





FairPoint’s fiscal year ended December 31, 2009, If FairPoint meets the setvice guality
objectives for each performance area specified in Attachment 1 and as averaged over 12
calendar months ending on December 31, 2018, then SO} Plan penalties for 2009 will be
waived. If FairPoint meets the service objectives for some but not all of these parformance
areas as specified above, 2009 SQJ Plan penalties will be reduced by 20 percent for each
performance area specified in Attachment 1 for which FairPoint achieves the service objective
averaged over 12 calendar months ending on December 31, 2010.

2.2

FaitPoint shall adhere to all SQI metrics during the 2010 year and all subsequent years, and
FairPoint shafl pay any SQI penalties which may become due and payable related to FairPoint’s
faiture to meet such mietrics during 2010 and all subsequent years.

2.3. The FairPoint Quality of Service Cornmitment in Exhibit 3 attached to the 2008 Settlement
Agreementf will be amended as follows: {a) reference to DSL will be removed from Section
3.2; and {b) Section 4 will be clarified so that the New Hampshire penalty structure will be
caleulated as it is in Maine, using the percentage “not met” formulation. For purposes of
clarity, identical service quality performance in New Hampshire and Maine will accrue
equivalent penalties for each corresponding period. Notwithstanding anything in this Section
3.3 to the contrary, the Parties egree that FairPoint’s total annual financial exposure to Service
Quality penalties as set farth within the 2008 Settlement Agreement shall not exceed 512.5
miftion per year. At the end of the five (5} year basic exchange retail rate stay-out period (as
set forth within Section 8.1 of the 2008 Settlement Agreement), FairPoint shall be entitled to
petition the Commission for a reduction in Service Quality penaities and revisions to the
Service Quality standards.

2.4. FairPoint's pricing obligations refating to stand-zlone DSL services will terminate on
April 1, 2011, but FairPaint will continue to provide stand-alane DSE serviee and FairPoint will
continue to adhere 1o Verizon' s “for life" service offerings made as of March 31, 2008.

2.6.1. Broadband build sut commitments scheduted for April 1, 2010, will be retargeted for
December 31, 2010. FairPoint hereby confirms its coromitment to spending on broadband
build out a total of at least $56.4 million, and estimates an additional $10.5 miltion is
necessary to achieve 95% availability.

752 FairPoint will adhere to the broadband coverage percentages and the minimum capital
commitment {$285.4 miilion) resulting from the 2008 Order, provided that ail capital
expenditures for New Hampshire, measured in accordance with United States Generally
Accepted Accounting Principles and consistent with capital expenditures reflected in
FairPoint’s audited financial statements, are counted towards the minimum capital
commitment of $285.4 million to be spent by March 31, 2013.

2.5.3 FairPolnt may count, and therefore reduce, its other expenditure commitment of $65M
("OFEC”) by (1) amounts of up to $10.5 million to the extent such amounts exceed 556.4
miltion to achieve 95% broadband availability and are actually expented; and (2) $4.5 million
of capital expenditures already expended in excess of amounts estimated to develop the next

1 gee Settlement Agreement filed with the Commission January 23, 2008 {the "2008 Settlement Agreement”],
incorporated by reference and approved by Order Approving Settlement Agreement With Conditians, Order No.
24,823, dated February 25, 2008, as subseguently amended {the “2008 Order”).

0376




generation network. For the avoidance of doubt, and subject to verification through a
reconciliation of FairPoint’s NH 2009 capital expenditures to the consolldated capital
expenditures in its 2008 audited financisl statements, aggregate capital expenditures of
$157.6 million have been spent by FairPoint through December 31, 2008, against the
minimum capital commitment of $285.4 million.

2.5.4. 510 million of the OEC shall be reallocated to and spent an recurring maintenance capital
expenditures on or before March 31, 2013, resulting in a dollar for dollar reduction to the
OFC and an increase in the minimum capital commitment to $295.4 million.

2.5.5 FairPoint shall have from April 1, 2010 to March 31, 2015 to meet the remaining balance of
the OEC (e.g. $40 million if the fult 510.5 million referred to in Paragraph 2.5.3 is spent),
which shall be spent on “network enhancing activities” identified in Attachment 2, which
include but are not limited to the physical exiension of network facilities or coverage,
changes to existing network facilities to improve guality of service {e.g., increase redundancy,
reduce latency), and any network enhancements related to the development and launch of
new products and services. All capital expenditures associated with such network enhancing
activities shall count toward the remaining balance of the OEC set forth in the provisions of
Section 2 hereof. In addition, for those network enhancing activities set forth in Attachment
2 to this Regulatory Settlement involving Video or IPTV deployment, FairPoint may count
toward the rernaining balance of the DEC all capital expenditures incurred plus operating
cosis, consistent with FASB Statement No. 51, for customer premise equipment, installation

labor at customer premises, and T development solely incurred in connection with a video
product.

2.6 FairPoint will have the optien to resell terrestrial {non-satellite) based service providers’
broadband service offerings in order to fulfill FairPeint’s broadband build out and/or service
requirements with respect to the last eight percent (8%} of FairPoint’s broadband availability
reguirements as contained within the 2008 Settlement Agreement, provided that the
services meet of exceed all requirements of the 2008 Order, and the resold services are
purchased through and serviced by FairPoint.

2.7 If broadband milestone penalties are due and owing in excess of $500,000, the penalties shall
be retained by FairPeint and, subject to the approvat of the Commission for a particular
project(s}, FairPoint shall, within three years of the date of the penalty, invest or expend
those penalty amounts in FairPoint’s netwark, such te be in addition to any otherwise
required capital expenditures; provided, however, that the first $500,000 of such penalties
(in the aggregate, and not annually} shall be paid to the New Hampshire Telecommunications
Planning and Development Fund in accordance with paragraph 3.9 of the 2008 Settlement
Agreement and the 2008 Order.

Financial Canditions

3.1  The Financial Conditions set forth in Section 2 of the 2008 Settlement Agreement have been
replaced by the terms of this Regulatory Settlement, satisfied, or have been otherwise
rendered moot due to the deleveraging achieved through the Chapter 11 process.
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4,

Miiscellaneous Matters

4.1,

4.2,

4.3,

4.4,

4.5.

FairPoint agrees to continue its search for a Chief Information Officer with a goal of having a
Chief Information Officer in place by June 30, 2010.

The Plan shal! provide for the appointment of a new Board of Directors for reorganized
EairPoint consisting of a supermajerity of newly appointed independent directors. The Plan
shali further provide that the new Board of Directors will appoint a “regulatory sub-
committee” {the “Regulatory Sub-Committee”} which shall be charged with monitoring
compliance with the 2008 Order, as modified by this Regulatory Settlement, and alt other
regulatory matters involving the States of Vermont, New Hampshire and Maine. Either the
tead Director or the Independent Chair of the Board of Directors, at the Company’s option,

shall be available to voluntarily speak or meet with the Staff or the Commission where
appropriate and lawful.

Subject to Bankruptcy Court approval, ‘during and solely in furtherance of the process of
negotiating the terms of this Regulatory Settlement and any proceedings to obtain approval
thereof, and no less frequently than monthly through and ending on the ninety-first (91st)
day after the Effective Date of the Plan, FairPoint shall reimburse the State of New Hampshire
for all of its actual reasonable out-of-pocket expenses and costs in connection with FairPoeint’s
chapter 11 case and post-petition regulatory proceedings, including without limitation, the
reasonable fees and expenses of all professionals, including legal and financial advisors
retained by the State in connection with the chapter 11 cases, plus any other direct costs
reimbursable by FairPoint under applicable New Hampshire Jaw. [n addition, the State’s pre-
petition out-of-pocket costs, fees, and expenses, up te $50,000, shall be deemed allowed
under the terms of the Plan and, as part of this Regulatory Setilement, shali be paid in full on
the Fffective Date of the Plan. Forthe purpose of clarity, any request made within the time

set forth herein shall be deemed timely notwithstanding that Bankruptcy Court approval may
require additional time.

At least one member of the revised FairPoint Board of Directors will reside in a northern New
England state. In addition, FairPoint will maintain a state president who shall provide a senior
regulatory presence in New Hampshire able to reasonably respond to vatious future FairPoint
based Commission dockets or regulatery issues relating to telecommunications..

FairPoint shall not agree to or accept any term in a proposed settlement with the Maine
Public Utilities Commission, the Maine Office of Public Advocate, the Vermont Department of
Puhlic Service or the Vermoni Public Service Board pertaining to the Plan or, if applicable, to
any related approval for a change in control without offering the same term to the Staff
Advocates and/or the Commission in connectian with the Regulatory Settlement, a change in
control, or the approval of either by the Commission. FairPoint only shall be required to offer
such term(s) to the 5taff Advocates or the Commission in the event that such term(s)
represent a matertal difference in the benefits of this Regulatory Settlement, on one hand,
and the regulatory settlement effectuated in the jurisdiction of Vermont or Maine {(as the

case may be), on the other hand, considering each such Regulatory Settiement in the
aggregate.
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4.6.

a7,

4.8.

4.9,

Any management bonuses shall be based on a combination of EBITDAR {EBITDA plus
restructuring costs) and service quality metrics goals, and the weighting for each of these
categories shall be computed and clearly stated for the incentive and bonus plans for each
individual and for the company in total. It is the Staff Advocates’ expectation that compliance

with service guality metrics shall be afforded significant consideration in the weighting of
those categories.

The Parties agree to support this Regulatory Settlement and the applicatien for a change of
control and hot take any action in any case or proceeding involving FairPoint that would
hreach or violate the terms set forth in this Regulatory Settlement for so long as this
Regufatory Settlement is in farce.

For a period of two (2) years following the Effective Date of the Plan, FairPoint shall not pay
any dividends during any period of time while FairPoint is in breach of any of the material
terms of this Regulatory Settlement, but such dividend restriction shall apply only for so long
as FairPoint has not cured any such matetial breach{es). For the avoidance of doubt and for
example purposes only, in the event FairPoint fails to achieve the material requirements of
the SQi Plan metrics or broadband availability requirements as set forth in this Reguiatory
Settlement and FairPoint pays any penafty refated to such failure when due, FairPoint shall be
deemed to be in compliance with this Regulatory Settlement.,

As of the date hereof, FairPoint represents that it intends for the “New Term Loan
Agreement” and the “New Revolving Facility” {collectively with all related loan documents,
the “New Credit Agreements”) to contain substantially the same material terms and
conditions as contained in the Plan Support Agreement on file with the Bankruptcy Court as
of October 26, 2009. Coples of the New Cradit Agreements will be filed with the Bankruptcy
Court as part of the Plan Supplement and the Commission pursuant to Section 1.2 hereof.

‘The New Credit Agreements will provide that Northern New England Telephone Operations
LLC {or #ts successors or assigns, if any) shall not guarantee or otherwise be liable for, nor shall
any of its assets be mortgaged or pledged {excluding only the membership interests of

Telephone Operating Company of Vermont LLC) to secure, the obligations of FairPoint
thereunder.
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This Regulatory Settlement bas been duly executed as of this Sth day of February 2010.

FAIRPDINT COMMUNICATICNS, INC. & NORTHERN NEW
ENGLANG TELEPHONE QOPERATIONS LLC

‘Name: Peter G. Nixon

Title: President

NEW HAMPSHIRE PUBLIC UTILITIES COMMISSION

STAFF ADVOCATES

By:

Mame: T.Anne Ross, Esq.

Title:  General Gounsel & Staff Advocate
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This Regulatory Settlement has been duly executed as of this Sth day of February 2010,

FAIRPOINT COMMUNICATIONS, INC. & NORTHERN NEW
ENGLAND TELEPHONE OPERATIONS LLC

By

Mame: Peter G. Nixon

Title: President

MNEW HAMPSHIRE PUBLIC UTILITIES COMMISSION

STAFF ADVOCATES

/4

‘/)Z@L Name: F. Anne Ross, Esq.

