profit-sharing contributions to certain employees upon the
attainment of pre-established financial criteria. Employer contributions were $5.0 million, $4.9 million and $4.7 million for 2008, 2007 and 2006,
respectively. The amount for 2007 includes employer contributions of $0.4 million for CTE employees under a separate Commonwealth plan.
Also, effective December 31, 2007, the Commonwealth Builder 401(k) Plan was merged into the Frontier 401(k) Savings Plan.

 
(24) Commitments and Contingencies:

On June 24, 2004, one of our subsidiaries, Frontier Subsidiary Telco, Inc., received a “Notice of Indemnity Claim” from Citibank, N.A., that
is related to a complaint pending against Citibank and others in the U.S. Bankruptcy Court for the Southern District of New York as part of the
Global Crossing bankruptcy proceeding. Citibank bases its claim for indemnity on the provisions of a credit agreement that was entered into in
October 2000 between Citibank and our subsidiary. We purchased Frontier Subsidiary Telco, Inc., in June 2001 as part of our acquisition of the
Frontier telephone companies. The complaint against Citibank, for which it seeks indemnification, alleges that the seller improperly used a portion
of the proceeds from the Frontier transaction to pay off the Citibank credit agreement, thereby defrauding certain debt holders of Global Crossing
North America Inc. Although the credit agreement was paid off at the closing of the Frontier transaction, Citibank claims the indemnification
obligation survives. Damages sought against Citibank and its co-defendants could exceed $1.0 billion. In August 2004, we notified Citibank by
letter that we believe its claims for indemnification are invalid and are not supported by applicable law. In 2005, Citibank moved to dismiss the
underlying complaint against it. That motion is currently pending. We have received no further communications from Citibank since our August
2004 letter.
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We are party to various other legal proceedings arising in the normal course of our business. The outcome of individual matters is not
predictable. However, we believe that the ultimate resolution of all such matters, after considering insurance coverage, will not have a material
adverse effect on our financial position, results of operations, or our cash flows.

We anticipate capital expenditures of approximately $250.0 million to $270.0 million for 2009. Although we from time to time make short-
term purchasing commitments to vendors with respect to these expenditures, we generally do not enter into firm, written contracts for such
activities.

We conduct certain of our operations in leased premises and also lease certain equipment and other assets pursuant to operating leases. The
lease arrangements have terms ranging from 1 to 99 years and several contain rent escalation clauses providing for increases in monthly rent at
specific intervals. When rent escalation clauses exist, we record total expected rent payments on a straight-line basis over the lease term. Certain
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leases also have renewal options. Renewal options that are reasonably assured are included in determining the lease term. Future minimum rental
commitments for all long-term noncancelable operating leases as of December 31, 2008 are as follows:
 

($ in thousands)   
Operating

Leases

Year ending December 31:   

2009   $22,654
2010    11,288
2011    10,211
2012    6,835
2013    5,946

Thereafter    9,566
    

Total minimum lease payments   $66,500
    

Total rental expense included in our consolidated statements of operations for the years ended December 31, 2008, 2007 and 2006 was $24.3
million, $23.6 million and $16.3 million, respectively.

We are a party to contracts with several unrelated long distance carriers. The contracts provide fees based on traffic they carry for us subject
to minimum monthly fees.

At December 31, 2008, the estimated future payments for obligations under our noncancelable long distance contracts and service agreements
are as follows:
 

($ in thousands)    

Year   Amount

2009   $23,286
2010    9,937
2011    259
2012    165
2013    165

Thereafter    330
    

Total   $34,142
    

We sold all of our utility businesses as of April 1, 2004. However, we have retained a potential payment obligation associated with our
previous electric utility activities in the State of Vermont. The Vermont Joint Owners (VJO), a consortium of 14 Vermont utilities, including us,
entered into a purchase power agreement with
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Hydro-Quebec in 1987. The agreement contains “step-up” provisions that state that if any VJO member defaults on its purchase obligation under
the contract to purchase power from Hydro-Quebec, then the other VJO participants will assume responsibility for the defaulting party’s share on a
pro-rata basis. Our pro-rata share of the purchase power obligation is 10%. If any member of the VJO defaults on its obligations under the Hydro-
Quebec agreement, then the remaining members of the VJO, including us, may be required to pay for a substantially larger share of the VJO’s total
power purchase obligation for the remainder of the agreement (which runs through 2015). Paragraph 13 of FIN No. 45 requires that we disclose
“the maximum potential amount of future payments (undiscounted) the guarantor could be required to make under the guarantee.” Paragraph 13
also states that we must make such disclosure “… even if the likelihood of the guarantor’s having to make any payments under the guarantee is
remote…” As noted above, our obligation only arises as a result of default by another VJO member, such as upon bankruptcy. Therefore, to satisfy
the “maximum potential amount” disclosure requirement we must assume that all members of the VJO simultaneously default, a highly unlikely
scenario given that the two members of the VJO that have the largest potential payment obligations are publicly traded with credit ratings equal to
or superior to ours, and that all VJO members are regulated utility providers with regulated cost recovery. Despite the remote chance that such an
event could occur, or that the State of Vermont could or would allow such an event, assuming that all the members of the VJO defaulted on
January 1, 2009 and remained in default for the duration of the contract (another 7 years), we estimate that our undiscounted purchase obligation
for 2009 through 2015 would be approximately $0.8 billion. In such a scenario the Company would then own the power and could seek to recover
its costs. We would do this by seeking to recover our costs from the defaulting members and/or reselling the power to other utility providers or the
northeast power grid. There is an active market for the sale of power. We could potentially lose money if we were unable to sell the power at cost.
We caution that we cannot predict with any degree of certainty any potential outcome.

At December 31, 2008, we have outstanding performance letters of credit as follows:
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($ in thousands)    

CNA   $20,844
State of New York    1,042

    

Total   $21,886
    

CNA serves as our agent with respect to general liability claims (auto, workers compensation and other insured perils of the Company). As
our agent, they administer all claims and make payments for claims on our behalf. We reimburse CNA for such services upon presentation of their
invoice. To serve as our agent and make payments on our behalf, CNA requires that we establish a letter of credit in their favor. CNA could
potentially draw against this letter of credit if we failed to reimburse CNA in accordance with the terms of our agreement. The value of the letter of
credit is reviewed annually and adjusted based on claims history.

None of the above letters of credit restrict our cash balances.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

CONDENSED COMBINED STATEMENTS OF INCOME
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2009 AND JUNE 30, 2008

 

   
Three Months Ended

June 30,   
Six Months Ended

June 30,  
(dollars in millions) (unaudited)   2009   2008   2009   2008  

Operating Revenues (including $83, $89 $165 and $174 from affiliates)   $1,031   $ 1,102   $2,074   $2,201  
  

   
 

   
 

  
 

   

Operating Expenses (including $245, $185, $434 and $363 allocated from affiliates)      

Cost of services and sales (exclusive of items shown below)    349    354   677    731  
Selling, general and administrative expense    362    252   598    489  
Depreciation and amortization expense    196    190   388    378  

    
 

   
 

  
 

   
 

Total Operating Expenses    907    796   1,663    1,598  
  

   
 

   
 

  
 

   

Operating Income    124    306   411    603  
Other income, net (including $—, $1, $— and $2 allocated from affiliates)   

 

 
 

—  
 

    2   —      5  
Interest expense (including $(15), $(25), $(30) and $(52) allocated from affiliates)    (23)    (45)  (48)   (92) 

  
   

 
   

 
  

 
   

Income before provision for income taxes    101    263   363    516  
Income tax provision   

 

 
 

(36
 

)   (86)  (126)   (181) 
    

 
   

 
  

 
   

 

Net Income   $ 65   $ 177   $237   $ 335  
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See Notes to Condensed Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

CONDENSED COMBINED STATEMENTS OF SELECTED ASSETS, SELECTED LIABILITIES AND PARENT FUNDING
AT JUNE 30, 2009 AND DECEMBER 31, 2008

 

   
At June 30,

2009   
At December 31,

2008
(dollars in millions)   (unaudited)    

Selected Assets     

Current assets     

Short-term investments   $ 1  $ 26
Accounts receivable:     

Trade and other, net of allowances for uncollectibles of $47 and $49    418   455
Affiliates    141   82

Materials and supplies    82   51
Deferred income taxes    69   60
Prepaid expense and other    79   93

        

Total current assets    790   767
        

Plant, property and equipment    19,329   19,160
Less accumulated depreciation    13,947   13,667

        

   5,382    5,493
        

Prepaid pension asset    2,514    2,611
Other assets    64   55

        

Total selected assets   $ 8,750   $ 8,926
        

Selected Liabilities and Parent Funding     

Current liabilities     

Current portion of long-term debt   $ 375  $ —  
Accounts payable and accrued liabilities:     

Affiliates    173   188
Accrued income taxes    97   58
Other    262   269

Other current liabilities    240   276
        

Total current liabilities    1,147    791
        

Long-term debt    249   622
Employee benefit obligations    1,197    1,160
Deferred income taxes    1,266    1,270
Other long-term liabilities    88   131

Parent funding    4,803    4,952
        

Total selected liabilities and parent funding   $ 8,750   $ 8,926
        

See Notes to Condensed Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

CONDENSED COMBINED STATEMENTS OF CASH FLOWS FOR THE
SIX MONTHS ENDED JUNE 30, 2009 AND JUNE 30, 2008

 

   
Six Months Ended

June 30,  
(dollars in millions) (unaudited)       2009          2008     

Cash Flows From Operating Activities    

Net Income   $ 237   $ 335  
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization    388    378  
Deferred income taxes, net    (13)   51  
Employee retirement benefits    182    29  
Provision for uncollectible accounts    28    32  
Changes in current assets and liabilities:    

Accounts receivable    (51)   (32) 
Materials and supplies    (31)   (44) 
Other current assets    14    8  
Accounts payable and accrued liabilities    17    (32) 
Other current liabilities    (36)   (12) 

Other, net    (96)   (124) 
    

 
   

 

Net cash provided by operating activities    639    589  
    

 
   

 

Cash Flows From Investing Activities    

Capital expenditures (including capitalized network software)    (279)   (364) 
Purchases of short-term investments    (1)   —    
Proceeds from sale of short-term investments    26    66  
Proceeds from sales of assets    1    4  

    
 

   
 

Net cash used in investing activities    (253)   (294) 
    

 
   

 

Cash Flows From Financing Activities    

Net change in parent funding, allocations and intercompany reimbursement    (386)   (295) 
    

 
   

 

Net cash used in financing activities    (386)   (295) 
    

 
   

 

Net change in cash    —      —    
Cash, beginning of year    —      —    

    
 

   
 

Cash, end of year   $ —     $ —    
    

 

   

 

 
See Notes to Condensed Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

NOTES TO CONDENSED COMBINED SPECIAL-PURPOSE FINANCIAL STATEMENTS
 
1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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Description of Business

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon
Communications Inc. (Verizon) in the states of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South
Carolina, Washington, West Virginia and Wisconsin, including Internet access and long distance services and broadband video provided to certain
customers in those states, (collectively the Business). The Business is comprised of portions of Verizon California Inc. and Verizon South Inc., and
the stock of Contel of the South, Inc., Verizon Northwest Inc., Verizon North Inc., and Verizon West Virginia Inc. (after the transfer of certain
operations, assets and liabilities of Verizon North and Verizon Northwest) and collectively are referred to as ILECs; also included in the Business
are portions of Verizon Long Distance LLC and Verizon Enterprise Solutions LLC, referred to as VLD and Verizon Online LLC, referred to as
VOL. The Business excludes all activities of Verizon Business Global LLC and Cellco Partnership doing business as Verizon Wireless.

Verizon California Inc., Verizon Northwest Inc., Verizon North Inc., Verizon South Inc. and Contel of the South Inc., are wholly owned
subsidiaries of GTE Corporation (GTE), which is a subsidiary of Verizon. Verizon West Virginia Inc. is a wholly owned subsidiary of Verizon.
Verizon Long Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC are indirect wholly-owned subsidiaries of Verizon.
ILECs, VLD, and VOL are referred to collectively as “the Companies.”

We have one reportable segment, servicing a territory consisting of Local Access and Transport Areas (LATAs) in Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin. These LATAs are
generally centered on a city or based on some other identifiable common geography. Our business includes regulated and unregulated carrier
business in all thirteen states, consisting principally of:
 

 •  local wireline customers and related operations and assets used to deliver:
 

  local exchange service,
 

  intraLATA toll service,
 

  network access service,
 

  enhanced voice and data services, and
 

  products at retail stores;
 

 •  consumer and small business switched long distance customers (excluding any customers of Verizon Business Global LLC);
 

 •  dial-up, high speed Internet (or Digital Subscriber Line) and fiber-to-the-premises Internet service provider customers; and
 

 •  broadband video in certain areas in Indiana, Oregon and Washington.

Many of the communications services we provide are subject to regulation by the state regulatory commissions of Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, with respect to intrastate
rates and services and other matters. In Idaho, we have made the election under a statutory amendment into a deregulatory regime that phases out
all price regulation. The Federal Communications Commission regulates rates that we charge long-distance carriers and end-user subscribers for
interstate access services and interstate traffic. All of the broadband video services we provide, including the payment of franchise fees, are subject
to regulation by state regulatory commissions or local governmental authorities.
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Basis of Presentation

Financial statements had not been historically prepared for the Business, as it was not operated as a separate business and does not constitute
a separate legal entity. The accompanying combined special-purpose interim financial statements have been prepared to present the statements of
selected assets, selected liabilities and parent funding, and statements of income, parent funding and cash flows of the Business in contemplation of
a potential spin-off, or business combination involving the Business. The accompanying combined special-purpose financial statements have been
prepared in accordance with U.S. generally accepted accounting principles using specific information where available and allocations where data is
not maintained on a state-specific basis within the Companies’ books and records. The allocations impacted substantially all of the income
statement items other than operating revenues and balance sheet items with the exception of plant, property and equipment, accumulated
depreciation and materials and supplies, which were maintained at the state level.

These financial statements reflect all adjustments that are necessary for a fair presentation of results of operations and financial condition for
the interim periods shown including normal recurring accruals and other items. The results for the interim periods are not necessarily indicative of
results for the full year. We have evaluated subsequent events through September 4, 2009, the date the combined special-purpose financial
statements were available to be issued.
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The combined special-purpose financial statements include the wireline-related businesses, Internet access and long distance services
provided to customers in those thirteen states. All significant intercompany transactions have been eliminated.

The preparation of the financial information related to our business, which is included in the accompanying combined special-purpose
financial statements, was based on the following:

ILECs: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, plant, property and equipment,
accumulated depreciation, materials and supplies and certain other assets and liabilities were determined based upon state specific records; accounts
receivable were allocated based upon applicable billing system data; short-term investments, accrued payroll related liabilities and certain
employee benefit obligations were allocated based on employee headcount; and accounts payable were allocated based upon applicable operating
expenses. The remaining assets and liabilities were primarily allocated based upon relevant percentages of our ILECs’ revenues, operating
expenses and headcount to the total revenues, operating expenses and headcount of each of the Verizon ILEC businesses. For the Combined
Statements of Income, operating revenues and certain operating expenses were based on state specific records.

VOL: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on
applicable operating revenues; accounts payable were allocated based on the applicable operating expenses; the remaining assets and liabilities
were determined based upon state-specific records. For the Combined Statements of Income, operating revenues were determined using applicable
billing system data and depreciation expense was determined based upon state-specific records. The remaining operating expenses were allocated
based on the percentage of our VOL’s revenues to total Verizon VOL’s revenues applied to operating expense for total Verizon VOL.

VLD: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on the
applicable operating revenues and accounts payable were allocated based on applicable operating expenses. Other current liabilities, which consist
of advanced billings, were allocated based upon the revenue percentage of our VLD’s revenues to the total operating revenues of Verizon VLD.
For the Combined Statements of Income, operating revenues were determined using applicable billing system data; operating expenses were
allocated based on the percentage of our VLD’s revenues to total Verizon VLD’s revenues applied to operating expenses for total Verizon VLD.

We believe the allocations used to determine selected amounts in the financial statements are appropriate methods to reasonably reflect the
related assets, liabilities, revenues and expenses of our business.
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The adoption of the following accounting pronouncements during the first six months of 2009 did not result in a significant impact to our
condensed combined special-purpose financial statements:

On June 15, 2009, we adopted the accounting pronouncement regarding the general standards of accounting for, and disclosure of, events
that occur after the balance sheet date but before the financial statements are issued. This pronouncement was effective prospectively for interim
and annual reporting periods ending after June 15, 2009.

On June 15, 2009, we adopted the accounting pronouncement that amends the requirements for disclosures about fair value of financial
instruments, regarding the fair value of financial instruments for annual, as well as interim, reporting periods. This pronouncement was effective
prospectively for all interim and annual reporting periods ending after June 15, 2009.

Use of Estimates

The accompanying combined special-purpose financial statements have been prepared using U.S. generally accepted accounting principles,
which require management to make estimates and assumptions that affect reported amounts and disclosures. Actual results could differ from those
estimates.

Examples of significant estimates include the allowance for doubtful accounts, the recoverability of plant, property and equipment, pension
and postretirement benefit assumptions, and income taxes. In addition, estimates were made to determine the allocations in preparing the combined
special-purpose financial statements as described above.

Plant, Property and Equipment

We record our plant, property, and equipment at cost. Depreciation expense is principally based on the composite group remaining life
method and straight-line composite rates. This method provides for the recognition of the cost of the remaining net investment in telephone plant,
property and equipment less anticipated net salvage value, over the remaining asset lives. This method requires the periodic revision of depreciation
rates.

The asset lives used are presented in the following table:
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Average Useful Lives (in years)   

Buildings   45
Central office equipment   5 – 11
Outside communications plant   

Copper cable   14 – 18
Fiber cable   20 – 25
Poles and conduit   30 – 50

Furniture, vehicles and other   5 – 15

When depreciable telephone plant used in our wireline network is replaced or retired, the carrying amount of such plant is deducted from the
respective accounts and charged to accumulated depreciation.

Network software purchased or developed in connection with related plant assets is capitalized. Interest associated with the acquisition or
construction of plant assets is also capitalized. Capitalized interest is reported as a cost of plant and a reduction in interest expense.

Annually, we review the estimated useful lives of plant, property, and equipment along with the associated depreciation rates.
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Depreciation expense increased approximately $7 million and $14 million during the three and six months ended June 30, 2009 compared to
the same periods in 2008, due to changes in depreciation rates associated with life changes effective January 1, 2009.

We believe that current estimated useful asset lives are reasonable, although they are subject to regular review and analysis. In the evaluation
of asset lives, multiple factors are considered, including, but not limited to, the ongoing plans to roll out the broadband network, technology
upgrades and enhancements, planned retirements, and the adequacy of reserves.

Income Taxes

Verizon and its domestic subsidiaries, including the entities that this business is a part of, file consolidated federal income tax returns. We
participate in a tax sharing agreement with Verizon and are allocated tax payments based on the respective tax liability as if on a separate company
basis. Current and deferred tax expense has been determined by applying the provisions of Statement of Financial Accounting Standards No. 109,
Accounting for Income Taxes, to our business as if we were a separate taxpayer.

We use the deferral method of accounting for investment tax credits earned prior to the repeal of investment tax credits by the Tax Reform
Act of 1986. We also defer certain transitional credits earned after the repeal and amortize these credits over the estimated service lives of the
related assets as a reduction to the Income Tax Provision.

The unrecognized tax benefits pursuant to Financial Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in
Income Taxes, were $27 million and $47 million, at June 30, 2009 and December 31, 2008, respectively. We recognize any interest and penalties
accrued related to unrecognized tax benefits in income tax expense. During the three and six months ended June 30, 2009, we recognized a net
after tax expense related to interest and penalties of less than $1 million and a net after tax benefit of approximately $9 million, respectively, in the
combined statements of income. During the same periods ended June 30, 2008, we recognized a net after tax benefit of approximately $13 million
and $12 million, respectively.

Verizon and its domestic subsidiaries file income tax returns in the U.S. federal jurisdiction and various state jurisdictions. The Business is
generally no longer subject to U.S. federal and state income tax examinations by tax authorities for years before 2004. The Internal Revenue
Service (IRS) is currently examining the U.S. income tax returns for years 2004 through 2006 that could affect the Business. We do not anticipate
that the liability for unrecognized tax benefits will change by a significant amount in the next twelve months.

 
2. PARENT FUNDING
 

(dollars in millions)    

Balance at January 1, 2009  $4,952  
Net income   237  
Net change due to parent funding, allocations and intercompany reimbursements   (386) 

   
 

Balance at June 30, 2009  $4,803  
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3. DEBT

Verizon North’s 6.375% debenture of $200 million maturing on February 15, 2010 and Verizon Northwest’s 6.3% debenture of $175 million
maturing on June 1, 2010 were reclassified from long-term debt to current portion of long-term debt as of June 30, 2009.

The fair value of our short-term and long-term debt, excluding capital leases, is determined based on market quotes for similar terms and
maturities or future cash flows discounted at current rates. The fair value of our
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long-term and short-term debt, excluding capital leases, was approximately $626 million and $604 million at June 30, 2009 and December 31,
2008, respectively, as compared to the carrying value of approximately $624 million and $622 million at June 30, 2009 and December 31, 2008,
respectively.

We are in compliance with all of our debt covenants.

 
4. EMPLOYEE BENEFITS

We participate in Verizon’s benefit plans. Verizon maintains noncontributory defined pension plans for many of its employees. The
postretirement health care and life insurance plans for our retirees and their dependents are both contributory and noncontributory and include a
limit on our share of cost for recent and future retirees.

Benefit Cost

The following table summarizes the benefit costs related to our pension and postretirement health care and life insurance plans associated
with the ILECs operations. Because our operating expenses associated with VLD and VOL were determined predominantly through allocations,
the benefit costs for these businesses were not separable for disclosure purposes.
 

   Pension   
Health Care

and Life
Three Months Ended June 30,   2009   2008   2009   2008
   (dollars in millions)

Net periodic benefit cost (income)   $ (25)  $ (36)  $ 42  $ 50
Settlement losses    139    —      —     —  

    
 

   
 

       

Total cost   $114   $ (36)  $ 42  $ 50
    

 

   

 

       

 

   Pension   
Health Care

and Life
Six Months Ended June 30,   2009   2008   2009   2008
   (dollars in millions)

Net periodic benefit cost (income)   $ (41)  $ (72)  $ 84  $101
Settlement losses    139    —      —     —  

    
 

   
 

       

Total cost   $ 98   $ (72)  $ 84  $101
    

 

   

 

       

Pension and Benefit Charges

During the second quarter of 2009, we recorded pension settlement losses of $139 million related to employees that received lump-sum
distributions primarily resulting from our previous separation plans in which prescribed payment thresholds have been reached.

Severance Benefits

During the three and six months ended June 30, 2009, we paid severance benefits of $6 million and $10 million, respectively. During the
three and six months ended June 30, 2008, we paid severance benefits of $9 million and $20 million, respectively. At June 30, 2009, we had a
remaining severance liability of $43 million, which includes future contractual payments to employees separated as of June 30, 2009.
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Employer Contributions
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During the three and six months ended June 30, 2009, we contributed approximately $41 million and $58 million, respectively, to our other
postretirement benefit plans. During the three and six months ended June 30, 2008, we contributed approximately $36 million and $70 million,
respectively, to our other postretirement benefit plans. We made no contribution to our qualified pension trusts and nonqualified pension plans
during the three and six months ended June 30, 2009 and June 30, 2008. Employer contributions are included in the Other, net cash flows provided
by operating activities in the combined statement of cash flows. We anticipate making additional contributions of $58 million to our other
postretirement benefit plans and no contributions to our qualified and nonqualified pension trusts for the remainder of 2009.

Savings Plans and Employee Stock Ownership Plans

Substantially all of our employees are eligible to participate in savings plans maintained by Verizon. Verizon maintains four leveraged
employee stock ownership plans (ESOP) for its management employees. Under these plans, a certain percentage of eligible employee contributions
are matched with shares of Verizon’s common stock. We recognize savings plan costs based on these matching obligations. During the three and
six months ended June 30, 2009, we recorded total savings plan costs of $6 million and $11 million, respectively. For the three and six months
ended June 30, 2008, we recorded total savings plan costs of $6 million and $13 million, respectively.

 
5. TRANSACTIONS WITH AFFILIATES

Our operating revenue includes transactions with Verizon for the provision of local telephone services, network access, billing and collection
services, interconnection agreements and the rental of facilities and equipment. These services are reimbursed by Verizon based on tariffed rates,
market prices, negotiated contract terms that approximated market rates, or actual costs incurred by us.

We reimburse Verizon for specific goods and services it provided to, or arranged for, us based on tariffed rates, market prices or negotiated
terms that approximated market rates. These goods and services included items such as communications and data processing services, office space,
professional fees and insurance coverage.

We also reimburse Verizon our share of costs incurred by Verizon to provide services on a common basis to all of its subsidiaries. These costs
included allocations for marketing, sales, accounting, finance, materials management, procurement, labor relations, legal, security, treasury, human
resources, tax and audit services. The allocations were based on actual costs incurred by Verizon and periodic studies that identified employees or
groups of employees who were totally or partially dedicated to performing activities that benefited our business, as well as on the size of our
business relative to other Verizon subsidiaries. We believe that these cost allocations are reasonable for the services provided. We also believe that
these cost allocations are consistent with the nature and approximate amount of the costs that we would have incurred on a stand-alone basis.

We also recognize an allocated portion of interest expense in connection with our contractual agreements with Verizon for the provision of
short-term financing and cash management services. Verizon issues commercial paper and obtains bank loans to fund the working capital
requirements of Verizon’s subsidiaries, including us, and invests funds in temporary investments on their behalf.

The affiliate operating revenue and expense amounts included only our ILECs operations. Because our operating expenses associated with
VLD and VOL were determined predominantly through allocations, separate identification of the affiliate transactions was not available.
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6. COMMITMENTS AND CONTINGENCIES

Various legal actions and regulatory proceedings are pending to which the Companies are a party and claims may exist which, if asserted,
may lead to other legal actions. We have established reserves for specific liabilities in connection with legal and regulatory matters that we
currently deem to be probable and estimable. We do not believe the ultimate resolution of pending regulatory and legal matters in future periods
will have a material effect on the financial condition of our business, but it could have a material effect on our results of operations.

From time to time, state regulatory decisions require us to assure customers that we will provide a level of service performance that falls
within prescribed parameters. There are penalties associated with failing to meet those service parameters, and we, from time to time, have paid
such penalties. We do not expect these penalties to have a material effect on the financial condition of our business, but they could have a material
effect on our results of operations.
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REPORT OF INDEPENDENT AUDITORS
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The Board of Directors and Management
Verizon Communications Inc.

We have audited the accompanying combined special-purpose statements of selected assets, selected liabilities and parent funding of Verizon
Communications Inc.’s (“Verizon”) Separate Telephone Operations, a combination of Arizona and Nevada carved-out of Verizon California Inc.;
Illinois, Indiana, Michigan, Ohio and Wisconsin carved out of Verizon North Inc.; Illinois, North Carolina and South Carolina carved out of
Verizon South Inc.; Verizon Northwest Inc., Contel of the South, Inc., Verizon West Virginia Inc. and carved-out components of Verizon Long
Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC (collectively, the “Business”) as of December 31, 2008 and 2007, and
the related combined statements of income, parent funding, and cash flows for each of the three years in the period ended December 31, 2008. Our
audits also included the financial statement schedule listed on F-90. These financial statements and financial statement schedule are the
responsibility of the Business’ management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Business’ internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Business’ internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

The accompanying combined special-purpose financial statements were prepared on the basis described in Note 1. The combined special-
purpose financial statements include allocations of certain indirectly attributable amounts on bases determined by management of the Business.

In our opinion, the combined special-purpose financial statements referred to above present fairly, in all material respects, the selected assets,
liabilities and parent funding of Verizon’s Separate Telephone Operations as of December 31, 2008 and 2007, and the combined results of their
operations and their cash flows for each of the three years in the period ended December 31, 2008, in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic special-purpose
combined financial statements taken as a whole, presents fairly in all material respects the information set forth herein.

As discussed in Note 2 to the combined special-purpose financial statements, the Business changed its method of accounting for uncertainty
in income taxes effective January 1, 2007.

/s/ ERNST & YOUNG LLP

New York, New York
May 7, 2009
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF INCOME FOR THE YEARS
ENDED DECEMBER 31, 2008, 2007 AND 2006

 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Operating Revenues (including $332, $350 and $382 from affiliates)   $4,352   $4,527   $4,674  
    

 
   

 
   

 

Operating Expenses (including $749, $779 and $812 allocated from affiliates)     

Cost of services and sales (exclusive of items shown below)    1,435    1,523    1,540  
Selling, general and administrative expense    1,114    1,049    1,065  
Depreciation and amortization expense    759    796    907  

    
 

   
 

   
 

Total Operating Expenses    3,308    3,368    3,512  
    

 
   

 
   

 

Operating Income    1,044    1,159    1,162  

Other income (expense), net (including $4, $5 and $8 allocated from affiliates)    7    10    54  

Interest expense (including $(114), $(115) and $(80) allocated from affiliates)    (186)   (203)   (199) 
    

 
   

 
   

 

Income before provision for income taxes    865    966    1,017  

Income tax provision    (313)   (363)   (379) 
    

 
   

 
   

 

Net Income   $ 552   $ 603   $ 638  
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See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF SELECTED ASSETS, SELECTED LIABILITIES
AND PARENT FUNDING AS OF DECEMBER 31, 2008 AND 2007

 
At December 31,   2008   2007
   (dollars in millions)

Selected Assets     

Current assets     

Short-term investments   $ 26  $ 174
Accounts receivable:     

Trade and other, net of allowances for uncollectibles of $49 and $54    455   487
Affiliates    82   91

Materials and supplies    51   29
Deferred income taxes    60   16
Prepaid expense and other    93   100

        

Total current assets    767   897
        

Plant, property and equipment    19,160   18,831
Less accumulated depreciation    13,667   13,310

        

   5,493   5,521
        

Prepaid pension asset    2,611   2,567
Other assets    55   74

        

Total selected assets   $ 8,926  $ 9,059
        

Selected Liabilities and Parent Funding     

Current liabilities     

Current portion of long-term debt   $ —    $ 700
Accounts payable and accrued liabilities:     

Affiliates    188   132
Other    327   300

Other current liabilities    276   293
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Total current liabilities    791   1,425
        

Long-term debt    622   619
Employee benefit obligations    1,160   1,068
Deferred income taxes    1,270   1,216
Other long-term liabilities    131   183

Parent funding    4,952   4,548
        

Total selected liabilities and parent funding   $ 8,926  $ 9,059
        

See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF PARENT FUNDING FOR THE YEARS
ENDED DECEMBER 31, 2008, 2007 AND 2006

 
   (dollars in millions)  

Balance at January 1, 2006   $ 4,270  
Net income    638  
Net change due to parent funding, allocations and intercompany reimbursements    (465) 

    
 

Balance at December 31, 2006   $ 4,443  
Adoption of FIN 48    23  
Net income    603  
Net change due to parent funding, allocations and intercompany reimbursements    (521) 

    
 

Balance at December 31, 2007   $ 4,548  
Net income    552  
Net change due to parent funding, allocations and intercompany reimbursements    (148) 

    
 

Balance at December 31, 2008   $ 4,952  
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See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

COMBINED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED
DECEMBER 31, 2008, 2007 AND 2006

 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Cash Flows From Operating Activities     

Net Income   $ 552   $ 603   $ 638  
Adjustments to reconcile net income to net cash provided by operating activities:     

Depreciation and amortization    759    796    907  
Deferred income taxes, net    10    (67)   (71) 
Employee retirement benefits    150    72    122  
Provision for uncollectible accounts    65    58    79  
Changes in current assets and liabilities:     

Accounts receivable    (23)   (32)   (24) 
Materials and supplies    (22)   2    (1) 
Other current assets    7    26    1  
Accounts payable and accrued liabilities    83    (148)   87  
Other current liabilities    (17)   (6)   (40) 

Other, net    (138)   (123)   (136) 
    

 
   

 
   

 

Net cash provided by operating activities    1,426    1,181    1,562  
    

 
   

 
   

 

Cash Flows From Investing Activities     

Capital expenditures (including capitalized network software)    (730)   (703)   (702) 
Purchases of short-term investments    (13)   (160)   (189) 
Proceeds from sale of short-term investments    161    175    174  
Proceeds from sales of assets    4    28    12  

    
 

   
 

   
 

Net cash used in investing activities    (578)   (660)   (705) 
    

 
   

 
   

 

Cash Flows From Financing Activities     

Principal repayments of borrowings and capital lease obligations    (700)   —      (392) 
Net change in parent funding, allocations and intercompany reimbursement    (148)   (521)   (465) 

    
 

   
 

   
 

Net cash used in financing activities    (848)   (521)   (857) 
    

 
   

 
   

 

Net change in cash    —      —      —    

Cash, beginning of year    —      —      —    
    

 
   

 
   

 

Cash, end of year   $ —     $ —     $ —    
    

 

   

 

   

 

See Notes to Combined Special-Purpose Financial Statements.
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VERIZON’S SEPARATE TELEPHONE OPERATIONS

NOTES TO COMBINED SPECIAL-PURPOSE FINANCIAL STATEMENTS
 
1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of Verizon
Communications Inc. (Verizon) in the states of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South
Carolina, Washington, West Virginia and Wisconsin, including Internet access and long distance services and broadband video currently provided
to certain customers in those states, (collectively the Business). The Business is comprised of portions of Verizon California Inc. and Verizon
South Inc., and the stock of Contel of the South, Inc., Verizon Northwest Inc., Verizon North Inc., and Verizon West Virginia Inc. (after the
transfer of certain operations, assets and liabilities of Verizon North and Verizon Northwest) and is referred to as ILECs; also included in the
Business are portions of Verizon Long Distance LLC and Verizon Enterprise Solutions LLC, referred to as VLD and Verizon Online LLC, referred
to as VOL. The Business excludes all activities of Verizon Business Global LLC and Verizon Wireless Inc.

Verizon California Inc., Verizon Northwest Inc., Verizon North Inc., Verizon South Inc. and Contel of the South Inc., are wholly owned
subsidiaries of GTE Corporation (GTE), which is a subsidiary of Verizon. Verizon West Virginia Inc. is a wholly owned subsidiary of Verizon.
Verizon Long Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online LLC are indirect wholly-owned subsidiaries of Verizon.
ILECs, VLD, and VOL are referred to collectively as “the Companies.”

We have one reportable segment, servicing a territory consisting of Local Access and Transport Areas (LATAs) in Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin. These LATAs are
generally centered on a city or based on some other identifiable common geography. Our business includes regulated and unregulated carrier
business in all thirteen states, consisting principally of:
 

 •  local wireline customers and related operations and assets used to deliver:
 

  local exchange service,
 

  intraLATA toll service,
 

  network access service,
 

  enhanced voice and data services, and
 

  products at retail stores;
 

 •  consumer and small business switched long distance customers (excluding any customers of Verizon Business Global LLC);
 

 •  dial-up, high speed Internet (or Digital Subscriber Line) and fiber-to-the-premises Internet service provider customers; and
 

 •  broadband video in certain areas in Indiana, Oregon and Washington.

Many of the communications services we provide are subject to regulation by the state regulatory commissions of Arizona, Idaho, Illinois,
Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, with respect to intrastate
rates and services and other matters. In Idaho, we have made the election under a statutory amendment into a deregulatory regime that phases out
all price regulation. The FCC regulates rates that we charge long-distance carriers and end-user subscribers for interstate access services and
interstate traffic. All of the broadband video services we provide, including the payment of franchise fees, are subject to regulation by state
regulatory commissions or local governmental authorities.
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Basis of Presentation

Financial statements had not been historically prepared for the Business, as it was not operated as a separate business and does not constitute
a separate legal entity. The accompanying combined special-purpose financial statements have been prepared to present the statements of selected
assets, selected liabilities and parent funding, and statements of income, parent funding and cash flows of the Business in contemplation of a













Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

potential spin-off, or business combination involving the Business. The accompanying combined special-purpose financial statements have been
prepared in accordance with U.S. generally accepted accounting principles using specific information where available and allocations where data is
not maintained on a state-specific basis within the Companies’ books and records. The allocations impacted substantially all of the income
statement items other than operating revenues and balance sheet items with the exception of plant, property and equipment, accumulated
depreciation and materials and supplies, which were maintained at the state level.

The combined special-purpose financial statements include the wireline-related businesses, Internet access and long distance services
provided to customers in those thirteen states. All significant intercompany transactions have been eliminated.

The preparation of the financial information related to our business, which is included in the accompanying combined special-purpose
financial statements, was based on the following:

ILECs: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, plant, property and equipment,
accumulated depreciation, materials and supplies and certain other assets and liabilities were determined based upon state specific records; accounts
receivable were allocated based upon applicable billing system data; short-term investments, accrued payroll related liabilities and certain
employee benefit obligations were allocated based on employee headcount; and accounts payable were allocated based upon applicable operating
expenses. The remaining assets and liabilities were primarily allocated based upon relevant percentages of our ILECs’ revenues, operating
expenses and headcount to the total revenues, operating expenses and headcount of each of the Verizon ILEC businesses. For the Combined
Statements of Income, operating revenues and certain operating expenses were based on state specific records.

VOL: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on
applicable operating revenues; accounts payable were allocated based on the applicable operating expenses; the remaining assets and liabilities
were determined based upon state-specific records. For the Combined Statements of Income, operating revenues were determined using applicable
billing system data and depreciation expense was determined based upon state-specific records. The remaining operating expenses were allocated
based on the percentage of our VOL’s revenues to total Verizon VOL’s revenues applied to operating expense for total Verizon VOL.

VLD: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were allocated based on the
applicable operating revenues and accounts payable were allocated based on applicable operating expenses. Other current liabilities, which consist
of advanced billings, were allocated based upon the revenue percentage of our VLD’s revenues to the total operating revenues of Verizon VLD.
For the Combined Statements of Income, operating revenues were determined using applicable billing system data; operating expenses were
allocated based on the percentage of our VLD’s revenues to total Verizon VLD’s revenues applied to operating expenses for total Verizon VLD.

We believe the allocations used to determine selected amounts in the financial statements are appropriate methods to reasonably reflect the
related assets, liabilities, revenues and expenses of our business.

Use of Estimates

The accompanying combined special-purpose financial statements have been prepared using U.S. generally accepted accounting principles,
which require management to make estimates and assumptions that affect reported amounts and disclosures. Actual results could differ from those
estimates.
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Examples of significant estimates include the allowance for doubtful accounts, the recoverability of plant, property and equipment, pension
and postretirement benefit assumptions, and income taxes. In addition, estimates were made to determine the allocations in preparing the combined
special-purpose financial statements as described above.

Revenue Recognition

We recognize service revenues based upon usage of our local exchange network and facilities and contract fees. Fixed fees for local
telephone, long distance, Internet access and certain other services are recognized in the month the service is provided. Revenue from other
services that are derived from fixed fee or that exceed contracted amounts is recognized when such services are provided.

We recognize revenue for services, in which we bundle the equipment with maintenance and monitoring services, when the equipment is
installed in accordance with contractual specifications and ready for the customer’s use. The maintenance and monitoring services are recognized
monthly over the term of the contract as the services are provided. Long-term contracts are accounted for using the percentage of completion
method. The completed contract method is used when the costs cannot be estimated with a reasonable degree of reliability.

Non-recurring customer activation fees, along with the related costs up to, but not exceeding the activation fees, are deferred and amortized
over the customer relationship period.



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

We report taxes imposed by governmental authorities on revenue-producing transactions between us and our customers that are within the
scope of Emerging Issues Task Force (EITF) No. 06-3, How Taxes Collected from Customers and Remitted to Governmental Authorities Should
Be Presented in the Income Statement (EITF No. 06-3) in the financial statements on a net basis.

Maintenance and Repairs

The cost of maintenance and repairs, including the cost of replacing minor items not constituting substantial betterments, is charged primarily
to cost of services and sales as these costs are incurred.

Short-term Investments

Our short-term investments, which are stated at fair value, consist primarily of money market funds held in trust to pay for certain employee
benefits. The decline in short-term investments at December 31, 2008 was due to a decrease in the annual trust funding.

Trade and Other Accounts Receivable

Trade and other accounts receivable are stated at the amount we expect to collect. We maintain allowances for uncollectible accounts for
estimated losses resulting from the inability of our customers to make required payments. In determining these estimates, we consider historical
write-offs, the aging of the receivables and other factors, such as overall economic conditions.

Materials and Supplies

Materials and supplies include new and reusable supplies and network equipment, which are stated principally at average original cost,
except that specific costs are used in the case of large individual items.
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Plant, Property and Equipment

We record our plant, property, and equipment at cost. Depreciation expense is principally based on the composite group remaining life
method and straight-line composite rates. This method provides for the recognition of the cost of the remaining net investment in telephone plant,
property and equipment less anticipated net salvage value, over the remaining asset lives. This method requires the periodic revision of depreciation
rates.

The asset lives used are presented in the following table:
 

Average Useful Lives (in years)   

Buildings   25 – 45
Central office equipment     5 – 11
Outside communications plant   

Copper cable   14 – 18
Fiber cable   20 – 25
Poles and conduit   30 – 50

Furniture, vehicles and other     5 – 15

When depreciable telephone plant used in our wireline network is replaced or retired, the carrying amount of such plant is deducted from the
respective accounts and charged to accumulated depreciation.

Network software purchased or developed in connection with related plant assets is capitalized. Interest associated with the acquisition or
construction of plant assets is also capitalized. Capitalized interest is reported as a cost of plant and a reduction in interest expense.

Annually, we review the estimated useful lives of plant, property, and equipment along with the associated depreciation rates.

Effective January 1, 2009, the average lives of fiber cable were increased from a range of 20 to 25 years to 25 years. As a result, 2009
depreciation expense is expected to decrease by $6 million ($4 million after tax). Effective January 1, 2009, the average life of copper cable was
standardized from a range of 14 to 18 years to 15 years. As a result, 2009 depreciation expense is expected to increase by $37 million ($23 million
after tax). Effective January 1, 2009, the average life of switch-related network software was changed from 3 years to 5 years. As a result, 2009
depreciation expense is expected to decrease by $2 million ($1 million after tax).

Effective January 1, 2008, the average useful lives of fiber cable was increased from 20 years to more than 20 up to 25 years. As a result,
2008 depreciation expense decreased by $9 million ($5 million after tax). Effective January 1, 2007, the useful life for buildings was increased to
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45 years from a previous range of 25 to 42 years. As a result, 2007 depreciation expense decreased by $29 million ($18 million after tax). In
addition, the useful life of circuit equipment was increased from 8 to 9 years, effective January 1, 2007. This resulted in a decrease in 2007
depreciation expense of $32 million ($19 million after tax).

We believe that current estimated useful asset lives are reasonable, although they are subject to regular review and analysis. In the evaluation
of asset lives, multiple factors are considered, including, but not limited to, the ongoing plans to roll out the broadband network, technology
upgrades and enhancements, planned retirements, and the adequacy of reserves.

Impairment of Long-Lived Assets

Plant, property, and equipment and intangible assets that do not have indefinite lives are amortized over their useful lives and reviewed for
impairment in accordance with Statement of Financial Accounting Standards (SFAS) No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, whenever events or changes
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in circumstances indicate that the carrying amount of the asset may not be recoverable. If any indications are present, we test for recoverability by
comparing the carrying amount of the asset to the net undiscounted cash flows expected to be generated from the asset. If those net undiscounted
cash flows do not exceed the carrying amount (i.e., the asset is not recoverable), we perform the next step, which is to determine the fair value of
the asset and record an impairment, if any. We reevaluate the useful life determinations for these intangible assets each reporting period to
determine whether events and circumstances warrant a revision in their remaining useful lives.

Computer Software Costs

We capitalize the cost of network and non-network software which has a useful life in excess of one year in accordance with American
Institute of Certified Public Accountants Statement of Position No. 98-1, Accounting for the Costs of Computer Software Developed or Obtained
for Internal Use. Subsequent additions, modifications or upgrades to network and non-network software are capitalized only to the extent that they
allow the software to perform a task it previously did not perform. Software maintenance and training costs are expensed in the period in which
they are incurred. Also, we capitalize interest associated with the development of network and non-network software. Capitalized non-network
computer software costs are amortized using the straight-line method over a period of 5 to 7 years. Effective January 1, 2009, the amortization
period for non-network software costs was increased to 6 to 7 years.

Advertising Costs

Advertising costs for advertising products and services are charged to Selling, general and administrative expense in the period in which they
are incurred.

Stock-Based Compensation

We participate in the Verizon Communications Long Term Incentive Plan (the Plan). The Plan permits the granting of nonqualified stock
options, incentive stock options, restricted stock, restricted stock units (RSU), performance shares, performance share units (PSU) and other
awards.

Restricted Stock Units

The Plan provides for grants of RSUs that vest at the end of the third year of the grant. The RSUs are classified as liability awards because
the RSUs are paid in cash upon vesting. The RSU award liability is measured at its fair value at the end of each reporting period and, therefore,
will fluctuate based on the price of Verizon’s stock. Dividend equivalent units are also paid to participants at the time the RSU award is paid.

Performance Share Units

The Plan also provides for grants of PSUs that generally vest at the end of the third year after the grant. As defined by the Plan, the Human
Resources Committee of the Verizon’s Board of Directors determines the number of PSUs a participant earns based on the extent to which the
corresponding goals have been achieved over the three-year performance cycle. All payments are subject to approval by Verizon’s Human
Resources Committee. The PSUs are classified as liability awards because the PSU awards are paid in cash upon vesting. The PSU award liability
is measured at its fair value at the end of each reporting period and, therefore, will fluctuate based on the price of Verizon’s stock as well as
performance relative to the targets. Dividend equivalent units are also paid to participants at the time that the PSU award is determined and paid,
and in the same proportion as the PSU award.

Stock Options
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The Plan provides for grants of stock options to employees at an option price per share of 100% of the fair market value of Verizon stock on
the date of grant. Each grant has a 10-year life, vesting equally over a three-year period, starting at the date of the grant. We have not granted stock
options since 2004.
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The structure of Verizon’s stock incentive plans does not provide for the separate determination of certain disclosures for our business. The
costs associated with such plans are allocated to us as part of the general allocations and are not relevant on a participant basis. The disclosures
omitted are the rollforward of stock option activity, the assumptions used in the Black-Scholes valuation and information about the range of
exercise prices for outstanding and exercisable options.

After-tax compensation expense for stock options and other stock-based compensation included in net income as reported for the years
ended December 31, 2008, 2007 and 2006 was not material.

Employee Benefit Plans

We participate in certain Verizon benefit plans. Under these plans, pension and postretirement health care and life insurance benefits earned
during the year as well as interest on projected benefit obligations are accrued currently. Prior service costs and credits resulting from changes in
plan benefits are amortized over the average remaining service period of the employees expected to receive benefits.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106, and 132(R) (SFAS No. 158). SFAS No. 158
requires the recognition of a defined benefit postretirement plan’s funded status as either an asset or liability on the balance sheet. SFAS No. 158
also requires the immediate recognition of the unrecognized actuarial gains and losses and prior service costs and credits that arise during the period
as a component of other accumulated comprehensive income, net of applicable income taxes. Additionally, a company must determine the fair
value of plan assets as of the company’s year-end. We adopted SFAS No. 158 effective December 31, 2006 (See Note 6).

We maintain ongoing severance plans for both management and associate employees who are terminated. The costs for these plans are
accounted for under SFAS No. 112, Employers’ Accounting for Postemployment Benefits-an amendment of FASB Statements No. 5 and 43 (SFAS
No. 112). Severance benefits are accrued based on the terms of the severance plan over the estimated service periods of the employees. The
accruals are also based on the historical run-rate of actual severances and expectations for future severances. Severance costs are included in
selling, general and administrative expense in the statement of income (See Note 6).

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS No. 157). SFAS No. 157 defines fair value,
establishes a framework for measuring fair value and establishes a hierarchy that categorizes and prioritizes the sources to be used to estimate fair
value. SFAS No. 157 also expands financial statement disclosures about fair value measurements. Under SFAS No. 157, fair value is defined as an
exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants. SFAS No. 157 also establishes a three-tier hierarchy for inputs used in measuring fair value, which prioritizes the inputs used in the
valuation methodologies in measuring fair value:

Level 1—Quoted prices in active markets for identical assets or liabilities

Level 2—Observable inputs other than quoted prices in active markets for identical assets and liabilities

Level 3—No observable pricing inputs in the market

Financial assets and financial liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value
measurements. Our assessment of the significance of a particular input to the fair value measurements requires judgment, and may affect the
valuation of the assets and liabilities being measured and their placement within the fair value hierarchy.
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On February 12, 2008, FASB issued FASB Staff Position (FSP) No. FAS 157-2, Effective Date of FASB Statement No. 157 (FSP 157-2),
which delays the effective date of SFAS No. 157 for one year for all nonfinancial assets and nonfinancial liabilities, except those that are
recognized or disclosed at fair value in the financial statements on a recurring basis. We elected a partial deferral of SFAS No. 157 under the



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

provisions of FSP 157-2 related to the measurement of fair value used when evaluating other intangible assets. On October 10, 2008, the FASB
issued FSP 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not Active (FSP 157-3), which clarifies
application of SFAS No. 157 in a market that is not active. FSP 157-3 was effective upon issuance, including prior periods for which financial
statements have not been issued. The impact of partially adopting SFAS No. 157 on January 1, 2008 and the related FSPs 157-2 and 157-3 was not
material to our financial statements.

SFAS No. 159

SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—Including an Amendment of SFAS No. 115 (SFAS
No. 159), permits but does not require us to measure financial instruments and certain other items at fair value. Unrealized gains and losses on
items for which the fair value option has been elected are reported in earnings. As we did not elect to fair value any of our financial instruments
under the provisions of SFAS No. 159, our adoption of this statement effective January 1, 2008 did not have an impact on our financial statements.

Income Taxes

Verizon and its domestic subsidiaries, including us, file consolidated federal income tax returns. We participate in a tax sharing agreement
with Verizon and are allocated tax payments based on the respective tax liability as if on a separate company basis. Current and deferred tax
expense has been determined by applying the provisions of SFAS No. 109, Accounting for Income Taxes, to our business as if we were a separate
taxpayer.

We use the deferral method of accounting for investment tax credits earned prior to the repeal of investment tax credits by the Tax Reform
Act of 1986. We also defer certain transitional credits earned after the repeal and amortize these credits over the estimated service lives of the
related assets as a reduction to the Income Tax Provision.

Effective January 1, 2007, we adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), which requires
the use of a two-step approach for recognizing and measuring tax benefits taken or expected to be taken in a tax return and disclosures regarding
uncertainties in income tax positions. The first step is recognition: We determine whether it is more likely than not that a tax position will be
sustained upon examination, including resolution of any related appeals or litigation processes, based on the technical merits of the position. In
evaluating whether a tax position has met the more-likely-than-not recognition threshold, we presume that the position will be examined by the
appropriate taxing authority that has full knowledge of all relevant information. The second step is measurement: a tax position that meets the
more-likely-than-not recognition threshold is measured to determine the amount of benefit to recognize in the financial statements. The tax
position is measured at the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement. Differences
between tax positions taken in a tax return and amounts recognized in the financial statements will generally result in one or more of the following:
an increase in a liability for income taxes payable, a reduction of an income tax refund receivable, a reduction in a deferred tax asset, or an increase
in a deferred tax liability. As a result of the implementation of FIN 48, we recorded a net decrease in liabilities for unrecognized tax benefits of $23
million with an offsetting increase to retained earnings as of January 1, 2007.
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2. PLANT, PROPERTY AND EQUIPMENT

We maintain continuing property records, which identify specific plant, property and equipment balances, depreciation reserves and annual
capital expenditure amounts for our business. The plant, property and equipment balance in the accompanying statements of selected assets,
selected liabilities, and parent funding is based on these specific amounts and does not include any allocations of common assets utilized in
providing centralized services and otherwise not specifically associated with our business.

The following table displays the details of our plant, property and equipment, which is stated at cost:
 

At December 31,   2008   2007
   (dollars in millions)

Land   $ 50  $ 50
Buildings    1,130   1,130
Central office equipment    7,262   7,227
Outside communications plant    9,992   9,664
Furniture, vehicles and other work equipment    370   416
Construction-in-progress    49   53
Other    307   291

        

   19,160   18,831
Less accumulated depreciation    13,667   13,310

        

Total   $ 5,493  $ 5,521
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3. LEASES

We lease certain facilities and equipment for use in our operations principally under operating leases. Total rent expense under operating
leases amounted to $189 million, $217 million and $224 million in 2008, 2007 and 2006, respectively. Of these amounts, $135 million, $162
million and $165 million in 2008, 2007 and 2006, respectively, were lease payments to affiliated companies.

The table below displays the aggregate minimum rental commitments under noncancelable operating leases for the periods shown at
December 31, 2008, excluding those with affiliated companies:
 

Years   
Third-Party

Operating Leases
   (dollars in millions)

2009   $ 10
2010    8
2011    5
2012    4
2013    3
Thereafter    3

    

Total minimum rental commitments   $ 33
    

 
4. DEBT

Debt Maturing Within One Year

Debt maturing within one year is as follows:
 

At December 31,     2008      2007  
   (dollars in millions)

Current portion of long-term debt   $ —    $ 700
 

F-86

Table of Contents

The fair value of our short-term and long-term debt is determined based on market quotes for similar terms and maturities or future cash
flows discounted at current rates. The fair value of our long-term and short-term debt was $604 million and $1,358 million at December 31, 2008
and 2007, respectively, as compared to the carrying value of $622 million and $1,319 million, respectively at December 31, 2008 and 2007.

Long-Term Debt

Long-term debt consists of debentures that were issued by the Companies. Interest rates and maturities of the amounts outstanding are as
follows at December 31:
 
Description   Interest Rate  Maturity  2008   2007  
         (dollars in millions)  

Ten year debenture   5.650%  2008  $ —     $ 250  
Ten year debenture   5.550   2008   —      200  
Twelve year debenture   6.900   2008   —      250  
Twelve year debenture   6.375   2010   200    200  
Twelve year debenture   6.300   2010   175    175  
Thirty year debenture   6.730   2028   200    200  
Forty year debenture   8.400   2029   50    50  

       
 

   
 

      625    1,325  
Unamortized premium and discount, net       (3)   (6) 

       
 

   
 

Total long-term obligations       622    1,319  
Less maturing within one year       —      700  

       
 

   
 

Total long-term debt      $ 622   $ 619  
       

 

   

 

During the fourth quarter of 2008, Verizon North’s 5.65% debenture of $250 million, Verizon Northwest’s 5.55% debentures of $200 million
and Verizon North’s 6.9% debenture of $250 million matured and were repaid.
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The terms of the debentures shown above are subject to the restrictions and provisions of the indentures governing that debt. None of the
debentures shown above were held in sinking or other special funds or pledged by us. Debt discounts and premiums on our outstanding long-term
debt are amortized over the lives of the respective issues.

We are in compliance with all of our debt covenants.

 
5. FINANCIAL INSTRUMENTS

Concentrations of Credit Risk

Financial instruments that subject us to concentrations of credit risk consist primarily of short-term investments and trade receivables.
Concentrations of credit risk with respect to trade receivables, other than those from AT&T Inc. (AT&T) and Sprint Nextel Corporation (Sprint),
are limited due to the large number of customers. We generated revenues from services provided to AT&T and Sprint (primarily network access
and billing and collection) of $227 million and $76 million in 2008, $246 million and $78 million in 2007 and $222 million and $64 million in
2006, respectively.

While we may be exposed to credit losses due to the nonperformance of our counterparties, we consider this risk remote and do not expect
the settlement of these transactions to have a material effect on our results of operations or financial position.
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6. EMPLOYEE BENEFITS

We participate in Verizon’s benefit plans. Verizon maintains noncontributory defined pension plans for many of its employees. The
postretirement health care and life insurance plans for our retirees and their dependents are both contributory and noncontributory and include a
limit on our share of cost for recent and future retirees. Verizon also sponsors defined contribution savings plans to provide opportunities for
eligible employees to save for retirement on a tax-deferred basis. A measurement date of December 31 is used for the pension and postretirement
health care and life insurance plans.

The structure of Verizon’s benefit plans does not provide for the separate attribution of the related pension and postretirement assets and
obligations at the Business level. Because there is not a separate plan for our business, the annual income and expense related to such assets and
obligations have been allocated to us and are reflected as prepaid pension assets and employee benefit obligations in the combined statements of
selected assets, selected liabilities and parent funding.

The structure of Verizon’s benefit plans does not provide for the separate determination of certain disclosures for the Companies’ or our
business. The required information is provided on a consolidated basis in Verizon’s Annual Report on Form 10-K for the year ended
December 31, 2008.

Pension Plans and Other Postretirement Benefits

Pension and other postretirement benefits for the majority of our employees are subject to collective bargaining agreements. Approximately
82% of the employees (associates) of the ILECs’ operations are covered by collective bargaining agreements which expire at different times.
Modifications in benefits have been bargained for from time to time, and Verizon may also periodically amend the benefits in the management
plans.

Benefit Cost

The following table summarizes the benefit costs related to our pension and postretirement health care and life insurance plans associated
with the ILECs operations. Because our operating expenses associated with VLD and VOL were determined predominantly through allocations,
the benefit costs for these businesses were not separable for disclosure purposes.
 
   Pension      Health Care and Life
At December 31,   2008   2007   2006      2008   2007   2006
   (dollars in millions)

Net periodic benefit (income) cost   $(143)  $(116)  $(87)     $193  $188  $172
Settlement loss    98    —      33       —     —     —  
Termination benefits    2    —      3       —     —     1

    
 

   
 

   
 

              

Total cost   $ (43)  $(116)  $(51)     $193  $188  $173
    

 

   

 

   

 

              

We recorded a pension settlement loss of $98 million in 2008 and $33 million in 2006, as lump-sum payments exceeded the threshold of
service and interest costs. The settlement and termination benefits of pension obligations are recorded in accordance with SFAS No. 88,
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Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits.
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The employee benefit assets and obligations associated with our ILECs’ operations and recognized in our combined statements of selected
assets, selected liabilities and parent funding consist of:
 
   Pension   Health Care and Life
At December 31,   2008   2007       2008          2007    
   (dollars in millions)

Prepaid pension asset   $2,611   $2,567  $ —    $ —  
Employee benefit obligations    6   6   1,102   1,006

The changes in the employee benefit asset and obligations from year to year were caused by a number of factors, including changes in
actuarial assumptions (see Assumptions) and settlements.

Assumptions

The weighted-average assumptions used in determining benefit obligations are as follows:
 
   Pension   Health Care and Life  
At December 31,   2008   2007   2008   2007  

Discount rate   6.75%  6.50%  6.75%  6.50% 
Rate of future increases in compensation   4.00   4.00   N/A   4.00  

The weighted-average assumptions used in determining net periodic cost are as follows:
 

   Pension       Health Care and Life  

Years Ended December 31,   2008   2007   2006       2008   2007   2006  

Discount rate   6.50%  6.00%  5.75%     6.50%  6.00%  5.75% 
Expected return on plan assets   8.50   8.50   8.50      8.25   8.25   8.25  
Rate of compensation increase   4.00   4.00   4.00      4.00   4.00   4.00  

In order to project the long-term target investment return for the total portfolio, estimates are prepared for the total return of each major asset
class over the subsequent 10-year period, or longer. Those estimates are based on a combination of factors including the following: current market
interest rates and valuation levels, consensus earnings expectations, historical long-term risk premiums and value added. To determine the
aggregate return for the Verizon pension trust, the projected return of each individual asset class is then weighted according to the allocation to that
investment area in the Trust’s long-term asset allocation policy.

The assumed health care cost trend rates are as follows:
 
   Heath Care and Life  
At December 31,   2008   2007   2006  

Health care cost trend rate assumed for next year   9.00%  10.00%  10.00% 
Rate to which cost trend rate gradually declines   5.00   5.00   5.00  
Year the rate reaches level it is assumed to remain thereafter   2014   2013   2011  

Savings Plans and Employee Stock Ownership Plans

Substantially all of our employees are eligible to participate in savings plans maintained by Verizon. Verizon maintains four leveraged
employee stock ownership plans (ESOP) for its management employees. Under these plans, a certain percentage of eligible employee contributions
are matched with shares of Verizon’s common stock. We recognize savings plan costs based on these matching obligations. We recorded total
savings plan costs of $20 million in 2008, $24 million in 2007 and $22 million in 2006.
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Severance Benefits



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

The following table provides an analysis of our severance liability recorded in accordance with SFAS No. 112:
 
(dollars in millions)             

Year   
Beginning
of Year   

Charged to
Expense   Payments  End of Year

2006   $ 36  $ 13  $ (22)  $ 27
2007    27   56   (19)   64
2008    64   11   (24)   51
 
(a) Includes accruals for ongoing employee severance costs and $9 million, $53 million and $9 million of special charges in 2008, 2007 and

2006, respectively.

The severance liability at December 31, 2008 includes future contractual payments due to employees separated as of the end of the year.

 
7. PARENT FUNDING AND INTEREST EXPENSE

For purposes of these combined special-purpose financial statements, some funding requirements have been summarized as “Parent
Funding” without regard to whether the funding represents debt or equity. No separate equity accounts are maintained for our business and debt
instruments that cannot be directly attributable to our business are allocated to us and included in the parent funding. As such, a portion of interest
expense net of interest income for the years ended December 31, 2008, 2007 and 2006 was allocated to us based on the percentage of our parent
funding relative to the total debt and equity for the Companies.

 
8. INCOME TAXES

The components of income tax provision are presented in the following table:
 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Current:     

Federal   $245   $371   $393  
State and local    58    59    57  

    
 

   
 

   
 

   303    430    450  
    

 
   

 
   

 

Deferred:     

Federal    19    (56)   (68) 
State and local    (9)   (11)   (3) 

    
 

   
 

   
 

   10    (67)   (71) 
    

 
   

 
   

 

Total income tax provision   $313   $363   $379  
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The following table shows the primary reasons for the difference between the effective income tax rate and the statutory federal income tax
rate:
 
Years Ended December 31,   2008   2007   2006  

Statutory federal income tax rate   35.0%  35.0%  35.0% 
State income taxes, net of federal tax benefits   3.6   3.2   3.5  
FIN 48   (1.3)  0.3   —  
Medicare subsidy   (1.2)  (1.0)  (0.9) 
Other, net   0.1   0.1   (0.3) 

   
 

  
 

  
 

Effective income tax rate   36.2%  37.6%  37.3% 
   

 

  

 

  

 

Deferred taxes arise because of differences in the book and tax bases of certain assets and liabilities. Significant components of our deferred
tax assets and liabilities are shown in the following table:
 

At December 31,   2008   2007
   (dollars in millions)

Deferred tax assets:     

Employee benefits   $ 511  $ 473
Allowance for uncollectible accounts    19   21
Other assets    46   55

(a)
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Total deferred tax assets    576   549
        

Deferred tax liabilities:     

Employee benefits    1,018    1,059
Depreciation    757   690
Other liabilities    11   —

        

Total deferred tax liabilities    1,786    1,749
        

Net deferred tax liabilities   $1,210   $1,200
        

No valuation allowance has been recorded against deferred tax assets as of December 31, 2008 and December 31, 2007.

FASB Interpretation No. 48

FIN 48 prescribes the recognition, measurement and disclosure standards for uncertainties in income tax positions. A reconciliation of the
beginning and ending balance of unrecognized tax benefits is as follows:
 

       2008          2007     
   (dollars in millions)  

Balance at January 1   $ 71   $ 73  
Additions based on tax positions related to the current year    8    6  
Additions for tax positions of prior years    (2)   —  
Reductions for tax positions of prior years    (5)   (8) 
Settlements    (25)   —  

    
 

   
 

Balance at December 31   $ 47   $ 71  
    

 

   

 

During the year ended December 31, 2008, Verizon settled the federal income tax audit for tax years 2000 through 2003 with the IRS. This
settlement resulted in payments of approximately $25 million.

Included in the total unrecognized tax benefits at December 31, 2008 and 2007 is $5 million and $5 million, respectively that, if recognized,
would favorably affect the effective tax rate.
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We recognize any interest and penalties accrued related to unrecognized tax benefits in income tax expense. During 2008, we recognized a
net after tax benefit in the income statement related to interest and penalties of approximately $10 million (after-tax). We had approximately $13
million (after-tax) and $23 million (after tax) for the payment of interest and penalties accrued in the combined statements of selected assets,
selected liabilities and parent funding at December 31, 2008 and December 31, 2007, respectively.

During the year ended December 31, 2007, we recognized approximately $5 million (after-tax) for the payment of interest and penalties. We
had approximately $23 million (after-tax) and $18 million (after-tax) for the payment of interest and penalties accrued in the balance sheet at
December 31, 2007 and January 1, 2007, respectively.

Verizon and its domestic subsidiaries files income tax returns in the U.S. federal jurisdiction and various state jurisdictions. The Business is
generally no longer subject to U.S. federal and state income tax examinations by tax authorities for years before 2004. The IRS is currently
examining the U.S. income tax returns for years 2004 through 2006 that could affect the Business. We do not anticipate that the liability for
unrecognized tax benefits will change by a significant amount in the next twelve months.

 
9. TRANSACTIONS WITH AFFILIATES

Our operating revenue includes transactions with Verizon for the provision of local telephone services, network access, billing and collection
services, interconnection agreements and the rental of facilities and equipment. These services were reimbursed by Verizon based on tariffed rates,
market prices, negotiated contract terms that approximated market rates, or actual costs incurred by us.

We reimbursed Verizon for specific goods and services it provided to, or arranged for, us based on tariffed rates, market prices or negotiated
terms that approximated market rates. These goods and services included items such as communications and data processing services, office space,
professional fees and insurance coverage.

We also reimbursed Verizon our share of costs incurred by Verizon to provide services on a common basis to all of its subsidiaries. These
costs included allocations for marketing, sales, accounting, finance, materials management, procurement, labor relations, legal, security, treasury,
human resources, tax and audit services. The allocations were based on actual costs incurred by Verizon and periodic studies that identified
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employees or groups of employees who were totally or partially dedicated to performing activities that benefited our business. These allocations
were based on actual costs incurred by Verizon, as well as on the size of our business relative to other Verizon subsidiaries. We believe that these
cost allocations are reasonable for the services provided. We also believe that these cost allocations are consistent with the nature and approximate
amount of the costs that we would have incurred on a stand-alone basis.

We also recognized an allocated portion of interest expense in connection with our contractual agreements with Verizon for the provision of
short-term financing and cash management services. Verizon issues commercial paper and obtains bank loans to fund the working capital
requirements of Verizon’s subsidiaries, including us, and invests funds in temporary investments on their behalf.

The affiliate operating revenue and expense amounts included only our ILECs operations. Because our operating expenses associated with
VLD and VOL were determined predominantly through allocations, separate identification of the affiliate transactions was not available.
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10. ADDITIONAL FINANCIAL INFORMATION

The tables below provide additional financial information related to the Business’ financial statements:
 
Years Ended December 31,   2008   2007   2006  
   (dollars in millions)  

Statements of Cash Flows:     

Cash paid during the year for:     

Income taxes, net of amounts refunded   $333   $472   $472  
Interest, net of amounts capitalized (excluding affiliates)    79    88    122  

Statements of Income:     

Depreciation expense    758    794    904  
Interest costs incurred    189    205    201  
Capitalized interest    (3)   (2)   (2) 
Advertising expense allocated from affiliates    39    28    19  
 

At December 31,   2008   2007

   
(dollars in
millions)

Statements of Selected Assets, Selected Liabilities and Parent Funding:     

Prepaid Expense and Other     

Deferred activation costs   $ 81  $ 93
Other    12   7

        

  $ 93  $100
        

Accounts Payable and Accrued Liabilities—Other     

Accrued payroll related   $110  $128
Accounts Payable    97   77
Accrued general taxes    49   55
Accrued income taxes    58   12
Other    13   28

        

  $327  $300
        

Other Current Liabilities     

Advanced billings and customer deposits   $145  $152
Deferred activation revenues    81   93
Other    50   48

        

  $276  $293
        

 
11. COMMITMENTS AND CONTINGENCIES

Various legal actions and regulatory proceedings are pending to which the Companies are a party and claims may exist which, if asserted,
may lead to other legal actions. We have established reserves for specific liabilities in connection with legal and regulatory matters that we
currently deem to be probable and estimable. We do not believe the ultimate resolution of pending regulatory and legal matters in future periods
will have a material effect on the financial condition of our business, but it could have a material effect on our results of operations.

From time to time, state regulatory decisions require us to assure customers that we will provide a level of service performance that falls
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within prescribed parameters. There are penalties associated with failing to meet those service parameters, and we, from time to time, have paid
such penalties. We do not expect these penalties to have a material effect on the financial condition of our business, but they could have a material
effect on our results of operations.
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Schedule II — Valuation and Qualifying Accounts

Verizon's Separate Telephone Operations
For the Years Ended December 31, 2008, 2007 and 2006

 
      Additions       

Description   

Balance at
Beginning of

Period   
Charged to

Expense   

Charged to
Other Accounts

Note (a)   Deductions  
Balance at

End of Period
   (dollars in millions)

Allowances for Uncollectible         

Accounts Receivable:         

Year 2008   $ 54  $ 65  $ (2)  $ (68)   $ 49
Year 2007    66   58   (3)   (67)    54
Year 2006    72   79   1    (86)    66
Severance Reserves:         

Year 2008   $ 64  $ 11  $ —     $ (24)  $ 51
Year 2007.    27   56   —      (19)   64
Year 2006    36   13   —      (22)   27
 
(a) Charged to other accounts includes accruals charged to accounts payable for anticipated uncollectibles charges on purchase of accounts

receivable from others which were billed by us.
 

(b) Deductions includes amounts written off as uncollectible, net of recoveries.
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ANNEX A-1

Composite Copy

 
AGREEMENT AND PLAN OF MERGER

BY AND AMONG

VERIZON COMMUNICATIONS INC.,

(b)

(b)

(b)
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NEW COMMUNICATIONS HOLDINGS INC.

AND

FRONTIER COMMUNICATIONS CORPORATION

 

 
 

This is a composite copy of the Merger Agreement dated May 13, 2009 and Amendment No. 1 to the Merger Agreement dated July 24,
2009. It has been prepared for inclusion in this proxy statement/prospectus and does not have any independent legal effect.
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AGREEMENT AND PLAN OF MERGER

THIS AGREEMENT AND PLAN OF MERGER, dated as of May 13, 2009 (this “Agreement”), is by and among VERIZON
COMMUNICATIONS INC., a Delaware corporation (“Verizon”), NEW COMMUNICATIONS HOLDINGS INC., a Delaware corporation
(“Spinco”), and FRONTIER COMMUNICATIONS CORPORATION, a Delaware corporation (the “Company”).

WHEREAS, Spinco is a newly formed, wholly-owned, direct Subsidiary of Verizon;

WHEREAS, on or prior to the Distribution Date (as such term, and each other capitalized term used herein and not defined, is defined in
Article I hereof), and subject to the terms and conditions set forth in the Distribution Agreement entered into by and between Verizon and Spinco
on the date hereof (the “Distribution Agreement”), GTE Corporation, a New York corporation (“GTE”), which is a majority-owned, direct
Subsidiary of Verizon, will cause the formation of New Communications ILEC Holdings Inc. (“ILEC Spinco Holdings”), which will be a wholly-
owned direct Subsidiary of GTE;

WHEREAS, on or prior to the Distribution Date, Verizon and GTE will transfer or cause to be transferred to ILEC Spinco Holdings certain
Spinco Assets (including all of the capital stock of the ILEC Spinco Subsidiaries) and Spinco Liabilities in the manner set forth in the Distribution
Agreement and will distribute all of the capital stock of ILEC Spinco Holdings to Verizon (such transfers and the distribution, the “Internal
Spinoff”, and, together with any other internal distribution of stock made by the Verizon Group and any transfer of Spinco Assets and Spinco
Liabilities made to the ILEC Spinco Subsidiaries in connection with the transactions contemplated by this Agreement and the Distribution
Agreement, the “Internal Spinoffs”);

WHEREAS, on or prior to the Distribution Date, certain Subsidiaries of Verizon will transfer to Verizon or GTE, as the case may be, via
intercompany distributions or sales or otherwise, certain Spinco Assets and Spinco Liabilities in the manner set forth in the Distribution Agreement
(the “Internal Restructuring”);

WHEREAS, on or prior to the Distribution Date, Spinco will distribute to Verizon the Spinco Securities and pay to Verizon the Special
Payment, all of which will occur in exchange for Verizon transferring to Spinco all of the capital stock of ILEC Spinco Holdings and certain other
Spinco Assets and Spinco Liabilities relating to the non-ILEC portion of the Spinco Business in the manner set forth in the Distribution Agreement
(the transactions described in this recital, collectively, the “Contribution”);

WHEREAS, upon the terms and subject to the conditions set forth in the Distribution Agreement, on the Distribution Date, Verizon will
distribute all of the issued and outstanding shares of Spinco Common Stock to the Distribution Agent for the benefit of the holders of the
outstanding Verizon Common Stock (the “Distribution”);

WHEREAS, at the Effective Time and immediately after the Distribution, the parties will effect the merger of Spinco with and into the
Company, with the Company continuing as the surviving corporation, all upon the terms and subject to the conditions set forth herein;

WHEREAS, the Board of Directors of the Company has (i) determined that the Merger and this Agreement are advisable, fair to, and in the
best interests of, the Company and its stockholders and has approved this Agreement and the transactions contemplated hereby, including the
Merger, and the issuance of shares of Company Common Stock pursuant to the Merger, and (ii) recommended the adoption by the stockholders of
the Company of this Agreement;
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WHEREAS, the Board of Directors of Spinco has (i) determined that the Merger and this Agreement are advisable, fair to, and in the best
interests of, Spinco and its sole stockholder, Verizon, and has approved this Agreement and the Distribution Agreement and the transactions
contemplated hereby and thereby, including the Contribution, the Distribution and the Merger, and (ii) recommended the adoption by Verizon, as
the sole stockholder of Spinco, of this Agreement;
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WHEREAS, the Board of Directors of Verizon has approved this Agreement and the Distribution Agreement and the transactions
contemplated hereby and thereby, including the Internal Spinoffs, the Internal Restructuring, the Contribution, the Distribution and the Merger;

WHEREAS, the parties to this Agreement intend that (i) each Internal Spinoff qualify as a distribution eligible for nonrecognition under
Sections 355(a), 355(c) and/or 361(c) of the Code, as applicable; (ii) the Contribution, together with the Distribution, qualify as a tax-free
reorganization under Section 368(a)(1)(D) of the Code, (iii) the Distribution qualify as a distribution of Spinco stock to Verizon stockholders
eligible for nonrecognition under Sections 355(a) and 361(c) of the Code, (iv) no gain or loss be recognized by Verizon for federal income tax
purposes in connection with the receipt of the Spinco Securities (as defined herein) or the consummation of the Debt Exchange (as defined herein),
(v) the Special Payment qualify as money transferred to creditors or distributed to shareholders in connection with the reorganization within the
meaning of Section 361(b)(1) of the Code, to the extent that Verizon distributes the Special Payment to its creditors and/or shareholders in
connection with the Contribution, (vi) the Merger qualify as a tax-free reorganization pursuant to Section 368 of the Code, and (vii) no gain or loss
be recognized as a result of such transactions for federal income tax purposes by any of Verizon, Spinco, and their respective stockholders and
Subsidiaries (except to the extent of cash received in lieu of fractional shares); and

WHEREAS, the parties to this Agreement intend that, except as set forth in Section 2.3 of the Distribution Agreement, throughout the
internal restructurings taken in contemplation of this Agreement, including the Internal Spinoffs, the Internal Restructurings, the Contribution and
the Distribution, and throughout the Merger, the Spinco Business Employees shall maintain uninterrupted continuity of employment, compensation
and benefits, and also for union represented employees, uninterrupted continuity of coverage under their collective bargaining agreements, in each
case as contemplated by and provided in the Employee Matters Agreement.

NOW, THEREFORE, in consideration of these premises, the representations, warranties, covenants and agreements set forth in this
Agreement, and for other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties, intending to
be legally bound hereby, agree as follows:

ARTICLE I

DEFINITIONS

1.1 “Action” has the meaning set forth in Section 7.12(c).

1.2 “Additional Company SEC Documents” has the meaning set forth in Section 6.4(b).

1.3 “Affiliate” means a Person that, directly or indirectly, through one or more intermediaries, controls or is controlled by, or is under
common control with, a specified Person. The term “control” (including, with correlative meanings, the terms “controlled by” and “under common
control with”), as applied to any Person, means the possession, direct or indirect, of the power to direct or cause the direction of the management
and policies of such Person, whether through the ownership of voting securities or other ownership interest, by contract or otherwise; provided,
however, that for purposes of this Agreement, (i) from and after the Distribution Date, no member of either Group shall be deemed an Affiliate of
any member of the other Group and (ii) none of Cellco Partnership or any of its Subsidiaries shall be deemed Affiliates or Subsidiaries of Verizon.

1.4 “Aggregate Merger Consideration” has the meaning set forth in Section 3.1(a).

1.5 “Agreement” has the meaning set forth in the Preamble hereto.

1.6 “Approved for Listing” means, with respect to the shares of Company Common Stock to be issued pursuant to the Merger, that such
shares have been approved for listing on the NYSE, subject to official notice of issuance.
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1.7 “Assets” has the meaning set forth in the Distribution Agreement.
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1.8 “Back Office Support Services Agreement” has the meaning set forth in Section 7.22.

1.9 “Blended Customer Contracts” has the meaning set forth in the Distribution Agreement.

1.10 “Business Day” means a day, other than Saturday, Sunday or other day on which commercial banks in New York, New York are
authorized or required by applicable Law to close.

1.11 “CALEA” has the meaning set forth in Section 5.19(b).

1.12 “Certificate of Merger” has the meaning set forth in Section 2.3.

1.13 “Change of Board Recommendation” has the meaning set forth in Section 7.4(b).

1.14 “Closing” has the meaning set forth in Section 2.2.

1.15 “Closing Date” has the meaning set forth in Section 2.2.

1.16 “Closing Statement” has the meaning set forth in Section 3.1(a).

1.17 “Code” means the Internal Revenue Code of 1986, as amended from time to time.

1.18 “Communications Act” means the Communications Act of 1934, as amended.

1.19 “Company” has the meaning set forth in the Preamble hereto.

1.20 “Company Acquisition” means, in each case other than the Merger or as otherwise specifically contemplated by this Agreement, (i) any
merger, consolidation, share exchange, business combination, recapitalization or other similar transaction or series of related transactions involving
the Company or any of its Significant Subsidiaries; (ii) any direct or indirect purchase or sale, lease, exchange, transfer or other disposition of the
consolidated assets (including stock of the Company Subsidiaries) of the Company and the Company Subsidiaries, taken as a whole, constituting
15% or more of the total consolidated assets of the Company and the Company Subsidiaries, taken as a whole, or accounting for 15% or more of
the total consolidated revenues of the Company and the Company Subsidiaries, taken as a whole, in any one transaction or in a series of
transactions; (iii) any direct or indirect purchase or sale of or tender offer, exchange offer or any similar transaction or series of related transactions
engaged in by any Person following which any Person (including any “group” as defined in Section 13(d)(3) of the Exchange Act) owns 15% or
more of the outstanding shares of Company Common Stock; or (iv) any other substantially similar transaction or series of related transactions that
would reasonably be expected to prevent or materially impair or delay the consummation of the transactions contemplated by this Agreement or the
other Transaction Agreements.

1.21 “Company Acquisition Proposal” means any proposal regarding a Company Acquisition.

1.22 “Company Approvals” has the meaning set forth in Section 6.3(d).

1.23 “Company Average Price” means the average of the volume weighted averages of the trading prices of the Company Common Stock, as
such prices are reported on the NYSE Composite Transactions Tape (as reported by Bloomberg Financial Markets or such other source as the
parties shall agree in writing), for the 30 consecutive trading days ending on the third trading day immediately preceding the Effective Time;
provided, however, that (x) if an ex-dividend date is set for the Company Common Stock during this 30-day period, then the trading price for a
share of Company Common Stock for each day during the portion of such period that precedes such ex-dividend date shall be reduced by the
amount of the dividend payable on a share of Company
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Common Stock, (y) if such average of the volume weighted averages of the trading prices of the Company Common Stock exceeds $8.50, then the
Company Average Price shall equal $8.50 and (z) if such average of the volume weighted averages of the trading prices of the Company Common
Stock is less than $7.00, then the Company Average Price shall equal $7.00.

1.24 “Company Benefit Agreements” has the meaning set forth in Section 6.12(a).

1.25 “Company Benefit Plans” has the meaning set forth in Section 6.12(a).

1.26 “Company Board Recommendation” has the meaning set forth in Section 7.4(b).

1.27 “Company Common Stock” means the common stock, par value $0.25 per share, of the Company.
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1.28 “Company Credit Agreements” means (i) the Credit Agreement, dated as of March 10, 2008, among the Company, CoBank, ACB, as the
administrative agent, the lead arranger and a lender, and the other lenders party thereto, (ii) the Credit Agreement, dated as of May 18, 2007,
among the Company, the lenders party thereto and Deutsche Bank AG New York Branch, as the administrative agent, (iii) the Credit Agreement,
dated as of December 6, 2006, among the Company, CoBank, ACB, as the administrative agent, the lead arranger and a lender, and the other
lenders party thereto and (iv) the Loan Agreement, dated as of October 24, 2001, by and between the Company and Rural Telephone Finance
Cooperative, as amended, in each case as such agreement may be amended, supplemented or otherwise modified from time to time.

1.29 “Company Disclosure Letter” has the meaning set forth in the first paragraph of Article VI.

1.30 “Company Employee” has the meaning set forth in Section 6.12(a).

1.31 “Company Financial Statements” has the meaning set forth in Section 6.4(a)(i).

1.32 “Company Licenses” has the meaning set forth in Section 6.15(a).

1.33 “Company Material Contracts” has the meaning set forth in Section 6.16(a).

1.34 “Company Owned Real Property” means all real property owned by the Company or the Company Subsidiaries.

1.35 “Company Registration Statement” means the registration statement on Form S-4, including the Proxy Statement/Prospectus forming a
part thereof, to be filed by the Company with the SEC to effect the registration under the Securities Act of the issuance of the shares of Company
Common Stock into which shares of Spinco Common Stock will be converted pursuant to the Merger (as amended and supplemented from time to
time).

1.36 “Company SEC Documents” has the meaning set forth in Section 6.4(a)(iv).

1.37 “Company Stockholders Meeting” has the meaning set forth in Section 7.4(a).

1.38 “Company Subsidiaries” means all direct and indirect Subsidiaries of the Company; provided, however, that none of Mohave Cellular
Limited Partnership and its Subsidiaries shall be deemed Subsidiaries of the Company.

1.39 “Company Superior Proposal” has the meaning set forth in Section 7.11(b).

1.40 “Company Tax Counsel” means Cravath, Swaine & Moore LLP or any other nationally recognized law firm reasonably acceptable to
Verizon.
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1.41 “Company Third Party Intellectual Property” means any and all Intellectual Property Rights owned by any Person other than the
Company or any of its Subsidiaries that is used or held for use in the conduct of the business of the Company.

1.42 “Company Voting Debt” has the meaning set forth in Section 6.2(b).

1.43 “Company’s Knowledge” has the meaning set forth in Section 11.13.

1.44 “Confidentiality Agreement” means the March 19, 2009 Nondisclosure Agreement between Verizon and the Company.

1.45 “Contract” or “agreement” means any loan or credit agreement, note, bond, indenture, mortgage, deed of trust, lease, sublease,
franchise, permit, authorization, license, contract (including collective bargaining agreements, side letters, memoranda of agreement or
understanding or any agreement of any kind), instrument, employee benefit plan or other binding commitment, obligation or arrangement, whether
written or oral, but excluding any franchise, permit, authorization or license constituting a Company License or a Spinco License.

1.46 “Contributing Companies” has the meaning set forth in the Distribution Agreement.

1.47 “Contribution” has the meaning set forth in the fifth recital hereto.

1.48 “Controlling Person” has the meaning set forth in Section 10.2(a).

1.49 “Customer Data” means all customer information obtained in connection with the Spinco Business, in the form and content existing as
of the Closing, related to the provisioning of products and services by Spinco or Spinco Subsidiaries in the Territory included in the Spinco
Business to current and future customers in the Territory, including name, postal address, email address, telephone number, date of birth, account
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data, transaction data, demographic data, customer service data, and correspondence, together with any documents and information containing the
foregoing; provided, however, the foregoing shall not include (i) any of the foregoing to the extent it is in the possession of Licensor or any U.S.
Affiliate and was collected or used other than in connection with the operation of the Spinco Business, (ii) any information included in yellow or
white pages listings or directories, in any form, (iii) any information required to be retained by Licensor and/or its Affiliates to comply with
applicable law or regulation, (iv) any information publicly available, and (v) any information received by Licensor or its Affiliates from third
parties.

1.50 “Cutover Plan Support Agreement” has the meaning set forth in the Distribution Agreement.

1.51 “Debt Exchange” has the meaning set forth in the Distribution Agreement.

1.52 “DGCL” means the General Corporation Law of the State of Delaware.

1.53 “Direct Claim” has the meaning set forth in Section 10.4(b).

1.54 “Directories” has the meaning set forth in Section 7.23.

1.55 “Directories Agreements” has the meaning set forth in Section 7.23.

1.56 “Disclosure Letters” means, collectively, the Verizon Disclosure Letter, the Spinco Disclosure Letter and the Company Disclosure
Letter.

1.57 “Distribution” has the meaning set forth in the recitals hereto.
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1.58 “Distribution Agreement” has the meaning set forth in the recitals hereto.

1.59 “Distribution Date” means the date that the Distribution becomes effective.

1.60 “Distribution Date Spinco Indebtedness” means the aggregate amount of Indebtedness, other than (i) any Indebtedness incurred to make
the Special Payment and any Indebtedness represented by the Spinco Securities and (ii) any accrued and unpaid interest on any Indebtedness, in
each case of Spinco and its Subsidiaries as of the opening of business on the Distribution Date, calculated pro forma for the Contribution.

1.61 “Distribution Fund” has the meaning set forth in Section 3.2(a).

1.62 “Distribution Tax Opinion” means a written opinion of Verizon Tax Counsel, addressed to Verizon and Spinco and dated as of the
Distribution Date, in form and substance reasonably satisfactory to Verizon and (solely with respect to issues (i) as to whether Spinco recognizes
gain or loss or (ii) for which the Company or Spinco may be liable under the Transaction Agreements) the Company, to the effect that (i) each of
the Internal Spinoffs will qualify as a distribution eligible for nonrecognition under Sections 355(a), 355(c) and/or 361(c) of the Code, as
applicable, (ii) the Distribution will qualify as a distribution of Spinco stock to the stockholders of Verizon eligible for nonrecognition under
Sections 355(a) and 361(c) of the Code, pursuant to which no gain or loss will be recognized for federal income tax purposes by any of Verizon,
Spinco or the stockholders of Verizon, except as to cash received in lieu of fractional shares by the stockholders of Verizon, and (iii) neither
Verizon nor any member of the Verizon Group will recognize gain or loss for federal income tax purposes in connection with the receipt of the
Spinco Securities or the consummation of the Debt Exchange.

1.63 “Distribution Tax Representations” has the meaning set forth in Section 7.9(c).

