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David Brevitz, C.F.A. 
3623 SW Woodvalley Terrace 
Topeka, Kansas 66614 
785-266-8769, dbrevitz@cox.net 

General 

Mr. Brevitz is an independent telecommunications consultant, a Chartered Financial Analyst and 
has more than twenty-six years of experience in government affairs and telecommunications 
regulatiodde-regulation. He previously served in management positions with industry 
regulatory organizations. He is a former Chief of Telecommunications for the Kansas 
Corporation Commission ("KCC"). He is familiar with the details of the FCC's implementation 
of the Telecommunications Act of 1996, and has provided expert testimony on numerous issues 
including telco local division spin-offs, competition, industry and market structure, service 
bundles, substitutability of VoIP and wireless for local exchange service, resale, unbundled 
elements, TELRICIcost studies, network modernization, access charges, rate design, cost 
allocations, universal service and other matters. 

Professional Designation and Communitv Service 

Mr. Brevitz has achieved designation as Chartered Financial Analyst from the Institute of 
Chartered Financial Analysts ("ICFA") in 1984. The ICFA is the organization which has 
defined and organized a body of knowledge important for all investment professionals. The 
general areas of knowledge are ethical and professional standards, accounting, statistics and 
analysis, economics, fixed income securities, equity securities, and portfolio management. 

Mr. Brevitz is Past President of the Topeka Kiwanis Club (1988 - 1999). He has served 
numerous terms on the Board of Directors of the Club, has been recognized by Kiwanis 
International as a George F. Hixson Fellow, and has his name inscribed on the Kiwanis 
International Foundation Tablet of Honor. 

Mr. Brevitz is currently serving as Treasurer of Topeka Ice, a non-profit organization organized 
to build an ice rink for community use in Topeka, Kansas. He also currently serves as Treasurer 
of the Kansas City Junior Outlaws High School Hockey team (Tier 11). In addition, he has 
served two terms as President of the Topeka Junior Scarecrows Hockey Association and two 
terms as Treasurer. 

Recent Relevant Experience 

P 1999-Current, Kansas Corporation Commission Advisory Staff: Mr. Brevitz is serving as 
advisor to the Commissioners on telecommunications technical and policy matters, including 
determinations on state universal service fund issues; spin-off of SprintLJnited's Local 
Telecommunications Division (now Embarq); application of price cap regulation to 
Southwestern Bell-Kansas and SprintIUnited Telephone (now Embarq); designation of wireless 
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carriers and other entities as Eligible Telecommunications Carriers; arbitrations between 
carriers pursuant to the Federal Telecommunications Act; Southwestern Bell-Kansas' Section 
271 application; pricing and costing of unbundled network elements for Southwestern Bell and 
Qwest; modification of the Kansas Universal Service Fund to be cost based consistent with 
state and federal law; adaptation of the FCC cost proxy model for intrastate use; rate 
rebalancing and DSL deployment; Digital Subscriber Line (DSL) matters; legislative issues; 
advanced services; access charge restructure; collocation; and, toll dialing parity and carrier of 
last resort as examples. 

9 2007 to current, FairPointNerizon MergerIAcquisition of New England State 
Operations: Mr. Brevitz is working on behalf of the Maine Office of Public Advocate to 
assess the proposed spin off of Verizon operations in Maine, New Hampshire and Vermont and 

- - 

subsequent merger with and into ~ a i r ~ o i n t  Communications, in a reverse Morris trust - 
transaction. The assessment includes evaluating financial projections of the company in 
support of financial viability of the proposed transaction; financial analyses associated with the 
proposed transaction performed by the company and investment advisors; and implications of 
resulting debt leverage and structure of the company as "high debtlhigh dividend". 

9 2007 to current, FairPointNerizon MergerlAcquisition of New England State 
Operations: Mr. Brevitz is working on behalf of the New Hampshire Office of Consumer 
Advocate to assess the proposed spin off of Verizon operations in Maine, New Hampshire and 
Vermont and subsequent merger with and into Fairpoint Communications, in a reverse Morris 
trust transaction. The assessment includes evaluating financial projections of the company in 
support of financial viability of the proposed transaction; financial analyses associated with the 
proposed transaction performed by the company and investment advisors; and implications of 
resulting debt leverage and structure of the company as "high debtlhigh dividend". 

9 April 2007, PLTRC Advanced Training Course on Regulatory Economics and Process: 
Interconnection, Pricing and Competition: Mr. Brevitz developed and presented three 
courses to members of the National Telecommunications Commission from Thailand. The 
courses covered accounting separation, case study on a rate proposal, and principles and 
practices for rate rebalancing. 

> January, 2007, 21St International Training Program on Utilitv Regulation: Mr. Brevitz 
developed and presented training sessions on accounting separation, rate rebalancing (case 
study), and universal service obligations to the semi-annual training program for regulatory 
agency staff and commissioners worldwide. The training program is provided by the Public 
Utilities Research Center at the University of Florida in Gainesville. 

9 2006-Current, Telecommunications Training for Regulatorv Agency for 
Telecommunications (RATEL) in Serbia: Mr. Brevitz is working to assist RATEL in 
implementation of new polices designed to open telecommunications markets in Serbia to 
competition. Issues being addressed include cost orientation of prices (rate rebalancing), 
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universal service funds, interconnection, administrative procedures, internet telephony, and 
spectrum management. 

k 2006-2007, Embarq UNE Loop Pricing Application: Mr. Brevitz is working to assist the 
Bureau of Consumer Protection in the Nevada Attorney General's office in its assessment of 
Embarq's proposal to increase rates for the unbundled loop. This work includes assessment of 
Emabarq's proposed UNE loop cost model and its inputs, FCC orders which speak to TELRIC 
costing and UNE pricing, and use of the mapping program to support Embarq's proposed cost 
model. 

> "Assessing Pricing Behavior Under Deregulation": Presentation at the NASUCA Mid-Year 
Meeting, June 14,2006, Memphis Tennessee. 

> 2006 Spin-off of Windstream from Alltel: On behalf of the Kentucky Attorney General 
(Office of Rate Intervention), Mr. Brevitz formulated discovery, and analyzed and addressed 
information relevant to the proposed spin-off of the local telecommunications operations from 
Alltel Corporation and subsequent merger with Valor Communications. Prefiled testimony 
was provided before the Kentucky PSC addressing the excessive debt burden placed on 
"SpinCo" by Alltel; conflicting company claims regarding merger synergies; lack of basis for 
claimed increased buying power; and non-arms-length nature of decisions and transactions in 
the proposed spin-off. 

> 2005 Rate and Revenue Requirement Review of Saco River and Pine Tree Telephone 
Companies: On behalf of the Maine Public Advocate's Office, Mr. Brevitz addressed revenue 
requirement levels for both companies, including detailed review of expense levels and trends, 
expanded calling plan criteria and data, and detailed review of holding company organization 

- - 

and charges between affiliates. 

P 2005 Price Deregulation of Basic Local Exchange Sewice: On behalf of AARP, Mr. Brevitz 
provided comments before the Public Utilities Commission of Ohio regarding final rules to 
implement procedures for addressing price deregulation applications. The comments 
addressed the need for effective competition to be demonstrated before approving price 
deregulation of BLES; market segmentation between stand-alone BLES and service bundles; 
barriers to entry; current competitive market conditions and whether "many sellers" exist; 
functionally equivalent and substitute services; and other related matters. 

> 2005 Spin off of "LTD Holding Companv" from Sprint Nextel: On behalf of the Nevada 
Bureau of Consumer Protection, Mr. Brevitz led a team to analyze the proposed spin-off from a 
technical and public interest perspective under Nevada statutes. Issues addressed included: 
asset transfers to LTD Holding Co.; levels of debt to be placed on LTD Holding Co.; "normal" 
levels of debt for Sprint's Local Telecommunications Division; financial and cost of capital 
implications of the spin off; impact on LTD's ability to compete and other competitive trends; 
and accounting issues such as division of pension assets and pension liabilities. 
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> "Telecommunications Convergence: On Duopoly?": Presentation at the NASUCA Mid- 
Year Meeting, June 15,2005, New Orleans, Louisiana. 

> 2005 Intrastate Deregulation Proposal of SBC Oklahoma: On behalf of AARP, Mr. Brevitz 
filed testimony addressing SBC Oklahoma's proposal to deregulate pricing of almost all 
intrastate services (E911 and access services were excepted). The testimony responded to SBC 
Oklahoma assertions regarding significant retail competition on a widespread basis, openness 
of markets, barriers to entry and exit, reasonable interchangeability of use of cellular and VoIP 
services for basic residential services, market share analysis, and competitive trends including 
CLEC responses to the elimination of UNE-P, access line losses. The testimony further 
analyzed the actions, opportunities, and competitive responses of SBC Oklahoma and its 
corporate affiliates, observed public safety deficiencies of cellular and VoIP services, and 
market trends converging on duopoly. 

> 2004 to 2005: Alternative Regulation Plan Filing by Verizon Vermont: Mr. Brevitz 
assisted the Vermont Department of Public Service in assessing matters included in the 
Vermont Public Service Board's assessment of proposed changes to the Alternative Regulation 
Plan applicable to Verizon Vermont. Prefiled testimony addresses matters including 
assessment of competition and modes of competition, VoIPIwireless substitution, continuation 
of direct assignment practices under the FCC's separations freeze, jurisdictional cost 
allocations, rate flexibility, and UNE availability and commercial agreements with CLECs. 

> 2005 UNE Loop Cost Proceeding: On behalf of the Arkansas Public Service Commission 
General Staff, Mr. Brevitz filed testimony which analyzed SBC Arkansas' proposed increased 
UNE loop rates, and UNE loop model and shared and common cost model inputs and outputs, 
including fill factors, defective pairs, IDLC, DSL expenses, and retail related costs. 

> 2004 Mass Market Switching: Reviews under the FCC Triennial Review Order: 
Separately for the Arkansas Public Service Commission staff, and the New Mexico Attorney 
General's office, Mr. Brevitz provided analysis and two-step evaluation under the FCC's 
Triennial Review Order ("TROW) of impairment in access to local circuit switching for mass 
market customers. The evaluations were done on a granular, market-specific basis. The 
evaluations determined whether unbundled local circuit switching (and by extension, the UNE- 
Platform) must continue to be provided as an Unbundled Network Element by incumbent local 
exchange companies. 

> 2004 OSIPTEL/Peru: Worked with OSIPTEL (telecom regulator in Peru) to analyze barriers 
to competition in Peru. Presented workshop and training materials regarding the Economic 
Aspects of Competition Regulation for Public Utilities, which addressed concepts of market 
power, dominance, cross subsidies, essential facilities, ex ante versus ex post regulation, 
asymmetric regulation. 

> 2003 to 2005: Cable & Wireless Rate Adiustment/Barbados Fair Trading; Commission: 
Mr. Brevitz advised the FTC and its staff regarding the application of C&W Barbados to 
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increase domestic revenues and institute local measured service, and providing related 
analyses. The Company's filing was in part designed to enable Price Cap regulation, and 
opening the market to competitors. As such, Price Cap and competitive issues were 
necessarily considered along with revenue requirements and tarifflpricing issues. 

> 2003 CentuwTel Rate CaseIArkansas PSC: Mr. Brevitz led a team providing analysis and 
testimony on behalf of PSC staff in the CenturyTel of Northwest Arkansas rate case, in which 
the Company sought to treble local rates. Mr. Brevitz provided an analysis of CenturyTel of 
Northwest Arkansas' ("CNA") modernization programs and provision of DSL services from 
the perspective of basic local service ratepayers, and also addressed the local competition 
claims of the Company. 

> 2002 Maryland Office of People's Counsel: Maryland PSC's Case No. 8918 is to review 
Verizon's Price Cap regulatory plan, after Verizon had operated five or more years under it. 
Topics addressed included the proper productivity factor to use in the price Cap formula, and 
any necessary amendments to the structure of the price cap plan. Mr. Brevitz provided expert 
testimony on the proper formulation and terms for the price cap formula, competition, and 
other matters related to the extension of price cap regulation. 

> 2001 Maine Office of Public Advocate-Verizon Maine 271 Review: Review of Verizon's 
Section 271 filing before the Maine Public Service Commission, and Declaration filed on 
behalf of the Public Advocate which addresses Checklist Item #13 (Reciprocal Compensation), 
and Verizon's proposed performance measurement metrics and proposed Performance 
Assurance Plan. 

> 2001 Vermont Department of Public Service-Verizon Vermont 271 Review: Review of 
Verizon's Section 271 filing assertions of compliance with the "14 Point" competitive 
checklist and non-discrimination obligations of the Telecommunications Act of 1996, before 
the Vermont Public Service Board. Mr. Brevitz filed a Declaration on behalf of the DPS which 
addresses Checklist Item #13 (Reciprocal Compensation), and Verizon's proposed 
performance measurement metrics and proposed Performance Assurance Plan. 

> 2001 Public Utility Research Center (PURC)/Universitv of Florida: Presentation of two 
seminar modules and an interconnection case study as staff training for the Panamanian 
telecommunications regulatory body, ERSP. Mr. Brevitz developed course content and 
presentation materials for the seminar, under the auspices of PURC, on the topics of the "US 
Experience in Telecom Competition" and "Consumer Issues in Telecom Competition". These 
topics were presented by Mr. Brevitz in the seminar at Panama City, Panama on March 29-30, 
2001. 

> 2001-2002 Michigan Attorney General's Office-Federal District Court Litigation 
Support: Mr. Brevitz supported the Attorney General's office in its defense of lawsuits by 
Ameritech and Verizon against the PSC and the Governor regarding recently passed state 
legislation. The state legislation eliminated the intrastate EUCL being charged by both 
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companies, expanded local calling areas, and froze the application of the Price Cap Index for a 
period of time. 

> 1999-2000 Delaware Public Service Commission Staff-Evaluation of Bell Atlantic- 
Delaware's Collocation Tariff Filing: On behalf of the Staff, Mr. Brevitz reviewed BA- 
Delaware's Collocation tariff filing, and prefiled testimony on behalf of Delaware PSC staff. 
Issues addressed include non-discriminatory provisioning of collocation; collocation intervals; 
utilization of "best practices" for terms, conditions and pricing; and costing. 

> 1999-2000 Vermont Department of Public Service-Evaluation of Carrier to Carrier 
Wholesale Quality of Service: On behalf of the Vermont DPS, Mr. Brevitz was engaged in 
the review of quality of service standards related to Verizon's wholesale activities of 
provisioning Unbundled Network Elements and resold services. The work effort was 
conducted within a workshop of the parties, and was drawn on the similar activity for BA-NY 
and a number of other states including Massachusetts and Virginia. Measures, standards and 
benchmarks were to be determined, along with an appropriate remedy plan in the event those 
items are not met by the incumbent carrier. This matter was resolved in the context of 
Verizon's Section 271 case. 

> 1999-2000 Vermont Department of Public Service-Investigation of Geographically 
Deaveraged Unbundled Network Prices: On behalf of the Vermont DPS, Mr. Brevitz 
testified before the Vermont Public Service Board regarding the appropriateness and extent of 
geographic deaveraging of rates for Unbundled ~ e t h o r k  ~ lements  ( I ~ E s )  in Vermont. In 
formulating these positions, it was necessary to consider FCC Orders, competitive policy 
implications, and related issues such as distribution of federal high cost support. The FCC had 
spotlighted the linkages between high cost support and geographic deaveraging determinations. 
Consequently the testimony also considered federal high cost support distribution implications 
and local rate impacts stemming from geographic deaveraging hkterminations to bemade by 
the Board. 

> 1999 Vermont Department of Public Service-Evaluation of Bell Atlantic Proposed 
Alternative Regulation Plan, Wholesale Quality of Service Standards, and Cost of 
Service: Mr. Brevitz served as project manager and lead consultant in the DPS review of Bell 
Atlantic's proposed Price Point Plan and proposed appropriate modifications. Those 
modifications included moving rate reductions forward to the inception of the plan, and 
aligning the plan more closely to the status of competition in Vermont by allowing streamlined 
regulation only for truly new services, not bundles of existing services. Mr. Brevitz also 
supported the immediate implementation of detailed wholesale quality of service standards 
along with a remedies structure. Mr. Brevitz addressed the cost of service issues of reciprocal 
compensation and local number portability, and proposed rate design changes to effect the 
return of $16 million in excess revenues. 

P 1998-99 Delaware Public Service Commission Geographic Deaveraging of Bell Atlantic 
UNE Loop Rates: Mr. Brevitz worked for PSC staff to analyze cost and policy issues 
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associated with geographic deaveraging of UhTE loop rates. Methodology and policy to 
determine geographic zones was reviewed for BA-Del, and compared to all other Bell Atlantic 
states. BA-Del cost data was reviewed to assess closeness of fit between BA-Del's proposed - - 

population of zones with existing exchanges to the loop costs of those exchanges. After review 
of comments of interested parties, Mr. Brevitz prepared and submitted a report and 
recommendation to the PSC regarding modification of BA-Del's proposal to implement 
geographically deaveraged UNE loop rates. The PSC adopted the report and recommendation 
in its Order in the matter. 

> 1998 Vermont Department of Public Service- Evaluation of Proposed Special Contracts 
for Toll and Centrex Services for Compliance with Imputation Requirements: Mr. 
Brevitz worked for the DPS in this matter, which was an evaluation of four individual 
customer toll contracts, and two individual customer Centrex contracts, under the Vermont 
Public Service Board's price floor and imputation requirements. This evaluation included 
analysis of whether Bell Atlantic had appropriately followed the Board's imputation 
requirements; whether the imputed costs had been appropriately calculated and included all 

- -  - 

relkvant costs; and, whether undue price discrimination would result from approval of Bell 
Atlantic's proposed prices. Mr. Brevitz analyzed the Company's filed testimony and costing 
information provided in support of the contract pricing; drafted staff discovery and analyzed 
responses of other parties in the matter; and, supported pre-filed rebuttal and surrebuttal 
testimony before the Board under cross examination. Hearings in this matter were held in 
November and December of 1998 and January 1999. 

> 1998 Delaware Public Service Commission- Re-classification of Residential ISDN as 
"Competitive": Mr. Brevitz worked for Delaware Public Service Commission staff in this 
case (Docket 98-005T), which was a filing by Bell Atlantic to move Residential ISDN ("R- 
ISDN") from the basic service classification to the competitive service classification, pursuant 
to the Telecommunications Technology Investment Act and related Commission rules to 
implement the Act. Bell Atlantic filed an application before the PSC stating that R-ISDN met 
the statutory and rule conditions for moving the service to the competitive class of services, 
along with market information in support of that statement. Mr. Brevitz analyzed the 
company's filing and the comments of other parties in the matter from an economic and public 
policy perspective, analyzed the Company's compliance with applicable provisions of the 
TTIA and Commission rules, drafted staff discovery and analyzed discovery responses of other 
parties, and presented testimony under cross examination before the Commission. The hearing 
in this matter was held July 9, 1998. 

> 1997 Delaware Public Service Commission - Costing and Pricing of Residential ISDN 
Service: Mr. Brevitz assisted the Delaware PSC staff in this case (Docket 96-009T) by 
reviewing the prefiled testimony of all parties; reviewing the cost studies supporting Bell 
Atlantic's proposed R-ISDN pricing; comparing those costs to Bell Atlantic's UhTE rates and 
costs; reviewing Bell Atlantic's contribution analyses and demand forecasts for the R-ISDN 
service; reviewing and comparing two Bell Atlantic local usage studies (the second of which 
more than tripled the costs of the earlier study); providing an analytic report on the usage cost 
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studies to PSC staff and rate counsel; assisting in the preparation and conduct of cross- 
examination; and assisting staff rate counsel in preparation of the brief in this matter. The 
hearing in this matter concluded in January 1998. 

3 1997 Georgia Public Service Commission - Unbundled Network Elements Cost Study 
Review: Mr. Brevitz was a lead consultant in this engagement. The GPSC opened a cost 
study docket to determine the cost basis for BellSouth UNE rates, following arbitration 
hearings involving BellSouth and several competitors. Introduced for the first time by 
BellSouth, and considered in the hearing was BellSouth's "TELRIC Calculator". Also 
considered in the hearing, as sponsored by AT&T/MCI was Hatfield Model Versions 3 and 4. 
Mr. Brevitz prepared and provided to GPSC staff an "Issues Matrix" which listed the issues, 
party positions on the issues, and a suggested staff position. Also on behalf of GPSC staff, Mr. 
Brevitz analyzed cost inputs and outputs pertaining to both models. l\Jo testimony was 
provided in this matter as GPSC staff did not testify in the hearing. Hearings on the matter 
concluded in September 1997. 

3 1995, 1996 and 1997 Wyoming Public Service Commission - Competition Rules: Mr. 
Brevitz was the Project Manager and a lead consultant for this engagement. Mr. Brevitz is 
actively involved in writing and implementing comprehensive competition rules in Wyoming 
which consider the new 1995 Telecommunications Act in Wyoming and the 1996 Federal 
Telecommunications Act. These rules address interconnection/unbundling, universal service, 
service quality, price capslalternative regulation, privacy, resale, intra1,ATA dialing parity, 
TSLRICIcost study methods; access charge rate design; number portability, reciprocal 
compensation, rights-of-way and other matters. 

3 1995 and 1996 Wyoming Public Service Commission - U S WEST Pricinp Plan: Mr. 
Brevitz was the Project Manager and a lead consultant for this engagement. Mr. Brevitz has 
evaluated and filed testimony regarding U S WEST'S pricing plan, competition issues, 
universal service and U S WEST cost study issues. 

3 1996 Oklahoma Corporation Commission - Seminar on 1996 Federal Telecom Act: Mr. 
Brevitz presented a seminar on the 1996 Federal Telecom Act to the Oklahoma Corporation 
Commission Staff. 

3 1995 and 1996 Georgia Public Service Commission - Local Number Portability and 
Competition Policv: Mr. Brevitz was the Project Manager and a lead consultant for this 
engagement. Mr. Brevitz assisted the GPSC in implementing rules related to the new 1995 
Telecommunications Act in Georgia and the 1996 Federal Telecom Act. Mr. Brevitz was 
primarily involved in initiating and coordinating the Number Portability Task Force and 
guiding the industry workshop on permanent number portability. The PSC has accepted the 
industry workshop recommendation. As a result, Georgia will be one of the first states to 
implement full number portability. Assistance was also provided on other competition issues. 



PUBLIC 
DB-P-1 

P 1996 California Public Service Commission - Pricing of Unbundled Elements and Resale 
services: Mr. Brevitz assisted Sprint in the pricing (second) phase of the California 
Commission's OANAD proceeding. Testimony was presented regarding proper pricing of 
unbundled network elements, given previous a PUC decision on LTNE costs. The cost (first) 
phase involved the development of cost study principles, performance of TSLRlC cost studies 
of unbundled network elements by Pacific Bell and GTEC, and performance of avoided cost 
studies for retail services for resale. 

> 1995 to 1996 Kansas Telecommunications Strategic Planning Committee - Kansas 
Corporation Commission: Mr. Brevitz served as the Kansas Corporation Commission 
representative on this legislative committee, which was organized in mid-1 994 to research and 
recommend any needed changes to the telecommunications statutes and state policies. The 
TSPC issued its final report to the Governor and the legislature in January 1996. 

P 1995 Chairperson of Kansas Corporation Commission Working Groups: Mr. Brevitz was 
appointed to the Cost Studies and Universal Service Working Groups for the KCC's general 
competition investigation, subsequent to the KCC's May 1995 Phase I competition order. He 
was also active in other Task Forces including Unbundling, Number Portability and Local 
Resale. 

P Kansas Corporation Commission - Infrastructure/Competition Report: Produced a special 
report on Kansas telecommunications infrastructure/competition issues which was provided to 
the 1995 Kansas legislature. 

P 1994 Kansas Corporation Commission - Alternative Regulation Legislation: In 1994 the 
Kansas Legislature passed House Bill 3039, which extended SWBT's "TeleKansas" alternative 
regulation plan for two years. Mr. Brevitz provided substantial assistance in negotiating the 
detailed provisions for the KCC's implementation of the bill. 

P Kansas Corporation Commission - Southwestern Bell Telephone Infrastructure Analysis: 
Investigated SWBT's infrastructure/modernization budget and addressed construction 
requirements, tariffs, rates, terms and conditions for SWBT's provision of interactive television 
("ITV") to all Kansas schools at deep discount prices for the benefit of the Kansas 
infrastructure and schools. 

Work Historv 

Independent Telecommunications Consultant 

Following a significant engagement with the Kansas Corporation Commission, extensive 
professional services have been provided to state public utility commissions, as indicated above 
under "Recent Relevant Experience". \. 

dr 
=V 
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A variety of duties and tasks have been performed for the Kansas Corporation Commission, 
including providing staff support for Statewide Strategic Telecommunications Planning 
Committee, composed of 17 members (legislators, state agency heads, private enterprise); 
assisting in KCC implementation of House Bill 3039 ("TeleKansas 11", extension of alternative 
regulatory plan for Southwestern Bell Telephone); and providing analysis and testimony for 
communications general investigations into competition in the local exchange and other markets. 
Those general investigations included General Competition, Competitive Access Providers, 
Network Modernization, Universal Service, Quality of Service, and Access Charges. 

Kansas Consolidated Professional Resources - Director of Regulatory Affairs 

Duties included monitoring of and participating in state regulatory affairs on behalf of twenty 
independent local exchange companies in Kansas that compose the partnership of KCPR. Active 
participation in statewide industry committees in the areas of access charges, optional calling 
plansIEAS, educational interactive video, dual party relay systems and private linelspecial access 
merger. 

Kansas Corporation Commission - Chief of Telecommunications 

Duties included supervising the formulation of staff testimony and policy recommendations on 
matters such as long distance competition, access charges, telephone company rate cases, and 
deregulation of CPE and Inside Wiring; analyzing Federal Communications Commission and 
Divestiture court decisions; supervising and performing tariff analysis; and testifying before the 
Commission as necessary. SWBT's $120 million "Divestiture rate case" was completed in this 
time period, as were several other large rate cases. Active member of the National Association 
of Regulatory Utility Commissioners (NARUC) Staff Committee on Communications. 

Arizona Corporation Commission - Chief Rate Analyst - Telecommunications 

Duties included supervision of staff and formulation of policy recommendations on 
telecommunications cases, along with production of analyses and testimony as required. 

Kansas Corporation Commission - Economist - Research and Energy Analysis Division 

Duties included research, analysis and production of casework and testimony regarding 
gaslelectric and telecommunications matters. 
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Education 

Michigan State University - Graduate School of Business 
East Lansing, Michigan 
Master's Degree in Business Administration-Finance. 

Michigan State UniversitylJames Madison College 
East Lansing, Michigan 
Bachelor of Arts Degree in Justice, Morality and Constitutional Democracy 
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Form S-4lA 
FAIRPOINT COMMUNICATIONS INC - FRP 

Filed: July 02, 2007 (period: ) 

Pre-effective amendment to an S-4 filing 
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To the Stockholders of FairPoint Communications, Inc.: 

As previously announced, the board of directors of FairPoint Communications, Inc., or FairPoint, has unanimously approved a strategic merger that will combine 
FairPoint and the local exchmge business of Verizon Communications Inc., or Verizon, in Maine, New Hampshire and Vermont. Pursuanl to the Agreement and Plan 
of Merger which FairPoint entered into on January 15, 2007, as amended, with Verizon and Northern New England Spinco Inc., or Spinco, Spinco will merge with and 
into FairPoint and FairPoint will survive as a standalone company which will hold and conduct the combined business operations of FairPoint and Spinco. Following 
completion ofthe merger, the separate existence of Spinco will cease. The merFr will take place immediately after Verizon contributes assets and liabilities of its local 
exchange business in Maine, New Hampshire and Vermont to Spinco and distributes the common stock of Spinco to a third-party distribution agent for the benefit of 
Verizon stockholders. Following the merger, the combined company will continue to operateunder the FairPoint name and its common stock will continue to be quoted 
on the New York Stock Exchange and traded under the ticker symbol "FRP." 

We recommend this merger to you as we believe it represents the opimal strategic solution to increase stockholder value. FairPoi~t expects to benefit from 
operating synergies, investment in efficient support systems, increased free cash flow, increased dividend stability and much greater economies of scat .  Our current 
stockholders will own approximately 40% of a much larger and financially stronger company. Fairpoint's officer& who have a long history of commitment to FairPoint, 
will continue to manage the combined company after the merger. 

FairPoint will issue an aggregate number of shares of its common stock to Verizon stockholders pursuant to the merger agreement such that upon completion of 
the merger and prior to the elimination of fractional shares, Verizon stockholders will collectively own approximately 60%, and FairPoint stockholders will collectively 
own approximately 40%, of the shares of common stock of the combined company on a fully diluted basis. To achieve this result, the aggregate n u d e r  of shares of 
FairPoint common stock that will be issued to Verizon stockholders in the merger will be equal to 1.5266 multiplied by the aggregate nunber of  shares of FairPoint 
common stock outstanding on a fully diluted basis (excluding treasury stock, certain specified options, restricted stock units, restricted units and certain restricted shares 
outstanding as of the date of the merger agreement) as of the effective timeof the merger. Therefore, the total number of shares to be issued to Verizon 
stockholders and the exact value of the per share merger consideration will not be known until the effective time of the merger. In any case, the amount of 
shares of FairPoint common stock to be issued will yield the approximately 60140 relative post-merger ownership percentage described above. Based on the closing 
price of FairPoint common stock on . ,2007 of $ . , as reported by the New York Stock Exchange, and the number of shares of Verizon commn stock 
outstanding on that date, the approximate value Verizon stockholders will receive in the merger will equal $ . in the aggregate and $ . per share of Verizon 
common stock they own on the record date for the spin-off. However, any change in the market value of FairPoirt common stock prior to the effective time of the 
merger or the number of shares of Verizon common stock outstanding prior to the record date for the spin-off (subject to certain adjustments) will also cause the 
estimated per share value Verizon stockholders will receive in the merger to change. Also, those Verizon s toc~olders  who would otherwise receix a fractional share 
of FairPoint common stock in the merger may receive a different per share value with respectto fractional shares when those fractional shares are liquidated. 
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For a more complete discllssion of the calculation of the number of shares of FairPoint comma1 stock to be issued pursuant to the merger agreement, see the 
section entitled "The Transadions<alculation of Merger Consideration" on page 5 1 of the accompanying proxy statement/prospectus. Existing shares of FairPoint 
common stock will remain outstanding. Verizon will not receive any shares of FairPointcommon stock in the merger. Immediately prior to the spin-off and the merger, 
Verizon and its subsidiaries will receive from Spincoapproximately $1.7 billion in the form of cash and certain debt securities of Spinco. Verizon and its subsidiaries 
will be permitted to exchange those debt securities for debt obligations of Verizon or its subsidiaries or otherwise transfer them to stockholders or creditors of Verizon 
or its subsidiaries. We expect that the combined company will have approxinately $2.3 billion in total debt immediately following completion ofthe merger. 

We cordially invite you to attmd the annual meeting of FairPont stockholders to be held on ,2007 at the Westin Hotel, 601 S. College Street, Charlotte, NC 
28202, at 10:OO a.m., local time. At the annual meeting, we will ask you to consider and vote on a proposal to adopt the merger agreement and approve the issuance of 
FairPoint common stock to Verizon stockholders pursuant to the merger agreement. You will also be asked to elect a director and ratify FairPoint's independent 
registered public accounting firm. The Board of Directors of FairPoint has unanimously approved the merger agreement and unanimously recommends that 
FairPoint stockholders vote= the proposal to adopt the merger agreement and approve the issuance of FairPoint common stock pursuant to the merger 
agreement, which is necessary to effect the merger, as well a s m  the Board's nominee for director a n d m  the ratification of FairPoint's independent 
registered public accounting firm. 

Your vote is very important. We cannot complete the merger unless the proposal relating to the adoption of the merger agreement and the issuance of FairPo~nt 
common stock pursuant to the merger agreement is adopted by the affirmative vote of the holders of a majority of the voting power of the outstanding shares of 
FairPoint common stock entitled to vote at the annual meeting. Gnly stockholders who owned shares of FairPoint common stock at the close of business on July 5, 2007 
will be entitled to vote atthe annual meeting. Whether or  not you plan to be present at  the annual meeting, please complete, sign, date and return your proxy 
card in the enclosed envelope, o r  authorize the individuals named on your proxy card to vote your shares by calling the toll-free telephone number o r  by using 
the Internet as described in the instructions included with your proxy card. Ifyou hold your shares in a "street name," you shculd instruct your broker how to vote 
in accordance with your voting instruction form. Ifyou do not submit your proxy, instruct your broker how to vote your shares, or vote inperson at the annual meeting, 
it will have the same effect as avote against adoption of the merger agreement. 

The accompanyingproxy statemen@rospectus explains the merger, the merger agreement and the transactions contemplated thereby and provides specific 
information concerning the annual meeting. Please review this document carefully. You should carefully consider the matters discussed under the heading "Risk 
Factors" beginning on page 25 of the accompanying proxy statement/prospectus before voting. On or  about ,2007, FairPoint will begin mailing to its 
stockholders the accompanying proxy statement/prospectus and accompanying proxy card. 

On behalf of our board of directors, I thank you for your support and appreciate your consideration of this matter. 
Sincerely, 

Eugene B. Johnson 
Chairman of the Board of Directors and 
Chief Executive Ofjicer 

Neither the Securities and Exchange Commission nor any state securities regulator has approved or  disapproved the merger described in this proxy 
statement/prospectus or the FairPoint common stock to be issued pursuant to the merger agreement, o r  determined if this proxy statement/prospectus is 
accurate or  adequate. Any representation to the contrary is a criminal offense. 

The date of this proxy statement/prospectus is ,2007. 
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The Companies 

FairPoint is a leading provider of communications services in rural and small urban communities, offering an array of services, including local and long distance 
voice, data, lntemet and broadband product offerings. FairPoint is one of the largest telephone companies in the United States focused on serving rural and small urban 
communities, and the 14th largest local telephone company in the United States, in each case based on number of access lines as of March 3 1,2007. FairPoint operates 
in 18 states with 310,180 access line equivalents (including voice access lines and high speed data which include DSL, wireless broadband and cable modem) in service 
as of March 31,2007. FairPoint believes that in many of its markets, it is the only service provider that offers customers an integrated packageof local and long 
distance voice, high speed data, and lntemet access as well as a variety of enhanced services such as voicemail and caller identification. FairPoint generated revenues of 
$270 million and $70 million and net income of $3 1 million and $0 million for the year ended December 3 1,2006 and the three months ended March 3 1,2007, 
respectively. 

FairPoint was incorporated in February 1991 for the purpose of acquiring and operating incumbent telephone companies in rural and small urban markets. 
FairPoint has acquired 35 telephone companies, 3 1 of which it continues to own and operate. Many of FairPoint's telephone companies have served their respective 
communities for over 75 years. The majority of the communities FairPoint serves have fewer than 2,500 access lines. Most of FairPoint's telephone companies qualify 
as rural local exchange caniers under the Telecommunications Act. 

FairPoint's common stock is listed on the New York Stock Exchange under the symbol "FRP." FairPoint's principal offices are located at 52 1 East Morehead 
Street, Suite 250, Charlotte, NC 28202. 

. Spinco 

The Verizon Group will conbibute to Spinco (i) specified assets and liabilities associated with the local exchange business of Verizon New England in Maine, 
New Hampshire and Vermont and (ii) the customers of the Verizon Group's related long distance and lntemet service provider businesses in those states. 

The Northem New England business had 1,694,693 and 1,676,658 access line equivalents (including voice access lines, DSL and fiber-to-the-premises) in service 
as of December 31,2006 and March 31,2007, respectively. The Northem New England business generated revenues of $1,193 million and $298 million and net 
income of $32 million and $14 million for the year ended December 3 1,2006 and the three months ended March 3 1,2007, respectively. Through its predecessors, 
Spinco has been serving customers in some or all of these three states for over 100 years. 

Spinco currently serves a temtory consisting of three Local Access and Transport Areas, referred to as LATAs, in Maine, New Hampshire, and Vermont. Each 
LATA in Spinco's territory consists of a single state. Spinco currently serves a territory addressing approximately 87% of the households and approximately 73% of the 
geography in Maine, New Hampshire and Vermont. Spinco's business includes regulated and unregulated communications business in all three states, consisting 
principally of: 

local wireline customers and related operations and assets used to deliver: 

local exchange service; 

intraLATA toll service; 

network access service; and 

enhanced voice and data services; 

consumer and small business switched long distance customers (excluding any customers of the former MCI, Inc.); 

dial-up, DSL and fiber-to-the-premises internet service provider customers; and 

the customer premises equipment sales, installation and maintenance business. 
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RISK FACTORS 

You should carefully consider the following risks, together with the other informalion contained in this proxy slatemenr/prospec~us and  he annexes hereto. The 
risks described below are not the only risks facing FairPoint and [he combined company. Additional risks and uncerlainlies no[ currently knoivn or [hat are currently 
deemed to be immaterial may also materially and adversely affect the combined company's business operations or the price of the combined company's common stock 

following completion of the merger. 

Risks Relating to the Spin-Ofland the Merger 

The calculation of the merger consideration will not be adjusted in the event the value of the business or  assets of Spinco declines before the merger is 
completed. As a result, at the time FairPoint stockholders vote on the merger, they will not know what the value of FairPoint common stock will be following 
completion of the merger. 

The calculation of the number of shares of FairPoint common stock to be issued to Verizon stockholders pursuant to the merger agreement will not be adjusted in 
the event the value of the Spinco business declines, including as a result ofthe continuing loss of access lines. If the value of ttis business declines after FairPoint 
stockholders approve the merger proposal, the mrket price of the common stock of the combined company following completion ofthe merger may be less than 
FairPointstockholders anticipated when they voted to approve the merger proposal. While FairPoint will not be equired to consummate the merger upon the 
occurrence of any event or circumstance that has, or would reasonably be expected to have, a material adverse effect on Spinco (as defined in the merger agreement), 
neither Verizon nor FairPoint will be permittd to terminate the merger agreement or resolicit the vote of FairPointstockholders because of any changes in the value of 
the Spinco business that do not rise to the level of a material adverse effect on Spinco (as defined in the merger agreement) or the market price of FairPoint's common 
stock. In addition, FairPoint will be required to consummate the merger whether or not h e  committed financing described under "Financing of the Combined 
Company" is available as of the closing of the merger. If FairPoint needs to obtain alternative financing, there can be no assurance that it will be available on 
comparable terms or at all. 

The integration of FairPoint's and Spinco's businesses may not be successful. 

The acquisition of the Spinco business is the largest and most significant acquisition FairPoint has undertaken. FairPoint's management will be requiredto devote a 
significant amount of time and attention to the process of integrating the operations of FairPoid's business and Spinco's business, which will decrease the time they will 
have to service existng customers, attract new customers and develop new services or strategies. Due to, among other things, the size and complexity of the Northern 
New England business and the activities required to separate Spinco's operations from Verizon's, FairPoirt may be unable to integrate the Spinco business into its 
operations in an efficient, timely and effective manner. FairPoint's inability to complete this integration successfully could have amaterial adverse effect on the 
combined company's business, financial condition and results of operations. 

All of the risks associated with the integration process could be exacerbaed by the fact that FairPoint may not have a sufficient number of employees to integrate 
FairPoint's and Spinco's businesses or to operate h e  combined company's business. Furthermore, Spinco offers services that FairPoint has no experience in providing, 
the most significant of which are competitive local exchange carrier wholesale services. FairPoint's failure or inability to hire or retain employees with the requisite 
skills and knowledge to run the combined business, may have amaterial adverse effect on FairPoint's business. The inability of FairPoint's management to manage the 
integration process effectivety, or any significant interruption of business activities as a result of the integration process, could have a material adverse effect on the 
combined company's business, financial condition and results of operations. 
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In addition, if the combined company continues to require services from Verizon under the transition services agreement after the one-year anniversary of the 
closing of the merger, the fees payabt by the combined company to Verizon pursuant to the transition services agreement will increase signifcantly, which could have 
a material adverse effect on the combined company's business, financial condition and results of operations. The aggregate fees expected to be payable by the combined 
company under the transition services agreement for the six-month period following the merger wiU be approximately $132.9 million. However, if the combined 
company requires twelve months of transition services follming the merger, the aggregate fees expected to be payable will be approximately $226.9 million. 

The integration of FairPoint's and Spinco's businesses may present significant systems integration risks, including risks associated with the ability to integrate 
Spinco's customer sales, service and support operations into FairPoint's customer care, service delivery and network monitoring and maintenance platforms. 

