











* Selling, General and Administrative Expense. Selling, general and administrative expense includes
salaries and wages and benefiis not directly attributable to a service or product, bad debt
charges, taxes other than income, advertising and sales commission costs, customer billing, call
center and information technology costs, professional service fees and rent for administrative
space. Also included in selling, general and administrative expenses are non-cash expenses
related to stock based compensation. Stock based compensation consists of compensation
charges incurred in connection with the employee stock options, stock units and non-vested
stock granted to executive officers and directors.

* Depreciation and amortization. Depreciation and amortization includes depreciation of our
communications network and equipment and amortization of intangible assets.

Because the Verizon Northern New England business had been operating as the LEC of Verizon
in Maine, New Hampshire and Vermont, and not as a standalone telecommunications provider, the
historical operating results of the Verizon Northern New England business for the three months ended
March 31, 2008 and the year ended December 31, 2007 include approximately $58 million and
$259 million, respectively, of expenses for services provided by the Verizon Group, including
information systems and information technology, shared assets including office space outside of New
England, supplemental customer sales and service and operations. During the one month ended
January 2009 and nine months ended December 31, 2008, we operated under the Transition Services
Agreement, under which we incurred $15.9 million and $148.6 million of expenses, respectively.
Subsequent to January 30, 2009, we have performed these services internally or obtained them from
third-party service providers and not from Verizon.

Acquisitions and Dispositions

On March 31, 2008, we completed the Merger with Spinco. The Merger of Legacy FairPoint and
Spinco was accounted for as a reverse acquisition of Legacy FairPoint by Spinco under the purchase
method of accounting because Verizon’s stockholders owned at least a majority of the shares of the
combined Company following the Merger. The Merger consideration was $316.3 million. Spinco was a
wholly-owned subsidiary of Verizon that owned Verizon’s local exchange and related business activities
in Maine, New Hampshire and Vermont. Spinco was spun off from Verizon immediately prior to the
Merger. Spinco served approximately 1,562,000 access line equivalents as of the date of acquisition.
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Results of Operations

The following table sets forth the percentages of revenues represented by selected items reflected
in cur consolidated statements of operations. The year to year comparisons of financial results are not
necessarily indicative of future results:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
% of % of % of
2009 revenue 2008 revenue 2007 revenue

Revenues.................... $1,126,761  100.0% $1,274,619  100.0% §$1,197.465  100.0%
Operating expenses
Cost of services and sales .. ...... 514,935 457 576,786 453 555,954 46.4
Selling, general and administrative

EXPENSC . ... 425,642 378 384,388 30.2 288,762 241
Depreciation and amortization . . .. 275,334 24 4 255,032 20.0 233,231 19.5

Total operating expenses . . . .. .. 1,215,911  107.9 1,216,206 95.5 1,077,947 90.0
Income (loss) from operations . . .. {89,150y (7.9) 58,413 4.5 119,518 10.0
Other income (expense):
Interest expense . . . ............ (204,919 (18.2) (162,040) (12.7) (70,581) (5.9
Gain (loss) on derivative

instruments . ............... 12,320 1.1 (11,800  (0.9) — —
Gain on early retirement of debt. . . 12,357 1.1 — — — —
Other nonoperating, net .. ....... 2,000 0.2 3,494 0.3 3,350 0.3

Total other expense . . . ... ... .. (178,242) (15.8) (170,346) (13.3) (67,231  (5.6)
Income (loss) before reorganization

Hems and income taxes . ... .. .. (267,392) (23.7) (111,933  (8.85) 52,287 4.4
Reorganization items .. ......... (53,18 (4.7) — — — —
Income (loss) before income taxes. . (320,410) (28.4) (111,933)  (8.8) 52,287 4.4
Income tax benefit (expense) ..... 79,014 7.0 43,408 3.4 (19,439)  (1.6)

Net income (loss) .. .......... $(241,396) (21.4)% $ (68525 (5.4)% § 32828 2.8%

Year Ended December 31, 2009 Compared with Year Ended December 31, 2008
Revenues

Revenues decreased $147.9 million to $1,126.8 million in 2009 compared to 2008. The acquisition
of Legacy FairPoint contributed $245.5 million and $196.7 million to total revenues in the years ended
December 31, 2009 and 2008, respectively. Excluding the impact of the Merger, combined total revenue
would have decreased $196.7 million. Revenues in each of our revenue categories have been impacted
by the weakness of the economy during 2008 and 2009, which has caused a decrease in discretionary
consumer spending and resulted in an increase in access line losses and a decrease in usage. Our
revenues have also been adversely impacted by the effects of competition and the use of alternative
technologies. Additionally, because of Cutover issues that prevented us from executing fully on our
operating plan for 2009, as well as detrimental effects of the Chapter 11 Cases, our revenue has
continued to decline. We derived our revenues from the following sources:

Local calling services.  Local calling service revenues decreased $120.1 million to $440.7 mitlion in
2009. This decrease is partially attributable to a reduction in revenue totaling $26.0 million for the year
ended December 31, 2009 for service quality penaities incurred in the northern New England states
coupled with an 1§.3% decline in total voice access lines in service at December 31, 2009 compared to
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December 31, 2008. The revenue decline was mainly driven by the effects of competition and
technology substitution. Legacy FairPoint contributed $72.2 million and $62.0 million to lecal revenue
for the years ended December 31, 2009 and 2008, respectively. Excluding the impact of the Merger,
local calling service revenues would have decreased $130.3 million.

Access.  Access revenues increased $10.6 million to $381.4 million in 2009 compared to 2008.
Legacy FairPoint contributed $93.5 million and $71.4 million to access revenues for the years ended
December 31, 2009 and 2008, respectively. Excluding the impact of the Merger, access revenues would
have decreased $11.5 million. Of this decrease, $9.5 million is attributable to a decrease in interstate
access revenues ad $2.0 million is attributable to a decrease in intrastate access revenues. Decreases in
interstate and intrastate access revenues are attributable to decreases in access rates and minutes of use
compared ta 2008, reflecting the impact of access line loss and technology substitution as well as
weakness of the econonyy.

Long distance services. Long distance services revenues decreased $39.2 million to $147.7 million
in 2009 compared to 2008. Legacy FairPoint contributed $26.2 million and $22.6 million to long
distance revenues in the years ended December 31, 2009 and 2008, respectively. Excluding the impact
of the Merger, long distance revenues would have decreased $42.8 million. The decrease is primarily
attributable to a decrease in the number of subscriber lines in 2009 due to technology substitution and
the weakness of the economy, partially offset by increased revenue from bundied product offerings
designed to retain customers and generate more revenue,

Data and Internet services. Data and Internet services revenues decreased $5.0 million to
$109.9 million in 2009 compared to 2008. Legacy FairPoint contributed $36.6 million and $27.6 million
to data and Internet services revenues in the years ended December 31, 2009 and 2008, respectively.
Excluding the impact of the Merger, data and Internet services would have decreased $14.0 million.
This decrease is primarily due to a slowing in our high speed data subscriber growth, caused by the
absence of promotional advertising on our data and Internet products due to Cutover issues as well as
the weakness of the economy.

Other services.  Other services revenues increased $5.7 million to $47.0 million in 2009 compared
to 2008. Legacy FairPoint contributed $16.9 million and $i3.1 million to other services revenues in the
years ended December 31, 2009 and 2008, respectively. Excluding the impact of the Merger, other
services revenue would have increased $1.9 million.

Operating Expenses

Cost of services and sales. Cost of services and sales decreased $61.9 million to $514.9 million in
2009 compared to 2008. Legacy FairPoint contributed $88.7 million and $80.5 million to cost of services
and sales in the years ended December 31, 2009 and 2008, respectively. Also included in cost of
services and sales for the years ended December 31, 2009 and 2008 are $6.1 million and $56.7 million,
respectively, of expenses related to the Transition Services Agreement, which was terminated on
January 30, 2009. Excluding the impact of the Merger and the Transition Services Agreement, cost of
services and sales would have declined $19.5 million. The decline reflects the elimination of costs
allocated from Verizon affiliates prior to the closing of the Merger and the methodology utilized by
Verizon to allocate certain expenses to cost of services and sales prior to the Cutover to our own
opcrating systems, which has more than offset direct costs incurred by us to operate our Northern New
England operations.

Selling, general and administrative.  Selling, general and administrative expenses increased
$41.3 million to $425.6 million in 2009 compared to 2008. Legacy FairPoint contributed $79.2 million
and $38.1 million to selling, general and administrative expenses in the years ended December 31, 2009
and 2008, respectively. Included in selling, general and administrative expenses in the years ended
December 31, 2009 and 2008 are $9.8 million and $91.9 million, respectively, of expenses related to the
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Transition Services Agreement, and $28.0 million and $52.2 miilion, respectively of non-recurring
Cutover related costs. Excluding the impact of the Merger and the Transition Services Agreement,
selling, general and administrative expenses would have increased $106.4 million. The increase is
primarily due to a $30.8 million increase in bad debt expense, increases in other operating expenses,
some of which Is attributable to the methodology utilized by Verizon to allocate certain expenses to
selling, general and administrative expenses prior to the Cutover to our own operating systems, as well
as $11.1 million in costs incurred to effect a restructuring of our capital structure prior to filing
bankruptcy.

Depreciation and amortization. Depreciation and amortization increased $20.3 million to
$275.3 million in 2009 compared to 2008. Legacy FairPoint contributed $36.7 million and $27.8 million
to depreciation and amortization expense in the years ended December 31, 2009 and 2008, respectively.
Excluding the impact of the Merger, depreciation and amortization expense would have increased
$11.4 million, due primarily to increased gross plant asset balances, including capitalized software
placed into service upon termination of the Transition Services Agreement. Also contributing to the
increase in depreciation and amortization expense is an increase of $5.6 million in amortization expense
on intangible assets acquired in the Merger, as no such amortization was recognized during the first
quarter of 2008, prior to the Merger.

Included in operating expenses are non-cash stock based compensation expenses associated with
the award of restricted stock and restricted units. Stock based compensation expenses totaled
$2.1 million and $4.4 million for the years ended December 31, 2009 and 2008, respectively.

Other Results

Interest expense. Interest expense increased $42.9 million to $204.9 million in 2009 compared to
2008. This increase is due to the debt that we incurred upon and subsequent to the closing of the
Merger. Accrued and unpaid interest on the Old Notes exchanged in the Exchange Offer through
July 28, 2009 was paid on July 29, 2009 in the form of additional New Notes tolaling $18.9 million.
Accrued and unpaid interest on the New Notes from July 29, 2009 through September 30, 2009 is
payable in the form of additional New Notes totaling $12.2 million. Thig $31.1 million interest expense
paid or payable in the form of New Notes has been treated as non-cash for purposes of our financial
debt covenants under the Pre-petition Credit Facility. Additionally, upon the filing of the Chapter 11
Cases, in accordance with the Reorganizations Topic of the ASC, we ceased the accrual of interest
expense on the Notes and the Swaps in accordance with the Reorganizations Topic of the ASC as it is
unlikely that such interest expense will be paid or will become an allowed priority, secured or
unsecured claim. We have continued to accrue interest expense on the Pre-petition Credit Facility, as
such interest is considered an allowed claim pursuant to the Plan.

Gain (loss) on derivative instruments.  Gain {loss) on derivative instruments represents net gains
and losses recognized on the change in fair market value of interest rate swap derivatives. During the
" years ended December 31, 2009 and 2008, respectively, we recognized a net non-cash gain of
$12.3 million and a net non-cash loss of $11.8 million related to our derivative financial instruments. In
connection with the filing of the Chapter 11 Cases, the Swaps were terminated by the counterparties
and have been recorded on the consolidated balance sheet at the termination values provided by the
counferparties.

Gain on early retirement of debt.  Gain on early retirement of debt represents $13.2 million net
gains recognized on the repurchase of $19.9 million aggregate principal amount of the Old Notes
during the year ended December 31, 2009, partially offset by a loss of $0.8 million attributable to
writing off a portion of the unamortized debt issue costs associated with the Pre-petition Credit Facility.

60

Exh. FP-21

0068




Other income (expense). Other income {expense) includes non-operating gains and losses such as
those incurred on sale of equipment. Other income decreased $1.5 million to $2.0 million in 2009
compared to 2008.

Reorganization items. Reorganization items represent expense or income amounts that have been
recognized as a direct result of the Chapter 11 Cases.

Income taxes. The effective income tax rate is the provision for income taxes stated as a
percentage of income before the provision for income taxes. The effective income tax rate for the year
ended December 31, 2009 and 2008 was 24.7% benefit and 38.8% benefit, respectively. The significant
decrease in the effective tax rate is due primarily to an increase in our deferred tax valuation
allowance, as well as non-deductible restructuring charges and post-petition interest.

Net income (loss). Net loss for the year ended December 31, 2009 was $(241.4) million compared
to net loss of $(68.5) million for the year ended December 31, 2008. The difference in net loss between
2009 and 2008 is a result of the factors discussed above.