1.64 “Distribution/Merger Transfer Taxes” means (i) any sales, use, transfer, registration, recording, stamp, value added or other similar
taxes or fees arising out of or attributable to the Internal Spinoffs, the Contribution, the Distribution, the Debt Exchange or the Internal
Restructuring and (ii) any sales, use, transfer, registration, recording, stamp, value added or similar taxes or fees arising out of or attributable to the
Merger.

1.65 “Effective Time” has the meaning set forth in Section 2.3.

1.66 “Employee Matters Agreement” means the Employee Matters Agreement entered into among Verizon, Spinco and the Company, dated
as of the date hereof, as it may be amended from time to time.

1.67 “End Date” has the meaning set forth in Section 9.1(b).

1.68 “Environmental Claim” means administrative or judicial actions, suits, orders, liens, notices, violations or proceedings related to any
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applicable Environmental Law or Environmental Permit brought, issued or asserted by a Governmental Authority or any third party for
compliance, damages, penalties, removal, response, remedial or other action pursuant to any applicable Environmental Law or resulting from the
release of a Hazardous Material.

1.69 “Environmental Law” means any Law now in effect relating to the environment or Hazardous Materials, including the Comprehensive
Environmental Response Compensation and Liability Act, 42 U.S.C. §6901 et seq.; the Resource Conservation and Recovery Act, 42 U.S.C.
§6901 et seq.; the Federal Water Pollution Control Act, 33 U.S.C. §1251 et seq.; the Toxic Substances Control Act, 15 U.S.C. §2601 et seq.; the
Clean Air Act, 42 U.S.C. §7401 et seq.; the Safe Drinking Water Act, 42 U.S.C. §3803 et seq.; the Oil Pollution Act of 1990, 33 U.S.C. §2701 et
seq.; the Emergency Planning and the Community Right-to-Know Act of 1986, 42 U.S.C. §1101 et seq.; the Hazardous Material Transportation
Act, 49 U.S.C. §1801 et seq.; and any state or local counterparts or equivalents, in each case as amended from time to time.
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1.70 “Environmental Permits” means all permits, licenses, approvals, authorizations or consents required by or issued by any Governmental
Authority under any applicable Environmental Law and includes any and all orders, consent orders or binding agreements issued or entered into by
a Governmental Authority under any applicable Environmental Law.

1.71 “ERISA” means the Employee Retirement Income Security Act of 1974, as amended.

1.72 “ERISA Affiliate” means, with respect to any Person, any other Person or any trade or business, whether or not incorporated, that,
together with such first Person, would be deemed a “single employer” within the meaning of section 4001(b) of ERISA.

1.73 “Excess Shares” has the meaning set forth in Section 3.3(b).

1.74 “Exchange Act” means the Securities Exchange Act of 1934, as amended, together with the rules and regulations of the SEC
promulgated thereunder.

1.75 “FCC” means the Federal Communications Commission.

1.76 “FCC Applications” has the meaning set forth in Section 7.6(b).

1.77 “FCC Rules” has the meaning set forth in Section 4.2(c).

1.78 “Financial Market Deferral” has the meaning set forth in Section 7.18(b).

1.79 “FiOS” has the meaning set forth in the Distribution Agreement.

1.80 “FiOS Intellectual Property Agreement” has the meaning set forth in the Distribution Agreement.

1.81 “FiOS Software License Agreement” has the meaning set forth in the Distribution Agreement.

1.82 “FiOS Trademark License Agreement” has the meaning set forth in the Distribution Agreement.

1.83 “Fort Wayne Data Center” has the meaning set forth in Section 7.24(c).

1.84 “Fully Diluted Number of Shares” means as of any date, the aggregate number of shares of Company Common Stock outstanding on
such date (including any shares of restricted stock) assuming: (i) the prior exercise of all options and similar rights to purchase Company Common
Stock; (ii) the prior conversion into, or exchange for, shares of Company Common Stock of all then issued and outstanding securities which are
convertible into, or exchangeable for, shares of Company Common Stock; and (iii) the prior exercise of any similar subscription or other rights to
acquire, or to cause the Company to issue, shares of Company Common Stock; provided, however, that notwithstanding the foregoing, “Fully
Diluted Number of Shares” shall not prior to the occurrence of a Triggering Event (as defined in the Rights Plan) include shares of Company
Common Stock issuable in connection with any exercise of rights to purchase Company Common Stock under the Rights Plan.

1.85 “GAAP” means United States generally accepted accounting principles.

1.86 “Governmental Authority” means any foreign, federal, state or local court, administrative agency, official board, bureau, governmental
or quasi-governmental entities having competent jurisdiction over Verizon, Spinco or the Company, any of their respective Subsidiaries and any
other tribunal or commission or other governmental department, authority or instrumentality or any subdivision, agency, mediator, commission or
authority of competent jurisdiction.
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1.87 “Governmental Customer Contract” means any Contract to which a federal, state, county or municipal government, or any agency of
any of the same, is party and pursuant to which the government or agency is the recipient of products or services.

1.88 “Group” means the Verizon Group or the Spinco Group, as the case may be.

1.89 “GTE” has the meaning set forth in the recitals hereto.

1.90 “Hazardous Material” means (a) substances that are defined or listed in, or otherwise classified pursuant to, any applicable laws or
regulations as “hazardous substances,” “hazardous materials,” “hazardous wastes,” “toxic substances,” “pollutants,” “contaminants,” or any other
similar term that defines, lists, or classifies a substance by reason of such substance’s ignitability, corrosivity, reactivity, carcinogenicity,
reproductive toxicity, “EP toxicity” or adverse effect on human health or the environment, (b) oil, petroleum, or petroleum-derived substances,
natural gas, natural gas liquids, synthetic gas, drilling fluids, produced waters, and other wastes associated with the exploration, development, or
production of crude oil, natural gas, or geothermal resources, (c) any radioactive materials, (d) polychlorinated biphenyls, and (e) infectious waste.

1.91 “HSR Act” means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules and regulations promulgated
thereunder.

1.92 “Identified Persons” has the meaning set forth in Section 7.12(a).

1.93 “Identified Persons Releasors” has the meaning set forth in Section 7.12(b).

1.94 “ILEC” has the meaning set forth in the Distribution Agreement.

1.95 “ILEC Spinco Holdings” has the meaning set forth in the recitals hereto.

1.96 “ILEC Spinco Subsidiaries” has the meaning set forth in the Distribution Agreement.

1.97 “Indebtedness” means all indebtedness for borrowed money, including the aggregate principal amount thereof, and any accrued interest
thereon.

1.98 “Indemnification Payment” means any amount of Losses required to be paid pursuant to this Agreement.

1.99 “Indemnitee” means any Person entitled to indemnification under this Agreement.

1.100 “Indemnitor” means any person or entity required to provide indemnification under this Agreement.

1.101 “Intellectual Property Agreement” means the Intellectual Property Agreement to be entered into among Licensor, Spinco and the
Company, in the form attached to the Distribution Agreement.

1.102 “Intellectual Property Rights” means all United States and foreign issued and pending patents, trademarks, service marks, slogans,
logos, trade names, service names, Internet domain names, trade styles, trade dress and other indicia of origin, and all goodwill associated with any
of the foregoing, copyrights, copyrightable works, trade secrets, know-how, processes, methods, designs, computer programs, plans, specifications,
data, inventions (whether or not patentable or reduced to practice), improvements, confidential, business and other information and all intangible
property, proprietary rights and other intellectual property, and all registrations, applications and renewals (including divisionals, continuations,
continuations-in-part, reissues, renewals, registrations, re-examinations and extensions) for, and tangible embodiments of, and all rights with
respect to, any of the foregoing.
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1.103 “Internal Restructuring” has the meaning set forth in the recitals hereto.

1.104 “Internal Spinoff” and “Internal Spinoffs” have the meaning set forth in the recitals hereto.

1.105 “IRS” means the United States Internal Revenue Service or any successor agency thereto, including its agents, representatives and
attorneys.

1.106 “IRS Ruling” means a private letter ruling from the IRS to the effect that (i) each Internal Spinoff will qualify as a distribution eligible
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for nonrecognition under Sections 355(a), 355(c) and/or 361(c) of the Code, as applicable; (ii) the Contribution, together with the Distribution, will
qualify as a tax-free reorganization under Section 368(a)(1)(D) of the Code; (iii) the Distribution will qualify as a distribution of Spinco stock to
Verizon stockholders eligible for nonrecognition under Sections 355(a) and 361(c) of the Code; (iv) neither Verizon nor any member of the
Verizon Group will recognize gain or loss for federal income tax purposes in connection with the receipt of the Spinco Securities or the
consummation of the Debt Exchange; (v) the Special Payment will qualify as money transferred to creditors or distributed to shareholders in
connection with the reorganization within the meaning of Section 361(b)(1) of the Code, to the extent that Verizon distributes the Special Payment
to its creditors and/or shareholders in connection with the transactions; and (vi) no gain or loss will be recognized as a result of such transactions
for federal income tax purposes by any of Verizon, Spinco, and their respective stockholders and Subsidiaries (except to the extent of cash received
in lieu of fractional shares).

1.107 “IRS Submission” has the meaning set forth in Section 7.9(a).

1.108 “Joint Defense Agreement” has the meaning set forth in Section 7.26.

1.109 “Law” means any federal, state, local or foreign law (including common law), statute, code, ordinance, rule, regulation, judgment,
order, injunction, decree, arbitration award, agency requirement, license or permit of any Governmental Authority.

1.110 “Leased Real Property” has the meaning set forth in the Distribution Agreement.

1.111 “Leases” means all leases, subleases, licenses, concessions and other agreements (written or oral), including all amendments,
extensions, renewals, guaranties and other agreements with respect thereto, pursuant to which any Person holds any Leased Real Property.

1.112 “Liabilities” has the meaning set forth in the Distribution Agreement.

1.113 “Licensor” means Verizon Patent and Licensing Inc.

1.114 “Liens” means all mortgages, deeds of trust, liens, security interests, pledges, capital leases, conditional sale contracts, sale-and-
leaseback transactions, charges, hypothecations, assignments, easements, zoning restrictions, rights of way, deposit arrangements, purchase options,
rights of first refusal and other encumbrances of every kind. For the avoidance of doubt, the license of Intellectual Property Rights shall not itself
constitute a Lien.

1.115 “Losses” means any losses, liabilities, damages, deficiencies, costs and expenses (including reasonable out-of-pocket attorneys’ fees
and expenses and including the reasonable costs and expenses of investigating and defending any indemnification claim), including all Taxes
resulting from indemnification payments hereunder, (1) reduced by the amount of insurance proceeds recovered from any Person with respect
thereto (after deducting related costs and expenses) and (2) excluding any such losses, liabilities, damages, costs and expenses to the extent that the
underlying liability or obligation is the result of any action taken or omitted to be taken by any Indemnitee.
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1.116 “Material Adverse Effect” means, with respect to any business or Person, any state of facts, change, development, event, effect,
condition or occurrence that, individually or in the aggregate, has had or would reasonably be expected to have a materially adverse effect on the
business, assets, properties, liabilities or condition (financial or otherwise) of such business or Person and its Subsidiaries, as applicable, taken as a
whole, or that, directly or indirectly, prevents or materially impairs or delays the ability of such Person to perform its obligations under this
Agreement; provided, however, that Material Adverse Effect shall not include facts, changes, developments, events, effects, conditions or
occurrences (i) (A) generally affecting the rural, regional or nationwide wireline voice and data industry in the United States, including access line
loss, regulatory and political developments and changes in Law or GAAP, or (B) generally affecting the economy or financial markets in the
United States or the states where either Verizon operates the Spinco Business or the Company operates, (ii) resulting from the taking of any action
required by this Agreement or the other Transaction Agreements in connection with the Merger; or (iii) resulting from any natural disaster, or any
engagement by the United States in hostilities, whether or not pursuant to the declaration of a national emergency or war, or the occurrence of any
act or acts of terrorism (in each case, so long as any such facts, changes, developments, events, effects, conditions or occurrences referenced in
clause (i) or (iii) do not materially disproportionately impact such business or Person relative to others in the incumbent local exchange
communications industry). Notwithstanding the foregoing, any fluctuation in the market price of such Person’s publicly traded common stock,
separately and by itself, shall not be deemed to constitute or contribute to a Material Adverse Effect (it being understood that the foregoing shall
not prevent a party from asserting that any fact, change, development, event, effect, condition or occurrence that may have contributed to such
fluctuation in market price independently constitutes or contributes to a Material Adverse Effect).

1.117 “Material Company Owned Real Property” has the meaning set forth in Section 6.17(a).

1.118 “Materially Adverse Regulatory Condition” means any condition, obligation or restriction sought to be imposed on any of Spinco, any
Spinco Subsidiary, Verizon, any Verizon Subsidiary or the Company or any Company Subsidiary in connection with obtaining a
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Telecommunications Regulatory Consent that, taken together with any other conditions or restrictions sought to be imposed to obtain any other
Telecommunications Regulatory Consent, would reasonably be expected to be materially adverse to the Company, to Spinco or to Verizon
(assuming for this purpose that the business, assets, properties and liabilities of each of (i) Verizon and all Verizon Subsidiaries and (ii) the
Company and all Company Subsidiaries are comparable in size to those of Spinco and all Spinco Subsidiaries), disregarding for this purpose any
condition or requirement on the Company or the Surviving Corporation (a) to make capital expenditures substantially consistent with the amounts
and general categories of expenditures set forth in (x) the Company’s 2009 capital expenditure budget set forth in Section 7.1(h) of the Company
Disclosure Letter or (y) Verizon’s 2009 capital expenditure budget for the Spinco Business set forth in Section 7.2(f) of the Spinco Disclosure
Letter, (b) that is offered by the Company in its discretion at any time within nine months of the date hereof in an application for an order
approving the transactions contemplated hereby or in any related filing or testimony made within nine months of the date hereof or (c) to abide by
any written binding commitments made by Verizon or any Verizon Subsidiary with respect to the Spinco Business, or by the Company or any of its
Subsidiaries, to any Governmental Authority prior to the date hereof.

1.119 “Merger” has the meaning set forth in Section 2.1.

1.120 “Merger Tax Opinion” has the meaning set forth in Section 7.9(d).

1.121 “Minimum Aggregate Consideration” means the number of shares of Company Common Stock that would equal 51% of the Fully
Diluted Number of Shares of the Surviving Corporation immediately following the Merger.

1.122 “Minimum Aggregate Consideration Value” means the dollar value of a number of shares of Company Common Stock equal to the
Minimum Aggregate Consideration, valued for this purpose using the Company Average Price.
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1.123 “Network Element” means any port network device, computer, server or other processing device connected to or used in support of the
public switched voice, data, digital subscriber line and other networks of the Spinco Business, to the extent such element is located in the Territory
and is used primarily in the support of the Spinco Business.

1.124 “Network Element Software” means the Verizon Third Party Intellectual Property consisting of system software and any application
software, in each case in the form and content it exists as of the Closing Date, as and to the extent installed on Network Elements owned or leased
by Spinco or the Spinco Subsidiaries as of the Closing, certain of which software is listed on Section 1.124 of the Spinco Disclosure Letter along
with the Network Elements in which they are installed, but excluding any application software (other than application software that has been
specifically designed and dedicated for a Network Element and is required for a Network Element to perform its video, voice or data function)
which is licensed pursuant to a Retained Contract that (i) is licensed by any Person other than the Network Element supplier or (ii) is identified on
Section 1.124 (ii) of the Spinco Disclosure Letter.

1.125 “Non-ILEC Spinco Subsidiary” has the meaning set forth in the Distribution Agreement.

1.126 “Non-Statutory Intellectual Property” means all unpatented inventions (whether or not patentable), trade secrets, know-how and
proprietary information, including but not limited to (in whatever form or medium), discoveries, ideas, compositions, formulas, computer programs
(including source and object codes), technical know-how, computer software documentation, database, drawings, designs, plans, business plans,
product development and marketing plans, projections, engineering drawings and plans, network architecture drawings and plans, proposals,
specifications, photographs, samples, models, processes, procedures, data, information, manuals, reports, financial, marketing and business data,
and sales, pricing, and cost information, correspondence and notes; provided, however, that, notwithstanding anything to the contrary, the
definition of “Non-Statutory Intellectual Property” shall not include any Statutory Intellectual Property.

1.127 “Notice Period” has the meaning set forth in Section 7.11(c)(i).

1.128 “NYSE” has the meaning set forth in Section 3.3(b).

1.129 “Order” means any decree, judgment, injunction, writ, ruling or other order of any Governmental Authority.

1.130 “Owned Real Property” has the meaning set forth in the Distribution Agreement.

1.131 “PBGC” means the U.S. Pension Benefit Guaranty Corporation.

1.132 “Per Share Merger Consideration” has the meaning set forth in Section 3.1(a).

1.133 “Permitted Encumbrances” means (A) statutory Liens for Taxes that are not due and payable as of the Closing Date, or that are being
contested in good faith and for which appropriate reserves have been established in accordance with GAAP; (B) mechanics liens and similar Liens
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for labor, materials or supplies provided, incurred in the ordinary course of business for amounts which are not due and payable or are subject to
dispute and with respect to which reserves have been established in accordance with GAAP; (C) zoning restrictions, building codes and other land
use Laws regulating the use or occupancy of such real property or the activities conducted thereon which are imposed by any Governmental
Authority having jurisdiction over such real property which are not violated by the current use or occupancy of such real property or the operation
of the business thereon; (D) easements, covenants, conditions, restrictions and other similar matters of record affecting title to any real property
which do not or would not materially impair the use or occupancy of such real property in the operation of the business conducted thereon;
(E) Liens arising under original purchase price conditional sales contracts and equipment leases with third parties entered into in the ordinary
course of business; and (F) Liens disclosed in the Company SEC Documents or the Spinco Financial Statements, as applicable.
 

A-1-11

Table of Contents

1.134 “Person” or “person” means a natural person, corporation, company, joint venture, individual business trust, trust association,
partnership, limited partnership, limited liability company or other entity, including a Governmental Authority.

1.135 “Proprietary Business Information” means any and all non-technical, non-public information included in the Non-Statutory
Intellectual Property which is owned by Licensor or its U.S. Affiliates as of the Closing, after giving effect to the assignment contemplated by
Section 2.1(a) of the Intellectual Property Agreement, and was used in the Spinco Business at any time during the 12 months prior to the Closing
Date; provided, however, that Proprietary Business Information shall not include Spinco Customer Listing Data (as defined in the Intellectual
Property Agreement).

1.136 “Proxy Statement/Prospectus” means the letters to Company stockholders, notices of meeting, proxy statement and forms of proxies to
be distributed to Company stockholders in connection with the Merger and the transactions contemplated by this Agreement and any additional
soliciting material or schedules required to be filed with the SEC in connection therewith, and that may be included in the Company Registration
Statement, it being understood that it is possible that the Company Registration Statement will not be declared effective and mailed to the Verizon
stockholders substantially contemporaneously with the mailing of the Proxy Statement/Prospectus to the Company stockholders, and, if it is not so
contemporaneously mailed to the Verizon stockholders, the prospectus included in the Company Registration Statement at the time of its mailing to
the Verizon stockholders may be different than the Proxy Statement/Prospectus mailed to the Company stockholders. This Proxy
Statement/Prospectus shall not incorporate any disclosure by reference to any other filings with the SEC.

1.137 “Realignment” has the meaning set forth in Section 7.24.

1.138 “Real Property Interests” means all easements, rights of way, and licenses in the real property of Spinco that are used primarily in the
operation of the Spinco Business, and excluding all Spinco Owned Real Property and property and interests subject to Spinco Leases and Spinco
Subleases.

1.139 “Record Date” has the meaning set forth in the Distribution Agreement.

1.140 “Redactable Information” has the meaning set forth in Section 7.9(a).

1.141 “Registration Statements” means the Company Registration Statement and the Spinco Registration Statement.

1.142 “Regulation S-K” means Regulation S-K promulgated under the Exchange Act.

1.143 “Regulatory Law” has the meaning set forth in Section 7.6(h).

1.144 “Required Payment Amount” means the aggregate amount, if any, of all amounts required to be paid, refunded, deferred, escrowed, or
foregone pursuant to an order, settlement agreement or otherwise (including in the form of any contribution or transfer of Assets or assumption or
retention of Liabilities, measured at fair market value and assuming the maximum amount of any contingent amount is paid or foregone and the full
amount of any deferred, contingent or escrowed amount is not received) by Verizon or its Subsidiaries, other than post-Closing obligations of
Spinco or any Spinco Subsidiary, as a condition to obtaining any consent of any Governmental Authority in the Territory required to consummate
the Distribution or the Merger or to complying with any order approving the Distribution and the Merger.

1.145 “Requisite Approval” has the meaning set forth in Section 6.22.

1.146 “Restraint” has the meaning set forth in Section 8.1(h).

1.147 “Retained Contract” has the meaning set forth in the Distribution Agreement.
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1.148 “Retained Customer Accounts” has the meaning set forth in the Distribution Agreement.

1.149 “Rights Plan” means the stockholder rights plan described in the Rights Agreement, dated as of March 6, 2002, between the Company
and Mellon Investor Services LLC, as amended.

1.150 “Ruling Request” has the meaning set forth in Section 7.9(a).

1.151 “Sarbanes-Oxley Act” has the meaning set forth in Section 6.4(c).

1.152 “SEC” means the U.S. Securities and Exchange Commission.

1.153 “Securities Act” means the Securities Act of 1933, as amended, together with the rules and regulations promulgated thereunder.

1.154 “Settlement Requirements” has the meaning set forth in Section 10.4(a).

1.155 “Significant Subsidiary” has the meaning set forth in Rule 1-02 of Regulation S-X promulgated under the Exchange Act.

1.156 “Software License Agreement” means the Software License Agreement to be entered into between an Affiliate of Verizon, Spinco and
the Company, in the form attached to the Distribution Agreement.

1.157 “Solvency Opinion” has the meaning set forth in Section 8.1(k).

1.158 “Special Payment” has the meaning set forth in the Distribution Agreement.

1.159 “Special Payment Financing” has the meaning set forth in Section 7.18(a).

1.160 “Specified Contract” has the meaning set forth in Section 7.6(j).

1.161 “Spinco” has the meaning set forth in the Preamble hereto.

1.162 “Spinco Assets” has the meaning set forth in the Distribution Agreement.

1.163 “Spinco Benefit Agreements” has the meaning set forth in Section 5.12(a).

1.164 “Spinco Benefit Plans” has the meaning set forth in Section 5.12(a).

1.165 “Spinco Business” has the meaning set forth in the Distribution Agreement.

1.166 “Spinco Business Employees” has the meaning set forth in Section 5.12(a).

1.167 “Spinco Closing Equity Value” means the amount equal to the sum of (A) $5.247 billion plus (B) the Required Payment Amount, if
any.

1.168 “Spinco Common Stock” means the common stock, par value $0.01 per share, of Spinco.

1.169 “Spinco Disclosure Letter” has the meaning set forth in the first paragraph of Article V.

1.170 “Spinco Financial Statements” has the meaning set forth in Section 5.4(a).

1.171 “Spinco Group” means Spinco and the Spinco Subsidiaries.
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1.172 “Spinco Leases” has the meaning set forth in Section 5.18(b).

1.173 “Spinco Liabilities” has the meaning set forth in the Distribution Agreement.

1.174 “Spinco Licenses” has the meaning set forth in Section 5.19(a).

1.175 “Spinco Material Contracts” has the meaning set forth in Section 5.15(a).
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1.176 “Spinco Owned Real Property” means all Owned Real Property of Spinco or Spinco Subsidiaries after giving effect to the
Contribution.

1.177 “Spinco Registration Statement” means any registration statement on Form S-1 or such other form, if any, as may be required by the
Securities Act to be filed by Spinco with the SEC to effect the registration under the Securities Act of the issuance of the shares of Spinco
Common Stock to be issued in the Distribution; any registration statement on Form 10 or such other form, if any, as may be required by the
Exchange Act to be filed by Spinco with the SEC to effect the registration of the Spinco Common Stock pursuant to the requirements of the SEC’s
Staff Legal Bulletin No. 4; and/or any such other form as may be permitted or required to be filed by the SEC in connection with the issuance or
distribution of the Spinco Common Stock (in each case, as amended and supplemented from time to time).

1.178 “Spinco Securities” has the meaning set forth in the Distribution Agreement.

1.179 “Spinco Stockholder Approval” has the meaning set forth in Section 5.16.

1.180 “Spinco Subleases” has the meaning set forth in Section 5.18(b).

1.181 “Spinco Subsidiaries” means all direct and indirect Subsidiaries of Spinco immediately following the Contribution.

1.182 “Spinco Value Shortfall” means the amount, if any, by which (i) the Minimum Aggregate Consideration Value exceeds (ii) the Spinco
Closing Equity Value.

1.183 “Spinco Voting Debt” has the meaning set forth in Section 5.2(c).

1.184 “Spinco’s Knowledge” has the meaning set forth in Section 11.13.

1.185 “State PUC Application” has the meaning set forth in Section 7.6(b).

1.186 “State Regulators” has the meaning set forth in Section 5.19(a).

1.187 “Statutory Intellectual Property” means all (i) United States patents and patent applications of any kind, (ii) United States works of
authorship, mask-works, copyrights, and copyright and mask work registrations and applications for registration, (iii) Trademarks, and (iv) any
rights or licenses in the foregoing.

1.188 “Subsidiary” means, with respect to any Person (but subject to the proviso in the definition of Affiliate), a corporation, partnership,
association, limited liability company, trust or other form of legal entity in which such Person, a Subsidiary of such Person or such Person and one
or more Subsidiaries of such Person, directly or indirectly, has either (i) a majority ownership in the equity thereof, (ii) the power, under ordinary
circumstances, to elect, or to direct the election of, a majority of the board of directors or other analogous governing body of such entity, or (iii) the
title or function of general partner or manager, or the right to designate the Person having such title or function.
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1.189 “Surviving Corporation” has the meaning set forth in Section 2.1.

1.190 “Surviving Corporation Indemnitees” means the Surviving Corporation, each Affiliate of the Surviving Corporation (including all
Subsidiaries of the Surviving Corporation) and their respective directors, officers, agents and employees.

1.191 “Surviving Corporation Releasors” has the meaning set forth in Section 7.12(b).

1.192 “Tariffs” has the meaning set forth in Section 7.6(j).

1.193 “Tax” or “Taxes” means (i) all taxes, charges, fees, duties, levies, imposts, required deposits, rates or other assessments or
governmental charges of any kind imposed by any federal, state, local or foreign Taxing Authority, including income, gross receipts, employment,
excise, severance, stamp, occupation, premium, windfall profits, environmental (including Taxes under Section 59A of the Code), custom duties,
property (including real, personal or intangible), sales, use, license, capital stock, transfer, franchise, registration, payroll, withholding, social
security (or similar), unemployment, disability, value added, alternative or add-on minimum or other taxes, whether disputed or not, and including
any interest, penalties or additions attributable thereto; (ii) liability for the payment of any amount of the type described in clause (i) above arising
as a result of being (or having been) a member of any consolidated, combined, unitary or similar group or being (or having been) included or
required to be included in any Tax Return related thereto (including pursuant to U.S. Treasury Regulation § 1.1502-6); and (iii) liability for the
payment of any amount of the type described in clauses (i) or (ii) above as a result of any express or implied obligation to indemnify or otherwise
assume or succeed to the liability of any other Person.
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1.194 “Tax-Free Status of the Transactions” means each of the intended tax consequences specified in the eleventh recital hereto.

1.195 “Tax Return” means any return, report, certificate, form or similar statement or document (including any related or supporting
information or schedule attached thereto and any information return, amended tax return, claim for refund or declaration of estimated tax) required
to be supplied to, or filed with, a Taxing Authority in connection with the determination, assessment or collection of any Tax or the administration
of any laws, regulations or administrative requirements relating to any Tax.

1.196 “Tax Sharing Agreement” means the Tax Sharing Agreement entered into on the date hereof, among Verizon, the Company, Spinco
and the ILEC Spinco Subsidiaries, as such agreement may be amended from time to time.

1.197 “Taxing Authority” means any Governmental Authority or any quasi-governmental or private body having jurisdiction over the
assessment, determination, collection or imposition of any Tax (including the IRS).

1.198 “Telecommunications Regulatory Consents” has the meaning set forth in Section 7.6(c).

1.199 “Termination Date” means the date, if any, on which this Agreement is terminated pursuant to Section 9.1.

1.200 “Territory” has the meaning set forth in the Distribution Agreement.

1.201 “Third Party Claim” has the meaning set forth in Section 10.4(a).

1.202 “Transaction Agreements” means this Agreement, the Distribution Agreement, the Cutover Plan Support Agreement, the Employee
Matters Agreement, the Intellectual Property Agreement, the Software License Agreement, the FiOS Intellectual Property Agreement, the FiOS
Software License Agreement, the FiOS Trademark License Agreement, the Joint Defense Agreement and the Tax Sharing Agreement.
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1.203 “Trademarks” means trademarks, tradenames, applications for trademark registration, service marks, applications for service mark
registration, domain names, registrations and applications for registrations pertaining thereto, and all goodwill associated therewith.

1.204 “Transferred Affiliate Arrangement” has the meaning set forth in the Distribution Agreement.

1.205 “U.S. Affiliate” means any Affiliate of Verizon that is incorporated in and operates solely in the United States, but specifically
excluding Verizon Wireless and any of its Subsidiaries.

1.206 “Verizon” has the meaning set forth in the Preamble hereto.

1.207 “Verizon Approvals” has the meaning set forth in Section 4.2(c).

1.208 “Verizon Common Stock” means the common stock, par value $0.10 per share, of Verizon.

1.209 “Verizon Disclosure Letter” has the meaning set forth in the first paragraph of Article IV.

1.210 “Verizon Group” means Verizon and the Verizon Subsidiaries.

1.211 “Verizon Indemnitees” means Verizon, each Affiliate of Verizon (including all Verizon Subsidiaries) and their respective directors,
officers, agents and employees.

1.212 “Verizon Interconnection Agreements” has the meaning set forth in Section 7.6(k).

1.213 “Verizon IP Consent” means any authorizations, approvals, consents or waivers required by any Person, other than Verizon or any of
its Subsidiaries, pursuant to their Contract rights (including any right to receive upgrades or maintenance, support or similar services, if any) in
respect of any Verizon Third Party Intellectual Property in connection with the consummation by Verizon and its Subsidiaries of the transactions
contemplated by the Distribution Agreement or this Agreement.

1.214 “Verizon IP Consent Costs” has the meaning set forth in Section 7.8(b).

1.215 “Verizon Subsidiaries” means all direct and indirect Subsidiaries of Verizon immediately after the Distribution Date, assuming that the
Distribution has occurred in accordance with the Distribution Agreement.

1.216 “Verizon Tax Counsel” means Debevoise & Plimpton LLP.
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1.217 “Verizon Third Party Consents” means the authorizations, approvals, consents or waivers required by any Person, other than Verizon or
any of its Subsidiaries, pursuant to their Contract rights (other than authorizations, approvals, consents or waivers in respect of any Verizon Third
Party Intellectual Property or constituting Telecommunications Regulatory Consents or other consents in respect of telecommunications regulatory
matters) in connection with the consummation by Verizon and its Subsidiaries of the transactions contemplated by the Distribution Agreement or
this Agreement.

1.218 “Verizon Third Party Intellectual Property” means any and all Intellectual Property Rights owned by any Person other than Verizon or
any of its Subsidiaries, that is used or held for use in the conduct of the Spinco Business, without regard as to whether Verizon or any of its
Subsidiaries has any rights therein or the right to assign such rights to Spinco or the Spinco Subsidiaries.

1.219 “Verizon Wireless” means Cellco Partnership d/b/a Verizon Wireless, a Delaware general partnership.

1.220 “Video Transport Service Agreement” has the meaning set forth in Section 7.22.

1.221 “Volume Commitments” has the meaning set forth in Section 7.6(j).
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1.222 “WARN Act” means the Worker Adjustment and Retraining Notification Act of 1988, as amended, and any similar state or local law,
regulation or ordinance.

ARTICLE II

THE MERGER

2.1 The Merger. At the Effective Time and upon the terms and subject to the conditions of this Agreement, Spinco shall be merged with and
into the Company (the “Merger”) in accordance with the applicable provisions of the DGCL, the separate existence of Spinco shall cease and the
Company shall continue as the surviving corporation of the Merger (sometimes referred to herein as the “Surviving Corporation”) and shall
succeed to and assume all the rights, powers and privileges and be subject to all of the obligations of Spinco in accordance with the DGCL and
upon the terms set forth in this Agreement.

2.2 Closing. Unless the transactions herein contemplated shall have been abandoned and this Agreement terminated pursuant to Section 9.1,
the closing of the Merger and the other transactions contemplated hereby (the “Closing”) shall take place, subject to Section 7.18, no later than
2:00 p.m., prevailing eastern time, on the last Business Day of the month in which, on such last Business Day, the conditions set forth in
Article VIII (other than those that are to be satisfied by action at the Closing) are satisfied or, to the extent permitted by applicable Law, waived
(but in any event not earlier than the last Business Day of April 2010), unless otherwise agreed upon in writing by the parties (the “Closing Date”),
at the offices of counsel to Verizon or such other location as may be agreed upon in writing by the parties.

2.3 Effective Time. Upon the terms and subject to the conditions of this Agreement, on the Closing Date, a certificate of merger shall be filed
with the Secretary of State of the State of Delaware with respect to the Merger (the “Certificate of Merger”), in such form as is required by, and
executed in accordance with, the applicable provisions of the DGCL. The Merger shall become effective at the time of filing of the Certificate of
Merger or at such later time as the parties hereto may agree and as is provided in the Certificate of Merger. The date and time at which the Merger
shall become so effective is herein referred to as the “Effective Time.”

2.4 Effects of the Merger. At the Effective Time, the effects of the Merger shall be as provided in this Agreement, the Certificate of Merger
and the applicable provisions of the DGCL. Without limiting the generality of the foregoing, at the Effective Time, all the property, rights,
privileges, powers and franchises of the Company and Spinco shall vest in the Surviving Corporation, and all debts, liabilities, duties and
obligations of the Company and Spinco shall become the debts, liabilities, duties and obligations of the Surviving Corporation.

2.5 Certificate of Incorporation and Bylaws of the Surviving Corporation.

(a) At the Effective Time, the certificate of incorporation of the Company as in effect immediately prior to the Effective Time shall be the
certificate of incorporation of the Surviving Corporation until thereafter duly amended in accordance with such certificate of incorporation and
applicable Law.

(b) At the Effective Time, the bylaws of the Company as in effect immediately prior to the Effective Time shall be the bylaws of the
Surviving Corporation until thereafter duly amended in accordance with the certificate of incorporation of the Surviving Corporation, such bylaws
and applicable Law.

2.6 Directors and Officers of the Surviving Corporation . Subject to Section 7.17, the directors of the Company at the Effective Time shall,
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from and after the Effective Time, be the initial directors of the Surviving Corporation. The officers of the Company at the Effective Time shall,
from and after the Effective Time, be the initial officers of the Surviving Corporation. Such directors and officers shall serve until their successors
have been duly elected or appointed and qualified or until their earlier death, resignation or removal in accordance with the Surviving
Corporation’s certificate of incorporation and bylaws.
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2.7 Potential Restructuring of Transactions. If, prior to the date on which the Company intends to commence solicitation of proxies for use at
the Company Stockholders Meeting, the IRS notifies Verizon that the IRS will not issue the IRS Ruling in whole or in part, then, during the
ensuing 30-day period, the parties will collaborate reasonably and in good faith in order to determine a possible alternative structure for the
transactions contemplated hereby that the parties determine, with the assistance of their respective tax advisors, will either make likely the receipt
from the IRS of the IRS Ruling or eliminate the necessity for an IRS Ruling, in either case, without (a) substantially increasing the costs to any
party associated with the transactions contemplated hereby, (b) causing the performance of the covenants and agreements of any party hereunder to
become substantially more burdensome, (c) substantially increasing the regulatory or other consents or approvals required to consummate the
transactions contemplated hereby, or (d) otherwise resulting in any substantial impediment to the consummation of the transactions contemplated
hereby. In the event the parties reasonably, and in good faith, agree upon such an alternative structure, they shall be obligated, as soon as
practicable thereafter, to modify the covenants and agreements set forth in this Agreement and the other Transaction Agreements accordingly to
reflect the change in transaction structure referenced in the immediately preceding sentence. In furtherance of the foregoing, each of the parties
shall take all action reasonably necessary to modify the Ruling Request to reflect the transactions as so modified and effectuate the change in
transaction structure contemplated by this Section 2.7, and each such party shall use all commercially reasonable efforts to cause the transactions
contemplated hereby, as so modified, to be consummated as soon as practicable thereafter. To the extent that the filing or effectiveness of the
materials necessary for the solicitation of proxies for use at the Company Stockholders Meeting is delayed in order to afford the parties the time
necessary to obtain a response with respect to the IRS Ruling such delay will be deemed to not constitute, nor constitute any basis for a claim of, a
breach of the Company’s covenants under Article VII hereof or otherwise. The parties acknowledge that, subject to the limitations set forth in
Section 2.4(d) of the Distribution Agreement, Verizon may elect pursuant to Section 2.4(d) of the Distribution Agreement to change the structure of
certain transactions contemplated in the recitals hereto and to make amendments to this Agreement in order to reflect such changes.

ARTICLE III

CONVERSION OF SHARES; EXCHANGE OF CERTIFICATES

3.1 Effect on Capital Stock. At the Effective Time, by virtue of the Merger and without any action on the part of Spinco, the Company or any
holder of any Spinco Common Stock or Company Common Stock:

(a) All of the shares of Spinco Common Stock issued and outstanding immediately prior to the Effective Time (other than shares canceled in
accordance with Section 3.1(b)) shall be automatically converted into an aggregate number of duly authorized, validly issued, fully paid and
nonassessable shares of Company Common Stock equal to the quotient of (x) the Spinco Closing Equity Value divided by (y) the Company
Average Price (the “Aggregate Merger Consideration”); provided, however, that to the extent the Aggregate Merger Consideration would be less
than the Minimum Aggregate Consideration, then (i) the Minimum Aggregate Consideration shall be used in place of the Aggregate Merger
Consideration and (ii) Verizon shall, at its option, either make a payment in cash to the Surviving Corporation on the Closing Date equal to the
Spinco Value Shortfall or reduce the aggregate amount of the Spinco Securities and/or the Special Payment by the Spinco Value Shortfall. In
connection with the foregoing, no later than three Business Days prior to the Effective Time, Verizon and Spinco shall deliver to the Company a
statement (the “Closing Statement”), certified by an officer of Verizon and accompanied by reasonable supporting detail, setting forth the amount
of, and identifying, all Distribution Date Spinco Indebtedness. Each share of Spinco Common Stock issued and outstanding immediately prior to
the Effective Time shall be automatically converted into a number of shares of Company Common Stock equal to (1) the Aggregate Merger
Consideration (or, if applicable, the Minimum Aggregate Consideration) divided by (2) the aggregate number of shares of Spinco Common Stock
issued and outstanding as of immediately prior to the Effective Time (the “Per Share Merger Consideration”).
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(b) Each share of Spinco Common Stock held by Spinco as treasury stock immediately prior to the Effective Time shall be canceled and shall
cease to exist and no stock or other consideration shall be issued or delivered in exchange therefor.

(c) Each share of Spinco Common Stock issued and outstanding immediately prior to the Effective Time, when converted in accordance with
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this Section 3.1, shall no longer be outstanding and shall automatically be canceled and shall cease to exist.

(d) Each share of Company Common Stock that is issued and outstanding immediately prior to and at the Effective Time shall remain
outstanding following the Effective Time.

3.2 Distribution of Per Share Merger Consideration.

(a) Agent. Prior to or at the Effective Time, the Company shall deposit with the Agent (as defined in the Distribution Agreement), for the
benefit of persons entitled to receive shares of Spinco Common Stock in the Distribution and for distribution in accordance with this Article III,
through the Agent, certificates or book-entry authorizations representing the shares of Company Common Stock (such shares of Company
Common Stock being hereinafter referred to as the “Distribution Fund”) issuable pursuant to Section 3.1 upon conversion of outstanding shares of
Spinco Common Stock. The Agent shall, pursuant to irrevocable instructions, deliver the Company Common Stock contemplated to be issued
pursuant to Section 3.1 from the shares of Company Common Stock held in the Distribution Fund. If the Company deposits such shares into the
Distribution Fund prior to the Effective Time and the Merger is not consummated, the Agent shall promptly return such shares to the Company.
The Distribution Fund shall not be used for any other purpose.

(b) Distribution Procedures. At the Effective Time, all shares of Spinco Common Stock shall be converted into shares of Company Common
Stock pursuant to, and in accordance with the terms of, this Agreement, immediately following which the Agent shall distribute on the same basis
as the shares of Spinco Common Stock would have been distributed in the Distribution and to the persons entitled to receive Spinco Common
Stock in the Distribution, in respect of the outstanding shares of Verizon Common Stock held by holders of record of Verizon Common Stock on
the Record Date, all of the shares of Company Common Stock into which the shares of Spinco Common Stock that otherwise would have been
distributed in the Distribution have been converted pursuant to the Merger. Each person entitled to receive Spinco Common Stock in the
Distribution shall be entitled to receive in respect of the shares of Spinco Common Stock otherwise distributable to such person a certificate or
book-entry authorization representing the number of whole shares of Company Common Stock that such holder has the right to receive pursuant to
this Article III (and cash in lieu of fractional shares of Company Common Stock, as contemplated by Section 3.3) (and any dividends or
distributions pursuant to Section 3.2(c)). The Agent shall not be entitled to vote or exercise any rights of ownership with respect to the Company
Common Stock held by it from time to time hereunder. The Company agrees that, from and after the Effective Time, those holders of record of
Verizon Common Stock who have become holders of record of Company Common Stock by virtue of the Distribution and the Merger shall be
holders of record of Company Common Stock for all purposes for so long as they hold such Company Common Stock.

(c) Distributions with Respect to Undistributed Shares. No dividends or other distributions declared or made after the Effective Time with
respect to Company Common Stock with a record date after the Effective Time shall be paid with respect to any shares of Company Common
Stock that have not been distributed by the Agent promptly after the Effective Time, whether due to a legal impediment to such distribution or
otherwise. Subject to the effect of applicable Laws, following the distribution of any such previously undistributed shares of Company Common
Stock, there shall be paid to the record holder of such shares of Company Common Stock, without interest (i) at the time of such distribution, the
amount of cash payable in lieu of fractional shares of Company Common Stock to which such holder is entitled pursuant to Section 3.3 and the
amount of dividends or other distributions with a record date after the Effective Time theretofore paid with respect to such whole shares of
Company Common Stock
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and (ii) at the appropriate payment date therefor, the amount of dividends or other distributions with a record date after the Effective Time but prior
to the distribution of such shares and a payment date subsequent to the distribution of such shares payable with respect to such whole shares of
Company Common Stock.

(d) No Further Ownership Rights in Spinco Common Stock. All shares of Company Common Stock issued in respect of shares of Spinco
Common Stock (including any cash paid pursuant to Section 3.3) shall be deemed to have been issued in full satisfaction of all rights pertaining to
such shares of Spinco Common Stock.

(e) Termination of Distribution Fund. Any portion of the Distribution Fund made available to the Agent that remains undistributed to the
former stockholders of Spinco on the one-year anniversary of the Effective Time shall be delivered to the Company, upon demand, and any former
stockholders of Spinco who have not received shares of Company Common Stock in accordance with this Article III shall thereafter look only to
the Company for payment of their claim for shares of Company Common Stock and any dividends, distributions or cash in lieu of fractional shares
with respect to such Company Common Stock (subject to any applicable abandoned property, escheat or similar Law). If and to the extent the
Company does not receive the Distribution Fund from the Agent, the former stockholders of Spinco shall look only to the Agent to complete the
transfer or payment.

(f) No Liability. None of Spinco, the Surviving Corporation or the Agent shall be liable to any holder of shares of Spinco Common Stock or
any holder of shares of Verizon Common Stock for any shares of Company Common Stock (or dividends or distributions with respect thereto or
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with respect to shares of Spinco Common Stock) or cash delivered to a public official pursuant to any applicable abandoned property, escheat or
similar Law.

(g) Closing of Transfer Books. From and after the Effective Time, the stock transfer books of Spinco shall be closed and no transfer shall be
made of any shares of capital stock of Spinco that were outstanding immediately prior to the Effective Time.

(h) Withholding Rights. Spinco, the Company and the Surviving Corporation shall be entitled to deduct and withhold from the consideration
otherwise payable pursuant to this Agreement to any holder of Spinco Common Stock such amounts as they determine in good faith are required to
be deducted and withheld with respect to the making of such payment under the Code, or under any provision of state, local or foreign Tax Law.
To the extent that amounts are so withheld and paid over to the appropriate Taxing Authority, such withheld amounts will be treated for all
purposes of this Agreement as having been paid to the recipient.

3.3 Fractional Shares.

(a) No fractional shares of Company Common Stock shall be issued in the Merger and no dividend or distribution with respect to Company
Common Stock shall be payable on or with respect to any fractional share interests and such fractional share interests will not entitle the owner
thereof to any rights of a stockholder of the Company.

(b) As promptly as practicable following the Effective Time, the Agent shall determine the excess of (x) the number of shares of Company
Common Stock delivered to the Agent by the Company pursuant to Section 3.2(a) over (y) the aggregate number of whole shares of Company
Common Stock to be distributed in respect of shares of Spinco Common Stock pursuant to Section 3.2(b) (such excess, the “Excess Shares”). As
soon after the Effective Time as practicable, the Agent, as agent for the applicable holders, shall sell the Excess Shares at the then prevailing prices
on the New York Stock Exchange (the “NYSE”), in the manner provided in paragraph (c) of this Section 3.3.

(c) The sale of the Excess Shares by the Agent shall be executed on the NYSE through one or more member firms of the NYSE and shall be
executed in round lots to the extent practicable. The Agent shall use all reasonable efforts to complete the sale of the Excess Shares as promptly
following the Effective Time as is practicable
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consistent with obtaining the best execution of such sales in light of prevailing market conditions. Until the net proceeds of any such sale or sales
have been distributed in respect of such shares of Spinco Common Stock, the Agent will hold such proceeds in trust for the applicable holders. The
Surviving Corporation shall pay all commissions, transfer taxes and other out-of-pocket transaction costs of the Agent incurred in connection with
such sale or sales of Excess Shares. In addition, the Surviving Corporation shall pay the Agent’s compensation and expenses in connection with
such sale or sales. The Agent shall determine the portion of such net proceeds to which each applicable holder shall be entitled, if any, by
multiplying the amount of the aggregate net proceeds by a fraction the numerator of which is the amount of the fractional share interest to which
such holder of Spinco Common Stock is entitled (after taking into account all shares of Spinco Common Stock then held by such holder) and the
denominator of which is the aggregate amount of fractional share interests to which all holders of Spinco Common Stock are entitled.

(d) As soon as practicable after the determination of the amount of cash, if any, to be paid in respect of Spinco Common Stock with respect
to any fractional share interests, the Agent shall pay such amounts to the applicable holders.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES OF VERIZON

Except as disclosed in the corresponding section of the Disclosure Letter delivered by Verizon to the Company immediately prior to the
execution of this Agreement (the “Verizon Disclosure Letter”), Verizon hereby represents and warrants to the Company as follows:

4.1 Organization; Qualification. Verizon is a corporation duly organized, validly existing and in good standing under the laws of the State of
Delaware. Each of Verizon and its Subsidiaries has all requisite corporate power and authority to own, lease and operate the Spinco Assets. Each of
the Contributing Companies is duly qualified or licensed to do business and is in good standing in each jurisdiction in which the Spinco Assets or
the nature of the Spinco Business operated by it makes such qualification necessary, except in such jurisdictions where the failure to be so qualified
or licensed or in good standing would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or
the Spinco Business.

4.2 Corporate Authority; No Violation.

(a) Verizon has the corporate power and authority to enter into this Agreement and each other Transaction Agreement to which it is or as of
the Effective Time will be a party and to carry out its obligations hereunder and thereunder. The execution, delivery and performance by Verizon of
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this Agreement and each other Transaction Agreement to which it is or as of the Effective Time will be a party and the consummation of the
transactions contemplated hereby and thereby have been duly authorized by all requisite corporate action on the part of Verizon, except for such
further action of the Board of Directors of Verizon required to establish the Record Date and the Distribution Date, and the effectiveness of the
declaration of the Distribution by the Board of Directors of Verizon (which is subject to the satisfaction or, to the extent permitted by applicable
Law, waiver of the conditions set forth in the Distribution Agreement). This Agreement has been duly executed and delivered by Verizon and,
assuming the due authorization, execution and delivery by the Company, constitutes a legal, valid and binding agreement of Verizon, enforceable
against Verizon in accordance with its terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency,
reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles governing the availability of equitable remedies).
As of the Distribution Date, each other Transaction Agreement to which Verizon or one of its Subsidiaries is a party will have been duly executed
and delivered by Verizon or such Subsidiary and, assuming the due authorization, execution and delivery by the other parties thereto, will constitute
a legal, valid and binding agreement of Verizon or such Subsidiary, as applicable, enforceable against Verizon or such Subsidiary, as applicable, in
accordance with its terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium
or similar Laws affecting creditors’ rights generally, or by principles governing the availability of equitable remedies).
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(b) Neither the execution and delivery by Verizon of this Agreement and other Transaction Agreements to which it is or as of the Effective
Time will be a party nor the consummation by Verizon of the transactions contemplated hereby or thereby, or performance by Verizon of any of the
provisions hereof or thereof, will (i) violate or conflict with any provisions of Verizon’s certificate of incorporation or bylaws; (ii) assuming the
consents and approvals contemplated by Section 4.2(c) are obtained, result in a default (or an event that, with notice or lapse of time or both, would
become a default) or give rise to any right of termination by any third party, cancellation, amendment or acceleration of any obligation or the loss of
any benefit under, any Contract to which Verizon or any of its Subsidiaries is a party or by which Verizon or any of its Subsidiaries is bound or
affected; (iii) result in the creation of a Lien on any of the issued and outstanding shares of Spinco Common Stock, capital stock of any Spinco
Subsidiary or on any of the Spinco Assets pursuant to any Contract to which Verizon or any of its Subsidiaries (including Spinco and its
Subsidiaries) is a party or by which Verizon or its Subsidiaries is bound or affected; or (iv) assuming the consents and approvals contemplated by
Section 4.2(c) are obtained, violate or conflict with any Order or Law applicable to Verizon or any of its Subsidiaries (including Spinco and its
Subsidiaries), or any of the properties, business or assets of any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any
such violation, conflict, default, right, loss or Lien which would not reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on Spinco or the Spinco Business.

(c) Other than in connection with or in compliance with (i) the provisions of the DGCL, (ii) the Securities Act, (iii) the Exchange Act,
(iv) the HSR Act, (v) the Communications Act and applicable rules and regulations thereunder and the rules, regulations, written policies,
instructions and orders of the FCC (the “FCC Rules”), (vi) approvals required in connection with the transfer of Real Property Interests and the
assignment or novation of Governmental Customer Contracts and (vii) the approvals set forth on Section 4.2(c) of the Verizon Disclosure Letter
(the approvals contemplated by clauses (i) through (vii), collectively, the “Verizon Approvals”), no authorization, consent or approval of, or filing
with, any Governmental Authority is necessary for the consummation by Verizon or Spinco or any of the Contributing Companies of the
transactions contemplated by this Agreement and the other Transaction Agreements, except for such authorizations, consents, approvals or filings
that, if not obtained or made, would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or
the Spinco Business. Notwithstanding the foregoing, although the approvals set forth in Section 4.2(c) of the Verizon Disclosure Letter constitute
all those authorizations, consents, approvals and filings that Verizon reasonably believes, as of the date of this Agreement, are necessary to obtain
or make prior to consummation of the transactions contemplated by this Agreement, additional State Regulators or other Governmental Authorities
not set forth in Section 4.2(c) of the Verizon Disclosure Letter may require or seek to require Verizon to obtain authorizations, consents or
approvals, or make filings, prior to consummation of the transactions contemplated by this Agreement, and if such additional authorizations,
consents, approval or filings are required, Verizon’s representations and warranties in this Section 4.2(c) shall not be deemed to have failed to be
true and correct on account of such requirement with respect to authorizations, consents, approvals or filings not set forth in Section 4.2(c) of the
Verizon Disclosure Letter.

4.3 Information Supplied. All documents that Verizon or any Verizon Subsidiary is responsible for filing with any Governmental Authority
in connection with the transactions contemplated hereby and by each other Transaction Agreement will comply in all material respects with the
provisions of applicable Law. All information supplied or to be supplied by Verizon or any Verizon Subsidiary in any document, other than the
Proxy Statement/Prospectus or the Registration Statements (which are addressed in Section 5.8 hereof), filed with any Governmental Authority in
connection with the transactions contemplated hereby and by the other Transaction Agreements will be, at the time of filing, at the Distribution
Date and at the Effective Time, true and correct in all material respects.

4.4 Brokers or Finders. Other than any arrangement that may be entered into after the date hereof (which shall be the exclusive liability and
obligation of Verizon and not any other party hereto), the material terms of which shall be disclosed to the Company, no agent, broker, investment
banker, financial advisor or other similar Person is or will be entitled, by reason of any agreement, act or statement by Verizon or any of its
Subsidiaries,
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directors, officers or employees, to any financial advisory, broker’s, finder’s or similar fee or commission, to reimbursement of expenses or to
indemnification or contribution in connection with any of the transactions contemplated by this Agreement or other Transaction Agreement.

ARTICLE V

REPRESENTATIONS AND WARRANTIES OF VERIZON AND SPINCO

Except as disclosed in the corresponding section of the Disclosure Letter delivered by Spinco to the Company immediately prior to the
execution of this Agreement (the “Spinco Disclosure Letter”), Verizon and Spinco, jointly and severally, represent and warrant to the Company as
follows:

5.1 Organization, Qualification.

(a) Spinco and each of the Spinco Subsidiaries (i) is, or on the date of its incorporation will be, a corporation duly organized, validly existing
and in good standing under the laws of its jurisdiction of incorporation, (ii) has, or will have, all requisite power and authority to own, lease and
operate its properties and assets and to carry on its business as presently conducted or as proposed to be conducted, and (iii) is, or will be, duly
qualified and licensed to do business and is, or will be, in good standing in each jurisdiction in which the ownership or leasing of its property or the
conduct of its business requires such qualification, except for jurisdictions in which the failure to be so qualified or to be in good standing would
not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business. The copies of the
Spinco certificate of incorporation and bylaws and the certificate of incorporation and bylaws (or other similar organizational documents) of each
Spinco Subsidiary previously made available to the Company are complete and correct copies of such documents as in full force and effect on the
date hereof.

(b) Section 5.1(b) of the Spinco Disclosure Letter sets forth a list of the Spinco Subsidiaries and their respective jurisdictions of incorporation
or organization.

5.2 Capital Stock and Other Matters.

(a) Spinco is a direct, wholly-owned Subsidiary of Verizon, and, as of the Effective Time, shall own or hold no assets (other than the capital
stock of the Spinco Subsidiaries and any rights held in connection with the Special Payment Financing, the Spinco Securities, this Agreement or
any other Transaction Agreement).

(b) As of the date hereof, the authorized capital stock of Spinco consists of 1,000 shares of Spinco Common Stock, and 1,000 shares of
Spinco Common Stock are issued and outstanding. No shares of Spinco Common Stock are held by Spinco in its treasury. All of the issued and
outstanding shares of Spinco Common Stock are, and immediately prior to the Effective Time will be, validly issued, fully paid and nonassessable
and free of preemptive rights.

(c) No bonds, debentures, notes or other indebtedness of Spinco or any of the Spinco Subsidiaries having the right to vote (or convertible into
or exercisable for securities having the right to vote) on any matters on which holders of shares of capital stock of Spinco (including Spinco
Common Stock) may vote (“Spinco Voting Debt”) are, or at the Distribution Date will be, issued or outstanding.

(d) Except in connection with the Merger or as otherwise provided for in the Transaction Agreements, there are not, and immediately prior to
the Effective Time there will not be, any outstanding securities, options, warrants, convertible securities, calls, rights, commitments or Contracts of
any kind to which Spinco or any Spinco Subsidiary is a party or by which any of them is bound obligating Spinco or any Spinco Subsidiary to
issue, deliver or sell, or cause to be issued, delivered or sold, additional shares of capital stock, Spinco Voting Debt or other voting securities of
Spinco or any Spinco Subsidiary or obligating Spinco or any Spinco Subsidiary to issue, grant, extend, redeem, acquire or enter into any such
security, option, warrant, convertible security, call, right, commitment or Contract.
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(e) There are not, and immediately prior to the Effective Time there will not be, any stockholder agreements, voting trusts or other Contracts
(other than the Distribution Agreement) to which Spinco is a party or by which it is bound relating to voting or transfer of any shares of capital
stock of Spinco or the Spinco Subsidiaries.
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5.3 Corporate Authority; No Violation.

(a) Spinco has the corporate power and authority to enter into this Agreement and each of Spinco and each Spinco Subsidiary has the
corporate power and authority to enter into each other Transaction Agreement to which it is, or as of the Effective Time will be, a party, and to
carry out its obligations hereunder and thereunder. The execution, delivery and performance by Spinco of this Agreement and by Spinco and each
applicable Spinco Subsidiary of each other Transaction Agreement to which it is or as of the Effective Time will be a party and the consummation
of the transactions contemplated hereby and thereby have been duly authorized by all requisite corporate action on the part of Spinco and the
Spinco Subsidiaries, except for such further action by the Board of Directors of Spinco required to effect the reclassification of the Spinco
Common Stock, the distribution of the Spinco Securities to Verizon and the payment of the Special Payment, each as contemplated by the
Distribution Agreement.

(b) This Agreement has been duly executed and delivered by Spinco and, assuming the due authorization, execution and delivery by the
Company, constitutes a legal, valid and binding agreement of Spinco, enforceable against Spinco in accordance with its terms (except insofar as
such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights
generally, or by principles governing the availability of equitable remedies). As of immediately prior to the Effective Time, each other Transaction
Agreement to which Spinco or any Spinco Subsidiary is a party will have been duly executed and delivered by Spinco or the applicable Spinco
Subsidiary and will, assuming the due authorization, execution and delivery by the other parties thereto, constitute a legal, valid and binding
agreement of Spinco or the applicable Spinco Subsidiary, enforceable against Spinco or the applicable Spinco Subsidiary in accordance with its
terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws
affecting creditors’ rights generally, or by principles governing the availability of equitable remedies).

(c) Neither the execution and delivery by Spinco of this Agreement and by Spinco and each applicable Spinco Subsidiary of each other
Transaction Agreement to which Spinco or the applicable Spinco Subsidiary is, or as of the Effective Time will be, a party, nor the consummation
by Spinco or the applicable Spinco Subsidiary of the transactions contemplated hereby or thereby, or performance by Spinco or the applicable
Spinco Subsidiary of the provisions hereof or thereof, will (i) violate or conflict with any provision of Spinco’s or the applicable Spinco
Subsidiary’s certificate of incorporation or bylaws (or other similar organizational documents); (ii) assuming the consents and approvals referred to
in Section 5.3(d) are obtained, result in a default (or an event that, with notice or lapse of time or both, would become a default) or give rise to any
right of termination or buy-out by any third party, cancellation, amendment or acceleration of any obligation or the loss of any benefit under any
Contract which, if it existed on the Distribution Date, would constitute a Spinco Asset; (iii) result in the creation of a Lien, pledge, security interest,
claim or other encumbrance on any of the issued and outstanding shares of Spinco Common Stock or capital stock of any Spinco Subsidiary or on
any of the Spinco Assets pursuant to any Contract to which Spinco or any Spinco Subsidiary is a party or by which Spinco or any Spinco
Subsidiary or any of the Spinco Assets is bound or affected; or (iv) assuming the consents and approvals contemplated by Section 5.3(d) are
obtained, violate or conflict with any Order or Law applicable to Spinco or any Spinco Subsidiary, or any of the properties, businesses or assets of
any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any such violation, conflict, default, right, loss or Lien which would
not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.
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(d) Other than the Verizon Approvals, no authorization, consent or approval of, or filing with, any Governmental Authority is necessary for
the consummation by Spinco or any Spinco Subsidiary of the transactions contemplated by this Agreement and the other Transaction Agreements
to which Spinco or any Spinco Subsidiary is a party, except for such authorizations, consents, approvals or filings that, if not obtained or made,
would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

5.4 Financial Statements.

(a) Verizon and Spinco have previously made available to the Company complete and correct copies of the audited combined Statements of
Selected Assets, Selected Liabilities and Parent Funding of the local exchange businesses and related landline activities of Verizon in the Territory
(including Internet access and certain long distance services provided to customers in those states) for the fiscal years ended December 31, 2007
and 2008, and the related audited combined statements of income, cash flows and parent funding for the fiscal years ended December 31, 2006,
2007 and 2008, including the notes thereto (collectively, the “Spinco Financial Statements”).

(b) The Spinco Financial Statements fairly present in all material respects, and any other financial statements prepared and delivered in
accordance with Section 7.3(h) or Section 7.16 will fairly present in all material respects, the financial position of the Spinco Business as of the
respective dates thereof, and the results of operations and changes in cash flows, changes in parent funding or other information included therein
for the respective periods or as of the respective dates then ended, in each case except as otherwise noted therein and subject, in the case of
unaudited interim statements, to normal year-end audit adjustments. The Spinco Financial Statements and such other financial statements have
been or will be prepared in accordance with GAAP, applied on a consistent basis, except as otherwise noted therein.
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(c) As of the date hereof, neither Spinco nor any of the Spinco Subsidiaries is required to file any form, report, registration statement,
prospectus or other document with the SEC.

(d) Except as set forth in the Spinco Financial Statements, since December 31, 2008, Verizon and its Subsidiaries conducting the Spinco
Business have not incurred any liabilities or obligations arising from the Spinco Business that are of a nature that would be required to be disclosed
on a combined balance sheet prepared consistently with the Spinco Financial Statements or in the notes thereto prepared in conformity with
GAAP, other than liabilities or obligations that have not had and would not reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on Spinco or the Spinco Business.

5.5 Absence of Certain Changes or Events. Except as specifically contemplated by this Agreement or the other Transaction Agreements,
since December 31, 2008, the Spinco Business has been conducted in the ordinary course, consistent with past practice, and there has not been any
state of facts, change, development, event, effect, condition or occurrence that has had, or would reasonably be expected to have, individually or in
the aggregate, a Material Adverse Effect on Spinco or the Spinco Business. From December 31, 2008 to the date hereof, none of Verizon, Spinco
or any of their respective Subsidiaries has taken any action or failed to take any action, which action or failure, as the case may be, would constitute
a breach of Section 7.2 if taken without the Company’s consent after the date hereof.

5.6 Investigations; Litigation.

(a) There is no material investigation or review pending (or, to Spinco’s Knowledge, threatened) by any Governmental Authority (including,
for this purpose only, the Universal Service Administrative Company and any other administrators designated by the FCC or a State Regulator)
with respect to Spinco or any of the Spinco Subsidiaries, or with respect to Verizon or any Verizon Subsidiary relating to the Spinco Business.
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(b) There are no actions, suits, grievances, arbitrations, investigations or proceedings pending (or, to Spinco’s Knowledge, threatened) against
or affecting Spinco or any of the Spinco Subsidiaries or any of their respective properties or otherwise affecting the Spinco Business at law or in
equity before, and there are no Orders of any Governmental Authority, in each case, which has had or would reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

5.7 Compliance with Laws. The Subsidiaries of Verizon conducting the Spinco Business are and since January 1, 2006 have been, in
compliance with all, and have received no notice of any violation (as yet unremedied) of any, Laws applicable to such Subsidiaries of Verizon or
any of their respective properties or assets or otherwise affecting the Spinco Business, except where such non-compliance, default or violation has
not had, and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco
Business. Notwithstanding anything contained in this Section 5.7, no representation or warranty shall be deemed to be made in this Section 5.7 in
respect of environmental, Tax, employee benefits, labor or communications Laws matters, which are the subject of the representations and
warranties made in Sections 5.10, 5.11, 5.12, 5.13 and 5.19 of this Agreement, respectively.

5.8 Proxy Statement/Prospectus; Registration Statements. None of the information regarding Verizon or its Subsidiaries, Spinco or the
Spinco Subsidiaries, or the Spinco Business, or the transactions contemplated by this Agreement or any other Transaction Agreement that is
provided by Verizon or Spinco or any of their respective Subsidiaries specifically for inclusion in, or incorporation by reference into, the Proxy
Statement/Prospectus or the Registration Statements will, in the case of the definitive Proxy Statement/Prospectus or any amendment or supplement
thereto, at the time of the mailing of the definitive Proxy Statement/Prospectus and any amendment or supplement thereto, and at the time of the
Company Stockholders Meeting, or, in the case of the Registration Statements, at the time such registration statement becomes effective, at the
time of the Company Stockholders Meeting (in the case of the Company Registration Statement), at the Distribution Date and at the Effective
Time, contain an untrue statement of a material fact or omit to state any material fact required to be stated therein or necessary in order to make the
statements therein, in the light of the circumstances under which they are made, not misleading. The Spinco Registration Statement will comply in
all material respects with the applicable provisions of the Securities Act or the Exchange Act, as the case may be, and the rules and regulations
promulgated thereunder, except that no representation is made by Verizon or Spinco with respect to information provided by the Company
specifically for inclusion in, or incorporation by reference into, the Spinco Registration Statement.

5.9 Information Supplied. All documents that Spinco or any Spinco Subsidiary is responsible for filing with any Governmental Authority in
connection with the transactions contemplated hereby or by any other Transaction Agreement will comply in all material respects with the
provisions of applicable Law. All information supplied or to be supplied by Spinco or any Spinco Subsidiary in any document, other than the
Proxy Statement/Prospectus and the Registration Statements, which are addressed in Section 5.8, filed with any Governmental Authority in
connection with the transactions contemplated hereby and by the other Transaction Agreements will be, at the time of filing, at the Distribution
Date and at the Effective Time, true and correct in all material respects.

5.10 Environmental Matters.
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(a) All material Environmental Permits required pursuant to any Environmental Law for operation of the Spinco Business (i) have been
obtained by the Subsidiaries of Verizon conducting the Spinco Business and (ii) are currently in full force and effect. Subsidiaries of Verizon
conducting the Spinco Business are in material compliance with all material Environmental Permits required pursuant to any Environmental Law
for operation of the Spinco Business.

(b) To Spinco’s Knowledge, the Subsidiaries of Verizon conducting the Spinco Business are, and at the Effective Time Spinco and each of
the Spinco Subsidiaries will be, in material compliance with all applicable
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Environmental Laws with respect to the Spinco Business. To Spinco’s Knowledge, there are no events, conditions, circumstances, activities,
practices or incidents related to the Spinco Business which have given, or would reasonably be likely to give, rise to any Environmental Claim that
has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

(c) There is no civil, criminal or administrative action, suit, demand, Environmental Claim, hearing, notice, or demand letter, notice of
violation, investigation or proceeding pending or, to Spinco’s Knowledge, threatened against the Subsidiaries of Verizon conducting the Spinco
Business related to any Environmental Permit or any applicable Environmental Law or any plan, order, decree, judgment, injunction, notice or
demand letter issued, entered, promulgated or approved thereunder, that has had or would reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

(d) To Spinco’s Knowledge, the Subsidiaries of Verizon conducting the Spinco Business have not generated, stored, used, emitted,
discharged or disposed of any Hazardous Material in the conduct of the Spinco Business except in material compliance with applicable
Environmental Law. To Spinco’s Knowledge, Verizon and its Subsidiaries have made available to the Company for its review copies of those
reports, audits, studies or analyses in their possession, custody or control that are material to the representations made in this Section 5.10.

(e) The Subsidiaries of Verizon conducting the Spinco Business (i) have not, within the past seven years, received any written request for
information, and have not been notified that they are a potentially responsible party, under the Comprehensive Environmental Response,
Compensation or Liability Law in connection with the conduct of the Spinco Business and (ii) to Spinco’s Knowledge, have not, within the past
seven years, been, and are not reasonably expected to be, subject to liability for any Environmental Claim arising under or pursuant to such Laws
in connection with the conduct of the Spinco Business.

5.11 Tax Matters.

(a) Except as would not, individually or in the aggregate, reasonably be expected to have a Material Adverse Effect on Spinco or the Spinco
Business, (i) all Tax Returns relating to the Spinco Business required to be filed have been filed, (ii) all such Tax Returns are true and correct in
all respects as filed or have been subsequently amended to make such Tax Returns true and correct and not further amended, (iii) all Taxes shown
as due and payable on such Tax Returns, and all Taxes (whether or not reflected on such Tax Returns) relating to the Spinco Business required to
be paid, have been timely paid in full, (iv) all Taxes relating to the Spinco Business for any taxable period (or a portion thereof) beginning on or
prior to the Closing Date (which are not yet due and payable) have been properly accrued for in the Spinco Financial Statements and other books
and records of Spinco and (v) Verizon and the Subsidiaries of Verizon conducting the Spinco Business have duly and timely withheld all Taxes
required to be withheld in respect of the Spinco Business and such withheld Taxes have been either duly and timely paid to the proper Taxing
Authority or properly set aside in accounts for such purpose and will be duly and timely paid to the proper Taxing Authority.

(b) No written agreement or other written document waiving or extending, or having the effect of waiving or extending, the statute of
limitations or the period of assessment or collection of any Taxes relating to the Spinco Business or any Subsidiary of Verizon conducting the
Spinco Business that will be transferred to Spinco, and no power of attorney with respect to any such Taxes, has been filed or entered into with
any Taxing Authority.

(c) (i) No audits or other administrative proceedings or proceedings before any Taxing Authority are presently pending with regard to any
Taxes or Tax Return of the Spinco Business or any Subsidiary of Verizon conducting the Spinco Business that will be transferred to Spinco, as to
which any Taxing Authority has asserted in writing any claim which, if adversely determined, would reasonably be expected to have, individually
or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business, and (ii) no Taxing Authority is now asserting in writing any
deficiency or claim for Taxes or any adjustment to Taxes with respect to which the Spinco Business or any Subsidiary of Verizon conducting the
Spinco Business that will be transferred to Spinco may be liable with respect to income or other material Taxes which has not been fully paid or
finally settled.
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(d) No Subsidiary of Verizon conducting the Spinco Business (i) is a party to or bound by or has any obligation under any Tax separation,
sharing or similar agreement or arrangement other than the Tax Sharing Agreement, (ii) is or has been a member of any consolidated, combined or
unitary group for purposes of filing Tax Returns or paying Taxes (other than a group of which Verizon is the common parent corporation) or has
any potential liability for Taxes of another Person (other than Verizon or any of the Verizon Subsidiaries) under Treasury Regulations § 1.1502-6
or (iii) has entered into a closing agreement pursuant to Section 7121 of the Code, or any predecessor provision or any similar provision of state or
local law.

(e) None of the Spinco Assets is subject to any Tax lien (other than liens for Taxes that are not yet due and payable).

(f) Section 5.11(f) of the Spinco Disclosure Letter lists, as of the date hereof, all foreign jurisdictions in which any Subsidiary of Verizon
conducting the Spinco Business files a material Tax Return.

(g) No Subsidiary of Verizon conducting the Spinco Business has agreed to make or is required to make any adjustment for a taxable period
ending after the Effective Time under Section 481(a) of the Code by reason of a change in accounting method or otherwise, except where such
adjustments have not had, and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or
the Spinco Business.

(h) No Subsidiary of Verizon conducting the Spinco Business has constituted either a “distributing corporation” or a “controlled corporation”
(within the meaning of Section 355(a)(1)(A) of the Code) in a distribution of stock (other than the Distribution or any Internal Spinoff) qualifying
for tax-free treatment under Section 355 of the Code (i) in the two years prior to the date of this Agreement or (ii) in a distribution that could
otherwise constitute part of a “plan” or “series of related transactions” (within the meaning of Section 355(e) of the Code) in connection with the
Merger.

(i) No Subsidiary of Verizon conducting the Spinco Business does so through, and no Spinco Assets are held by, a partnership, limited
liability company treated as a partnership for tax purposes, or any other flow-through entity that, in each case, is not wholly-owned by Verizon or
wholly-owned by Subsidiaries of Verizon.

(j) None of Verizon or any Subsidiary of Verizon conducting the Spinco Business has taken or agreed to take any action that is reasonably
likely to (nor is any of them aware of any agreement, plan or other circumstance that would) prevent the Tax-Free Status of the Transactions.

(k) No Subsidiary of Verizon conducting the Spinco Business has engaged in any listed transaction, or any reportable transaction the
principal purpose of which was tax avoidance, within the meaning of Sections 6011, 6111 and 6112 of the Code.

(l) At the Effective Time, Spinco will not be and will not have been a United States real property holding corporation within the meaning of
Section 897(c)(2) of the Code during the applicable period specified in Section 897(c)(1)(A)(ii) of the Code.

5.12 Benefit Plans.

(a) Section 5.12(a)(i) of the Spinco Disclosure Letter lists, as of the date hereof, each “employee benefit plan” (as defined in Section 3(3) of
ERISA), and all other benefit, bonus, incentive, deferred compensation, stock option (or other equity-based compensation), severance, retention,
change in control, welfare (including post-retirement medical and life insurance), fringe benefit and similar plans, programs, policies and
arrangements, whether or not subject to ERISA and whether written or oral, sponsored, maintained or contributed to or required to be maintained or
contributed to by Verizon or any Subsidiary of Verizon and (x) that will (or will be required to) be maintained or contributed to by Spinco or any
of the Spinco Subsidiaries on the Distribution Date, as provided in the Employee Matters Agreement, (y) with respect to which any Person who is
currently, has been
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or, on or prior to the Effective Time, is expected to become, an employee of any Subsidiary of Verizon conducting the Spinco Business or is (or
will become on the Distribution Date) an employee of Spinco or any Spinco Subsidiary (collectively, “Spinco Business Employees”) is (or will be)
entitled to any benefit or (z) with respect to which Spinco, Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business has any
liability (the “Spinco Benefit Plans”); provided, however, that no employee benefit plan shall be treated as a Spinco Benefit Plan if pursuant to the
Employee Matters Agreement neither Spinco, any Spinco Subsidiary nor any Subsidiary of Verizon conducting the Spinco Business has or will
have any liability with respect to such plan. Section 5.12(a)(ii) of the Spinco Disclosure Letter sets forth, as of the date hereof, a complete and
accurate list of each material employment, consulting, severance, change in control, retention, termination or other material bilateral contract
between any Spinco Business Employee, on the one hand, and Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco
Business, on the other hand, in each case, that is not a Spinco Benefit Plan (collectively, the “Spinco Benefit Agreements”). With respect to each
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Spinco Benefit Plan and Spinco Benefit Agreement, Verizon has provided to the Company complete and accurate copies of (A) such Spinco
Benefit Plan or Spinco Benefit Agreement, including any amendment thereto, (B) each trust, insurance, annuity or other funding contract related
thereto, (C) the most recent financial statements and actuarial or other valuation reports prepared with respect thereto and (D) the two most recent
annual reports on Form 5500 required to be filed with the IRS with respect thereto (if any).

(b) No material liability under Title IV (including Sections 4069 and 4212(c) of ERISA) or Section 302 of ERISA, or Section 412 of the
Code, has been or as of the Effective Time will have been incurred by Spinco, any Subsidiary of Verizon conducting the Spinco Business or any
ERISA Affiliate of any of them, and no condition exists that would reasonably be expected to result in Spinco, any Subsidiary of Verizon
conducting the Spinco Business or any ERISA Affiliate of any of them incurring any such liability, other than liability for premiums due to the
PBGC as of the Distribution Date. The present value of accrued benefits under each Spinco Benefit Plan that is subject to Title IV of ERISA,
determined as of the date of, and based upon the actuarial assumptions used for funding purposes in, the most recent actuarial report prepared by
such plan’s actuary with respect to such plan (dated May, 2009), did not exceed the value of the assets (as determined as of the last business day of
the last calendar month ended prior to the date hereof) of such plan allocable to such accrued benefits.

(c) (i) No Spinco Benefit Plan is or will be at the Effective Time a “multiemployer plan,” as defined in Section 3(37) of ERISA and (ii) none
of Spinco, the Subsidiaries of Verizon conducting the Spinco Business or any ERISA Affiliate of any of them has made or suffered or will as of the
Effective Time (including as a result of the consummation of the transactions contemplated by the Transaction Agreements (including the
Distribution)) have made or suffered a “complete withdrawal” or a “partial withdrawal,” as such terms are respectively defined in Section 4203 and
4205 of ERISA, the liability for which has not been satisfied in full.

(d) Each Spinco Benefit Plan and each Spinco Benefit Agreement has been, or for periods on or prior to the Distribution Date will have been,
operated and administered in all material respects in accordance with its terms and applicable Law, including ERISA and the Code. All
contributions and premium payments required to be made with respect to any Spinco Benefit Plan or Spinco Benefit Agreement have now been, or
on the Distribution Date will have been, timely made, except for (A) any contributions in respect of benefits that have become due but that are not
yet payable under the terms of the applicable Spinco Benefit Plan or Spinco Benefit Agreement or (B) any contributions in lieu of which pension
plan asset transfers will be made under the terms of the Employee Matters Agreement. Appropriate reserves or accruals have been taken on the
Spinco financial statements in accordance with GAAP in respect of any unpaid liabilities incurred or accrued under or in respect of any Spinco
Benefit Plan or Spinco Benefit Agreement. There are no pending or, to Spinco’s Knowledge, threatened claims by, on behalf of or against any of
the Spinco Benefit Plans in effect as of the date hereof or any Assets thereof, that, if adversely determined, would reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business, and no matter is pending (other than routine
qualification determination filings, copies of which have been furnished to the Company or will be promptly furnished to the Company when
made) before the IRS, the United States Department of Labor or the PBGC with respect to any Spinco Benefit Plan.
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(e) Each Spinco Benefit Plan intended to be “qualified” within the meaning of Section 401(a) of the Code is so qualified and the trusts
maintained thereunder are exempt from taxation under Section 501(a) of the Code, each trust maintained under any Spinco Benefit Plan intended to
satisfy the requirements of Section 501(c)(9) of the Code has satisfied such requirements and, in either such case, no event has occurred or
condition is known to exist that would reasonably be expected to have a material adverse effect on such tax-qualified status for any such Spinco
Benefit Plan or any such trust.

(f) Except as contemplated by this Agreement and each other Transaction Agreement, no Spinco Benefit Plan or Spinco Benefit Agreement,
no plan or arrangement sponsored or maintained by Verizon in which any Spinco Business Employee is, or on the Distribution Date will be, a
participant and no contractual arrangement between any Subsidiary of Verizon conducting the Spinco Business and any third party exists, or on the
Distribution Date will exist, that could result in (i) the payment to any current, former or future director, officer, stockholder or employee of
Spinco, any Spinco Subsidiary or any of the Subsidiaries of Verizon conducting the Spinco Business or of any entity the assets or capital stock of
which have been acquired by a Subsidiary of Verizon conducting the Spinco Business, of any money or other property or benefits, (ii) the
acceleration of the time of payment or vesting, or trigger any funding, of any compensation or benefits under any Spinco Benefit Plan or Spinco
Benefit Agreement or (iii) the breach or violation of, default under or limitation on the Company’s right to amend, modify or terminate any Spinco
Benefit Plan or Spinco Benefit Agreement, in each case as a result of the consummation of the transactions contemplated by the Transaction
Agreements (including the Distribution), whether or not (a) such payment, acceleration or provision would constitute a “parachute payment”
(within the meaning of Section 280G of the Code) or (b) some other action or event (including separation from service) would be required to cause
such payment, acceleration or provision to be triggered.

5.13 Labor Matters. None of Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business is a party to, or
bound by, any collective bargaining agreement, employment agreement or other Contract, in each case, with a labor union or labor organization
and no such agreement is currently being negotiated. To Spinco’s Knowledge, as of the date hereof no union organizing campaign is in progress
with respect to the Spinco Business Employees. Except for such matters which have not had, and would not reasonably be expected to have,
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individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business, (a) as of the date hereof, there are no strikes or
lockouts with respect to Spinco Business Employees, (b) there is no unfair labor practice, charge, complaint, labor dispute (other than routine
individual grievances) or labor arbitration proceeding pending or, to Spinco’s Knowledge, threatened against any of Spinco, any Spinco Subsidiary
or any Subsidiaries of Verizon conducting the Spinco Business, (c) there are no actual or, to Spinco’s Knowledge, threatened claims, arbitrations,
litigation or consent decrees relating to employment Laws, terms and conditions of employment and wages and hours pertaining to Spinco Business
Employees or employment practices affecting Spinco Business Employees in the Spinco Business and (d) Spinco, the Spinco Subsidiaries and the
Subsidiaries of Verizon conducting the Spinco Business are in compliance with all applicable Laws respecting (i) employment and employment
practices, (ii) terms and conditions of employment and wages and hours, (iii) collective bargaining and labor relations practices, (iv) layoffs, and
(v) immigration. As of the date hereof, none of Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business has
any liabilities under the WARN Act as a result of any action taken by Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the
Spinco Business and that has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco
or the Spinco Business.

5.14 Intellectual Property.

(a) Section 5.14(a) of the Spinco Disclosure Letter contains, as of the date hereof, a complete and accurate list of all registered trademarks
owned by Verizon or any of its U.S. Affiliates used in the Spinco Business. For the avoidance of doubt, the post-Closing ownership of and/or
rights in such Statutory Intellectual Property and other intellectual property shall be apportioned between Spinco and the Spinco Subsidiaries, on
the one hand, and Verizon and its other Affiliates, on the other, in accordance with the Intellectual Property Agreement. Section 5.14(a) of the
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Spinco Disclosure Letter contains a complete and accurate list of all Statutory Intellectual Property owned by Spinco. For the avoidance of doubt,
the post-Closing ownership of and/or rights in such Statutory Intellectual Property and other intellectual property shall be apportioned between
Spinco and the Spinco Subsidiaries, on the one hand, and Verizon and its other Affiliates, on the other, in accordance with the Intellectual Property
Agreement.

(b) Neither Verizon nor any of its U.S. Affiliates, including the Subsidiaries of Verizon conducting the Spinco Business, have received since
January 1, 2006 any written charge, complaint, claim, demand or notice alleging any infringement, misappropriation or violation by the Spinco
Business of (including any claim that the Subsidiaries of Verizon conducting the Spinco Business must license or refrain from using) any Verizon
Third Party Intellectual Property material to the Spinco Business.

(c) To Spinco’s Knowledge, there are no Liens on any Customer Data, personnel data of Spinco Business Employees who become employees
of the Surviving Corporation or its Subsidiaries at Closing, or Proprietary Business Information.

(d) Subject to obtaining the required Verizon IP Consents and to complying with the terms and conditions of any Contracts applicable to
Network Element Software, the Surviving Corporation and its Subsidiaries, immediately after the Effective Time, shall have the right to use the
Network Element Software in accordance with such Verizon IP Consents and such Contracts.

(e) The following software, information, and other Intellectual Property (as defined in the Intellectual Property Agreement and in the FiOS
Intellectual Property Agreement) will be sufficient to permit the Surviving Corporation and its Subsidiaries to operate the Spinco Business and the
Spinco FS Business (as defined in the FiOS Intellectual Property Agreement) immediately following the Effective Time in a manner consistent
with the operation of the Spinco Business and the Spinco FS Business immediately prior to the Effective Time: (1) the Software as licensed to the
Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in the Software License Agreement); (2) the FiOS
Software as licensed to the Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in the FiOS Software
License Agreement); (3) the Licensed Intellectual Property (as defined in the Intellectual Property Agreement and the FiOS Intellectual Property
Agreement) as licensed to the Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in the Intellectual
Property Agreement and the FiOS Intellectual Property Agreement); (4) the Proprietary Business Information, the Designated Spinco Statutory
Intellectual Property, Designated Spinco Intellectual Property, and the Spinco Customer Listing Data (each as defined in the Intellectual Property
Agreement) in each case as licensed or transferred to the Surviving Corporation and its Subsidiaries (including the restrictions and limitations
contained in the Intellectual Property Agreement); (5) the Proprietary FS Business Information, Spinco FS Intellectual Property, and the Spinco FS
Customer Listing Data (each as defined in the FiOS Intellectual Property Agreement) in each case as licensed or transferred to the Surviving
Corporation and its Subsidiaries (including the restrictions and limitations contained in the FiOS Intellectual Property Agreement); (6) the licenses
set forth in the Intellectual Property Agreement with respect to the Licensed Excluded Marks (as defined in the Intellectual Property Agreement);
(7) the Licensed Intellectual Property (as defined in the FiOS Intellectual Property Agreement) as licensed to the Surviving Corporation and its
Subsidiaries (including the restrictions and limitations contained in the FiOS Intellectual Property Agreement, and the licenses set forth in the FiOS
Trademark License Agreement attached as an Exhibit to the FiOS Intellectual Property Agreement); (8) the West Third Party Intellectual Property
(as defined in the Intellectual Property Agreement and the FiOS Intellectual Property Agreement); and (9) the Third Party Software.
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5.15 Material Contracts.

(a) Section 5.15(a) of the Spinco Disclosure Letter sets forth, and Verizon has made available to the Company true and complete copies of,
all Spinco Material Contracts in effect as of the date of this Agreement. For purposes of this Agreement, the term “Spinco Material Contracts”
means any of the following Contracts (other than this Agreement, each other Transaction Agreement, the documents relating to the Special
Payment Financing and the Spinco Securities, the Spinco Benefit Plans and the Spinco Benefit Agreements), whether
 

A-1-31

Table of Contents

entered into prior to or after the date hereof, to which Verizon or any Verizon Subsidiary, with respect to the Spinco Business only, is a
party: (i) any “material contract” (as defined in item 601(b)(10) of Regulation S-K of the SEC) as such term would be applied to the Spinco
Business as if it is a separate entity, (ii) any non-competition agreement or any other Contract that restricts in any material respect the conduct of
any line of business, (iii) any partnership, joint venture or similar Contract material to the Spinco Business, and (iv) any Contract that will govern
the terms of any Indebtedness (or guarantees thereof) of Spinco or any Spinco Subsidiary after the Effective Time in excess of $50,000,000.

(b) (i) Neither Verizon nor any Subsidiary of Verizon is in breach of or default under the terms of any Spinco Material Contract where such
breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the
Spinco Business, (ii) to Spinco’s Knowledge, no other party to any Spinco Material Contract is in breach of or in default under the terms of any
Spinco Material Contract where such breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on Spinco or the Spinco Business and (iii) each Spinco Material Contract is a valid and binding obligation of Verizon or
any Subsidiary of Verizon which is a party thereto and, to Spinco’s Knowledge, of each other party thereto, and is in full force and effect, except
insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’
rights generally, or by principles governing the availability of equitable remedies.

5.16 Board and Stockholder Approval. The Boards of Directors of Verizon and Spinco, in each case, at a meeting duly called, have
unanimously approved this Agreement and declared it advisable. As of the date hereof, the sole stockholder of Spinco is Verizon. Immediately
after execution of this Agreement, Verizon will approve and adopt (the “Spinco Stockholder Approval”), as Spinco’s sole stockholder, all aspects of
this Agreement and the other Transaction Agreements and the transactions contemplated hereby and thereby which require the consent of Spinco’s
stockholder under the DGCL, Spinco’s certificate of incorporation or Spinco’s bylaws. The approval of Verizon’s stockholders is not required to
effect the transactions contemplated by the Distribution Agreement, this Agreement or the other Transaction Agreements. Upon obtaining the
Spinco Stockholder Approval, the approval of Spinco’s stockholders after the Distribution Date will not be required to effect the transactions
contemplated by this Agreement, including the Merger, unless this Agreement is amended in accordance with Section 251(d) of the DGCL after the
Distribution Date and such approval is required, solely as a result of such amendment, under the DGCL or by the IRS.