In order to operate asthe combined company, FairPoint will be required toidentify, acquire or develop, test,implement, maintain and manage systems and 
processes which provide the functionality currently per6rmed for the Nortkrn New England business by over 600 systems of Verizon. Of these Verizon systems, 
approximately one thirdrelate to customer sales, service and support. Another third of the Verizon systems support network monitoring and related held operations. 
The remaining Verizon systems enable finmce, payroll, logistics and other administrative activities. Over 800/0 ofthe information systems used in support of the 
Northern New England business are Verizon proprietary systems. 

FairPoint has entered into a master services agreement with an independent consulting firm to assist in the identification and integration of systems to be deployed 
following the merger. The coltctive experience and knowledge of Fairpoint the consulting firm (during the tern1 of the master services agreement) and Verizon 
(during the pre-closing period and the period ofthe transition services agreement) will be essential to the success of the integration. The parties' inability or failure to 
implement successfully their plans and procedures or the insufficiency of those plans and procedures could result in failure of or delays in the merger integration and 
could adversely impact the combined company's business, results of operations and financial condition. This could require the combined company to acquire and deploy 
additional systems, extend he  transition services agreemnt and pay increasing monthly fees under the transition services agreement. 

The failure of any of the combined company's systems could result n its inability to adequately bill and provide service to its customers or meet its financial and 
regulatory reporting obljgahons. FairPoint is in the process of converting all of its companies to a single outsourced billing platform. FairPoint expects this conversion 
will be completed by the niddle of2007. FairPoint is investigating whether and to what extentcertain modules of the outsourced billing and operatmonal support 
services platforms will be used by thecombined company. At the completim of this project, FairPoint expects to have asingle integrated billing platform, which it 
expects to be able touse after the merger for billing and support of all of its customers. The failure of my of the combined company's billingand operational support 
services systems could have a material adverse effect on the combined company's business, financial condition and results of operations. FairPoint is also implementing 
new systems to provide for ard meet financial and regulatory reporting oblgations. A failure of these systems may result in the combined company not being able to 
meet its financial and regulatory reporting obligations. 

The combined company may not realize the anticipated synergies, cost savings and growth opportunities from the merger. 

The success of the merger will depend, in part, on the ability of Spinco and FairPoint to realize the anticipated synergies, cost savingsand growth opportunities 
from integrating FairPoint's and Spinco's 
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businesses. The combined company's success in realizing these synergies, cost savings and growth opporhmities, and the timing of t h ~ s  realization, depends on the 
successful integration of Spinco's and FairPoint's businesses and operations. Even if the combined company is able to integrate the FairPomt and Spinco business 
operations successfully, this integration may not result in the realization of the full benefits of synergies, cost sa\lngs and growth opportunities that FairPoint currently 
expects from this integration within the anticipated time frame or at all. For example, FairPoint may be unable to eliminate duplicative costs, or the benefits from the 
merger may be offset by costs incurred or delays in integrating the companies. 

After the close of the transaction, sales of FairPoint common stock may negatively affect its market price. 

The market price of FairPoint common stock could decline as a result of sales of a large number of stares of FairPoint common stock 111 the niarkct after the 
completion ofthe merger or the perception that these sales could occllr. These sales, or the possbility that these sales may occur, may also m k e  i t  more difficult for the 
combined company to obtain additional capital by selling equity securities in the future at a time and at a price that it deems appropriate. 

Immediately after the merga, prior to the elimination of fractional shares, Verizon stockholders will collectively hold approximately 60% of Fairpoint's common 
stock on a fully diluted basis (excluding treasury stock, certain specified options, restricted stock units, restricted units and certain restricted shares outstanding as of the 
date of the merger agreement). Currently, Verizon's common stock is included in index funds and exchange-traded funds tied to the Dow Jones Industrial Average and 
the Standard & Poor's 500 Index. Because FairPoint is not expected to be included in these indices at the time of the merger and may not meet b e  investing guidelines 
of certain institutional investors that may be required to maintain portfolios reflecting these indices, these index funds, exchange-traded funds and institutional investors 
may be required to sell FairPoint common stock that they receive in the merger. These sales may negatively affect the combined company's common stock price. 

If the assets transferred to Spinco by Verizon a re  insufficient to operate the combined company's business, it could adversely affect the combined company's 
business, financial condition and results of operations. 

Pursuant to the distribution agreement, the Verizon Group will contrbute to Spinco (i) specified assets and liabilities associated with the local exchmge business 
of Verizon New England m Maine, New Hampshire and Vermont, and (ii) the customers of the Verizon Group's related long disance and Internet service provider 
businesses in those states. See "The Distribution Agreement-Preliminary Transactions." The contributed assets may not be sufficient to operate the combined 
company's business. Accordingly, the combined company may have touse assets or resources from FairPoint's existing business or acquire additional assets in order to 
operate the Spinco business, which could adversely affect the combined company's business, financial condition and results of operations. 

Pursuant to the distribution agreement, the combined company has certain rights to cause Verizon to transfer to it any assets required to be transferred to Spinco 
under that agreement which were not transferred as required. If Verizon were unable or unwilling totransfer those assets to the combined company, or Verizon and the 
combined company were to disagree about whether those assets were required to be transferred to Spinco under the distribution agreement, the combined company 
might not be able to obtain those assets or similar assets from others. 
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The combined company's business, financial condition and results of operations may be adversely affected following the merger if it is not able to replace 
certain contracts which will not be assigned to Spinco. 

Certain contracts, including supply contracts and interconnection agreements used in the Northern New Englard business, will not be assigned to Spinco by 
Verizon. Accordingly, the comtined company will have to obtain new agreements for the goods and services covered by these supplier and interconnection agreements 
in order to operate the Spinco business following the merger. There can be no assurance that FairPoint will be able to replace the mpplier and interconnection 
agreements on terms favorable to it or at all. FairPoint's failure to enter into new agreements prior to the closing of the merger may have a mater~aladverse impact on 
the combined company's business, financial condition and results of operations following the merger. 

In addition, certain wholesale, large business, Internet service providerand other customer contracts which are required to be assigned to Spinco by Verizon 
require the consent of the customer party to the contract to effect this assignment. Verizon and the combined company may be unable to obtain these consents on terms 
favorable to the combined company or at all, which could have a material adverse impact on the combined company's business, financial condition and results of 
operations following the merger. 

FairPoint's or  the combined company'sspending in excess of the budgeted amounts on infrastructure and network systems integraCon and planning related 
to the merger could adversely affect FairPoint's o r  the combined company's business, financial condition and results of operations. 

The combined company expects tospend approximately $200 million on infrastructure and network systems integration and planning in connection with the 
merger, approximately $95million to $1 10 million of which will be incurred by FairPoint prior to the closing of the merger, and up to $40 million of which will be 
reimbursed by Verizon. Under certain circumstances, in the event the merger is not completed, FairPoint will be required to repay Verizon amourts it reimbursed to 
FairPoint in excess of $20 million. FairPointS or the combined company's spending in excess of the budgeted amounts on transition and other costs could adversely 
affect FairPoint's (or, following the merger, the combined company's) business, financial condition and results of operations. 

Regulatory agencies may delay approval of the spin-off and the merger, or  approve them in a manner that may diminish the anticipated benefits of the 
merger. 

Completion of the spin-off and the merger is conditioned upon the receipt ofcertain government consents, approvals, orders and authorizations. See "The Merger 
Agreement-Conditions to the Completion of the Merger." While FairPoint and Verizon intend to pursue vigorously all required governmental approvals and do not 
know of any reason why thqr would not be able to obtain the necessary approvals in a timely manner, the requirement to receive these approvals before the spin-off and 
merger could delay the completim of the spin-off and merger, possibly for a significant period of time after FairPoint stockholders have approved the merger proposal 
at the annual meeting. Any delay in the completion of the spin-off and the merger could diminish anticipated benefits of the spin-off and the merger or result in 
additional transaction costs, loss of revenue or other effects associaed with uncertainty about the transaction. Any uncertainty over the ability of the companies to 
complete the spin-off and the merger could rnake it more difficult for FairPoint to retain key employees or to pursue particular business strategies In addition, until the 
spin-off and the merger are completed, h e  attention of FairPoint management may be diverted from ongoing business concerns and regular busmess responsibilities to 
the extent management is focused on obtaining regulatory approvals. 

Further, these governmental agencies may attempt to conditiomtheir approval of the spin-off and the merger on the imposition of conditions that could have an 
adverse effect on the comb~ned company's business, financial condition and results of operations. In addition, the Federal 
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Communications Commission may approve the transfer and assignment of various licenses and authorizations but deny FairPoint's sepamte request that i t  be permitted 
to operate its existing local exchange business under "rate of return" regulation, rather than convert that business to the "price cap" regulation reginie that currently 
applies to the local wireline operatiom of the Northern New England business. Price cap regulation would trigger additional obligations for FairPo~nt. 

The merger agreement contains provisions that may discourage other companies from trying to acquire FairPoint. 

The merger agreement contains provisions that may discourage a third party from submitting a business combination proposal to FairPoint prior to the closing of 
the merger that might result in greater value to FairPoid stockholders than the merger. The mager agreement generally prohibits FairPoint from soliciting any 
acquisition proposal. In addition, ifthe merger agreement is terminated by FairPoint or Verizon n circumstances that obligate FairPoint to pay a termination fee and to 
reimburse transaction expenses to Verizon, FairPoid's financial condition may be adversely affected as a result ofthe payment of the termination fec and transaction 
expenses, which might deter third parties from proposing alternative business combination proposals. 

Failure to complete the merger could adversely impact the market price of FairPoint's common stock as well a s  FairPoint's business, financial condition and 
results of operations. 

If the merger is not corrpleted for any reason, h e  price of FairPoint's common stock may decline to the extent that the market price of FairPoint's common stock 
reflects positive market assumptions that the spin-off and the merger will be completed a d  the related benefits will be realized. FairPoint may also be subject to 
additional risks if the merger is not completed, including: 

the requirement in the merger agreement that, under certain circumstances, FairPoint pay Verizon a termination fee of $23 million and reimburse Ver~zon for certain 
out-of-pocket costs (not to exceed $7.5 million) as well as the requrement in the transition services agreement hat FairPoint re~mburse Verizon for certain amounts 
incurred by Verizon pursuant to that agreement (which may exceed the amounts payable to Vertzon by Fairpointunder the merger agreement), 

FairPoint's expenditure of approximately $95 million to$I 10 million on infrastructure and network systems integratan and planning (of which up to $20 million will 
be reimbursed by Verizon regardlessof whether the merga is completed) prior to the consummation of the mergcr; a significant portion of this amount will be spent cn 
assets and services which are not useful in FairPoint's existing business because FairPoint already has adequate infrastructure and systems in place for its existing 
business; 

substantial costs related to the merger, such as legal, accounting, filing, financial advisory and financial printing fees, which must be paid regardless ofwhether the 
merger is completed; and 

potential disruption to the businessof FairPoint and distraction of its workforce and management team. 

If the spin-off does not constitute a tax-free spin-off under section 355 of the Internal Revenue Code, or the merger does not constitute a tax-free 
reorganization under section 368(a) ofthe Internal Revenue Code, including as a result of actions taken in connection with thespin-off or  the merger o r  a s  a 
result of subsequent acquisitions of stock of Verizon o r  stock of FairPoint, then Verizon, FairPoint o r  Verizon stockholders may be responsible for payment of 
substantial United States federal income taxes. 

The spin-off and merger are conditioned upon Verizon's receipt o f a  private letter ruling from h e  lnternal Revenue Service to the effect that the spin-off, including 
(i) the contribution of specified assets and liabilities associated with the local exchange business of Verizon New England in Maine, New Hampshire and Vermont, and 
the customers of the Verizon Group's related long dismce and Internet 
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service provider businesses in those states, to Spinco, (ii) the receipt by the Verizon Group of the Spinco securities and the special cash payment and (iii) the exchange 
by the Verizon Group of the Spinco securities for Verizon Group debt, w ~ l l  qualify as tax-free to Verizon, Spinco and the Verizon stockholders for United States federal 
income tax purposes under Section 355 and related provisions of the Internal Revenue Code, referled to as the Code. Although a private letter ruling from the Internal 
Revenue Service genaally is binding on the Internal Revenue Service, if he factual representations or assumptions made In the letter ruling request are untrue or 
inco~nplete in any material respect, then Verizon and FairPoint will not be able to rely on the ruling. 

The spin-off and merger are also conditioned upon the receipt by Verizon of an opinion of Debevoise & Plimpton LLP, counsel to Verizon, to the effect that the 
spin-off will be tax-free to Verizon, Spinco and the stockholders of Verizon tnder Section 355 and other related provisions of  the Code. The opinion will rely on the 
Internal Revenue Service ttter ruling as to matters covered by the ruling. Lastly, the spin-off and the merger are conditioned on Verizon's receip of an opinion of 
Debevoise & Plimpton LLP and Fairpoint's receipt of an opinion of Paul, Hastings, Janofsky & Walker LLP, counsel to Fairpoint each to the effect that the merger will 
be treated as a tax-free reorganization within the meaning of Section 368(a) of the Code. All of these opinions will be based on, among other things, current law and 
certain representations and assumptions as to factual matters made by Verizon, Spinco and FairPoint. Any change in currently applicable law, which may or may not be 
retroactive, or the failure of any factual representation or assumption to be true, correct and complete in all material respects, could adversely affect the conclusions 
reached by counsel m their respective opinions. The opinions will not be binding on the Internal Revenue Service or the couts, and the Internal Reven~e Service or the 
courts may not agree with h e  opinions. 

The spin-off would become taxable to Verizon pursuant to Section 355(e) of the Code if 50% or more of the shares of either Verizon common gock or Spinco 
common stock (including common stock of FairPoint, as successor to Spinco) were acquired, directly or indirectly, as part of a plan or series of related transactions that 
included the spin-off. Because Verizon stockholders will own more than 50% of the combined company's common stock following the merger, the merger, starding 
alone, will not cruse the spin-off to be taxable to Verizon tnder Section 355(e). However, if the Internal Revenueservice were to determine that other acquisitions of 
Verizon common stodc or FairPoint common stock, either before or after the spin-off and the merger, were part of a plan or series of related trmsactions that included 
the spin-off, this determination could result in the recognition of gain by Verizon under Section 355(e). In that case, thegain recognized by Verizon likely would be 
substantial. In connection with the request for the Internal Revenue Service primte letter rulings and the opinion of Verizon's counsel, Verizon will epresent that the 
spin-off is not part of any such plan or series of related transactions. 

In certain circumstances, under the tax sharing agreement, the combined company would be required to indemnify Verizon against tax-related losses to Verizon 
that arise as a result of a disqualifying action taken by FairPoint or its subsidiaries after the distribution (including for two years after the spin-off (i) entering into any 
agreement, understanding or arrangement or engagmg in any substantial negotiations with respect to any transaction involving the acquisition or issuance of FairPoint 
stock, (ii) repurchasing any shares of FairPoint Sock, except to the extent consistent with guidance issued by the Internal Revenue Service, (iii)ceasing or permitting 
certain subsidiaries to cease the active conduct of the Spinco business and (iv) voluntarily dissolving, Iquidating, merging or consolidaing with any other person unless 
FairPoint is the survivor of the mergeror consolidation, except in accordance with the restrictions in the tax sharing agreement) or a breach of certain representations 
and covenants. See "Risk Factors-Risks Relating to the Spin-Off and the Merger-The combined company may be affected by signifcant restrictions following the 
merger with respect to certain actions that could jeopardize the tax-free status of the spin-off and the merger" and "Additional Agreements Between FairPoint, Verizon 
and Their AttiliatesTax Sharing Agreement." If Verizon were to recognize a gam on the spin-off for reasons not related to a disqualifying action or breach by 
FairPoint, Verizon would nu  be entitled to be indemnified under the tax sharing agreement. 

See "Material United States Federal Income Tax Consequences of fie Spin-Off and the Merger." 
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The combined company may be affected by significant restrictions following the merger with respect to certain actions that could jeopardize the tax-free 
status of the spin-off o r  the merger. 

The tax sharingagreement restricts FairPomt from taking certain actions that could cause the spin-off to be taxable to Verizon uider Section 355(e) or otherwise 
jeopardize the tax-free status of the spin-off or the merger, whichthe tax sharing agreement refers to as disqualifying actions, including: 

generally, for two years after the spin-off, taking, or permitting any of its subsidiaries to take, an action that might be a disqualifying action; 

for two years after the spin-off, entering into any agreement, understanding or arrangement or engaging in any substantial negotiations with respect to any transaction 
involving the acquisition or issuance of FairPoint capital stock, or options to acquire or other rights in respect of FairPoint capital stock unless, generally, the shares are 
issued to qualifying FairPointemployees or retirement plans, each in accordance with "safe harbors" under regulations issued by the Internal Revenue Service; 

for two years after the spin-off, repurchasing FairPoint capital stock, except to the extent consistent with guidance issued by the Internal Revenue Service; 

for two years after the spin-off, permitting certain wholly owned subsidiaries that were wholly owned subs~diaries ofSpinco at the time of the spin-off to cease the 
active conduct of the Spinco business to the extent it was conducted immediately prior to the spin-off, and 

for two years after the sp~n-off, voluntarily dissolving, liqidating, merging or consolidating with any other person, unless Fa~rPoint is the survivor of the merger a 
consolidation and the transaction otherwise complies with the restrictions in the tax sharing agreement. 

Nevertheless, the combined company will be permitted to take any of the actions described above in the event that it obtains Verizon's consent, or an opinion of 
counsel or a supplemental Internal Revenue Service ruling tothe effect that the disqualifying action will not affect the tax-free status of the spin-off and the merger. To 
the extent that the tax-free status of the transactions is lost because of a disqualifying action taken by the combined company or any of its subsidiaries after the 
distribution date, whether or not the required consent, opinion or ruling was obtained, the combined company generally would be required to indemnify, defend and 
hold harmless Verizon and its subsidiaries (or any successor to any of them) from and against any resulting tax-related losses incurred by Verizon. 

Because of these restrictions, the combined company may be limited in the amount of capital stock that it can issue to make acquisitions or raise additional capital 
in the two years subsequent to the spin-off and merger. Also, FairPoint's indemnity obligation to Verizon might discourage, delay or prevent a change of control &ring 
this two-year period that stockholders of the combined company may consider favorable, See 'The Merger Agreement," "Additional Agreements Between FairPoint, 
Verizon and Their AffiliatesTax Sharing Agreement," and "Material United States Federal Income Tax Consequences of the Spin-Off and the Merger." 

Investors holding shares of FairPoint's common stock immediately prior to the merger will, in the aggregate, have a significantly reduccd ownership and 
voting interest after the merger and will exercise less influence over management. 

After the merger's completion, FairPoint stockholders will, in the aggregate, own a significantly smaller percentage of the combined company than they will own 
of FairPoint immediately prior to themerger. Following completion ofthe merger and prior or to the elimination of fractional shares, FairPoint stockholders 
immediately prior to the merger collectively will own approximately 40%of the combined company on a hlly-diluted basis (excluding treasury stock. certain specified 
options, restricted stock units, restricted units and certain restricted shares outstanding as of the date of the 
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merger agreement). Consequently, FairPoint stockholders, collectively, will be able to exercise less influence over the management and policies of die combined 
company than they could exercise o w  the management and policies of FairPoint immediately prior to the merger. In particular, Verizon will have the rightto initially 
designate up to six ofthe nine members of the board ofdirectors ofthe combined company (provided that Verizon will designate olily five dircctors ~fDavid L. Hauser 
is elected at the annual meeting and continues to serve as a director at the effective time of the merger). 

Risks Related to the Combined Compony's Business Following the Merger 

FairPoint and Spinco provide services to customers over access lines, and if the combined company loses access lines, its business, financial condition and 
results or operations may be adversely affected. 

FairPoint's business and Spinco's business generate revenue primarily by delivering voice anddata services over access lines. FairPoint and Spinco have both 
experienced net voiceaccess line losses in the past few years. FairPoint experienced a 14.6% decline in number of access lines (adjusted for acquisitions and 
divestitures) for the period from January I, 2002 through March 3 1,2007 and a 3.8% decline for the period from April 1,2006 through March 3 I, 2007. The Northern 
New England business experienced a 23.1% decline in number of access lines for the period from January I, 2002 through March 3 I, 2007 and a 6.8% decline for the 
period from April 1,2006 through March 31,2007. These losses resulted mainly 6om competition and use of alternate technologies a114 to a lesser degree, challenging 
economic conditions and the offering of DSL services, which prompts some customers to cancel second line service. FairPoint's 2006 revenues from switched access 
lines comprised approximately 82% of its total 2006 revenues, down from 90% in 2002. FairPoint's revenues from switched access lines have declrned by 1.4% from 
fiscal 2002 to fiscal 2006, while the number of access lines has declined by 14.6% excluding acquisitions. The Northern New England business's 2006 revenues from 
switched access lines comprised nearly 80% of total 2006 revenues, down from 84% in 2002. Since 2002, the Northern New England business's revenues from switched 
access lines have declined by 10.9%, while the number of switched access lines has declined by 18.7%. Over this period, the Northern New England business has been 
able to increase pricing for switched access line service and has also sold more ancillary services (including high speed data), partially offsetting the decline in revenues 
from the lower number of switched access lines. 

Following the merger, the combined company may expaience net access line losses. The combinedcompany's inability to retain access lines could adversely 
affect its business, financial condition and results of operations. 

The combined company will be subject to competition that may adversely impact its business, financial condition and results of operations. 

As an incumbent carrier, FairPoint historically has experienced litle competition in its rural telephone conpany markets; however, many of the competitive threats 
now confronting large regulated telephone conpanies, such as competition from cable television providers, will k more prevalent in the small urban markets which the 
combined company will serve following the merger. Regulation and technological innovation change quickly in the communications industry, and changes in these 
factors historically have h d ,  and may in the future have, a significant impact on competitive dynamics. In most of its rural markets, FairPoint faces competition from 
wireless technology, which may increase as wireless technology improves. FairPoint also faces, and the combined company may face, increasing competition from 
cable television operators. The conbined company may face additional competition from new market entrants, such as providers of wireless broadband, voice over 
Internet protocol, referred to as VoIP, satellite commlnications and electric utilities. The Internet services market is also highly competitive, and Fairpoint expects that 
this competition will intensify. Many of FairPoint's competitors (who will also be competitors of the combined company) have brand recognition, offer 
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online content services and have financial, personnel, marketing and other resources that are significantly greater than those of FairPoint atd may be greater thm those 
of the combined company. Verizon has informed FairPoint ofits current intention to compete with the combined company by continuing to provide die following 
services in the northern New England areas in which the combined company will operate: 

the offering of long distance services and prepaid card services and the resale of local exchange service; 

the offering of prohcts and services to business and government customers other than as the incumbent local exchange carrier, including but not limited to carrier 
services, data customer premises equipment and software, structured cabling, call center solutions and the products and services formerly offered by MCI, Inc.; and 

the offering of wireless voice, wireless data and other wireless services. 

The combined company will offer local exchange md long distance services inMaine, New Hampshire and Vermont and will compete with Verizon toprovide 
these services. To the extent hat the combined company offers services to businesses and government customers in these states, it will also compete d i ~ c t l y  with 
Verizon. Although Verizon cculd compete with the combined company in the offering of long distance services to residences and small bus~nesses, Verizon does not 
actively market the sale of these services to r e s i d e ~ e s  and small businesses in Maine, New Hampshire and Vermont, other than through the Northern New England 
business. If the combined company enters into an agreement with Verizon or anoher wireless services provider to be a mobile virtual network operator, referred to as 
MVNO, it will compete with Verizonto provide wireless arvices in those areas where the Northern New Englad business and Cellco currently operate. See 
"Additional Agreements Between FairPoint, Verizon and Their Affi l ia tesMVNO Agreement." 

In addition, consolidation and strategic alliances within the communications industry or the development of new technologies couldaffect the combined company's 
competitive position. FairPoint cannot predict the number of competitors that will emerge, particularly in light of possible regulatory or legislat~ve acticns that could 
facilitate or impede market entry, but increased competition from existing and new entities could have a material adverse effect on the combined con~pany's business, 
financial condition and results of operatims. 

Competition may lead to 10s of revenues and profitability as a result of numerous factors, including: 

loss of customers: 

reduced network usage by existing customers who may use alternative providers for long di$ance and data services; 

reductions in the service prices that may be necessary to meet competition; and 

increases in marketing expenditures and discount and promotional campaigns 

In addition, the combined company's provision of long dstance service will be subjectto a highIy competitive market served by large nationwidecarriers that 
enjoy brand name recognition. 

The combined company may not be able to successfully integrate new technologies, respond effectively to customer requirements o r  provide new services. 

Rapid and significant changes in technology and frequent new service introhctions occur frequently in the communications industry and industry standards evolve 
continually. FairPoint cannot predict the effect of these changes on the combined company's competitive position, profitability or 
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industry. Technological devebpments may reduce the competitiveness of the combined company's networks and require unbudgeted upgrades or the procurement of 
additional products that could be expensive md time consuming. In addition, new products and services arising out of technological developments may reduce he 
attractiveness of its services. If the combined company fails to adapt successfully to technological changes or obsolescence or fails to obtain acccss to important new 
technologies, it could lose customers and be limited in its ability to attract new customers and sell new services to the existing customers of FairPoint and the Northern 
New England business. The combined company's ability to respond to new technological developmnts may be diminished or delayed while ~ t s  maiagement devotes 
significant effort and resources to integrating FairPoint's business and Spinco's business. 

The geographic concentration of the combined company's operations in Maine, New Hampshire and Vermont following the merger will make its business 
susceptible to local economic and regulatory conditions, and an economic downturn, recession or  unfavorable regulatory action in any of those states may 
adversely affect the combined company's business, financial condition and results of operations. 

FairPoint currently operates 31 different rural local exchmge carriers in 18 states. No single state accounted for more than 22% of FairPoint's access line 
equivalents as of March 31,2007, which limited FairPoint's exposure to competition, local economic downturns and state regulatory chaiges. Following the merger, 
Fairpoint expects that 88% of the combined company's access line equivalents will be located in Maine, New Hampshire and Vermont. As a result ofthis geographic 
concentration, the combined company's financial results will depend significantly upon eccnomic conditions in these markets. A deteriorationor reccssion in any of 
these markets could result in a decrease in demand for the combined company's services and resulting loss of access lines which could have a material adverse effect on 
the combined company's business, financial condition and results of operations. 

In addition, if state regulators in Maine, New Hampshire or Vermont were to take action that was adverse to the combined company's operations in those states, the 
combined company could suffer greater harm from that action by state regulators than it would from action in other states because of the concelitration of its operations 
in those states following the merger. 

T o  operate and expand its business, service its indebtedness and complete future acquisitions, the combined company will require a significant amount of 
cash. The combined company's ability to generate cash will depend on many factors beyond its control. The combined company may not generate sufficient 
funds from operations to pay dividends with respect to shares of its common stock, to repay or refinance its indebtedness a t  maturity or  otherwise, or to 
consummate future acquisitions. 

A significant amount of the combined company's cash flow from operations will be dedicated to capital expenditures and debt service. In addition, FairPoint 
currently expects t b t  the combined company will distribute a significant portion of its cash flow to its stockholders in the form of quarterly dividerds. As a result, the 
combined company may not retain a sufficient amount of cash to finance growth opportunities, including acquisitions, or may be required to devote additional cash to 
unanticipated capital expenditures or to fund its operations. 

The combined company's ability to make payments on its indebtedness will depend on its ability to generate cab flow from operations in the future. This ability, to 
a certain extent, will be skject to general economic, fmancial, competitive, legislative, regulatory and other factors that will be beyond thc combined company's 
control. The combined company's business may not generate suff~aent cash flow from operations, or the combined company may not be able to borrow sufficient 
funds, to service its indebtedness, to make payments of principal at maturity or to fund its other liquidity needs. 
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The combined company may also be forced to rase additional capital or sell assets and, if it is forced to pursue any i f  these optionsafter the nierger under 
distressed conditions, its business and the value of its common stock could be adversely affected. In addition, these alternatives may notbe available to the combined 
company when needed or on sitisfactory terms due to prevailing market conditions, a decline in the combined company's business, legislative and regulatory factors or 
restrictions contained in the agreements governing ts indebtedness. 

The combined company's stockholders may not receive the level of dividends provided for in the dividend policy FairPoint's board of directors has adopted or  
any dividends a t  all. 

FairPoint's board of directors has adopted a dividend policy which reflects m intention to distribute a substantial portion of the cash generated by FairPoint's 
business in excess of operating needs, interest and principal payments on its indebtedness, dividends on its future senior classes of capital stock, if any, capital 
expenditures, taxes and future reserves, if any, as regular quarterly dividends to its stockholders. FairPoint's board of  directors may, in its discret~on, amend or repeal 
this dividend policy, before or after the mergr. FairPoint's dividend policy is based upon FairPoint's directors'current assessment of its business and the environment in 
which it operates, and that assessment could change based on regulatory, competitive or technological developments which could, for example, increase the need for 
capital expenditures, or based on new growth opportunities. In addition, future dividends with respect to shares of the combined company's common stock, if any, will 
depend on, among other things, the combined company's cash flows, cash requirements, financial condition, contractual restrictions, provisions of applicable law and 
other factors that its board of directors may deem relevant. The combined company's board ofdirectors may decrease the level cfdividends provided for in the dividend 
policy or entirely discontinue the payment of dividends. FairPoint's current credit facility contains significant restrictions on its ability to make dividend payments, and 
the terms of the combined company's future indebtedness are expected to contain similar restrictions. The combined company may not generate suffcient cash from 
continuing operations in the future, or have sufficient surplus or net profits under Delaware law, to pay dividends on its common stock in accordance with the dividend 
policy. The reduction or elimination of dividends may negatively affect the market price of the combined company's common stock 

If the combined company has insufficient cash flow to cover the expected dividend payments under its dividend policy due to costs associated with the merger 
o r  other factors, it will be required to reduce o r  eliminate dividends or, to the extent permitted under the agreements governing its indebtedness, fund a 
portion of its dividends with additional borrowings. 

If the combined company does not have sufficient cash to fund dividend payments, it would either reduce or eliminate dividends or, to tlie extent it was permitted 
to do so under the agreements governing is indebtedness, fund a portion of its dividends with borrowings or from other sources. If the combined company were to use 
borrowings to hnd dividends, it would have less cash available for future dividends and other purposes, which could negatively impact its business, financial condition 
and results of operaions. 

Prior to the closing of the merger, Fairpoint expects to spend approximately $95 million to $1 10 million on infrastructure and network systems integration and 
planning in connection with the transactions, of which Verizon will reimburse up to $40 million. These expendkures will reduce the amount of cash available to pay 
dividends. 
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The combined company's substantial indebtedness could restrict its ability to pay dividends on its common stock and have an adverse impact on its financing 
options and liquidity position. 

After the merger, the combined company will have a significant amount of indebtedness. This substantial indebtedness could have important adverse consequences 
to the holders of the c o d i n e d  company's common stock, including: 

limiting the combined company's ability to pay dividends on its common stock or make payments in connection with its other obligations, including under its credit 
facility; 

limiting the combined company's ability in the future to obtain additional financing for working capital, capital expenditures or acquisitions; 

causing the combined company to be unable to refinance its indebtedness on terms acceptable to it or at all; 

limiting the combined company's flexibility in planning for, or reacting to, changes in its business and the communications industry generally: 

requiring a significant portion of the combrned company's cash flow from operations to be dedicated to the payment of interest and, to a lesser extcnt, principal on its 
indebtedness, thereby reducing funds available for future operaticns, dividends on its common stock, capital expenditures or acquisitions, 

making the combined company more vulnerable to economicand industry downturns and conditions, including increases in interest rates; and 

placing the combined company at a competitive disadvantage to its competitors that have less indebtedness 

Subject to the covenants expected to be included in the agreements governing h e  combined company's indebtedness, the combined company nlay be &le to incur 
additional indebtedness. Any additional indebtedness that the combined company incurs would exacerbae the risks described above. 

Borrowings under the combined company's new credit fxility will bear interest at variable interest rates. Accordingly, if any of thebase reference interest rates 
for the borrowings under the new credit facility increase, the combined company's interest expense will increase, whichcould negatively affect the combined company's 
ability to pay dividends on its common stock or repay or refinance its indebtedness. Fairpoint will seek to enter intointerest rate swap agreements which will efictively 
convert a significant portion of the combined company's variable rate interest exposure to fixed ntes. If these swap agreements are in force, as~gnificant portion of the 
combined company's indebtedness will effectively bear interest at fixed rates rather than variable rates. Afier these interest rate swap agreements expire, h e  combined 
company's annual debt service obligations with respect to borrowings under the new credit facility will vary unless the combined company enters intonew interest rate 
swap agreements or purdases an interest rate cap or other form of interest rate hedge. Howewr, the combined company may not be able to enter into new interest rate 
swap agreements or purdase an interest rate cap or other form of interest rate hedge onacceptable terns, which couId negatively affect the combined company's ability 
to pay dividends on its common stock or repay or refinance its indebtedness. 
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FairPoint Communications, Inc. is a holding company and relies on dividends, interest and other payments, advances and transfers of funds from its 
operating subsidiaries and investments to meet its debt service and other obligations. 

FairPoint Communications, Inc. is a holding company and both before and after the merger will conduct all of its operations through its operating subsidiaries. 
FairPoint Communications, Inc. currently has no significant assets other than equity interests in its subsidiaries. As a result, FairPoint Communications, Inc. currently 
relies, and will continue to rely after the merger, on divdends and other payments or distributions from its operating subsidiaries to pay dividends with respect to its 
common stock and to meet its debt service obligaticns. The ability of FairPoint Communications, Inc.'s subsidiaries to pay dividends or make other payments or 
distributions to FairPoint Communications, Inc. will depend on their respective operating results and may be restricted by, among other things: 

the laws of their jurisdiction of organization; 

the rules and regulations of state regulatory authorities; 

agreements of those subsidiaries, including agreements govtming indebtedness; 

the terms of agreements governing ndebtedness of those subsidiaries; and 

regulatory orders 

FairPoint Communications, Inc.'s operating subsidiaries have no obligption, contingent or otherwise, to make funds available to Fairpoint Communications, Inc., 
whether in the form of loans, dividends or other distributions. 
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I t  is expected that the combined company's new credit facility and other agreements governing its indebtedness will contain covenants that will limit its 
business flexibility by imposing operating and financial restrictions on its operations and the payment of dividends. 

It is expectedthat covenants in the combined company's new credit facility and other agreements governing itsindebtedness will impose significant operating and 
financial restrictions on the combined company. These restrictions will prohibit or limit, among other things: 

the incurrence of additional indebtedness and the issuance by the combined company's subsidiaries of preferred stock; 

the payment of dividends on, and purchases or redemptions of, capital stock; 

making any of a number of other restricted payments, including investments; 

the creation of liens; 

the ability of each of the combined company's subsidiaries to guarantee indebtedness; 

specified sales of assets; 

the creation of encumbrances or restrictions on the ability of the combined company's subsidiaries to distribute and advance funds or transfer assets to the combined 
company.or any other subsidiary; 

specified transactions with affiliates; 

sale and leaseback transactions; 

the combined company's ability to enter lines of business outside the communications business; and 

certain consolidations and mergers and sales or transfers of assets by or involving the combined company 

The new credit facility is also expected to contain covenants which require the combined company to maintain specified financial ratios and sa~isfy financial 
condition tests, includ~ng a maximum total leverage ratio and a minimum interest coverage ratio. 

The combined company's ability to comply with (he covenants, ratios or tests expected to be contained in the agreements governing tile combined company's 
indebtedness may be affected by events beyond the combined company's control, mcluding prevailing economic, financial and industry conditions. A breach of any of  
these covenants, ratios or tests could result in a default under the agreements governing the combined company's indebtedness. Fairpoint expects that the occurrence of 
an event ofdefault under the new credit facility or the other agreements governing h e  combined company's indebtedness would prohibit the combined company from 
making dividend payments on its common stock. In addition, upon the occurrence of an event of d e f a l t  under the new credit facility or the other agreenents governing 
the combined company's indebtedness, the lenders or holders, as the case may be, could elect todeclare all amomts outstanding, together with accrued interest, to be 
immediately due and payable. If the combined company were to be unable to repay those amourts, the lenders under the new credit facility could proceed against the 
security granted to them to secure that indebtedness or the lenders or holders couU commence collection or bmkruptcy proceedings against the combined company. If 
the lenders or holders acelerate the payment of any outsfanding indebtedness, the combined company's assets may not be sufficient to repay all indebtedness of the 1 
combined company that then becomes due and owing. a 
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Limitations on the combined company's ability to use net operating loss carryfonvards, and other factors requiring the combined compal~y to pay cash to 
satisfy its tax liabilities in future periods, may affect its ability to pay dividends to its stockholders. 

FairPoint's initial public offering in February 2005 resulted in an "ownership change" within the meaning of the U.S. federal income tax laws addressing net 
operating loss carryforwards, alternative minimum tax credits and other similar tax attributes. Moreover, the merger with Spinco will result in a further ownership 
change for these purposes. As a result of these ownership changes, there are specific limitations on FairPoint's ability to use its net operating loss carryforwards and 
other tax attributes from periods prior to the initial public offering and the merger. Although FairPoint does not expect that these limitations will materially affect 
FairPoint's U.S. federal and state income tax liability in the near term, it is possible in the future if the combined company were to generate taxable i~come in excess of 
the limitation on usage of net operating loss carryfonvards that these limitations could limit the combined company's ability to utilize the carryforwards and, therefore, 
result in an increase in its U.S. federal and state income tax payments. In addition, in the future the combined company will be req~~ired to pay cash to satisfy its tax 
liabilities when all of its net operating loss carryfonvards have been used or have expired. Limitations on the combined company's usage of net cperattng loss 
carryforwards, and other factors requiring the combined company to pay cash taxes in the future, would reduce the funds available for the payment of dividends and 
may require the combined company to reduce or elimimte the dividends on its common stock. 

The combined company's business, financial condition and results of operations could be adversely affected if the combined company fails to maintain 
satisfactory labor relations. 

Following the merger, approximately 67% of the combined company's empIoyees will be members of uniors employed under seven collective bargaining 
agreements. The two principal collective barganing agreements to which Verizon is currently a party expire in August 2008. Upon the expiration of any of these 
collective bargaining agreements, the combined company may not be able to negotiate new agreements on favorable terms to the combined company or at all. 
Furthermore, the process of renegotiating the collective bargaining agreements could result in labor disputes or other difficulties and delays. These potential labor 
disruptions could have a material adverse effect on the combined company's results of operations and financial condition. In the event of my work stoppage or other 
disruption, the combined company will be required to engge  third-party contractors. Labor disruptions, strikes or significant negotiated wage increases could reduce 
the combined company's sales or increase its costs and accordingly, could have a material adverse effect on its business, financial condition and results of operations. 

Currently, both of the labor unions representing Spinco employees have objected to the merger in certain regulatory proceedings. The International Brotherhood of 
Electrical Workers has filed fourgrievances alleging bat  the transaction violates their collective barganing agreements with respectto job security, benefit plans, 
transfer ofwork and hiring restrictions. The grievances seek remedies whidl include an order to cease and desist from the alleged prohibited actions, an order to follow 
the contract terms, and an order to take remedial actions. Verizon has denied any violation ofthe coIlective bargaining agreements and has asserted defenses to these 
grievances. The job sealrity and transfer of work grievances have been submitted to arbitration under the labor arbitration rules of the American Arbitration Associat~on 
pursuant to the parties' collective bargaining agreements. Hearings an those grievances are scheduled to begin in mid-July and conclude by the end of August. It is 
anticipated that hearings on the benefit plans and hiring restr~ctions grievances will be scheduled shortly. 

The combined company faces risks associated with acquired businesses and potential acquisitions. 

Prior to entering into the merger agreement, FairPoint grew rapidly by acquiring otherbusinesses. Subject to restrictions in the tax sharing agreement limiting the 
combined company's ability to take 
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certain actions during the two years following the spin-off that could jeopardize the tax-free status of the spin-off or merger, FairPoint expects that a portion of its future 
growth will result from additional acquisitions, some of which may be material. Growth through acquisitions entails numerous risks, including: 

strain on financial, management and operational resources, including the distraction of the management team in identifying potential acqursition targets, conducting due 
diligence and negotiating acquisition agreements; 

difficulties in integrating the network, operatims, personnel, products, technologies and financial, computer, payroll and other systems of acquired businesses; 

difficulties in enhancing customer support resources to service i6 existing customers and the customers of acquired businesses adequately; 

the potential loss of key emplojees or customers of the acquired businesses; and 

unanticipated liabilities or contingencies of acquired businesses 

The combined company may need additional capital to continue growing through acquisitions. This additional capital may be raised in the form of additional debt, 
which would increase the combined company's leverage and could have an adverse effect on its ability to pay dividends. The combined company may not be able to 
raise sufficient additional capital on terms that it considers acceptable, or at all. 