Year Ended December 31, 2008 Compared with Year Ended December 31, 2007

Reventes

Revenues increased $77.2 million to $1,274.6 million in 2008 compared to 2007. The acquisition of
Legacy FairPoint contributed $196.7 million to total revenues in the year ended December 31, 2008.
Excluding the impact of the Merger, combined total revenue would have decreased $119.5 million. We
derived our revenues from the following sources:

Local calling services. Local calling service revenues decreased 3$8.3 million to $560.8 million in
2008. This decrease is primarily due to a 12.3% decline in total voice access lines in service at
December 31, 2008 compared to December 31, 2007. The revenue decline was mainly driven by the
effects of competition and technology substitution. Legacy FairPoint contributed $62.0 million to local
revenue for the year ended December 31, 2068. Excluding the impact of the Merger, local calling
service revenues would have decreased $70.3 million compared to 2007,

Access.  Access revenues increased $43.8 million to $370.8 million in 2008 compared to 2007.
Legacy FairPoint contributed $71.4 million to access revenues for the year ended December 31, 2008.
Excluding the impact of the Merger, access revenues would have decreased by $27.6 million. Of this
decrease, $22.9 million is attributable to a decrease in interstate access revenues and $4.7 million is
attributable to a decrease in intrastate access revenues. Decreases in interstate and intrastate access
revenues are attributable to decreases in access rates and minutes of use compared to 2007, Interstate
and intrastate switched minutes of use declined 13.7% and 5.0%, respectively, in the year ended
December 31, 2008 compared to the year ended December 31, 2007, reflecting the impact of access
line loss and technology substitution.

Long distance services. Long distance services revenues increased $10.4 million to $186.8 million
in 2008 compared to 2007. Legacy FairPoint contributed $22.6 million to long distance revenues in the
year ended December 31, 2008. Excluding the impact of the Merger, long distance revenues would have
decreased $12.2 million. The decrease is primarily attributable to a decrease in the number of
subscriber lines in 2008, partially offset by increased revenue from bundled product offerings designed
to retain customers and generate more revenue.

Data and Internet services.  Data and Internet services revenues increased $31.7 million to
$114.9 million in 2008 compared to 2007. Legacy FairPoint contributed $27.6 million to data and
Internet services revenues in the year ended December 31, 2008. Excluding the impact of the Merger,
data and Internet services would have increased $4.1 million. A decrease of 2,032 in our high speed
data subscriber base was offset by increases in pricing of high speed data services.
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Other services.  Other services revenues decreased $0.5 million to $41.3 million in 2008 compared
to 2007. Legacy FairPoint contributed $13.1 million to other services revenues in the year ended
December 31, 2008. Excluding the impact of the Merger, other services revenue would have decreased
$13.6 million.

Operating Expenses

Cost of services and sales.  Cost of services and sales increased $20.8 million to $576.8 million in
2008 compared to 2007. Legacy FairPoint contributed $80.5 million to cost of services and sales in the
year ended December 31, 2008. Also included in cost of services and sales for the year ended
December 31, 2008 are $56.7 million of Transition Services Agreement expenses. Excluding the impact
of the Merger and the Transition Services Agreement, cost of services and sales would have decreased
- $116.4 million. The decline reflects the elimination of costs allocated from Verizon affiliates prior to
the closing of the Merger, which has more than offset direct costs incurred by us to operate our
Northern New England operations.

Selling, general and administrative.  Selling, general and administrative expenses increased
$95.6 million to $384.4 million in 2008 compared to 2007. Legacy FairPoint contributed $38.1 million to
selling, general and administrative expenses in the year ended December 31, 2008. Included in selling,
general and administrative expenses in the year ended December 31, 2008 are $91.9 million of
Transition Services Agreement expenses, and $52.2 million of non-recurring related costs (which the
Company is allowed to add back to adjusted EBITDA under its Pre-petition Credit Facility). Excluding
the impact of the Merger and the Transition Services Agreement, selling, general and administrative
expenses would have decreased $86.6 million. The decline reflects the elimination of costs allocared
from Verizon affiliates prior to the closing of the Merger, which has more than offset direct costs
incurred by us to operate our Northern New England operations.

Depreciation and amortization. Depreciation and amortization increased $21.8 million to
$255.0 million in 2008 compared to 2007. Legacy FairPoint contributed $27.8 million to depreciation
and amortization expense in the year ended December 31, 2008. Excluding the impact of the Merger,
depreciation and amortization expense would have decreased $6.0 million. The decrease is due to the
maturing nature of our plant assets.

Included in operating expenses are non-cash stock based compensation expenses associated with
the award of restricted stock and restricted units. Stock based compensation expenses totaled
$4.4 million and $11.0 million for the years ended December 31, 2008 and 2007, respectively.

Other Results

Interest expense.  Interest expense increased $91.5 million to $162.0 million in 2008 compared to
2007. This increase is due to the debt that we incurred upon and subsequent to the closing of the
Merger.

Loss on derivative instruments. Loss on derivative instruments represents net gains and losses
recognized on the change in fair market value of interest rate swap derivatives. During the year ended
December 31, 2008, we recognized non-cash losses of $11.8 million related to our derivative {inancial
imstruments.

Other income (expense) Other income (expense) includes non-operating gains and losses such as
those incurred on sale of equipment. Other income increased $0.1 million to $3.5 million in 2008
compared to 2007.

Income taxes. ‘The effective income tax rate is the provision for income taxes stated as a
percentage of income before the provision for income taxes. The effective income tax rate for the year
ended December 31, 2008 and 2007 was 38.8% benefit and 37.2% expense, respectively.

Net income (loss). Net loss for the year ended December 31, 2008 was $(68.5) million compared
to net income of §32.8 million for the year ended December 31, 2007. The difference in net income
(loss) between 2008 and 2007 is a result of the factors discussed above.
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Liquidity and Capital Resources

On October 26, 2009, we filed the Chapter 11 Cases. The matters described herein, to the extent
that they relate to future events or expectations, may be significantly affected by the Chapter 11 Cases.
The Chapter 11 Cases involve various restrictions on our activities, limitations on financing, the need to
obtain Bankruptcy Court approval for various matters and uncertainty as to relationships with others
with whom we may conduct or seek to conduct business. As a result of the risks and uncertainties
associated with the Chapter 11 Cases, the value of our securities and how our liabilities will ultimately
be treated is highly speculative. We urge that appropriate caution be exercised with respect to existing
and future investments in any of the liabilities and/or securities of the Company. See “Part 1—Item 1.
Business—Chapter 11 Cases” for a further description of the Chapter 11 Cases, the impact of the
Chapter 11 Cases, the proceedings in Bankruptey Court and our status as a going concern. In addition,
see “Part [—Item IA. Risk Factors.”

Our short term and long term liquidity needs arise primarily from: (i) interest and principal
payments on our indebtedness; (i) capital expenditures; and (i) working capital requirements as may
be needed to support and grow our business. Notwithstanding the direct impact of the Chapter 11
Cases on our liquidity, including the stay of payments on our indebtedness, our current and future
liquidity is greatly dependent upon our operating results. We expect that our primary sources of
liquidity during the pendency of the Chapter 11 Cases will be cash flow from operations, cash on hand
and funds available under the DIP Credit Agreement. We expect that after the Effective Date, our
short term and long term liquidity needs will continue to arise primarily from: (j) interest and principal
payments on our indebtedness; (if) capital expenditures; and (iit) working capital requirements as may
be needed to support and grow our business. We expect that our primary sources of liquidity after the
Effective Date will be cash flow from operations, cash on hand and funds available under the Exit
Facility Loans.

The Chapter 11 Cases were filed to gain liquidity for our continuing operations while we
restructure our balance sheet to allow us to be a viable going concern. Our continuation as a going
concern is contingent upon, among other things, our ability: {i) to comply with the terms and conditions
of the DIP Credit Agreement; (ii) to obtain confirmation of the Plan under the Bankruptcy Code;

(i) to generate sufficient cash flow from operations; and (iv) to obtain financing sources to meet our
future obligations. We believe the consummation of a successful restructuring under the Bankruptcy
Code is critical to our continued viability and long-term liquidity. While we believe we will be able to
achieve these objectives through the Chapter 11 reorganization process, there can be no certainty that
we will be successful in doing so.

In connection with the Chapter 11 Cases, the DIP Borrowers entered into the DIP Credit
Agreement. The DIP Credit Agreement provides for a revolving facility in an aggregate principal
amount of up to $75 million, of which up to $30 million is also available in the form of one or more
letters of credit that may be issued to third parties for the account of the Company and its subsidiaries,
Pursuant to the Interim Qrder, the DIP Borrowers were authorized to enter into and immediately draw
upon the DIP Credit Agreement on an interim basis, pending a final hearing before the Bankruptcy
Court on November 18, 2009, in an aggregate amount of $20 million. On March 11, 2010 the
Bankruptcy Court entered a final order in connection with the DIP Credit Agreement, permitting the
DIP Borrowers access to the total $75 million of the DIP Financing, subject to the terms and
conditions of the DIP Credit Agreement and related orders of the Bankruptcy Court. For a further
description of the DIP Credit Agreement and the terms thereof, see “Part 1—Item 1. Business—
Chapter 11 Cases—Debtor-in-Possession Financing.” Upon satisfaction of certain conditions precedent,
including the Company successfully exiting from the Chapter 11 Cases, the DIP Financing will roil into
a new revolving credit facility with a five-year term. As of December 31, 2009, the Company had not
borrowed any amounts under the DIP Credit Agreement and letters of credit totaling $1.6 million had
been issued under the DIP Credit Agreement.

69

Exh. FP-21

0071




Cash and cash equivalents at December 31, 2009 totaled $109.4 million compared to $70.3 million
at December 31, 2008, excluding restricted cash of $4.0 million and $68.5 million, respectively.

Net cash provided by operating activities was $150.3 million, $57.5 million and $264.5 million for
the years ended December 31, 2009, 2008 and 2007, respectively.

Net cash used in investing activities was $177.4 million, $283.3 million and $137.2 million for the
years ended December 31, 2009, 2008 and 2007, respectively. These cash flows primarily reflect capital
expenditures of $178.8 million, $297.0 million and $149.5 million for the years ended December 31,
2009, 2008 and 2007, respectively. Net cash used in investing activities also includes acquired cash of
$11.4 million for the year ended December 31, 2008.

Net cash provided by (used in) financing activities was $66.1 million, $296.2 million and $(127.3)
million for the years ended December 31, 2009, 2008 and 2007, respectively. For the year ended
December 31, 2009, net proceeds from FairPoint’s issuance of long term debt were $50.0 million,
repayment of long term debt was $20.8 million and dividends paid to stockholders was $23.0 million.
Additionally, $65.1 million was released from restricted cash during the year ended December 31, 2009.
For the year ended December 31, 2008, net proceeds from FairPoint’s issuance of long-term debt were
$1,930.0 million, repayment of long-term debt was $687.5 million and dividends to stockholders was
$1,220.0 million, of which $1,160.0 million was paid to Verizon by Spinco in connection with the
Merger.

We expect our capital expenditures will be approximately $190 million to $210 million in 2010.
However, this expectation does not take into account the effect that the filing of the Chapter 11 Cases
will have on the capital expenditure requirements imposed by the PUCs in Maine, New Hampshire and
Vermont as a condition to the to the approval of the Merger and whether such requirements will be
enforceable against us in the future. We anticipate thal we will fund these expenditures through cash
flows from operations, cash on hand and funds available under the DIP Credit Agreement and, after
the Effective Date, the Exit Facility.

We expect our contributions to our Company sponsored employee pension plans and
post-retirement medical plans will be approximately $1.0 miilion in 2010.

For a further description of the background to the filing of the Chapter 11 Cases, see “Part 1—
Itern 1. Business—Chapter 11 Cases—Background to the Filing of the Chapter 11 Cases.”

Our Pre-petition Credit Facility

Our $2,030 million Pre-petition Credit Facility consists of a non-amortizing revolving facility in an
aggregate principal amount of $200 million, a senior secured term loan A facility in an aggregate
principal amount of $500 million (the “Term Loan A Facility”), a senior secured term loan B facility in
the aggregate principal amount of $1,130 million (the “Term Loan B Facility” and, together with the
Term Loan A Facility, the “Term Loan”) and a delayed draw term loan facility in an aggregate
principal amount of $200 million (the “Delayed Draw Term Loan”). Spinco drew $1,160 million under
the Term Loan immediately prior to being spun off by Verizon, and then FairPoint drew $470 million
under the Term Loan and $5.5 million under the Delayed Draw Term Loan concurrently with the
closing of the Merger.

Subsequent to the Merger, we borrowed the remaining $194.5 million available under the Delayed
Draw Term Loan. These funds were used for certain capital expenditures and other expenses associated
with the Merger.