Title:  General Counsel & Staff Advocate
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Attachment 1: Key Service Quality Metrics Measured in 2010

for Purposes of Walving 2009 SQI Penalties

5Qi Metric

2010 Benchmark

% Installation Appointments Met

90%

% Installation Service Orders Met within 30 days 95%
Customer Trouble Reports Rate per 100 lines-Network 1.12
% 005 Troubles Cleared in 24 hours (excluding Sunday) 87%
% Repalr Commitments Met 89%
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Attachment 2

Authorized Network Enhanting Activities

Expansion of fiber to the premises network
Fiber deployment and expansion of capacity
Softswitch deployment
New products and services for:
Video/IPTV
" VolP

Carrier Ethernet Services

Other Investments presented to the Staff and approved by the Commission as appropriate
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Memorandum of Understanding between FairPoint and
the New Hampshive Office of the Consamer Advocate

This Agreement is entered into by and between FairPoint Communications, Inc. {together
with its subsidiary Northern New England Telephone Operations LLC d/b/a FairPoint
Communications - NNE, “FairPoint”) and the New Hampshire Office of The Consumer
Advoeate (“OCA™).

WHEREAS, on February S, 2010, the Staff Advocates of the New Hampshire Public
Utilities Commission designated pursnant to RSA 363:32 {(the “Staff Advocates™} and
FairPoint entered into a Regolatory Settlement that will be filed with the New Hampshire
Pubilic Utilitiés Commission (the “Conimission™).

WHEREAS, pursuant to RSA 363:28, the OCA has the right to appear, and take positions
on behalf of residential ratepayers, before the Commission.

WHEREAS, the OCA has réviewed the Regulatory Settlement.

WHEREAS, in consideration of the commitments made by FairPoint in the Regulatory
Senlement.

the New Hampshire Office of the Consumer Advocaie will not oppose the Regulatory
Settlement and will not advocate that third paities oppose the Regulatory Settlement ox
the relief requested from the Commission pursuant to-the terms of the Settlement.

This Agreement. has-been duiy executed as of this 5™ day of February 2610.

FAIRPOINT COMMUNICATIONS, INC. :
& NORTHERN NEW ENGLAND
TELEPHONE OPERATIONS LLC

By: M R

Name: Pefds G. Nixon :
Title: President

NEW HAMPSHIRE OFFICE OF THE
CONSUMER ADVOCATE :

By:
Name: Meredith A. Hatfield, Esq.
Title: Consumer Advocate
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Memorandum of Understanding between FairPoint and
the New Hampshire Office of the Consumer Advocate

This Agreement is entered into by and between FairPoint Communications, Inc. {together
with its subsidiary Northern New England Telephone Operations LLC d/b/a FairPoint

Communications -~ NNE, “FairPoint”) and the New Hampshire Office of the Consumer
Advocate (“OCA”).

WHEREAS, on February 5, 2010, fhe Staff Advocates of the New Hampshire Public
Utilities Commission designated pursuant to RSA 363:32 (the “Staff Advocates™) and

FairPoint entered into a Regulatory Setflement that will be filed with the New Hampshire
Public Utilities Commission (the “Commission™).

WIHEREAS, pursuant to RSA 363:28, the OCA has the right to appeat, and take positions
on behalf of residential ratepayers, before the Commission.

WHEREAS, the OCA has reviewed the Regulatory Settlement.

WHEREAS, in consideration of the commitments made by FairPoint in the Regulatory
Settlement, the New Hampshire Office of the Consumer Advocate will not oppose the
- Regulatory Settlement and will not advocate that third parties oppose the Regulatory

Settlement or the relief requested from the Commission pursuant to the terms of the
Seftlement.

This Agreement bas been duly executed as of this 5% day of February 2010.

FAIRPOINT COMMIUNICATIONS, INC,
& NORTHERN NEW ENGLAND
TELEPHONE OPERATIONS LLC

By
Name: Peter G. Nixon
Title: President

NEW HAMPSHIRE OFFICE OF THE
CONSUMER ADVOCATE

By: m
Name: Meredith A Hatfield, Esq.
Title: Consumer Advocate
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Exhibit F

VDES Regulatory Settlement

{Exhibit E to FairPoint Plan of Reorganization]
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CONEIDENTIAL AND SUBJECT TO FRE 408 &
APPLICABLE STATE PRIVILEGE(S)

Post Filing Regulatory Settlement - Vermont

1. Process issues:

1.1.The Department of Public Service (“DPS”) will use reasonably practicable efforts to request that
the Public Service Board {the “Board”} approve this settlement with FairPoint Communications,
Inc. and its subsidiary, Telephone Operating Company of Vermont LLC {collectively, “FalrPoint”),
as discussed more fully below {the “Regulatory Settiement”). FairPoint and DPS (together, “the
Pariies”) agree that the Regulatory Settlement will be implemented either through {i)
FairPoint’s Chapter 11 Reorganization Plan or {ii} a Bankruptey Court approved settlement
which is approved by and as part of the Reorganization Plan confirmation process and pursuant
to the order confirming such plan ({i} or {il} being referred to as the “Plan”), which will be filed
by February 8, 2010, or such later date as may be necessaty in FairPoint’s good faith judgment,
with the United States Bankruptey Court, Southern District of New York {the “Bankruptey
Court”). Subject to Section 1.2, the Parties agree further that the obligations set forth in this
Regulatory Settiement shall be the only obligations sought by the Parties with respect to one
another with respect to any change of control proceeding and that such obligations shall be
hinding on the Parties only once the terms of this Regulatory Settlement are approved by the
Board and upon the Effective date of the Plan.

1.2. Al regulatory approvals by the Board that will be requested in connection with the
Reorganization Plan will be granted, if at all, by the Board contemporaneously with {or in
advance of) the Bankruptcy Court’s Confirmation of the Reorganization Plan or such lfater date
as may be agreed to by the Parties. Such approvals, if granted, shall incorporate the terms of
this Regulatory Settlement and will not include additional substantive new conditions (subject
to the last two sentences of this Section 1.2). The requested approval will include, If applicabie,
approval for the change of control contemplated by the Plan and which will oceur upon the
Fffactive Date of the Plan. In connaction with such approvals, FairPoint agrees to file testimony
with the Board as to its service quality remediation efforts. The Parties reserve the right to
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CONFIDENTIAL AND SUBJECT TO FRE 408 &
APPLICABLE STATE PRIVILEGE(S]}

address hefore the Board matters relating to FairPoint’s testimony regarding service quality
remediation, including whether plans for further rerediation are appropriate.

1.3. In furtherance of Board approval of this Regulatory Settlement, the Partias will file a proposed
procedural schedule for Board approval. This procedural schedule shall propose that any
transfer of control proceeding be concluded and be ripe for a Board decision no later than 80
days from the date an application seeking approval of such transfer of control is filed.

1.4.The terms of this Regulatory Settlement shail be voidable if the Board has not issued a final
order approving, if applicable, the change of control within 120 calendar days from the date an :
appiication to change controt is filed unless otherwlse agreed to by the Parties. The Parties i
shalt use reasonably practicable efforts to cooperate in the approval proceeding before the
Board, including in the preparation and timely filing of all required documents, exhibits,
testimany and other supporting evidence. in the event any material supplement or
amendment to the Plan {an “Amendment”} is filed with the Bankruptcy Court, then such
Amendment shall be simultaneously filed within one (1) business day thereafter electronically
with the Board, with the necessary paper copies to be flled with the Board within two (2) i
busineass days thereafter.

1.5. Either of the Parties may withdraw from any proceeding seeking Board approval of this
Regulatory Settlernent or change of control without prejudice if Board approval has not been
obtalned within the time frame provided for in Section 1.4. The Parties expressly agree that {i}
FairPoint's commencing or participating in any proceeding before the Board will not be used in
any way as an argument against FairPoint in any subsequent proceeding before the Bankruptcy

- Court in which FairPoint would seek a ruling from the Bankruptcy Court that any such Board
approval or Board proceeding is pre-empted by the Bankruptcy Code, and that (i} DPS
participation in any proceeding before the Bankruptcy Court, including seeking approval of this
Regulatory Settlement or approval of the Plan, will not he used in any way as an argument
against DPS or the State of Vermont in any subsequent proceeding before the Bankruptey Court
or that DPS submitted to the Bankruptcy Court’s jurisdiction and that any action by DPS, the
Board or the State of Vermont is pre-empted by the Bankruptcy Code. Inthe event of a
withdrawal by FairPoint or the DPS from this Regulatory Settlernent or any Board proceeding
seeking approval of this Regulatory Settlement, the DPS reserves its right to oppose the relief i
sought by FairPoint in any such 8ankruptcy Court proceading and FairPoint reserves the right to
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CONFIDENTIAL AND SUBJECT TO FRE 408 &
APPLICABLE STATE PRIVILEGE(S)

oppose the Board's jurisdiction with respect to approval of this Regulatory Settlement or a
change in control.

1.6. Because the sattiement with FairPoint will be implemented through the Plan of Reorganization
and the Board's change of control order, the Parties will recommend that all pending dockets
related to FairPoint be continued until either {i) a party exercises its right to withdraw from the
Regulatory Settlement or change in control proceeding in accordance with Section 1.5 prior to
Board approval, or (ii} the Effective Date of the Plan; provided however that all post-petition
payments due under the PAP shall be brought up to date, and going forward, made on a fimely
basis.

2, lIssues Related to Vermont Merger Conditions. FairPoint will meet the broadband build out
requirements, the capital investment requirements, and the SQRP service quality program
requirements of the 2008 Merger Order andfor the 2008 Settlement Agreement {as each term is
defined in footnate 1), with the following modifications as set forth below:

2.1, SQRP penalties for the 2008 and 2009 year will be deferred until December 31, 2010. if
FairPoint meets the service objectives for each performance area inciuded in Attachment 1,
averaged over 12 calendar months ending on December 31, 2010, then SQRP penalties for the
2008 and 2009 years will be waived. If FairPoint fails to meet the baseline for the performance
areas indduded in Attachment 1 hereto, the 2008 and 2009 SQRP penalties will be affected as
follows: for each performance area for which FaitPoint achleves the service objective averaged
over 12 calendar months ending on December 31, 2010, the 2008 and 2008 penaities will be
reduced by 10%. FairPoint shall adhere to all SORP performance areas during the 2010 year
and shall pay any SQRP penalties which may become due and payable related to FairPoint's
failure to meet performance areas during 2020.

2.2. The DPS will request that the Board allow it to withdraw its petition and recommend to the
Board that the revocation or modification of the CPG in Vermont, Docket 7540, be withdrawn
and tlosed; provided, however, that Reorganized FairPoint shall comply with the terms of this

tar008 Merger Order” means and refers to the February 15, 2008 ORDER RE: MODIFIED PROPOSAL IN Docket
nimper 7270, 2008 Settlement Agreement” means and refers to that certain Stipulation Among FairPoint,
Verizon New England inc. and the DPS, dated January 8, 2008,
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CONFIDENTIAL AND SUBIECT TO FRE 408 &
APPLICABLE STATE PRIVILEGE(S)

Regulatory Settlement and shall otherwise comply with all applicable Vermont state faws and
regulations.

2.3. The broadband milestone penalties contained in the 2008 Merger Order, if any, will not be
enforced prior to June 30, 2011, provided that (a} FairPoint files with the Board, DPS and/or any
other appropriate regulatory body: (i) a broadband permitting and construction plan by May 1,
2010; and {ii) all necessary permit applications prior to October 1, 2010; and (b) undertakes all
commercially practicable efforts to implement the plan. The broadband permitting and
construction plan shall at a minimum identify tower sites and set a schedule for permitting and
construction. The broadband permitting and construction plan shall also identify planned
broadband service areas not dependent on tower construction. FairPoint shall share search
ring and structure requirements upon request with tower owners and developers and solicit
bona fide offers to provide suitable tower collocations or development on commercially
reasonahle terms within the timeframe required to meet its requirements under this
Regulatory Settlement. For every 30-day delay, ot portion thereof, in the issuance of tower
permits timely fited by October 1, 2010, with a complete application and pursued with
commercially reasonable efforts by FairPoint or a tower developer under contract with
FairPoint, but not issued prior to January 1, 2011, FairPoint will be allowed a 30-day delay in
huild out of that site.