5.17 Sufficiency of Assets.

(a) After giving effect to the Contribution and the other transactions described in or contemplated by the Distribution Agreement, and subject
to the receipt of all applicable approvals and consents, including those contemplated by Section 5.3(d), Spinco, together with the Spinco
Subsidiaries, will have, in all material respects, good and valid title to, or in the case of leased property, valid leasehold interests in, all of the
material Spinco Assets.

(b) Subject to the immediately following sentence, the assets of Spinco and the Spinco Subsidiaries as at the Closing Date (assuming the
consummation of the Contribution), together with the licenses and services to be made available pursuant to the Transaction Agreements, will be
sufficient to permit the Surviving Corporation and its Subsidiaries to operate the Spinco Business independent from Verizon and its Subsidiaries
(including having the ability to interact with retail and carrier customers, to provide for acceptances, orders and trouble reports and to dispatch
personnel to care for those orders and trouble reports, to bill for services and to collect accounts receivable) immediately following the Effective
Time (x) in all material respects, in compliance with Law and (y) in a manner substantially consistent with the operation of the Spinco Business on
the date hereof and immediately prior to the Effective Time. Notwithstanding the foregoing, it is understood and agreed that:

(i) the Company and the Surviving Corporation may not be assigned those assets and services listed or described in Section 5.17(b)(i) of
the Spinco Disclosure Letter, which are necessary for the conduct of the Spinco Business;
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(ii) the Company and the Surviving Corporation are not being assigned the Retained Contracts and the services provided under the
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Retained Contracts are necessary for the conduct of the Spinco Business; provided that the material services provided to the Spinco Business
under the Retained Contracts will be provided as part of the Realignment by means of entering into Contracts on behalf of Spinco with third
party vendors (whether or not the same as those under the Retained Contracts) or with Verizon or Subsidiaries of Verizon unless (x) they are
listed on Section 5.17(b)(ii) of the Spinco Disclosure Letter, (y) the Company and Verizon agree pursuant to Section 7.24 to omit such
services as part of the Realignment or (z) they involve Verizon Third Party Intellectual Property;

(iii) as contemplated by the Employee Matters Agreement, certain of the administrative and regional headquarters management
employees currently operating or advising the Spinco Business may not be transferred to Spinco and the Spinco Subsidiaries and the
immediately preceding sentence assumes that the Surviving Corporation will provide such equivalent personnel as may be appropriate for the
benefit of the Spinco Business;

(iv) Verizon Third Party Intellectual Property are needed to operate the Spinco Business and the immediately preceding sentence
assumes that the Surviving Corporation will procure rights and/or licenses in such Verizon Third Party Intellectual Property;

(v) the Realignment may alter the manner in which certain aspects of the Spinco Business are conducted, and such alterations may
include outsourcing to third party vendors or to Verizon or Subsidiaries of Verizon certain services and activities previously provided to the
Spinco Business by Verizon or Subsidiaries of Verizon, provided that such alterations (X) shall not involve any material alterations to the
manner in which customers engage with the Spinco Business for sales and service, the manner in which the Spinco Business delivers such
sales and service, billing and remittance processing, credit and collections, field service and dispatch, network design, network configuration,
employee training, payphone administration, the manner of wholesale customer interfacing and related provisioning, fleet operations and real
estate management and (Y) shall not materially diminish the overall standards of quality, timeliness and efficiency for customer services from
those prevailing immediately prior to such Realignment, taking into account reasonable fluctuations that occur from month to month;

(vi) the Company and Verizon may agree prior to the completion of the Realignment to omit certain operational functions from the
Spinco Business to the extent the Company wishes to integrate such functions with the Company’s existing operations as of the Closing and
the foregoing sentence assumes the completion of any such integration;

(vii) the only assets that will be held by Spinco and the Spinco Subsidiaries as of the Closing with respect to the activities described in
clauses (ii)(B) and (ii)(C) of the definition of “Spinco Business” will be customer relationships (and, in the case of Clause (ii)(C), those assets
listed in item (G) of the definition of Spinco Assets) and the Surviving Corporation will need to procure all other assets needed to undertake
such activities;

(viii) the Spinco Business conducted in West Virginia will need to be integrated with the operations of the Company on the Closing
Date and the immediately preceding sentence assumes that such integration has occurred without any services or licenses from Verizon or any
Verizon Subsidiaries after the Effective Time;

(ix) the manner in which the Spinco Business is conducted between the date hereof and the Effective Time may change on a basis
consistent with changes made in the ordinary course of business during such period to the business of other Affiliates of GTE Corporation
offering local exchange telecommunications services;

(x) the immediately preceding sentence shall not be deemed a representation or warranty as to any revenue, costs or expenses associated
with the conduct of the Spinco Business immediately following the Effective Time; and
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(xi) the immediately preceding sentence assumes the receipt of all necessary authorizations, approvals, consents or waivers required by
Law, by Governmental Authorities or other third Persons pursuant to their Contract rights in connection with the transactions contemplated
by the Distribution Agreement and this Agreement and pursuant to the Transaction Agreements.

5.18 Spinco Real Property.

(a) Section 5.18(a) of the Spinco Disclosure Letter sets forth the address of all real property that is, or will be following the Contribution,
Spinco Owned Real Property the loss of which would be material and adverse to the Spinco Business. After giving effect to the Contribution and
the other transactions contemplated by the Distribution Agreement and subject to the receipt of all applicable consents or approvals, Spinco, or the
Spinco Subsidiaries, will have, in all material respects, good and valid and marketable title to all of the Spinco Owned Real Property identified on
Section 5.18(a) of the Spinco Disclosure Letter, free and clear of all encumbrances other than Permitted Encumbrances. Neither Verizon nor any of
its Subsidiaries has leased or otherwise granted any third party any right to use or occupy any of the Spinco Owned Real Property identified on
Section 5.18(a) of the Spinco Disclosure Letter, and there are no outstanding options, rights of refusal, rights of first offer, rights of reverter or other
third party rights in Spinco Owned Real Property identified on Section 5.18(a) of the Spinco Disclosure Letter.

(b) Section 5.18(b) of the Spinco Disclosure Letter sets forth a list of the real property leases which are, or will be following the Contribution
(assuming the Contribution occurred on the date hereof), leases of Spinco or a Spinco Subsidiary (“Spinco Leases”). Section 5.18(b) of the Spinco
Disclosure Letter sets forth the subleases in respect of Spinco Leases as of the date hereof (the “Spinco Subleases”). Spinco has previously made
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available to the Company complete and correct copies of each of the Spinco Leases and Spinco Subleases. With respect to Spinco Leases and
Spinco Subleases, (i) each is enforceable in accordance with its terms, except insofar as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles governing the availability
of equitable remedies, (ii) there is no material default or material breach of a covenant by Verizon or any of its Subsidiaries, (iii) no event has
occurred which with or without the giving of notice or lapse of time, or both, would constitute such a material default or material breach and
(iv) there has been no collateral assignment or other security interest and they are not subject to any encumbrance other than Permitted
Encumbrances.

5.19 Communications Regulatory Matters.

(a) Spinco and the Spinco Subsidiaries hold, or on the Distribution Date will hold, all permits, licenses, franchises, waivers, orders, approvals,
concessions, registrations and other authorizations issued or provided by the FCC, state public service or public utility commissions or other similar
state regulatory bodies (the “State Regulators”) or any other Governmental Authority relating to communications regulatory matters (including
multichannel video) under all Laws currently in effect that are necessary for Spinco and/or the Spinco Subsidiaries to own their respective assets or
operate the applicable portion of the Spinco Business as currently conducted (“Spinco Licenses”), except such Spinco Licenses the failure of which
to so hold has not had and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the
Spinco Business.

(b) Verizon and each of the Contributing Companies in the conduct of the Spinco Business has complied since January 1, 2006 with, and
currently is not in violation of, any requirement of Law relating to communications regulatory matters (including multichannel video) to which
Spinco or the Spinco Business is subject, except to the extent that any such non-compliance or violation has not resulted and would not reasonably
be expected to result in any material burden, fine or consequence on the Spinco Business. Without limiting the foregoing, there is not pending, nor
to Spinco’s Knowledge, threatened against Verizon or any of its Subsidiaries any application, action, petition, objection or other pleading, or any
proceeding by or before the FCC or any State Regulators which questions or contests the validity of, or any rights of the holder under, or seeks the
non-renewal, revocation or
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suspension of any Spinco License. Since January 1, 2006, neither Verizon nor any of the Contributing Companies has received written notice of an
investigation or review by any Governmental Authority (including, for this purpose only, the Universal Service Administrative Company and any
other administrators designated by the FCC or a State Regulator) relating to communications regulatory matters (including multichannel video)
with respect to a material violation by Verizon or any of the Contributing Companies (with respect to the use or operation of the Spinco Assets) of
any requirement of Law relating to the Spinco Business, excluding any notice in respect of a matter that has been withdrawn or resolved without
the imposition of material penalties, burdens or fines. Spinco (a) is capable of providing local number portability in material compliance with 47
U.S.C. § 251(b)(2) and the implementing rules of the FCC; (b) complies in all material respects with the requirements of the Communications
Assistance for Law Enforcement Act, 47 U.S.C. § 1001 et seq., and the implementing rules of the FCC (“CALEA”); and (c) is capable of providing
911 service in material compliance with 47 U.S.C. § 251(e)(3) and the implementing rules of the FCC and applicable state Laws of the State
Regulators.

(c) As of the date hereof, none of Verizon or any Verizon Subsidiary has, with respect to the Spinco Business, (i) received notice from any
Governmental Authority with respect to an intention to enforce multichannel video customer service standards pursuant to the Communications
Act or (ii) agreed with any Governmental Authority to establish multichannel video customer service standards that exceed the standards in the
Communications Act.

5.20 Company Common Stock. Neither Verizon nor Spinco owns (directly or indirectly, beneficially or of record) or is a party to any
agreement, arrangement or understanding for the purpose of acquiring, holding, voting or disposing of, in each case, any shares of capital stock of
the Company (other than as contemplated by this Agreement), in each case other than any ownership by pension or other benefit plans sponsored
for employees of Verizon and/or its Subsidiaries.

5.21 Affiliate Transactions. There are no transactions or Contracts of the type that would be required to be disclosed by Subsidiaries of
Verizon conducting the Spinco Business under Item 404 of Regulation S-K if such companies were a company subject to such Item between or
among (a) Verizon, Spinco or any Spinco Subsidiary, on the one hand, and (b) any individual who is a “named executive officer” (as such term is
defined in Section 402 of Regulation S-K) of Verizon, Spinco or any Spinco Subsidiary, on the other hand, in each case to the extent such
transactions or Contracts relate to the Spinco Business but in each case excluding compensation received as an employee in the ordinary course.

ARTICLE VI

REPRESENTATIONS AND WARRANTIES OF THE COMPANY



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Except as disclosed (i) in the Company SEC Documents (including the exhibits thereto), other than disclosures in the “Risk Factors” or
“Forward-Looking Statements” sections thereof, or (ii) in the corresponding section of the Disclosure Letter delivered by the Company to Verizon
and Spinco immediately prior to the execution of this Agreement (the “Company Disclosure Letter”), the Company represents and warrants to
Verizon and Spinco as follows:

6.1 Organization; Qualification.

(a) The Company is a corporation duly organized, validly existing and in good standing under the laws of the State of Delaware, has all
requisite power and authority to own, lease and operate its properties and assets and to carry on its business as presently conducted, and is duly
qualified and licensed to do business and is in good standing in each jurisdiction in which the ownership or leasing of its property or the conduct of
its business requires such qualification, except for jurisdictions in which the failure to be so qualified or to be in good standing would not
reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company. The copies of the Company’s
certificate of incorporation and bylaws and the certificate of
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incorporation and bylaws (or other similar organizational documents) of any Company Subsidiary that is a Significant Subsidiary of the Company
previously made available to Verizon and Spinco are complete and correct copies of such documents as in full force and effect on the date hereof.

(b) Section 6.1(b) of the Company Disclosure Letter sets forth, as of the date hereof, a list of the Company Subsidiaries and their respective
jurisdictions of incorporation or organization, together with a designation of those Company Subsidiaries constituting Significant Subsidiaries of
the Company.

6.2 Capital Stock and Other Matters.

(a) As of the date hereof, the authorized capital stock of the Company consists of 600,000,000 shares of Company Common Stock and
50,000,000 shares of preferred stock of the Company. As of May 11, 2009, 312,356,567 shares of Company Common Stock were issued and
outstanding, 6,995,305 shares of Company Common Stock were reserved for issuance and no share of preferred stock of the Company were issued
or outstanding. All of the issued and outstanding shares of Company Common Stock are validly issued, fully paid and nonassessable and free of
preemptive rights and were issued in compliance with all applicable securities Laws, including all applicable registration requirements under the
Securities Act (unless an exemption from registration was available for a particular issuance).

(b) No bonds, debentures, notes or other indebtedness of the Company or any of the Company Subsidiaries having the right to vote (or
convertible into or exercisable for securities having the right to vote) on any matters on which holders of shares of capital stock of the Company
(including Company Common Stock) may vote (“Company Voting Debt”) are, or at the Distribution Date will be, issued or outstanding.

(c) Except as set forth in Section 6.2(a) above, there are no outstanding securities, options, warrants, convertible securities, calls, rights,
commitments or Contracts of any kind to which the Company or any of the Company Subsidiaries is a party or by which any of them is bound
obligating the Company or any of the Company Subsidiaries to issue, deliver or sell, or cause to be issued, delivered or sold, additional shares of
Company Common Stock, Company Voting Debt or other voting securities of the Company or any of the Company Subsidiaries or obligating the
Company or any of the Company Subsidiaries to issue, grant, extend, redeem, acquire or enter into any such security, option, warrant, convertible
security, call, right, commitment or Contract.

(d) Except as contemplated by this Agreement, there are no stockholders agreements, voting trusts or other Contracts to which the Company
is a party or by which it is bound relating to voting or transfer of any shares of capital stock of the Company or the nomination of any directors
thereof.

6.3 Corporate Authority; No Violation.

(a) The Company has the corporate power and authority to enter into this Agreement and each other Transaction Agreement to which it is, or
as of the Effective Time will be, a party, and subject to obtaining the Requisite Approval, to carry out its obligations hereunder and thereunder. The
execution, delivery and performance by the Company of this Agreement and each other Transaction Agreement to which it is, or as of the Effective
Time will be, a party and the consummation of the transactions contemplated hereby and thereby have been duly authorized by all requisite
corporate action on the part of the Company, subject to obtaining the Requisite Approval.

(b) This Agreement has been duly executed and delivered by the Company and, assuming the due authorization, execution and delivery by
Verizon and Spinco, constitutes a legal, valid and binding agreement of the Company, enforceable against the Company in accordance with its
terms (except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws
affecting creditors’ rights generally, or by principles governing the availability of equitable remedies). As of immediately prior to the Effective
Time, each other Transaction Agreement to which the Company is a party will have been duly executed
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and delivered by the Company and will, assuming the due authorization, execution and delivery by the other parties thereto, constitute a legal, valid
and binding agreement of the Company, enforceable against the Company in accordance with its terms (except insofar as such enforceability may
be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles
governing the availability of equitable remedies).

(c) Neither the execution and delivery by the Company of this Agreement and each other Transaction Agreement to which the Company is, or
as of the Effective Time will be, a party, nor the consummation by the Company of the transactions contemplated hereby or thereby, or
performance by the Company of any of the provisions hereof or thereof, will (i) violate or conflict with any provision of the Company’s certificate
of incorporation or bylaws; (ii) assuming the consents and approvals referred to in Section 6.3(d) below are obtained, result in a default (or an
event that, with notice or lapse of time or both, would become a default) or give rise to any right of termination by any third party, cancellation,
amendment or acceleration of any obligation or the loss of any benefit under, any Contract to which the Company or any of the Company
Subsidiaries is a party or by which the Company or any of the Company Subsidiaries is bound or affected; (iii) result in the creation of a Lien,
pledge, security interest, claim or other encumbrance on any of the issued and outstanding shares of Company Common Stock or on any of the
assets of the Company or any of the Company Subsidiaries pursuant to any Contract to which the Company or any of the Company Subsidiaries is a
party or by which the Company or the Company Subsidiaries is bound or affected; or (iv) assuming the consents and approvals contemplated by
Section 6.3(d) below are obtained, violate or conflict with any Order or Law applicable to the Company or any of the Company Subsidiaries, or any
of the properties, business or assets of any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any such violation, conflict,
default, right, loss or Lien which would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company.

(d) Other than in connection with or in compliance with (i) the provisions of the DGCL, (ii) the Securities Act, (iii) the Exchange Act,
(iv) the HSR Act, (v) the Communications Act and applicable rules and regulations thereunder and the FCC Rules, (vi) the approvals set forth in
Section 6.3(d) of the Company Disclosure Letter and (vii) the Requisite Approval (collectively, the “Company Approvals”), no authorization,
consent or approval of, or filing with, any Governmental Authority is necessary for the consummation by the Company of the transactions
contemplated by this Agreement, except for such authorizations, consents, approvals or filings that, if not obtained or made, have not had and
would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company. Notwithstanding the
foregoing, although the approvals set forth in Section 6.3(d) of the Company Disclosure Letter constitute all those authorizations, consents,
approvals and filings that the Company reasonably believes, as of the date of this Agreement, are necessary to obtain or make prior to
consummation of the transactions contemplated by this Agreement, additional State Regulators or other Governmental Authorities not set forth in
Section 6.3(d) of the Company Disclosure Letter may require or seek to require the Company to obtain authorizations, consents or approvals, or
make filings, prior to consummation of the transactions contemplated by this Agreement, and if such additional authorizations, consents, approval
or filings are required, the Company’s representations and warranties in this Section 6.3(d) shall not be deemed to have failed to be true and correct
on account of such requirement with respect to authorizations, consents, approvals or filings not set forth in Section 6.3(d) of the Company
Disclosure Letter.

6.4 Company Reports and Financial Statements.

(a) The Company has previously made available to Spinco complete and correct copies of:

(i) the Company’s Annual Report on Form 10-K filed with the SEC under the Exchange Act for the year ended December 31, 2008,
including the Company’s audited consolidated balance sheet as of December 31, 2007 and 2008, and the related audited consolidated
statements of operations, cash flows and stockholders’ equity for the fiscal years ended December 31, 2008, 2007 and 2006 (the “Company
Financial Statements”);
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(ii) the definitive proxy statement in respect of the Company’s 2009 annual meeting of stockholders, filed by the Company with the SEC
under the Exchange Act on April 6, 2009;

(iii) all current reports on Form 8-K (excluding any Form 8-K that is deemed “furnished” under the Exchange Act) filed by the
Company with the SEC under the Exchange Act since January 1, 2009 and prior to the date hereof; and

(iv) each other form, report, schedule, registration statement and definitive proxy statement filed by the Company or any of its
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Subsidiaries with the SEC since January 1, 2009 and prior to the date hereof (collectively, and together with the items specified in clauses (i)
through (iii) above, the “Company SEC Documents”).

(b) As of their respective filing dates (and if amended or superseded by a filing prior to the date of this Agreement, then on the date of such
filing), the Company SEC Documents complied in all material respects, and each other form, report, schedule, registration statement and definitive
proxy statement filed by the Company or any of its Subsidiaries after the date hereof and prior to the Effective Time (the “Additional Company
SEC Documents”) will comply in all material respects, with the requirements of the Securities Act or the Exchange Act, as the case may be, and,
subject to the last sentence of Section 6.8, none of such Company SEC Documents when filed contained, or will contain, an untrue statement of a
material fact or omitted, or will omit, to state a material fact required to be stated therein or necessary to make the statements therein, in the light of
the circumstances under which they were made, not misleading. The audited consolidated financial statements and unaudited consolidated interim
financial statements included in the Company SEC Documents and the Additional Company SEC Documents (including any related notes and
schedules) fairly present in all material respects, or will fairly present in all material respects, the financial position of the Company and its
consolidated Subsidiaries as of the respective dates thereof and the results of operations and changes in cash flows, changes in stockholders’ equity
or other information included therein for the respective periods or as of the respective dates then ended, in each case except as otherwise noted
therein and subject, in the case of unaudited interim statements, to normal year-end audit adjustments. The Company Financial Statements and
such other financial statements have been or will be prepared in accordance with GAAP, consistently applied, except as otherwise noted therein.
Since January 1, 2006, the Company has timely filed all reports, registration statements and other filings required to be filed with the SEC under
the rules and regulations of the SEC. Since December 31, 2008, the Company and the Company Subsidiaries have not incurred any liabilities or
obligations that are of a nature that would be required to be disclosed on a consolidated balance sheet prepared consistently with the Company
Financial Statements or in the notes thereto prepared in conformity with GAAP, other than liabilities or obligations that have not had and would
not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company.

(c) The Company and the Company Subsidiaries have designed and maintain a system of internal controls over financial reporting (as defined
in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) sufficient to provide reasonable assurances regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with GAAP. The Company has designed and maintains disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Exchange Act) to ensure that material information required to be
disclosed by the Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in the SEC’s rules and regulations and is accumulated and communicated to the Company’s management as appropriate to
allow timely decisions regarding required disclosure and to make the certifications of the principal executive officer and principal financial officer
of the Company required pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act of 2002, as amended (the “Sarbanes-Oxley Act”).

6.5 Absence of Certain Changes or Events. Except as specifically contemplated by this Agreement or the other Transaction Agreements,
since December 31, 2008, each of the Company and the Company Subsidiaries has conducted its business in the ordinary course, consistent with
past practice, and there has not been any state of facts, change, development, event, effect, condition or occurrence that has had, or would
reasonably be expected to have,
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individually or in the aggregate, a Material Adverse Effect on the Company. From December 31, 2008 to the date hereof, none of the Company or
any of the Company Subsidiaries has taken any action or failed to take any action, which action or failure, as the case may be, would constitute a
breach of Section 7.1 if taken without the consent of Verizon and Spinco after the date hereof.

6.6 Investigations; Litigation.

(a) There is no material investigation or review pending (or, to the Company’s Knowledge, threatened) by any Governmental Authority
(including, for this purpose only, the Universal Service Administrative Company and any other administrators designated by the FCC or a State
Regulator) with respect to the Company or any of the Company Subsidiaries.

(b) There are no actions, suits, grievances, arbitrations, investigations or proceedings pending (or, to the Company’s Knowledge, threatened)
against or affecting the Company or any of the Company Subsidiaries or any of their respective properties at law or in equity before, and there are
no Orders of any Governmental Authority, in each case, which has had or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company.

6.7 Compliance with Laws. The Company and the Company Subsidiaries are and since January 1, 2006 have been, in compliance with all,
and have received no notice of any violation (as yet unremedied) of any, Laws applicable to the Company, such Company Subsidiaries or any of
their respective properties or assets, except where such non-compliance, default or violation has not had, and would not reasonably be expected to
have, individually or in the aggregate, a Material Adverse Effect on the Company. Notwithstanding anything contained in this Section 6.7, no
representation or warranty shall be deemed to be made in this Section 6.7 in respect of environmental, Tax, employee benefits,
labor or communications Laws matters, which are the subject of the representations and warranties made in Sections 6.10, 6.11, 6.12, 6.13 and 6.15
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of this Agreement, respectively.

6.8 Proxy Statement/Prospectus; Registration Statements. None of the information regarding the Company or the Company Subsidiaries or
the transactions contemplated by this Agreement provided by the Company specifically for inclusion in, or incorporation by reference into, the
Proxy Statement/Prospectus or the Registration Statements will, in the case of the definitive Proxy Statement/Prospectus or any amendment or
supplement thereto, at the time of the mailing of the definitive Proxy Statement/Prospectus and any amendment or supplement thereto, and at the
time of the Company Stockholders Meeting, or, in the case of the Registration Statements, at the time such registration statement becomes
effective, at the time of the Company Stockholders Meeting (in the case of the Company Registration Statement), at the Distribution Date and at the
Effective Time, contain an untrue statement of a material fact or omit to state any material fact required to be stated therein or necessary in order to
make the statements therein, in the light of the circumstances under which they are made, not misleading. The Company Registration Statement and
the Proxy Statement/Prospectus will comply in all material respects with the applicable provisions of the Securities Act and the Exchange Act and
the rules and regulations promulgated thereunder, except that no representation is made by the Company with respect to information provided by
Verizon or Spinco specifically for inclusion in, or incorporation by reference into, the Company Registration Statement or the Proxy
Statement/Prospectus.

6.9 Information Supplied. All documents that the Company is responsible for filing with any Governmental Authority in connection with the
transactions contemplated hereby or by any other Transaction Agreement will comply in all material respects with the provisions of applicable
Law. All information supplied or to be supplied by the Company in any document, other than the Proxy Statement/Prospectus and the Registration
Statements, which are addressed in Section 6.8, filed with any Governmental Authority in connection with the transactions contemplated hereby
and by the other Transaction Agreements will be, at the time of filing, at the Distribution Date and at the Effective Time, true and correct in all
material respects.
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6.10 Environmental Matters.

(a) All material Environmental Permits required pursuant to any Environmental Law for operation of the business of the Company (i) have
been obtained by the Company and the Company Subsidiaries and (ii) are currently in full force and effect. The Company and each of the
Company Subsidiaries are in material compliance with all material Environmental Permits required pursuant to any Environmental Law for
operation of the business of the Company.

(b) To the Company’s Knowledge, the Company and each of the Company Subsidiaries are, and at the Effective Time will be, in material
compliance with all applicable Environmental Laws with respect to the business of the Company. To the Company’s Knowledge, there are no
events, conditions, circumstances, activities, practices or incidents related to the business of the Company which have given, or would reasonably
be likely to give, rise to any Environmental Claim that has had or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company.

(c) There is no civil, criminal or administrative action, suit, demand, Environmental Claim, hearing, notice, or demand letter, notice of
violation, investigation or proceeding pending or, to the Company’s Knowledge, threatened against the Company or any of the Company
Subsidiaries related to any Environmental Permit or any applicable Environmental Law or any plan, order, decree, judgment, injunction, notice or
demand letter issued, entered, promulgated or approved thereunder, that has had or would reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on the Company.

(d) To the Company’s Knowledge, the Company and the Company Subsidiaries have not generated, stored, used, emitted, discharged or
disposed of any Hazardous Material except in material compliance with applicable Environmental Law. To the Company’s Knowledge, the
Company and the Company Subsidiaries have made available to Verizon for its review copies of those reports, audits, studies or analyses in their
possession, custody or control that are material to the representations made in this Section 6.10.

(e) The Company and each of the Company Subsidiaries (i) have not, within the past seven years, received any written request for
information, and have not been notified that they are a potentially responsible party, under the Comprehensive Environmental Response,
Compensation or Liability Law and (ii) to the Company’s Knowledge, have not, within the past seven years, been, and are not reasonably expected
to be, subject to liability for any Environmental Claim arising under or pursuant to such Laws.

6.11 Tax Matters.

(a) Except as would not, individually or in the aggregate, reasonably be expected to have a Material Adverse Effect on the Company, (i) all
Tax Returns relating to the Company and the Company Subsidiaries required to be filed have been filed, (ii) all such Tax Returns are true and
correct in all respects as filed or have been subsequently amended to make such Tax Returns true and correct and not further amended, (iii) all
Taxes shown as due and payable on such Tax Returns, and all Taxes (whether or not reflected on such Tax Returns) relating to the Company or any
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the Company Subsidiary required to be paid, have been timely paid in full, (iv) all Taxes relating to the Company and the Company Subsidiaries
for any taxable period (or a portion thereof) beginning on or prior to the Closing Date (which are not yet due and payable) have been properly
accrued for in the books and records of the Company, and (v) the Company and the Company Subsidiaries have duly and timely withheld all Taxes
required to be withheld and such withheld Taxes have been either duly and timely paid to the proper Taxing Authority or properly set aside in
accounts for such purpose and will be duly and timely paid to the proper Taxing Authority.

(b) No written agreement or other written document waiving or extending, or having the effect of waiving or extending, the statute of
limitations or the period of assessment or collection of any Taxes relating to the Company or any Company Subsidiary, and no power of attorney
with respect to any such Taxes, has been filed or entered into with any Taxing Authority.
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(c) (i) No audits or other administrative proceedings or proceedings before any Taxing Authority are presently pending with regard to any
Taxes or Tax Return of the Company or any Company Subsidiary, as to which any Taxing Authority has asserted in writing any claim which, if
adversely determined, would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company, and
(ii) no Taxing Authority is now asserting in writing any deficiency or claim for Taxes or any adjustment to Taxes with respect to which the
Company or any Company Subsidiary may be liable with respect to income or other material Taxes which has not been fully paid or finally settled.

(d) Neither the Company nor any Company Subsidiary (i) is a party to or bound by or has any obligation under any Tax separation, sharing or
similar agreement or arrangement other than the Tax Sharing Agreement and the Company Tax Sharing Agreement, (ii) is or has been a member
of any consolidated, combined or unitary group for purposes of filing Tax Returns or paying Taxes (other than a group of which the Company is
the common parent corporation) or has any potential liability for Taxes of another Person (other than the Company or any of the Company
Subsidiaries under Treasury Regulations § 1.1502-6) or (iii) has entered into a closing agreement pursuant to Section 7121 of the Code, or any
predecessor provision or any similar provision of state or local law.

(e) None of the assets of the Company or any of the Company Subsidiaries is subject to any Tax lien (other than liens for Taxes that are not
yet due and payable).

(f) Section 6.11(f) of the Company Disclosure Letter lists, as of the date hereof, all foreign jurisdictions in which the Company or any
Company Subsidiary files a material Tax Return.

(g) Neither the Company nor any Company Subsidiary has agreed to make or is required to make any adjustment for a taxable period ending
after the Effective Time under Section 481(a) of the Code by reason of a change in accounting method or otherwise, except where such adjustments
have not had, and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company.

(h) Neither the Company nor any Company Subsidiary has constituted either a “distributing corporation” or a “controlled corporation”
(within the meaning of Section 355(a)(1)(A) of the Code) in a distribution of stock qualifying for tax-free treatment under Section 355 of the Code
(i) in the two years prior to the date of this Agreement or (ii) in a distribution that could otherwise constitute part of a “plan” or “series of related
transactions” (within the meaning of Section 355(e) of the Code) in connection with the Merger.

(i) Neither the Company nor any of the Company Subsidiaries has taken or agreed to take any action that is reasonably likely to (nor are any
of them aware of any agreement, plan or other circumstance that would) prevent the Tax-Free Status of the Transactions.

(j) Neither the Company nor any Company Subsidiary has engaged in any listed transaction, or any reportable transaction the principal
purpose of which was tax avoidance, within the meaning of Sections 6011, 6111 and 6112 of the Code.

6.12 Benefit Plans.

(a) Section 6.12(a)(i) of the Company Disclosure Letter lists, as of the date hereof, each “employee benefit plan” (as defined in Section 3(3)
of ERISA), and all other benefit, bonus, incentive, deferred compensation, stock option (or other equity-based compensation), severance, retention,
change in control, welfare (including post-retirement medical and life insurance), fringe benefit and similar plans, programs, policies and
arrangements, whether or not subject to ERISA and whether written or oral, sponsored, maintained or contributed to or required to be maintained or
contributed to by the Company or any of the Company Subsidiaries, or with respect to which any Person who is currently, has been or, prior to the
Effective Time, is expected to become, an employee of the Company or any of the Company Subsidiaries (collectively, “Company Employees”) is
entitled to any benefit
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(the “Company Benefit Plans”), or with respect to which the Company or any of the Company Subsidiaries has any liability. Section 6.12(a)(ii) of
the Company Disclosure Letter sets forth, as of the date hereof, a complete and accurate list of each material employment, consulting, severance,
change in control, retention, termination or other material bilateral contract between any Company Employee, on the one hand, and the Company or
any Company Subsidiary, on the other hand, in each case, that is not a Company Benefit Plan (collectively, the “Company Benefit Agreements”).
With respect to each Company Benefit Plan and Company Benefit Agreement, the Company has provided to Verizon complete and accurate copies
of (A) such Company Benefit Plan or Company Benefit Agreement, including any amendment thereto, (B) each trust, insurance, annuity or other
funding contract related thereto, (C) the most recent financial statements and actuarial or other valuation reports prepared with respect thereto and
(D) the two most recent annual reports on Form 5500 required to be filed with the IRS with respect thereto (if any).

(b) No material liability under Title IV (including Sections 4069 and 4212(c) of ERISA) or Section 302 of ERISA, or Section 412 of the
Code, has been incurred by the Company, any of the Company Subsidiaries or any ERISA Affiliate of any of them, and no condition exists that
would reasonably be expected to result in the Company, any of the Company Subsidiaries or any ERISA Affiliate of any of them incurring any
such liability, other than liability for premiums due to the PBGC. The present value of accrued benefits under each Company Benefit Plan that is
subject to Title IV of ERISA, determined based upon the actuarial assumptions used for funding purposes in the most recent actuarial report
prepared by such plan’s actuary with respect to such plan, did not exceed, as of its latest valuation date, the then current value of the assets of such
plan allocable to such accrued benefits.

(c) (i) No Company Benefit Plan is a “multiemployer plan,” as defined in Section 3(37) of ERISA and (ii) none of the Company, the
Company Subsidiaries or any ERISA Affiliate of any of them has made or suffered a “complete withdrawal” or a “partial withdrawal,” as such
terms are respectively defined in Sections 4203 and 4205 of ERISA, the liability for which has not been satisfied in full.

(d) Each Company Benefit Plan and Company Benefit Agreement has been operated and administered in all material respects in accordance
with its terms and applicable Law, including ERISA and the Code. All contributions and premium payments required to be made with respect to
any Company Benefit Plan or Company Benefit Agreement have been timely made, except for any contributions in respect of benefits that have
become due but that are not yet payable under the terms of the applicable Company Benefit Plan or Company Benefit Agreement. Appropriate
reserves or accruals have been taken on the Company’s financial statements in accordance with GAAP in respect of any unpaid liabilities incurred
or accrued under or in respect of any Company Benefit Plan or Company Benefit Agreement. There are no pending or, to the Company’s
Knowledge, threatened claims by, on behalf of or against any of the Company Benefit Plans in effect as of the date hereof or any Assets thereof,
that, if adversely determined would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company,
and no matter is pending (other than routine qualification determination filings, copies of which have been furnished to Verizon and Spinco or will
be promptly furnished to Verizon and Spinco when made) with respect to any of the Company Benefit Plans before the IRS, the United States
Department of Labor or the PBGC.

(e) Each Company Benefit Plan intended to be “qualified” within the meaning of Section 401(a) of the Code is so qualified and the trusts
maintained thereunder are exempt from taxation under Section 501(a) of the Code, each trust maintained under any Company Benefit Plan intended
to satisfy the requirements of Section 501(c)(9) of the Code has satisfied such requirements and, in either such case, no event has occurred or
condition is known to exist that would reasonably be expected to have a material adverse effect on such tax-qualified status for any such Company
Benefit Plan or any such trust.

(f) No Company Benefit Plan or Company Benefit Agreement, and no contractual arrangements between the Company and any third party,
exists that could result in (i) the payment to any current, former or future director, officer, stockholder or employee of the Company or any of the
Company Subsidiaries, or of any entity the assets
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or capital stock of which have been acquired by the Company or a Company Subsidiary, of any money or other property or benefits, (ii) the
acceleration of the time of payment or vesting, or trigger any funding, of any compensation or benefits under any Company Benefit Plan or
Company Benefit Agreement or (iii) the breach or violation of, default under or limitation on the Company’s right to amend, modify or terminate
any Company Benefit Plan or Company Benefit Agreement, in each case as a result of the consummation of the transactions contemplated by the
Transaction Agreements whether or not (a) such payment, acceleration or provision would constitute a “parachute payment” (within the meaning
of Section 280G of the Code) or (b) some other action or event (including separation from service) would be required to cause such payment,
acceleration or provision to be triggered.

6.13 Labor Matters. Neither the Company nor any of the Company Subsidiaries is a party to, or bound by, any collective bargaining
agreement, employment agreement or other Contract, in each case, with a labor union or labor organization and no such agreement is currently
being negotiated. To the Company’s Knowledge, as of the date hereof no union organizing campaign is in progress with respect to the Company
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Employees. Except for such matters which have not had, and would not reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company, (a) as of the date hereof, there are no strikes or lockouts with respect to Company Employees, (b) there
is no unfair labor practice, charges, complaint, labor dispute (other than routine individual grievances) or labor arbitration proceeding pending or,
to the Company’s Knowledge, threatened against the Company or any of the Company Subsidiaries, (c) there are no actual or, to the Company’s
Knowledge, threatened claims, arbitrations, litigation or consent decrees relating to employment Laws, terms and conditions of employment and
wages and hours pertaining to employees of the Company or its Subsidiaries or employment practices affecting such employees and (d) the
Company and the Company Subsidiaries are in compliance with all applicable Laws respecting (i) employment and employment practices,
(ii) terms and conditions of employment and wages and hours, (iii) collective bargaining and labor relations practices, (iv) layoffs, and
(v) immigration. As of the date hereof, neither the Company nor any of the Company Subsidiaries has any liabilities under the WARN Act as a
result of any action taken by the Company and that has had, or would reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on the Company.

6.14 Intellectual Property.

(a) Section 6.14(a) of the Company Disclosure Letter contains, as of the date hereof, a complete and accurate list of all Statutory Intellectual
Property owned by the Company or any of the Company Subsidiaries.

(b) Neither the Company nor any Company Subsidiaries has received since January 1, 2006 any written charge, complaint, claim, demand or
notice alleging any infringement, misappropriation or violation by the business of the Company of (including any claim that the Company
Subsidiaries conducting the business of the Company must license or refrain from using) any Company Third Party Intellectual Property material
to the business of the Company.

(c) To the Company’s Knowledge, there are no Liens on any Intellectual Property owned by the Company or any of the Company
Subsidiaries.

6.15 Communications Regulatory Matters.

(a) The Company and the Company Subsidiaries hold, and on the Distribution Date will hold, all permits, licenses, franchises, waivers,
orders, approvals, concessions, registrations and other authorizations issued or provided by the FCC, the State Regulators or any other
Governmental Authority relating to communications regulatory matters (including multichannel video) under all Laws currently in effect that are
necessary for the Company and/or the Company Subsidiaries to own their respective assets or operate the applicable portion of the business of the
Company as currently conducted (“Company Licenses”), except such Company Licenses the failure of which to so hold has not had and would not
reasonably be expected to have, individually or in the
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aggregate, a Material Adverse Effect on the Company. The Company has in full force and effect, or will have in full force and effect as of the
Closing Date, authority to provide non-facilities-based international services between the U.S. and all permitted international points pursuant to 47
U.S.C. § 214 and 47 C.F.R. § 63.18.

(b) The Company and each of the Company Subsidiaries in the conduct of its business has complied since January 1, 2006 with, and
currently is not in violation of, any requirement of Law relating to communications regulatory matters (including multichannel video) to which the
Company or any of the Company Subsidiaries is subject, except to the extent that any such non-compliance or violation has not resulted and would
not reasonably be expected to result in any burden, fine or consequence on the business of the Company. Without limiting the foregoing, there is
not pending, nor to the Company’s Knowledge, threatened against the Company or any of the Company Subsidiaries any application, action,
petition, objection or other pleading, or any proceeding by or before the FCC or any State Regulators which questions or contests the validity of, or
any rights of the holder under, or seeks the non-renewal, revocation or suspension of any Company License. Since January 1, 2006, neither the
Company nor any of the Company Subsidiaries has received written notice of an investigation or review by any Governmental Authority
(including, for this purpose only, the Universal Service Administrative Company and any other administrators designated by the FCC or a State
Regulator) relating to communications regulatory matters (including multichannel video) with respect to a material violation by the Company or
any of the Company Subsidiaries of any requirement of Law, excluding any notice in respect of a matter that has been withdrawn or resolved
without the imposition of material penalties, burdens or fines. The Company (a) is capable of providing local number portability in material
compliance with 47 U.S.C. § 251(b)(2) and the implementing rules of the FCC; (b) complies in all material respects with the requirements of the
CALEA; and (c) is capable of providing 911 service in material compliance with 47 U.S.C. § 251(e)(3) and the implementing rules of the FCC and
applicable state Laws of the State Regulators.

6.16 Material Contracts.

(a) Section 6.16(a) of the Company Disclosure Letter sets forth, and the Company has made available to Verizon true and complete copies of,



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

all Company Material Contracts in effect as of the date of this Agreement. For purposes of this Agreement, the term “Company Material
Contracts” means any of the following Contracts (other than this Agreement, each other Transaction Agreement, the Company Benefit Plans and
the Company Benefit Agreements), whether entered into prior to or after the date hereof, to which the Company or any Company Subsidiary is a
party: (i) any “material contract” (as defined in item 601(b)(10) of Regulation S-K of the SEC), (ii) any non-competition agreement or any other
Contract that restricts in any material respect the conduct of any line of business, (iii) any partnership, joint venture or similar Contract material to
the business of the Company, and (iv) any Contract (other than Contracts relating to the Spinco Payment Financing and the Spinco Securities) that
will govern the terms of any Indebtedness (or guarantees thereof) of the Surviving Corporation or any of its Subsidiaries after the Effective Time in
excess of $50,000,000.

(b) Assuming the accuracy of the representations and warranties of Verizon and Spinco in Section 5.17 and compliance by Verizon and
Spinco with Section 7.24, the Company represents that, as of the Closing Date, it will have the capability to assume responsibility for all of the
operations of the Spinco Business. The Company represents that as of the Closing it will have the capability to deliver comparable products and
services comprising the Spinco Business to customers at service levels and at a quality no less favorable than those provided by the Contributing
Companies in the Territory as of immediately prior to the Closing.

(c) (i) Neither the Company nor any Company Subsidiary is in breach of or default under the terms of any Company Material Contract where
such breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company, (ii) to the Company’s Knowledge, no other party to any Company Material Contract is in breach of or in default under the terms of any
Company Material Contract where such breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on the Company and (iii) each Company Material Contract is a valid and binding obligation of the Company or any
Company Subsidiary which is a party thereto and, to the Company’s
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Knowledge, of each other party thereto, and is in full force and effect, except insofar as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors’ rights generally, or by principles governing the availability
of equitable remedies.

6.17 Company Real Property.

(a) The Company or a Company Subsidiary has, in all material respects, good and valid and marketable title to all of the Company Owned
Real Property the loss of which would be material and adverse to the business of the Company (such Company Owned Real Property, the
“Material Company Owned Real Property”), free and clear of all encumbrances other than Permitted Encumbrances. None of the Company or the
Company Subsidiaries has leased or otherwise granted any third party any right to use or occupy any of the Material Company Owned Real
Property, and there are no outstanding options, rights of refusal, rights of first offer or rights of reverter or other third party rights in any of the
Material Company Owned Real Property.

(b) With respect to leases and subleases of real property to which the Company or its Subsidiaries is a party, (i) each is enforceable in
accordance with its terms, except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium
or similar Laws affecting creditors’ rights generally, or by principles governing the availability of equitable remedies, (ii) there is no material
default or material breach of a covenant by the Company or any Company Subsidiaries, (iii) no event has occurred which with or without the
giving of notice or lapse of time, or both, would constitute such a material default or material breach and (iv) there has been no collateral
assignment or other security interest and they are not subject to any encumbrance other than Permitted Encumbrances.

6.18 Opinions of Company Financial Advisors. The Company has received the written opinion of each of Citigroup Global Markets Inc. and
Evercore Partners, to the effect that, as of the date thereof, and based upon and subject to the assumptions and matters set forth therein, the
Aggregate Merger Consideration to be delivered by the Company in respect of the Spinco Common Stock pursuant to the Merger Agreement is
fair, from a financial point of view, to the Company and the holders of Company Common Stock. The Company will deliver copies of such written
opinions to Verizon promptly upon receipt.

6.19 Brokers or Finders. Except with respect to the Persons set forth in Section 6.18, no agent, broker, investment banker, financial advisor
or other similar Person is or will be entitled, by reason of any agreement, act or statement by the Company, or any of the Company Subsidiaries,
directors, officers or employees, to any financial advisory, broker’s, finder’s or similar fee or commission, to reimbursement of expenses or to
indemnification or contribution in connection with any of the transactions contemplated by this Agreement or any other Transaction Agreement.
The material terms of the engagement letters between each of the Company’s financial advisors and the Company have been provided to Verizon.

6.20 Takeover Statutes. Other than Section 203 of the DGCL, no “fair price,” “moratorium,” “control share acquisition,” “business
combination,” “stockholder protection” or other similar anti-takeover statute or regulation enacted under Delaware law, or, to the Company’s
Knowledge, under the law of any other jurisdiction, will apply to this Agreement, the Merger or the transactions contemplated hereby or thereby.
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The action of the Board of Directors of the Company in approving this Agreement and the transactions provided for herein is sufficient to render
inapplicable to this Agreement, the Merger and the transactions contemplated hereby or thereby and the transactions provided for herein, the
restrictions on “business combinations” (as defined in Section 203 of the DGCL) as set forth in Section 203 of the DGCL.

6.21 Certain Board Findings. The Board of Directors of the Company, at a meeting duly called and held, (i) has determined that this
Agreement and the transactions contemplated hereby, including the Merger, and the issuance of shares of Company Common Stock pursuant to the
Merger, are advisable, fair to and in the best interests of the Company and the stockholders of the Company, (ii) approved this Agreement and the
transactions contemplated hereby, including the Merger, and (iii) has resolved to recommend that the stockholders of the Company entitled to vote
thereon adopt this Agreement at the Company Stockholders Meeting.
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6.22 Vote Required. The only vote of the stockholders of the Company required under the DGCL, the NYSE rules or the Company’s
certificate of incorporation for (a) adoption of this Agreement, (b) amendment of the Company’s certificate of incorporation to increase the number
of authorized shares of Company Common Stock in connection with the issuance of the Aggregate Merger Consideration and (c) the issuance of
the Aggregate Merger Consideration is the affirmative vote of the holders of a majority in voting power of all outstanding shares of Company
Common Stock at the Company Stockholders Meeting (collectively, the “Requisite Approval”). The consummation of the transactions
contemplated hereby have been approved by the Company’s Board of Directors such that such consummation and the issuance of shares of
Company Common Stock in the Merger shall be exempted from the terms of the Rights Plan.

6.23 Affiliate Transactions. There are no transactions or Contracts of the type required to be disclosed by the Company under Item 404 of
Regulation S-K between or among (a) the Company or any Company Subsidiary, on the one hand, and (b) any individual who is a “named
executive officer” or director of the Company (as such term is defined in Section 402 of Regulation S-K), on the other hand.

ARTICLE VII

COVENANTS AND AGREEMENTS

7.1 Conduct of Business by the Company Pending the Merger. Following the date of this Agreement and prior to the earlier of the Effective
Time and the date on which this Agreement is terminated pursuant to Section 9.1, except as may be consented to in writing by Verizon (which
consent shall not be unreasonably withheld, conditioned or delayed) or as expressly contemplated by a Transaction Agreement or as set forth in
Section 7.1 of the Company Disclosure Letter, the Company covenants and agrees that the Company and each of the Company Subsidiaries shall
conduct its operations in accordance with its ordinary course of business, consistent with past practice and in compliance with all Laws applicable
to it or to the conduct of its business, and use all commercially reasonable efforts to preserve intact its present business organization, maintain
rights and franchises, keep available the services of its current officers and key employees and preserve its relationships with customers and
vendors in such a manner that its goodwill and ongoing businesses would not reasonably be anticipated to be impaired in any material respect.
Following the date of this Agreement and prior to the earlier of the Effective Time and the date on which this Agreement is terminated pursuant to
Section 9.1 (and notwithstanding the immediately preceding sentence) except (i) as may be required by Law or to comply with any Order relating
to the transactions contemplated hereby, (ii) as may be consented to in writing by Verizon (which consent shall not be unreasonably withheld,
conditioned or delayed, except in the case of clauses (a), (b) and (d) and, in respect of the foregoing clauses, (p) of this Section 7.1, with respect to
which such consent may be withheld in Verizon’s sole discretion), (iii) as may be expressly contemplated by this Agreement or the other
Transaction Agreements, or (iv) as set forth in Section 7.1 of the Company Disclosure Letter, the Company shall not, nor shall it permit any of the
Company Subsidiaries to:

(a) (i) declare or pay any dividends on or make other distributions in respect of any shares of its capital stock or partnership interests
(whether in cash, securities or property), except for the declaration and payment of (A) cash dividends or distributions paid on or with respect to a
class of capital stock or partnership interests all of which shares of capital stock or partnership interests, as the case may be, of the applicable
corporation or partnership are owned directly or indirectly by the Company and (B) regular quarterly dividends on the Company Common Stock
each quarter in an amount not to exceed $0.25 per share at times consistent with the dividend payment practices of the Company in 2008
(including a final partial regular quarterly dividend to the extent permitted under the Company Credit Agreements and paid from existing funds or
existing borrowing capacity, to be declared and paid to pre-Closing Company stockholders, pro rated for the number of days elapsed between
(x) the beginning of the quarterly period in which the Effective Time occurs and (y) the day immediately preceding the Effective Time); (ii) split,
combine or reclassify any of its capital stock or issue or authorize or propose the issuance of any other securities in respect of, in lieu of, or in
substitution for, shares of its capital stock; or (iii) redeem, repurchase or otherwise acquire, or permit any Subsidiary to redeem, repurchase or
otherwise acquire, any shares of its capital stock (including any securities convertible or exchangeable into such
 

A-1-46



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

Table of Contents

capital stock), except (A) pursuant to the terms of the securities outstanding on the date hereof or any securities issued after the date hereof not in
violation of this Agreement and (B) pursuant to the existing terms of a Company Benefit Plan or any awards thereunder outstanding on the date
hereof or granted thereunder after the date hereof in accordance with this Agreement; provided, however, that this Section 7.1(a) shall not prohibit
any such action effected pursuant to the Rights Plan;

(b) issue, deliver or sell, or authorize any shares of its capital stock of any class, any Company Voting Debt or any securities convertible into,
or any rights, warrants or options to acquire, any such shares or other Company Voting Debt or convertible securities, other than (i) pursuant to the
Rights Plan, (ii) the issuance of shares of Company Common Stock upon the exercise of stock options or the vesting of restricted stock units that
are outstanding on the date hereof pursuant to the Company Benefit Plans or granted after the date hereof pursuant to clause (iv) below;
(iii) issuances by a wholly-owned Subsidiary of the Company of its capital stock to such Subsidiary’s parent or another wholly-owned Subsidiary
of the Company; and (iv) the granting of stock options, or the granting of restricted stock units or restricted stock in the ordinary course of
business, consistent with the Company’s past practices, provided that in no event shall the vesting and exercisability of any such newly granted
option, restricted stock unit or restricted stock accelerate or shall any additional rights be conveyed with respect thereto on account of the
transactions contemplated hereby;

(c) amend the Company’s certificate of incorporation or bylaws (other than amend the Company’s certificate of incorporation to increase the
number of authorized shares of Company Common Stock in connection with the issuance of the Aggregate Merger Consideration), or amend any
Company Subsidiary’s certificate of incorporation or bylaws (or other similar organizational documents) in any manner that would prevent or
materially impair or delay the consummation of the transactions contemplated by this Agreement;

(d) acquire or agree to acquire by merger or consolidation, or by purchasing a substantial or controlling equity interest in, or the assets of, or
by any other manner, any business or any corporation, partnership, limited liability entity, joint venture, association or other business organization
or division or business unit thereof or otherwise acquire or agree to acquire any assets (other than the acquisition of equipment and other assets
used in the operations of the business of the Company in the ordinary course consistent with past practice);

(e) sell, lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, or agree to sell, lease, license or otherwise
encumber or subject to any Lien or otherwise dispose of, any of its assets (including capital stock of Subsidiaries of the Company but excluding
(i) surplus real property not used in telephone operations, (ii) inventory and obsolete equipment, in each case, in the ordinary course of business
consistent with past practice, (iii) any Lien required to be created pursuant to the Company Credit Agreements and (iv) Permitted Encumbrances);

(f) incur any Indebtedness or guarantee or otherwise become contingently liable for any Indebtedness or issue or sell any debt securities or
warrants or rights to acquire any debt securities of the Company or any of its Subsidiaries or guarantee any debt securities of others or enter into
any material Lease (whether such Lease is an operating or capital Lease) or enter into any interest rate hedge, other than (i) the incurrence of
Indebtedness under the Company Credit Agreements, (ii) subject to clause (g) below, in order to refinance any Indebtedness of the Company or
any of its Subsidiaries outstanding as of the date hereof, provided that any such refinancing shall be unsecured and shall not include covenants or
other terms that would conflict with or preclude the Special Payment Financing or the Spinco Securities, (iii) pursuant to any customer Contract,
vendor Contract or real property Lease entered into in the ordinary course of business consistent with past practice, (iv) in connection with
equipment leasing in the ordinary course of business, consistent with past practice and (v) Indebtedness owed to the Company or any of its
Subsidiaries;

(g) without limiting clause (f) above, from and after March 1, 2010, offer or solicit or engage in any discussion or negotiations concerning
any potential issuance of debt securities by the Company or its Subsidiaries (or the Surviving Corporation), or authorize any marketing of any
potential issuance of debt securities other than the Special Payment Financing and the issuance of the Spinco Securities;
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(h) except in the ordinary course of business, consistent with past practice, incur or commit to capital expenditures or obligations or liabilities
in connection with any capital expenditure in the aggregate in excess of $10,000,000, other than (i) capital expenditures or obligations or liabilities
in connection therewith to repair or replace facilities destroyed or damaged due to casualty or accident (whether or not covered by insurance),
(ii) as contemplated by the Company’s 2009 capital expenditure budget, which is set forth in Section 7.1(h) of the Company Disclosure Letter, or
the 2010 capital expenditure budget, to the extent it is substantially similar in all material respects to the 2009 capital expenditure budget and
(iii) capital expenditures incurred in connection with integrating the Spinco Assets and the Spinco Business into the Company and its business,
provided that this Section 7.1(h) shall not permit any action otherwise prohibited by Section 7.1(d);

(i) (i) other than in the ordinary course of business, consistent with past practice, or as required or contemplated by a Company Benefit Plan
or Company Benefit Agreement, grant any increases in the compensation of any of its directors, officers or employees; (ii) other than in the
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ordinary course of business, consistent with past practice, pay or agree to pay to any director, officer or employee, whether past or present, any
pension, retirement allowance, change in control, severance or other employee benefit not required or contemplated by any Company Benefit Plan
or Company Benefit Agreement or any other existing benefit, severance, termination, pension or employment plans, Contracts or arrangements as
in effect on the date hereof or as adopted, entered into or amended in accordance with clause (iii) of this Section 7.1(i) after the date hereof;
(iii) other than in the ordinary course of business, consistent with past practice, adopt or enter into any new, or materially amend any, Company
Benefit Plan or Company Benefit Agreement or any other employment or severance or termination Contract with any director, officer or employee;
(iv) accelerate the vesting of, or the lapsing of restrictions with respect to, any stock options or other stock-based compensation; or (v) other than as
required or contemplated under the terms of the applicable Company Benefit Plan, Company Benefit Agreement or collective bargaining
agreement, or other employee plan, agreement, Contract or arrangement (in each case, as in effect on the date hereof or as adopted, entered into or
amended in accordance with clause (iii) of this Section 7.1(i) after the date hereof), take any action to fund or in any other way secure the payment
of compensation or benefits under any Company Benefit Plan, Company Benefit Agreement or collective bargaining agreement, or any other
employee plan, agreement, Contract or arrangement;

(j) authorize, recommend, propose or announce an intention to adopt a plan of complete or partial liquidation or dissolution of the Company
or any of the Company Subsidiaries;

(k) make any material change in its methods of accounting in effect at December 31, 2008 or change its fiscal year except for changes
required by a change in GAAP or required by the auditors of the Company and the Company Subsidiaries;

(l) enter into or amend any agreement or arrangement with any Affiliate of the Company or any Company Subsidiary (other than with
wholly-owned Company Subsidiaries) on terms less favorable to the Company or such Company Subsidiary, as the case may be, than could be
reasonably expected to have been obtained with an unaffiliated third party on an arm’s-length basis;

(m) except in the ordinary course of business, consistent with past practice, or as required by Law, modify, amend or terminate any Company
Material Contract to which the Company or any of the Company Subsidiaries is a party or waive, release or assign any material rights or claims
thereunder or enter into any Company Material Contract;

(n) except as would not be expected to materially and adversely affect the Company or any of its Affiliates or the Surviving Corporation on a
going-forward basis after the Effective Time, (i) make or rescind any material express or deemed election relating to Taxes, including elections for
any and all joint ventures, partnerships, limited liability companies or other investments where the Company has the capacity to make such binding
election, (ii) settle or compromise any material claim, action, suit, litigation, proceeding, arbitration, investigation, audit or controversy relating to
Taxes, (iii) amend any material Tax Returns or (iv) change in any material respect any of its
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methods of reporting income or deductions for federal income tax purposes from those expected to be employed in the preparation of its federal
income tax return for the taxable year ending December 31, 2008 (unless such change is required by Law);

(o) pay, discharge or satisfy any material claims, liabilities or obligations (absolute, accrued, asserted or unasserted, contingent or otherwise),
except for the payment, discharge or satisfaction (which includes the payment of final and unappealable judgments) in the ordinary course of
business, consistent with past practice, or in accordance with their terms, of liabilities (x) reflected or reserved against in, or contemplated by, the
most recent consolidated financial statements (or the notes thereto) of the Company included in the Company’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2008, or (y) incurred in the ordinary course of business since the date of such financial statements; or

(p) agree or commit to do any of the foregoing actions.

7.2 Conduct of Spinco Business Pending the Merger. Following the date of this Agreement and prior to the earlier of the Effective Time and
the date on which this Agreement is terminated pursuant to Section 9.1, except as may be consented to in writing by the Company (which consent
shall not be unreasonably withheld, conditioned or delayed) or as expressly contemplated by a Transaction Agreement or as set forth in Section 7.2
of the Spinco Disclosure Letter, Verizon and Spinco jointly and severally covenant and agree that Verizon and each of the Contributing Companies
(in regard to the Spinco Business only) and Spinco and each of the Spinco Subsidiaries shall conduct its operations in accordance with its ordinary
course of business, consistent with past practice and in compliance with all Laws applicable to it or to the conduct of its business, and use all
commercially reasonable efforts to preserve intact its present business organization, maintain rights and franchises, keep available the services of
its current officers and key employees and preserve its relationships with customers and vendors in such a manner that its goodwill and ongoing
businesses would not reasonably be anticipated to be impaired in any material respect. Following the date of this Agreement and prior to the earlier
of the Effective Time and the date on which this Agreement is terminated pursuant to Section 9.1 (and notwithstanding the immediately preceding
sentence) except (i) as may be required by Law or to comply with any Order relating to the transactions contemplated hereby, (ii) as may be
consented to in writing by the Company (which consent shall not be unreasonably withheld, conditioned or delayed, except in the case of clauses
(a), (c) and (e) and, in respect of the foregoing clauses, (p) of this Section 7.2, with respect to which such consent may be withheld in the
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Company’s sole discretion), (iii) as may be expressly contemplated by this Agreement or the other Transaction Agreements, (iv) as required to
permit the ordinary course operation of Verizon’s cash management system prior to the Effective Time, including any distributions of cash in
connection therewith, or (v) as set forth in Section 7.2 of the Spinco Disclosure Letter, Spinco shall not, nor shall Verizon or Spinco permit any of
the Spinco Subsidiaries or, to the extent applicable, any of the Contributing Companies with respect to the Spinco Business to:

(a) issue, deliver or sell, or authorize any shares of Spinco’s capital stock or other voting or convertible securities or capital stock or other
voting or convertible securities of any Spinco Subsidiary of any class, or any rights, warrants or options to acquire, any such shares or securities
(including additional options or other equity-based awards that could be converted into any option to acquire Spinco Common Stock or the capital
stock of any Spinco Subsidiary pursuant to the Employee Matters Agreement or otherwise), other than (i) pursuant to this Agreement, pursuant to
the Distribution Agreement or required in connection with the Contribution and (ii) issuances by a wholly-owned Subsidiary of Spinco of its
capital stock to such Subsidiary’s parent or another wholly-owned Subsidiary of Spinco;

(b) adopt any provision of, or otherwise amend, the certificate of incorporation or bylaws (or other similar organizational documents) of
Spinco or any Spinco Subsidiary in any manner that would prevent or materially impair or delay the consummation of the transactions
contemplated by this Agreement;

(c) acquire or agree to acquire by merger or consolidation, or by purchasing a substantial or controlling equity interest in, or the assets of, or
by any other manner, any business or any corporation, partnership, limited
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liability entity, joint venture, association or other business organization or division or business unit thereof or otherwise acquire or agree to acquire
any assets (other than the acquisition of equipment and other assets used in the operations of the Spinco Business in the ordinary course consistent
with past practice);

(d) sell, lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, or agree to sell, lease, license or otherwise
encumber or subject to any Lien or otherwise dispose of, any of the assets that would constitute Spinco Assets as of the Distribution Date
(including capital stock of Spinco Subsidiaries but excluding (i) surplus real property not used in telephone operations, (ii) inventory and obsolete
equipment, in each case, in the ordinary course of business consistent with past practice and (iii) Permitted Encumbrances);

(e) incur any Indebtedness or guarantee or otherwise become contingently liable for any Indebtedness or issue or sell any debt securities or
warrants or rights to acquire any debt securities of Spinco or any of its Subsidiaries or guarantee any debt securities of others or enter into any
material Lease (whether such Lease is an operating or capital Lease) or enter into any interest rate hedge, other than (i) pursuant to any customer
Contract, vendor Contract or real property Lease entered into in the ordinary course of business consistent with past practice, (ii) in connection
with equipment leasing in the ordinary course of business consistent with past practice and (iii) in connection with the Special Payment Financing
and/or the issuance of the Spinco Securities, as contemplated by the Distribution Agreement;

(f) except in the ordinary course of business, consistent with past practice, incur or commit to capital expenditures or obligations or liabilities
in connection with any capital expenditure in the aggregate in excess of $10,000,000, in each case, other than (i) capital expenditures or obligations
or liabilities in connection therewith to repair or replace facilities destroyed or damaged due to casualty or accident (whether or not covered by
insurance) and (ii) as contemplated by the 2009 capital expenditure budget of Verizon for the Spinco Business, which is set forth in Section 7.2(f)
of the Spinco Disclosure Letter, or the 2010 capital expenditure budget, to the extent it is substantially similar in all material respects to the 2009
capital expenditure budget (except as set forth in Section 7.2(f) of the Spinco Disclosure Letter), provided that this Section 7.2(f) shall not permit
any action otherwise prohibited by Section 7.2(c);

(g) authorize, recommend, propose or announce an intention to adopt a plan of complete or partial liquidation or dissolution of Spinco or any
Spinco Subsidiary;

(h) (i) other than in the ordinary course of business, consistent with past practice, or as required or contemplated by a Spinco Benefit Plan or
Spinco Benefit Agreement, grant any increases in the compensation of any of its directors, officers or employees; (ii) other than in the ordinary
course of business, consistent with past practice, pay or agree to pay to any director, officer or employee, whether past or present, any pension,
retirement allowance, change in control, severance or other employee benefit not required or contemplated by any Spinco Benefit Plan or Spinco
Benefit Agreement or any other existing benefit, severance, termination, pension or employment plans, Contracts or arrangements as in effect on
the date hereof or as adopted, entered into or amended in accordance with clause (iii) of this Section 7.2(h) after the date hereof; (iii) other than in
the ordinary course of business, consistent with past practice, adopt or enter into any new, or materially amend any, Spinco Benefit Plan or Spinco
Benefit Agreement or any other employment, severance or termination Contract with any director, officer or employee; (iv) accelerate the vesting
of, or the lapsing of restrictions with respect to, any stock options or other stock-based compensation; or (v) other than as required or contemplated
under the terms of the applicable Spinco Benefit Plan, Spinco Benefit Agreement or collective bargaining agreement, or other employee plan,
agreement, Contract or arrangement (in each case, as in effect on the date hereof or as adopted or entered into or amended in accordance with
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clause (iii) of this Section 7.2(h) after the date hereof), take any action to fund or in any other way secure the payment of compensation or benefits
under any Spinco Benefit Plan, Spinco Benefit Agreement or collective bargaining agreement, or any other employee plan, agreement, Contract or
arrangement;

(i) other than in the ordinary course of business, consistent with past practice, establish, adopt, enter into, terminate or amend any collective
bargaining agreement, plan, trust, fund, policy or arrangement for the benefit
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of any current or former directors, officers, employees or any of their beneficiaries, except, in each case, as contemplated by the Employee Matters
Agreement, as is necessary to comply with applicable Law, or as would not result in a material increase in the cost of maintaining such collective
bargaining agreement, plan, trust, fund, policy or arrangement;

(j) make any material change in Verizon’s methods of accounting with respect to the Spinco Business in effect on December 31, 2008 or
change the fiscal year of the Spinco Business except for changes required by a change in GAAP or required by the auditors of Verizon and the
Verizon Subsidiaries;

(k) except as would not be expected to materially and adversely affect Spinco or any of its Subsidiaries or the Spinco Business, or the
Surviving Corporation on a going-forward basis after the Effective Time, (i) make or rescind any material express or deemed election relating to
Taxes of Spinco or any of its Subsidiaries or the Spinco Business, including elections for any and all joint ventures, partnerships, limited liability
companies or other investments where Verizon or Spinco has the capacity to make such binding election (other than any election necessary in
order to obtain the IRS Ruling and/or the Distribution Tax Opinion), (ii) settle or compromise any material claim, action, suit, litigation,
proceeding, arbitration, investigation, audit or controversy relating to Taxes of Spinco or any of its Subsidiaries or the Spinco Business, (iii) amend
any material Tax Returns of Spinco or any of its Subsidiaries or relating to the Spinco Business or (iv) change in any material respect any method
of reporting income or deductions of Spinco or any of its Subsidiaries or the Spinco Business for federal income tax purposes from those expected
to be employed in the preparation of its federal income tax return for the taxable year ending December 31, 2008 (unless such change is required
by Law);

(l) pay, discharge or satisfy any material claims, liabilities or obligations (absolute, accrued, asserted or unasserted, contingent or otherwise),
except for the payment, discharge or satisfaction (which includes the payment of final and unappealable judgments) in the ordinary course of
business, consistent with past practice, or in accordance with their terms, of liabilities (x) reflected or reserved against in, or contemplated by, the
Spinco Financial Statements (or the notes thereto) or (y) incurred in the ordinary course of business since the date of such financial statements;

(m) enter into or amend any agreement or arrangement relating to the Spinco Business that would constitute a Transferred Affiliate
Arrangement and which constitutes a Spinco Asset or Spinco Liability with any Affiliate of Verizon or any Verizon Subsidiary (other than Spinco
or a Spinco Subsidiary), on terms less favorable to Spinco or such Spinco Subsidiary, as the case may be, than could be reasonably expected to
have been obtained with an unaffiliated third party on an arm’s-length basis;

(n) except in the ordinary course of business, consistent with past practice, or as required by Law, modify, amend or terminate any Spinco
Material Contract or waive, release or assign any material rights or claims thereunder or enter into any Spinco Material Contract;

(o) amend the Distribution Agreement; or

(p) agree to commit to take any of the foregoing actions.

7.3 Proxy Statement/Prospectus; Registration Statements.

(a) As promptly as practicable following the date hereof, the Company, Verizon and Spinco shall prepare, and the Company shall file with
the SEC, the Company Registration Statement, including the Proxy Statement/ Prospectus with respect to the transactions contemplated by this
Agreement, and the Company shall use all commercially reasonable efforts to have such Proxy Statement/Prospectus cleared by the SEC under the
Exchange Act and the Company Registration Statement declared effective by the SEC under the Securities Act, as promptly as practicable after
such filings or at such other time as Verizon, Spinco and the Company may agree; and
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(b) As promptly as practicable after obtaining the Requisite Approval, if required under the Securities Act and/or Exchange Act (or otherwise
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required by the SEC) Verizon, Spinco and the Company shall prepare, and Spinco shall file with the SEC, the Spinco Registration Statement and
Spinco shall use all commercially reasonable efforts to have such Spinco Registration Statement declared effective by the SEC under the Securities
Act, as promptly as practicable after such filings or at such other time as Verizon, Spinco and the Company may agree, but in any case prior to the
Distribution Date.

(c) The Company shall, as promptly as practicable after receipt thereof, provide to Verizon copies of any written comments and advise
Verizon of any oral comments with respect to the Proxy Statement/Prospectus and the Company Registration Statement received from the SEC.
Spinco shall, as promptly as practicable after receipt thereof, provide to the Company copies of any written comments and advise the Company of
any oral comments with respect to the Spinco Registration Statement received from the SEC. All parties shall have the right to participate in
conferences with the SEC with respect to the Registration Statements.

(d) The Company shall provide Verizon with a reasonable opportunity to review and comment on any amendment or supplement to the Proxy
Statement/Prospectus or Company Registration Statement prior to filing the same with the SEC, and with a copy of all such filings made with the
SEC. No amendment or supplement to the Proxy Statement/Prospectus or the Company Registration Statement will be made by the Company
without the approval of Verizon (such approval not to be unreasonably withheld, conditioned or delayed). The Company will advise Verizon,
promptly after it receives notice thereof, of the time when the Company Registration Statement has become effective or any supplement or
amendment has been filed, of the issuance of any stop order, of the suspension of the qualification of the Company Common Stock issuable in
connection with the Merger for offering or sale in any jurisdiction, or of any request by the SEC for amendment of the Proxy Statement/Prospectus
or the Company Registration Statement or requests by the SEC for additional information.

(e) Spinco shall provide the Company with a reasonable opportunity to review and comment on any amendment or supplement to any Spinco
Registration Statement prior to filing the same with the SEC, and with a copy of all such filings made with the SEC. No amendment or supplement
to any Spinco Registration Statement will be made by Spinco without the approval of the Company (such approval not to be unreasonably
withheld, conditioned or delayed). Spinco will advise the Company, promptly after it receives notice thereof, of the time when any Spinco
Registration Statement has become effective or any supplement or amendment has been filed, of the issuance of any stop order, of the suspension
of the qualification of the Spinco Common Stock issuable in connection with the Distribution for offering or sale in any jurisdiction, or of any
request by the SEC for amendment of the Spinco Registration Statement or requests by the SEC for additional information.

(f) As promptly as practicable after the date on which the SEC shall clear (whether orally or in writing) the Proxy Statement/Prospectus and,
if required by the SEC as a condition to the mailing of the Proxy Statement/ Prospectus, the date on which the Company Registration Statement
shall have been declared effective, the Company shall mail, or cause to be mailed, the Proxy Statement/Prospectus to its stockholders.

(g) If, at any time prior to the Effective Time, any event or circumstance should occur that results in the Proxy Statement/Prospectus or one or
both of the Registration Statements containing an untrue statement of a material fact or omitting to state any material fact required to be stated
therein or necessary to make the statements therein, in light of the circumstances under which they are made, not misleading, or that otherwise
should be described in an amendment or supplement to the Proxy Statement/Prospectus or one or both of the Registration Statements, Verizon and
the Company shall promptly notify each other of the occurrence of such event and then the applicable party shall promptly prepare, file and clear
with the SEC and, in the case of the Proxy Statement/Prospectus, mail, or cause to be mailed, to the Company’s stockholders each such amendment
or supplement.

(h) Verizon and Spinco agree to promptly provide the Company with the information concerning Verizon, Spinco and their respective
Affiliates required to be included in the Proxy Statement/Prospectus and the Company Registration Statement. In furtherance of the foregoing,
Verizon and Spinco shall use all commercially reasonable
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efforts to, or shall use all commercially reasonable efforts to cause their representatives to, furnish as promptly as practicable to the Company such
additional financial and operating data and other information concerning the Spinco Business as the Company may reasonably request to complete
the Proxy Statement/Prospectus and the Company Registration Statement in accordance with the Securities Act and/or Exchange Act (including
any financial statements required to be included therein).

(i) The Company agrees to promptly provide Spinco with the information concerning the Company and its Affiliates required to be included
in the Spinco Registration Statement. In furtherance of the foregoing, the Company shall use all commercially reasonable efforts to, or shall use all
commercially reasonable efforts to cause its representatives to, furnish as promptly as practicable to Spinco such additional financial and operating
data and other information concerning the business of the Company as Spinco may reasonably request to complete the Spinco Registration
Statement in accordance with the Securities Act and/or Exchange Act (including any financial statements required to be included therein).

7.4 Stockholders Meeting.
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(a) As promptly as practicable following the date hereof and the date on which the SEC shall clear (whether orally or in writing) the Proxy
Statement/Prospectus and, if required by the SEC as a condition to the mailing of the Proxy Statement/Prospectus, the Company Registration
Statement shall have been declared effective, the Company shall call a special meeting of its stockholders (the “Company Stockholders Meeting”)
to be held as promptly as practicable for the purpose of voting upon (i) the adoption of this Agreement, (ii) the amendment of the Company’s
certificate of incorporation to increase the number of authorized shares of Company Common Stock in connection with the issuance of the
Aggregate Merger Consideration and (iii) the issuance of shares of Company Common Stock pursuant to the Merger. This Agreement shall be
submitted for adoption to the stockholders of the Company at such special meeting. The Company shall deliver, or cause to be delivered, to the
Company’s stockholders the Proxy Statement/Prospectus in definitive form in connection with the Company Stockholders Meeting at the time and
in the manner provided by the applicable provisions of the DGCL, the Exchange Act and the Company’s certificate of incorporation and bylaws
and shall conduct the Company Stockholders Meeting and the solicitation of proxies in connection therewith in compliance with such statutes,
certificate of incorporation and bylaws.

(b) The Board of Directors of the Company shall recommend that the Company’s stockholders vote in favor of the items in Section 7.4(a)(i)-
(iii) (the “Company Board Recommendation”) and shall not withdraw, modify or qualify or publicly propose to withdraw, modify or qualify, in
any manner adverse to Verizon, the Company Board Recommendation, including approving or recommending a Company Acquisition Proposal or
a Company Superior Proposal or any other alternative course of action (any such action, a “Change of Board Recommendation”); provided that the
Board of Directors of the Company may make a Change of Board Recommendation pursuant to and in conformity with Section 7.11(c). For the
avoidance of doubt, the obligation of the Company to call and hold the Company Stockholder Meeting for the purpose of voting upon the items in
Section 7.4(a)(i)-(iii) shall not be affected by a Change of Board Recommendation.

7.5 Efforts to Close. Subject to the terms and conditions of the applicable Transaction Agreement, each of the parties agrees to use all
commercially reasonable efforts to take, or cause to be taken, all actions and to do, or cause to be done, all things necessary, proper or advisable to
consummate and make effective in accordance with the terms of the Transaction Agreements the transactions contemplated by the Transaction
Agreements, including executing such documents, instruments or conveyances of any kind that may be reasonably necessary or advisable on the
terms set forth herein to carry out any of the transactions contemplated by the Transaction Agreements; provided, however, that such additional
documents, instruments and conveyances shall not (w) provide for additional representations or warranties, (x) impose additional obligations or
liabilities on any party, (y) delay the consummation of the transactions contemplated by this Agreement or (z) be inconsistent with the express
terms of any Transaction Agreement.
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7.6 Regulatory Matters.

(a) Subject to the terms and conditions set forth in this Agreement, each of Verizon, Spinco and the Company shall use all commercially
reasonable efforts (subject to, and in accordance with, applicable Law) to take promptly, or cause to be taken, all actions, and to do promptly, or
cause to be done, and to assist and cooperate with the other party in doing, all things necessary, proper or advisable under applicable Laws and
regulations to consummate and make effective the Merger and the other transactions contemplated by this Agreement (including, subject to
Section 7.18, consummating the Special Payment Financing), on the express terms set forth herein, including (i) the obtaining of all necessary
actions, waivers, consents and approvals from any Governmental Authority and the making of all necessary registrations and filings and the taking
of all steps as may be necessary to obtain an approval or waiver from, or to avoid an action or proceeding by, any Governmental Authority, and
(ii) the defending of any lawsuits or other legal proceedings, whether judicial or administrative, challenging this Agreement or the consummation of
the transactions contemplated by this Agreement.

(b) Subject to the terms and conditions herein provided and without limiting the foregoing, each of Verizon, Spinco and the Company shall
(i) promptly (but in no event later than 60 days after the date hereof) file all applications requiring prior approval or other submissions required to
be filed with (x) the FCC (the “FCC Applications”), except those submissions addressed in Sections 7.6(i) below and 7.6(j), which shall be made
as set forth in those Sections, and except those applications that may be filed with the FCC for “immediate approval” under 47 C.F.R.
Section 1.948(j)(2) or for approval that permits operation upon application under 47 C.F.R. Section 90.159(c) and (y) the State Regulators in the
states listed in Section 4.2(c) of the Verizon Disclosure Letter and Section 6.3(d) of the Company Disclosure Letter (each, a “State PUC
Application”), in each case to effect the transfer of control of the Spinco Business and to cause such authorities to permit consummation of each of
the transactions contemplated hereby or by the Distribution Agreement, and respond as promptly as practicable to any additional requests for
information received from the FCC or any State Regulator or by any party to a FCC Application or a State PUC Application, (ii) use all
commercially reasonable efforts to cure not later than the Effective Time any violations or defaults under any FCC Rules or rules of any State
Regulator, (iii) use all commercially reasonable efforts to cooperate with each other in (A) determining whether any filings are required to be made
with, or consents, permits, authorizations or approvals are required to be obtained from, any other Governmental Authorities in connection with the
execution and delivery of this Agreement and the consummation of the transactions contemplated hereby and (B) timely making all such filings and
timely seeking all such consents, permits, authorizations or approvals. All such filings shall be joint filings, unless Verizon and the Company
mutually agree otherwise.
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(c) Each of the Company and Verizon shall use all commercially reasonable efforts to obtain the consents of the FCC, the State Regulators in
the states listed in Section 4.2(c) of the Verizon Disclosure Letter and Section 6.3(d) of the Company Disclosure Letter, any other State Regulators
or other Governmental Authorities relating to communications regulatory matters (including multichannel video) that may require consents,
permits, authorizations or approvals and any local municipal and county franchise authorities with respect to video franchises, in each case as are
required to effect the transfer of control of the Spinco Business and permit the consummation of each of the transactions contemplated hereby or by
the Distribution Agreement (such consents collectively, the “Telecommunications Regulatory Consents”), and the parties agree to cooperate fully
with each other and with the applicable Governmental Authorities to obtain the Telecommunications Regulatory Consents at the earliest
practicable date. The Company and Verizon shall cooperate in seeking to demonstrate that the transactions contemplated hereby meet all
applicable regulatory standards (as they may be in effect from time to time) and to obtain all Telecommunications Regulatory Consents without
any changes or the imposition of any conditions or restrictions, other than those (i) the Company may offer in its discretion in any application for
an Order approving the transactions contemplated hereby or in any related filing or testimony or (ii) that would not reasonably be expected to
constitute a Materially Adverse Regulatory Condition. In the event any Governmental Authority imposes any such material change, condition or
restriction on the grant or receipt of any Telecommunications Regulatory Consents, each of the Company and Verizon shall use all commercially
reasonable efforts to seek modification or removal of such change, condition or restriction.
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(d) Within 120 days after the date of this Agreement, or such other time as the parties may agree, the parties will make such filings, if any, as
may be required by the HSR Act with respect to the transactions contemplated by this Agreement. Thereafter, the parties will file as promptly as
practicable all reports or other documents required or requested by the U.S. Federal Trade Commission or the U.S. Department of Justice pursuant
to the HSR Act or otherwise, including requests for additional information concerning such transactions, so that the waiting period specified in the
HSR Act will expire as soon as reasonably practicable after the execution and delivery of this Agreement. The Company shall pay all application
fees required in connection with any filings under the HSR Act.

(e) Verizon and the Company shall each cause their respective counsel to furnish the other party such necessary information and reasonable
assistance as the other may reasonably request in connection with its preparation of necessary filings or submissions under the provisions of the
HSR Act or with respect to any Telecommunications Regulatory Consents.

(f) Verizon and the Company shall each cause their respective counsel to supply to the other party copies of all correspondence, filings or
written communications by such party or its Affiliates with any Governmental Authority or staff members thereof, with respect to the transactions
contemplated by this Agreement and any related transactions, except for documents filed pursuant to Item 4(c) of the Hart-Scott-Rodino
Notification and Report Form or communications regarding the same, and except for documents or information submitted in response to any
request for additional information or documents pursuant to the HSR Act which reveal Verizon’s or the Company’s negotiating objectives or
strategies or purchase price expectations.

(g) The parties shall use all commercially reasonable efforts to cooperate with each other in their communications with any Governmental
Authority and related parties, consultants and advisors relative to matters that relate directly to or may affect the consummation of Merger or the
transactions contemplated hereby. No party or its advisor shall initiate communications, orally or in writing, with, or respond to any inquiry or
request of, any Governmental Authority, including the FCC, the U.S. Department of Justice, State Regulators, state attorney generals and local
franchising authorities, or any consumer advocate which is, or may reasonably be expected to be, a party to a proceeding before a Governmental
Authority, or any third-party consultant or advisor to any of the foregoing, regarding the Merger or the transactions contemplated hereby, without
providing the other party, when reasonably practicable, with reasonable advance notice of the communication or response. If a Governmental
Authority or any consumer advocate or any third-party consultant or advisor to any of the foregoing initiates communications on matters that relate
directly to or may affect the Merger or the transactions contemplated hereby, the contents or substance of that communication shall be disclosed as
promptly as practicable to the other parties by providing a copy of any written communication and a summary of any oral communication.

(h) If any objections are asserted with respect to the transactions contemplated hereby or the Transaction Agreements under any Regulatory
Law or if any suit is instituted (or threatened to be instituted) by any Governmental Authority or any private party recommending or seeking to
deny the granting of any Telecommunications Regulatory Consent or challenging any of the transactions contemplated hereby as violative of any
Regulatory Law or otherwise, each of the Company, Verizon and Spinco shall cooperate in all respects with the other and shall use all
commercially reasonable efforts to contest and resist any such action or proceeding and to have vacated, lifted, reversed or overturned any decree,
judgment, injunction or other order, whether temporary, preliminary or permanent, that is in effect and that prohibits, prevents or restricts
consummation of the transactions contemplated by this Agreement on the express terms contemplated hereby and by the Transaction Agreements
without any changes or the imposition of any conditions or restrictions, other than those (i) the Company may offer in its discretion in any
application for an order approving the transaction contemplated hereby or in any related filing or testimony or (ii) that would not reasonably be
expected to constitute a Materially Adverse Regulatory Condition; provided, however, that the foregoing obligations shall not apply to a final
Order of the FCC or any State Regulators. Neither Verizon nor the Company shall settle any such action, suit or proceeding or fail to perfect on a
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timely basis any right to appeal any judgment rendered or order entered against such party therein without having previously consulted with the
other party. Notwithstanding the foregoing or any other provision of this Agreement, nothing in this Section 7.6 shall limit a party’s right to
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terminate this Agreement pursuant to Section 9.1 so long as such party has, prior to such termination, complied in all respects with its obligations
under this Section 7.6. For purposes of this Agreement, “Regulatory Law” means the Sherman Antitrust Act, as amended, the Clayton Antitrust
Act of 1914, as amended, the HSR Act, the Federal Trade Commission Act of 1914, as amended, the Communications Act of 1934, as amended,
and all other federal, state or foreign, if any, statutes, rules, regulations, orders, decrees, administrative and judicial doctrines and other Laws that
relate to the granting of regulatory consents in respect of telecommunications matters or that are designed or intended to prohibit, restrict or
regulate actions having the purpose or effect of monopolization or restraint of trade or lessening competition, whether in the communications
industry or otherwise through merger or acquisition.

(i) To the extent necessary to comply with state laws and regulations and FCC Rules, including those prohibiting “slamming” as set forth in
47 C.F.R. Section 64.1120, at least 60 days prior to the estimated Closing Date (as reasonably estimated by the parties), (i) the Company shall, at
its own expense, prepare and deliver to Verizon a draft notice providing the information required by 47 C.F.R. Section 64.1120(e) addressed to the
telecommunications customers of Spinco and the Spinco Subsidiaries, after giving effect to the Contribution, it being understood that Verizon shall
have the opportunity to review and comment on the contents of such notice; and (ii) Verizon shall, at the Company’s cost and expense (which shall
be a reimbursement of Verizon’s out-of-pocket costs and expenses), cause such notice to be delivered to such customers at least 30 days before the
estimated Closing Date (as reasonably estimated by the parties) by a direct mailing or in accordance with such method of notice and notification
period that the FCC or State Regulators may order or require. Verizon and/or Spinco will be responsible for preparing, distributing, and filing (at
the Company’s expense) any notices relating to “discontinuance, reduction, or impairment” of service to the customers of Spinco and the Spinco
Subsidiaries after giving effect to the Contribution required by 47 C.F.R. Sections 63.19 and 63.71.

(j) On or prior to the Closing Date, the Company, at its own expense, shall adopt (to the extent permitted by State Regulators) the tariffs, price
lists, schedules of rates, other statements of terms and conditions, including special customer arrangements, special assemblies, price flex
arrangements, and individual customer-based arrangements of Verizon and other Verizon Affiliates for telecommunications services, which are
applicable in whole or in part in the Territory, are effective under applicable Laws, and are in effect immediately prior to the Closing (collectively,
the “Tariffs”). The Company shall maintain the Tariffs in effect at least until the end of the service term specified in (i) the Tariffs (to the extent
permitted by State Regulators), (ii) agreements implementing such Tariffs with customers served by Verizon’s Affiliates under retained Blended
Customer Contracts, Contracts governing Retained Customer Accounts, and the agreements of customers who do not provide Third Party Consents
(each a “Specified Contract”) and (iii) agreements implementing such Tariffs with Persons who are Affiliates of Verizon on or before the Closing
Date, and any optional renewal term exercisable by customers which are party to a Specified Contract or such Affiliates in such agreements or
Tariffs, as applicable. The Company further agrees that, to the extent such Tariffs or agreements implementing such Tariffs contain rates and
charges or other terms and conditions based on volume of service, amount of purchase or spend, or similar volume commitments by the customers
which are party to a Specified Contract or such Affiliates (the “Volume Commitments”), the Company will reduce such Volume Commitments pro-
rata, without a change in rates and charges or other terms and conditions under such Tariffs or agreements, to reflect the fact that the customers
who are party to a Specified Contract or such Affiliates may, after Closing, take service from both Verizon Affiliates and the Company and not
from Verizon Affiliates or the Company alone. The pro-rata reduction shall be equal to or exceed the amount of the Volume Commitment
provided by Verizon Affiliates after Closing. By way of example, and not by limitation, if after Closing, such customer or Affiliate purchased 75%
of a Volume Commitment from the Company and 25% of a Volume Commitment from Verizon Affiliates, then the Company would reduce the
Volume Commitment by 25% in affected Tariffs and agreements implementing such Tariffs. At its own expense, the Company shall make all
filings and take all other actions as may be required by applicable Laws to make the Tariffs and pro-rata reductions of Volume Commitments
adopted or made by the Company under this Section 7.6(j) legally effective not later than the Effective Time. If the applicable State Regulators do
not permit, in whole or in part, the adoption of such Tariffs by the Company or the maintenance of such Tariffs during the service terms described
above in this Section 7.6(j), then from and
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after the Effective Time and through the date on which the Company would no longer have been required under this Section 7.6(j) to maintain the
applicable Tariffs had such State Regulators permitted their adoption, the Company will provide service terms, rates and services equivalent to the
applicable Tariffs, including reductions in Volume Commitments, by means and methods acceptable to the applicable State Regulators.

