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Conribution Analysis. Evercore and Citi analyzed the respective contributions of Frontier and Spinco to the access {ines, 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 Spince’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 aiter giving effect
to the merger (before accounting for the elimination of fractional shares and any adjusiments required as 2 result of any amounts paid, payable
or forgone by Verizon pursuant to orders or scttlements 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:

Implicd Frontier Contribution

Unlevered Levered
2008 Actual Access Lines 32% 5%
2009 Estimated Access Lines 33 8
2609 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 LFCY 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 befere taking into account non-recurring integration costs relating fo the merger and
also 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 cstimated free cash flow for each of the fiscal years ending 2012, 2013 and 2014,

Yerizon’s Reasons for the Spin-Off and the Merger

As part of Verizon’s periodic review process, Verizon management reviews its porifolio of asseis to evaluate its current structure and
compaosition, 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 nvestigates and evaluates
the proposals to
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satisfy its fiduciary responsibility to stockhelders. 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 Frontfer and certain related transactions. These factors included:

+  Verizon's belief that (i) its strategic position woukd 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)
nelworks 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 biilion 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 povernmental 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 stockhaolders 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 dividead
{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 info 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 cormpany.

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 cutrent 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 ¢losing 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 vet to be determined, pursuant to the terms of the applicable Verizon
equity incentive plans, faking 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 autstanding options if there is no decrease in the value of Verizon’s comman 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 R8Us, awarded pursuant to Verizon equity incentive plans and held by any current
ar former Verizon employee (including a Verizon employee who continucs 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]j 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 fo 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.

Employpment and Change in Conirol 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 Froutier under which she or he is entitled to certain severance payments and benefits in the
event of tennination without cause by Frentier or resignation by the executive on account of certain material changes in his or her employment
relationship. Certain of these executives are entitied 1o severance payments and benefits only if any such termination or resignation occurs
following a change in control (as defined in the agreements). Other executives are entitled to such severance payments and bengfits 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 Frontisr—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 {etter agreement with Hilary E. Glassman, dated July 8, 2005, and amended in December 2068. 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 confrol oceurred 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:

Yialue of

Accelernted

Restricted
Name Base Salary Bonus Stock (1) 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 3 811,307 0 $ 811,307
Mr. Hayes $ 300,000 $ 199800 $ 749,500 £ 14,9724 $ 1,264,272
Ms. McKenney $ 290,000 $ 217500 § 734927 0 £ 1,242,427
Ms. Glassman § 308,700 £ 154,196 $ 634,592 $ 6,187® $ 1,103,673
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 [, 2009 and the applicable monthly insurance premium for the [ife 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 ptan, resulting in accelerated vesting of matching contributions and distribution of the vested account batance of
ane 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
regulatary 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, Illineis, 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 ar 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 transtfer 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 maiters that must be approved varies by state, the foregoing
approvals are generally required for the transfer of Verizon’s local exchange and intrastate toll businesses in the Spinco territory to companies
to be contrelled by Frontier (including the Spinco subsidiaries after the merger), which will be deemed to occur upon completion of the merger
and the ather 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, lllinois and Nevada.

On Jure 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, preperties 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 ail Spinco
subsidiaries). The merger agreement provides that each party to the merger agreement, subject to customary limitations, will use all
commercially reasonable efforts to pramptly 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 resclve 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 tot 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-Rodine 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 secking to enjoin completion of the spin-off and the merger or seeking divestiture of substantial assets of Fronticr 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 1o 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
companiss 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 premnun.

Based on Frontier being the entity issuing its equify interests in the merger, the Frontier-designated directors representing nine out of
twelve directors on the board of the combingd company and the Frontier senior management team being the senior management team of the
combined 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
‘GFTR}’

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 suminarizes 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
rax considerations applicable to Frontier or Verizon stockholders subject to special ireatment 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, fax-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 stackholders of Frontier or Vertzon 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 parmership 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;

« acorporation, or other entity taxable as a corpotation 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

« atrust, 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 it 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.

The Spin-Off

The spin-off and merger arc 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 stoclkholders of Verizon, referred to as the apinion of
Verizon’s counsel. The opinion of Verizon’s counsel will rely on the TRS ruling as to matters coverad 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, Tn 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 Spince of assets of the Spinco business and related liabilities, in exchange for additional shares of
Spince commen 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 lass will be recognized by Verizon on the contribution or the spin-off under Section 361 of the Cade 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 3533(a)(1) of the Code;

(5) each Verizon stockholder’s holding period in the Spinco commeon 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 counse! 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 Spince pius 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(¢) 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 30% 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(¢). However, Section 355(¢)
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 i3 not part of any such plan or series of related transactions. If Section 355(e) of the Code
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 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(¢c) of the Code causes the spin-off (o 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 af 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-oft 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 mare of its outstanding stock who received Frontier commeon steck 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 Fronticr, to the eftect 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 wiil 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 o 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 TRS or the courts, and the IRS or the courts may nof agree
with the opinicn, 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 cbligations of the parties to the mergsr.