On October 5, 2008, the administrative agent under our Pre-petition Credit Facility (the
“administrative agent”) filed for bankruptcy. The administrative agent accounted for thirty percent of
the loan commitments under the Revolving Credit Facility. On January 21, 2009, we entered into an

70

Exh. FP-21

0072




amendment to our Pre-petition Credit Facility (the “Pre-petition Credit Facility Amendment™) under
which, among other things, the administrative agent resigned and was replaced by a new administrative
agent. In addition, the resigning administrative agent’s undrawn commitments under the Revolving
Credit Facility, totaling $30.0 million, were terminated and are no longer available to us.

The Revolving Credit Facility has a swingline subfacility in the amount of $10.0 million and a letter
of credit subfacility in the amount of $30.0 million, which allows for issuances of standby letters of
credit for our account. Gur Pre-petition Credit Facility also permits interest rate and currency exchange
swaps and similar arrangements that we may enter into with the lenders under our Pre-petition Credit
Facility and/or their affiliates.

As of December 31, 2009, we had borrowed $150.0 million under the Revolving Credit Facility and
letters of credit had been issued for $18.6 million. Upon the event of default under the Pre-petition
Credit Facility relating to the Chapter 11 Cases described herein, the commitments under the Revolving
Credit Facility were automatically terminated. Accordingly, as of December 31, 2009, no funds
remained available under the Revolving Credit Facility.

The Term Loan B Facility and the Delayed Draw Term Loan will mature in March 2015 and the
Revolving Credit Facility and the Term Loan A Facility will mature in March 2014. Each of the Term
Loan A Facility, the Term Loan B Facility and the Delayed Draw Term Loan are repayable in quarterly
installments in the manner set forth in our Pre-petition Credit Facility.

Borrowings under our Pre-petition Credit Facility bear interest at variable interest rates. Interest
rates for borrowings under our Pre-petition Credit Facility are, at our option, for the Revolving Credit
Facility and for the Term Loans at either (a) the Eurodollar rate, as defined in the Pre-petition Credit
Facility, plus an applicable margin or (b) the base rate, as defined in the Pre-petition Credit Facility,
plus an applicable margin.

Our Pre-petition Credit Facility contains customary affirmative covenants and also contains
negative covenants and restrictions, including, among others, with respect to the redemption or
repurchase of our other indebtedness, loans and investments, additional indebtedness, liens, capital
expenditures, changes in the nature of our business, mergers, acquisitions, asset sales and transactions
with affiliates,

Scheduled amortization payments on our Pre-petition Credit Facility began in 2009. No principal
payments are due on the Notes prior to their maturity. As a result of the Chapter 11 Cases, we do not
expect to make any additional principal or interest payments on our pre-petition debt,

For the year ended December 31, 2009, we repaid $8.4 million of principal under the Term Loan
A Facility and $6.1 million of principal under the Term Loan B Facility.

Prior to the filing of the Chapter 11 Cases, we failed to make principat and interest payments due
under our Pre-petition Credit Facility on September 30, 2009. The failure to make the principal
payment on the due date and failure to make the interest payment within five days of the due date
constituted events of default under our Pre-petition Credit Facility. An event of default under our
Pre-petition Credit Facility permits the lenders under our Pre-petition Credit Facility to accelerate the
maturity of the loans outstanding thereunder, seek foreclosure upon any collateral securing such loans
and terminate apy remaining commitments to lend to us. The accurrence of an event of default under
the Pre-petition Credit Facility constituted an event of default under the Swaps. In addition, we failed
to make payments due under the Swaps on September 30, 2009, which failure resulted in an event of
default under the Swaps upon the expiration of a three business day grace period.

In addition, as a result of the Restatement, we determined that we were not in compliance with
the interest coverage ratio maintenance covenant and the leverage ratio maintenance covenant under
our Pre-petition Credit Facility for the measurement period ended June 30, 2009, which constituted an
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event of default under each of the Pre-petition Credit Facility and the Swaps, and may have constituted
an event of default under the Notes, in each case at June 30, 2009.

Cur Pre-petition Notes

Spinco issued, and we assumed in the Merger, $551.0 million aggregate principal amount of the
Old Notes. The Old Notes mature on April 1, 2018 and are not redeemable at our option prior to
April 1, 2013. Interest is payable on the Old Notes semi-annually, in cash, on April 1 and October 1.
The Old Notes bear interest at a fixed rate of 13%4% and principal is due at maturity. The Old Notes
were issued at a discount and, accordingly, at the date of their distribution, the Old Notes had a
carrying value of $539.8 million (principal amount at maturity of $551.0 million less discount of
$11.2 million). $9.9 million of discount on the Notes was written off following the filing of the
Chapter 11 Cases in order to adjust the carrying amount of our pre-petition debt to the Bankruptcy
Court approved amount of the allowed claims for our pre-petition debt.

Upon the consummation of the Exchange Offer and the corresponding consent solicitation,
substantially all of the restrictive covenants in the indenture governing the Old Notes were deleted or
eliminated and certain of the events of default and various other provisions contained therein were
maodified.

Pursuant to the Exchange Offer, on July 29, 2009, we exchanged $439.6 million in apgregate
principal amount of the Old Notes (which amount was equal to approximately 83% of the then
outstanding Old Notes) for $458.5 million in aggregate principal amount of the New Notes {which
amount includes New Notes issued to tendering noteholders as payment for accrued and unpaid
interest on the exchanged Old Notes up to, but not including, the Settlement Date). The New Notes
mature on April 2, 2018 and bear interest at a fixed rate of 13%%, payable in cash, except that the
New Notes bore interest at a rate of 15% for the period from July 29, 2000 through and including
September 30, 2009. In addition, we were permitted to pay the interest payabie on the New Notes for
the Initial Interest Payment Period in the form of cash, by capitalizing such interest and adding it to
the principal amount of the New Notes or a combination of both cash and such capitalization of
interest, at our option.

In connection with the Exchange Offer and the corresponding consent solicitation, we also paid a
cash consent fee of $1.6 million in the agpregate to holders of Old Notes who validly delivered and did
not revoke consents in the consent solicitation prior to a specified early consent deadline.

The New Indenture limits, among other things, our ability to incur additional indebtedness,'issue
certain preferred stock, repurchase our capital stock or subordinated debt, make certain investments,
create certain liens, sell certain assets or merge or consolidate with or into other compantes, incur
restrictions on the ability of our subsidiaries to make distributions or transfer assets to us and enter
into transactions with affiliates.

The New Indenture also restricts our ability to pay dividends on or repurchase our common stock
under certain circumstances.

During the year ended December 31, 2009, we repurchased $19.9 mitlion in aggregate principal
amount of the Old Notes for an aggregate purchase price of $6.3 million in cash. In total, including
amounts repaid under the Term Loan A Facility and Term Loan B Facility, we retired $34.5 million of
outstanding debt during the year ended December 31, 2009,

Prior to the filing of the Chapter 11 Cases, we failed to make the October 1, 2009 interest
payment on the Notes. The failure to make the interest payment on the Naotes constituted an event of
default under the Notes upon the expiration of a thirty day grace period. An event of default under the
Notes permits the holders of the Notes to accelerate the maturity of the Notes. In addition, the filing
of the Chapter 11 Cases constituted an event of default under the New Notes. See “Part 1—Item 1.
Business—Chapter 11 Cases—Defaults Under Qutstanding Debt Instruments.”
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In addition, as a result of the Restatement, we determined that we were not in compliance with
the interest coverage ratio maintenance covenant and the leverage ratio maintenance covenant under
our Pre-petition Credit Facility for the measurement period ended June 30, 2009, which constituted an
event of default under each of the Pre-petition Credit Facility and the Swaps, and may have constituted
an event of default under the Notes, in cach case at June 30, 2009.

Other Pre-petition Agrecments

As a condition to the approval of the Merger and related transactions by state regulatory
authorities, we have agreed to make capital expenditures following the completion of the Merger. As a
condition to the approval of the transactions by the state regulatory authority in Maine, we agreed that,
following the closing of the Merger, we will make capital expenditures in Maine during the first three
years after the closing of $48 million in the first year and an average of $48 million in the first two
years and an average of $47 million in the first three years. We are also required to expend over a five
year period not less than $40 million on equipment and infrastructure to expand the availability of
broadband services in Maine, which Is expected to result in capital expenditures in Maine in excess of
the minimum capital expenditure requirements described above.

The order issued by the state regulatory authority in Vermont also requires us to make capital
expenditures in Vermont during the first three years after the closing of the Merger in the amount of
$41 million for the first year and averaging $40 million per year in the first two years and averaging
$40 million per year in the first three years following the closing. Pursuant to the Vermont order, we
are required to remove double poles in Vermont, make service quality improvements and address
certain broadband build-out commitments under a performance enhancement plan in Vermont, using,
in the case of double pole removal, $6.7 million provided by the Verizon Group and, in the case of
service quality improvements under the performance enhancement plan, $25 million provided by the
Verizon Group. In Vermont we have also agreed to certain broadband build-out milestones that require
us to reach 100% broadband availability in 50% of our exchanges in Vermont, which could result in
capital expenditures of $44 million over such period in addition to the minimum capital expenditures
required by the Vermont order as set forth above.

We are also required to make capital expenditures in New Hampshire of at least $52 million
during each of the first three years after the closing of the Merger and $49 million during each of the
fourth and fifth years after the closing of the Merger. The amount of any shortfall in any year must be
expended in the following year, and the amount of any excess in any year may be deducted from the
amount required to be expended in the following year. If any shorifall in any year exceeds $3 million,
then the amount that we are required to spend in the following year shall be increased by 150% of the
amount of such shortfall. If there is any shortfall at the end of the fifth year after the closing of the
Merger, we will be required to spend 150% of the amount of such shortfall at the direction of the
NHPUC. The NHPUC may require that a portion of these increased capital expenditures be directed
toward state programs rather than invested in our assets. We are required to spend at least
$56.4 million over the 60-month period following the closing of the Merger on broadband infrastructure
in New Hampshire, which is expected to result in capital expenditures in New Hampshire in excess of
the minimum capital expenditure requirements described above.

We also had the availability of $49.2 million contributed to us by the Verizon Group, and
$1.1 million in interest earned thereon, to make capital and operating expenditures in New Hampshire
in addition to those described above for unexpected infrastructure unprovements proposed by us and
approved by the NHPUC. These funds were reflected on the Company’s March 31, 2009 balance sheet
as restricted cash to be used only in accordance with the NH 2008 Settlement. During the three months
ended June 30, 2009, we requested that these funds be made available for general working capital
purposes. By letter, dated as of May 12, 2009, the NHPUC approved cur request, conditioned upon
our commitment 1o invest funds on certain NHPUC approved network improvements in New
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Hampshire on the following schedule: $15 million by the end of 2010, an additional $20 million by the
end of 2011 and an additional $30 million by the end of 2012. This investment commitment is inclusive
of the $50 million previously required by the NHPUC.

Additionally, the orders issued by the PUCs in Maine, New Hampshire and Vermont in cannection
with their approval of the Merger include a requirement that we pay the greater of $45 million or 90%
of our free cash flow (defined as the cash flow remaining after all operating expenses, interest
payments, tax payments, capital expenditures, dividends and other routine cash expenditures have

occurred) annually to reduce the principal amount of cur indebtedness, until certain financial ratio tests
have been satisfied.

At this time, it is unclear what effect the filing of the Chapter 11 Cases will have on the
requirements, including service quality penalties, imposed by the PUCs in Maine, New Hampshire and
Vermont as a condition to the approval of the Merger and whether such requirements will be
enforceable against us in the future.

We expect that the orders by the PUCs in Maine, New Hampshire and Vermont will be amended
based on regulatory settlements that we negotiated in connection with the Chapter 11 Cases and the
Plan. See “Item. 1-—Business—Chapter {1 Cases.”

On January 30, 2009, we entered into the Transition Agreement with Verizon in connection with
the Cutover of certain back-office systems, as contemplated by the Transition Services Agreement. The
Transition Services Agreement and related agreements had required us to make payments totaling
approximately $45.4 million to Verizon in the first quarter of 2009, including a one-time fee of
$34.0 million due at Cutover, with the balance related to the purchase of certain internet access
hardware. The settlement set forth in the Transition Agreement resulted in a $22.7 million
improvement in our cash flow for the year ended December 31, 2009,

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements.

Summary of Contractual Obligations

The tables set forth below contain information with regard to disclosures about contractual
obligations and commercial commitments.