The combined company may not be able to complete sxcessfully the integration of Spinco or other businesses that FairPoint has recently acqu~red or successfully 
integrate any hsinesses that the combined company might acquire in the future. If the combined company fails to do so, or ifthe combined company does so h t  at 
greater cost than it anticipated, its business, financial condition and results of operations may be adversely affected. 

A network disruption could cause delays or  interruptions of service, which could cause the combined company to lose customers. 

To be successful, the combined company will need to continue to provide its customers reliable service o w  its expanded network. Some of the risks to the 
combined company's network and infrastructure include: 

physical damage to access lines; 

wide spread power surges or outages; 

software defects in critical systems; and 

disruptions beyond the combined company's control 

Disruptions may cause interruptions in service or reduced capacity for customers, either of which could cause the combined company to lose custaners and incur 
expenses. 

The combined company's relationships with other communications companies will be material to its operations and their financial difficulties may adversely 
affect its future business, financial condition and results of operations. 

The combined company will originate and terminate calls for long distance carriers and other interexchange carriers over its network. For thatservice, the 
combined company will recelve payments for access charges. These payments represent a significant portion of  Fairpoint's current revenues and are expected to be 
material to the business of the combined company. If these carriers go brnkrupt or experience substantial financial difficulties, the combined conlpany's inability to then 
collect access charges from them could have a negative effect on b e  combined company's business, financial condition and results of operations. m 
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The combined company will depend on third parties for its provision of long distance and bandwidth services. 

The combined company's provision of long distance and bandwidth services will be dependenton underlying agreements with oher carriers tliat will provide h e  
combined company with transport and termination services. These agreements will be based, in part, on the combined company's estimate of hture supply and demand 
and may contain minimum volume commitmeds. If the combined company overestimates demand, it may be forced to pay for services it does not need. If the 
combined company underestimates demand, it may need to acquire additional capacity on a short-term basis at unfavorable prices, assuming additional capacity is 
available. If additional capacity is not available, the combined company will not be able to meet this demand. In addition, if the combined company cannot meet any 
minimum volume commitments, it may be subject to underutilization charges, termination charges, or rate increases which may adversely affect its business, financral 
condition and results of operations. 

The  combined company may not be able to maintain the necessary rights-of-way for  its networks. 

The combined company will be dependent on rights-of-way and other permits from railroads, utilities, state highway authorities, local governments and transit 
authorities to install and maintain conduit and related communications equipment for any expansion of its networks. The combined company may need to renew current 
rights-of-way for its network and it may not be successful in renewing these agreements on acceptable terms or at all. Some of the co~ntined company's agreements 
may be short-term, revocable at will, or sutject to termination upon customary default provisicns, and the combined company may not have access to existing rights-of- 
way after they have expired or termimted. If any of these agraements are terminated or not renewed, the cotdined company could be required to remove its then- 
existing fhciIities from under the streets or abandon a portion of its network. Similarly, the combined company may not be able to obtain right-of-way agreements on 
favorable terms, or at all, in new service areas, and, if it is unable to do so, the combined company's ability to expand its networks could be impaired. 

The  combined company's success will depend on its ability to attract and retain qualified management and other personnel. 

FairPoint's success depends, and the success of the combined company will depend, upon the talents and efforts of FairPoint's senior management team. While 
FairPoint is not aware that any senior executive of  FairPoint or the Spinco business has indicated an intention to leave the combined company as a result of the merger, 
none of these senior executives, withthe exception of Eugene B, Johnson, FairPoint's Chairman and Chief Executive Officer, are employed pursuant to an employment 
agreement. Mr. Johnson is expected to continue as the Chairman and Chief Executive Officer of the combined company. Mr. Johnson's employment contrzt expires on 
December 3 1,2008. The loss of any member of the comtined company's senior management team, due to retirement or otherwise, and the inability to attract and retain 
highly qualified technical and management personnel in the future, could have a material adverse effect on the combined company's business, financial condition and 
results of operations 

The  combined company may face significant future liabilities o r  compliance costs in connection with environmental and worker health and safety matters. 

The combined company's operations and properties will be subjed to federal, state and Iocal laws and regulations relating to protection of tlie envuonment, natural 
resources, and worker health and safety, including laws and regulations governing the management, storage md disposal of hazardous substances, materials and wastes. 
Under certain environmental laws, the combined company could be held liable, jointly and severally and without regard to fault for the costs of investigating and 
remediating any contamination at owned or operated properties, or for contamination arising from the disposal by the combined company or its predecessors of 
hazardous wastes at formerly owned 



PUBLIC 
DB-P-2 

properties or atthird-party waste disposal sites. In addition, the combined company could be held responsible for third-party property or personal i j u r y  claims relating 
to any such contamination or relating to violations of environmental laws. Changes in existing laws or regulationsor future acquisitions of businesses could require the 
combined company to incur substantial costs in the future relating to these matters. 

T h e  combined company will be exposed to risks relating to evaluations of controls required by Section 404 of the  Sarbanes-Oxley,Act. 

As a public reporting company, the combined company will be required to comply with the Sarbanes-Oxley Act and the related rules md regulations of the 
Securities and Exchange Commission, including expanded disclosures and accelerated reporting requirements. 

If management ofthe combined company identifies one or more material weaknesses ininternal control over financial reporting in the future in accordance with 
the annual assessment required by the Sarbanes-Oxley Act, the combined company will be unable to assert that its internal control is effective. 

In addition, the combined company will be evaluatingits internal control systems with respect tothe Spinco business to allow management to repat on, and the 
combined company's independent auditors to attest to, the internal controls o f  the Spinco business as required by Section404 of the Sarbanes-Oxley Act. The combined 
company will be performing the systems and process evaluation and testing (and any necessary remediation) required to comply with the management certification and 
independent registered public accounting firm attestation requirements of Section 404 o f  the Sarbanes-Oxley Act. While it is expected that the combined company will 
be able to fully implement the requirements relating to internal controls and all other aspects of Section 404 with respect to the Spinco business for the year ending 
December 31,2009 (assuming that the merger is completed in 2008), the combined company may not be able to meet the deadline with respect to the completion of i ts  
evaluation, testing and remediation actions. 

If the combined company is notable to implement the requirements of Section 404 with respect to the Spinco business in a timely manner or w ~ t h  adequate 
compliance (~ncluding due to the failure o f  the combined company to successfUlly complete the conversion o f  fs various billing systems intoa single integrated billing 
platform) or if the combined company is otherwise unable to assert that its internal control over finmcial reporting is effective for any fiscal year, the combined 
company might be subject to sanctions or investigation by regulatory authorities. 

Risks Relating to the Combined Company's Regulatory Environment 

T h e  combined company will be subject to significant regulations that  could change in a manne r  adverse to the  combined company. 

The combined company will operate in a heavily regulated idustry. Laws and regulations applicable to the combined company and its competitors may be, and 
have been, challenged in the courts, and could be changed by Congress or regulators.ln addition, the following factors could have asignificant impact on the combined 
company: 

Risk ofloss or reduction ofnetwork access charge revenues. A portion of the combined company's revenues will come from network access charges, which will 
be paid to the combined company by intrastate and interstate long distance carriers for originating and terminating calls in the regions served. Thisalso includes 
universal service sumort payments for local switchng support, long term support and interstate common line support. In recent years, several o f  these long distance 
carriers have declared bankmptcy. Future declaritions o f  bankruptcy by a carrier that utilizes the combined company's access services could negatively affect the 
combined company's business, financial condition and results of operations. The amountof  access charge revenues that Fairpoint and the Northern New England 
business currently receive is based m rates set by federal and state regulatory bodies, and those rates could change after the merger. Further, from time to time federal 
and state regulatory 
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bodies conduct rate cases, "earnings" reviews, or adjustments to price cap formulas which may result in rate changes. The Federal Communications Commission has 
reformed and continues to reform the federal access charge systcm. States often mirror hese federal rules in establishing intrastate access charges. In 2000 and 2001, 
the Federal Communications Commission reformed the system toreduce interstate access charges for price cap and rate of return carriers and to shift a portion of cost 
recovery, which historically has been based on minutes-of-use, to flat-rate, monthly per line charges on erd-user customers rather than long distance carriers. As a 
result, the aggregate amoud of access charges paid by long distance carriers to access providers, such as FairPoint's local exchange carriers, has decreased and may 
continue todecrease. Future changes in access charge rates may not be implemented on a revenue neutral basis. Furthermore, to the extent the rural local exchange 
carriers to be operated by the combined company become subject to competition, access charges could be paid to competing communicatio~is providers rather than to 
the combined company. Additionally, the access charges the combined company receives may be reduced as a result of competition from wireless, VoIP or other new 
technology utilization. Finally, the Federal Communications Commission is currently weighing several proposals to comprehensively reform the in~ercarrier 
compensation regime in order to create a uniform system of intercarrier payments. If any of the currently proposed reforms %re adopted by the Federal 
Communications Commission it  would likely involve significant changes in the access charge system and, if not offset by a revenue replacement mechaism, could 
potentially result in a significant decrease in or elimmation of access charges. Decreases or losses of access charges may or may not result in offsetting increases in 
local, subscriber line or universal service support revenues. 

Risk of loss or reducrion ojUniversa1 Service Fundsupporr. FairPoint and the Northcrn New England business currently receive, and the combined company is 
expected to continue to receive, Uniwrsal Service Fund revenues (aid equivalent state universal service support) to support the operations in high-cost areas. Current 
Federal Communications Commission rules provide different methodologies for the determiration of federal universal service payments to rural and non-rural 
telephone compiny areas. In general, the rules provide high-cost support to rural telephone corrpany study areas where the company's actual costs exceed a preset 
nationwide benchmark level. Highcost support for non-rural telephone comprny areas, on the other hand, is determined by a nationwide proxy cost model. The 
Federal-State Joint Board on Universal Service is considering proposals to update the proxy model upon whkh non-rural high-cost funding is determined. These 
changes could reduce the Universal ServiceFund revenues received by the combned company. Corresponding changes in state universal service supprt  could likewise 
have a negative effect on the revenues received by the comtined company. 

The high-cost loop support FairPoint and the Northern New England business received and that the comb~ned company will receive from the Universal Service 
Fund is based upon average cost per loop compred to the national average cost per loop benchmark. This revenue stream will fluctuate based upon the combined 
company's rural company average cost per loop conpared to the national average cost per loop. Forexample, if the national average cost pcr loop i~creases and the 
combined company's rural company operating costs (and average cost per loop) remainconstant or decrease, the payments the combined company will receive from the 
Universal Service Fund would decline. Conversely, if the national average cost per loop decreases a d  FairPoint's operating costs (and average cost per loop) remain 
constant or increase, the payments Fairpoint receives from the Universal Service Fund would increase. The national average costper loop in relariai ro FairPoint's 
historic average cost per loop hzs increased and FairPoint believes thatthe national average cost pcr loop will likeb continue to increase in relation to the combined 
company's average cost per loop. As a result, he payments Fairpointreceives from the rural Universal Service Fund have declined and the payments that the combined 
company will recerve will likely continue to decline. In addition to the Un~versal Service Fund high-cost loop support, FairPoint also receives other Universal Service 
Fund support payments for its rural company service areas, which include local switching support, long term support, and interstate common line support that used to be 
included in FairPoint's interstate access charge revenues. If the 
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combined company's rural local exchmge carriers were unable to receive support from the Universal Service Fund, or if that support was reduced, many of FairPoint's 
rural local exchange carriers will be unable to operate as profitably as they have historically. Moreover, if the combined company raises prices for services to offset 
these losses of Universal Savice Fund payments, the increased pricing of its services may disadvantage it competitively in the marketplace, resulting in additional 
potential revenue loss. 

l'he Northern New England business also receives kderal universal service suport, although at a lesser percentage of total revenue thal the FairPoint rural 
operating companies. For the year ended December3 1, 2006, the Northern New England business's non-rural properties received 2%of revenues from high-cost model 
support and interstate access support. The Federal Communications Commission's current rules for support to high-cost areas served by ~iori-rural local telephone 
companies were previousiy remanded by the U.S. Court of Appeals for theTenth Circuit, which had found that the Federal Communications Commission had not 
adequately justified these rules. The Federal Communications Commission has initiated a rulemaking proceeding in response to the court's remand, but its rules remain 
in effect pending the results of the rulemaking. Any change in the rules could have a material adverse effect on the financial condition and results of operations of the 
Northern New England business and the revenues to be received by the combined company. 

The Telecommunications Act provides that eligible commlnications carriers, including competitors to rural local exchange carriers, slch as wireless operators, 
may obtain the same per line support as the rural local exchmge carriers receive if a state commission determines that granting support to competitors would be in the 
public interest or for other reasons. Wireless communtations providers in certain of FairPoint's existing markets have obtained matching support payments from the 
Universal Service Fund, although this matching has not led to a loss of revenues for FairPoint's rural local exchange carriers under existing regulations Any shifl in 
universal service regulation, however, could have an adverse effect on the combined company's business, financial condition and results of operations. 

The Federal Communications Commission's development of explicit universal service support for rural carriers so far has been revenue neutral to FairPoint's 
operations. Changes in methodology may not colltinue to reflect the toss incurred by the rural local exchmge carriers that will be operated n the fiture by the 
combined company, and any revised methodoloa may not provide for he same amount of Universal Service Fundsupport that FairPoint's rural local exchange carriers 
have received in the past. In addition, several parties have raised objections to the size of the Universal Service Fund and the types of services eligible for support. A 
number of issues regardingthe source and amount of contributions to, and eligibility for payments from, the Uliversal Service Fund are pending and may be addressed 
by the Federal Communcations Commission or Congress. The outcome of any regulatoiy proceedings or legislative chalges could affect the amount of Universal 
Service Fund support that the combined company receives, and could have an adverse effect on the combined company's business, financial condition and results of 
operations. 

On February 28,2005, the Federal Communications Commission issued a press release announcing additional requirements for the designation of competitive 
Eligible Telecommunications Carriers for receipt of high-cost support. In its corresponding order, released onMarch 17,2005, the Federal Communcations 
Commission adopted additional mandatory requirements for Eligible TeBcommunications Carriers designation in cases where it has jurisdiction, and encouraged states 
that have jurisdiction to designate Eligible l'elecommunications Carriers to adopt similar requirements. On May 1,2007, the Federal-State Joint Board recommended 
that the Federal Communications Commission cap the support paid to competitive eligible telecommunications carriers at 2006 levels, I~miting future growth in the 
fund. While this recommendation would not affect the support of incumbent local exchange carriers such as FairPoint, the Joint Board also is seeking hrther comments 
on changes to the basis of support and the method of awarding support to all eligible telecommunications carriers, including incumbent local exchange carriers. The 
Federal Communications 
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Conlmission is still considering revisions to the tnethodology by which contributions to the Universal Service Fund are determined. These revisions will be part of an 
overall rulemaking regardmg Universal Service Support which will be dealt with in future proceedings. 

Risk of loss of statutory exemption from burdensome interconnection rules imposed on incumbent local exchange carriers. The rural local exchmge carriers 
currently operated by FaiPoint are exempt from the Telecommunications Act's more burdensome requirements wverning the r ib t s  of competitors to interconnect to 
incumbent local exchange carrier networks and to utilize discrete networkelements of the incumbent's network at favorable rates. To the extent state regulators decide 
that it is in the. public interest to extend some or all of these requirementsto the combined company's rural local exchmge carriers, the combined company would be 
required to provide unbundled network elements to competitors in its rural telephone company areas. As a result, more competitors could enter FairPoint's traditional 
telephone markets than are currently expected which could have a material adverse effect on the combined company's business, financial condition and results of 
operations. 

Risksposed by costs of regulatory compliance. Regulations create significant compliance costs for FairPoint and are expected to continue to do so with respect to 
the combined company. Subsidiaries that provide intrastate services are generally subject to certification, tariff filing and other ongoing regulatory requirements by stae 
regulators. FairPoint's interstate access services are currently provided n accordance with tariffs filed with the Federal Communications Commission. Challenges in the 
future to the combined company's tariffs by regulators or third parties or delays in attaining certifications and regulatory approvals couldcause the combined company 
to incur substantial legal and administrative expenses, and, if successful, these challenges could Aversely affect the rates that the combined company is able to charge 
its customers. 

The combined company's business also may be affectedby legislation and regulation imposing new or greater obligations related to assisting law enforcement, 
bolstering homelard security, minimizing environmental impacts, protecting customer privacy or addressing other issues that affect the combined company's business. 
For example, existing provi~ons of the Communications Assistance for Law Enforcement Act and Federal Communications Commission regulations implementing the 
Communications Assistance for Law Enforcement Act require communications carriers to ensure that their equipment, facilities, and services are able to facilitate 
authorized electronicsurveillance. FairPoint cannot predict whether or to w h i  extent the Federal Communications Commission might modify its Communications 
Assistance for Law Enforcement Act rules or any other rules orwhat compliance with those new rules might cost Similarly, FairPoint cannot predict whether or to 
what extent federal or s t i e  legislators or regulators might impose new security, environmenhl or other obligations on its business. 

For a more thoroughdiscussion of the regulatory issues t b t  may affect the combined company's business, see "Description of the Business of the Combined 
Company-Regulatory Environment." 

Risk of lossesfrom rate reduction. FairPoint's local exchange conpanies that operate pursuant to rate of retum regulation are subject to state regulatory authority 
over their intrastate telecommunications service rates. State review of these rates could lead to rate reductions, which in turn could have a material adverse effect on the 
combined company's business, financial condition and results of operations. 

Regulatory changes in the communications industry could adversely affect the combined company's business by facilitating greater competition, reducing 
potential revenues o r  raising its costs. 

The Telecommunications Act provides for significant changes and increased competition in the communications industry, including competition for local 
communications and long distance services. This statute and the Federal Communications Commission's implementing regulations could be submitted for judicial 
review or affected by future rulings of the Federal Communications Commission, thus making it difficult to predict whether the legislation will have amaterial adverse 
effect on the 
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combined company's business, financial condition and results of operations and its competitors. Several regulatory and judicial proceedings have concluded, are 
underway or may soon be commenced, that address issues affecting FairPoint's current operations and those of its competitors. FairPoint cannot predict the outcome of  
these developments, norcan it assure that these changes will not have a material adverse efkct on the combined company or its industry. 

For a more thoroughdiscussion of the regulatory issues t h t  may affect the combined company's business, see "Description of the Business of the Combined 
Company-Regulatory Environment." 

Risks Relating to Investing in or Holding the Combined Company's Common Stock 

The price of the combined company's common stock may fluctuate substantially. Fluctuations in the combined company's common stock priceafter the 
merger could negatively affect holders of the common stock of the combined company, including Verizon stockholders receiving shares of FairPoint common 
stock in connection with the merger. 

The market price of the combined company's common stock may flucluate widely as a result of various factors, such as period-to-period fluctuations in its 
operating results, the volume of sales of its common stock, developments in the communications industry, the failure of  securities analysts to cover thecommon stock 
or changes in financial estimates by analysts, competitive factors, regulatory developments, economic and other external factors, general marketconditions and market 
conditions affecting the stock of communications companies in particular. Communications companies have in the past experienced extreme volatility in the trading 
prices and volumes of their securities, which has often been unrelated to operating performance. High levels of market volatility may have a significant adverse effect 
on the market price of the combined company's common stock. In addition, in the past, securities class action litigation has often been instituted against companies 
following periods of volatilty in their stock prices. This type of litigaticn could result in substantial costs and divert management's attention and resources. 

FairPoint's certificate of incorporation and by-laws, which will be the ccrtificate of incorporation and by-laws of the combined company following the merger, 
and several other factors could limit another party's ability to acquire the combined company and deprive its investors of the opportunity to obtain a takeover 
premium for their securities. 

A number of provisions in FairPoint's current certificate of incorporation and by-laws make it difficult for another company to acquire FairPoint and for FairPoint 
stockholders to receive any related takeover premium for their securities. Because FairPoint is not amending its certificate of incorporation and by-laws in connection 
with the merger, these provisions will cortinue to apply to the combined company following the merger. For example, FairPoint's certificate of incorporation provides 
that certain provisions of its certificate of incorporation can only be amended by an affirmative vote of twethirds or more in voting power of all the outstanding shares 
of capital stock, that stockholders generaliy may not act by written consent, and only stockholders representing t-t least 50% in voting power may request that the board 
of directors call a special meeting. FairPoint's certificate of incorporation provides for a classified board of directors and authorizes the issuance of preferred stock 
without stockholder approval and upon such terms as the board of directors may determine. The rightsof the holders of shares of the combined company's common 
stock will be subjed to, and may be adversely affected by, the rights of holders of any class or series of prefened stock that may be issued in the future. See 
"Description of Capital Stock of FairPoint and The Combined Company-Anti-Takeover Effects of Various Provisions of Delaware Law and FairPoint's Certificate of 
Incorporation and By-laws." 

In addition, the tax sharing agreement may limit another party's ability to acquire the combined company. See "Additional Agreements Between FairPoint, Verizon 
and Their AffiliatesTax Sharing Agreement." 
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The combined company may, under certain circumstances, suspend the rights of stock ownership, the exercise of which would result in any inconsistency 
with, o r  violation of, any applicable communications law. 

Fairpoint's certificate of incorporation, which will be the certificate of incorporation of the combined company following the merger, provides hat so long as it 
holds any authorization, license, permit, order, filing or consent from the Federal Communications Commission or any state regulatory commission having jurisdiction 
over FairPoint, FairPoint will have die right to request certain information from its stockholders. If any stockhol&r from whom such information is requested fails to 
respond to such a request, or ifthe combined company concludes that the ownership of, or the existence or exercise of any rights of s t ak  ownership with respect to, 
shares of the combined company's capital stock by that stockholder, could result in any inconsistency with, or violation of, any applicable communications law, the 
combined company may suspend those rights of stock ownership the existence or exercise ofwhich would result in any inconsistency with, or violaljon of, any 
applicable communications law, and the combined company may exercise any appropriate remedy, at law or in equity, in any court of competent jurisdiction, against 
any stockholder, with a view towards obtaining such information or preventing or curing any situation which would cause an inconsistency with, or violation of, any 
provision ofany applicable communications law. 
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During the summer of 2005, FairPoint asked Lehman Brothers to convey to Verizon FairPoint's interest in acquiring rural access lines. That led to an initial 
meeting on September 30,2005 between managementof FairPoint and Verizon, which proposed exploring abusiness combination involving its wireline, long distance 
and Internet service provider businesses in Maine, New Hampshire and Vermont. Based on Verizon's initial reaction, FairPoint's management, at FairPoint's 
December 14,2005 board of directors meeting, requested and received approval to pursue further discussions with Verizon. I n  December 2005, FairPoint signed a non- 
disclosure agreement with Verizon. 

Following further discussions between FairPoint and Verizon, on February 13,2006, Verizon provided FairPoint and others with an initial proposal letter, term 
sheet and information package for a proposed transaction involving the Northern New Englard business. Verizon proposed a tax-free spin-off or split-off followed by a 
merger, in connection with which Spinco would incur debt in an amount up to Verizon's basis in the assets contributed to Spinco with additional debt to be incurred by 
Spinco in an amount to be agreed. Verizon also proposedthat the combined company would assume the pension and post-retirement benefits, referred to as OPEB, 
obligat~ons to the existing and retired employees of the Northern New Enghnd business, and that the pension liabilities of the combined company would be funded with 
respect to these existing and retired employees through the transfer of exlsting Verizon plm assets. The initial proposal letter and term sheet required that Verizon 
stockholders would own more than 50% of the combined company. 

On February20,2006, Eugene B. Johnson, Chairman and Chief Executive Officer of FairPoint, had a conference call with John Diercksen, Executive Vice 
President ofcorporate Development at Verizon, in which both parties expressed interest in pursuing further discussions. 

At a March 15,2006 meeting ofFairPointls board of directors, FairPoint's management made a presentation regarding FairPoint's overall corporate development 
strategy and gave adetailed review of various strategic altematives,'including a proposed transaction with Verizon. The presentation included the following materials 
prepared by Lehman Brothers and Morgan Stanley in conjunction with FairPoint's management: (i) an analysis of the Northern New England business, (ii) certain 
projections for the combined company, (iii) a share price sensitivity analysis and (iv) a comparable company analysis. Following the presentation, the board 
reconfirmed its direction to management to continue to pursue discussions with Verizon. 

On March 16, 2006, FairPoint submitted to Verizon aproposal to acquire the Northern New England business. FairPoint ind~cated that it was interested in pursuing 
a spin-off and subsequent merger as proposed by Verizon. FairPointproposed an initial leverage ratio for Spinco of 3.25 to 3.5 times earnings before interest, taxes, 
depreciation and amortization, referred to as EBITDA, which would result in a leverage ratio of 3.6 to 3.7 times EBITDA for the combined company and was 
anticipated to permit a continuation of FairPoint's existing dividend policy. FairPoint also proposed avaluation of Spinco at 6.5 to 7 25 times Spinco's 2006 EBITDA. 
FairPoint indicated in its response that it needed additional information in order to evaluate Verizon's proposal regardng the pension and OPEB liabilities. In addition, 
FairPoint proposed asale of its 7.5% interest in the Orange County-Poughkeepsie Limited Partnership to Cellco. FairPoint planned to use the net proceeds of the sale to 
finance transition costs to be incurred in anticipation of or in connection with the merger. 

On March 20,2006, FairPoint engaged Lehman Brothers as a financial advisor in connection with a proposed transaction with Verizon. Subsequently, on May 19, 
2006, FairPoint also engaged Morgm Stanley as a fmancial advisor in connection with a proposed transaction with Verizon. In connection with their role as financial 
advisors to Fairpoint Lehman Brothers and Morgan Stanley, among other hings, reviewed certain publicly available financial and other information and reviewed 
certain internal analyses and fmancial and other information furnished to them by FairPoint. Lehman Brothers and Morgan Stanley did not assume responsibility for the 
independent verification of, and did not independently verify, any information, whether publicly available or furrished to them, concerning Fairpoint Verizon, Spinco 
or comparable transactions, including, without limitation, any financial 
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information, forecasts or projections furnished to them. Neither Lehn~an Brothers nor Morgan Stanley rendered a fairness opinion with respect to the transaction, and 
neither expressed any opinion as to the merits of the underlying decision by FairPoint to engage in the transaction. If the merger is completed, LehmanBrothers will 
receive $10 million and, in FairPoint's sole discretion, is eligible to receive an dditional$5 million, as compensation for its financial advisory services. If the merger is 
completed, FairPoint will determine whether to pay Lehman Brothers all or aportion of the additional $5 million based on FairPoint's evaluation of Lehman Brothers' 
contributions during the negotiation phase of the transaction as well as the assistance Lehman Brothers renders during the period between signing and closing. If the 
merger is completed, Morgan Stanley will receive $5 million as compensation for its financial advisory services. 

On April 20,2006, FairPoint submitted a revised proposal based on its review of additional information provided by Verizon to FairPoint. FairPoint proposed, 
among other things, a capital structure for Spinco which included $1.7 billion of debt. FairPoint also proposed that the pension and OPEB obligations with respect to 
active employees of the Northern New England business covered by collective bargaining agreements could be kansferred to h e  combined company on a fully-funded 
basis, subject to hrther due diligence, and that the pension and OPEB obligations for management employees of the Northern New England business would be retained 
by Verizon. FairPoint also proposed that Verizon stockholders would own not less han 70% of the combined company. FairPoint indicated that an acceptable transition 
services agreement would be required 

On May 25,2006, Verizon sent to FairPoint a proposed term sheet which, among other terms, provided that Spinco would be capitalized with $1.7 billion of debt 
consisting of newly incurred bank debt and newly issued Spinco securities. The term sheet indicated that the combined company would create pensial plans which 
mirror the Verizon pension plans that cover the active employees and retirees of the Northern New Enghnd business to cover those active employees and retirees 
following the merger. Verimn proposed that the combined company would assume the pension liabilities for current employees and retirees of the NoAern New 
England business and receive a transfer of assets from the Verizon penson plans. Furthermore, the term sheet included a requirement that the combined company would 
assume OPEB liabilities for current employees and retirees of the NorthernNew England business. Verizon indicated that no OPEB assets would be transferred to h e  
combined company to satisfy OPEB liabilities. Verizon proposedthat Verizon stockholders would own 75% of the combined company. 

On June 1,2006, Verizon sent to FairPoint a revised term sheet, which included a proposed requirement that FairPoint assume certain significant retiree pension 
and other obligations. 

FairPoint responded in a letter h e  following day that it was willing to proceed with negotiations based on that term sheet. FairPoint proposed that Verizon 
stockholders would own a minimum of 70% of the combined company, assuming that the combined company would assume OPEB liabilities for current employees and 
retirees of the Northern New Englandbusiness. 

On June 21,2006, FairPoint's management made a presentation to FairPoint's board of directors that included materials prepared by Lehman Brothers and Morgan 
Stanley in conjunction with FairPoint's management. These maerials included: (i) a pro forma capitalization and free cash flow analyss assuming a certain price for the 
Spinco business; (ii) a comparison of the ownership split that would result fiom various scenarios of price and dividend payout ratios; and (iii) an analysis of the pro 
forma valuation of FairPoint in various scenarios of trading multiples, payout ratios and dividend yield. At this meeting, FairPoint's board of directors discussed how to 
respond to the Verizon term sheet. QI June 26,2006, Verizon made a management presentation to FairPoint in Boston, Massachusetts covering financial and operating 
aspects of the Northem New England business. 

From June 27 to June 29,2006, FairPoint's working team and its financial advisors and attorneys conducted due diligence in Verizon's data room in Dallas, Texas. 
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On July 5,2006, FairPoint's management made a presentation to FairPoint's board of directors that included materials prepared by Lehman Brothers and Morgan 
Stanley in conjunction with FairPoint's management. These maerials included an analysis of the effect of the ownership split on the dividend payout ratio and an 
updated free cash flow analysis. 

On July 12, 2006, FairPoint gave a management presentation to Verizon and its financial advisor, Merrill Lynch, Pierce Fenner & Smith Incorporated, referred to 
as Merrill Lynch, covering fmancial and operational aspects of FairPoint's business in Charlotte, North Carolina. 

On July 26,2006, FairPoint's management made a presentation to Fairpoint's board of directors that included materials prepared by Lehnian Brothers and Morgan 
Stanley in conjunction with FairPoint's management. These maerials included a five point rationale for the transaction, including: 

Scale and scope; 

Improved revenue mix; 

Value creationopportunity; 

Improved financial condition; and 

Regional concentration 

In addition, the materials included summary dataon the Spinco business and ranges of values for the Spnco business using various valuation methodologies such as 
discounted cash flow analysis, precedent transactions and trading comparable. The financial advisors and FairPoint's management also analyzed the effect of various 
ownership splits on the dividend capacity of the combined company and calculated various common industry metrics in relation to the transaction based on various 
prices for the merger, including price per access line, price to EBITDA ratio (with and without the benefit of synergies) and price to free cash flow ratio. The price 
scenarios also reflected the resulting ownership split. Finally, the materials prepared by the fmancial advisors in conjunction with FairPoint's management included an 
updated analysis of free cash flow acaetion and stock price accretion and reported on the investor reaction to the Valor-Alltel (Windstream) transaction announcement 
and the original plan for synergies inthe Hawaiian Telcom acquisition of Verizon lines. 

On July 3 1,2006, the management of FairPoint had a conference call with representahves of Lehman Brothers and Morgan Stanley to follow up on issues raised 
by the board of directors regarding due diligence and transaction structure. 

On September 1, 2006, FairPoint's key managers met todiscuss all aspects of the proposed transaction and its implications on FairPoint's existing operations. 

On September 11,2006 and September 14,2006, Eugene Johnson and John Diercksen met again in Charlotte, North Carolina to discuss the progress of due 
diligence and negotiate further on open issues. 

On September 14, 2006, Verizon proposed that FairPoint assume at closing the OPEB liabilities for current and retired employees of the NorthernNew England 
business and that no OPEB assets would be transferred to FairPoint to satisfy the OPEB liabilities. Verizon also proposed that Verizon would receive a minimum of 
$2.8 billion in value for Verizon and its stockholders, comprised of $1.7 billion ofdebt assumed by FairPoint md the greater of $1.1 billion of Fairpointequity or a 
67.5% ownership interest in the combined company. Verizon also agreed inprinciple to a 15-month term for a transition services agreement. 

At a meeting on September 19,2006, John Crowley, Executive Vice President and Chief Financial Officer of FairPoint, reviewed for FairPoint's board of directors 
other possible acquisitions. FairPoint's directors also received a presentition prepared by FairPoint's management that updated the due diligence on the Spinco business 
and explained the effects on various estimates of key metrics, including EBITDA, free cash flow and leverag. This presentation included materials prepared by 
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Lehman Brothers and Morgan Stanley in conjunction with FairPoint's management, including a translation of the latest due diligence analysis into updated valuation 
multiples and the effect on the dividend the combined company would pay and an analysis of the higher trading price of FairPoint stock on the ownership split. In 
add~tion, the materials prepared by Lehman Brothers and Morgan Stanley in conjunction with FairPoint's management updated the analysis of free cash flow, updated 
the five point rationale for the transaction referred to above ard identified seven risks related to the transaction: competition, workforce, regulatoly approval risk, 
execution risk, financial market acceptance, pensionIOPEB exposure and opportunity cost. The materials prepared by Lehman Brothers and Morgan Stanley in 
con.junction with FairPoint's management also calculated the transaction value based on FairPoint's discussion with Verizon on September 1 I, 2006, the Verizon 
proposal using the then most recent FairPoint stock price and the Verizon proposal using the then 60 day average of the FairPoint stock price. These transaction values 
were compared to the valuation ranges of comparable companies using various valuation methodologies, s u d ~  as discounted cash flow, precedenttransactions and 
trading comparables. In addition, the mater~als prepared by Lehman Brothers and Morgan Stanley in conjunction with FairPoint's management and included in 
management's presentation to FairPoint's board of directors: 

calculated the ownership split based on the specific relative contribution of the two parties based on access lines, revenue, EBITDA and EBITDA less capital 
expenditures; 

calculated the free cash flow effect of various ownershipsplit percentages in the range between the Fairpointand Verizon proposals; 

analyzed the free cash flow per share for FairPoint ona standalone basis, with a series of smaller hypothetical acquisitions and compared this with the acquisition of the 
Spinco business; 

analyzed the effect on the ownership split of alternatives to using the market value of FairPoint sock to determine the ownership split; 

analyzed the cash flow effect of alternative assumptions of pension and OPEB valuation and service cost; 

analyzed the value of the Spinco business using discounted cash flow and various assumptions for cost of capital and terminal multiples; and 

updated the analysis of free cash accretion at various transaction prices and assumptions on synergies. 

At the board meeting on the following day, after extensive disussion, a decision was reached not to proceed with a transaction with Verizon under the terms then 
being proposed by Verizon. The board of directors particularly objected to Verizon's proposal that FairPoint assume significant retiree obligatims. After the meeting, 
Eugene Johmon informed Verizon md its financial advisor, Merrill Lynch, that FairPoint's board of directors had concluded that FairPoint was not prepared to pursue 
the transaction based on the terms then being proposed by Verizon. 

On September 29, 2006 and October 17, 2006 at John Diercksen's invitation, Eugene Johnson met with hjm in New York City to discuss in further detail various 
material terms of the transaction and the parties' positions on certain issues. 

On October 18,2006, Eugene Johnson had a conference call with FairPoint's board of directors to discuss updated proposals and to review Lehman Brothers' views 
on revised terms, including the elimination of the requirement that FairPoint assume retiree obligatims relating to pension benefits and other post-employment benef ts. 

On October 30,2006, FairPoint provided a revised counter-proposal to Verizon an4  after further discussion, on November 16,2006, FairPoint's management team 
met with representatives of Morgan Stanley to discuss certain issues. Further negotiations between Verizon and FairPoint ensued. 
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On November 19,2006, representatives of Verizon and FairPoint met again. At that meeting, they agreed to continue negotiations on the basis that the split in 
ownership of the combined company would be calculaed based on the 45-day average price of FairPoint colnmon stock, which would result in a 61.6% - 38.4% split 
based on an assumed $18.02 price per share for FairPointcommon stock; and that Spinco debt would not exceed $1.7 billion, including related financing fees, and that 
it would be based on market terms with covenants that permitted FairPoint to continue to pay dividends at a level consistent with its existing dividend policy. In 
addition, the parties agreed to continue negotiations on the basis that the combined company would accept pension assets and assume pension and OPEB liabilities for 
only those employees of the NorthernNew England business who were expected to continue as employees of the combined company after the transaction closed. 
However, they disagreed whether the combned company would assume obligations for employees who retired between the signing and the closing of the merger 
agreement. The parties agreed that if Spinco suffered a material adverse change or that if the trailing 12 months' unadjusted EBITDA of the local exchange carrier 
business of Spinco fell below a mutually agreed level, FairPoint could choose to terminate the merger agreement. The parties also agreed that Verizon's services under 
the transition services agreement would bebased on Verizon's cost but could not agree on how to calculate the amount or timing of the monthly and other fees to be 
paid under the agreement. 

On November28,2006, Lehman Brothers provided FairPoint's management with materials that summarized the status of discussions with Verizon. The materials, 
which were prepared in conjunction with FairPoint's management, included updated price and other proposed transaction elements, such as reimbursement of transition 
expenses by Vaizon and MVNO and reported the pro forma capitalization and cash flow statement effect of leaving with Verizon the pension and OPEB obligations 
for already retired employees. In addition, the materials valued the proposed new transaction elements, including the sale and loss of future distributions from 
FairPoint's investment in the Orange County-Poughkeepsie Limited Parhership. Lehman Brothers and FairPoint's management also updated the analysis of free cash 
flow accretion, the comparable analysis relative to other transactions and other public companies, and possible stock price accretion. Finally, Lehman Brothers and 
FairPoint's management provided a graphic representation of key assumptions on access line growth, DSL penetratim, regulated and non-regulated revenue, EBITDA 
and EBITDA less capital expenditures. These materials wae  included in management's telephonic update to FairPoint's board of directors on November 29,2006. 

On November 29,2006, Lehman Brothers, working in conjunction with FairPoint's management, provided to FairPoint's management an illustrative estimate of 
pro forma shareholders' equity, including a write-up to fair market value under Delaware law. In addition, the materials prepared by Lehman Brothers in conjunction 
with FairPoint's management updated the calculation of the ownership split based on specific relative contribution of the two parties based on access lines, revenue, 
EBITDA and EBITDA less capital expenditures. Finally, the maerials prepared'by Lehman Brothers, working in conjunction w~th  FairPoint's management, provided a 
forecast of certain financial measures for the combined company. These materials prepared by Lehman Brothers, working in conjunction with FairPoint's management, 
were included in management's telephonic update to FairPoint's board of directors during which the board and management discussed the status of the proposed 
transaction. 

[n early December 2006, FairPoint's management had discussions with Lehman Brothers and Morgan Stanley regarding potential financing structures for the 
proposed merger, principally for financial analysis, valuation and modeling purposes. In connection with these discussions, Lehman Brothers and Morgan Stanley each 
submitted unsolicited proposals to Fairpoint's management to provide committed financing for the proposed merger. 

On December 4,2006, Verizon presented a term sheet which summarized the parties' proposals on key issues. FairPoint proposed that it not accept pension and 
OPEB expenses for the e m p l o ~ e s  ofthe Northern New England business who retired prior to the closing date. Verizon proposed that the 
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combined company would assume responsibility for all employees of the Northern New England business who continued with the combined company determined as of 
the signing date of the merger agreement. FairPoint proposed selling its interest in the Orange-Poughkeepsie Limited Parfnership for $55 million to $65 million while 
Cellco proposed a sale puce of $55 million. The parties agreed to continue discussions on the previously discussed valuation of Spinco, subject to Verizon's proposal 
that its stockholders own at least60% of FairPoint common stock after the spin-off and the merger. The parties continued to negotiate over the amouit and timing of the 
monthly and other fees to be paid under the transition servi'ces agreement. 

On December 8, 2006, initial drafts of a merger agreement, distribution agreement and other transaction documents were submitted to FairPoint and its legal 
counsel, Paul, Hasting, Janofsky & Walker LLP, referred to as Paul Hastings, by Debevoke& Plimpton LLP, legal counsel to Verizon. 

On December 11,2006, FairPoint's and Verizon's senior management and advisors met again in New York City to discuss the key terms of the proposed 
transaction. At its meeting on December 13,2006, FairPoint's board of directors received a report cn the progress of negotiations and discussed the proposed 
transaction, including a projected transaction schedule. 

On December 19,2006, John Diercksen met in New York City with Eugene Johnson and Ivan Seidenberg, Chairman and Chief Executive Officer of Verizon, to 
introduce the chief executive officers to eachother. 

