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COctober 1, 1997
Overnight

Florida Public Service Commission

Division of Records and Reporting @7/37¢ - TX
2540 Shumard Oaks Boulevard '

Gerald L. Gunter Bldg. Room 270

Tallahassee, FL. 32399-0850

(904) 488-4733

RE: Initial Alterative Local Exchange Carrier Application of Frontier Telemanagement
Inc.

Dear Mr. D'Haeseleer:

Enclosed for filing are the original and twelve copics of the above referenced application of
Fronter Telemanagement Inc. to provide Alternative Local Exchange Carrier Service in Florida

Also enclosed is our check in the amount of $250 for the filing fee, Questions pertaining to this
application or tariff should be directed to my attention at (407) 740-8575.

Please acknowledge receipt of this filing by retumning, file-stamped. the extra copy of this cover
letter in the self-addressed. stamped envelope enclosed for this purpose.

Thank you for your assistance.

Sincerely,
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October 1. 1997

Overnight

Florida Public Service Commission DEPOSIT DATE
Division of Records and Reporting i
2540 Shumard Oaks Boulevard D6 LY 0CT 02 B
Gerald L. Gunter Bldg. Room 270
Tallahassee, FL 32399-0850
(904) 488-4733
RE: Initia! Alternative Local Exchange Carrier Application of Frontier Telemanagement

Inc.

Dear Mr. D'Haeseleer:

Enclosed for filing are the original and twelve copies of the above referenced applicatiun of
Fronter Telemanagement Inc. to provide Altemative Local Exchange Carmer Service in Flonda

Also enclosed is our check in the amount of $250 for the filing fee. Questions pertaining to this
application or tariff should be directed to my attention at (407) 740-8575.

Please acknowledge receipt of this filing by returning, file-stamped. the extra copy of this cover
letter in the self-addressed, stamped envelope enclosed for this purpose.

Thank you for your assistance.

-1
G - Uk
ConnielWigh

Consultant to:
Frontier Telemanagement Inc.

Sincerely,

Enclosures

cc: Michael J. Nighan
File: FT1 - FL. ALEC




FLORIDA PUBLIC SERVICE COMMISSION
Division of Communications, Certification & Compliance Section
2460 SHUMARD OAK BOULEVARD
TALLAHASSEE, FLORIDA 32388-0850
(904) 413-6600

APPLICATION FORM
for

AUTHORITY TO PROVIDE ALTERNATIVE LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF FLORIDA

INSTRUCTIONS

This form is used for an original applicetion for a certificate and for approval of sale,
assignment, or transfer of an existing alternative local exchange certificate. In case
of a sale, assignment or transfer, the information provided shell be for the purchaser.
assignee or transferee.

Respond to each item requested in the application and appendices. If an item If not
applicable, please explain why.

Use a separate sheet for each answer which will not fit the allotted space.
Any questions regarding completion, contact above.
Once completed, submit the original and six (6) copies of this form along with a non

refundable application fee of $250 made payable to the Florida Public Service
Commission at the above address.
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APPLICATION FORM FOR AUTHORITY TO PROVIDE
ALTERNATIVE LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF FLORIDA

This Iis an application for (check one):
[ X | Original authority (new company)

{ | Approval ot transfer (to another certificated company)
Example: a certificated company purchases an existing company and desires 1o
retain the original cenificate authority.

{ ) Approval of assignment of existing certificate (to a noncertificated cumpany)l
Example: a non-certificated company purchases an existing company and
desires 1o retain the certificate of authority rather than apply for a new
certificate.

{ )} Approval for transfer of control (to another certificated company)
Exemple: a company purchases 651% of a certificated company. The
Commission must approve the new controlling entity.

Name of applicant:
Frontier Telemanagement Inc.

A. National Mailing Address Including street name, number, post office box, city,
state, zip code and phone number.

Street: 180 South Clinton Avenue
PO Box

City: Rochester

State: New York

Zip 14646-0700

Phone: (718) 777-8000

B. Florida Mailing Address including street name, number, post office box, city.
state, zip code and phone number.

Streeat: 180 South Clinton Avenue
PO Box

City: Rochester

State: New York

Zip 14646-0700

Phone: {716) 777-8000
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C. Physical Address of slternative local exchange service in Florida including street
name, number, post office box, city, state, zip code and phone number.

Street: 180 South Clinton Avenue

PO Box

City: Rochester

State: New York

Zip 14846-0700

Phone: {716) 777-8000
Structure of organization:

i Corporation

)} Foreign Partnership
)} Limited Partnership
)} Other

{ ) Individusl

{ X ) Foreign Corporation
{ ) General Partnership
{ ) Joint Venture

— o —

If incorporated, please provide proof from the Florida Secretary of State that the
applicant has authority to operate in Florida.

Corporate charter number: pending
Taxpayer |dentification # 39-1423549

Please see Exhibit | for a copy of the Articles of incorporation.
Name under which the applicant will do business (d/b/a):
Frontier Telemanagement Inc.
If applicable, please provide proof of fictitious name: (d/b/s) registration.
Fictitious name registration number: n licabl

If applicant is an individual, partnership, or joint venture, please give name and address

of each legal entity.
Mot applicable

State whether any of the officers, directors, or any of the ten largest stockholders have
previously been edjudged bankrupt. mentally incompetent, or found guilty of any felony
or of any crime, or whether such actions may result from pending proceedings. If so.
please explain.

No officer, director or any of the ten largest stockholders have previously been
adjudged bankrupt, mentally incompetent, or found guilty of any felony or of any
crime. No such action may result from a pending proceeding.




10.

11.

12,

13.
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Please provide the title, address, telephone number, internat address and facsimile
number of the person serving as ongoing lisison with the Commission, and if different,
the liaison responsible for this application:

Application contact:

Name: Connia Wightman
Title: Consultant

P.0. Box: P.O. Drawer 200
City: Winter Park
State: Florida

Zip: 32790-0200
Phone: (4n7) 740-B675
Fax: (407) 740-0613
Internet Address:  cwightman@tminc.com
Ongoing Lisison:

Name: Michael J. Nighan
Title: Director

P.O. Box:

Street: 180 South Clinton Avanusa
PO Box

City: Rochester

State: New York

Zip 14646-0600
Phone: (716) 777-8456
Facsimile: (716) 232-3646

Internet Address;  mnighan@frontiercorp.com

Please list other ttates in which the applicant is currently providing or has applied to
provide local exchange or altemnative local exchange service.

Frontier Telemanagement Inc. authorized to provide local service in lllinois, California,
Minnesota, Wisconsin, Michigan, Massachusetts and Ohio. FTI has applications

pending in Oregon, Texas, Colorado and Missouri and is in the process of applying for
CLEC authority in additional states. No application has been granted or denied.

Has the spplicant been denied certification in any other state?

Yes| ) Nol X )
If so, please list the state and reason for denial.

Have penaltiss been imposed ageinst the applicant in any other state:

Yes( ) Nol X )
If so, please list the state and reason for penalty.




14.

15.
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Please ind.cate how a customer can file a service complaint with your company.
Customers may call the company at its toll-free customer service number: 1-800-414-
1973. In addition, customers may contact the company in writing at the headquarters
address. The toll-free number will be printed on the customers’ monthly billing

statements. In addition, customers may address written inquiries to the company's
customer service center at 2710 Executive Drive, P.O. Box 19052, Green Bay,

Wisconsin 54307,

Please provide all available documentation demonstrating that the applicant has the
following capabilities to provide alternative local exchange service in Florida.