(k) In cases in which Verizon or any of its Affiliates is a party to a Contract with a competitive local exchange carrier, a local exchange
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carrier, or an interexchange carrier for interconnection services within the Territory (collectively, the “Verizon Interconnection Agreements”),
Verizon and the Company agree that until Closing and for a period of six months following the Closing Date, each of Verizon and the Company
shall use all commercially reasonable efforts to facilitate the negotiation of similar agreements or modifications to and assignments of the Verizon
Interconnection Agreements that will transfer the benefits and obligations of Verizon contained in such Verizon Interconnection Agreements to the
Company after Closing.

7.7 Employee Matters. Verizon, Spinco and the Company agree that throughout the internal restructurings taken in contemplation of this
Agreement, including the Internal Spinoffs and Internal Restructurings, the Contribution, Distribution, and the Merger, the Spinco Business
Employees shall maintain uninterrupted continuity of employment, compensation and benefits, and, also for union-represented employees,
uninterrupted continuity of representation for purposes of collective bargaining and uninterrupted continuity of coverage under their collective
bargaining agreements, in each case as contemplated by and provided in the Employee Matters Agreement and other than as set forth in Section 2.3
of the Distribution Agreement.

7.8 Certain Third Party Consents.

(a) Verizon and Spinco shall use all commercially reasonable efforts to identify and obtain prior to the Closing any material Verizon Third
Party Consents necessary to be obtained to authorize, approve or permit the consummation of the transactions contemplated by the Distribution
Agreement or this Agreement. If such Verizon Third Party Consents have not been obtained prior to the Closing, Verizon and the Surviving
Corporation shall use all commercially reasonable efforts thereafter to obtain such Verizon Third Party Consents within six months following the
Closing Date; provided, however, that any consent costs or other considerations to be paid by Verizon and the Company (or, for periods following
the Closing, the Surviving Corporation) to obtain Verizon Third Party Consents sought pursuant to this Section 7.8(a) and Verizon IP Consents
sought pursuant to Section 7.8(b), together with costs associated with the separation of any Blended Customer Contract as provided in
Section 7.8(e), shall be borne by the parties as provided in Section 7.8(a) of the Verizon Disclosure Letter; provided further, however, that (x) such
limitation shall not apply to any filing, recordation or similar fees payable to any Governmental Authority, which filing, recordation or similar fees
shall be shared equally between Verizon, on the one hand, and the Company or the Surviving Corporation, on the other hand, and (y) such
calculation of amounts for which the parties have agreed to share shall exclude any amounts payable by the Surviving Corporation pursuant to the
Software License Agreement.

(b) Promptly following the date hereof and, if the Closing occurs, for a period of six months following the Closing Date, Verizon shall use,
and shall cause its Affiliates to use, all commercially reasonable efforts, in cooperation with the Company or the Surviving Corporation, to identify
and thereafter obtain Verizon IP Consents. The parties shall bear the costs of obtaining any Verizon IP Consent (collectively, the “Verizon IP
Consent Costs”) as provided in Section 7.8(a) of the Verizon Disclosure Letter. For the avoidance of doubt, (i) Verizon IP Consents shall include
any authorization, approval, consent, waiver or replacement license of a third Person required to permit the Surviving Corporation and its
Subsidiaries, as applicable, to retain rights after the Closing to any material Network Element Software that is made available to one or more
Contributing Companies pursuant to a Retained Contract and (ii) except to the extent provided otherwise in Section 7.8(a) of the Verizon
Disclosure Letter, Verizon IP Consent Costs shall not include the costs attributable to obtaining for the benefit of the Surviving Corporation or its
Subsidiaries any upgrade or maintenance, support or other service used or useful in the operation of material Network Element Software following
the Closing or the costs attributable to any licenses under Verizon Third Party Intellectual Property required to receive and use services pursuant to
the Software License Agreement.
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(c) Notwithstanding anything to the contrary contained herein, but subject to the obligations set forth in this Section 7.8(c) and, with respect
to the circumstances described in the first sentence of Section 7.8(f), to the provisions of Section 7.8(f), to the extent any Verizon Third Party
Consent or Verizon IP Consent is required in connection with the consummation of the transactions contemplated by the Distribution Agreement or
this Agreement and such Verizon Third Party Consent or Verizon IP Consent is not received at or prior to the Closing, then, (i) if applicable, the
Contract that is the subject of such Verizon Third Party Consent shall not be assigned in the Contribution and (ii) if applicable, to the extent any
such Contract requiring a Verizon Third Party Consent may only be enjoyed by Verizon or an Affiliate of Verizon, such Contract shall be
transferred to Verizon or another Affiliate of Verizon, and Verizon agrees in each case to use all commercially reasonable efforts to make the
benefits of any such Contract available to the Surviving Corporation for the remaining term thereof (it being understood that Verizon shall not be
obligated to renew or extend any such Contract other than those that are up for renewal or extension within six months following the Closing Date)
and its Subsidiaries following the Closing Date, subject to (x) the assumption of obligations in respect of such Contract (to the extent such
obligations relate to or arise from the benefits of such Contract that have been made available to the Surviving Corporation and its Subsidiaries) by
the Surviving Corporation and its Subsidiaries and (y) the limitations on required payments set forth in Sections 7.8(a) and 7.8(b).

(d) Verizon shall use all commercially reasonable efforts to deliver to the Company within 60 days of the date hereof (i) a list of all third
parties who are counterparties to a Retained Contract and which Verizon reasonably believes were paid an aggregate of $250,000 or more in
calendar year 2008 by Verizon or its Subsidiaries as indicated in the accounts payable system of Verizon in respect of such Contract and (ii) to the
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extent not prohibited pursuant to confidentiality obligations contained in any such Contract, either (A) a copy of such Contract (if such Contract is
in writing) or (B) a description of the products/services which are the subject of the Contract.

(e) With respect to Blended Customer Contracts, Verizon and the Company will use all commercially reasonable efforts to obtain prior to the
Closing or, if not obtained, will use all commercially reasonable efforts to obtain within six months following the Closing Date, from the
counterparty to each Blended Customer Contract any needed consent to separate the portion of such Contract that relates to the goods or services
purchased from or supplied to the Spinco Business under such Blended Customer Contract, it being agreed that Verizon and the Company shall not
be required to grant any consideration to any counterparty to such a Blended Customer Contract except to the extent of any consent costs that are
included in the amounts for which Verizon has agreed to be responsible pursuant to Section 7.8(a). The Contract constituting the separated portion
of any Blended Customer Contract that relates to the Spinco Business as described in the preceding sentence shall be assumed by and become the
responsibility of Spinco (or the Surviving Corporation to the extent it is separated following the Closing).

(f) With respect to (x) any Contracts in effect as of the Closing Date associated with a Retained Customer Account, (y) any failure to assign
any customer Contract that would have been assigned in the Contribution as a Spinco Asset but for the failure to obtain a Verizon Third Party
Consent or (z) any failure to assume any Blended Customer Contract that would have been assumed in part by Spinco pursuant to Section 7.8(e)
but for the failure of the counterparty to consent to such assumption, then (i) to the extent such Contract involves the provision to the customer
thereunder of ILEC services that are a part of the Spinco Business, Verizon shall use Surviving Corporation and its Subsidiaries succeeding to the
Spinco Business to provide such services to such customer subject to the rights, if any, of such customer under such Contract to consent thereto and
(ii) to the extent such Contract involves the provision to the customer thereunder of non-ILEC services that are part of the Spinco Business,
Verizon or its Subsidiary or Subsidiaries shall continue to provide such services to such customer in accordance with such Contract. With respect
to ILEC services delivered by the Surviving Corporation and its Subsidiaries in respect of such Contracts, Verizon shall either (A) remit to the
Surviving Corporation amounts received from the applicable customer in accordance with the applicable Tariff (which the Surviving Corporation
shall have mirrored in accordance with Section 7.6(j)) or, if applicable, in accordance with Section 7.6(j), in each case including as to payment
terms, or (B) make payment to the Surviving Corporation in accordance with the terms of the applicable Transferred Affiliate Arrangement,
including as to payment terms. In addition, after application of a credit for any amount paid or payable to Surviving Corporation for services under
the immediately preceding
 

A-1-58

Table of Contents

sentence, Verizon shall remit to Surviving Corporation amounts received from customers in respect of the delivery of services to customers in
respect of non-ILEC services that are part of the Spinco Business and ILEC services provided under any of the customer Contracts or accounts
described in subsections (x), (y) or (z) above in effect as of the Closing Date, net of (I) Verizon’s costs to deliver such service, (II) any other fees
paid or payable to Surviving Corporation or its Subsidiaries under a written agreement with Verizon or its Affiliate in connection with delivering
such service, (III) third party costs incurred by Verizon or its Affiliate in connection with delivering such service, and (IV) any applicable taxes.
Such additional payment shall be made by Verizon promptly after it receives such revenues and in any event not later than 45 days after Verizon’s
receipt of invoices for fees payable to Surviving Corporation or its Subsidiaries. For avoidance of doubt, nothing in this Section 7.8(f) shall apply
to services purchased by Verizon or its Subsidiary or Subsidiaries under Transferred Affiliate Arrangements or Tariffs to the extent such services
are not used to serve Retained Customer Accounts, or Contracts described under clause (y) above, or Blended Customer Contracts described under
clause (z) above, both as of and after the Closing Date. The provisions of this Section 7.8(f) shall exclusively govern the circumstances described
in the first sentence hereof, notwithstanding any other provision of this Agreement or the Distribution Agreement.

(g) Verizon will use all commercially reasonable efforts to identify to the Company prior to the Closing any Verizon Guarantees (as defined
in the Distribution Agreement) and any Spinco Guarantees (as defined in the Distribution Agreement).

(h) Within ninety days of the date hereof, Verizon shall deliver to Company, to the best of its knowledge after reasonable diligence, a
complete and accurate list, as of the date of delivery of such list, of all Third Party Software (as defined in the Software License Agreement and the
FiOS Software License Agreement) used in or with the Software (as defined in the Software License Agreement), the FS Software (as defined in
the FiOS Software License Agreement), and other material Third Party Software. Such list shall include the name of the vendor/supplier of each
such item of Third Party Software, the type of license (e.g., facilities based, seat, location based, etc.), and a good faith estimate of the license fees
for each such item of Third Party Software on such list. Verizon shall update the list promptly if any additional Third Party Software is used as
described above at any time after the delivery of the initial list and prior to the Closing. Prior to the Closing, Verizon shall cooperate with Company
as reasonably requested by Company in obtaining licenses to such Third Party Software, including by waiving any provisions in its agreements
with the vendors/suppliers of the Third Party Software that would prohibit such vendors/suppliers from licensing such software to Company or its
Affiliates.

(i) The Parties covenant to work in good faith to complete Schedule A of the Software License Agreement within 30 days of the date hereof.
Schedule A shall include (1) a description of the services to be performed, (2) the Software to which such services shall be applied, and (3) a
breakdown of the Annual Maintenance Fee (as defined in the Software License Agreement) by each portion of Software. Verizon shall update the
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list promptly if any additional Maintenance Services (as defined in the Software License Agreement) become applicable to the Software or the FS
Software, respectively, as each is used in the Spinco Business and the Spinco FS Business (as defined in the FiOS Software License Agreement) at
any time after the delivery of the initial list and prior to the Closing.

7.9 Tax Matters.

(a) As soon as reasonably practicable after the date of this Agreement, Verizon and the Company, as to matters germane to the Merger, shall
submit to the IRS a request (the “Ruling Request”) for (i) the IRS Ruling, and (ii) any other ruling in connection with the Contribution, the
Distribution or the Merger that Verizon, in consultation with the Company, deems to be appropriate. The initial Ruling Request and any
supplemental materials submitted to the IRS relating thereto (each, an “IRS Submission”) shall be prepared by Verizon. Verizon shall provide the
Company with a reasonable opportunity to review and comment on each IRS Submission prior to the filing of such IRS Submission with the IRS
as contemplated by Section 10.01(b) of the Tax Sharing Agreement; provided that Verizon may redact from any IRS Submission any information
(“Redactable Information”) that (A) Verizon, in its good faith judgment, considers to be confidential and not germane to the Company’s or
Spinco’s obligations under this Agreement or any of the other Transaction Agreements, and (B) is not a part of any other publicly available
information, including any non-confidential filing.
 

A-1-59

Table of Contents

(b) Verizon shall provide the Company with copies of each IRS Submission as filed with the IRS promptly following the filing thereof;
provided that Verizon may redact any Redactable Information from the IRS Submission. Each of Verizon, Spinco and the Company agrees to use
all commercially reasonable efforts to obtain the IRS Ruling and the other rulings set forth in the Ruling Request, including providing such
appropriate information and representations as the IRS shall require in connection with the Ruling Request and any IRS Submissions. Solely for
the avoidance of doubt, nothing in this Section 7.9(b) shall provide grounds for Verizon, Spinco or the Company to alter any obligation or
limitation imposed upon it under this Agreement.

(c) Each of Verizon, Spinco and the Company agrees to use all commercially reasonable efforts to obtain the Distribution Tax Opinion. The
Distribution Tax Opinion shall be based upon the IRS Ruling, any other rulings issued by the IRS in connection with the Ruling Request, and
customary representations and covenants, including those contained in certificates of Verizon, Spinco, the Company and others, reasonably
satisfactory in form and substance to Verizon Tax Counsel (such representations and covenants, the “Distribution Tax Representations”). Each of
Verizon, Spinco and the Company shall deliver to Verizon Tax Counsel, for purposes of the Distribution Tax Opinion, the Distribution Tax
Representations.

(d) Verizon and Spinco, on the one hand, and the Company, on the other hand, shall cooperate with each other in obtaining, and shall use all
their respective commercially reasonable efforts to obtain, a written opinion of their respective tax counsel, Company Tax Counsel, in the case of
the Company, and Verizon Tax Counsel, in the case of Verizon and Spinco, in form and substance reasonably satisfactory to the Company and
Verizon, respectively (each such opinion, a “Merger Tax Opinion”), dated as of the Effective Time, to the effect that, on the basis of facts,
representations and assumptions set forth in such opinion, the Merger will be treated as a tax-free reorganization within the meaning of
Section 368(a) of the Code, and no gain or loss will be recognized by Spinco or its stockholders (except to the extent of cash in lieu of fractional
share interests) in the Merger. Each of the Company, Verizon and Spinco shall deliver to Company Tax Counsel and Verizon Tax Counsel for
purposes of the Merger Tax Opinions customary representations and covenants, including those contained in certificates of the Company, Verizon,
Spinco and others, reasonably satisfactory in form and substance to Company Tax Counsel and Verizon Tax Counsel.

(e) Prior to the Effective Time, each of Verizon, Spinco and the Company agrees to use all commercially reasonable efforts to cause the Tax-
Free Status of the Transactions.

7.10 Access to Information. Upon reasonable notice, each of Verizon, Spinco and the Company shall, subject to applicable Law, afford to
each other and to each other’s respective officers, employees, accountants, counsel and other authorized representatives, reasonable access during
normal business hours, from the date hereof through to the date which is the earlier of the Effective Time or the date on which this Agreement is
terminated pursuant to Section 9.1, to its and its Subsidiaries’ officers, employees, accountants, consultants, representatives, plants, properties,
Contracts (other than Retained Contracts), commitments, books, records (including Tax Returns) and any report, schedule or other document filed
or received by it pursuant to the requirements of the federal or state securities laws, and shall use all commercially reasonable efforts to cause its
respective representatives to furnish promptly to the others such additional financial and operating data and other information in its possession, as
to its and its Subsidiaries’ respective businesses and properties as the others or their respective duly authorized representatives, as the case may be,
may reasonably request, it being understood that in no event will any party be required to provide access to its accountants’ work papers or to
customers proprietary network information (other than as the parties may mutually agree in a separate written agreement and, with respect to
customer proprietary network information, to the extent permitted by the FCC Rules) and, in the case of Spinco and Verizon, the foregoing
obligations will be limited to information regarding the Spinco Business.

7.11 No Solicitation.
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(a) Except as set forth in Sections 7.11(b) through (d) hereof, the Company agrees that, following the date of this Agreement and prior to the
earlier of the Effective Time or the date on which this Agreement is terminated
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pursuant to Section 9.1, neither it nor any Company Subsidiary shall, and that it shall use all commercially reasonable efforts to cause its and each
of the Company Subsidiary’s officers, directors, employees, advisors and agents not to, directly or indirectly, (i) knowingly solicit, initiate or
encourage any inquiry or proposal that constitutes or could reasonably be expected to lead to a Company Acquisition Proposal, (ii) provide any
non-public information or data to any Person relating to or in connection with a Company Acquisition Proposal, engage in any discussions or
negotiations concerning a Company Acquisition Proposal, or otherwise knowingly facilitate any effort or attempt to make or implement a Company
Acquisition Proposal, (iii) approve, recommend, agree to or accept, or propose publicly to approve, recommend, agree to or accept, any Company
Acquisition Proposal, or (iv) approve, recommend, agree to or accept, or propose to approve, recommend, agree to or accept, or execute or enter
into, any letter of intent, agreement in principle, merger agreement, acquisition agreement, option agreement or other similar agreement related to
any Company Acquisition Proposal. Without limiting the foregoing, any violation of the restrictions set forth in the preceding sentence by any of
the Company Subsidiaries or any of the Company’s or the Company Subsidiaries’ officers, directors, employees, agents or representatives
(including any investment banker, attorney or accountant retained by the Company or the Company Subsidiaries) shall be a breach of this
Section 7.11(a) by the Company. The Company agrees that it will immediately cease and cause to be terminated any existing activities, discussions
or negotiations with any Persons conducted heretofore with respect to any Company Acquisition Proposal (except with respect to the transactions
contemplated by this Agreement).

(b) Nothing contained in this Agreement shall prevent the Company or the Company’s Board of Directors from, prior to the receipt of the
Requisite Approval, engaging in any discussions or negotiations with, or providing any non-public information to, any Person, if and only to the
extent that (i) the Company receives from such Person a bona fide Company Superior Proposal or a Company Acquisition Proposal that the
Company’s Board of Directors determines in good faith (after consultation with a financial advisor of nationally recognized reputation) would
reasonably be expected to lead to a Company Superior Proposal and in either case that was not solicited after the date of this Agreement, (ii) the
Company’s Board of Directors determines in good faith (after consultation with its legal advisors) that its failure to do so would reasonably be
expected to result in a breach of the Board of Directors’ fiduciary duties under applicable Law, (iii) prior to providing any information or data to
any Person in connection with a proposal by any such Person, such information has been provided to Verizon (or is provided to Verizon at the
same time it is provided to such Person, to the extent not previously provided or made available to Verizon) and (iv) prior to providing any non-
public information or data to any Person or entering into discussions or negotiations with any Person, the Company’s Board of Directors notifies
Verizon promptly of any such inquiry, proposal or offer received by, any such information requested from, or any such discussions or negotiations
sought to be initiated or continued with, the Company, any Company Subsidiary or any of their officers, directors, employees, advisors and agents
after the date of this Agreement indicating, in connection with such notice, the material terms and conditions of the Company Acquisition Proposal
and the identity of the Person making such Company Acquisition Proposal. The Company agrees that it shall keep Verizon reasonably informed, on
a reasonably prompt basis (and in any event within 24 hours following receipt of any Company Acquisition Proposal or any changes thereto), of the
status and material terms of any such proposals or offers, any changes thereto, and the status of any such discussions or negotiations and will notify
Verizon promptly of any determination by the Company’s Board of Directors that a Company Superior Proposal has been made. For purposes of
this Agreement, a “Company Superior Proposal” means any proposal or offer made by a third party to acquire, directly or indirectly, by merger,
consolidation or otherwise, for consideration consisting of cash and/or securities, at least a majority of the shares of the Company Common Stock
then outstanding or all or substantially all of the assets of the Company and the Company Subsidiaries and otherwise on terms which the Board of
Directors of the Company (after consultation with its legal and financial advisors) determines in its good faith judgment to be more favorable to
the Company’s stockholders than the Merger (taking into account all of the terms and conditions of such proposal and of this Agreement as well as
any other factors deemed relevant by the Board of Directors of the Company) and reasonably capable of being consummated on the terms so
proposed, taking into account all financial, regulatory, legal and other aspects of such proposal.
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(c) Notwithstanding anything to the contrary contained herein, but subject to compliance with this Section 7.11(c), prior to the receipt of the
Requisite Approval, the Board of Directors of the Company may, if it concludes in good faith (after consultation with its legal advisors) that failure
to do so would reasonably be expected (taking into account any new or revised proposals made by Verizon) to result in a breach of its fiduciary
duties under applicable Law, effect a Change of Board Recommendation, but only if:

(i) the Company shall have provided prior written notice to Verizon of its intention to take any such action at least five Business Days
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in advance of taking such action (the “Notice Period”), which notice shall specify (A) if such Change of Board Recommendation is not being
made as a result of a Company Superior Proposal, the Board of Directors’ reasons for taking such action, and (B) if such Change of Board
Recommendation is being made as a result of a Company Superior Proposal, or involves the recommendation of a Company Superior
Proposal, the material terms and conditions of any such Company Superior Proposal (including the identity of the party making such
Company Superior Proposal); and

(ii) prior to effecting such Change of Board Recommendation or recommending such Company Superior Proposal the Company shall
provide Verizon the opportunity to submit an amended written proposal or to make a new written proposal to the Board of Directors of the
Company during the Notice Period.

In the event of any material revisions to the Company Superior Proposal, the Company shall be required to deliver a new written notice to Verizon
and to comply with the requirements of this Section 7.11(c) with respect to such new written notice except that the Notice Period shall be reduced
to two Business Days.

(d) Nothing in this Agreement shall prohibit the Company from taking and disclosing to its stockholders a position contemplated by Rule
14d-9 and Rule 14e-2(a) promulgated under the Exchange Act or from making any disclosure to the Company stockholders if, in the good faith
judgment of the Board of Directors of the Company (after consultation with its legal advisors), it is required to do so in order to comply with its
fiduciary duties to the Company’s stockholders under applicable Law; provided, however, that any disclosure other than a “stop, look and listen” or
similar communication of the type contemplated by Rule 14d-9(f) under the Exchange Act, unless accompanied by an express rejection of any
applicable Company Acquisition Proposal or an express reaffirmation of the Company Board Recommendation, shall be deemed to be a Change of
Board Recommendation subject to Section 7.11.

7.12 Director and Officer Matters.

(a) From and after the date hereof, the Company, the Surviving Corporation and their respective Subsidiaries shall provide such cooperation
and assistance as Verizon may reasonably request to enable, if Verizon so chooses, Verizon or a Subsidiary thereof to maintain following the
Closing, at Verizon’s expense, directors’ and officers’ liability insurance policies and fiduciary liability insurance policies covering each person
who is, or has been at any time prior to the Effective Time, an officer or director of Verizon or a Contributing Company and each person who
served at the request of a Contributing Company as a director, officer, trustee or fiduciary of another corporation, partnership, joint venture, trust,
pension or other employee benefit plan or enterprise, including any person serving in such capacity with respect to Spinco or a Spinco Subsidiary
(the “Identified Persons”).

(b) At the Closing, the Surviving Corporation will, on behalf of itself, its Subsidiaries and their respective successors and assigns and for all
parties claiming by, through or under them (the “Surviving Corporation Releasors”), execute and deliver to each Identified Person a release
irrevocably releasing, remising and forever discharging such Identified Person, and its estates and heirs, of and from any and all claims, whether
presently known or unknown, which any Surviving Corporation Releasor has or may have of any kind arising out of or pertaining to acts or
omissions, or alleged acts or omissions, by such Identified Person in the capacities specified in Section 7.12(a) prior to the Effective Time;
provided, however, that such release shall also include a release, executed by such Identified Person, on behalf of itself and its estates and heirs and
for all parties claiming by, through or under them (the “Identified Persons Releasors”), irrevocably releasing, remising and forever
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discharging the Surviving Corporation, its Subsidiaries and their respective successors and assigns, of and from any and all claims, whether
presently known or unknown, which any Identified Persons Releasor has or may have of any kind.

(c) In the event of any claim, action, suit, arbitration, proceeding or investigation (“Action”) arising out of or pertaining to acts or omissions,
or alleged acts or omissions, by the Identified Persons in the capacities specified in Section 7.12(a) prior to the Closing, from and after the
Effective Time the Surviving Corporation and its Subsidiaries shall provide reasonable cooperation, at Verizon’s expense, in defense of any such
Action.

7.13 Public Announcements. Verizon and the Company shall consult with each other and shall mutually agree upon any press release or
public announcement relating to the transactions contemplated by this Agreement. Neither of them shall issue any such press release or make any
such public announcement or statement (including through any advertising, press conference, media appearance or other forum) prior to such
consultation and agreement, except as may be required by applicable Law or by obligations pursuant to any listing agreement with any national
securities exchange or automated inter-dealer quotation system, in which case the party proposing to issue such press release or make such public
announcement shall use all commercially reasonable efforts to consult in good faith with the other party before issuing any such press release or
making any such public announcement.

7.14 Notification.
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(a) Verizon shall give notice to the Company, and the Company shall give notice to Verizon, of any occurrence or non-occurrence of any fact
or event that would reasonably be expected to cause the failure of Verizon or its Affiliates or the Company or its Affiliates, as the case may be, to
comply with or satisfy, in any material respect, any closing condition set forth in Article VIII.

(b) Each of the parties hereto shall keep the others informed on a timely basis as to (i) the status of the transactions contemplated by the
Transaction Agreements and the obtaining of all necessary and appropriate exemptions, rulings, consents, authorizations and waivers related
thereto, including the Telecommunications Regulatory Consents and (ii) the status of any other material regulatory proceeding pending as of the
date hereof or arising prior to the Effective Time, affecting the Spinco Business or the business of the Company, as applicable.

7.15 Control of Other Party’s Business. Nothing contained in this Agreement shall give Verizon or Spinco, directly or indirectly, the right to
control or direct the Company’s operations prior to the Effective Time. Nothing contained in this Agreement shall give the Company, directly or
indirectly, the right to control or direct the operations of the Spinco Business prior to the Effective Time. Prior to the Effective Time, Verizon and
the Company shall exercise, consistent with the terms and conditions of this Agreement, complete control and supervision over their respective
operations.

7.16 Financial Statements and Related Information.

(a) Beginning with the fiscal quarter ending on March 31, 2009, Verizon will deliver to the Company, (i) with respect to each fiscal quarter
other than the last fiscal quarter of a fiscal year, promptly upon their being prepared (and in any event no later than 40 days after the end of such
fiscal quarter), unaudited combined Statements of Selected Assets, Selected Liabilities and Parent Funding of the local exchange businesses and
related landline activities of Verizon in the Territory (including Internet access and certain long distance services provided to customers in those
states), together with the related unaudited combined statements of income, cash flows and parent funding for the portion of the fiscal year then
ended and (ii) with respect to the last fiscal quarter of a fiscal year, promptly upon their being prepared (and in any event no later than 75 days
after the end of such fiscal quarter), audited combined Statements of Selected Assets, Selected Liabilities and Parent Funding of the local exchange
businesses and related landline activities of Verizon in the Territory (including Internet
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access and certain long distance services provided to customers in those states), together with the related audited combined statements of income,
cash flows and parent funding for such fiscal year. Such statements shall be prepared from the books and records of Verizon and the Contributing
Companies (to the extent relating to the Spinco Business) in accordance with GAAP applied on a consistent basis throughout the periods involved
using the same accounting principles, practices, methodologies and policies used in preparing the Spinco Financial Statements (except as may
otherwise be required under GAAP), shall satisfy the requirements of Regulation S-X under the Exchange Act and present fairly, in all material
respects, the financial position and operating results and changes in cash flows and changes in parent funding of the Spinco Business as of the dates
and for the periods indicated therein.

7.17 Directors of the Surviving Corporation . The Company, Verizon and Spinco shall take all action reasonably necessary to cause the Board
of Directors of the Company immediately prior to the Effective Time to consist of twelve members, (i) three of whom shall be designated by
Verizon and (ii) nine of whom shall be designated by the Company, which directors shall be the Board of Directors of the Surviving Corporation.
One of the Company’s designees shall serve as chairman of the board. Within six months following the date of this Agreement, Verizon shall give
the Company written notice setting forth its designees to the Surviving Corporation’s Board of Directors and such information with respect to each
of its designees as is required to be disclosed in the Proxy Statement/Prospectus or would be required to be disclosed in a proxy statement for an
annual meeting. Promptly after Verizon gives such notice to the Company, and in any event within 20 days thereafter, the Company shall notify
Verizon of its designees to the Surviving Corporation’s Board of Directors. Without limiting the foregoing and prior to the Effective Time, the
Company shall take all actions necessary to obtain the resignations of all members of its Board of Directors who will not be directors of the
Surviving Corporation and for the Board of Directors of the Company to fill such vacancies with the new directors contemplated by this
Section 7.17. Verizon’s director nominees under this Section 7.17 will (x) not be employees of Verizon, its Affiliates or Cellco Partnership or any
of its Subsidiaries and (y) will satisfy the requirements for director independence under the rules and regulations of the SEC and the NYSE.

7.18 Financing

(a) The parties acknowledge that it is contemplated that the Special Payment shall be financed through the incurrence of one or more term
loan bank borrowings and/or capital markets issuances by Spinco prior to or substantially contemporaneous with the Distribution (collectively, the
“Special Payment Financing”) and that in connection with the Distribution Spinco may issue to Verizon or a Verizon Subsidiary Spinco Securities.
From time to time following the date hereof, Verizon and the Company shall meet to discuss strategy and timing for seeking proposals from
reputable lenders and/or underwriters to provide, arrange and/or underwrite the Special Payment Financing, which financing may be negotiated,
drawn down and/or issued in one or more tranches.

(b) Verizon and the Company shall jointly solicit proposals from reputable financing sources no later than nine months after the date hereof
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(and, at such time, Verizon shall provide the Company with its then-current estimate of its Distribution Date tax basis in Spinco) and the Company
shall select from among the proposals received one or more which the Company reasonably determines to be the most favorable. Promptly
thereafter, the Company and Verizon shall commence negotiations with the financing sources thereunder. The Company shall take the lead in such
negotiations and shall keep Verizon informed of all material developments and provide Verizon with an opportunity to participate in all
negotiations. The Company and Verizon shall use all commercially reasonable efforts to finalize all documentation with respect to the Special
Payment Financing. The Company agrees to discuss and consider from time to time, at the request of Verizon, the possibility of causing Spinco to
incur a portion of the Special Payment Financing in advance of the Closing, it being understood that the Company shall be under no obligation to
do so. Subject to Section 7.18(e) and the following proviso, the Company and Verizon shall be required to accept and execute documentation
relating to (and cause Spinco to execute documentation relating to) the Special Payment Financing and, if applicable, the Spinco Securities,
provided that if at the time proposed for acceptance and execution of documentation relating to the Special Payment Financing and, if applicable,
the Spinco Securities, the negotiated terms thereof do not satisfy the requirements of clauses (i) or (ii) of Section 7.18(e), and if as of such time, the
parties would otherwise be
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obligated to close the transactions contemplated hereby due to the satisfaction of the conditions set forth in Article VIII (other than those that
would be satisfied by action at the Closing and other than the condition in Section 8.2(d)), the Company shall promptly so notify Verizon and either
the Company or Verizon may elect to defer the Closing (subject to the satisfaction of such closing conditions on such deferral date) until the final
Business Day of the next calendar month (a “Financial Market Deferral”). If elected, the parties shall cooperate in seeking to improve the
proposed terms of the Special Payment Financing and, if applicable, the Spinco Securities during such deferral period. A Financial Market Deferral
may be elected on one or more occasions but no more than four times in total by the Company and Verizon, and, notwithstanding the foregoing, if
elected for a fourth time, the period of such deferral shall last until the final Business Day of the second calendar month following the date on
which such deferral is elected.

(c) If Verizon notifies the Company that Spinco Securities are to be issued, the Company shall take the lead in the negotiation of the terms
and conditions thereof with the financial institutions selected by Verizon to be party to any Debt Exchange elected to be consummated by Verizon
and shall keep Verizon informed of all material developments and provide Verizon with an opportunity to participate in all negotiations relating to
the terms of such Spinco Securities. In such event, the Company shall, in consultation with Verizon, determine the final form of the Spinco
Securities and related agreements (including registration rights arrangements and indenture) consistent with the terms set forth in Exhibit G of the
Distribution Agreement; provided that the covenants and economic terms thereof would reasonably be expected to result in the Spinco Securities
being exchanged for Verizon obligations in an equal principal amount. If Verizon elects to consummate the Debt Exchange, it shall have the sole
right to structure the arrangements relating thereto with underwriters, arrangers and other third parties relating to the Debt Exchange; provided that
Verizon shall keep the Company reasonably informed regarding such arrangements.

(d) Notwithstanding the provisions of Sections 7.18(b) and 7.18(c) above, in the event that (i) all of the conditions set forth in Article VIII
(other than those that would be satisfied by action at the Closing and other than the condition in Section 8.2(d)) have been satisfied and (ii) the
Company (A) is not actively conducting negotiations with financing sources with respect to the Special Payment Financing and, if applicable, the
Spinco Securities, and (B) fails to commence such negotiations promptly following notice from Verizon that Verizon reasonably believes the
Company is not actively conducting such negotiations, then Verizon shall be entitled to assume the lead role in conducting such negotiations (and
shall keep the Company informed of all material developments with respect thereto) until the Company so acts.

(e) Notwithstanding the provisions of Section 7.18(b) and Section 7.18(c):

(i) The Company shall not be obligated to accept or execute documentation relating to the Special Payment Financing or, if applicable,
the Spinco Securities if (w) either (A) the weighted average life of the aggregate of such financing and securities, together with the
Distribution Date Spinco Indebtedness, is less than five years or (B) any of the Special Payment Financing or the Spinco Securities would
have a final maturity of earlier than January 1, 2014, other than any bridge financing with a maturity of at least 364 days in an aggregate
amount not in excess of $600 million, (x) such financing or securities or the Distribution Date Spinco Indebtedness would be secured by any
assets of any operating company, (y) the terms or provisions of such financing or securities or the Distribution Date Spinco Indebtedness
would cause their incurrence or assumption by the Company in or as a result of the Merger to be prohibited by or cause (with or without
notice or the lapse of time) a default under the Company’s existing credit agreements or indentures as in effect on the date hereof, or (z) both
(I) the proposed covenants and other terms and conditions in such documentation (excluding (A) any terms of the Spinco Securities set forth
in Exhibit G of the Distribution Agreement and (B) the rate, yield or tenor thereof) are not, in the aggregate, substantially in accordance with
then prevailing market terms for similarly sized term loan bank borrowings and/or capital market issuances by companies of a size and with
credit ratings similar to the Surviving Corporation and (II) the effect of such covenants and other terms and conditions that are not in
accordance with the prevailing market terms (excluding (A) any terms of the Spinco Securities set forth in Exhibit G of the Distribution
Agreement and (B) the rate, yield or tenor thereof) would, in the aggregate, be materially adverse to the Surviving Corporation.
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(ii) The Company shall not be obligated to accept or execute documentation relating to the Special Payment Financing or the Spinco
Securities if as a result thereof the weighted average annual cash interest rate (including annual accretion of original issue discount with
respect to Indebtedness issued with a material amount of original issue discount) payable on the aggregate of the Special Payment Financing,
the Spinco Securities and the Distribution Date Spinco Indebtedness (the “Coverage Costs”) would exceed 9.5%, unless the Company
reasonably determines in good faith that such Coverage Costs would not be unduly burdensome.

(f) Each of Verizon, Spinco and the Company shall cooperate in connection with the preparation of all documents and the making of all
filings required in connection with the Special Payment Financing, the Spinco Securities and the Debt Exchange (if Verizon elects to consummate
the Debt Exchange) and shall use all commercially reasonable efforts to take, or cause to be taken, all actions and to do, or cause to be done, all
other things necessary, proper or advisable to consummate the Special Payment Financing, the issuance of the Spinco Securities and the Debt
Exchange (if Verizon elects to consummate the Debt Exchange) and the other transactions contemplated in connection therewith. Without limiting
the generality of the foregoing, each of Verizon, Spinco and the Company shall use all commercially reasonable efforts to cause their respective
employees, accountants, counsel and other representatives to cooperate with each other in (i) participating in meetings, drafting sessions, due
diligence sessions, management presentation sessions, “road shows” and sessions with rating agencies in connection with the syndication or
marketing of the Special Payment Financing, the Spinco Securities and the Debt Exchange (if Verizon elects to consummate the Debt Exchange),
(ii) preparing offering memoranda, private placement memoranda, prospectuses and similar documents deemed reasonably necessary by Verizon,
Spinco or the Company, to be used in connection with consummating the Special Payment Financing, the issuance of the Spinco Securities and the
Debt Exchange (if Verizon elects to consummate the Debt Exchange), (iii) executing and delivering all documents and instruments deemed
reasonably necessary by Verizon, Spinco or the Company to consummate the Special Payment Financing, the issuance of the Spinco Securities and
the Debt Exchange (if Verizon elects to consummate the Debt Exchange), including any underwriting or placement agreements, pledge and
security documents, other definitive financing documents, including any intercreditor or indemnity agreements, or other requested certificates or
documents as may be reasonably requested in connection with the Special Payment Financing, the Spinco Securities or the Debt Exchange (if
Verizon elects to consummate the Debt Exchange), provided, however, that (A) no such agreements or documents shall impose any monetary
obligation or liability on Spinco or the Company prior to the Effective Time and (B) Verizon shall not be obligated to incur any obligations in
connection with the Special Payment Financing (other than the obligation to pay Spinco Debt Expenses as provided in the Distribution Agreement
and the non-monetary cooperation obligations set forth above in this Section 7.18(f)), (iv) disclosing the terms and conditions of the Special
Payment Financing, the Spinco Securities and the Debt Exchange (if Verizon elects to consummate the Debt Exchange), as reasonably appropriate,
in the Registration Statements, and (v) taking all other actions reasonably necessary in connection with the Special Payment Financing, including
any such actions required to permit the assumption by the Surviving Corporation of the debt that is part of the Special Payment Financing and the
Spinco Securities at the Effective Time.

(g) Not later than 60 days prior to the reasonably anticipated Closing Date, Verizon shall deliver to the Company a certificate setting forth the
anticipated amount of the Special Payment, along with Verizon’s then-current estimates of (i) Distribution Date Spinco Indebtedness and (ii) its tax
basis in Spinco as of the Distribution Date. Verizon shall have the right to update such certificate from time to time in advance of the Closing (but
no later than 15 days prior to the Closing) in light of any updated information of Verizon regarding its tax basis in Spinco and the amount of the
Distribution Date Spinco Indebtedness.

7.19 Accountants.

(a) In connection with the information regarding the Spinco Business or the transactions contemplated by this Agreement provided by Spinco
specifically for inclusion in, or incorporation by reference into, the Proxy Statement/Prospectus and the Registration Statements, Verizon shall use
all commercially reasonable efforts to cause to be delivered to the Company letters of Ernst & Young LLP, dated the date on which each of the
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Registration Statements shall become effective, the date on which the Proxy Statement/Prospectus or any Registration Statement is mailed to the
Company’s stockholders and the Closing Date, and addressed to the Company, in form and substance reasonably satisfactory to the Company and
customary in scope and substance for letters delivered by independent public accountants in connection with registration statements similar to the
Registration Statements. In the event that Spinco is treated as the acquiring entity for accounting purposes pursuant to GAAP, then Verizon shall
use all commercially reasonable efforts to cause any such letter to include such negative assurance statements regarding the pro forma financial
information included in the Proxy Statement/Prospectus and the Registration Statements as are customary in scope and substance for letters
delivered by independent public accountants in connection with registration statements similar to the Registration Statements.
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(b) The Company shall use all commercially reasonable efforts to cause KPMG LLP, the independent auditors of the Company, to provide
any unqualified opinions, consents or customary comfort letters with respect to the financial statements of the Company needed in connection with
the Special Payment Financing, the Registration Statements and/or the Debt Exchange (if Verizon elects to consummate the Debt Exchange). The
Company agrees to allow Verizon’s accounting representatives the opportunity to review any such financial statements required in connection
therewith and to allow such representatives reasonable access to the Company and the Company Subsidiaries and supporting documentation with
respect to the preparation of such financial statements; provided that such access shall not include any right to review the working papers of the
independent auditors of the Company and the Company Subsidiaries. The Company shall use all commercially reasonable efforts to cause KPMG
LLP to participate in the preparation of any pro forma financial statements necessary or desirable for inclusion in, or incorporation by reference
into, the Registration Statements and for use in connection with the Special Payment Financing and/or the Debt Exchange (if Verizon elects to
consummate the Debt Exchange).

(c) In connection with the information regarding the Company or the Company Subsidiaries or the transactions contemplated by this
Agreement provided by the Company specifically for inclusion in, or incorporation by reference into, the Proxy Statement/Prospectus and the
Registration Statements, the Company shall use all commercially reasonable efforts to cause to be delivered to Spinco letters of KPMG LLP, dated
the date on which each of the Registration Statements shall become effective, the date on which the Proxy Statement/Prospectus or any Registration
Statement is mailed to the Company’s stockholders and the Closing Date, and addressed to Verizon and Spinco, in form and substance reasonably
satisfactory to Verizon and customary in scope and substance for letters delivered by independent public accountants in connection with
registration statements similar to the Registration Statements. In the event that the Company is treated as the acquiring entity for accounting
purposes pursuant to GAAP, then the Company shall use all commercially reasonable efforts to cause any such letter to include such negative
assurance statements regarding the pro forma financial information included in the Proxy Statement/Prospectus and the Registration Statements as
are customary in scope and substance for letters delivered by independent public accountants in connection with registration statements similar to
the Registration Statements.

(d) Verizon shall use all commercially reasonable efforts to cause Ernst & Young LLP, the independent auditors of Spinco, to provide any
unqualified opinions, consents or customary comfort letters with respect to the financial statements regarding the Spinco Business needed in
connection with the Special Payment Financing, the Proxy Statement/Prospectus, the Registration Statements and/or the Debt Exchange (if
Verizon elects to consummate the Debt Exchange). Verizon agrees to allow the Company’s accounting representatives the opportunity to review
any such financial statements required in connection therewith and to allow such representatives reasonable access to records of the Contributing
Companies and supporting documentation with respect to the preparation of such financial statements; provided, however, that such access shall
not include any right to review the working papers of the independent auditors of Verizon and its Subsidiaries. Verizon shall use all commercially
reasonable efforts to cause Ernst & Young LLP to participate in the preparation of any pro forma financial statements necessary or desirable for
inclusion in, or incorporation by reference into, the Registration Statements and for use in connection with the Special Payment Financing and/or
the Debt Exchange (if Verizon elects to consummate the Debt Exchange).
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7.20 Disclosure Controls. Each of Verizon and the Company shall use all commercially reasonable efforts to enable the Company to
implement such programs and take such steps as are reasonably necessary to (i) develop a system of internal controls over financial reporting (as
defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) intended to ensure that after the Effective Time material information relating to the
Surviving Corporation is timely made known to the management of the Surviving Corporation by others within those entities, (ii) cooperate
reasonably with each other in preparing for the transition and integration of the financial reporting systems of Spinco and the Spinco Subsidiaries
with the Company’s financial reporting systems following the Effective Time and (iii) otherwise enable the Surviving Corporation to maintain
compliance with the provisions of Section 404 of the Sarbanes-Oxley Act.

7.21 Listing. As promptly as reasonably practicable following the date hereof and at least 30 days prior to the date that any party reasonably
expects all of the required regulatory approvals to have been obtained, the Company shall make application to the NYSE for the listing of the
shares of Company Common Stock to be issued pursuant to the transactions contemplated by this Agreement and use all commercially reasonable
efforts to cause such shares to be Approved for Listing.

7.22 Ancillary Agreements.

(a) At the Company’s request, which shall be made, if at all, prior to March 31, 2010, Verizon and the Company shall cause their respective
Affiliates to enter into an agreement with respect to Video Transport Service incorporating the terms set forth on the term sheet attached as Exhibit
D and such other terms as may be reasonably related thereto and agreed by their respective Affiliates (the “Video Transport Service Agreement”).

(b) Verizon and the Company shall cause their respective Affiliates to enter into an agreement with respect to Back Office Support Services
incorporating the terms set forth on the term sheet attached as Exhibit E and such other terms as may reasonably related thereto and agreed by their
respective Affiliates (the “Back Office Support Services Agreement”).
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7.23 Directories Agreements. Prior to the Merger, Spinco shall offer to Directories Media Inc. (“Directories”) to enter into the proposed
Publishing Agreement, the Non-Competition Agreement and the Branding Agreement, between Directories and Spinco (or Subsidiaries of Spinco,
as applicable), that are in the form attached hereto as Exhibits F, G and H (the “Directories Agreements”); provided, however, that Spinco shall
not have any obligation to enter into (or offer to enter into) any such agreement to the extent the terms of such agreement are not binding upon the
Spinco Business as of immediately prior to the Effective Time. If such agreements are required but are not entered into prior to the Merger, the
Surviving Corporation (or Subsidiaries of the Surviving Corporation, as applicable) will offer to enter into such agreements with Directories within
90 days following the Merger to the extent Directories notifies the Surviving Corporation within such time period that it wishes to enter into such
agreements.

7.24 Realignment.

(a) Following the date hereof, Verizon shall undertake to segregate the operation of the Spinco Business in the Territory (other than West
Virginia) from the Verizon Business (including the completion of the actions contemplated by Section 7.24(c) and the identification, testing and
validation of personnel, processes and systems to be working properly) such that the representation set forth in Section 5.17 shall be accurate as of
the Closing in accordance with the standards set forth in Section 8.3(b) (the “Realignment”). Verizon shall keep the Company reasonably updated
from time to time with respect to the Realignment and shall discuss with the Company its plans for implementing the various aspects of the
Realignment on an ongoing basis once Verizon has developed its initial plan for effecting the Realignment. If in connection with the Realignment
the Company wishes to remove or omit particular functions or services that are used or held for use in the conduct of the Spinco Business or to
replace certain third party vendors of the Spinco business with other third party vendors, the Company will promptly notify Verizon in writing to
this effect. Verizon will have the right to disapprove
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such proposed omissions or replacements to the extent Verizon determines that such omissions or replacements may materially delay or increase
the expense of completing the Realignment. No later than 60 days prior to the reasonably anticipated Closing Date, Verizon shall provide written
notice to the Company stating that Verizon and its Subsidiaries have completed the Realignment as of the date of such notice. The Company shall
be granted reasonable rights of access from time to time prior to the Closing in accordance with Section 7.10 to validate and confirm the
completion of the Realignment (including the functioning of principal operating systems) in accordance with the first sentence of this Section 7.24.

(b) In connection with the Realignment, Verizon shall not take any action that would result in any material increase in the number of
employees performing each material function of the Spinco Business above the number of such employees performing such function on behalf of
the Spinco Business on the date hereof.

(c) Prior to March 31, 2010, Verizon shall create a separate instance in the Fort Wayne, Indiana data center (the “Fort Wayne Data Center”)
of Verizon proprietary software systems that will enable Spinco (and following the Merger, the Surviving Corporation) in all states in the Territory
(other than West Virginia) to provide functionality substantially similar to, but no less favorable to the Spinco Business than, that which the Spinco
Business received from Verizon and its Affiliates as of the date of this Agreement. As of the Closing Date, the Fort Wayne Data Center (i) shall be
owned by the Surviving Corporation or an Affiliate thereof and (ii) shall have on site a majority of the hardware reasonably required to provide
functionality to the Spinco Business in accordance with the foregoing (and the balance of such hardware, if not held at the Fort Wayne Data
Center, shall be available on a firewall basis from Verizon or a Verizon Subsidiary for up to one year following the Closing to allow for Verizon to
transfer such hardware to the Fort Wayne Data Center within one year following the Closing).

7.25 California Disclosure. Notwithstanding anything herein to the contrary, the parties acknowledge that the Verizon Disclosure Letter and
the Spinco Disclosure Letter and the Disclosure Letter under the Distribution Agreement contain no information regarding the portion of the Spinco
Business conducted in California and that such failure shall not constitute a breach of any representation or warranty herein or any breach of the
Distribution Agreement. Verizon and Spinco shall have the right to update such Disclosure Letters within 45 days of the date hereof to incorporate
any applicable disclosure relating to portion of the Spinco Business conducted in California, whereupon such disclosure will be deemed to have
been made as of the date hereof; provided, however, that this Section 7.25 and any disclosure made hereunder shall have no effect with respect to
the representations and warranties made in Section 5.5 or Section 5.17.

7.26 Joint Defense Agreement. Within 30 days following the date hereof, Verizon and the Company shall negotiate in good faith the terms of,
and enter into, a joint defense agreement regarding certain matters of common interest arising from the transactions contemplated by the
Transaction Agreements (the “Joint Defense Agreement”).

ARTICLE VIII

CONDITIONS TO THE MERGER
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8.1 Conditions to the Obligations of Spinco, Verizon and the Company to Effect the Merger. The respective obligations of each party to
consummate the Merger shall be subject to the fulfillment (or, to the extent permitted by applicable Law, waiver by both Verizon and the
Company) at or prior to the Effective Time of the following conditions:

(a) Each of the Internal Spinoffs, the Internal Restructuring, the Contribution and the Distribution shall have been consummated, in each case,
in accordance with the Distribution Agreement, the IRS Ruling (unless the parties agree in writing upon, and implement, an alternative structure
for the transactions contemplated hereby that eliminates the need for an IRS Ruling as contemplated by Section 2.7 hereof) and the Distribution
Tax Opinion; provided, however, that this Section 8.1(a) shall not be a condition to the consummation of the Merger
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by any party whose failure to comply with its obligations and/or covenants set forth in this Agreement, the Tax Sharing Agreement or the
Distribution Agreement gives rise to the failure of the Internal Spinoffs, the Internal Restructuring, the Contribution or the Distribution to have
been consummated in accordance with the foregoing.

(b) Any applicable waiting period under the HSR Act shall have expired or been terminated.

(c) (i) No regulatory proceeding before any State Regulator that is pending as of the date hereof or arises prior to the Effective Time, and
affects either the Spinco Business or the business of the Company, shall have been resolved by final order of the applicable regulator on terms that,
and (ii) no condition shall have been imposed in connection with obtaining any Telecommunications Regulatory Consent that, in either case,
constitutes a Materially Adverse Regulatory Condition.

(d) All of the Telecommunications Regulatory Consents shall be final and in full force and effect.

(e) The Registration Statements shall have become effective in accordance with the Securities Act or the Exchange Act, as applicable, and
shall not be the subject of any stop order or proceedings seeking a stop order; and the shares of Company Common Stock to be issued, and such
other shares required to be reserved for issuance, pursuant to the Merger shall have been Approved for Listing.

(f) The Requisite Approval shall have been obtained, in accordance with applicable Law and the rules and regulations of the NYSE.

(g) No court of competent jurisdiction or other Governmental Authority shall have issued an Order that is still in effect restraining, enjoining
or prohibiting the Contribution, the Distribution or the Merger.

(h) No action shall have been taken, and no statute, rule, regulation or executive order shall have been enacted, entered, promulgated or
enforced, by any Governmental Authority with respect to the Contribution, the Distribution or the Merger or the other transactions contemplated
hereby or by the Distribution Agreement or the Employee Matters Agreement that, individually or in the aggregate, would (i) restrain, enjoin or
prohibit the consummation of the Internal Spinoffs, the Internal Restructuring, the Contribution, the Distribution or the Merger or the other
transactions contemplated hereby or by the Distribution Agreement or the Employee Matters Agreement or (ii) impose any burdens, liabilities,
restrictions or requirements thereon or on Verizon, Spinco or the Company with respect thereto that has had or would reasonably be expected to
have, individually or in the aggregate, a Material Adverse Effect on Verizon (assuming for such purposes that the business, assets, properties and
liabilities of Verizon were comparable in size to that of the Surviving Corporation) or the Surviving Corporation (collectively, a “Restraint”), and
no Governmental Authority shall have instituted or threatened to institute and not withdrawn any proceeding seeking any such Restraint.

(i) Unless the parties agree in writing upon and implement an alternative structure for the transactions contemplated hereby that eliminates
the need for an IRS Ruling as contemplated by Section 2.7 hereof, Verizon and Spinco (and, to the extent applicable, the Company) shall have
received the IRS Ruling in form and substance reasonably satisfactory to Verizon, Spinco and the Company, and such IRS Ruling shall continue to
be valid and in full force and effect.

(j) The Company shall have received a Merger Tax Opinion from Company Tax Counsel, in form and substance reasonably satisfactory to
the Company, and Verizon shall have received a Merger Tax Opinion from Verizon Tax Counsel, in form and substance reasonably satisfactory to
Verizon, and Verizon Tax Counsel shall have issued the Distribution Tax Opinion.

(k) Verizon and the Company shall have received the opinion of a nationally recognized independent valuation firm selected by Verizon (and
reasonably acceptable to the Company) attesting to the solvency of the Surviving Corporation on a pro forma basis immediately after the Effective
Time, which opinion shall be in customary form (the “Solvency Opinion”).
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8.2 Additional Conditions to the Obligations of Verizon and Spinco. The obligation of Verizon and Spinco to consummate the Merger shall
be subject to the fulfillment (or, to the extent permitted by applicable Law, waiver by Verizon) at or prior to the Effective Time of the following
additional conditions:

(a) The Company shall have performed in all material respects all obligations and complied in all material respects with all covenants
required by this Agreement to be performed or complied with by it at or prior to the Effective Time.

(b) Each of the representations and warranties of the Company (i) set forth in Article VI (other than Sections 6.3(a) and 6.3(b)) of this
Agreement shall be true and correct as of the date of this Agreement and as of the Closing Date as though such representations and warranties were
made on and as of the Closing Date, except for representations and warranties that speak as of an earlier date or period (which shall be true and
correct as of such earlier date or period); provided, however, that for purposes of this clause (i), such representations and warranties shall be
deemed to be true and correct unless the failure or failures of all such representations and warranties to be so true and correct, without giving effect
to any qualification as to materiality or Material Adverse Effect set forth in such representations or warranties, has had or would reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect on the Company and (ii) set forth in Sections 6.3(a) and 6.3(b) of this
Agreement shall be true and correct in all material respects as of the date of this Agreement and as of the Closing Date as though made on and as of
the Closing Date.

(c) The Company shall have delivered to Verizon a certificate, dated as of the Effective Time, of a senior officer of the Company certifying
the satisfaction by the Company of the conditions set forth in subsections (a) and (b) of this Section 8.2.

(d) Verizon shall have received in connection with the Distribution the Special Payment and, if applicable, a principal amount of Spinco
Securities that, together with the Special Payment (and the amount of any Distribution Date Spinco Indebtedness), equal $3.333 billion in the
aggregate and, if Spinco Securities are issued and if Verizon desires to consummate the Debt Exchange, the Debt Exchange shall have been
consummated with respect to a principal amount of Spinco Securities equal to (x) $3.333 billion minus (y) the sum of (A) the total amount of the
Special Payment and (B) the amount of Distribution Date Spinco Indebtedness.

(e) Except as disclosed in the Company Disclosure Letter or as expressly contemplated by the Transaction Agreements, since December 31,
2008, there shall have been no state of facts, change, development, event, effect, condition or occurrence that has had or would reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect on the Company.

(f) The Company shall have entered into the applicable Transaction Agreements, and to the extent applicable, timely performed them in all
material respects, and each such agreement shall be in full force and effect.

8.3 Additional Conditions to the Obligations of the Company. The obligation of the Company to consummate the Merger shall be subject to
the fulfillment (or, to the extent permitted by applicable Law, waiver by the Company) at or prior to the Effective Time of the following additional
conditions:

(a) Spinco and Verizon shall have performed in all material respects all obligations and complied in all material respects with all covenants
required by this Agreement to be performed or complied with by them at or prior to the Effective Time.

(b) Each of the representations and warranties of Verizon and Spinco (i) set forth in Article IV and Article V (other than Sections 4.2(a),
5.2(b), 5.3(a), 5.3(b) and 5.17) of this Agreement shall be true and correct as of the date of this Agreement and as of the Closing Date as though
such representations and warranties were made on and as of the Closing Date, except for representations and warranties that speak as of an earlier
date or period
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(which shall be true and correct as of such earlier date or period); provided, however, that for purposes of this clause (i), such representations and
warranties shall be deemed to be true and correct unless the failure or failures of all such representations and warranties to be so true and correct,
without giving effect to any qualification as to materiality or Material Adverse Effect set forth in such representations or warranties, has had or
would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Verizon, Spinco or the Spinco Business and
(ii) set forth in Sections 4.2(a), 5.2(b), 5.3(a), 5.3(b) and 5.17 of this Agreement shall be true and correct in all material respects as of the date of
this Agreement and as of the Closing Date as though made on and as of the Closing Date.

(c) Verizon and Spinco shall have delivered to the Company a certificate, dated as of the Effective Time, of a senior officer of each of
Verizon and Spinco certifying the satisfaction of the conditions set forth in subsections (a) and (b) of this Section 8.3.

(d) Spinco and Verizon (or a Subsidiary thereof) shall have entered into the applicable Transaction Agreements, and to the extent timely,
performed them in all material respects, and each such agreement shall be in full force and effect.
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(e) Except as disclosed in the Spinco Disclosure Letter or as expressly contemplated by the Transaction Agreements, since December 31,
2008, there shall have been no state of facts, change, development, event, effect, condition or occurrence that has had or would reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

ARTICLE IX

TERMINATION, AMENDMENT AND WAIVERS

9.1 Termination. Notwithstanding anything contained in this Agreement to the contrary, this Agreement may be terminated and the
transactions contemplated hereby may be abandoned prior to the Effective Time, whether before or after the Requisite Approval:

(a) by the mutual written consent of each party hereto, which consent shall be effected by action of the Board of Directors of each such party;

(b) by any party hereto if the Effective Time shall not have occurred on or before July 31, 2010 (as such date may be extended in accordance
with the terms of this Agreement, the “End Date”); provided, however, that if as of such date (i) all Closing conditions (ignoring for this purpose
Section 8.2(d)) other than the conditions in Section 8.1(c) or 8.1(d), are satisfied or capable of being satisfied as of such date (assuming for such
purpose that such date were the Closing Date), or (ii) a Financial Market Deferral is then in effect pursuant to Section 7.18(b), then the End Date
may be extended by Verizon or the Company upon written notice and the period of such extension shall be (x) in the case of clause (i), for one or
more one month periods, not to exceed four calendar months in the aggregate, to obtain such Telecommunications Regulatory Consents in a
manner that satisfies the conditions in Sections 8.1(c) and 8.1(d) and (y) in the case of clause (ii), for one month (or two month, if applicable
pursuant to Section 7.18(b)) periods, to the extent permitted to do so pursuant to Section 7.18(b); provided further, however, that the right to
terminate this Agreement pursuant to this Section 9.1(b) shall not be available to any party whose failure to perform any of its obligations under
this Agreement required to be performed by it at or prior to such date has been a substantial cause of, or substantially contributed to, the failure of
the Merger to have become effective on or before such date;

(c) by any party hereto if (i) a statute, rule, regulation or executive order shall have been enacted, entered or promulgated prohibiting the
consummation of the Merger or (ii) an Order shall have been entered that either (A) would result in a failure of a condition set forth in
Section 8.1(c) or (B) permanently restrains, enjoins or otherwise prohibits the consummation of the Merger, and in each case such Order shall have
become final and
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non-appealable and the party seeking to terminate this Agreement pursuant to this clause 9.1(c)(ii) shall have used all commercially reasonable
efforts to remove such Order in accordance with and to the extent required by Section 7.6(h) insofar as such Section relates to, a final order of the
FCC or a State Regulator in the Territory or in the states listed in Section 6.3(d) of the Company Disclosure Letter;

(d) by the Company, if either Verizon or Spinco shall have breached or failed to perform in any material respect any of its representations,
warranties, covenants or other agreements contained in this Agreement, which breach or failure to perform (i) would result in a failure of a
condition set forth in Section 8.1 or Section 8.3 and (ii) cannot be cured by the End Date; provided, however, that the Company shall have given
Verizon and Spinco written notice, delivered at least 30 days prior to such termination, stating the Company’s intention to terminate this
Agreement pursuant to this Section 9.1(d) and the basis for such termination;

(e) by Verizon and Spinco, if the Company shall have breached or failed to perform in any material respect any of its representations,
warranties, covenants or other agreements contained in this Agreement, which breach or failure to perform (i) would result in a failure of a
condition set forth in Section 8.1 or Section 8.2 and (ii) cannot be cured by the End Date; provided, however, that Verizon and Spinco shall have
given the Company written notice, delivered at least 30 days prior to such termination, stating Verizon and Spinco’s intention to terminate the
Agreement pursuant to this Section 9.1(e) and the basis for such termination;

(f) by Verizon and Spinco, on the one hand, or the Company, on the other hand, if, at the Company Stockholders Meeting (after giving effect
to any adjournment, continuation or postponement thereof), the Requisite Approval is not obtained; provided, however, that the right to terminate
this Agreement under this Section 9.1(f) shall not be available to the Company where such failure to obtain the Requisite Approval shall have been
caused by the action or failure to act of the Company and such action or failure to act constitutes a material breach by the Company of this
Agreement;

(g) by Verizon and Spinco, if (i) the Board of Directors of the Company (or any committee thereof) shall have effected a Change of Board
Recommendation or resolved to effect a Change of Board Recommentation or (ii) the Company fails to call and hold the Company Stockholders
Meeting within 60 days after the date on which the SEC shall clear (whether orally or in writing) the Proxy Statement/Prospectus and, if required
by the SEC as a condition to the mailing of the Proxy Statement/Prospectus, the date of effectiveness of the Company Registration Statement; or
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(h) by Verizon and Spinco on any date, if on such date (i) the average of the volume weighted averages of the trading prices of the Company
Common Stock for any period of 60 consecutive trading days that ended within three Business Days prior to such date is below $3.87 and
(ii) Verizon and Spinco notify the Company in writing that they are terminating this Agreement in accordance with this Section 9.1(h).

9.2 Effect of Termination. In the event of termination of this Agreement pursuant to Section 9.1, this Agreement shall terminate (except for
the Confidentiality Agreement referred to in Section 10.1, the provisions of Section 9.3 and Article XI), without any liability on the part of any
party except as set forth in Section 9.3; provided, however, that nothing in this Agreement shall relieve any party of liability for fraud or willful
and knowing breach of this Agreement or the Distribution Agreement prior to such termination.

9.3 Amounts Payable in Certain Circumstances. In the event that (i) Verizon and Spinco terminate this Agreement pursuant to Section 9.1(g)
or (ii) (A) any Person (other than Verizon, Spinco or any of their Affiliates) shall have made a Company Acquisition Proposal after the date hereof
and prior to the Termination Date, and thereafter this Agreement is terminated by any party pursuant to Section 9.1(b) or by Verizon or Spinco
pursuant to Section 9.1(e) as a result of a breach by the Company of Section 7.6 or Section 7.18 or by any party pursuant to Section 9.1(f) (and a
Company Acquisition Proposal shall have been publicly announced prior to the Company Stockholders Meeting) and (B) within twelve months
after the termination of this Agreement, any Company Acquisition shall have been consummated or any definitive agreement with respect to any
Company Acquisition
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Proposal (other than, in each case, with Verizon, Spinco or any of their Affiliates) shall have been entered into, then the Company shall pay
Verizon a fee, in immediately available funds, in the amount of $80 million at the time of such termination, in the case of a termination described
in clause (i) above, or upon the occurrence of the earliest event described in clause (ii)(B), in the event of a termination described in clause (ii), and
in each case the Company shall be fully released and discharged from any other liability or obligation resulting from or under this Agreement,
except with respect to any fraud or willful and knowing breach of this Agreement; provided, however, that for purposes of clause (ii)(B) of this
Section 9.3 only, (i) all references to 15% in the definition of Company Acquisition shall be deemed to be references to 50% and (ii) clause (i) of
the definition of Company Acquisition shall read as follows: “any merger, consolidation, share exchange, business combination, recapitalization or
other similar transaction or series of related transactions involving the Company or any of its Significant Subsidiaries following which the
stockholders of the Company or any such Significant Subsidiary immediately prior to such transactions (or series of transactions) do not hold and
own greater than 70% of the issued and outstanding equity securities of the Company or such Significant Subsidiary (or the successor thereof), as
the case may be”.

9.4 Amendment. This Agreement may be amended by Verizon, Spinco and the Company at any time before or after receipt of the Requisite
Approval; provided, however, that after receipt of the Requisite Approval, no amendment shall be made that by Law or in accordance with the
rules of any relevant stock exchange or automated inter-dealer quotation system requires further approval by stockholders of the Company without
such further approval of such stockholders. This Agreement may not be amended except by an instrument in writing signed by each of Verizon,
Spinco and the Company.

9.5 Waivers. At any time prior to the Effective Time, Verizon and Spinco, on the one hand, and the Company, on the other hand, may, to the
extent legally allowed, (i) extend the time for the performance of any of the obligations or acts of Verizon and Spinco or the Company, as
applicable; (ii) waive any inaccuracies in the representations and warranties of Verizon and Spinco or the Company, as applicable, contained
herein or in any document delivered pursuant to this Agreement; and (iii) waive compliance with any of the agreements or conditions of Verizon
and Spinco or the Company, as applicable, contained herein; provided, however, that no failure or delay by Verizon, Spinco or the Company in
exercising any right hereunder shall operate as a waiver thereof nor shall any single or partial exercise thereof preclude any other or further exercise
thereof or the exercise of any other right hereunder. Any agreement on the part of Verizon, Spinco or the Company to any such extension or waiver
shall be valid only if set forth in an instrument in writing signed on behalf of such party.

ARTICLE X

SURVIVAL; INDEMNIFICATION

10.1 Survival of Representations, Warranties and Agreements. The covenants and agreements that expressly state that they are to be
performed following the Effective Time pursuant to the Distribution Agreement or this Agreement (including Sections 10.2 to 10.6 hereof) shall
survive the Effective Time in accordance with their respective terms, and all other covenants and agreements herein and therein shall terminate and
shall not survive the Effective Time. None of the representations or warranties in this Agreement or in any certificate or instrument delivered
pursuant to this Agreement or any other covenant or agreement set forth herein shall survive the Effective Time. The Confidentiality Agreement
shall survive the execution and delivery of this Agreement and any termination of this Agreement, and the provisions of the Confidentiality
Agreement shall apply to all information and material furnished by any party or its representatives thereunder or hereunder.
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10.2 Indemnification.

(a) If the Closing occurs, the Surviving Corporation shall indemnify, defend and hold harmless (i) the Verizon Indemnitees from and against
all Losses arising out of or due to the failure of any member of the Spinco Group (A) to timely pay or satisfy any Spinco Liabilities, or (B) to
perform any of its obligations under this Agreement or
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the Distribution Agreement and (ii) Verizon and each Person, if any, who controls, within the meaning of Section 15 of the Securities Act or
Section 20 of the Exchange Act (any such Person being hereinafter referred to as a “Controlling Person”), Verizon from and against, and pay or
reimburse each of the foregoing for, all Losses, arising out of or resulting from, directly or indirectly, or in connection with, any untrue statement or
alleged untrue statement of a material fact contained in or incorporated by reference into either of the Registration Statements or the Proxy
Statement/Prospectus (or any amendment or supplement thereto) or any omission or alleged omission to state therein a material fact required to be
stated therein or necessary to make the statements therein, in light of the circumstances under which they were made, not misleading; provided,
however, that the Surviving Corporation shall not be responsible for information provided by Verizon (or its Affiliates) as to itself and its
Subsidiaries, including Spinco, specifically for inclusion in, or incorporation by reference into, any such Proxy Statement/Prospectus or
Registration Statement.

(b) If the Closing occurs, Verizon shall indemnify, defend and hold harmless (i) the Surviving Corporation Indemnitees from and against all
Losses arising out of or due to (x) the failure of any member of the Verizon Group (A) to timely pay or satisfy any Verizon Liabilities, or (B) to
perform any of its obligations under this Agreement or the Distribution Agreement or (y) the actual amount of Distribution Date Spinco
Indebtedness exceeding the amount of Distribution Date Spinco Indebtedness set forth by Verizon and Spinco in the Closing Statement, and (ii) the
Surviving Corporation and each Controlling Person of the Surviving Corporation from and against, and pay or reimburse each of the foregoing for,
all Losses arising out of or resulting from, directly or indirectly, or in connection with, any untrue statement or alleged untrue statement of a
material fact contained in or incorporated by reference into either of the Registration Statements or the Proxy Statement/Prospectus (or any
amendment or supplement thereto) or any omission or alleged omission to state therein a material fact required to be stated therein or necessary to
make the statements therein, in light of the circumstances under which they were made, not misleading, but only with respect to information
provided by Verizon (or its Affiliates) as to itself and its Subsidiaries, including Spinco, specifically for inclusion in, or incorporation by reference
into, any such Proxy Statement/Prospectus or Registration Statement.

(c) Notwithstanding anything to the contrary set forth herein, indemnification or other claims relating to any Transaction Agreement (other
than the Distribution Agreement) or relating to any ongoing commercial agreement between any member of the Verizon Group and any member of
the Spinco Group shall be governed by the terms of such agreement and not by this Article X (except to the extend expressly so stated in such
Transaction Agreement), and indemnification for all matters relating to Taxes shall be governed by terms, provisions and procedures of the Tax
Sharing Agreement and not this Article X.

10.3 Limitation on Claims for Indemnifiable Losses. Notwithstanding anything to the contrary contained herein:

(a) No claim may be asserted by any Surviving Corporation Indemnitee under this Article X arising from any failure to transfer any Spinco
Asset to Spinco unless such claim is asserted, if at all, within 18 months from the Closing Date.

(b) No Indemnitor shall be liable to or obligated to indemnify any Indemnitee hereunder for any consequential, special, punitive or exemplary
damages including, but not limited to, damages arising from loss or interruption of business, profits, business opportunities or goodwill, or any cost
or expense related thereto, except to the extent such damages are payable to or have been recovered by a third person and are the subject of a Third
Party Claim for which indemnification is available under the express terms of this Article X.

(c) Verizon and the Company shall cooperate with each other with respect to resolving any claim or liability with respect to which one party
is obligated to indemnify the other party (or its Affiliates) hereunder, including by using all commercially reasonable efforts to mitigate the Losses
and resolve any such claim or liability prior to initiating litigation.
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10.4 Defense of Claims.

(a) Third Party Claims. If any Indemnitee receives notice of the assertion of any claim or of the commencement of any action or proceeding
by any entity that is not either a Surviving Corporation Indemnitee or a Verizon Indemnitee (each, a “Third Party Claim”) against such Indemnitee,
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with respect to which an Indemnitor is obligated to provide indemnification under this Agreement, the Indemnitee will give such Indemnitor
prompt written notice thereof, but in any event not later than ten calendar days after receipt of notice of such Third Party Claim; provided,
however, that the failure of an Indemnitee to notify the Indemnitor within the time period set forth herein shall only relieve the Indemnitor from its
obligation to indemnify to the extent that the Indemnitor is materially prejudiced by such failure or delay (whether as a result of the forfeiture of
substantive rights or defenses or otherwise). Upon receipt of notification of a Third Party Claim, the Indemnitor shall be entitled, upon written
notice to the Indemnitee, to assume the investigation and defense thereof at such Indemnitor’s expense with counsel reasonably satisfactory to the
Indemnitee; provided, however, that the Indemnitor shall not have the right to assume the defense of any Third Party Claim in the event such Third
Party Claim is primarily for injunctive relief or criminal penalty of the Indemnitee, in which case the reasonable fees and expenses of counsel to the
Indemnitee in connection with such Third Party Claim shall be considered “Losses” for purposes of this Agreement. Whether or not the Indemnitor
elects to assume the investigation and defense of any Third Party Claim, the Indemnitee shall have the right to employ separate counsel and to
participate in the investigation and defense thereof; provided, however, that the Indemnitee shall pay the fees and disbursements of such separate
counsel unless (1) the employment of such separate counsel has been specifically authorized in writing by the Indemnitor; (2) the Indemnitor has
failed to assume the defense of such Third Party Claim within 20 calendar days after receipt of notice thereof with counsel reasonably satisfactory
to such Indemnitee; or (3) the named parties to the proceeding in which such Third Party Claim has been asserted include both the Indemnitor and
such Indemnitee and, in the reasonable judgment of counsel to such Indemnitee, there exists one or more good faith defenses that may be available
to the Indemnitee that are in conflict with those available to the Indemnitor or that the Indemnitor and Indemnitee have actual material conflicting
interests with respect to such Third Party Claim. Notwithstanding the foregoing, the Indemnitor shall not be liable for the fees and disbursements of
more than one counsel for all Indemnitees in connection with any one proceeding or any similar or related proceedings arising from the same
general allegations or circumstances. Without the prior written consent of an Indemnitee, which shall not be unreasonably withheld, conditioned or
delayed, the Indemnitor will not enter into any settlement of or consent to the entry of judgment in connection with any Third Party Claim that
(i) would lead to liability or create any financial or other obligation on the part of the Indemnitee, (ii) does not contain, as an unconditional term
thereof, the release of the Indemnitee from all liability in respect of such Third Party Claim or such Third Party Claim is not dismissed against the
Indemnitee with prejudice and without the imposition of any financial or other obligation on the Indemnitee or (iii) admits the liability or fault of
the Indemnitee (the “Settlement Requirements”). If a settlement offer solely for money damages (and otherwise satisfying the Settlement
Requirements) is made to resolve a Third Party Claim and the Indemnitor notifies the Indemnitee in writing of the Indemnitor’s willingness to
accept the settlement offer and pay the amount called for by such offer without reservation of any rights or defenses against the Indemnitee and if
the Indemnitee fails to consent to such settlement offer within ten calendar days after its receipt of such notice, Indemnitee may continue to contest
such claim, free of any participation by the Indemnitor, and the amount of any ultimate liability with respect to such Third Party Claim that the
Indemnitor has an obligation to pay hereunder shall be limited to the lesser of (x) the amount of the settlement offer that the Indemnitee declined to
accept plus the Losses of the Indemnitee relating to such Third Party Claim through the date of its rejection of the settlement offer and (y) the
aggregate Losses of the Indemnitee with respect to such claim. The party controlling any defense shall keep the other party advised of the status of
such Third Party Claim and the defense thereof and shall consider in good faith all reasonable recommendations made by the other party with
respect thereto.

(b) Direct Claims. Any claim by an Indemnitee for Losses that do not result from a Third Party Claim (each, a “Direct Claim”) shall be
asserted by giving the Indemnitor prompt written notice thereof, but in any event not later than 60 calendar days after the incurrence thereof or such
Indemnitee’s actual knowledge of such event (whichever is later); provided, however, that the failure of an Indemnitee to notify the Indemnitor
within the time
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period set forth herein shall only relieve the Indemnitor from its obligation to indemnify to the extent that the Indemnitor is materially prejudiced
by such failure or delay (whether as a result of the forfeiture of substantive rights or defenses or otherwise), and the Indemnitor will have a period
of 30 calendar days within which to respond in writing to such Direct Claim. If the Indemnitor does not so respond within such 30 calendar day
period, the Indemnitor will be deemed to have accepted such claim. If the Indemnitor rejects such claim, the Indemnitee will be free to pursue such
remedies as may be available to the Indemnitee on the terms and subject to the provisions of this Article X.

10.5 Subrogation. If after the making of any Indemnification Payment, the amount of the Losses to which such payment relates is reduced by
recovery, settlement or otherwise under any insurance coverage, or pursuant to any claim, recovery, settlement or payment by or against any other
Person, the amount of such reduction (less any costs, expenses, premiums or Taxes incurred in connection therewith) as and when actually
received by the Indemnitee will promptly be repaid by the Indemnitee to the Indemnitor. Upon making any Indemnification Payment, the
Indemnitor will, to the extent of such Indemnification Payment, be subrogated to all rights of the Indemnitee against any third party that is not an
Affiliate of the Indemnitee in respect of the Losses to which the Indemnification Payment relates; provided, however, that (a) the Indemnitor shall
then be in compliance with its obligations under this Agreement in respect of such Losses, and (b) until the Indemnitee recovers full payment of its
Losses, all claims of the Indemnitor against any such third party on account of said Indemnification Payment will be subrogated and subordinated
in right of payment to the Indemnitee’s rights against such third party. Without limiting the generality or effect of any other provision of this
Article X, each such Indemnitee and Indemnitor will duly execute upon request all instruments reasonably necessary to evidence and perfect the



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

above-described subrogation and subordination rights.

10.6 Other Rights and Remedies. Following the Closing, the sole and exclusive remedy at law for Verizon or the Company and all Affiliates
thereof for any claim (whether such claim is framed in tort, contract or otherwise) arising out of a breach of this Agreement or the Distribution
Agreement (to the extent permitted in Section 6.1 of the Distribution Agreement), other than a claim for fraud or willful and knowing misconduct,
shall be a claim by Verizon or the Company for indemnification pursuant to this Article X.

ARTICLE XI

MISCELLANEOUS

11.1 Expenses. Except as expressly set forth in any Transaction Agreement, each party shall bear its own fees and expenses in connection
with the transactions contemplated hereby; provided, however, that:

(i) if the Merger is consummated, Verizon and the Company shall each bear and be responsible for 50% of all Distribution/Merger
Transfer Taxes and all recording, application and filing fees associated with the transfer of the Spinco Assets in connection with the
transactions contemplated by the Distribution Agreement (including the transfer of Spinco Owned Real Property and Real Property Interests
such as railroad crossing rights and easements);

(ii) if the Debt Exchange is consummated, (A) Verizon shall pay and be responsible for all fees and expenses of its exchange
counterparties and financial and legal advisors and (B) Verizon and the Company shall each bear and be responsible for 50% of all other costs
and expenses in connection with the Debt Exchange (including any printing costs, trustees fees and roadshow expenses);

(iii) Verizon shall pay the fees and reimbursable expenses of the independent valuation firm referred to in Section 8.1(k) that are
incurred in connection with the preparation and delivery of the Solvency Opinion; and

(iv) the costs of any filing fees or any advisor or consultant hired by any Governmental Agency with the mutual consent of Verizon and
the Company (or to which neither party has the right to disapprove), as
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contemplated by Section 7.6, regardless of which party is allocated such costs under Law, shall be considered joint costs and the non-paying
party shall reimburse the paying party for 50% of such costs within 30 days of receipt of an invoice for same.

If any party pays an amount that is the responsibility of another party pursuant to this Section 11.1, such paying party shall be promptly
reimbursed by the party responsible for such amount. If the Closing occurs, such reimbursement shall occur on the Closing Date to the extent the
paying party provides evidence of such payments at least 10 Business Days prior to the Closing Date.

11.2 Notices. Any notice required to be given to a party hereunder shall be sufficient if in writing, and sent by facsimile transmission (with
receipt confirmed, provided that any notice received by facsimile transmission at the addressee’s location on any Business Day after 5:00 p.m.
(addressee’s local time) shall be deemed to have been received at 9:00 a.m. (addressee’s local time) on the next Business Day), by reliable
overnight delivery service (with proof of service), hand delivery or certified or registered mail (return receipt requested and first-class postage
prepaid), addressed as follows:

If to Spinco (prior to the Effective Time) or Verizon, to:

Verizon Communications Inc.
140 West Street
New York, NY 10007
Facsimile:   (908) 766-3813
Attn:   Marianne Drost

  Senior Vice President, Deputy General Counsel and Corporate Secretary

With a copy to (which shall not constitute notice):

Debevoise & Plimpton LLP
919 Third Avenue
New York, NY 10022
Facsimile:   (212) 909-6836
Attn:   Jeffrey J. Rosen

  Kevin M. Schmidt
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If to the Company, to:

Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905
Facsimile:   (203) 614-4661
Attn:   Donald R. Shassian

  Executive Vice President and Chief Financial Officer

and

Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905
Facsimile:   (203) 614-4651
Attn:   Hilary E. Glassman, Senior Vice President, General Counsel and Secretary
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With a copy to (which shall not constitute notice):

Cravath, Swaine & Moore LLP
825 Eighth Avenue
New York, NY 10019
Facsimile:   (212) 474-3700
Attn:   Robert I. Townsend, III

  Craig F. Arcella

or to such other address as any such party shall specify by written notice so given, and such notice shall be deemed to have been delivered as of the
date so telecommunicated, delivered or mailed. Any party to this Agreement may notify any other party of any changes to the address or any of the
other details specified in this paragraph; provided, however, that such notification shall only be effective on the date specified in such notice or
five Business Days after the notice is given, whichever is later. Rejection or other refusal to accept or the inability to deliver because of changed
address of which no notice was given shall be deemed to be receipt of the notice as of the date of such rejection, refusal or inability to deliver.
Verizon and Spinco shall provide to the Company in a manner consistent with this Section 11.2 copies of any notices that either may deliver to the
other under the Distribution Agreement.

11.3 Interpretation; Consent.

(a) When a reference is made in this Agreement to an Article or Section, such reference shall be to an Article or Section of this Agreement
unless otherwise indicated. The table of contents to this Agreement, and the Article and Section headings contained in this Agreement, are for
reference purposes only and shall not affect in any way the meaning or interpretation of this Agreement. Whenever the words “include,” “includes”
or “including” are used in this Agreement, they shall be deemed to be followed by the words “without limitation.” The words “hereof,” “herein”
and “hereunder” and words of similar import when used in this Agreement shall refer to this Agreement as a whole and not to any particular
provision of this Agreement. The term “or” is not exclusive. All terms defined in this Agreement shall have the defined meanings when used in any
certificate or other document made or delivered pursuant hereto unless otherwise defined herein. The definitions contained in this Agreement are
applicable to the singular as well as the plural forms of such terms and to the masculine as well as to the feminine and neuter genders of such terms.
Unless otherwise specified, any agreement, instrument or statute defined or referred to herein or in any agreement or instrument that is referred to
herein means such agreement, instrument or statute as from time to time amended, modified or supplemented, including (in the case of agreements
or instruments) by waiver or consent and (in the case of statutes) by succession of comparable successor statutes and includes all attachments
thereto and instruments incorporated therein. References to a person are also to its permitted successors and assigns.

(b) Each of the parties hereto has participated in the drafting and negotiation of this Agreement. If an ambiguity or question of intent or
interpretation arises, this Agreement must be construed as if it is drafted by all the parties hereto and no presumption or burden of proof shall arise
favoring or disfavoring any party by virtue of authorship of any of the provisions of this Agreement. For the avoidance of doubt, (i) “the business
of the Company” or similar terms means the business of the Company and its Subsidiaries, taken as a whole and (ii) “consistent with past practice”
when used with respect to Spinco or any of its Subsidiaries shall mean the past practice of Verizon and its Subsidiaries with respect to the conduct
of the Spinco Business.

(c) Any matter disclosed in any particular Section or Subsection of the Spinco Disclosure Letter, the Verizon Disclosure Letter or the
Company Disclosure Letter shall be deemed to have been disclosed in any other Section or Subsection of this Agreement with respect to which
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such matter is relevant so long as the applicability of such matter to such other Section or Subsection of this Agreement is reasonably apparent on
its face.

(d) Unless otherwise expressly stated in this Agreement, any right of consent, approval or election given to any party hereto may be
exercised by such party in its sole discretion.
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11.4 Severability. If any provision of this Agreement or the application of any such provision to any Person or circumstance shall be declared
judicially to be invalid, unenforceable or void, such decision shall not have the effect of invalidating or voiding the remainder of this Agreement, it
being the intent and agreement of the parties hereto that this Agreement shall be deemed amended by modifying such provision to the extent
necessary to render it valid, legal and enforceable while preserving its intent or, if such modification is not possible, by substituting therefor
another provision that is valid, legal and enforceable and that achieves the original intent of the parties hereto.

11.5 Assignment; Binding Effect. Neither this Agreement nor any of the rights, benefits or obligations hereunder may be assigned by any of
the parties hereto (whether by operation of law or otherwise) without the prior written consent of all of the other parties, and any purported
assignment without such consent shall be null and void. Subject to the preceding sentence, this Agreement will be binding upon, inure to the
benefit of and be enforceable by the parties hereto and their respective successors and permitted assigns.

11.6 No Third Party Beneficiaries. Nothing in this Agreement, express or implied, is intended to or shall confer upon any Person (other than
Verizon, Spinco and the Company and their respective successors and permitted assigns) any legal or equitable right, benefit or remedy of any
nature whatsoever under or by reason of this Agreement, and, except as provided in Article X with respect to Indemnitees, no Person shall be
deemed a third party beneficiary under or by reason of this Agreement.

11.7 Limited Liability. Notwithstanding any other provision of this Agreement, no stockholder, director, officer, Affiliate, agent or
representative of any of the parties hereto, in its capacity as such, shall have any liability in respect of or relating to the covenants, obligations,
representations or warranties of such party under this Agreement or in respect of any certificate delivered with respect hereto or thereto and, to the
fullest extent legally permissible, each of the parties hereto, for itself and its stockholders, directors, officers and Affiliates, waives and agrees not
to seek to assert or enforce any such liability that any such Person otherwise might have pursuant to applicable Law.

11.8 Entire Agreement. This Agreement (together with the other Transaction Agreements, the Confidentiality Agreement, the exhibits and the
Disclosure Letters and the other documents delivered pursuant hereto) constitutes the entire agreement of all the parties hereto and supersedes all
prior agreements and understandings, both written and oral, between or among the parties, or any of them, with respect to the subject matter hereof.

11.9 Governing Law. Except to the extent relating to the consummation of the Merger, which shall be consummated in accordance with the
DGCL, this Agreement shall be governed by, and construed in accordance with, the laws of the State of New York without giving effect to the
conflicts of law principles thereof.

11.10 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be deemed to be an original, but all
of which together shall constitute one agreement binding on the parties hereto, notwithstanding that not all parties are signatories to the original or
the same counterpart.

11.11 Waiver of Jury Trial . EACH OF THE PARTIES HERETO IRREVOCABLY WAIVES ALL RIGHT TO TRIAL BY JURY IN ANY
ACTION, SUIT, PROCEEDING OR COUNTERCLAIM (WHETHER BASED ON CONTRACT, TORT OR OTHERWISE) ARISING OUT OF
OR RELATING TO THIS AGREEMENT OR THE ACTIONS OF THE PARTIES HERETO IN THE NEGOTIATION, ADMINISTRATION,
PERFORMANCE AND ENFORCEMENT HEREOF.