The IRS ruling and the tax apinions are expected to conclude that:

« the merger will qualify as a reorganization under Section 368(a)(1 XA) 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,

« 1o 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 labilities;

* 1o 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 (he 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 comimon 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 oo 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-corparate holders of Verizon common stock may be subject to information reporting and backup withtholding tax on any cash
payments received in lieu of a fractional share of Frontier common stock. Any such helder 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 nymber and certifying that the holder is not subject to backup withholding tax. Any amounts withheld under the backup
withho!ding 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 194 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 wifl be required to
file with their United States federal income tax return far 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 surnmary of selected materiai 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. | 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 agresment 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/prospeclus.

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 partics 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 cettificate of
incorporation and hy-laws as in effect immediately prior to the merger will be the certificate of incorporation and by-laws of the combined
company.

Effective Titme

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 {ater time as Verizon, Spinco and Frontier may agree. The ¢losing 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 1o 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 tetritory 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.

80

http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3 . htm 11/4/2009


http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm

Proxy/Prospectus Page 86 of 445

Tahble of Contents

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 hies of the shares of Spinco common stock otherwise disfributable to that stockholder) that the stockhelder 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 Fractionai Shares

The distribution agent will not deliver any fractional shares of Frontier common stock to Verizon stockholders pursnant to the merger
agreement. Instead, promptly following the merger, the distribution agent wiil 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
oceur 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, IT 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 tecord 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. [t {5 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 1o avoid allocating fractional shares to customer accounts, and that brokers or other nominges may
request the distribution agent to sell these shares of Frontier commeon stock on their behalf, Any such sale would not occur putsvant to the
merger agreement. Verizon stockholders should contact their brokers or other nominees for additional details.

None of Verizon, Spinco or Frentier 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 commen 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 anrd Direciars of the Contbined Frontier

The parties to the merger agreement have agreed that the officers and divectors 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 Mecting

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
Frentier 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 matiers at the special meeting. Frontier has also agreed to deliver this proxy
statement/prospectus 1o 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.”

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 far 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;

»  apptoval by the board of directors;

*  interests in real properties;

*  possession of required licenses and regulatory approvais;
»  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 alse 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 agrecment are subject to materiality qualiifications, 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 indemmitication 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 i3
required to conduct its business in the ordinary course {other than as required to consunimate 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 Frentier has agreed to specific restrictions applicable prior to
the effective time of the merger relating to the following:

»  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 {, 2010 that ar¢ 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, ofiicers 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 materiai tax elections or settling or compromising any material income tax ciaims, 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 praciice and subject to certain other exceptions;

entering into or amending agreements or arrangements with certain aftiliated 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.

Verizan has also agreed to cause Spinco to adhere to the covenants listed above,

Frontier agreed to additignal 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 cdescribed below under “Financing Matters”;

splitting, combining or reclassifying its capital stock or issuing securitics in respect of, in licu of or in substitution for its capital
stock; and

redeeming, repurchasing or otherwise acquiring its capital stock.

Non-Compelition

The merger agreement and the distribution agreement do not contain any restrictions on gither 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 steck to be issued in connection with the
distribution, and $pinco has agreed to file that registration statement with the SEC and use ail commercially reasonable efforts to have the
registration statement declared cffective 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.

Efforis 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 agresment, 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.

Regnlatory Mairers

The merger agreement pravides hat 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 transacticns, including:

+  obtaining all necessary actions, waivers, consents, and approvals from any governmental authority;

+ obtaining the consents of the. FCC and state and local regulatory apencies 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 “—
Cenditions to the Completion of the Merger™),

+ defending any lawsuits or other legal proceedings challenging the merger agreement or the consummation of the transactions
contemptated by the merger agreement;

+  conlesting 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 telecomtmunications regulatory matters.
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Certuin Third-Pariy Counsents

The merger agreement provides that each of Verizon and Spinco will use all cemmercially reasonable efforts to identify and obtain any
material third-party consents necessary to consummate the transactions contemplated by the merger agréement 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
consenis. 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 ihe contribution and (b) if gpplicable, 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 coniract and transfer such pertion 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 Spince 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 custemer 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 agresment contains detailed provisions restricting Frontier’s ability to seek an alternative transaction. Under these provisions,
Fronticr 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 soiicit, 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 acqnisition proposal;
or

+  approve, recommend, agree to or accept, or propose to approve, recommend, agree o or accept, or execute or enter into, any letter
of intent, agreement in principle, merger agreement, acquisition agreement, option agreement or other similar agreement relatad 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:

*  any metper, 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 coimmon stock; or

«  any other substantiaily similar transaction or series of related transactions that would ressonably 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 ar 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 propoesal 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 prarpt 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
Frentier'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 tha Frontier
board} and reasonably capable of being consummated on the terms so proposed, taking infe 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 inio 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

» priorto 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 propesal
and 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 Prontier 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 Frentier 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 contemnplated 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, Froatier 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);

+  tojointly solicit proposals from reputable financing sources no later than nine months after the date of the merger agreement, with
Frontier havirg the right to select from among the preposals 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 thersof
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 ebligations in an equal principal amount; and

+  if Spinco debt securitics 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,
previded that Verizon keeps Frontier reasenably 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 propased 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 [ast 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 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 ar 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 Fronticr’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,
vield 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 (11} 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 materia!ly 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 ne obligation to do se.

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, aleng 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 ta 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 Verizan 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 assefs 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
funiction 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 sofiware 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 ¢losing of the merger).

Direcior and Officer Insurance and Release

Under the terms of the merger agrecment, 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 omnissions by the covered persons prior to the closing of the merger, provided that such covered persons alse execute such
releases releasing the combined company, its subsidiaries and their respective successors and assigns from any and all claims that such covered
persans 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 aind Agreemenis

The merger agreement containg certain other covenants and agreements, including covenants (with certain exceptions specified in the
merger agreement) relating to:

+  post-signing disclosure that Verizan 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 ave 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
oblaining 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 gr to Verizon (assuming for this purpose that the business, assets, propetties and liabilities of each of (i) Verizon
and all Verizon subsidiaries and (ii) Frontier and al! 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 (¢} to abide by any wrilten binding comnitments made by Verizon or any Verizon subsidiary with respect to
the Spinco business, or by Frontier or any of its subsidiaries, to any governmental anthority prior to the date of the merger
agreement);

» the cffectiveness 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 commeon stock to be issued pursuant to the merger agreement;

+  the approval of the merger proposals by Frontier stockhoiders 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 coutt or governmenta! authorify which
restrains, enjoins ot prohibits the contribution transactions, the distribution transaction or the merger;

+ the absence of any action taken, and the abscnce of any statute, rule, regulation or executive order having been enacted, entered,
promulgated or enforced by any governmental authority, having the eftect 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
malerial 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 [RS ruling, unless an alternative structure for the transaction is implemented;

= recsipt 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 tegal 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
tuling as t¢ 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 Spinca’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
atnount 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 eccurrence 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,

Frontiet's obligation to complete the merger is also subject to the satisfaction or waiver of the following additional conditions:

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 te 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 aggregale in order to obtain outstanding regulatory consents er 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
undet “—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 Verizen 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 velume-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 tetminate 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

« (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 stockhalders fail to approve the merger proposals and (iif) 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
statemnent of which it is part, or any omission or aileged 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 metger 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 labilities 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;

« it 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 wili pay its own fees
and expenses in connection with the merger agreement, the merger and the transactions contemplated by the merger agreement, provided that;

» ifthe merger is consummated, Verizon and the combined company will each bear 50% of al! wansfer taxes arising from the
transactions and all recording, application and filing fees associated with the transfer of the Spinco assets in connecticn with the
contribution and distribution;

« ifthe 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 cach bear 30%
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,

[f a party pays an amount that is the responsibility of the other paity, the paying party will be promptly reimbursed for such amount.

Amerndments

The merger agreement may be amended by the partics 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 stack exchange or automated inter-dealer
quctation 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 Agrecement

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/prospecius as Annex A-Z, 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 tirged 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 {s not intended to provide any other factual information about
Verizon, Spinco, Frontier or the combined company. Information abeut 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 cther 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 tc 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, direclory 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 tetritory. The conveyed assets will specifically include designated
fiber-to-the-premises netwoerk 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 tetritory.

Neither Cellco nor any of its subsidiaries {s deemed to be a subsidiary or an affiliate of Verizon for purposes of the distribution agreement
or the merger agrcement.

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 Lo or arising from the Spinco business or the fransferred assets, subject to certain exceptions.
These include current Habilities that are the subject of the working capital adjustment described below.
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Exceprions to Transfers. The distribution agreement does not purport to transfer assets or liabilities in respect of taxes (except for certain
pre-clesing 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 liabitities, 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:

« aspecial cash payment to Verizon in an amount not to exceed the lesser of (i)(x) $3.333 billion minus (v} 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, 8
distribution by Spinco te 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—Tinancing 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 Adjusiment

The parties to the distribution agreement have agreed that within 90 days after the closing of the merger, Verizon will cause ¢ 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.

Covenanls

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 (¥) between Cellco or any of its
subsidiaries, on the ene 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 cther 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.”