A, Financial capability (Exhibit II)
Regarding the showing of financial capability, the following applies:
The application should contain the applicant’s financial statements, including:
1. the balance sheet
2. income statement
3. statement of retained earnings for the most recent 3 years
If available, the financial statements should be audited financial statements.
If the applicant does not have sudited financial statements, it shall be so stated.
The unaudited financial statement should then be signed by the applicant's

chief axecutive officer and chief financial officer. The signature should affirm
that the financial statements are true and correct,

B. Managerial capability
Sea Exhibit 1l
c Technical capability

See Exhibit IV




AFFIDAVIT

By my signature below, |, tha undersigned officer, attest to the accuracy of the
information contained in this application and attached documents and that the applicant has
the technical expertise, managerial ability, and financial capability to provide alternative local
exchange service in the State of Florida. | have read the foregoing and declare that to the
bast of my knowledge and belief, the information is true and correct. | attest that | have the
authority to sign on behalf of my company and agree to comply, now and in the future, with

all applicable Commission rules and orders,

Further, | am aware that pursuant to Chapter 837.06, Florida Statutes, “Whoever
knowingly makes a false statement in writing with the intent to mislead & public servant in the
performance of his official duty shell be guilty of a misdemeanor of the second degree
punishable as provided in s, 776.082 and 5. 776.083.

Officlal: MU/M Date: f?:w‘#r'?f ..‘:I"'_i 9% 7

Barbara J. Gn

Title: Assistant Secretary

Address: 180 South Clinton Avenue
Rochester, New York 14846-0700

Phone: (718) 777-7979




Frontier Telemanagement Inc.

EXHIBIT I

ARTICLES OF INCORPORATION
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SCEMEIDER COMMUNICATIONS, INC.

Purmant o the consent of % sole charsholder sad Board of Directons of
Schoaldey Communioations, Ine., s Wisconsin eorporstion, end in sccordance with
:u:ﬁtgfumm umm-mmm

unmm that the Artioles of Inoorporation of
mmu bs, nd thay hecedy are, amanded by
mmmmmumuumum

VIRST: 'ﬂlﬂdhhﬂﬂhhm
Canmanioations of s Grest Lakes, Ino.*.

Exscuted It duplicets this Bth day of August, 1993,

SCHNEIDER COMMUNICATIONS, INC.

lm'l'mlm
This inscrument wai drafted by:
Prevrice Hae
% Mark C. Wis .
Codfrey & XEahn, §.C. 2 JITATE QF WISCONSIN
780 North Water Strest FLED -
M_M 53203 o _ AUB 10 195
DOUGLAS LA F
AECRETARY OF STATE




FORM 14 v ; 18 : .‘ 3 g | lf
State of Wiscensin
OFFICE OF THE SECRETARY OF STATE

T Al ts Whom Theds Prasents Shall Come.

The undlrliqn-d; as lnc:;tl:y of State of the State of Wisconsin,
cartifies that the attached is s duplicate of a document accepted and
filed in my office.

IN TESTIMONY WHEREOF. I have
hersunto set my hand and affixed
my official seal, at Madison, on

data of filing of said docu-
“ntl

Db L Fhe

DOUGLAS La FOLLETTE
Secretary of State
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MENDMENT

stock corp) Madison WI §3707

Resolved, That

The {irst Article of the Articles of Insorporstion shall
be smended to read as followa:

wAveicle 1. The name of the corporation is
Schoeider Communications, Inc.

'he undersigned
officers of Apolisd Communicarion Syscens, W08 - e e === Wisconsin corpor-

ition with registered office in _ _ __ . PEO¥MQ _ . —— County, Wisconsin, CERTIFY:

1(a) The foregoing amendment of tha srticles of incorporation of said corporation was
consented to in urit*ln!‘h_v the holders of all shares entitled to vots with respect

to the subject matter of said amendment, duly signed by said shareholdars or in their
names by their duly authorized attorneys. !

OR (PLEASE STRIKE OUT THE ITEM YOU DO NOT USE) - fee tnstruction !

The foregoing amendment of the articles of
LN ration of ':111‘ cnmrﬁimfus adopted
by the share on the _ __ _dayof _ _ _ _
19 __ _by the fo vote: - AP‘W“
Number of Nusber of 4 r of I Number of
SHARES Numbar of "“Yes" vobes "Yes” votes | “No" votas
Jass outstanding | entitled to vote T IRED CAST CAST
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2-TSre inatruoction &) dréop

Op J‘:%%
% 0 15

ol SO
Exccuted in duplicaie and seal (I this

{Affx seal or siate that there is none)
LB b cment wet Arafiad by &:tmﬂh&h.!lm‘}—.mn 1438(14) Wi Statuies
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ARTICLES OF INCOPPORATION
or
APPLIED COMMUNICATION SYSTR:S, INC.
I, ths undersigned natural person of the age of eightesn
years or more, acting as incorporator of a corporation under the

Wisconsin Business corporation Law (Chapter 180 of the Wisoconsin

statutes), adopt the following Articles of Incorporation for
such corporation:
YIRST: The name of the corporation is:
AFPLIED COMMUNICATION SYSTEMS, INC.
SECOND: The period of existence shall be perpatual.
THIRD: The purpose Or purpcses for which tha ccrpora-

tion is organized are:
To sell voice and data communication facilities and services

including communication consulting services; and To engage
in any lawful activity within the purposes for which co-pora-
tions may be organized under the ¥isconsin Business Corpora-
tion Law (Chapter 180 of the Wisconsin Statutes) .

FOURTH: The aggregate number of shares which the corpora-

tion chall have authority to issue is one hundred (100)

with no par value.
FIFTH: The numbar of dirsctors ghall be such number ap

is fixed from time to time by, or in the manner provided

in, the bylaws.
SIXTH: The address of the initill_z-nilta:-d office of

the corporation is 2777 South Ridge Road, Green Bay, Wi

REQUIRED FOR RECORDING IN .

v om
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54306, and the name of {ts initisl registered agent

at such address is Don Datanpel.
SEVENTH: The name and sddress of the incorporator is:

NAME ADDRESS
John R, Patterson P. O. Box 2545
Attorney at Law Green Bay, WI 54306

EIGETH: Thase erticles may be amended in the manner

authorized by law at the time of amendment.

. Patterson

Attdrney at Law
(yhcorporator)

STATE OF WISCONSIN )
- )

-1- 4]

COUNZIY OF BROWN )

Personally came bafora me this / ot (tebe.  a.v.

1982, the above named
to me known to be the perapgnis exscute
instrument, and acknowledged the sams.

STATE OF WISCONSIN
RECEIVED AND FILED

OCT 1< 1982
VEL PHILLIPS My Commission expiras




Frontier Telermanagement Inc.

EXHIBIT ll

FINANCIAL CAPABILITY

A Statement of Financial Capability and the financial statements coverning the past three years

are submitted in support of the Applicant's financial ability to provide the proposed service.




1.

Frontler Telemanagement Inc.
Supplemental Financial Information

Please provide documentation that the applicant has sufficient financial capability to

provids the requested service in the geographic area proposed to be served.

Frontier Telemanagement Inc. possesses the financial capability to provide the requested
sarvice. Frontier Telemanagement Inc. is a wholly owned subsidiary of Frontier
Corporation, The attached annusl report of Frontier Corporation provides six years of
condensed financial statements. A review of the financial statements demonstrates that

the Company possesses the necessary financial capability. Some of the noteworthy items

ara:;

- 1996 Net Revenues in excess of $2.5 bhillion

- Net revenues doubled from 1992 to 1996

- Total assets of more than $2.5 billion

- Frontier Corporation began installation of a 13,000 mile fibsr optic backbone
network connecting 100 cities. The network will be completed in 1998.

Clearly, Frontier Telemanagement Inc. has the financial resources and tinancial

management skills to provide Alternative Local Exchange Service in Flonda.

Please provide documentation that the applicant has sufficient financial capability to

maintain the requested service.

Please see response to question #1.

Please provide documentation that the applicant has sufficiant financial capability to meet

its leaase or ownership obligstions.

Please see response to question #1. At this time, Frontier Telenianagement Inc. intends

to provision its services in Florids on a resale basis.

NOTE: This documentation may include, but is not limited to, financial statements, a projected
profit and loss statement, credit references, credit bureau reports, and descriptions of business

relationships with financial institutions.




SECURITIES AND EXCHANGE COMMISSION
Washington. D.C. 20549

aeam -

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 1986
Commission File Number 1-4166

............

