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FTR: Notes from the Road

Wednesday, we had Frontier CFO Don Shassian on the road in Boston. The story co.nti,nues to focus on the
strong free cash flow generation of the company and the previously announced acquisition of Verizon access
lines.

We believe the current yield is attractive at the current price, offering investors & 14% coupon for the
upcoming year, which will drop to an atfractive 10% coupon following the close of the Verizon
(VZ/$29.75/Market Perform) properties; however, we note the 10% yield will be on a company with a
significantly lower payout ratio of approximately ~43% after synergies and much less leverage, ~2.2x
debt/EBITDA post synergies {from its current 3.8x).

Investors remained concerned over similarities with FairPoint (FRP/$1.21), which we believe have little
bearing on the .outcome of Frontier's reverse morris trust transaction. Although both deals occur via the
same tax-free spinout process with Verizon, we do not expect any major obstacles to prevent a relatively
smooth merger and integration.

We note several significant differences between the two transactions: Frontier is de-levering (not re-levering)
significantly through the transaction, should be solidly in investment grade range, is proactively cutting its
dividend, and plans on driving broadband penetration and availability much higher than current levels,
(Verizon properties have 60% availability, Frontiers have 92%), all of which regulators like to see. In
addition, we believe Frontier is in a position of strength, as it does not face any financial burdens like
FairPoint did that-would force it to take burdensome concessions. Lastly, Frontier will acquire GTE’s entire
legacy [T systems in 13 of the 14 states, giving it the ability to run parallel systems for all products in those
13 states. This is different from a forced cutover or new systems develcpment, which actually requires a
"hastened time frame and can be fraught with peril. Effectively, these are stand-alone systems with a general
manager overseeing them and won't require any new systems development on the part of Frontier until
management is ready to move them over.

Overall, we believe Frontier is making a prudent acquisition, which will expand its scale, lower its leverage,
and improve its dividend sustainability, thus rewarding patient investors over time. However, absent any
meaningful near-term catalysts on the horizon, we believe shareholder returns will likely be limited to the
attractive 14% dividend yield, with potential upside coming from approval momentum next year.
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