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PART I. FINANCIAL INFORMATION

Item 1.Financial Statements

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

($ in millions and shares in thousands, except for per-share amounts)

(Unaudited)

March 31, December

2016 31, 2015
ASSETS
Current assets:
Cash and cash equivalents $ 500 $ 936
Accounts receivable, less allowances of $53 and $57, respectively 544 571
Restricted cash 8,352 8,444
Prepaid expenses 129 100
Income taxes and other current assets 51 80
Total current assets 9,576 10,131
Property, plant and equipment, net 8,495 8,493
Goodwill 7,166 7,166
Other intangibles, net 1,067 1,143
Other assets 150 151
Total assets $ 26,454 $ 27,084
LIABILITIES AND EQUITY
Current liabilities:
Long-term debt due within one year $ 370 $ 384
Accounts payable 474 467
Advanced billings 158 160
Accrued other taxes 87 87
Accrued interest 233 403
Pension and other postretirement benefits 29 33
Other current liabilities 383 359

Total current liabilities 1,734 1,893
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Deferred income taxes 2,551
Pension and other postretirement benefits 1,178
Other liabilities 241
Long-term debt 15,496
Equity:

Preferred stock, $0.01 par value (50,000 authorized shares,

11.125%, Series A, 19,250 shares issued and outstanding

at March 31, 2016 and December 31, 2015) -
Common stock, $0.25 par value (1,750,000 authorized shares,

1,192,986 issued and 1,172,658 and 1,168,200 outstanding,

at March 31, 2016 and December 31, 2015, respectively) 298
Additional paid-in capital 5,801
Retained deficit (273)
Accumulated other comprehensive loss, net of tax (347)
Treasury stock (225)
Total equity 5,254
Total liabilities and equity $ 26,454

2,666
1,163
240
15,508

298
6,034
(87)
(353)
(278)
5,614
$ 27,084

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE MONTHS ENDED MARCH 31, 2016 AND 2015

($ in millions and shares in thousands, except for per-share amounts)

(Unaudited)

2016 2015
Revenue $ 1,355 $ 1,371
Operating expenses:
Network access expenses 160 155
Network related expenses 326 325
Selling, general and administrative expenses 357 330
Depreciation and amortization 316 341
Acquisition and integration costs 138 57
Total operating expenses 1,297 1,208
Operating income 58 163
Investment and other income, net 11 1
Interest expense 373 245
Loss before income taxes (304) (81)
Income tax benefit (118) 30)
Net loss (186) (1))
Less: Dividends on preferred stock 54 -
Net loss attributable to
Frontier common shareholders $ (240) $ (51

Basic and diluted net loss per share
attributable to Frontier common shareholders  $ (0.21) $ (0.05)



Edgar Filing: FRONTIER COMMUNICATIONS CORP - Form 10-Q

Total weighted average shares
outstanding - basic and diluted 1,164,041 994,716

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
FOR THE THREE MONTHS ENDED MARCH 31, 2016 AND 2015

($ in millions)

(Unaudited)

2016 2015
Net loss $ (186) $ (51)
Other comprehensive income, net of tax (see Note 12) 6 3
Comprehensive loss $ (180) $ (48)

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

3
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF EQUITY

FOR THE THREE MONTHS ENDED MARCH 31, 2016

($ in millions and shares in thousands)

(Unaudited)

Balance January
1, 2016

Stock plans
Dividends on
common stock
Dividends on
preferred stock
Net loss

Other
comprehensive
income, net

of tax

Balance March
31, 2016

Accumulated

Additional Other Treasury
Preferred
Stock Common Stock Paid-In  Retained Comprehen€iwenmon Stock  Total
Shares Amoun$hares Amount Capital  Deficit Loss Shares  Amount Equity
19250 $§ - 1,192986 $ 298 $ 6,034 $ (87) $ (353) (24,786) $ (278) $ 5,614
- - - - (56) - - 4,458 53 3)
- - - - (123) - - - - (123)
- - - - (54) - - - - (54)
- - - - - (186) - - - (186)
- - - - - - 6 - - 6
19250 $§ - 1,192986 $ 298 $ 5,801 $ (273) $ (347) (20,328) $ (225) $ 5,254
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The accompanying Notes are an integral part of these Consolidated Financial Statements.