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 {ransferred to Spinco or its subsidiaries as part of the contribution, Verizen 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 nct 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.

Murual 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 liabilify 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) Spince will bear the fees and expenses payable to lenders or their advisors in connection with the special cash payment
financing. The foregoing costs of 8pinco will be excluded from the working capital calculation described above. See “—The Merger
Agreement-—Expenses.”
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Additional Post-Closing Covenanits
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 reasenable 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 disiribution agreement may be terminated and the spin-off abandoned at any time
prior to the distribution by and in the sole discretion of Verizon,

Additional Agreements Between Frontier, Verizon and Their Affiliates

Frontier, Spinco and Verizon have entered inte 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 surnmary 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. Infermation about Verizon, Spinco, Frontier and the combined
company can be found elsewhere in this proxy statement/prospectus.

The Employee Matters Agrecment

Verizon, Spinco and Frontier entered into an employee matters agreement to govern their respective rights and obligations with respect to
current and former employces 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 lizbilities relating to Spinco employees that were expressly retained by Verizon. The employee
matters agreement addresses certain issues including assuming and honaring 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 vear 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 thao 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 techricians 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 Torth 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 metrger 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 merget,

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.

+ 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 ot 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 nongualified 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 confributions 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 Habilities will be assumed in full by
Spinco for all Spince employees.

The selicitation 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 ¢xception:

+  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 cccurred) 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 eccurred) 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 afler 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 Frantier Group may not solicit for hire any employee of Verizon and its subsidiaries (such subsidiaries
determined assuming that the distribution has occurred).
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The Tux 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 fo 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 {cther 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 Fronticr, 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(¢) 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 atiributable 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 Spinca
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 Cufover Plan Support Agreement

The following is a summary of sclected material provisions of the cutover plan support agreement that relates to Verizon's local exchange
business in West Virginia.

The cutover plan support agreement, dated as of May 13, 2009, by and between Frontier and Verizon Information Technelogies 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 ot 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 precess 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 suppliet, 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 incutred 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 Agreemenis

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 inteilectual property agreement, Spinco and its subsidiaries, subject to previcusly 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 foregeing) 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 priot 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 assighments described in the above section, Spinco will grant to Verizon and its affiliates a
personal, rovalty-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 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 (iil) Verizon proprietary software), and (2) all 1.8, 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), (¢) all other intellectual
preperty 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 tc 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 thronghceut 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, VolP products, products or services based on
the Long Term Evolution technology (Celleo’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
Spincoe 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 usg, 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 Verizen 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 geods 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. '

Far 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 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 Grand. Pursuant to the software license agreement proposed to be enterad into among Verizon Information Technelogies ELC, 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
ta the extent such other products and services are compatible with the licensed software, and specifically excluding praducts 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 te 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 Verizen proprielary software that supports and enables the products,
functions and services of the Spinco business during the twelve-month period immediately prior to closing, (i) 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

* alicense to any Verizon FiOS related sofiware, which license is the subject of a separate FiOS software license agreement proposed
to be entered between the partics,
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Restrictions on the License Granfed, Unless otherwise provided by the software license agreement, the licensee will have no right to;

J grant sublicenses to the licensed software, or any portion thereof, other than to its subsidiaries and service providers for the
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 setvices 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 pravide fraining 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 annval 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 previding 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 soflware license agreement with respect to a portion of the licensed software, or (¢) otherwise stop supporting a portion of the
licensed sofiware, 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 intsllectual 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
comhined company will pay Verizon for such increased cost or time, at a mutually agreed rate per heour.

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 sofiware 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.

FiQS Agreements

Verizon and Spinco have agreed to enter info 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,
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 Agreemenis

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 ¢ontent 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, ihe revolving credit facility was undrawn. Associaied facility fees vary, depending on Frontier’s debi 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 rebarrow 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 revelving credit facility are also subject to fees which vary depending on
Frontier’s debt leverape ratio, The revelving credit facility is available for genera! corporate purposes but may not be used to fund dividend
payments. The revolving credit facility is unsecured.

On March 28, 2008, Frontiet berrowed $135.0 million under a senior unsecured term loan facility that was ¢stablished 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 defauli.

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 2013;
+  $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.