2.4. Farthose exchanges in which FairPoint had committed to make broadband available to 100%
of the access lines pursuant to the 2008 Merger Order, FairPoint will build out to 95% of those
lines within the timeframe indicated in Sectian 2.3 above; and, with respect to the remaining
5% of lines within those exchanges, FairPoint will deploy broadband to any requesting
customer using an extended service interval of 90 days from the date of receipt of an order
from that customer, provided such order is made no sooner than June 30, 2011. Should
FairPoint fail to meet the 90 day extended service interval for any such customer, FairPoint
shall waive one menth of service charges for each 30 days {or fraction thereof] beyond the 90
day Interval. FairPoint agrees to use commercially reasonable efforts to notify customers in
the affected exchanges not served by the 95% coverage requirement of such service
availability, including providing written notice by June 30, 2011, to those customers. Such
notice shall include information about how to request broadband service from FairPoint and
explaln the extended service interval. FairPoint shall file with the DPS by lune 30, 2011, an
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2.5

2.6,

2.7.

CONFIDENTIAL AND SUBJECT TO FRE 408 &
APPLICABLE STATE PRIVILEGE(S)

electronic listing of FairPoint customer addresses in Vermeont which do not yet have FairPoint
broadband service available within a normal service interval.

FairPoint will request that a docket be opened by the Board to authorize FairPoint to invest
Federal High Cost Universal Service funds (estimated to be $7,000,000 in 2009} for three
consecutive years to upgrade local loop plant and infrastructure {including facilities between
central offices and remote terminals) through projects which may reasonably be expected to
improve network reliability and service quality. FairPaint may expend these funds in those
exchanges which have been identified for 100% broadband availability and, to the extent
permitted under the FCC rules, invest in network infrastructure which would also support
build-out of the remaining 5% broadband availability. FairPoint will review its request with the
BPS prior to filing it with the Board to seek input and support, which will not unreasonably be
withheld. Twelve months subsequent to Board approval of such a request made pursuant to
this section or June 30, 2011, whichever is later, the extended service interval described in
Section 2.4 above shall no longer be applicable and FairPoint shall provide broadband within a
normal service interval to any customer within the exchanges in which it has committed that it
wili make hroadband available to 100% of the access lines pursuant to the 2008 Merger Order.

FairPoint will have the option to resell terrestrial (non-satellite) based service providers’
broadband service offerings in order to fulfil FairPoint’s broadband build out and/or service
requirements as contained within the 2008 Merger Order?, provided that the services meet or
exceed all requirements of the 2008 Merger Order, as modified herein, and the resold services
are purchased through and serviced by FairPoint.

Nothing in this Regulatory Settlement shall prevent FairPoint from proposing to the DPS or the
Board modifications to the broadband build out commitment provided for herein that meet
the objectives of the 2008 Merger Order broadband commitments, as modified herein, while
reducing FairPoint’s expenditures, The DPS shall consider such proposals and nothing in this
Regutatory Settlement shall pravent the DPS from making any recommendation regarding
whether or not, in its sole but reasonable discretion, permitting such modifications promote
the general good of the State of Vermont.

?sea February 15, 2008 ORDER RE: MOBIFIED PROPOSAL IN Docket Number 7270,
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CONFIDENTIAL AND SUBJECT TO FRE 408 &
APPLICABLE STATE PRIVILEGE(S)

2.8. If broadband milestone penalties are due and owing, then they shall be deposited into an
escrow account, with FairPoint and the BPS each recelving caples of the monthly statements
from the escrow agent, and shall be used to reimburse FairPoint for costs incurred by FairPoint
for additional network projects completed within 18 months of the date of the penalty. Such
additional network projects shall be subject to the approval of the DPS without regard to their
revenue-generating potential for FairPoint and shall consist of increases in broadband speeds,
the closure of additional gaps in broadband availability, or some combination thereof.

3. The financial canditfons set forth below from the 2008 Merger Order have heen replaced by the
terms of this Regulatory Settlement, satisfied, or otherwise rendered moot due to the
deleveraging achigved through the Chapter 11 process:

1.1.Requirement to pay the higher of 545,000,000 annually, or 90% of annual Free Cash Flow toward
permanent reduction of the Term Loans.

3.2.Requirement for FairPoint to reduce debt by 5150 million by December 31, 2012, based on
Leverage Ratio.

3.3.Limitation on payment of dividends based on Leverage and interest Coverage Ratios.

3.4. Requirement to repay outstanding borrowings ahead of dividends based on Leverage and
Interest Coverage Ratios.

4, Miscellaneous Matters

4.1, FairPoint agrees to continue its search for a Chief information Gfficer with a goal of having a
Chief Information Officer in place by June 30, 2010.

4.2. The Plan shall provide for the appoiniment of a new Board of Directors for reorganized FairPoint
consisting of a supermajority of newly appointed independent directors. The Plan shall further
provide that the new Board of Directors will appoint a “regulatory sub-committee” (the
“Regulatory Sub-Committee”} which shall be charged with monitoring compliance with the
2008 Merger Order, as modified by this Regulatory Settlement, and all other regulatory matters
involving the States of Vermoent, New Hampshire and Maine. Either the Lead Director or the
Independent Chair of the Board of Directors, at the Company’s optian, shall be available to
voluntarily speak or meat with the DPS at a mutually convenient time.
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CONFIDENTIAL AND SUBJECT TO FRE 408 &
APPLICABLE STATE PRIVILEGE(S)

4.3, Subject to Bankruptcy Court approval, during and solely in furtherance of the process of
negotiating the terms of this Regulatory Settlement and any proceedings to obtain approval
thereof, and no less frequently than monthly through and ending on the ninety-first (91st} day
after the Effective Date of the Plan, FairPoint shall reimburse the DPS and the Board for all of
its actual reasonahle post-petition out-of-pocket expenses and costs in connection with
FairPoint’s chapter 11 case, including without limitation, the reasonable fees and expenses of
all professionals, including legal and financial advisors retained by the DPS and the Board in
cannection with the chapter 11 cases, plus any other direct costs reimbursable by FairPaint. In
addition, the DPS and Board’s pre-petition out-of-pocket costs, fees and expenses up to
$144,000.00, shall be deemed allowed under the terms of the Plan, and, as part of this
Regulatory Settlement, shall be paid in full on the Effective Date of the Plan.

4.4. At Jeast one board member of the revised FairPoint board will reside in a northern New England
state. In addition, FairPoint will maintain a state president who shall provide a senior regulatory
presence in Vermont able to reasonably respond to various future FairPaint based dockets or
regulatory Issues relating to telecommunications. '

4.5. FairPoint shall not agree to or accept any term in a proposed settlement with the Maine Public
Wtilitles Commission, the Maine Office of Public Advocate, the New Hampshire Consumer
Advocate or the New Hampshire Public Utilities Commission pertaining to the Plan or, if
applicable, to any related approval for a change in control without offering the same term to
the DPS and/or Board in connection with the Regulatary Settlement, a change in control, or
the approval of either by the Board. FairPoint only shall be required to offer such term(s) to
the DPS or the Board in the event that such term(s) represent a material difference in the
benefits of this Regulatory Settlement, on one hand, and the regulatory settlement
effectuated in the jurisdiction of New Hampshire or Maine (as the case may be), on the other
hand, considering each such Regulatory Settlement in the aggregate.

4.6. Any management bonuses shzll be based on a combination of EBITDAR (ESITDA plus
restructuring costs) and service metrics goals and the weighting for each of these categories

shall be computed and clearly stated for the incentive and bonus plans for each individual and
for the company in total.

4.7. For a period of twa (2] years following the Effective Date of the Pian, FairPoint shall not pay
dividends during any period of time white FairPoint is in material breach of this Regulatory
Settlement, but such dividend restriction shall apply only for so long as FairPoint has not cured
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CONFIDENTIAL AND SUBJECT TO.FRE408.&
APBLICABLE STATE PRIVILEGE(S)

said material breach. Forthe avoidance of doubt and for example purpbses only, in the event
FairPoint fails to achieve the material requirements of the SQRP metrics of broadband
availability reguirements'as set farth in‘this Regllatory Settlement and FairPoint-pays any
penaity refated to such failure when due, FairPoint:shill be deethed to be'in Compliance with
this RegulatorySettlement.

4.8.The signatories agree to support. this Regulatory Séttlement and the a"pi;‘)t'j tation far-a change in
control and riot take:-any actionin anycase or proceeding mvolving FairPoint that-would hredeh
orviolite the terms set forth in this Regulatory Settlement for so long as this Regulatory
Settlement is in force or untit-the-regulatory dpprovals set forth in Section 1.2 are recelved.

4.9, Itis' condition precedent to the Regulatory Settiement that the BPS shall receive and find
acceptable; inits sole but reasonable discretion, the bitsiness plan inéluding financlal
ability to-meét its obligations uhder this Regulatory Settlement and itsfeasibility to operate asa
going cancern over the long term.in a manneér consistént with-Vermont utility regulation. The
DPS must exercise its rights undir this section within:60 days of the date of the final execution
ofthe Regulatory Settlement.

This Regiitatory Settiement Has been duly executed.as of this 5th day of February 2010.

FAIRPOINT COMMUNIGATIONS, INC. & Telephoiie
Operating Camparny of Vermont LLC

By: 17
\{:{/W

Name: Peter G. Nixan.

Title: President

Vermont Department-of Public Service
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By_ < L/{/ /_‘/

Name: David O'Brien

Title:  Commissioner
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Attachment 1

Network Trouble Report Rate

% Residence Troubles Not Cleared in 24 Hours

% Business Troubles Not Cleared in 24 Hours

% Calls Not Answered in 20 Seconds, Residence

% Calls Mot Answered in 20 Seconds, Business

Repair Centers — Busy Rate

Repalr Centers - % Calls Not Answered in 20 Seconds

% Installation Appointments Not Met —~ Company Reasons

. Installation Orders Held — Residence & Business — Miss Install Rate
10. Installation Orders Held — Residence & Business — Average Delay Days

I U o
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Exhibit G

Officer List

[Exhibit G to FairPoint Plan of Reorganization]
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Officer List
Alfred C. Giammarino
Brian M. Lippold
D. Brett Ellis
David .. Hauser
Gary C. Garvey
James K. Weigert
Jeffrey W. Allen
Lisa R. Hood
Peter G. Nixon
Rose B. Cummings
Shirley J. Linn
Susan L. Sowell
Thomas E. Griffin

Vicky L. Weatherwax

[Exhibit G to FairPoint Plan of Reorganization] :
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PROJECTED FINANCIAL INFORMATION
FAIRPOINT COMMUNICATIONS, INC.

This section provides summary information concerning projections for the calendar years
2010 through 2013 (the “Projections™). In connection with the planning and development of the
‘Plan, the Projections were prepared by FairPoint to present the anticipated impact of the Plan.
The Projections assume that the Plan will be implemented in accordance with its stated terms.
FairPoint is unaware of any circumstances as of the date of the Disclosure Statement that would
require the re-forecasting of the Projections due to a material change in FairPoint’s prospects.
Capitalized terms not otherwise defined herein have the meanings ascribed to such terms in
either the Disclosure Statement or the Plan.