4
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED MARCH 31, 2016 AND 2015

($ in millions)

(Unaudited)

2016 2015

Cash flows provided from (used by) operating activities:

Net loss $ (186) $ (51)
Adjustments to reconcile net loss to net cash provided from (used by)

operating activities:

Depreciation and amortization 316 341
Pension/OPEB costs 16 2
Stock based compensation expense 8 7
Amortization of deferred financing costs 21 61
Other non-cash adjustments - (11
Deferred income taxes (119)  (33)
Change in accounts receivable 26 87
Change in accounts payable and other liabilities (144)  (138)
Change in prepaid expenses, income taxes and other current assets - (16)
Net cash provided from (used by) operating activities (62) 249

Cash flows provided from (used by) investing activities:

Capital expenditures - Business operations 207) (170)
Capital expenditures - Integration activities (52) (10)
Network expansion funded by Connect America Fund - Phase I - ©)
Cash transferred from escrow 92 -
Net cash used by investing activities (167)  (189)

Cash flows provided from (used by) financing activities:

Proceeds from long-term debt borrowings - 3
Financing costs paid (6) -
Long-term debt payments 24) (129)
Dividends paid on common stock (123) (105
Dividends paid on preferred stock (54) -
Other - 2)

13
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Net cash used by financing activities 207)  (233)
Decrease in cash and cash equivalents 436) (173)
Cash and cash equivalents at January 1, 936 682
Cash and cash equivalents at March 31, $ 500 $ 509

Supplemental cash flow information:

Cash paid (received) during the period for:

Interest $ 524 $ 189
Income taxes (refunds), net $(32) $17

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(1) Summary of Significant Accounting Policies:

(a) Basis of Presentation and Use of Estimates:

Frontier Communications Corporation and its subsidiaries are referred to as “we,” “us,” “our,” “Frontier,” or the “Company” it
this report. Our interim unaudited consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America (GAAP) and should be read in conjunction with the
consolidated financial statements and notes included in our Annual Report on Form 10-K for the year ended
December 31, 2015. All significant intercompany balances and transactions have been eliminated in consolidation.
These interim unaudited consolidated financial statements include all adjustments (consisting of normal recurring
accruals) considered necessary, in the opinion of Frontier’s management, to present fairly the results for the interim
periods shown. Revenues, net loss and cash flows for any interim periods are not necessarily indicative of results that
may be expected for the full year. For our interim financial statements as of and for the period ended March 31, 2016,
we evaluated subsequent events and transactions for potential recognition or disclosure through the date that we filed
this Form 10-Q with the Securities and Exchange Commission (SEC).

The preparation of our interim financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect (i) the reported amounts of assets and liabilities at the date of the financial statements, (ii)
the disclosure of contingent assets and liabilities, and (iii) the reported amounts of revenue and expenses during the
reporting period. Actual results may differ from those estimates. Estimates and judgments are used when accounting
for the allowance for doubtful accounts, asset impairments, indefinite-lived intangibles, depreciation and
amortization, income taxes, business combinations, and pension and other postretirement benefits, among others.

We operate in one reportable segment. Frontier provides both regulated and unregulated voice, data and video services
to residential, business and wholesale customers and is typically the incumbent voice services provider in its service
areas. We have utilized the aggregation criteria to combine our six regional operating segments because all of these
regional operations share similar characteristics, in that they provide the same products and services to similar
customers using comparable technologies in all of the states in which we operate. The regulatory structure is generally
similar. Differences in the regulatory regime of a particular state do not significantly impact the economic
characteristics or operating results of a particular region.