During the last two weeks of December 2006, the parties and their representatives met from time to time to negotiate the transaction documents. Under the 
structure agreed to by the prties, Verizon would receive cash,certain Spinco debt securities and Spinco's common stock in exchange for substantially all of the assets 
of the Northern New Englard business. 

On January 2, 2007, FairPoint's board of directors met telephonically with FairPoint's management team, legal counsel and financial advisors to discuss the status 
of the proposed transaction. At the meeting, Paul Hastings reviewed with the FairPoint board of directors its legal duties and responsibilities in connection with the 
proposed transaction. Representatives of Deutsche Bank, whose engagement as financia1 advisor to Fairpoint was confirmed on January 4,2007, participated in the 
meeting and addressed the scope of the work completed by themin connection with the evaluation of the proposed transaction and indicated that further due diligence 
by them in certain areas was required. FairPoint's management team reviewed with FairPoint's board of directors the documentation that would be required in 
connection with the proposed transaction, summarized the progress made in negotiating the terms of the transaction agreements and indicated that a few material terms 
relating to the merger agreement were still subject to negotiation. A discussion took place concerning the risks and benefits ofthe proposed transaction, including a 
requirement that FairPoint make significant transition expenditures during the period between the signing of the merger agreement and the closing of the merger, which 
would allow for a substantially more rapid transition, and that, if the merger failed to close, amounts so expended would have little value. FairPoint'smanagement team 
discussed the status of obtaining bank financing commitments with FairPoint's board of directors. In addition, a thorough discussion took place concerning certain 
aspects of the possible transaction, including the impact on FairPoint's cash position and the effect on its ability to continue to pay dividends if the proposed transaction 
were not to close, the need to amend FairPoint's existing credit facility, the impact on FairPoint's cash position of the proposed sale of itsorange County-Poughkeepsie 
limited partnership interest, the "no-shop" and "fiduciary out" provisions contained in the draft merger agreement and the circumstances under which FairPoint would 
be required to pay a "break-up" fee and reimburse certain expenses to Verizon, synergies expected to be derived fom the business combination and financial aspects of 
the proposed transaction. 

On January 4,2007, FairPoint began the formal process of seeking financing commitments in order to mitigate the market risk associated with financing the 
merger. A package of information including 
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the transition services agreement and the other agreements relating to the merger, are fair to, and in the best interests of, FairPoint and its stockholders. 

In reaching its recommendation, FairPoint's board of directors considered the future prospects of FairPoint a a standalone basis relative to those that would result 
from the merger. The board of directors analyzed the current and historical financial condition and results of operations of FairPoint and other rural wireline 
telecommunications carriers, and specifically the facts that FairPoint, consistent with the rest of the wireline telecommunications industry, had experienced a decline in 
its number of access lines and flat to declining organic growth, and that these trends did not appear likely to reverse in the future, absent the addition of new access lines 
and revenues resulting from acquisitions. The board of directors also considered the heavy reliance of FairPoint on regulated revenue streams, predominantly interstate 
and intrastate access revenues, as well as payments from the Universal Service Fund, and acknowledged that such revenue streams were likely to continue declining in 
the future. The board of directors also considered the increased competitive activity experienced by FairPoint from cable television providers, wireless carriers and other 
competitive local exchange carriers and the fact that competition may increase in the future with the advent of new technologies and applications, such as VoIP. In 
analyzing the benefits of the proposed merger, the board of directors considered FairPoint's prospects and strategic objectives, which are to: (1) increase revenues, 
(2) improve the dividend payout ratio, (3) gain efficiencies from its business model through increased size and scale and (4) grow by acquisition. 

In weighing the potential negative aspects of the transaction, FairPoint's board considered, among other things, the amount of debt which would be incurred by 
FairPoint in connection with the transaction and the impact of the transaction on FairPoint's cash position. In its discussions, FairPoint's board determined that the 
increased leverage of the combined company could be sustained given the increased EBITDA and that the effect on the cash of the combined company would be 
minimal given the availability of borrowings under the revolving portion of the new credit facility and increased access to the capital markets. With respect to the sale 
of FairPoint's interest in the Orange County-Poughkeepsie Limited Partnership, the board considered the loss of cash flow generated by the limited pamership interest 
but determined that the interest in the Orange County-Poughkeepsie Limited Partnership was not a core asset and that the purchase price for the interest was fair. In 
addition, FairPoint's board considered the consequences of the transaction not being consummated, including FairPoint's expenditure of $95 million to $1 10 million on 
infrastructure and network systems integration and planning prior to the merger (up to $40 million of which will be reimbursed by Verizon) and the requirement that 
FairPoint pay a termination fee of $23.3 million and reimburse Verizon for certain of its out-of-pocket expenses (up to $7.5 million). 

In addition, FairPoint's board of directors considered the strategic options available to FairPoint, including other potential transactional opportunities, and the risks 
and uncertainties associated with those alternatives. However, the board of directors did not believe there were available transactions that would produce similar or 
better results for FairPoint stockholders in the same timeframe as the proposed merger. The board of directors also discussed whether an auction of FairPoint would 
produce a better outcome for FairPoint stockholders, and it was the consensus of the board of directors that an auction was not likely to produce an offer placing a 
higher valuation on FairPoint than the parties were placing in the merger. 

FairPoint's board of directors also considered Deutsche Bank's financial presentation, including its opinion delivered to FairPoint's board of directors, to the effect 
that, as of the date of that opinion, based upon and subject to the assumptions made, matters considered and limits of the review undertaken by Deutsche Bank, the 
aggregate merger consideration to be delivered by FairPoint in respect of all of the shares of Spinco common stock pursuant to the merger agreement was fair, from a 
financial point of view, to FairPoint and the holders of FairPoint common stock. This financial presentation and opinion are more fully described below under the 
caption "The Transactions-Opinion of Deutsche Bank Securities Inc., Financial Advisor to FairPoint." 
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Material Projected Financial Information Provided to Deutsche Bank, Financial Advisor to FairPoint 

Although FairPoid periodically may issue limited guidance to investors concerning its expected fmancial performance, FairPoint does not as a matter of course 
make public projections as to hture performance or earnings. However, in connection with its due diligence review in its role as fmancial advisor to FairPoint, and in 
order to arrive at its opinion, Deutsche Bank requested, and FairPoint's management furnished Deutsche Bank with, certain non-public financial projections with respect 
to the combined company. See '-Opinion of Deutsche Bank Securities Inc., Financial Advisor to FairPoint" beginning on page 66. These financial projections were 
prepared in January 2007, based solely on information available at that time, by FairPoint's management. While the financial projections were prepared in good faith, no 
assurance can be given regarding future events. In addition, the financial projections do not reflect FairPoint's current view on the business ofthe combined company. 
Therefore, these financial projections should not be considered a reliable predictor of future operating results. FairPoint did not prepare the projections with a 
view toward public disclosure or with a view toward complying with,and they do not comply with, the guidelines established by the American Instibte of Certified 
Public Accountants with respect to prospective financial information or published guidelines of the Securities and Exchange Commission regarding forward looking 
statements. 

The projected financial information of the combined company included in this proxy statemen@rospectus was prepared by, and is the responsibility of, FairPoint's 
management. None of Verizon, FairPoint'sor Verizon's independent auditors, or any other independent accountants, or Deutsche Bank, as FairPoint's financial advisor, 
or Verizon's financial advisors have compiled, examined, or performed any procedres with respect to the projected financial information, nor have they expressed any 
opinion or any other form of asmrance on such information or its achievability, and assume no responsibility for, and disclaim any association with, the projected 
financial information. 

Furthermore, the fmancial projections for the combined company: 

necessarily consist ofnumerous assumptions with respect to, among other things, industry performance and general business, economic, market and financial 
conditions, all of which are difficult or impossible to predict and many of which are beyond Fairpoints control and may not prove to have been, or may no longer be, 
accurate: 

do not necessarily reflect revised prospects for h e  combined company's business, changes in general business or economic conditions, or any other transaction or event 
that has occurred or that may occur and that was not anticipated at the time the financial projections were prepared; 

are not necessarily indicative of current values or future performance, which may be materially more favorable or less favorable thanas set forth beIow; and 

involve risks and uncertainties and should not be regarded as a representation or guarantee that they will be achieved 

The projedions are forward-looking statements. For information on factors which may cause FairPoint's or the combined company's future fmancial results to 
materially vmy, see "Risk Factors" beginning on page 25 and "Special Note Concerning Fonvard-Looking Statements" beginning on page 48. 

For information about liow FairPoint and Spinco generate revenues and their operating expenses, see "Mamgement's Discussion and Analysis of Financial 
Condition and Results of Operations-Overview," "-FairPointv and "-Northern New England Business." 

THE FINANCIAL PROJECTIONS WERE, AT THE TIME MADE, BASED ON THEN CURRENT INFORMATION AND ASSUMPTIONS WHICH ARE 
SUBJECT TO CHANGE AS CONDITIONS DEVELOP. FAIRPOINT HAS NOT PUBLICLY UPDATED AND DOES NOT INTEND TO PUBLICLY UPDATE OR 
OTHERWISE REVISE THESE PROJECTIONS TO REFLECT 
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CIRCUMSTANCES EXISTING SINCE THEIR PREPARATION OR TO REFLECT THE OCCURRENCE OF UNANTICIPATED EVENTS EVEN IN THE 
EVENT THAT ANY OR ALL OF THE UNDERLYING ASSUMPTIONS ARE SHOWN TO BE IN ERROR. FURTHERMORE, FAIRPOINT HAS NOT UPDATED 
AND DOES NOT INTEND TO UPDATE OR REVISE THESE PROJECTIONS TO REFLECT CHANGES IN GENERAL ECONOMIC OR INDUSTRY 
CONDITIONS. 

FairPoint's Summary Projectionsfor the Combined Company 

The combined company projections reflect projectims for the combined company assuming the merger had been completed on January 1,2008. 

Assumptions 

Standalone FairPoint 

Revenues- On a standalone basis without giving effectto the merger, FairPoint assumed continued revenue losses in its current properties. The primary driver of 
revenue loss was assumed to be continued losses in network access revenues and Universal Service Fund revenues. Network access revenues wen: driven, in part, by 
minutes of use which have historically been declining across FairPoint's properties and the telecommunications industry generalIy. Universal Service Fund revenues 
have also been declining, a trend FairPoint assumed would ccntinue. Offsetting these declines was growth in data and Internet revenues from increasedlnternet 
customer penetration, driven mostly by FairPoint's high speed data products such as DSL, as well as growth in long distance revenues from ixreased penetration of 
long distance customers. Although FarPoint assumed continued access line losses in its existing properties, FairPoint expected that increased bundling would drive 
higher penetration in non-regulated local prodcts such as voicemail, call waiting and caller ID and that local revenues would remain relatively fat or decline sligkly 
through the projection period. The rvmulative effect of these assumptions is that total revenues were expected to decline between 0.4% and 1.2% every year of the 
projection period. 

Expenses - On a standalone basis without giving effect to the merger, FairPoint assumed that operating expenses would remain flat or increase slightly through 
the projection period. The primary driver of this trend was higher cost of goods sold from the addition of broadband and long distance customers and general overhead 
trends experienced by FairPoint historically. The cumulative effect of these assumptions was that total expenses were expected to increase between 0.0% and 1.8% 
every year of the projection period. 

Capital Expenditures - On a standalone basis without giving effect to the merger, FairPoint assumed that capital expenditures would remain flat for the duration 
of the projection period. The majority of systems and network improvements have hken place at FairPoint's existing properties and FairPoint's projections reflect the 
cost to continue extending broadband to its customer base and to cover routine maintenance spending. 

Orange County-Poughkeepsie- FairPoint's projections assumed that the sale of its 7.5% interest in the Orange County-Poughkeepsie Limited Partnership would 
occur in 2007. This transaction closed in April 2007. FairPoint had historically received annual distributions of approximately $9 to$IO million from its investment in 
the Orange Cokty-Poughkeepsie Limited Partnership, which were recorded in FairPoint's calculation of EBITDA. As a result of the sale, FairPoint assumed that it 
would not receive any further dstributions from the Orange County-Poughkeepsie Limited Parfnership. 

Combined Company Projections 

Revenues - The combined company revenue projections were the result of the combination of FairPoint's assumptions for FairPoint on a standalone basis 
(described above) and its expectations for 
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the Spinco business described below under the caption "FairPoint's Summary Projections for h e  Spinco Business." 

Expenses - The combined company expense projections were the resllt of the combination of FairPoint's assumptions for FairPoint on a standalone basis 
(described above) and its expectations for the Spinco business described below under the caption "FairPoint's Summary Projections for the Spinco Business." In 
addition, the combined company projections included FairPoint's assumptions for depreciation and amortization expense, interest expense, h o m e  tax expense and fees 
payable in 2008 under the transition services agreement. The FairPoint standalone expenses are not indicative of the actual operating expenses that FairPoint would 
incur if the proposed merger with Spinco was not pending because FairPoint would run its business differently in that case. 

Depreciation and Amortization - FairPoint assumed that depreciation and amortization expense would gradally decline through the projection period, primarily 
driven by decreasing capital expenditures following a near doubling in 2008, and projected declines in switched access lines. Capital expenditures per access line were 
projected to remain relatively constant. 

Interest Expense- Interest expense was comprised ofinterest charges on the combined company's bank debt and the Spinco securities. Based on FairPoint's financing 
commitments, FairPoint assumed the interest on the combined company's bank debt would equal LIBOR plus 175 basis points. FairPoint's estimate of LIBOR for the 
projection period was based on the then prevailing yield olrve. FairPoint assumed that the interest rate on the Spinco securities would be 7.75%. FairPoint also assumed 
that excess cash flow would be used to repay outstanding debt (other than the Spinco securities), which would have the effect of gradually bwering interest expense. 

Income Tax Expense- FairPoint assumed that income taxes would be calmlated using a federal rate of  34% and state taxes were calculated on a separate basis. 
FairPoint assumed that the combined company would be able to take advantage of FairPoint's existing net operating loss carryforwards, which would have the effect of 
lowering taxes to be paid in cash through 20 14. 

FairPoint's Summary Projections for the Combined Company 
(dollars in millions) 

FairPoint Revenues 
% YY--Y Gmlvth 

Spinco Revenues 
% Y-(I-Y Growrh 

Pro Forma Combined Revenues 
% Y-o-Y Gr(~wlh 

FairPoint Operating Expel~ses 
% Y-(I-Y Growrh 

Spinco Operating Expenses 
% Y-o-Y Growth 

Pro Forma Combined EBITDA 

FairPoint Capital Expendilures 
% Y-o-Y Gro~urh 

Spinco Capital Expenditures 
% Y-(I-Y Growrh 

S 275 S 274 $ 272 S 269 $ 266 $ 263 S 260 S 257 
(0.4%) (0.7%) (I. 1%) (I. 1%) (I. 1%) (I. 1%) (1.2%) 

Pro Forma Combined Capital Expenditures $ 344 $ 161 $ 163 $ 159 % 157 S 156 S 156 S 156 
0 

% Y-o-Y Growth (51.5%) (2.4?4) (2.5%) (1.3%) (0.6%) 0.0% 0.0% 

,., m 
( 'J 
2008 frnancials include one-time operating expenses of  $24 million and capital expenditures of $172 million related to the merger. 
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FairPoint 
Revenues: 

Local 
% Y-0- Y 
Grolvrh 

Access 

% Y-0-Y 
Gruwrh 

Long Distalice 

Data 1 lnte~net 

% Y-0-Y 
Growrh 

Other 

Subtotal 
FairPoint 

% Y-0-Y 
Growth 

Spinco 
Revenues 

Local 
% Y-0-Y 
Grolerh 

Access 

% Y-0-Y 
Growrh 

Long Distance 

Data I Internet 

MVNO 

% Y-0-Y 
Gruwrh 

Eliminations 

Subtotal Spinco 

Pro Forma 
Revenues 
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Fairpoint 
Operating 162 164 167 167. 167 168 168 168 
Expenses 

Spinco 
Operating 799 710 716 723 728 73 5 743 749 
Expenses 

% Y-o-Y G n n v ~ h  1 I. I )  06'% 1.6% 0 . i X  1.6% 1.1% 0.6% 

ProForma 16 4 6 6 s  544 5 538 % 524 S 509 S 496 5 486 S 477 
EBITDA 

Depreciat~on and 330 322 314 302 292 276 247 218 
Amortization 

Stock-based 2 0 0 0 0 0 0 0 
Compensation 
and Other 

Operating S 1 3 4 s  222 % 224 S 222 S 217 S 220 % 239 S 259 
Income 

Interest / 
Dividend Income 0 0 0 0 0 0 0 0 

Totalother (S 182)(S 181) (S 177) (S 172) ($ 166) ($ 161) ($ 157) (S 155) 
Income / 
(Expense) 

Pre-Taxlncome (S 4 8 ) s  41 S 47 S 5(1 S 51 O 59 S 82 S 104 
/ (Loss) 

Income Tax 16 (IS) (17) (18) (18) (21) (29) (36) 
Benefit 1 
(Expense) 
-------- 

Net Income/ ( 32) 5 26 % 3(1 S 32 S 33 S 38 16 53 S 68 
(Loss) 

(1) 
2008 financials include one-time operating expenses of $24 million. 
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Current Assets: 
Casli 
Other Current Assets 

Total Current Assets 

Fa~rPoint Net PP&E 

Spinco Net PP&E 

Goodwill 
Customer List 
Other Assets 

Total Assets 

Total Current Liabilities 

Long-Term Liabilities: 
Spinco Credit Facility 
Delayed Draw Tenn Loan 

Fairpoint's Summary Projections for the Combined Company 
Balance Sheet 

(dollars in millions) 

As of December 31, 

Total Secured Debt S 1,680 S 1,852 S 1,771 S 1,68S S 1,608 S 1,534 6 1.46i $ 1,413 S 1,387 

Remaining Fairpoint Securities: 
2010 Senior Notes, 11.875% 6 2 6 2 S 2 5 C .S C S C S C S 0 $ 0 

Taconic FixediBerkshire Rural Telephone Finance 
Cooperative 1 1 I 1 I 1 I I I 

Utilities 1nc.-Rural Telephone Finance Cooperative 1 1 1 I I C C 0 0 

Demand Note Payable 0 0 0 C C C C C 0 
Sp~nco Securities S 660 S 660 S 660 6 66C S 66C S 66C S 66C S 660 S 660 

Long-Term Debt S 2,344 S 2,516 S 2,435 S 2,351 S 2.27C S 2,195 S 2,128 S 2,074 S 2,048 

Other Long Term Liabilities 

Total Long Term Liabilities 
Minority Interest 
Total Shareholders' Equity/(Deficit) 

Total Liabilities & Shareholders' Equity 
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FairPoint's Summary Projections for the Combined Company 
Cash Flow 

(dollars in millions) 

Cash Flows from Operations 
Net I~icome/(Loss) 

A~nonizatio~i of Financing Fees 

Amortization of Customer List 
Depreciation and Amort~zation 
Deferred Income Taxes 
PensiodOPEB Cash Adjustment 
Stock-based compensation 

Changes in Working Capital 

Net Cash Provided by Operating Activities 

Cash Flows from Investing 

Acqu~sition of PP&E (Capital Expenditures) 

Net Cash Used in Investing Activities 

Cash Flows from Financing 

Mandatory Repayment of Long-Term Debt 
Dividends Paid to Common Stockholders 

Net Cash Used in Financing Activities 

Net IncreaseITlecrease in Cash Balance 

Cash Balance, Beginning 
$7 $3 $3 $3 $3 $3 

RevolverIDelayed Draw Term Loan 
Optional Debt Repayment 

Cash Balance, Ending 

FairPoint's Summary Projections for the Spinco Business 

The standalone Spinco projections reflect Fairpoint's projections for the Spinco business on a standalone basis. 

Assumptions 

Customer Assumptions 

Switched Access Lines - On a standalone basis without giving effect to the merger, FairPoint assumed continued, but slowing, access line losses in the Spinco 
business as the result of overall inhstry trends such as cable competition and use by customers of alternative tednologies. FairPointbelieved that it would be able to 
mitigate access line losses in the Spinco business with regionally-focused marketing, bundling, win-back strategies and the substantially increased availability of its 
broadband product in Maine, New Hampshire and Vermont. FairPoint assumed that by 2012, the Spinco business would be serving approximately 1.1 million switched 
access lines, a cumulative loss of approximately 400,000, or 27%, versus the levels of switched access lines in 2006. 

Broadband -On a standalone basis without giving effect to the merger, FairPoint assumed increased broadband penetration in the Spinco business, primarily 
through the offering of DSL technology, as the result of bundling and through its planned network expansion. FairPoint assumed broadband penetration of residential 
access lines would reach38% by 2012, at which point the Spinco business would serve approximately 375,000 broadband customers, an increase of approximately 
187.000 over 2006 levels. 

-3' 
79 23 

e\r 
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Pro Forma Financial Summary 

The January 2007 materials included two pro forma financial suln~naries for FairPoint after giving effect to the transaction, and assuming that the transition 
services agreement would remain in effect for six months and 12 months, respectively, focusing onfree cash flow, earnings per share, dividend payout ratio and 
leverage. This material was presented in the January 10, 2007 materials and updated (using updated financial infonnation) in the January 14, 2007 materials. 

Precedent Transaction Analysis 

The January 2007 materials reviewed the net transaction value as a multiple of access lines and EBITDA for eight transactions using publicly available 
information, that Lehman Brothers and Morgan Stanley, based on their experience with merger and acquisition transactions, deemed relevant in preparing the materials. 
The materials reviewed the following transactions: CenturyTelMadison River; Citizens Communications/Commonwealth Telephone; AlIklNalor Telecom; The 
Carlyle GroupIVerizon Hawaii; Consolidated Communications/TXU (telecom assets); Homebase Acpisition Corp./ICTC (McLeodUSA); AlltelIVerizon Kentucky; 
and CenturyTelIVerizon Missouri and Alabama. 

Comparable Company Analysb 

In order to assess how the public market values shares of similar publicly traded companies, the January 2007 materials reviewed and compared specific financial 
and operating data relating to FairPoint with selected companies that Lehman Brothers and Morgan Stanley deemed comparable to FairPoint and Spinco. The 
companies reviewed were selected by Lehman Brothers and Morgan Stanley based on their experience withcompanies in the rural telecommunications industry and 
included Alaska Telecommunic&ions, Citizens Communications, Commonwealth Telephone, Consolidated Communications, Iowa Telecommunications, Windstream 
and Embarq. The January 2007 materials calculated Spinco's and each comparable company's ratio of enterprise value to EBITDA (estimated for2007 and 2008), ratio 
of equity value to free cash flow (estimated for 2007 and 2008), current dividend yield, dividend payout ratio and total debt to historical EBITDA. All of these 
calculations were performed and based on publicly available fimncial data. 

General 

In preparing the January 2007 materials, Lehman Brothers and Morgan Stanley, in conjunction with FairPoint's management, made numerous assumptions with 
respect to industry trends and risks associated with industry performance, general busness and economic conditions and other matters, many of which are beyond the 
control of FairPoint or Verizon. Any estimatescontained in the January 2007 materials are not necessarily indicative of future results or adual values, which may be 
signiticantly more or less favorable than those suggested by these estimaes. The materials did not purport to be appraisals or to reflect the prices at which FairPoint 
common stock might trade following announcement or consummation of the merger. 

The terms of the merger were determined through arm's length negotiations behveen FairPoint and Verizon and were approved by FairPoint's a d  Verizon's boards 
of directors. Neither Lehman Brothers nor Morgan Stanley rendered a fairness opinion with respect to the transaction, and neither expressed any opinion as  to 
the merits of the underlying decision by FairPoint to engage in the transaction. 

Lehman Brothers and Morgan Stanley are internationally recognized investment banking firms and, as part of their investment banking activities, are regularly 
engaged in the valuation of businesses and their securities in connection with mergers and acquisitions, negotiated undenvritings, competitive bids, secondary 
distributions of listed and unlisted securities, private placements and valuations for corporate and other purposes. FairPoint selected Lehman Brothers and Morgan 
Stanley as financial advisors because of their expertise, reptation and familiarity with FairPoint and the telecommunications industry generally and because their 
investment banking professionals have substantial experience in transactions comparable to the merger. 
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Non-Competition 

The merger agreement and the distribution agreement do not contain any restrictions on Verizon's ability to compete withthe combined company following the 
merger. 

Proxy Materials 

The parties agreed to prepare this proxy statement/prospectus and the registration statement of which it is a part, and to file them with the Securities and Exchange 
Commission and use their respective commercially reasonable efforts to hwe the proxy statement cleared md the registration statement declared effective by the 
Securities and Exchange Commission. FairPoint is required under the terms of the merger agreement to mail this proxy statement/prospectus to its stockholders as 
promptly as practicable after the registration statement is declared effective. If required by the Securities and Exchange Commission, the parties have agreed to prepare 
a registration statement to effect the registration of the shares of Spinco common stock to be issued in connection with the spin-off, and Spinco has agreed to file that 
registration statement with the Securities and Exchange Commission and use its commercially reasonable efforts to have fie registration statement declared effective by 
the Securities and Exchange Commission prior to the spin-off. 

Listing 

FairPoint has agreed to apply to the New York Stock Exchange for the listing of the shares of its common stock to be issued in connection with the merger and use 
all reasonable best efforts to cause these shares to be approved for listing. . 

Efforts to Close 

The merger agreement provides that each party to the merger agreement, subject to customary limitations, will use its commeraally reasonable efforts to take all 
actions and to do all things necessary, proper or advisable to consummate the transactions contemplated by the merger agreement and the other transaction agreements, 
including executing documents, instruments or conveyances that may be reasonably necessary or advisable to carry out any of  the transactions contemplated by the 
merger agreement and the other transaction agreements. 

Regulatory Matters 

The merger agreement provides that each of the parties to the merger agreement will use all commercialiy reasonable efforts to: 

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

take all steps as may be necessary to obfain an approval or waiver fmm, or to avoid an action or proceeding by, any governmental authority; 

defend any lawsuits or other legal proceedings; 

contest any actions or proceedings instituted by a regulatory authority; and 

resolve any objections or challenges from a regulatory authorty; 

except that the parties are not obligated to appeal the denial of approval by any public utility commission in Maine, New Hampshire and Vermont. 

Verizon, Spinco and FairPoint have also agreed to make all required filings under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and file 
all required applications with the Federal Communications Commission and state regulators. 
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Proposed Terms ofthe New Credit Facility 

Under the new credit facility, FairPoint and Spinco expect to make borrowings at Adjusted LlBOR (as described below) plus amargin which in the case of the 
revolving credit facility will be subject to a leverage-based pricing grid to be agreed by the parties. The three month Adjusted LlBOR rate applicable to Fairpoint's 
current credit facility for the quarter ending June 30,2007 rate is 5.375%. The applicable margins under the new credit facility have not yet been negotiated 

Adjusted LlBOR borrowings may be made for interest periods of 1 , 2 , 3  or 6 months and, if agreed to by, or available to, the applicable lenders under the new 
credit facility, 9 or 12 months, as selected by FairPoint. Interest on loans a d  all fees will be payable in arrears on the basis of  a 360-day year in d ~ e  case of Adjusted 
LlBOR loans and a 365-day year in the case of base rate loans (calculated, in each case, on the basis of actual number ofdays elapsed). l n t e ~ s t  will be payable on 
Adjusted LlBOR loans on the last day of the applicable interest period (and at the end of each three months, in the case of interest periods longer than three months) and 
upon prepayment, and on base rate loans quarterly and upon prepayment. 

The combined company will be required to pay certain fees and expenses in connection with the new credit facility. The combined company will be required to 
pay a commitment fee initially calculated at the rate of 0.375% per annum on the average daily amourt of the unused portion of the revolving facility, payable quarterly 
in arrears. The commitment fee on the revolving facility shall accrue from the closing date of the merger. Fdlowing the delively of financial statements for the first full 
fiscal quarter after the closing date of the merger, the commitment fee will be subject to a leverage-based pricing grid to be agreed upon by the parties. 

The delayed draw term loan facility is available to be drawn until the first anniversary of the closing date of the merger. From the closing date of the merger until 
the delayed draw term loan facility is fully drawn or expires, the contined company will also be required to pay a commitment fee calculated at the rate per annum of  
0.75% on the unused portion of the delayed draw term loan facility, payable quarterly in arrears and on the date the delayed draw term loan faality is fully drawn. 

The combined company will be required to pay a per annum fee equal to: (i) with respect to standby letters ofcredit, the applicable spread over Adjusted LlBOR 
under the revolving facility in effect 6om time to time; and (ii) with respect to trade letters of credit, an amount equal to one-halfof the applicable spread over Adjusted 
LlBOR under the revolving facility in effect from time to time, in each case, less the fronting fee (described below), which will accrue on the aggregate face amotnt of 
outstanding letters of credit under the revolving facility, payable in arrears at the end of each quarter and upon termination of the revolving facility. In addition, the 
combined company shall pay to each bank that issued to it a letter of credit, for its own account: (i) a fronting fee to be agreed lpon on the aggregate face amount of 
outstanding letters of credit, payable in arrears at the end of each quarter and upon termination of the revolving facility; and (ii) the customary issuance and 
administration fees of the bank issuing the letter of credit 

The revolving facilty will mature on the sixth anniversary of the closing &te of the merger. The term loan B facility and the delayed draw term loan facility will 
mature on the eighth anniversary of the closing date of the merger, and borrowings under each ofthe term loan B facility and the delayed draw term loan facility, 
respectively, will be repayable in quarterly installments equal to 1% of the original principal amount of the term loan B facility and the delayed draw term loan facility 
beginning with the third year after the date of closing, with the balance payable in f i l l  at maturity. 

Mandatory prepayments of borrowings unler the term loan B facility shall be prepaid after the closing date of the merger with: (i) 50% of the combined company's 
annual excess cash flow when the combined company's total leverage ratio exceeds (a) during the first year following the closing date of the merger, 5.75 to 1.0, and 
(b) thereafter, 5.50 to 1.0; (ii) net cash proceeds of certain asset sales or 
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In connection with the spin-off and prior to the merger with FairPoillt, it has been assumed that Spinco will borrow $900 million through a new senior secured credit 
agreement or otherwise and incur $800 million of indebtedness through the issuance to a member of the Verizon Group of unsecured debt securities in a private 
placement for a total of $1.7 billion. Proceeds from the d e b  issuance will be used to make a cash payment to the Verizon Group in an amount not to exceed the Verizon 
Group's estimate of the tax basis of the assets transferred to Spinco (assumed to be $900 million for purposes of the pro forma financial statements). 

Immediately following the merger, the combined company will repay with available cash on hand FairPoint's current portion of long-term debt of $1 million and long- 
term debt of $617 million at March 31,2007 under its existing credit facility with new debtof $643 million. In ddition, FairPoint will pay approxim&ely $1 million in 
accrued interest on its outstanding debt. FairPoint expects to capitalize $25 million of debt issuance costs associated with the issuance of the long-term debt. The 
following table presents the estimated long-term debt outstanding of the combined company immediately following the merger on a pro formabasis (in millions): 

Bank debt of combined company: 
Senior secured six year revolving credit facility, variable rate and unused fee of 0.375%0' $ - 
Senior secured term loan G 8  year maturity, variable rate, assumed to be 6.5%"' 1,543 
Senior secured 12 month delayed draw term loan-8 year maturity, variable rate and unused fee of 
0.75%i'' - 

Total bank debt 
Spinco securities, fixed rate, assumed to be 7.5%: 

Total bank debt and Spinco securities 
Current portion of long-term debt 

Total long-term debt 

0, 

Assumes the entire balance of $200 million is unused at the closing date. 

111 

The interest on a portion of the senior secured term loan B is expected to be fixed through the use of interest rate swap agreements. The total fixed portion was assumed 
to be $550 million at a blended rate of 6.3%. 

,J! 

Assumes the entire mount  available of $200 million is unused at the date of closing. 

I t  has been assumed that the senior secured term loan B will consist of $900 million borrowed at Spinco plus $643 mlllion borrowed to refinance existing FairPoint debt 
and to pay debt issue costs. The $800 million in Spinco securities represents the debt securit~es issued to a member of the Verizon Group as discussed in Note (i) above. 

The above table presentsthe total pro forma long-term debt obligations of the combined company. The final amount of bank debt and Spinco securities that will be 
issued will be determined prior to the closing of the transaction. To the extentadditional Spinco securities are issued by Spinco, the bank debt will be reduced by a 
corresponding 
This adjustment is to eliminate as of the merger date the recorded values oflairpoint's goodwill of $459 million and customer list of $13 million and to write-off 
FairPoint's remaining unamortized debt issuance costs of $8 million. 

This adjustment is to eliminate FairPoint's additional paid in capital of $518 million, accumulated other comprehensive income of $3 million and accumulated deficit 
accounts of$312 million as ofthe merger date. 
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Precedent Transaction Analysis 

Assumes $2.715 billion purchase price 
EBlTDA Multiple Access Line Multiple 

Summary Comparaable Transactions 

Net Transaction Value 
as a Multiple of 

Date 
Acquiror 

Century Tel 
Citizens Communications 
Alltel 

The Carlyle Group 
Consolidated Communications 
Homebase Acquisition Corp. 
Alltel 
CenturyTel 

Acquiree 

Madison River 
Commonwealth Telephone 
Valor Telecom 

Verizon Hawaii 
TXU (telecom assets) 
ICTC (McLeodUSA) 
Verizon Kentucky 
Verizon Missouri and Alabama 

Access Net Transaction Access 
Lines Value Lines - 

(S in millions) 

EBlTDA 

I .  
Intplied Alllel ~vireline val~rarion 

2 
Average excl~rdes 1mpliedAllre1 airelmne ~,aluaiion. 
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Comparable Company Analysis 

Comparable Company Analysis 
Ent. Value1 Equity Value1 
EBITDA(1) Levered FCF 

Current Divident 
Price Market Enterprise Dividend Payout Total Debt/ 

Company 1/5/07 Cap. Value 2007E 2008E 2007E 2008E Yield Ratio LTM EBITDA ---- , - 
(S in millions, except 
per share amounts) 

RLEC High Dividend 
Pavers 
Alaska (consol.) $ 15.24 $ 644 $ 1,043 8 . 7 ~  8 . 4 ~  1 3 . 2 ~  1 2 . 8 ~  5.6% 75% 
Citizens 14.11 4,561 7,919 7 . 3 ~  7 . 3 ~  1 0 . 1 ~  1 0 . 9 ~  7.1% 65% 

Commonwealth (consol.) 41.56 1,199 1,072 7 . 0 ~  7 . 1 ~  2 1 . 8 ~  2 2 . 3 ~  4.8% 78% 
Consolidated Comm. 20.38 530 1,068 7 . 5 ~  7 . 3 ~  1 0 . 0 ~  9 . 9 ~  7.6% 70% 
lowa Telecom 19.01 613 1,099 8 . 8 ~  9 . 0 ~  9 . 7 ~  1 0 . 0 ~  8.5% 78% 
Windstream 13.90 6,665 11,791 7 . 1 ~  7 . 1 ~  1 0 . 6 ~  1 1 . 0 ~  7.2% 81% 
Embarq 52.30 7,914 14,423 5 . 5 ~  5 . 6 ~  9 . 7 ~  9 . 5 ~  3.8% 39% 

$75 million Acquisition Case 
Falcon(3) % 18.88 % 666 % 1,392 9 . 8 ~  9 . 3 ~  1 0 . 7 ~  1 0 . 6 ~  8.4 % 91%(4) 

Assumes $1.59 Dividend (66% Payout Ratio) and Dividend Yields of 6.9% to 8.4% 
FalcodViper(3) $ 22.97 $ 2,045 $ 4,534 7 . 6 ~  8 . 2 ~  9 . 3 ~  9 . 5 ~  6.9 % 66% 4 . 8 ~  
FalconNiper(3) $ 21.42 $ 1,907 $ 4,396 7 . 4 ~  8 . 0 ~  8 . 6 ~  8 . 8 ~  7.4% 66% 4 . 8 ~  
FalcodViper(3) $ 20.07 $ 1,787 $ 4,276 7 . 2 ~  7 . 8 ~  8 . 1 ~  8 . 3 ~  7.9 % 66% 4 . 8 ~  
FalcodViper(3) $ 18.88 $ 1,681 $ 4,170 7 . 0 ~  7 . 6 ~  7 . 6 ~  7 . 8 ~  8.4 % 66% 4 . 8 ~  

1 .  
EBITDA multiples based on adjusted EBITDA, excludingpension/OPEB cash adjustments and one-time operating expenses and transaction related fees and expenses. 
I. 
Payout ratio mean and median excludes Embarq. 
3. 
Assumes 2008E FCF multiple based on 2008Epro forma free cashflow (excludes one-time operating expenses and transaction relatedfees and expenses). 
4. 
Excludes one-time gains. 
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Pro Forma Financial Summary-$2.715 bn Purchase Price--New Base Case 

Agreed upon pro forma ownership of 60.4% based upon a 30-day average Falcon stock price of $18.88 as of 1/7/07 

Assumes 6 months of TSA, plus $30 million of set-up costs 

Assumes NewCo will continue to pay a $1.59 per share dividend 

Meaningful FCF accretion achieved; EPS calculations impacted by non-cash depreciation and amortization charges 
Free Cash Flow Analysis 

(S in millions) 

FCF(1) $ 139 S 193 S 225 % 
FCF 1 Share $ 1.56 $ 2.17 $ 2.53 $ 

FCF Accretion / (Dilution)Stahrs Quo (5) % 32 % 69 % 
FCFAccretion /(Dilution)-Acquisition Case ( I  I)% 23% 45% 
Actual Dividend Payout Ratio (at bl.59per share) 102% 73 % 63% 

EPS(3) $ (0.32) $ 0.06 $ 0.30 $ 

EPS Accretion / (Dilution)-Status Quo (1 45) % (92)% (55)% 
EPS Accretion / (Dilution)-Acquisition Case (146}% (93) % (63) % 
Pro Forma Net Debt (Incl. Conversion)(4) $ 2,513 % 2,513 $ 2,429 % 
Pro Fonna Net Debt / EBlTDA(5) 5 . 1 ~  4 . 6 ~  4 . 2 ~  
Falcon Acquisition Case FCF 9 61 S 61 $ 61 S 

FCF / Share $ 1.73 $ 1.73 $ 1.71 $ 

Dividend Payout Ratio 92% 92% 93% 
EPS $ 0.80 $ 0.80 $ 0.80 $ 

Leverage 4 . 8 ~  4 . 8 ~  4 . 9 ~  
Falcon Status Quo FCF S 57 $ 57 $ 53 $ 

FCF / Share $ 1.64 S 1.64 S 150 $ 
Dividend Payout Ratio 97% 97% 106% 
EPS $ 0.76 $ 0.76 $ 0.69 $ 
Leverage 4 . 6 ~  4 . 6 ~  4 8x 

1. 
Pro forma for sale of Orange County-Pougidceepsie (OP). Cash Adjusted EBITDA includes addback of forecast non-cash pensiodOPEB expense. FCF excludes 
conversion capex. 

L. 

Excludes one-time opex and TSA Schedule B set up costs in 2008 

3. 
EPS reflects actual cost savings. 

4. 
2007 and 2008 include $37mm and $1 72mm of non-recurring conversion-relrrted capital expenditures, respectively. 2008 includes one-lime opex of 624mm and TSA 

set up costs of $30mm. 

5. T4 
Leverrrge multiples based on year-end pro formn net debt (rrssumes conversion capital expenditures and one-time operating erpendituresjinancd w/add11 deb4 and 

pension / OPEB cash adjustments. Q3 
m 





Benefits sharetloiders 
lmproves dividend sustainability (Fairpoint intends to maintain its dividend at $1.59 

. per share annually(l)) 

Pro forma leverage improves to approximately 4.1 times EBITDA(2) 
l mproves financial flexibility 
Pro forma dividend payout ratio improves to60%-70% after anticipated cost-savings 
Improves revenue mix 

5 Benefits cesstomelrs and employees 
Stronger competitive operations 
Increased focus on customers 
Significant DSL I broadband expansion in region 
Expanded employee-base enhances core capabilities 
Opening three scalable service centers in the region 

Constructive relationships with employees, unions, policymakers 

(1) Subject to declaration by the board of directors and compliance with Delaware law and covenants in agreements governing indebtedness. 
(2) Estimate at dosing of merger. Calculated using combined EBITDA for 2005 and combined net debt at closing. 

communications 



lmplied Equity Value (@ $1 8.88 per share) 

Plus Assumed Debt 

Total Transaction Value 

Expected cost savings and 
symargles of $60 - $75 million 
awntsally 

> Full effect of synergies begins 
12 moaths after closing 

3 Plarrened investment of $200 
ua%ifiEio~~ in strategic systems 

Revenue $1,206 million 

Operating expenses(3) $775 million 

EBITDA $431 million 

'd 
u 6 
'3j 

(1) Earnings before interest, taxes, depreciation and amortization. 
'd c 
LJ n 

(2) Based on 2005 audited financial results, net of adjustments to pension and other postretirement benefit expenses and certain one time items. 
2005 unadjusted EBITDA was $395 million but included certain expenses that were not included in Me merger. 