The Projections were not prepared with a view toward compliance with the guidelines
established by the American Institute of Certified Public Accountants or the rules and regulations
of the Securities and Exchange Commission.. The Projections are based on a munber of
assumptions made by management with respect to the future performance of Reorganized
FairPoint’s operations. Although management has prepared the Projections in good faith and
believes the assumptions to be reasonable, it is important to note that FairPoint can provide no
assurance that such assumptions will be realized. As described in detail in the Disclosure

Statement, a variety of risk factors could affect Reorganized FairPoint’s future financial position
and results of operations and must be considered.

The Projections should be read in conjunction with the assumptions, qualifications and
explanations set forth in the Disclosure Statement and the Plan in their entirety, and the historical
consolidated financial statements (including the notes thereto) and other financial information set
forth in FairPoint Communications’ Annual Report on Form 10-K_ for the fiscal year ended
December 31, 2008, FairPoint Communications’ Quarterly Report on Form 10-Q for the quarter
ended September 30, 2009 and any other recent FairPoint Communications report to the
Securities and Exchange Commission. These filings are available by visiting the Securitics and
Exchange Commission’s website at www.sec.gov or FairPoint’s website at www fairpoint.com.

Key Assumptions
A. General
1. Methodology: The Projections incorporate management’s assumptions and

initiatives, including the impact of new products and services, projected customer
trends and cost savings initiatives.

2, Plan Consummation: The operating assumptions assume that the Plan will be
confirmed and consummated on June 30, 2010. Although FairPoint would seek to
cause the Effective Date to occur as soon as practicable, there can be no assurance
as to when, or whether, the Effective Date will actually occur.

3. General Market Conditions: The Projections take info account the current market
environment in which FairPoint operates and assume a general improvement in
macroeconomic {rends beginning in 2010.
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Presentation: The Projections have been prepared by management and have not
been reviewed or andited by an outside accounting firm. No assumption has been
made with respect to fresh start accounting.

B. Prejected Consolidated Statement Of Operations

1.

Total Revenue: Projected revenues are the aggregation of revenues from
FairPoint’s primary lines of business—local and long disiance voice, network
access and data services. a. Local and Long Distance Voice: Local and long
distance voice revenues are driven by residential retail, business retail and
wholesale customers. Revenue projections are derived by multiplying forecasted
voice subscribers by an average revenue per wnit (“ARPU™). Consistent with
industry trends, FairPoint assumes that it will continue to lose local and long
distance voice customers to wireless substitution, wireline competition from

competitive local exchange carriers and cable operators, and as dial-up customers

replace their service with DSL technology which does not require a second line.
FairPoint assumes that the trend for voice ARPUs will remain relatively flat or
shightly decline throughout the projection period. b. Neitwork Access: Network
access revenues are comprised of interstate switched and special access, intrastate
switched and special access and universal service fund receipts. Both interstate
and intrastate switched access revenues are assumed to continue to decline,
consistent with industry trends, as switched access minutes of use traveling across
the network decline and rates per minute decrease. Special access revenues,
comprised mostly of special circuits like DS3s and OCNs, are projected to
mcrease substantially throughout the projection period. Following the acquisition
and integration of the NNE Operations, FairPoint believes there is considerable
opportunity for growth in special circuit revenues as the business market—the
primary purchaser of special circuits—was largely underserved by Verizon. To
capitalize on this opportunity, FairPoint is investing in a next generation network
upon which FairPoint will offer a new suite of internet protocol services to the
business market. Accordingly, FairPoint has added a substantial sales force in the
three state territory to service this customer base, whereas Verizon maintained
virtually no direct sales personnel in the region. Finally, universal service fund
receipts have become a smaller portion of the overall revenue base following the
acquisition from Verizon. Since Verizon is a regional bell operating company,
the NNE Operations received relatively little USF funding, which did not change
following their acquisition by FairPoint. ¢. Data Services: Broadband service is
a key element of FairPoint’s long-term growth strategy. FairPoint’s pre-merger
legacy operations boast one of the highest broadband availability and product
penetration rates among independent local exchange carriers in the country. The
NNE Operations weye significantly underserved prior to their acquisition by
FairPoint. As part of FairPoint’s acquisition business plan, FairPoint planned to
invest in a next generation data network to expand broadband availability
throughout Maine, New Hampshire and Vermont. The core portion of this
network is now complete and FairPoint is ramping up sales and marketing efforts
to begin adding subscribers. The forecast assumes considerable growth in data
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subscribers and flat ARPUs over the forecast period, with a general goal to reach
current “legacy” FairPoint penetration levels by 2013.

Total Expenses (excluding Depreciation and Amortization): Expenses include
cost of goods sold and operating expenses.

a. Cast of Goods Sold (“COGS™): FairPoint considers all wholly-variable;
third-party costs to provide service across its product lines as COGS.
COGS primarily includes access charges paid to other telcos and long
distance caitiers for voice traffic and third-party ISP service costs for data
customers. Because the majority of FairPoint’s revenues come through
voice services and most calls travel on-network, the gross margin on
revenues is relatively high. COGS are assumed to increase over the
projection period, primarily as a result of the anticipated launch of new
products that have lower gross margins.

b. Operating Expenses: FairPoint considers all other costs to be operating
expenses. Roughly one half of operating expenses are employee related.
Other major operating expense categories include operating taxes,
contracted services, network and IT operations, marketing expenses, bad
debt expense, building related expense for leases and maintenance, motor
vehicle expense, billing expense and other. The forecast assumes a
considerable drop in operating expense from 2010 to 2011. All integration
and Cutover related costs are expecied to be eliminated by 2010. In
addition, 2010 includes significant expenses related to FairPoint’s
restructuring activities. Finally, 2010 includes the initial benefit of certain
cost savings initiatives expected to occur throughout 2010, with a full
year’s benefit being realized beginning in 2011. The Projeciions then
assume flat to slightly increasing operating expenses for the remainder of
the projection period consistent with modest inflation, offset by continued
cost controls and expected productivity enhancements.

Depreciation and Amortization: Depreciation and amortization is comprised
primarily of depreciation expense for property, plant and equipment and the

~ amortization of certain intangible assets generated as a result of the acquisition of

the NNE Operations from Verizon. Depreciation and amortization is forecast
consistent with current accounting policies and expected useful lives.

Interest Income: Interest income reflects the interest earned on the projected cash
balance throughout the projection period.

Dividend Income: FairPoint has investments, including those in which itis a

minority owner, which pay dividends. Future dividends were forecast based upon -

recent historical trends.

Other Non-operating Income/(Expense). Prior to the assumed Effective Date in
2010, other non-operating income/{expense) consists primarily of the
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amortization of debt issuance discount associated with the current capital
structare.

7. Gain/(Loss) on Debt: For 2010, the gain/(loss) on debt includes gains on current
interest rate swap agreements, projected through the assumed Effective Date, and
a preliminary estimate on the gain on extinguishment of debt due to the
reorganization, which is subject to revision.

8. Stock Based Compensation: No assumption for stock based compensation has
been made.
9. Interest Expense: Interest expense is based upon projected debt levels and

applicable interest rates, as outlined in Section III (“Prepetition Obligations and
Capital Structure”) of the Disclosure Statement.

10.  Income Tax Fxpense/(Benefit): The Projections reflect the book income tax
impact of the preliminary estimate for the gain on canceliation of debt due to the
reorganization in 2010 and the expectation of minimal pre-tax book income in
2011 and beyond. Due to various temporary book-tax differences, and because
FairPoint’s net operating loss carry-forward asset is expected to decrease
substantially due to the reorganization, cash taxes are expected to exceed book
taxes beginning in 201 1.

Projected Consolidated Balance Sheet
1. Cash: The cash balance projection is forecast using the cash flow statement.

2. Accounts Receivable: Accounts receivable is assumed to remain relatively flat
over the forecast period. Collections are expected o improve from current levels,
as 2009 activities have been impacted by the recent systems conversion following
the acquisition of the NNE Operations from Verizon.

e

Other Current Assets: Other current assets include materials and supplies, the
current portion of deferred income taxes and other current assets. In total,
FairPoint does not expect significant fluctuations in these line items.

4. Net Property, Plant and Equipment: Net PP&E is forecast using capital
expenditures and depreciation from the income statement and cash flow
statement. Near-term depreciation is expected to exceed capital expenditures, as a
large portion of the 2008 capital expenditures, which related to the development
of new systems for the NNE Operations, is depreciated over a much shorter life
than traditional telephone network assets.

5. Intangible Assets and Other: Intangible assets are primarily the result of goodwill
and other intangible asseis created as a result of the acquisition of the NNE
Operations from Verizon. Goodwill is not amortized, while other intangibles are
amortized based upon their expected useful lives. Other assets include prepaid
pension assets, debt issuance costs associated with the current debt facility, which
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10.

is eliminated upon the assumed Effective Date in 2010, and other. The line item
is forecast to decline as intangible assets are amortized, offset partialty by
increased pension asset balances.

Accounts Payable and Accrued Liabilities: Includes trade payables, payrolls and
other accrued liabilities. Following the reorganization, management forecasts that
accounts payable will return to more ordinary levels and remain relatively flat,
consistent with the forecast for expenses in 2011 and beyond.

Other Current Liabilities: Accrued liabilities include the current portion of long-
term debt, accrued interest, current interest rate swap agreements and other
accrued liabilities. The current portion of long-term debt, interest rate swap
agreements, accrued interest and a significant portion of other accrued liabilities
are assumed to be reduced significantly or eliminated ag a result of the
reorganization. Following the reorganization, other current liabilities are
expected to increase gradually as a larger portion of the New Term Loan and the
New Revolver are classified as current over time.

Post-Reorganization Debt. Reflects post-reorganization debt based upon the
proposed Plan.

Other Long-Term Liabilities: Includes accrued pension obligations, employee
benefit obligations, deferred income taxes and other long-term liabilities,
Management anticipates that accrued pension obligations and employee benefit
obligations will continue 1o rise as the actuarially determined expense exceeds
cash funding amounts. In addition, the reorganization is expected to generate

considerable deferred tax liabilities that will decline over time as cash taxes
exceed book taxes.

Shareholders’ Equity: Shareholders’ equity changes each year by the amount of
net income. No dividends to common stockholders are projected in the plan.

D. Projected Consclidated Statement of Cash Flows

1.

Operating Cash Flow: Operating cash flow is forecast starting with net income
and adjusted for certain non-cash items included in income as well as for working
capital changes. The most significant non-cash adjustment 1s related to the one-
time gain resulting from the cancellation of debt related to the restructuring
activities described above. Working capital changes are expected to be positive
due to certain pension and post-employment benefit expenses which reduce
income each period, but are non-cash and therefore create a positive working
capital adjustment in the Cash Flow Statement. FairPoint has collective
bargaining agreements which entitie union workers to receive post-employment
(retiree) health benefits. Such expenses are recognized over the expected working
life of the participant, while cash payments are not required until employees retire
and begin to incur such costs.
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Investing Cash Flow: Capital expenditures is the only meaningful item included
in investing cash flows. Capital expenditures are comprised primarily of
continued broadband spending, maintenance and improvements on the existing
network infrastructure and information technology investments.