11.12 Jurisdiction; Enforcement; Service of Process. THE PARTIES HERETO AGREE THAT IRREPARABLE DAMAGE WOULD
OCCUR IN THE EVENT THAT ANY OF THE PROVISIONS OF THIS AGREEMENT WERE NOT PERFORMED IN ACCORDANCE WITH
THEIR SPECIFIC TERMS OR WERE OTHERWISE BREACHED. IT IS ACCORDINGLY AGREED THAT THE PARTIES HERETO SHALL
BE
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ENTITLED TO AN INJUNCTION OR INJUNCTIONS TO PREVENT BREACHES OF THIS AGREEMENT AND TO ENFORCE
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SPECIFICALLY THE TERMS AND PROVISIONS OF THIS AGREEMENT IN ANY FEDERAL COURT LOCATED IN THE STATE OF
NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER JURISDICTION, OF ANY NEW YORK STATE
COURT, THIS BEING IN ADDITION TO ANY OTHER REMEDY TO WHICH THEY ARE ENTITLED AT LAW OR IN EQUITY. IN
ADDITION, EACH OF THE PARTIES HERETO (A) CONSENTS TO SUBMIT ITSELF TO THE PERSONAL JURISDICTION OF ANY
FEDERAL COURT LOCATED IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER
JURISDICTION, OF ANY NEW YORK STATE COURT IN THE EVENT ANY DISPUTE ARISES OUT OF THIS AGREEMENT OR ANY
OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT, (B) AGREES THAT IT WILL NOT ATTEMPT TO DENY OR
DEFEAT SUCH PERSONAL JURISDICTION BY MOTION OR OTHER REQUEST FOR LEAVE FROM ANY SUCH COURT AND
(C) AGREES THAT IT WILL NOT BRING ANY ACTION RELATING TO THIS AGREEMENT OR ANY OF THE TRANSACTIONS
CONTEMPLATED BY THIS AGREEMENT IN ANY COURT OTHER THAN A FEDERAL COURT SITTING IN THE STATE OF NEW
YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER JURISDICTION, A NEW YORK STATE COURT. THE
PARTIES HEREBY AGREE THAT MAILING OF PROCESS OR OTHER PAPERS IN CONNECTION WITH ANY SUCH ACTION OR
PROCEEDING IN THE MANNER PROVIDED IN SECTION 11.2, OR IN SUCH OTHER MANNER AS MAY BE PERMITTED BY LAW,
SHALL BE VALID AND SUFFICIENT SERVICE THEREOF AND HEREBY WAIVE ANY OBJECTIONS TO SERVICE ACCOMPLISHED
IN THE MANNER HEREIN PROVIDED.

11.13 Knowledge Convention. As used herein, the phrase “Spinco’s Knowledge” and similar phrases shall mean all matters actually known to
the following individuals: Stephen E. Smith, J. Goodwin Bennett, Thomas R. Parker, Karen Zacharia, Leonard Suchyta, David Feldman and Dale
M. Chamberlain. As used herein, the phrase “Company’s Knowledge” and similar phrases shall mean all matters actually known to the following
individuals: Hilary Glassman, Dan McCarthy, Don Shassian and Celia McKenney.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date first above written.
 

VERIZON COMMUNICATIONS INC.

By:   

 John W. Diercksen

 
Executive Vice President Strategy,

Planning and Development

NEW COMMUNICATIONS HOLDINGS INC.

By:   

 Stephen E. Smith
 Vice President

FRONTIER COMMUNICATIONS CORPORATION

By:   

 Mary Agnes Wilderotter

 
Chairman of the Board of Directors,

President and Chief Executive Officer
 

A-1-82

Table of Contents

ANNEX A-2

Composite Copy
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DISTRIBUTION AGREEMENT

BY AND BETWEEN

VERIZON COMMUNICATIONS INC.

AND

NEW COMMUNICATIONS HOLDINGS INC.
 

This is a composite copy of the Distribution Agreement dated May 13, 2009 and Amendment No. 1 to the Distribution Agreement dated July
24, 2009. It has been prepared for inclusion in this proxy statement/prospectus and does not have any independent legal effect.
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DISTRIBUTION AGREEMENT

This DISTRIBUTION AGREEMENT (this “Agreement”), dated as of May 13, 2009, by and between Verizon Communications Inc., a
Delaware corporation (“Verizon”), and New Communications Holdings Inc., a Delaware corporation and a wholly-owned subsidiary of Verizon
(“Spinco” and, together with Verizon, the “Parties”).

RECITALS

WHEREAS, Spinco is a newly-formed, wholly-owned, direct Subsidiary of Verizon;

WHEREAS, Verizon, Spinco and Frontier Communications Corporation, a Delaware corporation (the “Company”), have entered into an
Agreement and Plan of Merger, of even date herewith (as such agreement may be amended from time to time, the “Merger Agreement”), pursuant
to which, at the Effective Time, Spinco will merge with and into the Company, with the Company continuing as the surviving corporation (the
“Merger”);

WHEREAS, this Agreement and the other Transaction Agreements (as defined herein) set forth certain transactions that are conditions to
consummation of the Merger;

WHEREAS, prior to the Distribution (as defined herein) upon the terms and subject to the conditions set forth in this Agreement, Verizon
will, pursuant to a series of restructuring transactions that will occur prior to the Distribution, (a) transfer or cause to be transferred (i) to Spinco
and (ii) by Spinco to the Non-ILEC Spinco Subsidiary (as defined herein) and to one or more wholly-owned Subsidiaries of the Non-ILEC Spinco
Subsidiary (as may be designated by the Non-ILEC Spinco Subsidiary) all of the Non-ILEC Spinco Assets (as defined herein), each such transfer
to be subject to the assumption by such entity or entities of the Non-ILEC Spinco Liabilities (as defined herein), (b) to the extent the ILEC Spinco
Assets and the ILEC Spinco Liabilities are not currently located within an ILEC Spinco Subsidiary, transfer or cause to be transferred, including by
one or more of its Subsidiaries, to the ILEC Spinco Subsidiaries (as defined herein) all of the ILEC Spinco Assets (as defined herein), subject to the
assumption by such entities of the ILEC Spinco Liabilities (as defined herein), and shall directly or indirectly transfer the ILEC Spinco Subsidiaries
(after receiving the stock of a Subsidiary holding certain ILEC Spinco Subsidiaries from its Subsidiaries in a series of internal distributions) to
Spinco and (c) to the extent any Assets that are not Spinco Assets and any Liabilities that are not Spinco Liabilities are currently located within an
ILEC Spinco Subsidiary, transfer or cause to be transferred by any such ILEC Spinco Subsidiary such Assets or Liabilities to Verizon or an
Affiliate of Verizon;

WHEREAS, in exchange for the transfers contemplated by the immediately preceding recital, Spinco will (a) pay to Verizon the Special
Payment (as defined herein) and (b) if applicable, distribute to Verizon the Spinco Securities (as defined herein), all upon the terms and subject to
the conditions set forth in this Agreement (the transactions described in this recital and in the immediately preceding recital, collectively, the
“Contribution”);

WHEREAS, upon the terms and subject to the conditions set forth in this Agreement, Verizon will distribute (the “Distribution”) all of the
issued and outstanding shares of common stock, par value $.01 per share, of Spinco (“Spinco Common Stock”) to the holders as of the Record Date
(as defined herein) of the outstanding shares of common stock, par value $.10 per share, of Verizon (“Verizon Common Stock”) and, to the extent
applicable, to such persons who received Verizon Common Stock pursuant to the exercise of Record Date Options (as defined below);

WHEREAS, the Parties to this Agreement intend that (i) each Internal Spinoff qualify as a distribution eligible for nonrecognition under
Sections 355(a), 355(c) or 361(c) of the Code, as applicable; (ii) the Contribution, together with the Distribution, qualify as a tax-free
reorganization under Section 368(a)(1)(D) of the Code; (iii) the Distribution qualify as a distribution of Spinco stock to Verizon stockholders
eligible for
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nonrecognition under Sections 355(a) and 361(c) of the Code; (iv) no gain or loss be recognized by Verizon for federal income tax purposes in
connection with the receipt of the Spinco Securities (as defined herein) or the consummation of the Debt Exchange (as defined herein); (v) the
Special Payment qualify as money transferred to creditors or distributed to shareholders in connection with the reorganization within the meaning
of Section 361(b)(1) of the Code, to the extent that Verizon distributes the Special Payment to its creditors or shareholders in connection with the
Contribution; (vi) the Merger qualify as a tax-free reorganization pursuant to Section 368 of the Code; and (vii) no gain or loss be recognized as a
result of such transactions for federal income tax purposes by any of Verizon, Spinco, the Company and their respective stockholders and
Subsidiaries (except to the extent of cash received in lieu of fractional shares); and

WHEREAS, the Parties to this Agreement intend that, except as set forth in Section 2.3 hereof, throughout the internal restructurings taken in
contemplation of this Agreement, including the Internal Spinoffs, the Internal Restructurings, the Contribution, and the Distribution, the Spinco
Employees shall maintain uninterrupted continuity of employment, compensation and benefits, and also for union-represented employees,
uninterrupted continuity of representation for purposes of collective bargaining and uninterrupted continuity of coverage under their collective
bargaining agreements, as contemplated by and provided in the Employee Matters Agreement.

NOW, THEREFORE, in consideration of these premises, and of the representations, warranties, covenants and agreements set forth herein,
and for other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties hereby agree as follows:

ARTICLE I

Definitions

Section 1.1 General. As used in this Agreement, the following terms shall have the following meanings (such meanings to be equally
applicable to both the singular and plural forms of the terms defined):

“Affiliate” means a Person that, directly or indirectly, through one or more intermediaries, controls or is controlled by, or is under
common control with, a specified Person. The term “control” (including, with correlative meanings, the terms “controlled by” and “under
common control with”), as applied to any Person, means the possession, direct or indirect, of the power to direct or cause the direction of the
management and policies of such Person, whether through the ownership of voting securities or other ownership interest, by contract or
otherwise; provided, however, that for purposes of this Agreement, (i) from and after the Distribution Date, no member of either Group shall
be deemed an Affiliate of any member of the other Group and (ii) none of Cellco Partnership (d/b/a Verizon Wireless) or any of its
Subsidiaries shall be deemed Affiliates or Subsidiaries of Verizon.

“Agent” means the distribution agent agreed upon by Verizon and the Company, to be appointed by Verizon to distribute the shares of
Spinco Common Stock pursuant to the Distribution.

“Agreement” has the meaning set forth in the Preamble.

“Applicable Rate” means the three-month LIBOR rate published by Bloomberg as “Ticker US001M” (or any successor page) at
approximately 11:00 a.m. London time on the date which is two days prior to the date such rate is determined plus 200 basis points, such rate
to be reset every 90 days.

“Asset” means any and all assets, properties and rights, wherever located, whether real, personal or mixed, tangible or intangible,
including the following (in each case, whether or not recorded or reflected or required to be recorded or reflected on the books and records or
financial statements of any Person): (i) accounts and notes receivable (whether current or non-current); (ii) Cash and Cash Equivalents,
debentures, bonds, notes, evidences of indebtedness, certificates of interest or participation in profit-sharing agreements, collateral-trust
certificates, preorganization certificates or subscriptions, transferable shares, investment contracts, letters of credit and performance and
surety bonds, voting-trust certificates, puts, calls,
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straddles, options and other securities of any kind, and all loans, advances or other extensions of credit or capital contributions to any other
Person; (iii) rights under leases (including real property leases), contracts, licenses, permits, distribution arrangements, sales and purchase
agreements, joint operating agreements, other agreements and business arrangements; (iv) owned real property; (v) leased real property,
fixtures, trade fixtures, machinery, equipment (including oil and gas, transportation and office equipment), tools, dies and furniture; (vi) office
supplies, production supplies, spare parts, other miscellaneous supplies and other tangible property of any kind, including all antennas,
apparatus, cables, electrical devices, fixtures, equipment, furniture, office equipment, broadcast towers, motor vehicles and other
transportation equipment, special and general tools, test devices, transmitters and other tangible personal property; (vii) computers and other
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data processing equipment and software; (viii) raw materials, work-in-process, finished goods, consigned goods and other inventories;
(ix) prepayments or prepaid expenses; (x) claims, causes of action, rights under express or implied warranties, rights of recovery and rights of
setoff of any kind; (xi) Information; (xii) advertising materials and other printed or written materials; (xiii) goodwill as a going concern and
other intangible properties; and (xiv) licenses and authorizations issued by any Governmental Authority. “Assets” shall not include any
Excluded Assets.

“Blended Customer Contracts” means Contracts with customers of Verizon or one of its Subsidiaries, in each case to which Verizon,
one of the Contributing Companies or another Subsidiary of Verizon is a party, and in each case which provide for such customers to receive
one or more products or services that are offered by the Spinco Business as well as one or more products or services that are offered by the
Verizon Business, other than Contracts relating to Retained Customer Accounts listed on Section 1.1(a) of the Disclosure Letter.

“Business Day” means a day, other than Saturday, Sunday or other day on which commercial banks in New York, New York are
authorized or required by applicable Law to close.

“Cash and Cash Equivalents” means, as of any date of determination, all cash and cash equivalents, including certificates of deposit or
bankers’ acceptances maturing within one year from the date of acquisition thereof, and marketable direct obligations issued by, or
unconditionally guaranteed by, the United States government or an agency thereof, and investments in money market funds and other liquid
investments, including all deposited but uncleared bank deposits.

“Claims Made Policies” has the meaning set forth in Section 6.5(a).

“Closing” has the meaning set forth in the Merger Agreement.

“Closing Date” has the meaning set forth in the Merger Agreement.

“Closing Statement” has the meaning set forth in Section 5.1(a).

“Code” means the Internal Revenue Code of 1986, as amended from time to time.

“Company” has the meaning set forth in the Recitals.

“Company Common Stock” has the meaning set forth in the Merger Agreement.

“Company Third Party Intellectual Property” has the meaning set forth in the Merger Agreement.

“Contract” means any contract, agreement or binding arrangement or understanding, whether written or oral and whether express or
implied.

“Contributing Companies” means Verizon North Inc., a Wisconsin corporation, Verizon Northwest Inc., a Washington corporation,
Verizon West Coast Inc., a California corporation, Contel of the South, Inc., a Georgia corporation, Verizon California Inc., a California
corporation, Verizon South Inc., a Virginia corporation, Verizon West Virginia Inc., a West Virginia corporation, Verizon Enterprise
Solutions LLC, a Delaware limited liability company, Verizon Long Distance LLC, a Delaware limited liability company, Verizon Online
LLC, a Delaware limited liability company, Verizon Credit Inc., a Delaware corporation, Verizon Corporate Services Corp., a Delaware
corporation, Verizon Business Financial Management
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Corporation, a Delaware corporation, Verizon Business Network Services Inc., a Delaware corporation, Verizon Network Integration Corp.,
a Delaware corporation, Verizon Select Services Inc. a Delaware corporation and any other Subsidiary of Verizon that either provides 911 or
E911 customer premise equipment sales, service or maintenance or employs Spinco Business Employees (as defined in the Merger
Agreement), in each case as of the Closing Date.

“Contribution” has the meaning set forth in the Recitals.

“Current Assets” means total current assets of the Spinco Business, determined in accordance with the last sentence of Section 5.1(a),
as of the opening of business on the Distribution Date.

“Current Liabilities” means the total current liabilities of the Spinco Business, determined in accordance with the last sentence of
Section 5.1(a) as of the opening of business on the Distribution Date.

“Cutover Plan Support Agreement” means the Cutover Plan Support Agreement entered into on the date hereof, between Verizon
Information Technologies LLC and the Company as such agreement may be amended from time to time.

“Debt Exchange” has the meaning set forth in Section 2.4(c).

“Disclosure Letter” means the schedule prepared and delivered by Verizon to Spinco as of the date of this Agreement.

“Dispute Resolution Request” has the meaning set forth in Section 5.1(c).

“Distribution” has the meaning set forth in the Recitals.
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“Distribution Date” means the date that the Distribution shall become effective.

“Distribution Date Spinco Indebtedness” has the meaning set forth in the Merger Agreement.

“Distribution Date Working Capital” means the amount, if any, by which Current Assets exceeds Current Liabilities (or, if Current
Liabilities exceeds Current Assets, the amount of such excess expressed as a negative number) as of the opening of business on the
Distribution Date prior to the application of purchase accounting entries to the Surviving Corporation’s opening balance sheet.

“Effective Time” has the meaning set forth in the Merger Agreement.

“Election” has the meaning set forth in Section 2.4(d).

“Employee Matters Agreement” means the Employee Matters Agreement entered into among Verizon, Spinco and the Company on the
date hereof, as such agreement may be hereafter amended from time to time.

“Excluded Assets” means (i) all Intellectual Property Assets, which shall be governed exclusively by the Intellectual Property
Agreement, (ii) all assets relating to Taxes (except to the extent included in Current Assets), and (iii) all assets consisting of or relating to
any benefits or any benefit plans, programs, agreements or arrangements, which shall be governed exclusively by the Employee Matters
Agreement and, to the extent applicable, the Merger Agreement.

“Excluded Liabilities” means (i) all liabilities for or in respect of any Intellectual Property Assets, (ii) all liabilities for or in respect of
Taxes (except to the extent included in Current Liabilities) and (iii) all liabilities for or in respect of any benefits or any benefit plans,
programs, agreements or arrangements, which shall be governed exclusively by the Employee Matters Agreement and, to the extent
applicable, the Merger Agreement.

“Final Closing Statement” has the meaning set forth in Section 5.1(c).

“Final Distribution Date Working Capital” has the meaning set forth in Section 5.1(d).

“Financial Instruments” means credit facilities, guarantees, commercial paper, interest rate swap agreements, foreign currency forward
exchange contracts, letters of credit, surety bonds and similar instruments.
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“FiOS Intellectual Property Agreement” means the FS Intellectual Property Agreement to be entered into among Verizon Patent and
Licensing Inc., Spinco and the Company, substantially in the form of Exhibit B hereto.

“FiOS Software License Agreement” means the FS Software License Agreement to be entered into among Verizon Information
Technologies LLC, Spinco and the Company, substantially in the form of Exhibit C hereto.

“FiOS Trademark License Agreement” means the FS Trademark License Agreement to be entered into between Verizon Licensing
Company and the Company, substantially in the form of Exhibit D hereto.

“GAAP” means United States generally accepted accounting principles.

“Governmental Authority” has the meaning set forth in the Merger Agreement.

“Group” means the Verizon Group or the Spinco Group, as the case may be.

“GTE” means GTE Corporation, a New York corporation.

“ILEC” means an incumbent local exchange carrier, as defined in 47 U.S.C. § 251(h).

“ILEC Spinco Assets” means Spinco Assets which are subject to regulations applicable to ILECs promulgated by one or more of the
public utility commissions in the states of Arizona, California, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon,
South Carolina, Washington, West Virginia and Wisconsin.

“ILEC Spinco Liabilities” means Spinco Liabilities to the extent arising from or relating to ILEC Spinco Assets.

“ILEC Spinco Subsidiaries” means Verizon North Inc., a Wisconsin corporation, Verizon Northwest Inc., a Washington corporation,
Verizon West Coast Inc., a California corporation, Contel of the South, Inc., a Georgia corporation, New Communications of the Southwest
Inc., a newly formed Delaware corporation, New Communications of the Carolinas Inc., a newly formed Delaware corporation, and Verizon
West Virginia Inc., a West Virginia corporation.

“Indebtedness” means, with respect to Spinco and the Spinco Subsidiaries, all indebtedness for borrowed money, including the
aggregate principal amount thereof, and any accrued interest thereon.

“Information” means all lists of customers, records pertaining to customers and accounts, copies of Contracts, personnel records, lists
and records pertaining to customers, suppliers and agents, and all accounting and other books, records, ledgers, files and business records,
data and other information of every kind (whether in paper, microfilm, computer tape or disc, magnetic tape or any other form).
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“Information Statement” means the information statement forming part of Spinco’s Registration Statement on Form 10.

“Intellectual Property Agreement” means the Intellectual Property Agreement to be entered into among Verizon Patent and Licensing
Inc., Spinco and the Company in the form of Exhibit E hereto.

“Intellectual Property Assets” means all Statutory Intellectual Property and Non-Statutory Intellectual Property.

“Internal Restructurings” has the meaning set forth in the Merger Agreement.

“Internal Spinoffs” has the meaning set forth in the Merger Agreement.

“Law” has the meaning set forth in the Merger Agreement.

“Leased Real Property” means all leasehold or subleasehold estates and other rights of Verizon or its Affiliates to use or occupy any
land, buildings or structures located in the Territory that are used primarily in the conduct of the Spinco Business, including those listed in
Section 1.1(b) of the Disclosure Letter.
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“Liability” or “Liabilities” means all debts, liabilities and obligations (including those arising under Contracts) whether absolute or
contingent, matured or unmatured, liquidated or unliquidated, accrued or unaccrued, known or unknown, whenever arising, and whether or
not the same would properly be reflected on a balance sheet. “Liabilities” shall not include any Excluded Liabilities.

“Litigation Matters” means all pending or threatened litigation, investigations, claims or other legal matters that have been or may be
asserted against, or otherwise adversely affect, Verizon or Spinco (or members of either Group).

“Merger” has the meaning set forth in the Recitals.

“Merger Agreement” has the meaning set forth in the Recitals.

“Non-ILEC Spinco Assets” means Spinco Assets other than ILEC Spinco Assets.

“Non-ILEC Spinco Liabilities” means Spinco Liabilities other than ILEC Spinco Liabilities.

“Non-ILEC Spinco Subsidiary” means New Communications Online and Long Distance Inc., a newly formed Delaware corporation
and a wholly-owned Subsidiary of Spinco.

“Non-Statutory Intellectual Property” means all unpatented inventions (whether or not patentable), trade secrets, know-how and
proprietary information, including but not limited to (in whatever form or medium), discoveries, ideas, compositions, formulas, computer
programs (including source and object codes), computer software documentation, database, drawings, designs, plans, proposals,
specifications, photographs, samples, models, processes, procedures, data, information, manuals, reports, financial, marketing and business
data, information, manuals, reports and pricing and cost information, correspondence and notes, and any rights or licenses in the foregoing
which may be granted without the payment of compensation or other consideration to any Person; provided, however, that, notwithstanding
anything to the contrary, the definition of “Non-Statutory Intellectual Property” shall not include any Statutory Intellectual Property.

“Occurrence Basis Policies” has the meaning set forth in Section 6.5(a).

“Owned Real Property” means all land in the Territory that is owned by Verizon or its Affiliates and used primarily in the conduct of
the Spinco Business, together with all buildings, structures, improvements and fixtures located thereon, subject to all easements and other
rights and interests appurtenant thereto, including existing third party rights and interests.

“Parties” has the meaning set forth in the Preamble.

“Person” or “person” means a natural person, corporation, company, joint venture, individual business trust, trust association,
partnership, limited partnership, limited liability company or other entity, including a Governmental Authority.

“Policies” means all insurance policies, insurance contracts and claim administration contracts of any kind of Verizon and its
Subsidiaries (including members of the Spinco Group) and their predecessors which were or are in effect at any time at or prior to the
Distribution Date, including commercial general liability, automobile, workers’ compensation, excess and umbrella, aircraft, crime, property
and business interruption, directors’ and officers’ liability, fiduciary liability, employment practices liability, errors and omissions, special
accident, environmental, inland and marine, and captive insurance company arrangements, together with all rights, benefits and privileges
thereunder.

“POP Equipment” has the meaning set forth in the definition of “Spinco Assets” in subsection (i)(H).

“Privileged Information” means with respect to either Group, Information regarding a member of such Group or any of its operations,
Assets or Liabilities (whether in documents or stored in any other form or known to its employees or agents) that is or may be protected from
disclosure pursuant to the attorney-client privilege, the work product doctrine or another applicable privilege, that a member of the other
Group may come into possession of or obtain access to pursuant to this Agreement or otherwise.
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“Real Property Interests” means all easements, rights of way, and licenses (whether as licensee or licensor) in real property that are
used primarily in the conduct of the Spinco Business, and excluding all Owned Real Property and property and interests subject to Real
Property Leases.

“Real Property Leases” means all leases, subleases, concessions and other agreements (written or oral) pursuant to which any Leased
Real Property is held, including the right to all security deposits and other amounts and instruments deposited thereunder.

“Reclassification” has the meaning set forth in Section 4.2.

“Record Date” means the close of business on the date to be determined by the Board of Directors of Verizon as the record date for
determining stockholders of Verizon entitled to participate in the Distribution, which date shall be a Business Day preceding the Distribution
Date.

“Record Date Options” has the meaning set forth in the Employee Matters Agreement.

“Representative” means with respect to any Person, any of such Person’s directors, managers or persons acting in a similar capacity,
officers, employees, agents, consultants, financial and other advisors, accountants, attorneys and other representatives.

“Retained Contract” means (i) any Contract entered into by Verizon or any Subsidiary of Verizon (other than Spinco or a Spinco
Subsidiary), on the one hand, with a non-Affiliate of Verizon, on the other hand, which is used or held for use in the conduct of the Spinco
Business as well as the Verizon Business, other than any Blended Customer Contract; and (ii) any Contract entered into solely between or
among Verizon and/or Affiliates of Verizon, other than (a) Transferred Affiliate Arrangements, including, in each case, those Contracts listed
in Section 1.1(c) of the Disclosure Letter and (b) Contracts governing Retained Customer Accounts.

“Retained Customer Accounts” means those customer accounts identified on Section 1.1(a) of the Disclosure Letter.

“Software License Agreement” means the Verizon Software License Agreement to be entered into among Verizon Information
Technologies LLC, Spinco and the Company, in the form of Exhibit F hereto.

“Special Payment” means a payment made by Spinco to Verizon in an amount which shall not exceed the lesser of (i) (x) $3.333 billion
minus (y) the amount of Distribution Date Spinco Indebtedness, and (ii) Verizon’s estimate of its tax basis in Spinco, such amount to be set
forth in a certificate delivered pursuant to Section 7.18(g) of the Merger Agreement (as updated in accordance with such section). For
purposes of this Agreement, reference to the tax basis in Spinco means the tax basis in Spinco immediately prior to the Distribution, but
without giving effect to the Special Payment.

“Special Payment Financing” has the meaning set forth in the Merger Agreement.

“Spinco” has the meaning set forth in the Preamble; provided that, with respect to any period following the Effective Time, all
references to Spinco herein shall be deemed to be references to the Surviving Corporation.

“Spinco Assets” means, subject to Section 2.1(c), collectively:

(i) all of the right, title and interest of Verizon and its Affiliates in all Assets that are primarily used or held for use in, or that
primarily arise from, the conduct of the Spinco Business, including:

(A) those set forth on the Spinco Audited Balance Sheet to the extent held on the Distribution Date;

(B) the Current Assets;

(C) all Owned Real Property and all Leased Real Property, together with all buildings, towers, facilities and other
structures and improvements located thereon;
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(D) all Real Property Interests;

(E) all Telephone Plant;

(F) all Contracts;

(G) (i) all existing fiber-to-the- premises (“FiOS”) network elements from and including the video hub offices (“VHO”)
to the end-user customers consisting primarily of elements of the VHO, trunks and other connecting facilities from the VHO to
the serving offices, all connections from serving offices to end-user customers in the states of Indiana, Oregon and Washington
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and customer premises equipment at FiOS subscriber locations in the states of Indiana, Oregon and Washington consisting
primarily of set top boxes, broadband home routers, CableCards, remote controls and connector cables; and (ii) transmission
facilities (trunks and related equipment further described in new Section 1.1(j) of the Disclosure Letter to the Distribution
Agreement as revised and amended on even date herewith) owned by ILEC Affiliates of Verizon between the (a) VHOs and
(b) related equipment owned by ILEC Affiliates of Verizon which related equipment, unless otherwise stated in Section 1.1(j) of
the Disclosure Letter to the Distribution Agreement as revised and amended on even date herewith, is located in Verizon
Affiliate leased or owned points of presence (“POPs”), as such related equipment, VHOs, and POPs are further described in
Section 1.1(j) of the Disclosure Letter to the Distribution Agreement as revised and amended on even date herewith (“VHO/POP
Transmission Equipment”);

(H) the POP equipment owned by Verizon Online LLC and located in Charleston and Clarksburg West Virginia used to
deliver certain broadband Internet access services, which equipment is of the type identified on Section 1.1(k) of the Disclosure
Letter to the Distribution Agreement as revised and amended on even date herewith (“POP Equipment”);

(ii) all other Assets of Spinco and the Spinco Subsidiaries to the extent specifically assigned to any member of the Spinco Group
pursuant to this Agreement or any other Transaction Agreement;

(iii) the capital stock of each Spinco Subsidiary (it being agreed that the physical certificates representing such capital stock shall
be delivered to Spinco by Verizon no later than the Distribution Date);

(iv) all rights of the Contributing Companies in respect of the Transferred Affiliate Arrangements;

(v) those rights in the Blended Customer Contracts as are allocated to Spinco as contemplated by Section 7.8(e) of the Merger
Agreement and the obligations of Verizon described in Section 7.8(f) of the Merger Agreement;

(vi) all claims, causes of action and rights (or any share thereof) to the extent related to or arising from any other Spinco Asset or
Spinco Liability; and

(vii) any additional Assets set forth on Section 1.1(d) of the Disclosure Letter;

provided that, notwithstanding the foregoing, in no event will the Spinco Assets include:

I. any Excluded Assets and Verizon Third Party Intellectual Property or Company Third Party Intellectual Property;

II. any Verizon Assets;

III. any Retained Contracts and any Contracts governing Retained Customer Accounts;

IV. any Cash and Cash Equivalents or short-term investments;

V. any Assets of Verizon Business Global LLC, f/k/a MCI, LLC, which is the successor to the business of MCI, Inc., and direct
and indirect Subsidiaries of Verizon Business Global LLC;

VI. intentionally left blank;
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VII. any Assets of Verizon Federal Inc.;

VIII. any Assets of Federal Network Systems LLC;

IX. any Assets of Verizon Global Networks Inc.;

X. intentionally left blank; and

XI. any Assets of Cellco Partnership (d/b/a Verizon Wireless).

“Spinco Audited Balance Sheet” means the audited Combined Statements of Selected Assets, Selected Liabilities and Parent Funding
as of December 31, 2008 for the local exchange businesses and related landline activities of Verizon in the Territory (including Internet
access and certain long distance services provided to customers in those states).

“Spinco Business” means:

(i) all of the incumbent local exchange carrier business activities and operations of Verizon and its Affiliates in the Territory
(consisting of local exchange service, “intraLATA” toll service, network access service, enhanced voice and data services, digital
subscriber line (“DSL”) services, FiOS voice and video services, wholesale services, operator services, directory assistance services,
customer service to end users, and, in connection with any of the foregoing, repairs, billing and collections);

(ii) all of the following activities of Verizon and its Affiliates in the Territory:

(A) originating central office voice switched Long Distance (“LD”) services in the Territory switched by wire centers that
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are otherwise Spinco Assets; and

(B) the provision by Verizon Online LLC of dial-up and broadband Internet access services and related value-added
services taken by broadband customers located in the Territory;

(C) the resale of satellite to terrestrial video services, but only to the extent of the assets described in clause (i)(G) of the
definition of Spinco Assets;

(D) the provision by Verizon Select Services Inc., Verizon Network Integration Corp. and other Contributing Companies
of sales, installation and maintenance of 911 and E911 customer premises equipment.

provided that, for the avoidance of doubt, “Spinco Business” shall not include any other business activities or operations of Verizon or its
Affiliates whether or not conducted in the Territory, including:

(A) the offering of wireless voice, data and other services by Cellco Partnership (d/b/a Verizon Wireless) and its Affiliates;

(B) publishing and printing telephone directories and publishing electronic directories;

(C) monitoring, installation, maintenance and repair of customer premises equipment (other than equipment related to 911
and E911 related services described above in this definition) and software, structured cabling, call center solutions and
professional and other services as provided by Verizon Network Integration Corp or Verizon Select Services Inc.;

(D) multi-dwelling unit voice, data and video services as provided generally by Verizon Avenue Corp., other than services
provided pursuant to contracts entered into by Verizon Avenue Corp. as agent for, or on behalf of, a Contributing Company;

(E) wireless telecommunications services, customer premises equipment, inside wiring and cabling, and consulting
services to or for federal government agencies offered by Federal Network Systems LLC, and customer premises inside wiring
and cabling, and consulting services to or for federal government agencies offered by Verizon Federal Inc.;
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(F) interstate, intrastate and local exchange services offered by Verizon or its Affiliates (other than the Contributing
Companies) consisting primarily of those services conducted by them as successors to the business of MCI, Inc.;

(G) monitoring, provision, maintenance and repair of intrastate, interstate and international telecommunications and
information services, managed services, internet protocol services, data center services, professional services, hosting services,
web infrastructure and application management and other products, services and software as provided generally by Verizon
Business Global LLC, f/k/a MCI, LLC, which is the successor to the business of MCI, Inc., or direct and indirect Subsidiaries of
Verizon Business Global LLC;

(H) consumer and small business customer premises equipment sales and services, other than the customer premises
equipment described above in subsection (i)(G) of Section 1.1 definition of “Spinco Assets”, and other than customer premises
equipment sales, service and maintenance related to the 911 and E911 portions of the Spinco Business;

(I) long haul switching, routing and transmission and other carrier services as provided generally by Verizon Global
Networks Inc.;

(J) prepaid card products, payphone dial around services (VSSI-CARD) and dedicated Internet access services as provided
generally by Verizon Select Services Inc.;

(K) Verizon “Voice Over Internet Protocol” service, “iobi” service and smart touch service as provided generally by
Verizon Long Distance LLC and Verizon Enterprise Solutions LLC;

(L) security services as provided generally by Cybertrust, Inc. and its Affiliates;

(M) any former MCI business;

(N) operator services and directory assistance services to wireless carriers, including Cellco Partnership (d/b/a Verizon
Wireless) and any third-party wireless carrier;

(O) Verizon Smart Phone service or One Phone service as provided generally by Verizon Online LLC;

(P) any “interLATA” non-ILEC switched or data services provided by Verizon Long Distance LLC and Verizon
Enterprise Solutions LLC, which includes private line, asynchronous transfer mode (“ATM”), frame relay, Ethernet and
dedicated access voice services (not including Toll Free Services if Verizon exercises its right described in Subsection
(iii) below) or any services that Verizon Long Distance LLC and Verizon Enterprise Solutions LLC provide through separate
third party Agreements; or

(Q) similar activities conducted by successors to any of the foregoing named entities.
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(iii) Verizon shall have the right (but not the obligation), exercisable by written notice to the Company no less than 90 days prior
to the Distribution Date, to add the following activity as part of the definition of the included “Spinco Business”:

The provision by Verizon Long Distance LLC or Verizon Enterprise Solutions LLC of terminating central office switched long
distance services for small business customers, switched by wire centers which are otherwise Spinco Assets (“Toll Free Services”)
which service must be provided in conjunction with a toll free telephone number.

If Verizon exercises the above described right, the above provision will be deemed added to the definition of the include Spinco
Business and, simultaneously the definition of “Spinco Business” will be further revised to add a new Subsection (P-1), which shall
read in its entirety as follows:

(P-1) Toll free long distance services, utilizing a 4-digit PIN number in conjunction with a shared Verizon Long Distance
800/888/877 number (commonly referred to as PTFS services).
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“Spinco Common Stock” has the meaning set forth in the Recitals.

“Spinco Debt Expenses” means the aggregate amount of all fees and expenses payable to lenders or lenders’ advisors by Spinco or the
Surviving Corporation pursuant to the terms of the Special Payment Financing or otherwise arising directly from the consummation of the
Special Payment Financing.

“Spinco Employees” has the meaning set forth in the Employee Matters Agreement.

“Spinco Group” means Spinco and the Spinco Subsidiaries.

“Spinco Guarantees” has the meaning set forth in Section 6.4(b).

“Spinco Liabilities” means, subject to Section 2.1(c), collectively:

(i) all Liabilities of Verizon or any of its Subsidiaries (including Spinco and the Spinco Subsidiaries) to the extent relating to or
arising from the Spinco Business, including the Liabilities set forth on the Spinco Audited Balance Sheet and the Liabilities of Spinco
under the Transaction Agreements;

(ii) all Liabilities to the extent relating to or arising from any Spinco Assets;

(iii) all Liabilities of the Spinco Business in respect of the Transferred Affiliate Arrangements;

(iv) all Current Liabilities;

(v) those Liabilities under the Blended Customer Contracts that are assigned to and assumed by the Company pursuant to
Section 7.8(e) or described in Section 7.8(f) of the Merger Agreement;

(vi) all Liabilities relating to or arising from any Verizon Guarantee;

(vii) all Distribution Date Spinco Indebtedness; and

(viii) all Liabilities set forth in Section 1.1(e) of the Disclosure Letter.

Notwithstanding the foregoing, the Spinco Liabilities shall not include any Liabilities specifically agreed not to be assumed by Spinco under
any other Transaction Agreement. For the avoidance of doubt, Spinco Liabilities shall not include any Verizon Liabilities or Excluded
Liabilities.

“Spinco Securities” means any notes issued by Spinco to Verizon, as contemplated in Section 2.4 hereof and having the principal terms
set forth on Exhibit G hereto and other terms determined in accordance with Section 7.18 of the Merger Agreement.

“Spinco Subsidiaries” means, collectively, the Non-ILEC Spinco Subsidiary and the ILEC Spinco Subsidiaries.

“Statutory Intellectual Property” means all (i) United States patents and patent applications of any kind, (ii) United States works of
authorship, mask-works, copyrights, and copyright and mask work registrations and applications for registration, (iii) Trademarks, and
(iv) any rights or licenses in the foregoing.

“Subsidiary” has the meaning set forth in the Merger Agreement.

“Surviving Corporation” has the meaning set forth in the Merger Agreement.

“Target Working Capital” means $0.

“Taxes” has the meaning set forth in the Merger Agreement.

“Tax Sharing Agreement” means the Tax Sharing Agreement entered into on the date hereof, among Verizon, the Company, Spinco
and the ILEC Spinco Subsidiaries, as such agreement may be amended from time to time.
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“Telephone Plant” means all plant, systems, structures, regulated construction work in progress, telephone cable (whether in service or
under construction), microwave facilities (including frequency spectrum assignment), telephone line facilities, machinery, furniture, fixtures,
tools, implements, conduits, stations, substations, equipment (excluding customer premises equipment, but including all local exchange
equipment that serves (i) cell towers, (ii) data equipment (excluding customer premises equipment, but including all equipment necessary to
provide data services (including dial-up, digital subscriber line and dedicated Internet access services and related value-added services)),
including the broadband router aggregation system, (iii) ATM switch routers and (iv) network facilities located in the Territory), central
office equipment and other equipment in general other than customer premises equipment, instruments and house wiring connections located
in the Territory used in the Spinco Business (to the extent not transferred to customers as inside wiring), other than the portion thereof
relating to the FiOS network.

“Territory” means the local franchise area of the Contributing Companies in the states of Arizona, Idaho, Illinois, Indiana, Michigan,
Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, the franchise areas of Verizon West
Coast Inc. and the franchise areas in California served by the following wire centers and the related microwave facilities described below:

 

Base CLLI  Remote CLLI  Switch Type  Switch Name  

AAIS Wire
Center
Name  NPA  NXXs  Rate Center

BLYTCAXF92K  ______________  DMS100  BLYTHE  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCABJRL0  ANODE  INTAKE & RIVERIA  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCAXHRL1  OPM  RIPLEY #4  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCABARL0  ANODE  FLORENCE & HOBSON  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCACRRL0  AFC-RSC  COLORADO RIVER UMC  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  BLYTCAXGRS1  RSC  NORTH RIPLEY  BLYTHE  760  921, 922  Blythe
BLYTCAXF92K  PLVRCAXFRS1  RSC  PALO VERDE  PALSVDE  760  854  Palo Verde

GRDVNVXADS0  WDFRCAXFRS1  RSC  WOODSFORD-ALPINE  ALPINE  530  694  Alpine
GRDVNVXADS0  PYVLCAAARL0  ANODE-UE  ST HWY 88 ANODE-UE  ALPINE  530  694  Alpine
GRDVNVXADS0  WDFRCAAARL0  ANODE  MARKLEEVILLE  ALPINE  530  594  Alpine
GRDVNVXADS0  CEVLCAXFRS6  RSC  COLEVILLE  COLEVLLE  530  495  Coleville

PRKRAZXCDS0  BGRVCAXFRLO  AFC-LET  BIG RIVER LET  EARP  760  665  Earp
PRKRAZXCDS0  HVSUCAXFRS1  RSLE  HAVASU LANDING  HAVASU  760  858  Havasu Lake

BKMTCAXFQ01   MICROWAVE  BLACK METAL MOUNTAIN  PRDMAZXC    
BMMTCARSQ02   MICROWAVE  BIG MARIA MOUNTAIN  BLYTCAXF    

“Toll Free Services” has the meaning set forth in the definition of “Spinco Business” in subsection (iii).

“Total Verizon Shares” means (i) the total number of shares of Verizon Common Stock as of the Record Date plus (ii) the total number
of shares of Verizon Common Stock issued to all persons who acquired such Verizon Common Stock pursuant to the exercise of Record Date
Options on or prior to the Distribution Date.

“Trademarks” means trademarks, tradenames, applications for trademark registration, service marks, applications for service mark
registration, domain names, registrations and applications for registrations pertaining thereto, and all goodwill associated therewith.

“Transaction Agreements” has the meaning set forth in the Merger Agreement.

“Transferred Affiliate Arrangements” means (i) all Transaction Agreements and all arrangements expressly contemplated by a
Transaction Agreement, (ii) all Affiliate interconnection Contracts and (iii) all Contracts listed on Section 1.1(f) of the Disclosure Letter.

“Verizon” has the meaning set forth in the Preamble.

“Verizon Assets” means, subject to Section 2.1(c), collectively,
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(i) all of the right, title and interest of Verizon and its Subsidiaries in all Assets held by them other than those identified in clauses
(i) through (vii) of the definition of Spinco Assets, it being acknowledged that Verizon Assets include:

(A) all Retained Contracts (it being agreed that Spinco and the Spinco Subsidiaries shall be permitted to (x) retain any
product or license under a Retained Contract delivered and paid for prior to the Closing in the conduct of the Spinco Business
and (y) receive any product or license under a Retained Contract that was ordered and paid for prior to the Closing in the
conduct of the Spinco Business but which shall be delivered after the Closing);

(B) all Contracts between Verizon and the Verizon Subsidiaries on one hand and Spinco and the Spinco Subsidiaries on



Proxy/Prospectus

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm#toc20249_24[11/4/2009 8:44:15 AM]

the other hand (other than to the extent they constitute Transferred Affiliate Arrangements);

(C) any Asset of the dial-up, broadband Internet access or LD portions of the Spinco Business, other than (1) any
customer relationships (including related value-added services customer relationships), (2) customer premises equipment at
FiOS subscriber locations in the states of Indiana, Oregon and Washington consisting primarily of set top boxes, broadband
home routers, CableCards, remote controls and connector cables, (3) the POP Equipment, and (4) VHO/POP Transmission
Equipment.

(D) all FiOS network assets not specifically described as a Spinco Asset, including the Satellite Head End located in
Illinois; and

(E) tangible Assets used exclusively by personnel who are retained by Verizon but who work in one of the work centers or
other locations located in the Territory which serve both the Spinco Business and the Verizon Business, which locations are set
forth in Section 1.1(g) of the Disclosure Letter;

(ii) all other Assets of Verizon and Verizon Subsidiaries to the extent specifically assigned to or retained by any member of the
Verizon Group pursuant to this Agreement or any other Transaction Agreement;

(iii) the capital stock of each Verizon Subsidiary;

(iv) all rights of Verizon under the Transaction Agreements;

(v) all defenses and counterclaims relating to any Liability retained by Verizon or its Affiliates;

(vi) all claims, causes of action and rights (or any share thereof) to the extent related to or arising from any other Verizon Asset or
Verizon Liability; and

(vii) any additional Assets set forth on Section 1.1(h) of the Disclosure Letter;

provided that, notwithstanding the foregoing, in no event will the Verizon Assets include any Spinco Assets.

“Verizon Business” means all of the businesses and operations conducted by Verizon and the Verizon Subsidiaries (other than the
Spinco Business) at any time, whether prior to, on or after the Distribution Date.

“Verizon Common Stock” has the meaning set forth in the Recitals.

“Verizon Group” means Verizon and the Verizon Subsidiaries.

“Verizon Guarantees” has the meaning set forth in Section 6.4(a).

“Verizon Liabilities” means, subject to Section 2.1(c) collectively, (i) all Liabilities of Verizon or any of its Subsidiaries (including
Spinco and the Spinco Subsidiaries) relating to or arising from the Verizon Business, including the Liabilities of Verizon under the
Transaction Agreements, in each case other than the Spinco Liabilities, (ii) all Liabilities in respect of the Transferred Affiliate Arrangements
other than the Spinco Liabilities related thereto, (iii) all Liabilities under the Blended Customer Contracts except to the extent assumed by the
Company pursuant to Section 7.8(e) of the Merger Agreement, (iv) all Liabilities in
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respect of Retained Contracts, (v) all Liabilities relating to or arising from any Spinco Guarantee, (vi) all expenses allocated to Verizon
pursuant to Section 11.1 of the Merger Agreement and (vii) all Liabilities listed in Section 1.1(i) of the Disclosure Letter. For the avoidance
of doubt, the Verizon Liabilities shall not include any Spinco Liabilities.

“Verizon Subsidiaries” means all direct and indirect Subsidiaries of Verizon immediately after the Distribution Date, assuming that the
Distribution has occurred in accordance with the terms hereof.

“Verizon Third Party Intellectual Property” has the meaning set forth in the Merger Agreement.

“VHO/POP Transmission Equipment” has the meaning set forth in the definition of “Spinco Assets” in subsection (i)(G).

Section 1.2 Interpretation. When a reference is made in this Agreement to an Article or Section, such reference shall be to an Article or
Section of this Agreement unless otherwise indicated. The table of contents to this Agreement, and the Article and Section headings contained in
this Agreement, are for reference purposes only and shall not affect in any way the meaning or interpretation of this Agreement. Whenever the
words “include,” “includes” or “including” are used in this Agreement, they shall be deemed to be followed by the words “without limitation.” The
words “hereof,” “herein” and “hereunder” and words of similar import when used in this Agreement shall refer to this Agreement as a whole and
not to any particular provision of this Agreement. The term “or” is not exclusive. All terms defined in this Agreement shall have the defined
meanings when used in any certificate or other document made or delivered pursuant hereto unless otherwise defined herein. The definitions
contained in this Agreement are applicable to the singular as well as the plural forms of such terms and to the masculine as well as to the feminine
and neuter genders of such terms. Unless otherwise specified, any agreement, instrument or statute defined or referred to herein or in any
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agreement or instrument that is referred to herein means such agreement, instrument or statute as from time to time amended, modified or
supplemented, including (in the case of agreements or instruments) by waiver or consent and (in the case of statutes) by succession of comparable
successor statutes, and including all attachments thereto and instruments incorporated therein. References to a person are also to its permitted
successors and assigns.

Section 1.3 References to Time. All references in this Agreement to times of the day shall be to New York City time.

ARTICLE II

The Contribution

Section 2.1 Transfers of Spinco Assets and Spinco Liabilities.

(a) Subject to Section 2.1(b) and, in the case of Information, Article VII, on or prior to the Distribution Date, Verizon shall take or cause to
be taken all actions necessary to cause the transfer, assignment, delivery and conveyance of (i) the Non-ILEC Spinco Assets and the Non-ILEC
Spinco Liabilities to the Non-ILEC Spinco Subsidiary, (ii) the ILEC Spinco Assets and the ILEC Spinco Liabilities to the ILEC Spinco
Subsidiaries and (iii) the ILEC Spinco Subsidiaries to Spinco (including by contributing stock of an entity holding one or more ILEC Spinco
Subsidiaries). Spinco shall assume or cause the applicable Spinco Subsidiaries to assume, and thereafter timely pay, perform and discharge, when
and as due, or cause the applicable Spinco Subsidiaries to thereafter timely pay, perform and discharge, when and as due, all of the Spinco
Liabilities.

(b) Nothing in this Agreement (including, for the avoidance of doubt, Section 6.6) shall be deemed to require the transfer of any Assets or the
assumption of any Liabilities which by their terms or operation of law cannot be transferred or assumed until such time as all legal impediments to
such transfer or assumption have been removed. The rights and obligations of the Parties in respect of removing such impediments (including
pursuing and obtaining all applicable consents, waivers and approvals in connection with the Contribution) and
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in respect of such Assets and Liabilities to the extent not transferred on the Distribution Date are set forth in the Merger Agreement and no
additional rights or obligations shall be deemed to arise under this Agreement in connection therewith.

(c) The rights and obligations of the Parties with respect to Intellectual Property Assets shall be governed exclusively by the Intellectual
Property Agreement. Accordingly, Intellectual Property Assets and liabilities relating to Intellectual Property Assets shall not be treated as Assets
or Liabilities for purposes of, or otherwise be governed by, this Agreement. In the event of any inconsistency between this Agreement and the
Intellectual Property Agreement, the terms of the Intellectual Property Agreement shall control. The rights and obligations of the Parties with
respect to Taxes shall be governed exclusively by the Tax Sharing Agreement and, to the extent applicable, the Merger Agreement. Accordingly,
assets and liabilities relating to Taxes shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this Agreement
(except to the extent included in Current Assets or Current Liabilities as provided herein). In the event of any inconsistency between this
Agreement and the Tax Sharing Agreement or the Merger Agreement, the terms of the Tax Sharing Agreement or the Merger Agreement, as the
case may be, shall control. Except in the case of Section 2.3 of this Agreement, the rights and obligations of the Parties with respect to any current
or former directors, officers or employees, any compensation or benefits and any benefit plans, programs, agreements or arrangements shall be
governed exclusively by the Employee Matters Agreement and, to the extent applicable, the Merger Agreement. Accordingly, assets and liabilities
relating to current or former directors, officers or employees, and compensation or benefits and any benefit plans, programs, agreements and
arrangements shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this Agreement. The rights and obligations
of the Parties with respect to collective bargaining agreements and practices, including collective bargaining agreements of the Spinco Business,
memoranda of agreement and memoranda of understanding, and the rights and obligations arising under those contracts and practices on benefit
plans, programs, agreements and arrangements shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this
Agreement, and shall be governed exclusively by the Employee Matters Agreement and, to the extent applicable, the Merger Agreement. In the
event of any inconsistency between this Agreement and the Employee Matters Agreement or the Merger Agreement, the Employee Matters
Agreement or the Merger Agreement, as the case may be, shall control.

Section 2.2 Conveyancing and Assumption Agreements. In connection with the transfer of the Spinco Assets and the assumption of the
Spinco Liabilities contemplated by this Article II, Verizon and Spinco shall execute, or cause to be executed by the appropriate entities,
conveyancing and assumption instruments, including quit claim deeds, as Verizon may deem necessary or desirable (provided that such
instruments shall not impose obligations on either Party or grant rights, through representations or otherwise, beyond those set forth in this
Agreement).

Section 2.3 Certain Resignations. At or prior to the Distribution Date, Verizon shall cause each employee and director of Verizon and its
Subsidiaries who will not be employed by Spinco or a Spinco Subsidiary after the Distribution Date to resign, effective not later than the
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Distribution Date, from all boards of directors or similar governing bodies of Spinco or any Spinco Subsidiary on which they serve, and from all
positions as officers of Spinco or any Spinco Subsidiary in which they serve. At or prior to the Distribution Date, Spinco will cause each employee
and director of Spinco and its Subsidiaries who will not be employed by Verizon or any Verizon Subsidiary after the Distribution Date to resign,
effective not later than the Distribution Date, from all boards of directors or similar governing bodies of Verizon or any Verizon Subsidiary on
which they serve, and from all positions as officers of Verizon or any Verizon Subsidiary in which they serve.

Section 2.4 Special Payment Financing; Debt Exchange.

(a) At or prior to the Distribution Date, Spinco will, in exchange for Verizon causing the transfer to Spinco of the ILEC Spinco Subsidiaries
and the Non-ILEC Spinco Assets, (i) enter into the agreements associated with the Special Payment Financing (in accordance with Section 7.18 of
the Merger Agreement) and use the proceeds thereof to pay the Special Payment and (ii) if the total amount of the Special Payment is less than
(w) $3.333 billion minus (x) the amount of Distribution Date Spinco Indebtedness, distribute Spinco Securities to Verizon
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having a principal amount equal to (y) $3.333 billion minus (z) the sum of (A) the total amount of the Special Payment and (B) the amount of
Distribution Date Spinco Indebtedness. Verizon shall not be obligated to consummate the Distribution unless Verizon shall receive in connection
therewith the Special Payment and a principal amount of Spinco Securities that together total $3.333 billion minus the amount of Distribution Date
Spinco Indebtedness.

(b) The rights and obligations of the Parties in respect of pursuing and obtaining the Special Payment Financing are set forth in the Merger
Agreement, and no additional rights or obligations shall be deemed to arise under this Agreement in connection therewith.

(c) The Parties acknowledge that Verizon reserves the right (in accordance with Section 7.18 of the Merger Agreement) to enter into
arrangements prior to or following the Distribution Date providing for the exchange of Spinco Securities held by Verizon for debt obligations of
Verizon or its Affiliates, or for the transfer of Spinco Securities to other Verizon creditors or stockholders (the “Debt Exchange”), provided that,
the parties further acknowledge that (i) if Verizon desires to consummate the Debt Exchange concurrently with the Distribution, Verizon shall not
be obligated to consummate the Distribution unless the Debt Exchange shall be consummated concurrently with the Distribution with respect to a
principal amount of Spinco Securities equal to (x) $3.333 billion minus (y) the sum of (A) the total amount of the Special Payment and (B) the
amount of Distribution Date Spinco Indebtedness and (ii) if Verizon elects not to pursue the Debt Exchange at the time of the Distribution or
thereafter, Verizon may dispose of Spinco Securities in another manner, but will in any event dispose of all of its interest in any Spinco Securities
within 360 days following the Distribution Date.

(d) At Verizon’s election (the “Election”), to be exercised by Verizon no later than 15 days prior to the Distribution Date (provided that
Verizon shall have provided the Company no less than 15 days’ prior written notice of its intention to make the Election), notwithstanding any
other provision of the Transaction Agreements, the following alternative transaction structure may be adopted in lieu of the transaction steps
currently described in the Transaction Documents to the extent that such alternative transaction structure does not result in Spinco or the Surviving
Corporation incurring incremental costs or liabilities that are not reimbursed by Verizon:

(i) the entity referred to as Spinco shall be formed by GTE, instead of by Verizon;

(ii) the Special Payment shall be an amount paid by Spinco to GTE, instead of being paid by Spinco to Verizon;

(iii) Spinco Securities shall be notes issued by Spinco to GTE, instead of being issued by Spinco to Verizon;

(iv) the Debt Exchange may be undertaken by GTE with its creditors or stockholders, instead of being undertaken by Verizon with
Verizon’s creditors or stockholders;

(v) Verizon and GTE shall transfer or cause to be transferred to Spinco (or to Subsidiaries thereof) all of the Spinco Assets and
Liabilities in such a manner that, immediately prior to the Merger, no assets or liabilities (other than stock or other equity interests in
Subsidiaries) shall be held directly by Spinco; and

(vi) Spinco shall be distributed in the Internal Spinoffs and in the Distribution and shall participate in the Merger.

(e) If Verizon makes the Election, all applicable provisions of this Agreement and the other Transaction Agreements shall be amended by the
parties thereto as appropriate to reflect the Election. For example, the definition of the Special Payment shall be revised to refer to GTE’s estimate
of its tax basis in Spinco, instead of Verizon’s estimate of its tax basis in Spinco.

(f) Verizon shall pay all Spinco Debt Expenses (i) on the Closing Date or (ii) on such subsequent date when the fees and expenses are
payable to lenders or the lenders’ advisors pursuant to the terms of, or otherwise in connection with, the Special Payment Financing.
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ARTICLE III

Conditions

Section 3.1 Conditions to the Distribution. The obligations of Verizon pursuant to this Agreement to effect the Distribution shall be subject to
the fulfillment (or waiver by Verizon) on or prior to the Distribution Date (provided that certain of such conditions will occur substantially
contemporaneously with the Distribution) of each of the conditions set forth in Section 2.4 hereof and in Section 8.1 and Section 8.2 of the Merger
Agreement (except the consummation of the Contribution and the Distribution).

Section 3.2 Waiver of Conditions. To the extent permitted by applicable Law, the condition set forth in Section 3.1 hereof may be waived in
the sole discretion of Verizon. The condition set forth in Section 3.1 is for the sole benefit of Verizon and shall not give rise to or create any duty
on the part of Verizon to waive or not waive such condition.

ARTICLE IV

The Distribution

Section 4.1 Record Date and Distribution Date. Subject to the satisfaction, or to the extent permitted by applicable Law, waiver, of the
conditions set forth in Section 3.1, the Board of Directors of Verizon, consistent with the Merger Agreement and Delaware law, shall establish the
Record Date and the Distribution Date and any necessary or appropriate procedures in connection with the Distribution.

Section 4.2 Spinco Reclassification. Immediately prior to the Distribution Date, Verizon and Spinco shall take all actions necessary to issue
to Verizon such number of shares of Spinco Common Stock, including, if applicable, by reclassifying the outstanding shares of Spinco Common
Stock or by declaring a dividend payable to Verizon in shares of Spinco Common Stock (the “Reclassification”), for the purpose of increasing the
outstanding shares of Spinco Common Stock such that, immediately prior to the Distribution Date, Spinco will have an aggregate number of shares
of Spinco Common Stock to be determined by Verizon and Spinco prior to the Distribution Date, all of which will be held by Verizon.

Section 4.3 The Agent. Prior to the Distribution Date, Verizon shall enter into an agreement with the Agent on terms reasonably satisfactory
to Spinco and the Company providing for, among other things, the distribution to the holders of Verizon Common Stock in accordance with this
Article IV of the shares of Company Common Stock into which the shares of Spinco Common Stock that would otherwise be distributed in the
Distribution will be converted pursuant to the Merger.

Section 4.4 Delivery of Shares to the Agent. At or prior to the Distribution Date, Verizon shall authorize the book-entry transfer by the Agent
of all of the outstanding shares of Spinco Common Stock to be distributed in connection with the Distribution. After the Distribution Date, upon
the request of the Agent, Spinco shall provide all book-entry transfer authorizations that the Agent shall require in order to effect the distribution of
the shares of Company Common Stock into which the shares of Spinco Common Stock that would otherwise be distributed in the Distribution will
be converted pursuant to the Merger.

Section 4.5 The Distribution. Upon the terms and subject to the conditions of this Agreement, following consummation of the
Reclassification, Verizon shall declare and pay the Distribution consisting of:

(i) to the holders of shares of Verizon Common Stock as of the Record Date, such percentage of the total number of shares of Spinco
Common Stock held by Verizon as of the time of the Distribution as is equal to a fraction, the numerator of which is the total number of
shares of Verizon Common Stock held by such holders as of the Record Date and the denominator of which is the number of Total Verizon
Shares; and
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(ii) to the holders of shares of Verizon Common Stock who acquired such Verizon Common Stock pursuant to the exercise of Record
Date Options, such percentage of the total number of shares of Spinco Common Stock held by Verizon as of the time of the Distribution as is
equal to a fraction, the numerator of which is the total number of shares of Verizon Common Stock held by such holders that were acquired
pursuant to the exercise of Record Date Options on or prior to the Distribution Date and the denominator of which is the number of Total
Verizon Shares.

Immediately after the Distribution, at the Effective Time, all such shares of Spinco Common Stock shall be converted into the right to receive
shares of Company Common Stock pursuant to, and in accordance with the terms of, the Merger Agreement, immediately following which the
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Agent shall distribute by book-entry transfer in respect of the outstanding shares of Verizon Common Stock held by (x) holders of record of
Verizon Common Stock on the Record Date and (y) persons who acquired Verizon Common Stock pursuant to the exercise of Record Date
Options, all of the shares of Company Common Stock into which the shares of Spinco Common Stock that would otherwise be distributed in the
Distribution have been converted pursuant to the Merger. The Agent shall make cash payments in lieu of any fractional shares resulting from the
conversion of Spinco Common Stock into Company Common Stock in the Merger pursuant to, and in accordance with, the terms of the Merger
Agreement.

ARTICLE V

Post Closing Adjustments

Section 5.1 Post-Closing Adjustments.

(a) Within 90 days after the Closing Date, Verizon shall cause to be prepared and delivered to the Surviving Corporation a statement derived
from the books and records of Verizon and its Affiliates (the “Closing Statement”), setting forth Distribution Date Working Capital, including
reasonable detail regarding the calculation thereof. The Distribution Date Working Capital shall be calculated in accordance with GAAP,
consistently applied, using the same accounting principles, methodologies and policies used in the preparation of the Spinco Audited Balance
Sheet, pro forma for the completion of the Contribution, as modified by the principles, methodologies and policies set forth in Section 5.1 of the
Disclosure Letter.

(b) Verizon shall give the Surviving Corporation and each of its Representatives access at all reasonable times and on reasonable advance
notice to Verizon’s books and records to the extent reasonably required to permit the Surviving Corporation to review the Closing Statement.
Within 60 days after receipt of the Closing Statement, the Surviving Corporation shall, in a written notice to Verizon, describe in reasonable detail
any proposed adjustments to the items set forth on the Closing Statement and the reasons therefor (it being agreed that the only permitted reasons
for such adjustments shall be mathematical error or the failure to compute items set forth therein in accordance with this Article V). The Surviving
Corporation shall have the right to discuss the Closing Statement with Verizon’s accountants, it being understood that in connection with such
discussion, the Surviving Corporation will not have access to the work papers of such accountants. If Verizon shall not have received a notice of
proposed adjustments (provided that any and all proposed adjustments to the calculation of Distribution Date Working Capital must in the
aggregate exceed two hundred fifty thousand dollars ($250,000) or more) within such 60-day period, the Surviving Corporation will be deemed to
have accepted irrevocably such Closing Statement.

(c) Verizon and the Surviving Corporation shall negotiate in good faith to resolve any disputes over any proposed adjustments to the Closing
Statement, during the 30 days following Verizon’s receipt of the proposed adjustments. If the parties are unable to resolve such dispute within such
30-day period, then, at the written request of either party (the “Dispute Resolution Request”), each party shall appoint a knowledgeable, responsible
representative to meet in person and negotiate in good faith to resolve the disputed matters. The parties intend
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that these negotiations be conducted by experienced business representatives empowered to decide the issues. Such negotiations shall take place
during the 15-day period following the date of the Dispute Resolution Request. If the business representatives resolve the dispute, such resolution
shall be memorialized in a written agreement (the Closing Statement, as revised by such negotiations, written agreement or the final decision of the
accounting firm referred to below, the “Final Closing Statement”), executed within five days thereafter. If the business representatives do not
resolve the dispute, within five days the Surviving Corporation and Verizon shall jointly select a nationally recognized independent public
accounting firm (which is not the regular independent public accounting firm of either Verizon or the Surviving Corporation) to arbitrate and
resolve such disputes, which resolution shall be final, binding and enforceable in accordance with Section 9.13. If the Surviving Corporation and
Verizon do not jointly select such firm within five days, a nationally recognized accounting firm shall be selected by lot from among those
nationally recognized firms which are not the regular firm of either Verizon or the Surviving Corporation. Such accounting firm shall arbitrate and
resolve such dispute based solely on the written submission forwarded by Verizon and the Surviving Corporation and shall only consider whether
the Closing Statement was prepared in accordance with this Article V and (only with respect to disputed matters submitted to the accounting firm)
whether and to what extent the Closing Statement requires adjustment. The fees and expenses of such accounting firm shall be shared by the
Surviving Corporation and Verizon in inverse proportion to the relative amounts of the disputed amount determined to be for the account of the
Surviving Corporation and Verizon, respectively.

(d) If the amount of the Distribution Date Working Capital, as set forth in the Final Closing Statement (the “Final Distribution Date Working
Capital”) exceeds the Target Working Capital, no payment shall be made by either party with respect thereto and, if the amount of the Final
Distribution Date Working Capital is less than the Target Working Capital, Verizon shall pay to the Surviving Corporation an amount equal to such
deficit. All such amounts shall bear interest from the Distribution Date through but excluding the date of payment at the Applicable Rate; such
interest shall accrue daily on the basis of a 365 day year calculated for the actual number of days for which payment is due and such payment shall
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be payable together with the amount payable pursuant to the foregoing sentence. Any amounts payable pursuant to this Section 5.1(d) shall be
made via wire transfer of immediately available funds within five Business Days after the date upon which the Closing Statement becomes a Final
Closing Statement.

(e) To the extent that Verizon makes any payment of an amount which constitutes a Current Liability between the Closing Date and the date
any payment is due under Section 5.1(d), then Verizon shall have a right to offset the aggregate of all such amounts against the amount, if any,
payable to the Surviving Corporation under Section 5.1(d); provided that Verizon has provided evidence of the payment of such amounts prior to
making any offset.

ARTICLE VI

Additional Covenants

Section 6.1 Survival; Exclusive Remedy. The covenants and agreements contained herein to be performed following the Closing shall survive
the Effective Time in accordance with their respective terms and all other terms shall expire as of the Effective Time (other than the obligation to
convey the Spinco Assets and the Spinco Liabilities in accordance with Section 2.1). The Parties hereby agree that the sole and exclusive remedy
for any claim (whether such claim is framed in tort, contract or otherwise), arising out of a breach of this Agreement shall be asserted pursuant to
Section 10.2 of the Merger Agreement (or if this Agreement and the Merger Agreement are terminated, Section 9.3 of the Merger Agreement) and
only to the extent expressly contemplated therein.

Section 6.2 Mutual Release. Effective as of the Distribution Date and except as otherwise specifically set forth in the other Transaction
Agreements or the Transferred Affiliate Arrangements, each of Verizon, on behalf
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of itself and each of the Verizon Subsidiaries, on the one hand, and Spinco, on behalf of itself and each of the Spinco Subsidiaries, on the other
hand, hereby releases and forever discharges the other Party and its Subsidiaries, and its and their respective officers, directors, managers or other
persons acting in a similar capacity, agents, record and beneficial security holders (including trustees and beneficiaries of trusts holding such
securities), advisors and Representatives (in each case, in their respective capacities as such) and their respective heirs, executors, administrators,
successors and assigns, of and from all debts (including intercompany cash balances and accounts and notes payable), demands, actions, causes of
action, suits, accounts, covenants, contracts, agreements, damages, claims and other Liabilities whatsoever of every name and nature, both in law
and in equity, which the releasing Party has or ever had or ever will have, which exist or arise out of or relate to events, circumstances or actions
taken by such other Party occurring or failing to occur or any conditions existing at or prior to the Distribution Date whether or not known on the
Distribution Date, including in connection with the transactions and all other activities to implement the Contribution and the Distribution;
provided, however, that the foregoing general release shall not apply to (i) any Liabilities or other obligations (including Liabilities with respect to
payment, reimbursement, indemnification or contribution) under this Agreement or the other Transaction Agreements or Transferred Affiliate
Arrangements or any Contracts (as defined therein) contemplated thereby, or assumed, transferred, assigned, allocated or arising under any of this
Agreement or the other Transaction Agreements or Transferred Affiliate Arrangements or any Contract contemplated thereby, in each case subject
to the terms thereof, or any Person’s right to enforce this Agreement or the other Transaction Agreements, Transferred Affiliate Arrangements or
the Contracts contemplated thereby in accordance with their terms, or (ii) any Liability the release of which would result in the release of any
Person other than a Person released pursuant to this Section 6.2. Each Party agrees, for itself and each member of its Group, not to make any claim
or demand or commence any action or assert any claim against any member of the other Party’s Group with respect to the Liabilities released
pursuant to this Section 6.2.

Section 6.3 Intercompany Agreements. Except for the Transaction Agreements, any agreements entered into pursuant to the Merger
Agreement (including pursuant to Sections 7.8 and 7.24 thereof) and the other Transferred Affiliate Arrangements, and except as contemplated by
paragraph (iv) of Section 5.17 of the Merger Agreement, all contracts, licenses, agreements, commitments and other arrangements, formal and
informal (including with respect to intercompany cash balances and accounts and notes payable), (x) between any member of the Verizon Group,
on the one hand, and any member of the Spinco Group, on the other hand, or (y) between Cellco Partnership (d/b/a Verizon Wireless) or any of its
Subsidiaries, on the one hand, and any member of Spinco Group, on the other hand, in each case in existence as of the Distribution Date, shall
terminate as of the close of business on the day prior to the Distribution Date. No such terminated agreement (including any provision thereof that
purports to survive termination) shall be of any further force or effect after the Distribution Date and all parties thereto shall be released from all
obligations thereunder. From and after the Distribution Date, no member of either Group shall have any rights or obligations under any such
terminated agreement with any member of the other Group, except as specifically provided herein or in the other Transaction Agreements.

Section 6.4 Guarantee Obligations and Liens.

(a) Verizon and Spinco shall, upon Verizon’s request, cooperate, and shall cause their respective Groups to cooperate and use their respective
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commercially reasonable efforts to: (x) terminate, or to cause Spinco, as the appropriate member of the Spinco Group, to be substituted in all
respects for Verizon or the applicable member of the Verizon Group in respect of, all obligations of any member of the Verizon Group under any
Spinco Liabilities identified by Verizon for which such member of the Verizon Group may be liable, as guarantor, original tenant, primary obligor
or otherwise (including Spinco Liabilities under any Financial Instrument) (“Verizon Guarantees”), and (y) terminate, or to cause Spinco Assets to
be substituted in all respects for any Verizon Assets in respect of, any liens or encumbrances identified by Verizon on Verizon Assets which are
securing any Spinco Liabilities. If such a termination or substitution is not effected by the Distribution Date, without the prior written consent of
Verizon, from and after the Distribution Date, Spinco shall not, and shall not permit any member of the Spinco Group to, renew or extend the term
of, increase its obligations under, or transfer to a third party, any loan, lease, contract or other obligation for which a member of the Verizon Group
is
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or may be liable or for which any Verizon Asset is or may be encumbered unless all obligations of the Verizon Group and all liens and
encumbrances on any Verizon Asset with respect thereto are thereupon terminated by documentation reasonably satisfactory in form and substance
to Verizon.

(b) Verizon and Spinco shall, upon Spinco’s request, cooperate, and shall cause their respective Groups to cooperate and use their respective
commercially reasonable efforts to: (x) terminate, or to cause a member of the Verizon Group to be substituted in all respects for any member of
Spinco Group in respect of, all obligations of any member of the Spinco Group under any Verizon Liabilities for which such member of the Spinco
Group may be liable, as guarantor, original tenant, primary obligor or otherwise (including Verizon Liabilities under any Financial Instrument)
(“Spinco Guarantees”), and (y) terminate, or to cause Verizon Assets to be substituted in all respects for any Spinco Assets in respect of, any liens
or encumbrances on Spinco Assets which are securing any Verizon Liabilities. If such a termination or substitution is not effected by the
Distribution Date, without the prior written consent of Spinco, from and after the Distribution Date, Verizon shall not, and shall not permit any
member of the Verizon Group to, renew or extend the term of, increase its obligations under, or transfer to a third party, any loan, lease, contract or
other obligation for which a member of the Spinco Group is or may be liable or for which any Spinco Asset is or may be encumbered unless all
obligations of the Spinco Group and all liens and encumbrances on any Spinco Asset with respect thereto are thereupon terminated by
documentation reasonably satisfactory in form and substance to Spinco.

Section 6.5 Insurance.

(a) Notwithstanding any other provision of this Agreement, from and after the Distribution Date, Spinco and the Spinco Subsidiaries will
have no rights with respect to any Policies, except that (i) Verizon will use its commercially reasonable efforts, at Spinco’s request, to assert claims
on behalf of Spinco and the Spinco Subsidiaries for any loss, liability or damage identified by Spinco with respect to the Spinco Assets or Spinco
Liabilities under Policies with third-party insurers which are “occurrence basis” insurance policies (“Occurrence Basis Policies”) arising out of
insured incidents occurring from the date coverage thereunder first commenced until the Distribution Date to the extent that the terms and
conditions of any such Occurrence Basis Policies and agreements relating thereto so allow and (ii) Verizon will use its commercially reasonable
efforts to obtain from the relevant third-party insurer an assignment to Spinco of any rights to prosecute claims identified by Spinco properly
asserted with respect to the Spinco Assets or Spinco Liabilities with an insurer prior to the Distribution Date under Policies with third-party
insurers which are insurance policies written on a “claims made” basis (“Claims Made Policies”) arising out of insured incidents occurring from the
date coverage thereunder first commenced until the Distribution Date to the extent that the terms and conditions of any such Claims Made Policies
and agreements relating thereto so allow; provided that, in the case of both clauses (i) and (ii) above, (A) all of Verizon’s and each Verizon
Subsidiary’s reasonable out-of-pocket costs and expenses incurred in connection with the foregoing are promptly paid by Spinco (it being agreed
that Verizon will not incur material expenditures above reasonable amounts specified by Spinco unless authorized by Spinco), (B) Verizon and the
Verizon Subsidiaries may, at any time, without liability or obligation to Spinco or any Spinco Subsidiary (other than as set forth in Section 6.5(c)),
amend, commute, terminate, buy out, extinguish liability under or otherwise modify any Occurrence Basis Policies or Claims Made Policies (and
such claims shall be subject to any such amendments, commutations, terminations, buy-outs, extinguishments and modifications), in each case to
the extent that such modifications do not disproportionately adversely affect any claim subject to clause (i) or (ii) with respect to the Spinco Assets
or Spinco Liabilities relative to a comparable claim with respect to the Verizon Assets or Verizon Liabilities and (C) any such claim will be subject
to all of the terms and conditions of the applicable Policy.

(b) Nothing in this Section 6.5 will be construed to limit or otherwise alter in any way the indemnity obligations of the Parties, including
those created by this Agreement, by operation of law or otherwise.

(c) This Agreement is not intended as an attempted assignment of any policy of insurance or as a contract of insurance and shall not be
construed to waive any right or remedy of any member of the Verizon Group in respect of any insurance policy or any other contract or policy of
insurance.
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(d) Verizon agrees to use its commercially reasonable efforts to recover damages or to assist Spinco in connection with any efforts by Spinco
to recover damages, as the case may be, under any Policy with respect to the Spinco Business for incidents occurring prior to the Distribution Date;
provided that all of Verizon’s reasonable out-of-pocket costs and expenses incurred in connection with the foregoing are promptly paid by Spinco
(it being agreed that Verizon will not incur material expenditures above reasonable amounts specified by Spinco unless authorized by Spinco).

(e) If an extended reporting period for Claims Made Policies is available for Verizon to purchase, if the Surviving Corporation requests
following the Closing Date, Verizon shall cause to be purchased at the Surviving Corporation’s expense (using funds provided by the Surviving
Corporation) an extended reporting period with respect to such insurance for the benefit of Spinco and the Spinco Subsidiaries as insureds.

(f) In the event that a Policy provides coverage for both Verizon or a Verizon Subsidiary, on the one hand, and the Spinco Business, Spinco
Assets and Spinco Liabilities, on the other hand, relating to the same occurrence: (i) Verizon agrees, to the extent requested by Spinco, to jointly
defend Spinco or any applicable Spinco Subsidiaries where no conflicts exist between the Parties; and (ii) Spinco shall pay that portion of all out-
of-pocket fees and expenses, in excess of any insurance or insurance reimbursement, attributable to the Spinco Assets and Spinco Liabilities.

(g) The obligations of Verizon and its Subsidiaries under this Section 6.5 shall terminate on the seventh anniversary of the Effective Time.

Section 6.6 Subsequent Transfers. In the event that at any time during the 18-month period following the Distribution Date a member of the
Verizon Group becomes aware that it possesses any Spinco Assets (except (i) for assets, rights and properties provided by members of the Verizon
Group pursuant to the Cutover Plan Support Agreement or (ii) as otherwise contemplated by the Transaction Agreements), Verizon shall cause the
prompt transfer of such Spinco Assets to Spinco. Prior to any such transfer, Verizon shall hold such Spinco Assets in trust for Spinco. In the event
that at any time during the 18-month period following the Distribution Date, a member of the Spinco Group becomes aware that it possesses any
Verizon Assets (except as otherwise contemplated by the Transaction Agreements), the Spinco Group shall cause the prompt transfer of such
Verizon Assets to Verizon or a member of the Verizon Group. Prior to any such transfer, the Spinco Group shall hold such Verizon Assets in trust
for Verizon.

Section 6.7 Further Assurances. From time to time after the Distribution Date, and for no further consideration, each of the Parties shall
execute, acknowledge and deliver such assignments, transfers, consents, assumptions and other documents and instruments and take such other
actions as may be necessary to consummate and make effective the transactions contemplated by this Agreement; provided that no such documents
or instruments shall impose obligations on any Party broader than or additive to those in any Transaction Agreement.

Section 6.8 Use of Names.

(a) Except as otherwise provided in any of the other Transaction Agreements, after the Distribution Date, neither Verizon nor any Subsidiary
of Verizon (i) shall use any material showing any affiliation or connection of Verizon or any member of the Verizon Group with Spinco or any
member of the Spinco Group or (ii) shall represent to third parties that any of them is affiliated or connected with Spinco or any member of the
Spinco Group. The restrictions contained in this Section 6.8(a) shall not apply to filings, reports and other documents required by applicable Law
or regulations of securities exchanges to be filed or made publicly available.

(b) Except as otherwise provided in any of the other Transaction Agreements, after the Distribution Date, neither Spinco nor any Subsidiary
of Spinco (i) shall use any material showing any affiliation of Spinco or any member of the Spinco Group with Verizon or any member of the
Verizon Group or (ii) shall represent to third
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parties that any of them is affiliated with Verizon or any member of the Verizon Group. The restrictions contained in this Section 6.8(b) shall not
apply to filings, reports and other documents required by applicable Law or regulations of securities exchanges to be filed or made publicly
available. Without limiting the generality of the foregoing, prior to the Distribution Date, Verizon shall have the right to change the names of all of
the Spinco Subsidiaries to remove the name Verizon. The Surviving Corporation shall undertake such name changes promptly following the
Merger to the extent such changes are not completed prior to such time.

ARTICLE VII

Access to Information

Section 7.1 Provision of Information. Notwithstanding anything herein to the contrary, the Parties agree that the obligation of Verizon to
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deliver Information that is part of the Spinco Assets to Spinco from and after the Distribution will be governed by this Article VII. Subject to the
terms of this Article VII:

(a) No later than five Business Days following the Closing Date, Verizon shall deliver to Spinco at the address specified for notices to the
Company in the Merger Agreement (or to such other address in the continental United States as may be designated by the Company to Verizon no
less than 10 days prior to the Distribution Date), (i) copies of the Information constituting Spinco Assets that are continuing property records,
(ii) copies of the Information constituting Spinco Assets that is contained in the electronic data room provided by Intralinks and which the
Company has had access prior to the date hereof, together with such other information to be made available between the date hereof and the
Distribution Date in the data room located in Irving, Texas, and such additional Information constituting Spinco Assets that is in the same general
categories as the existing Information in such data room and is added to the data room by Verizon (using reasonable commercial efforts to do so)
immediately prior to the Closing Date and (iii) minute books and organizational documents of Spinco and the Spinco Subsidiaries.

(b) Following the Distribution Date, Verizon shall deliver or make available to Spinco from time to time, upon the request of Spinco,
Information in Verizon’s possession and not provided pursuant to Section 7.1(a) relating directly to the Spinco Assets, the Spinco Business, or the
Spinco Liabilities that consist of: (i) active Contracts, (ii) active litigation files and (iii) all other Information that constitutes Spinco Assets or
relates directly to any Spinco Liability, in each case to the extent they are material to the conduct of the Spinco Business following the Distribution
Date. Verizon also will cooperate with Spinco to accommodate Spinco’s reasonable requests from time to time following the Distribution Date for
other Information relating directly to the Spinco Assets, the Spinco Business or the Spinco Liabilities. Subject to Section 7.5, Verizon may retain
complete and accurate copies of such Information. Verizon shall maintain all such Information consistently with Verizon’s standard retention
policies except to the extent that any such Information has already been provided to the Surviving Corporation or has been offered to and declined
by the Surviving Corporation. The out of pocket costs and expenses incurred in the identification, isolation and provision of Information to the
Spinco Group (and in the case of any Information provided pursuant to the second sentence of this paragraph, a reasonable internal cost allocation)
shall be paid for by the Spinco Group. Information shall be provided as promptly as practicable upon request, with due regard for other
commitments of Verizon personnel and the materiality of the information to Spinco (including the need to comply with any legal or regulatory
requirement of any Governmental Authority).

(c) Notwithstanding anything in this Agreement to the contrary, (x) the provision of returns and other Information relating to Tax matters
shall be governed by the Tax Sharing Agreement and to the extent applicable, the Merger Agreement, and not this Agreement, (y) the provision of
Information relating to personnel and personnel maters will be governed by the Employee Matters Agreement and, to the extent applicable, the
Merger Agreement, and not this Agreement and (z) the ownership and use of any Information that constitutes an Intellectual Property Asset shall
be governed by the Intellectual Property Agreement.
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Section 7.2 Privileged Information.

(a) Each Party acknowledges that: (i) each of Verizon and Spinco (and the members of the Verizon Group and the Spinco Group,
respectively) has or may obtain Privileged Information; (ii) there are or may be a number of Litigation Matters affecting each or both of Verizon
and Spinco; (iii) both Verizon and Spinco have a common legal interest in Litigation Matters, in the Privileged Information and in the preservation
of the confidential status of the Privileged Information, in each case relating to the pre-Distribution Spinco Business or Verizon Business or, in the
case of the Spinco Group, relating to or arising in connection with the relationship among Verizon and its Subsidiaries on or prior to the
Distribution Date; and (iv) both Verizon and Spinco intend that the transactions contemplated hereby and by the Merger Agreement and the other
Transaction Agreements and any transfer of Privileged Information in connection therewith shall not operate as a waiver of any potentially
applicable privilege.

(b) Each of Verizon and Spinco agrees, on behalf of itself and each member of the Group of which it is a member, not to disclose or otherwise
waive any privilege attaching to any Privileged Information relating to the pre-Distribution Spinco Business or Verizon Business, as applicable, or,
in the case of the Spinco Group, relating to or arising in connection with the relationship among Verizon and its Subsidiaries on or prior to the
Distribution Date, without providing prompt written notice to and obtaining the prior written consent of the other Party, which consent shall not be
unreasonably withheld, conditioned or delayed and shall not be withheld, conditioned or delayed if the other Party certifies that such disclosure is
to be made in response to a likely threat of suspension or debarment or similar action; provided, however, that Verizon and Spinco shall not be
required to give any such notice or obtain any such consent and may make such disclosure or waiver with respect to Privileged Information if such
Privileged Information relates solely to the pre-Distribution Spinco Business or Verizon Business, as applicable. In the event of a disagreement
between any member of the Verizon Group and any member of the Spinco Group concerning the reasonableness of withholding such consent, no
disclosure shall be made prior to a resolution of such disagreement by a court of competent jurisdiction, provided that the limitations in this
sentence shall not apply in the case of disclosure required by Law and so certified as provided in the first sentence of this paragraph.

(c) Upon any member of the Verizon Group or any member of the Spinco Group receiving any subpoena or other compulsory disclosure
notice from a court or other Governmental Authority which requests disclosure of Privileged Information, in each case relating to pre-Distribution
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Spinco Business or Verizon Business, as applicable, or, in the case of the Spinco Group, relating to or arising in connection with the relationship
among Verizon and its Subsidiaries on or prior to the Distribution Date, the recipient of the notice shall (to the extent consent is required in
connection with the disclosure of such Privileged Information under paragraph (b) of this Section) as promptly as practicable provide to the other
Group (following the notice provisions set forth herein) a copy of such notice, the intended response, and all materials or information relating to the
other Group that might be disclosed and the proposed date of disclosure. In the event of a disagreement as to the intended response or disclosure,
unless and until the disagreement is resolved as provided in paragraph (b) of this Section, the Parties shall cooperate to assert all defenses to
disclosure claimed by either Party’s Group, and shall not disclose any disputed documents or information until all legal defenses and claims of
privilege have been finally determined, except as otherwise required by a court order requiring such disclosure.

Section 7.3 Production of Witnesses. Subject to Section 7.2, after the Distribution Date, each of Verizon and Spinco shall, and shall cause
each member of its Group to, make available to Spinco or Verizon or any member of the Spinco Group or of the Verizon Group, as the case may
be, upon reasonable prior written request, such Group’s directors, managers or other persons acting in a similar capacity, officers, employees and
agents as witnesses to the extent that any such Person may reasonably be required in connection with any Litigation Matters, administrative or
other proceedings in which the requesting Party may from time to time be involved and relating to the pre-Distribution Spinco Business or the
Verizon Business, as applicable, or, in the case of the Spinco Group, relating to or in connection with the relationship among Verizon and its
Subsidiaries on or prior to the Distribution Date. The out-of-pocket costs and expenses incurred in the provision of such witnesses shall be paid by
the Party requesting the availability of such persons.
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Section 7.4 Retention of Information. Except as otherwise agreed in writing, or as otherwise provided in the other Transaction Agreements,
each of Verizon and Spinco shall, and shall cause each member of its Group to, retain all Information in such Party’s Group’s possession or under
its control, relating directly and primarily to the pre-Distribution business, Assets or Liabilities of the other Party’s Group for so long as such
Information is retained pursuant to such Party’s general document retention policies as of such time or such later date as may be required by Law,
except that if, prior to the expiration of such period, any member of either Party’s Group wishes to destroy or dispose of any such Information that
is at least three years old, prior to destroying or disposing of any of such Information, (a) the Party whose Group is proposing to dispose of or
destroy any such Information shall provide no less than 30 days’ prior written notice to the other Party, specifying the Information proposed to be
destroyed or disposed of, and (b) if, prior to the scheduled date for such destruction or disposal, the other Party requests in writing that any of the
Information proposed to be destroyed or disposed of be delivered to such other Party, the Party whose Group is proposing to dispose of or destroy
such Information promptly shall arrange for the delivery of the requested Information to a location specified by, and at the expense of, the
requesting Party. This Section 7.4 shall not apply to Information referred to in clauses (x) and (y) of Section 7.1(c).

Section 7.5 Confidentiality. Subject to Section 7.2, which shall govern Privileged Information, from and after the Distribution Date, each of
Verizon and Spinco shall hold, and shall use commercially reasonable efforts to cause its Affiliates and Representatives to hold, in strict
confidence all Information concerning the other Party’s Group obtained by it or furnished to it by such other Party’s Group pursuant to this
Agreement or the other Transaction Agreements and shall not release or disclose such Information to any other Person, except its Affiliates and
Representatives, who shall be advised of the provisions of this Section 7.5, and each Party shall be responsible for a breach by any of its Affiliates
or Representatives; provided, however, that any member of the Verizon Group or the Spinco Group may disclose such Information to the extent
that (a) disclosure is compelled by judicial or administrative process or, based on advice of such Person’s counsel, by other requirements of Law,
including filing requirements with the U.S. Securities and Exchange Commission, or (b) such Party can show that such Information was (i) in the
public domain through no fault of such Person or (ii) lawfully acquired by such Person from another source after the time that it was furnished to
such Person by the other Party’s Group, and not acquired from such source subject to any confidentiality obligation on the part of such source
known to the acquiror. Notwithstanding the foregoing, each of Verizon and Spinco shall be deemed to have satisfied its obligations under this
Section 7.5 with respect to any Information (other than Privileged Information) if it exercises the same care with regard to such Information as it
takes to preserve confidentiality for its own similar Information.