FRONTIER CORPORATION

(Exact name of Regustrant as specified 1n 1ta charter)

New York 16-0613330
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)
180 South Clinton Avenue Rochester, New York 14646-0700
{Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: (716) 777-1000
Securities Registered Pursuant to Section 12(b) of the Act:

Title of Class Name of each exchange un which registered
Common Stock, par value $1.00 per share New York Stock Exchange

Securities Registered Pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant (1) has filed all reports requured to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 duning the preceding 12 months (or such shoerter period that
the regstrant was required to file such reports), and (2) has been subject to such filing requirements for

the past 90 days, Yes o No __

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation 5-K s not
contained berein, and will not be contained, to the best of registrant’s knowledge, 1n definiuve proxy or
information statements incorporated by reference in Part [1] of this Form 10-K or any amendment to this

Form 10-K. o

The aggregate market value of the voting stock held by non-affihates of the registrant as ot March 14, 1997
is $3,511,039,053. The number of shares outstanding of Frontier Corporation’s common stock (Par Value
$1.00 per share) as of the close of March 14, 1997 1s 164,130,485 shareas

DOCUMENTS INCORPORATED BY REFERENCE

(1) Portions of the registrant’s 1996 Annual Report to Shareowners including Managewent's Discussion of
Results of Operations and Analysis of Financial Condition, Consolidated Financial Statements and
Notes o Consolidated Financial Statements, as presented in Exhibit No 13 1 of this Form 10-K. are
incorporated by reference in Parts [1 and IV hereo!

{2) Poruons of the Notice of Annual Meeting and Proxy Statement 1ssued by the registrant in connection
with its Annual Meeting of Shareowners to be held May 2, 1997, as presented 1n Exhibit No 89 of this
Form 10-K, are incorporated by reference in Parta I1. [Il and IV hereof




mid-1998, the SONET network will interconnect nearly 100 eities, encompiiss
more than 13,000 route miles and provide coast-to-const connectivity

A kev growth strategy for the Company 1s to provide integrated
communications services for its custumers. These integrated services include
long distance, wireless and local telephone service as well as selected
products and services that the Company will market to customers as a simgle
source provider. Frontier is committed to growth through expansion of its
existing businesses, the development of value-added products and services
and selected acquisitions.

Long Distance Communications Services 1995 Acquisition Program

The Company complemented its internal growth in the long distance
business with a number of strategic ncquisitions and n merger in 1995 that
approximately doubled the size of the business. A listing of these
acquisitions and the merger 15 included below.

1995

Acquisition
Company Name Date
Confertech International, Inc. March
American Sharecom, Inc. March
WCT Communications, Inc. May
Enhanced TeleManagement, Inc. July
SCI and Link USA Corporation* August
ALC Communications Corporation (merger) August
Link-VTC, Inc. November

*The Company acquired SCI's B0.8% interest in LinkUSA Corporation
in August 1995 and subsequently purchased the remaining 19.2% interest in

February 1996,
Long Distance Communications Services

General

Frontier provides long distance telecommunications services primanly
to commercial and, to a lesser extent, residential subscribers. It also
completes subscriber calls to all directly dialable locations worldwide
Frontier is one of the few nationwide switch based carriers of long distance
services and in 1996 commenced operations from offices in Great Britain.

The Company operates its own switches, develops and implements its
own products, monitors and deploys its transmission facilities and prepares
and designs its own billing and reporting systems. The Company focuses
primarily on commercial accounts. In this segment, calling volume consists

2




Reporting Services-The Company offers a vanety of billing options and
media aimed primarily at business customers When a new commerciil
account is opened. the customer 1s offered the opportunity to custom design
the format of its reports. The Company also offers customers graphic reports
of traffic patterns on a nationwide basis by state, within state by aren of
dominant influence ("ADI") and within ADI by zip code The Company
believes this service 1s useful to certain customers for direct response
advertising and customer service apphcations. The Company also offers i«
proprietary personal computer reporting service which allows customers 1o
design their own reports, prepare separate itemized bills, do mark-up
reporting and generate numerous other customer reports

8§00 Seruvices-These services include area code biocking and routing:
time of day routing; Home Connection 800, a fractional B0O service which
allows residential customers to access 800 service utilizing a 4 digit security
Personal Identification Number (“PIN"); Multi-Point 800 service, which
allows customers to use accounting codes on an 800 number or route a single
800 number to numerous locations simultaneously; Follow-Me 809, which
allows customers to change call routing and TargetLine 800, which routes
calls to the closest location a customer identifies and provides custom
prompts based upon a customer specific database.

ALEC Services-The Company provides competitive local telephone
service bundled with the Company's other long distance services through 1ts
Alternative Local Exchange Services ("TALEC”) product offering. The ALEC
offering is provided either using the Company's local switching equipment in
locations where it is available or on a resale basis. The Company began
providing ALEC services in the New York City area late in 1996 and expects
to enter additional markets with this product in 1997.

Transmission

The Company endeavors to have sufficient switching capacity, local
access circuits and long distance circuits at and between 1ts network
switching centers to permit subscribers to obtain access to the switching
centers and its long distance circuits on a basis which exceeds industry

standards regarding clarity, busy signals or delays

The network currently utilizes fiber optic and digital microwave
transmission circuits to complete long distance calls. With the exception of
digical microwave systems located in California, New York and Pennsylvania
for which the Company holds Federal Communications Commission ("FCC”)
licenses and several short fiber optic systems, such facilities have becn leased
on & fixed price basis under primarily short-term contracts. While the
Company still has a handful of longer term lease contracts, these contracts
have annual “mark-to-market”, “circuit portability”, and “commitment buy:-

4




PART 1

ITEM1. BUSINESS

Frontier Corporation ("Frontier” or the "Company”) 15 a diversified
telecommunications firm with headquarters in Rochester, New York The
Company was incorporated in 1920 under the laws of New York State to take
over and unify the properties of a predecessor company and certain properties
of the New York Telephone Company which were located in the same general
territory. The Company's principal lines of business are long distance and local
communications services. The Long Distance Communications Services
segment provides telecommunrications services to customers throughout the
United States, Canada and Great Britain. The Local Communications
Services segment consists of 34 local telephone companies which serve, as of
December 31, 1996, approximately 976,000 access lines in thirteen states. The
Corporate Operations and Other segment includes expenses traditionally
associated with a holding company and the revenues and expenses of the
Company's majority owned wireless properties and Frontier Network Systems.
Frontier Network Systems markets and installs telecommunications systems
and equipment. The Company also owns a 50% interest in a joint venture with
Bell Atlantic/Nynex Mobile in upstate New York and Pennsylvania that 1s
managed by the Company and is accounted for using the equity method of
accounting This method of accounting results in the Company’s proportionate
share of earnings from the joint venture being reflected as equity income
rather than being reported as a part of the Corporate Operations and Other
segment.

Prior to 1995, Local Communications Services provided the majority of
the Company's revenue and income. In 1982, the Company made the
strategic decision to enter the long distance business. The geographic reach
of the Company's long distance operations has grown, and is now nationwide
in scope, largely as a result of merger and acquisition activity which occurred
in 1995, Revenues in 1996 from the long distance business and local
communications services represent 73% and 25% respectively, of the
Company's total business. The Company, based on revenues, 1s currently the
fifth largest domestic provider of long distance services.

On October 21, 1996, the Company announced that it had joined with
Qwest Communications as a partner in the construction of a $2 billion
nationwide fiber optic network. When complete, this will be the largest
single fiber build in United States history. The Company has agreed to
invest almost $500 million through 1998 to complete the project. The mult:-
ring Synchronous Optical Network (“SONET") architecture increases
transmission speed and network reliability and is expected to decrease the
Company's network transmission costs once installed. When complete in




mid-1998, the SONET network will interconnect nearly 100 eities. encompiiss
more than 13,000 route miler and provide coast-to-coast connectiviry

A key growth strategy for the Company 1s to provide integratedd
communications services for its customers These integrated services elude
long distance, wireless and local telephone service us well as selected
products and services that the Company will market to customers as a single
source provider. Frontier 1s committed to growth through expansion of i
existing businesses, the development of value-added products and services
and selected acquisitions.