(3) Excludes depreciation and amortization. 
__I 

Farmint 
communications 



$1 35 million $566 million 

$602 million $2,334 million 

$1.59 per share $1.59 per share 

Shares Outstandingc4) 35.1 million Shares Outstanding 88.9 million 

4 . 1 ~  (at closing) 

(1) Based on 2005 results which are the most recent full year audited financial 
statements available for both companies. 

(2) Based on 2005 audited financial results, net of adjustments to pension and other 
postretirement benefit expenses and certain one time items. 

(3) Long-term debt net of cash and cash equivalents. 
(4) As of September 30,2006. 
(5) Defined as net debt/EBITDA. 
(6) Pro-foma payout ratio after realization of anticipated cost savings and synergies 

of $60-75 million 
(7) Calculated using 2005 combined EBITDA and estimated net debt at dosing. 

> Expected cost savingslsynergies 
of $68 - $75 rni!liom per year 

> Fullli effect of synergies begins 4 2  
months after closing 

>I Planned inavestment of $200 w 
u c? 

mi11ion in state-of-the-art systems F r, 
C cl 

communications 



Current Operating 
Companies 

Fairpoint Corporate 
Headquarters 

308,858 total access line equivalents 
194,002 residential voice access lines 

a 2,022,109 total access line equivalents 
1 , I  76,955 residential voice access lines 

57,761 business voice 451,368 business voice lines 
57,095 HSD subscribers (including DSL, a 159,722 wholesale access lines a 

u c 
cable modem and WBB) 234,064 HSD subscribers (including w w  + 

DSL, cable modem and WBB) C 0 
(1) As of September 30, 2006. -Writ 

communications 
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The company revised i ts est imate of job creation a t  a June 28 press conference. 
I t  had previously said i t  would add 600 jobs to  the existing Verizon workforce i n  
the three states. 

New Hampshire would get  250 of those jobs, with about 190 jobs created in 
Manchester, 50 in Littleton and 10 other jobs will be located elsewhere around 
the state. 

Commercial 

FairPoint also said Maine would see the creation of 280 new jobs and Vermont 
145. 

The company describe the jobs as long-term, skilled positions, including service 
technicians, telemarketers, regulatory experts, executives and members of the 
leoal team. The 50 iobs in Littleton will be Dositions in telemarketino. credit  and -. ~~ 

collections, officials-said, while many of the jobs in ~ a n c h e s t e r  will be in the 
engineering and network design fields. 

Awards Leach said Fairpoint plans t o  house its data center for all o f  northern New 
EYE England in Verizon's building a t  770 Elm St, in Manchester. FairPoint also plans 

to  house its network operations center in the Queen City, although a location 
hasn't yet been determined. I t s  building a t  875 Holt  Ave. also will be 

Your corpor&i- - 
communication$ art 
too important to  be 

maintained, officials said. 

FairPoint said i t  has already hired 17 supervisory personnel and executives in 
the three states and plans to  hire most of the new workers starting in late fall, 
pending approval by federal and state regulators. 

Company officials said they were hopeful the regulatory review process will wrap 
up in November or December. 

"The bulk of the 675 will be hired over the fourth quarter o f  this year or the first 
quarter of  next  year, because of the expectation we will close (on the deal) a t  
the end o f  January," said Walter E. Leach, FairPoint's executive vice president o f  
corporate development. 

Company executives have said they are committed to  having senior leaders 
based in each state. 

Dismissing doubters 

Meanwhile, Peter Nixon, Fa~rPoint's chief operating officer, dismissed concerns 
being raised about the company's debt load and its ability t o  maintain and 
upgrade telecommunications service in the three states. 

Nixon said the existing $1.2 billion revenue stream from Verizon's land lines in 
the three states will support operations, capital improvements, dividends and 
interest on the debt. 

"The revenue stream today is sufficient - more than sufficient. actually - to  
cover those costs," Nixon said. 

Nixon said Wall Street supports FairPoint's analysis. Bank of America, Merril l 
Lynch and Lehman Bros., among others, are assisting in the deal, he said. 

- 'Vantage 

Your one stop 
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.. ... . But a report released in  June by the New York investment banking f i rm Morgan 
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Stanley & Co. expressed concerns about FairPoint's planned acquisition. 

The report's authors said FairPoint's "apparent expectation that i t  will not  be 

ab aelegrapfi able to  generate enough cash to  pay its current dividend without the proposed 
merqer with Verizon's NH, ME, and VT lines suqgests that the company is In a - - 
vulnerable pos~tion," the report said. 

Mi.com 
wtmsurwwlvrnamcrlcu And unions remesentina most of Verizon's 3.000 workers in  the three states are - -  ~~ -~ ~ 

worried that the $1.7 b i l ion in debt load to be assumed by ~ a i r ~ o i n t  will hinder 
, I  promised investments, especially when i t  comes to expanding broadband 

n t w  Y.*l l i * l K (  I-* Internet service, and imperil benefits and pensions. 

NHEVENTS 
Fairpoint spokesman Bill Neagus insisted that the company's goal is to reach at 
least 92 percent of customers eventually, consistent with its existing operations 
in 18 states. 

The company has so far only provided specifics of i ts broadband goal in 
Vermont, pledging $13.8 mill ion for equipment upgrades upon the deal's 
closing. Proposals for boosting broadband offerings in Maine and New Hampshire 
are still b e ~ n g  worked out, officials said. -JEFF FEINGOLD 

Cl~&Here For Four  Free Bsues to N_HHBusiness Reviey 
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FairPoint believes EBITDA is useful to investors because EBITDA is commonly used in the telecommunications Industry to analyze 
companies on the basis of operating performance, liquidity and leverage. FairPoint believes EBITDA allows a standardized 
comparison between companies in the industry, while minimizing the differences from depreciation policies, financial leverage and 
tax strategies. 

Certain covenants in FairPoint's credit facility contain ratios based on Adjusted EBITDA and the restricted payment covenant in 
FairPoint's credit facility regulating the payment of dividends on its common stock is based on Adjusted EBITDA. If FairPoint's 
Adjusted EBITDA were to decline below certain levels, covenants in FairPoint's credit facility that are based on Adjusted EBITDA 
may be violated and could cause, among other things, a default under such credit facility, or result in FairPoint's inability to pay 
dividends on its common stock. 

FairPoint believes Cash Available for Dividends is useful to investors as a means to evaluate FairPoint's ability to pay dividends on its 
common stock. However, FairPoint is not required to use such cash to pay dividends and any dividends are subject to declaration by 
FairPoint's board of directors and compliance with Delaware law and the terms of its credit facility. 

While FairPoint uses these non-GAAP financial measures in managing and analyzing its business and financial condition and believes 
they are useful to its management and investors for the reasons described above, these non-GAAP financial measures have certain 
shortcomings. In particular, Adjusted EBITDA does not represent the residual cash flows available for discretionary expenditures, 
since items such as debt repayment and interest payments are not deducted from such measure. FairPoint's management compensates 
for the shortcomings of these measures by utilizing them in conjunction with their comparable GAAP financial measures. 

The information in this press release should be read in conjunction with the financial statements and footnotes contained in FairPoint's 
quarterly report to be filed with the Securities and Exchange Commission. 

About FairPoint 

FairPoint is a leading provider of communications services to rural communities across the country. Incorporated in 1991, FairPoint's 
mission is to acquire and operate telecommunications companies that set the standard of excellence for the delivery of service to rural 
communities. Today, FairPoint owns and operates 29 rural local exchange companies (RLECs) located in 18 states, offering an array 
of services, including local and long distance voice, data, Internet and broadband offerings. 

Forward Looking Statements 

This press release may conlain forward-looking statements that are not based on historical fact, including without limitation, 
stalements containing the words "expects, " "anticipates, " "intends, " 'plans, " "believes, " "seeks, " "estimates" and similar 
expressions. Because these forward-looking statements involve known and unknown risks and uncertainties, there are important 
factors that could cause actual resulls, events or developments lo differ materially from those expressed or implied by these fornlard- 
looking statements. Such faclors include those risks describedfrom time to time in FairPoint'sJilings wilh the Securities and 
Exchange Commission, including, without limitation, the risks described in FairPoint's most recent Annual Report on Form 10-K on 
j?le with the Securities and Exchange Commission. These factors should be considered carefully and readers are cautioned not to 
place undue reliance on such forward-looking statements. All information is current as of the date this press release is issued, and 
FairPoint undertakes no duty to update this information. FairPoint 's results for (he 
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History 
Headquartered in Charlotte, North Carolina, FairPoint Communications, Inc. 
is a leading provider of communications services to rural and small urban 
communities. Since our first acquisition in 1993, our focus has been, first 
and foremost, to serve the unique needs of our customers. 

Financials 
FairPoint is publicly traded on the NYSE under the ticker "FRY 
FairPoint1s consolidated revenues for the year ending 
December 31, 2006 were $270.1 million. 

Employees 
FairPoint has approximately 900 employees. 

Access Line Equivalents 
FairPoint is currently reporting a total of 31 1,150 (as of December 31, 
2006) access line equivalents (voice access lines and HSD subscribers, 
which includes DSL, cable modem and wireless broadband). 

Products and Services 
Local 
Long Distance 
Data 
Internet 
Broadband 
Video 
Business Communications Solutions 

Locations 
FairPoint is headquartered in Charlotte, NC. 
FairPoint owns and operates 31 local exchange carriers in 18 states. 

Alabama Illinois New Hampshire Vermont 
Colorado Kansas New York Virginia 
Florida Maine Ohio Washington 
Georgia Massachusetts Oklahoma 
Idaho Missouri Pennsylvania 

FPNH 0744 
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Strengthening Communities 
ough Communications. 

)Charlotte, NC 28202 

Phone 704 344 81 50 

wmv.fairpolnt.com 

About FairPoint 
Incorporated in 1991, Fairpoint's mission is to acquire and operate 
communications companies that set the standard of excellence for the 
delivery of service to rural and small urban communities. Today, FairPoint 
owns and operates 31 local exchange companies located in 18 states 
offering an array of services, including local and long distance voice, data, 
Internet and broadband offerings. 

Transaction Facts I 
FairPoint Communications, Inc. (NYSE: FRP) has entered into a definitive 
agreement to merge with a subsidiary of Verizon Communications, Inc. 
owning the wireline operations of Verizon in Maine, New Hampshire and 
Vermont. 

FairPoint will issue approximately 53.8 million shares of its common stock 
to be distributed in a tax-free Reverse Morris Trust transaction to the 
shareholders of Verizon. Fairpoint's shareholders will own approximately 
40% of the combined company, while Verizon's shareholders will own 
approximately 60%. 

The total transaction value for these Verizon operations is $2.71 5 billion, 
including the assumption of $1.7 billion of debt by FairPoint. FairPoint 
has financing commitments in place for what it anticipates to be a sub- 
stantial portion of this debt. 

The Merger is expected to close by the end of January 2008 after the 
receipt of the required state and federal regulatory approvals. 

The combined company will serve approximately 1.6 million access lines 
and 

247,000 high-speed data subscribers, 

600,000 long distance customers, 
and will provision 150,000 wholesale lines 
(as of December 31, 2006). 

As of December 31, 2006, FairPoint served 252,000 access lines, with 
64,000 access lines currently located in Maine, New Hampshire and 
Vermont. 
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Customer Impact 

The merger is expected to create a range of benefits for customers. 
FairPoint plans to: 

Significantly expand broadband availability. 

Increase local operational presence and create new local service centers 
to deliver industry-leading customer service. 

Enable delivery of a broader range of communications products and 
services. 

Employee Impact 

FairPoint is committed to a New England-based management presence 
focused on dedicating the necessary financial resources to benefit local 
communities. 

FairPoint will: 

Maintain union jobs and work with the union in a collaborative fashion to 
continue existing collective bargaining agreements. 

Assume pension and other post employment benefit obligations for all 
active, continuing employees. 

Pension obligations will be fully funded as of the closing of the merger. 

Retired Verizon company employees from the region will continue to 
receive their benefits pursuant to the Verizon plans. 

Add 600 new positions within the three-state area to support administra- 
tive and technical service functions. 
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Eugene B. Johnson 
Chairman & Chief Executive Officer 

Gene Johnson co-founded the company and has been Chief Executive Officer since January 2002, adding the 
Chairman's position in January 2003. Before that, Mr. Johnson led FairPoint's corporate development efforts as 
Executive Vice President. A former Captain in the U.S. Army, he started his career as a CPA. He owned a cable 
television construction company and later became head of the M&A group of Cable Investments, Inc. He also 
served as President and principal shareholder of JC&A, Inc., an investment banking and brokerage firm providing 
services to the cable TV, telephone and related industries. Today Mr. Johnson serves on the Board of Trustees for 
the University of North Carolina at Charlotte and is a regular supporter of local civic activities. 

Peter G. Nixon 
Chief Operating Officer 

Mr. Nixon has been responsible for overseeing 
FairPoint's operations since November 2002. He 
began his career in 1978 when he joined 
Chautauqua and Erie Telephone Corporation. 
When FairPoint acquired C&E in July 1997, Mr. 
Nixon was named President of C&E. Since 
1999, he has served in positions of increasing 

responsibility, including President of ~ai r~o ' in t 's  Eastern Region, - 
) President of the Telecom Group and Senior Vice President - 

Corporate Development, where he was responsible for acquisitions 
and new revenue opportunities. 

Walter E. Leach, Jr. 
Executive Vice President, 
Corporate Development 

Walter Leach joined FairPoint in October 1994 
as Chief Financial Officer, adding the title of 
Senior Vice President in 1998. In July 2004 Mr. 
Leach was promoted to Executive Vice 
President and in June 2005, accepted the posi. 
tion of Executive Vice President. Cor~orate . 

Development. In his new Dosition Walter will be responsible for all 

John Crowley 
Executive Vice President, 
Chief Financial Officer 

John Crowley is responsible for FairPoint's finan- 
cial reporting and control, investor relations, 
treasury and risk management. Mr. Crowley 
joined FairPoint in May 2005 after independent 
investment banking for telecommunications 
clients in Europe and the United States, includ- 

ing FairPoint. In June 2005, Mr. Crowley accepted the position of 
Executive Mce President and Chief Financial Officer. He was previ- 
ously a Managing Director of BTIAlex Brown in London. Mr. Crowley 
is a graduate of St. Lawrence University and holds an MBA from the 
Wharton School at the University of Pennsylvania. 

Shirley J. Linn 
Executive Vice President, 
General Counsel & Secretary 

Shirley Linn is responsible for managing 
FairPoint's legal matters, including contracts, 
securities law compliance, employment issues 
and acquisitions. She joined FairPoint in October 
2000. Prior to 2000, Ms. Linn had been a partner 
with the Charlotte law firm of Underwood Kinsey 

the meiger and acquisitidn activity for the corporatiin. Prior to join- Warren &Tucker, FA., where she specialized in general business mat- - i 
ing Fairpoint, Mr. Leach spent 10 years at Independent Hydro ters, particularly mergers and acquisitions, after beginning her legal : 

j 
Developers as Executive Vice President, responsible for project career in New York City. As outside counsel, she represented Fairpoint i 

acquisition, financing and development activities. From 1980 to in 10 of its telephone company acquisitions. / 

1984, he was Vice President, lnvestor Relations, for The Pillsbury 
Company and served as Treasurer, Assistant Treasurer, and 

i 
~ont;oller for Burger King Corporation. 

Investor Contact: 

Brett Ellis 

Director, Financial 
Reporting and Investor 
Relations 

FairPoint 
)Communications, Inc. 

704-227-3655 

Media Contact: 

Pam Joy 

FairPoint Communications 
Media 

FairPoint 
Communications, Inc. 

Lisa R. Hood 
Chief Operating Officer - Telecom Group 
Lisa Hood was appointed FairPoint's Chief 
Operating Officer - Telecom Group in Aprl 2007. 
Since 2004 Ms. Hood has held the position of 
Senior Vice President and Controller. From 
December 1993 to July 2004 sewed as Controller 
and Vice President for FairPoint. Prior to joining 
FairPoint, Ms. Hood served as manager of a local 
public accounting f~rrn in Kansas and is a Certrfied 

Publlc Accountant In Kansas. 
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1. Yelm. Washlngton 
m o m  Networks, lnc) 
Acquired July 2000 

8. Amerlcus, Kansas 
lBlueslem Telephone Company) 
Acquired Augusl 1996 

17, Germantown, Ohlo 
(The Germanlown Independent 
Telephone Company) 

Acquired November 2006 

Malne, Vermont and 
New Hampshire 

25. (FairPohl Vern~ont Inc) 
Acquired August 1984 

26. (Sidney Telephone Company) 
Acquired January 1996 

27. (Norlhland Telephone Company 
01 Maine, Inc) 
Acqutred Augvsl 1894 

28. (Communi?. Service 
Telephme Co.) 
Acquired December 2003 

28. (Standrsh Telephone Company) 
30. (Maine Telephone Company 
31. (China Telephonn CompmyJ 

Acquired November 1896 

2. Ellensburg, Washington 
(Ellsnsbt,rg Telephone 
Company) 

Acquired April 1996 

9. Chouteau, Oklahoma 
(Chouteau Telephone Company) 
Acqu~red June 1998 

18. Orwell. Ohlo 
(Tha Orwell Telephone 
Company) 

Acquired Docombor 1988 10. Kearney, Mlrsourl 
(Unrle Com~rrunicalions 
Syslems. Inc.) 

Acquired August 2006 

3. SL Anthony I Idaho Falls, 
Idaho 
(Fremont Telcom Co.) 
Acquired June 2000 

19. BentleyVIIIe, Pennsylvanla 
~BenllepilIe Communicalions 
Corporalron) 

Acqu~red September 2005 11. PeNIIar, Missouri 
(FairPoin! Co,nmunicolrons 
Adisisrouri. Inc.) 

Acquired July 2006 

4. Crestone I Moso,  Colorado 
(Columbine Telecom Company) 
Acquired April 1997 

20. Marlanna, Pennsylvanla 
(Marianna and Scenery Hill 
Telephone Company) 

Acquired September 2001 
32. Gretna, Virglnla 

(Peoples Mutual 
Telephone Company) 

Acqu~red April 2000 

5. Simla. Colorado 
(Big Sandy Telecom. Inc.) 
Acqu~red June I996 

12. Yates City, llllnols 
(Yales Cily Telephone 
Company) 

Acqured September 1999 
21. Westfleld, New York 

(Chav~uqua and Erin 
Telephone Corporalron) 

Acquired July 1997 

6. hlbune I Leotl, Kansas 
(Sunllower Telephone 
Company, Inc.) 
Acquired May 1993 

33. FalrPolnt 
Communlcatlonr, Inc. 
Corprate Headquarle~s 

13. Cornell I Ransom, illlnols 
IC-R Communicn!~ons, Inc.) 
Acqu~red Oclober 1897 22. FairPolnt Cartler Ssrvims, l nc  

34. POn S t  Joe, Florlda 

(GTC, IncJ 
Acquired April 2000 

7. Dodge City, Kansas 
(ST Enterprtsss, Lld. 
Corporate Accoun1,ng and 
ISllT Funcfions) 

14. El Paso, llllnois 
(The N Paso Telephone 
Company) 

Acquired February 1998 

23. Klnderhook. New York 
(Berkshire Telephone 
Cwpralbn) 

Acquired May 2005 

15. Odln, llllnols 
(Odin Telephone Gchange, I n 3  
Acquired Augusl 1996 
East 
Acqu~red Seplember 2001 

24. Chatham, New York 
(Tacorac Telepllone Corp) 
Acsuired March 1098 

1 521 East M o r e h e a d  Street 

\ Su~te 250 16. Columbus Grove, Ohlo 
(The Columbus Grove 
Telephone Company) 
Acquired February 1989 

J ~ h a r l o t t e ,  NC 28202 

Phone 704.344.81 50 

w.fairpolnt.com 

- 
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FairPoint Investment Communication 
Moderator: Tom Rozycki 

January 16,2007 
8:30 a.m. ET 

OPERATOR: Good morning. My name is Tiara, and I will be your conference operator today. At this time, I would like t o  
everyone to the FairPoint Investment Community conference call. All lines have been placed on mute to omit any backgrour 
After the speaker's remarks, there will be a question-and-answer period. Ifyou'd like to pose a question during this time, ple 
than the number one on your telephone keypad. If you would like to withdraw your question, press the pound key. Thank yc 

It is now my pleasure to turn the floor over to  your host, Mr. Brett Ellis. Sir, you may begin your conference. 

f BRElT ELLIS, FAIRPOINT COMMUNICATIONS: Good morning, and thank you for joining us on this morning's investr 
community conference call. 

By now you should have received a copy of this morning's press release. If you have not, please contact Laura Kowalcyk at 
6895, and she will be happy to e-mail you a copy. 

As a reminder, this conference call is also being Webcast with a supplemental slide presentation. To access the Webcast, ple; 
this morning's press release, which contains the Web address that will take you to the registration page. 

Please note that the supplemental slide presentation is also available for download on our Web site at fairpoint.com in the Inv 
Relations section under the heading, "Featured Report." Today's speakers will be referencing that presentation throughout th 
call. 

Also members of the financial team, including John Crowley our CFO, will be on the road this week and will be available for 
New York tomorrow, which is Wednesday, and Boston on Thursday. If you would like to book a one-on-one meeting, or pal 
the group lunches scheduled for each city, pIease call 866-377-3747, and ask to speak to Laura, , who will be handIing the scl 
will do our best to accommodate all requests. 

Before I introduce the speakers, I would like to read the Safe Harbor statement. This presentation may contain forward-looki 
that are not based on historical facts including, without limitation, statements containing the words, "expect," "anticipate," "il 
"plan," "believe," "seeks," "estimate" and similar expressions and statements relating to potential cost savings and synergies 
be realized in the proposed merger with the wireline operations of Verizon Communications, Inc. in Maine, New Hampshire 
Vermont. Because these forward-looking statements involve known and unknown risks and uncertainties, there are importan 
could cause actual results, events or developments to differ materially from those expressed or implied by these forward-look 
statements. Such factors include those risks described from time to time in FairPoint Communication, Inc.'s filings with the : 
Exchange Commission, including without limitation, the risks described in Fairpoint's most recent annual report on Form 10. 
with the Securities and Exchange Commission. These factors should be considered carefully and your call should not place L 0 
on such forward-looking statements. All information is current as of the date of this presentation, and FairPoint Communicat e ~ g  
undertakes no duty to update this information. Thank you. 

Joining us on today's call are Gene Johnson, our Chairman and CEO, John Crowley, our CFO and Walt Leach, Executive Vi, 
of Corporate Development. 
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At this time, I would like to turn the call over to Gene Johnson, Chairman and CEO of FairPoint Communications. Gene? 

GENE JOHNSON, CHAIRMAN, CEO, FAIRPOINT COMMLTNICATIONS, INC.: Thanks a lot, Brett, and good morning 1 
And thanks for joining us on today's call. 

For all of you that know me well, you know that I get pretty excited about good news. And you can only imagine how I feel 
we announced what we believe is one of the most important telecommunications transactions in recent memory. 

Before I get started though, I wanted to thank a11 of the FairPoint team members that literally canceled vacations, skipped the 
burned the midnight oil to make this day a reality. It is with a great sense of pride and personal gratitude that I say to all of th 
you." There should be no doubt that with this team in place, this merger and transition is going to be a very, very resounding 

Specifically however, I want to thank Walt Leach, Shirley Linn and Peter Nixon. As you know, Shirley's our General Couns 
handles Corporate Development, and Peter is our Chief Operating Officer. Their stewardship of this transaction really is, in s 
why we're speaking to you today. So again, thanks Walt, Shirley and Peter, you did a terrific job here. Everybody at FairPoi 
the tremendous effort that they all put forth. And the good news is that we have 12 months of transition work for Walter and 
on this afternoon, literally this afternoon. 

So let's get to it. Let's talk about the transaction. Today we announced that we've'entered into a definitive agreement where 
local telephone and related operations in Maine, New Hampshire and Vermont will be spun off and merged with and into Fai 
believe this transaction marks an historic date for our industry. 

Obviously it's an historic date for our Company as well, as this is clearly the single largest transaction we've ever undertaken 
i some of the raw numbers in a minute, and then John's going to provide the financial view during his remarks. 

But first let me give you an overview of the transaction. Let me be very clear on something fiom the very outset. What we a 
today dramatically accelerates our existing growth plan. It's not a change in direction, it's not a different business model, it' 
where the FairPoint train was headed. We're just arriving at the station well ahead of our schedule. 

What we'll accomplish with this merger might have taken us five years or longer by acquiring smaller operating companies a 
iifegrating them into FairPoint. What it means to our shareholders is, concurrent with the closing of this transaction, we will 
eliminated many of the questions that you had about the future of our Company. Quite ~ i m p l y , ~ ~ > ~ ~ g ~ ~ ~ g r , o w ~ p l a t f o r n  w : 
be more aggressive and more nimble in acquiring and improving local telecom operations t b r c@g5r"%~the"~oun~~  It means I 

opportunities to grow, build value and appreciation in our share price. 

But first we must work towards closing the transaction. So let me give you some of the specifics. -Themergd-companywilt - 
an attractive valuation of approximately 6.3 times 2005 EBITDA in line with past transactions that we've completed, and cer 
attractive when compared to other recent telecommunications transactions. 

Further after considering the approximately 60 to 75 million in recurring annual synergies and cost savings that we expect to 
the multiple drops to below six. The transaction will improve our dividend sustainability and our financial flexibility, and qu 
dramatically increase our scale. 

Transactionally, this will be done through a tax-free spin off of specific Verizon Communications, Inc. operations in Maine, I 
Hampshire and'vermont, followed by a tax-free merger with and into FairPoint. Consideration for the deal is $2.715 billion, 
made up of $1.7 billion in assumed debt, and $1 .015 billion in FairPoint stock. 
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certain actions during the two years following the spin-off that could jeopardize the tax-free status of the spin-off or merger, FairPoint expects that a portion of its f u t ~ ~ r e  
growth will result from additional acquisitions, some of which may be material. Growth through acquisitions entails numerous risks, including. 

strain on financial, management and operational resources, including the distraction of the management team in identifying potential acquisition targets, conducting due 
diligence and negotiating acquisition agreements; 

difficulties in integrating the network, operaticns, personnel, products, technolog~es and financial, computer, payroll and other systems of acquired businesses; 

difficulties in enhancing customer support resources to service its existing customers and the customers of acquired businesses adequately; 

the potential loss of key emplcyees or customers of the acquired businesses; and 

unanticipated liabilities or contingencies of acquired businesses 

The combined company may need additional capital to continue growing through acquisitions. This additional capital may be raked in the form of additional debt, 
which would increase the combined company's leverage and could have an adverse effect on its ability to pay dividends. The combined company may not be able to 
raise sufficient additional capital on terms that it considers acceptable, or at all. 

The combined company may not be able to complete swcessfully the integratial of Spinco or other businesses that FairPoint has recently acquired or successfully 
integrate any tusinesses that the combined company might acquire in the future. If the combined company fails to do so, or ifthe combined company does so tut at 
greater cost than it anticipated, its business, financial condition and results of operations may be adversely affected. 

A network disruption could cause delays or  interruptions of service, which could cause the combined company to lose customers. 

To be successful, the combined company will need to continue to provide its customers reliable service o x r  its expanded network. Some of the risks to the 
combined company's network and infrastructure include: 

physical damage to access lines; 

wide spread power surges or outages; 

software defects in critical systems; and 

disruptions beyond the combined company's control 

Disruptions may cause interruptions in service or reduced capacity for customers, either of which could cause the combined company to lose custmers and incur 
expenses. 

The combined company's relationships with other communications companies will be material to its operations and their financial difficulties may adversely 
affect its future business, financial condition and results of operations. 

The comb~ned company will originate and terminate calls for long digance carriers and other interexchange carriers over its network. For thatservice, h e  
combined company will receive payments for access charges. These payments represent a significant portion of Fairpoint's current revenues and are expected to be 
material to the business of the combined company. If these carriers go bmkrupt or experience substantial financial difficulties, the combined company's inability to h e n  
collect access charges from them could have a negative effect on (he combined company's business, financial condition and results of operations. 

40 3 3  
0 
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the Spinco business described below under the caption "FairPoint's Summary Pro.jections for the Spinco Business." 

Expenses- The combined company expense projections were the resllt of the combination of FairPoint's assumptions for FairPoint on a standalone basis 
(described above) and its expectations for the Spinco business described below under the caption "FairPoint's Summary Projections for the Spinco Business." In 
addition, the combined company projections included FairPoint's assumptions for depreciation and amortization expense, interest expense, income tax expense and fees 
payable in 2008 under the transition services agreement. The FairPoint standalone expenses are notindicative of the actual operating expenses that FairPoint would 
incur if the proposed merger with Spinco was not pending because FairPoint would tun its business differently in that case. 

Depreciation and Amortization - FairPoint assumed that depreciation and amortization expense would gradally decline through the projection period, primarily 
driven by decreasing capital expenditures following a near doubling in 2008, and projected declines in switched access tines. Capital expenditures per access line were 
projected to remain relatively constant. 

Interest Expense- Interest expense was comprised ofinterest charges on the combined company's bank debt and the Spinco securities. Based on FairPoint's financing 
commitments, FairPoint assumed the interest on the combined company's bank debt would equal LIBOR plus 175 basis points. FairPoint's estimate ofLIBOR for the 
projection period was based on the then prevailing yield curve. FairPoint assumed that the interest rate on the Spinco securities would be 7.75%. FairPoint also assumed 
that excess cash flow would be used to repay outstanding debt (other than the Spinco securities), which would have the effect of gradually bwering interest expense. 

Income Tax Expense- FairPoint assumed that income taxes would be calclllated using a federal rate of 34% and state taxes were calculated on a separate basis. 
FairPoint assumed that the comb~ned company would be able to Olke advantage of FairPoint's existing net operating loss carryfowards, which would have the effect of 
lowering taxes to be paid in cash through 2014. 

FairPoint's Summary Projections for  the Combined Company 
(dollars in millions) 

Fairpoult Revenues 
% Y-o-Y G r f ~ w l h  

Spinco Revenues 
% Y-a-Y Grotvrh 

Pro Forms Combined Revenues 
% Y-o-Y Growlh 

FairPoint Operating Expenses 
X Y-o-Y (irotvrh 

Spinco Operating Expenses 
K Y-o-Y Grotvrh 

Pro Forms Combined EBITDA 

FairPolnt Capital Expenditures 
% Y-(I-Y G r o ~ v / h  

Spinco Capital Expenditures 
% Y-o-Y Growth 

6 275 S 274 S 272 S 269 6 266 S 263 S 260 S 257 
(0.4%) (0.7%) (I. 1%) (I. 1%) (I. 1%) (I, 1%) (1.2%) 

0 
Pro Forma Combined Capital Expenditures S 344 S 167 S 163 S 159 S 157 S 156 S 156 S 156 4 

% Y-o-Y Grot~,rh (51.5%) (2.4%) (2.5%) (1.3%) (0.6%) 0.0% 0.0% M 
0) 
2008 financials Include one-time operating expenses o f  $24 mi l l~on and capital expenditures o f  $172 mi l l~on related to thc merger. 
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FsirPoint 
Revenues: 

Local 
% Y-0-Y 
Gro~vth  

Access 

% Y-0-Y 
Growth 

Long Distance 

% Y-0-Y 
Growth 

Data / Internet 

% Y-0-Y 
Growth 

Other 

% Y-0-Y 
Growth 

Subtotal 
Fairpoint 

% Y-0-Y 
Growth 

Spinco 
Revenues 

Local 
% Y-0-Y 
Growth 

Access 

% Y-0-Y 
Gro wth 

Other 

Long Distance 

Data I Internet 

'% Y-o-Y 
Growth 

MVNO 

Eliminations 

% Y-o-Y 
Growth 

Pro Forma 
Revenues S 1,427 S 1,418 S 1,421 S 1,414 S 1,404 S 1,399 S 1,397 S 1,394 

% Y-o-Y Growth (06%)  0 .2% (0.5%) (0.7%) ( 0 % )  (0.1%) (0.2%) 
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Fairpoint 
Operating 
Expense, 

Spinco 
Operating 799 710 7 16 723 728 735 743 749 
Expenses 
% Y-0- Y tiroitarh ( 1 1 1 % )  0.6% 1.6% O.i% 1.6% 1 1 %  0.6% 

ProForma S 466 S 544 5 538 S 524 S 509 S 496 S 486 S 477 
EBITDA 

Depreciation and 330 322 314 3 02 292 276 247 218 
Amortization 

Stock-based 2 0 0 0 0 0 0 0 
Compensation 
and Other 

Operating S 1 3 4 s  222 S 224 S 222 S 217 S 220 S 239 S 259 
Income 

Interest / 
Dividend lncome 0 0 0 0 0 0 0 0 

Totalother (6 182)($ 181) (6 177) (6 172) (6 166) (6 161) (6 157) (6 155) 
Income / 
(Expense) 

Income Tax 16 (15) (17) (18) (18) (21) (29) (3-5) 
Benefit 1 
(Expense) 
- - - - - - - - 

Netlncome/ (S 3 2 ) s  26 S 30 S 32 S 33 S 38 S 53 S 68 
(Loss) 

(1 )  
2008 financials include one-time operating expenses of $24 million. 
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Current Assets: 
Cash 
Other Current Assets 

Total Current Assets 

Fairpoint Net PP&E 

Spinco Net PP&E 

Goodwill 
Customer List 
Other Assets 

Total Assets 

Fairpoint's Summary Projections for the Combined Company 
Balance Sheet 

(dollars in millions) 

As of December 31, 

Total Current Liabilities S 221 6 217 $ 216 $ 216 S 21t 6 215 $ 215 S 215 S 214 

Long-Term Liabilities: 
Spinco Credit Fac~lity 
Delayed Draw Term Loan 

Total Secured Debt $ 1,680 $ 1,852 6 1,771.5 1,685 $ 1,608 S 1,534 S 1,46i $ 1.413 $ 1,387 

Remaining Fairpoint Securities: 
2010 Senior Notes, 11.875% 6 2 6 2 5 2 5 C S C S C $ C $ 0 S 0 

Taconic Fixemerkshire Rural Telephone Finance 
Cooperative I 1 1 I I 1 1 1 I 

Util~tles 1nc.-Rural Telephone Finance Cooperative 1 I 1 I I C C 0 C 

Demand Note Payable 0 0 0 C C C C 0 0 
Spinco Securities $ 660 $ 660 $ 660 $ 66C $ 66C S 66C 6 66C 16 660 S 660 

Long-Term Debt 6 2,344 $ 2,516 S 2.435 $ 2,351 $ 2,27C S 2,195 $ 2,128 S 2,074 $ 2,048 

Other Long Term Liabilities $ 246 $ 273 S 301 $ 331 $ 362 $ 397 S 425 $ 465 $ 501 

Total Long Term Liabilities 
Minority Interest 
Total Shareholders' Equity/(Deficit) 

Total Liabilities & Shareholders' Equity 
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Cash Flows from Operations 
Net Incornel(Loss) 

Amortization of Financing Fees 

Amonlzat~on of Customer List 
Deprec~anon and Amoltizahon 
Defemed Income Taxes 
PenslodOPEB Cash Adjustment 
Stock-based compensation 

Changes in Working Capital 

FairPoint's Summary Projections for the Combined Company 
Cash Flow 

(dollars in millions) 

Net Cash Provided by Operating Activities 5 310 S 390 $ 389 $ 382 5 373 S 365 5 352 S 324 

Cash Flows from Investing 

Acqursition of PP&E (Capital Expenditures) 

Net Cash Used in Investing Activities 

Cash Flows from Financing 

Mandatory Repayment of Long-Term Debt 
Dlv~dends Paid to Common Stockholders 

Net C a b  Used in Financing Activilies 

Net IncreasdDecrease in Cash Balance 

Cash Balance, Beginning 
$7 $3 $3 $3 $3 $3 53 s3 

RevolverlDelayed Draw Term Loan 
Optional Debt Repayment 

Cash Balance, Ending 

Fairpoint's Summary Projections for the Spinco Business 

The standalone Spinco projections reflect FairPoint's projections for the Spinco business on a standalone basis 

Assumptions 

Cuslomer Assumptions 

Switched Access Lines - On a standalone basis without giving effect to the merger, FairPoint assumed continued, but slowing, access line losses in the Spinco 
business as the result of overall indushy trends such as cable competition and use by customers of alternative technologies. FairPoint believed that it would be able to 
mitigate access line losses in the Spinco business with regionally-focused marketing, bundling, win-back strategies and the substantially increased availability of its 
broadband product in Maine, New Hampshire and Vermont. FairPoint assumed that by 2012, the Spinco business would be serving approximately 1 .I million swtched 
access lines, a cumulative loss of approximately 400,000, or 27%, versus the levels of switched access lines in 2006. 

Broadband - On a standalone basis without giving effect to the merger, FairPoint assumed increased broadband penetration in the Spinco business, primarily 
through the offering of DSL technology, as the result of bundling and through its planned network expansion. FairPoint assumed broadband penetration of residential 
access lines would reach 38% by 2012, at which point the Spinco business would serve approximately 375,000 broadband customers, an increase of approximately 
187.000 over 2006 levels. 
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Long Distance - On a standalone basis without giving effect to the merger, FairPoint assumed increased long distance penetration in the Spinco business as the 
result of bundling and regionally-focused marketing. FairPoint assumed retail long distance penetration of residential access lines would reach 67% by 2012, at which 
point the Spinco business would serve approximately 650,000 long distance customers, an increase of approximately 52,000 over 2006 levels. 

Revenue Assumplions 

Consumer Revenue - Consumer revenue was assumed to be derived primarily from local residential (or retail) customers purchasing local wireline and value 
added services. Value added services include products such as voicemail, call waiting and other non-regulated services. On a standalone basis without giving effect to 
the merger, FairPoint assumed continued losses in residential revenues of the Spinco business as the result of access line losses and declines in average revenue per unit. 
FairPoint assumed no change in local exchange tariffs and modest decreases in average revenue per unit from value added services. FairPoint assumed that total average 
revenue per unit for the Spinco business would decline 3% versus 2006 levels by 20 12. 

Small Business Revenue - Small business revenue was assumed to be derived primarily from local small business customers purchasing local wireline and value 
added services. On a standalone basis without giving effect to the merger, FairPoint assumed continued losses in small business revenues of the Spinco business as the 
result of access line losses and declines in average revenue per unit. FairPoint assumed no change in local exchange tariffs and modest decreases in average revenue per 
unit from value added services. FairPoint assumed total average revenue per unit for the Spinco business would decline 3% versus 2006 levels by 2012. 

Enterprise Revenue - Enterprise revenue was assumed to be derived primarily from medium and large business customers purchasing local exchange and value 
added services. On a standalone basis without giving effect to the merger, FairPoint assumed continued losses in local exchange revenues of the Spinco business as the 
result of access line losses, offset partially by increases in average revenue per unit. FairPoint assumed total average revenue per unit for the Spinco business would 
increase 26% versus 2006 levels by 2012 as the Spinco business captured a greater percentage of the overall spending by Enterprise customers. 

Partner Solutions Revenue -Partner solutions revenue was assumed to be derived primarily from wholesale offerings to other camers such as competitive local 
exchange carriers and inter-exchange camers. On a standalone basis without giving effect to the merger, FairPoint assumed total partner solutions revenue in the Spinco 
business would increase 4% from 2006 levels by 2012. The following are the primary components of partner solutions revenue: 

Special Access Revenue - Special access revenue was assumed to be derived primarily from the sale of special circuits to other carriers in the region. On a standalone 
basis without giving effect to the merger, FairPoint assumed modest annual increases (between 2% and 5%) in special access revenue as the result of increased 
bandwidth capacity demands in the marketplace. 

Switched Access Revenue - Switched access revenue, which is also referred to as network access revenue, was assumed to be derived primarily from the charges to 
inter-exchange carriers for use of the network of the Spinco business. FairPoint assumed switched access revenue of the Spinco business would continue to decline as 
minutes ofuse, which was assumed to be the primary driver of switched access revenue, would continue to erode industry-wide. 

Local Revenues - Local revenues were assumed to include unbundling, interconnection, resale and collocation revenues derived primarily from competitive local 
exchange carriers connecting to and using the network of the Spinco business. On a standalone basis without giving effect to the 
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merger, FairPoint assumed these revenues in the Spinco business would increase 4% versus 2006 levels by 2012 as the result of continued competitive local exchange 
carrier competition. 