Cn 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 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
ar 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
financiat 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 te Verizon of the special cash payment in an amount not to exceed the lesser of (i)(x) $3.333 billion minus
{v) the agpregate 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 soutces 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 wounld 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 carlier 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 (IT)
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 aceretion 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
Spince debt securities and the distribution date indebtedness would exceed 9.5%, unless Frontier reasonably determines in good fzith 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 Frentier’s aggregate afier-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
transter the Spinco debt securities to Verizon stockholders or creditors and, if it elects to do so concutiently 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—Coaditions 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, Verizan’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;
« 5200 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 Frontiet and Vetizon’s Separaie 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 “Cautionary Statemen(s 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 infermation 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 Year Ended
June 30, 2009 December 31, 2008
Verizon’s Verizon'’s
Separate Separate
Telephone Telephone
Frontier Operatlans Frontier 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 5 2,237 $ 4,352
Cash provided by operating activities 5 330 3 639 5 739 £ 1426
Capital expenditures $ 110 $ 279 $ 238 $ 730

Resulls 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 uneamned 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’ cemmunications
expenditures.

Duaia 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-volome commercial customers with dedicated high-capacity cireuits. 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 raral 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 2 single
bill. Long distance network service to and from poeints 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 yvellow 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 Spincoe 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.

Othier 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
arcas in which Frontier currently operates and will also seek to offer a satellite video
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product in the Spinca 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 turm 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 wircless data
services will utilize technologies that are relatively new, and the combined company will depend 1o 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 cartier,
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, Ine.; 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.

*  Nefwork Access Expenses. Network access expenses generally comprise of costs associated with the interconnection and routing of
wraffic to or from custometrs 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
customet 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 Lxpenses. Depreciation and amortization expenses include: (i) the estimated periodic charge
(depreciation) for the use of property, plan and equipment and (ii) the estimaled 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 frem 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.”

Liguidity 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, 2004,
Frontier sold its competitive local exchange carrier, referred to as a CLEC, Electric Lightwave, LLC, referred to as ELIL Frontier accounted for
ELI as a discontinued operation in its cansolidated statements of operations. On March 8, 2007, Frontier completed the acquisition of
Commeonwealth, which included a small CLEC component. This acquisition expanded Frontier’s presence in Pennsylvania and sirengthened
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 tetritories 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

CUsStomers.

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 HSL, 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 producis 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 appeintments and the implementation of call reminders and foliow-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 ag the financial results, in those markets,

Frontier utilizes targeted and innovative promotions to atiract new customers, including those moving into Frontier’s territory, win back
former customers, upgrade and up-sell existing customers a variety of service offerings inchuding HSI, video, and enhanced long distance and
feature packages in arder to maximize the average revenue psr 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 teamns dedicated to small business customers and enhancing the skills in its customer sales and service
centers, In addition, Frontier is introducing new producis 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 preducts, including unlimited long distance minutes, bundles of long distance
minutes, wireless data, Internet portat 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-heme, full installation of Frontier’s HSI product, two hour appointment windows for the installation, hard drive
baclk-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,

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, ar 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 peried. This decline during the first half of
2009 is a result of [ower 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 HS1 or cable modem service. Frontier lost approximately
65,200 access lines (net), including 3,900 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 fosses).

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 Financtal and Operating Data™ below is a breakdown that categorizes revenue into customer revenug
and regulatory revenue {switched access and subsidy revenue). Despite the decline in access lines, Frentier’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 fram 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,
b} )

{5 in thousands) 2009 2008 Change % Change 2009 2008 Change % Change
Local setvices £198,296 $214,703  $(16,407) 8% § 399,192 § 431,861 §(32,669) -8%
Data and Internct 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 scrvices 40,560 46,912 (6,352) -1d% 81,972 93,365 {11,393} -12%
Directory services 21211 29,070 (1,859) -6% 54,916 57,608 (2,782) -5%
Other 18,097 19,207 (1,110} 6% 39,582 42,373 (2,791) -7%

$332142 3562550  $(30,408) 5%  $1070.098 $1131.755 $(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
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 miilion, or 8%, to $39%.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 seli its packages and bundles, and canse
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 miltion, or 6%, to $316.9 million, as
compated 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 nutnber of those circuits.

In February 2009, President Obama signed into law an economic stimulus package that includes §7.2 billien in funding, through grants
and loans, for new broadband investrment 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 manths 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 remifted 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 mirutes 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,
primmarily 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 unakle to predict the impact of future changes on iis 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 da not have associated variable
expenses,

Certain states have open proceedings to address reform 1o 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 ot access revenues. In addition, Frontier has been
approached by, and/or is involved in formal state proceedings with, various carriers seeking reductions in infrastate 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 Jong 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 decr¢ased 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 3%, 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 1o the decling.