Financing Cash Flow: The New Term Loan and the New Revolver include
certain excess cash flow sweep provisions. Repayments of long-term debt are
forecast in accordance with the terms of the New Term Loan and the New

Revolver and capital lease obligations are forecast based upon current lease
agreements.
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FairPoint Communications, Inc.
Psojécted Consolidated Stateniént of Operations (Unauditéd)

{5 in 0008) 2010E 2011E 2042E 2013E
Ravenues $1,161,722 $1,210,770 $1,234,961 51,234,714
Tetal Expenses (excluding D&A) : (859,071} {797,119) {798,929) (797.425)
EBITDA from operations $302,851 $413,651 $436,032 $437,289
% margin 26% 34% 8% 35%
Deprecialion & Amorlization (342,049) {352,202) (361.727) {376,349)
EB!T {$39,399) $61,449 $74,305 £66,941
Non-operating income ! (expense)
Interest Income 896 2,034 3,141 4,256
Dividend Income 800 850 800 800
Other Mon-operating Inc/Exp (3,860} {163} {163} {163}
Galn(Loss} on debt {a) 671,305 - - -
Stock Based Compensation - - - -
Total non-operating income / (expense) £60,041 2870 3,778 4805
Interest expense (104,515) (65,286) (67,262) (61,879)
Pre-ax incomel{loss) 525127 1,177 10,821 9,856
Income fax expensedbensiit) 210,051 {471} 4,328 3,042
T e R e S SRR,
Memo:
EBITDAR (b) 346,128 413,551 436,032 437,289

Note: Projeclions do not include any fresh start accounting adpusiments
{a} Represents the preliminary estimated gain on the extinguishment of debt due {o the rearganizalion, subject to revislon
{b) EBITDA from operations excluding ali cutover related costs and also excludes restucturing fees, severance and other one-time adjustments
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FairPoint Communications, Inc

{$in 000s} - 2010E 2011E 2012E 2013E
Cash flows from operaling activitles
Net income/(ioss) $315,076 {$706) $6,492 $5.914
Depreciation and amortization 342,048 352,202 361,727 370,349
Amorilzation of debt ssuance costs 2,753 183 163 163
Gain on interest rate swaps {18,787) - - -
LT Deferred income fax net 208,050 {4,908} {8,488) (28,795}
COD income (852,518} - - -
Decrease [ {Increase) In Accounts seceivable 2,548 (4,926) {3,267} 2.555
Increase / (Decrease) in Accounts payable 11,148 9,455 {2,327) (2,947)
Increase f (Decrease) in Accured inlerest payable : 71,417 - - -
lnorease | (Decrease) in Other accrued liabilities 6,000 - R _
Increase / {Decrease) in Capgeminl payable {457} (147} . {184) -
Increase f {Decrease) In Panslon + employes benefits 28,433 18,633 24,400 28,300
TFotat QOperating cash flow : 316,712 289,766 378,508 374,339
Cash flows from investing activities
Capex . {199,711) {185,711) (168.711) {150.71%)
Total Investing cash flow i $199,711) (186,711) {168,711) {150,711}
Cash flows from financing rotivities
Cash flow sweep {11,175) {62,136} {86,679) (51,282)
Repayments of long-term debt (5,000) (16,000} (30,000) {100,000}
Repayment of capital lease cbligaflons {1,800} {1,800) {1,800} {1,800)
Total Financing cash flow e (17.975) {73,936) {117,879) (153,082}
Cash and cash eguivalents, beginning of periog : 36,125 135,154 244,270 336,189
Change in ¢ash and cash equivalents S 99,028 100,120 91,918 70,548
Cash and cash equivaleats, end of period - 135,154 244,270 336,189 406,734
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FairPoint Communications, Inc

106t (Uravdite
(% in 0C0s) 2010 2011E 20125 2013E
Assels
Cumrent Assets:
Cash $135,151 $244,270 $33€6,188 $406,734
Accounts Receivable 182,667 187 593 160,860 188,305
Qther Current Assets 149,905 149,965 145,805 149,205
Total Curend Assetls 467,723 581,769 676,954 744,944
Noncurent Assets:
Met PPAE 1,830,165 1,687,245 1,516,801 1,318,735
Intangible Assets & Cther 837,924 817,088 795,854 774,218
Tolal Moncurrent Assets 2,668,089 2,504,334 2,312,655 2,093,853
Total Assets $3,135,812 $3,086,103 $2,989,608 $2,838,598
Liabitilies & Shareholders' Equity
Current Liabilities:
Accounis Payable and Accrued Liabilities $83,633 $92,940 $90,420 $88,273
Other Current Liabilities 116,688 136,686 206,686 280,404
Total Gurrenf Liabilities 200,318 229,626 297,105 3B8.677
Noncurrent Liabflilies:
Post-Recrganization Debt 975,588 883,452 697,374 471,051
Other Long-Term Liabilitles §99.815 713,640 729,252 727.33¢
Totat Noncurent Liabilities 1,675,403 1,597,082 1,428,628 1,198,430
Total Liabflities 1,875,721 $1,826,718 31,723,731 $1,567,107
Shareholders’ Equity 1,260,081 1,259,385 1,285 877 1,271,791
Total Liabilittes & Shareheolders” Equity $3,135,812 $3,086,103 $2,989,608 £2,838,898

0408




{5 in 00Ds)

Cash

Revolver

Term loan A

Term loan B )

New senior secured credit facility

Met obligations under Interest Rate Agreements
Total Credil Agreement Secured Debt

Caphalized Lease Obligations
Tolat Secured Debt

Senicr noles
Exchange notes
Totzl Debt

FairPoint Communications, inc.

Estimated
&/35/2010

Cap Structure

$51,041

150,905
496,626
1,342,209
98,777
2,089,217
6,958
2,096,165

98,676
475 861
2,670,629

Adjustments.
(11,041)

{150,905)
{495,526)
{1,342,908)
1,000,000
(98,777}
{1,089,217)
150
(1,068,267)

{88,676)

(475,961)
11,664,004)

Pro Forma
Cap Structure of
Reorganized
Debtors

40,000

1,000,000
4,000,000

6,818
1,008,818

1,006,818
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Exhibit C
FairPoint Communications, Iuc. ctal
Liquidation Analysis / Best Interests Test

Introduction

Pursuant to section 1129(){7) of the Bankruptcy Code, often cailed the “best interests test”, holders of
allowed claims must either (a) accept the plan of reorganization, or (b) receive or retain under the plan
property of a value, as of the plan’s assumed effecdve date, that 15 not less than the value such non-accepting
holders would receive or-retain if the debtors were to be liquidated under Chapter 7 of the Bankruptey Code
on such date. The Debtors believe that the Plan meets the “best interest of creditors” test as set forth in

secton 1129(2)(7) of the Bankruptey Code. All capitalized terms not defined in this Liquidation Analysis have
the meanings ascribed to them in the Plan and Disclosure Statement.

The Debtors believe that holdets of Allowed Claims in each Impaired Class will receive at least as much
under the Plan 2s they would if the Debtors were liquidated under Chaprer 7 of the Bankmuptey Code. The
Liguidation Analysis reflects the estimated cash proceeds, net of liquidadon-related costs, which would be
realized if the Debtors were to be liquidated in accordance with Chapter 7 of the Bankrptey Code.

Underdying the Liguidation Analysis are numerous estimates and assumptions regarding liquidation
proceeds ihat, although developed and considetred reasonable by the Debtors’ management and its
advisors, are Inherently subject to significant business, economic, regulatory, and competitive
uncertainties and contingencies bevond the control of the Dehtors, their management and their
advisors. Accordingly, there can be no assurance that the values reflected in the Liquidation
Analysis would be realized if the Debtors were, in fact, to undergo such a liquidation, and actual
results could matetially differ from the tesults herein. The underlying financial information in the
Liguidation Analysis was not compiled or examined by any indepcndént accountants. No
independent appraisals were conducted in preparing the Liguidation Analysis.

The Liquidation Analysis was prepared by management of the Debtors and their advisors. Unless otherwise
stated, the Ligquidation Analysis is based on FairPoint Communication Inc.’s consolidated balance sheet as of
September 30, 2009 except for cash balances and where otherwise noted. Current cash balances are included
in the Liquidation Analysis, which is predicated on the assumption that the court appointed Chapter 7 trustee
{the “Chapter 7 Trustee”) would prompty commence a2 Chapter 7 liquidation.

It is assumed that the liquidation of the Debtors would continue for a petied of six months under the
direction of the Chapter 7 Trustee, duting which time all of the Debtors’ major assets (consisting mostly of
the equity in the Legacy and NINE Subsidiaries (each as defined in the Plan)) would be sold or conveyed to
their respective lien holders, and the cash proceeds, net of liquidation related coses, would then be distriluted
to the creditors in accordance with section 726 of the Bankruptcy Code. This six-month assumprion is
primarily based on severe anticipated time pressure to sell and stabilize the business before critical resources
dissipate along with finite cash available to the Chapter 7 Trustee. These critical resources include, but are
not limited to, continued supply and ctedit suppost from vendors, retention of key employees, and
mzintaining customers. There is the potental that the sale of the business extends ro 2 nine-month or a
twelve-month sale process during which dme the business deteriorates to the point where the going concern
value is discounted even further by potential acquirers, which would further reduce recoveries for all
creditors. Thezefore, the results of this Yiquidatdon Analysis can be considered optimistic.
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The Liquidation Analysis assumes distressed sales on a going-concern basis for these businesses. Net
proceeds from the sale of these businesses would be available for distsibuton to creditors of the estate.
There can be no assurance that the actual value realized in a sale of these operztions would yield the balances
assumed in the Liquidation Analysis.

For purposes of the Liquidation Analysis, Debtor entities have been assigned to two categories, guarantor
entties and non-guarantor endtes. Guarantor entities include the borrower under the Prepenton Credit
Agreement and the Debtots that graranteed those loans (the “guarantor entities”). Non-guarantor entities
include Debtors that pledged ne assets or common stock of the entity that was pledged under the Prepetition
Credit Agreement {the “non-guarantor entities”). The non-guarantor entities are fusther segmented into the
Northetn New England Operating Entity and the Legacy Operating Entity.

The Liquidation Analysis assumes that liquidatdon proceeds would be distributed in accordance with
Bankruptey Code secton 726. If the Diebtors were quidated pursuant to Chapter 7 proceedings, the amount
of liquidaticn vatue available to creditors would be :educed,' first, by the costs of the liguidation, which
includes the fees and expenses of the Chapter 7 Trustee appointed to manage the liquidation, the fees and
expenses of other professionals retained by the Chapter 7 Trustee to assist with the liquidation, and other
asset disposidon expenses; second, by claims associated with the DIP Facility, including letters of credit that
are expected to be drawn if a conversion to a Chapter 7 liquidation occurred plus Claims under the carve-out
for vapaid professional fees (the “Carve-Out™), collectively “IDIP Collateralized Obligations™; thizd, by the
Chapter 11 Administradve Expense Clairns, including administrative trade claims and Chapter 11 professional
fees in excess of the Carve-Oug; fourth, by the Claims of creditors of the non-guarantor entitics assuming that
there are sufficient asset values at each of these entities; fifth, any remaining residual value at the non-
guaramor entities would be available 1o the secured creditors of the guarantor entties 1o the extent of the
value of their collateral except as described herein; sixth, the assets of the guarantor entities would be reduced
first by any administrative and priority claims at that specific endty, the remaining proceeds would be
available to the general unsecured creditors pard passu with the deficiency secured claims.

The Liquidation Analysis necessarily contains an estimate of Claims thar ultimately will become Allowed
Claims. Estimates for varions Classes of Claims are based solely upon the Debtors’ review of their books and
records and assume payment of certain prepetidon Claims pursuant to orders entered at the beginning of
these Chapter 11 cases. No order or finding has been entered by the Bankruptcy Court estimating ot
otherwise fixing the amount of Claims at the projected levels set forth in this Liquidaton Analysis. In
preparing the Liquidation Analysis, the Debtors have projected amounts of Claims that are consistent with
the estimated Claims reflected in the Plan with certain modifications, The Liquidation Analysis does not
contain potental damage Claims with respect to executory contracts that may be rejected and thus does not
include diluton for those Claims, which would otherwise further dilute recovery to creditors.