Section 7.6 Cooperation with Respect to Government Reports and Filings. Verizon, on behalf of itself and each member of the Verizon
Group, agrees to provide any member of the Spinco Group, and Spinco, on behalf of itself and each member of the Spinco Group, agrees to
provide any member of the Verizon Group, with such cooperation and Information (in each case, with respect to the Spinco Business only) as may
be reasonably requested by the other in connection with the preparation or filing of any government report or other government filing
contemplated by this Agreement or in conducting or responding to any other government proceeding relating to the pre-Distribution business of the
Verizon Group or the Spinco Group, Assets or Liabilities of either Group or relating to or in connection with the relationship between the Groups
on or prior to the Distribution Date. Such cooperation and Information shall include promptly forwarding copies of appropriate notices, forms and
other communications received from or sent to any Governmental Authority that relate to the Verizon Group, in the case of the Spinco Group, or
the Spinco Group, in the case of the Verizon Group. All cooperation provided under this section shall be provided at the expense of the Party
requesting such cooperation. Each Party shall make its employees and facilities available during normal business hours and on reasonable prior
notice to provide explanation of any documents or Information provided hereunder.
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ARTICLE VIII

No Representations or Warranties

Section 8.1 No Representations or Warranties. Except as expressly set forth in any Transaction Agreement, Spinco and Verizon understand
and agree that no member of the Verizon Group is representing or warranting to Spinco or any member of the Spinco Group in any way as to the
Spinco Assets, the Spinco Business or the Spinco Liabilities. Except as expressly set forth in the Merger Agreement, Verizon and Spinco
understand and agree that no member of the Spinco Group is representing or warranting to Verizon or any member of the Verizon Group in any
way as to the Verizon Assets, the Verizon Business or the Verizon Liabilities.

ARTICLE IX

Miscellaneous

Section 9.1 Expenses. All fees and expenses and any other costs incurred by the Parties in connection with the transactions contemplated
hereby and by the Transaction Agreements shall be paid as set forth in Section 11.1 of the Merger Agreement, provided, however, that (i) Spinco
shall reimburse Verizon for and indemnify Verizon against, all costs invoiced by a financial printer in connection with the preparation and filing of
the Information Statement, including all amendments thereto and any Current Report on Form 8-K that shall be filed by Spinco which shall include
the Information Statement as an exhibit thereto, and all costs of preparing, printing and delivering the Information Statement to Verizon’s record
and beneficial stockholders (other than attorneys’ fees and fees of other advisors to Verizon) and (ii) Spinco shall pay all Spinco Debt Expenses. If
the Distribution occurs, (i) to the extent that invoices from Verizon for such costs, fees and expenses shall be available and furnished to Spinco and
the Company no later than 10 Business Days prior to the Closing Date, Spinco or the Surviving Corporation shall reimburse Verizon for such costs
on the Closing Date, and (ii) to the extent that invoices from Verizon for such costs, fees and expenses are provided by Verizon to the Surviving
Corporation following the Closing Date, the Surviving Corporation shall reimburse Verizon for such costs within 10 Business Days following
receipt of such invoices from Verizon.

Section 9.2 Notices. Prior to Closing under the Merger Agreement, all notices and other communications required or permitted to be given
hereunder shall be in writing and shall be deemed given upon (a) a transmitter’s confirmation of a receipt of a facsimile transmission (but only if
followed by confirmed delivery of a standard overnight courier the following Business Day or if delivered by hand the following Business Day),
(b) confirmed delivery of a standard overnight courier or when delivered by hand or (c) the expiration of five Business Days after the date mailed
by certified or registered mail (return receipt requested), postage prepaid, to the Parties at such addresses as may be specified by the Parties from
time to time. Following the Closing, notices shall be sent to Verizon and the Surviving Corporation (as successor by merger to Spinco) in
accordance with Section 11.2 of the Merger Agreement, or to such other address as either Party may have furnished to the other Party by a notice
in writing in accordance with this Section.

Section 9.3 Interpretation. Each Party has participated in the drafting and negotiation of this Agreement. If an ambiguity or question of intent
or interpretation arises, this Agreement must be construed as if it is drafted by both Parties and no presumption or burden of proof shall arise
favoring or disfavoring any party by virtue of authorship of any of the provisions of this Agreement.

Section 9.4 Severability. If any provision of this Agreement or the application of any such provision to any Person or circumstance shall be
declared judicially to be invalid, unenforceable or void, such decision shall not have the effect of invalidating or voiding the remainder of this
Agreement, it being the intent and agreement of the Parties that this Agreement shall be deemed amended by modifying such provision to the
extent necessary to render it valid, legal and enforceable while preserving its intent or, if such modification is not possible, by substituting therefor
another provision that is valid, legal and enforceable and that achieves the original intent of the Parties.
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Section 9.5 Assignment; Binding Effect. Neither this Agreement nor any of the rights, benefits or obligations hereunder may be assigned by
either of the Parties (whether by operation of law or otherwise) without the prior written consent of the other Party and the prior written consent of
the Company, not to be unreasonably withheld, delayed or conditioned, and any purported assignment without such consent shall be null and void.
Subject to the preceding sentence, this Agreement will be binding upon, inure to the benefit of and be enforceable by the Parties and their
respective successors and permitted assigns.
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Section 9.6 No Third Party Beneficiaries. Nothing in this Agreement, express or implied, is intended to or shall confer upon any Person
(other than Verizon, Spinco and the Company and their respective successors and permitted assigns) any legal or equitable right, benefit or remedy
of any nature whatsoever under or by reason of this Agreement, and, except as provided in Section 6.2 with respect to the release of certain
Liabilities, no Person shall be deemed a third party beneficiary under or by reason of this Agreement.

Section 9.7 Entire Agreement. This Agreement, the Exhibits and the Disclosure Letter hereto, the other Transaction Agreements and other
documents referred to herein shall constitute the entire agreement between the Parties with respect to the subject matter hereof and shall supersede
all previous negotiations, commitments and writings with respect to such subject matter. In the case of any conflict between the terms of this
Agreement and the terms of any other Transaction Agreement, the terms of such other Transaction Agreement shall control.

Section 9.8 Governing Law. This Agreement shall be governed by, and construed in accordance with, the laws of the State of New York
without giving effect to the conflicts of law principles thereof.

Section 9.9 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be deemed to be an original,
but all of which together shall constitute one agreement binding on the Parties, notwithstanding that not all Parties are signatories to the original or
the same counterpart.

Section 9.10 Amendments; Waivers. This Agreement may not be amended except by an instrument in writing signed by Verizon and Spinco.
No failure or delay by Verizon or Spinco in exercising any right hereunder shall operate as a waiver thereof nor shall any single or partial exercise
thereof preclude any other or further exercise thereof or the exercise of any other right hereunder. Any agreement on the part of Verizon or Spinco
to any such waiver shall be valid only if set forth in an instrument in writing signed on behalf of such Party.

Section 9.11 Termination. Notwithstanding any provision hereof, in the event of termination of the Merger Agreement, this Agreement may
be terminated and the Distribution abandoned at any time prior to the Distribution by and in the sole discretion of Verizon. In the event of such
termination, no Party or any party to any other Transaction Agreement (other than the Merger Agreement to the extent provided therein) shall have
any Liability to any Person by reason of this Agreement or any other Transaction Agreement (other than the Merger Agreement to the extent
provided therein).

Section 9.12 Waiver of Jury Trial . EACH OF THE PARTIES IRREVOCABLY WAIVES ALL RIGHT TO TRIAL BY JURY IN ANY
ACTION, SUIT, PROCEEDING OR COUNTERCLAIM (WHETHER BASED ON CONTRACT, TORT OR OTHERWISE) ARISING OUT OF
OR RELATING TO THIS AGREEMENT OR THE ACTIONS OF THE PARTIES IN THE NEGOTIATION, ADMINISTRATION,
PERFORMANCE AND ENFORCEMENT HEREOF.

Section 9.13 Jurisdiction; Service of Process. EACH OF THE PARTIES (A) CONSENTS TO SUBMIT ITSELF TO THE PERSONAL
JURISDICTION OF ANY FEDERAL COURT LOCATED IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT
HAVE SUBJECT MATTER JURISDICTION, OF ANY NEW YORK STATE COURT IN THE EVENT ANY DISPUTE ARISES OUT OF
THIS AGREEMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT, (B) AGREES THAT IT WILL NOT
ATTEMPT TO DENY OR DEFEAT SUCH PERSONAL JURISDICTION BY MOTION OR
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OTHER REQUEST FOR LEAVE FROM ANY SUCH COURT AND (C) AGREES THAT IT WILL NOT BRING ANY ACTION RELATING
TO THIS AGREEMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT IN ANY COURT OTHER THAN
A FEDERAL COURT SITTING IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER
JURISDICTION, A NEW YORK STATE COURT. THE PARTIES HEREBY AGREE THAT MAILING OF PROCESS OR OTHER PAPERS
IN CONNECTION WITH ANY SUCH ACTION OR PROCEEDING IN THE MANNER PROVIDED IN SECTION 9.2, OR IN SUCH OTHER
MANNER AS MAY BE PERMITTED BY LAW, SHALL BE VALID AND SUFFICIENT SERVICE THEREOF AND HEREBY WAIVE ANY
OBJECTIONS TO SERVICE ACCOMPLISHED IN THE MANNER HEREIN PROVIDED. NOTWITHSTANDING THIS SECTION 9.13,
ANY DISPUTE REGARDING THE CLOSING STATEMENT SHALL BE RESOLVED IN ACCORDANCE WITH ARTICLE V; PROVIDED
THAT THE TERMS OF ARTICLE V MAY BE ENFORCED BY EITHER PARTY IN ACCORDANCE WITH THE TERMS OF THIS
SECTION 9.13.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the Parties have caused this Agreement to be duly executed as of the date first above written.
 

VERIZON COMMUNICATIONS INC.

By:   

 

John W. Diercksen
Executive Vice President Strategy,

Planning and Development

 
NEW COMMUNICATIONS HOLDINGS INC.

By:   

 
Stephen E. Smith

Vice President
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Annex B-1

May 12, 2009

The Board of Directors of
Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905

Members of the Board of Directors:

We understand that Frontier Communications Corporation, a Delaware corporation (the “Company”), proposes to merge with New
Communications Holdings Inc. (“Spinco”), a Delaware corporation and a direct wholly owned subsidiary of Verizon Communications Inc., a
Delaware corporation (“Verizon”), pursuant to an Agreement and Plan of Merger, to be dated as of May 13, 2009, among the Company, Spinco
and Verizon (the “Merger Agreement”), which provides, among other things, for the merger of Spinco with and into the Company (the “Merger”).
As set forth more fully in the Merger Agreement, as a result of the Merger, the shares of common stock, par value $0.01 per share, of Spinco
(“Spinco Common Stock”) issued and outstanding immediately prior to the effective time of the Merger (“Effective Time”) shall in the aggregate
be automatically converted into a number of duly authorized, validly issued, fully paid and nonassessable shares of common stock, par value $0.25
per share, of the Company (“Company Common Stock”) equal to the quotient of (x) the Spinco Closing Equity Value divided by (y) the Company
Average Price (the “Aggregate Merger Consideration”), subject to adjustment to the extent necessary to ensure that the Aggregate Merger
Consideration is equal to at least 51% of the Fully Diluted Number of Shares of the Surviving Corporation immediately following the Merger, as
more fully described in the Merger Agreement. The terms and conditions of the Merger are more fully set forth in the Merger Agreement and terms
used herein and not defined shall have the meanings ascribed thereto in the Merger Agreement.

We understand that, as contemplated by the Merger Agreement, Verizon and Spinco are entering into a Distribution Agreement, to be dated
as of May 13, 2009 (the “Distribution Agreement”), pursuant to which Verizon will transfer or cause to be transferred to Spinco or one or more
subsidiaries of Spinco the Spinco Assets and Spinco or one or more subsidiaries of Spinco will assume the Spinco Liabilities (collectively, the
“Contribution”), all as more fully described in the Distribution Agreement. We further understand that, prior to the Effective Time and pursuant to
the Distribution Agreement, Spinco will distribute to Verizon the Spinco Securities, if any are required to be issued in accordance with the
Distribution Agreement, and pay to Verizon the Special Payment and Verizon will consummate the Internal Spinoffs and the Internal Restructuring
and will distribute all of the issued and outstanding shares of Spinco Common Stock to the Agent (as defined in the Distribution Agreement) for
the benefit of the holders of the outstanding shares of common stock, par value $0.10 per share, of Verizon (the “Distribution”).

The Board of Directors has asked us whether, in our opinion, the Aggregate Merger Consideration to be delivered by the Company in respect
of the Spinco Common Stock pursuant to the Merger Agreement is fair, from a financial point of view, to the Company and the holders of
Company Common Stock (solely in their capacity as holders of Company Common Stock).

In connection with rendering our opinion, we have, among other things:
 

 
(i) reviewed certain publicly available business and financial information relating to the Company and Verizon in respect of Spinco,

respectively, that we deemed to be relevant;
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(ii) reviewed certain non-public historical financial statements and other historical non-public financial data relating to the Company and

Verizon in respect of Spinco, respectively, prepared and furnished to us by the respective managements of the Company and Verizon;
 

 
(iii) reviewed certain non-public projected financial data relating to the Company and Spinco prepared and furnished to us by management

of the Company (the “Projections”);
 

 
(iv) reviewed certain historical and projected non-public operating data relating to the Company and Spinco prepared and furnished to us by

management of the Company;
 

 
(v) discussed the past and current operations, financial projections and current financial condition of the Company with management of the

Company (including their views on the risks and uncertainties of achieving such projections);
 

 
(vi) reviewed the amount and timing of the cost savings and operating synergies estimated by Company management to result from the

Merger (the “Synergies”) and the associated integration costs;
 

 (vii) reviewed the reported prices and the historical trading activity of the Company Common Stock;
 

 
(viii) compared the financial performance of the Company and its stock market trading multiples with those of certain other publicly traded

companies that we deemed relevant;
 

 
(ix) compared the financial performance of the Company and Spinco and the valuation multiples relating to the Merger with those of certain

other transactions that we deemed relevant;
 

 (x) reviewed a draft of the Merger Agreement dated May 12, 2009 and a draft of the Distribution Agreement dated May 12, 2009; and
 

 (xi) performed such other analyses and examinations and considered such other factors that we deemed appropriate.

For purposes of our analysis and opinion, we have assumed and relied upon, without undertaking any independent verification of, the
accuracy and completeness of all of the information publicly available, and all of the information supplied or otherwise made available to,
discussed with, or reviewed by us, and we assume no liability therefor. With respect to the Projections, we have assumed that they have been
reasonably prepared on bases reflecting the best available estimates and good faith judgments of management of the Company as to the matters
covered thereby. We have also assumed that the Synergies are reasonably obtainable, on bases reflecting the best currently available estimates and
good faith judgments of the future competitiveness, operating and regulatory environments and related financial performance of the Surviving
Corporation and will be realized in the amounts and at the times indicated thereby.

For purposes of rendering our opinion, we have assumed, in all respects material to our analysis, that the representations and warranties of
each party contained in the Merger Agreement are true and correct, that each party will perform all of the covenants and agreements required to be
performed by it under the Distribution Agreement and the Merger Agreement and that all conditions to the consummation of the transactions
contemplated by such agreements, including, without limitation, the Merger, will be satisfied without material waiver or modification thereof. We
have further assumed that all governmental, regulatory or other consents, approvals or releases necessary for the consummation of the Merger and
the transactions contemplated by the Distribution Agreement will be obtained without any material delay, limitation, restriction or condition that
would have an adverse effect on the Company or the consummation of the Merger or materially reduce the benefits to the Company of the Merger.
We have has also assumed that the Contribution, the Distribution and all of the transactions described in the Distribution Agreement will be
consummated in accordance with the terms of the Distribution Agreement, without any limitations, restrictions, conditions, amendments or
modifications, regulatory or otherwise, that collectively would have a material adverse effect on Verizon or Spinco. In addition,
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you have informed us, and accordingly for purposes of rendering our opinion we have assumed, that the Merger, the Contribution, the Distribution
and the other transactions contemplated by the Merger Agreement will qualify for the intended tax-free treatment as set forth in the Merger
Agreement and the Distribution Agreement. Furthermore, at your direction and with your consent, we have assumed for purposes of rendering our
opinion, that the amount of the Special Payment, together with the principal amount of the Spinco Securities and any Distribution Date Spinco
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Indebtedness, will be approximately $3,333 billion, that the financial terms of the Special Payment Financing will be on economic terms no less
favorable to Spinco than those set forth in assumptions provided to us by Company management, and that the financial terms of the Spinco
Securities will be consistent with those set forth in Exhibit G to the Distribution Agreement. We have also assumed that the final forms of the
Merger Agreement and Distribution Agreement will not differ in any material respect from the last draft of each such agreement reviewed by us.

We have not made nor assumed any responsibility for making any independent valuation or appraisal of the assets or liabilities of the
Company, Spinco or Verizon, nor have we been furnished with any such appraisals, nor have we evaluated the solvency or fair value of the
Company, Spinco or Verizon under any state or federal laws relating to bankruptcy, insolvency or similar matters. Our opinion is necessarily based
on economic, market and other conditions as in effect on, and the information made available to us as of, the date hereof. It is understood that
subsequent developments may affect this opinion and that we do not have any obligation to update, revise or reaffirm this opinion.

We have not been asked to pass upon, and express no opinion with respect to, any matter other than the fairness to the Company and holders
of Company Common Stock (solely in their capacity as holders of Company Common Stock), from a financial point of view, of the Aggregate
Merger Consideration to be delivered by the Company in respect of the shares of Spinco Common Stock. We do not express any view on, and our
opinion does not address, the fairness of the proposed transaction to, or any consideration received in connection therewith by, the holders of any
other securities, creditors or other constituencies of the Company, nor as to the fairness of the amount or nature of any compensation to be paid or
payable to any of the officers, directors or employees of the Company, or any class of such persons, whether relative to the Aggregate Merger
Consideration or otherwise. We have assumed that any modification to the structure of the transaction will not vary in any respect material to our
analysis. Our opinion does not address the relative merits of the Merger as compared to other business or financial strategies that might be
available to the Company, nor does it address the underlying business decision of the Company to engage in the Merger. This letter, and our
opinion, does not constitute a recommendation to the Board of Directors or to any other persons in respect of the Merger, including as to how any
holder of shares of Company Common Stock should vote or act in respect of the Merger. We are not legal, regulatory, accounting or tax experts
and have assumed the accuracy and completeness of assessments by the Company and its advisors with respect to legal, regulatory, accounting and
tax matters.

We will receive a fee for our services upon the rendering of this opinion. The Company has also agreed to reimburse our expenses and to
indemnify us against certain liabilities arising out of our engagement. Prior to this engagement, Evercore Group L.L.C. and its affiliates provided
financial advisory services to the Company for which the Company has reimbursed our expenses. We may provide financial or other services to the
Company or Verizon in the future and in connection with any such services we may receive compensation.

In the ordinary course of business, Evercore or its affiliates may actively trade the securities, or related derivative securities, or financial
instruments of the Company or Verizon or their respective affiliates, for its own account and for the accounts of its customers and, accordingly,
may at any time hold a long or short position in such securities or instruments.

This letter, and the opinion expressed herein is addressed to, and for the information and benefit of, the Board of Directors in connection with
their evaluation of the proposed Merger.
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This opinion may not be disclosed, quoted, referred to or communicated (in whole or in part) to any third party for any purpose whatsoever
except with our prior written approval, except that this opinion, a summary hereof and the related analyses may be included in any filing that the
Company is required to make with the Securities and Exchange Commission in connection with the Merger if such inclusion is required by
applicable law, provided that this opinion is reproduced in such filing in full and any description of or reference to us or summary of this opinion
and the related analyses in such filing is in a form acceptable to us and our counsel. This opinion has been approved by the Opinion Committee of
Evercore Group L.L.C.

Based upon and subject to the foregoing, it is our opinion that, as of the date hereof, the Aggregate Merger Consideration to be delivered by
the Company in respect of the Spinco Common Stock pursuant to the Merger Agreement is fair, from a financial point of view, to the Company
and the holders of Company Common Stock (solely in their capacity as holders of Company Common Stock).
 

Very truly yours,
 
EVERCORE GROUP L.L.C.

By:
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Name: Eduardo G. Mestre

Title:  Vice-Chairman
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388 Greenwich Street
New York, NY 10013

May 13, 2009

The Board of Directors
Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905

Members of the Board:

You have requested our opinion as to the fairness, from a financial point of view, to Frontier Communications Corporation (“Frontier”) and
holders of Frontier Common Stock (as defined below) of the Aggregate Merger Consideration (as defined below) to be delivered by Frontier in
respect of the Spinco Common Stock (as defined below) pursuant to the Agreement and Plan of Merger, dated as of May 13, 2009 (the “Merger
Agreement”), by and among Verizon Communications Inc. (“Verizon”), New Communications Holdings Inc. (“Spinco”), a direct wholly-owned
subsidiary of Verizon, and Frontier.

As more fully described in the Merger Agreement, (i) Spinco will be merged with and into Frontier (the “Merger”), as a result of which the
separate existence of Spinco will cease and Frontier will continue as the surviving corporation, (ii) as a result of the Merger, all of the shares of
common stock, par value $0.01 per share, of Spinco (“Spinco Common Stock”) issued and outstanding immediately prior to the effective time of
the Merger (the “Effective Time”), other than shares held in treasury, will be converted into a number of duly authorized, validly issued, fully paid
and nonassessable shares of common stock, par value $0.25 per share, of Frontier (“Frontier Common Stock”) equal to the quotient of (x) the
Spinco Closing Equity Value (as defined in the Merger Agreement) divided by (y) the Company Average Price (as defined in the Merger
Agreement) (such quotient, the “Aggregate Merger Consideration”) and (iii) each share of Frontier Common Stock that is issued and outstanding
immediately prior to and at the Effective Time will remain outstanding following the Effective Time. We have assumed, with your consent, that
the Aggregate Merger Consideration will be no less than the Minimum Aggregate Consideration (as defined in the Merger Agreement).

We understand that, as contemplated by the Merger Agreement, Verizon and Spinco have entered into a Distribution Agreement, dated
May 13, 2009 (the “Distribution Agreement”), pursuant to which Verizon will transfer to Spinco or one or more subsidiaries of Spinco all of the
Spinco Assets (as defined in the Distribution Agreement) and Spinco Liabilities (as defined in the Distribution Agreement) (collectively, the
“Contribution”). The terms and conditions of the Contribution are more fully described in the Distribution Agreement. We further understand that,
pursuant to the Distribution Agreement and prior to the Effective Time, Spinco will distribute to Verizon the Spinco Securities (as defined in the
Distribution Agreement) and pay to Verizon the Special Payment (as defined in the Distribution Agreement), and Verizon will consummate the
Internal Spinoffs (as defined in the Merger Agreement) and the Internal Restructuring (as defined in the Merger Agreement) and will distribute all
of the issued and outstanding shares of Spinco Common Stock to the Agent (as defined in the Distribution Agreement) for the benefit of the
holders of the outstanding shares of common stock, par value $0.10 per share, of Verizon (the “Distribution”). We further understand that, as
contemplated by the Merger Agreement and as a condition to the Merger, Spinco will enter into certain financing arrangements, the proceeds of
which will be used to fund the Special Payment.
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The Board of Directors
Frontier Communications Corporation
May 13, 2009
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In arriving at our opinion, we reviewed the Merger Agreement and the Distribution Agreement and held discussions with certain senior
officers, directors and other representatives and advisors of Frontier and certain senior officers and other representatives and advisors of Verizon
concerning the businesses, operations and prospects of Frontier, Verizon and Spinco. We examined certain publicly available business and
financial information relating to Frontier and Verizon as well as certain financial forecasts and other information and data relating to Frontier,
Verizon and Spinco which were provided to or discussed with us by the respective managements of Frontier and Verizon, including information
relating to the potential strategic implications and operational benefits (including the amount, timing and achievability thereof) anticipated by the
management of Frontier to result from the Merger. We have not received any financial forecasts from Verizon relating to Verizon or Spinco. We
reviewed the financial terms of the Merger as set forth in the Merger Agreement in relation to, among other things: current and historical market
prices and trading volumes of Frontier Common Stock; the historical and projected earnings and other operating data of Frontier, and Spinco; and
the capitalization and financial condition of Frontier. We considered, to the extent publicly available, the financial terms of certain other
transactions which we considered relevant in evaluating the Merger and analyzed certain financial, stock market and other publicly available
information relating to the businesses of other companies whose operations we considered relevant in evaluating those of Frontier and Spinco. We
also evaluated certain potential pro forma financial effects of the Merger. In addition to the foregoing, we conducted such other analyses and
examinations and considered such other information and financial, economic and market criteria as we deemed appropriate in arriving at our
opinion. The issuance of our opinion has been authorized by our fairness opinion committee.

In rendering our opinion, we have assumed and relied, without independent verification, upon the accuracy and completeness of all financial
and other information and data publicly available or provided to or otherwise reviewed by or discussed with us. With respect to financial forecasts
and other information and data relating to Frontier, Verizon and Spinco provided to or otherwise reviewed by or discussed with us, we have been
advised by the management of Frontier that such forecasts and other information and data were reasonably prepared on bases reflecting the best
currently available estimates and judgments of the management of Frontier as to the future financial performance of Frontier and Spinco, the
potential strategic implications and operational benefits anticipated to result from the Merger, the potential terms of the financing to be obtained by
Spinco and the other matters covered thereby, and have assumed, with your consent, that the financial results (including the potential strategic
implications and operational benefits anticipated to result from the Merger) reflected in such forecasts and other information and data will be
realized in the amounts and at the times projected.

We have assumed, with your consent, that the Merger will be consummated in accordance with its terms, without waiver, modification or
amendment of any material term, condition or agreement and that, in the course of obtaining the necessary financings, regulatory or third party
approvals, consents and releases for the Merger, no delay, limitation, restriction or condition will be imposed that would have a material adverse
effect on Frontier, Spinco or the contemplated benefits of the Merger. We also have assumed, with your consent, that the Contribution, the
Distribution and all of the transactions in the Distribution Agreement will be consummated in accordance with the terms of the Distribution
Agreement, without waiver, modification or amendment of any material term, condition or agreement, approvals, consents, releases or otherwise,
that collectively would have a material adverse effect on Verizon or Spinco. We also have assumed that Spinco will be able to secure the financing,
in accordance with the terms of the Merger Agreement, necessary to consummate the Merger. We also have assumed, with your consent, that the
Contribution, the Distribution, the Merger and the other transactions contemplated by the Merger Agreement and the Distribution Agreement will
be treated as tax-free reorganizations for federal income tax purposes.

We are not expressing any opinion as to what the value of the Frontier Common Stock actually will be when issued pursuant to the Merger or
the price at which the Frontier Common Stock will trade at any time. We have
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not made or been provided with an independent evaluation or appraisal of the assets or liabilities (contingent or otherwise) of Frontier, Verizon or
Spinco nor have we made any physical inspection of the properties or assets of Frontier, Verizon or Spinco. We were not requested to, and we did
not, solicit third party indications of interest
in the possible acquisition of all or a part of Frontier, nor were we requested to consider, and our opinion does not address, the underlying business
decision of Frontier to effect the Merger, the relative merits of the Merger as compared to any alternative business strategies that might exist for
Frontier or the effect of any other transaction in which Frontier might engage. We also express no view as to, and our opinion does not address, the
fairness (financial or otherwise) of the amount or nature or any other aspect of any compensation to any officers, directors or employees of any
parties to the Merger, or any class of such persons, relative to the Aggregate Merger Consideration. Our opinion is necessarily based upon
information available to us, and financial, stock market and other conditions and circumstances existing, as of the date hereof. As you are aware,
the credit, financial and stock markets are experiencing unusual volatility and we express no opinion or view as to any potential effects of such
volatility on Frontier, Verizon, or Spinco or the contemplated benefits of the Merger.



Proxy/Prospectus
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Citigroup Global Markets Inc. has acted as financial advisor to Frontier in connection with the proposed Merger and will receive a fee for
such services, a significant portion of which is contingent upon the consummation of the Merger. We also will receive a fee in connection with the
delivery of this opinion. Citigroup Global Markets Inc. or one of our affiliates engaged in the commercial lending business may be a participant in
any financing obtained by Spinco in connection with the Merger, for which services such entity would receive compensation. We and our affiliates
in the past have provided, and currently provide, services to Frontier and Verizon unrelated to the proposed Merger, for which services we and such
affiliates have received and expect to receive compensation, including, without limitation, (i) acting as joint bookrunner in Frontier’s offering of
$600 million of notes in March 2009, (ii) acting as a lender under Frontier’s $250 million revolving credit facility established in May 2007, (iii)
acting as joint bookrunner in Frontier’s offering of $750 million of notes in March 2007, (iv) acting as joint lead arranger, joint bookrunner and
lender under Frontier’s bridge credit facility established in March 2007, which was subsequently repaid, (v) acting as joint lead arranger, joint
bookrunner and lender under Verizon’s $5.3 billion revolving credit facility established in April 2009, (vi) acting as joint bookrunner in Verizon’s
offering of $2.75 billion of notes in March 2009, (vii) acting as joint lead arranger, joint bookrunner and a lender under Verizon’s $12.5 billion
bridge credit facility established in January 2009, (viii) acting as joint bookrunner in Verizon’s offering of $4.25 billion of notes in January 2009,
(ix) acting as joint bookrunner in Verizon’s offering of €1.15 million and £600 million of notes in December 2008, (x) acting as joint bookrunner in
Verizon’s offering of $3.5 billion of notes in November 2008, (xi) acting as joint bookrunner in Verizon’s offering of $3.25 billion of notes in
October 2008, (xii) acting as a lender under a $4.44 billion term loan to Verizon established in September 2008, (xiii) acting as joint lead arranger,
joint bookrunner and a lender under Verizon’s $7.1 billion bridge credit facility established in July 2008, (xiv) acting as senior co-manager in
Verizon’s offering of $4 billion of notes in April 2008, (xv) acting as joint bookrunner in Verizon’s offering of $4 billion of notes in February 2008
and (xvi) acting as joint bookrunner in Verizon’s offering of $2 billion of notes in March 2007. In the ordinary course of our business, we and our
affiliates may actively trade or hold the securities of Frontier and Verizon for our own account or for the account of our customers and,
accordingly, may at any time hold a long or short position in such securities. In addition, we and our affiliates (including Citigroup Inc. and its
affiliates) may maintain relationships with Frontier, Verizon and their respective affiliates.

Our advisory services and the opinion expressed herein are provided for the information of the Board of Directors of Frontier in its evaluation
of the proposed Merger, and our opinion is not intended to be and does not constitute a recommendation to any stockholder as to how such
stockholder should vote or act on any matters relating to the proposed Merger.
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Based upon and subject to the foregoing, our experience as investment bankers, our work as described above and other factors we deemed
relevant, we are of the opinion that, as of the date hereof, the Aggregate Merger Consideration to be delivered by Frontier in respect of the Spinco
Common Stock pursuant to the Merger Agreement is fair, from a financial point of view, to Frontier and holders of Frontier Common Stock.

Very truly yours,

CITIGROUP GLOBAL MARKETS INC.
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 1 
I.  
 3 

INTRODUCTION AND SUMMARY 2 

Q. Please state your name, occupation and business address. 4 

A.  My name is Kim L. Czak.  I am the Assistant Vice President-Carrier Services of Frontier 5 

Communications Corporation (“Frontier”).  My business address is: 180 South Clinton 6 

Avenue, Rochester, NY  14646. 7 

 8 

Q. Please provide a brief history of your educational and employment background.   9 

A. In 1990, I received a Bachelor of Science degree in Electrical Engineering from Clarkson 10 

University.  I joined Frontier that same year, beginning in the switch-engineering group.  11 

In 1994, I received a Master of Business Administration degree from Rochester Institute 12 

of Technology.  I joined Frontier’s carrier relations group in 1996, becoming Director of 13 

Carrier Services in 2001.  I achieved my current position as Assistant Vice President-14 

Carrier Services in 2008.   15 

 16 

Q. What are your responsibilities as Assistant Vice President-Carrier Services for 17 

Frontier? 18 

A. I am responsible for managing Frontier’s wholesale service support and provisioning to 19 

competitive local exchange carriers (“CLECs”), interconnection and interconnection 20 

negotiations, vendor management, interexchange carrier support and access billing, 21 

dispute resolution, and wholesale financial analysis and reporting.  I have managed the 22 

wholesale operations since 2001 and been a part of the Carrier Services group since 1995. 23 

Q. What is the purpose of your rebuttal testimony?   24 
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A. The purpose of my rebuttal testimony is to respond to the direct testimonies of William 1 

Solis and Michael D. Pelcovits on behalf of Comcast Phone of Oregon, LLC d/b/a 2 

Comcast Digital Phone (“Comcast”); James Huesgen and Douglas Denney on behalf of 3 

Integra Telecom, LLC (“Integra”); and Kay Marinos and Roger White on behalf of 4 

Commission Staff (“Staff”), to the extent wholesale issues are raised in their testimony. 5 

  6 

Q. Please summarize your rebuttal testimony. 7 

A.  My rebuttal testimony will show that:  8 

• Frontier has extensive experience in providing service to CLECs like Comcast and 9 

Integra, and provides wholesale services to many CLECs in states other than Oregon. 10 

• Frontier understands that CLECs may have concerns about any transaction that 11 

involves the transfer of operations from one incumbent local exchange carrier 12 

(“ILEC”) to another.  However, the proposed transaction between Frontier and 13 

Verizon Communications, Inc. and Verizon Northwest Inc. (collectively “Verizon”) 14 

has been structured to avoid the difficulties and problems FairPoint Communications, 15 

Inc. (“FairPoint”) and Hawaiian Telcom, Inc. (“Hawaiian Tel”) encountered, which 16 

arose from cutovers to new and deficient operational support systems.  Significantly, 17 

Verizon will have the replicated systems operational for at least 60 days before 18 

closing and Frontier will continue to use these operational replicated systems, as well 19 

as follow the Verizon processes, using current Verizon employees with experience 20 

with those systems and processes to serve CLECs in Oregon after the closing of the 21 

proposed transaction.  The continued use of the Verizon systems and personnel will 22 



  FTR/400 
  Czak/3 

 

 3  

result in at least the same quality of services and support that those CLECs receive 1 

today. 2 

• Frontier will also honor and extend all of the Verizon Interconnection Agreements 3 

(“Verizon ICAs”) and other wholesale commercial arrangements in place with 4 

CLECs in the Oregon service area, including the rates contained therein, following 5 

the closing for the longer of the terms of those ICAs or commercial arrangements or 6 

one year from the date of closing.  In other words, there will be no adverse impact on 7 

CLECs. The direct testimonies of Mr. Solis and Dr. Pelcovits on behalf of Comcast, 8 

Mr. Huesgen and Mr. Denney on behalf of Integra, and Ms. Marinos and Mr. White 9 

on behalf of Staff are based on fears of a cutover to new systems and fail to recognize 10 

that Frontier will use Verizon’s existing wholesale operational support systems and 11 

resources, without any cutover to new systems as part of the closing of this 12 

transaction. Following the transaction, CLEC orders, like Integra’s and including 13 

Comcast’s limited subset of order types associated with porting telephone numbers, 14 

directory listings and interconnection trunks, will be processed in the same manner as 15 

they are today, using the systems employed by Verizon today and drawing from the 16 

experience of current Verizon employees.  The wholesale support systems that will be 17 

acquired by Frontier from Verizon will have been in full commercial operation for no 18 

less than 60 days prior to closing. 19 

• The proposed transaction is very different from prior transactions involving FairPoint 20 

and Hawaiian Tel, contrary to the direct testimonies of Mr. Solis, Dr. Pelcovits, and 21 

Mr. Huesgen, Ms. Marinos and Mr. White. 22 
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• Integra has raised issues regarding inadequate wholesale service quality it claims to 1 

have experienced with Verizon starting June 2008 when Verizon transferred its pre-2 

order, order and provisioning support for the Verizon West region from Idaho to the 3 

Virginia National Markets Center (“NMC”).  Despite the fact that the current 4 

transaction is not like the former realignment, Integra asserts that the same or even 5 

more issues might be inherent in this transaction.  Integra also complains about 6 

Verizon halting the Change Management Process (“CMP”) in January 2009, and 7 

alleges that Verizon has ceased working on dozens of OSS changes that had been 8 

requested by CLECs and determined to be feasible by Verizon.  Frontier strongly 9 

believes that this proceeding is not the appropriate forum to resolve ongoing 10 

interconnection disputes.  Frontier is hopeful that it can work cooperatively with 11 

Integra to address its concerns after the closing of the proposed transaction. 12 

• Integra witnesses Mr. Huesgen and Mr. Denney and Staff witness Ms. Marinos argue 13 

for Commission oversight and involvement in service quality reporting accompanied 14 

by self-executing remedies.  Frontier has already committed to continuing the 15 

reporting of the service quality measures contained in the Carrier-to-Carrier 16 

Guidelines Performance Standards and Reports in Oregon from the “JPSA” that 17 

Verizon voluntarily makes available to the CLECs today.  Going beyond this 18 

voluntary reporting and opening a docket to consider imposition of mandatory service 19 

quality reporting, in addition to imposition of self-executing remedies, shows a clear 20 

misunderstanding of the FCC’s Section 271 approvals and the underlying purpose of 21 

a performance assurance plan.  As stated above, Frontier strongly believes this 22 

transaction approval process is not the appropriate forum to resolve Verizon and the 23 
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CLEC’s ongoing interconnection disputes and most certainly is not the place to 1 

prematurely conclude that a service quality performance assurance plan with self-2 

executing remedies is required for Frontier. 3 

• Mr. Huesgen also seeks requirements that i) one-time transfer, branding, transaction 4 

costs and increases to overall management costs as a result of the transaction should 5 

not be part of wholesale service rates; ii) that no wholesale or special access service 6 

should be discontinued nor have its rates or structure changed; iii) that no new rate 7 

elements or charges should be introduced; iv) that CLECs should be allowed to 8 

continue their existing ICAs, whether or not the initial or current term has expired; v) 9 

that CLECs can use their pre-existing ICA, including agreements entered into with 10 

Verizon Northwest, as a basis for negotiating a new agreement; and vi) that no 11 

impairment filing nor Section 10 forbearance filing can be made--all for a period of 12 

three years following the close of the transaction.  Frontier has already agreed that it 13 

will not seek to recover through rates any transaction costs associated with this 14 

transaction and that it intends to honor the ICAs, including the rates contained 15 

therein, and other commercial arrangements following the closing for the longer of 16 

the terms of those ICAs or one year from the date of closing.  These commitments 17 

adequately address the CLECs’ price stability issues. 18 

• Mr. Huesgen and Ms. Marinos advocate for a number of restrictions related to: 19 

escalation procedures; contact lists and account manager assignments; wholesale 20 

business information and practices to be followed in Verizon’s CLEC manual, 21 

industry letters and the Change Management Process; continuation of the CLEC User 22 

Forum; training and education on the OSS without charge to the CLEC; and certain 23 
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staffing levels and experience of employees.  Frontier suggests that these conditions 1 

are not topics of regulatory concern, and would inappropriately preempt the 2 

management prerogative to run the business in the best interests of customers, 3 

including wholesale, employees, and shareholders.   4 

• Mr. Solis notes in his testimony (at page 31) that Comcast’s goal in this proceeding is 5 

to assure that the status quo is maintained with respect to ordering and provisioning 6 

processes.  This should be the goal of all parties in examining this transaction.  The 7 

proposed transaction between Frontier and Verizon is not an appropriate venue for 8 

Comcast, Integra, or others to seek additional benefits and concessions that would not 9 

be available without this transaction.  Further, the Commission’s ongoing jurisdiction 10 

makes Comcast’s proposed future restrictions and guarantees and Integra’s request 11 

for enforceable service quality performance standards and related self-executing 12 

remedies unnecessary and inappropriate. 13 

 14 

Q. How is your rebuttal testimony organized? 15 

A. Section II of my testimony will describe some of Frontier’s prior experience with 16 

completing substantial acquisitions and providing wholesale services to CLECs, which 17 

will help to put the proposed transaction in perspective.  Section III will explain the 18 

process by which Verizon will provide to Frontier, on a turnkey basis, a fully operational 19 

wholesale customer support system and Frontier’s subsequent use of that system.  In this 20 

section, I also address the mischaracterization by Comcast, Integra, and Staff of the 21 

proposed transaction, and explain the significant differences from the FairPoint and 22 

Hawaiian Tel transactions.  I also address Mr. Huesgen’s concerns about the size and 23 
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experience of Frontier in offering wholesale services and Ms. Marinos’ unfounded 1 

concerns about the rural focus of Frontier interfering with its wholesale obligations.  2 

Section IV of my testimony reiterates and confirms the prior statements made by Frontier 3 

in this proceeding that the ICAs and commercial arrangements, processes and systems 4 

that Verizon has in place to serve CLECs, such as Comcast and Integra, will remain in 5 

place at the closing of the proposed transaction.  Section V will respond to other specific 6 

recommendations and assertions made by Mr. Solis, Dr. Pelcovits, Mr. Huesgen, Mr. 7 

Denney, Ms. Marinos and Mr. White.  Section VI sets forth my conclusion and 8 

recommendation for the Commission to approve this transaction. 9 

 10 

II. FRONTIER HAS HAD SUBSTANTIAL EXPERIENCE COMPLETING LARGE 11 
ACQUISITIONS AND PROVIDING SERVICES TO CLECS.   12 

 13 

Q. Please respond to Comcast’s, Integra’s and Staff’s concerns regarding Frontier’s 14 

ability to accomplish the proposed transaction and provide service to competitive 15 

local exchange carriers.     16 

A. Mr. Solis, Dr. Pelcovits, Ms. Marinos and Mr. Huesgen raise concerns that the proposed 17 

transaction between Frontier and Verizon is likely to be beyond the capability of Frontier 18 

because of the scale of the Verizon properties involved in the transaction.  However, 19 

these concerns are not justified.  As further explained by Mr. Daniel McCarthy in his 20 

Direct and Rebuttal Testimonies, Frontier will continue to be financially strong following 21 

the closing of the proposed Verizon transaction.  In fact, its financial position will be 22 

improved.  By deleveraging its balance sheet and by decreasing both its per-share 23 

dividend payout and dividend payout ratio, Frontier will emerge from this transaction as a 24 
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stronger, more stable carrier with a financial structure and level of cash flow that will 1 

enable it to make investments in the acquired service territories, including in broadband, 2 

and to provide even more efficient service in these areas.  This is an affirmative benefit to 3 

Oregon retail and wholesale customers as Frontier’s primary focus is the wireline 4 

business.   5 

 6 

As described in Mr. McCarthy’s testimony, Frontier has had significant prior experience 7 

in accomplishing substantial acquisitions, including acquisitions involving 750,000 GTE 8 

access lines and 1.1 million access lines from Global Crossing, an acquisition that 9 

virtually doubled Frontier’s size.1

 15 

  Frontier’s acquisitions involved substantial numbers 10 

of CLEC arrangements across different states.  Frontier was able to effectively manage 11 

and continue to provide services to the wholesale and competitive providers that had pre-12 

existing ICAs and commercial arrangements in place for the operating areas that Frontier 13 

acquired. 14 

Q. Please summarize Frontier’s prior experience in providing services to CLECs.       16 

A. Frontier has substantial experience in providing wholesale services to CLECs.  17 

Nationwide, Frontier has over 400 ICAs with CLECs and commercial mobile radio 18 

service providers.  Each year, as these ICAs expire or CLECs seek to expand into new 19 

areas, Frontier negotiates approximately 150 renewed or new ICAs.   With respect to 20 

service ordering, Frontier currently processes approximately 50,000 wholesale local 21 

service requests (“LSRs”) and customer service records requests (“CSRs”) and other 22 

                                                 
1  Prepared Direct Testimony of Daniel McCarthy, on Behalf of Frontier Communications Corporation (July 6, 
2009) (hereafter “McCarthy Direct”), pp. 33-34. 
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CLEC orders annually under these ICAs and other agreements.  Further, Frontier 1 

processes approximately 14,000 access service orders (“ASRs”) from CLECs and other 2 

carriers each year.  3 

 4 

Q. What Verizon services does Comcast use to provide telephone services in Oregon?    5 

A. Comcast is primarily a cable television service provider that uses its cable television 6 

facilities and network to provide broadband services and telephone service.2

 17 

  As noted in 7 

the testimony of Mr. Solis, Comcast serves customers in Oregon, however it is not clear 8 

from the testimony how many of those customers are in Verizon Northwest’s Oregon 9 

service territory versus the service territory of other ILECs, such as Qwest.  However, 10 

Comcast has acknowledged that, in Oregon, Comcast does not purchase unbundled loops 11 

from Verizon, does not purchase resold services from Verizon, and does not purchase 12 

collocation services from Verizon. Rather, as explained by Mr. Solis and Dr. Pelcovits, 13 

Comcast uses primarily local number porting, directory listing, trunking, and network 14 

interconnection services provided by Verizon, which limits the scope of Comcast’s use of 15 

Verizon wholesale service systems.     16 

 Frontier has had extensive experience in providing local number porting, directory listing 18 

and trunking for CLECs in its existing service territory, including providing these 19 

services to Comcast.  Frontier has completed over 40,000 line ports during the twelve-20 

month period ending September 2009, including a significant number of local number 21 

port orders for Comcast in Frontier’s existing service territory.  Similarly, Frontier has 22 

                                                 
2 As a primary cable TV provider, neither the cable television service nor Internet service provided by Comcast is 
regulated by the Commission.   
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processed more than 123,000 CLEC directory listings for the first nine months of 2009.  1 

As a result, it is clear that Frontier has substantial experience with local number porting 2 

and directory listing orders that are likely to be submitted by Comcast in Oregon. 3 

 4 

Q. What Verizon services does Integra use to provide telephone services in Oregon?    5 

A. Integra Telecom owns and operates its own network offering local phone service, 6 

domestic and international long distance, high-speed Internet and data services in 11 7 

Western states, including Oregon.  Per Mr. Denney, Integra Telecom, Inc. has 7 affiliated 8 

companies in Oregon:  Electric Lightwave, LLC; Eschelon Telecom of Oregon, Inc.; 9 

Advanced Telecom, Inc.; Integra Telecom of Oregon, Inc.; United Communications, Inc.; 10 

Shared Communications Services, Inc.; and Oregon Telecom, Inc.  Integra operates in 11 

both the Verizon and Qwest territories in Oregon.  In total, Integra has nearly 250,000 12 

access line equivalents in Oregon.  Integra has not indicated how many of those access 13 

line equivalents are in the Verizon territory being acquired by Frontier.  Nor has it 14 

indicated the number of unbundled loops, collocations, DS1s, DS3s, or the level of 15 

transiting traffic in the Verizon territory being acquired by Frontier. 16 

 17 

Q. Does Frontier have experience with offering these services? 18 

A. Yes.  Frontier offers all of these services to over 84 different CLECs (excluding wireless 19 

carriers) nationwide, as explained above. 20 

  21 

Q. Will this experience allow Frontier to provide wholesale services to the CLECs in 22 

Oregon and other states within the scope of the proposed transaction? 23 
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A. Yes.  Frontier’s substantial prior experience demonstrates that Frontier can manage the 1 

Verizon wholesale customer support systems.  In addition, Verizon employees who are 2 

operating the wholesale customer support systems prior to the closing will continue to be 3 

employed by Frontier after the closing.   Frontier has the experience and expertise to 4 

continue to provide the same wholesale services in Oregon that Verizon provides today. 5 

 6 

Q. Please respond to Comcast’s general concerns that the proposed transaction will 7 

result in the degradation of wholesale services in Oregon.  8 

A. Throughout their testimony, Comcast witnesses Mr. Solis and Dr. Pelcovits suggest that 9 

the proposed transaction between Frontier and Verizon may result in Comcast’s business 10 

somehow being adversely impacted.   While Comcast has not identified concrete or 11 

verifiable risks associated with the proposed transaction, Frontier understands that 12 

CLECs may have concerns about any transaction.  However, as part of the proposed 13 

transaction, Frontier and Verizon have undertaken extraordinary efforts to ensure that the 14 

wholesale services provided to CLECs are not disrupted, and that CLECs will continue to 15 

place service orders and otherwise interact with Frontier in the same manner as they 16 

interact with Verizon today and immediately prior to the close of this transaction.   17 

 18 

 As I explain in more detail below, Frontier will continue to use the Verizon operational 19 

support systems and their interfaces after the closing of the proposed transaction, 20 

supported by the same personnel, that will result in at least the same quality of services 21 

and support as those carriers receive from Verizon.  Frontier will not replace those 22 

systems during the first three years after close of the transaction without providing 180 23 
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days notice to the Commission and the CLECs.  In addition, Frontier will honor all 1 

existing ICAs and commercial arrangements that Verizon has in place as of the closing of 2 

the transaction, including all arrangements in place with Comcast and Integra.  As a 3 

result, Comcast’s and Integra’s concerns about the proposed transaction are speculative, 4 

and not supported by facts related to the Frontier transaction with Verizon.  5 

 6 

III.  AT CLOSING, FRONTIER WILL RECEIVE THE SAME, FULLY 7 
FUNCTIONING AND TESTED WHOLESALE OPERATIONAL SUPPORT 8 
SYSTEMS VERIZON USES TO SERVE CLECS IN OREGON. 9 

 10 
Q. Are Comcast’s and Staff’s concerns regarding service order processing well 11 

founded?  12 

A. No.  Mr. Solis’, Dr. Pelcovits’s, and Mr. White’s concerns about potential deterioration 13 

of wholesale service quality or capabilities are based largely on problems that arose as a 14 

result of wide-scale support system conversions to new systems by FairPoint and 15 

Hawaiian Tel.   16 

 17 

Q. Please respond to Mr. Solis’, Dr. Pelcovits’ and Mr. White’s comparisons of the 18 

proposed transaction between Frontier and Verizon to the FairPoint and Hawaiian 19 

Tel transactions.   20 

A. None of these witnesses’ heavy reliance on comparisons to the FairPoint and Hawaiian 21 

Tel transactions supports their concerns or recommendations.  To the contrary, the 22 

proposed transaction and Frontier itself are very different from FairPoint and Hawaiian 23 

Tel in a number of very significant ways, as Mr. McCarthy previously explained in his 24 
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Direct Testimony3

          9 

, and which Mr. Wayne Lafferty of Huron Consulting explains in his 1 

Rebuttal Testimony.  In short, the primary and most significant difference is that 2 

FairPoint and Hawaiian Tel elected to establish new wholesale operational support 3 

systems to serve CLECs, including Comcast in the New England states.  Their 4 

completely new systems were put into use for the first time after cutovers from the 5 

Verizon support systems, and neither the FairPoint nor the Hawaiian Tel systems were 6 

sufficiently ready to provide required services.  None of the Staff or intervenor witnesses 7 

acknowledge this fundamental difference.     8 

Q. Was Frontier aware of the serious operational problems experienced by FairPoint 10 

and Hawaiian Tel before the proposed transaction with Verizon was structured?   11 

A. Yes.  Frontier was very aware of the operational problems experienced by FairPoint and 12 

Hawaiian Tel, and took the necessary steps to avoid those problems in structuring the 13 

proposed transaction.  Mr. McCarthy and Mr. Lafferty address the serious problems 14 

encountered by FairPoint and Hawaiian Tel, and the steps taken by Frontier to avoid 15 

those problems.   Specifically, the agreement between Frontier and Verizon provides for:  16 

(i) the transfer from Verizon to Frontier of fully operational wholesale customer service 17 

systems; (ii) the use of those systems by Verizon (for no less than 60 days prior to 18 

closing) to provide all wholesale services to CLECs, including Comcast and Integra; and 19 

(iii) the continued use of the transferred systems by Frontier (with technical support from 20 

Verizon) for at least a year after closing, with flexibility and alternatives available to 21 

Frontier to continue to use those systems with or without continued support from Verizon  22 

                                                 
3  See McCarthy Direct, pp. 35-37. 
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after the initial year.  As a result, the proposed transaction does not involve the sort of 1 

cutovers that led to severe problems for both FairPoint and Hawaiian Tel. 2 

 3 

Q. Do Mr. Solis, Dr. Pelcovits, and Mr. White raise concerns with the transfer from 4 

Verizon’s operation of wholesale systems to Frontier’s operation?  5 

A. Yes.  All three raise a number of concerns and recommendations regarding the transition 6 

from Verizon’s operation of its wholesale systems to Frontier’s operation of those 7 

systems.  All recommend testing, review of intermediate steps, and the retention of a 8 

third-party auditor.      9 

 10 

Q. Are their concerns and recommendations well founded? 11 

A. No.  Their concerns and recommendations are misplaced because they are directed to 12 

potential problems from a conversion of one system to a brand new, untested system, 13 

while the Frontier and Verizon transaction will involve the transfer of the same

 16 

 fully 14 

operating systems from Verizon to Frontier.      15 

Q. Please explain the distinction.  17 

A. The most critical point is that Frontier will use the same wholesale customer support 18 

systems after the closing that Verizon (and CLECs, including Comcast and Integra) will 19 

be using before the closing.  As explained in more detail below, the Verizon wholesale 20 

customer systems that Frontier will use after the closing will be up and operational, on a 21 

full scale basis for all wholesale transactions involving Verizon access lines in Oregon, 22 

for no less than 60 days prior to closing.  The Verizon employees operating the systems 23 
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will become employees of Frontier and continue to operate the systems.  The 1 

combination of: (i) the use of the systems for 60 days prior to closing; (ii) the transfer of 2 

these fully operational systems; and (iii) the continued operation of these systems by the 3 

same employees provides direct assurance of continuity and the absence of service 4 

disruption or degradation.  That direct assurance is far superior to the indirect methods of 5 

assurance (mandated testing, intermediate review and auditing) that are recommended by 6 

Comcast, and makes those indirect methods unnecessary.  Frontier’s continued use of the 7 

Verizon operational support systems and their interfaces after the closing will result in at 8 

least the same quality of services and support as those carriers receive from Verizon. 9 

 10 

Q. Please further explain how the operational support systems that are used to support 11 

CLECs in Oregon will be transitioned from Verizon to Frontier.   12 

A. The following are the key facts associated with the transition of operational support 13 

systems from Verizon to Frontier in Oregon: 14 

1) Under the terms of the Merger Agreement, Verizon has contractually committed to 15 
provide Frontier with fully functioning wholesale customer operations support 16 
systems.  The systems being transferred to Frontier will be replicated versions of the 17 
same CLEC operations support systems that Verizon will retain and continue to utilize 18 
to provide service in areas outside the scope of the Verizon/Frontier transaction (e.g. 19 
Texas).  Verizon will complete testing to ensure that the replication of the support 20 
systems that Verizon utilizes to provide support to CLECs in Oregon today has been 21 
successfully completed. 22 

 23 
2) At least 60 days prior to the closing of the transaction, Verizon will complete the 24 

replication and physically separate the CLEC customer operations support systems to 25 
be transferred to Frontier. The replication of the Verizon CLEC operational support 26 
systems is expected to be completed by March 31, 2010. 27 

 28 
3) After the existing Verizon CLEC operations support systems are replicated and 29 

physically separated, those replicated CLEC operational support systems will be used 30 
by Verizon to support the wholesale service it provides in the Oregon territories for at 31 
least 60 days prior to the closing.  During this period, Verizon will receive CLEC 32 
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orders, provision and bill for services in the normal course of its business. Frontier will 1 
be actively engaged in validating the performance of the replicated systems to ensure 2 
the systems are fully operational.   

 5 

The closing will not occur unless and until those 3 
systems are fully operational.  4 

4) The Verizon employees who operate the CLEC operations support systems for Verizon 6 
during the 60-day period prior to closing will continue as employees of Frontier. 7 

 8 
5) Following closing, Frontier will control and continue to use the same replicated 9 

wholesale systems used by Verizon to provide service to wholesale customers in 10 
Oregon and that CLECs utilized to submit orders, to provision service, and for billing 11 
prior to closing. 12 

 13 
6) Frontier and Verizon will enter into a contractual agreement under which Frontier will 14 

use the wholesale operational support systems and receive Verizon maintenance and 15 
support for at least one year and Verizon is required to offer this support for a 16 
minimum of at least four years, if Frontier desires such support.  This support will 17 
include new system releases, updates to source code, patches and bug fixes associated 18 
with the replicated systems conveyed to Frontier.   19 

  20 

 These features will fully protect CLECs, including Comcast and Integra, from any 21 

interruption or degradation of service in Oregon, and make the conditions recommended 22 

by Comcast unreasonable and unnecessary. 23 

 24 

Q: Please summarize the steps that Verizon and Frontier will undertake to ensure the 25 

replicated systems’ functionality and operability prior to closing.  26 

A. The Rebuttal Testimony of Mr. Stephen Smith of Verizon describes the steps that 27 

Verizon will undertake to complete the replication and ensure the consistent ongoing 28 

functionality of the operational support systems used to support the CLECs in Oregon.  29 

As Mr. Smith explains in the Rebuttal Testimony, Verizon will undertake testing of the 30 

systems during the replication process before the systems are put into production and 31 

utilized for the 60-day period.  That testing will include the processing and flow through 32 

of sample data and the verification of the results of that testing.  Frontier will have the 33 
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opportunity to provide feedback on the test plan, to review the results of Verizon’s 1 

testing, and to request that other tests be run.  Once the pre-production testing results 2 

confirm the replication has been successful, Verizon will put the CLEC systems into real 3 

time use to operate its Northwest region (which includes Oregon).    4 

 5 

Q. Please describe in more detail the existing Verizon wholesale customer support 6 

systems, and how they will be replicated, transferred to, and used by Frontier.  7 

A. The Verizon support systems that will be replicated include the systems currently used by 8 

CLECs in Oregon for: Service Ordering, Number Porting, Directory Listings, 9 

Interconnection Trunking Customer Care, and Billing.   Those systems will have been 10 

providing all wholesale services for Verizon in Oregon (and 12 other states) for no less 11 

than 60 days prior to closing.  All steps needed for full connectivity between these 12 

systems and CLECs will have been implemented prior to that 60-day period.  During that 13 

60-day period, CLECs, including Comcast and Integra, will be using those systems for all 14 

of their Verizon business dealings for their customers in Oregon.  In other words, prior to 15 

closing, Comcast will submit local number porting requests, directory listing orders and 16 

any other service orders and Integra will submit LSRs and ASRs utilizing the Verizon 17 

replicated systems.   18 

 19 

 In addition, during this period, Comcast, Integra, Verizon and Frontier will be able to 20 

monitor and review whether there are any issues associated with Comcast or Integra local 21 

number porting orders, directory listing orders, unbundled loop orders, or other 22 

interconnection service orders, just as other CLECs will be able to identify issues with 23 
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their orders.  In the unlikely event that issues or problems arise, Verizon and Frontier will 1 

investigate and Verizon will make the necessary system modifications to address those 2 

service issues.  Upon closing of the proposed transaction, Comcast and Integra and other 3 

CLECs will continue to use the same process for these types of service activities as they 4 

did with Verizon.  As a result, CLECs, including Comcast and Integra, will not be 5 

required to process orders in a different manner, nor will they have their existing service 6 

activities delayed or disrupted with the closing of the Frontier transaction.  7 

 8 

Q: Mr. Solis and Mr. White suggest that the Commission should condition approval of 9 

the transaction on a requirement that CLECs are able to test the replicated 10 

operational support systems prior to closing.  Is that appropriate?  11 

A: No. As discussed in the Rebuttal Testimony of Mr. Smith, Verizon will perform pre-12 

production tests to ensure that the replicated systems can handle production level 13 

volumes, and then the systems will be put into operation and use for at least two months 14 

prior to closing.   During that period of time, which is expected to commence on April 1, 15 

2010, wholesale customers will receive the same services from Verizon on the replicated 16 

systems that they receive today, and any issues will be identified and remedied by 17 

Verizon.  Comcast, Integra and other CLECs will submit and process service orders using 18 

these systems, and therefore will clearly be able to verify that the replicated wholesale 19 

systems are capable of successfully processing wholesale orders.   20 

 21 

 Frontier will monitor these activities while the replicated systems are being used to 22 

provide service to CLECs in Oregon.  Successful completion of the replication is a 23 



  FTR/400 
  Czak/19 

 

 19  

condition precedent to closing; thus, unless and until Frontier confirms and validates that 1 

the wholesale systems are working, the transaction will not close. Because there is no 2 

change in system functionality and CLECs will continue to utilize the Verizon systems 3 

upon closing of the transaction, Comcast’s demand for the Commission to condition 4 

approval on extensive CLEC testing is unnecessary and would significantly increase 5 

costs and complexity to this process, and add the potential for unnecessary delay, without 6 

any benefits. 7 

 8 

Q. Mr. Solis argues (at page28) that the proposed transaction is like FairPoint because 9 

Frontier is not acquiring all of Verizon’s operations.  Is he correct? 10 

A. Yes, but that is about the extent of the similarities.  Mr. Solis is focusing on superficial 11 

appearances, and ignoring the fact that Frontier is receiving complete and fully 12 

operational wholesale support systems as part of the transaction, and that the employees 13 

of Verizon that operate these systems will become employees of Frontier.  The 14 

transaction is a complete acquisition with respect to the wholesale support systems. 15 

  16 

Q. Please respond to Comcast’s concerns that the “e-bonding” process may not be 17 

available from Frontier following the proposed transaction. 18 

A. Both Mr. Solis (at pages 10 and following) and Dr. Pelcovits (at page 3 of his Exhibit) 19 

have raised a concern that the Verizon e-bonding process will be discontinued as a result 20 

of the proposed transaction.  They provide no basis for this false allegation.  To the 21 

contrary, after the closing, CLEC customers in Oregon, including Comcast, will continue 22 

to use the e-bonding systems and processes that are in place as of April 1, 2010. The only 23 
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change certain CLECs will need to make is to change the point of e-bonding connectivity 1 

to the wholesale support systems that will be hosted in the Fort Wayne data center, and 2 

other CLECs such as Integra do not even need to do that, as explained further in the 3 

testimony of Mr. McCallion. 4 

 5 

 Verizon has already sent out notices to CLECs regarding the need to change the point of 6 

such connectivity, and Verizon will perform bilateral tests with each CLEC to ensure 7 

connectivity (which for most CLECs is simply a new URL site).  By April 1, 2010, 8 

CLECs will have changed the point of e-bonding connectivity and interfaces to the 9 

replicated operational support systems.  As previously explained, those e-bonds and 10 

interfaces will be used to process orders for at least 60 days prior to closing, which 11 

should further obviate any concern that the CLECs will not have full system functionality 12 

at the closing and transfer of the systems to Frontier.  In short, wholesale customers in 13 

Oregon, including CLECs, will continue to process orders in the same manner, using the 14 

same operational support systems arrangements and the automated and electronic 15 

interfaces, such as e-bonding arrangements, that they use prior to the closing.   16 

 17 

Q: Please respond to Comcast’s concern that Frontier may not receive software system 18 

updates once the replicated systems are transferred from Frontier to Verizon.  19 

A. Mr. Solis raises a concern (at page 23) regarding how Frontier will address software 20 

upgrades for the replicated wholesale systems.  As explained above, Frontier will contract 21 

for Verizon to provide support and maintenance of the replicated wholesale systems 22 

following the close.  Systems upgrades, patches, and bug fixes are all part of the 23 
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contracted maintenance services Frontier has secured with Verizon.    The replicated 1 

wholesale systems transferred to Frontier will receive the same patches and upgrades that 2 

Verizon implements for its own wholesale systems in the former GTE systems in the 3 

Verizon territories that are not part of the transaction.  Frontier will provide notifications 4 

to CLECs of these software changes and upgrades on a business-as-usual basis.   5 

 6 

Q: Comcast and Staff propose that the Commission appoint a third-party auditor to 7 

review Verizon’s systems prior to close of the transaction.  Would this be 8 

appropriate?  9 

A: No.  The proposals by Comcast and the Staff that the Commission appoint a third party to 10 

monitor and test the transition of systems are unnecessary and would add to the cost and 11 

complexity of the transaction, and could also result in unnecessary delays.  There are 12 

several reasons why a third-party auditor is unnecessary. 13 

 14 

First, unlike the FairPoint and Hawaiian Tel transactions (where new wholesale 15 

operational support systems were created from scratch and put into production for the 16 

very first time following the cutover to the new systems), the Verizon operational support 17 

systems that will be replicated and transferred to Frontier are not new systems.  Rather, 18 

they are systems with the same features and functionality that are in place today and have 19 

been in place, in many instances, for years.  The replicated systems will include all 20 

operational support systems, application programming interfaces (“APIs”), and 21 

applications that are used by Verizon in Oregon today to provide wholesale service.  22 

Thus, wholesale customers in Oregon will continue to have access to the same services 23 
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and capabilities in connection with ordering, provisioning, and billing for wholesale 1 

services as they do today. 2 

 3 

Second, the wholesale operational support systems that will be transferred to Frontier at 4 

closing will be the same systems that Verizon utilizes to provide wholesale service for at 5 

least 60 days prior to closing. CLECs also will have the opportunity to communicate any 6 

concerns with the replicated systems functionality to both Verizon and Frontier during 7 

the 60-day period prior to closing.  Any type of third party verification would 8 

undoubtedly be far less useful and reliable than 60 days of live operation in assuring the 9 

successful operation of the wholesale customer service systems that will be transferred to 10 

Frontier.   11 

 12 

Third and more importantly, Frontier will not proceed with closing of the proposed 13 

transaction unless and until the operational support systems are fully functioning and 14 

operational.  Frontier has a significant business interest to fully validate and confirm that 15 

the replicated systems are functioning appropriately. The last thing that Frontier wants is 16 

for the company to begin operating the Verizon service areas in Oregon with a backlog of 17 

service problems and difficulties. As a result, Frontier will undertake a detailed review 18 

and ongoing efforts up until closing to ensure that the replicated wholesale systems are 19 

working properly.  Third party verification or testing will not provide any greater 20 

assurance that the replicated systems are operating appropriately prior to closing.   21 

 22 
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Q: Please respond to Mr. Solis recommendation, at page 34, that Frontier and Verizon 1 

should be required to provide notice to CLECs of any OSS changes “at least four 2 

months prior to the scheduled cut-over date for the replicated OSS.”  3 

A: This recommendation is logically unrelated to the sequence of events for the replication 4 

of the Verizon CLEC support systems and the transfer of the fully functioning replicated 5 

systems to Frontier.  Verizon will be using the same systems prior to close that it uses 6 

today, and Frontier will be using those same systems after close.  The date for the 7 

beginning of the 60-day operational period before closing has already been 8 

communicated to the CLECs.  As discussed earlier, Verizon will complete the replication 9 

and CLECs like Comcast will use the replicated systems prior to closing.  To the extent 10 

that there are any additional notices necessary to Verizon’s wholesale customers, they 11 

will occur in the normal course of business, consistent with the parties’ ICAs, regulatory 12 

requirements, and industry standards.  13 

 14 

Q. Please respond to Mr. White’s recommendations (beginning at page 12) as to 15 

testing, timing, and the role of CLECs and the Commission in the OSS systems 16 

process as between Verizon and Frontier. 17 

A As with Comcast’s witnesses, the recommendation of Mr. White is logically unrelated to 18 

the sequence of events for the replication of the Verizon CLEC support systems and the 19 

transfer of the fully functioning replicated systems to Frontier and misunderstands that 20 

CLECs will be using the replicated systems, fully operational, at least 60 days prior to the 21 

close of the transaction.  For example, Mr. White first recommends that during the six-22 

month period before the close of the transaction, Frontier, with Verizon’s assistance and 23 
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that of a third party tester, will validate that all of the OSS/BSS systems have been 1 

completely replicated based on a test plan that has been distributed to all UM 1431 2 

parties for review and comment; the test plan must be distributed at least two weeks prior 3 

to the beginning of the tests; and a copy of a report detailing the test and results will be 4 

provided to the Commission.   5 

 6 

 Mr. White further recommends that during the six-month period before the close of the 7 

transaction, Verizon with a third party reviewer will review and correct data errors in all 8 

databases being passed to Frontier and ensure that at least ninety-nine percent of the 9 

records have all critical fields correctly populated and that verification results will be 10 

provided to the Commission.   11 

 12 

 Mr. White also recommends that at least two weeks prior to the final cut over, CLECs 13 

will be allowed to test the systems using their own data and that the replicated wholesale 14 

systems will not be used until a majority of the CLECs approve the systems or upon 15 

Commission order.  16 

  17 

 Mr. White seems to be unclear on the procedure that Verizon will use for the system 18 

replication and testing.  Verizon is already beginning the preparatory steps for replicating 19 

its systems.  This process will be complete by approximately March 31, 2010.  Thus, 20 

Verizon’s use of the replicated systems will precede the transaction by approximately two 21 

months.  At closing, Frontier will receive a fully operating, fully tested operations support 22 
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system from Verizon.  There is no need for the involved multi-party testing and 1 

conferring procedure Mr. White recommends. 2 

 3 

Q. Please respond to Comcast’s expressed concerns that the cost of the support services 4 

provided by Verizon will provide an overly strong incentive to terminate those 5 

services. 6 

A. Mr. Solis (at page 29) has expressed the concern that Frontier will have a compelling 7 

interest to migrate from the replicated Verizon wholesale operations support systems to 8 

Frontier wholesale support systems prematurely.  To the contrary, as Mr. Daniel 9 

McCarthy explains in his Rebuttal Testimony, the costs to Frontier for continued use of 10 

the system are reasonable, and the arrangement with Verizon provides substantial 11 

flexibility to Frontier.4

 14 

  There is neither a reasonable basis to impose prospective 12 

conditions on Frontier transitioning to its own systems, nor is such a remedy necessary.   13 

Q. Why are prospective conditions on possible later system transitions not necessary? 15 

A As Mr. McCarthy explains in his testimony, prospective conditions or requirements are 16 

not necessary because the Commission will clearly retain ongoing jurisdiction over 17 

Frontier and the quality of services that it provides, including services to CLECs.   18 

Comcast’s speculation about remote possibilities does not provide an adequate or 19 

reasonable basis for any conditions.  Specifically, there is no basis to believe that the 20 

quality of service that Frontier will provide in the future will deteriorate.  It would be 21 

completely inappropriate to prejudge a situation on the basis of Comcast’s speculation 22 

                                                 
4 McCarthy Rebuttal, pp. 51-52. 
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and to impose the most restrictive limitations to address such speculation.   Such an 1 

approach would not serve the broader public interest, notwithstanding the wishes of 2 

Comcast.   3 

   4 

Further, a precipitous decision to prescribe the requirements for any future transition is 5 

completely unnecessary.  Frontier has committed that this integration will not occur for at 6 

least one year following the closing of the transaction.  In the event that Frontier elects to 7 

transition from the Verizon wholesale support systems to some other system at least one 8 

year after the closing of this transaction, Frontier will provide no less than 180 days 9 

notice to the Commission and to interested parties, including the CLECs.  That notice 10 

will provide a full opportunity for the Commission to: (i) make any investigation that it 11 

deems appropriate; and (ii) base any appropriate conditions or added protections on facts

 18 

, 12 

rather than the speculation, fears, and misplaced comparisons (to FairPoint and Hawaiian 13 

Tel) that Comcast and Staff has offered.  Such a well-timed and fact-based approach 14 

would be far superior to the premature and speculative approach urged by Comcast.     15 

Frontier has a significant business interest in ensuring that it properly implements the 16 

integration and transition from Verizon operations support systems to Frontier’s systems. 17 

IV.  AFTER THE CLOSING, FRONTIER WILL HONOR AND EXTEND 19 
VERIZON’S ICAs AND OTHER ARRANGEMENTS WITH CLECS IN 20 
OREGON.  21 

 22 
Q. Please respond to Comcast’s and Integra’s concerns that its existing ICAs and 23 

arrangements with Verizon will be disrupted. 24 
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A. Comcast and Integra have raised the concern that its existing interconnection 1 

arrangements with Verizon will be disrupted.  However, these concerns are unfounded.  2 

Frontier will become the new parent company of Verizon Northwest, and all existing 3 

ICAs between Verizon Northwest and CLECs will remain in force at the closing of the 4 

proposed transaction.  Frontier will honor all obligations under Verizon’s current ICAs, 5 

wholesale tariffs, and other existing wholesale arrangements in addition to complying 6 

with the statutory obligations applicable to all ILECs, including those that relate to 7 

service within Oregon. As a result CLECs, including Comcast and Integra, will receive 8 

the same services, support and arrangements as those provided by Verizon prior to the 9 

transaction.   10 

 11 

Q. Is Frontier prepared to provide further assurance regarding the existing ICAs and 12 

commercial arrangements?  13 

A. Yes.  To further allay concerns about the proposed transaction disrupting CLECs’ 14 

business, Frontier will agree to maintain all current Verizon ICAs and commercial 15 

agreements (i.e., line sharing agreements, Verizon Advantage agreements, etc.) with 16 

CLECs for the longer of

 22 

: (i) the period of time that those ICAs and other agreements 17 

would have been binding; or (ii) one year from the date of closing of the transaction.  18 

This one-year (or longer) period will further assure an uninterrupted changeover from 19 

Verizon to Frontier and provides a balanced and reasonable added assurance to CLECs, 20 

including Comcast and Integra. 21 
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Q. Please respond to Comcast’s, Integra’s and Staff’s recommendation that Frontier be 1 

required to extend existing Verizon ICAs and wholesale agreements for three years 2 

beyond their terms.   3 

A.  Mr. Solis (at page 36), Dr. Pelcovits (at page 40), Mr. Huesgen (at page 7) and Ms. 4 

Marinos (at page 25) have recommended that Frontier be required to extend ICAs and 5 

wholesale agreements for up to three years. There is neither a reasonable basis to impose 6 

new restrictions or to extend existing agreements for such a long period.  Frontier will 7 

honor all ICAs and other commercial agreements with CLECs such as Comcast and 8 

Integra, and including prices, terms, and conditions for the longer of: (i) the term of those 9 

agreements; or (ii) one year after closing of the proposed transaction.  The fact that a 10 

transaction is pending does not constitute an appropriate basis for other parties, including 11 

Comcast and Integra, to leverage additional benefits and concessions and unilaterally 12 

reopen all existing agreements.  A one-sided across-the-board extension of these 13 

agreements (CLECs could terminate but Frontier could not) would provide an advantage 14 

to CLECs based simply on the fact that a transfer of ownership is proposed. 15 

 16 

Q.  Why is establishing a three-year period of time after the closing before any 17 

wholesale rates or elements, including special access, can be changed an 18 

unreasonable way to ensure that transaction related costs are not passed on to 19 

CLECs, as suggested by Mr. Huesgen, Ms. Marinos and the Comcast witnesses? 20 

A. The primary reason is that transaction related costs are actual costs that are tracked and 21 

booked pursuant to established accounting methods, distinct and separate from the 22 

ratemaking process for wholesale customers, a process that relies on hypothetical costs, 23 
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using economic costing models, not actual book costs.   Proper cost accounting requires 1 

that actual costs be booked (accounted for on the books) at or about the time the costs are 2 

incurred.  Frontier has agreed that costs associated with the transaction will be booked 3 

“below the line”—not included in the ratemaking process.   Rates for Section 251 4 

wholesale elements are prescribed by the Federal Communications Commission and 5 

established by the Commission in a “cost docket” based upon a Total Element Long Run 6 

Incremental Cost (“TELRIC”) methodology, which sets prices based on the costs of a 7 

hypothetical, perfectly efficient, future network and not actual costs.   8 

 9 

 Rates for elements that are no longer considered subject to Section 251 pricing standards 10 

(commercial products) are federal in nature and not subject to oversight by a state 11 

commission.  Notwithstanding, Frontier has agreed that it will not change these 12 

agreements, including the rates, during the one-year time frame discussed above. 13 

 14 

 Intrastate special access is tariffed in Oregon but is not part of a “wholesale” tariff.  There 15 

is no separate wholesale special access product versus retail special access product.  16 

Special access is predominately offered through Term and Volume Discount contracts 17 

with each customer, regardless of that customer’s retail or wholesale status.  Frontier has 18 

agreed to offer all the Verizon regulated tariffed services upon closing and to assume all 19 

the contracts in place in Oregon for the duration of those contracts, which would include 20 

the bulk of special access purchased by wholesale customers.  There is no basis for this 21 

Commission to override the terms of those contracts because of this transaction. 22 

   23 
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Finally, three years is an eternity in the telecommunications industry, given the pace of 1 

technological change, changing needs and desires of customers, and regulatory change.  2 

This timeframe is not tied to any legitimate aspect of this transaction and appears to be a 3 

number plucked from the air.  Even Verizon’s commitments to the ongoing enterprise 4 

don’t extend beyond one year and neither Staff nor Comcast nor Integra provide any 5 

basis for their selected three-year timeframe. 6 

 7 

V.  RESPONSE TO OTHER SPECIFIC COMCAST AND CLEC REQUESTS 8 

Q. Has Comcast provided an extensive list of recommendations?  9 

A. Yes.  Mr. Solis (at pages 29-43) and Dr. Pelcovits at (at pages 1-5 of his Exhibit Comcast 10 

2) identify approximately 32 specific conditions that they claim are needed to protect 11 

Comcast and other CLECs.  That list includes numerous recommendations relating to: (1) 12 

Commission jurisdiction; (2) Non-recovery of expenses; (3) Interconnection; (4) 13 

Operational Support Systems- Migration, Testing and Performance; (5) Ordering, 14 

Provisioning and Maintenance Processes and Intervals; (6) Local Number Portability; (7) 15 

911; and (8) Compliance Certification.  16 

 17 

Q. Does Frontier agree with these recommendations? 18 

A. Frontier agrees with a limited number of these recommendations, as I will identify and 19 

explain.  However, for the most part, these recommendations are inappropriate because 20 

they are: (i) unnecessary and duplicative of protections that are already available; (ii) 21 

premature and lacking factual support, in that they assume problems that do not exist or 22 
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are based on speculation; and (iii) overreaching, in that they ask for additional benefits 1 

and concessions beyond Verizon’s current service levels and obligations.   2 

 3 

 While Mr. Solis states in his testimony (at page 30) that Comcast’s goal in this 4 

proceeding is to “assure that the status quo is maintained”, many of the Comcast 5 

recommendations are unreasonable and appear to be an effort by Comcast to leverage this 6 

proceeding to advance its competitive business interests.  Imposing additional obligations 7 

on Frontier that are not currently applicable to Verizon does not maintain the status quo 8 

and is inappropriate.  As explained above, the proposed transaction is completely unlike 9 

FairPoint and Hawaiian Tel.  In addition, Frontier has taken an extensive series of steps 10 

to assure that CLECs, including Comcast, continue to receive the same services as 11 

Verizon now provides, including acquiring replicated Verizon wholesale support services 12 

on a turn key basis and arranging a 60-day period in which that replicated system will be 13 

in full operation prior to closing and using the same Verizon personnel that will be 14 

retained by Frontier.  The fact that a transaction is pending does not constitute an 15 

appropriate basis for Comcast to obtain additional benefits and concessions, including 16 

improvements or increases in services provided, or in the potential sanctions to be 17 

imposed on Frontier. 18 

 19 

Q. Can you provide examples of the other parties proposing unnecessary and 20 

duplicative recommendations? 21 

A. Yes.  For example, Comcast and Staff have proposed an elaborate and certainly costly 22 

series of intermediate auditing and testing to address the process of transition before 23 
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closing, even though there will be a 60-day period of operation at full capacity prior to 1 

any transfer of the Verizon OSS systems to Frontier.  Comcast has also proposed a series 2 

of post-closing certifications, even though the Commission will retain jurisdiction and 3 

already has ample authority to take the steps needed to preserve service quality.  4 

 5 

Q. Can you also provide examples of recommendations that are premature and based 6 

on speculation? 7 

A. Yes.  Comcast and Integra support performance metrics and rigid notice periods (e.g. four 8 

months for any OSS change) or self-executing remedies be established for Frontier before 9 

there is any indication of problems or operation at levels any different than those 10 

provided by Verizon.  Comcast’s and Integra’s assumption appears to be that Frontier has 11 

no interest in a smooth working relationship with CLECs and will carelessly reduce 12 

service levels.  There is no justification for either of those assumptions, and there is thus 13 

no basis to impose new metrics and restrictions at this time.   As I have discussed, 14 

Frontier will provide no less than 180 days notice to the Commission and to interested 15 

parties, including the CLECs of any cutover from the Verizon systems to Frontier’s 16 

systems.  That notice will provide a full opportunity for the Commission to make any 17 

investigation, based on facts, rather than the speculation, fears, and misplaced 18 

comparisons (to FairPoint and Hawaiian Tel) that Comcast has offered.     19 

   20 

Q Can you provide examples of Comcast attempting to leverage additional benefits 21 

and concessions?  22 
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A. Yes.  For example, Comcast recommends that: (i) the existing rural exemption of Frontier 1 

ILECs be revoked as part of this transaction; (ii) Verizon ICAs and other contracts be 2 

extended for three years no matter their current terms; (iii) current prices be extended for 3 

three years no matter their current terms; (iv) new opt-in rights be provided to CLECs; 4 

(v) new termination rights be provided to CLECs; (vi) existing service standards be 5 

increased and new penalties be added; (vii) notice requirements, such as switch capacity 6 

fill, be increased; (viii) Frontier be required to reimburse CLECs for training; and (ix) 7 

new pricing standards be adopted (the lower of current prices or cost-based rates).  A 8 

transfer of ownership does not provide a reasoned or reasonable justification to leverage 9 

more benefits and concessions to third parties, and Comcast should not be provided such 10 

benefits and concessions. 11 

Q. Will the proposed transaction have any adverse effect on 911 services or 12 

information provided to CLECs? 13 

A. No.  Frontier and Verizon recognize the critical importance of ensuring reliable 911 14 

service.  The proposed transaction will not have any adverse impact of the provision of 15 

911 services and information provided to CLECs.  Verizon will replicate the ALI 16 

database and all related systems and put them into operation along with the other 17 

replicated OSS systems prior to closing.  Frontier will assume and continue to utilize the 18 

same fully operational 911 systems and arrangements, after the closing that Verizon 19 

utilizes prior to the closing of the transaction.  Verizon employees that operate and 20 

support Verizon’s existing 911 systems in Oregon will continue to do so as employees of 21 

Frontier after the transition.  From a CLEC perspective, other than a new Web address, 22 

nothing will change.  A CLEC will continue to update the database in the same manner as 23 
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it did before.  Accordingly, the transaction will not affect the 911 information or services 1 

provided by Verizon to CLECs in Oregon.   2 

 3 

Q. Please respond to Comcast’s concerns regarding the establishment of the wholesale 4 

customer call center in Durham, North Carolina. 5 

A. Comcast raises a number of concerns about the wholesale service customer call center in 6 

Durham, North Carolina that will be established by Verizon and transferred to Frontier.  7 

Many of the concerns appear to be based on transition issues Comcast experienced in 8 

transitioning from another Verizon call center to the current wholesale call center in 9 

2008.  Those issues are unrelated to the proposed transaction. 10 

Moreover, the Verizon Durham employees began training in October 2009 to be the 11 

primary order center for the wholesale operations in this transaction.  The Durham center 12 

will begin operating on a transitional basis this year, and the full transition is scheduled to 13 

be fully operational and transitioned by March 31, 2010.  Thus, all of the wholesale 14 

service ordering functions for Oregon and the other affected states will be fully 15 

transitioned to Durham months before the transaction closes.  The Durham center will be 16 

staffed with approximately 40 representatives and managers who will become Frontier 17 

employees at closing and will continue to provide the same services following closing.  18 

Frontier will add staff as needed and will have an expanded workforce in place after 19 

closing to provide an additional assurance of service quality.   20 

 21 

 Q. Is Comcast Witness Mr. Solis correct in claiming (at page 24) that Frontier has 22 

refused to continue the Verizon CLEC forums and may not continue the carrier-to-23 
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carrier performance assurance plan (at page 36), thus justifying Integra’s 1 

recommended condition 5?  2 

A. No.   Frontier will continue the Verizon CLEC forums and the carrier-to-carrier 3 

performance assurance plan.  It is my understanding that those forums have proven useful 4 

to both the CLECs and to Verizon.  Frontier has no intention of taking steps that are 5 

disadvantageous to Frontier and the CLECs, and there is no basis to come to any other 6 

conclusion.  Integra’s recommendation that Frontier be required to add to Verizon’s 7 

monthly reporting requirements is unnecessary.  Further, any requirement to monitor 8 

Frontier’s wholesale service quality, establish wholesale service quality benchmarks and 9 

related self-executing remedies is based on a faulty application of the FCC’s market 10 

opening responsibilities and public interest concerns as directed by Section 271 of the 11 

Federal Telecommunications Act of 1996 (“Federal Act").  In addition, opening such a 12 

docket is premature, since doing so is tantamount to predetermining that there will be 13 

service issues before Frontier has had a chance to perform.  Any service concerns will be 14 

obvious from the Carrier Guidelines that Verizon reports on today and that Frontier will 15 

assume and continue upon closing. 16 

 17 

Q.  Please explain why implementing Section 271 performance assurance plans that 18 

were voluntarily agreed to by Regional Bell Operating Companies in their quest for 19 

entry into the interLATA, interstate long distance business, if applied here would be 20 

based on a faulty application of the Federal Act, and thus not appropriate in this 21 

docket.  22 
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 A. Mr. Huesgen and Mr. Denney on behalf of Integra and Ms. Marinos on behalf of the Staff 1 

all advocate for performance assurance plans with self-executing remedies.  Mr. Denney 2 

suggests that a wholesale performance assurance plan will assure that markets remain 3 

open to competition after the Frontier acquisition of the Verizon properties in Oregon. 4 

 5 

This is Mr. Denney’s first faulty application of the Federal Act.  The whole structure of 6 

the Federal Act was based upon an assumption that the in-region, interLATA long 7 

distance market was competitive while the local market was a monopoly.  As a quid pro 8 

quo for being allowed entry into the competitive in-region, interLATA long distance 9 

market, RBOCs had to ensure that the local markets were open to competition from the 10 

long distance carriers, as voluntarily measured by an agreed to set of performance 11 

measurements.  The ongoing performance assurance plans were part of the FCC’s 12 

determination that the grant of Section 271 relief was in the public interest going forward, 13 

but those plans were not a key component of finding the local market open to 14 

competition.5  Further, once RBOCs “opened” their local market, they were allowed into 15 

their in-region, interLATA long distance market.  All RBOCs achieved this relief by the 16 

end of 2003.  By operation of law, the provisions of section 272 (other than those in 17 

section 272(e)) applicable to Qwest's provision of in-region, interstate, interLATA 18 

telecommunications services sunset for the operations of Qwest in its final in-region state 19 

on December 3, 2006. 6

                                                 
5  Memorandum Opinion and Order, In the Matter of Application by Qwest Communications International Inc. for 
Authorization to Provide In-region, InterLATA Services in New Mexico, Oregon and South Dakota, WC Docket 
No. 03-11, Adopted April 15, 2003, ¶¶ 119-121 (“FCC 271 Approval Order for OR”). 

 The FCC officially released all the RBOCs from their 272 20 

 
6  The Commission granted Qwest interLATA authority for its final in-region state on December 3, 2003. See 
Application by Qwest Communications International Inc. for Authorization To Provide In-Region, InterLATA 
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affiliate restrictions in 2007, first Qwest, followed by AT&T and Verizon later that 1 

year.7  This is significant because many of the RBOCs’ performance assurance plans 2 

have express termination dates, expire by their terms when the 272 affiliate restrictions 3 

go away (as in Oregon)8

                                                                                                                                                             
Services in Arizona, WC Docket No. 03-194, Memorandum Opinion and Order, 21 FCC Rcd 7169 (2003) and 
Section 272 Sunsets for Qwest in the State of Arizona by Operation of Law on December 3, 2006 Pursuant to 
Section 272 (f)(1) WC Docket No. 02-112, Public Notice, 21 FCC Rcd 14157 (Wireline Comp. Bur. 2006) (Arizona 
Sunset Notice); see also Section 272 Sunsets for Qwest Communications International Inc. in the States of New 
Mexico, Oregon, and South Dakota by Operation of Law on April 15, 2006 Pursuant to Section 272 (f)(1), WC 
Docket No. 03-11, Public Notice, 21 FCC Rcd 3980 (Wireline Comp. Bur. 2006).  Qwest became free to provide in-
region, interLATA telecommunications services on an integrated basis on December 3, 2006. 