Other Partner Solutions Revenues -Other revenues were assumed to include revenues from other independent telephone companies, wireless providers, late pay, 
billing and collections services and carrier billing credits and adjustments. On a standalone basis without giving effect to the merger, FairPoint assumed other revenues 
in the Spinco business would increase 19% versus 2006 levels by 2012, primarily as the result of increased wireless presence in the region. While use of wireless 
services by customers was assumed to drive continued access line losses and losses in the local wireline revenue of the Spinco business, FairPoint also assumed that 
greater wireless presence would result in increased traffic across Spinco's network which would drive increased partner solutions revenues. 

Fiduciary Revenue - Fiduciary revenue was assumed to be derived primarily from high-cost loop support, other National Exchange Carrier Association, referred 
to as NECA, reimbursements and payments from a non-regulated affiliate to a regulated affiliate for items such as billing and collection and DSL line sharing. 
Payments from the non-regulated affiliate to the regulated affiliate were assumed to have been eventually eliminated in the consolidation process. On a standalone basis 
without.giving effect to the merger, FairPoint assumed high-cost loop support and NECA reimbursements of the Spinco business would continue to decline with access 
line losses, while inter-company payments would increase with the growth in non-regulated products like broadband and long distance. FairPoint assumed fiduciary 
revenues of the Spinco business would increase 61% versus 2006 levels by 2012, primarily driven by increases in inter-company revenues. 

Public Revenue - Public revenue was assumed to be derived from public pay telephones. On a standalone basis without giving effect to the merger, FairPoint 
assumed these revenues of the Spinco business would continue to decline consistent with overall industry bends. 

LiveSource Revenue - LiveSource revenue was assumed to be derived from directory assistance and operator services. On a standalone basis without giving 
effect to the merger, FairPoint assumed these revenues of the Spinco business would continue to decline consistent with overall industry trends. 

lntemet Service Provider Revenue - lnternet service provider revenue was assumed to be derived from broadband and dial-up services and includes DSL and 
fiber-to-the-premises products. On a standalone basis without giving effect to the merger, FairPoint assumed that competitive pressures would result in decreased 
average revenue per unit of the Spinco business, while increased product penetration would result in overall revenue growth. FairPoint assumed that Internet service 
provider revenues of the Spinco business would increase 125% versus 2006 levels by 2012. 

Long Distance Revenue - Long distance revenue was assumed to be derived from the sale of long distance services to residential and business customers. On a 
standalone basis without giving effect to the merger, FairPoint assumed that competitive pressures would result in decreased average revenue per unit of the Spinco 
business, while increased product penetration would result in overall revenue growth. FairPoint assumed that long distance revenues of the Spinco business would 
increase 11% versus 2006 levels by 2012. 

MVNO Revenue - MVNO revenue was assumed to be derived from the resale of wireless voice products purchased from another wireless network operator, such 
as Cellco. On a standalone basis without giving effect to the merger, FairPoint assumed that the Spinco business would have an MVNO product to complement its 
bundling strategy beginning in 2009. FairPoint assumed that 3.5% of the Spinco business's switched access line customer base would subscribe to its MVNO product by 
201 2 and that the product would contribute approximately $15 million in annual revenue in 2012, or approximately 1% of total revenues of the Spinco business. 
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at par upon issuance (including for purposes of any debt exhange that Verizon may elect to consummate) and (ii) all other terms of the Spinco securities and related 
agreements that are not addressed above will be subject to the joint approval of Verimn and FairPoint, acting reasonably. Verizon has the sole right to structure the 
arrangements with third parties relating to any debt exchange of the Spinco securities but is obligated to keep FairPoint reasonably informed regarding any debt 
exchange arrangements. See "Finarcing of the Combined Company-Spinco Securities" for additional discussion of the terms of the Spinco securities. 

Simultaneously with the execution ofthe merger agreement, FairPoint entered into a debt commitment letter for credit facilities and term loans. See "Flnatic~ng of 
the Combined Company-New Credit Facility." The merge agreement provides that if for any reason any portion of the debt contemplated by this commitment letter 
becomes unavailable or is insufficient to consummate the transactions contemplated by the merger agreement, the distribution agreement and the other transaction 
agreements, FairPoint will take all actions necessary to obtain, in consultation with Verizon, and consummate on such terms as may then be available, including from 
alternate sources, alternative fmancing for the same purposes as the purposes of the financing contemplated by the debt commitment letter. Verizon is required to 
cooperate with FairPoirt's efforts to seek to obtain any alternative financing but is not obligated to incur any obligations in connection with any alternative financing 
(other than to pay certain debt expenses). 

Director and Officer Insurance and Release 

Under the terms ofthe merger agreement, the parties have agreed that FairPoint, the combined company and each of their respective subsidiaries will assist 
Verizon in maintaining after the closing of the merger, at Verizon's expense, directors'and officers' liability insurance policies and fiduciary liability insurance policies 
covering certain officers, directors, trustees and fiduciaries of Verizon, its subsidiaries and certain other entities. The parties also agreed th& as of the effective time of 
the merger, the cornbined company, on behalf of itself, its subsidiaries and their respective successors and assigns, will release the covered persons from my and all 
claims pertaining to acts or omissions by the covered persons priorto the closing of the merger. 

Tax Matters 

The merger agreement contains certain additional represent&ions, warranties and covenants relating to the preservation ofthe tax-free status of (i) the series of 
preliminary restructuring transactions to be engaged in by the Verizon Group, (ii) the contribution transactions, (iii) the distribution transactions, (iv) the exchange of 
the Spinco securities for debt obligations of the Verizon Gmup and (v) the merger of Spinco and FairPoint (which the merger agreement refers to collectively as the tax- 
free status of the transactions). Additional representations, warranties and covenants relating to the tax-free status of the transactions are contained in the tax sharing 
agreement. Indemnification for all matters relating to taxes is governed by the tams of the tax sharing agreement. See "Additional Agreements Between FairPoint, 
Verizon and Their AffiliatesTax Sharing Agreement." 

Certain Other Covenants and Agreements 

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

the negotiation of mutually acceptable arrangements permitting the parties to occupy and use certain properties in New Hampshire; 

the incurrence by Verimn and its subsidiaries of capital additions in respect of the Spinco business in amounts not less than $137.5 million during the year ended 
December 31,2007 and $1 1 million per month during the year ended December 31,2008; 
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Proposed T e r m  of the New Credit Facility 

Under the new credit facility, FairPoint and Spinco expect tomake borrowings at Ad.justed LIBOR (as described below) plus a margin which in the case of the 
revolving credit hcility will be subject to a leverage-based pricing grid to be agreed by the parties. The three month Adjusted LlBOR rate applicable to Fairpoint's 
current credit facility for the quarter ending June 30,2007 rate is 5.375%. The applicable margins under the new credit facility have not yet been negotiated 

Adjusted LlBOR borrowings may be made for interest periods of 1 , 2 , 3  or 6 months and, if agreed to by, or available to, the applicable lenders under the new 
credit facility, 9 or 12 months, as selected by FairPoint. Interest on loans a d  all fees will be payable inarrears on the basis of a360-day year in the case of Adjusted 
LIBOR loans and a 365-day year in the case of base rate loans (calculated, in each case, on the basis of actual number of days elapsed). lntetest will be payable on 
Adjusted LlBOR loans on the last day of the applicable interest period (and at the end of each three months, in the case of interest periods longer than three months) and 
upon prepayment, and on base rate loans quarterly and upon prepayment. 

The combined company will be required to pay certain fees and expenses in connection with the new credit facility. The combined company will be required to 
pay a commitment fee initially calculatedat the rate of 0.375% per annum on the average daily amoud of the unused portion of the revolving facility, payable quarterly 
in arrears. The commitment fee on the revolving facilrty shall accrue from the closing date of the merger. Fdlowing the delivery of financial statements for the first full 
fiscal quarter after the closing date of the merger, the commiment fee will be subject to a leverage-based pricing grid to be agreed upon by the parties. 

The delayed draw term loan facility is available to be drawn until the first anniversary of the closing date ofthe merger. From the closing ctate of the merger until 
the delayed draw term loan facility is fully drawn or expires, the cod ined  company will also be required to pay a commitment fee calculated at the rate per annum of 
0.75% on the unused portion of the delayed draw term loan facility, payable quarterly in arrears and on the date the delayed draw term loan faality is fully drawn. 

The combined company will be required to pay a per annum fee equal to: (i) with respect to standby letters of credit, the applicable spread over Adjusted LIBOR 
under the revolving facility in effect t o m  time to time; and (ii) with respect to trade letters of credit, an amount equal to one-half of the applicable spread over Adjusted 
LIBOR under the revolving facility in effect from time to time, in each case, less the fronting fee (described below), which will accrue on the aggregate face amomt of 
outstanding letters of credit under the revolving facility, payable in arrears at the end of each quarter and upon termination of  the revolving facility. In addition, the 
combined company shall pay to each bank that issued to it a letter of credit, for its own account: (i) a fronting fee to be agreed Lpon on the aggregate face amount of 
outstanding letters of credit, payable in arrears at the end of each quarter and upon termination of the revolving facility; and (ii) the customary issuance and 
administration fees of the bank issuing the letter of credit. 

The revolving facility will mature on the sixth anniversary of the closing h t e  of the merger. The term loan B facility and the delayed draw term loan facility will 
mature on the eighth anniversary of the closing date of the merger, and borrowings under each ofthe term loan B facility and the delayed draw term loan facility, 
respectively, will be repayable in quarterly installments equal to 1% of the original principal amount of the term loan B facility and the delayed draw term loan facility 
beginning with the third year after the date of closing, with the balance payable in full at maturity. 

Mandatory prepayments of borrowings uder  the term loan B facility shall be prepaid after the closing date of the merger with: (i) 50% of the combined company's 
annual excess cash flow when the combined company's total leverag ratio exceeds (a) during the first year following the closing date of the merger, 5.75 to 1 .O, and 
(b) thereafter, 5.50 to 1 .O; ( ~ i )  net cash proceeds of certain asset sales or 
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ERISA-related events, judgments in excess of an agreed amount, change in control, and actual or asserted material invalidity of any guarantee, loan document or 
security interest. 

FairPoint expects that the initial borrowings under the new credit facility will occur contemporaneously with the consummation of the merger. However, entering 
into the agreements governing the new credit facility and any funding under these agreements will remain subject to a number of conditions. These conditions will 
include: (i) the consummation of the merger; (ii) prior to or concurrently with the initial borrowings under the agreements governing the new credit facil~ty, amounts 
outstanding under Fairpoint's existing credit agreement shall be repaid and all commitme~its thereunder shall be terminated and all liens securing those facilities shall be 
terminated; (iii) the receipt of certain financial statements and projections, (iv) the receipt of all documentation and other information required by bank regulatory 
authorities under applicable anti-money laundering rules and regulations, including the U.S.A. Patriot Act; and (v) miscellaneous closing conditions customary for 
credit facilities and transactions ofthis type. 

If the financing contemplated by the fmancing letters is insufficient to complete the transactions contemplated by the merger agreement, the distribution agreement 
and the other transaction documents, FairPoint is obligated under the merger agreement to seek alternaive fmancing. See "The Merger Agreement-Financing 
Matters." 

Spinco Securities 

The distribution agreement contemplates that debt securities of Spinco will be issued to the Verizon Group inmediately prior to the spin-off. The distribution 
agreement contemplates that these Spinco securities will be senior unsecured notes, will mature on the ten-year anniversary of issuance, will not be callable at the 
option of the combined company for five years after issuance and will rank equally with all existing and future senior unsecured debt and senior to all existing and 
future subordinated debt of Spinco. The covenants and economic terms of the Spinco securities will be established so that they will be valued at par upon issuance 
(including for purposes of any debt exchange Verizon may elect to undertake, as described below). Other terms ofthese Spinco securities, including covenants, will be 
established in accordance with the terms of the merger agreement, and some of the terms described above may change depending on market conditions. See "The 
Merger Agreement-Financing Matters." It is currently anticipated that the Spinco securities will be rated below i n ~ s t m e n t  grade. 

Verizon has the right to elect to undertake an exchange of the Spinco securities for debt obligations of Verizon or its affiliates, and, if it elects to do so concurrently 
with the closing, Verizon has the right to condition the spin-off of Spinco on its ability to consummate that exchange concurrently. See 'The Distribution Agreement- 
Conditions to the Completion of the Spin-Off." If Verizon elects to effect an exchange or distribution of the Spinco securities, it may be deemed to bean "underwriter" 
for purposes of the Securities Act. It is Verizon's irtention to make the distribution, if any, of Spinco securities in reliance on the exemption from registration provided 
by Rule 144A promulgated under the Securities Act or under another available exemption. 

The Tax Sharing Agreement imposes certain limitations on the combined company's ability to modify the terms of the Spinco securities or take certain other 
actions following the closing of the merger. See "Additional Agreements Between FairPoint, Verizon and Their Affi l ia tesTax Sharing Agreement." 
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I L  

This adjustment reflects the total adjustment necessary to parent funding to give effect to adjustments discussed in Notes (a) through (g) 

In connection with the spin-off and prior to the merger with FairPoint, it has been assumed that Spinco will borrow $900 million through a new senior secured credit 
agreement or otherwise and incur $800 million of indebtedness through the issuance to a member of the Verizon Group of unsecured debt securities in a private 
placement for a total of $1.7 billion. Proceeds from the debt issuance will be used to make a cash payment to the Verizon Group in an amount not to exceed the Verizon 
Group's estimate of the tax basis of the assets transferred to Spinco (assumed to be $900 million for purposes of the pro forma fmancial statements). 

0) 

Immediately following the merger, the combined company will repay with available cash on hand FairPoint's current portion of long-term debt of $1 million and long- 
term debt of $617 million at March 31, 2007 under its existing credit facility with new debtof $643 million. In addition, FairPoint will pay approximitely $I million in 
accrued interest on its outstanding debt. FairPoint expects to capitalize $25 million of debt issuance costs associated with the issuance of the long-term debt. The 
following table presents the estimated long-term debt outstanding of the combined company immediately following the merger on a pro formabasis (in millions): 

Bank debt of combined company: 
Senior secured six year revolving credit facility, varlable rate and unused fee of 0.375%"' $ - 

Senlor secured term loan 9-8 year maturity, variable rate, assumed to be 6.5%"' 1,543 
Senior secured 12 month delayed draw term loan-8 year maturity, variable rate and unused fee of  
0.75%['~ - 

Total bank debt 
Spinco securities, fixed rate, assumed to be 7.5%: 

Total bank debt and Spinco securities 
Current portion of long-term debt 

Total long-term debt $ 2,343 

lil 

Assumes the entire balance of $200 million is unused at the closing date. 

2, 

The interest on a portion of the senior secured term loan B is expected to be fixed through the use of interest rate swap agreements. The total fixed portion was assumed 
to be $550 million at a blended rate of 6.3%. 

Assumes the entire anount available of $200 million is unused at the date of closing. 

It has been assumed that the senior secured term loan B will consist of $900 million borrowed at Spinco plus $643 million borrowed to refinance existing FairPoint debt 
and to pay debt issue costs. The $800 million in Spinco securities represents the debt securities issued to a member of the Verizon Group asdiscussed in Note (i) above. 

The above table presentsthe total pro forma long-term debt obligations of the combined company. The final amcunt of bank debt and Spinco securities that will be 
issued will be determinedprior to the closing of the transaction. To the extent additional Spinco securities are issued by Spinco, the bank debt will be reduced by a 
corresponding amount.'" 
This adjustment is to eliminate as of the merger date the recorded values ofFairPoint's goodwill of $499 million and customer list of$13 million and to write-off 
FairPoint's remaining unamortized debt issuance costs of $8 million. 



1 Verizon Considers FairPoint Bid 
I For Land Lines in New Enaland u 

By DIONNE SEAFCEY ~ b 9 / ~ '  Verizon, of New York, is looking to 

Verizon Communications Inc. is con- 
sidering an offer for its land lines in 
three New England states from Fair- 
Point Communications Inc. as well as 
other bidders, a person familiar with 
the situation said. 

Because FairPoint is a small carrier 
with a market capitalization of about 
$560 million, any deal with that com- 
pany is likely to include financing from 
a private-eduity firm. the person said. 

shed land lines that are expensive to 
maintain as it upgrades its network 
with fiber and starts selling Internet- 
based services rather than focusing on 
traditional phone service. Many of the 
more than 1.6 million New England 
lines are in rural areas and are diffi- 
cult to service. Those lines have been 
estimated ,to fetch $2 billion to $3 bil- 
l<.-... 
1IU11. 

Union officials have complained 
that any land-line sale will result in a 
decrease in customer service. They 
have rallied politicians to send letters 
to Verizon executives asking the com- 
pany to keep the lines. - - 

phone companiesein 18 states and has "The sale of lines to a smaller, less- 
roughly 300,000 phone and Internet resourced company isn't particularly 
lines. reassuring," said Steve Early, a spokes- 

Verizon also was fielding offers man for the Communications Workers 
from CenturyTel Inc., of Monroe, La., of America. 
and Citizens Communications Co., of 
Stamford, Corm., according to union of- VerizOn also plans to shed its direc- 
ficials. Verizon declined to comment. tories business. While Verizon has re- 

Verizon said in M~~ it was putting ceived recent offers from several pri- , 

lines in New Hampshire, Vermont and Kite-equity firms for its directories, 
Maine on the block as well as lines in most likely the company will spin off 
several Midwestern states. Any Mid- the unit in a tax-free deal that could be 
western deal appears to be stalled for completed as soon as this fall, said a 
now. person close to the company. 
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Wiretine 

> Wireline total operating revenues, 

which include both Verizon Telecom and 

Verizon Business, increased 0.1 percent 

to $12.5 billion in the first quarter 2007, 

compared with the first quarter 2006. 

> On a preforma basis, Wireline 

operating revenues decreased 1.7 percent, 

comparing first quarter 2007 with 

first quarter 2006. driven in part by a 

continuation of the expected declines 

in former MCI operations serving 

mass market (residential and small 

business) customers. This is a sequential 

improvement from the 3.5 percent 

decrease when comparing fourth quarter 

2006 with fourth quarter 2005. 

r Operating income margin increased 

to 9.1 percent in [he first quarter 2007, 

compared with 8.6 percent in the first 

quarter 2006. 

> Verizon's net addition of 416,000 

broadband connections in the quarter 

outpaced a 408,000 decline in primary 

residential access lines. Broadband 

connections are not included in Verizon's 

total of traditional wireline access lines. 

As of the end of the quarter, Verizon 

served 44.2 million traditional access 
lines, a 7.9 percent decrease from a 

year ago. 

> Verizon's broadband fiber-tethe- 

premises networlz-over which customers 
receive FiOS Internet and FiOS TV 

services-passed a total of nearly 6.8 

million premises by the end of the first 

quarter 2007, toward a year-end target of 

9 n~illion. With accelerated FiOS 

customer growth, EPS dilution from 

FiOS deployment was 11 cents in 

the quarter-in line with previously 

announced expectations. 

Verizon Telecom 
> FiOS Internet and FiOS TV services con- 

tinue to gain market share. 

> FiOS Internet was available for sale to 

5.3 million premises by the end of the 

first quarter. Penetration for the service is 

16 percent across all markets, compared 

with 14 percent against a 4.8 million 

potential customer base a t  year-end 2006. 

r FiOS TV was available for sale to 3.1 

million premises by the end of the first 

quarter. Penetration for the service is 11 

percent across all markets, compared 

with 9 percent penetration among a 2.4 

million potential customer base at year- 

end 2006. 

r FiOS TV is now offered in more than 

400 communities in 10 states. By the end 

of the quarter, Verizon had obtained 769 

cable TV franchises covering about 10 

millioil households. 

> Consumer RGUs (revenue generating 

units) totaled 32.3 million, essentially flat 

year-over-year but up 65,000 since year- 

end 2006. RGUs are a measure of retail 

consumer primary and non-primary 

residential access lines, consumer broad- 

band co~l~lections and video subscribers. 

In the first quarter 2007, the broadband 

and video component of this measure 

increased to 23.2 percent of the total, or 

7.5 million, from 16.6 percent of the total 
in the first quarter 2006. 

Wireline 

Results shown are pro forma and 
adjusted for special items 

"Legacy Verizon 
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Before the 
FEDERAL COMMUNICATIONS COMMISSION 

Washington, D.C. 20554 

- - 

Application of 

Verizon New England Inc., NYNEX Long Distance 
Company, Bell Atlantic Communications, Inc., 
Verizon Select Services Inc., Verizon 
Communications Inc., and Northern New England 
Spinco Inc., 

Transferors, 

and 
WC Docket No. 07-22 

FairPoint Communications, Inc., 

Transferee, 1 

OPPOSITION TO PETITIONS TO DENY 

Verizon New England Inc. ("Verizon New England"), NYNEX Long Distance Company 

("NYNEX Long Distance"), Bell Atlantic Communications, Inc. ("BACI"), Verizon Select 

Services Inc. ("VSSI"), Verizon Communications Inc. ("Verizon Communications"), and 

Northern New England Spinco Inc. ("Spinco") (collectively, "Verizon"), and FairPoint 

Communications, Inc. ("FairPoint," and together with Verizon, "the Applicants"), hereby oppose 

the petitions to deny filed by One Communications Corp. ("One Communications") and the 

Communications Workers of America and International Brotherhood of Electrical Workers 

(collectively, "cwA").' In the proposed transaction, FairPoint seeks to acquire local exchange 

I See Petition to Deny of One Communications Corp., WC Docket No. 07-22 (filed Apr. 
27, 2007) ("One Communications Pet."); Petition to Deny of Communications Workers 

b of America and International Brotherhood of Electrical Workers, WC Docket No. 07-22 

FPNH 0773 
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) distance operations to a newly formed subsidiary, Northern New England Telephone Operations 

Inc. ("Telco"); similarly, NYNEX Long Distance, BACI, and VSSI will transfer certain accounts 

receivable, liabilities, and customer relationships relating to their long-distance operations to 

another newly formed subsidiary, Enhanced Communications of Northern New England Inc. 

("Newco"). The transaction does not involve any assets held by other Verizon affiliates such as 

Cellco Partnership d/b/a Verizon Wireless ("Verizon Wireless") or Verizon Business Global 

LLC flkla MCI, LLC ("Verizon Business"). Both Telco and Newco will become direct, wholly- 

owned subsidiaries of Spinco, which will be spun off through a stock distribution to Verizon 

Communications shareholders. 

Second, ~ p i n c o  will be merged with and into FairPoint, such that Telco and Newco will 

become wholly-owned subsidiaries of FairPoint. FairPoint will continue to operate under its 

own name, and current FairPoint management will continue to manage and control Fairpoint's 
) 

day-to-day operations. Both the spin-off and the merger qualify as tax-fiee transactions, helping 

to ensure a reasonable transaction price. FairPoint will finance the transaction with $1 billion in 

additional equity to current Verizon shareholders and $1.7 billion in debt (predominantly bank 

financing). 

The proposed transaction illustrates-and facilitates-Fairpoint's and Verizon's 

respective (and somewhat divergent) business strategies. Fairpoint's core business is in serving 

rural and small urban markets; the exchanges in Maine, New Hampshire, and Vermont that are 

the subject of this transaction fit readily within that model. In contrast, Verizon's various 

strategic opportunities have required it to prioritize the demands on its capital, and it has chosen 

to divest these exchanges in order'to accommodate those competing needs. 

FPNH 0775 
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11. THE TRANSACTION WILL NOT HARM COMPETITION OR CONSUMERS. 

A. There Will Be No Increased Concentration as a Result of the Transaction. 

As discussed above, the manner in which the Commission conducts its public interest 

analysis depends on the extent to which a transaction will harm competition. The transaction 

proposed here will not affect competition, a conclusion that finds support in the fact that the 

antitrust authorities, in their own review of the transaction, did not issue a second request.''* 

Although FairPoint already has a presence in this region, none of its current exchanges overlap 

with the Verizon exchanges. Thus, there will be no increased concentration in the market. 

If anything, the proposed transaction will increase competition. Following the 

transaction, FairPoint will be independent from and will compete with Verizon, including 

Verizon Business and Verizon Wireless. FairPoint also will compete with other wireline, 

wireless, and VoIP providers in the region, as CWA ~oncedes. ' '~ This competition will ensure 

FairPoint has strong incentives to provide the best possible service for its customers. That 

overarching goal in turn requires that FairPoint work toward a smooth transition, invest in 

broadband, and ensure that service quality does not suffer. 

B. The Transaction Will Not Adversely Affect the Provision of Wholesale 
Services. 

One Communications argues that the transaction will harm competition by disrupting the 

ability of competitive carriers to obtain wholesale services from FairPoint. This concern is 

108 See Granting of Request for Early Termination of the Waiting Period Under the 
Premerger Notification Rules, 72 Fed. Reg. 2 10 14-02 (Apr. 27,2007); see also Letter 
from Sandra M. Peay, Bureau of Competition, Federal Trade Commission, to David 
Wheeler, Vice President & Associate General Counsel, Verizon Communications Inc., 
Transaction ldentification Number 2007 1026 (Apr. 1 1,2007). 

'09 CWA Pet. at 16-17 (stating that FairPoint will face "heightened competition from 
Comcast and Time Warner and a city-owned telecommunications utility in critical urban 
areas"). 

FPNH 0804 
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FairPoint's Financial Stability 

6. FairPoint expects that it will be able to generate solid cash flows that support its 

investment plans, debt servicing, and dividends as appropriate. 

7. Dividends are discretionary-Fairpoint can choose not to pay them under its current 

dividend policy. As a general matter, businesses typically will decline to make dividend 

payments when warranted-for example, if the company incurs significant, one-time 

expenses. Moreover, the terms of FairPointys financing agreements with its lending 

banks, through which it is partly financing the transaction, require FairPoint to stop 

paying dividends under certain circumstances, such as if debt levels exceed prescribed 

thresholds. Thus, FairPoint's future dividend payments will not divert valuable 

resources; to the contrary, they could be reduced if additional funding were necessary. 

8. The total value to be received by Verizon and its stockholders in exchange for these 

operations will be approximately $2.71 5 billion. Verizon stockholders will receive 

approximately $1.01 5 billion of FairPoint common stock in the merger, based upon 

FairPoint's recent stock price and the terms of the merger agreement. Verizon will 

receive $1.7 billion in value through a combination of cash distributions to Verizon and 

debt securities issued to Verizon before the stock distribution and merger. As a result, 

the transaction price is funded by an appropriate combination of equity (37% or $1 .015 

billion of $2.71 5 billion) and debt (63% or $1.7 billion of $2.715 billion). FairPoint has 

signed commitments for approximately $2.1 billion in bank financing. 

9. The transaction is expected to qualifj. as a tax-free transaction, except to the extent that 

cash is paid to Verizon stockholders in lieu of fractional shares. These tax savings 

allowed the two parties to agree to a reasonable transaction price, which resulted in a 

FPNH 0826 
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Verizon New England Inc. 
d/b/a Verizon New Hampshire 

State of New Hampshire 

Docket No. DT 07-01 1 

Respondent: Stephen E. Smith 
Title: Vice President - Business 

Development 

REQUEST: Labor Intervenors, Group I, Set #1 
Transactional and Financial Issues 

DATED: April 6,2007 

JTElPk Labor G I Pursuant to the terms of the Agreement and Plan of Merger and 
1-13 associated transaction agreements, provide documents as they are so 

produced and delivered by Verizon, including but not limited to: 

a) Copies of any FCC applications (Merger Agreement, 7.6(c), p.85) 

b) Verizon's list of other state regulators requiring application or 
consent (Merger Agreement, 7.6(b), p.85) 

c) Verizon Audited Financials of "Selected Assets, Selected 
Liabilities and Parent Funding" of ME-NH-VT ILECs and related 
landline activities for FY 2006 (Merger Agreement, 7.18(a), p. 
1 00) 

d) Verizon's Quarterly Financial Statements "of Selected Assets, 
Selected Liabilities and Parent Funding of the local exchange 
businesses and related landline activities of Verizon in the states 
of Maine, New Hampshire and Vermont (including Internet 
access, long distance and customer premises equipment services 
provided to customers in those states) . . . (to the extent relating to 
the Spinco Business)" (Merger Agreement, 7.18(b), p. 100) 

e) Verizon's calculation of Spinco Adjusted EBITDA as of the end 
of each quarter for which Quarterly Financial Statements are 
required (Merger Agreement, 7.1 8(c), p. 1 01) 

f )  Verizon's notification to Fairpoint of its 6 designees to Fairpoint's 
Board of Directors (Merger Agreement, 7.19, p. 101) 

g) Verizon Preliminary Cutover Plan (Transition Services Agreement, 14.l(c), 

P 13) i3 

9 J  

h) Verizon and/or Spinco Hart-Scott-Rodino filings (Merger CQ 
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ITEM. Labor G I  
(Cont'd) 1 - 13 

Agreement, 7.6(c), p. 85) 

i) Verizon notification to Spinco of "Special Dividend" amount to 
be paid by Spinco to Verizon (Distribution Agreement, p. 11) 

j) Any notice by Verizon to Fairpoint regarding its computation of 
Fairpoint's Adjusted EBITDA minimum (Merger Agreement, 
9.10'1, p. 116) 

k) Any additional disclosures, notices or reports required by any of 
the confidential (or otherwise not publicly disclosed) schedules, 
exhibits, disclosure letters, or other documents provided by 
Verizon to Fairpoint. 

SUPPLEMENTAL Verizon NH considers information responsive to this request to be 
REPLY: proprietary and competitively sensitive. It will be provided subject to 

confidential treatment in accordance with RSA 378:43 and a duly 
executed protective agreement. 

Please see Verizon NH's reply to OCA GI: 1-1. 
Please see Verizon NH's reply to OCA GI: 1-3. 
Please see Proprietary Attachment NH Labor GI- 1 - 1 3 c for the 
Verizon FY 2006Audited Financials of "Selected Assets, Selected 
Liabilities and Parent Funding" of ME-NH-VT ILECs and related 
landline activities. 
Please see Proprietary Attachment NH Labor GI- 1 - 13d for 
Verizon's Quarterly Financial Statements related to Spinco for 
each 2006 quarter. 
Please see Proprietary Attachment NH Labor GI-1 - 13e which 
contains Verizon's calculation of Spinco Adjusted EBITDA as of 
the end of each 2006 quarter. 
Verizon will provide the information when available. 
Please see Verizon NH's reply to OCA GI: 1-124. 
Objection to 1-1 301). The request seeks Verizon andfor Spinco 
Hart-Scott-Rodino Act (the HSR Act) filings. The HSR Act, 
together with Section 13(b) of the Federal Trade Commission Act 
and Section 15 of the Clayton Act, enables the Federal Trade 
Commission and the Antitrust Division of the Department of 
Justice to obtain relief against anticompetitive mergers under 
federal law. In general, the HSR Act requires that certain 
proposed acquisitions of voting securities or assets must be 
reported to the federal agencies prior to completion. The primary 
purpose of the federal statutory scheme is to provide the antitrust 
enforcement agencies with the opportunity to review mergers and 
acquisitions before they occur. 

ob 
The request for information on HSR Act filings seeks information .q 

not reasonably calculated to lead to the discovery of admissible M 
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evidence regarding whether the transaction with Fairpoint in New 
Hampshire, that is currently under review by the Public Utilities 
Commission under New Hampshire law, meets the no net harm 
standard and will be for the public good. 

i) No notices have been provided or are yet due under the terms of 
the Distribution Agreement. 

j) No notices have been provided or are yet due under the terms of 
the Merger Agreement. 

k) No notices have been provided or are yet due under the terms of 
the agreements. 
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Docket 7270 
Response of FP to CWA/IBEW7s 1' Set 

of Discovery Requests 
April 19, 2007 

Q.CWA/IBEW:FP. 1-23: Re: Nixon testimony, p. 9. The witness states that "[bloth parties 
took into account the tax-free nature of the transaction in negotiating the consideration that 
would be paid to Verizon and the amount of debt that FairPoint would assume. This structure is 
beneficial because it allows us to consummate the transaction at a lower purchase price than 
would otherwise be the case." Please describe how this process worked and, specifically, how 
much FairPoint believes Verizon lowered its price in recognition of the tax-free nature of the 
transaction. 

A.CWNE3EW:FP.l-23: FairPoint cannot speculate on what price Verizon might have 
otherwise accepted for this business in a taxable transaction, but the company and its 
shareholders are clearly better off due to the tax-fiee nature of this transaction. The Reverse 
Morris Trust structure allows the FairPoint shares to be distributed to Verizon shareholders on a 
tax-free basis, and the amount of the one-time dividend received by Verizon will also be a tax- 
free distribution. 

Person Responsible for Response: Walter E. Leach, Jr. 
,Title: Executive Vice President, Corporate Development 
Date: April 19, 2007 



PUBLlC 
DB-P-14 

Telecommunications Services 
Wireline 
Industry Brief 

t r a m  ti. Loutnan IV 
(And\ AA7.6R67 

Jason Fraser 
R e s e a r c h  Assoc ia te  
(404 )  4 4 2 - 5 8 0 4  

January 30,2007 

I VZ: Analyzing Future Line Sales Under Reverse Morris Trust Scenarios 

I 
More Verizon Line Sales In the Works? Given the sale of Verizon lines to FairPoint earlier this month, we 
have taken a look at the potential implications for further access line sales down the road, as this is an oft 
discussed topic among rural ILEC investors. We believe the deal has implications for further proceedings, 
including: a) Verizon's'implicit signal that it favors a tax-free structurq and b) the company has been able to 
find a way of presenting the proper revenue and cash flow characteristics of individual state properties as 
well as developing ways to satisfy regulators and other parties affected when such a separation occurs. Of 
these, we believe the tax free desires of Verizon are the most telling, especially with regards to how 
additional deals that have been rumored to be in the works will ultimately play out. 

The FairPoint deal offered a few advantages for both parties. By diversifying into a larger base of customers 
and lowering its FCF payout ratio, while divesting its wireless minority partnership, we believe FairPoint shed 
some risk it had previously borne, while expanding its presence in one of its largest states (Maine). For 
Verizon, however, it would appear to us to be the best possible offer it could have structured. Had the 
company sold the property for cash (presumably at a multiple higher than the 6 . 3 ~  it sold to FairPoint), then 
paid taxes, we believe Verizon would have netted a multiple below 6x. We believe the assets are close to if 
not fully depreciated, thus requiring a multiple higher than 7 . 5 ~  which does not appear rational or likely for 
these properties. Thus, a spin out to FairPoint appears to be the best option for Verizon to maximize value, 
even if the multiple appears a bit low. A third option, would have been for the company to spin the properties 
out to shareholders as a new company, but that would have destroyed value in the process as a 
management team and company infrastructure would have to be created, leaving Verizon's shareholders 
with an asset likely worth less than 6 . 3 ~ .  Again, this makes the announced structure appear to be the 
rational choice, in our opinion. 

I Why Smaller ILECs will be Advantaged in These. Sales. We believe the apparent tax adverse nature of 
Verizon will lend itself to doing (or at least attempting to re-produce) a Fairpoint-type deal in order to unload 
additional former GTE lines. The reason, as explai 
maximizing equation for Verizon is to structure the deal 

ined further 
as a Rever! 

in the following text, is that the value 
je Morris Trust then sell the spin-co to an 

I existing company, with extant management, back office, and other required infrastructure .to run the 
combined company so that value is not destroyed in creating such corporate infrastructure. This leads us 
directly to smaller ILECs as the key players due to the equity limitations placed on the spin-co parent, whose 
shareholders (Verizon in this example) must end up owning over 50% of the equity in the surviving entity. 

This is easy to accomplish when a smaller cap name is 
usual suspects CenturyTel, Citizens, or Windstream, - 

the acquire1 
itself under 

?, but when larger cap names such as the 
Reverse Morris Trust limitations from its 

I 
spin-out last year - become involved, the equity involved needs to be quite large for them to qualify. 
Therefore, we do not believe these companies could buy less than 4.5 million lines, and would probably take 
quite a bit more to get them to be part of the deal under such a structure, as outlined later in this report. 

Target: GTE Lines. We believe the former GTE lines in Verizon's footprint will continue to be targets for 
such deals. Two areas we have heard are parts of the GTE North property (Ohio, Indiana, Illi,nois, and 

d i c h i g  n), which we believe has about 2.8 million lines, and West Virginia, which we believe has 4.1 million 
es, 6 e do not believe these would be large enough for the usual access line aggregators due to equity 

I limitations, leaving an interesting group of suitors, such as Iowa Telecom, Consolidated, Alaska 

All expressions of opinion reflect the judgment of the Research Department of Raymond J 
lnfmalion has been obtained from third-parly sources we consider reliable, but we do no1 
departments of RJA may have information that is not available to the Research Depar 
Iransmtinns in the sw~ l r i t i e~  rnentinnd in lhis remrl that rnav not he consistent with the re 

ames & Associates, 
I guarantee that the 
lment aboul Compi 
mrl's cnnclusions. 

Inc. (RJA) as of the dale stated above and are subject lo change. 
facts cited in the foregoing report are accurate or complete. Other 
~nies mentioned in this report. RIA or its affiliates may execute , ., -, , - --. . - . , - . . , .. . - - -- - . , . . - - . . . - . . . . - . . - - . . . . . . . - . - - . . .. . - . . . - , . . - . - - - - . . - . - .- . . . . . . . . .. . - . - - . . - - -. . - . - - . - . - . 
O 2007 Raymond James & Associates, Inc. All Rights Rcrcned 

T h e  R a y m o n d  J a m e s  Financial C e n t e r .  8 8 0  C a r ~ l l o n  P a r k w a y ,  S t .  Pe te rsburg ,  FL 33716 m - 3 -  l n s t ~ t u t ~ o n a l  c l ~ e n t s  m a y  cal l  for  a d d l t ~ o n a l  informat ion.  A , r  I A , I I- - . --,. -,.- -,. .- - , -,.- --.. .-- 
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I Lines 2,800,000 1 

Reverse Morris Trust Details. The deal is structured as a Reverse Morris Trust in order for it to be tax free 
to the divesting company's current shareholders. The Reverse Morris Trust structure basically governs the 
transfer of assets and who maintains a controlling ownership. In order for the transfer of assets to not 
generate a tax liability as determined by the IRS and the U.S. tax code, greater than 50% of the new entity 
must be controlled by the company distributing the assets. We used 55% as the minimum percentage 
threshold as we doubt companies would try to aim for 50.1% and risk a huge tax bill if something were to 
happen and impact the ownership percentages. 

Cap ex per line 
Interest rate 
Free cash 
PricelFree cash 

In our opinion, the use of a Reverse Morris Trust will be a significant driving factor for ILEC 1ine;divestures 
going forward, as the divesting company could fetch a much higher after-tax multiple for the properties sold. 
For example, if the lines were to be sold at 7x or 8x , the after tax multiples could be as low as 4 . 7 ~  and 5 . 4 ~  
respectively which would be lower than the most recent 6 . 3 ~  multiple from a Reverse Morris Trust 
transaction. Also, a 6x multiple on a Reverse Morris Trust transaction equates to a pre-tax multiple of 9x 
assuming a 33% tax rate and full asset depreciation, a multiple that is unrealistic in our opinion. Although the 
IRS has not set a fast rule, we believe the majority ownership rules are in place for the first 24 months 
following a deal. 

Below is a table analyzing the equity value of a 2.8 million line sale given various EBITDA margins and 
EBITDA multiples for the sale. We assume 4x debtIEBITDA and $800/line in annual revenue. As an 
example, company "X" has 100 million shares worth $20 a share. If the company wished to enter a Reverse 
Morris transaction for the 2.8 million lines at 6 . 4 ~  with a 40% EBITDA margin, the company would have to 
issue 107.5 million shares (2.15 billion/$20 a share). As a result company "X" would only have 48% 
ownership, which would result in a successful Reverse Morris Trust. However if the lines had lower margins 
or if the company paid a smaller multiple than it would likely cross the 50% ownership threshold and would 
not be able to engage in a Reverse Morris Trust transaction. 

Source: Raymond James estimates. 

