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PART I. FINANCIAL INFORMATION

Ttem 1. Financial Statements

FRONTTER COMMUNICATIONS CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
{($ in thousands)

BSSETS

Current assets:

Cash and cash equivalents
Accounts receivable, less allowances of $37,975 and $40,125, respectively
Prepaid espenses and other curreat assets

Total current assets
Property, plant and equipment, net
Goodwill, net
Other intangibles, nest
Investments

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Carrent liabilities: .
Long-term debt due within one year
Accounts payable and other current liabilities

Total current liabilities

Deferred income taxes
Cther liabilities
Long=term debt

Equity:
Sharsholders' aguity of Frontier:
Common stock, $0.25 par walusz [600,000,000 authorized shares: 312,364,000
and 311,314,000 outstanding, respectively, and 348,456,000
issued at March 31, 2009 and December 31, 2008)
Additional paid-in capital
Retained earnings -
Bocumulated other comprehensive loss, nat of tax
Treasury stock

Total shareholders' equity of Frontier
Noncontrolling interest in a partnership

Total equity

Total liabilities and equity

The accompanying Notes are an integral part of thess
Consolidated Financial Statements.

Source: FRONTIER COMMUNICATI, 10-Q, May 07, 2009

{Unaudited}
March 31, 2009

December 31, 2008

s 177,431 s 163,627
217, €31 232,247
70,059 82,085
465,121 467,959
3,201, 965 3,239,973
2,642,323 2,642,323
315,403 359,674
3,118 8,044
172,355 170,763
5§ 6,800,285 s 6,888,676
s 3,872 5 3,857
321,885 378,918
325,757 382,775
£76,558 670,489
584,072 554,121
4,720,713 4,721,685
87,364 87,364
1,026, 418 1,117,936
74,465 38,163
(233,121) {237,152
{473,155) {487,266
481,872 519,045
11,213 10,561
493,185 5289, 606
"5 4,800,285 $ 6,888,676




PART I. FINANCIAL IMFORMATION {Continued)
FRONTIER COMMUNICATIONé CORPORATION AND SUBSIDIARIES
CONSOLIDATED STARTEMENTS OF OPERATIONS
FOR THE THREE MONTHS ENDED MARCH 31, 2009 RND 2008

{$ in thousands, except for per-share amounts)
: (Unauvdited)

Revenue

Operating expenses:
Network access expenses
Other operating expensss
Depreciation and amortization

Total operating expenses
Operating income
Investment and other income (loss), net

Interest expense

Income before income taxes
Income tax expense

Net inceme
Less: Income attributable to the noncentrolling intsrest in a partnership

Wet income attributable to common shareholders of Frontier
Basic income per commen share

Diluted income per common share

The accompanying Notes are an integral part of these
Consolidated Financial Statements.

Source: FRONTIER COMMUNICATI, 10-Q, May 07, 2009

2009 2008

3 537,956 $ 569,205
50, 684 60,549
200, 204 203, 264
137,558 141,080
398, 446 404,893
139,510 164,312
g,247 (907)
88,749 80,860
55,008 72,545
22,053 26, 628
36,955 45,917
652 328

s 36,303 § 45,589
5 0.12 $ 0.14
$ 0.12 $ 0.14




pRRT T. FINANCLAL INFORMATION (Continued)

FRONTTER COMMUNICATIONS CORPORATION AND SUBSIDIARIZS
CONSOLIDATED STATEMENTS OF EQUITY .
FCR THE YEAR ENDED DECEMBER 31, 2008 AND THE THREE -
MONTHS ENDED MARCH 31, 2009 {$ and shares in -
thousands, except for per—shars amounts) ’

{Unandited) A
Frontier Shareholders
Accumulated
Common Stock rdditional Other Treasury Stock
- ———m——mm———==———-=  Paid=In Retained Comprehensive ———-=—————————===" Moncontrelling  Total
Shares  Amount Capital Earnings " Loss Shares Amount Interest Equity
Balance January 1, 2008 349,456 387,364 -$1,280,508 s 14,001 & (77,995) {01,707 $(305,%79) 5 12,447 31,010,346
Stock plans . - - {11,547} - - 395 14,277 - 2,730
Acquisition of Commonwealth - - - - - 1 10 - 10
Conversion of EPPICS - - N - - 2 37 - 30
Dividends on common stock of
$0.25 per share - - (82,103) - - - - - {82,103}
Shares repurchased - - - - - (2,317) (24,784) - 124,784
Hlet income - - - 415,589 - - - 328 45,917
oOther comprehensive income,
net of tax and
reclassification adjustment - - - - 417 - - - 417
Balance March 31, 2008 349,456 87,364 1,186,851 59,5920 (77,978) {23,022} (316,439) 12,778 982,563
Stock plans - - 9,788 - - E 1,267 - 11,055
Acgquisition of Commenwealtih - - 1 - - 2 28 - 29
Conversion of EPPICS - ~ {67} - - 49 627 - 560
Conversion of Commonwealth
Notes ) - - (801} - - 193 2,487 - 1,668
Dividends on commen stock of . X -
$0.75 per share - - [77,836) (158,498) - - - - (236,334}
Shares repurchased - - - - w {15,4B1) {175,2148) - {175,216}
Net income - - . - 137,071 - - - 1,286 138,357
Cther comprehensive loss, . .
net of tax and
reclassification adjustment - - - - (159,574) - - - (15%,574}
Distributions - - - - - - - (3,500} (3,500)
Balance December 31, 2008 349,458 87,364 1,117,338 38,163 {237,152} (38,142} [487,2686) 10,5861 529,606
Stock plans - - - {13,433) - - 1,050 14,111 - 678
Dividends on common stock of .
$0.25 per share - - {78,085) - - - - - (78,085
Net income - - - 35,303 - - - 652 36,985
Other comprehensive income,
net of tax and
raclassification adjustment - - - - 4,021 - - - 4,031
Balance March 31, 2002 249,456 $87,364 51,026,418 $ 74,466 $(233,121} (37,032} 51473,153) $ 11,213 § 493,185
COMSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE MONWTHS ENDED MARCH 231, 2009 AND 2008
{$ in thousands}
{Unaudited}
2009 2pe08
~ Net income 5 36,955 $ 45,917
Other comprehensive income, net ’
of tax and reclassification adjustments 4,031 417
Total .other comprehensive income 40,988 ' 45,334
Less: Other comprehbensive income
attributable to the noncontrolling
interest in a partnership - {652 (328}
Comprehensive income attributable to
the common shareholders of Frontier 5 40,334 ’ $ 46,008

The accompanying Notes are an integral part of these Consolidated
Financial Statements.

Source: FRONTIER COMMUNICATL, 10-Q, May 07,2009



PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPCRATION AND SUBSIDIARIES
. CONSQLIDATED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2009 BAND 2008
13 in thousands)
{Unaudited}

Cash flows provided by (used in) operating activities:

Het income .
adjustments to reconcile net income to net cash provided by
operating activitias:
Depreciation and amortization expenss
Stock based compensation expense :
Pension expense
Loss on extinguishment of debt
Other nen-—cash adjustments
Deferrsd income taxes
Change in accounts receivable
Change in accounts payable and other liabilities
Change in prepaid expenses and cother current assets

2009

Net cash provided by operating activities

Cash flows provided from {used by) investing activities:
Capital expenditures
Other assets {purchased)

distriputions received, net

Net cash used by investing activities

Cash flows provided from (used by) financing activities:
Long-tarm debt borrowings
Long~term debt payments
Settlement of interest rate swaps
Financing costs paid
Premium pald te retire debt
Issuance of common stock
Common stock repurchased
Dividends paid
Repayment of customer advances for construction

Net cash used by financing activities

Inecrease in cash and cash equivalents
Cash and cash squivalents at January 1,

Cash and cash equivalents at March 31,

Cash paid during the pericd for:
Interest
Income taxes

Hon-cash investing and financing activities:
Change in fair wvalue of interest rate swaps
Conversion of EPPICS

2008
$ 36,955 $ 45,017
137,558 141,080
2,122 3,012
8,246 1530)
- 5,290
{3,759} {1,741}
4,125 1282)
9,211 19,057
(47, 409} {69,731}
26 {1,558)
147,075 141,511
(54,572} {47, 988)
158 854
(54,414} 147,332}
- 135, 000
1962} {129,332}
- 15,521
- (857)
- (6,290}
630 591
- (24,784)
{76,085} {82,103}
{490} (7571
{78,857) (93,011}
13,804 1,168
163,627 226,466
$ 177,431 5 227,634
& 116,408 s 121,396
§ 1,255 § 1,859
$ - s 7,900
s - $ 30
S -

Shares issued for Commonwsazlth acguisition
The accompanying MNotes are an integral part of these Consolidated
Financial Statements.

5

Source: FRONTIER COMMUNICATI, 10-C, May 07, 2009
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PART I. FINANCIAL INFORMATION (Continued)
FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TC CONSCLIDATED FINANCIAL STATEMENTS

{1} Summary of Significant Accdunting Policies:

{a} Basis of Presentation and Use of Estimates:

Frontier Communications Corporation {formerly Citizens Communications
Company through July 30, 2008) and its subsidiaries are referred to as
"we," "us," ‘'our," or the "Company" in this report. Our unaudited
consolidated financial statements have been prepared in accordance
with accounting principles generally accepted in the United States of
America (U.S., GARAP) and should be read in conjunction with the
consolidated financial statements and notes included ip our Annual
Report on Form 10-K f£or the vear ended December 31, 2008. Certain
reclassifications of balances previously reported have been made to
conform to the current presentation. All significant intercompany
balances and transactions have been eliminated in consolidation. These
unaudited consolidated financial statements include all adjustments
{consisting of normal recurring accruals} considerad necessary to
present fairly the results for the interim pericds shown.

The preparation of our financial statements in conformity with 7.8.
GBAAP reguires management to make estimates and assumptions that affect
the reported amounts of assets and liasbilities at the date of the
financial statements, the disclosure of contingent assets and
liabilities, and the reported amounts of revenue and expsanses during
the reporting period. Actual results may differ from those estimates.
Estimates and judgments are used whemn accounting forx allowance for
doubtful accounts, impairment of long-lived assels, intangible assets,
depreciation - and  amortization, income taxes, purchase price
allocations, contingencies, and pension and other postretirement
benefits, among others. Certain information and footnote disclosures
have been excluded and/or condensed pursuant to Securities and
Exchange Commission rules and regulations. The results of the interim
periods are not necessarily indicative of the results for the full
vear.

(b} Revenue Recognition:

Revenue is recognized when services are provided or when products are
delivered to customers. Revenue that is billed in advance includes:
monthly recurring network access services, special access services and
monthly recurring local line charges. The unearned portion of this
revenue is initially deferred as a component of other 1liabilities on
cur conselidated balance sheet and recognized in revenue over the
period that the services are provided. Revenue that is billed in
arrears includes: non-recurring network access services, switched -
access sgervices, non-recurring local services and long-distance
sarvices. The ecarned but unbilled portion of this revenue is
recognized in revenue in cur consolidated statements of operaticns and
accrued in accounts receivable in the period that the services are
provided. Excise taxes are recognized as a liability when billed.
Installation fees and their related direct and incremental costs are
initially deferred and recognized as revenue and expense over the
average term of a customer relationship. We recognize as current
period expense the portion of installation costs that exceeds
installation fee revenue.