The following table discloses aggregate information about our contractual obligations as of
December 31, 2009 and the periods in which payments are due:

Payments due by period

Less than i-3 35 More than
Total 1 year years years 5 years

(Dollars in thousands)
Contractual obligations:

Long-term debt, including current

maturities(a) .. ... ... oL 2,515,446 45000 122,025 391050 1,957,371
Interest payments on long-term debt

obligations(b)(c) ............. ... . ..., 639,573 135201 259,568 220,175 24,629
Capital lease obligations . ... .. .. ..... . .... 9982 3,033 3,749 3,005 105
Operating leases . . .. ..., ... ... ....... 45,584 11,007 16,728 10,198 7,651
Total obligations . . ...................... 3,210,585 194,241 402,070 6243518 1,989,756

(a) Includes $550.0 million of the Notes. Long-term debt maturities represent the normal contractual
payment schedule. All payments have been stayed by the filing of the Chapter 11 Cases. All
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obligations under the Pre-petition Credit Facility, the Notes and the Swaps have been classified as
liabilities subject to compromise in the consolidated financial statements. See note 9 to the
consolidated financial statements for more information.

(b) Excludes amortization of estimated capitalized debt issuance costs.

(c} Interest payments on long-term debt represent the normal contractual interest payment schedule,
based on default rates as defined in the Pre-petition Credit Facility. All payments have been stayed
by the filing of the Chapter 11 Cases.

The following table discloses aggregate information about our derivative financial instruments as of
December 31, 2009, the source of carrying value of these imstruments and their maturities.

Carrying Value of Contracts at Period End
Total Less than 1 year 1-3 years 3-5 years More than 5 years

(Dollars in thousands)
Source of fair value;

Derivative financial instruments(1)(2) . ... $(98,833)  (98,833) —

(1) Upon filing Chapter 11 bankruptcy, the derivative financial instruments were terminated by the
counterparties. Accordingly, the carrying value of the Swaps at December 31, 2009 represents the
termination value of the Swaps as determined by the respective counterparties following the event
of default described herein. See note 8 to the consolidated financial statements for more
information.

(2) The Swaps have been classified as liabilities subject to compromise in the consolidated financial

statements. See note 8 to the consolidated financial statements for more information.
Critical Accounting Policies

Our critical accounting policies are as follows:

¢ Revenue recognition;

+ Allowance for doubtful accounts;

* Accounting for pension and other post-retirement benefits;

* Accounting for income taxes;

* Depreciation of property, plant and equipment;

* Valuation of long-lived assets, including goodwill;

* Accounting for software development costs; and

* Purchase accounting.

Revenue Recognition. We recognize service revenues based upon usage of our local exchange
network and facilities and contract fees. Fixed fees for local telephone, long distance, Internet services
and certain other services are recognized in the month the service is provided. Revenue from other
services that are not fixed fee or that exceed contracted amounts is recognized when those services are
provided. Non-recurring customer activation fees, along with the related costs up to, but not exceeding
the activation fees, are deferred and amortized over the customer relationship period. We make
estimated adjustments, as necessary, to revenue or accounts receivable for known billing errors. At
December 31, 2009, we recorded revenue reserves of $22.6 million.
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Allowance for Doubtful Accounts. In evaluating the collectability of our accounts receivable, we
assess a number of factors, including a specific customer’s or carrier’s ability to meet its financial
obligations to us, the length of time the receivable has been past due and historical collection
experience. Based on these assessments, we record both specific and general reserves for uncollectible
accounts receivable to reduce the related accounts receivable to the amount we ultimately expect to
cotlect from customers and carriers. If circumstances change or economic conditions worsen such that
our past collection experience is no longer relevant, our estimate of the recoverability of our accounts
receivable could be further reduced from the levels reflected in our accompanying consolidated balance
sheet.

Accounting for Pension and Other Post-retirement Benefits. Some of our employees participate in
our pension plans and other post-retirement benefit plans. In the aggregate, the pension plan benefit
obligations exceed the fair value of pension plan assets, resulting in expense. Other post-retirement
benefit plans have larger benefit obligations than plan assets, resulting in expense. Significant pension
and other post-retirement benefit plan assumptions, including the discount rate used, the long term rate
of return on plan assets, and medical cost trend rates are periodically updated and impact the amount
of benefii plan income, expense, assets and obligations.

Accounting for Income Taxes. Our current and deferred income taxes are affected by events and
transactions arising in the normal course of business, as well as in connection with the adoption of new
accounting standards and non-recurring items. Assessment of the appropriate amount and classification
of income taxes is dependent on several factors, including estimates of the timing and realization of
deferred income tax assets and the timing of income tax payments. Actual payments may differ from
these estimates as a result of changes in tax laws, as well as unanticipated future transactions affecting
related income tax balances. We account for tax benefits taken or expected to be taken in our tax
returns in accordance with the Income Taxes Topic of the ASC, which requires the use of a two step
approach for recognizing and measuring tax benefits taken or expected to be taken in a tax return and
disclosures regarding uncertainties in income tax positions.

Depreciation of Property, Plant and Equipment. 'We recognize depreciation on property, plant and
equipment principally on the composite group remaining life method and straight-line composite rates
over estimated useful lives ranging from three to 50 years. This method provides for the recognition of
the cost of the remaining net investment in telephone plant, less anticipated net salvage value (if any),
over the remaining asset lives. This method requires the periodic revision of depreciation rates.
Changes in the estimated useful lives of property, plant and equipment or depreciation methods could
have a material effect on our results of operations.

Valuation of Long-lived Assets, Including Goodwill. 'We review our long-lived assets, including
goodwill, for impairment whenever events or changes in circumstances indicate that the carrying value
may not be recoverable. In addition, we review goodwill and non-amortizable intangible assets for
impairment on an annual basis. Several factors could trigger an impairment review such as:

« significant underperformance relative to expected historical or projected future operating results;
* significant regulatory changes that would impact future operating revenues;

* significant negative industry or economic trends; and _

* significant changes in the overall strategy in which we operate our overall business.

Goodwill was $595.1 million at December 31, 2009. We have recorded intangible assets related to
the acquired companies’ customer relationships and trade name of $251.7 million as of December 31,
2009. As of December 31, 2009, there was $39.9 million of accumulated amortization recorded. The
customer relationships are being amortized over a weighted average life of approximately 9.7 years. The'
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trade name has an indefinite life and is, therefore, not amortized. The intangibie assets are included in
intangible assets on our consolidated balance sheet.

We are required to perform an impairment review of goodwill and non-amortizable intangible
assets as required by the Intangibles-Goodwill and Other Topic of the ASC annually or when
impairment indicators are noted. Goodwill impairment is determined using a two-step process. Step
one compares the estimated fair value of our single wireline reporting unit (calculated using the market
approach and the income approach) to its carrying amount, including goodwill. The market approach
compares our fair value, as measured by our market capitalization, to our carrying amount, which
represents our sharcholders’ equity balance. As of December 31, 2009, shareholders’ deficit totaled
$218.4 million. The income approach compares our fair value, as measured by discounted expected
future cash flows, to our carrying amount. If our carrying amount exceeds our estimated fair value,
there is a potential impairment and step two must be performed.

Step two compares the implied fair value of our goodwill (i.e., our fair value less the fair value of
our assets and liabilities, including identifiable intangible assets) to our goodwill carrying amount. If the
carrying amount of our goodwill exceeds the implied fair value of our goodwill, the excess is required
to be recorded as an impairment.

We performed step one of our annual goodwill impairment assessment as of October 1, 2009 and
concluded that there was no indication of impairment at that time. In light of the Chapter 11 Cases, we
performed an interim goodwill impairment assessment as of December 31, 2009 and determined that
goodwill was not impaired.

Our only non-amortizable intangible asset is the trade name of Legacy FairPoint acquired in the
Merger. Consistent with the valuation methodology used to value the trade name at the Merger, we
assess the fair value of the trade name based on the relief from royalty method. If the carrying amount
of our trade name excceds its estimated fair value, the asset is considered impaired, We performed our
annual non-amortizable intangible asset impairment assessment as of October 1, 2009 and concluded
that there was no indication of impairment at that time. In light of the Chapter 11 Cases, we
performed an interim non-amartizable intangible asset impairment assessment as of December 31, 2000
and determined that our trade name was not impaired.

For our non-amortizable intangible asset impairment assessments at October 1, and December 31,
2009, we made certain assumptions including an estimated royalty rate, an effective tax rate and a
discount rate, and applied these assumptions to projected future cash flows of our consolidated
FairPoint Communications, Inc. business, exclusive of cash flows associated with wholesale revenues as
these revenues are not generated through brand recognition. Changes in one or more of these
assumptions may have resulted in the recognition of an impairment loss.

We determined as of December 31, 2009 that a possible impairment of long-lived assets was
indicated by the filing of the Chapter 11 Cases as well as a significant decline in the fair value of our
common stock. In accordance with the Property, Plant, and Equipment Topic of the ASC, we
performed a recoverability test, based on undiscounted projected future cash flows associated with our
long-lived assets, and determined that long-lived assets were not impaired at that time.

While no impairment charges resulted from the analyses performed at October 1, and
December 31, 2009, asset values may be adjusted in the future due to the outcome of the Chapter 11
Cases or the application of “fresh start” accounting upon the Company’s emergence from Chapter 11.

Accounting for Software Development Costs. We capitalize certain costs incurred in connection with
developing or obtaining internal use software in accordance with the Intangibles-Goodwill and Other
Topic of the ASC. Capitalized costs include direct development costs associated with internal use
software, including direct labor costs and external costs of materials and services. Costs incurred during
the preliminary project stage, as well as maintenance and training costs, are expensed as incurred.
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Purchase Accounting.  Prior to the adoption of the ASC we recognized the acquisition of
companies in accordance with SFAS No. 141, Accounting for Business Combinations (“SFAS 1417). The
cost of an acquisition is allocated to the assets acquired and liabilities assumed based on their fair
values as of the close of the acquisition, with amounts exceeding the fair value being recorded as
goodwill. All future business combinations will be recognized in accordance with the Business
Combinations Topic of the ASC.

New Accounting Standards

On July 1, 2009, we adopted the FASB ASC. The FASB has established the ASC as the source of
authoritative principles and standards recognized by the FASB to be applied by nongovernmental
entities in the preparation of financial statements in conformity with GAAP. Rules and interpretive
releases of the SEC under authority of federal securities laws are also sources of authoritative GAAP
for SEC registrants. The adoption of the ASC had no impact on our consolidated results of operations
and financial position.

On January 1, 2009, we adopted the accounting standard relating to business combinations. This
standard establishes principles and requirements for how an acquirer in a business combination
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, and any controlling interest; recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase; and determines what information to disciose to enable
users of the financial statements to evaluate the nature and financial effects of the business
combination. This standard is to be applied prospectively to business combinations for which the
acquisition date is on or after an entity’s fiscal year that begins after December 15, 2008. We will assess
the impact of this standard if and when a future acquisition occurs.

On January I, 2009, we adopted the accounting standard relating to disclosures about derivative
instruments and hedging activities. This standard requires companies with derivative instruments to
disclose informatign that should enable financial statement users to understand how and why a
company uses derivative instruments, how derivative instruments and related hedged items are
accounted for under the Derivatives and Hedging Topic of the ASC and how derivative instruments and
related hedged items affect a company’s financial paosition, financial performance and cash flows. This
standard is effective for financial statements issued for fiscal years beginning after November 15, 2008.
The adoption of this standard had no impact on our consolidated results of operations and financijal
position.

On June 15, 2009, we adopted the accounting standard relating to interim disclosures about fair
value of financial instruments. This standard extends financial instrument fair value disclosure to
interim financial statements of publicly fraded companies. This standard is effective for interim
reporting periods ending after June 15, 2009. The adoption of this standard had no impact on our
consolidated results of operations and financial position.

On June 15, 2009, we adopted the accounting standard relating to subsequent events. This
standard establishes principles and requirements for identifying, recognizing and disclosing subsequent
events. This standard requires that an entity identify the type of subsequent event as either recognized
or unrecognized, and disclose the date through which the entity has evaluated subsequent events. This
standard is effective for interim or annual financial periods ending after June 15, 2009. The adoption of
this standard had no impact on the Company’s consolidated results of operations and financial position.

On Avbgust 28, 2009, we adopted the accounting standard update regarding the measurement of
liabilitics at tair value. This update clarifies the valuation techniques that should be used to measure
liabilities that are carried at fair value on a company’s statement of financial position. This update is
effective for interim or annual financial periods beginning after August 28, 2009. The adoption of this
vpdate had no impact on our consolidated results of operations and financial position.
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On December 15, 2009, we adopted the update to the accounting standard regarding employers’
disclosures about postretirement benefit plan assets which requires the Company, as a plan sponsor, to
provide disclosures about plan assets, including categories of plan assets, the nature of concentrations
of risk and disclosures about fair value measurements of plan assets, This standard is effective for fiscal
years ending after December 15, 2009. The adoption of this standard had no impact on our
consolidated results of operations and financial position.