$110 
7.0% 

I 

308,000,000 
253,733,760 
344,458,240 

6 . 1 ~  

6.8 
7.0 

Source: Raymond James estimates. CQ 
m 

3 

2.038 
2.184 

3.136 
3.360 

2.1951 2.3521 2.5091 2.6661 2.822 
2.3521 2.5201 2.6881 2.8561 3.024 

2.979 
3.192 
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Verizon New England Inc. 
d/b/a Verizon New Hampshire 

State of New Hampshire 

Docket No. DT 07-011 

Respondent: Stephen E. Smith 
Title: Vice President - Business 

Development 

REQUEST: Office of the Consumer Advocate, Group I, Set # 1 
Transactional and Financial Issues 

DATED: April 6, 2007 

ITEM: OCA GI Please state or provide the following information regarding Verizon's 
1-1 13 proposed transfer of its ILEC and other operations in New Hampshire, 

Vermont and Maine (hereafter "the New England properties"). Dates 
can be approximated to month and year if necessary: 

a. State the date at which Verizon decided to investigate prospects 
for transfer of the New England properties; 

b. Provide the document used by Verizon to notify potentially 
interested parties of the potential for transfer of the New England 
properties; 

c. State the naines of each party that was so notified; 
d. State the date at which Verizon began providing information to 

parties potentially interested in acquiring the New England 
properties; 

e. State the names of each party to which Verizon provided 
information on the New England properties; 

f. For each party which submitted a serious bid for the New England 
properties, state: 
i .  The name of the party; 

ii. The date of the bid and any subsequent bids; 
i i i .  The amount and structure of the bid and any subsequent bids; 

and, 
iv. Any conditions attached to the bid or subsequent bids. 

g. State the date at which each bidder withdrew or decided not to 
pursue its bid; 

h. State the date or dates at which Fairpoint withdrew from 
negotiations for acquisition of the New England properties, and 
the reason(s) for such withdrawal. 

SUPPLEMENTAL Objection. The request for information regarding Verizon's proposed 
REPLY: transfer of its ILEC and other operations in New Hampshire, Vermont Cr3 

.rg 
Cr3 
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(Cont'd) 
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and Maine seeks infomation not reasonably calculated to lead to the 
discovery of admissible evidence regarding whether the transaction 
with FairPoint in New Hampshire that is culrently before the Public 
Utilities Commission meets the no net harm standard and will be for 
the public good. 

Supplemental Reply 
f. The highly proprietary documents provided with Verizon NH's 

response to Labor GI: 1- 13h disclose all serious bids (that were 
reflected by the execution of binding agreements or were reflected 
in an indication of interest) and that Verizon deemed "serious" 
enough either to describe to its Board or in the case of the FairPoint 
agreements to submit to its Board for review and approval. 

h. Please see the discussion in Fairpoint's S-4 Registration Statement 
filed with the SEC on April 4,2007, page 46, and as amended as of 
June 11, 2007, page 52, regarding the background of the transaction. 



April 17.2006 

Telecom Services 
Initiation of Coverage; High 
Payout Rural Telecoms Offer 
Near-term Opportunities, 
Long-term Risks 

Conclusion: Our analysis highlights Windstream (the 
soon-to-be combined Valor Communications Group 
and Alltel Wireline) as attractive within our Cautious 
industry'view, wlh potential for a 14% total return at our 
target price, and especially on a relative basis such as 
a pair trade favoring Windstream over lowa Telecom 
given the two companies' riskheward profiles. We are 
initiating coverage of Windstream with an Overweight 
rating and assuming coverage of FairPoint and lowa 
Telewm, retaining our Equal-weight4 rating on 
FairPoint and downgrading lowa from Equal-weight to 
underweight. 

What's New: In light of volatility in the sector over the 
last 12 months and the expected mid-2006 distribution 
of Windstream shares to Alltel shareholders, we take a 
detailed iook at RLEC fundamentals as well as at 
important differences between high-payout rural 
telewms such as tax paying status, definition of free 
cash flow, current payout amount, and capitai spending 
intensity. 

Implications: While there are attractive relative value 
opportunities within rural telecoms paying out a high 
percentage of their free cash flow as dividends (or 
returns of capital), our proprietary analysis of net 
present value of cash flows over the forecast opera- 
life of these companies suggests longer-term risk. 
There is likely significant downside to the stocks when 
dividends are eventually cut, though this is likely more 
than 3-5 years away, in our view. 
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We rate FairPoint Communications Equal-weight-V. 
Positively, FairPoint has had lower line loss than its peers 
(2.5% loss in 4Q05. compared to 4.1 % for the RLEC group). 
representing less competitive markets. FairF'oint has a more 
balanced riswreward profile according to our analysis, despite 
its current high payout ratio, given its higher yield compared to 
peers. The company's 11.2% dividend yield is attractive 
compared to yields available in the broader market. 

However, FairPoint's focus on M&A exposes it to more risk 
that less acquisitive peers, in our view. The company's recent 
billing system issues, while being resolved by the company 
represent some ongoing execution risk. The company has a 
lower payout cushion than peers, though we note that some 
risk of a dividend cut is likely already priced into the stock. 
FairPoint's lower trading liquidity compared to larger market 
cap companies such as Citizens. Windstream, and Sprint's 
pending Embarq spin-off could make FairPoint less attractive 
to investors. 

We are downgrading lowa Telecom to Underweight and 
estimate a (4)% total return at our $16 price target. Our 
price target is based on a target dividend yield of 8.0%, which 
is based on an analysis of yields of comparable companies. 
as well as a dividend discount model that assumes full tax 
paying status, an 85% payout of after-tax free cash flow, and 
a 9.5% cost of equity. 

lowa Telecom RisWReward Less Attractive 
I I 

- - 

Swrca: Company data. Morgan Stanley Research 

lowa Telecom Investment Positives. lowa has less USF 
exposure than many of its RLEC peers, meaning that to the 
extent that USF funds continue to decline for RLECs or the 
program is revised, lowa would stand to lose less revenue 
and profits. Iowa offers an attractive 8.8% dividend yield, well 
above yields offered by the S&P 500 and the 25th highest 
yield in the Russell 2000. 

M O R G A N  S T A N L E Y  R E S E A R C H  

April 17,2006 
Telecorn Sewices 

lowa Telecom Investment Concerns. lowa Telecom has 
experienced higher line loss than its RLEC peers, losing 5.1% 
lines yly in 4Q05, compared to a 4.1 % average for RLECs in 
the period. Cable operator Mediacom will begin offering 
telephony services during 2Q05 we believe, which will likely 
keep line loss elevated in the near-term. lowa's capex per 
line is at the low end of its peer group range ($121 in 2007 we 
estimate compared to an average of $126, range $101-160), 
and to the extent that this level of capex proved unsustainably 
low, the company's free cash flow could be negatively 
impacted. The issuance of larger-cap wireline stocks such as 
Windstream and Embarq could pressure RLEC stocks such 
as lowa Telecom, especially given lowa's lower trading 
liquidity. 

Risks to our lowa Telecom price target Though we 
believe lowa Telecom's lower trading liquidity should lead it to 
trade on discount (higher yield) to comparables such as 
Citizens and Windstream, to the extent that yields for the 
group decline it is possible that lowa Telecom could exceed 
our target yield. Additionally, it may take more than several 
quarters for fluctuations in operating expenses or capex to 
pressure lowa's dividend payout, delaying the time to reach 
our price target, given our belief that the stock will trade on a 
dividend yield basis in the absence of a negative catalyst. 

Stocks Unattractive Beyond 3-5 Years 

Our view that the stocks will trade on relative dividend yields 
and apples-to-apples dividend discount models near-term is 
based on our assessment that Windstream, FairF'oint, lowa 
Telecom or important peers such as Citizens Communications 
will not cut their per share dividends over the next 3-5 years. 
The companies either have enough of a payout cushion 
currently that the added burden of cash taxes will not force 
them to reduce their dividend, as we estimate will be the case 
for Citizens and Windstream, or they have large enough 
NOLs that the companies will not face paying significant cash 
taxes for more than five years, which exceeds many investors' 
investing horizon. 

vVe do however believe that reductions in the dividends will 
'happen eventually given the declining nature of these 
businesses. As the businesses near the point when eventual 
dividend cuts happen, we believe the stocks will trade on a 
net present value of the remaining cash flows of the business 
l e m  

We have valued Windstream, FairPoint, and lowa Telecom on 
this basis (NPV of remaining cash flows less net debt), and Cb 

rn 
m 



If one company stumbles, all could fall. These companies 
do trade with the ten year Treasury yield, but movements in 
Treasuries account for less than 40% of the changes in high- 
payout RLEC prices over the last 11 months (0.6 correlation 
and 0.38 R-square, based on period from June 2005 to April 
2006). Operational issues at one of the companies had a 
larger impact on the trading of the group. Fairpoint's billing 
system issues in 2H05 triggered pressure on its peers as well. 
We believe that if one of these high payout RLECs began 
having trouble generating enough cash to pay its dividend, 
even on a temporary basis, the market could move in the 
direction of these apples-to-apples dividend discount model 
values. 

RisWreward favors Windstream. We combine the results of 
our target yield and apples-to-apples dividend discount model 
analyses to asses the relative risk reward tradeoffs of the 
stocks. Our analysis suggests that Windstream offers the 
best risklreward profile, FairPoint is fairly balanced given that 
some risk is already priced in, and lowa Telecom faces a 
more negative risklreward profile. 

Exhlbk 30 

RisWReward Favors Windstream 

1 Apples-bapples DDM 1 Target Y l d  

J - I 
NdB: VCOAT repesents Whdslream on a pro lorma bask fa the mmblnation d the 
canpanis 
Sunce: Corrpany data. Mwgan Stanley Research 

Stock Specific Ratings and Risks to Price Targets 

We are initiating coverage of Wlndstream with an Over- 
weight rating and estimate a 14% total return at our target 
price of $14 including a 7.6% yield. Windstream represents 
the planned combination of Valor Communications Group 
(ticker VCG) with Alltel's (AT) wireline business through a 
reverse Morris Trust merger. The deal is expected to close by 
mid-2006, with roughly 403 MM shares distributed to current 
Alltel shareholders. Windstream stock will trade under the 
ticker WIN" following the close of the deal. 
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M O R G A N  S T A N L E Y  R E S E A R C H  

April 17,2008 
Telecom Sewlcer 

Windstream Investment Positives. The combined 
company's better payout cushion on an apples-to-apples 
basis with peers drives a more attractive risklreward profile, 
according to our analysis. The company's roughly $6 billion 
market cap will afford it better trading liquidity than smaller 
cap peers such as FairPoint and lowa Telecom. Though its 
current pro forma 7.6% dividend yield is lower than other 
RLEC peers, it is nevertheless attractive relative to yields 
available in the S&P 500 or the Russell 2000. Additionally, 
spin-offs often out-perform, which could prove true for 
Windstream. 

Windstream Investment Concerns and Rlsks to Our Price 
Target The reverse merger of Alltel with Valor will require 
integration of the two companies' systems, operations, and 
workforces, representing some operating riik. The combined 
company will have significant (79% according to company 
estimates) overlap with cable operators, meaning that as the 
cable companies roll out telephony offerings. Windstream 
could face incremental competition. Windstream shares will 
be distributed to current Alltel shareholders, which could lead 
wireless-focused investors to sell their Windstream shares 
following the close of the deal, creating near-term pressure for 
the stock. Iffor any reason the deal did not take place Valor 
stock could decline. 

Windstream Valuation 
Our price target is based on a target dividend yield of 6.5%, 
which is based on an analysis of yields of comparable 
companies, as well as a dividend discount model that 
assumes full tax paying status, an 85% payout of after-tax 
free cash flow, and a 9.5% cost of equity. 

Exhibit 31 

Windstream Near-Term RlsWReward Is  Attractive 
I r 

Bull 115 

Targel $14 

clmwlts13 

Bears12 

I 

Source: Corrpany data. Mocgan Stanley Research 



PUBLIC 
DB-P-17 

FairPoint Communications, Inc. 
State of New Hampshire 
Docket No. DT 07-011 

SUPPLEMENTAL RESPONSE 

Respondent: Walter E. Leach, Jr. 
Title: Executive Vice President, 

Corporate Development 

REQUEST: Public Utilities Commission Staff 
Group I 

DATED: April 6,2007 

ITEM: Staff 1-89 What contingency plans for funding of transition services (given the 
accelerating costs of the transition services after month 12) does 
FairPoint have if it can't complete the transition by the month after 
closing? 

FIRST Excess cash flow and cash available for dividends will provide 
SUPPLEMENTAL sufficient contingency in the event the TSA period lasts longer than 
REPLY: projected. In addition, Fairpoint will have up to $200 million available 

for borrowings under its anticipated revolving credit facility. 
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Fairpoint Communications, Inc. 
State of New Hampshire 
Docket No. DT 07-01 1 

Respondent: Walter E. Leach, Jr. 
Title: Executive Vice President, 

Corporate Development 

REQUEST: NHPUC Staff 
Group I, Set 1 

DATED: April 6,2007 

ITEM: Staff 1-89 What contingency plans for fimding of transition services (given the 
accelerating costs of the transition services after month 12) does 
FairPoint have if it can't complete the transition by the 12& month after 
closing? 

There is no maximum amount of time that FairPoint can purchase 
transition services from Verizon. Fairpoint plans to convert in mid- 
2008. Planning and integration work began immediately following the 
signing on January 15,2007. This will allow FairPoint at least 15 
months to plan, design and integrate all necessary systems to repIace 
the transition services. FairPoint is confident that this timeframe can 
be achieved. However, in the unlikely event it is not, the time between 
planned cutover in mid-2008 and the month when increasing payments 
begin is the contingency plan. 
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Form 10-K 
FAIRPOINT COMMUNICATIONS INC - FRP 

Filed: March 14, 2006 (period: December 31, 2005) 

Annual report which provides a comprehensive overview of the company for the past year 
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December 31,2005, approximately 82% of our indebtedness bore interest at fixed rates rather than variable rates. After these interest 
rate swap agreements expire, our annual debt service obligations with respect to borrowings under our credit facility will vary from 
year to year unless we enter into a new interest rate swap or purchase an interest rate cap or other interest rate hedge. If we choose to 
enter into a new interest rate swap or purchase an interest rate cap or other interest rate hedge in the future, the amount of cash 
available to pay dividends on our common stock may decrease. However, to the extent interest rates increase in the future, we may not 
be able to enter into a new interest rate swap or purchase an interest rate cap or other interest rate hedge on acceptable terms. 

In addition, prior to the maturity of our credit facility, we will not be required to make any payments of principal on our credit 
facility, and it is not likely that we will generate sufficient funds from operations to repay the principal amount of our indebtedness at 
maturity. We therefore will need to refinance our debt. We may not be able to refinance our outstanding indebtedness under our credit 
facility, or if refmanced, the refinancing may occur on less favorable terms, which may materially adversely affect our ability to pay 
dividends. If we were unable to refmance our credit facility, our failure to repay all amounts due on the maturity date would cause a 
default under our credit facility. We expect our required principal repayments under the term loan facility of our credit facility to be 
approximately $588.5 million at its maturity in February 2012. Our interest expense may increase significantly if we refinance our 
credit facility on terms that are less favorable to us than the terms of our credit facility. 

We may also be forced to raise additional capital or sell assets and, if we are forced to pursue any of these options under distressed 
conditions, our business and the value of your investment in our common stock could be adversely affected. In addition, these 
alternatives may not be available to us when needed or on satisfactory terms due to prevailing market conditions, a decline in our 
business, legislative and regulatory factors or restrictions contained in the agreements governing our indebtedness. 

If we have insufficient cash flow to cover the expected dividend payments under our dividend policy we would need to 
reduce or eliminate dividends or, to the extent permitted under the agreements governing our indebtedness, fund a portion of 
our dividends with additional borrowings. 

If we do not have sufficient cash to fund dividend payments, we would either reduce or eliminate dividends or, to the extent we 
were permitted to do so under our credit facility and the agreements governing future indebtedness we may incur, fund a portion of 
our dividends with borrowings or from other sources. If we were to use borrowings under our credit facility's revolving facility to 
fund dividends, we would have less cash available for future dividends and other purposes, which could negatively impact our 
financial condition, our results of operations and our ability to maintain or expand our business. 

Our substantial indebtedness could restrict our ability to pay dividends on our common stock and have an adverse impact 
on our financing options and liquidity position. 

As of December 3 1,2005, we had approximately $607.4 million of total consolidated indebtedness. Our substantial indebtedness 
could have important adverse consequences to the holders of our common stock, including: 

limiting our ability to pay dividends on our common stock or make payments in connection with our other obligations, 
including under our credit facility; 

limiting our ability in the future to obtain additional fmancing for working capital, capital expenditures or acquisitions; 

causing us to not be able to refinance our indebtedness on terms acceptable to us or at all; 

limiting our flexibility in planning for, or reacting to, changes in our business and the communications industry generally; 
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26,442 remain outstanding at December 3 1, 2005. Non-cash compensation charges associated with restricted units and restricted stock 
were $2.4 million for the twelve months ended December 3 1, 2005. We did not recognize any additional charges associated with the 
stockholder appreciation rights that were settled in 2005. 

Non-cash compensation charges associated with restricted units totaled $49,000 in 2004. These charges consistecl of compensation 
charges of $0.2 million for restricted units, a charge of $0.3 million in connection with the modification of employee stock options and 
a non-cash benefit of $0.4 million associated with the reduction in estimated fair market value of stockholder appreciation rights. Non- 
cash compensation charges in 2003 were not material, primarily due to the fact that the fair market value per share of our common 
stock remained relatively stable. 

Discontinued Operations 

On September 30, 2003, MJD Services Corp., or MJD Services, a wholly-owned subsidiary of the Company, completed the sale 
of all of the capital stock owned by MJD Services of Union Telephone Company of Hartford, Armour Independent Telephone Co., 
WMW Cable TV Co. and Kadoka Telephone Co. to Golden West Telephone Properties, Inc. The sale was completed in accordance 
with the terms of the South Dakota purchase agreement. MJD Services received approximately $24.2 million in proceeds from the 
South Dakota disposition. The companies sold to Golden West provided communication services to approximately 4,150 voice access 
lines located in South Dakota as of the date of such disposition. The operations of these companies were presented as discontinued 
operations beginning in the second quarter of 2003. Therefore, the balances associated with'these activities were reclassified as "held 
for sale." All prior period financial statements have been restated accordingly. We recorded a gain on disposal of the South Dakota 
companies of $7.7 million during the third quarter of 2003. 

In November 2001, we decided to discontinue the competitive local exchange carrier operations of Fairpoint Carrier 
Services, Inc., or Carrier Services. This decision was a proactive response to the deterioration in the capital markets, the general slow- 
down of the economy and the slower-than-expected growth in Carrier Services' competitive local exchange camer operations. Carrier 
Services now provides wholesale long distance services and support to our rural local exchange carriers and communications 
providers not affiliated with us. These services allow such companies to operate their own long distance communication services and 
sell such services to their respective customers. Our long distance business is included as part of continuing operations in the 
accompanying financial statements. 

The information in our year to year comparisons below represents only our results from continuing operations. 
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Operating Expenses 

Operating expenses and cost of goods sold, excluding depreciation and amortization. Operating expenses increased $12.3 
million to $141.1 million in 2005 compared to 2004. Of the increase, $9.3 million is related to our existing operations and $3.0 million 
is related to expenses of the acquired c per at ions in 2005. Consulting fees increased $1.8 million primarily related to preparation for 
compliance with Section 404 of the Sarbanes-Oxley Act. Expenses related to high speed data and long distance services increased 
$2.3 million principally due to the increase in HSD and long distance subscribers. Bad debt expense was $1.4 million higher in 2005 
than 2004 due primarily to difficulties experienced in our billing conversion related to the delay of non-pay disconnect notices. Billing 
costs have increased $2.0 million as we incurred costs associated with the conversion of our billing systems into an integrated 
platform and recurring expenses from our outsourced billing service provider. The balance of the increase is attributable to smaller 
miscellaneous items. 

Depreciation and amortization. Depreciation and amortization from continuing operations increased $2.1 million to $52.4 
million in 2005 from $50.3 million in 2004. The Berkshire and Bentleyville acquisitions accounted for $1.0 million of the increase and 
the remaining increase was attributable to the increased investment in our communications network for existing operations. 

Stock based compensation. For the year ended December 3 1,2005, stock based compensation increased $2.3 million to $2.4 
million in 2005 primarily due to the issuance of restricted stock and restricted units to certain key employees and directors under the 
2005 Stock Incentive Plan. 

Incomefiom operations. Income from operations decreased $6.5 million to $67.0 million in 2005 compared to 2004. This 
decrease is principally due to the increase in expenses discussed above. 

Other income (expense). Total other expense increased $24.2 million to $121.6 million in 2005 from $97.4 million in 2004. 
Interest expense decreased $57.9 million to $46.4 million in 2005 mainly due to the transactions associated with the offering which 
substantially de-leveraged us and provided a decrease in interest expense. In addition, in connection with the offering we repurchased 
our series A preferred stock (together with accrued and unpaid dividends thereon) which eliminated dividends and accretion on our 
series A preferred stock for the twelve months ended December 3 1,2005. The dividends and accretion on our series A preferred stock 
were being reported as interest expense under SFAS 150. In connection with the offering, we also refinanced our old credit facility 
and repurchased andlor redeemed the 9 I 0 2 % notes, the floating rate notes, the 12 I 0 2 % notes and the 1 1 7 0 8 % notes, which 
resulted in significant charges of $87.7 million due to fees and penalties paid on the repurchaselredemption and for the write-off of 
unamortized debt issuance costs. Earnings from equity investments increased $0.4 million to $1 1.3 million in 2005. For the twelve 
months ended December 3 1,2004, other non-operating income (expense) includes the write-off of debt issuance and offering costs of 
$6.0 million associated with an abandoned offering of Income Deposit Securities. 

Income tax expense. In 2005, income tax benefits of $83.1 million are primarily the result of the recognition of deferred tax 
benefits of $66.0 million from the reversal of the deferred tax valuation allowance that resulted from our expectation of generating 
future taxable income following the recapitalization. The income tax benefit for 2005 also includes deferred tax benefits of $29.3 
million related to the extinguishment of debt and $1.6 million for an adjustment of our net deferred tax assets to an expected federal 
income tax rate of 35% from 34%, in anticipation of higher levels of taxable income in subsequent periods. These benefits were 
partially offset by income tax expense associated with taxable income generated following the recapitalization. During the twelve 
months ended December 3 1, 2004, the income tax expense related primarily to income taxes owed in certain states. 

Discontinued operations. During the twelve months ended December 3 1,2005 and 2004, we recorded a reduction to our liability 
associated with the discontinuation of our competitive local exchange carrier 
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1 NEW ROUTE 
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Fuel Hedges 
By MELANIE TROTTMAN 
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DALLAS-For years, Southwest Air- 
lines managed to fly above the indus- 
try's storm clouds, trouncing rivals with 
a hard-to-match formula of low costs 
and low fares. Now it's facing a painful 
role reversal. 

Its revenue growth has slowed, its 
costs are mounting, and its resurgent 
rivals have torn key pages out of its 
playbook. The shifting landscape has 
Chief Executive Officer Gary Kelly con- 
templating such major changes as of- 
fering assinned seatinn and interna- 

As Competition Rebounds, 
Southwest Faces Squeeze 
Growth Hits Turbulence 
For Low -Cost Pioneer; 

tiongflights for tho first time, and cur- followed 9/11, Southwest was one of 
tailing the company's rapid growth. the few carriers to remain profitable. 

"The threat to our future is real," Its costs were far lower than those of 
Mr. Kelly wrote ina four-page memo to its rivals, and its web of short-haul do- 
his managers last'month. "Now is the mestic flights allowed it to operate 
time to lead." more efficiently. Mr. Kelly shrewdly 

During the slump in air travel that Please turn to page All 
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MARKETS 

Demand Continues for Debt 
In the investment-grade Year-to-date, Standard & Investors Rush In bond market, share buybacks Poor's Leveraged Commentary 

have helped fuel the borrowing & Data Group reports $305.14 To Take On Risk; binge. May saw more than $102 billion in loans were issued com- 
billion of new debt issued, ac- pared to $209.41 billion for the Bonds Edge Lower cording to Thomson Financial, same period a year ago. That 
rankingas the third-busiest sup- growth was largely fueled by an 

By CYNTHIA KOONS ply month on record behind the increase in loans sold to institu- 
Marchs of this year and last. tional investors, rather thanthe 

It might sound like an ad for Riskier junk bond supply for the loans that are held by banks. 
mortgage financing circa last month is $23.4 billion, second qeanwhile, the flood_, f new 
summer, but itJs true: There's only to November's record of debtinthehigh-yield% 4 mar- 
never been abetter time to bar- $29.2 billion, according to ket hasn't widened risk premi- 
row money in the credit mar- T'homson's data. umdWithin the past week, the 
kets. For investment-grade bond- Lehman Brothers U.S. High 

Companies, as well asthepri- holders, "the concerning part is Yielaindex showed risk premi- 
vate-equity firms that are buy- more and more of this supply is umshit a record low of 232&a- 
ing them, have found a reliable, going to shareholder-friendly S ~ S  points over Treasurys. ' 

and ,-heap source offinancing in actions like stock buybacks and 
the debt markets where inves- dividends," said Mark Kiesel, ex- Bonds Edge Lower 
tor demand continues un- ecutive vice president of money A 
abated, no matter how risky the manager Pimco. ''You're seeing s Investors Await Data 
borrower. more and more ofthe wealth go- Bond prices were buffeted 

Though buyers have grum- ing to the shareholders rather by a heavy slate of economic 
data yesterday, but ended only bled over individual debt deals, thagig $v~,O~~ff."inCreaSS modestly lower as investors got 

and even secured some protec- 
tive provisions in a handful of ing t%e value of a .c,?ppanyls ready for key manufacturing 
cases, there,s little sign that the shares outstanding, aren't fa- and payroll data, both set forre- 
incredibly accommodative debt vored by bondholders because lease today. 
markets will suddenly become they don't promote the genera- The day was indeed a big one 

more discerning when it comes tionbf cash flow that c ~ u l d  pay for economic numbers, the life- 
down debt. They also wedken ex- blood of the Treasury market, 

financing the current frenzy istivg bondholders1 claims on even as the market closed with of leveraged buyouts. assets should a company stum- small losses felt mostly in The premium investors ble default. shorter-dated maturities. 
,'charge 'Ornpanies 'Ompen- Year-to-date, Mt Kiesel's fig- Investors started off the day 
'@ them for risk has ures indicate that investment- by confronting a revised esti- 

' shrank reach near Or grade supply is 20% greater mate of first-quarter U.S. eco- bws in even though the than the year-earlier period. nomic growth that saw an al- 
new debt raised is beingused to But he said, spreads in the Leh- ready anemic gain of 1.3% 
finance activities that man Credit Index are at 0.83 per- hacked down to a 0.6% advance, 

poorly for centage point over Treasurys, the weakest advance in four 
buybacks and leveraged near eight- to nine-year lows. years. Released at the same 

buyouts. Spreads in investment-grade time, the government also said 
Some market participants are usually about 100 basis claims for jobless insurance fell 

$Y?Z$.S~.~~~~@~B, . w * # ~ w r e  points over Treasurys, he said. last week for the sixth time in f ~ e r a b l e  t an they realize. "Basically the market is tak- seven weeks, dropping by 4,000 
'while credit risk in the ing the supply, the 20% increase to 310,000. The four-week aver- 

market is rising, it that insupply without seeing amate- age-which economists use to 
investors have not paid much at- rial widening in spreads, that gauge underlying labor-market 
tention," Diane Vazza, manag- tells me the demand still is trends-rose by 1,000 to  
ing director at Standard & pretty strong for credit risk," he 304,500. 
Poor's said in her latest report. said, The benchmark 10-year note 
"$he declineincredit quality as- In the junk-bond and lever- was down 3/32 point, or 
sbciated with the increased use a&d-loan markets, asgood por- $0.9375 per $1,000 face value, 
of leverage has not held back tion of the debt is being used to at 96 30132. Its yield rose to 
spread compression." finanriebbuyouts. 4.892% from 4.880% Wednes- 

She cited the low default "Deals are getting so large at day, as yields move inversely to 
rate, calm financial markets and this point it seems a lot of the prices. The 30-year bond was un- 
resilient economy as reason sin- private-equity shops are going changed at 95 31/32 points to 
vestors seem willing to take on into the leverage loan and the yield 5.011%. 
credit risk. high-yield market for funding, 

, In both the high-yield and . as a result we're seeing a bit of a 
a h - g r a d e  markets. May has so pick up in high yield," Eric Tut- 
far ranked as one of the busiest terow, managing director at 
supply months on record. Fitch Ratings. 

Rates herease 
For Mortnnaes 



'l'he Co lming Credit lVle 
By Steven Rattner  b[(blv ' centage points. That's less than 8% 

money for high-risk borrowers. 

T he subprime mortgageworld has So robust has the mood become 
been reduced to rubble with no that oroviders of loans now rush to of- 

lltdown 
credit-challenged borrowers, those 
withat least oneratingstartingwitha 
"C." SO far this year, that figure is at 
33%. No exaggeration is required to 
pronounce unequivocally that money 
is available today in quantities, at 
prices and on terms never before seen 
in the 100-ulus vears since U.S. finan- 

Cheap Money 
Spread bet, mued i t  h d s  ard U S  

1 lasting impact on another, fer";epncing"at everlowerrates, ter- 
larger, credit market dancing on an rified that borrowers will turn tooth- 

Trwle,;987.2W7, In b/&ii 
equally fragile precipice: high-yield ers to refinance their loans, leaving 
comorate debt. In this fast-erowine the orininal lenders with cash on 
arena of loans tobusinesF-the; ~hicht~e~willearnevenlessinterest. 
days, mostly, private equity deals- Between Jan. 1 and April 19, 8ll5 bil- 

cial markeis reached full flower. 
Led by private equlty, borrowers 

have rushed to avail themselves of lendingproceedsasifthesubprimede- lion of debt was repriced, represent- 
bacle were some minor skirmish in a ina 29% of all bank loans in the U.S. seemingly unlimited cheap credit. 

From a then-record $300 billion in 
2005, new leveraged loans reached 
$500 billionlast year and are pacing to- 
ward another quantum leap in 2007. 

Even leadinn buvers of loans. such 

little known, far away land. 
How curious that so many in the fi- The current inflated 

nancial community should remain 
blissfully oblivious to live grenades pricing of high-yield 
scattered around the high-yield play- 
ing field. Amid all the asset bubbles 

bonds wiU earn an 
that we've seen in recent years- impressive place 

as Larry Fink, &ef executive of Hack- 
Rock, say "we'reseeing thesamething 
in the credit markets" that set the emerging markets In 1997, internet 

and telecoms stocks in 2000, perhaps in \he pantileon 
emerging markets or commercial real of invest Inent manias. 

200 

Soune: JP Morgan 

stage for the fall of the subprime loan 
market. 

Why should so many theoretically 
sdphisticated lenders be willing to bet 
soheavily ina casino withparticularly 
poor odds? Strong economies around 
the world havepusheddefault rates to 
an all-time low, which has in turn 
lulled lenders into believing these 
loans are safer than they really are. 
Just 0.8% of high-yield bonds de- 
faultedlast year, thelowest in modern 
times. And with only three defaults so 
far this year, we've luxuriated in the 
first default-free months since 1997. 
Bv comoarison. hinh-vield default 

estate again today-the current in- 
flated pricing of high-yield loans will 
eventually earn quite an imposing The low spreads have been accom- 
tombstone in the graveyard of other panied by less tangible indicia of im- 
nreat oast manias. omdent lendinn oractices: the easine 

market could readily unravel before 
the next recession. With the balance 
sheets of manv leveraned buvouts 

hew classes of securities where the 
ans have been resliced to (theoreti- 

tailor the risk to soecific inves- 7 In kecent months lower credi t ,  bf loan conditydns (''covenants: a; 
bonds-conventionall; defined asBB+ they are known in industry parlance), strungtaut, a m~ldbreez~couldtbpple 

afew, causlng the value of many lever- 
lor iastes But in the case of subprune 
hortgages, t h ~ s  securitizat~on process 
bent awry, as buyers and ratlng agen 
clesal~ke m~sunderstood thenatureof 
h e  gamble Inherent In certmn instm- 

and below-have traded at a smaller options for borrowers to pay interest 
risk oremium (as cornoared to U.S. in more oaoer instead of cash. financ- aaed loans to tumble as  shaken lend- 
~reaiuries)  than ever before in his- ingstodili;erlargedividendstoshare- 
tory. Over the past 20 year., t h ~ s  mar- holders (generally private equity 
gm averaged 5.42 percentage points. firms1 and perhaps most 11r.ponantly. 
ShonlybeforetheAsiancrisisin1998, a general detenoration in the credlt 
the spread was hoverlng just above 3 quality of borrowers. 
percentage points. Earlier this month, In 2006,arecord 20.98of new high- 
it touched down at a record 2.63 per- y~eld lending was to particularly 

ers reconsider their follv. 
The surge IT junk ~dans  has also 

been fueled by a worldmde glut of h- 
auidlty that hasdescendedmoreforce- 

$en& 
I Assessing the likely consequences 

d fa  correction is more dauntine than f;Uv on lendinn than on eauitv invest- 
rates habe averaged-3.4% since 1970; 
higher still for paper further down the 

~ng: ~ur ious l~ inves to r s ' s e~m quite 
content these days to recelve de mini- 

merely piediking its inevitabiliry.~he 
?ray oflenderswith wounds tolickis 
likely to be far broader than we mght totem pole. 

Like oast bubbles. thecurrent ahis- 
mis compensation for fmancing edgy 
com~anies.while simultaneouslvfear- ihagine a result of how widely our;n- 

ci$asi&ly effinent capital markets 
h ve spread these loans. No one 
s[ould be surprised to fmd his wallet 
likhtened. whether out of retirement 

torlcal jerformanceof hgh-yield mar- 
kets ha5 led seers and prognosticators 

lng equity markets. The pnce-toearn- 
lngs ratlofortheS&P500index1scur- 
rently hoverma r~ght  around ~ t s  THE WALL STREET JOURNAL. 

K t l ~ d  8 M, I R ~ R  0 .  Lh,u I'NE., CI ( I , .~IV~')  
to proclaim yet another new para- 
digm, one In whch (to thelr thnkingJ 
thelikellhoodofbankruptly hasdlnun- 
 sheds so much that lendersneed not de. 

20-vear averaeeif 162. leaeues below 
L Gardon Crwltr 
Alblirhrr 

M-s W. Brsuchli. Managing Editor 
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thei9.3 times-it reached ai the height 
ofthelastgreat equity bubblein 2000. 

sFngs ,  a n  Investment pool or even 
the earnings on their insurance policy. 

The b ie r -and  harder-question mand the same added yield over the 
DEP- MANAOVIC EDITORS: 
Dsvllel Bertrblm,Sen,or De~ury; John Buss.*; 
Ed!mld QelunLII; *Ul M.  lnsdmln S ome portion of this phenomenon 

seems to reflect tastes in Asia 
and elsewhere, where much of 

the excess liquidity resides: Forelgnin- 
vestors own only about 13%of U.S. eq- 
ultles but 43% of Treasury debt. In 
search of higher yields, these invps- 
torsare movingintocorporateand sov- 
ereien debt. Todav. the debt of coun- 

Treasury or "risk-freep'rate that they 
did in the past. 

To be sure, the emergence in the 
past 20 years of more thoughtful pol- 
icy making may well have sanded the 
edges off of economic performance- 
what some economists call "the Great 
Moderation"-thereby reducing the 
volatilitv of financial marketsand con- 

iswhetherthe correction wili trigger 
tlfe economic equ~valent ofa multi-car 
crash, in whch the initial losses incur 
latge ehough damages to sufficiently 
slbw spending enough to bring on re- 
chsion, muchlike what happened dur- 
ing the telecom meltdown a half- 
d d ~ e n  years ago. 

But we have little choice but to  sit 
back and watch t h s  car accident hap- 
p m  It would have been a mistake to 
&match the Federal Reserve to de- 

sequentiy the amount ofenra Interest 
that investors need to justlfy movlng 

trie;llke ~olombia trades at less than 
twopercentagepointsaboveU.S.Trea- 

Ned U p h u t %  DOW Jones Newsw~res 
Managing Ediror 
IllrhwlA Rtron.u.. Indcrpr 
AM samkw, vcnrvres 
s m n  D. ~lhdlorn. ~ i ~ n ; i a ~ ~ n r o n n o t i o n  servims 

ube", *bbo"d."l, cimu1arion Markelins P.d 
Brrolrrt, Xmlor M e  ARident, Ommtionr; Sdly 
Brophy, Bmnd& Research: W h  E. C w ,  Jr., 
InnrnurionuS Jnd S. G c l m  Tprhnoiw; M a n h  
A Goldbem. Ihlnrhirelkwlopmcnc Wchrel J. 
B O W ,  BCegmC.4 Sdunon% &?md BeM. 
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away from Treasuries. 
But to  think that comorate reces- 

suries, compared to 10 percentage 
ooints five vears aeo. f lde  the dot-com mania or the hous- 

ingbubble. And it would be a mistake 
now for the Fed to rescue imprudent 
hi&-yield lenden. Thev have to learn 

slons-and the attendant collateral 
damage of bankruptc.es amongoverex- 

perhaps-the ni;spricing of high- 
yield debt has beenexacerbated bythe 

aomnUn, c~&ifilpd venlyrOl: s t y v t  6. m ~ e ,  
Legol; &?UY m c h  Sealem LUonniw John J. 

tended companies-have been out- 
lawedwould be as foolhardv as believ- 

surge in derivatives, agenewly useful 
lubricant of the fmancial.markets. 
Banks hold farfewerloans,these days; 
mostly, they resell them, often to 
hedne funds. which freauentlv laver 

thGhard way. ~opefulli, not too many 
innocent bystanders will share their ingthat mortgagesshouldbeissued to 

home buyers with no down payments ?mi01 PrnjerP Jender U Shaml Marketing& Oordon M c L a Q A ~ s i d ~ n l  
Ublich'clutions. David WschDI, Advertising EUl G r u ~ a k l s  Manoglng Edimr. WSlrom 
furtstirm b weLnblm Ssles sentezv: Andrew T. B r b n  J. ~ : ~ m  p ~ e s i d ~ n ~ .  Advrmrins 

pain. 
and no verification of financial status. 

And iust as the unwindine of the on still moreieverage, thereby ixaier- Mr. Rarmer is managing principal 
bating the risks of the private investment firm Quad- 

Anothe~popular destination is in rangle CroupLLC. , 
subprlie market occurredat ;timeof 
econornlc prosperity, the hlgh yle d 



try's sizable black-market economy, 
are equal to 27% of Italy'sgross domes- I 

lar in 
tukee. 
layed 

;n ker- tic product. That's more than the coun- 
nto a I tryspendsonpensionsandhealthcare I Market's Jitters 

..---"--..--"--?. -- --  maw. ~ - - " ~ s T ~ m m 6 ~ ~ m e ~  
The government of Prime Minister store owners declare an average of 

Romano Prodi estimates that unpaid €16,600, less than the yearly rent on a 
taxes, including income from the coun- Please turn to page A 9  
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combined. 
Italy's public debt is a staggering 

106% of its GDP, andis the third largest / Stir Some l+ars 
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#-Home Kids 
zper Home Care, but Medicaid 

Takeover -Related Debt 

national debt pile after Japan and the 
U.S. The country3 sovereign debt rat- 
ing has faced three downgrades in the 
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For Buyout Boom 
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ize; Ronnie's Journey 
home to receive 24-hour care for the 
few weeks she was expected to live. 

Ronnie outlived expectations and re- 
mains here, more than 100 miles from 
her home. She doesn'tgo to school. Her 
world consists largely of the home's 
long corridors, its atrium with a big- 
screen W and her room, withitscinder- 
block walls painted blue. 

About 4,000 children nationwide 
live in nursing homes, according toMed2 
icaid-a small, oftenhidden population 
that has woundup inthese incongruous 
settings, often against their parents' 
wishes. While some of the homes cater 
to children, many are traditional facili- 
ties designed for the aged. Their staff 
may dote on youngresidents but areof- 
tenmore familiarwithgeriatrics andde- 
mentia. Visits to family may be limited: 
Nursing facilities often give away resi- 
dents' beds if they spend more than 10 
nights a year away fromthe home. 

"Any child in a nursing home is so 
outrageous-it offends the sensibili- 
ties," says Ruby Moore, executive di- 
rector of the nonprofit Georgia Advo- 
cacy Office, a federally chartered 
group that supports the disabled. 

But for these families, there is often 
no alternative. Parents rnayseek helpaf- 
ter their disabled child suffers a life- 
threatening emergency, or a divorce 
leaves a single working parent without 
time orresources for child care. Depend- 
ing on what institutions are located 
near the family, a child may be sent to a 
group home, astateor privateschool or, 
ofteninthe case of the most severe dis- 
abilities, to a nursing home. A total of 
about 26,400 children are in out-of- 
home facilities across the country. 

Home care isn't an option for many 
parents. Medicaid, the federal-state 
program that insures people with low 
income or disabilities, automatically 
pays for nursing homes. It's up to indi- 
vidual states to decide how much they 
will pay for in-home services, Few 

Please turn to page A10 

Gets Chilly Reception; 

sistance yesterday, bankers and inves- 
tors began to wonder whether the 
tremors coursing thromh the nation's 
debt marketssi~naled &at the buyout 

By Serena Ng Tom Lauricella 
and Michael Aneiro 

boom is injeopardy or just suffering a 
temporary setback. 