The Company collects various taxes from its customers and subsequently
remits such funds Lo governmental authorities. Substantially all of
these taxes are recorded through the consolidated balance shest and
presentad on & net basis in our consolidated statements of operations.
We also collect Universal Service Fund (USF) surcharges from customers
{primarily federal USF) which we have recorded on a gross basis in our
consolidated statements of operations and included in revenue and
other operating expenses at $7.5 million and $8.5 million for the
three months ended March 31, 2009 and 2008, respectively.

(¢}  Goodwill and Qther Intangibles:

Intangibles represent the excess of purchase price over the falr wvalue
of identifiable tangible net assets acquired. We undertake studies to
determine the fair wvalues of assets and liabilities acquired and
allocate purchase prices to assets and liabilities, including
property, plant and eguipment, goedwill and other Iidentifiable
intangibles. We annually (during the fourth quarter) examine the
carrying value of our goodwill and trade name to determine whether
there are any impairment -lesses. We test for impairment at the
“operating segment® level, as that term is defined in Statement of
Financial Accounting Standards {SFAS) No. 142, "Goodwill and Other
Intangibles Assets."” The Company revised its management and operating
structure during . the first guarter of 200% and now has three
"sperating segments." Our "operating segments" are aggregated into one
reportable segment. .

Source: FRONTIER COMMUNICATI, 10-Q, May 07, 2009
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SFAS No. 142 requires that intangible assets with estimated useful
lives be amortized over those lives and be reviewsd for impairment in

" accordance - with SEAS No. 144, "Accounting for Impaizment or Disposal
of long-Lived Assets” to determine whether any chdnges to these lives
are reqguired. We pericdically reassess the useful 1life of our
intangible assets to determine whether any changes to those lives are
reguirad.. -

{2} Recent Accounting Literaturs and Changes in Accounting Principles:

Fair Value Measurements

in September 2006, the FASBE issued SFAS No. 157, "rair Value Measurements,"
which defines fair value, establishes a framework for measuring fair value,
and expands disclosures about fair value measurements. In February 2008,
the FASB amended SFAS No. 157 to defer the application of this standard to
nonfinancial assets and liabilities until 2008. The provisions of SFAS No.
157 related to financial assets and liabilities were effective as of the
beginning of our 2008 fiscal year. Our partial adoption of SFAS Neo, 157 in
the first quarter of 2008 had no impact on cur fimancial position, results
of operations or cash flows, The.adoption of SFAS No. 157, as amended, in
the first quarter of 2009 with respect to its effect on nonfinancial assets
and liabilities had no impact on our financial position, results of
operations or cash flows.

Business Combinations

Tn December 2007, the FASE revised SFAS No, 141, "Business Combinations."
The revised statement, SFAS No. 141R, as amended by FSP SFAS No. 141({R}-1,
requires an acquiring entity to recognize all the assets acquired apd
liabilities assumed in a transaction at the acquisition date at fair value,
to recognize and measure preacquisition’ contingencies, including contingent
consideratien, at fair wvalue (if possible), toc remeasure liabilities
related to contingent consideration at fair wvalue in each subseguent
reporting period and to expense all acquisition related ocosts. The
affective date of SFAS No. 141R was for business combinations for which the
,acquisition date was on-or after the beginning of the  first annual
reperting period beginning on or after December 13, 2008. The adoption of
SFAS No. 141R in the first quarter of 2009 had no impact on our financial
position, results of operations or cash flows.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued SFAS No. 160, “Noncentrelling Interests
in Conseclidated Financial Statements.” SFAS No. 160 establishes
requirements for ownership interest in subsidiaries held by parties other
than the Company (sometimes called "minority interast™) be clearly
identified, presented and disclosed in the consolidated statement of
fipancial position within shareholder equity, but separate from the
parent's equity. All changes in the parent's ownership interest are
required to be accounted for consistently as equity. transactions and any
noncontrolling equity investments in unconsolidated subsidiaries must be
measured initially at fair wvalue. SFAS No. 1860 was effective, on a
prospective basis, for fiscal years beginning after- December 15, 2008.
However, presentation and disclosure reguirements must be retrospectively
applied to comparative financial statemenis. The adoption of SFAS No. 160
in the first guarter of 2009 did not have a material impact on our
financial position, results of operaticns or cash flows.

+ Determining Whether Instruments Granted in Share-Based Payment Transactions

are Participating Securities

In June 2008, the FASB ratified FSP EITF No. 03-6-1, "Determining Whether
Instruments Granted in Share-Based Payment Transactions are Participating
Securities.” FSP EITF No. 03-6-1 addresses whether instruments granted in
share-bzsed payment transactions are participating securities prior te
vesting and, therefore, should be included in the earnings allocation in
computing earnings per share under the two-class method. F8P EITF No.
03-6-1 was effective, on a retrospective basis, for financial statements
issued for fiscal years bheginning after December 15, 2008, and interim
periods within those years. Our outstanding non-vested restricted stock is
a participating security in accordance with FSP EITF HNo. 03-6-1 and we have
adjusted our previously reported basic and diluted income per commen share.
The adoption of FSP EITF No., 03-6-1 in the first guarter of 2009 slightly
reduced our basic and diluted income per common share for the quarter ended
March 31, 2008.

Emplovers' Disclosures about Postretirement Benefit Plan Assets

In December 2008, the FASB issued FSP SFAS No. 132 (R)1=L1, "Employers'
Disclosures about FPostretirement Benefit Plan Assets." FSP SFAS No. 132
(R)-1 amends SFAS No. 132, "Employers' Disclosures about Pensions and Other
Postretirement Benefits," to provide guidance on an employers' disclosures
about plan assets of a defined benefit pension or other postretirement
plan. FS$P SFAS No. 132 (R}-1 reqguires additional disclosures about
investment policies and strategies, gategories of plan assets, fair value

Source; FRONTIER COMMUNICATI, 10-Q, May 07, 2009
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measurements of plan assets and significant cencentrations of risk. The
disclosures about plan assets required by FSP SFAS No. 132 (R)-1 are
effective for fiscal years ending after December 15, 2008. We do not expect
the adoption of FSP SFAS No. 132 (R)-1 to have a material . impact on our
financial position, results of operaticns or cash flows. We will adopt the
disclosure reguirements of FSP SFAS No. 132 (R)-1 in the annwal repcrt for
our fiscal year ending December 31, 2009.

{3) Accounts Receivable:

The components of accounts receivable, net at March 31, 2009 and December
31, 2008 are as follows:

(% in thousands} March 31, 2009 December 31, 2008
End user . $ 234,421 $ 244,395
Qther 21,185 17,977
Lass: Allowance for deubtful accounts {37,975) (40,125)
Accounts receivable, net $ 217,631 $ 222,247

We maintain an allowance for estimated bad debts based on ocur estimate of
collectibility of our accounts recéivable. .Bad debt expense, which is
recorded as a reduction of revenue, was $6.7 million and $7.2 million for
the three months ended March 31, 2009 and 2008, respectively.

{4) Property, Plant and Egquipment:

Property, plant and egquipment at March 31, 2009 and December 31, 2008 is as

follows:
{$ in théusands) March 31, 2009 December 31, 2008
Property, plant and equipment $ 7,622,931 $ 7,581,060
Less: Accumulated depreciation (4,420,958) (4,341,087)
Property, plant and equipment, net $ 3,201,965 $ 3,239,973

Depreciation expense is principally. based on the composite group method.
Depreciation expense was $92.9 million and $95.1 million for the three
months ended March 31, 2009 and 2008, respectively. Effective with the
completion of an independent study of the estimated useful lives of our
plant assets we adopted new lives beginning October 1, 2008.

{5) Other Intangibles:

. ¥

Other intangibles at March 31, 200¢% and December 31, 2008 are as follows:

(% in thousands) March 31, 200% December 31, 2008
Customer base $ 1,265,052 $ 1,265,052
Trade name 133,064 132,664
Other intangibles 1,398,116 1,397,716
Less: Accumulated amortization {1,082,713) {1,038,042)
Total .other intangibles, net 3 315,403 $ 359,674

Amortization expense was $44.7 million and $45.9% million for the three
months ended March 31, 200% and 2008, respectively. Amortizaticen expense
for the three months ended March 31, 2009 is comprised of $30.6 million for
amortization associated with our "legacy" properties, which will be fully
amortized in June 2009, and $14.1 million for intangible assets (customer
base and trade name) that were acguired in the acquisiticns of Commonwealth
Telephone Enterprises, Inc., Global Valley Networks, Inc. and GVN Serwices.

{6} Fair Value of Financial Instruments:

Source: FRONTIER CCMMUNICATI, 10-Q, May 07, 2009



values for certain of our financial instruments at March 31, 2009 and -
December 31, 2008. For the other financial instruments, representing cash,
accounts receivable, long-term debt due within one year, accounts payable
znd other current lizbilities, the carrying ameunts approximate falr value
due to the relatively short maturities of these instruments. Other equity
method investments for which market values are not readily. available are
carried at cost, which approximates fair value.

8

Source: FRONTIER COMMUNICATI, 10-Q, May 07, 200¢



The falr value of our long-term debt is ﬁstlmatea based on guoted mﬁrket
prices at the reperting dats for those finmancial instruments.

{$ in thousands) #arch 31, 2008, December 31, 2008
" Carrying Carrying .
Amcunt Fair Value hmount Fair Valus
Long-term debt . 54,720,713 $3,866,486 54,721,685 $ 3,651,924
(7) Long-Term Debi:
The activity in our long-term debt from December 31, 2008 to March 31, 2009
is as follows:
Three months ended Mazch 31, 2009
Interest
Rate* at
becember 31, New March 31, March 31,
{($ in thousands} Z008 Payments Borrowings 2009 2009
Rural Utilities Service
Loan Contracts 3 . 16,607 $ 1249) ¢ - 3 16,358 6.07%
Senior Unsecured Debt 4,702,331 (713) - 4,701,618 7.54%
Industrial Development
Revenue Bonds 13,550 - - 13,550 6.31%
TOTAL LONG-TERM DEBT § 4,732,468 $ (962} $ - § 4,731,528 7.54%
Less: Debt Discount {6,946) {6,941}
Less: Current Portion {3,857) {3,872)
$ 4,721,885 § 4,720,713

* Inpterest rate includes amortization of debt issuance costs, debt premiums
or discounts, and deferred gain on interest rate swap terminatiomns. The
interest rates represent a weighted average of multiple issuances.

During the first thres months of 2009, ‘wa retired an aggregate principal
amount of $1.0 million of debt, consisting of $0.7 million <f senior
unsecured dabt and $0.3 millicon of rural utilities service loan contracts.

As of March 31, 20092, we had an available line of credit with seven
financial institutions in the aggregate amount of $250.0 million.
Associated facility fees vary, depending on our debt leverage ratio, and
were 0.225% per annum as of March 31, 2009. The expiration date for this
$250.0 million five year revolving credit agreement is May 18, 2012. During
the term of the credit facility we may borrow, repay and rgborrow funds,
subject to customary borrowing conditions. The credit facility is ‘available
for general corporate purpeses but may not be used to fund d1v1dend
payments.