15
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(b) Revenue Recognition:

Revenue is recognized when services are provided or when products are delivered to customers. Revenue that is billed
in advance includes monthly recurring network access services (including data services), special access services and
monthly recurring voice, video and related charges. The unearned portion of these fees is initially deferred as a
component of “Advanced billings” on our consolidated balance sheet and recognized as revenue over the period that the
services are provided. Revenue that is billed in arrears includes non-recurring network access services (including data
services), switched access services and non-recurring voice and video services. The earned but unbilled portion of
these fees is recognized as revenue in our consolidated statements of operations and accrued in “Accounts

receivable” on our consolidated balance sheet in the period that the services are provided. Excise taxes are recognized
as a liability when billed. Installation fees and their related direct and incremental costs are initially deferred and
recognized as revenue and expense over the average term of a customer relationship. We recognize as current period
expense the portion of installation costs that exceeds installation fee revenue.

Frontier collects various taxes from its customers and subsequently remits these taxes to governmental authorities.
Substantially all of these taxes are recorded through the consolidated balance sheet and presented on a net basis in our
consolidated statements of operations. We also collect Universal Service Fund (USF) surcharges from customers
(primarily federal USF) that we have recorded on a gross basis in our consolidated statements of operations and
included within “Revenue” and ‘“Network related expenses” of $39 million and $37 million for the three months ended
March 31, 2016 and 2015, respectively.

In 2015 we accepted the FCC’s Connect America Fund (CAF) Phase II offer of support, which is a successor to and
augments the USF frozen high cost support that we had been receiving pursuant to a 2011 FCC order. CAF Phase II
funding is a program intended to subsidize the high cost of establishing and delivering communications services to

6
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

certain unserved or underserved areas. We are recognizing these subsidies into revenue consistent with how the costs
related to these subsidies are being and are expected to be incurred, which is on a straight line basis. We may reserve
against our subsidy revenue which would be based on our ability to meet the buildout requirements of CAF Phase II.
CAF Phase II is a multi-year program which requires us to deploy broadband to a specified number of households in
each of the states where funding was accepted. Failure to meet our deployment obligations at the end of the program
in 2020 will result in a return of a portion of the funding received. We regularly evaluate our ability to meet our
broadband deployment obligations and adjust revenue accordingly.

We categorize our products, services and other revenues among the following four categories:

- Voice services include traditional local and long distance wireline services, Voice over Internet Protocol (VoIP)
services, as well as a number of unified messaging services offered to our residential and business customers. Voices
services also include the long distance voice origination and termination services that we provide to our business
customers and other carriers;

- Data and Internet services include broadband services for residential and business customers. We provide data
transmission services to high volume business customers and other carriers with dedicated high capacity circuits
(“nonswitched access”) including services to wireless providers (‘“wireless backhaul”);

- Other customer revenue includes residential video services, our provision for bad debts, sales of customer premise
equipment to our business customers and directory services; and

- Switched Access and Subsidy revenues include revenues derived from allowing other carriers to use our network to
originate and/or terminate their local and long distance voice traffic (“switched access”). These services are primarily
billed on a minutes-of-use basis applying tariffed rates filed with the FCC or state agencies. We also receive cost
subsidies from state and federal authorities, including the Connect America Fund.

17
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The following table provides a summary of revenues from external customers by the categories of Frontier’s products

and services:

($ in millions)

Voice services

Data and Internet services
Other

Customer revenue

Switched access and subsidy
Total revenue

For the three

months ended

March 31,

2016 2015

$ 467 $ 525
587 575
135 133
1,189 1,233
166 138

$ 1,355 $ 1,371

18
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(¢) Goodwill and Other Intangibles:

Goodwill represents the excess of purchase price over the fair value of identifiable tangible and intangible net assets
acquired. We undertake studies to determine the fair values of assets and liabilities acquired and allocate purchase
prices to assets and liabilities, including property, plant and equipment, goodwill and other identifiable intangibles.
We examine the carrying value of our goodwill and trade name annually as of December 31, or more frequently, as
circumstances warrant, to determine whether there are any impairment losses. We test for goodwill impairment at the
“operating segment” level, as that term is defined in GAAP.

Frontier amortizes finite-lived intangible assets over their estimated useful lives on the accelerated method of sum of
the years digits. We review such intangible assets at least annually as of December 31 to assess whether any potential
impairment exists and whether factors exist that would necessitate a change in useful life and a different amortization
period.