Inflation

We do not believe inflation has a significant effect on our operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As of December 31, 2009, we had total debt of $2,515.4 million, consisting of both fixed rate and
variable rate debt with interest rates ranging from 6.750% to 13.125% per annum, including applicable
marging. As of December 31, 2009, the fair value of our debt was approximately $1,619.9 million. Our
Term Loan A Facility and Revolving Credit Facility mature in 2014, our Term Loan B Facility and
Delayed Draw Term Loan mature in 2015 and the Notes mature in 2018,

We use variable and fixed rate debt to finance our operations, capital expenditures and
acquisitions. The variable rate debt obligations expose us to variability in interest payments due to
changes in interest rates. We believe it is prudent to limit the variability of a portion of our interest
payments. To meet this objective, from fime to time, we entered into interest rate swap agreements to
manage fluctuations in cash flows resulting from interest rate risk. These Swaps effectively changed the
vartable rate on the debt obligations to a fixed rate. Under the terms of the Swaps, we made a payment
if the variable rate was below the fixed rate, or we received a payment if the variable rate was above
the fixed rate. Pursuant to our Pre-petition Credit Facility, we were required to reduce the risk of
interest rate volatility with respect to at least 50% of our Term Loan borrowings.

In connection with the Chapter 11 Cases, all of the Swaps were terminated by the respective
counterparties thereto.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
INDEX TO FINANCIAL STATEMENTS

FAIRPOINT COMMUNICATIONS, INC. AND SUBSIDIARIES:
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2009, 2008 AND 2007:
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Consolidated Statements of Operations for the Years Ended December 31, 2009, 2008 and
2007
Consolidated Statements of Stockholders’ Equity (Deficit) for the Years Ended December 31,
2009, 2008 and 2007 .. ...
Consolidated Statements of Comprehensive {Loss) Income for the Years Ended December 31,
2009, 2008 and 2007 . ...
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2007
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2007
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Report of Management on Internal Control Over Financial Reporting

We, the management of FairPoint Communications, Inc., are responsible for establishing and
maintaining adequate internal control over financial reporting of the Company. Management has
evaluated internal control over financial reporting of the Company using the criteria for effective
internal control established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

Based on such evaluation, management determined that the Company’s internal control over
financial reporting was not effective as of December 31, 2009 because the following material
weaknesses in internal control over financial reporting existed during 2009:

1. Our information technology controls were not adequate. Adequate testing was not performed
to ensure that certain revenue transactions were properly accounted for and transferred from
our billing system to our general ledger. Also, access to our information systems was not
appropriately restricted.

2. Our management oversight and review procedures designed to monitor the accuracy of
period-end accounting activities were ineffective. Specifically, our account reconciliation
processes were not adequate to properly identify and resolve discrepancies between our billing
system and our general ledger in a timely manner. In addition, control weaknesses existed
relating to revenue, operating expenses, accounts receivable, fixed assets and income taxes.

The Company’s financial statements included in this annual report have been audited by Ernst &
Young LLP, independent registered public accounting firm. Ernst & Young LLP has also provided an
attestation report on the Company’s internal control over financial reporting.

/s/ DaviD L. HAUSER

David L. Hauser
Chairman and Chief Executive Officer

/s/ Li1sa R, Hoob

Lisa R. Hood
Senior Vice President and Carporate Controller,
Interim Chief Financial Officer .
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of FairPoint Communications, Inc. (Debtors-in-Possession):

We have audited FairPoint Communications, Inc.’s (Debtors-in-Possession) (the “Company™)
internal control over financial reporting as of December 31, 2009, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the COSO criteria). The Company’s management is responsible for maintaining
effective internal control over financial reporting, and for its assessment of the effectiveness of internal
control over financial reporting included in the accompanying Management’s Report on Internal
Control Over Financial Reporting. Our responsibility is to express an opinion on the company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board {United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with penerally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assufance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with anthorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.

A material weakness is a deficiency, or combination of deficiencies, in internal control over
financial reporting, such that there is a reasonable possibility that a material misstatement of the
company’s annual or interim financial staternents will not be prevented or detected on a timely basis.
The following material weaknesses have been identified and included in management’s assessment.

Management has identified material weaknesses in its information technology controls, including
revenue transactions, and the oversight and review procedures designed to monitor its period-end
accounting activities. We also have audited, in accordance with the standards of the Public Company
Accounting Oversight Board {United States), the consolidated balance sheets of the Company as of
December 31, 2009 and 2008 and the related consolidated statements of operations, stockholders’
equity (deficit), comprehensive (loss) income and cash flows for each of the three years in the peried
ended December 31, 2009. These material weaknesses were considered in determining the nature,
timing and extent of audit tests applied in our audit of the 2009 financial statements and this report
does not affect our report dated May 27, 2010, which expressed an unqualified opinion on those
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financial statements that included an explanatory paragraph regarding the Company’s ability to
continue as a going concern.

In our opinion, because of the effect of the material weaknesses described above on the
achievement of the objectives of the control criteria, FairPoint Communications, Inc. {Debtors-in-

Possession) has not maintained cffective internal control over financial reporting as of December 31,
2009 based on the COSO criteria. '

/s{ ERNST & YOUNG LLP

Charlotte, North Carolina
May 27, 2010
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of FairPoint Comununications, Inc. (Debtorsvin-Possession):

We have audited the accompanying consolidated balance sheets of FairPoint Communications, Inc.
(Debtors-in-Possession) (the “Company”) as of December 31, 2009 and 2008, and the related
consolidated statements of operations, stockholders’ equity (deficit), comprehensive (loss) income and
cash flows for each of the three years in the period ended December 31, 2009. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
cstimates made by management, as well as evaluating the overall financial statement presentation, We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consclidated financial position of the Company at December 31, 2009 and 2008, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2009, in conformity with U.S. generally accepted accounting principles.

The accompanying consolidated financial statements have been prepared assuming that the
Company will continue as a going concern. As more fully described in Note 1, the Company has
defaulted on loan obligations and has filed voluntary petitions for relief under Chapter 11 of title 11 of
the United States Code in the United States Bankruptcy Court for the Scuthern District of New York,
These conditions raise substantial doubt about the Cempany’s ability to continue as a going concern.
Management’s plans in regard to these matters are also described in Note 1. The consolidated financial
statements do not include any adjustments to reflect the possible future effects on the recoverability
and classification of assets or the amounts and classification of liabilities that may result from the
outcome of this uncertainty.

As discussed in Note 3, the Company changed its method of accounting for uncertainty in income
taxes effective January 1, 2007

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), FairPoint Communications, Inc.’s (Debtors-in-Possession) internal
control over financial reporting as of December 31, 2009, based on criteria established in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated May 27, 2010 expressed an adverse opinion thereon.

/s/ ERNST & YOUNG LLP

Charlatte, North Carolina
May 27, 2010
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FAIRPOINT COMMUNICATIONS, INC. AND SUBSIDIARIES
(Debtors In Possession)
Consolidated Balance Sheets
December 31, 2009 and 2008

(in thousands, except share data)

2009 2008
Assets
Current assets:
Cash L L, § 109355 § 70,325
Restricted cash . . . .. L L 2,558 T8,144
Accounts receivable, net . . .. ... L, 154,095 175,036
Materials and supplies .. .. ... . L 18,584 38,694
Other . ., 24,042 28,747
Deferred income tax, meb. . .. .. .. L 73,713 31,418
Total current assetS. . . . . . . . . L e e e e 384,647 352,364
Property, plant, and equipment, net . . ... ... 1,850,435 2,013,515
Intangibles assets, net . . . . .. L 211,819 234,481
Prepaid pension asset ... ... ... o L e 3,808 8,708
Debt issue costs, nel . . . . . L, 680 26,047
Restricted cash . . . . . o . 1,478 60,359
Other assets . .. . . o 19,135 21,054
Goodwill . . .. 595,120 619,372
Total assets . . . . . ... $3,172,122  $3,335940
Liabilities and Stockholders’ Equity (Deficit)
_Liabilities not subject to compromise:
Current portion of long-term debt . . ... .. ... L L $ — § 45000
Current portion of capital lease obligations . . ... .. .. ... .. ... .. ... ... — 2,231
Accounts payable . . .. L 01,681 147,778
Dividends payable ... ... ... . ... — 23,008
Accrued inferest payable . ... L L L 36 18,844
Interest Tate SWaPS . . . o . . ..o — 41,274
Other non-operating accrued liabiliey ... ... ... . o L ' — 19,000
Other accrued liabilities . . ... .. .. 44,004 72,334
Total current Habilities . . ... ... ... .. 105,721 369,469
Capital lease obligations . . ... ... ... .. — 7.522
Accrued pension obligation . . . ... L 51,438 45,801
Employee benelit obligations . . .. . ... . .. 261,420 225,840
Deferred income tAXES . . . . . .o 115,742 154,757
Unamortized investment tax credits - ... .. . .. . L e 4,788 5,339
Other leng-term liabilities . . . .. .. ... o 15.100 35,492
Long-term debt, net of current portion . . .. ... .. ... L — 2,425,253
Interest rate swap agreements. . .., ... ... e — 41,681
Total long-term Habilities . .. .. .. ... .o o 448,488 2,942,685
Total liabilities not subject to compromise . . .. .. ... ... ... L 554,209 3,312,154
Liabilities subject to compromise . . ... .. ... ... L L 2.836.340 —_
Total liabilities . . . . . . . ... . 3,390,549 3,312,154
Stockhelders' equity (deficit):
Common stock, $3.01 par value, 200,000,000 shares authorized, issued and outstanding
90,002,026 and 8§8.995.572 shares at December 31, 2009 and 2008, vespectively . . ... .. .. . . a0 890
Additional paid-in capital . .. ..o L 7253512 735.719
Retained deficil . . . .. ... (819.713) (378,319
Accumulated other comprehensive Toss . . ... .. .. L {124.924) (134.504)
Total stockholders’ equity (deficit) . ... .. ... ... . ... ... ... (218,427) 23,786
Total liabilities and stockholders’ equity (deficit) . . .. . ... ... ... ... .. ... ... ... .. ... $3,172,122  $3,335,940

Seec accompanying notes to consolidated financial stalements.
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FAIRPOINT COMMUNICATIONS, INC. AND SUBSIDIARIES

(Debtors In Possession}

Consolidated Statements of Operations
Years ended December 31, 2009, 2008 and 2007

{in thousands, except per share data)

Revenues . . ... ... ... ...

Operating expenses:
Cost of services and sales, excluding depreciation and

amortization . ... ... ... ...

Selling, general and administrative expense, excluding

depreciation and amortization .. ..., ., .. ... ..., ...
Depreciation and amortization . ... ................ ..

Total operating expenses ... ... ... . ... .. ... .. ... .

Income (loss) from operations . ... ..........._ .. ... ...

Other income (expense):

Interest expense .. .. ... ... ... ..
Gain (foss) on derivative instruments . . . ... ... .. ... ... .
Gain on early retirement of debt . ... .. ... .. ... ... ..
Other ... ... .

Total other expense .. ... ... ... ... ... ... ... .. .. ..

Income (loss) before reorganization items and income taxes .. .
Reorganization iterms . . . ........... ... ..............

Income (loss) before income taxes ... ............_ .. .. .
Income tax (expense) benefit .. ......... " .. ... ... .. ..

Net income (foss) . ....... .. ... .. . . ... . ... ... .. ...

Basic .. ...

Basic . ...