On March 28, 2008, we borrowed $135.0 million under a senior unsecured term
loan facility that was established on March 10, 2008. The loan matures in
2013 and bears interest of 2.250% as of March 31, 2009. The interest rate
is based on the prime rate or LIBOR, at cur election, plus a margin which
varies depending on our debt leverage ratio. We used the proceeds to
repurchase, during the first quarter of -2008, $128.7 million principal
amount of our 9.25% Senior Notes due 2011 and to pay for the $6.3 million
of premium on early retirement of these notes.

Source: FRONTIER COMMUNICAT], 10-Q, May 07,2009



as of March 31, 2009, we were in compliance with all of our debt and credit
facility financial covenants.

{8) Net Income Per Common Share:

The reconciliation of the net income per common share calculation for the
three months ended March 31, 2009 and 2008, respectively, is as follows:

For the three months ended March 31,

($ in thousands, except per share amounts)

2009 2008

Net income used for basic and diluted earnings

per common share:
Net income atiributable to common shareholders of

Frontier $ 36,303 5 45,589
Less: Dividends allocated to¢ unvested restricted

stock awards . (576) (447)
Total basic net income available for common shareholders

of Frontier 35,727 45,1432
Effect of conversion of preferred securities - EPPICS - 31
Total diluted net income available for common shareholders

of Frontier $ 35,727 $ 45,173
Basic earnings per common share:
Total weighted average shares and unvested restricted

stock awards outstanding - basic . 311,820 327,665

Less: Weighted average unvested restricted stock awards {1,954) {1,492)
Total weighted average shares outstanding - basic 309,826 326,173
Net income per share available for common shareholders .

of Frontier 3 0.12 $ 0.14
Diluted earnings per common share:
Total weighted average shares outstanding - basic 309,826 - 326,173
Effect of dilutive shares - 388 139
Effect of conversion of preferred securities — EPPICS - 348
Total weighted average shares outstanding - diluted . 310,214 326,680
Net income per share available for commen shareholders

of Frontier § 0.12 $ 0.14

Stock Options

For the three months ended March 31, 2009 and 2008, options to purchase
3,580,000 and 2,658,000 shares, respectively, {at exercise prices ranging
from $8.19 to $18.46) issuvable under employee Compensation. plans were
excludad from the computation of diluted earnings per share (EPS) for those
periods because the exercise prices were greater than the average market
price of our common stock and, therefore, the effect would be antidilutive.
In caleculating diluted EPS we apply the treasury stock method and include
future unearned compensation as part of the assumed proceeds.

In addition, for the three months ended March 31, 2009 and 2008, the impact
of dividends paid on unvested restricted stock awards of 2,276,000 and
1,764,000 shares, respectively, have been deducted in accordance with FSP
EITF No. 03=6=1, which we adopted - in the first guarter of 200% on a
retrospective basis.

EPPICS

Mandatorily Redeemable Convertible Preferred Securities (EPPICS) related
debt outstanding to third parties. As of March 31, 2008, approximately 99%
of the originally issued EPPICS, or about $197.3 million aggregate
principal amount of EPPICS, had converted into 15,920,799 shares cof our
common stock, including shares issued from treasury.
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We had 79,707 shares of potentially dilutive EPPICS at March 31, 2008,
which were convertible into our common stock’'at a 4.3615 to 1 rario at an
exercise price of $11.46 per share. If all remaining EPPICS had been
converted, - we would have issued approximately 347,642 shares of our common
stock as of March 31, 2008. These securities have been included in the
diluted income per comman share calculation for the fhree months ended
March 31, 2008, '

Stock Units

At March 31, 2009 and 2008, we had 387,818 and 290,724 stock units,
respectively, issued under our Nen-Employee Directors’ Deferred Fee Equity
pPlan {(Deferred Fee Plan), our Non-Employee Directors' Eguity Incentive Plan
(Directors® Equity Plan) and the Non-Employee Directors' Retirement Plan.
These securities have not been included in the diluted income per share of
common stock calculation for the three months ended March 31, 2008 because
their inclusion would have had an antidilutive affect.

Share Repurchase Programs

In February 2008, our Board of Plrectors authorized us te repurchase up to
5200.0 million of cur common stock in public or private transactions over
the following twelve-month period. This share repurchase program commenced
on March 4, 2008, As of March 31, 2008, we had repurchased approximately
2,217,000 shares of our common stock at an aggregate cost of approximately
$24.8 million. The $200.0 million share repurchase program was complated on
October 3, 2008 through the repurchase of 17,778,000 shares of our common
stock during the full year of 2008,

(8} Stock Plans:

At March 31, 2009, we had five stock-based compensation plans under which
grants have been made and awards remained outstanding. At March 31, 2008,
there were 16,058,182 shares authorized for grant under these plans and
3,022,416 shares available for grant under two of the plans. No further
awards may be granted under three of the plans: the Management Equity
Incentive Plan (MEIP), the 1996 Equity  Incentive Plan (together with the
Amended and Restated 2000 Equity Incentive Plan, the EIPs} or the Deferred
Fee Flan.

The following. summary presents information regarding outstanding stock
options as of March 31, 2009 and changes during the three months then ended
with regard to optiocns under the MEI? and the EIPs:

Weighted Waighted
Shares Avarage Average hggregate
Subject to Optien Price Remaining Intrinsic
Cption . Per Share Life in Years Value
Balance at January 1, 2009 3,713,000 § 13.46 2.5 $ 495,000
Options granted - § -
Options exercised {105,000} $ 6.45 . . 5 747,000
Options canceled, forfeited or lapsed {(28,000) S B.60
Balance at March 31, 2009 3,580,000 H '13.70 2.3 $ -
Exercisable at March 31, 2009 , 3,572,000 S 13.71 2.3 , 5 -

There were no options granted during the first three months of 2009. -Cash
received upon the exercise of optlons during the first three months of 2009
totaled 50.7 million.

The total intrinsic value of stock cptions exercised during the first three
months of 2008 was $0.3 million. The total intrinsic value of stock options
outstanding and exercisable at March 31, 2008 was $1.6 million. There were
no options granted during the first three months of 2008. Cash recelved
upen the exercise of options during the first three months of 2008 totaled
$0.6 million.
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The following summary presents information regarding unvested restricted
stock as of March 31, "2009 and changes during the three months then ended
with regard to restricted stock under the MEIP and the EIPs:

Weighted-

Average

Number of Grant Date Aggregate

Shares Fair Value Fair Value
Balance et January 1, 2008 _ 1,702,000 $ 12.52 $ 14,876,000
Restricted stock granted . 1,082,000 3 B.45 $ 7,838,000
Restricted stock vested (300,000} $ 12.73 $ 3,588,000

Restricted stock forfeited {18,000} 3 12.18

Balance at March 31, 2008 2,276,000 s 10.52 5 16,342,000

(16}

For purposes of determining compensation expense, the fair value of each
restricted stock grant is estimated based on the average of the high and
low market price of a share of our common stock on the date of grant. Total
remaining unrecognized compensation cost associated with unvested
restricted stock awards at March, 31, 2009 was $22.1 million and the
weighted average period over which this cost 1s expected to be recognized
is approximately two. to three years.

The total fair value of shares granted and vested during the three months
anded March 31, 2008 was approximately $9.2 million and $3.3 million,
respectively. The total fair value of unvested restricted stock at March
3], 2008 was $18.5 million. The weighted average grant date fair value of
restricted shares granted during the three months ended March 31, 2008 was
$11.02. Shares granted during the first three months of 2008 totaled
879,000. .

Segment Information:

We operate in one reportable segment, Froatler. Frontier provides both
regulated and unregulated voice, data and video services to residential,
pusiness and wholesale customers and is typically the incumbent provider in
its service areas.

As permitted by SEAS MNo. 131, we have utilized the aggregation criteria in
combining our operating segments because all of ocur Frontier properties
share similar economic characteristics, in that they provide the same
products and services to similar customers using comparable technologies in
211 of the states in which we operate. The regulatory structure is
generally similar. Differences in the regulatory regime of a particular

state do not materially impact the economic characteristics or operating

results of a particular property.

Derivative Instruments and Hedging Activities:

On January 15, 2008, we terminated all of ocur interest rate swap agreements
representing 5400.¢ million notional amount of indebtedness associated with
our Serior Notes, due in 2011 and 2013. Cash proceeds on the swap
terminations of approxitately $15.5 million were received in January 2008,
The related gain has been deferred on the consolidated balance shest and is
being amortized into interest expense over the term of the associated debt.
We recognized $0.8 million and $3.3 million of deferred gain during the
first three months of 200% and 2008, respectively, and anticipate
recognizing $2.6 million during the remainder of 200%. At March 31, 200%
and 2008, we do not have any derivative instruments.
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{12} Investment and Other Income {Less), Net:

The components of investment and other income (loss), net are as folldws:

For the three months ended March 31,

{$ in thousands) ' 2008 2008
Interest and dividend income 5 3,238 5 5,104
Premium on debt repurchases - {6,290}
Litigation settlement proceeds 2,203 -
Gains on expiration/seéttlement of
customer advances 2,513 . -
Equity earnings 274 31
Other, net {31} 248
Total investment and other
income (loss), net § 8,247 5 1907

{13} Retirement Plans:

The following tables provide the compenents of net pericdic benefit cost:

Pension Benefits

for the three months ended

March 31,
2009 2008

{$ in thousands)

Components of net periodic benefit cost

Service cost s 5 .1,435 5 1,619
Intersst cost on projected benefit obligation 12,964 12,875
Expected return on plan assets (1) {11,0986) {16,354)
Amortization of prior service cost f{credit) {64} (64)
Amortization of unrecognized loss : ' 6,920 1,272
Net periodic benefit cost/{income} 5 10,158 S {652)

Postretirement Benefits
Other Than Pensions

For the three months ended

March 31,
2009 2008

{$ in thousands)
Components of net periodic benefit cost
Service cost $ 113 S 149
Interest cost on projected benafit obligation 2,857 2,742
Expected return on plan assets ’ {109) T {1223
mmortization of pricr service cost: ’ ) {1,838) {1,934}
Mmortization of unrecognized loss 1,481 1,404

2,404 $ 2,238

Net pericdic benefit cost 3

{1} In 2008, our expected long-term rate of return on plan assets was
8.25%, and-for 2009 we have assumed a rate of 8.0%.

puring the first three months of 2009 and 2008, we capitalized 32.0 million
and ${0.2) million, respectively, of pension expenses inte the cost of our
capital expenditures. We expect that our 2009 pension and other
postretirement benefit expenses will be between $50.0 million and $55.0
million, as compared to $11.2 miliion in 2008.
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As-a result of negative investment returns for the first quarter-of 200% of
(4.7Y%, and ongoing benafit payments, the Company’'s pension plan assets
nave declined from $589.8 million at December 31, 2008 to $546.3 million at
March 31, 2009, a decrease of $43.5 million, or 7%. No contributions are
expected to be made by us to our pension plan until 2011, although pension
“'yolatility could require us to make a contribution i 2010, at the
earliest. . '

f14} Commitments and Contingencies:
We anticipate capital expenditures of approximately $250.0 miilien to
$270,0 million for 2009, Although we from time to time make ‘short-term
purchasing commitments to vendors with respect to these expenditures, we
generally do not enter into firm, written contracts for such activities.

