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Global Cradit Research
_ Rating Action
HMoody's invasiors Sarvice : . . 13 MAY 200¢

Ratmg Agtion: Frontier Doormanications Gorparstion

Maoody's: Frontler's fatmgs on review for possible upgrade; Werizon - NW, North and WV on review for
possible downgrade

New York, May 13, 2009 - Moody's Investors Service has ;}acect tha debt ratings of Frontier
Communications Carparaﬁsn;‘ {"Fromtier’) on review for pessible upgrade, following the announcement that it
plans o merge with a company te be spun ont of Verizon Communications’ northem and westemn cparations
(VZ-Spincol in a reverse Moris Trust fransaction, valued at $8.4 billion In cash and stock, where by Verizen
sharaholders will own belwasn 66% and 71% of the post-marger aniity. Howaver, Moody s believes the
changs of control provxszons in Frontier's debt are unlikely to be trgggafed and Moody's expects the existing

- Frontier debt to stay in placs

Ags part of the transaction, VZ2-Spinco wilt issue approximately $3 biflion of new debt, while it s anticipated
that 5250 mittion of existing debt al the Varizon entities 1o be acguired will rernain in place post-merger,

aithough the amount may be up to 5425 million, depending on the final dming of the merger closing. As a
result Moody's has alsc piaced the A3 senior unsecired debt ratings of Verizon - Northwest, North; and Weast
Virginia on review for a mssm e downgrade, a5 it is uniikely that the past-merger entity will be rated at that
1avei

The ratings actions incude:’
On Review for i:ossibié Dawngx.fade:
issuern Venzon ﬁort’h Ine.
.:Senior Unsecured Regultar Bond/Debenty re, currently AS
Issuer: Yerizon Narthwest inc. |
..Senior Unsecured Reguiar Bond!Dabentura, currently A3
..i.ssuer: Verizon Wes.?, Vl.rgiﬂia, Ine.
...Benlor Unseéured Raguiar BondDebeniure, curr&n.t}y AS '
On Review Tor Possible Upgrade:
ssuer Frontier Cgmmu;'zEcazions Corporation
..Corporate Family Rating, currently 822
...Probability of Defautt Ratiﬁg; currently BaZ '
...Senior Unsecurad Bank Cradit Facility, currently Ba2 LGD4-53%
...Sernior Unsecurad Regular Bond/Debenlure, currently Ba2 L{BD4~53%
_..ASenicf_ Unsecurad Shelf, currently {7)Ba2
Qutlook Actions:
" lssuer: F.roniéer Communicaiions Corporation
...Outicok, Changed To Rating Un.éer Review From Stable

.Issuar: Verizon North ing.
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....buzéook, Changed To Ratirig Undér Review From Negative
Jdssuan Verzon Northwest Inc.

..Outicak, C.haﬂgéd To Ratiné. Under Review From Négative
lssuer Verizon West Virginia, Inc,

...Outiook, Changed To Rating Under Review Fr.om Negative:

Frontier expects to generate significant expense savings from the merger, initially sstimated af abouwt 3500

. milior: annually, Nen-recurring integration costs will fikely be inthe 5200 milion range, while the company is
fikely to ramp up capital expenditures during the first vears of integration in order to increase VZ-Spinco
“propesties’ high speed dats addressabifity. Frontier's current high speed data availsbilily is approximately
90%. The merger will produce. a company with operations in 27 states serving over 7 miflion access lines:
The increase in scale is expecied to boister Frontier's overall competitive position and increase operational
and capital efficlencies, especially those related to network modernization and new product development.
However, the challenge to Frontier of integrating a company mote than twice i3 size is substantial and will be

. an additional and significant focus of Moody's review of the ratings.

Frontier believas that the operaling systerns transition in this situstion will be easier than in some recent

- Verizon asset saies, as only the West Virginia operations, which represent about 13% of the VZ-Spinco lined,
will require a systems conversion at closing. For the remaining lines, VZ-3pinco will be operating under
independent management and operating systems prior to thiz mérger effectivensss and will not require a
timed cutover, which is expected to matarially reduce the transition issues thal other carders have
experienced.

The transaction is expeciad to reault in significant delevaraging at Frontier, leading 16 a potentiafly improved
cradit profile. The combingd pro forma 2008 Deby¥EBITDA would ba 2.6x, while its dividend wouid be cut by
25%, duie to & $0.25 annuat per share dividend reduction effective after closing of the ransaction. Franter
has stated its intent lo-achisve investment arade financiz! metrics following the merger. Moody's will assess
menagement's commitment and abillty to maintain an Investmant'grade cradit profile for the combined
company in light of the interlse competiive challenges confronting the sestor and the resulting pressures io
avhieve the targeted cost savings. : .

Sefore e iransaction can close, numerous regulatery approvals, including those of several state Public
Utility Commissions, are requlred. Gonditions that may be-imposed by some of these states’ reguistory
authosities could have a material impact on the combined entiies’ future sperating performance and financial
profile, In additon, the Obama administration and Federal Communication Commission could potertially gl
farth comprehensive reforms of infercarier compensétion and universal sérvice rules. Changes 0 the current
structura of these and other ragulatory framewaorks could also have animpact on the combined company's
fuiure operating and financial performance and witt aise-be a focus of Moody's review.

_M_ocd}}'s_ mosl recent rating action for Frontier was on Aprii 3, 2008, at which time Moody's gssigned a Ba2
rating to e company's new nols issuanca.

Moody's most recent-rating action for Verizon - Northwest, North, and West Virginia Frontier was on Cctober
28, 2008, 2t which fime Moody's confirmad tha issuers’ A3 senior unsécured rating and piaced a negative
outlock on the debt ratings. )

The principai methodelogy used in rating Frontier and Verizon - was Moody's Global Telecommunications
Industry rating methodalegy, which can be found at www mocdys.com in the Cradi Policy & Methodologies
dirsctary, in the Ratings Methodologies sub-directory {Decamber 2007, document #108483). Other
mathodologies and factors that may have been considerad in the process of rating these lssuers can also be
found in the Cradit Policy & Methodologiss direciory.

Pro-forma for the transaction, Frontier, headquartered in Stamford, CT, will become the fifth lergest wireline
telecommunications company in the US, serving over 7 million access lines in primasily rural areas and small-
and medium-sized cities. Verzon Communicaiions is headguarterad in Basking Ridge, NJ.

. New York .
Gerald Granovaky
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CREDIT RATINGS ARE MOODY'3 INVESTORS SERVACE, INC,'S (MiS) CURRENT OPINIONS OF THE

RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DERT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
N THE EVENT OF DEFAULT, CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
-NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT, CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL; OR HOLD PARTICULAR SECURITIES, CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR, M3 ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS QWHN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.

& Copyright 2008, Moody's invastors Semc& ing. andior its licensors ncludmg Moody's Assurance Company, [ne.
(tz}geiﬁer “MOODY'S"), Al rights reserved.