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 setvice 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, As of June 30,
2009 2008 % Change

Access lines:

Residential 1,405,258 1,516,402 -7%

Business 783,869 §24.310 -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,

(8 in thousands) 2009 2008 $ Change % Change 2009 2008 $ Change % Change
Revenue:

Residential $227 580 $239,633 % (12,053) -5% $ 458,046 $ 480,995 $ (22,94%) -5%

Business 247,135 221 914 {1,779 % 434,560 441,939 {7,379) 2%
Total customer revenue 444 715 461,547 _ (16,832) -4% 892,606 §22,934 (30,328) -3%

Regulatory {Access Scrvices) 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 minules of use (i millions) 2,213 2,538 -15%% 4,586 5,141 -11%
Average monthly total revenue per access line § 80.52 3 7934 2% $ 8033 5 7908 2%
Average monthly custamer revenue per aceess line $ 67.29 § 6510 3% ¥ 67.01 $ 6449 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,
(8 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 “Roiling 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,
{8 in thousands) 2009 2008 § Change % Change 2009 2008 $ Change % Chauge
Wage and benefit expenses 3 86,206 § 95,847 £09,641) -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 L 480 (469) -98% 2,567 1,371 (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) =% 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%, 1o
$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
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) millicn, 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
$1 1.7 millicn, or 2%. This decrease is a result of ongoing benefit payments of $26.6 million, partially offset by positive investment returns of
$14.92 million during the first six months of 2009,

Based on current assumptions and plan asset values, Frontier estimates that its 2009 pension and other posiretirement 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 retireinent costs
Severance and early retirement costs for the three months ended June 30, 2009 decreased 30.5 million as compared with the prior year
period.

Severance and carly retirement costs for the six months ended June 30, 2009 decreased $C.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 pertod, primarily due to cosis recorded in 2008 for & 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.

Ali 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.

122

hitp.//www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3 . htm 11/4/2009


http://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm

Proxy/Prospectus Page 128 of 445

R A R G L L e e B L P R L R R B i U L A A ORI R W A S L i S SRR DR LT T G

Table of Contents

DEPRECIATION AND AMORTIZATION EXPENSE

For the three months ended June 30, For the six months ended June 30,
(8 in thousands) 2009 2008 8 Change_ % Change 2009 2003 35 Change % Change
Depreciation expense § 91,430 5% 8,367 8 (6,937 -7% S184,318 $193,512 § (9,194) -5%
Amortization expense 41,388 45,883 (4,495) -10% 86,058 91,818 (5,760} -6%
$132,318 $144,250 $(11,432) -8% $270376 $285330 $(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 millicn, 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 ¢stimated remaining useful lives of Frontier’s plant assets is performed annually. Frontier adopted the remaining useful lives
proposed in the last study effective Ocfober 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.

ACQUISITION RELATED COSTS

For the threec months ended June 30, For the six months ended June 30,
(5 in thousands) 2008 2008 5 Change % Change 2009 2008 $ Change % Change
Acquisition related costs — -
$10,751 h $10,751 100% $10,751 b $10,751 100%

Acquisition related costs primarily represent fees paid to Frontiet’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,

(5 in thousands) 2009 2008 § Change % Change 2009 2008 8 Change % Change
[nvestment and other income, net $ 4618 $6 841 $(2,223) 32% $1 2865 0§ 5934 § 6,931 117%
Interest expense 98,670 90,710 7,960 9% 187419 181,570 5,849 3%
Income tax expense 14,254 21,874 (17,6200 -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 incoine, 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 seltlement 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.

Frontiet’s average cash balance was $265.1 million and $211.0 million for the six months ended June 3C, 2009 and 2008, respectively.

Interesi 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 inferest rates in 2009, Frontier's average debt outstanding was
$4,875.2 million and $4,757.2 million for the three months ended June 30, 2009 and 2008, respectively. Frontier's debt levels have risen due to
its 3600 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 millicn principal amount of debt, including $255.7 million of debt maturing in 201 1. Excess proceeds from this offering are invested in
cash equivalents.

Interest expense for the six months ended June 30, 2009 increased $3.8 million, cr 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 fax 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 approximatety $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.,

There were no material changes to the liabilities on Frontier's books as of December 31, 2008 related to uncertain tax positions recorded
under FASE 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 additionzal 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 miflion. 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.

Coensolidated revenne 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
petcent in 2008 versus 2007. Presented in the table titled “Qther 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
Frontier
(exeluding
Yo CTE and Yo

(3 in thousands) Amount § Change  Change Amount Acquisitions GYN) $ Change  Change Amount
Local services £ 848,393 $(27,369) -3% % 875,762 § 95,197 § 780,565 §(29,01%) -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% 153272
Directory services 113,347 (1,239) 1% 114,586 1264 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%, 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
revenug, partially offset by rate increases in Rochester, New York on residential lines that became effective August 2006 anc 2007.

Daia anrd Iniernet 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 Intetnet services revenue for 2007 increased $119.6 million, or 28%4, 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
mitlion, 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 & 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 revenuce 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 atiributable 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 teceipts under the Federal High Cost Loop Fund program resulting from Frontiet’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 vnits 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.