2009 2008 2007
$1,126,761 $1,274,619  $1,197,465
514935 576,786 555,954
425,642 384388 288,762
275,334 255,032 233,231
1,215911 1,216,206 1,077,947
(89,150) 58,413 119,518
(204,919)  (162,040)  (70,581)
12,320 (11,300) —
12,357 — —
2,000 3,494 3,350
(178,242)  (170,346)  (67,231)
(267,392)  (111,933) 52,287
(53,018) — —
(320,410)  (111,933) 52,287
79,014 43,408 (19,459)
$ (241,396) $ (68,525) $ 32,828
89,271 80,443 53,761
89,271 80,443 53,761
$ (270) $ (085 $ 061
(2.70) (0.85) 0.61

See accompanying notes fo consolidated financial statements.
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FAIRPOINT COMMUNICATIONS, INC. AND SUBSIDIARIES
(Debtors In Possession)
Consolidated Statements of Stockholders’ Equity (Deficit)
Years ended December 31, 2009, 2008 and 2007

(in thousands)

] Accumulated Total
Comman Stock_ A Reained | uther | sockdoldrs
. Shares  Amount capital (deficit) income (losgs) (deficit)
Balance at December 31, 2006 ... 53,761 $538 $484383 § 726,992 % —  $1211913
Netincome ............... —_ — — 32,828 — 32,828
Net change in parent funding . . — — — (125,579) — {125,579)
Balance at December 31, 2007 ... 53,761 $538 $484,383 § 634241 % —  §$1,119.162
Netloss .................. — — — {68,525) — {68,525)
Acquisition of FairPoint. . . . . .. 35,265 352 315,938 — — 316,290
Exercise of restricted units . . . . 6 — — -— — —
Issuance of restricted shares . .. 50 — — — — —
Restricted stock cancelled for
withholding tax ........... (15) — — — — o —
Forfeiture of restricted shares . . (71) — — — — —
Stock based compensation
EXPENSE. . . . .. . — — 4,408 — — 4,408
Dividends declared ... ....... — — {69,010) — -— (69,010)
Return of capital to Verizon . .. — — —  (1,160,000) — {1,160,000)
Issuance of bonds to Verizon . . . — — — {539,831} — (539,831)
Contributions by Verizon . . . . .. — — — 381,890 — 381,890
Net liabilities contributed back
to Verizon............... — — — 124,439 — 124,439
Employee benefit adjustment to
comprehensive income . ... .. — — — 49,467 (134,504) {(85,037)
Balance at December 31, 2008 ... 88,996 $890 §$735,719 § (578,319) $(134,504) $ 23,786
Netloss ...... ... ... ... {241,396) {241,396)
Exercise of restricted units . . . 502 5 (5) — — —
Issuance of restricted shares . .. 524 5 (5) — — —
Restricted stock cancelled for
withholding tax . ........ .. (2 — — — — —
Restricted units cancelled for '
withholding tax . .......... — — (430) — — (430)
Stock based compensation
BXPENSE . . . . ... — — 2,052 —_ — 2,052
Net assets contributed back (o
Verizon................. — — (12,019) —_ - (12.019)
Employee benefit adjustment to '
comprehensive income . . .. .. — — — — 9,580 9,580
Balance at December 31, 2009 ... 90002 $900 $725312 § (819,715) $(124,924) § (218,427)

See accompanying notes to consolidated financial statements.
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FAIRPOINT COMMUNICATIONS, INC, AND SUBSIDIARIES
(Debtors In Possession)
Consolidated Statements of Comprehensive (Loss) Income
Years ended December 31, 2009, 2008 and 2007

(in thousands, except per share data)

2009

2008

2007

Net (loss) income

...................................... $(241,396) $ (68,525) $32,828

Other comprehensive income (loss), net of taxes:
 Defined benefit pension and post-retirement plans (net of
$5.4 million tax expense and $56.4 million tax benefit,

respectively) ... 9,580 {85,037) —
Total other comprehensive income (loss) . ... ..... ... ... ... .. 9,580 (85,637; —_
Comprehensive (loss) income . .. ... ... ... .. ... . ... .. . .. $(231,816) $(153,562) $32,828

See accompanying notes to consolidated financial statements.
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FAIRPOINT COMMUNICATIONS, INC. AND SUBSIDIARIES

(Debtors In Possession)

Consolidated Statements of Cash Flows
Years ended December 31, 2009, 2008 and 2007

(in thousands)

2009 2008 2007

Cash flows from operaling activities:
Net (loss)income. . ... ... ... ... . .. . . $(241,396) $  (68,525) § 32,828

Adjustments to recancile net income (loss) (o net cash provided by
operating activities excluding impact of acquisitions:

Deferred income taxes . ......... ... ... .. ... ... ... . .. ... (78,722) (33,466) (38,928)
Provision for uncollectible revenue . ... . ... ... ... .. .. ... ... . 56,073 25,234 21,765
Depreciation and amortization . ... ... ... ... .. ... ... .. . 275,334 255,032 233,231
Non-cash interest expense . . ... .. ... ... .. ... ... ... ... 31,137 —_ o
Post-retirement accruals . ... .. ... ... . ... .. .. ... ... ... .. 34,151 37,182 90,035
(Gain) loss on derivative instruments .. ... ..., ... ... .. ... . (12,320) 11,800 —
Gain on early retirement of debt, excluding cash fees . ... .. ... ..... (12,477) — —
Non-cash reorganization costs .. ........ ... ... .. ... ... .. 43,964 — —
Othernoncashitems . . ..., .. .. ... ... .. . . . . . ... ... .. 28,742 (19,671) 904
Changes in assets and liabilities arising from operations: _
Accounts receivable . . ... L LD (32,470) (34,693) (1,477}
Prepaid and otherassets . ....... ... . .. .. .. ... . _. . . ... . 19,063 (12,713) 9,642
Accounts payable and accrued liabilities . .., . .. ... .. .. ... .. ... (12,435) (110,264) (11,159)
Accrued interest payable . . .. ... ... .. ... ... ... .. . 61,312 18,562 —
Other assets and liabifities, net ... ... ... . . . .. ... ... ... (9,633) 4,648 (72,337)
Other . .. .. . — (16,221) —
Total adjustments .. ... ... ... 391,719 126,030 231,676
Net cash provided by operating activities . . .. .. ..., .. ... . 150,323 57,505 264,504

Cash flows from investing activities:

Acquired cash balance, net ... ... ... — 11,401 —
Net capital additions. . .. ....... ... .. ... ... ... . . ... .. ... (178,752) (296,992  (149,458)
Net proceeds from sales of investments and other assets . . ... ... ... 1,361 2,259 12,242
Net cash vsed in investing activities . . .. . ..... ..., .. . .. ... . (177,391) (283,332)  (137,216)
Cash flows from financing activities:
Loan origination costs . ... ... .. (3,046} (29,238) —
Proceeds from issuance of long-term debt . ... ..., . ... .. .. ... .. 50,000 1,930,000 —
Repayments of long-term debt . . .. ... .. ... .. .. . .. .. ... ... .. (20,848) (687,491) —
Contributions from (to) Verizon . ... ..., .. ... ... .. .. .. ... . — 373,590 (125,579)
Restricted cash . ... ... ... . ... 65,114 (68,503) —
Repayment of capital lease obligations . .. ... .. .. ... . ... . . . . . .. (2,126) (2,247) (1,709)
Dividends paid to stockholders. . .. ... ... ... ... .. .. ... .. .. (22,996)  (1,219,959) —
Net cash provided by (used in) financing activities . . .. ... .. ... ... 66,098 296,152 (127,288)
Netincrease incash .. ... ... ... . ... . .. ... .. ... ... .. .. 39,030 70,325 —
Cash, beginning of period . . .. .. ... .. . 70,325 — —
Cash,end of period . . .. ... . ... . ... . ... . . $109355 §$ 70325 3 —
Supplemental disclosure of cash flow information:
Interest paid, net of capitalized intevest . . . ... ... .. .. ... ... . . $ 106861 § 124,721 5 —
Income taxes paid, netof refunds . . .. ... ... .. ... . ..., . . . . .. (563) (9,313) 56,028
Non-cash equity consideration .. ... ... .. ... ... .. ... .. .. — 316,290
Non-cash issuance of senior notes. . ... ... .. ... .. . .. ... . .. 18,911 351,000 —
Capitai additions included in accounts payable or lizbilities subject to
compromise at period-end . .. ... ... ... ... ... ... 31,621 — —_
Reorganization costs patd . ... ... ... ... .. ... ... ... ... 1,182 — —

See accompanying notes to consolidated financial statements.
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FairPoint Communications, Inc. and Subsidiaries
(DEBTORS-IN-POSSESSION)

Notes to Consolidated Financial Statements

(1} Organization, Principles of Consolidation & Liquidity; Chapter 11 Cases
{a) Organization

FairPoint is a leading provider of communications services in rural and small urban communities,
primarily in northern New England, offering an array of services, including local and long distance
voice, data, Internet and broadband product offerings, to both residential and business customers.
FairPoint is the seventh largest telephone company in the United States based on the number of access
lines as of December 31, 2009. FairPoint operates in 18 states with approximately 1.6 million access line
equivalents (including voice access lines and high speed data lines, which include DSL, wireless
broadband, cable modem and fiber-to-the-premises) as of December 31, 2009,

(b) Principles of Consolidation and Basis of Presentation

On March 31, 2008, FairPoint completed the acquisition of Spinco, pursuant to which Spinco
merged with and into FairPoint, with FairPoint continuing as the surviving corporation for legal
purposes. Spinco was a wholly-owned subsidiary of Verizon and prior to the Merger the Verizon Group -
transferred certain specified assets and liabilities of the local exchange businesses of Verizon New
England in Maine, New Hampshire and Vermont and the customers of the related long distance and
Internet service provider businesses in those states to subsidiaries of Spinco. The Merger was accounted
for as a “reverse acquisition” of Legacy FairPoint by Spinco under the purchase method of accounting
because Verizon stockholders owned a majority of the shares of the consolidated Company following
the Merger and, therefore, Spinco is treated as the acquirer for accounting purposes. The financtal
statements reflect the transaction as if Spinco had issued consideration to FairPoint shareholders. As a
result, for the year ended December 31, 2008, the statement of operations and the financial
information derived from the statement of operations in this Annual Report reflect the consolidated
financial results of the Company by including the financial results of the Verizon Northern New
England business for the three months ended March 31, 2008 and the combined financial results of
Spinco and Legacy FairPoint for the nine months ended December 31, 2008. The statement of
operations and the financial information derived from the statement of operations for the three months
ended December 31, September 30, and June 30, 2008 in this Annual Report reflect the actual results
of the consolidated Company (Legacy FairPoint and Spinco) for such periods. The statement of
operations and the financial information derived from the statement of operations for all periods prior
to April 1, 2008 in this Annual Report reflect the actual results of the Verizon Northern New England
business for such periods. The balance sheet and financial information derived from the balance sheet
in this Annual Report reflect the consolidated assets and liabilities of Legacy FairPoint and Spinco at
December 31, 2009 and 2008. Certain assets and liabilities of the Verizon Northern New England
business (principally related to pension, other post-employment benefits, and associated deferred taxes)
were not distributed to Spinco prior to the Merger and for accounting purposes were effectively
contributed back to Verizon. The assets and Habilities of the Verizon Northern New England business
that were effectively contributed back to Verizon are reflected as net [iabilities contributed back to
Verizon on the statement of stockholders’ equity contained herein. The statement of operations in this
Annual Report may not be indicative of the Company’s future results.

In order to effect the Merger described above, the Company issued 53,760,623 shares to Verizon
stockholders for their interest in Spinco. Accordingly the number of common shares outstanding, par
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FairPoint Communications, Inc. and Subsidiaries
(DEBTORS-IN-POSSESSION)

Notes to Consolidated Financial Statements (Continued)

(I} Organization, Principles of Consolidation & Liquidity; Chapter 11 Cases (Continued)

value, paid in capital and per share information included herein has been retroactively restated to give
effect to the Merger,

Historical Verizon Northern New England business

The Verizon Northern New England business, prior to the Merger, was comprised of carved-out
components from each of Verizon New England, NYNEX Long Distance Company and Bell Atlantic
Communications (collectively, “VLID™), Verizon Internet Services Inc. and GTE.Net LLC (collectively,
“VOL”), and Verizon Select Services Inc. (“VSSI” and, together with Verizon New England, VLD and
VOL, the “Verizon Companies™).

Prior to the Merger, financial statements were not prepared for the Verizon Northern New
England business, as it was not operated as a separate business. The Verizon Northern New England
business financial statements for all periods prior to the Merger have been prepared in accordance with
U.S. generally accepted accounting principles using specific information where available and allocations
where data was not maintained on a state-specific basis within the Verizon Northern New England
business’ books and records.

The Verizon Northern New England business financial statements for all periods prior to the
Merger include the wireline-related businesses, Internet access, long distance and customer premises
equipment services provided by the Verizon Northern New England business to customers in the states
of Maine, New Hampshire and Vermont. All significant intercompany transactions have been
eliminated. The financial statements prior to the Merger also include the assets, liabilities and expenses
related to employees who support the Verizon Northern New England business, some of whom remain
employees of the Verizon Northern New England business following the acquisition of the Verizon
Northern New England business by FairPoint.

The preparation of financial information related to Verizon New England’s, VLDs, VOL'’s and
VSSI’s operations in the states of Maine, New Hampshire and Vermont, which are included in the
balance sheet and statements of operations of the Verizon Northern New England business for all
periods prior to the Merger, was based on the following:

Verizon New England: For the balance sheet, property, plant and equipment, accumulated
depreciation, intangible assets, materials and supplies and certain other assets and Habilities were
determined based upon state specific records; accounts receivable were allocated based upon applicable
billing system data; short-term investments, prepaid pension assets, accrued payroll related liabilities
and employee benefit obligations were allocated based on employee headcount; and accounts payable
were allocated based upon applicable operating expenses. The remaining assets and liabilities were
primarily allocated based upon the percentage of the Verizon Northern New England business
revenues, operaling expenses and headcount to the total revenues, operating expenses and headcount
of Verizon New England. For the statements of operations, operating revenues and operating expenses
were based on state specific records.

VLD: For the balance sheet, receivables were allocated based on the applicable operating
revenues and accounts payable were allocated based on applicable operating expenses. For the
statements of operations, operating revenues were determined using applicable billing system data; cast
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FairPoint Communications, Inc. and Subsidiaries
(DEBTORS-IN-POSSESSIONY

Notes to Consolidated Financial Statements (Continued)

(1) Organization, Principles of Consolidation & Liquidity; Chapter 11 Cases (Continued)

of services and sales and selling, general and administrative expenses were allocated based on the
percentage of the Verizon Northern New England business revenues related to the VLD component to
the total VLD revenues applied to operating expenses for total VLD.