Long Distance Communications Services 1995 Acquisition Program

The Company complemented 1ts internal growth in the long distance
business with a number of strategic acquisitions and a merger in 1995 that
approximately doubled the size of the business. A hsting of these
acquisitions and the merger 15 included below.

1945
Acquisition

Company Name Date
Confertech International, Inc March
American Sharecom, Inc. March
WCT Communications, Inc. May
Enhanced TeleManagement, Inc. July
SCI and Link USA Corporation* August
ALC Communications Corporation (merger) August
Link-VTC, Inc. November

*The Company acquired SCI's 80.8% interest 1n LinkUSA Corporation
in August 1995 and subsequently purchased the remaining 19.2% interest in
February 1996.

Long Distance Communications Services

General

Frontier provides long distance telecommunications services primarily
to commercial and, to a lesser extent, residential subscribers. It also

completes subscriber calls to all directly dialable locations worldwide
Frontier is one of the few nationwide switch based carriers of long distance
services and in 1995 commenced operations from offices in Great Britain.

The Company operates its own switches, develops and implements 1ts
own products, monitors and deploys its transmission facilities and prepares
and designs its own billing and reporting systems. The Company focuses
primarily on commercial accounts. In this segment, calling volume consists
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primarily of calls made during normal business hours, which command peak-
hour pricing. The Company’s residential subscribers tend to make most of
thetr calls in the evening and on weekends, when business usage 1s lowest
Neither commercial nor residential subscribers’ access to the Company s
service 15 limited as to the tume of day c- day of week.

Products and Services

The Company provides a variety of long distance products and services
to commercial and residential subscribers nationwide. The bulk of the
Company’s revenue is derived from outbound and inbound long distance
services which are generally marketed under the Frontier name. Many of the
Company's products, however, differ from those of certain competitors due to
the level of value-added services the Company offers and the flexibility of
product pricing to maintain competitiveness.

The variety of products offered are categorized by the Company based
upon certain primary characteristics: pricing, value-added services, reporting,
800 services and ALEC services.

Pricing-All of the Company’s customers are identified by their
telephone number, dedicated trunk or validated access code. Customers
subscribe to various products which determine the price per minute that they
pay on their outbound or inbound long distance calls. Rates typically vary by
the volume of usage, the distance of the calls, the time of day that calls are
made, the region that originates the call and whether or not the product 1s
being provided on a promotional basis.

Value-added Services-The Company’s value-added services are aimed
primarily at the business subscriber, although the Company also offers
products for residential customers. Value-added services include: Call
Delivery, a message delivery service which enables a customer to seud a
prerecorded message to a number; VoiceQuote, an interactive stock quotation
service; InfoReach, numerous audio/text programs ruch as news and weather,
a voice mail service; Option USA, a service to provide calls to the U.S. from
selected international locations and three different teleconferencing services

The Company provides a full spectrum of facsimile services including
Broadcast FAX, which allows the customer to send or fax documents to
multiple locations at the same time; fax on demand, which allows the
customer to make a fax document available to people who call an 800
number; fax mail, which allows a customer to receive facsimile messages in a
fax mailbox and pick them up at a later date; PC software, which allows the
customer to manage facsimile lists and documents from a PC and special
international pricing to accommodate short duration facsimile traffic.




Reporting Services-The Company offers a variety of billing options and
media aimed primarily at business customers When o new commercial
account is opened, the customer s offered the opportumity to custom design
the format of its reports, The Company also offers customers graphic reports
of traffic patterns on a nationwide basis by state. within state by area of
dominant influence ("ADI") and within ADI by 21p code  The Company
believes this service 1s useful to certain customers for direet response
advertising and customer service apphications. The Company also offers s
proprietary personal computer reporting service which allows customers to
design their own reports, prepare separate itemized bills. do mark-up
reporting and generate numerous other customer reports

800 Services-These services include area code blocking and routing.
tume of day routing; Home Connection 800, a fractional B0OO service which
allows residential customers to access 800 service utihzing a 4 digit security
Personal Identification Number (“PIN"); Multi-Point B0OO service. which
allows customers to use accounting codes on an 800 number or route a single
800 number to numerous locations sumultaneously; Follow-Me 800, which
allows customers to change call routing and TargetLine 800, which routes
calls to the closest location a customer identifies and provides custom
prompts based upon a customer specific database.

ALEC Services-The Company provides competitive local telephone
service bundled with the Company’s other long distance services through its
Alternative Local Exchange Services ("ALEC") product offering. The ALEC
offering is provided either using the Company's local switching equipment in
locations where it is available or on a resale basis. The Company began
providing ALEC services in the New York City area late in 1996 and expeots
to enter additional markets with this product in 1997

Transmission

The Company endeavors to have sufficient switching capacity, local
access circuits and long distance circuits at and between its network
switching centers to permit subscribers to obtain access to the switching
centers and its long distance circuits on a basis which exceeds industry
standards regarding clarity, busy signals or delays.

The network currently utilizes fiber optic and digital microwave
trensmission circuits to complete long distance calls. With the exception of
digital microwave systems located in California, New York and Pennsylvama
for which the Company holds Federal Communications Commisgion ("FCC")
licenses and several short fiber optic systems, such facilities have been leased
on a fixed price basis under primarily short-term contracts. While the
Company still has a handful of longer term lease contracts, these contracts
have annual “mark-to-market”, “circuit portability”, and “commitment buy-
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out” clauses. These provisions function to keep the price the Company pave
at or near current market rates. Anamportant aspect of the Company s
operation 1s planmng the mix of the types of carcuits and trasismission
capacity to be used for each network switching center so that calls are
completed on a basis which 1s cost effective for the Company without
compromising prompt service and high quality to subsenibers. The
Company's SONET based fiber optic network build, started in October 1996
will reduce the number of transmission facihities leased and provide for o
more dependable and cost-effective transmission system

The Company's network switching centers house equipment with
varying capacities to meet the anticipated needs of the service origination
region(s) served by the center. The equipment used by the Company s, for
the most part, designed to permit expansion to its capnaity by the addition of
standard components. If the maximum capacity of the equipment 1n any
center is reached, the Company replaces it with higher capacity switching
equipment and attempts to move the replaced unit to a network switching
center in a different service origination region. The Company 1s dependent
upon local telephone companies [or installing local access crcuits and
providing related service when establishing a network switching center,
International service 18 primarily provided through participation in the
International Carrier Group ("ICG”) with another major long distance
company. The ICG in turn contracts with other long distance companies to
provide high quality international service at competitive rates.

It 1s anticipated that the network build scheduled for completion in
1998 will lower the Company's current cost structure and expand the
Company's transmission capabilities. However, the Company cannot
definitively project the change in 1ts cost structure nor assure that the
network will enhance Frontier's ability to grew and successfully compete for
new business,

Major Customer

The Long Distance Communications Services’ growth has been
impacted by a major customer whose revenue represented 21% and 14% of
long distance revenues in 1996 and 1995, respectively. Pursuant to contract,
this customer had been provided volume discounts by the Company as its 1-
plus traffic grew at an accelerated pace over the past two years. Duning
1995, the Company was notified that this customer would be installing 1ts
own long distance switching capacity and diversifying its traffic distribution
to one or more additional carriers. Effective June 1996, this customer
eutered 1nto a revised three year agreement with the Company, eliminating
the customer's existing minimum monthly commitment for 1-plus service 1n
exchange for an extension of the exclusivity for the Company to carry the
customer's higher margin enhanced service traffic. The migration of the
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major carrier customer s 1-plus traffic was substantally complete as of
December 31, 1996. As a result of the loss of this customer's 1-plus trafty
revenue from this carrier comprised approximately 10% of Frontier = long
distance revenue in the fourth quarter of 1996 as compared to 23% n the
third quarter. The loss of this customer’s 1-plus traffic contributed to the
reduction in operating income in the fourth quarter

Seasonality

The Company's lung distance reveaue 15 subject to certmn hmited
sepsonal variations, Because most of the long distance revenue s genernted
by commercial customers, the Company traditionally experiences decreases
in long distance usage and revenue from 1ts commercial customers during
vacation and hcliday periods. The effect of commercial seasonality 1s
evidenced by lower sequential traffic growth 1n the fourth quarter for these
Customers.