We are party to various legal proceedings arising in the normal course of
our business. The outcome of individual matters is not predictable.
However, we believe that the ultimate resolution of all such matters, after
considering insurance coverage, will not have a material adverse effect on
our finmancial position, results of cperations, or our cash flows.

We sold all of our utility businesses as of April 1, 2004. However, we have
retained a potential payment obligation associated with our previocus
electric . utility activities in the State of Vermont. The Vermont Joint
Owners (VJO), a consortium of 14 Vermont utilities, including us, entered
into a purchase power agreement with Hydro-Quebec in 1987. The agreement
contalns “"step-up" provisions that state that if any VJO member defaults on
its purchase obligation under the contract to purchase power £rom
Hydro-Quebec, then the other VJO participants will assume responsibility
for the defaulting party’'s share on a pro-rata basis. Oyr pro-rata share of
the purchase power obligation is 10%. If any member of the VJO defaults on .
its obligations under the Hydro-Quebec agreement, then the remaining

members of the VIO, including us, may be reguired to pay for a
substantially larger share of the VJO’s total power purchase obligation for
the remsinder of the agreement (which runs through 2015). Paragraph 13 of
FASB Interpretation WNo. 45, '~ “Guarantor's Accounting and Disclosure

 Requirements for Guarantees, Including Indirect Guarantees of Indebtedness
of Others"(FIN No. 45) reguires that we disclose "the maximum potential
amount of future payments (undiscounted) the guarantor could be required to

make under the guarantee."” Paragraph 13 of FIN No, 45 alse states that we
must make such disclosure ... even if the likelihood of the ‘guarantor's
having toc make any payments under the guarantee is remote..." As noted

above, our obligation only arises as a result of default by another VJO
member, such as upon bankruptecy. Therefore, to satisfy the "maximum
potential amount"” disclosure reguirement we must assume that all members of
the VJO simultanecusly default, a highly unlikely scensrioc given that the
two members of the VJO that have the largest potential payment obligations
are publiciy traded with credit ratings equal to or superior to ours, and
that all VJO members are regulated utility providers with regulated cost
recovery. Despite the remote chance that such an event could occur, or that
the State of Vermont could or would allow such an event, assuming that all
the members of the VJO defaulted on January 1, 2009 and remained in default
for the duration of the contract (another 7 years), we estimate that our
undiscounted -purchase obligation for 2009 through 2013 would be
approximately 5C.8 billion. In such a scenario the Company would then own
the power and could seek to recover its costs. We would do this by seeking
to recover our costs from the defaulting members and/or reselling the power
to other utility providers or the northeast power grid. There is an active
market for the sale of power. We could potentially lose money if we were

' unable to sell the power at cost. We caution that we carnot predict with
any degree of certainty any potential outcome.

{15} Subsequent Event:

on April 9, 2009, we completed a registered offering of $600.0 million
aggregate principal amount of 8.25% senior unsecured notes due 2014. The
issue price was 91.805% of the principal amount of the notes. We received
net preceeds of approximately §539.0 million from the offering after
deducting underwriting discounts. During the month of April 2009, we used
$206,7 million of the proceeds to repurchase $214.4 million principal
amount of debt. We intend to -use the remaining net proceeds fLrom the
offering to reduce, repurchase or refinance our indebtedness or the
indebtedness of our subsidiaries or for ¢géneral corporate purposes.
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PART T. FIMANCIAL INFORMATION (Continued)
PRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

Item 2. Management's.Discussion and Analysis of Fimancial Condition and Results

of Operations

This quarterly report on Form 10-Q contains forward-looking statements that are
subject to risks and uncertainties that could cause actual results to differ
materially from those expressed or implied in the statements. Statements that
are not historical facts are forward-looking statements made pursuant to the
safe harbor provisions of the Private Securities Litigation Reform Act of 1995.
Words such as "believe,” “anticipate,” "expect” and similar expressions are
intended to identify forward-locking statements. forward-looking statements
{including oral representations) are only predictions or statements of current
plans, which we review continuously. Forward-looking statemsnts may differ from
actual future Tresults due to, but not limited to, and our future results may be
materially affected by, any of the following possibilities:

* Reductions in the number of our access lines and High-Speed Internet
subscribers; .
* The effects of competition from cable; wireless and other wireline

carriers (through voice over internet protocol (VOIP) or otherwise);

* rReductions in switched access revenues as a result of regulaticn,
' competition and/or technology substituticns;

* The effects of greater than anticipated competition requiring new
pricing, marketing strategies or new product offerings and the risk
that we will not respond on a timely or preofitable basis;

* The effects of changes in both general and local economic conditicons
on the markets we serve, which can impact demand for our products and
services, customer purchasing decisiocns, collectability of revenue and
required levels of capital expenditures related to new construction of
residences and businesses;

* Oour ability to effectively manage service quality;

* Our ability to successfully introduce new product offerings, including
our ability to offer bundled service packages on terms that are both
profitable to us and attractive to our customers;

* Qur ability to sell enhanced and data services in order te offset
ongoing declines in revenue from local services, switched access
services and subsidies:; .

* Changes in accounting policies or practices adopted voluntarily or as
required by generally accepted accounting principles or regulators;

* The effects of ongeing changes in the regulation of the communications
industry as a result of federal and state legislation and regulation,
including potential changes in state rate of return limitations on our
earnings, access charges and subsidy payments, and regulatory network
upgrade and reliability requirements; -

* Our ability to effectively manage cur operations, operating expeéenses
and capital expenditures, to pay dividends and to reduce or refinance
our debt;

* Adverse changes in the credit markets and/or in the ratings given to

our debt securities by nationally accredited ratings organizations,
which could limit or restrict the availability, and/or Iincrease the
cost, of financing;

* The effects of bankruptcies and home foreclesures, which could result
in increased bad debts;

* The effects of technological changes and - competition on our capital
expenditures and preoduct and service offerings, ingluding the lack of
assurance that our ongoing network improvements will be sufficient to
meet or exceed the capabilities and quality of competing networks;

* The effects of increased medical, retiree and pension expenses and
related funding requirements;:

[
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* Changes in income tax rates, tax laws, regulations or rulings, and/ox
federal or state tax assessments;

* . rFurther declines in the value of our pension plan assets, which could
require us to make contributions to the pension plan beginning dn
2010, at the earliest; ! .

* The effects of state regulatery cash management policies on our
ability to transfer cash among cur subsidiaries and to .the parent
COmpany;

* our ability to successfully renégotiate ‘unicn contracts expiring in

2009 and therezfter;

* Our ability to pay a 31.00 per common share dividend annually, which
may be affected by our cash flew from operations, amount of capital
expenditures, debt service requirements, cash paid for income taxes
(which will increase in 2008} and our ligquidity:

* The effects of increased cash taxes in 2009 and thereafter:

* The effects of any unfavorable outcome with respect to any of our
current or future legal, governmental or regulatory proceedings,
audits or disputes;

* The possible impact of adverse changes in pelitical or other external
factors over which we have no contreol; znd

* The effects of hurricanes, ice storms and other sewvere weather.

Bny of the foregoing events, or other events, could cause financial infermation
to vary from management's forward-looking statements included in this report.
You should consider these important factors, as well as the risks set forth
under Ttem 1A. "Risk Factors,™ in our Annual Report on Form 10-X for the year
ended December 31, 2008, in evaluating any statement in this report on Form 10-0Q
- or ctherwise made by us or on our behalf. The following lnformatien is unaudited
and should be read in conjunction with the conselidated financial statements and
related notes included in this report. We have no obligation to update or revise
these forward-lcoking statements.

Orerview

We ars a full-service communications provider and ons of the largest exchange
telephone carriers in the country. As of March 31, 2009, we operated in 24
states with approximazely 5,400 employees.

Competition in the telecommunications industry is intense and increasing. We
experience competitien from many telecomnunications service providers, including
cable operators offering VOIP products, wireless carriers, long distance
providers, competitive local exchange carriers, internet providers and other
wireline carriers. We believe that as of March 31, 2009, - approximately 8% of
the households in our territories had VOQIP as an available service option from
cable operators. We also believe that competition will continue to intensify in
2009 and may result in reduced revenues. Our business experienced a decline in
access lines and switched access minutes in 2008 &nd in the first three months
of 2009 primarily as a result of competiticn and business downsizing. We also
experienced a reduction in revenue for the first three months of 2009 as
compared to the same period in 2008.

The recent severe contractidn ins the global financial markets and ongoing
recession is impacting custemer behavior to reduce expenditures by not
purchasing our services and/or by discontinuing some or ail of our services. The
ongoing recession and downturn in the economy has alse affected our business
customers, resulting in a decline in revenues for the first three months of Z009
as compared to the same period of 2008. These trends are likely to continue and
may result in & challenging revenue environment. These factors could alse result
in increased delinquencies and bankruptcies and, therefore, affect our ability
to collect money owed to us by residential and business customers.

We employ a number of strategies fo combat the competitive pressures and changes
to consumer behavier noted above. Our strategies are focused in the fellowing
areas: ocustomer retention, upgrading and up=selling services to our” existing
customer base, new customer growth, win backs, new product deployment, and
operating expense and capital expenditure reductions.
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We seek to achieve our customer retentiocn goals by bundling services around the
local access line and providing exemplary customer service. Bundled services
include High-Speed Ihternet, unlimited leng distance calling, enhanced telephone
features and video offerings. We tailor these services to the needs of our
residential and business customers in the markets we serve and continually
evaluate the introduction of new and complementary products and services, which
can also be purchased separately. Customer retention is also enhanced by
offering one, two and three year price protection plans where customers commit
to a term in exchange for predictable pricing and/or promotional offers.
Additionally, we are focused on enhancing the customer experience as we believe
exceptional customer service will differentiate wus from our competition. Our
commitment to providing exemplary customer service is demonstrated by the
expansion of our custeomer services hours, shorter scheduling windows for in-home
appointments and the Iimplementation of call reminders and follow-up calls for
service appointments. In addition, due to the realigament and restructuring of
approximately 70 local area markets during 2008, those markets are now operated
by local managers with responsibility for the customet experience, as well as
the financial results, in those markets.

We utilize targeted and innovative promotions to sell new customers, Iincluding
those moving into our territory, win back previcusly lost custemers, upgrade and
up-sell existing customers a variety of service offerings including High-Speed
Internet, video, and enhanced long distance and feature packages in order to
maximize the average revenue per access line {wallet share} paid to Frontier.
Depending upon market and economic conditions, we may offer such promoticns to
drive sales in the future.

Wa have restructured and augmented our sales distributien channels te improve
coverage of all segments of the commercial customer base. This included adding
new sales teams dedicated to small business customers and enhancing the skills
in our customer sales and service centers. In addition, we are introducing new
products utilizing wireless and internet technologies. We believe the
combination of new products and distribution channel Improvements will help us
improve commercial customer acguisition and retentien efforts.