(2) Recent Accounting Literature:

Revenue Recognition

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)

No. 2014-09, “Revenue from Contracts with Customers.” This standard requires companies to recognize revenue to
depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the
company expects to be entitled in exchange for those goods or services. This new standard is effective for annual and
interim reporting periods beginning after December 15, 2017. Companies are also permitted to voluntarily adopt the
new standard as of the original effective date that was for annual reporting periods beginning after December 15,
2016. Companies are permitted to either apply the requirements retrospectively to all prior periods presented, or apply
the requirements in the year of adoption, through a cumulative adjustment. Frontier is currently evaluating the impact
of adopting the new standard, but has not yet selected a transition method or determined the impact of adoption on its

19
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consolidated financial statements.

Employee Benefit Plans

In July 2015, the FASB issued ASU No. 2015-12, “Plan Accounting: Defined Benefit Pension Plans (Topic 960),
Defined Contribution Pension Plans (Topic 962), and Health and Welfare Benefit Plans (Topic 965): There are three
parts to the ASU that aim to simplify the accounting and presentation of plan accounting. Part I of this ASU requires
fully benefit-responsive investment contracts to be measured at contract value instead of the current fair value
measurement. Part II of this ASU requires investments (both participant-directed and nonparticipant-directed
investments) of employee benefit plans be grouped only by general type, eliminating the need to disaggregate the
investments in multiple ways. Part III of this ASU provides a similar measurement date practical expedient for
employee benefit plans as available in ASU No. 2015-04, “Compensation — Retirement Benefits (Topic 715),” which
allows employers to measure defined benefit plan assets on a month-end date that is nearest to the year’s fiscal
year-end when the fiscal period does not coincide with a month-end. Parts I and II of the new guidance should be
applied on a retrospective basis. Part III of the new guidance should be applied on a prospective basis. The adoption of
ASU 2015-12 will impact certain of the disclosures related to our pension plan assets, but otherwise is not expected to
have a material impact on our consolidated financial statements.

Leases

In February 2016, the FASB issued ASU No. 2016 — 02, “Leases (Topic 842).” This standard establishes the principles to
report transparent and economically neutral information about the assets and liabilities that arise from leases. Lessees
will need to recognize almost all leases on their balance sheet as a right-of-use asset and a lease liability. It will be
critical to identify leases embedded in a contract to avoid misstating the lessee’s balance sheet. For income statement
purposes, the FASB retained a dual model, requiring leases to be classified as either operating or finance.
Classification will be based on criteria that are largely similar to those applied in current lease accounting, but without
explicit bright lines. Lessor accounting is similar to the current model, but updated to align with certain changes to the
lessee model and the new revenue recognition standard. Existing sale-leaseback guidance, including guidance for real
estate, is replaced with a new model applicable to both lessees and lessors. The new guidance is effective for fiscal
years beginning after December 15, 2018, including interim periods within those fiscal years. Early application is
permitted.

8
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Frontier is currently evaluating the impact of adopting the new standard, but has not yet determined the impact of
adoption on its consolidated financial statements.

Compensation — Stock Compensation

In April 2016 the FASB issued ASU 2016-09, “Improvements to Employee Share-Based Payment Accounting,” to
amend ASC Topic 718, “Compensation — Stock Compensation.” The proposal is part of the FASB’s ongoing
simplification initiative, which is designed to reduce cost and complexity while maintaining or improving the
usefulness of the information provided to the users of financial statements. The proposed simplifications address a
variety of areas for public entities, including the following: 1) accounting for income taxes, 2) classification of excess
tax benefits on the statement of cash flows, 3) forfeitures, 4) minimum statutory tax withholding requirements, 5)
classifications of employee taxes paid on the statement of cash flows when an employer withholds shares for tax
withholding purposes, and 6) classification of awards with repurchase features. The new guidance is effective for
fiscal years beginning after December 15, 2016, including interim periods within those fiscal years.