, or require a state commission to make an express decision as to 4 

its termination date..  Thus, Mr. Denney’s suggestion that Frontier should have similar 5 

obligations to Qwest’s Performance Assurance Plan obligations, when those obligations 6 

by their terms have expired, is fairly disingenuous.  Frontier acknowledges that Qwest 7 

has continued offering the PAP as neither it nor the Commission have yet reviewed the 8 

appropriateness of the PAP and whether its continuation is necessary.  Notwithstanding, 9 

this fact does not change the original purpose of the PAPs nor the express language that 10 

states the Qwest Oregon PAP no longer has to be offered since Qwest no longer has a 11 

Section 272 affiliate.  In any event, the main purpose and reasons for performance 12 

assurance plans adopted as part of the Section 271 process no longer exist.   In addition, 13 

Frontier has agreed to voluntarily file the reports that Verizon is obligated to file today.  14 

Going back in time to treat Frontier like RBOCs were treated upon their initial entry into 15 

 
7 See, In re Matter of Petition of Qwest Communications International Inc. for Forbearance from Enforcement of the 
Commission’s Dominant Carrier Rules As They Apply After Section 272 Sunsets, WC Docket No. 05-333, Adopted 
February 20, 2007, Released March 9, 2007; In re Matters of Section 272(f)(1) Sunset of the BOC Separate Affiliate 
and Related Requirements; 2000 Biennial Regulatory Review Separate Affiliate Requirements of Section 64.1903 of 
the Commission's Rules; Petition of AT&T Inc. for Forbearance Under 47 U.S.C. § 160(c) with Regard to Certain 
Dominant Carrier Regulations for In-Region, Interexchange Services, WC Docket No. 02-112; CC Docket No. 00-
175; WC Docket No. 06-120, Released:  August 31, 2007, Adopted August 30, 2007.   
8  See Exhibit K, Qwest Performance Assurance Plan, http://www.qwest.com/wholesale/clecs/nta.html, with specific 
Qwest OR PAP language that states:  “Qwest will make the PAP available for CLEC interconnection agreements 
until such time as Qwest eliminates its Section 272 affiliate.  At that time, the Commission and Qwest shall review 
the appropriateness of the PAP and whether its continuation is necessary.”  

http://www.qwest.com/wholesale/clecs/nta.html�
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the in-region, interLATA long distance market is an extreme and unjustifiable condition, 1 

especially when one notes that even Verizon, which operates as a BOC in other 2 

jurisdictions, did not have that obligation in Oregon. 3 

  4 

 Mr. Denny’s second faulty application of the Federal Act is suggesting that a 5 

performance assurance plan will assure that local markets remain open to competition.  6 

Local markets are irretrievably open to competition thanks to the presence of cable 7 

competitors like Comcast, and Integra for that matter, who use their own facilities to 8 

provide service, and to the existence of wireless providers like Verizon that will continue 9 

to compete for customers post transaction closing.  The existence of a performance 10 

assurance plan is not needed, given the presence of competition today in Verizon’s 11 

territory. 12 

       13 

 Mr. Denney’s third rationale for a performance assurance plan is to suggest that it will 14 

ensure that Frontier’s strategic choices are not made at the expense of CLECs, assuming 15 

that as Frontier upgrades service for its retail customers the performance assurance plan 16 

ensures that its wholesale customers that use that upgraded network will also benefit from 17 

these improvements.  This is self-evident--as Frontier upgrades its network for retail 18 

customers, wholesale customers obviously benefit as they use that same network to 19 

provide service to those customers.  The existence of a performance plan with self-20 

executing remedies does nothing to provide improvements to the common network that is 21 

used to serve customers, whether the provider is Frontier or a CLEC.  Frontier has every 22 

incentive to provide high quality service in a competitive market and every incentive to 23 
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improve its network to serve customers, without a regulatory performance assurance plan 1 

with self-executing remedies. 2 

 3 

 Finally, Mr. Denney claims (page 24) that the Qwest Performance Assurance Plan with 4 

the self-executing remedies has led Qwest to have better service performance than 5 

Verizon, relying on selective measures for two-wire loops and DS1 loops over a nine- 6 

month period.  Notwithstanding the fact that it is improper to assume that Frontier’s 7 

service performance will not be the same as Verizon’s, Mr. Denney’s has presented a 8 

snapshot of two measurements over a limited period of time out of hundreds of 9 

measurements, presenting a faulty and misleading characterization of the overall level of 10 

service provided by Verizon.  Frontier would like to establish its own track record of 11 

service quality performance before any predetermined decision is made as to whether 12 

there will be a need for regulatory dockets, service monitoring and self-executing 13 

remedies. 14 

Q.   Does Frontier intend to claim or seek a waiver of any of the number portability 15 

requirements and obligations that are applicable to carriers with more than 2 16 

percent of the nation's aggregate subscriber lines installed? 17 

A.   No.  Both Mr. Solis (at pages 37-8) and Dr. Pelcovits (at page 32-34) have expressed the 18 

concern that Frontier will seek a waiver or exemption from certain interconnection 19 

requirements.   Frontier does not intend to seek a waiver.  Frontier has reviewed the May 20 

13, 2009 FCC Order in FCC-09-41 and the Recommended Plan For Implementation of 21 

FCC Order 09-41, Version 3, released by the North American Numbering Council 22 

(NANC) on September 15, 2009.  Frontier will comply with the Order that reduces the 23 
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porting interval for simple wireline-to-wireline and intermodal port requests within one 1 

business day when it becomes effective on July 31, 2010.   2 

  3 

Q. Is there a reasonable basis to add an extensive list of new requirements relating to 4 

number porting, as Mr. Solis recommends at pages 39-42?  5 

A. No.  Frontier’s commitment to accept the FCC’s requirements for number porting 6 

eliminates any reasonable basis or need for new requirements to be imposed on Frontier.   7 

 8 

Q. Has Comcast expressed concerns regarding the possibility that Frontier will claim 9 

rural exemptions for the Verizon ILEC access lines in Oregon?  10 

A. Yes.  Dr. Pelcovits (at page 34) has expressed the concern that Frontier will somehow 11 

seek such a rural exemption with respect to Verizon’s service territory in Oregon.  This 12 

concern is unfounded.  Frontier commits that it will not claim or seek rural exemption of 13 

the requirements under section 252 of the Telecommunications Act for the Verizon 14 

Northwest service area in Oregon. 15 

 16 

Q. Please respond to Comcast’s expressed concerns regarding the maintenance of 17 

directory service arrangements for CLECs by Frontier. 18 

A. Mr. Solis (at page 30) expressed the concern.    Again, this concern is unfounded.  As I 19 

have explained, after the closing, Frontier will maintain Verizon’s e-bonded system for 20 

accepting directory listing orders.  21 

 22 
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Q. Does the plan for transfer of a replicated system lack provisions for collaboration 1 

and communication with CLECs, as Mr. Solis infers at pages 33-35?  2 

A. No.  As I have previously noted, Frontier will continue Verizon’s practices of 3 

collaboration and contact with CLECs.    4 

 5 

Q. Integra recommends that Frontier be prevented from seeking to reclassify Oregon 6 

wire centers as “non-impaired” or filing any Section 10 forbearance petition from 7 

any Section 251 or dominant carrier regulation at the FCC for any wire center in 8 

Oregon.  What is your reaction to this suggestion? 9 

A. This condition tramples on the rights of carriers to follow the guidelines set forth by the 10 

FCC in its determination as to the proper regulatory balance between the rights of 11 

incumbent telephone carriers and the rights of competitive local exchange markets.  The 12 

requirement for ILECs to offer unbundled elements is set by law; that requirement is not 13 

boundless and cannot be required in all instances. Integra’s request in this instance is a 14 

blatant attempt to improperly extract benefits by leveraging its position in this docket. 15 

 16 

Q. Mr. Huesgen and Mr. Denney on behalf of Integra and Ms. Marinos on behalf of 17 

Staff also suggest that a number of additional requirements (Integra condition nos. 18 

14, 15, 16, 17 – Staff condition 40) be imposed upon Frontier as a condition of the 19 

transaction.  Would such additional requirements be appropriate? 20 

A. No.  Mr. Huesgen and Ms. Marinos advocate for a litany of restrictions related to: 21 

escalation procedures; contact lists and account manager assignments; wholesale business 22 

information and practices to be followed in Verizon’s CLEC manual, industry letters and 23 
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the Change Management Process; continuation of the CLEC User Forum; training and 1 

education on the OSS without charge to the CLEC; and certain staffing levels and 2 

experience of employees.  Frontier suggests that these conditions are not acceptable 3 

topics of regulatory concern, and would inappropriately preempt the management 4 

prerogative to run the business in the best interests of customers, employees, and 5 

shareholders.  Further, as explained in the Rebuttal Testimony of Mr. Tim McCallion, 6 

many of the issues raised by Integra appear to be based on ongoing ICA and service 7 

related disputes between Verizon and Integra.  As I have explained, the proposed 8 

transaction between Frontier and Verizon is not an appropriate venue for leveraging 9 

additional benefits and resolving particular service issues with particular CLECs.  10 

However, Frontier is hopeful that it can work cooperatively with Integra and the other 11 

CLECs to address their concerns after closing of the proposed transaction. 12 

 13 

Q.  Ms. Marinos, on behalf of Staff, raises a concern that because Frontier has stated 14 

that it has a rural focus, it may have difficulty with providing wholesale service in 15 

the non-rural communities that it is acquiring, such as in the Portland area. 16 

A. This concern is unfounded.  Frontier serves many CLECs today and has affirmatively 17 

stated that it will not seek to be declared a rural carrier in these non-rural markets, nor 18 

seek to avoid the Section 251 obligations to wholesale customers.  In addition, while it is 19 

true that Frontier’s focus is on serving rural areas and serving them well, Frontier already 20 

provides high-quality, reliable retail and wholesale service in numerous urban areas in 21 

our 24 state footprint.  In this regard, I agree with Staff witness Wolodymyr Birko who 22 

concluded: “[Frontier] is capable of providing adequate service as a large 23 
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telecommunications utility.”9  Mr. Birko based his conclusions on the fact that Frontier 1 

already services a number of large markets, which he stated “…assuaged my concern that 2 

Frontier is too small to take over the Verizon customer base, especially in the 3 

economically sensitive areas surrounding the Portland/Beaverton metro area.”10

   13 

  Mr. 4 

Birko also based his conclusions on discussions with regulatory commissions in states 5 

where Frontier already has a presence.  These regulatory commissions “made favorable 6 

comments regarding Frontier’s service.”  It is correct, as Ms. Marinos states on page 11, 7 

that over half of the 310,000 access lines which Frontier will acquire in Oregon are in the 8 

Portland metro area.  However, Frontier already serves metro area markets in New York, 9 

Pennsylvania, and Minnesota that are comparable in size to the lines to be acquired in the 10 

Portland metro area.  Frontier looks forward to bringing the same high quality of service 11 

to those areas to Portland and the rest of Oregon. 12 

VI. CONCLUSION 14 

Q. Please summarize your conclusions. 15 

A. Frontier will assume the responsibility for providing wholesale service under Verizon’s 16 

applicable tariffs, ICAs, and other contracts in effect at the time of closing.  Those ICAs 17 

and other contracts will be continued for the longer of their current terms or one year 18 

from the date of closing to further assure a smooth transition.  Service will be provided at 19 

the same rates, terms and conditions and will be based on the service quality benchmarks 20 

that are contained in those ICAs, tariffs and other contracts.  This combination of factors 21 

provides complete assurance that CLECs will not experience any disruption of service. 22 

                                                 
9 Birko Testimony, p. 4. 
10 Id. 
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In addition, the transaction will fully preserve wholesale service quality for CLECs and 1 

other service providers with no deterioration of wholesale service quality.  Frontier has 2 

not only the experience, but also the organization and resources necessary to provide high 3 

quality wholesale service.  Frontier will be acquiring a fully replicated version of 4 

Verizon’s wholesale customer support systems.  These systems will be in operation 5 

providing all wholesale services to all Oregon CLECs for 60 days prior to closing.  6 

Frontier will continue to use those systems, supported by employees that operated those 7 

systems for Verizon, after closing.  Frontier will assume the responsibility for providing 8 

wholesale service under Verizon’s applicable tariffs, ICAs, and other contracts in effect 9 

at the time of closing.  ICAs and commercial arrangements will be continued for the 10 

longer of their current terms or one year from the date of closing to further assure a 11 

smooth transition.  Service will be provided at the same rates, terms and conditions and 12 

will be based on the service quality benchmarks that are contained in those ICAs and 13 

other contracts.   14 

 15 

 This combination of factors provides complete assurance that CLECs will not experience 16 

any degradation of service.  This combination of factors also shows that the added 17 

conditions proposed by Comcast, Staff and Integra are unnecessary, inappropriate, and 18 

should be rejected.   In its approval of the CenturyTel-Embarq transaction, the 19 

Commission did not impose specific wholesale service conditions.  A similar conclusion 20 

is warranted with respect to the proposed transaction between Frontier and Verizon. 21 

 22 
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 Based upon the explanations found above and in previously filed testimony, I urge the 1 

Commission to approve this transaction between Verizon and Frontier, without the 2 

specific wholesale service conditions proposed by Comcast, Integra and Staff. 3 

 4 

Q. Does this conclude your testimony? 5 

A. Yes. 6 
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A.  IDENTIFICATION AND QUALIFICATION OF WITNESS 1 

Q. What is your name and business address? 2 

A. My name is F. Wayne Lafferty and my business address is 550 W. Van Buren, Chicago, 3 

Illinois 60607. 4 

Q. By whom are you employed? 5 

A. I am a Director in the Utilities Consulting Practice of the Huron Consulting Group 6 

(Huron). 7 

Q. Mr. Lafferty, on whose behalf are you testifying in this proceeding? 8 

A. My testimony is presented on behalf of Frontier Communications Corporation (Frontier). 9 

Q. Please provide your background and experience. 10 

A. I have been employed in the telecommunications industry or as a consultant to the 11 

telecommunications and utilities industries for over 20 years.  As a consultant I have 12 

provided advice and testimony on technical and public policy issues regarding 13 

acquisitions, interconnection, universal service, incentive regulation and other regulatory 14 

policy issues facing the telecommunications industry to both individual firms and 15 

regulatory agencies.  I have also assisted a start up company raising equity and 16 

performing due diligence on potential acquisitions.  Before joining Huron, I was a Partner 17 

of the Barrington-Wellesley Group, Inc. (BWG), a management consulting firm serving 18 

the telecommunications and utilities industries providing regulatory policy, technical, and 19 

strategic assistance to firms and regulators.  I have also worked as an independent 20 

consultant to the telecommunications industry.  Prior to becoming a consultant, I was a 21 

member of the senior leadership team at Citizens Communications Company (Citizens), 22 

which is now Frontier Communications, with direct responsibility for all state and federal 23 
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regulatory and government affairs policies and programs for the company’s 1 

telecommunications operations throughout the United States.  My responsibilities 2 

included developing, supporting and implementing all state and federal tariffs, cost 3 

studies, interconnection agreements and associated compliance activities for both 4 

Citizens' competitive and incumbent telecommunications operations in over 20 states.  I 5 

also was the company's chief policy witness before regulatory agencies and was heavily 6 

involved in the due diligence and regulatory approval process for many acquisitions.  7 

Prior to working for Citizens, I held a series of positions of increasing responsibility in 8 

the regulatory organization with several GTE Corporation affiliates, which are now part 9 

of Verizon Communications.  I have provided testimony on public policy and technical 10 

issues in many states as well as before the United States Congress.  I am a graduate of 11 

Duke University with an undergraduate degree in economics and a masters degree in 12 

business administration.  Appendix FWL-1 contains a copy of my Curriculum Vitae. 13 

Q. What is Huron’s role in this proceeding? 14 

A. Huron has been retained by Frontier to provide the Public Utility Commission of Oregon 15 

(Commission) analysis and testimony comparing certain aspects of Verizon 16 

Communications Inc.’s (Verizon’s) transfer of its operations in several states, including 17 

Oregon (Frontier Transaction), with the recent transfer of Verizon’s operations in 18 

Northern New England to FairPoint Communications Inc. (FairPoint).   19 

Q. Do you have any specific experience with the FairPoint transaction in Northern New 20 

England? 21 

A. Yes.  Huron was engaged by the Vermont Department of Public Service (Vermont 22 

Department) to analyze the Verizon transfer of operations in Maine, New Hampshire and 23 
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Vermont (Northern New England) to FairPoint and provide recommendations concerning 1 

the disposition of that transaction to the Vermont Public Service Board (Vermont Board).  2 

I was the Project Manager for the engagement.  3 

Q. The Commission Staff and some of the other interveners have recommended several 4 

conditions be placed on the Commission’s approval of the Frontier Transaction.  5 

Did Huron recommend any conditions be placed on the Vermont Board’s approval 6 

of the FairPoint transaction? 7 

A. Yes.  We recommended a series of conditions based on the unique situation facing 8 

FairPoint and its customers in Vermont at the time of the FairPoint transaction. 9 

Q. Did the Vermont Board adopt the conditions proposed by Huron? 10 

A. Yes and no.  FairPoint agreed to several of the proposed conditions.  Some of the 11 

remaining conditions were adopted by the Vermont Board and others were not. 12 

Q. Should the same conditions proposed and adopted by the Vermont Board for 13 

FairPoint apply to Frontier in Oregon? 14 

A. No.  Frontier and FairPoint are very different companies.   15 

• Frontier’s management is currently operating a 2.2 million access line company 16 

with several states containing hundreds of thousands of access lines; prior to the 17 

Northern New England transaction FairPoint operated approximately 306,000 18 

access lines with its largest state containing less than 70,000 lines. 19 

• Frontier has a successful track record with large property transfers including 20 

transactions involving system conversions; FairPoint did not.   21 

• Frontier is using a copy of Verizon’s systems for its new Oregon customers; 22 

FairPoint was proposing to develop and use brand new systems.   23 
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• Frontier already has a robust and proven suite of operating systems in production 1 

for its current operations.   2 

The conditions proposed in Vermont were designed to deal with the unique challenges 3 

facing FairPoint (a small company with limited regulatory and interconnection 4 

experience developing completely new systems) and its customers. Based on my review 5 

and comparison of the Frontier and FairPoint transactions, I conclude there is no 6 

reasonable factual or regulatory basis for the Oregon Commission to impose heightened 7 

or more extensive conditions on Frontier based on a concern that Frontier will encounter 8 

the same operational and system problems experienced by FairPoint in Northern New 9 

England. 10 

B.  PURPOSE OF REBUTTAL TESTIMONY 11 

Q. Mr. Lafferty, what is the purpose of your Rebuttal Testimony? 12 

A. The purpose of my rebuttal testimony is to respond to issues concerning the FairPoint 13 

transaction raised in the testimonies of Commission Staff Witnesses Dougherty, White, 14 

Birko and Marinos, Integra Witnesses Denney and Huesgen and Comcast Witnesses 15 

Pelcovits and Solis.   Among other things the testimony of these witnesses erroneously 16 

suggests the Frontier Transaction is very similar to the FairPoint transaction.  My rebuttal 17 

testimony provides the Commission with a realistic comparison of the Frontier and 18 

FairPoint transactions by reviewing the following aspects of these two transactions: 19 

• History of the companies; 20 

• Transaction experiences; 21 

• Differences between how operational support systems were obtained and 22 

deployed; 23 
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• The subsequent conversion from the replicated Verizon operational support 1 

systems to Frontier existing systems; and 2 

• Implications for wholesale customers. 3 

My comparison of these attributes highlights the clear differences between the two 4 

transactions to show the Commission that the situation facing Frontier’s new Oregon 5 

retail and wholesale customers bears little resemblance to the challenges that FairPoint 6 

and its customers faced (and may continue to face in some areas).  Frontier is positioned 7 

to successfully complete the transaction and manage the systems issues without any 8 

impact to the level of service or operations that Oregon customers are now receiving from 9 

Verizon. 10 

C.  SUMMARY OF TESTIMONY 11 

Q. Please provide a summary of your Rebuttal Testimony. 12 

A. Frontier has a long history of serving customers in rural and suburban markets similar to 13 

those being acquired in Oregon, while Verizon has made a strategic decision to focus its 14 

resources in other areas.  Frontier has committed to stepping into Verizon’s shoes with 15 

respect to all its existing regulatory commitments and other requirements in Oregon (and 16 

other states that are part of the proposed transaction) and to providing a level of service at 17 

least equal to Verizon’s.  The Commission should not be influenced by the superficial 18 

assertions that Frontier is similar to FairPoint. 19 

 The proposed transaction between Frontier and Verizon is significantly different than the 20 

FairPoint transaction.  Based on the number of access lines served Frontier is currently 21 

significantly larger than FairPoint was before it undertook the Northern New England 22 

transaction and is still larger today than FairPoint even after the Northern New England 23 
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transaction.  Frontier today operates individual properties similar in size to some of the 1 

Verizon operations that were acquired by FairPoint. Frontier’s management has a 2 

successful track record of completing large telecommunications acquisitions, including 3 

transactions with GTE,1

 18 

 which is now part of Verizon, without system issues.  Unlike 4 

FairPoint, Frontier is not converting its acquired properties to newly developed and 5 

previously unused systems; actually Frontier is not initially converting the systems for the 6 

Oregon (and other former GTE) access lines at all.  It will use a copy of the current 7 

Verizon systems.  Frontier’s successful transaction experience, established processes to 8 

implement property transfers and its plans to adopt Verizon’s existing interconnection 9 

agreements should give the Commission and Competitive Local Exchange Carriers 10 

(CLECs) assurances than Frontier will provide at least the same level of service to 11 

wholesale customers as Verizon in Oregon.  The Telecommunications Act of 1996, along 12 

with existing regulatory rules, clearly spell out the process for negotiating interconnection 13 

agreements, establishing interconnection rates and extending contracts.  There is no 14 

reason to change any of these arrangements in this proceeding.  Frontier will comply with 15 

the existing regulatory requirements and is not asking to be treated any differently than 16 

Verizon is today.  17 

 Conditions on the approval of the Frontier Transaction that dictate how Frontier manages 19 

its systems could restrict Frontier’s ability to meet or exceed the levels of service 20 

provided today by Verizon.  Frontier’s track record with acquisitions should speak for 21 

itself and demonstrate that the Frontier Transaction will be a positive experience for retail 22 

                                                 
1 The access lines being acquired by Frontier in 13 of the 14 states, including those in Oregon, were previous GTE 
properties. 
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and wholesale customers in Oregon.  In light of the differences between the FairPoint 1 

transaction and this transaction, the Commission should not put undue emphasis on the 2 

FairPoint transaction but should instead focus on whether there are any realistic and 3 

reasonably likely potential harms associated with the proposed Frontier transaction.  In 4 

short, the Commission should not let the FairPoint experience overshadow Frontier’s 5 

successful track record. 6 

 7 

D.  FRONTIER’S HISTORY 8 

Q. Many of the concerns with the Frontier Transaction raised by Staff, Integra and 9 

Comcast Witnesses are based largely on the experience of FairPoint in Northern 10 

New England.  Do the two companies’ backgrounds show that Frontier will not 11 

experience the same pitfalls as FairPoint? 12 

A. Yes. 13 

Q. Please briefly describe the history of Frontier Communications. 14 

A. Frontier, previously known as Citizens Communications Company or Citizens Utilities 15 

Company, was incorporated in 1935; Frontier (or its predecessors) has been publically 16 

traded on the New York Stock Exchange since 1992. Until 2004 Frontier, or its 17 

predecessors, provided a range of utility services including telephone, electric, gas and 18 

water in numerous states in mainly rural and suburban parts of the United States.  In 1993 19 

Frontier’s predecessor company began a significant expansion of its telecommunications 20 

operations.  While the company experienced growth in customers and services through 21 

the introduction of new technologies and services in its existing markets over the past 22 

fifteen years, it has also grown significantly through a series of large acquisitions 23 
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including 450,000 access lines, including ILEC and CLEC lines, (larger than the Verizon 1 

operation in Oregon) from Commonwealth Telephone Company in 2007.  At the 2 

beginning of 1993, Frontier, then known as Citizens Utilities Company, served 3 

approximately 200,000 access lines in three states (Arizona, California and 4 

Pennsylvania).  Starting in 1993, Citizens Utilities Company began a series of 5 

acquisitions and now serves 2.2 million access lines in 24 states.  In 2000 Citizens 6 

Utilities Company decided to focus exclusively on telecommunications services and it 7 

changed its name to Citizens Communications Company (Citizens).  At that point the 8 

majority of its customers and revenues were already derived from telecommunications 9 

services making it a logical choice to refocus the company.  Frontier today is the sixth 10 

largest incumbent local exchange carrier (ILEC) in the United States. 11 

 12 

 Frontier has a long history of providing telecommunications services in mainly rural and 13 

suburban markets in the United States.  It is part of a segment of service providers that 14 

specialize in aggregating dispersed small and mid-size telecommunications operations 15 

and markets into a common entity.  Through the use of consistent business processes, 16 

centralized services and senior management team, Frontier is able to provide the level of 17 

service demanded by its customers in an efficient manner.  As described in the testimony 18 

of Mr. Daniel McCarthy, Frontier is committed to providing high quality service.   The 19 

New York Department of Public Service has recognized Frontier’s superior service 20 

quality for the past three years. As an example, I have attached the New York PSC’s 21 

report on Frontier’s compliance for the third quarter of 2008 as Appendix FWL-2.  New 22 

York is currently Frontier’s largest state operation.   23 
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Q. Does Frontier have any current operations in Oregon? 1 

A. Yes.  As Staff Witness Dougherty testifies, Frontier currently serves 12,000 access lines 2 

in Oregon.2

Q. Does the Commission Staff recognize Frontier’s ability to provide good service? 13 

  This operation was part of Citizens’ acquisition of portions of Alltel’s local 3 

telephone service business in 2001.  The addition of 310,000 access lines from Verizon 4 

will expand Frontier’s presence in the state making it the second largest incumbent local 5 

exchange company (ILEC) in Oregon.  However, as shown in Appendix FWL-3 Frontier 6 

already provides service to large numbers of customers and access lines in other states.  7 

Frontier is currently the second or third largest ILEC in several of the 24 states in which 8 

it operates.  Upon completion of the current transfer of Verizon properties, Frontier will 9 

serve approximately 7 million access lines in 27 states.  However, in most states Frontier 10 

will continue to be no larger than the second largest ILEC, and the majority of the 11 

Frontier markets will continue to be rural or suburban. 12 

A. Yes.  Staff Witness Birko’s Direct Testimony includes the following statements: 14 

“FNW is capable of providing adequate service as a large 15 
telecommunications utility.” 16 
 17 

 “Additionally I called the regulatory commissions in New York and 18 
Minnesota to ask about Frontiers’ service quality.  The regulatory 19 
commissions made favorable comments regarding Frontier’s service.” 3

 21 
     20 

Q. Please provide a brief summary of FairPoint’s history. 22 

A. FairPoint is a much younger and much smaller company than Frontier.  Originally known 23 

as MJD Communications, it was formed in 1991 by a private investment in several small 24 

telecommunications companies.   In 2005 FairPoint completed an Initial Public Offering 25 

                                                 
2 Direct Testimony of Michael Dougherty, Staff Exhibit 100, page 6. 
3 Direct Testimony of Wolodymyr Birko, Staff exhibit 500, page 4. 
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and the company began being publicly traded.  From its inception to 2007 when the 1 

Northern New England transaction was announced, FairPoint acquired 36 companies and 2 

grew to serve 306,000 access lines in 18 states.  Only two small acquisitions required a 3 

cut-over of OSS (approximately 4,400 access lines at Sunflower Telephone (KS) 4 

acquired from Sprint in May 1993, and approximately 24,000 access lines at Northland 5 

Telephone (ME, NH, VT) acquired from GTE in August 1994), which were pre-CLEC 6 

transitions.4

Q. Some of the interveners would like the Commission to believe Frontier and 14 

FairPoint have similar characteristics that will lead Frontier to incur the same 15 

problems as FairPoint.  What do you conclude about this possibility from your 16 

review of the histories and sizes of Frontier and FairPoint? 17 

  At the time of the Verizon transaction, FairPoint had not acquired a property 7 

in 14 years involving a change in operating systems. In addition, all of its acquisitions 8 

were small privately owned companies; FairPoint’s average acquisition was 8,500 lines.  9 

Its largest operation at the time of the Northern New England transaction was Maine with 10 

68,000 access lines.  With the transaction in Northern New England FairPoint became the 11 

largest ILEC in Maine, New Hampshire and Vermont.  However, in the rest of the states 12 

it serves, FairPoint is neither the largest nor second largest ILEC.  13 

A. Frontier is well situated to acquire and integrate large numbers of access lines while 18 

FairPoint was not.  Prior to the Northern New England transaction, FairPoint served only 19 

small rural markets; Frontier serves both rural and suburban markets in multiple states.  20 

Frontier has a longer track record and has demonstrated its ability to serve larger clusters 21 

of access lines.  Frontier is older and more established, especially with regards to serving 22 

larger clusters of access lines.  Frontier’s largest market, Rochester, New York, has 23 
                                                 
4 See http://www.sec.gov/Archives/edgar/data/1062613/0001005477-99-001458.txt)   

http://www.sec.gov/Archives/edgar/data/1062613/0001005477-99-001458.txt�
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almost as many access lines as all of FairPoint’s markets combined prior to the recent 1 

transfers from Verizon.  Frontier already operates fairly large clusters of access lines 2 

(compared to FairPoint prior to its Verizon transaction).  Frontier’s size and history of 3 

large acquisitions provides the company with the critical experience to succeed where 4 

FairPoint was clearly challenged.  5 

E. FRONTIER’S TRANSACTION EXPERIENCE 6 

Q. Is it appropriate to compare the magnitude of the access line growth for Frontier 7 

and FairPoint? 8 

A. No.  No one disputes the fact that the numbers of acquired access lines exceed the pre-9 

transaction size of the surviving companies for both Frontier and FairPoint. However, this 10 

comparison is very misleading; especially in the case of the Frontier Transfer, and should 11 

be largely ignored. 12 

Q. Please explain why this comparison is misleading. 13 

A. As noted earlier Frontier has significant experience with large acquisitions.  As shown in 14 

Appendix FWL-4, since 1993 Frontier has completed eight acquisitions adding 15 

approximately 2 million access lines in total.  The acquisitions have ranged in size from 16 

approximately 14,000 to over 1 million lines.  The company has increased 1,000% from 17 

around 200,000 lines in 1993 to 2.2 million lines today.  While organic growth from new 18 

services and technology has contributed to this growth, Frontier’s primary growth driver 19 

has been successful acquisitions. 20 

Q. Have you compared the size of the Frontier and FairPoint transactions in total? 21 

A. Yes.  In Appendix FWL-5 I present the number of access lines by state for Frontier and 22 

the properties being acquired from Verizon.  In Appendix FWL-6 I present the same 23 
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information for the FairPoint transaction.  This comparison clearly shows that Frontier is 1 

starting with a significantly larger operation than FairPoint.  Frontier is currently over 2 

700% larger than FairPoint’s pre-transaction size (based on a comparison of Frontier’s 3 

current 2.2 million access lines to FairPoint’s 306,000 access lines prior to the Northern 4 

New England Transfer).   5 

Q. What other factors about the two companies’ transactions may be useful to 6 

compare? 7 

A. The companies’ organizational capacity for successfully completing significant 8 

acquisitions and integrating the acquired operations into its business is important.  Prior 9 

to the Northern New England transaction many functions that are often centralized by 10 

larger entities were managed at the individual property level.  On average, FairPoint’s 11 

acquisitions had been largely small independent companies with a few exchanges.  On 12 

the other hand, Frontier’s current scale is significantly larger with 2.2 million access lines 13 

managed through a systematic combination of centralized and local operations.  Prior to 14 

the Northern New England Transfer, FairPoint’s average transaction was 8,500 lines, 15 

which is smaller than all of Frontier’s past acquisitions. 16 

Q. Staff Witness Dougherty suggests the large increase in Frontier’s size results in risks 17 

similar to those experienced by FairPoint.5

A. No.  Frontier’s management and systems infrastructure, combined with its larger scale, 19 

provides Frontier with benefits FairPoint did not have.  The Frontier management team is 20 

already managing a large dispersed operation through common business processes, 21 

centralized call centers, engineering personnel and other administrative functions and 22 

  Is this statement correct? 18 

                                                 
5 Id., pages 18-19. Comcast Witness Pelcovits also notes a “threat” related to Frontier’s size.  Direct Testimony of 
Michael Pelcovits, Comcast Exhibit 1, page 19. 
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facilities.  Because the existing centralized functions and management can manage the 1 

larger post-transaction operation, the addition of the Verizon business will actually 2 

reduce the relative management overhead costs per customer or dollar of revenue via 3 

economies of scale, making Frontier a financially healthier company.  FairPoint was not 4 

positioned to take advantage of this economic leverage, as they had to incur large 5 

additions of centralized management and develop the systems required to run the new 6 

larger entity.  And as discussed in more detail below, Frontier’s business processes, used 7 

to standardize operations across the 24 states it currently operates in, are already in place 8 

and tested. 9 

 Q. How does Frontier’s scale compare to FairPoint before the Northern New England 10 

Transfer? 11 

A. FairPoint had to recruit many of its middle management personnel.  For example, prior to 12 

the Northern New England Transfer, FairPoint did not have a carrier services 13 

organization.  FairPoint had to establish administrative offices and put organizations in 14 

place for major functions such as customer care, engineering, carrier services, trouble 15 

report management, dispatch and information technology.  FairPoint continues to adjust 16 

its organization, as a result of its challenges with systems conversions; it has recently 17 

made some changes at its senior management level.  FairPoint had to design and 18 

implement standardized business processes with mainly new personnel and systems.  On 19 

the other hand, Frontier has standard business processes and centralized facilities in 20 

place.  In addition, Frontier is acquiring from Verizon additional facilities and personnel 21 

who have the required experience in operating the acquired properties and Verizon’s 22 

systems.   23 
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Q. Can any additional conclusions about Frontier’s ability to manage the size of this 1 

transaction be drawn by looking at prior individual Frontier acquisitions? 2 

A. Yes.  Frontier has already demonstrated the ability to acquire, integrate and operate large 3 

acquisitions.  At the beginning of 1993 Citizens, Frontier’s predecessor, provided 4 

telecommunications services to around 200,000 access lines in 3 states.  In 1993 and 5 

1994, Citizens completed the acquisition of 450,000 access lines in 8 states from GTE.  6 

This transaction increased the size of Citizens’ telecommunications operations (based on 7 

access lines) by 125% and its number of states with telecommunications operations by a 8 

factor of 3.  In 1994 and 1995, Citizens completed the acquisition of 110,000 access lines 9 

in 5 states from Alltel.  In 2000 and 2001, Citizens purchased properties totaling over 10 

400,000 access lines in Illinois, Minnesota and Nebraska from GTE and approximately 11 

1.1 million access lines in 12 states from Global Crossing.  The regulatory approval 12 

process and integration activities for these acquisitions were largely managed at the same 13 

time.  Combined, these acquisitions added 1.6 million access lines in 14 states and 14 

increased the size of Citizens by approximately 160%.  Therefore, Frontier already has a 15 

track record of successfully acquiring properties which more than double the size of the 16 

company, including successfully managed sizeable transactions from multiple sellers at 17 

the same time.  18 

Q. What do you conclude from this analysis? 19 

A. Unlike FairPoint, Frontier has successfully completed and integrated acquisitions more 20 

than doubling the size of the company.  Frontier has the business processes, personnel 21 

and facilities in place to integrate large acquisitions. 22 
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Q. The Staff, Comcast and Integra witnesses make several comparisons between the 1 

Frontier and FairPoint Transfers.  Is there any other transaction that might offer a 2 

better comparison? 3 

A. Yes.  CenturyTel recently completed a merger with Embarq forming CenturyLink, a 4 

transaction approved by the Commission.  As shown in Appendix FWL-7, the pre-merger 5 

CenturyTel and the post-merger CenturyLink look a lot like Frontier as shown in 6 

Appendix FWL-5 before and after the Frontier Transfer.  Prior to the transactions, both 7 

companies provided service to approximately 2 million access lines spread over 8 

numerous states.  Both the acquired Embarq and Verizon operations more than triple the 9 

size of the acquiring company and are spread over approximately the same number of 10 

states.  The post-transaction companies are similar in size and number of states with 11 

operations, and are distinguishable from FairPoint based on size and financial 12 

characteristics, as reflected in the table in Appendix FWL-8.  The data in the table, which 13 

were drawn from investor presentations, show the significant differences between this 14 

transaction and the FairPoint transaction.  On a relative size basis, comparing the size of 15 

the target operations to the size of the acquirer, FairPoint acquired a significantly larger 16 

company.  In terms of access lines, the acquired Verizon operations were 6.14 times 17 

larger than FairPoint; in terms of revenues, the acquired Verizon operations were 4.59 18 

times larger than FairPoint; and in terms of EBITDA, the acquired Verizon operations 19 

were 3.19 times larger than FairPoint.  These relative size metrics are significantly 20 

different from this transaction (and from the CenturyLink transaction).  In addition, and 21 

perhaps most importantly, the FairPoint transaction, unlike this transaction and the 22 

CenturyLink transaction, required FairPoint to develop and deploy a comprehensive set 23 
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of new operating systems and to flash-cut to these systems from the existing Verizon 1 

systems.   2 

Q. Why is the CenturyLink experience significant? 3 

A. As I have stated, the pre- and post-transaction companies are very similar in size and 4 

scope.  Both CenturyTel and Frontier have long histories of acquiring access lines, 5 

including former GTE properties, and integrating the new access lines into the buyers’ 6 

organizations, systems and business processes.  CenturyLink is currently converting 7 

many of the Embarq systems to the former CenturyTel systems, and there have been no 8 

reported systems or other problems.  The Commission should take note of the successes 9 

of the new CenturyLink, as there are systems similarities to Frontier. 10 

Q. Does Frontier’s experience with prior acquisitions prepare it to complete the 11 

integration of 310,000 access lines in Oregon? 12 

A. Yes.  For the reasons stated above, Frontier is well positioned to integrate an additional 13 

310,000 access lines in Oregon.  The size and number of successful Frontier acquisitions 14 

in the past sets it apart from FairPoint. 15 

F. FRONTIER’S SYSTEMS COMPARED TO FAIRPOINT’S SYSTEMS 16 

Q. Comcast Witness Pelcovits attempts to draw “parallels” between the Frontier 17 

Transaction in Oregon (and the other 13 states) and the FairPoint situation in 18 

Northern New England.6

A. FairPoint has had some well-publicized problems implementing its new systems in 22 

Northern New England.  Based on publicly available information, many of FairPoint’s 23 

  Given your experience with FairPoint, please explain your 19 

understanding of FairPoint’s challenges and how they apply or do not apply in 20 

Oregon. 21 

                                                 
6 Id., pages 25-27. 
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challenges appear to arise from problems with newly developed operational support 1 

systems combined with untested business processes, which then precipitated other 2 

problems including the company’s financial distress.  FairPoint contracted to develop 3 

numerous new systems to serve more than 1.5 million access lines and then converted the 4 

acquired Verizon properties to the new systems that had not been previously used to 5 

serve customers. Compounding these issues, the new systems were operated mainly by 6 

recently hired personnel using new business processes.  To make matters worse, 7 

FairPoint was not equipped to handle the increased call volumes, order activity and 8 

required error corrections resulting from the system failures. 9 

 10 

Q. Can you provide additional information distinguishing the systems issues for 11 

Frontier’s transaction from FairPoint’s transaction? 12 

A. Yes.  The systems issues for the Frontier transaction in Oregon cannot be compared to the 13 

FairPoint acquisition.  The two transactions differ significantly in the following ways: 14 

• Frontier will not be converting the lines and customers in Oregon (and 12 other 15 

states) to a new and unproven suite of systems as FairPoint did  16 

• Frontier will be using Verizon’s existing, tested systems; 17 

• Frontier will not be copying the systems – Verizon will 18 

• Verizon will use the replicated systems for at least 60 days prior to the closing to 19 

serve customers in Oregon; 20 

• Frontier will have the opportunity to validate and confirm that the systems work 21 

before closing and see them operate in the marketplace;  22 
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• Verizon employees that operate these systems today will continue as Frontier 1 

employees after the closing; 2 

• Frontier has experienced management and business processes in place; 3 

• Frontier has large-scale acquisition experience with its business users heavily 4 

involved in all aspects of the process; 5 

• Frontier will not be distracted by new system development and implementation 6 

issues; and 7 

• When Frontier ultimately converts from the Verizon systems to its own, it will 8 

convert to systems already being used in production, not to new systems. 9 

Q. Earlier you mentioned that unlike FairPoint Frontier has a history of successfully 10 

acquiring properties.  What type of management approach to integrations has 11 

Frontier developed based on its history? 12 

A. Frontier has established a structured management process utilizing Program Management 13 

Offices (PMO) representing different functional areas of the business to manage the 14 

implementation process for acquisitions.  Depending on the size and complexity of a 15 

particular integration, the company increases or decreases the size and number of 16 

functional area PMOs.  Each functional area has a methodology for its area’s aspect of 17 

the process.  Each PMO is responsible for ensuring that “best practice” Frontier business 18 

processes are implemented across the entire company.     19 

Q. Is this process different from FairPoint? 20 

A. Yes.  FairPoint hired outside vendors to create brand new systems to operate their new 21 

business and those newly developed systems turned out to be incapable of delivering the 22 

functionality needed to run the operations successfully.  FairPoint did not have tested 23 
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business processes in place to operate the new systems and manage the human interfaces 1 

between employees and the new systems.    2 

Q. FairPoint was required to hire many of the personnel that operate its new systems.  3 

Will Frontier face the same challenge? 4 

A. No.  At transaction close, Verizon will convey the replicated systems to Frontier as part 5 

of the transaction. Frontier will use and operate the copied systems with more than 230 6 

Verizon IT personnel transferring to Frontier. These IT personnel have experience in 7 

operating the systems transferred to Frontier as part of this transaction and will be fully 8 

capable of operating the systems on a day-to-day basis.   9 

Q. Staff Witness White suggests FairPoint did not spend adequate time preparing its 10 

systems for the “conversion” from Verizon’s replicated systems to FairPoint’s new 11 

systems.7

A. Unlike FairPoint, Frontier will not convert Oregon or any of the acquired former GTE 13 

properties to a new system in conjunction with the closing of the proposed transaction.  14 

Frontier will use the same information systems and business processes after the close that 15 

Verizon had been using before the close.  Verizon will implement a production copy of 16 

its existing systems for the transferred properties in Oregon (and the other former GTE 17 

states being transferred) in the Fort Wayne data center, which will be transferred to 18 

Frontier at closing.  Verizon will utilize the copied systems to provide service in Oregon 19 

for at least 60 days prior to closing. 20 

 Please comment. 12 

Q. Is the implementation of the copied systems by Frontier at all similar to the process 21 

of developing and implementing new systems by FairPoint? 22 

                                                 
7 Direct Testimony of Roger White, Staff Exhibit 400, page 16. 
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A. No.  The Frontier systems for the acquired properties are basically copies of the existing 1 

Verizon systems that are already operating and processing Oregon (and other states) 2 

customer business, not new systems like the FairPoint situation.  By analogy, the copied 3 

systems are as much the same systems used by Verizon prior to closing as are two copies 4 

of the same version of Microsoft Word, Excel, or PowerPoint.  This process is similar to 5 

the creation of a new regional data center with created copies (a new “instance”) of all of 6 

the existing systems in order to divide the processing.  Thus the “replication” process is 7 

not at all comparable to the creation and implementation of brand new systems that have 8 

not been proven with ILEC processing, as in the case of FairPoint.  The Frontier 9 

approach is simpler and supports a strong integration strategy. 10 

Q. Staff Witness White indicates that the FairPoint systems were tested with “sample 11 

data.”8

A. Yes.  Frontier has a long history of taking seriously any changes to system or business 14 

operations, and developing, testing and implementing large-scale systems.  As I 15 

explained above, Verizon will create and stand up the copy of the support systems used to 16 

serve customers in Oregon at least 60 days prior to closing.  During this time, Verizon 17 

will take customer orders, provision service and issue bills using the copied systems.  18 

During this same period while the copied Verizon systems are in use, Frontier is entitled 19 

to validate and confirm that the systems operate properly prior to acceptance.  To use the 20 

words of Staff Witness White, the Verizon systems will be “tested in parallel” with 21 

  Will Frontier’s testing of the new “instance(s)” of the Verizon systems be 12 

more robust? 13 

                                                 
8 Id. 
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Verizon’s production systems.9

Q. Can Frontier’s testing plan be differentiated from FairPoint’s plan in other ways? 3 

  This approach is much more straightforward and less 1 

risky. 2 

A. Yes.  Frontier’s testing plan will be significantly different from FairPoint’s approach.  4 

After the systems are copied, separated, and in production mode with Verizon, Frontier 5 

will have access to inputs, outputs, reports (including error and exception reporting along 6 

with corrective actions) and customer files to verify that the systems are operating 7 

properly and acceptable for turnover to Frontier.  The testing will be oriented towards 8 

confirming that customer service levels are unaffected by the use of the replicated 9 

systems.  Frontier intends to aggressively and rigorously review the operation – from call 10 

centers and usage processing through billing to confirm correctness, completeness, and 11 

work with Verizon to correct service levels by observing Verizon’s actual production 12 

systems. Unlike the process used by FairPoint to cutover to newly developed systems, 13 

Frontier will observe actual systems in use with real customers, along with reports and 14 

metrics while Verizon is using these systems for all customer transactions in Oregon and 15 

the other former GTE states being transferred to Frontier. The objective will be to 16 

confirm not just that the copied systems operate correctly, but that the entire operation 17 

performs and functions properly and as expected.   18 

Q. Does Verizon have an incentive to copy the systems properly? 19 

A. Yes.  Verizon is fully responsible for replicating the systems and as I explained above, 20 

Verizon will be using them for at least two months prior to Frontier’s acceptance and 21 

closing of the proposed transaction.  Therefore, Verizon has a large incentive to complete 22 

the process accurately.  If Verizon does not do this correctly, and if Frontier cannot 23 
                                                 
9 Id., page 18. 
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validate and confirm that the systems are operating properly, then the transaction will not 1 

close or will be delayed.  Therefore, Verizon has a major stake in completing this process 2 

successfully. 3 

Q. What will be Verizon’s role after close? 4 

A. Verizon will be serving in the role of an application software company providing support 5 

to a licensed user of its software.  At times Verizon may decide to issue updates or new 6 

version releases to expand and improve the software, roughly similar to Microsoft 7 

releasing an update to Excel, Word, or PowerPoint.  As an owner and user of many 8 

different commercial software packages, Frontier is well experienced with the installation 9 

of updates. 10 

Q. What will change for Frontier customers after the closing date? 11 

A. The only visible changes will be the logo/name of the company and contact information 12 

(i.e., phone numbers and addresses) on the bill and other reports. 13 

Q. Please describe the systems-related fees Frontier will pay Verizon.  How do they 14 

compare to fees paid by FairPoint?  15 

A. As part of the proposed transaction, Verizon will convey to Frontier fully functioning 16 

operational support systems, including the hardware and other equipment utilized to 17 

operate the support systems, that will have been used in production to serve customers in 18 

Oregon prior to the closing. Frontier will not pay an upfront or an ongoing right-of-use 19 

fee for using the replicated systems, and Verizon is bearing the entire cost for the 20 

replication process.  By contrast, in the FairPoint transaction, no operations support 21 

systems were conveyed, and the purchase price did NOT include the majority of 22 

development costs or subsequent cash expenditures incurred by FairPoint related to 23 
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developing systems.  FairPoint was immediately confronted with two significant costs 1 

related to the systems it used to serve its customers:  1) a Transition Services Fee to 2 

utilize the Verizon operation support systems and other services during the period 3 

following the closing of the FairPoint transaction up until the point when FairPoint 4 

cutover to its own newly developed systems and 2) capital expenditures and expenses 5 

associated with developing and implementing new support systems (retail and wholesale) 6 

to provide service to its new customers.   7 

Q. Please summarize the fees FairPoint incurred associated with the use of the Verizon 8 

systems in New England between the closing of the transaction and the cutover to 9 

the newly developed FairPoint systems. 10 

A. On January 15, 2007, the day before announcing the acquisition, FairPoint and Verizon 11 

entered into the FairPoint-Verizon Transition Services Agreement (“TSA”).  The TSA 12 

called for FairPoint to pay Verizon a monthly fee for basic transition services, called 13 

“Schedule A Services”, and other fees detailed in the agreement.10  The monthly fee was 14 

to be paid according to the following schedule: 15 

Time Frame Amount 
First 8 months after the closing date $14,200,000 per month 
For each month beginning in the ninth 
month after closing 

$500,000 less than for the prior month 

For the thirteenth month $14,700,000 per month 
For each month following the thirteenth 
month until termination of the Schedule A 
Services 

$500,000 more than the amount paid with 
respect to the prior month 

 16 

                                                 
10 Transition Services Agreement, FairPoint Communications, Inc., Form 8-K (January 19, 2007) (“Transition 
Services Agreement”) (available at: http://www.sec.gov/Archives/edgar/data/1062613/000110465907003517/a07-
1924_2ex10d1.htm), pp. 7-8) 

http://www.sec.gov/Archives/edgar/data/1062613/000110465907003517/a07-1924_2ex10d1.htm�
http://www.sec.gov/Archives/edgar/data/1062613/000110465907003517/a07-1924_2ex10d1.htm�
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In addition, FairPoint was required to pay Verizon $34 million at the earlier of the cutover 1 

date or one-year anniversary of the closing.11 Pursuant to the terms of the TSA, FairPoint 2 

paid Verizon $148.6 million to continue to use Verizon’s systems and for other services 3 

from the closing date, March 31, 2008, to year-end, December 31, 2008.12 The Company 4 

explained: “During the nine months ended December 31, 2008, we operated under the 5 

transition services agreement, under which we incurred $148.6 million of expenses.”  In 6 

addition, during the first quarter of 2009, FairPoint paid Verizon $45.4 million in transition 7 

costs, including a one-time fee of $34 million at cutover.13

Q. Please summarize the additional costs FairPoint incurred associated with 14 

developing its own systems to operate the business and serve its new customers in 15 

New England. 16 

  As a result, FairPoint incurred 8 

approximately $194 million in fees to utilize the Verizon support systems for 10 months to 9 

provide service to approximately 1.528 million access lines that were part of the New 10 

England transaction.  Based on FairPoint’s $14.2 million monthly fee under the TSA 11 

(using 1.528 million Verizon access lines acquired), the TSA cost for FairPoint was 12 

approximately $9.29 per month, per access line.   13 

A. Because FairPoint did not want Verizon’s systems or have any significant systems of its 17 

own, FairPoint was required to expend capital to obtain new systems. On January 15, 18 

2007, FairPoint entered into a Master Services Agreement (the "MSA"), with Capgemini 19 

U.S. LLC. Through the MSA, FairPoint contracted with vendor Capgemini to develop 20 

and/or replaced certain existing Verizon operating systems during a phased period 21 

                                                 
11 Transition Services Agreement at 7-8. 
12 FairPoint Communications, Inc., 2008 Form 10-K, at 49 (March 5, 2009) 
http://www.sec.gov/Archives/edgar/data/1062613/000104746909002270/a2191266z10-k.htm 
13 FairPoint Communications, Inc., Q209 Form 10-Q, at 45 (August 8, 2009) 
http://www.sec.gov/Archives/edgar/data/1062613/000104746909007239/a2193968z10-q.htm 

http://www.sec.gov/Archives/edgar/data/1062613/000104746909002270/a2191266z10-k.htm�
http://www.sec.gov/Archives/edgar/data/1062613/000104746909007239/a2193968z10-q.htm�


FTR/500  
Lafferty/26 

 
 

 

through January 2009.  FairPoint expended more than $106 million to pay Capgemini to 1 

build new systems to operate the business and serve the customers in New England.  2 

FairPoint’s June 30, 2009 10-Q stated:   3 

As of June 30, 2009, the Company had completed the application development 4 
stage of the project and was no longer capitalizing costs in accordance with SOP 5 
98-1. The Company has recognized both external and internal service costs 6 
associated with the MSA based on total labor incurred through the completion of 7 
the application development stage. As of June 30, 2009, the Company had 8 
capitalized $106.9 million of MSA costs under SOP 98-1 and an additional $6.9 9 
million of interest costs under FAS 34.  In addition to the MSA, the Company has 10 
other agreements and projects for which costs are capitalized in accordance with 11 
SOP 98-1 and FAS 34. During the three and six months ended June 30, 2009, the 12 
Company capitalized $6.6 million and $11.5 million, respectively, in software 13 
costs in addition to those capitalized under the MSA. During the three and six 14 
months ended June 30, 2009, the Company capitalized $0.5 million in interest 15 
costs in addition to those capitalized under the MSA. 14

  17 
  16 

Thus, FairPoint closed on the transfer of 1.528 million access lines in March 31, 2008 18 

and by June 30, 2009, 15 months later, FairPoint had expended $194 million in transition 19 

services costs and $106 million in new system development costs associated with its new 20 

business in New England.  That equates to approximately $200 per access line in a fifteen 21 

month period solely related to systems.  22 

Q. Staff Witness White suggests the $94 million annual software maintenance charge to 23 

be paid by Frontier to Verizon is “excessive” and similar to the fees paid by 24 

FairPoint for using Verizon’s systems.15

A. No.  The  $94 million fee to be paid by Frontier to Verizon for annual system 26 

maintenance is significantly less than the approximately $194 million

  Do you agree? 25 

16

                                                 
14 FairPoint Communications, Inc., Q209 Form 10-Q, at 15 (August 8, 2009) 

 in fees paid to 27 

http://www.sec.gov/Archives/edgar/data/1062613/000104746909007239/a2193968z10-q.htm 
15 Id., page 19. 
16 $148.6 million paid for the period March 31, 2008 – January 30, 2009 plus $45.4 in transition costs paid on 
January 30, 2009 (FairPoint Communications, Inc., 2008 Form 10-K, at 49 (March 5, 2009);  

http://www.sec.gov/Archives/edgar/data/1062613/000104746909007239/a2193968z10-q.htm�
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Verizon by FairPoint to continue using Verizon’s systems during the ten months (March 1 

31, 2008 – January 30, 2009) FairPoint operated under a transitional services agreement 2 

with Verizon.   On a per access line basis Frontier will pay less than $2.00 per month per 3 

access line while FairPoint paid over $9.00 per month per access line.  Based on these 4 

figures and Frontier’s larger relative size, Frontier will be committing significantly less 5 

financial resources to the Verizon system maintenance agreement compared to FairPoint. 6 

Q. Will Frontier have more control over the systems under its maintenance agreement 7 

than FairPoint? 8 

A. Yes.  As previously mentioned Frontier will use the same systems as Verizon post close.  9 

However, the Frontier systems will be partitioned from the rest of the Verizon systems.  10 

Frontier will receive all the standard Verizon system reports for the Frontier properties.  11 

As discussed below, if and when Frontier decides to convert the new customers to its own 12 

systems, Frontier will have access to actual customer production data for testing and use 13 

in completing the conversion to Frontier’s systems. 14 

Q. In your opinion, will the system maintenance fee provide Frontier a large incentive 15 

to cutover prematurely from the “copied” Verizon systems to existing Frontier 16 

systems, as Mr. White believes FairPoint was incented?  17 

A. No.  As noted above, the Frontier system maintenance fee is much less than the FairPoint 18 

fee for using Verizon’s systems, despite the fact that the new Frontier properties are more 19 

than double the number of the relevant FairPoint properties.  In addition, Frontier is a 20 

much larger company.  Frontier’s projected revenues will exceed $6 billion with 21 

projected EBITDA in excess of $3 billion.  Lastly, it is important to keep in mind that 22 
                                                                                                                                                             
http://www.sec.gov/Archives/edgar/data/1062613/000104746909002270/a2191266z10-k.htm ; FairPoint 

Communications, Inc., Q209 Form 10-Q, at 45 (August 8, 2009); 
http://www.sec.gov/Archives/edgar/data/1062613/000104746909007239/a2193968z10-q.htm) 

http://www.sec.gov/Archives/edgar/data/1062613/000104746909002270/a2191266z10-k.htm�
http://www.sec.gov/Archives/edgar/data/1062613/000104746909007239/a2193968z10-q.htm�
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Frontier would continue to incur some incremental system maintenance fees in the form 1 

of additional employees or other expenses even if it were to migrate from the Verizon 2 

systems to its own Frontier systems and therefore the incentives posited by Mr. White are 3 

overstated. 4 

Q. Staff Witness Dougherty references a Vermont Department of Public Service time 5 

line which indicates FairPoint operated on Verizon’s systems from March 31, 2008 6 

until February 1, 2009.17

A. Yes. FairPoint closed on the transaction with Verizon on March 31, 2008.  At closing, 10 

and for a period of 10 months until January 31, 2009, FairPoint provided service to its 11 

newly acquired New England customers using the existing Verizon operational support 12 

systems.  FairPoint continued to work on the development of its new operational support 13 

systems and on March 31, 2008, FairPoint cutover from the Verizon systems to the newly 14 

developed FairPoint systems.  FairPoint has filed service quality reports that are available 15 

publicly on the New Hampshire PUC website.

  Do you have any information about FairPoint’s service 7 

quality during this time period while it was using the Verizon systems prior to the 8 

conversion to the FairPoint systems? 9 

18

                                                 
17 Direct Testimony of Michael Dougherty, Staff Exhibit 100, page 38. 

 Based on the service quality reports filed 16 

in the State of New Hampshire, FairPoint’s service quality results during the period it 17 

used the Verizon systems after the close was a little higher than Verizon’s service prior to 18 

close.  However, FairPoint reported major degradations in its service quality performance 19 

after the cut-over from the Verizon systems to FairPoint’s newly developed systems. The 20 

18 FairPoint Communications, Inc., New Hampshire - Quality of Service Report for September 2009 (October 20, 
2009) (available at: 
 http://www.puc.state.nh.us/Telecom/Filings/FairPoint/Quality_of_Service_Reports/Quality%20of%20Service%20-
%20Sept%202009.pdf ) 
 

http://www.puc.state.nh.us/Telecom/Filings/FairPoint/Quality_of_Service_Reports/Quality%20of%20Service%20-%20Sept%202009.pdf�
http://www.puc.state.nh.us/Telecom/Filings/FairPoint/Quality_of_Service_Reports/Quality%20of%20Service%20-%20Sept%202009.pdf�
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graphic in Appendix FWL-9 illustrates selected year to date metrics in New Hampshire 1 

(providing a multi-month view) as of 6/07, 6/08 (when Verizon was still operating the 2 

OSS for FairPoint), and 6/09 (after FairPoint had cut-over in early February 2009) based 3 

on the service quality data reported by FairPoint on October 20, 2009 (and reflected in 4 

Appendix FWL-10). As shown, service levels did not deteriorate until FairPoint 5 

converted from Verizon’s systems to the new FairPoint systems after February 1, 2009. 6 

Q. Can you draw any conclusions from these results? 7 

A. Yes.  The Verizon systems and business practices initially followed by FairPoint did not 8 

contribute to any decline in service levels.  Therefore, FairPoint’s challenges and issues 9 

stemmed from its newly developed systems and/or the business processes associated with 10 

those new systems. 11 

Q. Staff Witness White proposes that the Commission require Frontier and Verizon to 12 

use a “third party tester” to assist in the validation of the systems replication 13 

process.19

A. No.  Regulators in Northern New England did not require any independent testing or 15 

monitoring of the Verizon systems initially used by FairPoint after its closing with 16 

Verizon.  FairPoint utilized the Verizon systems for ten (10) months without any third-17 

party testing and as I explained above, FairPoint service performance generally remained 18 

consistent with Verizon’s pre-closing performance during this 10-month period.  The 19 

third-party testing that was undertaken by Liberty Consulting on behalf of the three state 20 

commissions in the New England states was directed at the newly designed and 21 

developed systems FairPoint elected to implement in New England. This testing focused 22 

   Do you agree? 14 

                                                 
19 Direct Testimony of Roger White, Staff Exhibit 400, page 24.  Comcast Witness Solis also proposes the use of an 
“independent third party auditing.”  Direct Testimony of William Solis, Comcast Exhibit 24, pages 34-35. 
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on the new systems FairPoint was designing and putting into service for the first time in 1 

New England.  The Commission faces a very different situation with the Frontier/Verizon 2 

transaction than faced by FairPoint’s regulators.  Frontier will be using the same systems 3 

after close that Verizon used before close.  The process of copying Verizon’s systems 4 

will be completed and Verizon’s customers will be using the copied systems before close 5 

for at least two months.  Unlike the FairPoint situation, no new systems will be developed 6 

or implemented in Oregon.  In addition, with Frontier, the Commission has a proven 7 

acquisition implementation team with experienced existing management, stable and 8 

mature business processes, and a long track record of successful conversions.  On the 9 

other hand, FairPoint’s regulators in the Northern New England states were faced with a 10 

relatively new company with limited internal large-scale information technology 11 

experience, some evidence of difficulties in a previous billing system conversion, a 12 

completely new set of systems being implemented in parallel with the conversion, new 13 

business processes, and a full flash cut conversion of all customers from Verizon’s main 14 

systems to brand new FairPoint systems which had never been used in production.  The 15 

Frontier and FairPoint situations are very different and clearly do not warrant the same 16 

conditions imposed on FairPoint in New England including third-party testing. 17 

G.   FRONTIER’S FUTURE CONVERSION TO ITS EXISTING SYSTEMS 18 

Q. Staff Witness White testifies that similar to FairPoint Frontier will want to convert 19 

the new Oregon (and other former Verizon properties) to its own systems.20

                                                 
20 Direct Testimony of Roger White, Staff Exhibit 400, page 18. 

  Both 20 

Mr. White and Comcast Witness Pelcovits note the problems encountered by 21 

FairPoint and its customers after the system conversion.  Is a Frontier conversion to 22 

its own systems likely to have the same risks faced by FairPoint? 23 
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A. No, although there is no timeline to convert from the acquired systems to the Frontier 1 

systems, Frontier has made it clear that no conversion will occur for at least one year.  In 2 

any case, as shown in Appendix FWL-11, Frontier has successfully integrated and 3 

converted the systems from many acquisitions.  It is very experienced with system 4 

conversions including changes to the required business processes, organizational 5 

integration, training and testing of both application enhancements and conversions. 6 

Unlike FairPoint, Frontier’s management team has been through numerous conversions 7 

of many sizes.  Unlike FairPoint, Frontier does not plan to convert all of its new states 8 

and access lines simultaneously.  Unlike FairPoint, Frontier, when it decides it is the 9 

appropriate time to convert, will be converting to its existing systems, not brand new 10 

systems untested in production.  In addition, Frontier has successfully converted many 11 

GTE properties in the past to these same systems.  Also, Frontier would have more 12 

control of the pre-conversion files, customer data and process than FairPoint did.  13 

Q. Should Frontier eventually determine to convert from the copied GTE systems that 14 

will be conveyed at closing to its own Frontier systems, does it intend an all-or-15 

nothing approach?  16 

A. No.    As Mr. McCarthy describes in his testimony, in the thirteen states other than West 17 

Virginia, Frontier will be able to scale up its systems gradually.   Frontier’s legacy OSS 18 

have proven scalability and demonstrated capacity to absorb the Verizon operations that 19 

are part of the transaction, and so if at some point Frontier decides to integrate all of its 20 

systems through some measured and incremental process, it has the flexibility to do so.  21 

The receiving systems are already in operation for the legacy Frontier properties where 22 

Frontier serves more than 2 million access lines.  This measured approach reduces the 23 
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effect and risk of the overall size of the transaction and is the same approach that Frontier 1 

has successfully used with properties acquired from GTE and other ILECs in the past.  2 

Thus, while Frontier eventually may transition some or all of its operations to Frontier’s 3 

integrated software and systems platforms used to serve its existing customers in 24 4 

states, it feels no urgency to do it all at one time. 5 

Q. How will Frontier have better control of its conversions to Frontier systems than 6 

FairPoint did? 7 

A. Frontier will be converting the data from the copied Verizon systems that Frontier will 8 

already be using in production for its acquired properties to existing Frontier systems 9 

being used in production for Frontier’s embedded properties.  Therefore, Frontier will 10 

have much more control of the pre-conversion business applications and data, providing 11 

it the ability to conduct a much more comprehensive conversion testing process as it is 12 

accustomed to doing on other conversions.  FairPoint did not have this level of access and 13 

control prior to its conversion, so it was more difficult to examine customer data and 14 

identify problems in the conversion data prior to conversion.   15 

 Q. Given Frontier’s past history with system conversions, will it have the opportunity 16 

to include processes in the final conversion plan that FairPoint did not have in 17 

place? 18 

A. Yes.  Frontier’s processes have been repeated for many conversions.  Frontier has 19 

developed some detailed approaches to conversion testing that dramatically increase the 20 

quality of the converted data, and improve post-conversion stability.  The more important 21 

of these processes involve the systematic comparison of live source data with 22 

corresponding mock converted data for a series of key business metrics.  This process 23 
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involves billing related metrics (such as access lines, accounts, payments, accounts 1 

receivable, and others) and plant related metrics (Cable ID, Terminal ID, Cable Pairs, In 2 

Service Pairs, Bad Pairs, and others).  These metrics and areas have evolved over many 3 

years, and allow Frontier to measurably improve conversion quality.  In addition to this 4 

metrics testing, Frontier has developed processes for “comparative rating and billing,” 5 

which allow the systematic comparison of the customer data rated in the source system 6 

versus that usage rated in the target system.   7 

Q. Despite Frontier’s history, as discussed earlier Staff and Comcast witnesses draw 8 

parallels between Frontier and FairPoint.  How does Frontier’s process for the final 9 

conversion differ from FairPoint’s approach? 10 

A. FairPoint employed an approach with several fundamental differences. 11 

• As Staff Witness White explains in his testimony, FairPoint employed an external 12 

party to manage and execute the conversion for them.  Although skilled, the 13 

external party had not previously developed and implemented a new fully 14 

integrated systems platform.21

• FairPoint chose to convert all 1.6 million access lines in all three states on an 16 

initial flash-cut to the brand new systems.   17 

 15 

• FairPoint did not have broad access to the Verizon production source data for 18 

comparative testing as Frontier will. 19 

Q. Based on these factors is it likely Frontier will experience the same challenges as 20 

FairPoint? 21 

                                                 
21 Id., page 15. 
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A. No.  Frontier’s experienced management and staff, established conversion methodology 1 

and predefined work plans, functional existing systems allow Frontier’s primary focus to 2 

be placed on the conversion.  In addition, its tools and techniques developed from years 3 

of repetitive experience, and dedicated business user involvement reduce the risk 4 

significantly for Frontier compared to FairPoint. 5 

Q. Comcast Witness Pelcovits cites an April 1, 2009 report from Liberty Consulting 6 

Group, the Independent Monitor, on the FairPoint conversion (Liberty Report).22

A. No.  The Liberty Report cited the following causes for FairPoint’s performance: 11 

  7 

The Liberty Report provides a list of ten areas where FairPoint had significant 8 

problems exceeding pre cutover expectations.  Are any of these problems likely to 9 

occur for Frontier? 10 

• Data Network Establishment; 12 

• System Defects; 13 

• Data Problems; 14 

• Flow-through (automated orders through service provisioning); 15 

• User Proficiency; 16 

• Order Backlog; 17 

• Billing Delays; 18 

• Business Processes; 19 

• Call Center Volumes; and 20 

• Communications Problems. 21 

                                                 
22 Comcast Exhibit 13, pages 7-9. 
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However, when one examines the real root cause, each of these problems was a direct 1 

result of one or more of the following issues which are unique to FairPoint: 2 

• FairPoint’s systems were new and untested in production; 3 

• FairPoint’s business processes were new and untested in production;  4 

• FairPoint had to hire a large number of new personnel; or  5 

• FairPoint did not have a sufficient number of employees to resolve the systems 6 

issues that arose at cutover.  7 

As I have explained, Frontier will not face any of these types of problems.  The same 8 

Verizon systems used by Verizon to provide service in Oregon prior to the closing will be 9 

transferred to Frontier at the closing. Therefore, Frontier will have live Frontier customer 10 

data and associated reports for testing any future conversion to Frontier systems.  The 11 

personnel using the systems and managing the business will have experience based on be 12 

similar conversion efforts.  Frontier will convert a manageable number of access lines to 13 

allow for easy manual intervention should any problems occur.  14 

H. IMPLICATIONS FOR WHOLESALE CUSTOMERS 15 

Q. Staff Witness Marinos suggests the Frontier Transaction could harm competitors by 16 

disruptions to wholesale systems and processes in a similar manner as the FairPoint 17 

Transfer.23

A. No.  To the extent CLECs use Verizon’s operation support systems for pre-ordering, 19 

ordering, and other functions before closing of the transaction, these CLECs will continue 20 

to use the same systems for pre-ordering, order and other functions after the closing.  Ms. 21 

  Do you agree? 18 

                                                 
23 Direct Testimony of Kay Marinos, Staff Exhibit 600, page 26. 
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Kim Czak’s Rebuttal Testimony addresses Frontier’s ability to fulfill Verizon’s 1 

interconnection and wholesale requirements.   2 

H. RECOMMENDATIONS 3 

Q. Given the significant differences between the Frontier and FairPoint Transfers, does 4 

the Commission need to impose the same types of conditions on Frontier that were 5 

placed on FairPoint in Maine, Vermont or New Hampshire? 6 

A. No.  Based on my experience in Vermont involving the FairPoint transaction it is my 7 

understanding most of the conditions were driven by the following situations. 8 

• The relatively small size of FairPoint’s operations and finances prior to the 9 

Northern New England Transfer; 10 

• FairPoint’s plans to convert the acquired properties to brand new systems untested 11 

in production; 12 

• FairPoint’s plans to hire new, less inexperienced, personnel to operate a much 13 

larger entity;  14 

• The perceived inexperience of the FairPoint management team and other 15 

personnel with larger operations; and 16 

As explained in my testimony and the testimony of Mr. Jeanson, none of these 17 

characteristics apply to Frontier 18 

Q. What do you recommend to the Commission? 19 

A. I recommend the Commission refrain from placing any conditions on the Frontier 20 

transaction based on solely on concerns raised about the FairPoint transaction.  I 21 

recommend that the Commission determine the fact-specific risks in this transaction in 22 

order to arrive at any conditions, lest unnecessary costs be imposed.   23 
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Q. Is it possible FairPoint-style conditions might actually harm Frontier? 1 

A. Yes.  As noted earlier Frontier has a proven process and track record for integrating 2 

acquisitions successfully.  New conditions would likely distract Frontier and require 3 

modifications to its processes, which have been successful in the past.  Therefore, 4 

conditions like those imposed on FairPoint could actually harm customers.  5 

I.  CONCLUSION 6 

Q. Does this conclude your Rebuttal Testimony? 7 

A. Yes. 8 

 9 
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Mr. Lafferty is a twenty year veteran the telecommunications industry in the United States.  He 

has participated in the operation and evolution of that industry including the analysis and 

implementation of the 1996 Telecommunications Act and many of the acquisitions which have 

brought about significant change for that industry.  His experiences have touched many areas of 

the industry including incumbent local exchange (“ILEC”), competitive local exchange 

(“CLEC”), long distance and broadband operations.  He has first hand experience with the 

technological, product and regulatory changes driving the evolution of the telecommunications 

industry in recent years.  In addition, Mr. Lafferty has played a leadership role in the operation of 

a diversified telecommunications enterprise developing and implementing strategies and 

programs to acquire properties, provide quality customer and community service, develop 

employees, grow revenues, build and maintain facilities and operate efficiently.  He has first 

hand experience managing regulatory affairs, industry relations, product management, public 

relations, strategic planning, transaction analysis and implementation and other administrative 

responsibilities. 

 

One of his specific professional focuses over the years has been in the area of state and federal 

regulatory and public policy development and implementation.  His experiences over the years 

ranged from developing and managing state rate case proceedings to early (pre 1996) efforts to 

develop the policies to implement competition and deregulation to help shape the rules and 

regulations guiding the unfolding competitive environment in the telecommunications industry.  

Throughout his entire career, he has focused on the importance of seeking realistic balanced 
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solutions to regulatory, operational and financial challenges using the most effective processes 

and effective communication. 

Mr. Lafferty has participated in a variety of telecommunications’ activities including: 

 Development and implementation of balanced public policy advocacy programs for the 
benefit of a diversified telecommunications enterprise. 

 Implementation of regulatory and operational requirements stemming from the 1996 Act 
and subsequent regulatory rulings. 

 Development of requirements, processes and procedures to negotiate and implement 
interconnection arrangements.  

 Development and analysis of cost studies for products, unbundled elements and 
interconnection services. 

 Negotiation of interconnection matters and disputes on behalf of competitive and 
incumbent telecommunications entities. 

 Analysis and implementation of incentive regulatory programs. 

 Analysis of federal and state cost recovery mechanisms including access charges and 
universal service programs. 

 Development of processes to implement the FCC’s cost allocation rules (Part 64). 

 Development and management of state rate and other major regulatory proceedings 
during time of significant telecommunications network and product expansion. 

 Development of state and federal legislation to implement competition, and revise 
regulatory rules. 

 Development of portions of the 1996 Telecommunications Act. 

 Implementation of a start up telecommunications operation to provide diversified services 
to over 400,000 customers. 

 Divestiture and/or acquisition of telecommunications properties covering over 2,000,000 
customers. 

 Raising equity investment and performing due diligence for the acquisition of rural 
telephone properties. 

 Development and implementation of credit and collection policies for deregulated 
businesses as premises equipment and other services became deregulated. 

 Mr. Lafferty has testified on telecommunications public policy matters before state 

regulators in Arizona, Arkansas, California, Connecticut, Idaho, Illinois, Iowa, Kansas, 

Montana, Nebraska, New York, North Dakota, Oregon, Oklahoma, Rhode Island, 
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Vermont, Virginia and Wyoming and before the United States Congress.  His testimony 

experience is as follows. 

Venue Party - Topic Date1 

Arizona Corporation Commission 

Citizens Communications - 
Telecommunications Asset Acquisition 

2000-01 

Cox Communications – Qwest Incentive 
Regulation 

2004-05 

Arkansas Public Service Commission 
TelCove – SBC Interconnection 
Arbitration 

2005 

Connecticut Department of Public Utility 
Control 

Cox Communications – Transit Traffic 2002 

Cox Communications - Access Charge 
Reform 

2003 

California Public Utility Commission 

Citizens Communications / Electric 
Lightwave - Local Competition 

1997-98 

Citizens Communications / Electric 
Lightwave - Universal Service 

1997-98 

Cox Communications – SBC Regulatory 
Reform 

2006 

Idaho Public Utility Commission 

Citizens Communications - 
Telecommunications Asset Acquisition 

2000-01 

Idaho Telecommunications Association 
and several small local carriers -  Qwest 
Interconnection Contract Dispute (SS7) 

2002 

Illinois Commerce Commission 
Citizens Communications Company - 
Telecommunications Asset Acquisition 

1999-2000 

Iowa Utilities Board 

Citizens Communications Company - 
Telecommunications Asset Acquisition 

2000-01 

Cox Communications – Qwest 
Interconnection Contract Dispute (SS7) 

2002 

Cox Communications - Regulatory 
Reform/Deregulation 

2004 

Kansas Corporation Commission 
TelCove – SBC Interconnection 
Arbitration 

2005 

Montana Public Service Commission 
Citizens Communications - 
Telecommunications Asset Acquisition 

2000-01 

                                                 
1 Some of the earlier dates are estimates. 
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Nebraska Public Service Commission 

Citizens Communications - 
Telecommunications Asset Acquisition 

1999-2000 

Citizens Communications - 
Telecommunications Asset Acquisition 

2000-01 

Cox Communications – Qwest 
Interconnection Contract Dispute (SS7) 

2002 

New York State Public Service Commission 
Citizens Communications - 
Interconnection Arbitration 

1998-9 

North Dakota Public Service Commission 
Citizens Communications - 
Telecommunications Asset Acquisition 

2000-01 

Public Utilities Commission of Oregon  
TelCove – SBC Interconnection 
Arbitration 

2005 

Oklahoma Corporation Commission 
Cox Communications – SBC 
Interconnection Arbitration 

2003 

Rhode Island Public Utilities Commission 
Cox Communications – Verizon 
Incentive Regulation 

2005 

Vermont Public Service Board 
Vermont Department of Public Service - 
FairPoint Acquisition of Verizon 
Telecommunications properties 

2007 

Virginia State Corporation Commission 
Cox Communications - Regulatory 
Reform 

2004 

Wyoming Public Service Commission 
Citizens Communications - 
Telecommunications Asset Acquisition 

2000-01 

Superior Court for the State of California, 
County of Orange (Case No. 02CC16869) 

RLH Industries - RLH Industries, a 
California Corporation (plaintiff) vs 
SBC Communications Inc., et. al. 
(defendants) 

2006-07 

United States House of Representatives 
(Commerce Committee) 

Citizens Communications / US Telecom 
Association - Regulatory Reform 

2000 

 

Over his career Mr. Lafferty has held positions of increasing responsibility with GTE 

Corporation (now part of Verizon Communications) and Citizens Communications (now 

Frontier).  Most of his responsibilities have been in regulatory and government affairs area.  

However, leadership positions have provided experience with all aspects of managing a 

diversified telecommunications operation. 
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In 2001 he founded LKAM Consulting Services to provide regulatory, economic and public 

policy consulting services to telecommunications entities (incumbents and new entrants) and 

other industry players on a variety of industry matters.  In 2003, Mr. Lafferty joined the 

Barrington-Wellesley Group (BWG) to continue his telecommunications consulting activities in 

the areas of interconnection, economic analysis and regulatory policy and adding the full scope 

of telecommunications and utility management consulting to his potential responsibilities.  He 

became a Director/Partner in the firm.  Effective April 1, 2007 BWG was acquired by Huron 

Consulting Group, LLC (Huron) and became Huron’s utilities practice.  Mr. Lafferty’s recent 

consulting projects have been on behalf of both competitive and incumbent telecommunications 

interests, regulatory agencies and other utility firms. 

 

Mr. Lafferty is a native of Baltimore, Maryland and a graduate of Duke University with an 

undergraduate degree in economics and an MBA.  He has participated in industry trade 

associations and has spoken at seminars over the years on a variety of technical and public policy 

issues.  He currently lives in McKinney, Texas (a Dallas suburb). 
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TO:  THE COMMISSION  
 
FROM: OFFICE OF TELECOMMUNICATIONS 

SUBJECT: CASE 08-C-0405 - In the Matter of Quality of Service provided by Local 
Exchange Companies in New York State. 

 
This memorandum is for informational purposes.  No action is required. 

 
FRONTIER COMMUNICATIONS1  

Third Quarter 2008 Service Quality Report 

 
SUMMARY 

The quality of telephone service provided by the local exchange 

subsidiaries of Frontier Communications during the third quarter of 2008: 

 Met Commission-established performance thresholds for the local 
exchange subsidiaries of Frontier Communications, 97.8% of the 
time; 

 
 Met all merger-related and other service requirements for 
Frontier’s subsidiaries; and, 

 
  Experienced an increase in service-related consumer complaints to 
the Commission.  

 

BACKGROUND 

Frontier Communications is a holding company that serves over 2.4 million 

access lines in 24 states.  In New York State, it owns the incumbent local exchange 

                                            
1  Citizens Communications announced a name change to Frontier Communications, effective 

July 31, 2008. 
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companies of Citizens Telecommunications Company of New York, Inc. (Citizens of 

NY), Frontier Telephone of Rochester, Inc. (FTR), Frontier Communications of New 

York, Inc. (Frontier of NY), Frontier Communications of Ausable Valley, Inc. (Ausable), 

Frontier Communications of Seneca-Gorham, Inc. (Seneca-Gorham), Frontier 

Communications of Sylvan Lake, Inc. (Sylvan Lake), and Ogden Telephone Company 

(Ogden).  Through these subsidiaries, Frontier Communications serves about 634,7392 

access lines in New York State through 210 central offices.  Overall, Frontier 

Communications serves a significant portion – about 8.7% – of the total traditional access 

lines in the State, but has lost approximately 21,600 access lines since the previous 

quarter.  More than 13,300 of these line losses were in FTR.  

The geographic areas and lines (as of September 30, 2008) served by each 

subsidiary are shown in the following table: 

 

Frontier Communications’ Local Exchange Subsidiaries in New York 
Subsidiary Access Lines  Geographic Area Served 

Citizens of NY  230,888 Parts of 31 Counties Statewide 
FTR 313,714 Parts of Genesee, Livingston, 

Monroe, Ontario, Steuben, Wyoming 
and Yates Counties 

Frontier of NY 50,539 Parts of Orange and Ulster Counties 
Ausable 5,934 Parts of Clinton, Essex and Franklin 

Counties 
Seneca-Gorham 7,365 Parts of Ontario and Yates Counties 
Sylvan Lake 11,297 Part of Dutchess County 
Ogden 15,002 Part of Monroe County 

NYS Corporate Total 634,739  
 

Under the Commission’s Service Standards, 16 NYCRR 603, local 

exchange carriers serving 500,000 or fewer access lines are only required to report 

Customer Trouble Report Rate (CTRR), and each subsidiary of Frontier Communications 

currently serves fewer than 500,000 lines.  FTR had reported on additional metrics as part 

                                            
2  Of these lines, about 899 are on a resale basis.  
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of a permanent condition of its now expired incentive plan, the Open Market Plan 

(OMP).3  Appendix A contains a summary of the Commission's Telephone Service 

Standards as well as the other metrics applicable to FTR through the third quarter.  

Appendix B is a glossary of terms used in this memorandum. 

 

DISCUSSION 

This report groups and summarizes performance results for the third quarter 

of 2008.  Detailed results by metric and entity are being measured as required by the 

standards and tracked by Staff, but are not presented in detail unless it is necessary to 

explain a significant service problem.  The Service Standards contain four groups of 

metrics measuring maintenance, installation, network, and answer time performance.  Of 

these four, only maintenance is addressed below.  As previously mentioned, Frontiers' 

local exchange subsidiaries are required to report only CTRR on a routine basis.  Other 

regulatory requirements related to service quality are also discussed.   

Overall and as shown in the following table, the Frontier local exchange 

subsidiaries met Commission established thresholds of performance 97.8% of the time 

during the third quarter on those metrics they are required to report.  The chart has been 

updated through September.  These overall results are discussed in more detail in this 

report. 

 

 

 

 

 

 

 

 

                                            
3  In October 2008 in Case 08-C-1140, the Commission eliminated the duplicate service 

quality reporting requirements required by the OMP.   

 3
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Frontiers’ ILEC Companies 
Frequency of Meeting CTRR Threshold Performance Levels 

3rd Quarter and Year-to-Date 
 

2008  

Metric        3rd Quarter Year-to-Date 

Opportunities % Met % Missed Opportunities % Met % Missed 

CTRR Combined 639 97.8% 2.2% 1,917 98.9% 1.1%

630 97.9% 2.1% 1,890 98.9% 1.1%a)       CTRR  < 5.5   

b) 85% CTRR< 3.3  9 88.9% 11.1% 27 92.6% 7.4%

Maintenance Service 

  The subsidiaries' central offices generally met the Commission's established 

levels of CTRR performance. 4   The following chart shows that during the third quarter 

625 (97.8%) of the 639 central office measurement opportunities met or exceeded the 

monthly CTRR performance thresholds of the standards.   

 

                                            
4  Performance for two CTRR metrics of the standards are combined in the chart: 1) A 
threshold level of 5.5 reports per hundred lines (RPHL) or less per central office per 
month for all seven subsidiaries, and 2) a threshold level of 85% or more central offices 
at 3.3 RPHL or less per month for those three subsidiaries serving seven or more central 
offices (Citizens NY, FTR and Frontier Communications of NY).  

 4
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Customer Trouble Report Rate
Percentage of Central Offices

Meeting Thresholds of Performance
October 2006 - September 2008

Frontier Communications
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The monthly results shown represent metric measurements across 
all incumbent local carriers in New York State of Frontier 
Communications.  The metrics include: 1. Central offices performing 
at 5.5 RPHL or less, and 2. Percent of total  central offices 
performing at 3.3 RPHL or less.   The first metric applies to all 
incumbents while the second applies only to those incumbents with 
seven or more central offices (i.e., Citizens NY, FTR and Highland).  
RPHL = Reports per 100 Lines.  

 

 

This performance is slightly below the third quarter results for 2007.  Staff notes that 

most central offices overall were well below 3.3 reports per 100 lines.  

Service Inquiry Reports 

When service results in a measured entity (e.g., central office) consistently 

fail to meet the threshold performance level of a given metric, the appropriate subsidiary 

must submit a Service Inquiry Report5 detailing the reasons for the poor performance as 

well as the corrective action taken.  There were no such situations in the third quarter of 

2008.         

                                            
5 Service Inquiry Reports (SIRs) are required under 16 NYCRR 603.4 whenever a 
Service Standards’ metric is not at or better than the threshold for the current month and 
any two of the previous four months.  These reports identify specific regions where 
improvements are required, detail the reasons for poor performance, describe the 
corrective action being taken, and identify an expected improvement date. 

 5
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Major Service Outages 

The standards also enjoin carriers to minimize major service outages, and to 

report such events to Staff when they occur.  There were fourteen such outages during the 

third quarter of 2008, up from five during the third quarter of 2007.  Frontier of New 

York had 10 outages while FTR had four.  Four of the Frontier of New York outages 

were related to central office equipment problems, three were related to contractor 

damage to underground cable, two were storm-related, with one of those a direct 

lightning strike, and one was related to a technicians error.  Three of the FTR outages 

were central office equipment problems, while one was storm-related.  Staff closely 

monitors outages and, where appropriate, performs a root cause analysis of the failure for 

reliability purposes.  The overall trend remains good as shown in the following chart. 

 

 

Major Monthly Service Outages
October 2006 - September 2008
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Denotes the results of the current quarter.
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Complaints to the Commission 

Complaints are not a part of the Commission’s Service Standards, but serve 

as an independent measure of service quality apart from performance reported by the 

carriers under the standards.  The following chart shows an increase in complaints during 

the third quarter of 2008.  There were a total of 22 complaints for the third quarter of 

2008, up from 11 during the second quarter.  This compares to 27 complaints for the third 

quarter of 2007.  Nine of the 22 complaints for this quarter were Citizens of NY 

complaints, and 4 of those were service-related.  FTR recorded 8 complaints for the 

quarter, of which 4 were service-related.  In addition, Ausable had 2 complaints, Frontier 

of NY had 2 complaints and Ogden recorded 1 complaint.  Staff had addressed complaint 

issues with the company last year, and had seen a decreased complaint level during the 

first half of 2008.   Staff will continue to monitor the complaint level for the remainder of 

2008, to see if the third quarter was an anomaly.  It does not appear to staff that this is a 

serious concern at this point. 