Lastly, we are focused on -introducing a number of new products that our
customers desire, including unlimited long distance minutes, bundles of long
distance minutes, wireless data, internet portal advertising and the "Frontier
Peace of Mind" product suite. This last category is a suite of products aimed at
managing the total communications and personal computing experience for our
customers. The Peace of Mind products and services are designed to provide value
and simplicity to meet our customers' ever changing needs. The Peace of Mind
products and services suite includes services such as an  in-home, full
installaticn of ocur high-speed product, two hour appointment windows for the
installation, hard drive back-up services, enhanced help desk PC support and
inside wire maintenance. Although we are optimistic about the opportunities
provided by each of these initiatives, we can provide no assurance about their
long term profitability or impact on revenue,

We believe that the combination of offering multiple products. and services to
our customers pursuant to price protection programs, billing them on a single
bill, providing superior customer service, and being active in our local
communities will make our customers mors loyal to us, and will help us generate
new, and retaln existing, customer revenue.

Revenues from data and internet services such as High-Speed Internet continue to
increase as a percentage of our total revenues and revenues from services such
as local line and access charges (including federal and state subsidies) are
decreasing as a2 percentage of our total revenues. Federal and state subsidy
revenue was 527.4 million for the three months ended March 31, 2008, or 5% of
our revenues, down from $29.8 million for the three months ended March 31, 2008,
or 5% of our revenuss. We expect 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 our profitability and our cash
generated by operations to decrease.
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al Tiguidity and Capital Resources

As of March 31, 2009, we had cash and eash equivalents aggregating $177.4
million. ©Our primary source of funds continued to be cash generated from
operations. For the three months ended March 31, 2009, we used cash £1ow from
operations and cash on hand to fund all of cur inwvesting and {inancing
activities, including debt repayments. '

We believe our operating cash flows, existing cash balances, and revolving
credit facility will be adegquate to finance our working capital requirements,
fund capital expenditures, make required debt payments through 2009, pay taxes,
pay dividends te our stockholders in accordance with our dividend policy and
support our 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 our cash
generated by operations. In addition, although we believe, based on information
available to us, that the financial institutions syndicated under our ravolving
credit . facility would be able to fulfill their commitments (o us, given the
current economic environment and the recent severe contraction in the global
financial markets, this could change in the future. The current credit market
turmoil and our below-iavestment grade credit ratings may also make it more
difficult and expensive to refinance our maturing debt, although we de not have
any significant maturities until 2011. We have approximately $2.9 million of
debt maturing during the last nins months of 2009 and approximately $7.2 million
and §1,125.1 million of debt maturing in 2010 and 2011, respectively.

on April 9, 2009, we completed a registered offering of $600.0 million aggregate
principal amount of 8.25% senicr unsecured notes due 2014. The issue price was
91.805% of the principal amount of the notes., We received net proceeds of
approzimately $539.0 millicn from the offering after deducting underwriting
discounts., During the month of April 2009, we used $206.7 million of the
proceeds to repurchase $214.4 million principal amount of debt. We intend to use
the remaining net proceeds from the offering to reduce, repurchase or refinance
cur indebtedness or the indebtedness of our subsidiaries or for general
corperate purposes.

Cash Flow provided by and used in GOperating Activities

Cash provided by operating activities improved 55.6 million, or 4%, for the
three months ended March 31, 2008 as compared with the prior year period.
2lthough our operating income decreased during the first quarter of 2008 as
compared to 2008, our cash needs for working capital items declined even more
during the first guarter of 20038 as compared to 2008.

e have in recent vyears paid relatively low amounts of cash taxes. We expett
that in 2009 and beyond our cash taxes will increase substantially, as our
federal net operating loss carryforwards and AMT tax credit carryforwards have
been fully utilized. We paid $1.3 million in cash taxes during the Tirst three
months of 2008 and expect to pay approximately $890.0 million ke 5110.0 million
for the full year of 2009. Our 2009 cash tax estimate reflects the anticipated
favorable impact of bonus depreciation that is part of the economic stimulus
package signed inte law by President Obama.

Cash Flow usaed by Investing Activities

Capitalr Expenditures
For the three months ended March 31, 2009 and 2008, our capltal expenditures
were $54.6 million and $48.0 million, respectively. We continue to closely
scrutinize all of our capital projects, emphasize return on investment and focus
our capital expenditures on areas and services that have the greatest
opportunities with respect to revenue growth and cost reduction. We anticipate
capital expenditures of approximately $250.0 million to $270.0 million for 2009.

Cash Flow used by and provided from Financing Activities

puring the first three months of 200%, we retired an aggregate principal ameount
of $1.0 millicon of debt, consisting of 50.7 millien of senior unsecured debt and

30.3 million of rural utilities service loan contracts.

For the three months ended March 31, 2008, we retired an aggregate principal
amount of $129.4 million of debt, consisting of $128.7 million principal amount
of our 9.25% Senior Notes due 2011, $0.6 million of other senior unsecured debt
and rural utilities service loan contracts, and $0.1 million of 3% Company
Obligated Mandatorily Redeemable Convertible Preferred Securities (EPPICS) that
wera converted into our common stock.
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We may from time to time repurchase cur debt in the open market, through tender
offers, exchanges of, debt securities, by exercising rights teo call or in
privately negotiated . transactions. We may alse refinance existing debt or
exchange existing debt for newly issued debt obligatlons.

Issuance ¢f Debt Securities

On March 28, 2008, we borrowed $135.0 millicn under & senior unsecured term loan
facility that was established on March 10, 2008. The loan matures in 2013 and
bears interest of 2.250% as of March 31, 2009. The interest rate is based on the
prime rate or LIBOR, at our election, plus a margin which varies depending on
cur debt leverage ratio. We used the proceeds to repurchase, “during the first
quarter of 2008, $128.7 millien principal amount of our 9.25% Senior Notes due
2011 and to pay for the $6.3 million of premium on early retirement of these
notes.,

interest Rate Management

Cn January 15, 2008, we terminated all of our interest rate swap agreements
representing $400.0 million notional amcunt of indebtedness associated with our
Senior Notes due in 2011 and 2013. Cash proceeds on the swap terminations of
approximately $15.5 million were recelved in January 2008, The related gain has
been deferred on the consolidated balance sheet and is being amortized inte
interest expense over the term of the associlated debt. e recognized $0.8
million and $2.3 million of deferred gain during the first three months of 200%
and 2008, respectively, and anticipate recognizing 2.6 million during the
remainder of 20009.

Credit Facilities

As of March 31, 2009, we had an available 1line of credit with seven. financial
institutions in the aggregate amount of $250.0 million. Assoclated facility Iees
vary, depending on our debt leverage ratio, and were 0.225% per annum as of
March 31, 2008. The expiration date for this $250.0 million Five year revolving
credit agreement is May 18, 2012. During the term of the credit facility we may
borrow, repay and reborrow funds, subject to customary borrowing conditions. The
credit facility is available for general corporate purposes but may not be used
to fund dividend payments. Although we believe, basead on information available
to us, that the fipancial institutions syndicated under our ravelving credit
facility would be able to fulfill their commitments to us, given the current
economic enviromment and the recent severe contraction in the global financial
markets, this could change in the future.

Covenants

The terms and conditions contained in ocur indentures and credit facility
agreements include the timely payment of principal and interest when due, the
maintenance of our corporate existence, keeping proper books and records in
accordance with U.8. GARAP, restrictions on the allowance of liens on our assets,
and restrictions on asset sales and transfers, mergers and other changes in
corporate control. We currently have no restrictions on the payment of dividends
either by contract, rule or regulation, other than those imposed by the Delaware
General Corporation Law. However, we would be restricted under our credit
fagilities from declaring dividends if an event of default has occurred and is
continuing at the time or will result from the dividend declaration,

Our 5$200.0 million term Lloan facility with the Rural Talephone Finance
Cooperative (RTFC), which matures in 2011, contains a maximum leverage ratio
covenant. On May 6, 2009, the Company and the RTFC amended the terms of the
maximum leverage ratio covenant. Under the amended leverage ratic covenant, we
are required to maintain a ratioc 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.

Our $250.0 million credit facility, and our $150.0 million and $135.0 million
senior unsecured term loans, each contain a maximum leverage ratio covenant.
Under the leverage ratic covenant, we are required to maintain a ratic of {i}
sotal indebtedness minus cash and cash equivalents in excess of 550.0 million to
(ii} consolidated adjusted EBITDA tas defined in the agreements) over the last
four guarters no greater than 4.50 to 1. Although all of these facilitiaes are
unsecured, they will be equally and ratably secured by certain liens and egually
and ratably guaranteed by certain of our subsidiaries if we issue debt that is
secured or guaranteed.

18

Source: FRONTIER COMMUNICATI, 10-Q, May 07, 2009



Our credit facilities and certain indentures - for our senior unsecured debt
ohligations limit cur abllity to create liens or merge or consolidate with other
companies and our subsidiaries’ ability to borrow funds, subject to important
excaptions and.qualificstions,

As of March 31, 2009, we were in compliancé with all of our debt and credit
facility covenants. .

Proceads from the Sale of Equity Securities

We receive proceeds from the issuance of our common stock upon the exercise of
options pursuant to our stock-based compensation plans. For the three months
ended March 31, 2009 and 2008, we received approximately $0.7 million and $0.6
miilion, respectively, upon the exercise of outstanding stock options.

Share Repurchase Programs

In February - 2008, our Board of Directors -authorized us to repurchase up to
$200.0 million of our common stock in public or private transactions over the
following twelve month period. This share repurchase program commenced on March
4, 2008. For the three months ended March 31, 2008, we had repurchased
approximately 2,317,000 shares of our common stock at an aggragate cost of
approximately $24.8 million. The $200.0 million share repurcilase program was
completed on October 3, 2008 through the repurchase of 17,778,000 shares of our

common stock during the full year of 2008.

Dividends

We expect to pay regular quarterly dividends. Our -ability to fund a regular
quarterly dividend will be impacted by our ability ro gensrate cash from
operations. The declarations and payment of future dividends will be at the
discretion of our Board of Directors, and will depend upon many factors,
including our financial condition, results of operations, growth prospects,
funding requirements, applicable law, restrictions in our credit facilities and
osther factors our Board of Directors deems relevant.

Off-Balance Sheet Arrangements

We do 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 our financial statements.

Critical Accounting Policles and Estimates

statements omn a  recurring basis and record the effect of any .necessary
adjustment prior to their publicatien. 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 our financial statements in conformity with U.8. GAAP requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements, the disclosure
of contingent .assets and liabilities, and the reported amounts of revenue and
expenses during the reporting period. Estimates and judgments are used when
accounting. for allowance for doubtful accounts, impalrment of long-lived assets,
intangible assets, depreciation and amortization, - pension and other
postretirement benefits, income taxes, contingencies and purchase price
allecations, among others.

.

Management has discussed the development and selaction of these critical
accounting estimates with the Audit Committee of our Board of Directors and our
Audit Committee has reviewed our disclosures relating to such estimates.

There have been no material changes to cur critical accounting policies and
estimates from the information provided in “Item 7. Management's Discussion and
Analysis of Financial Condition and Results of Operations" included in our
Annual Report on Form 10-K For the year ended December 31, 2008.
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New Accounting Pronouncements : .