Long Distance Services

Long distance services revenue for 2008 increased $2.0 million, ot 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 millien, 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 compated to 2007. Directory services revenue in 2008 reflected lower revenues from vellow pages advertising, mainly in
Rochester, New York,

Diirectory 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 revenne for 2007 decreased $0.8
million, or 1%, as compared to 2006, reflecting slightly lower revenues from yellow pages advertising, mainly in Rochester, New Y ork.

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
promofions 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 millicn in wireless revenue from the Mohave Cellular Limited Partnership.
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OTHER FINANCIAL AND OPERATING DATA

As of Asof As of
December 31, December 31, December 31,
2008 % Change 2007 % Change 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 -T% 2,429,142 14% 2,126,574
HSI subscribers 579,943 11% 522,845 33% 393,184
Video subscribers 119,916 28% 93,596 49% 62,851
Yor the year ended December 31,
{8 in thousands) 2008 $ Change Ch:;ge 2007 Ch:ﬁlge 2006
Revenue:
Residential $ 944,786 $(13,667) -1% § 958,453
Business 887,519 37419 4% 850,100
Total customer revenug 1,832,305 23,752 1% 1,808,553
Regulatory (Access Services) 404,713 (74,749) -16% 470 462
Total revenue $2,237.018 $(50,997) 2%  $2,288,015
Switched access minutes of use {in millions) 10,027 -5% 10,592 4% 10,227
Average monthly total revenue per access line & 83.05m 4% §  79.94@ 3%  §$ 7725
Average monthly customer revenue per access line $ 68.650 6% §  65.000m

(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
Frontier
fexeluding
3 % CTE and s %
(% in thousands) Amount Change Change Amount Acquisitions GVN) Change Change Ampunt
Network access $222,013  $(6,229) -3% $228242 % 35781 3192461 $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 cireuit 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 preduct 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 ot a new digital camera in 2007, and a new personal computer in 2006,
provided ta custemers entering into a multi-year commitment for certain bundled services.

OTHER OPERATING EXPENSES

2008 2007 2006
Frontier
(excluding
% CTE and %
(& in_thousands) Amount 3 Change Change Amount Acquisitions GVYN) § Change Change Amount
Wage and benefit expenses $383,887 32,561 1% $381,326 § 28,907  $352419 § (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% 404279 72,0860 332193 (24,590) -7% 356,783
$810,748 § 2247 0% $308,501 $ 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 199, to $383.9 million as compared to 2007. Wage and benefit expenses
attributable to the CTE and GVN acquisitions increased $10.2 million, or 35%, in 2008 versus 2007, primarily due to the pension curtailment
zain 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 wapge 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 nen-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 Employces’ Pension Plan was merged
into the Fronticr Pension Plan.
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As aresult 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 millien, 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 refirement 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 relirements and terminations
for 42 Rochester, New York employees. Additicnal 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.

Al ather 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 2003 versus 2007, as 2008 includes a full yvear 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. Exciuding 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 2000, 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
Frontier
(excluding
% CTE and %
S in thousands) Amount $ Change Change Amount Acquisitions GYN) 3 Change Change Amount
Depreciation expense $379,490 § 5,055 1% $374,435 § 45,289 $329,146 $(20,961) -6%  $350,107
Amortizatian 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 amottization expense for 2007 increased 569.4 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%, &s 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
Frontier
{excluding
% ) CTE and %
(8 in theusands) Amount % Change Change Amount Acquisitions GVN) % Change Change Amount
Investment income $1 6,118  $(21,523) -57% § 37841 § 402 % 37,239 $(46,510) -56% $8 3,749
Other income (loss), net (5,170} 12,663 1% (17,833) 4,978 (22,818} (25,818) -859% 3,007
Interest Expense 362,634 (18,062) -5% 380,696 {260) 3 BD,956 44,510 13% 336,446
Income tax expense 1 06,496 (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

Investiment 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.

131

hitp://www.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3 htm 11/4/2009

SR ELE S Eibe bt fiaf Ll 2 A fi Sy o 3 - LI B RN whe R BT VR R RREIA W


http://wvw.sec.gov/Archives/edgar/data/20520/000119312509192484/d424b3.htm

Proxy/Prospectus Page 137 of 445

Dpo LR AVR WIS RN ILPLPRLIE GO0 RN TRYE (0 TR A LR TR PO R TS I AT A IR BT O PR S T D P AR BRI M S TR AT Y R e e

Table of Contents

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 millien in income from short-term investments of cash.

Frontier borrowed $550.0 million in December 2006 in anticipation of the Commenwealth 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.

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 retirernent 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 2607 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%.

Frontiet’s average debt outstanding was $4,753.0 million, $4,834.5 million and $4,196.9 million for 2008, 2007 and 2006, respectively.