VOL: For the balance sheet, receivables were allocated based on applicable operating revenues;
other current assets were determined using applicable billing system data; accounts payable were
allocated based on the applicable operating expenses; and other current liabilities, which consisted of
advanced billings, were allocated based on applicable operating revenues. For the statements of
operations, operating revenues were determined using applicable billing system data and AVErage access
lines in service; cost of services and sales, selling, general and administrative expenses and interest
expense were allocated based on the percentage of the Verizon Northern New England business
revenues related to the VOL component to the total VOL revenues applied to operating expenses and
interest expense for total VOL.

VSSI: For the balance sheet, receivables were allocated based on the applicable operating
revenues and accounts payable were allocated based on apphicable operating expenses. For the
statements of operations, operating revenues were identified using applicable system data; cost of
services and sales and selling, general and administrative expenses were allocated based on the
percentage of the Verizon Northern New England business revenues related to the VSSI component to
the total VSSI revenues applied to operating expenses for total VSSL. '

Management believes the allocations used to determine selected amounts in the financial
statements are appropriate methods to reasonably reflect the related assets, liabilities, revenues and
expenses of the Verizon Northern New England business for periods prior to the Merger.

Financigl Reporting in Reorganization

The accompanying consolidated financial statements have been prepared assuming that the
Company will continue as a going concern and contemplate the realization of assets and the satisfaction
of liabilities in the normal course of business. The Company’s ability to continue as a poing concern is
contingent upon its ability to comply with the financial and other covenants contained in the DIP
Credit Agreement and, after the Effective Date, the Exit Facility and the Bankruptcy Court’s approval
of the Plan, among other things. As a result of the Chapter 11 Cases, the realization of assets and the
satisfaction of liabilities are subject to uncertainty. While operating as debtor-in-possession under the
Bankruptcy Code, the Company may sefl or otherwise dispose of or liquidate assets or settle liabilities,
subject to the approval of the Bankruptcy Court or as otherwise permitted in the ordinary course of
business {and subject to restrictions contained in the DIP Credit Agreement), in amounts other than
those reflected in the accompanying consolidated financial statements. Further, a plan of reorganization
could materially change the amounts and classifications in the historical consolidated financial
statements. The accompanying consolidated financial statements do not include any direct adjustments
related to the recoverability and classification of assets or the amounts and classification of liabilities or
any other adjustments that might be necessary should the Company be unable to continue as a going
concern or as a consequence of the Chapter 11 Cases.
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FairPoint Communications, Inc. and Subsidiaries
(DEBTORS-IN-POSSESSION)

Notes to Consolidated Financial Statements (Continued)

(1) Organization, Principles of Consolidation & Liguidity; Chapter 11 Cases (Continued)

The Reorganizations Topic of the Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification (the “ASC™), which is applicable to companies in Chapter 11, generally does not
change the manner in which financial statements are prepared. However, it does require that the
financial statements for periods subsequent to the filing of the Chapter 11 Cases distinguish
transactions and events that are directly associated with the reorganization from the ongoing operations
of the business. Amounts that can be directly associated with the reorganization and restructuring of
the business must be reported separately as reorganization items in the statements of operations
beginning in the quarter ending December 31, 2009. The balance sheet must distinguish pre-petition
Hiabilities subject to compromise from both those pre-petition liabilities that are not subject to
compromise and from post-petition liabilities. Liabilities that may be affected by a plan of
reorganization must be reported at the amounts expected to be allowed, even if they may be settled for
lesser amounts, In addition, cash provided by and used for reorganization items must be disclosed. The
Company has applied the Reorganizations Topic of the ASC effective as of the Petition Date, and has
segregated those items as outlined above for all reporting periods subsequent to such date.

(¢) Liquidity

The Company’s short term and long term liquidity needs arise primarily from: (i) interest and
principal payments on indebtedness; (ii) capital expenditures and (iii) working capital requirements as
may be needed to support and grow the Company’s business. The Company expects that after the
Effective Date, its short term and long term liguidity needs will continue to arise primarily from:

(i) interest and principal payments on indebtedness; (ii) capital expenditures; and (iii) working capital
requirements as may be needed to support and grow the Company’s business. The Company expects
that its primary sources of liquidity after the Effective Date will be cash flow from operations, cash on
hand and funds available under the Exit Facility Loans.

On March 4, 2009, the Board of Directors suspended the payment of dividends on the Company’s
common stock.

The Company’s $2,030 million Pre-petition Credit Facility consists of a non-amortizing revolving
facility in an aggregate principal amount of $200 million, the Term Loan A Facility, the Term Loan B
Facility and the Delayed Draw Term Loan. Spinco drew $1,160 million under the Term Loan
immediately prior to being spun off by Verizon, and then FairPoint drew $470 million under the Term
Loan and $5.5 million under the Delayed Draw Term Loan concurrently with the closing of the
Merger. Subsequent to the Merger, the Company borrowed the remaining $194.5 million available
under the Delayed Draw Term Loan. These funds were used for certain capital expenditures and other
expenses associated with the Merger.

On October 5, 2008 the administrative agent under the Pre-petition Credit Facility filed for
bankruptcy. The administrative agent accounted for thirty percent of the loan commitments under the
Revolving Credit Facility. On January 21, 2009 the Company entered into the Pre-petition Credit
Facility Amendment under which, among other things, the administrative agent resigned and was
replaced by a new administrative agent. In addition, the resigning administrative agent’s undrawn loan
commitiments under the Revolving Credit Facility, totaling $30.0 million, were terminated and arc no
longer available to the Company. On January 27, 2009, the Company borrowed an additional
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FairPoint Communications, Inc. and Subsidiaries
{(DEBTORS-IN-POSSESSION)

Notes to Consolidated Financial Statements (Continued)

(1) Organization, Principles of Consolidation & Liquidity; Chapter 11 Cases (Continued)

$50 miliion under the Revolving Credit Facility. Upon the event of default under the Pre-petition
Credit Facility relating to the Chapter 1 Cases described herein, the commitments under the Revolving
Credit Facility were automatically terminated. Accordingly, as of December 31, 2009, no funds
remained available under the Revolving Credit Facility.

The Revolving Credit Facility has a swingline subfacility in the amount of $10 million and a letter
of credit subfacility in the amount of $30 rmillion, which allows for issuances of standby letters of credit
for the Company’s account. The Pre-petition Credit Facility also permits interest rate and currency
exchange swaps and similar arrangements that the Company may enter into with the lenders under the
Pre-petition Credit Facility and/or their affiliates.

The Term Loan B Facility and the Delayed Draw Term Loan will mature in March 2015 and the
Revolving Credit Facility and the Term Loan A Facility will mature in March 2014. Each of the Term
Loan A Facility, the Term Loan B Facility and the Delayed Draw Term Loan are repayable in quarterly
installments in the manner set forth in the Pre-petition Credit Facility.

Interest rates for borrowings under the Pre-petition Credit Facility are, at the Company’s option,
for the Revolving Credit Facility and for the Term Loans at either (a) the Eurodollar rate, as defined in
the Pre-petition Credit Facility, plus an applicable margin or {(b) the base rate, as defined in the
Pre-petition Credit Facility, plus an applicable margin.

The existing Pre-petition Credit Facility contains customary affirmative covenants and also contains
negative covenants and restrictions, including, among others, with respect to the redemption or
repurchase of the Company’s other indebtedness, loans and investments, additional indebtedness, liens,
capital expenditures, changes in the nature of the Company’s business, mergers, acquisitions, asset sales
and transactions with affiliates.

Borrowings under the Pre-petition Credit Facility bear interest at variable interest rates. Interest
rates for borrowings under the Pre-petition Credit Facility are, at the Company’s option, for the
Revolving Credit Facility and for the Term Loans at either (a) the Eurodollar rate, as defined in the
Pre-petition Credit Facility, plus an applicable matgin or (b) the base rate, as defined in the
Pre-petition Credit Facility, plus an applicable margin.

The Pre-petition Credit Facility contains customary affirmative covenants and also contains
negative covenants and restrictions, including, among others, with respect to the redemption or
repurchase of the Company’s other indebtedness, loans and investments, additional indebtedness, liens,
capital expenditures, changes in the nature of the Company’s business, mergers, acquisitions, asset sales
and transactions with affiliates,

Scheduled amortization payments on the Pre-petition Credit Facility began in 2009. No principal
payments arc due on the Notes prior to their maturity. As a result of the Chapter 11 Cases, the
Company does not expect to make any additional principal or interest payments on the pre-petition
debt.

For the year ended December 31, 2009, the Company repaid $8.4 million of principal under the
‘Term Loan A Facility and $6.1 million of principal under the Term Loan B Facility.
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(1) Organization, Principles of Consolidation & Liquidity; Chapter 11 Cases (Continued)

Prior to the filing of the Chapter 11 Cases, the Company failed to make principal and interest
payments due under the Pre-petition Credit Facility on September 30, 2009. The failure to make the
principat payment on the due date and failure to make the interest payment within five days of the due
date constituted events of default under the Pre-petition Credit Facility. An event of default under the
Pre-petition Credit Facility permits the lenders under the Pre-petition Credit Facility to accelerate the
maturity of the leans outstanding thereunder, seek foreclosure upon any collateral securing such loans
and terminate any remaining commitments to lend to the Company. The occurrence of an event of
default under the Pre-petition Credit Facility constituted an event of default under the Swaps. In
addition, the Company failed to make payments due under the Swaps on September 30, 2009, which
failure resulted in an event of default under the Swaps upon the expiration of a three business day
grace period.

[n addition, as a result of the Restatement, the Company determined that the Company was not in
compliance with the interest coverage ratio maintenance covenant and the leverage ratio maintenance
covenant under the Pre-petition Credit Facility for the measurement period ended June 30, 2009, which
constituted an event of default under each of the Pre-petition Credit Facility and the Swaps, and may
have constituted an event of default under the Notes, in each case at June 30, 2009.

Borrowings under the Pre-petition Credit Facility bear interest at variable interest rates. The
Company entered into various interest rate swap agreements which are detailed in note 8, but the
Swaps were terminated by the respective counterparties thereto in connection with the Chapter 11
Cases.

Spinco issued, and the Company assumed in the Merger, $551.0 million aggregate principal
amount of the Old Notes. The Old Notes mature on April 1, 2018 and are not redeemable at the
Company’s option prior to April 1, 2013. Interest is payable on the Old Notes semi-annually, in cash,
on April 1 and October 1. The Old Notes bear interest at a fixed rate of 13%% and principal is due at
maturity. The Old Notes were issued at a discount and, accordingly, at the date of their distribution,
the Old Notes had a carrying value of $539.8 million (principal amount at maturity of $551.0 million
less discount of $11.2 million). $9.9 million of discount on the Notes was written off following the filing
of the Chapter 11 Cases in order to adjust the carrying amount of the Company’s pre-petition debt to
the Bankruptcy Court approved amount of the allowed claims for the Company’s pre-petition debt.

Upon the consummation of the Exchange Offer and the corresponding consent solicitation,
substantially all of the restrictive covenants in the indenture governing the Old Notes were deleted or
eliminated and certain of the events of default and various other provisions contained therein were
modified.

Pursuant to the Exchange Offer, on July 29, 2009, the Company exchanged $439.6 million in
aggregate principal amount of the Old Notes (which amount was equal to approximately 83% of the
- then outstanding Old Notes) for $458.5 million in aggregate principal amount of the New Notes (which
amount includes New Notes issued to tendering noteholders as payment for accrued and unpaid
interest on the exchanged Old Notes up to, but not including, the Settlement Date}. The New Notes
mature on April 2, 2018 and bear interest at a fixed rate of 13%4%, payable in cash, except that the
New Notes bore interest at a rate of 15% for the period from July 29, 2009 through and jncluding
September 30, 2009. In addition, the Company was permitted to pay the interest payable on the New
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Notes for the Initia] Interest Payment Period in the form of cash, by capitalizing such interest and
adding it to the principal amount of the New Notes or a combination of both cash and such
capitalization of interest, at the Company’s option.

In connection with the Exchange Offer and the corresponding consent solicitation, the Company
also paid a cash consent fee of $1.6 million in the aggregate o holders of Old Notes who validly
delivered and did not revoke consents in the consent solicitation prior to a specified early consent
deadline.

The New Indenture limits, among other things, the Company’s ability to incur additional
indebtedness, issue certain preferred stock, repurchase the Company’s capital stock or subordinated
debt, make certain investments, create certain liens, sell certain assets or merge or consolidate with or
into other companies, incur restrictions on the ability of the Company’s subsidiaries to make
distributions or transfer assets to the Company and enter into transactions with affiliates.

The New Indenture also restricts the Company’s ability to pay dividends on or repurchase the
Company’s common stock under certain circumstances.