Much of the recent record yave of 
takeovers has been built on Qo 
money, fueled by easy credit ter Ywed sand 
low interest rates. But on Tuesday, in- 
vestors rejected a $3.6 billion buyout- 
related bond-and.10~ deal by U.S. 

Is Change In the Wind? 
+ Series of tremors threaten to  
roil placid markets .............. A2 

+ Banks behind buyouts may 
see revenue starting t o  dry up. 
Heard on the Street .............. C1 

Investors wonder if deals will 
falter a s  risk rises ................. C1 

Foodservice Inc., the nation's second- 
largest food distributor, which subse- 
quently pulled the bond offering and 
postponed plans to sell the loans. 

That left 'underwriter6 of U.S. 
Foodservice, which is being acquired 
for $7.2 billion by private-equity 

Please turn to page AU 

*Based on the value of shares ~urchased anddebt 
assumed in takeovers 
Source Thomson Financial 
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Market's Jitters Stir Some Fears fbr 
Continued from Page One 
firms Kohlberg Kravis Roberts & Co. 
and Clayton, Dubilier & Rice Inc., 
holding the debt on their own books, 
something the Wall Street firms 
wanted to avoid. 

There wasn't any similar-sized 
stumble yesterday. But Catalyst Paper 
Zorp., citing "adverse" market condi- 
tions, scrapped a $200 million offer- 
mng ofFjyx&&~g$ the Canadian com- 
Dany .Ijidnflcd"to bse for funding its 
~usiness and other investments or ac- 
~uisitions. Meanwhile, underwriters 
ielayed the launch of a buyout-fmanc- 
ng deal for Myers Industries Inc. in 
:he hope that the market would settle 
iown in coming days. Late in the day, 
Magnum Coal Co. became the laJest 
:ompany to postpone a'junk-bond'of- 
'ering, this one for $350 million. 

In Europe, Arcelor Finance, the bor- 
-0wingvehic1e for Arcelor SA, which is 
~eing acquired by Mittal Steel Co., put 
)ff its plans to issue more than €1 bil- 
ion ($1.34 billion) in bonds, citing the 
urbulent debt market. In Malaysia, 
;hipping company called MISC Bhd. 
~ u t  plans for a $750 million bondoffer- 
ng on the back burner. 

In another sign that investors may 
?e developing some indigestion from 
he buyout boom, Blackstone Group, 
he buyout firm that listed shares on 
he New York Stock Exchange last 
veek, fell 2.7% in 4 p.m. composite 
rading yesterday to $29.92, below its 
)ffer price of $31 a share. 

ments. 
Still, it isn't clear if the latest credit- 

market turmoil represents the kind of 
shift in sentiment that Mr. Blankfein 
and others worry about. Mr. Blankfein 
himself, andmany others at the confer- 
ence, said they expected a soft landing 
for the market. Underpinning that 
hope: The global economy remains in 
strong shape. Growthis robust, andin- 
flation and interest rates are low. 

And some deals are still moving for- 
ward, including debt offerings by Dol- 
lar General Corp. and ITT Switches, a 
unit of ITT Corp., both of which are be- 
ing acquired by private-equity firms. 
Banks handling the  Dollar General 
deal intend to sell investors $2.4 bil- 
lion of loans and an additional $1.9 bil- 
lion in junk bonds with provisions that 
give the company leeway if it strug- 
gles. To,entice.investors, the under- 
writen&$~&.been offering higher in- 
terest rates$ 

Other less-risky bond sales were 
completed yesterday, including a $3 
billion junk-bond offering by Commu- 
nity Health SystemsInc., a hospital op- 
erator. 

In recent years, easy credit has al- 
lowed private-equity investors to 
raise gobs of cash to take private 
such corporate giants as student 
lender Sallie Mae, utility TXU Corp. 
and hospital operator HCA Inc., 
transferring them from public mar- 
kets into private hands. The low-in? 
terest-rate loans and boncls Rehjnd 

nancial. Already this year, t,he total 4as PUBLIC 
hit $308 billion. $3-P-22 

If buyers of ihese loans andbonds- 
typically institutional investors, such 
as"bi'g-mutual funds, pension funds, 
hedge funds and endowments-start 
to turn sour on these borrowings, if 
could slow, if not derail, the boom. 

Some big buyout-related deals re- 
main in the pipeline. Investors arelook- 
ing ahead at $250 billion of new debt 
coming to market in the next several 
months. Just this week, Chrysler 
Group, which is being soldby Daimler- 
Chrysler AG, began marketing a debt 
fund raising that will total more than 
$60 billion. 

In addition to demanding higher in-, 
terest rates, investors are resisting! 
many bonds and loans that they be- 
lieve to be too easy on borrowers. In- 
vestors have rejected a number of re- 
cent deals that included "payment-in- 
kind" provisions, which allow compa- 
nies to postpone debt payments to  
their lenders if they runshort of cash. 
Investors also have rejected loans iP 
that are light on certain common per- 
formance requirements, known as 
covenants. 

"A lot of managers are starting to 
get miffed about deals with no cove- 
nants and the fact that underw-riters 
seem to have little regard for the risks 
investors are assuming," said Bradley 
Kane, who manages aportfolio of cor- 
porate loans at SCM Advisors LLC in 
San Francisco. 

these takeovers also increasingly B a a s i n  several cases have been 
The Biggest Risk' give borrowers extra leeway if their stuck 'holding portions of loans ?or 

Taken together, the setbacks are operqtions struggie. bondsthey planned to  parcel out to in- 
toking unease across Wall Street. ( ', Last year, announced private-eq- vestors, something that could make 
The biggest risk we face-and there u i b b u y o d t s i n t h e ~ . ~ .  hit $395biyion them more selective in underw-riting 
re a lot of things that contribute to in value, including the companies' ex- deals. Meanwhile, companies and 
his risk-would be a very big crisis isting debt, according to Thomson Fi- their private-equity buyers face big- 
n the credit markets," Lloyd Blank- 
ein, chief executive of Goldman 
lachs Group Inc., told an audience as- 
embled for The Wall Street Journal's 
Ieals & Deal Makers conference. A 
sentiment shift," he said, "could un-! 
avel very quickly" the vast wealth 
hat has been created bv the takeover 
oom. 

At the same conference, Treasury 
ecretary Henry Paulson called the 
~arket  jitters "a wake-up call to focus 
n excesses" that have developedinre- 
ent years in the debt markets. 

Several factors underlie the new 
ushback against buyout financings. 
me is the growing awareness that in- 
estors have been demanding very lit- 
e in returnfor the risk they have accu- 
lulated in buying buyout-related 
)ans and debt. Yields on junk bontls, 
rhen compared with ultrasafe U.S. 
reasury securities, hit historic lows 
round a month ago. The near-col- 
lpse of two Bear Stearns Cos. hedge 
lnds that invest in risky subprime- 
iortgage debt also sparked broader in- 
estor worries about risky invest- 

GLOBAL BUS11 
Rolls-Royce PLC I - EADS I 
Singapore Airlines to Buy 
~n&es for 20 A350 ~ e k  
Aircraft-engine maker Rolls-Royce 
PLC said it won a n  $800 million or- 
der with Singapore Airlines Ltd. 
to supply its Trent engines for a 
fleet of 20 Airbus A350 jets. The 
price the company quoted is a list 
price. Singapore Airlines operates 
58 Boeing 777s powered by Trent 

, 800 engines and five Airbus 
" A340-500s with the  Trent 500. 
Rolls-Royce's Trent extra-wide- 
body, or XWB, is  the only engine of- 
fered on the A350 extra-wide-body 
twinjet, according to the British 
company. Rolls-Royce shares 
slipped 0.5% to 530 pence ($10.60) 
in London. 

-Associated Press 

I Probe Attributes Difficulties I I 
To Management Errors 
Management errors and an internal 
power struggle contributed to the diffi- 
culties of Airbus parent company E w -  
pean Aeronautic Defence & Space 
Co., a French Senate investigation 
found. Senator J e a n - h p i s  Le Grand 
said the struggle between former chief 
executives Noel Forgeard and Philippe 
Camus "created a disturbance that con- 
tinues to exist." He blamed "manage- 
ment errors," the strong euro and 
EADS's "very complex" management 
system for its woes. He also suggested 
the company was overly optimistic in 
its forecasts for sales of the A380 dou- 
ble-decker supe jumbo. Airbus is strug- 
gling to turn itself around after profit- 
b r u i s i ~  delays to the A380. 



ars for the Buyout Boom 
s year, the total has 

1 
ger drains on their cash flow as their 
interest costs rise. 

The debt offering by U.S. Foodser- 
vice is emblematic of the type of deal 
that just a month or two ago was get- 
ting snapped up, largely by hedge 
funds. 

Tuesday evening, a group of Wall 
Street underwriters canceled a $1.55 
billion bond offering and a $2 billion 
sale of corporate loans for U.S. Food- 
service after failing to find enough in- 
vestors to take on the debt. The banks 
had to provide the $3.6 billion debt on 
their own via a "bridge" loan, in addi- 
tion to a $1.3 billion revolving loan, 
which the company can draw down as 
needed. 

On the surface, U.S. Foodservice 
ought to have been an attractive in- 
vestment. The company, which dis- 
tributes food to 250,000 restaurants, 
hotels and schools nationwide, pro- 
vides the kind of stable cash flow that 
debt investors like. 

r run short o cash. 
,e rejected loans Reception 

am comm n per- But when bankers began to shop 
n ts, kno as the offering around two weeks ago, 

d e  r s 

they met a frosty reception from ana- 
2rs are sta ing to lysts and portfolio managers at big 
A s  with n cove- mutual-fund companies and other po- 

tential buyers. The offering was han- 
r the risks dled by Citigroup Inc., Deutsche Bank 

ling," said Bradley AG, J.P. Morgan Chase & Co., Morgan 
aportfolio of cor- Stanley, Goldman Sachs and RBS 
vl Advisors LLC in Greenwich, and now sits on their 

books. The banks hope to distribute 
1 cases have been the loans and bonds to investors in 
tions of loans or the months ahead. 
to parcel out to in- Investors were concerned about 
, that could make the large amount of debt U.S. Food- 
e in underwriting service was taking on to finance the 

companies and 1 buyout. For such risky loans, they 
{ buyers face big- ' typically look for protections should 

the company run into trouble. One 
protection is collateral to seize if the 
company goes into default. But most 
of U.S. Foodservice's assets are al- " 
ready securing other debt obliga- - 
tions. 

The loans in the deal also included 
few covenants, and the bonds in- 
cludedpayment-in-kind features. Nei- 
ther of those factors sat well with po- 
tential investors, who refused to buy 
the debt unless these provisions were 
changed. 

"We didn't think investors were 
being compensated for the risk," said 
Andrew Cestone, head of the high- 
yield team a t  Evergreen Invest- 
ments, a money-management arm of 
Wachovia Corp. Evergreen turned 
down the deal. 

Market participants said hedge 
funds, which had been reliable buyers 
of even the most speculative offer- 
ings were also suddenly absent from 
the marketplace. 

It quickly became clear that the 
deal would struggle, participants 
say. Underwriters shopping the debt 
were soon making calls to investors, 
asking what would make the dea) 
more enticing. The main demands 
fro,m potential buyers were struc- 
tukal-get rid of the payment-in-kind 
feature and add in covenants. Then 
there were the returns being offered 
investors; the yields being offered 
were below what fund managers 
thought they needed to offset the 
deal's risk. 

But the underwriters said they 
couldn't budge. They also didn't cede 
much ground on price. And investors 
continued to say no thanks. 

-Gregory Zuckerman and Dana 
Cimilluca contributed to this article. 

IBAL BUSINESS BRIEFS 

IS Difficulties 
t Errors 
and an internal 
ibuted to the diffi- 
2nt company Euyo- 
!fence & Space 
investigation 
.Franqois Le Grand 
ween former chief 
;eard and Philippe 
iturbance that con- 
,lamed "manage- 
,ong euro and 
x" management 
He also suggested 
erly optimistic in 
j of the A380 ~ O U -  

30. Airbus is strug- 
.ound after profit- 

People's Unlted Flnanclal Inc. 

Chittenden to Be Bought 
In Deal for $1.9 Billion 
People's United Financial Inc. said it 
planned to buy Burlington, Vt., bank 
Chittenden Corp. for $1.9 billion in 
cash and stock, or $37 a share. Peo- 
ple's, a Bridgeport, Conn., bank, said 
the purchase price is 55% cash and 
45% stock. Chittenden has $6.4 billion 
in total assets and about 130 branches 
in Vermont, Massachusetts, New 
Hampshire and Maine. People's has 
160 branches across Connecticut. The 
consolidated company will have assets 
of about $22 billion. Vermont Bankers 
Association President Christopher 
IYElia said consolidation in the indus- 
try was being driven by interest rates, 
regulatory burdens and "the cost of do- 

National Basketball Assoclatlon 

TV Deals Are Extended 
In Eight-Year Agreement 
The National Basketball Associa- 
tion has extended its television con- 
tracts with the ESPN sports cable chan- 
nels, their ABC network parent and the 
TNT cable channel. The eight-year ex- 
tensions continue through the 
2015-2016 season. The current six-year 
contracts expire at the end of next sea- 
son. Financial details weren't dis- 
closed. The previous deal paid the NBA 
an average of $765 million a year. The 
digital rights include the ability for the 
networks to show games live and , 

other content on digital media. The 
deal covers any outlet ESPN develops 
between now and 2016. ABC and ESPN 
are owned by Walt Disney Co.; TNT is 
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1 Dogs Investors 
1 I n  Some Funds 
I Rising Risk Premiums 
I Hit High-Yield Holdings; I 'I Wouldn't Be an Owner' 

I By SHEFAL1 

I NVESTING IN MUTUAL funds hold- 
ing "junk" may be getting costlier. 

Prices for so-called junk, g r  
high-yield, bonds have fallen in m e n t  
weeks, partly thanks to rising yields 
.pas$er bonds, like Treasurys. Iqy s- 
tors are also pulling back from ris d er 
h p d s  like these amid worries aboqt 
the mortgage market and troubles at 
two Bear Stearns Cos. hedge funds. 

Money managers are also shying 
;away from the slew of new junk bonds' 

coming to the mar- , 
. ket. Just yesterday, FUND 
meat-processing TRACK 
company Swift & 
Co. had to withdraw its $600 million- 
junk bond offering, the fifth such deal 
to have soured in the past two weeks. 

Mark Hudoff, a high-yield manager 
at Pimco, says that so far "the generic 
assumption was that if [a company] 
had a little bit of cash flow, you could 
lever the lights out of it1'-referring to 
leverage, or the practice of borrowing 
heavily by issuing new bonds. "I think 
investors are rejecting that." 

This wariness is hurting bond 
prices-and by extension, the mutual 
funds that invest in them. The average 
junk-bond fund is down 1.5% for the 30 
days ended July 6-the category's 
worst monthly performance since 
2005, according to Morningstar Inc. 
Until now the category has been doing 
well: Over the past 12 months through 
Friday, it's up 10.5%. 

Financial advisers say this marks a 
good time for investors to re-evaluate 
their high-yield holdings. Currently 
the average high-yield bond is giving a 
yidd of onlj. about three percentage 
pofnts more than U.S. Treasury bonds, 
which are among the safest invest? 
ments available. For comparison, as re- 
cently as 2002, that gap was around 
nine to 10 percentage points. 

"I wouldn't be an owner of a high- 
yield bond fund right now," says Kurt 
Brouwer, a fee-only financial planner 
in Tiburon, Calif. For investors already 
holding these funds, he advises reduc- 
ing the allocation to around 5% or SO of 
their overall portfolio. , 

Investors have already started vot- I ing with their feet, pulling out more 
than $1.6 billion from high-yield funds 
and exchange-traded funds in the four 
weeks through July 3, according to 
AMG Data Services. Previously, inves- 
tors were pouring -. money into thz?e_ 
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MUTUAL FUNDS 

Fund Investors Lose Interest in Junk Bond2 
Continued from page Cl Levin, who hasn't had any allocation to the end of the last year, that there wasn 
funds, which have seen inflows of $3.7 bil- hi 
lion through July 3-more than last year's 
total inflows of $2.7 billion. 

High-yield funds and ETFs tracked by 
AMG currently hold about $133 billionin as- 
sets, up from $120 billion at the end of 2005. 

Some funds that aren't focused on junk 
bonds can still hold size 
yield debt. For example; some "income" But observers are starting to see hints 
fundslikethe kanklinIncomeFundorthe that the bull run in these bonds could be 
First American In- running out of steam. 
come Builder fund- For instance;investors x 

which hold both stocks have recently shown 
and bonds-hold more less appetite for new 
than a quarter of the junk bonds issued by 
portfolio in these companies being - 

bonds. bought out by private- 
Also, many tradi- equity firms, saying Lipper Indexes 

tional bond funds, with they often have too few 
titles like "core" or "to- protections for inves- PERCENI CHANGE FROM 

tal return" in their tors. The Merrill Lyltch f$&pd PREUM aon . CLOSE PREV AGO WK DE(; 

name, have the ability 
to buy junk bonds, 

High-Yie1d In- Large-Cap Growth 3976.23 4 . 0 9  +2.47 +lo.! 
dex of junk bonds has Large-~ap core 3099.69 4 . 1 0  +1.95 + 9.4 

along with a variety of fallen nearly 2% since Large-Cap Value 14419.65 +OM 4 . 6 4  + 9.6 
other bonds. the start of June. Multi-Cap Growth 3795.81 +O.U +2.58 + U . l  

Multi-Cap Core 1048.45 4 . 0 8  +1:96 +11.C 
Advisers say more- Giventhe CWent en- ~ ~ 1 t l - c ~ ~  value 6262.84 4 . 1 4  +1.94 + 9.1 

diversified funds like vironment, it's increas- Mid-Cap Growth 1020.12 4 . 2 8  +3.27 +18.4 
these may be a better ingly important for ;{::$ kEe 
bet in the current environment, as opposed fund managers to do homework before buy- 
to fund focused primarily on junk bonds. ' l t  ing a junk bond. I t ' s  no longer a market 
is useful to use a bond fund that has some where the risiqg tide lifts all ships," says Di- 
flexibility in its fundamental investment ane Vazza, managing director for global 
strategies, so the manager can change fixed-income research at Standard & Poor's. 
when conditions change," Mr. Brouwer Some fund managers are now becoming 
says. more cautious. Many are buying better- 

Ross Levin, a fee-only adviser in Edina, quality high-yield bonds, or different secu- 
Minn., says investors who have been buy- rities altogether. 
ing these funds for their high yields need to 'We've been set up kind of defensively 
ask themselves if the current risk is worth for the past six months or so," says Tom 
the potential reward. "High-yield is junkier Huggins, co-manager of the EatonVance In- 
than it's been in a long time," says Mr. come Fund of Boston. 'We just thought at 

1013.55 4 . W  +2.12 +U.4 
1591.87 -0.02 +2.13 +U.7 

~mal l -cap  Growth 763.62 +o.U +1.51 + U . i  
Small-Cap Core 605.43 +0.23 +2.?7 +U.C 

: ~ ~ j ~ , " , " ~ $ d  
1003.42 4 . 1 1  +2.00 +10.7 
6275.68 4 . 1 1  +1.72 + 9.3 

Q l e n c e a n d k h  ~d 846.24 ~+0.33 +3.05 +U.7 

!i;;;:(ae'dKi!"nd 1500.62 6727.01 4.54 4 . 2 2  +2.72 +1.31 + +14.5 7.1 
Bond-Fund 
short lnv Grade 278.55 +0.06 -0.05 + 1.9 
lntmdt Inv Grade 335.49 4 . 2 1  -0.40 + 0.3 
US Government 434.59 +0.19 -0.42 + O,C 

477.43 4 . 2 0  -0.37 + 0 1  
Debt 1191,60 +0.18 -0.48 + 0,1 

~ ~ ~ ~ d , e x , e / ~ b ~ $ , " d ~ ~ ~  ~ ~ : u f J ~ ~ f ~ ~ ~ ~ : ~ ~ ~ ~ ~ { ~ ~ & ~ " , ~ O b J '  
Source: Lipper In 

- 
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Corporations have trouble borrowing r 

I 

I 

XM. ~irius  an a la carte offerings, I 

So-called easy money has fueled 
the buyout boom on Wall Street 
and motivated companies such as 
Expedia to borrow money to b d  
stock buybacks. But the tqtening 
of credit conditions is c r eam aigst 
on Wall Street because of fears that 
hgher borrowing costs will slow 
down deal volume. 

However, there was no shortage 
of deal activity Monday, with a ma- 
jor merger in the energy patch 
well as a handful of private-equity- 
driven deals (stbry, 3B). '%u still 
have a lot of deals going on." Risp 
miller s s. "It's not as e&y, but 
there st#seerns to be activity" 

Subprirne meltdown 
makes lenders Wary 
By Adam Shell 
USA TODAY 

NEW YORK - Accessing once- 
plentiful cheap money is getting 
more dificult - and expensive. 

It's not just folks looking to buy 
or refinance a home that are having 
trouble lining up a loan after the 
subprime mortgage meltdown. 
Corporatiom l o o m  to raise mon- 
ey are also having a to T? he bonuwing mon from nders at 

1 

I 
a 

! 

terms that rnake'X,ancial sense. The issuance dh@- 'eld mrpo- One reason d e h  3 not In the latest Mout caused by the rate debt, dubbed JU$ bonds by dried up is the fact that e cost of 
steep losses suffered by lenders Wd Street, has wtually dried up. borrowing usql'pk-rated" secu- 
who gave money to home buyen This month, corporations loolung rities is still re atlvely cheap com- 
with low incomes and sketchy to raise cash have issued just $816 ared with the cost of neasury 
credit, tighter lending standards are million in lugh-yield bonds, or lOUr gonds, Joy says. While the spread 

to crimp the borrowing with below-investment-grade rat- between junk bonds and a 10- ar p p  
of U.S. corporations. in@. That compares with $9.8 bil- ,Treasury note - which shows rw 

In an environment where risk lion in the final week of June, much lenders charge for added risk. 
has been reintroduced to the mar- Thomson Fmancial says. - has increased by almost a per- 
ket, the people len ' the money The latest example came Mon- centage point since the end of Ma 
are "deman* t 3 e r  terms," day when online travel agenryB to 3.43 percentage points it's std 
such as hqher Interest rates, says pedia said it was scaling back a Ian well below the long-term spread of 
Don Rissmdler, chief economist at to buy back its own stock with {or- 5 percentage pomts. he says. 
Strategas Research Partners. As a rowed money, because "the terms ''The spread has not become 
result, more companies are op ,available". to it in "the'c~rrent~debt wide enough to suggest the market 
not to borrow and shelvirig d% v k e t  environment w e s  simply will seize up." Joy says. hiresto~, 
that are less findcidy attractive. unacceptable." he adds, are closely watching this 

Says Bill Hornbarger, fixed in- 'There's been a sudden reap- week to see if private-equity firm 
cdme strategist at A.G. Edwards, praisal ofrisk in the 'tmkuniverse," Cerberw Capitid Managem& is 
"C* anies are having a harder says David Joy, chie/mket strate- able to get commitments to fqid its 
time kdmg buyers for their debt." gist at Riversource investments. deal for carmaker Chrysler ?pup. 

CorpoTilk debt 
m i s s m e   of^.^ high-yield mr 
porate debt has plummeted this 
month. 

NO. of 
m e  dates A&ounts lsFues 
January SSAbilllon 25 
February SllAWUoh 29 
March ' S189billion 34 
~pri l  $10.9 billion 21 
May S~r~sbjllion 43 
June s z u  binion 40 
jldy(to date) S816mUlion 4 
~ource:momronnmndal 
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Report of unsched~~led material events or corporate changes. 
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Item 1.01 - Entry into a Material Definitive Agreement. 

Qn July 3, 2007, Fairpoint Communications, Inc. (the "Company") entered into Amendment No. 3 to Agreement and Plan of Merger 
(the "Third Amendment") with Verizon Communications Inc. ("Verizon") and Northern New England Spinco Inc., a subsidiary of 
Verizon ("Spinco"), which amends the Agreement and Plan of Merger, dated as of January 15,2007, by and among the Company, 
Verizon and Spinco, as amended by Amendment No. 1 to Agreement and Plan of Merger, dated as of April 20,2007, and Amendment 
No. 2 to Agreement and Plan of Merger, dated as of June 28,2007, in each case, by and among the Company, Verizon and Spinco (the 
"Merger Agreement"), pursuant to which Spinco will merge with and into the Company (the "Merger"), with the Company continuing 
as the surviving corporation. A copy of the Third Amendment is filed as Exhibit 2.1 hereto. 

Among other things, the Third Amendment acknowledges Verizon's submission of a stipulation (the "Stipulation") to the Maine 
Public Utilities Commission in order to obtain a stay of certain regulatory proceedings relating to Maine's Alternative Form of 
Regulation. The amendment provides that, if the stipulation is approved by the Maine Public Utilities Commission, Verizon will 
make supplemental capital additions of up to $12,000,000 by January 30,2008 in order to expand Verizon's existing DSL network in 
the State of Maine. The target working capital amount under the Distribution Agreement, dated as of January 15,2007, by and among 
Verizon and Spinco, as amended, will, subject to a minimum aggregate spending requirement by Verizon, be reduced by the amount, 
not to exceed $12,000,000, that Verizon actually spends in expanding its DSL network in the State of Maine in excess of the 
$1,900,000 previously anticipated to be spent for such purpose. If the Maine Public Utilities Commission fails to enter an order 
approving the Stipulation (either on the terms submitted or in a form with modifications mutually agreed to by Verizon and the 
Company), the Third Amendment will be null and void. 

On July 6,2007, the Company entered into Amendment No. 1 to Master Services Agreement (the "Capgemini Amendment") with 
Capgemini U.S. LLC ("Capgemini") which amends the Master Services Agreement, dated as of January 15,2007, by and between the 
Company and Capgemini (the "Master Services Agreement7'). Pursuant to the Capgemini Amendment, the Company grants to 
Capgemini, subject to the confidentiality provisions of the Master Services Agreement, a perpetual, worldwide, paid-up license to the 
materials created by Capgemini and deliverable to the Company pursuant to any work order under the Master Services Agreement. In 
exchange for the Company granting this license, Capgemini has agreed to provide the Company with a $4 million discount on certain 
future services to be performed by Capgemini under the Master Services Agreement. 

Item 8.01 - Other Events. 

The Company has filed a registration statement, including a proxy statement, and other materials with the Securities and Exchange 
Commission ("SEC") in connection with the Merger. The Company urges investors to read these documents when they become 
available because they will contain important information. Investors will be able to obtain free copies of the registration statement and 
proxy statement, as well as other filed documents containing information about the Company and the Merger, at www.sec.gov, the 
SEC's website, or www.fairpoint.com/investor, 
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Exhibit 2.2 

FIRST AMENDMENT 

T O  

MASTER SERVICES AGREEMENT BETWEEN 

FAIRPOINT COMMUNICATIONS, INC. 

AND 

CAPGEMINI U.S. LLC 

Dated January 15,2007 

(the "Agreement") 

This First Amendment to the Agreement is made by and between Fairpoint Communications, Inc. ("Client?'), having offices 
at 521 East Morehead Street, Suite 250, Charlotte, NC 28202, and Capgemini U.S. LLC ("Capgemini"), having offices at 750 Seventh 
Avenue, New York, NY 1001 9. 

WHEREAS, pursuant to the Agreement, Capgemini has agreed to provide certain Services to Client; and 

WHEREAS, the parties now desire to amend the Agreement as provided below; 

NOW, THEREFORE, Client and Capgemini hereby agree as follows: 

1. Section 6 of the Agreement is amended by adding the following to the end of the section: 

Client hereby grants to Capgemini a perpetual, worldwide, paid-up license to use, copy, modify and sublicense, in 
the course of Capgemini's business, to any Deliverables, subject to the provisions of Section 5 hereof 
(Confidentiality) with respect to any Confidential Information of Client contained therein and, provided that (i) 
any sublicensee of Capgemini shall not have the right to further sublicense the rights granted herein and (ii) neither 
Capgemini nor its sublicensees shall use, copy, modify or sublicense the Deliverables, in whole or in part, either to 
or for the benefit of, any Person that is competing with Client for the acquisition in any manner of communication 
assets or capital stock of communications companies or is competing with Client in the offering of communication 
services in Client's service area now or in the future ("License Restrictions"), including, without limitation, Time 
Warner and Comcast in Maine, New Hampshire and/or Vermont. As used herein, "Person" shall mean any natural 
person, partnership, trust, estate, association, limited liability company, corporation, custodian, nominee, 
governmental instrumentality or agency, body politic or any other entity in its own or any representative capacity. 
Capgemini shall obtain the written agreement 
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of any proposed sublicensee to the License Restrictions prior to such sublicensee using, copying, or modifying the 
Deliverables. 

2. Section 4 of the Agreement is amended by adding the following as subsection (c): 

Capgemini will provide Client a Four Million Dollar ($4,000,000) discount ("Discount") on Services to be 
performed by Capgemini for Client with respect to customer relationship management and billing platform 
implementation, which Services are substantially defined in the draft of Work Order 2 which is attached hereto as 
Attachment C. In order to provide the Discount, Capgemini agrees to perform the customer relationship 
management and billing implementation Services as are substantially defined in Attachment C for Thirteen 
Million Dollars ($13,000,000). 

3. All defined terms in the Agreement shall have the same meanings when used in this Amendment. 

4. Upon the execution by the respective duly authorized representatives of Client and of Capgemini, Paragraph 1 of this 
Amendment shall be effective as of the 15 th .day of January, 2007. The changes effected by Paragraph 1 of this Amendment 
shall apply to all Work Orders under the Agreement, including those entered into prior to the effective date of this 
Amendment. Paragraph 2 of this Amendment shall be effective as of the date of this Amendment and is applicable only to 
Work Order 2. 

5 .  Except as specifically provided herein, all other terms and conditions of the Agreement shall be unaffected by this 
Amendment and shall remain in full force and effect. 

IN WITNESS WHEREOF, the parties hereto have executed this Amendment. 

CAPGEMINI U.S. LLC FAIRPOINT COMMUNICATIONS, INC. 

BY IS/ Dee Burger BY /s/ Peter G. Nixon 

Name: Dee Burger Name: Peter G. Nixon 

Title: Vice President Title: Chief Operating Officer 

Date: 7/6/07 Date: July 6,2007 
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EXPLANATORY NOTE 

The following schedule or attachment was omitted pursuant to Item 601(b)(2) of Regulation S-K. The Registrant hereby agrees to 
furnish a copy of any omitted schedule or attachment to the Commission upon request. 

Attachment C - draft of Work Order 2 (containing specifications for customer relationship management and billing platform 
implementation services) 

Created by lOKWizard www.~OKWizard.comSource: FAIRPOINT COMMUNICAT, 8-K, July 09, 2007 
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FairPoint Communications, Inc. 
State of New Hampshire 
Docket No. DT 07-01 1 

Respondent: Walter E. Leach, Jr. 
Title: Executive Vice President, 

Corporate Development 

REQUEST: Office of Consumer Advocate 
Group I, Set 1 

DATED: April 5,2007 

ITEM: OCA 1-3 1 Please provide copies of any and all documents identifying synergies 
expected to result from the proposed transaction. 

a. Identify any synergies affecting the FairPoint operations 
in New Hampshire. 

b. State whether any synergy savings will be shared with 
FairPoint customers in New Hampshire, and if so, how 
much. 

REPLY: In 2005, Verizon allocated approximately $241 million in costs, 
excluding depreciation, to the Northern New England LEC properties. 
In 2006, this figure increased to $262 million, and FairPoint forecasts 
the allocation amount to be approximately $222 million in 2007. 
These allocations will cease upon closing of the transaction and will be 
replaced in part by the incremental direct costs that FairPoint expects 
to incur to run the properties. Synergies are essentially the difference 
between the allocated costs that go away upon close and the 
incremental direct cost that FairPoint must incur post-close. Using 
2007 as the comparison, we anticipate eliminating approximately $100 
million of the $222 million in allocated costs in areas such as Software 
Depreciation, Programming and Rents that are purely allocations to 
these properties fiom centralized workgroups and corporate facilities 
outside of the Verizon Northern New England footprint. Partially 
offsetting these savings are increased costs in areas such as 
~ n ~ i n e e i n ~  & operations and Finance & Accounting where we 
anticipate, among other things, additional personnel needs to replace 
the centralized functions that will no longer continue. These cost 
increases are expected to total approximately $45 million. The net of 
the eliminated allocations and increased direct costs is expected to be 
approximately $60 to $75 million on a run-rate basis following the 33 
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successful integration. Please also see Fairpoint's response to Staff I -  
1 1 8. 

a. At this time, synergies have not been identified by state. 

b. Synergies that reduce regulated operating expenses reduce the 
regulated revenue requirement. 
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FairPoint Communications, Inc. 
State of New Hampshire 
Docket No. DT 07-011 

Respondent: Michael L. Harrington 
Title: Vice President, Network 

Engineering Services 

REQUEST: Office of the Consumer Advocate 
Follow-Up Data Requests Group I1 

DATED: June 11,2207 

ITEM: OCAFDR In response to OCA 2-46-b, Fairpoint responded: "Mr. Harrington 
11-34 did not testify as to the quality of the local service provided by 

Verizon. In general, Mr. Harrington believes that Verizon's current 
network allows for the provision of quality service." Please explain 
and define "allows for." Is it FairPoint's position that there is not a 
need for network improvement or staffing changes? In FairPoint's 
view, what is preventing Verizon from meeting the PUC-established 
service quality standards? 

The terminology "allows for" is intended to mean that the network 
fundamentals are present for the provision of quality service. 
FairPoint does not take the position that there is no need for network 
improvement or staffing changes, nor does FairPoint take the position 
that change in either is required. Please refer to FairPointys response 
to OCA FDR 11- 17. 

REPLY: 
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B14 Saturday/Sunday, June 16 - 17 2007 

D breakingviews.com I Financial Insight 

Read the 'Risk Factors' 
ternet telephony firm raised $531 million by FarFromEmpty Boilerplate, selling stock, including a targeted offering 
aggressively sold to its own customers. This IPO Out wasn't considered damerous-but these in- - 
vestors launched a flur-ry of costly lawsuits Debutant Firms' Red Flags when the stock faltered. However. had the5 
bothered to read through vonage;s risk fa;-&, 

Companies are naturally averse to expos- $ tors they might have avoided incurring any ' 

ing their warts and blemishes to share- ksses. 
holders. Ironically, they do this most effec- Vonage's t&d risk factor stated that tele- 
tively when they first go public. By law, pro- com prices were falling quickly. No. ' 20 
spectuses for initial public offerings of stock mentioned that Vonage's founder,'Jeffrey 
must contain a section entitled "Risk Fac- Citron, was barred from the securities indus- 
tors!' try for life. And No. 14 dwelled on patent liti- 

These lay out, often in skull-numbing de- gation, including a dispute with Verizon 
tail, all of the things that could go wrong for Communications. The giant telecom firm is 
a firm making its debut. Not surprisingly, as currently seeking to prevent Vonage from 
the U.S. has become more litigious, these lit- signing up any new customers-which could 
anies of potential disaster have grown over effectively kill it. Vonage stock is down 82% 
the years. As a result, investors may be since its IPO last May. 
tempted to treat them as meaningless boiler- Some prospectuses' risk-factor sections 
plate. That would be foolish. aren't even dull. Take Jazz Pharmaceuticals. 

Blackstone Group's pending offering is a The Newport Beach, Calif., biotech warned 
case in point. The private-equity firm's pro- that earthquakes could prove a problem be- 

Source: WSJ Market Data Group 
.. 

cause the company is lo- 
cated near a fault line. It 
also stated that its pri- 
mary business could suffer 
from negative publicity-it , 

sells a derivative of GHB, 
better known as the "date- . 
rape drug," as a treatment 
for narcolepsy. Finally, the 
prospectus cautioned that 
the company's accoun- 
tants warned in 2006 that 
they had substantial 
doubts that it could con- 
tinue as a "going concern." 
The stock has fallen 7% 
since its debut March 31. 

And then there are the 
cases where dry language 

spectus has 62 separate risk factors listed 
over 34 pages. Some of these sound dis- 
tinctly alarming, such as: "Our partnership 
agreement contains provisions that reduce 
or eliminate fiduciary duties of our general 
partner ... and make it difficult to success- 
fully challenge a conflict of interest by our 
general partner!' 

But investors who parsed through this le- 
galese would have come to risk factor 50. It 
stated that if Blackstone were treated as a 
corporation under U.S. tax law, profit to 
holders of its securities would be substan- 
tially reduced. Lo and behold, the leaders of 
the Senate Finance Committee just pro- 
posed doing exactljr that. If the bill is passed . . .. . 

confirms the obvious. Pets.com, an online re- 
tailer of pet supplies, was the iconic flame- 
out of the dot-com era. Within a year of go- 
ing public, the company ran out of,cash. The 
risk factors had duly noted that Web compe- 
tition from the likes of Pet Net, Petbpia and 
Petplanet could make it difficult to4,establish 
the Pets.com brand. 

The company overcame that quite hand- 
ily through ubiquitous commercials featur- 
ing a sock-puppet dog. Alas, this was expen- 
sive. It spent more than $4 on advertising 
for every $1 of sales. This heavy advertising 
only aggravated a more important risk fac- 
tor-cash burn. 

Reading through the fine print of pro- - . .. . . L, ..-- 
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Annex 1 

Here's The Deal 
We'll be afinancially sound and leading New England Company 

BY 
John Crowley, CFO 

FairPoint Communications. Inc. 

The discussion around Fairpoint's plans to merge with Verizon's telephone operations in Vermont, Maine and New Hampshire has sparked some 
opposition, but many positive comments are coming from those who recognize the benefits. 

Like any good company, we respect each viewpoint, and encourage constructive dialog. Now, it is time to focus on the facts about our broadband expansion 
plan and our intention to hire 600 new positions throughout the region. We know thetransaction will be good for customers, employees, shareholders, md for the 
communities we serve. The result will be a financially sound company with strong cash flow, focused on providing great customer service and advanced high-speed 
communication services. 

Financially Sound 

FairPoint is and will be "financially sound" even though some have questioned this. The evidence shows FairPointclearly has the financial resources to 
execute the merger with the northern New England operations of Verizon. We are a publicly traded company, with our stock listed on the New York StockExchange. 
Our company currently has rn enterprise value of approximately $1 25 billion, demonstrating significant financial resources and access to capital even before the 
transaction. Furthermore, we have a proven track record, having successfully acqured and integrated 31 local exchange companies spread across 18 states in just 14 
years. 

We have agreed that Verizon and its stockholders will receive approximately $2.71 billion for their northern New England operations. A little over a bill~on 
dollars of that will 
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come from the issuance of additional FairPoint stock to Verizon's stockholders. The remainder will come from borrowings. Lehman Brothers, Morgan Stanley, Balk of 
America aid other leading financial institutions have already agreed to provide h e  majority of the debt financing that FairPoint will need to complete the transaction. 

Once the merger is complete, FairPoint will be he 8" largest wireline telecommunications company in the U.S. We will be big enough to thrive in today's 
dynamic communications marketplace, without sacrificing the local focus that has been and will be FairPoint's trademark. 

AAer closing, Fairpoint expects to have approximately $1.5 billion in revenues, making it one of the largest companies of any type in northern New 
England. For a local perspedive, our revenues will be roughly the same as L.L. Bean's global sales. Our god is to be a strong presence in New England 

A few critics have speculated about FairPoint's ability to "handle" the transaction-related debt and still fund its other obligations, such as our commitment 
to increase broadband availability. In reality, this transaction will result ina reasonable corporatedebt to equity ratio and, for con~parison purposes, has a more 
conservative financial structure than most home purchases. Again, over $1 billion ofthe purchase price will be equity, which equates to a "down-payment" of roughly 
37 percent-far greater than most people put down on their homes. 

Cash Flow is the Key 

Regardless of the debt and equity composition ofany purchase, the key factor is whether thecombined company after the merger has enmgh cash flow to 
cover its obligations. This is where opponents miss the point. We expect h e  combined company to generate cash flow greater than the amount necessary to cover 
planned network investment, operating expenses, all debt service md dividends to stockholders. There is even potential for additional cash flow growth depending on 
new services and efficiencies. All this adds up to a simple fact: we believe FairPoint will be able to mzke its "mortgage" payments and fund needed improvements, with 
enough money to spare to cover the unexpected. 

As a public company, FairPoint takes seriously its legal obligationsto have a sound basis for all statements we make regarding the financial characteristics 
of our company and the 
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