Local Communications Services

As of December 31, 1996, Rochester Telephone Corp and the
Company's 33 other local exchange companies together served approximately
976,000 access lines in 13 states. The local exchange carners provide local.
toll, access and resale services; sell, install and maintain customer premises
equipment and provide directory services.

As of September 30, 1995, the Company discontinued the application of
Statement of Financial Accounting Standards No. 71 (FAS 71), "Accounting
for the Effects of Certain Types of Regulation” for its local communications
companies. The Company discontinued the use of FAS 71 based upon
changes in regulation and increasingly rapid advancements in
telecommunications technology and other factors creating competitive
markets served by the Company.

Since the beginning of 1988, the Company has invested over $790
million in upgrading its Local Communications Services’ business and over
$480 million for the acquisition of independent telephone compames. Over
this period, the Company installed advanced digital switching platforms
throughout all of its switching network, making the Company one of the few
in the industry to be served by an all digital network for 1ts local exchunge
COmpANes,

Frontier has achieved substantial cost reductions through the
elimination of duplicative services and procedures and the consehdation of
administrative functions. The Company believes that additional cost
reductions are obtainable. These reductions will be partially driven by
technological changes and will be necessary to further improve the
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competitive position of 118 Local Communications Services” business  The
Company intends to vigorously pursue additional gamns in productivity
through reengineering while simultaneously improving customer service

In March 1995, the Company sold the Ontonagon County Telephone
Company and the Midway Telephone Company. both located in the Upper
Peninsula of Michigan. In May 1994. the Company sold 1ts Minot Telephone
Companv property located in Minot, North Dakota. In each case, the
telephone properties no longer fit the strategic purposes of the Company

Of the 976,000 access lines 1n service on December 31, 1996, 687,000
were residential lines and 289,000 were business lines. Long distance
network service to and from points outside of the telephone companmes’
operating territories is provided by interconnection with the facilities of
interexchange carriers.

Frontier 1s pursuing several alternatives to provide expanded
broadband capabilities to its customers. To date, the Company has installed
over 13,000 miles of fiber optic facilities (over 650 sheath miles) in the
Rochester, New York area to provide its customers with enhanced capacity
and to position the Company to offer new products. Throughout 1ts Local
Communications Services’ operations, Frontier has over 27,000 miles of fiber
optic facilities in place. The Company provides expanded broadband services
to select customers, including video-distance learning arrangements for
educational institutions.

The Company operates 71 central office and remote switching centers
in Rochester, New York, and a total of 266 central office and remote
switching centers in its other telephone territories. During late 1995,
management committed to a major switch consohidation plan at 1ts Rochester
Telephone Corp. and Frontier Communications of New York subsidiaries.
The three-year plan to consolidate hnst switches and reduce this number by
over 60% 1s projected to improve network efficiency and reduce the cost of
maintenance and software upgrades. As of December 1996, the project 1s
progressing as scheduled and two host switches have been consolidated. The
Company anticipates that the project will be substantially complete by July
1998.

In connection with its integration strategy, the Company has
developed & program known as "Frontier Long Distance”, where 1ts local
exchange companies resell Frontier's long distance services. The Company
believes that many customers prefer the convenience of obtaining their long
distance service through their local telephone company and receiving a single
bill. Frontier Long Distance is currently offered in the product lines at
fifteen of the Company’s local telephone exchange companies. The rvsults of




Frontier Long Distance operations are included as purt of the Long Distance
Communications Services' segment.

Technological innovation and regulatory change are nccelerating the
pace of competition for both local exchange and long distance services Now
competitors now have the ability to provide basic local telephone service in
some markets, including Rochester, New York To benefit from these
technological advances and broaden the scope and quahty of its own product
and service offerings, the Company has increased fiber and digital switching
capacity throughout its networks and has pursued regulatory alternatives
such as the Open Market Plan, which 1s described in more detal below
Currently, the Company continues to be the primary provider of basic local
telephone service in Rochester, New York and may be considered the only
provider of basic local exchange service 1in most of the other geographic arcas
where 1t has telephone properties.

Legislative and Regulatory Matters

The competitive evolution of the telecommumecations industry has
resulted in a more fluid regulatory framework. In general, state regulatory
agencies exercise authority over the prices charged for the provigion of local
telephone service and for intrastate long distance service and over the quality
of service provided, the issuance of securities, the construction of facihties
and other matters. Each of Frontier's local telephone service companies 1s
regulated by the public utility regulatory agency of the state in which that
company provides local telephone service and by the FCC. The Company’s
long distance business 1s also subject to FCC and state junisdiction.

(a) Telecommunications Act of 1996. On February B, 1996, President Clinton
signed into law the Telecommunications Act of 1996 (the "Act"). The Act
substantially revised the Communications Act of 1934. The Act has particular
relevance to the Company in three areas. First, the Act creates a duty on the
part of the Company to interconnect its networks with those of its competitors
and, in particular, creates a duty on the part of the Company's local exchunge
operations to negotiate in good faith the terms and conditions of such
interconnection.

Second, the Act contains a number of provisions that reduce barrers to
entry and promote competition in a variety of telecommunications markets,
including both long distance and local exchange operations. As a part of this
increased emphasis on competition, the Act provides a framework under which
the Regional Bell Operating Companies (‘RBOCs") may enter the
interexchange communications business from which they were barred under
the terms of the 1982 AT&T Consent Decree. Under the framework of the Act.
a RBOC may provide long distance services in the states where 1t provides
telephone service upon proving to the relevant state regulatory authority and
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to the FCC that: (a) 1t faces competition for local telephone service from at
least one facilities-based competitor: and (b) that it satsfies a fourteen pomnt
checklist that would purport to show that the RBOC's loeal exchange
operations are open to competition. The Act estabhishes deadhines within
which both the state regulatory agency and the FCC must act upon
apphications filed by a RBOC te enter the long distance business  The RBOCs
can provide long distance services immediately in states where they do not
qualify as the incumbent local exchange carrier, and also. with certain
restrictions, can provide long distance service in connection with cellular. video

and other defined incidental services.

Third, although the Act generally prohibits long distance companies
from marketing their services jointly with the local telephone services provided
by a RBOC (at least until that RBOC 1s permitted to enter the long distance
business), it contains an exception for companies that serve less than five
percent of the nation's presubscribed access lines, such as Frontier. Thus, the
Act permits Frontier to continue to market its long distance services jointly
with local telephone services whether those local services are provided by
Frontier directly or are provided by a RBOC or non-affilinted company

The FCC has initiated three major proceedings, among others, to
implement the Act. First, the Commission adopted regulations implementing
the unbundling, interconnection and resale obligations of the Act. The
Commission’s order has been appealed to the United States Court of Appeals
for the Eighth Circuit and that Court has stayed the pncing provisions of the
order. A decision from the Court is expected in the next few months

Second, the FCC has also issued proposed rules addressing the Act's
universal service provisions. A final decision from the Commission 1s expected

in May 1997.

Finally, the Commission has issued a notice of proposed rulemaking 1n
whuch it 1s proposing changes to iLs rules governing the assessment and
collection of interstate access charges assessed by local exchange carners.

The Company is evaluating its options in hight of the pendency of these
three proceedings, but cannot predict the outcome of the ongoing judicial and

administrative proceedings.