(3) Acquisitions:

The Verizon Transaction

On April 1, 2016, Frontier acquired the wireline operations of Verizon Communications, Inc. in California, Texas and
Florida for a purchase price of $10,540 million in cash and assumed debt (the Verizon Transaction), with adjustments
for working capital, pursuant to the February 5, 2015 Securities Purchase Agreement, as amended. Upon completion
of the Verizon Transaction, Frontier operates these former Verizon properties, which included approximately 3.3
million voice connections, 2.1 million broadband connections, and 1.2 million FiOS® video connections as of
December 31, 2015.
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Acquisition costs include legal, financial advisory, accounting, regulatory and other related costs. Integration costs
include expenses incurred to integrate the network and information technology platforms and to enable other
integration initiatives. Frontier incurred $138 million of operating expenses, consisting of $1 million of acquisition
costs and $137 million of integration costs, related to the Verizon Transaction during the three months ended March
31,2016. We also invested $52 million in capital expenditures related to the Verizon Transaction during the three
months ended March 31, 2016. Frontier incurred $36 million of operating expenses, consisting of $33 million and $3
million of acquisition and integration costs, respectively, related to the Verizon Transaction during the three months
ended March 31, 2015. In connection with the Verizon Transaction, we will incur additional operating expenses and
capital expenditures in 2016 related to integration activities.

During 2015, we completed our financing activities associated with the Verizon Transaction, which included: 1) a
private debt offering of $6,600 million of unsecured senior notes in September 2015, 2) the 2015 Credit Agreement

(as defined below) for a senior secured delayed-draw term loan facility in August 2015, and 3) a registered offering of
$2,750 million of preferred and common stock in June 2015. Net proceeds from these debt and equity offerings in the
amount of $8,352 million are included in “Restricted cash” in the consolidated balance sheet as of March 31, 2016, and
together with the proceeds received from the delayed draw term loan facility and cash on hand were sufficient to
finance the Verizon Transaction and pay related fees and expenses. Restricted cash also included $8 million of interest
income earned on those proceeds during the three months ended March 31, 2016.

The Connecticut Acquisition

On October 24, 2014, Frontier acquired the wireline properties of AT&T Inc. in Connecticut (the Connecticut
Acquisition) for a purchase price of $2,018 million in cash, pursuant to the stock purchase agreement dated December
16, 2013, as amended.

In connection with the Connecticut Acquisition, Frontier incurred $21 million of operating expenses, consisting of $1
million and $20 million of acquisition and integration costs, respectively, and invested $10 million in capital
expenditures during the three months ended March 31, 2015.
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PART I. FINANCIAL INFORMATION (Continued)

FRONTIER COMMUNICATIONS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(4) Accounts Receivable:

The components of accounts receivable, net are as follows:

I;/iarch December
($ in millions) 2016 31,2015
Retail and Wholesale $ 535 $ 569
Other 62 59
Less: Allowance for doubtful accounts (53) 57
Accounts receivable, net $ 544 $ 571

We maintain an allowance for doubtful accounts based on our estimate of our ability to collect accounts receivable.
Bad debt expense, which is recorded as a reduction to revenue, was $13 million for each of the three months ended
March 31, 2016 and 2015.

(5) Property, Plant and Equipment:

Property, plant and equipment, net is as follows:
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($ in millions) March 31, December

2016 31, 2015
Property, plant and equipment $ 18,035 $ 17,801
Less: Accumulated depreciation (9,540) (9,308)

Property, plant and equipment, net $ 8,495 $ 8,493

Depreciation expense is principally based on the composite group method. Depreciation expense was $240 million
and $249 million for the three months ended March 31, 2016 and 2015, respectively. We adopted new estimated
remaining useful lives for certain plant assets as of October 1, 2015, as a result of an annual independent study of the
estimated remaining useful lives of our plant assets, with an insignificant impact to depreciation expense.

(6) Other Intangibles:

The components of other intangibles are as follows:

March 31, 2016 December 31, 2015

Gross Net Gross Net

Carrying Accumulated Carrying Carrying Accumulated Carrying
($ in millions) Amount Amortization Amount Amount Amortization Amount
Other Intangibles:
Customer base $ 2,998 $ (2,053) $ 945 $ 2998 $ (1,977) $ 1,021
Trade name 122 - 122 122 - 122

Total other intangibles $ 3,120 $ (2,053) $ 1,067 $ 3,120 $ (1,977) $
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