 7

WA PC Set3 FRO159 attach11 NY 2008 3rd Qtr svc.pdf



CASE 08-C-0405 

 PSC Complaint Rate per Month
October 2006 - September 2008
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The monthly results shown are for all seven New York State Frontier 
Communications incumbent local carriers combined.  The complaint rate 
is expressed per 1,000 lines in service.

Denotes the results of the current quarter.

 

 

Merger-Related and Other Service Quality Performance 

Merger requirements relating to service quality were established for most 

subsidiaries, and continued for FTR, when Citizens Communications acquired the former 

Frontier local exchange subsidiaries on July 2, 2001.  All subsidiaries except FTR, which 

was covered by permanent conditions of the OMP until October 15, 20086 were required 

to maintain a performance level of 90% or more of a given subsidiary’s central offices at 

or below a CTRR level of 3.3 reports per 100 access lines in any 12-month period ending 

each calendar quarter.  All subsidiaries met this quarterly goal.     

FTR achieved all necessary requirements in order to avoid a dividend 

suspension for calendar year 2007, and was meeting the requirements in 2008 up to the 

                                            
6  On October 15, 2008, the Commission adopted the Joint Stipulation and Agreement, 
modifying the remaining OMP conditions.   The 4th Quarter 2008 report will reflect these 
changes. 

 8

WA PC Set3 FRO159 attach11 NY 2008 3rd Qtr svc.pdf



CASE 08-C-0405 

modification of the OMP provisions.  Details on its performance in this regard are shown 

in Appendix A.  

 

Service Quality Reporting Under the Joint Stipulation and Agreement 

  As noted, the Commission adopted the Joint Stipulation and Agreement at 

its October 15, 2008 session.  This Agreement considers the overall service quality of the 

combined Frontier ILECs, and includes a dividend suspension and customer rebates 

should service quality fall below an acceptable level.  Under the agreement, no Frontier 

incumbent local exchange carrier would be able to make dividend payments to the parent 

holding company if service quality fell below a certain level.   

For purposes of the Agreement7, service quality will now be measured and 

reported monthly on a combined company basis and the customer rebate system will be 

based on the total number of “measurement opportunities” on a 12-month rolling basis.  

A measurement opportunity is the monthly CTRR performance of each central office.  A 

customer rebate equal to 25% of the flat monthly basic service charge will be applied to 

bills when the companies fail to achieve 90% of its offices at or lower than 3.3 reports per 

100 access lines over a 12-month average.  During periods when performance thresholds 

are missed, the rebate will double to 50% of the monthly service charge for each office 

where the CTRR measurement exceeds the higher threshold of 5.5 CTRR per 100 access 

lines.  The 50% rebate is payable when the 25% rebate would have been payable.  

Dividends will be suspended if service quality fails, such that Frontier’s CTRR level falls 

below the performance threshold for three consecutive months.  The suspension will end 

when the carriers meet the performance threshold for three consecutive months.  

 

                                            
7  While the Agreement provides that the CTRR thresholds for rebates and dividend restrictions 
be calculated on a company wide basis, Frontier will continue to report CTRR to Staff on a 
company by company basis.  

 9
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 10

 

CONCLUSION 

 The local exchange subsidiaries of Frontier Communications operating in 

New York State met or exceeded the Commission’s Service Standards for the third 

quarter of 2008.  FTR also met its service requirements relating to dividend payments. 

 All merger-related service performance targets of the other subsidiaries 

have been met during this quarter.  This report will be modified to reflect the new 

reporting requirements that took effect on October 15, 2008, as of the next quarterly 

report.  This memorandum is for informational purposes and no action is required. 

 

      Respectfully submitted, 
 
 
 
      BRUCE J. MILLER 
      Utility Engineer 3 
 
      Reviewed by, 
 
 
 
      GREGORY C. PATTENAUDE 
      Chief, Carrier Performance 
      Office of Telecommunications 
 
 
 
      SAUL M. ABRAMS 
      Assistant Counsel 

Approved by, 
 
 
 
CHAD G. HUME 
Director 
Office of Telecommunications 
 
Attachments 
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OVERVIEW OF SERVICE QUALITY MEASUREMENT 

The primary criteria for measuring telephone service quality are the 
Telephone Service Standards, which were adopted by the Commission in 1973 (Opinion 
No. 73-40, Case 26158) and revised in 1989, 1991, and 2000. The Service Standards 
appear as Part 603 of 16 NYCRR and require measurement of service quality in four 
separate categories: 1) Maintenance Service, 2) Installation Service, 3) Network Service, 
and 4) Answer Time Performance.  Within these categories there are 10 metrics, each 
with its own threshold level of expected performance.  There are also a number other 
requirements in the standards which are not expressed in terms of a metric such as 
minimizing service interruptions and maintaining procedures for operating under 
emergency conditions.  These are grouped into a category called “Other” in this 
appendix.  Staff receives monthly reports of service measurements in these categories 
that are analyzed to evaluate the level of service quality delivered to consumers. 

 
Maintenance Service 

Maintenance Service measures the reliability of the telephone network, and 
how quickly it is repaired when a customer experiences a problem.  There are three 
metrics as follows: (1) Customer Trouble Report Rate (CTRR), measured by the number 
of customer reported troubles per 100 lines in service; (2) Percent Out-of-Service Trouble 
Reports Not Cleared within 24 Hours (OOS >24); and (3) Percent Service Affecting 
Trouble Reports Not Cleared within 48 Hours (SA>48). 

 
CTRR is measured in two ways.  First, performance in each of Citizens’ 

210 central offices should meet an expected performance level or threshold of 5.5 or less 
Reports per 100 Lines (RPHL).  Second, for each of those Citizens subsidiaries that serve 
more than seven central offices, 85% of each subsidiary’s offices should perform in a 
threshold range of 3.3 or less RPHL.  All subsidiaries of Citizens are not required to 
report OOS>24 and SA>48.  For OOS>24, the threshold is that no more than 20% of all 
out-of-service conditions take longer than 24 hours to be repaired.  For non-out-of-
service conditions or SA>48, the threshold is that no more than 20% of all such troubles 
take longer than 48 hours to be repaired.  Taken together, these two metrics ensure that 
every customer reported trouble condition has an expected repair interval of either 24 or 
48 hours. 
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Installation Service 

Installation Service measures the utility’s ability to provide basic service to 
a new customer.8  There are two metrics for installation service as follows: (1) Percent 
Basic Service Installations Completed Within 5 Days (% Installed in 5 days), and (2) 
Percent Missed Basic Installation Appointments (% Missed Installations).  The thresholds 
for these are 80% or higher, and 10% or less, respectively.  No subsidiaries of Citizens 
are required to report Installation Service. 
 

Network Service 

Network Service measures the ability of the telephone network to complete 
interoffice calls by measuring the percentage of total calls that are blocked on final trunk 
groups, the last available route to complete an interoffice call.  The threshold for this 
metric is the identification of each final trunk group that consistently (i.e., for three 
consecutive months) has calls blocked in excess of 3% of total calls within the busy hour.  
The intent is to be sure that unusual levels of call blocking during the typical busy hour 
do not occur.  No subsidiaries of Citizens are required to report on this metric. 

 

Answer Time Performance 

Answer Time Performance measures how quickly the company answers the 
telephone in each call center when customers call for service.  There are three metrics for 
answer time performance that are specific to the type of call center including repair, 
business office and local operator assistance.9  The thresholds are 80-100% of calls 
answered within 30 seconds for each repair and business office, and an average speed of 
answer of 0-3 seconds for each local operator assistance call center. No subsidiaries of 
Citizens are required to report Answer Time Performance. 

 
The following chart summarizes the metrics and associated thresholds of 

expected performance of the previously discussed groupings of metrics in the standards. 

                                            
8  Basic service is defined as the first residence line or the first 5 business lines to a 
customer, excluding other types of service orders for such things as additional features 
(e.g., Call Waiting, Caller ID), or additional lines beyond these minimums. 
9  Companies may report Local Operator Assistance either as a percentage of calls 
answered within 10 seconds, or as an average speed of answer time. 

 2
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SERVICE ELEMENT REPORT NOMENCLATURE

MAINTENANCE SERVICE: (1)

Customer Trouble Report Rate (Initial Reports) Reports per 100 access lines 5.5 or less
Per individual central office entity

Percentage of total entities (for those providers Reports per 100 access lines 85.0 or more
with 7 or more offices) at 3.3 or less

Out-Of-Service Clearing Time Percentage of OOS over 24 hours 20.0 or less
Service Affecting Clearing Time Percentage of S. A. over 48 hours 20.0 or less

INSTALLATION SERVICE: (2)

Basic Service Installations Percentage installed within 5 days 80.0 or greater
Missed Basic Service Installation Appointments Percentage missed 10.0 or less

NETWORK SERVICE: 
Final Trunk Group Blockages Percentage of calls blocked 3.0 or less

ANSWERING TIME PERFORMANCE:(3) 

Business Office Percentage answered within 30 seconds 80.0 or greater
Repair Service Bureau Percentage answered within 30 seconds 80.0 or greater

Local Operator Assistance(4) Percentage answered within 10 seconds 90.0 or greater

Local Operator Assistance(4) Average answer time (seconds) 3.0 or less

1. Overall Customer Trouble Report Rate results shall be reported at the central office entity level.  All other Maintenance Service
results shall be reported at the appropriate maintenance administrative entity level.

2. All Installation Performance results shall be reported at the appropriate installation administrative level and shall exclude those
instances where the subscriber requests a later date or where substantial construction is required.

3. All Answering Time Performance results shall be reported at the appropriate administrative entity levels.
4. Measured either as a percent of answered calls or as an average answer time, but not both.

THRESHOLD
(Monthly)

SERVICE QUALITY MEASURES
Effective October 2000

PERFORMANCE

OTHER 

Service Inquiry Reports 

The standards define localized situations that might require corrective 
action by the utility.  In general, any consistent, non-threshold performance in a 
measurement entity (central office, bureau, district, call center or final trunk group) for 
any of the previously discussed metrics requires the company to file a Service Inquiry 
Report, a report identifying the cause of the performance and any corrective action being 
taken. 

 

 3
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Major Service Outages 

The standards also enjoin carriers to minimize major service outages, and to 
report such events to Staff when they occur.  Such interruptions can occur for any number 
of reasons including damage to cables by contractors, fire, floods and terrorists activities.  
Such interruptions include both physical and cyber incidents that affect a company's 
network, facilities, services or operations. 

 
Special Services 

The Commission also has Special Service Guidelines addressing the quality 
of service utilities are expected to provide on Special Services10 in the areas of ordering, 
maintenance and installation quality.  These guidelines are not part of the Commission’s 
Rules and Regulations, but have been established via Commission order.  Staff receives 
monthly service quality reports on these types of services only from Verizon, as it is the 
only carrier currently meeting the reporting criteria as defined in the Special Services 
Guidelines. 

 
Complaints to the Commission 

While not a service standard, the number of complaints against a utility is a 
measure of service quality.  Traditionally, such complaints are stated as a rate per  
1,000 lines per year so that comparisons between companies can be made.  The threshold 
used to indicate good performance is set at 0.074 or lower per year.   

 

SERVICE REQUIREMENTS OF THE OMP 

The Open Market Plan11 (or, the Plan) is based on service performance 
standards as stated in the rules prior to the substantial revisions adopted in October 2000.  
While the Plan expired on December 31, 2004, some requirements relating to holding 
company arrangements were permanent and did not expire.  One of those requirements 
links annual service quality performance to the potential to withhold dividend payments 
to FTR's parent company, Citizens Communications.  Essentially, FTR must achieve the 
annual service quality targets of the OMP in order to continue to make dividend 
payments. 
                                            
10  Special Services are non-basic services, most of which are non-switched, and require 
engineering design review before being installed.  Some may require construction of fiber 
facilities.  They include alarm, video, foreign exchange and other services, but the 
majority demanded are high speed data circuits of 1.5 megabits and higher transmission 
rates. 
11  Case 93-C-0103 – Petition of Rochester Telephone Corporation for Approval of 
Proposed Restructuring Plan. 

 4
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The following chart shows the service measurements of the standards prior 

to modification in October 2000 that are used for determining if FTR can continue to 
make dividend payments, and do not apply to other companies. 

 
 

SERVICE QUALITY MEASURES

SERVICE RATINGS
SERVICE ELEMENT REPORT NOMENCLATURE OBJECTIVE WEAKSPOT

MAINTENANCE SERVICE: (1)
Customer Trouble Report Rate Report per 100 access lines 0.0 - 4.2 Over 7.0
Missed Repair Appointments Percentage of missed appointments 0.0 - 10.0 Over 15.0
Out-Of-Service Clearing Time Percentage of OOS over 24 hours 0.0 - 20.0 Over 30.0

INSTALLATION PERFORMANCE: (2)
Regular Installations Percentage installed within 5 days 85.0 - 100.0 Below 70.0
Installation Appointments Percentage missed 0.0 - 3.0 Over 10.0

ANSWERING TIME PERFORMANCE: (3)
Business Office Percentage answered within 20 seconds 90.0 - 100.0 Below 85.0
Business Office Percentage all positions busy 0.0 - 10.0 Over 15.0
Repair Service Bureau Percentage answered within 20 seconds 90.0 - 100.0 Below 85.0
Repair Service Bureau Average answer time (seconds) 12.0 - 16.0 Over 27.0
Directory Assistance Percentage answered within 10 seconds 86.0 - 100.0 Below 83.7
Directory Assistance Average answer time (seconds) 0.0 - 6.3 Over 6.9
Intercept Percentage answered within 10 seconds 86.0 - 100.0 Below 83.7
Intercept Average answer time (seconds) 0.0 - 6.3 Over 6.9
Toll & Assistance Percentage answered within 10 seconds 90.8 - 100.0 Below 87.5
Toll & Assistance Average answer time (seconds) 0.0 - 2.8 Over 4.1

1. Overall Customer Trouble Report Rate results shall be reported at the central office entity level.  All other Maintenance Service
results shall be reported at the appropriate maintenance administrative entity level.

2. All Installation Performance results shall be reported at the appropriate installation administrative level and shall exclude those
instances where the subscriber requests a later date or where substantial construction is required.

3. All Answering Time Performance results shall be reported at the appropriate administrative entity levels.
Utilities can report either the percent answered within the specified time, or the average, but not both.

Prior to October 2000

 

 

FTR must provide Objective Level service at least 89% of the time on all 
metrics in the Service Standards each year.  It also can experience no more than one 
Surveillance Level Failure (three consecutive months or more of poor service 
performance for any metric) in any calendar year, and meet defined limits for customer 
complaints to the Commission. 

 
Open Market Plan Service Quality Status 

FTR met its year-end 2007 service performance targets in order to continue 
to make dividend payments to Citizens Communications, and was on target to do so 
again in 2008.  This is shown in the following table.  This chart will be modified in the 
next quarterly report, in order to reflect the new criteria adopted in the October 15, 2008 
Joint Stipulation and Agreement. 

 5
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FTR’s OMP Service Performance 

OMP Measurement 
Category 

12 Months-to-
Date Sept. 2008 

Calendar Year 
2008 

OMP Goal 

Comment 

% Objective Level 
Measures – All 
Metrics 

 

90.2% 

 

=>89% 

 

On Target 

PSC Complaint Rate 
– 12 month average 
per 100,000 lines 

 

0.55 

 

=<4.7 

 

On Target 

PSC Complaint Rate 
- 24 month average 
per 100,000 lines 

 

0.53 

 

=<7.4 

 

On Target 

Number of 
Surveillance Level 
Failures 

 

0 

 

=<1 

 

On Target 

 

 
The following chart illustrates the company's performance over the past 

twelve years of the OMP, in terms of a 12-month rolling average of the Percent Objective 
Level Measure.  That is, the chart depicts the frequency that FTR met or exceeded the 
expected level of performance on a group of ten metrics and 58 measured entities, or a 
total of 696 measurements per year.   

 6
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Frontier Telephone of Rochester
OMP Service Quality Results

Composite Percentage of Service Measurements 
Meeting Annual Performance Objectives 
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The results shown represent a 12 month rolling average of 
monthly percent point scores.  The OMP sets calendar year point 
score targets  represented by the solid heavy line which FTR must 
meet at the end of each year in order to avoid payment of rebates 
to consumers.  The OMP began January 1995, and expires at 
year-end 2004.  All service measurements are based on the 
Commission's Service Standards prior to their modification in 
October 2000.  Ten metrics are included in the composite.
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Glossary 

 
CLEC Competing Local Exchange Carrier – Any one of many local exchange 

carriers (LEC) competing with an incumbent LEC.  It may be reselling 
the incumbent carrier's services or be providing service via its own 
facilities. 

  
ILEC  Incumbent local exchange carrier – Any one of the 40 traditional, full 

service, facilities-based, wireline telephone carriers providing local 
exchange telephone service as of February, 1996. 

  
Incentive Rate 
Plan 

A method of regulation that substitutes for rate base regulation wherein 
the carrier agreeing to such a plan is generally allowed the ability to 
earn a higher rate of return than would normally be allowed under rate 
base regulation in exchange for certain guarantees to the regulator such 
as no change in rates over a given period of time, and a level of service 
quality that, if not met, would result in rebates to consumers. 

  
Intercept  The process of redirecting a telephone call to an operator or to a 

recording to another telephone number or message. 
  
LEC  Local Exchange Carrier - A term designating the group of carriers 

providing local exchange telephone service consistent with the 
Commission's requirements for such carriers.  It includes all ILECs and 
CLECs. 

  
Objective Level A level of telephone service quality performance representing good 

service to consumers that local exchange carriers are to strive to 
consistently attain as defined in Title 16 NYCRR, Part 603.12(b) prior 
to October 2000. 

  
OMP Open Market Plan – An incentive rate plan specific to Frontier 

Telephone of Rochester, the former Rochester Telephone Company. 
  
PSC 
Complaints 

Consumer complaints filed directly with the Public Service 
Commission against telephone companies. 

  
Rate Base 
Regulation 

A method of regulation that determines the allowed rate of return for a 
carrier based on its level of investment and expenses. 

  
Reseller A certified carrier that uses the facilities of another carrier to provide 

services to consumers. 
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Service Inquiry 
Report 

Consistent telephone service quality performance outside of the 
Threshold range for three out of five months (including the current 
month) requiring the local exchange carrier to submit a corrective 
action plan to Commission Staff as defined in Title 16 NYCRR, part 
603. 

  
Surveillance 
Level Failure 

Consistent telephone service quality performance at the Weakspot 
Level for three or more months in a row requiring the local exchange 
carrier to submit a corrective action plan to Commission staff as 
defined in Title 16 NYCRR, Part 603.13 prior to October 2000 

  
Target A set level of expected performance used to characterize performance 

as established in an incentive rate plan (e.g., VIP and PRP) for various 
aspects of service quality. 

  
Threshold 
Level 

A level of telephone service quality performance which separates good 
service from less than desirable service as defined in Title 16 NYCRR, 
Part 603. 

  
Weakspot 
Level 

A level of telephone service quality performance below which 
immediate analysis and corrective action may be required as defined in 
Title 16 NYCRR, Part 603.12(c) prior to October 2000 
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State Access Lines
New York  683,880
Pennsylvania  427,489
Minnesota  210,983
Arizona  145,241
West Virginia  143,982
California  143,871
Illinois  97,461
Tennessee  79,014
Wisconsin  62,007
Iowa  44,891
Nebraska  43,106
Alabama  25,980
Nevada  23,701
Utah  21,718
Idaho  20,035
Georgia  19,167
Michigan  19,102
Oregon  12,626
New Mexico  8,001
Montana  7,659
Mississippi  5,474
Indiana  4,647
Florida  3,746
Ohio  552
Total 2,254,333

Source: Frontier Investor Presentation; May 13, 2009

Frontier Communications;        
Pre‐acquisition
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Frontier Communications Acquisition History

1993 1994 1995 1996 1997 1998 1999 2000 2001 …. 2006 2007

GTE in the following states 
(450,000 access lines):

• Arizona
• California
• Idaho
• Montana
• New York
• Tennessee
• Utah
• West Virginia

35 Global Crossing entities 
in 12 states 

(1.1 million access lines)

Global Valley Networks,  
California.

(12,000 access lines)
GTE in the following states
(400,000  access lines):

• Illinois 
• Minnesota
• Nebraska

Four Rhinelander 
entities in Wisconsin

(24,000 access lines)

Ogden, New York 

(20,000 access lines)

Commonwealth Telephone, 
Pennsylvania.

(320,000 ILECs and over 
100,000 CLECs).

Alltel entities in the following states
(110,000 access lines):

• Arizona / New Mexico
• California
• Nevada
• Oregon
• Tennessee

Qwest Communication; 
North Dakota

(17,000 access lines)

 

Source: Frontier Communications  



Case No. UM 1431  
Appendix FWL-5 

November 16, 2009 

 

Appendix FWL – 5 

 

 

FRONTIER AND VERIZON COMMUNICATIONS 

ACCESS LINES BY STATE 

 



Case No. UM 1431  
Appendix FWL-5 

November 16, 2009 
Page 1 

 

 

12/31/2008 Frontier Verizon Combined
Indiana  4,647 718,251 722,898
Ohio  552 634,153 634,705
West Virginia  143,982 617,036 761,018
Illinois  97,461 573,321 670,782
Michigan  19,102 507,462 526,564
Oregon  12,626 309,904 322,530
Wisconsin  62,007 281,350 343,357
Idaho  20,035 113,002 133,037
Nevada  23,701 35,989 59,690
California  143,871 24,205 168,076
Arizona  145,241 6,297 151,538

673,225 3,820,970 4,494,195

12/31/2008 Frontier Verizon Combined
New York  683,880 683,880
Pennsylvania  427,489 427,489
Minnesota  210,983 210,983
Tennessee  79,014 79,014
Iowa  44,891 44,891
Nebraska  43,106 43,106
Alabama  25,980 25,980
Utah  21,718 21,718
Georgia  19,167 19,167
New Mexico  8,001 8,001
Montana  7,659 7,659
Mississippi  5,474 5,474
Florida  3,746 3,746

1,581,108 1,581,108

12/31/2008 Frontier Verizon Combined
Washington  578,506 578,506
North Carolina  263,479 263,479
South Carolina  127,718 127,718

969,703 969,703

Total 2,254,333 4,790,673 7,045,006

Source: Frontier Investor Presentation; May 13, 2009
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12/31/2007 FairPoint Verizon Combined
Maine 65,947 526,294 592,241
Vermont 8,025 295,419 303,444
New Hampshire (1) 528,110 528,110

73,972 1,349,823 1,423,795

12/31/2007 FairPoint Verizon Combined
 Florida   54,919 54,919
 New York   51,652 51,652
 Washington   46,788 46,788
 Ohio   14,928 14,928
 Missouri   14,783 14,783
 Illinois   7,256 7,256
 Virginia   8,538 8,538
 Idaho   6,884 6,884
 Kansas   7,287 7,287
 Pennsylvania   6,515 6,515
 Oklahoma   4,289 4,289
 Colorado   3,899 3,899
 Other States (2)   4,067 4,067

231,805 231,805

Total 305,777 1,349,823 1,655,600

(2) Includes Massachusetts, New Hampshire, Georgia and Alabama.
Source: FairPoint 10‐K 2007
Source: FCC Report 43‐08, the ARMIS Operating Data Report for Verizon
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(1) FairPoint had some existing lines in New Hampshire but as shown in 
Footnote (2) the number is negligible

 



Case No. UM 1431  
Appendix FWL-7 

November 16, 2009 

 

 

Appendix FWL – 7 

 

 

CENTURYTEL AND EMBARQ COMMUNICATIONS 

ACCESS LINES BY STATE 

 



Case No. UM 1431  
Appendix FWL-7 

November 16, 2009 
Page 1 

 

 

12/31/2007 Embarq CenturyTel Combined
North Carolina (2) 1,188,651 14,000 1,202,651
Ohio  420,854 64,000 484,854
Texas 311,121 33,000 344,121
Indiana 214,397 5,000 219,397
Missouri 200,321 408,000 608,321
Tennessee 185,356 23,000 208,356
Iowa 59 2,000 2,059

2,520,759 549,000 3,069,759

12/31/2007 Embarq CenturyTel Combined
Florida  1,711,185 1,711,185
Nevada  716,348 716,348
Virginia  369,211 369,211
Pennsylvania  319,798 319,798
New Jersey  174,306 174,306
Kansas  4,784 4,784

3,295,632 3,295,632

12/31/2007 Embarq CenturyTel Combined
Wisconsin (1)  387,000 387,000
Alabama (2)  290,000 290,000
Arkansas  211,000 211,000
Washington  157,000 157,000
Michigan  91,000 91,000
Colorado  86,000 86,000
Louisiana  84,000 84,000
Oregon  66,000 66,000
Illinois (2)  57,000 57,000
Montana  57,000 57,000
Georgia (2)  34,000 34,000
Minnesota  27,000 27,000
Mississippi  22,000 22,000
Wyoming  6,000 6,000
New Mexico  6,000 6,000
Idaho  5,000 5,000

1,586,000 1,586,000

Total 5,816,391 2,135,000 7,951,391

Source: CenturyTel 10‐K 2008
Source: FCC Report 43‐08, the ARMIS Operating Data Report for Embarq
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(1) As of December 31, 2008 and 2007, approximately 48,000 and 51,000, respectively, of 
these lines were owned and operated by our 89%‐owned affiliate.
(2) In connection with our acquisition of Madison River in April 2007, we acquired an 
aggregate of approximately 164,000 access lines in Illinois, Alabama, Georgia and North 
Carolina.
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($s in millions) CTL‐EQ FTR‐VZ FRP‐VZ

Transaction Size
Dollar Value 11,600$      8,583$        2,715$       
Target Access Lines 5,853         4,791         1,531         
Target States Involved 18               14               3                 

Relative Size (Target:Acquirer Ratio)
Access Lines 2.87            2.13            6.14            
Revenues 2.38            1.92            4.59            
EBITDA 2.09            1.58            3.19            

Pro forma Leverage
Excluding Synergies 2.3x 2.6x 4.1x
Including Synergies 2.1x 2.2x 3.7x

Pro forma Payout Ratio 50% 43% 60.0%‐70.0%

PF Investment Grade Ratings Yes Near No
Dual Systems Capabilities Yes Yes No  

Source: Company press releases and presentations; New Frontier Presentation.  
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FAIRPOINT COMMUNICATIONS 

QUALITY OF SERVICE REPORT (NEW HAMPSHIRE) 

AUGUST 2009 

 



Kevin M. Shea 
Vice President 
Govenunent Relations - NH 
900 Elm Street, Suite 1922 
Manchester, NH 03101 

September 21, 2009 

Kathryn M. Bailey, PE 
Telecommunications Division Director 
New Hampshire Public Utilities Commission 
21 South Fruit Street, Suite 10 
Concord, New Hampshire 03301 

Dear Kate: 

In accordance with the Commission's Electronic Report Filing (ERF) program, FairPoint 
Communications - NNE has electronically filed the Quality of Service report for August 2009 
and is also filing the attached paper copy. 

There were three (3) exchanges that met/exceeded a 2.5 customer troubles report rate for three 
consecutive months ending with the August 2009 report. 

Please call if you have any questions. 

Sincerely, 

~y//7~4:?-
Kevin M. Shea 
Attachments 

cc:	 Meredith Hatfield 
Karen Mead 
Michael Morrisey 
Brian Lippold 



FairPoint Communications· NNE 

New Hampshire SQI Results 

August 2009 

POTs Prer 
% Appoint 

Baseline 

2007 
YTO 
2008 
YTO 
2009 
YTO 
TBD 

JAN 
90.04 
90.04 
92.23 
92.23 

nfa 
nfa 

FEB 
90.26 
90.26 
93.33 
93.33 
34.88 
34.88 

MAR 
90.18 
90.22 
94.06 
93.70 
39.79 
39.79 

APR 
90.24 
90.23 
95.10 
94.16 
54.01 
46.90 

MAY 
90.53 
90.30 
94.69 
94.30 
70.80 
54.87 

JUN 
90.91 
90.42 
92.86 
94.01 
77.93 
60.63 

JUL 
91.28 
90.57 
90.56 
93.43 
72.69 
63.04 

AUG 
91.52 
90.70 
90.10 
92.96 
69.11 
64.06 

SEP 
91.81 
90.84 
93.55 
93.03 

OCT 
92.10 
90.98 
93.19 
93.05 

NOV 
92.03 
91.09 
91.11 
92.86 

OEC 
92.25 
91.19 
84.76 
92.12 

AVG 

91.10 

92.13 

64.06 

POTs Mec 
% Appoint 

Baseline 

2007 
YTO 
2008 
YTO 
2009 
YTO 
TBD 

99.91 
99.91 
99.94 
99.94 

nfa 
nfa 

99.92 
99.92 
99.93 
99.93 
61.24 
61.24 

99.92 
99.92 
99.92 
99.93 
63.19 
62.22 

99.92 
99.92 
99.95 
99.93 
81.38 
68.60 

99.92 
99.92 
99.94 
99.94 
88.28 
73.52 

99.93 
99.92 
99.93 
99.93 
79.58 
74.73 

99.93 
99.92 
99.93 
99.93 
76.05 
74.95 

99.93 
99.92 
99.81 
99.92 
88.50 
76.89 

99.94 
99.93 
99.77 
99.90 

99.94 
99.93 
99.90 
99.90 

99.94 
99.93 
99.73 
99.88 

99.94 
99.93 
99.83 
99.88 

99.93 

99.88 

76.89 

POTs Corr 
% Appoint 

Baseline 

2007 
YTO 
2008 
YTO 
2009 
YTO 
TBD 

97.77 
97.77 
98.30 
98.30 

nfa 
nfa 

97.80 
97.80 
98.58 
98.58 
45.04 
45.04 

97.76 
97.78 
98.76 
98.67 
45.67 
45.36 

97.76 
97.77 
99.03 
98.79 
62.08 
50.93 

97.81 
97.78 
99.02 
98.85 
75.33 
57.03 

97.88 
97.80 
98.44 
98.77 
78.34 
61.29 

98.05 
97.84 
97.90 
98.62 
73.87 
63.39 

98.11 
97.88 
97.54 
98.47 
75.48 
65.12 

98.19 
97.92 
98.25 
98.44 

98.26 
97.96 
98.53 
98.45 

98.24 
97.99 
97.98 
98.40 

98.29 
98.01 
97.39 
98.31 

97.99 

98.31 

65.12 

OSL Prem 
% Appoint 

Basline 

2007 
YTO 
2008 
YTO 

2009 
YTO 
TBD 

93.09 
93.09 
92.13 
92.13 

nfa 
nfa 

91.54 
91.54 
88.24 
88.24 
40.00 
40.00 

91.72 
91.63 
93.50 
90.87 
39.86 
39.93 

86.06 
89.77 
93.55 
91.76 
33.25 
37.70 

89.74 
89.77 
95.80 
92.77 
44.22 
39.33 

88.13 
89.44 
96.05 
93.43 
67.24 
44.91 

88.36 
89.26 
94.01 
93.53 
63.49 
48.01 

88.99 
89.22 
87.86 
92.72 
51.39 
48.49 

91.56 
89.51 
95.41 
93.05 

91.65 
89.75 
93.78 
93.13 

89.41 
89.72 
94.44 
93.26 

92.56 
89.97 
82.69 
92.30 

90.23 

92.29 

48.49 

OSL Mech 
% Appoint 

2007 
YTO 

2008 
YTO 
2009 
YTO 

99.86 
99.86 
99.87 
99.87 

nfa 
nfa 

99.58 
99.58 
99.66 
99.66 
100.00 
100.00 

99.87 
99.73 
99.89 
99.78 
37.50 
68.75 

99.92 
99.79 
99.80 
99.78 
31.88 
56.46 

99.83 
99.80 
99.92 
99.82 
71.98 
60.34 

99.86 
99.81 
99.94 
99.84 
78.53 
63.98 

99.77 
99.81 
99.87 
99.85 
71.95 
65.31 

99.73 
99.79 
99.79 
99.84 
92.12 
69.14 

99.84 
99.80 
99.76 
99.83 

99.91 
99.81 
99.71 
99.82 

99.69 
99.80 
99.81 
99.82 

99.74 
99.79 
99.90 
99.82 

99.80 

99.83 

69.14 



Baseline TBD 

DSL Comt 2007 98.47 98.51 99.01 98.25 98.73 98.25 98.25 98.10 98.65 98.66 98.22 98.73 
% Appoint YTD 98.47 98.51 98.76 98.59 98.63 98.55 98.50 98.44 98.47 98.49 98.46 98.49 98.49 

2008 98.74 98.07 98.98 98.93 99.42 99.39 98.96 98.08 99.12 98.89 99.13 98.19 
YTD 98.74 98.07 98.53 98.66 98.85 98.96 98.96 98.83 98.87 98.87 98.90 98.83 98.83 
2009 n/a 41.79 39.79 33.10 46.12 68.32 66.12 65.91 
YTD n/a 41.79 40.79 38.23 40.20 45.82 49.21 51.59 51.59 

Baseline TBD 

% Installat 2007 97 98 97 97 97 97 97 97 97 98 98 98 
Met Comrr YTD 97 98 98 97 97 97 97 97 97 97 97 97 97 

2008 97 97 98 99 99 99 98 97 98 99 98 97 
YTD 97 97 98 98 98 98 98 98 98 98 98 98 98 
2009 98 45 44 62 75 78 74 75 
YTD 98 72 63 62 65 67 68 69 69 

Basline 90 

% Installat 2007 0 0 0 0 0 0 0 0 0 0 0 0 
Met - w/in YTD 0 0 0 0 0 0 0 0 0 0 0 0 0 

2008 0 0 0 0 0 0 0 0 0 0 0 0 
YTD 0 0 0 0 0 0 0 0 0 0 0 0 0 
2009 n/a 0 0 0 0 0 0 0 
YTD n/a 0 0 0 0 0 0 0 0 

Baseline 95 

% Toll and 2007 97 96 94 96 94 95 95 94 96 94 94 95 
Operator ( YTO 97 96 95 95 95 95 95 95 95 95 95 95 95 
10 second 2008 97 97 95 98 98 97 96 97 98 99 98 96 

YTD 97 97 96 97 97 97 97 97 97 97 97 97 97 
2009 97 93 95 96 92 90 91 92 
YTD 97 95 95 95 95 94 93 93 93 

Baseline 90 

% Director 2007 93 94 90 91 90 88 92 96 95 95 95 93 
Calls ans YTO 93 94 92 92 91 91 91 92 92 92 93 93 93 

10 second 2008 92 93 95 96 98 98 97 100 100 100 100 99 
YTO 92 93 94 95 96 96 96 97 97 97 98 98 97 
2009 100 82 92 92 91 86 85 89 
YTD 100 91 91 92 91 91 90 90 90 

Baseline 85 

% Repair 2007 86 87 88 85 86 86 86 87 87 86 90 89 
20 second YTD 86 87 88 87 87 86 86 86 87 86 87 87 87 

2008 88 87 89 93 92 85 80 85 94 92 91 57 
YTD 88 87 88 90 90 89 88 87 88 89 89 86 82 

2009 81 25 30 26 31 51 30 68 



YTO 81 53 45 41 39 41 39 43 43 
Baseline 85 

% Busines 2007 75 75 76 74 68 65 65 72 67 62 65 58 
Answered YTO 75 75 76 75 73 72 71 71 70 69 69 68 69 

2008 62 74 66 56 49 69 75 93 86 89 77 75 
YTO 62 74 70 65 61 63 65 69 71 73 73 74 73 
2009 87 55 16 45 72 72 73 84 
YTO 87 71 53 51 55 58 60 63 63 

Baseline 77 

Customer 2007 1.47 0.71 1.16 2.51 1.53 1.73 1.80 1.50 1.30 1.51 0.94 0.85 
Rate per 1 YTO 1.47 0.71 0.94 1.46 1.48 1.53 1.57 1.56 1.53 1.53 1.47 1.41 1.42 

2008 0.85 1.38 1.11 1.00 0.93 1.56 1.97 1.83 1.30 1.28 1.11 3.34 
YTO 0.85 1.38 1.25 1.16 1.11 1.20 1.33 1.40 1.39 1.37 1.35 1.53 1.47 
2009 1.60 0.64 1.13 1.11 1.12 1.46 1.61 1.80 
YTO 1.60 1.12 1.12 1.12 1.12 1.18 1.24 1.31 1.31 

Baseline 1.36 

% OOS Tr 2007 68 83 70 48 60 67 65 69 69 73 76 79 
24 hours ( YTO 68 83 77 67 65 66 66 66 66 67 68 69 69 

2008 66 70 80 86 85 77 65 62 77 74 79 42 
YTO 66 70 75 79 80 80 77 75 75 75 76 72 72 
2009 62 98 94 99 100 99 100 100 
YTO 62 80 84 88 90 92 93 94 94 

73 

% Repair ( 2007 77 86 77 69 76 81 81 81 79 81 86 83 
YTO 77 86 82 77 77 78 78 79 79 79 80 80 80 
2008 81 79 86 89 88 87 82 80 85 85 87 62 
YTO 81 79 83 85 86 86 85 84 85 85 85 83 83 
2009 77 10 75 81 83 82 86 86 
YTO 77 44 54 61 65 68 71 72 72 

82 

% Oialtone 2007 100 100 100 100 100 100 100 100 100 100 100 100 
YTO 100 100 100 100 100 100 100 100 100 100 100 100 100 
2008 100 100 100 100 100 100 100 100 100 100 100 100 
YTO 100 100 100 100 100 100 100 100 100 100 100 100 100 
2009 n/a n/a n/a 100 100 100 100 100 
YTO n/a n/a n/a 100 100 100 100 100 100 

98 

% Call Cor 2007 100 100 100 100 100 100 100 100 100 100 100 100 
YTO 100 100 100 100 100 100 100 100 100 100 100 100 100 
2008 100 100 100 100 100 100 100 100 100 100 100 100 
YTO 100 100 100 100 100 100 100 100 100 100 100 100 100 



ty 

2009 n/a n/a n/a 98.13 97.23 98.00 97.70 97.50 
YTD n/a n/a n/a 98.13 97.68 97.79 97.77 97.71 97.71 

97 

Held Orde 2007 12.40 7.79 10.43 6.67 5.53 6.02 3.83 5.54 13.18 6.15 10.00 10.30 
Averaoe T YTD 12.40 7.79 9.11 8.30 7.61 7.29 6.71 6.54 7.37 7.24 7.51 7.77 8.15 

2008 8.78 8.36 13.66 4.05 8.07 9.54 5.80 6.78 11.88 8.15 6.46 2.90 
YTD 8.78 8.36 11.01 8.69 8.54 8.74 8.25 8.04 8.52 8.48 8.28 7.79 7.87 
2009 n/a 2.73 4.74 7.99 14.60 0.00 0.00 0.00 
YTD n/a 2.73 3.74 5.15 7.52 7.52 7.52 7.52 7.52 

Baseline 7.82 

2009 Penalt) 

Tracking Only 
Total Held 2007 41 19 22 18 30 24 19 37 29 25 32 27 
Month Ene YTD 41 19 21 20 22 23 22 24 25 25 26 26 27 

2008 17 15 12 14 11 14 14 13 25 11 8 19 
YTD 17 15 14 14 13 13 13 13 15 14 14 14 14 
2009 9 424 6,511 9,620 3,060 0 0 0 
YTD 9 217 2,315 4,141 3,925 3,925 3,925 3,925 3,925 

Averaoe 0 2007 12.99 8.53 8.74 14.92 8.50 5.48 5.54 13.45 23.04 20.63 13.41 10.34 
of Service YTD 12.99 8.53 8.64 10.73 10.17 9.23 8.62 9.31 11.03 12.09 12.22 12.05 12.13 

2008 8.69 10.55 12.63 6.54 11.78 10.38 6.28 10.84 14.73 15.92 8.42 6.04 
YTD 8.69 10.55 11.59 9.91 10.38 10.38 9.69 9.86 10.47 11.07 10.81 10.37 10.23 
2009 6.97 2.71 4.69 7.61 13.00 11.40 9.30 7.10 
YTD 6.97 4.84 4.79 5.50 7.00 7.73 7.95 7.85 7.85 

Number of 2007 20,603 16,221 16,617 17,348 21,925 17,922 15,933 14,847 13,358 18,282 13,756 10,376 
YTD 20,603 36,824 53,441 70,789 92,714 110,636 126,569 141,416 154,774 173,056 186,812 197,188 197,188 
2008 12,721 9,451 9,426 12,868 16,676 13,722 11,628 10,561 12,549 16,137 12,068 11,274 
YTD 12,721 22,172 31,598 44,466 61,142 74,864 86,492 97,053 109,602 125,739 137,807 149,081 149,081 
2009 10,944 400 21,470 21,685 20,471 21,274 18,381 22,019 
YTD 10,944 11,344 32,814 54,499 74,970 96,244 114,625 136,644 136,644 

Number of 2007 6,400 5,501 5,719 5,604 6,838 8,331 6,114 6,776 5,020 5,510 4,691 4,145 
YTD 6,400 11,901 17,620 23,224 30,062 38,393 44,507 51,283 56,303 61,813 66,504 70,649 70,649 
2008 4,805 3,960 3,896 3,967 3,882 4,370 4,287 4,344 4,691 4,426 4,067 2,991 
YTD 4,805 8,765 12,661 16,628 20,510 24,880 29,167 33,511 38,202 42,628 46,695 49,686 49,686 
2009 3,482 380 15,190 19,749 4,483 2,167 2,052 2,541 
YTD 3,482 3,862 19,052 38,801 43,284 45,451 47,503 50,044 50,044 

% Abando 2007 1.8 1..7 1.8 1.5 1.2 1.3 1.4 1.3 1.3 1.4 1.2 1.2 
YTD 1.8 #DIV/O! 1.8 1.7 1.5 1.5 1.4 1.4 1.4 1.4 1.4 1.4 1.4 
2008 1.2 1.4 1.1 1.4 1.3 1.6 1.4 1.5 1.6 1.1 1.2 1.6 



YTO 1.2 1.4 1.3 1.3 1.3 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 
2009 1.4 25.4 26.2 17.8 15.8 10.7 23.6 6.0 
YTO 1.4 13.4 17.6 17.7 17.3 16.2 17.3 15.8 15.85 

Mean TimE 2007 23.52 17.57 21.92 44.80 32.02 24.27 24.67 22.83 23.57 21.58 19.90 18.33 
All Service YTO 23.52 17.57 19.75 28.10 29.08 28.12 27.54 26.87 26.46 25.91 25.31 24.68 24.58 

2008 20.00 21.11 18.58 16.23 17.04 20.25 24.02 25.71 21.63 20.26 19.37 54.13 
YTO 20.00 21.11 19.85 18.64 18.24 18.64 19.54 20.42 20.57 20.54 20.42 23.48 23.19 
2009 33,22 23.55 40.09 32.98 28.60 31.60 29.00 27.80 
YTO 33,22 23.55 31.82 32.21 31.31 31.36 30.97 30.52 30.52 

# Repeat 2007 882 490 986 1,619 1,436 1,399 1,341 1,114 1,017 1,114 502 518 
YTO 882 1,372 2,358 3,977 5,413 6,812 8,153 9,267 10,284 11,398 11,900 12,418 12,418 
2008 622 799 789 587 471 879 1,186 1,316 754 743 630 1,587 
YTO 622 1,421 2,210 2,797 3,268 4,147 5,333 6,649 7,403 8,146 8,776 10,363 10,363 
2009 n/a 129 347 338 339 516 602 620 
YTO n/a 129 476 814 1,153 1,669 2,271 2,891 2,891 

Access Lir 2007 574,769 571,410 567,321 563,110 559,298 555,035 550,606 545,442 507,777 503,613 498,370 493,595 540,862 
2008 488,109 482,104 477,012 470,222 464,350 456,916 450,231 443,725 438,005 432,001 427,079 421,862 454,301 
2009 415,671 358,314 386,153 379,243 375,331 366,836 360,244 353,995 

Held Orde 2007 1 1 1 0 2 0 1 4 4 2 2 4 2 
2008 1 2 2 1 2 0 2 2 3 2 2 4 2 
2009 3 0 512 2,169 412 0 0 0 
YTO 3 2 172 671 619 619 619 619 619 
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Frontier Communications Integration History

2000 2001 2002 2003 2004 2005 2006 2007 2008

GTE to DPI:
• Minnesota (150,000 lines)
• Illinois (100,000 lines)
• Nebraska (60,000 lines)

Commonwealth Acquisition 
to DPI/CDG (425,000 lines). 

Rhinelander, Wisconsin 
(25,000 lines).

Converted four (4) end 
user billing systems to 

DPI. 

Global Valley Networks to 
DPI (15,000 lines). 

Qwest Communication to DPI:
• North Dakota (15,000 lines)

Ogden, New York (25,000 lines).

Converted from Comsoft to DPI. 

Alltel Information Systems 
(900,000 lines).

Hosted End User Billing to 
DPI/CDG.

Frontier DPI to Citizens DPI 
(400,000 lines). 

Rochester, NY CARS to DPI 
(400,000 lines). 
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I. 

Q. Please state your name, occupation and business address. 2 

INTRODUCTION 1 

A. My name is Joel F. Jeanson.  I am a Director in the Utility Practice of Huron Consulting 3 

Group, Inc. (“Huron”).  My business address is 550 West Van Buren Street, Chicago, 4 

Illinois 60607.  I have been employed by Huron since 2007.  Prior to joining Huron in 5 

2007, I was a Director with the Barrington-Wellesley Group, Inc., a management-6 

consulting firm focused exclusively on providing services to the utility industry. 7 

  8 

Q. Have you previously filed testimony in Case No. UM 1431? 9 

A. No, I have not. 10 

 11 

Q. Please describe your professional background and experience.  12 

A. Virtually my entire professional career has been spent working in various accounting, 13 

finance and auditing capacities in the utility industry.  Upon graduation from Indiana 14 

University in 1979, where I received a B.S. in Business with Distinction (majoring in 15 

Accounting), I joined Arthur Andersen & Co. as a staff auditor.  After two years, I was 16 

promoted to Senior Auditor.  In 1983, I left Arthur Andersen to work for a utility 17 

company where I remained for eighteen years.  While with the utility, I served as 18 

Director of Auditing, Financial Director of Marketing and Operations, Director of 19 

Corporate Performance, Director of Budgeting and Management Reporting, and finally, 20 

Director of Accounting.  In 2001, I joined the management-consulting firm Barrington-21 

Wellesley Group, Inc. (“BWG”).  BWG focused exclusively on serving clients in the 22 

utility industry, including utility regulatory agencies.  While with BWG I was involved in 23 
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a number of management audits of utility companies on behalf of state utility regulatory 1 

commissions.  BWG was acquired by Huron Consulting Group in April 2007 and became 2 

the core of Huron’s Utility Practice.   3 

 4 

Q. What is the purpose of your testimony? 5 

A. The purpose of my testimony is to respond to comments made in the direct testimony of 6 

Public Utility Commission of Oregon Staff (Staff) Witnesses Michael Dougherty1, Jorge 7 

Ordonez2 and Irina Phillips3.  I also respond to comments made in the direct testimony of 8 

Citizens’ Utility Board of Oregon (CUB) Witnesses Bob Jenks and Gordon Feighner.4

 16 

  9 

These witnesses suggest scenarios in which they state or imply that the financial 10 

capability of Frontier Communications Corporation (“Frontier”) will be impaired to the 11 

extent that it may be unable to make needed infrastructure investments, maintain 12 

adequate service quality, or even provide needed emergency services.  In addition, Staff 13 

Witness Dougherty provides a number of conditions he believes the Commission must 14 

adopt in order to mitigate the risks to this transaction. 15 

Q. Can you describe your approach to determine whether the concerns of these 17 

witnesses are warranted?  18 

                                                 
1 Pre-Filed Direct Testimony of Michael Dougherty, Public Utility Commission of Oregon, Staff Exhibit 100, 
November 2, 2009 (hereafter “Dougherty Direct”). 
2 Pre-Filed Direct Testimony of Jorge Ordonez, Public Utility Commission of Oregon, Staff Exhibit 200, November 
2, 2009 (hereafter “Ordonez Direct”). 
3 Pre-Filed Direct Testimony of Irina Phillips, Public Utility Commission of Oregon, Staff Exhibit 300, November 2, 
2009 (hereafter “Phillips Direct”). 
4 Pre-Filed Direct Testimony of Bob Jenks and Gordon Feighner, Opening Testimony of The Citizens’ Utility Board 
of Oregon, November 2, 2009 (hereafter “Jenks/Feighner Direct”). 
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A. Yes. I completed an alternative financial review or stress tested the financial model 1 

Frontier utilized to project future revenues, earnings before income taxes, depreciation, 2 

and amortization (“EBITDA”) and cash flows for each scenario identified by the 3 

individual witnesses mentioned above.  For each scenario tested, I assessed the impact on 4 

free cash flow, financial leverage (i.e., the debt-to-EBITDA ratio), and the dividend 5 

payout ratio.  I then compared the results and conclusions I reached to those reached by 6 

the Staff and CUB witnesses.  The results of my testing present a more balanced and 7 

complete picture of the financial capabilities of Frontier than represented by the Staff and 8 

CUB witnesses in their testimony. 9 

 10 

I also reviewed the financial model for this transaction and performed additional stress 11 

testing of the model for various assumptions used in the model.  The ten scenarios I used 12 

to stress test Frontier’s financial model, and consequently, the financial capability of 13 

Frontier, included scenarios similar to those scenarios identified by the Staff and CUB 14 

witnesses but also include scenarios that test different combinations of changes in 15 

assumptions, including changes in assumptions related to increased capital expenditures.   16 

My testimony presents the results of the work I performed and compares my findings and 17 

conclusions to those reached by the Staff and CUB witnesses.  18 

  19 

 20 

Q. Can you summarize your testimony? 21 

A. Yes.  My testimony presents the results of the stress testing of the Frontier merger model 22 

and contrasts my results and conclusions to those of the Staff and CUB witnesses.  As 23 
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mentioned above, I stress tested the Frontier financial model for the scenarios described 1 

by the Staff and CUB witnesses and also stress tested this model by running ten 2 

additional scenarios.  In all instances, the results of the stress tests indicate that Frontier 3 

has sufficient free cash flow to satisfy its projected debt obligations, operate its business 4 

and adequately invest in the Verizon operating areas that will be transferred to Frontier as 5 

part of this transaction. I have concluded as a result of the stress testing of the Frontier 6 

financial model that Frontier has and will continue to have the financial capability to 7 

weather a wide variability in the values of its key assumptions and that the imposition of 8 

financial conditions is not warranted to mitigate any of the risks described by Staff and 9 

CUB witnesses.    10 

 11 

II. 

Q. Can you describe the nature of your review of the Frontier financial model?   13 

REVIEW OF THE FRONTIER FINANCIAL MODEL 12 

A. Yes.  I reviewed the Company’s financial model in detail to develop an understanding of 14 

the capabilities of the model, to ensure that formulas and linkages worked properly, and 15 

to identify those cells in the model which contained the hardcoded inputs.  I then 16 

identified the sources for the key inputs and validated those inputs with the appropriate 17 

source documents. 18 

 19 

The base financial model used by Frontier for this transaction is referred to as the 20 

“Proforma” model.  This model brings together the results of the Frontier legacy financial 21 

forecast and the results of the financial forecasts for the Verizon properties being 22 

acquired.  Because I used the Proforma model to run scenario analyses, I had the 23 
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opportunity to test the mechanics of the model.  For example, for the scenario in which I 1 

assumed that only one-half of the projected synergy savings would be achieved, I 2 

separately calculated the synergy savings eliminated, tax-effected those savings, and 3 

compared the expected amount of the decrease in EBITDA to the amount modeled in the 4 

scenario.  These two amounts were consistent, thereby providing additional assurance 5 

that the financial model works as intended.   6 

 7 

Q. Can you describe the assumptions Frontier used in developing its financial model? 8 

A. Yes.  Based on my review of the Frontier financial model and conversations with Frontier 9 

senior managers, the model includes the following assumptions.  This list is not intended 10 

to be a comprehensive list of all assumptions used in the model. 11 

• An interest rate of 8.5% for the $3.1 billion in new debt to be issued 12 

• Dividends per share of $0.75.  This is a reduction of $0.25 from the current 13 
dividend rate. 14 

• Share price of $7.75 15 

• Effective tax rate of 38.4% 16 

• 677 million new common shares issued  17 

• Capital expenditures of 10-12 percent of revenues for VSTO plus additional 18 
capital expenditures to increase high speed internet deployment (including capital 19 
expenditures to fulfill its commitment to FiOS expansion) and other transaction-20 
related requirements.  21 

• The starting points for the revenue and expense estimates are Verizon VSTO 22 
actual results for fiscal year 2008.   23 

• Synergy savings of $500 million are realized in full by 2013, with one-third (or 24 
$170 million) realized in 2011, and two-thirds (or $340 million) realized in 2014.   25 

• Annual access line losses of about 6 percent for Frontier legacy and about 8-11 26 
percent for VSTO, with the higher percentage VSTO line losses in the earlier 27 
years of the forecast period. 28 
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• A compound annual revenue contraction rate of 1.15% for Frontier legacy and for 1 

VSTO operations of 2.53% for the forecast period. 2 

• Depreciation expense based on a composite useful life of 20 years for post-close 3 
VSTO capital expenditures 4 

 5 

Q. Did your testing of the models uncover any calculation or formulas errors or 6 

problems? 7 

A. No, it did not.   8 

        9 

III. ADDITIONAL STRESS TESTING OF THE FINANCIAL MODEL 10 

Q. What is “stress testing” and why is it important? 11 

A. Stress testing is the process whereby you model increases in costs and reductions in 12 

revenues to test the financial viability of an enterprise.  Stress testing is especially 13 

important in understanding the financial viability of the enterprise in scenarios that are 14 

less favorable than the base model scenario.  Staff Witness Dougherty performed a stress 15 

test of Frontier’s financial capabilities, although his stress tests were performed without 16 

the direct use of the Frontier financial model. CITE 17 

  18 

Q. Can you describe the Frontier financial model being stress tested? 19 

A. Yes.   I used the same financial model used by Frontier as the basis for its own financial 20 

forecasts for the proposed transaction.  As mentioned earlier, this model is referred to as 21 

the “Proforma” model.  This model was developed by Frontier and reviewed with 22 

Frontier’s bankers and used commonly for these types of transactions.  Frontier has 23 

explained that the financial model for this transaction is consistent with Frontier’s past 24 
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experience and practices. As a result, Frontier is confident that its model is appropriate, 1 

reflecting the input of Frontier and its management with many years of successful 2 

operational and transactional experience.  3 

  4 

Q. Was this the same model Frontier produced in discovery in this proceeding, 5 

including to Staff Witnesses Michael Dougherty and Jorge Ordonez? 6 

A. Yes.  7 

 8 

Q. Can you describe in general terms how you went about stress testing the model? 9 

A. Yes.  The theory of stress testing is fairly straight forward.  First, the key assumptions 10 

being used are identified.  These commonly relate to revenues, operating expenses, 11 

capital expenditures, interest, dividends, capital structure, taxes, etc.  Next, based on 12 

experience and supporting documentation, you identify which of these assumptions are 13 

most likely to occur.  Finally, the assumptions that have the most variability are identified 14 

and focused upon. 15 

  16 

Q. Can you summarize the scenarios included in the additional stress testing of the 17 

Frontier financial model that you performed? 18 

A. Yes.  But first I would like to point out that the nature of stress testing requires that key 19 

inputs be modeled conservatively including unlikely scenarios; and that this does not 20 

mean that I am suggesting that more conservative assumptions are more probable than 21 

the base assumptions used in the model.  22 

The specific scenarios tested are listed below.   23 
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• Interest rates.  I modeled a scenario in which the interest rate on the new $3.1 1 

billion in long-term debt required to complete the transaction was 9.5 percent; the 2 

base case assumes an interest rate of 8.5 percent.  The Merger Agreement 3 

provides a shield if an annual rate above 9.5 percent would be unduly 4 

burdensome.  The 8.5 percent debt rate is slightly more conservative than the 5 

8.375 percent effective rate on Frontier’s recently issued $600 million in debt. 6 

• Synergy savings.  In one scenario, I assumed that only one-half of the projected 7 

synergy savings would be realized.  In another, I stress tested no synergy savings.  8 

However, based on my experience I believe it is unlikely that no synergy savings 9 

will be realized in this transaction.  For example, the $500 million in synergy 10 

savings include expense reductions for those costs that vary directly with revenue.  11 

As certain revenues decrease, these costs would decrease regardless of other 12 

actions taken by Frontier to create merger synergies. 13 

• Capital expenditures. I modeled a scenario in which capital expenditures 14 

increased by $50 million in 2010 and by $100 million in each year for years 2011 15 

through 2014.    16 

• Revenues.  I modeled a combination of Frontier legacy revenues declining 17 

slightly to the average of the Wall Street research estimates (together with other 18 

changes included in the average of the Wall Street projections) and a two percent 19 

revenue decrease for the Verizon properties.  Both Staff and CUB witnesses 20 

raised concerns about the impact of revenue shortfalls. When I modeled scenarios 21 

in which revenues decreased, I did not reduce expenses to take into consideration 22 

those expenses that vary directly with revenue and would decrease as revenue 23 
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decreases.  Consequently, these scenarios are even more conservative than 1 

indicated when describing the scenario modeled.  2 

• Combination.  Finally, I stress tested the Frontier model assuming five different 3 

combinations of the above occurred, including one scenario in which there were 4 

no synergy savings, Verizon Separate Telephone Operations (“VSTO”) revenues 5 

decreased five percent and VSTO expenses increased five percent.  Verizon 6 

Separate Telephone Operations refers to the properties being acquired from 7 

Verizon in the proposed transaction.  Staff Witness Dougherty presented 8 

scenarios based on no synergy savings and reductions in EBITDA.  The stress test 9 

I performed as described above was more conservative than that proposed by Mr. 10 

Dougherty.  11 

 12 

Q. Can you describe in detail the ten scenarios you used to stress test the financial 13 

model? 14 

A. Yes.  The first scenario modeled assumed that Frontier obtains new debt required to close 15 

the transaction, but at an interest rate of 9.5 percent.  This interest rate compares to the 16 

8.5 percent rate used in the base case.   17 

 18 

The next scenario assumed that capital expenditures increased by $50 million in 2010 and 19 

by $100 million in each year from 2011 through 2014.  20 

 21 
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Next, I ran two scenarios related to the projected $500 million in synergy savings.  In one 1 

scenario I assumed that only one-half of the synergy savings would be realized; in the 2 

other scenario I assumed that none of the synergy savings would be realized. 3 

 4 

I then ran one standalone scenario to test the impact of decreases in revenues.  In this 5 

scenario, I assumed a two percent decrease in VSTO revenues in each year and a 6 

reduction of Frontier revenues to the average of the Wall Street research estimates.  I did 7 

not model scenarios in which revenues increased beyond those included in the base case 8 

model resulting from the planned for expanded deployment of broadband or the roll-out 9 

of new products and services due to the conservative nature of stress testing.   10 

 11 

Finally, I ran five scenarios that combined some of the individual scenarios described 12 

above.  These scenarios were 1) increasing capital expenditures to the levels described 13 

above and the interest rate on the $3.1 billion in new debt to 9.5 percent; 2) reducing 14 

synergy savings by 50 percent and increasing interest rates to 9.5 percent; 3) reducing 15 

synergy savings by 50 percent, decreasing VSTO revenues by two percent and adjusting 16 

Frontier legacy revenues and expenses to the average of the Wall Street research 17 

estimates; 4) reducing synergy savings by 50 percent and delaying those savings by one 18 

year, decreasing revenues by two percent, and increasing capital expenditures as 19 

described above; and 5) decreasing VSTO revenues by five percent, increasing VSTO 20 

expenses by five percent, and eliminating all synergy savings.   21 

  22 

Q. Why did you pick those particular scenarios? 23 
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A. In the case of the interest rate scenarios, I picked 9.5 percent because that is the interest 1 

rate at which Frontier is entitled to terminate the transaction based on its agreement with 2 

Verizon unless Frontier reasonably determines in good faith that these coverage costs 3 

would not be unduly burdensome.    4 

  5 

I chose to increase capital expenditures by $50 million in 2010 and by $100 million in 6 

each year from 2011 through 2014 to allow for additional replacement-type expenditures 7 

or provide for additional investments in the high speed internet, including FiOS, network.    8 

Choosing the scenario in which VSTO revenues decreased by two percent allowed for 9 

additional line losses. Using the average of the Wall Street research estimates resulted in 10 

more conservative revenue estimates for Frontier legacy.   11 

  12 

Finally, I modeled the five “combination” scenarios to further test the financial flexibility 13 

of Frontier assuming some combination of changes to assumptions in the base case would 14 

occur.  The worst case combination scenario even provided for expense increases beyond 15 

the elimination of all synergy savings. 16 

 17 

Q. Can you briefly summarize the results of the stress testing on projected free cash 18 

flow?   19 

A. Yes.  Frontier’s model shows free cash flow ranging from $1.2 billion in 2010, down to 20 

$1.0 billion in 2011 and then increasing to $1.3 billion in 2014.  During that same time 21 

period, its debt-to-EBITDA ratio ranged from a high of 2.84 in 2010 to a low of 2.65 in 22 

2013. In contrast, in the most conservative scenario modeled, free cash flow ranged from 23 
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$1 billion in 2010 to $0.8 billion in 2014, with a low of $664 million in 2012.  During 1 

that same time period, the debt-to-EBITDA ratio ranged from a low of 3.19 in 2010 to a 2 

high of 3.67 in 2014.  These results, together with a comparison of the dividend payout 3 

ratio and net income, are presented graphically in the following charts.  My most extreme 4 

scenario assumed no synergy savings, a five percent revenue decrease and five percent 5 

expense increase at VSTO.  In all years, free cash flow remains significantly positive and 6 

sufficient to cover dividend payments while maintaining debt-to-EBITDA ratios well 7 

below 4.5.  Because this is the most conservative scenario modeled, the results of all 8 

other stress tests are even more positive and demonstrate an even higher degree of 9 

financial strength at post-merger Frontier. 10 

 11 
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Exhibit 2 to my testimony presents a more detailed presentation of the stress testing of 1 

the Frontier model.   2 

 3 

Q. How did you assess the results of the stress testing? 4 

A. We assessed the results of the stress testing by calculating the impact on free cash flow, 5 

the impact on the ratio of debt to adjusted EBITDA and the impact on the dividend 6 

payout ratio.  We also compared net income under the scenarios tested to the base model.  7 

Free cash flow is important because it reflects cash, or working capital, available to meet 8 

unexpected costs or revenue deficiencies.  The ratio of debt to adjusted EBITDA is 9 

important because this is the measure that must be satisfied in the Company’s existing 10 

debt covenant.  The dividend payout ratio is important because Frontier places significant 11 

importance on its ability to pay out no more than 65 percent of free cash flow in 12 

dividends.  Long-term, maintaining this ratio at an appropriate level increases the 13 

likelihood that Frontier will become investment grade and maintain ready access to new 14 

debt and equity capital at an appropriate price.      15 

  16 

Q. Generally speaking, what do the results of stress testing say about the financial 17 

viability of the transaction? 18 

A. The results of the stress testing suggest that the Company has significant financial 19 

flexibility.  Earlier in my testimony I presented the results of the most conservative 20 

scenario tested.  We also tested a number of other scenarios. 21 

 22 
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For example, one scenario tested included a combination of changes: Achieving only 1 

one-half of the projected synergy savings, reducing VSTO revenues by two percent, and 2 

adjusting Frontier legacy revenues and expenses to Wall Street research averages.  In this 3 

the scenario, Frontier’s free cash flow ranged from a low of $855 million in 2011 to a 4 

high of $1.1 billion in 2014.  In this same scenario, the debt-to-EBITDA ratio never 5 

exceeded 3.19 and dividends paid ranged from 81.2 percent of free cash flow in 2011 6 

down to 58.5 percent in 2014.  In contrast, in the base case model from 2001 to 2014 free 7 

cash flow ranged from $998 million to $1,321 million, the debt-to-EBITDA ratio ranged 8 

from 2.84 to 2.68, and the dividend payout ratio ranged from 73.3 percent to 48.6 9 

percent.    10 

11 
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 1 

IV. STAFF AND CUB WITNESS TESTING AND CONCLUSIONS 2 

Q. Are you familiar with the scenario testing performed by Mr. Dougherty as 3 

described on Page 34 of his testimony and Page 116 of Staff Exhibit 102?5

A. Yes. Mr. Dougherty’s direct testimony presents the results of his “worst case” scenario of 5 

no synergy savings and a ten percent reduction in earnings before interest, taxes, 6 

depreciation and amortization (EBITDA).

 4 

6  In this scenario, “if Frontier does not achieve 7 

its anticipated synergies, a 10 percent annual decline in EBITDA could result in a 8 

leverage ratio of greater than 3.8x (current level) in approximately 5 years.”7 The exhibit 9 

to his testimony presents the complete results of Mr. Dougherty’s scenario analyses.8

Mr. Dougherty performed two sets of scenario tests.  One set modeled a series of 13 

decreases in EBITDA (5%, 7.5% and 10%) with no reduction in synergy savings.

  All 10 

other scenarios tested by Mr. Dougherty result in improved financial leverage compared 11 

to the base case results presented in his direct testimony as shown below. 12 

9

 19 

  The 14 

other set modeled a series of decreases in EBITDA (5%, 7.5% and 10%) with the 15 

elimination of all synergy savings.  In Mr. Dougherty’s worst case and highly unlikely 16 

scenario, Frontier’s leverage ratio (i.e., a Debt-to-EBITDA ratio) will be greater than 3.8 17 

(current level) in approximately 5 years.   18 

                                                 
5 Dougherty Direct, p. 34, Staff Exhibit 102, p. 116. 
6 Id., p. 34. 
7 Id. 
8 Id., Staff Exhibit 102, p. 116. 
9 Id. 
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The following table compares the results of the leverage in year 2014 between Mr. 1 

Dougherty’s calculation and my calculation.  Since Mr. Dougherty did not calculate a 2 

leverage ratio for each year, I calculated the coverage ratio for 2014 from the information 3 

contained in Mr. Dougherty’s exhibit.   4 

 No Synergies Synergies 

 5% 7.5% 10% 5% 7.5% 10% 

Dougherty 3.3 3.8 4.3 2.9 3.3 3.7 

Jeanson 3.4 3.6 3.7 2.8 2.9 3.0 

 5 

Mr. Dougherty’s analysis, which focused on leverage, did not model whether Frontier 6 

would, in this scenario, have sufficient cash flows to fund its projected capital 7 

expenditures or pay dividends to its shareholders.  My stress testing included additional 8 

assessments to determine the sufficiency of cash flows for these and other purposes.    9 

The following table presents Frontier’s free cash flow in 2014 using these same scenarios 10 

considered by Mr. Dougherty.  As you can see from the table, Frontier has significant 11 

free cash flows in these scenarios. 12 

No Synergies* Synergies* 

5% 7.5% 10% 5% 7.5% 10% 

$930  $889  $857  $1,230  $1,183  $1,135  

 * In millions. 13 

 14 
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Q. Do you believe that the worst case scenario modeled by Mr. Dougherty is a likely 1 

outcome of this transaction? 2 

A. No.  Mr. Dougherty’s worst case scenario assumes no synergy savings and a 10 percent 3 

reduction in EBITDA.  It is highly unlikely that Frontier will not fail to achieve any 4 

synergy savings resulting from this transaction and also experience 10% cost increases or 5 

revenue decreases.  And even if this unlikely scenario were to occur, Frontier will have 6 

sufficient cash flow to satisfy its projected debt obligations, operate its business and 7 

adequately invest in the Verizon operating areas that will be transferred to Frontier as part 8 

of this transaction.   9 

 10 

Q. Are you familiar with the direct testimony of Staff Witness Irina Phillips and her 11 

suggestions on how Frontier might respond to actual conditions that may prove to 12 

be less favorable than those modeled in Frontier’s proforma model? 13 

A. Yes. Ms. Phillips describes two scenarios in her testimony and possible Frontier 14 

responses.   First, on Page 3, Ms. Phillips suggests that the loss of customers may lead to 15 

workforce reductions, pay adjustments, issues with customer billing services, or possibly 16 

even interruptions of 9-1-1 services.10  Second, on Page 7, she suggests that Frontier 17 

could offset additional line losses by adding incremental revenues through new products, 18 

adjusting its cost structure, reducing capital expenditures, or reducing dividends.11

                                                 
10 Phillips Direct, p. 3. 

  19 

Unfortunately, she makes these assertions without having utilized the Frontier financial 20 

model provided to Staff and without even having referenced the results of the stress 21 

testing performed by Staff Witness Dougherty.  The results of my analyses, including one 22 

11 Id., p. 7. 
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scenario in which we model a reduction in revenue which is Ms. Phillips’ primary 1 

concern, indicate that Frontier clearly has the financial flexibility to respond to these 2 

situations without having to resort to significant cost reductions that could potentially 3 

affect customer billing or emergency services.  The table below presents the results of the 4 

scenario in which VSTO revenues decrease by two percent and Frontier legacy revenues 5 

reduce to the average of Wall Street research estimates. 6 

7 
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 1 

Reduce VSTO Revenue by 2% 
and Adjust Frontier Legacy 

Revenues / Expenses to 
Average of Wall Street 

Research Estimates 

2010 2011 2012 2013 2014 

Free Cash Flow 
$1.1 

billion 
$0.9 

billion 
$1.0 

billion 
$1.2 billion 

$1.3 
billion 

Debt-to-EBITDA Ratio  2.93 2.91 2.86 2.81 2.89 

Dividend Payout Ratio 63.9% 76.5% 68.3% 53.2% 49.1% 

 2 

Q. Are you familiar with the testimony of Staff Witness Jorge Ordonez and how he 3 

describes his attempts at performing scenario analyses using the Frontier financial 4 

model?   5 

A. Yes.  On Page 3 of his testimony, Mr. Ordonez describes how he requested that Frontier 6 

perform four sensitivity analyses using scenarios he identified.  Instead, Frontier provided 7 

its financial model to Mr. Ordonez to allow him to run the sensitivity analyses.12  8 

However, Mr. Ordonez states that Frontier’s model was unsatisfactory because it was 9 

linked to worksheets not present in the Excel workbook provided.  Unfortunately, on 10 

page 13 of his testimony, Mr. Ordonez defaults to the conclusion that the merger may 11 

harm Oregon customers of Verizon Northwest if the Joint Application is approved 12 

without Staff’s conditions.13

 14 

      13 

                                                 
12 Ordonez Direct, p. 3. 
13 Id. p. 13. 
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The four scenarios that Mr. Ordonez wished, but was unable to model are described in 1 

Data Request No. 199.  The scenarios include modeling annual access line losses of 4 2 

percent and 8 percent and increasing the interest rate on debt by one percent and three 3 

percent while maintaining specified capital structures. 4 

 5 

Q. Were you able to use the Frontier financial model to perform sensitivity analyses 6 

similar to the four scenarios that Mr. Ordonez identified? 7 

A. Although I did not model the exact scenarios identified by Mr. Ordonez, I did analyze 8 

scenarios similar to those described by Mr. Ordonez.  I was able to model scenarios in 9 

which interest rates increased by one percent and three percent, but not with the requested 10 

changes in capital structure.  Instead of the requested scenarios in which annual line 11 

losses were 4 percent and 8 percent, I modeled scenarios in which VSTO revenues 12 

decreased by two percent and decreased by four percent and Frontier legacy revenues 13 

decreased to the Wall Street research averages. I believe these scenarios are more 14 

conservative than the scenarios requested by Mr. Ordonez.  The table below presents the 15 

results of these scenario analyses for 2014.  In all instances Frontier demonstrates 16 

significant financial strength. 17 

 18 

 19 

 20 

Scenarios Interest Rate 
Increases by 

Interest Rate 
Increases by 

VSTO Revenues 
Decrease 2% 
and Frontier 

VSTO Revenues 
Decrease 4% 
and Frontier 
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One Percent Three Percent Revenues 

Decrease to 
WSR Averages 

Revenues 
Decrease to 

WSR Averages 

Free Cash Flow $1.30 billion $1.26 billion $1.25 billion $1.21 billion 

Debt-to-EBITDA 
Ratio 2.7 2.7 2.9 3.0 

Dividend Payout 
Ratio 49.8% 52.4% 49.1% 47.9% 

 1 

 2 

Q. Are you familiar with the testimony of Citizens’ Utility Board of Oregon Witnesses 3 

Bob Jenks and Gordon Feighner (Jenks-Feighner) and the implications they make 4 

about the consequences of reduced revenues? 5 

A.  Yes, on Page 27 of the Jenks-Feighner testimony, they state that reduced revenues will 6 

force Frontier to reduce costs which may lead to reductions in service quality.14

 14 

  As 7 

mentioned above, I stress tested the Frontier financial model using a revenue reduction 8 

scenario.  In addition, several of my “combination” scenarios modeled revenue 9 

reductions.  In all cases, including those in which revenue reductions were modeled in 10 

combination with more conservative assumptions regarding other key inputs, Frontier 11 

demonstrated it had sufficient financial flexibility without resorting to measures that 12 

could potentially lead to reductions in service quality.  13 

 15 

V.  CONCLUSION 16 

                                                 
14 Jenks/Feighner Direct, p. 27. 
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Q. Based upon the results of your stress testing, do you believe that this transaction 1 

should be approved? 2 

A. Yes.  In all scenarios I considered, the results of the stress tests indicate that Frontier has 3 

sufficient free cash flow to satisfy its projected debt obligations, operate its business and 4 

adequately invest in the Verizon operating areas that will be transferred to Frontier as part 5 

of this transaction.   6 

 7 

 Q. Do you believe that attaching financial conditions to the approval of this transaction 8 

is needed? 9 

A. No.  Attaching financial conditions to this transaction is not needed and in fact may serve 10 

to reduce rather than enhance Frontier’s financial flexibility.  For example, perceived 11 

restrictions on Frontier’s ability to pay dividends on its common stock may serve to 12 

reduce the market price of Frontier’s common stock – a price that is based on the present 13 

value of expected future cash flows (i.e., cash dividends).     14 

 15 

Q. Does this conclude your rebuttal testimony? 16 

A. Yes, it does. 17 

18 
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Exhibit 601 1 

JOEL F. JEANSON 2 

 3 

Mr. Jeanson, CPA, has extensive experience in utility finance and accounting, financial and 4 
operational auditing, internal control review and assessment, corporate performance, capital and 5 
O&M budgeting and management reporting.  He is a member of the American Institute of CPAs, 6 
the Wisconsin Institute of CPAs, the Institute of Internal Auditors, and is a past president of the 7 
Indianapolis Chapter of the Institute of Internal Auditors.  During his business career, Mr. 8 
Jeanson has directed the accounting, budgeting, corporate performance and auditing departments 9 
at a major investor owned LDC headquartered in Indiana.  He began his career with Arthur 10 
Andersen & Co.  11 

Mr. Jeanson received a Bachelor of Science degree in Accounting, with distinction, from 12 
Indiana University.  He has continued his studies with course work at the Indiana University 13 
Graduate School of Business and is also a graduate of the Wabash Executive Program.   14 

UTILITY INDUSTRY CONSULTING EXPERIENCE 15 

• Project manager for the performance audit of the three Mid-Columbia Public Utility 16 
Districts for the Washington State Auditor’s Office. (2008-09) 17 

• Project manager and lead consultant for a corporate performance process improvement 18 
initiative for a Midwest gas and electric utility. (2008) 19 

• Lead consultant for the stress testing of the FairPoint financial model and consultant for 20 
the financial assessment of the FairPoint-Verizon transaction for the Vermont 21 
Department of Public Service. (2007-08)  22 

• Lead consultant for the independent assessment of Water System revenue requirements 23 
of the Los Angeles Department of Water and Power for the LA City Council.  (2005-24 
2007) 25 

• Lead consultant for the review of affiliate transactions in connection with audit 26 
preparation services provided to Peoples Gas Light and Coke Company in connection 27 
with a management audit ordered by the Illinois Commerce Commission. (2007)  28 

• Lead consultant for the operational review of the financial services division of a large 29 
Midwest water and wastewater utility.  (2007) 30 

• Project manager and lead consultant for the management and operations audit of the 31 
Martin County Water District for the Kentucky Public Service Commission. (2006-07)  32 

• Lead consultant for the review of business planning, cost allocations and benchmarking 33 
for the Lower Colorado River Authority Water and Wastewater Utility (WWUS) in 34 
connection with the management review of WWUS for the LCRA Board of Directors.  35 
(2006)   36 

• Lead consultant for the review of customer services and cost allocations in connection 37 
with the management audit of the Pennsylvania operating affiliates of FirstEnergy 38 
Corporation for the Pennsylvania Public Utility Commission. (2006) 39 
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• Project manager and lead consultant for the review of the meter reading and billing 1 

practices of Arizona American Water Company for the Arizona Corporation 2 
Commission.  (2006-07) 3 

• Project manager and lead consultant for the review of the meter reading, usage estimation 4 
and billing practices of Arizona Public Service Company for the ACC.  (2005) 5 

• Lead BWG Consultant for cost of service litigation strategy support for Baltimore Gas & 6 
Electric Company’s recent gas services rate case in Maryland.  Analyzed company and 7 
intervener testimonies and developed cross-examination strategies.  (2005) 8 

• Lead consultant for the review of cost allocations in connection with management audit 9 
preparation services provided to South Jersey Gas and New Jersey Natural Gas in 10 
connection with management audits ordered by the New Jersey Board of Public Utilities.  11 
(2004) 12 

• Lead consultant for the review of cost allocations and structural requirements of the 13 
Southern New England Telephone Company (an SBC affiliate) for the Connecticut 14 
Department of Public Utility Control.  (2005)  15 

• Lead consultant for the analysis of variances by FERC account for the four utility 16 
operating company subsidiaries of a major Midwestern utility holding company in 17 
connection with the Companies’ applications for authority to increase utility rates.  18 
Variances are attributable to operating efficiencies and other synergies from a recent 19 
merger, changes in allocation methodologies, and accounting inconsistencies. (2004) 20 

• Lead consultant for the review of budgeting and accounting issues associated with the 21 
focused management audit of Kentucky Utility’s and Louisville Gas & Electric’s 22 
earnings sharing mechanism for the Kentucky Public Service Commission.  (2003) 23 

• Lead Consultant for the program evaluation of SBX1 5 energy efficiency and low-income 24 
assistance funds performed for the CPUC.  Reviewed and tested SDG&E and Southern 25 
California Gas’s program costs, administration and compliance with CPUC and 26 
Legislative requirements.  (2003) 27 

• Consultant for the audit of Atlantic City Electric’s (ACE) restructuring-related Deferred 28 
Balances performed for New Jersey Board of Public Utilities (NJ BPU).  Developed the 29 
regulatory framework for the audit and assessed ACE’s compliance with NJ BPU Orders 30 
and guidelines. (2002) 31 

• A lead consultant for the utility integration and organizational study of the City and 32 
County of Denver Wastewater Management Division.  (2004) 33 

• A lead consultant for the restructuring of the financial organization of The Metropolitan 34 
District, a municipal water and sewer utility headquartered in Hartford, Connecticut.  35 
(2004)  36 

• Lead Consultant for the review of financial, human resources, information technology, 37 
and customer service (including meter reading and billing) functions in connection with 38 
the comprehensive management study of a large municipal water and wastewater utility 39 
(2003) 40 
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• Consultant for BWG’s audit of the Los Angeles Department of Water & Power 1 

(LADWP) performed for the City of Los Angeles.  Assessed LADWP’s financial 2 
management and control environment and assisted with the review of workforce planning 3 
policies and procedures. (2002) 4 

UTILITY INDUSTRY EXPERIENCE 5 

• Directed the accounting department with responsibility for financial (SEC, GAAP and 6 
regulatory) and management reporting, budgeting, financial controls, financial 7 
information systems, and the quarterly Gas Cost Adjustment accounting schedules. 8 

• Performed an internal audit of revenue requirement calculations and pro forma 9 
accounting adjusting entries in connection with the application for an increase in rates 10 
prior to filing. 11 

• Performed a comparative analysis and assessment of Indiana Gas’ main and service 12 
extension policies to those of other gas distribution utilities across the United States.  13 
Developed strategy for changing those policies and the internal operating procedures 14 
related to those policies. 15 

• Directed the corporate business planning and budgeting process.  Integrated the strategic 16 
and operational planning processes so that departmental plans, capital and O&M budgets 17 
and performance measures would be focused on both continuous improvement and the 18 
accomplishment of corporate objectives – which included both financial and non-19 
financial measures. 20 

• Directed the capital budgeting process, including the capital variance reporting process. 21 

• Developed responsibility reporting process, budgets (capital and O&M), and 22 
management reports for Vectren Corporation for first year post-merger that reflected 23 
merger-related costs and savings. 24 

• Financial lead in Vectren merger integration efforts for the various financial areas, 25 
including identification of staffing levels and cost savings opportunities and making 26 
recommendations to provide structure and direction for the company’s financial 27 
organization.  28 

• Project director for activity-based management initiative focused on internal products and 29 
services.  ABM used to assess performance against other service providers, measure 30 
performance, and improve decision-making. 31 

• Updated and enhanced monthly financial report used to review actual and projected 32 
operating results, and set direction as to action required to meet corporate financial 33 
objectives. 34 

• Directed team that established capital expenditure guidelines, policies and procedures for 35 
new business capital investments.   Introduced discounted cash flow modeling to 36 
decision-making process. 37 

• Developed quarterly performance measurement reports that included non-financial as 38 
well as financial measures that tracked performance over time and across operating 39 
regions as well as against external benchmarks.  40 
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• Led customer service business process improvement initiative that assessed performance 1 

and made recommendations for improvement of all customer service processes including 2 
the customer billing process, leading to improved customer service and reduced costs.  3 
Facilitated the development of customer service standards. 4 

• Key member of team that completed a study to identify the services, and levels of 5 
service, that customers are willing to pay for.  This study resulted in significant changes 6 
in how the company delivered services to its customers. 7 

• Directed the service technician performance management pilot project to evaluate 8 
customer satisfaction and identify cost savings opportunities.  This pilot project 9 
ultimately led to establishing processes to evaluating operating performance and quality 10 
for the entire bargaining unit workforce. 11 

• Directed the internal audit department which included responsibility for testing the 12 
accuracy of customer billing as well as operational reviews of field meter reading 13 
processes. 14 

WORK EXPERIENCE 15 

• Manager, Huron Consulting Group (2007 – present) 16 

• Director and Partner, Barrington-Wellesley Group  (2001 - 2007) 17 

• Director of Accounting, Budgeting and Management Reporting, Indiana Gas / Vectren 18 
(1996 - 2001) 19 

• Director of Corporate Performance, Indiana Gas (1992 - 1996) 20 

• Financial Director of Marketing and Operations, Indiana Gas (1989 - 1992) 21 

• Director of Internal Audit, Indiana Gas.  (1983 - 1989) 22 

• Senior Auditor, Arthur Andersen (1979 – 1983) 23 

24 
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Exhibit 602 1 

Table JFJ-1 2 
Scenario Analysis – Free Cash Flow ($ Million) 3 

Scenario Description 2010 2011 2012 2013 2014 

Base Case $1195 $998 $1059 $1301 $1321 

1 Interest Rate to 9.5% 1176 978 1039 1282 1301 

2 Increased Capex  1146 900 963 1207 1228 

3 Eliminate 50% of Synergy Savings 1195 945 954 1144 1164 

4 Eliminate 100% of Synergy Savings 1195 893 850 987 1007 

5 
Reduce VSTO Revenue by 2% and Adjust 
Frontier Legacy Revenues/Expenses to 

Average of Wall Street Estimates 
1114 908 998 1231 1251 

6 
Interest Rate to 9.5% and  
Synergy Savings at 50% 

1176 925 935 1125 1144 

7 
Interest Rate to 9.5% and  

Increased Capex 
1126 880 943 1187 1209 

8 

Eliminate 50% of Synergy Savings, Reduce 
VSTO Revenue by 2% and Adjust Frontier 
Legacy Revenues/Expenses to Average of 

Wall Street Estimates 

1114 855 893 1074 1094 

9 
No Synergies, Revenues Down 5%,                 

Expenses Up 5% 
1004 705 664 804 826 

10 
50% Synergy Savings (Delayed One Year), 
VSTO Revenue Down 2%, Increased Capex 

985 699 736 918 857 

  4 

5 
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Exhibit 602 1 

Table JFJ-2 2 
Scenario Analysis – Debt to EBITDA Ratio 3 

Scenario Description 2010 2011 2012 2013 2014 

Base Case 2.84 2.79 2.72 2.65 2.68 

1 Interest Rate to 9.5% 2.84 2.79 2.72 2.65 2.68 

2 Increased Capex  2.84 2.79 2.72 2.65 2.68 

3 Eliminate 50% of Synergy Savings 2.84 2.88 2.89 2.89 2.93 

4 Eliminate 100% of Synergy Savings 2.84 2.97 3.08 3.19 3.23 

5 
Reduce VSTO Revenue by 2% and Adjust Frontier 

Legacy Revenues/Expenses to Average of Wall 
Street Estimates 

2.93 2.91 2.86 2.81 2.89 

6 
Interest Rate to 9.5% and  
Synergy Savings at 50% 

2.84 2.88 2.89 2.89 2.93 

7 
Interest Rate to 9.5% and  

Increased Capex 
2.84 2.79 2.72 2.65 2.68 

8 

Eliminate 50% of Synergy Savings, Reduce VSTO 
Revenue by 2% and Adjust Frontier Legacy 

Revenues/Expenses to Average of Wall Street 
Estimates 

2.93 3.00 3.05 3.08 3.19 

9 
No Synergies, Revenues Down 5%,                 

Expenses Up 5% 
3.19 3.35 3.49 3.62 3.67 

10 
50% Synergy Savings (Delayed One Year), VSTO 

Revenue Down 2%, Increased Capex 
2.92 2.88 2.90 2.90 3.03 

 4 

5 
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Exhibit 602 1 

Table JFJ-3 2 
Scenario Analysis –Dividend Payout Ratio 3 

Scenario Description 2010 2011 2012 2013 2014 

Base Case 62.8% 73.3% 67.4% 52.7% 48.6% 

1 Interest Rate to 9.5% 63.9 74.9 68.9 53.8 49.8 

2 Increased Capex  65.6 81.3 75.0 58.2 54.3 

3 Eliminate 50% of Synergy Savings 62.8 77.4 75.3 61.0 57.4 

4 Eliminate 100% of Synergy Savings 62.8 81.9 85.1 72.0 68.9 

5 
Reduce VSTO Revenue by 2% and Adjust 
Frontier Legacy Revenues/Expenses to 

Average of Wall Street Estimates 
64.3 76.5 68.3 53.5 49.4 

6 
Interest Rate to 9.5% and  
Synergy Savings at 50% 

63.9 79.1 77.2 62.5 58.9 

7 
Interest Rate to 9.5% and  

Increased Capex 
66.7 83.2 76.9 59.5 55.7 

8 

Eliminate 50% of Synergy Savings, Reduce 
VSTO Revenue by 2% and Adjust Frontier 
Legacy Revenues/Expenses to Average of 

Wall Street Estimates 

63.9 81.2 76.8 62.2 58.5 

9 
No Synergies, Revenues Down 5%,                 

Expenses Up 5% 
59.7 82.5 86.9 70.7 67.0 

10 
50% Synergy Savings (Delayed One Year), 
VSTO Revenue Down 2%, Increased Capex 

65.7 86.7 82.1 66.0 67.7 

 4 