(b) State Proceedings -- General. A number of states in which the Company
has local or long distance operations are conducting proceedings related to the
ground rules under which carriers may operate in an increasiugly competiive
environment. The issues that the regulatory agencies are examining include
unbundling of network elements, interconnection obligations, dialing panty for
intra-LATA (or short-haul) toll traffic, number portability, resale of local
exchange service and universal service. The Act has begun to have ar effect on
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the timing and outcome of proceedings tn many states. as sLILC COMMISSIONS
have begun to review their actions in hght of the Act. The Company cannot, at
this time, predict how these proceedings will ulumately be resolved, nor when
decisions will be forthcoming.

(c) Open Market Plan. The Rochester, New York local communications
subsidiary completed its second full year of operations under the Open
Market Plan in 1996. The Open Market Plan promotes telecommunications
competition in the Rochester, New York marketplace by providing for (1)
interconnection of competing local networks including reciprocul
compensation for terminating traflic, (2) equal access to network databases,
(3) access to local telephone numbers, (4) service provider telephone number
portabulity, and (5) certain wholesale discounts to resellers of local services
The inherent risk associated with opening the Rochester market to
competition is that some customers are able to purchase services from
competitors, which may reduce the number of retail customers and
potentially cause a decrease in the revenues and profitabiity for Rochester
Telephone. However, results since implementation of the Open Market Plan
indicate that a stimulation of demand in the use of the network and new
product revenue may offset the losses from customer migration Increased
competition may also lead to additional price decreases for services, adversely
impacting Rochester Telephone's margins. An additional posiive feature of
the Open Market Plan provides that Rochester Telephone can retain
additional earnings achieved through operating efficiencies. Prev:nusly these
earnings would have been shared with customers.

During the seven year period of the Open Market Plan, rate reductions
of $21 million will be implemented for Rochester area consumers, including
£11.5 million of which occurred in 1995 and an additional $2.5 million which
commenced in January 1996. Rate reductions of $1.5 million will occur in
1997. Rates charged for basic residential and business telephone service may
not be increased during the seven year period of the Plan. The Company 1s
allowed to raise prices on certain enhanced products such as caller ID and
call forwarding Price increases on enhanced products partially offset the
rate reductions required under the Plan during 1996.

AT&T Communications of New York filed a complaint with the New
York State Public Service Commission ("NYSPSC") for reconsideration of the
Open Market Plan on October 3, 1995, The complaint sought a change in the
wholesale discount, a change in the minutes of use surcharge and also
changes in a number of operational and support activities. Some of these
1ssues ere also being considered in other states in other unrelated local
competition proceedings. On July 18, 1996, the NYSPSC issued an order
establishing a temporary wholesale discount of 13.6% for services and
eliminating the minutes of us2 surcharge. On November 27, 1996, the
NYSPSC set permanent wholesale discounts retroactive to July 24, 1996, of
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17.0% for resellers that use the Company's operator services and 19 6% for
resellers that provide their own operator services. The Company behieves
that, currently, all resellers in this market use the Company » operator

SErvices.

Under the Telecommunications Act of 1996 and a statewide
proceeding, the NYSPSC is also considering the prices that local exchange
companies in New York may charge for *unbundled” service elements such an
links (the wire from the switch to the customers premiseg), ports (the portion
of the switch that terminates the link) and switch usage features The
Company 1s actively participating in this proceeding and expects the
NYSPSC to issue a decision on service elements in 1997

Management believes there are significant market and business
opportunities associated with the Company's Open Market Plan. However,
there are also uncertainties associated with the Plan. In the Company s
opinion, the most significant risks relate to increased competition in the
Rochester, New York market, the risk inherent in the Rate Stabihization Plan
and the potential diversification rsk.

There can be no assurance that the changing regulatory environment
will not have a negative impact on the Company.

Competition

The telecommunications industry has experienced a significant
increase in competition in recent years. Factors such as technological
advancement and a more fluid regulatory framework have made 1t easier for
new entrants to commence operations. Frontier is intent on taking
advantage of the various business opportunities which competition provides
in the markets where it operates. The Company is addressing competition by
focusing on improved customer satisfaction, developing and offering new
products and services, providing integrated communications services and by
reducing its cost base and becoming more efficient.

(a) Long Distance Communications Services. Competition in this hine of
business 1s based upon pricing, customer service, network and service quality
and value-added services. The Company views the long distance industry as
a three tiered industry which 18 dominated on a volume basie by the nation’s
four largest long distance providers: American Telephone and Telegraph
Company (“AT&T"), MCI Telecommumnications Corporation ("MCI"), Sprint
Communications, Inc. ("Sprint”) and Worldcom, Inc. ("Worldcom™) AT&T,
MCI, Sprint and Worldcom generate more than 85% of the nation’s domestic
and international long distance revenue, which is 1n excess of $75 bilhon
annually. Frontier is positioned at the top of the second tier with two other
companies each with annual revenues believed to be more than $1 billion
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The third tier consists of more than 300 companies with annual revenues of
less than $1 billion each. the majority below $50 mulhon cach The Company
targets small- and medium-sized commercial customers and secks te provide
# level of focus and attention to customer service that compares fnvorably
with what its larger competitors offer to large commercial customers
Frontier is one of the few long distance companies with the ubihity o offes
high quality integrated local and long distance services to small- and
medium-gize commercial customers on & natuonwide basis A number of the
Company's competitors are primarily regional in nature, hmted by the size
of their transmission svstems or dependent on other parties for their hiliiag
services and only offer basic long distance services

The Company recognizes the need to grow to be able to compete
effectively in the changing telecommunications industry and to avil stself of
greater economies of scale and scope 1n its transport and local access facilities
and in its back office operations. The Company's acquisitions have expanded
it to a national scope enhancing the Company's ability to compete effectively
The Company's growth and investment in additional network facihties in
1995 and 1996 and the construction of a fiber optic network scheduled for
completion in 1998 are also designed to provide for a compotiti. e cost
structure.

(b) Local Communications Services. The market for equipment connected 1o
common carrier networks is now fully competitive. The Company faces many
competitors in the provision of equipment and facilities used in connection
with its local exchange networks. The market for the provision of local
services itself is now competitive 1n Rochester, New York as a result of the
Open Market Plan, and the Telecommunications Act of 1996 1s hikely to
result in significantly greater competition in other markets. The Open
Market Plan enables customers to choose their local telephone service
company and will potentially provide them a broader selection of products.
services and prices. The Open Market Plan gives the Company greater
flexibility to broaden the scope and quality of its own competitive offerings
In the Rochester market, competitors who have entered the local exchange
market include Time Warner Communications (“Time Warner”), MFS
Telecom, Inc. (*“MFS") and AT&T. MFS and Time Warner are alternative
facilities based local exchange providers in Rochester. AT&T 15 remarketing
local exchange service in the Rochester, New York marketplace as a rescller
of RTC's services, as is Frontier's subsidiary, FCR. The Company beheves
that it holds more than 96% of the retail market share as of December 31,
1996, which is relatively consistent with the prior year. No significant
ALECSs are believed to be active in any of the Company's other telephone
pruperties,

Long distance companies largely access their end user customers
through interconnection with local telephone companies. These long distance
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companies pay access fees to the local telephone companmes for thi- service
The provision of access services 1n Rochester and elsewhere 1= considered .
he competitive, and the Company has responded with price changes that
meet the demands in its individual market areas

Environmental and Other Matters

Except for site specific issues, environmental 1ssues tend to impact
members of the telecommunications industry 1in consistent »ways. The
Environmental Protection Agency (“EPA”) and other agencies regulate a
number of chemicals and other substances that may be present in facilities
used in the provision of telecommunications service. These include
preservatives in some wood poles, asbestos 1n certain underground duct
systems and lead in some cable sheathing. Some components of the
Company's network may include one or more of these substances. The
Company believes that in their present uses, any such facilities of the
Company pose no significant environmental or health risk denived from EPA
regulated substances. If EPA regulation of any such substance s increased,
or if any facilities are disturbed or modified in such a way as to require
removal, special handling, storage and disposal may be required for any such
facilities removed from use. At this time the Company 1s not subject to any
environmental litigation that requires disclosure, except as set out in ltem 3,
Legal Proceedings.