The following new accounting standards were adopted by the Company in.the first
quarter of 2009 without any material financial statement impact. All of these
standards are more fully described in Note 2 te the consclidated financial
statements.

o

* Fair Values Measurements {SFAS Mo. 157}, as amended

* Business Combinations (SFAS No. 141R}, as ameﬁded

* Noﬁcontrollinq Interests in Consolidated Filnancial Statements.(SFAS
No. 160} :

* Determining Whether Instruments Granted in Share-Based Payment

Transactions are Participating Securities (FSP EITF No. 03-6-1)
The following new accounting standazd will be adopted by the Company at the end
of 2009, but we do not expect its adoption to have a material Iimpact on ouxr
financial pesiticon, results of operations or cash flows.

* Employers' Disclosures about Postretirement Benefit Plan Assets (FSP
SFAS No. 132(R)=1)
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{b} Results of Cperations

Revenue 15 generated primarily through the provision of local,
long distance, and data and internet
through either a monthly recurring -fee or a fee based on usage at a
is not dependent upon
a determination

rate and revenue recbgnition

management, with the exception

uncellectible amounts.

REVENUE

services. Such revenuss are

network access,
generated

tariffed’

significant Jjudgments by

of a provisien for

Revenue for the three months ended March 31, 2009 decreased $31.2 million, or

5%, as compared with the prior year

period,

This decline is a result of lower

. local services revenue, switched access revenue, long distance services revenue
and subsidy revenue, partially offset by a $10.4 million, or 7%, increase in

data and internst services ravenue,

Change in the number of our access
revenue and profitability. We have lest access lines
competition, changing consumer
economic conditions, changing technelogy and by some customars
second lines when they add High-Speed
approximately 37,500 access lines

behavior

{net},

Internet or cable modem service.
including 3,100 second lines, during

{including wireless

zach as described in more detail below.

lines is one factor that is important to our
primarily because of
substitution),
disconnecting

We lost

the three months ended March 31, 2005, but added approximately 20,100 High-Speed

Internet subscribers during this same -period.
High-Speed Internet

access lipes but te increase

subscribers

We expect to continne to lose
and wireless

internet customers during the remainder of 2009 {although not enough to offset

access line losses}).

While the number of access lines

are an

important

metric to gauge

cartain

revenue trends, it is not necessarily the best or only measure to evaluate our
pusiness. Management believes that understanding different components of reveanue
prasented on page 24 is a breakdown that

is mest important. For this reason,
categorizes revenue into customer

access and subsidy revenue).

revenue, which is all revenue except switched access and subsidy

revenue and

regqulatory revenue
Despite the decline in access lines, our customer
revenue, has

{swit.ched

declined in the first quarter of 2009 by less than 3 percent as compared to the
pricr year period. The average monthly customer
improved and resulted in an in¢reased wallet share,

customers. A substantial further loss of access lines,
competition and the other factors

discussed herein

profitability and cash flows to decrease in’ 2008.

The . financial tables below include a comparative
operations on a historical basis for the thrae months ended March 31, 2002.

($ in thousands)

Local services

Data and internet services
Access services

Long distance services
Directory services

Other

Local Services

Local services revenus for the three months ended March 31,

REVENUE

revenue par access line has,
primarily from residential
combined with increased
may ' cause our

revenue,

analvsis of cur results of

For the three months ended March

2009 2008

$ 200,8%6 § 217,158 $ (16,262)
156,393 145,582 . 10,411
90,085 107,818 {17,753)
41,412 46,453 {5,041)
27,705 28,628 {923)
21,485 23,166 {1,681)

§ 537,956 $ 569,205 § (31,249)

2009 decreased $516.3

million, or 7%, to $200.9 million, as compared with the three months ended March
31, 2008, primarily due to the continued loss of access lines which

for $11.6 million of the decline and a reduction in all other
of $4.7 million. Enhanced services

related

accounted
services

revenue in the first quarter of 2008

decreased $3.1 million, as compared with the first quarter of 2008,
customers purchasing our

due to a decline in access

uniimited wvoice communications

and a shift in
packages with features

instead of purchasing individual featurss.
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7%
-16%
-11%
-3%
-7%



Economic conditions and/or increasing competition could make it more difficult
to sell dur packages and bundles, and cause us to increase our promoticns and/or
lower our prices for those products and services, which would adversely affect
onr revenue, profitability and cash-flow.

Data and Internet Services . .
Data and internet services rsvenue for the three months .ended March 31, 2009
increased $10.4 million, or 7%, to $156.4 millicn, as compared with the three
moaths ended March 31, 2008, primarily due to the overall growth in the number
of data and High-Speed Internet customers. As of March 31, 2009, the number of

" the Company's High-Speed Internet subscribers had increased by approximately
57,000, or 11%, since March 31, 2008. Datz and internet services alse includes
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 1increased $3.4
million in 2009, as compared with 2008, primarily due to growth in the number of
those circuits.

President Obama signed into law an economic stimulus package that includes 57.2
billion in funding, through grants and loans, for new broadband investment and
adoption in unserved and underserved communities. The federal agencies
rasponsible for administering the programs are currently developing the rules
and evaluation c¢riteria. Depending on these and any conditions included with
respect to acceptance and use of the money, the Company may apply to receive
funds from this package. These funds, if received, would be used by us to expand
broadband availability o customers in ocur markets to whom it is not currently
available due to the high cost of providing the service to those areas.

Access Services :
Access services revenus for the thrze months ended March 31, 2002 decreased
517.8 million, or 16%, to $90.1 million, as compared with the three months ended
March 31, 2008. Switched access revenue in 2009 of $62.6 million decreased $15.3
million, or 20%, as compared with 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, email and other communications services. Reserves
established for disputed access charges also impacted access revenues in 2009
compared to 2008. Access services revenue includes subsidy payments we receive
_from federal and state &agencies. Subsidy revenue in 2009 of $27.4 millicn
" decreased $2.4 millien, or 9%, as compared with 2008, primarily due to lower
receipts under the Federal High Cost Fund program resulting from our reduced
cost structure and an increase in the program's Naticnal Average Cost per Local
Loop [NACPL) used by the Federal Communications Commission (FCC) to allocate
funds among all recipients.

Many factors may lead to further increases in the NACPL, thereby resulting in
decreases in our federal subsidy revepue in the future. The FCC and state
regulators 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
Competitive Eligible Telecommunications Companies {CETC) receipts from the high
cost. Federal Universal Service Fund. While this order will have no impact on our
current. receipt levels, we believe this is a positive first step to limit the
rapid growth of the fund. The CETC cap will remain in place until the FCC takes
additional steps towards needed reform.

The FCC is considering proposals that may significantly change - interstate,
intrastate and local intercarrier compensation and would revise the Federal
Universal Service funding and disbursement mechanisms, When and how these
proposed changes will be addressed are unknown and,  accordingly, we are unable
to predict the impact of future changes on our results of operations. However,
future reductions in our subsidy and access revenues will directly affect our
profitability and cash flows as those regulatory revenues do not have associated
variable expenses.

Certain states have open proceadings to address reform to intrastate access
charges and other intercarrier compensation. We cannot predict when or how thase
matters will be decided or the effect on our subsidy or access revenues. In
addition, we have been approached by, and/or are invelved in formal state
proceedings with, various carriers seeking reductions in intrastate access rates
in certain states.

Long Distance Services -
Long distance services revenue for the three months ended March 31, 200%°
decreased 5$5.0 million, or 11%, to $41.4 million, as compared with the three
months ended March 31, 2008, Our long distance services revenue is trending
downward due to a reduction in the cverall average revenue per minute of use. We
have actively marketed a package of unlimited long distance minutes with our
digital phone and state unlimited bundled service cfferings. While these package
offerings have grown our 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 our overall average revenue per minute of
use.
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Our long distance minutes of use decreased by 3% during the three months ended
March 31, 2009,, as compared to the three months ended March 31, 2008. Average
revenue per minute of use has alse declined. Cur 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 rasulting
in a loss of customers, minutes of use -and -further declines in the rates we
charge our customers, We expect these factors will con¥inue to adversely affect
our long distance revenue in the future.

Directory Services

Directory services revenue for the three months ended March 31, 2009 decreased
50.9 million, or 3%, to $27.7 million, as compared with the three months ended
March 31, 2008, primarily due to-lower revenues from yellow pages advertlsing,
mainly in Rochester, New York.

Other

Other revenue for the three months ended March 31, 2009 decreased $51.7 million,
or 7%, to $21.5 million, as compared with the three months ended March 31, 2008,
primarily due to fewer equipment sales, reduced pole attachment feaes and
decreased "bill and collect" fee revenue, partially offset by higher DISH
Network (DISH} video and wireless revenues.

OTHER FINANCIAL AND OPERATING DATR

As of As of
March 31, 2009 March 31, 2008 Change

Access lines:

Residential 1,427,144% 1,553,094 -B8%

Business ) 789, 654 832,878 -5%
Total access lines 2,216,803 2,386,073 -7%
High-Speed Internet (HSI) subscribers 600,047 543,020 11%
Video subscribers 146,010 101,410 44%

For the three months ended March 31,
2009 2008 § Change % Change

Revenue:

Residential $ 230,466 § 241,362 5 (10,896} -5%

Business 217,425 220,025 {2,600} ~1%
Total customer revenue 447,891 461,387 (13,496} -3%

Regulatory (Access Services) 90,065 107,818 {17,753) -16%
Total revenue $ 537,956 $§ 569,205 $ (31,249} -5%
Switched access minntes of use

{in millicns) 2,377 2,602 -9%
Average monthly total revenue per

access line : 5 80.21 $ 78.81 2%
Average monthly customer revenus

per access line -4 66.78 3 63.88 5%
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OPERATING EXPENSES
NETWORK RACCESS EXPENSES

For the three months ended March 31,

Network access $ 60,684 $ 60,548 , 8 135 0%

Natwork access expenses for the three months ended March 31, 200% was relatively
unchanged as compared with the three months ended March 31, 2008, Long distance
carriage costs declined $4.5 million in the first quarter of 2009 due to
decreasing rates resulting from more efficient circuit routing for our long
distance and data products. In the first guarter of 2009, we expensed $6.7
million for the cost of new personal computers provided to customers in
connection with our "Rolling Thunder" promotion which resulted in additional
DISH wvideo and High-Speed Internet subscribers. The first quarter of 2008
included costs of $2.6 million associated with High-Speed Internet promotions
that subsidized the cost of a flat screen television provided to customers.

As we continue to increase our sales of data products such as High-Speed
Internat and expand the availability of our unlimited long distance calling
plans, our network access expense may increase in the future. A decline in
expenses assoclated with access line losses, has cffset some of the increase.

OTHER OQPERATING EXFPENSES

For the three months ended March 31,

{$ in thousands)

———————————————— 2008 2008 $ Change
Wage and-benefit expenses $ 92,867 $100,676 $ (7,809
Pension costs 3,246 (530) 8,776
Severance and early
retirement costs 2,556 . 2,801 {335)
Stock based compensation 2,122 3,018 1897)
All other operating expenses 94,413 57,208 (2,795)
$200,204 £203, 264 $ (3,080)

Wage and benefit expenses

Wage and benefit expenses for the three months ended March 31, 2008 decreased
$7.8 million, or 8%, to $92.9% millieon, &as compared to the three months ended
March 31, 2008, primarily due to headcount reductions and associated decreases
in compensation and benefit expenses.