During the year ended December 31, 2009, the Company repurchased $19.9 million in aggregate
principal amount of the Old Notes for an aggregate purchase price of $6.3 million in cash. In total,
including amounts repaid under the Term Loan A Facility and Term Loan B Facility, the Company
retired $34.5 million of outstanding debt during the year ended December 31, 2009.

Prior to the filing of the Chapter 11 Cases, the Company failed to make the October 1, 2009
interest payment on the Notes. The failure to make the interest payment on the Notes constituted an
event of default under the Notes upon the expiration of a thirty day grace period. An event of default
under the Notes permits the holders of the Notes to accelerate the maturity of the Notes. In addition,
the filing of the Chapter 11 Cases constituted an event of default under the New Notes. See “Part 1—
Item 1. Business—Chapter 11 Cases—Defaults Under Qutstanding Debt Instruments.”

In connection with the Chapter 11 Cases, the DIP Borrowers entered into the DIP Credit
Agreement with the DIP Lenders and the Administrative Agent. The DIP Credit Agreement provides
for a revolving facility in an aggregate principal amount of up to $75.0 million, of which up to
$30.0 million is also available in the form of one or more letters of credit that may be issued to third
parties for the account of the Company and its subsidiaries. Pursuant to the Interim Order, the DIP
Borrowers were authorized to enter into and immediately draw upon the DIP Credit Agreement on an
interim basis in an aggregate amount of $20 million, pending a final hearing before the Bankruptcy
Court. Pursuant to the Final DIP Order, the DIP Borrowers were permitted access to the total
$75 million of the DIP Financing, subject to the terms and conditions of the DIP Credit Agreement
and related orders of the Bankruptcy Court. As of December 31, 2009, the Company had not borrowed
any amounts under the DIP Credit Agreement and letters of credit totaling $1.6 million had been
issued under the DIP Credit Agreement.

The DIP Financing matures and is repayable in full on the earlier to occur of {1) July 26, 2010,
which date can be extended up to three months at the request of the DIP Borrowers upon the prior
written consent of the Required DIP Lenders with no fee payable by the DIP Borrowers in connection
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with any such extension, (ii) the Effective Date (jii) the voluntary reduction by the DIP Borrowers to
zero of all commitments to lend under the DIP Credit Agreement or (iv) the date on which the
obligations under the DIP Financing are accelerated by the Required DIP Lenders upon the
occurrence and during the continuance of cerrain events of default.

Other material provisions of the DIP Credit Agreement include the following:

Interest Rate and Fees. Interest rates for borrowings under the DIP Credit Agreement are, at the
DIP Borrowers’ option, at either (i) the Eurodollar rate plus a margin of 4.5% or (ii) the base rate plus
a margin of 3.5%, payable monthly in arrears on the last business day of each month.

Interest accrues from and including the date of any borrowing up to but excluding the date of any
repayment thereof and is payable (i) in respect of each base rate loan, monthly in arrears on the last
business day of each month, (i) in respect of each Eurodollar loan, on the last day of each interest
period applicable thereto (which shall be a period of one month) and (iii) in respect of each such loan,
on any prepayment or conversion (on the amount prepaid or converted), at maturity (whether by
acceleration or otherwise) and, after such maturity, on demand. The DIP Credit Agreement provides
for the payment to the Administrative Agent, for the pro rata benefit of the DIP Lenders, of an
upfront fee in the aggregate principal amount of $1.5 million, which upfront fee was payable in two -
installments: (1) the first installment of $400,000 was due and payable on October 28, 2009, the date on
which the Interim Order was entered by the Bankruptcy Court, and (2) the remainder of the upfront
fee was due and payable on the date the Final DIP Order was entered by the Bankruptcy Court. The
DIP Credit Agreement also provides for an unused line fee of 0.50% on the unused revolving
commitment, payable monthly in arrears on the last business day of each month {or on the date of
maturity, whether by acceleration or otherwise), and a letter of credit facing fee of 0.25% per annum
calculated daily on the stated amount of all outstanding letters of credit, payable monthly in arrears on
~ the last business day of each month (or on the date of maturity, whether by acceleration or otherwise),
as well as certain other fees.

Voluntary Prepayments.  Voluntary prepayments of borrowings and optional reductions of the
unutilized portion of the commitments are permitted without premium or penalty (subject to payment
of breakage costs in the event Eurodollar loans are prepaid prior to the end of an applicable interest
period).

Covenants. Under the DIP Credit Agreement, the DIP Borrowers are required to maintain
compliance with certain covenants, including maintaining minimum EBITDAR (earnings before
interest, taxes, depreciation, amortization, restructuring charges and certain other non-cash costs and
charges, as set forth in the DIP Credit Agreement) and not exceeding maximum permitted capital
expenditure amounts. The DIP Credit Agreement also contains customary affirmative and negative
covenants and restrictions, including, among others, with respect to investments, additional
indebtedness, liens, changes in the nature of the business, mergers, acquisitions, asset sales and
transactions with affiliates. As of December 31, 2009, the DIP Borrowers are is in compliance with all
covenants under the DIP Credit Agreement,
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Events of Default.  The DIP Credit Agreement contains customary events of default, including, but
not limited to, failure to pay principal, interest or other amounts when due, breach of covenants, failure
of any representations to have been true in all material respects when made, cross-defaults to certain
other indebtedness in excess of specific amounts (other than obligations and indebtedness created or
incurred prior to the filing of the Chapter 11 Cases), judgment defaults in excess of specified amounts,
certain defaults under ERISA, and the failure of any guaranty or security document supporting the DIP
Credit Agreement to be in full force and effect, the occurrence of a change of control and certain
maftters related to the Interim Order, the Final DIP Order and other matters related to the Chapter 11

Cases.

DIP Pledge Agreement

The DIP Pledgors entered into the DIP Pledge Agreement with the DIP Collateral Agent, as
required under the terms of the DIP Credit Agreement. Pursuant to the DIP Pledge Agreement, the
DIP Pledgors provided to the DIP Collateral Agent for the secured parties identified therein, a security
interest in the Pledge Agreement Collateral.

DIP Subsidiary Guaranty

The DIP Guarantors entered into the DIP Subsidiary Guaranty, as required under the terms of the
DIP Credit Agreement. Pursuant to the DIP Subsidiary Guaranty, the DIP Guarantors agreed to jointly
and severally gnarantee the full and prompt payment of all fees, obligations, labilities and indebtedness
of the DIP Borrowers, as borrowers under the DIP Financing. Pursuant to the terms of the DIP
Subsidiary Guaranty, the DIP Guarantors further agreed to subordinate any indebtedness of the DIP
Borrowers held by such DIP Guarantor to the indebtedness of the DIP Borrowers held by the secured
parties under the DIP Financing,

DIP Security Agreement

The DIP Grantors entered into the DIP Security Agreement, as required under the terms of the
DIP Credit Agreement. Pursuant to the DIP Security Agreement, the DIF Grantors provided to the
DIP Collateral Agent for the benefit of the secured parties identified therein, a security interest in all
assets other than the DIP Pledge Agreement Collateral, any causes of action arising under Chapter 5
of the Bankruptcy Code and FFCC licenses and authorizations by state regulatory authorities to the
extent that any DIP Grantor is prohibited from granting a lien and security interest therein pursuant to
applicable law.

As a condition to the approval of the Merger and related transactions by state regulatory
authorities, the Company has agreed to make capital expenditures following the completion of the
Merger. As a condition fo the approval of the transactions by the state regulatory authority in Maine,
the Company agreed that, following the closing of the Merger, the Company will make capital
expenditures in Maine during the first three years after the closing of $48 million in the first year and

- an average of $48 million in the first two years and an average of $47 million in the first three years.
The Company.is also required to expend over a five year period not less than $40 mitlion on
equipment and infrastructure to expand the availability of broadband services in Maine, which is
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expected to result in capital expenditures in Maine in excess of the minimum capital expenditure
requirements described above.

The order issued by the state regulatory authority in Vermont also requires the Company to make
capital expenditures in Vermont during the first three years after the closing of the Merger in the
amount of $41 million for the first year and averaging $40 million per year in the first two years and
averaging $40 million per year in the first three years following the closing, Pursuant to the Vermont
order, the Company is required to remove double poles in Vermont, make service quality
improvements and address certain broadband build-out commitments under a performance
enhancement plan in Vermont, using, in the case of double pole removal, $6.7 million provided by the
Verizon Group and, in the case of service quality improvements under the performance enhancement
plan, $25 mitlion provided by the Verizon Group. In Vermont the Company has also agreed to certain
- broadband build-out milestones that require the Company to reach 100% broadband availability in 50%
of the Company’s exchanges in Vermont, which could result in capital expenditures of $44 million over
such period in addition to the minimum capital expenditures required by the Vermont order as set
forth above.

The Company is also required to make capital expenditures in New Hampshire of at least
$52 million during each of the first three years after the closing of the Merger and $49 miltion during
cach of the fourth and fifth years after the closing of the Merger. The amount of any shortfall in any
year must be expended in the following year, and the amount of any excess in any year may be
deducted from the amount required to be expended in the following year. If any shortfall in any year
exceeds $3 million, then the amount that the Company is required to spend in the following year shall
be increased by 150% of the amount of such shortfall. If there is any shortfall at the end of the fifth
year after the closing of the Merger, we will be required to spend 150% of the amount of such shortfall
at the direction of the NHPUC. The NHPUC may require that a portion of these increased capital
expenditures be directed toward state programs rather than invested in the Company’s assets. The
Company is required to spend at least $56.4 million over the 60-month period following the closing of
the Merger on broadband infrastructure in New Hampshire, which is expected to result in capital
expenditures in New Hampshire in excess of the minimum capital expenditure requirements described
above.

The Company also had the availability of $49.2 million contributed to the Company by the Verizon
Group, and $1.1 million in interest earned thereon, to make capital and operating expenditures in New
Hampshire in addition to those described above for unexpected infrastructure improvements proposed
by the Company and approved by the NHPUC. These funds were reflected on the Company’s
March 31, 2009 balance sheet as restricted cash to be used only in accordance with the NH 2008

‘Settlement. During the three months ended June 30, 2009, we requested that these funds be made
available for general working capital purposes. By letter, dated as of May 12, 2009, the NHPUC
approved the Company’s request, conditioned upon the Company’s commitment to invest funds on
certain NHPUC approved network improvements in New Hampshire on the following schedule:
$15 miliion by the end of 2010, an additional $20 million by the end of 2011 and an additional
$30 million by the end of 2012. This investment commitment is inclusive of the $50 million previously
required by the NHPUC,
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Additionally, the orders issued by the PUCs in Maine, New Hampshire and Vermont in connection
with their approval of the Merger include a requirement that we pay the greater of $45 million or 90%
of the Company’s free cash flow (defined as the cash flow remaining after all operating expenses,
interest payments, tax payments, capital expenditures, dividends and other routine cash expenditures
have occurred) annually to reduce the principal amount of the Company’s indebtedness, until certain
financial ratio tests have been satisfied.

At this time, it is unclear what effect the filing of the Chapter 11 Cases will have on the
requirements, including service quality penalties, imposed by the PUCs in Maine, New Hampshire and
Vermont as a condition to the approval of the Merger and whether such requirements will be
enforceable against us in the future.

The Company expects that the orders by the PUCs in Maine, New Hampshire and Vermont will be
amended based on regulatory settlements that were negotiated in connection with the Chapter 11 Cases
and the Plan. See “Item. 1—Business—Chapter 11 Cases.”

Chapter 11 Cases

For a description of the Chapter 11 Cases, see “Item. |—Business—Chapter 11 Cases.”

(2) Reorganization

The Reorganizations Topic of the Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification (the “ASC™), which is applicable to companies in Chapter 11, generally does not
change the manner in which financial statements are prepared. However, it does require that the
financial statements for periods subsequent to the filing of the Chapter 11 Cases distinguish
transactions and events that are directly associated with the reorganization from the ongoing operations
of the business. Amounts that can be directly associated with the reorganization and restructuring of
the business must be reported separately as reorganization items in the statements of operations
beginning in the quarter ending December 31, 2009. The balance sheet must distinguish pre-petition
liabilities subject to compromise from both those pre-petition liabilities that are not subject to
compromise and from post-petition labilities. Liabilities that may be affected by a plan of
reorganization must be reported at the amounts expected to be allowed, even if they may be settled for
lesser amounts. In addition, cash provided by and used for reorganization items must be disclosed
separately in the statement of cash flows.

The accompanying conselidated financial statements have been prepared in accordance with the
Reorganizations Topic of the ASC. All pre-petition liabilities subject to compromise have been
segregated in the consolidated balance sheets and classified as liabilities subject to compromise at the
estimated amount of the allowable claims. Liabilities not subject to compromise are separately classitied
as current or noncurrent. The Company’s consolidated statements of operations for the year ended
December 31, 2009 include the results of operations during the Chapter 11 Cases. As such, any
revenues, expenses, and gains and losses realized or incurred that are directly related to the bankruptey
case are reported separately as reorganization items due to the bankruptcy.
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