Employees and Labor Relations

As of December 31, 1996, the Company had 7,900 employees. of which
2,701 were employees ol Local Communications Services, 4,376 were
employees of Long Distance Communications Services, and 823 were
employees of other operations. At the Rochester, New York Operating
Company, 689 clerical and service workers were represented by the Rochester
Telephone Workers Association ("RTWA”) and 619 craft and clerical
employees were represented by the Communications Workers of America
("CWA"), Local 1170.

On January 31, 1996, the CWA Local 1170 contract expired. The
contract negotiatiors are currently at an impasse and the Rochester company
has implemented the terms of its final offer as of Apnl 9, 1996. The Union
filed unfair labor practice charges with the National Labor Relations Board
(“NLRB"). In June, Frontier received a favorable determination after review
within the Agency, rejecting all unfair labor practice claims that could have
affected the declaration of impasse. The Union appealed these decisions
within the NLRB. On December 2, 1996 the Office of the General Counsel of
the NLRB in Washington, D.C. affirmed the dismissal of three of the four
unfair labor practice charges. The fourth charge was returned to the
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Regional Office in Buffalo, New York for an admimstrative heaning Thas
hearing 1s scheduled to commence in May 1997

On December 11, 1996, the Company and the CWA Natonal renched o
tentative agreement on a new three year contract. However. on January 27
1997, the membership of Local 1170 voted against the agreement. The CWA
has recently requested that the parties return to the bargamiming table At the
present time the terms and conditions of employment, as implemented on

April 9, 1996, remain in place.

The International Brotherhood of Electrical Workers ("IBEW™) currently
represents 180 employees at three of the Company's New York communications
subsidiaries. These subsidiaries are Frontier Communications of New York,
Frontier Communications of Sylvan Lake and Frontier Communications of
AuSable Valley. The contracts between employees of Frontier Communications
of New York and Frontier Communications of Sylvan Lake and the IBEW
expired February 13, 1997, and November 9, 1996, respectively. The employees
of these respective companies are curreatly working under the terms of each
expired contract. The contract between employees of Frontier Communications
of AuSable Valley and the IBEW expires May 10, 1998

The Company cannot predict the final outcome of these matters at this
time and there can be no assurance that there will not be a material impact
on the results of operations. There can be no assurance that as contracts
with the Company's other labor unions expire, successful bargaining of new
contract terms will occur.

Risk Factors

The Company is subject to several risk factors that should be
considered by current shareowners and prospective investors. This Report on
Form 10-K and the documents incorporated by reference include forward-
looking statements as described under the Private Securities Latigation
Reform Act of 1995. Actual results may differ matenally from those
identified in forward looking statements. Forward looking statements are
identified by such words as “expects”, "anticipates”, "believes”, “intends”,
“plans” and variations of such words and similar expressions.

Changes in Rates of Growth of the Economy and the
Overall Industry

To some extent, the Company's revenue and earnings per share growth
are related to the overall economy and to the telecommunications industry in
general. Factors that may influence the Company's performance within the
telecommunications industry include product prnicing and development,
integration of services, the effects of competition and the expansion ol the
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business. The performance of the economy and the telecommumecntions
industry could cause the Company's actual results to vary signmificantly

Competition Risk

Technological innovation and regulatory changes are accelerating the
pace of competition for telecommunications services. As a result, the
Company faces intensified competition in all aspects of providing
telecommunications services,

There are significant uncertainties surrounding the introduction of
new products and services and the capital expenditures that will be required
by the Company to remain in a competitive posttion. In addition, there are
uncertainties surrounding the impact on competition as a result of the
enactment of the Telecommunications Act of 1996.

Acquisition Integration

The primary growth strategy of the Company over the last few years
has been through its long distance acquisition program and internal growth
This growth strategy involves certain operational and financal risks The
operational risks include the possibility that implementation of an
acquisition does not provide the economies of scale or synergies anticipated
by management. Successful integration and expansion of the Company’s
network as a result of the acquisitions 18 dependent on management's ability
to anticipate market growth, install facilities, consolidate databases, obtain
rights of way and negotiate leases economically and efficiently. The
integration of a growing employee base and the elimination of redundant
operations and facilities has required and will continue to require significant
management resources. Although management's plans are to minimize the
risks associated with acquisitions, there can be no assurance that acquired
businesses will be assimilated effectively into the Company.

Contingent Liabilities

The Company and a number of its subsidiaries are continuously
involved in various judicial and administrative proceedings involving matters
incidental to the business. Unless otherwise stated specifically, the Company
believes that the probable outcome of any of these matters, or the combination
of all of the matters, will not have a material adverse effect on the Company's
consolidated results of operations or financial statements. However, there
can be no assurance that the resolution of these matiers will not be contrary

to management's expectations,
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ITEM 2. PROPERTIES

The Company's Long Distance Communications Services segment
owns property which includes: fiber optic and copper cable, switching
equipment, microwave equipment, real estate and miscellaneous office and
work equipment. The Company's long distance segment also leases facihines
or transmission capacity from other carners.

The Company's Local Communications Services segment owns
telephone properties in their respective operating territories which include
connecting lines between customers' premises and the central offices; central
office switching equipment; buildings, land and miscellaneous property and
customer premise equipment. The central office switching equipment
includes digital switches and peripheral equipment. The connecting hines
include aerial and underground cable, conduit, poles, wires and microwave
equipment. These facilities are located on public streets and highways or on
privately owned land. The Company has permission to use these lands
pursuant to local governmental consent or lease, permit, easement or other
agreement.

The Company owns or leases the land and buildings 1n which 1its
central offices, warchouse space, office and traffic headquarters are located.
Frontier Corporation's headquarters are located in a leased seven story
building at 180 South Clinton Avenue, Rochester, New York. The lease
expires in 2003 and is renewable for two successive ten year periods.

ITEM 3. LEGAL PROCEEDINGS

On June 11, 1992, a group of corporate plaintiffs consisting of Cooper
Industries, Inc.; Keystone Consolidated Industries, Inc.; The Monarch
Machine Tool Company; Niagara Mohawk Corporation and Overhead Door
Corporation commenced an action in the United States District Court for the
Northern District of New York seeking contribution from fifteen corporate
defendants, including Rotelcom Inc., a wholly-owned subsidiary of the
registrant held through intervening subsidiaries (now named Frontier
Network Systems, Inc. or FNS). The plaintiffs seek environmental "response
costs” in the approximate amount of $1.5 million incurred by the plaintiffs
pursuant to a consent decree entered into by plaintiffs with the United
States Environmental Protection Agency (the "EPA”"). Two additional
defendants were named in 1994. In addition to FNS, the current defendants
are: Agway, Inc.; BMC Industries, Inc.; Borg-Warner Corporation; EIf
Atochem North America, Inc.; Mack Trucks, Inc.; Motor Transportation
Services, Inc.; Pall Trinity Micro Corporation; The Raymond Corporation,
Redding-Hunter, Inc.; Smith Corona Corporation; Sola Basic Industries, Inc .
Wilson Sporting Goods Company; Phillip A. Rosen; Harvey M. Rosen; City of
Cortland and New York State Electric & Gas Corporation.
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The consent decree concerned the clean-up of an environmental
Superfund site located in Cortland, New York Tt alleged that the
corporate defendants disposed of hazardous substances at the site and are
therefore liable under the Comprehensive Environmental Response
Compensation and Liabilty Act ("CERCLA™  The Company 1= anticipating
that a final Record of Decision ("ROD™) will be assued by the EPA and wall
prescribe the remediation requirements for the site The aggregate amount
of remediation costs to be incurred by the plmntffs will be based on the
requirements of the ROD. The total cost of remediation at the site 1x
uncertain, although estimates have ranged from $25 million to $100 milhon
There has been no allocation of hability ar among or between the plamnufis or
defendants. The extent to which plamuﬂ'q can recover any of these costs from
the defendants, including FNS, will be determined at trinl The htigntion has
been delayed by the bankruptey filing of one of the defendants  FNS hus
been vigorously defending this lawsuit. The Company beheves that it will
ultimately be successful, but it is unable to predict the outcome with any
certainty at this time.