Pension costs

The decline In our pension plan assets during 2008 has increased our pension
expense in 2609, Pension costs for the three months ended March 31, 2009 and
2008 were approximately $8.2 million and §{0.5) million, respectively. The first
quarter of 2009 pension costs represent an increase of $8.7 million over the
prior year period, as described in more detail below. Pension costs include
pension expense of $10.2 million and $({0.7} million, less amounts capitalized
into the-cost of capital expenditures of 52.0 million and $(0.2) million for the
three months ended March 31, 200% and 2008, respectively.

As a result of negative investment returns for the first quarter of 2009 of
(4.7)%, and ongoing benefit payments, the Company's pension plan assets have
declined from $589.8 million at December 31, 2008 to $546.3 million at March 31,
2009, a decrease of $43.5 million, or 7%, Based on current assumptions and plan
asset values, we estimate that our 2009 pension and other postretirement benefit
expenses (which were 511.2 million in 2008} will be approximately $50.0 million
to $55.0 million. No contributions are expected to be made by us to our pensicn
plan until 2011, although pension welatility could reguire us to make a
contributien in 2010, at the earliest.

25

. Source: FRONTIER COMMUNICATI, 10-Q, May 07, 2009



All cther operating expenses

All other operating expensas for the three months ended March 31, 2009 decreased
$2.8 million, or'3%, to $%4.4 million, as compared to the three months ended’
March 31, 2008, due to reduced costs for consulting- fees and other outside
services, partially offset by higher marketing expenses. -

DEPRECIATION AND AMORTIZATION EXPENSE

For the three months-ended March 31,

($ in thousands)

m——————— e — 2009 2003 5 Change . % Change
Depreciaticon expense $ 92,BE8 § 55,145 $ {2,257} -2%
Amortization expense 44,670 45,935 {1,265} -3%

$ 137,558 5 141,080 $ {3,522} -2%

Depreciation and amortization expense for the three months ended March 31, 2009

decreased $3.5 wmillion, or 2%, to £137.6 million, as comparsd to the three
months ended March 31, 2008, primarily due to a declining net asset base,

partially offset by changes in the remaining useful lives of certain assets. An
independent study updating the estimated remaining useful lives of our plant
assets is performed annually. We adopted the remaining useful lives proposed in
the last study effective  OQctober 1, 2008, OQur "composite depreciation rate™
increased from 5.5% to 5.6% as a result of the study. We anticipate depreciation
expense of approximately §350.0 millien to $370.0 milliion and amortization
expense of 5113.9%9 million for 2009., Amortization expense for the three months,
ended March 31, 2009 is comprised of $30.6 million for amortization associated
with our legacy properties, which will be fully amortized in June 2009, and
514.1 million for Iintangible assets ({customer base and trade name) that weare
acquired ip the Commonwealth and Glebal Valley acquisitions.

INVESTMENT AND OTHER INCOME (LOSS}, WET ./ INTEREST EXPENSE / INCCME TAX EXPENSE

For the thraee months ended March 31,

{3 in thousands) ’
________________ 2009 2008 $ Change % Change

Investment and

other income {loss),

net S 8,247 3 (907} 5 9,154 1008%
Interest expense $ 88,740 5 80,860 5 {2,111} -2%
Income tax expense § 22,053 $ 26,628 5 {4,575) -17%

Investment and other income ({(loss), net

Investment  -and other income (loss), net for the three months ended March 31,
2009 improved $9.2 million, to $8.2 million,. as compared with the three months
ended March 31, 2008, primarily due to the loss on retirement of debt of $6.3
million recognized during the first quarter of 2008, combined with litigatioen
settlement proceeds of $2.2 miliion and the settlement of customer advances of
52.5 million in 200%. These improvements were partially coffset by a decrease in
2009 of $1.8 million in income from short-term investments of cash and cash
equivalents due to lower interest rates and investable cash balance in 2009.-
Our average cash balance was $170.5 million and $227.1 millicn for the three
months ended March 31, 200% and 2008, respectiwvely.
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Interest expense

Interest expense for the three manths ended March 31, 2009 decreased 52.1
millidn, or 2%, to $88.7 million, as compared with the three months ended March
31, 2008, primarily due to slightly lower average debt levels and interest rates
in 2009, partially offset by decreased amortization of the deferred gain
associated ‘with the termination of our interest rate swap agreements and
retirement of°related debt during the first quarter of 2008. Our average debt
outstanding was 54,732.0 million and 54,759.5 milllion for the three months ended
March 3%, 2009 and 2008, respectively. Qur composite average borrowing rate as
of March 31, 2009 as compared with the prior year was 11 basis points lower,
decreasing from 7.65% to 7.54%.

Income tax expense

Income tax expense for the threes months ended March 31, 2009 decreased $4.6
million, or 17%, to $22.1 million, as compared with the three months ended March
31, 2008, primarily due tc lower taxable income. The effective tax rate for the
first three months of 2009 and 2008 was 37.4% and 36.7%, respectively. Our cash
taxes paid for the three months ended WMarch 31, 2009 were $1.3 million, a
decrease of $0.6 million £rom the first three months of 2008. We expect to pay
approximately $90.0 million to $110.0 million for the full year of 200%. Our
200% cash tax estimate reflects the anticipated favorable impact of bonus
depreciation that is part of the economic stimulus package signed into law by
Praesident Cbama.

There were nc material changes to the lizbilities on our books as of December
31, 2008 related to uncertain tax positions recorded under FASB Interpretaticn
No. (FIN) 48 for the three months ended March 31, 2009.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Disclosure of primary market risks and how they are managed

We are exposed to market risk in the normal course of ocur business operations
due to ongoing investing and funding activities, including those assoclated with
our pansion assets. Market risk refers to the potential change in falr value of
a financial instrument as a result of fluctuations in interest rates and eguity
prices. We do not hold or issue derivative instruments, . derivative commodity
instruments or other financial instruments for trading purposes. As a result, we
do not undertake any specific actions te cover our ewposure to market risks, and
we are not party to any market risk management agreements other than in the
nermal course of business. OQur primary market risk exposures ars interest rate
risk and equity price risk as follows:

Interest Rate Exposure

Gur exposure to market risk for changes in interest rates relates primarily to
the interest-bearing portion of our investment portfolic. Cur long-term debt as
of March 31, 2009 was approximately 94% fixed rate debt with minimal exposure to
interest rate changes after the termination of our remaining interest rate swap
agreements on January 15, 2008.

Our objectives in managing our interest rate risk are to limit the impact of
interest rate changes on earnings and cash flows and to lower our overall
horrowing costs. To achieve these objectives, all but $280.3 million of our
borrowings at March 31, 2009 have {lxed interest rates. Consequently, we have
limited material fubure earnings or cash flow exposures from changes in interest
rates on our long-term debt. An adverse change in interest rates would increase
the amount that we pay on our variable ckligations and could result in
fluctuations in the fair wvalue of our fixed rate obligations. Based upon ocur
overall-interest rate exposure at March 31, 2009, a near-term change in interest
rates would not materially affect our consolidated financilal positicon, results
of operations or cash flows.

On January 15, 2008, we terminated all of our interest rate swap agreements
representing 5$400.0¢ million notional amount of indebtedness associated with our
Seniocr Neotes due in 2011 and 2013. Cash proceeds on the swap terminations of
approximately $13.5 milliecn were received in January 2008. The related gain has
been deferred on the consolidated balance sheet, and is being amortized inte
interest expense over the term of the associated debt.

Sensitivity analysis of interest rate exposure

At March 31, 2009, the fair value of cur long=term debt was estimated to be
approximately $3.9 billion, based on our overall weighted average borrowing rate
of 7.54% and our overall welghted average maturity of approximately 11 years.
There has been no material change in the weighted average maturity applicable to
our chligaticns since December 31, 2008.
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Equity Price Exposure

Our exposure to market risks for changes in security prices as of March 31, 2009
is limited to our pension assets. We have no other security investments of any
material amount. .

buring 2008 and 2009, the diminished availability of credit and liguidity in the
United States and throughcut the global financial system has resulted in
substantial wvolatility in financial markets and the banking system. These and
cther economic events have had an adverse impact on investment portfolios.

The decline in our pension plan assets during 2008 has incréased our peansion
expense 1n 2009%. As a result of negative investment returns for the first
quarter of 2009 of (4.7)%, and ongoing benefit payments, the Company's pension
plan assets have .declined £from $582.8 million at December 31, 2008 to $546.3
million at March 31, 2009, a decrease of $43.5 million, or 7%. No contributions
are expected to be made by us to our pension plan until 2011, although pension
volatility could require us to make a contribution in 2010, at the earliest.

Item 4, Controls and Procedures

{a) Evaluation cof disclosure controls and procedures

We carried out an evaiuation, under the supervision and with the participation
of cur management, including ocur principal executive officer and principal
financial officer, «regarding the effectivensss of the design and operation of
our disclosure controls and procedures. Based upon this evaluation, our
principal executive officer and principal financial officer concluded, as of the
end of the pericd covered by this report, March 31, 2009, that our disclosure
controls and procedures were effective.

(b} Changes in internal control over financizl reporting

We reviewed our internal control over financial reporting at March 31, 2008.
There has been no change in our internal contrel over financial reporting
identified in an ewvaluation thereof that occurred during the first fiscal
gquarter of 2009 that materially affected, or is reasonably likely to materially
affect, our internal contrecl cover financial reporting,
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PART 1I. OTHER INFORMATION
FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

Item 1. Legal Proceedings

There have been no matsrial changes to our legal proceedings from the
information provided in Item 3, "Legal Proceedings™ included in our Annual
Report on Form 10-K for the year ended December 31, 2008.

We are party to various legal proceedings arising in the normal course of our
business. The cutcome of individual matters is not predictable. However, we
believe that the ultimate resolution of all such matters, after considering
insurance coverage, will not have a material adverse effect on our financial
position, results of operations, or our cash flows.

Item 1A. Risk Factors

There have been no material changes to our risk factors from the information
provided in Item 1A. "Risk Facters" included in cur Annual Report on Form 10-K
for the year ended December 31, 2008.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

There were no unregistered sales of equity securities during the guarter ended
March 31, 2009.
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ISSUER PURCHASES QF EQUITY SECURITIES

Total
Number cof Average -

- . Shares Price Paid
Pariod - . Purchased . per Share
January 1, 2009 to January 31, 2009
Employee Transactions (1} 830 $ B.52
February 1, 200% to February 28, 2009
Employee Transactions (1) 121,252 $ 7.39
March. 1, 2009 te March 31, 2009
Employee Transactions {1} 6,880 5 6.24
Totals January 1, 2009 to March 31, 2009
Employee Transactions (1) 128,772 S 7.34

(1)

Includes restricted shares withheld ({under the terms of grants under
employee stock compensation plans) to offset minimum tax withheolding
obligations that occur upon the westing of restricted shares. The Company's
stock compensation plans provide that the value of shares withheld shall be
the average of the high and low price of the Company's common stock on the
date the relevant transaction occurs.
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Irem 6. FExhibits

a) Exhibits: .