Regulatory Concerns for Chapter 7 Liquidation

The nature of FairPoint’s business and its unique positon as 2 regulated udlity providing essential services
the residents of the jurisdictions in which it operates should be considered within the context of a Chaprer 7
liquidaton of FairPoint. Given the status of the FairPoint incumbent local exchange cartiers as {) essendal
providers of wireline telecommunications services and (i) telecommunications carriers of last resort in
multiple jurisdicdons, it is highly unlikely that regulatory antherities would allow these carriess to cease
operations and lquidate the utlity assets in a piccemeal fashion. Instead, the Bankruptey Court would Lkely

(%)
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find that the liquidation value of FairPoint would be an evgluation premised upon a sale (or sales) of
opetzting telecommunications cartier operations as a whole, by carsier or by groupings of exchanges.

Ttis assumed that in the event of 2 failed reorganizadon and a conversion to liquidation under Chapter 7, a
Chapter 7 Trustee would be appointed who would continue to operate the telecommunications wiility
business pending liquidatdon. With likely limired access to financing, available cash would be applied to fund
irmmedizte operations and pay administradve expenses in the bankruptcy proceedings. The reduction or
cessation of investment in network improvements and broadband expansion, and the liquidation process
generally, would heighten the regulatory scrutiny of the Hquidatng business.

General Approach and Results of the Liguidation Aralysis

The Debtors have 80 legal entities that operate local exchange carriers in rural parts of the United States
consisting of the Legacy and Northern New England businesses. To maximize total liquidation value, the
Liquidation Analysis assumes that the Debtors’ operating assets are sold 25 a going concern that would be
effectuated through distressed sales of the Legacy and NNE Subsidiades.

The estimated ptoceeds of a hypothetical Chapter 7 liquidation for ali assets of the 80 Debtor entities were
caleulated based on assumptions provided herein and applied w estimated Claims values for these entities to
determine recovery estitnates among creditor Classes. In addidon, these recovery estimates among creditor
Classes were compared to estimated recoveries under the Plan.

As will be demonstrated herein, all Impaired creditos classes are estmated to receive less in the Liquidation
Analysis than under the Plan. The DIP Collateralized Obligations are anticipated to zeceive 100% recovery
under both the Plan and the Liquidation Analysis. Consistent with the Plan , all creditors of the Legacy

Subsidiaries are anticipated to receive a 100% recovery on their pre-petition Claims as are all creditors of the
NNE Subsidiaries.

In general, it is assumed that a conversion to a Chaptex 7 liquidation would result in immediate zctions by a

Chapter 7 Trustee 1o sell the enterprise as a going concern. The Chapter 7 Trustee will be under pressure to
find an immediate buyer before the business deteriorates due to loss of critical resources as customers delay
paymments for services and /or find alternative solutions, key employees resign, important vendors no longer
cooperate and other business pressures would emerge with 2 conversion to a Chapter 7 liquidation.

Given that the businesses would be sold pursuant to 2 forced sale for cash, management and its advisors
believe the appropriate method {or caleulatng a quidation value is by applying 2 depressed EBITDAR
multiple for the Legacy and NNE Subsidiaries. The adjusted EBITDAR! for the Company is calculated by
using actual annualized nine months year-to-date EBITDAR as of September 30, 2009 (“actual EBITDAR™).
However, actual EBITIDAR has been reduced by 25% to reflect a rapid deterioration in the business during
the six-month sale period. The 25% EBITDAR reduction is deemed to be reasonable when considering the
year over year decrease in EBITDAR that FairPoiat experienced as it was moving towards a Chapter 11

filing. Any sale under a Chaprer 7 liguidation will need to be executed with the utmost haste, as the operating
endties will be facing significant business pressures. The inability to raise liquidity for working capital needs, a
significant loss of customers, and the loss of key employees are all issues that wili work to depress the value
of the business to potental acquirers. A limited buyer pool, significant regulatory hurdles (discussed above), 2

! Adjasted EBITDAR excludes all cutover related costs (T'SA, CapGemini, bubble workforce, overtime, conwractors,
etc.) and also excludes restrucruring fees, severance, and other one-time adjustments.

3
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continuation of 2 poor economic environment that is not conducive to selling a business in a fiquidadon
scenatio, and the operational challenges associated with operating 2 business under Chapter 7 proceedings,
iead management and its advisors to believe that any potential buyer will value the business based upon
current earnings, which are expected to decline in a Chapter 7 liquidation. In view of these issues, coupled
with the speed at which a transaction must be executed, it is further anticipated that any potential acquirer will
demand a discount to current transaction muldples. The enterprise valuation under the Plan assumes a
precedent transaction EBITDAR multiple range of 4.5x to 5.0%; however, due to the crcumstances
serrounding 2 Chapter 7 liquidation, it is assumed that any acquirer will discount cusrent ransaction multples
by at least 33% to 40%. This decrease is based on the experiences of FairPoint’s advisors and assumes that
financial buyers will likely not be interested in acquidng these assets in a Chapter 7 sitmation given the
significant regulatory complications. Thesefore, it is assumed in the Liquidation Analysis that a sale of the
Debtors’ business in a Chapter 7 liquidation would be based on an EBITDAR muliple of 3.0x. Sale

multiples may ultimately be different between the Legacy and NNE Subsidiaties; however, the 3.0x multiple
was used in the valuation of both entity groups for simplicity.

Addigional analyses of the discounts to earnings and reducdons 1o EBITDAR multples were pesformed o
provide more perspective on these variables, Ata 25% drop in earnings, the going concern business would
have to sell at a 7.0x multiple for secured creditors to receive the same recoveries in the Liquidation Analysis
as received under the Plan, By climinating the 25% camings drop, the business would have to sell at a 5.3x
multple for this to occur. In general, the Chapter 7 Trustee would have to achieve the same growth in
earnings as projected in the Plan without buyers discounting the EBITDAR multiple. This is highly unlikely
for many reascns, but most importantly the Chapter 7 Trustee would likely have to make the same capital
investments that are contemplated in the Plan. The possibility of this is considered to be remote given that

. the Plan assumes revenue growth in data and special access services through the continued build out of
FairPoint’s next generation network known as VantagePoint and the rollout of 2 new IP suite of business

services. This growth is predicared on capital expenditures of $200 million in 2010 and continuing high levels
of capiial expenditures in 2011 and beyond.

Itis assumed that the going-concetn sale transactions would be effectuated as a sale of the ownership
interests in the Debtors’ various legal entities without regard to any tax labilities or benefits resulting from
the sale. Alternative structures for the transactions, including a direct sale of assets, would likely generate
certain tax Habilities (such as sales tax) that would reduce the net proceeds available for distribution to the
creditors. These tax liabilities conld be significant and, thetefore, excluding these potential liabilities is
considered conservative to this analysis.

Liquidation proceeds are distributed to creditoss the pursuant to the distribution priorities estzblished under
the Bankruptey Code. In the case of this Liquidation Analysis, the Legacy and Northern New England
operations are assumed to be sold as going concerns.

For the purposes of the Liquidation Analysis, it is assumed the Claims will be satisfied in the following order:

1. Chapter 7 Administrative Claims — Chapter 7 Trustee Fees; Chaprer 7 Professional Fees

2. Chapter 11 DIP Collateralized Obligations — Letters of Credit issued pursuant to the DIP
Facility; Chapter 11 Professiona! Fee Carve-Out

3. Chapter 11 Administrative and Priorty Claims (Non-Guarantor Entties) — Liabilities
incuzred in Chapter 11 at the operating entities and at the respective non-guarantor entizdes
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4. Chapter 11 Non-Guarantor Pre-Petidon Claims — Pre-petition Claims at entities where the
proceeds from the sale of the business exceeds the liabifities
Chapter 11 Secured Claims - Prepetition Credit Agreernent

6. Chapter 11 Administrative Claims (Guarantor Entities) — Liabilities incurred in Chapter 11
at the parent company and guarantor entities

7. Chapter 11 General Unsecuzed Claims (Guarantor Fndries) — Senior Notes, trade payabiles
at the parent, Prepetidon Credir Agreement deficiency claims 2.

The estimated recovery for each of these Claims in the Plan and the Liguidation Analysis is presented below.

Preliminary Estimated Recovery %

Claim Class Allowed Claim Plan* Liguidation
Chapter 7 Administradve Cleims $ 11,308 N/A 100%
DIP Collateralized Obligations 21,200 10G% 100%
Chapter 11 Administrative Claims (NNE} 15,776 100% 100%
Chapter 11 Non-Guarantor Pre-Pedition Claims (NNE; 15,473 100% 100%
Chapter 11 Administrative Claim s (Legagy) 2,413 100% 100%
Chapter 11 Non-Guarantor Pre-Petition Claims (Legacy) 12,540 100% 100%
Chapter 11 Guarantor Seaared Claims 2,094,917 87.9% 3%
Chapter 11 Administrative Claisas - (FCI & Guarantor Bntities) 22,000 100% 100%
Chapter 11 General Unsecured Claims - {Guarantor Entities) 3,453 100% 8%
Chapter 11 General Unseaured Claims (FCI, exduding defidency daims) 635,627 16.9% 3%
*Reapveries estimated under the Plan are estimated based on the mid-point valuation ss desasbed in Appendix D of the Disdosure
Starement

Based on the estitated recoveries in the Plan and Liquidation Analysis, it is management’s and their advisors’
opinion that the Plan of Reorganization satisfies the “Best Interests Test.”” Under the Plan, each creditor
class will receive at least the same vakie or significantly more than they would if the business were to be
subject to a Chapter 7 liquidation.

Notes to Liquidation Anslysis

Note A — Assuts Availabie for Distribution

In genexal, the operating entities of the Debrors are non-guarantor entities that are owned by guarantor non-
operating enttes. It is assumed that assets of the non-guarantor operating entities will be promptly sold as a
going concern, and the tangible fixed assets in possession of the guarantor entities will be liquidated. Upon
the closing of the transactions i sell the Legacy and NINE Subsidiaries, the sum of those proceeds would
first be used to satisfy the Chapter 7 Administzadve Claims and the DIP Collateralized Obligations, and then
would be availzble for distribudon to the creditors of each entity. It is assumed that the Legacy Subsidiaries

2 In preparation of the Liquidation Analysis each individval guarantor entity’s books and records were reviewed, and 2
sepasate liquidation analysis was performed for each of the guarantor enddes. It was assarmed that proceeds generated
from the sale of the operating entities are used to satisfy the claims of the Prepetidon Credit Agreesnent, and any
deficiency claim is asserted at the guarancor entities. These deficiency Claims are assumed to be parz passs with all other
unsecured creditors in these entities.
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genezate 35% of the total value available for distribution while the NNE Subsidiares generate 65% of the
total value. This estimated distribution of value is based upon relative EBITDAR generated by the Legacy
and NNE Subsidiaties. The proceeds available for distribution after satisfying the Chaptér 7 Administrative
Claims and the DIP Collateralized Obligations ate then distributed to the Legacy and NNE Subsidiaries
based on the percent of EBITDAR generated by the respective entities.

The proceeds of the non-guarantor entities must first be used to satisfy all pre-petition and afl post-petition
creditors of the non-guarantor endties. As the equity values of the non-guarantor entities are upstreamed to
the guarantor entities, those proceeds are first used to sadsfy the Prepetitdon Credit Agreement Claims as
secured Claims at these guarantor endties.  In effect, the Prepetition Credit Agreement Claims hold the
equity velues of all non-guarantor entities as collateral and receive the remaining sale proceeds of the Legacy
Subsidiaries and the NNE Subsidiaries after all of the creditors of those endties are paid. Moreover, there are
insufficient proceeds to fully satisfy the Prepetition Credit Agreement Claims. Therefore, there are no
Liguidation Analysis proceeds available to other creditors of the guarantor eatities from the sale of the non-
puarantor entities. However, the other assets of the guarantors and FairPoint Communications, Inc. are
available for distribution to each entity’s respective creditors. These assets primarily consist of cash,
inventory, property, plant, and equipment. The Prepetition Credit Agreement Claims are secured by
FairPoint Communications Inc’s equity intetests in its first-tier wholly owned subsidiaries and by the equity in
subsidiaries of the guarantor enttes; therefore, they will share in the distribution of these assets Dari parsu
with general unsecured creditors.