Inconie fax 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 aresult 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 znd 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
(8 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, ELIL, 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,

Liguidity and Capital Resources

For discussions of the terins of Frontier’s existing debt financing arrangements, see Note 8 in the notes to Frontier's unandited
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 ifs 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 turmeil 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 201 1. 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
vear 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 Expendifures

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 prejects, 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.

[n connection with the (ransactions, 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 fo 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 figm Financing Activities
Debr Reduction

During the first six months of 2009, Frontier retired an agpregate 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,

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 commeon 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 $31 1.7 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 millien 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 miliion.
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 Frontiet’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 fromn 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
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. [n connection with the transactions,
Frontier announced that after the ¢losing 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
beard, as discussed above.

Qff-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 financiat 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, CFQO, 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 ar 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.

Fiseal 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, Fronticr 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 Qperating Activities

Cash provided by operating activities declined $82.4 million, or 10%, for 2008 as compared to 2007. The decline resulted from a drep in
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
QOn March &, 2007, Frontier acquired Commoenwealth 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 tatal 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 2008, which resulied 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 EL1, its CLEC business (including its associated real estate), for $255.3 miilion 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 1T projects, wireless data prejects, and enhancements of Frontier’s Internet
operations.

Debt Reduction and Debt Exchanges

In 2008, Frontiet retived 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 tempotarily fund the acguisition of Commonwealth, and paid down the $33.0
million Commonwealth credit facility, Through December 31, 2007, Frontier retired $183.3 million face amount of Commonwealth convertible
notes for which it paid $1635.4 million in cash and $36.7 million in commeon stock. Frontiet 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% nates 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 203 1. 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 hon-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.

On June [, 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 varics
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 aimount 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 Jannary 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 frem $13.30 to $11.46 during the third quarter of 2004 as a result of the $2.00 per
share of common stack 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 Parmership Convertible Preferred Securities, and Frontier’s Convertible Subordinated Debentures were substantially all the assets of the
Partmership. Frontier’s obligations under the agreements relating to the issnances 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
cbligations relating to the Partnership Convertible Preferred Securities.

In accordance with the terms of the issuances, Frontier paid the annual 5% inferest in quarterly installments on the Convertible
Subordinated Debentures in 2008, 2007 and 2006, Cash was paid (nef of investment retumns) to the Parinership 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

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 variablg 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. Fer 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 commaon stock at an aggregate cost of $200.0 million.

In February 2007, the Frontier beard 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 beard authorized Frontier to repurchase up to $300.0 million of its common stock in public or private
ransactions 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:

Contraciual Obligations:

Payment due by period

(S in thousands) Total 2009 2010 2011 2012-2013 Thereafter

Long-term debt obligations, excluding interest $ 4,732,488 % 3,857 $ 1,236 % 1,125,143 % 1,009497 § 2,586,735
Interest on long-term debt 4,507,391 357,600 360,301 315,801 494,675 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 $ 9389232 § 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,

Divestitfitres

On August 24, 1999, the Frontier board approved & plan to divest its public utilities services businesses, which included gas, electric and
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 prier 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 recegnized a pre-tax gain on the sale of ELI of approximately $116.7 million. Frontier’s afier-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 Accouniing Policies and Estimates

Frontier reviews all significant estitnates affecting its consolidated financial staterments on a recurring basis and records the effect of any
necessary adjustment priov 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 altowance for doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and antortization, pension and
other postretirement benefits, income taxes, contingencies and purchase price ailocations, among others.

Frontier management has discussed the development and selection of these critical accounting estimates with the audit comumnittee of the
Frontiet board and the audit committee has reviewed the disclosures relating to such estimates.

Allowance for Doubtful Accounts

Frontier maintains an allowance for estimated bad debis based on ils estimate of eollectability 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.

Imtangibles

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 simitar
economic characteristics and as a result, Frontier aggregates its four operating segments into one reportable sggment. 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 $501,743 534,736 $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 cf 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
cartying value of such reporting uniis by a wide margin. As a result, the sccond step of the geodwill impairment test was hot 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 8 times annualized ERITDA. 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
asseéts is perforimed annually.

Pension and Other Postretirement Benefits

Frontier’s estimates of pension expense, other postretirement kenefits including retiree medical benefits and related Habilities 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, employse
turnover, healthcare cost trend rates, expected retirement age, optional form of benefit and mortality. Frontier reviews these assumptions for
changes annually with ils independent actuaries. Frontier considers its discount rate and expected long-term rate of return on plan assets o 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 vear.
The measurement date used in the selection of Frentier'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 majot 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 [5% 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 leng-term vate of return from the 8.25% used in 2007. Frontier’s pension plan assets are valued at
actual market value as of the measurement date.

No contribution was made to its pension plan during 2008.

fncome Taxes
Frontier’s effective tax rates in 2006, 2007 and 2008 were approx