10.1 Amendment No. 2, dated as of May 6, 2009, to Loan Agreement
between Frontier Communications Corporation and the Rural
Telephone Finance Cooperative,

31.1 Certification of Principal Execurive Officer pursuant to Rule
13a-14{a) under the Securities Exchange Act of 1934.

31.2 Certification of Principal Financial Officer pursuant to Rule
13a-14{a) under the Securities Exchange Act of 1934.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant fo 18 U.5.C.

Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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FRONTIER COMMUNICATICONS CORPORATION AND SUBSIDIARIES

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the

Registrant has duly caused this report to be signed on its
undersigned, thereunto duly authorized.

FRONTIER COMMUNICATIONS CORPORATICN

(Registrant)

By:- /s/ Robert J. Larson
- Robert J. Larson
Senicr Vice President and
Chief Accounting Cfficer

Date: May 7, 2009

32

Source: FRONTIER COMMUNICATL, 10-Q, May 07, 2006

bahalf by the



. Exhibit 10.1

BMENDMENT NO, 2

This AMENDMENT NO, 2 dated as of, May 6, 2009, (this "Amendment") by and between
FRONTIER COMMUNICATIONS CORPORATION, a Delaware corporation {formerly Citizens
Communications Company) ("Borrower"), and RURAL, TELEPHONE FINANCE COOQOPERATIVE, a
District of Columbia cooperative assoclation ("Lender™).

RECITALS

WHEREAS, Borrower and Lender have entered into a Loan Aqreehent dated as of
Octeober 24, 2001, as amended by BAmendment No. 1 dated as of March 31, 2003
(jointly the "Loan Agreement");

WHEREAS, Borrower has requested Lender to consent to certain modifications
to the terms and conditions of the Loan Agreement and Lender has agreed to such
modifications;

NOW, THEREFORE, in consideration of the mutual covenants contained herein,
and for other good and valuable consideration, the receipt and sufficiency of
which are hereby acknowledgsd, the Borrower and Lender hersby agree as follows:

1. Definitions. Terms not specifically defined herein shall have the
meanings respectively assigned to them in the Loan Agreement.

2, Representations and Warranties. Borrower hereby represents and
warrants that as of the date herecf the Loan Agreemsnt is in full
force and effect, and Borrower is not in default of any Obligation.

3. Section 6.03 of the Loan Agreemeht is hereby deleted in its entirety
and shall be replaced by the following:

5.03 Financial Ratio. As of the end of each fiscal quarter of the
Borrower, the Borrower shall have a Leverage Ratio not greater
than 4.50 te 1.00.

4. The following shall be added to Sectien 2.03 of the Loan Agreement:

td} Notwithstanding anything set forth herein to the contrary,
if, as of the end of any fiscal quarter of the Borrower, the
Borrower has a Leverage Ratic in excess of 4.00 te 1.00 the
Applicable Rate shall be increased by 0.23% and such . increased
rate shall apply to the next guarterly payment.

5. Merger and Integration. This Amendment, the Loan Agreement and the
matiters incorporated by reference contaln the entire agreement of the
parties hereto with respect to the matters covered and the
transactions contemplated hershby. ’

6. Severability, If any term, provision or condition, or any part
thaereof, of this Amendment, shall for any reason be found or held
invalid or unenforceable such invalidity or unenforceability shall not
affect the remainder of such term, provision or condition nor any
other term, provision or condition, and this Rmendment, and the Loan
agreement shall -survive and be construed as if such invalid or
unenforceable term, provision or condition had not been contained
therein.
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7. Incorporation of Terms of Loan Agreement. Excepb as otherwise amended
or modified herein, the terms, ‘conditions and provisions of the Loan
Agreement are incorporated herein by reference as if set forth in full
herein and remain in full force and effect.

IN WITHNESS WHEREOF, the partiss hereto have caused this Amendment No.
2 teo be duly executed as of the day and year first above written.

FRONTIER COMMUNTCATIONS CORPORATION

By: /s/ David R, Whitehouse

David R. Whitehouse
Senior Vice President and Treasurer

Attest: /s/ David G, Schwartz (SEAL)

Assistant Secretary

RURAL TELEFPHONE FINANCE COOPERATIVE

By: /s/ Barry Carroll

Name: Barfy Carroll

Title: Assistant Secretary-Treasurer

Attest: /s/ William R. Knecht, III {SEAT}

Assistant Secretary-Treasurer
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- EXYHIBIT 31.1 -
CERTIFICATIONS .
I, Mary Agnes Wilderstter, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Frontier
Communications Corporation; *

2. Based on my knowledge, this report does not contain any untrue statement
of a2 material <fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report:

3. Based on my knowledge, the financial statements, and other financial
infeormation included in this report, fairly presant in all material respects the
financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant's other certifying officer and I are responsible for
establishing and maintaining discleosure controls and procedures {as defined in
Exchange Act Rules 13a~15{e).-and 15d-15(e}} and internal c¢ontrol over Einancial
reporting {as defined in Exchange Act Rules 13a-15(f) and 15d-15(f}} for the
registrant and have:

a) Designed such disclosure controls and procedures, or caused
such discleosure controls and procedures to be designad under our
supérvision, to ensure that material information relating to the
registrant, including its consclidated subsidiaries, is made known to
us by others within those entities, particularily during the period in
which 'this report is being prepared;

b) Designed such internal control over financial reporting, or
caused such internal control over fimancial reporting to be designed
under ocur supervision, to provide reasonable assurance regarding the
reliability of financial &reporting and the preparation of financial
statements for external purposes in accordance with genérally accepted
accounting principles:;

¢} BEvaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our conclusions
apout the effectiveness of the disclosure controls and procedures, as
of the end of the peried covered by this report based on such -
evaluation; and

d) Discleosed in this report any change in the registrant's
internal control over financial reporting that occurred during the
registrant's most recent fiscal gquarter {the registrant's fourth
Tiscal guarter in the case of an annual report) that has materially
arfected, or 1s reasonably likely to materially affect, the
registrant's internal control over financial reporting: and
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5. The registrant's other certifying officer and I have disclosed, based on
our most recent evaluation of internal contrel over finanecial reperting, to the
registrant's auditoers and the audit committee of the registrant's board of
directors (or persons performing the eguivalent functions):

a) All significant deficiencies and material weaknesses in the
desigrn or operation of internal centrel cver financial reporting which
are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b} Any fraud, whether or not material, that involves management

or other employees who have a significant role in the registrant’s
internal contrel over financial reporting.

Date: May 7, 2009 /=/ Mary ‘Agnes Wilderotter

Mary Agnes Wilderctter
Chairman and Chief Executive Officer
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Exhibit 31.2
CERTIFICATIONS
I, Donald R. Shassian, certify that:

1. I have reviewed this quarterly report .on Foim 10-0 of Frontier
Cormmunications Corporation: . ‘

Z. Based on my knowledge, this report does not contain any untrue statement
of a material fact or omit to state a material f£fact necessary to make the
statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as
of, and for, the pericds presented in this report;

4. The registrant's other certifying officer and I are responsible for
establishing and maintaining disclosure. controls and procedures (as defined in
- Exchange Act Rules 13a-15(e) and 15d-15(e}} and internal control over financial
reporting (as defined in Exchange Act Rules 13a~15(f) and 15d=15(f}} for the
registrant and have:

a} Designed such disclosure controls and procedures, or caused
such disclosure . controls and procedures to be designed under our
supervision, to ensure that material information reslating to the
registrant, including its consolldated subsidiaries, is made known to
us by others within those entities, particularly during the period in
which this report is being prepared;

b} Designed such internal control over financlal reporting, or
caused such internal - control over financial reporting to be designed
under our supervision, to provide reascnable assurance regarding the
reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted
accounting principles;

c} Evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our conclusions
about the effectivehess of the disclosure controls and procedures, as
of the end of the period covered by this  ~ report based on such
evaluation: and

d} Disclosed in this report any change in the registrant's -
internal control over financial reporting that occurred during the
registrant's most recent fiscal quaerter (the registrant's fourth
fiscal gquarter in the case of an annual report) that has materially
affected, or 1is reascnably likely to materially afferct, the
registrant's internal control over financial reporting; and
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5. The registrant's other certifying officer and I have disclosed, based on
our most recent evaluation of internal control ovér financial reporting, %o the
registrant’'s auditors and the audit ‘committee of the registrant's board of
directors (or persons performing the equivalent functions): .

a} Rll significant deficiencies and material weaknesses in the
design or operation of internal controdl over financial reporting which
are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b} Any fraud, whether or not material, that involves management
or other emplovees who have a significant role in the registrant's
internal control over financial reporting.

Date: May 7, 2009
/s/ Donald R. Shassian

Donald R. Shassian
Executive Vice President and
Chief Financial Cfficer
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' . Exhibit 32.1

CERTIFICATION PURSUANT TO
18 17.5.C, SECTION 1350
. A$ ADOPTED PURSUANT TO
SECTTQN S06 OF THE SARBANES-OXLEY ACT OF 2002

-In connection with the gquarterly Report of Frontier Communications Corporation

{the ™Company") on Form 10-Q for the period ended March 31, 2009 as filed with
the Securities and Exchange Commission on the date hereof {the "Report"), I,
Mary Agnes .Wilderotter, Chajirman and Chief Executive Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant teo Section 906
of the Sarbanes-Oxley Act of 2002, that:

{1} The Report fully complies with the requirements of Section 13(a} or
1%{d) of the Securities Exchange Act of 1934; and

(2} The information contained in the Report fairly presents, in all
material respects, the financial cendition and results of operations of the
- Company.

/s/ Mary Agnes Wilderotter

Mary Agnes Wilderotter

Chairman and Chief Executive Officer
May 7, 2009

This certification ls made solely for purpose of 18 U.S.C. Section 1350, subiect
to the knowledge standard contained therein, and not for any other purpose.

‘A zigned original of this written statement regquired by Section 306, or other
document authenticating, acknowledging, or otherwise adopting the signature that
appears in typed form within the electrenic wversion of this written statement
.required by Section 906, has been provided to Frentier Communications
Corporation and will be retained by Frontier Communications Corperaticen and
furnished to the Securities and Exchange Commissicn or its staff upon request.
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Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.5.C. SECTION 1350
AS ADCPTED PURSUANT TO
" SECTION 906 QOF THE SARBANES-OXLEY ACT OF 2002

In cennectien with the guarterly Report of Frontier Communications Corperation
{the "Company"} on Form 10-Q for the period ended March 31, 2009 as filed with
the Securities and Exchange Commission on the date hersof (the '“Report"y, I,
Donald R. Shassian, Chief Financial Officer of the Company, certify, pursuant to
18 U.5.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002, that:

{1} The Report fully complies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

{2) The information contained in the Report fairly presents, in all
material respects, the financial condition and results of operations of the

Company.

/s/ Donald R. Shassian
Donald R. Shassian
Executive Vice President and Chief Financial Qfficer

May 7, 2008

This certification is made sélely for purpese of 18 U.8.C. Section 1350, éubject
to the knowledge standard contained therein, and not for any other purpose.

A signed original of this written statement required by Ssction 906, or other
document authenticating, acknowledging, or otherwise adopting the signature that
appears in typed form within the electronic wversion of this written statement
required by Section 906, has been provided to Frontier Communicaticngs
Corporation and will be retained by Frontier Communicatiens Corporation and
furnished to the Securities and Exchange Commission or its staff upon request.
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