A summary of the proceeds available for distribution from each of the operating entities is provided below:

LEGACY NORTHERN NEW
ENGLAND

Estimated Adjusted EBITIDAR 118917 223,657
Discount Factor for Business Conditions 25% 25%
Estmated Transaction EBITDAR 89,188 167,743
Transacion Maltpie 3.0x 3.0x

- Estimated Assets Available for Diswibution A 267,564 503,229

35% 65%

The proceeds available for distribution from the guarantor entities and the parent company will be generated
through the hquidation of assets at each of the entities. A summary of the proceeds available for distribution
by the guarantors and parent company is provided below, which is based on management’s and its advisors®
assumptions regarding liquidation factors.

6
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Liquidation of Guaranror Entities

Unaudited Balances Liquidation Est. Liquidation
Sept 30, 2009 Factor Value

Cash & Cash Equivalents™ 97,127 100% 97,127
Acamunts Recelvable 3724 T0% 2,606
Inventory . 2207 50% 11,459
Prepaid Assets : 33 5% 2
Property Plant and Equipment 12,859 20% 2,572
Other Asseis 3,603 5% 180
Total 140,263 113,946

#(ash & Cash Equivalents balances refiects the cash on hand as FaitPoint Logistics Inc as of 2/8/2010.

Liguidation of FairPoint Communications, Inc.

Unaudited Balances Liquidation Est. Liquidation
Sept 30, 2009 Factox Value

Cash & Cash Equivalents* 30,100 100% 30,100
Adounts Receivable 187 0% . 131
Inventory - 50% -
Prepaid Assets 5,577 5% 279
Property Plant 2nd Equipment 188,678 20% 37,736
Oither Assets : 813,327 0.5% 4,067
Total 1,037,868 72,311

*Cash & Cash Equivalents balances meflecs the cash on hand at FairPoine Communications Ine as cf2/8/2010

WNote B ~ Urustee Fees of Chapter 7 Estates

Compensation for the Chapter 7 Trustee was caiculated as 3% of estimated assets available for distribution,
excluding cash on hand.

Note C— Chapier 7 Professional Fees

Chapter 7 Professional Fees & Costs inclade ongoing professional fees associated with winding down the
business. These professional fees include transaction costs, audit and accounting fees, and Jegal support as
outlined in the table below. The cost to operate the business duting the sale process is assumed to be
covered by cash flow from operations. Once the sale is complete, certain corposate and administrative
functions would be required to ovetsee the distribution of proceeds, to maintain and close the acccunting
records and to prepare tax teturns for the estates, among other things. A summary of the estdmated
professional fees in a Chapter 7 liquidation scenario are presented below.
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Estimated Chapter 7 Professional Fees

Monthly Number of Total
Professional Costs Months Professional Fees

Legal 5 250 6 3 1,500
Acountng & Managem ent Support 150 6 900
MacA Monthly Advisory 100 5 600
M&A Trans Fees (1% of Transaadon Value) N/A N/A 7,708
Ciher 100 6 600

$ 600, $ 11,308

Note D — DIP Collateralied Obligations

Pursuant to the Debtors’ authority to obtain post-petition financing, the Debtors have issued approximately
$13.7 miliion in letters of credit that will be given priority treatment under a Chapter 7 liquidation. In
additon to the repayment of letters of credit, the DIP Facility allows a $7.5 million “carve-out” for
professional fees incurred during these Chapter 11 cases.

Note E— Chapter 11 Administrative Claims

Chapter 11 Adsministrative Claims consist of post-petition trade payables from the commencement of the
Chapter 11 proceedings as well as various professional fees related to the Chaprer 11 cases. Fees incurred by
vatious professionals in conjunction with the Chapter 11 cases are treated as an administratve expenscin a
Chapter 7 liquidation. Tt is estimated that FaixPoint will have two months of unpaid balances for .
professionals in these cases on the date of conversion to a Chaptet 7. This amount is estimared o be $8.7
million, of which $7.5 miflion is provided for as a “Carve-Out” in the DIP Facility. The remaining $1.2
million is reflected as a Claim.

Chapter 11 Adminsuative Claims

FCI  Guarantor Legacy NNE Total

Trade Payables 22,000 - 2,000 15,000 39,000
Chapter 11 Prof. Fees (above Carve-Out) - - 413 776 1,189
22,000 - 2,413 15,776 44,1890

Note I~ Non-Guarantor. Entities - Pre-Petition Claimes

Tt is assumed that the operating entiies of FaitPoint must satisfy their creditors prior to disttibuting cash to
the parent company in consideration of Equity Interests. For the purposes of the Liquidation Analysis, it is
assumed that any purchaser of the NNE Subsidiaries will assume both the pension obligatons and post-
retiree medical benefit obligations as part of the acquisinon.

Note G~ Prepetition Credit Agreement Claims

The Prepetition Credit Agreement Claims include the secured debt cutstanding, accrued and unpaid interest,
putstanding letters of credit, and outstanding interest rate swap liabilities at the Peddon Date. The
Prepetition Credit Agreement Claims are secured by FairPoint Communications Inc’s equity interests in its
first-tier wholly owned subsidiaries and by the equity in subsidiaries of the gnarantor entites.
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The Prepetition Credit Agreement Claims will first be satisfied by the proceeds atiributable to the liquidation
of the NNE Subsidiaries after all other claims of these entities are paid, as the equity in those endtes are
pledged as ditect cobiateral to secure the Prepetifion Credit Agreement Claims. As the Liquidation Analysis
shows, there is a significant impeirment of the Prepetition Credit Agreement Clairns from the liquidation of
the NNE Subsidiarics; therefore, the proceeds from the sale of the Legacy Subsidiaries will then be used o
satisfy a portion of the deficiency Claim of the Prepedtion Credit Agreement Claims. Once the proceeds
from the sale of the pledge of collateral (equity interests operating subsidiaries) has been distributed in full to
the holders of the Prepetition Credit Agreement Claims, the Prepetition Credit Agreement Claims will assert

deficiency Claims first, at the guarantor entities that hold the operating subsidiaries, and next to entities that
do not have operating subsidiaries.

If a guarantor entity has no operating subsidiaties, it is assumed that there is no equity with which to secure
the Prepetition Credit Agreement Claims. Thezefore, it is assumed that Prepetition Credit Agreernent Claims
will be treated pari pacsn with other unsecured creditors of those gnarantor endties. Finally, any addidonal

deficiency Claims from the Prepetidon Credit Agreement Claims will be satisfied pari passa with the general
unsecured creditors at FairPoint Communications,

Noate H —Pre-Petition General Unsecured Claians

Pre-petiton unsecured Claims prmarly consist of Senior Notes issued by FairPoint Communications and
various other trade payables and obligations. In the hypothetical Liguidation Analysis, the general unsecured
Class is Impaired, and therefore pre-pedtion holders of equity interests are estimated to receive no recovery in
the event of liquidation under Chapter 7 of the Bankruptey Code.
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FAIRPOINT COMMUNICATIONS, INC.
Liguidation Analysis

S i 000'S) Notes

Esaomated Assets Available Jor Bisuibution A

Chapter 7 Adminisurarive Claims

Chapter 7 Trustee Fees B
Chapier 7 Prafessional Fees & Liquidation Costs C
DIP Collateralized Obligatons D

Tesier of Credit Fadilides
Chaprer 1 Professionat Fee "Carve Qut”
Adjusted Assers Avaihble {or Disudbytion

Chaptes 11 Administrative Claims (el Prof Fees above Carve Qut} E

Assets Avsilable for Distdbudon 10 Pre-peddon Creditors

Prepetition Claims of Non-FLCT and Nen-Guaeantor Entites F
Estimated Asscts Available for Fusther Diswibution

Allocation of Assets

Prepaiition Credit A Obligat
Prepetidon Generl Unsecured Chaims

Frepettion Credit Agreement Obligations G
Prepettion Credit Agreement Obligadons Recovery
Prepetition Credit Agreanent Oblipations Recovery Percentape

Trepetton General Unsecured Claims 1
Prepedtion General Unseeured Claims Recavery

Prepenton Geneeal Unsecured Claims Recovery Percentage

Summary Results

NNE Logacy FairPaint
Operating Operatiag Guaraneor Communications TOTAL
Supsidiszcs Subeidiarits Lntides Ing. DEBTORS
Assets and Distribudon of Valoe
$503,229 5267564 §113.946 S723n $957.050
(15.096) (7.678) 1503) (1,266) (24,545)
(385 (3925 - - (11,308
(22479) {31,603 (505} 13,266) 25853
(8.944) “.756) - {13,700y
{4,897 {2,603 - (500}
(13,8413 (2,359) - (521,200)
466,509 248,602 113441 71,045 ) §99,997
(15,776) @413 - @200 (40,189
451,133 246,189 113,440 19,045 359,808
(1547 (12,540) . . (28.033)
435,660 233449 113,445 49,045 831,795
{435,660) (233,649) 213,167 (35,042 (815,518)
- : 274} {16,003) 18.270
{435,660) (233,649 (F13,741) (49,045} (B31,795)
Recovery Analysis
$2,004,917
$435 660 §233,649 §113,167 553,042 $815,518
M/A N/A 3452 635,627 639,079
§274 §16,003 §16.277
B} E |
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Exhibit D
Valuation Analysis
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Valuatien Analysis

1. Overview

Rothschild Inc. (“Rothschild™) has performed an analysis of the estimated value of
Reorganized FairPoint Communications, Inc. {the “Company” or “FairPoint”} on a gomg-concem
basis.

In preparing its analysis, Rothschild has, among other things: (i) reviewed ceitain recent
publicly available finaneial resuits of the Debtors: (11) xeviewed certain internal financial and
operating data of the Debtors, including the business projections prepared and provided by the
Debtors’ management and approved by the Board of Directors’ on September 24, 2009 relating to
their business and their prospects for the calendar years 2009 through 2013 (the “Projections™);
(111} discussed with certain senior executives the current operations and prospects of the Debtors,
as well as key assumptions related to the Projections; (iv) prepared discounted cash flow analyses
based on the Projections, utilizing various discount rates and terminal value multiples;
{v) considered the multiples of certain publicly-traded companies in businesses reasonably
comparable to the operating businesses of the Debtors; (vi) considered the multiple assigned to
certain precedent change-in-control transactions for businesses similar to the Debtors; (vii)
separately valued and accounted for the Seven-Year Warrants issued to FairPoint’s general
unsecured claims and the Ten-Year Management options, utilizing the standard Black-Scholes
methodology; (viil) utilized specific tax assumptions and Net Operating Loss Carryforward
(“NOL”) analysis prepared by Management and the Company’s ouiside accountants; (ix)
assumed no value for the estimated pre-emergence NOLs based on the estimated Cancellation of
Debt (“COD™) income from the restructuring; and (x) conducted such other analyses as
Rothschild deemed necessary under the circumstances. Rothschild also has considered a range of
potential risk factors, including: (a) ability o execute and realize savings from planned
operational initiatives, (b) Reorganized Debtors’ capital structure; and (c) ability to meet
projected revenue growth targets.

Rothschild assumed, without independent verification, the accuracy, completeness, and
faimess of all of the financial and other information available to it from public sources or as
provided to Rothschild by the Debtors or their representatives. Rothschild also assumed that the
Projections have been reasonably prepared on a basis reflecting the Debtors’ best estimates and
judgment as to future operating and financial performance. Rothschild did not make any
independent evaluation of the Debtors’ assets, nor did Rothschild verify any of the information it
reviewed. To the extent the valuation is dependent upon the Reorganized Debtors’ achievernent
of the Projections, the valnation must be considered speculative. Rothschild dees not make any
representation or warranty as to the fairness of the terms of the Plan.

In addition to the foregoing, Rothschild relied upon the following assumptions with
respect to the valuation of the Debtors:

» The Effective Date occurs on or zbout June 30, 2010 (“Effective Date™).
« The valuation date is a8 of September 30, 2009 (the “Valuation Date”).

+  The Debtors are able to recapitalize with adequate liguidity as of the Effective Date.

#386744
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» The Debtors successfully perform to the levels forecasted in the Projections.

= The pro forma debt levels of the Debtors at the Effective Date will be approximately
$1.0 billion.

« The Projections assume the Debtors’ NOLs wili be utilized to offset COD income
resulting from the reorganization. Based on the tax analysis prepared by
Mapagement and the Company’s outside accountants, FairPoint’s NOLs ate
projected to be fully utilized to offset COD income at Emergence and foture tax
liabilities resulting from the write-down of assets. -

»  Treatment of NNE creditor pre petition claims has yet to be determined, which are to

be on terms reasonably satisfactory to the Company and the Lender Steering
Commitiee

o General financial and market conditions as of the Effective Date will not differ
materially from those conditions prevailing as of the Valuation Date.

= Rothschild has not considered the impact of a prolonged bankruptcy case and has
assumed operations will continue in the ordinary course censistent with the
Projections.

In developing the valuation range, Rothschild used the following three methodologies:

a.  Discounted Cash Flow analysis

The Discounted Cash Flow analysis ("DCF”) is a forward looking valuation methodology
that 15 used to calcuiate the intrinsic value of an asset or a business by calculating the present
value of expected future cash flows and the value of the business past the projected horizon
(“Terminal Value™) and discounting them by the company’s weighted average cost of capital
{(“WACC"), using mid-year convention. The Terminal Value is derived using an exit muliiple of
EBITDA based on a range selected to reflect the trading and precedent transaction ranges of peer

companies. The WACC is a blended rate of retorn that captures the required returns of both debt
and equity investors.

b.  Trading Values analysis

The Trading Values amalysis estimates the value of a company based on a relative
comparison with other publicly fraded companies with similar operating and financial
characteristics. Under this methodology, the enterprise value for each selected public company
was determined by examining the trading prices for the equity securities of such companies in the
public markets and adding the aggregate amount of outstanding net debt for such company (at
book value} and minority interest. Those enterprise values are commonly expressed as multiples
of various measures of operating statisticg, tnost commonly sales, EBITDA and EBITDA less
CapEx. In addition, each of the selecied public companies’ operational performance, operating
margins, profitability, leverage and business trends were examined.

¢. Precedent Transactions analysis

The Precedent Transaction analysis is based on the enferprise value of companies
invoived in public merger and acquisition transactions that have operating and financial

#386744
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characteristics similar to FairPoint. Under this methodology, the enterprise value of such
companies is determined by an apalysis of the consideration paid and the debt assumed in the
transaction. As in a comparable company valuation analysis, those enterprise values are
commonly expressed as «nultiples of various measures of operating statistics such as sales,
EBITDA, and EBIT. The derived multiples were then applied to FairPoint’s operating statistics
10 detennine the enterprise value to a potential sirategic buyer.

Unlike the Trading Values analysis, the enterprise valuation derived using this
methodology reflects a “control premium’ (ie., a premium paid to purchase a majority or
controliing position in the assets of a company). In addition, other factors not directly related to a
company’s business operations can affect a valuation based on precedent transactions, including:
(a} circumstances swrounding 2 merger transaction that may introduce “diffusive quantitative
results” into the analysis (e.g., 2 buyer may pay an additional premium for reasons that are not
solely related to competitive bidding); (b} the market environment is not identical for transactions
occurring at different periods of time (e.g. pre-Lehman failure versus post-Lehman financial
markets); and (¢) circumstances pertaining to the financial position of the company may have an
impact on the resulting purchase prices (e.g., a company in financial distress may receive a lower
price due to perceived weakness in its bargaining leverage).

As with Trading Values analysis, because no precedent merger or acquisition used in any
analysis will be identical to the target transaction, valuation conclusions caanot be based solely
on quantitative results. The reasons for and circumstances swrounding each acquisition
transaction are specific to such iramsaction and there are inherent differences between the
businesses, operations, and prospects of cach target. Therefore, qualitative judgments must be
made concerning the differences between the characteristics of these transactions and other
factors, and issues that could affect the price an acquirer is willing to pay in an acquisition. The
number of completed transactions for which public data is available also limits this analysis.
Furthermore, the data available for all the precedent trapsactions may have discrepancies due to
varying sources of information. As described above, the precedent trfansactions analysis explains
other aspects of value besides the inherent value of a company.

As a result of such amalyses, review, discussions, considerations, and assumptions,
Rothschild estimates the total enterprise velue (“TEV”) at approximately $1.8 billion to $2.1
bitlion, with a midpoint of $1.9 billion. Rothschild reduced such TEV estimates by the estimated
pro forma net debt levels of Reorganized FairPoint (approximately $1.0 billion) to estimate the
implied reorganized equity value of Reorganized FairPoint. Rothschild estimates that
Reorganized FairPoint’s implied total reorganized equity value will range from $0.8 miliion to
$1.1 billion. After deducting estimated value for the Seven-Year Warrants and the Ten-Year
Options of approximately §38 million to $70 million, with a midpoint of $53 million, Rothschild
estimates the implied distributable reorganized equity valued will range from $776 million to
$1,064 million, with a midpoint of $920 million. Any variance on the ultimate General
Unsecured Claims pool could have a material impact on recoveries achieved.

#3B6744
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Rothschild valuation range

llustrative range of TEV $1,780 $1,940 2,100
fess. Pro Forma Net Debt as of June 30, 2010° {987} (967) (267}
Implied equity value bafore warrants’ $813 $973 $1,133
Less: Value of warrants® {$38) {$53) (370}
Equity value less warrants® $776 $920 $1,064
Implied TEV 51,780 31,940 $2,100
2009E Adjusted Operating EBITDAR $362 $362 3362
{implied multiple 4.9x 5.4x 5.8x]

1 Net debt includes cashfdebt distibulion fo Legacy creditors’ unsecured ¢lalms and na determination for treefment of NNE credilor clgims
2 includes the Tep-Year 3.5% management and board oplions and Seven-Year 12% warrants pravided {o the general unsecurad creditors

These estimated ranges of values are based on a hypothetical value that reflects the
estimated intrinsic value of Reorganized FairPoint derived through the application of various
valuation methodologies. The implied reorganized equity value asciibed in this analysis does not
purport to be an estimate of the post-reorganization market trading value. Any such trading value
may be materially different from the implied reorganized equity value ranges associated with
Rothschild’s valuation analysis. Rothschild’s estimate is based on economic, market, financial,
and other conditions as they exist on, and on the information made available as of the Valuation
Date. 1t should be understood that, although subsequent developments, before or after the
Confirmation Hearing, may affect Rothschild’s conclusions, Rothschild does not have any
obligation to update, revise, or reaffirm its estimate.

The summary set forth above does not purport to be a complefe description of the
analyses performed by Rothschild. The preparation of an estimate involves various
determinations as to the most appropriate and relevant methods of financial analysis and the
application of these methods in the particular circumstances and, therefore, such an estimate is
not readily susceptible to summary description. The value of an operating business is subject to
uncertainties and contingencies that are difficult to predict and will fluctuate with changes in
factors affecting the financial conditions and prospects of such a business and the state of the
financial markets. As a result, the estimate of implied reorganized equity value set forth herein is
not necessanily indicative of actual onicomes, which may be significantly more or less favorabie
than those set forth herein. In addition, estimates of implied reorganized equity value do not
purport to be appraisals, nor do they necessarily reflect the values that might be realized if assets
were sold. The estimates prepared by Rothschild assume that the Reorganized Debtors will
continue as the owner and operator of their businesses and assets and that such assets are operated
in accordance with the Debtors® Projections. Depending on the results of the Debtors’ operations
or changes in the financial markets, Rothschild’s valuation analysis as of the Effective Date may
differ from that disclosed herein.

In addition, the valuation of newly issued securities, such as any new common stock, is
subject to additional uncertainties and contingencies, all of which are difficult to predict. Actual
market prices of such securities at issnance will depend upon, among other things, prevailing
interest rates, conditions in the financial markets, and other factors that generally influence the
prices of securities. Actual market prices of such securities also may be affected by other factors
not possible to predict.  Accordingly, the implied reorganized equity value estimated by
Rothschild does not necessarily reflect, and should not be construed as reflecting, values that will
be attained in the public or private markets,
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THE FOREGOING VALUATION IS BASED UPON A NUMBER OF ESTIMATES
AND ASSUMPTIONS THAT ARE INHERENTLY SUBJECT TO SIGNIFICANT
UNCERTAINTIES AND CONTINGENCIES BEYOND THE CONTROL OF THE
DEBTORS OR THE REORGANIZED DEBTORS. ACCORDINGLY, THERE CAN
BE NO ASSURANCE THAT THE RANGES REFLECTED IN THE VALUATION
WOULD BE REALIZED IF THE PLAN WERE TO BECOME EFFECTIVE, AND
ACTUAL RESULTS COULD VARY MATERIALLY FROM THOSE SHOWN HERE.

THE ESTIMATED CALCULATION OF ENTERPRISE VALUE IS HIGHLY
DEPENDENT UPON ACHIEVING THE FUTURE FINANCIAI RESULTS AS SET
FORTH IN THE DEBTORS’ BUSINESS PROJECTIONS, AS WELL AS THE
REALIZATION OF CERTAIN OTHER ASSUMPTIONS, NONE OF WHICH ARE
GUARANTEED AND MANY OF WHICH ARE OUTSIDE OF THE DEBTORS’
CONTROL, AS TFURTHER DISCUSSED IN ARTICLE [X GENERAL
CONSIDERATIONS AND RISK FACTORS TO BE CONSIDERED] OF THE
DISCLOSURE STATEMENT.

THE CALCULATIONS OF VALUE SET FORTH HEREIN REPRESENT
ESTIMATED REORGANIZATION VALUES AND DO NOT NECESSARILY
REFLECT VALUES THAT COULD BE ATTAINABLE IN PUBLIC OR PRIVATE
MARXETS. THE EQUITY VALUE STATED HEREIN DOES NOT PURPORT TO
BE AN ESTIMATE OF THE POST-REORGANIZATION MARKET VALUE. SUCH
VALUE, IF ANY, MAY BE MATERIALLY DIFFERENT FROM THE
REORGANIZED EQUITY VALUE RANGES ASSOCIATED WITH THIS
VALUATION ANALYSIS. NO RESPONSIBILITY IS TAKEN BY ROTHSCHILD
FOR CHANGES IN MARKET CONDITIONS AND NO OBLIGATIONS ARE
ASSUMED TO REVISE THIS CALCULATION OF REORGANIZED FAIRPOINT’S
VALUE TO REFLECT EVENTS OR CONDITIONS THAT SUBSEQUENTLY
OCCUR. THE CALCULATIONS OF VALUE DO NOT CONFORM TCO THE
UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE OF THE
APPRAISAL FOUNDATION,
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Exhibit E
New Term Loan Financial Covenants
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Schedule I: New Term Loan Financial Covenants

Term Loan Financial Covenants
LT™M LIM LTM LTM LIM LTM LTM LTM LTM LTM LTM LTM LTM 2014-

$000,080s 4010 1011 2013 3Qi1 4QI1 1Q12 2012 3012 4Q1z 1013 2013 3Q13 4013 2016
Total Deht / EBITDA
Compaay Plan 2A48x 2.31x 2.13x 1.86x 1.83Ix 178 1.73x 1.60x 1.56x 148x 1dix

% Cushion 62%  73% T0% T6% T5% 78%  B2%  88%  R8%  92% 102% 13139%

2.13x
% Cushion M A% 51% 47%  S2%  48%  S0%  54%  59%
EBITDA
Company Plan
% Cushion
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