Since February 1994, hundreds of plaintfis, all of who are former ASI
shareholders, have filed and amended several and various complaints in
Hennepin County (Minnesota) District Court. Included among the
defendants are ASI, its former principal shareowners, Steven Simon and
James Weinert, and Frontier. These suits allege generally that Simon and
Weinert, with and through ASI, embarked upon a scheme to gain control of
ASI and acquire all of its stock through common law fraud, breach of
fiduciary duty and certain violations of the Minnesota Business Corporation
Act. This Act requires shareowners in a closely held corporation to act farrly
toward one another and refrain from misappropriation. Another nction by a
fow former ASI shareholders who dissented from the cashout merger that
finally took ASI private is pending in federal court in Minnesota The federal
lawsuit asserts RICO claims in addition to state common law and statutory
violations. The claims against Frontier maintain that Frontier controls the
disposition of the restricted Frontier stock which was 1ssued to Simon and
Weinert in connection with the acquisition of ASI and that such stock should
be held in trust for the benefit of the plainuffs. Recently, the owners of over
half of the stock who have made claims have entered into a settlement in
principle with Simon and Weinert. That settlement 1s now being submitted
to the individual plaintiffs for their review and acceptance. Closure of the
agreement is expected in 1997. If the settlements are accepted, the lawsuits
of these plaintiffs shall be dismissed.

Although it is too early to determine the outcome of the suits that have
pot settled, Frontier, ASI and the other defendants each are contesting the
claims. Te date, no other settlements have been reached. In connection with
the acquisition of ASI by Frontier, Simon and Weinert agreed o indemmify
the Company for these claims.
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On April 10 and 11, 1995, three lawsuits were commenced aganst
ALC Communications Corporation ("ALC") as a result of its announced
merger with the Company. In two of those actions, ¢ach filed in the Court of
Chancery of the State of Delaware, in and for New Castle County by Martin
Mayers and Mordecai Cchen, respectively. Frontier was named as a
defendant, although it has not yet been served with process, The lawsuits
purport to be class actions brought on behalf of all ALC stockholders against
ALC and its directors. Among other things, the complaints sought to enjoin
the business combination and/or to obtain an award of damages. On June 9,
1995, the Delaware Court entered an order consohidating the three cases for
all purposes. Under the terms of that order, Mayers v. Irwin, et al.. C.A No
14196 is designated as the consolidated complaint und the defendants are
required to respond to the consolidated complaint. On July 10, 1995, ALC
and its directors answered the consolidated complaint. On February 28 1997
the parties stipulated to a dismissal of these actions without prejudice and
the Court entered an order formally dismissing all charges against Frontier,
ALC and the ALC directors.

The Regulatory Matters discussion in management's discussion of
business in Part 1, Item 1, 18 incorporated herein by reference

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY
HOLDERS

None
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PART I

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY
AND RELATED SECURITY MATTERS

The Company's Common Stock 15 traded on the New York Stock
Exchange (Symbol - FRO). A stock spht in the form of a 100 per cent stock
dividend was effected during 1994. The information in the table below s
adjusted to reflect the effects of that stock split. The historical information
has been restated accordingly for the pooling acquisitions of ALC and ASI
The specific information required by this item is as follows:

1996 1595 1994
Quarter High Law High  Low High  Low
Highest and loweat
market prices for the Ist $3325 $28.25  $23.08 S$1625  $2244 52025
stock by quarter: 2nd 3338 2775 2413 1963 2525 208)
drd J1.25 2588 <8 63 2375 24 75 21.63
4th 31.88 1984 30.00 25560 2463 2050
Common stock lst £.2125 $.2075 £.2025
dividends declared 2nd $.2125 2075 2025
per share: 3rd $.2125 2075 2025
4th £2170 Lldh L0070
Total Dividends per Year $.8550 §.8350 4 8150
Number of Shareowners (at December 31)
Individuals 20,687 26,184 24.128
Brokers, nominees and institutions 509 453 480
Total Shareowners 30,208 26.837 24,808

On March 14, 1997, the closing price for the Company's stock was $21.50
per share as published in the Wall Street Journal.

19




ITEM 6. SELECTED FINANCIAL DATA

The information required by this item should be read m conyunction with
the consolidated financial statements and related notes ineluded in Item 14
contained herein, and is as follows (in thousands. except per share data)

L6 1o HHE] (i AR

Net Revenues ... $2.575.569 52 143,691 $1.667 50 S1 407 448 $1.202 244
Income from Continuing Operations

{before Extraordinary [tems and

Cumulative Effect of Changes in

Accounung Principles) ... § 217944 § 44768 § 187254 § 12K G4 & 107025
Consolidated Net Income ... § 209926 § 2208318 180057 & 121154 & 1059%4
Earmings per Common Share:

Income before Extraordinary
Items and Cumulative Effect of

Changes 1n Accounting Pnnciple $ 1.32 2 89 $116 & HI § 76
Extraordinary ltema................... $ (75 £ 1 0m) § (01
Cumulative Effect of Changes

in Accounting Principles ..., § (.05) £4001 £ (04)
Earmings per Common Share-Primary § 127 § 13 £1.12 $ TH £ 7
Earnings per Common Share-Fully

Diluted .o mnnanmnnamng $ 127 § 13 $ [l £ 7R R
Cash Dividends Declared per

Common Share ............ ccccceeee $0 B55 £0.835 SOB16 50 7RO 0775
Total AsseLs...........coeeivviiniveeenrnnnees $2,221,520 $2.108,592 $2.060.794 $1.721 545 $1.679.743
Long-Term Debt............cccoiee. § 675043 § GIBBGET § 661,549 § 581,707 § 604,157

ITEM 7. MANAGEMENT'S DISCUSSION OF RESULTS OF
OPERATIONS AND ANALYSIS OF FINANCIAL
CONDITION

The information required by this item 1s presented in pages 14 through 20 of
the Company's 1996 Aanual Report to Shareowners which 1s Exhibit 13 to
this Form 10-K, and 1s incorporated by reference into this [tem 7

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY
DATA

The consolidated financial statements, together with the report
thereon of Price Waterhouse LLP, dated January 27, 1997, 1s presented on
pages 21 through 37 of the Company’s 1996 Annual Report to Shareowners,
which 1s Exhibit 13 to this Form 10-K and is incorporated by reference into
this Item 8.
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ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE
REGISTRANT

Directors

The information required by this item for the Directors of Frontier
Corporation is presented on pages 3 through 5 of the defimuive proxy
statement provided to shareowners on or about March 24, 1997 in connection
with the Arnual Meeting of Shareowners to be held May 2, 1997, which 1~
Exhibit 99 to this Form 10-K and 1s incorporated by reference into this ltem
10. Exhibit 99 consists of the Notice of Annual Meeting and the Company's
Proxy Statement for the May 2, 1997 Annual Meeting of Sharcowners

Executive Officers

Certain information is set forth below regarding the Executive Oflicers
of the Company as of March 14, 1997. Each Officer serves for a period of one
vear or until a successor 18 elected.

Other Posions Held

Name Position and During the Past
{Age) Offices Held = Five Yenrs
Rotert L. Barrett (55) Executive Vice From May 19495 to March 1996 he was
President and Executive Viee President and Chief
President of Technology Officer of Banc One
Network Systems &  Corporauon'. From May 1991
Services since to May 1995 he was President
March 1996 and Chaef Operating Officer of
Banc One Services Corporation!
Kevin J. Bennis (42) Executive Vice From December 1994 w March 1996
Premdent and he was President and Chuel Executive
President of Fronuer Officer of the Integrated Client
Communications Services Divimion of MCI? From
stnce March 1996 February 1994 to December 1994 he

was President and Chuel Operating
Officer of MCI/BANAMEX® From
July 1992 to February 1994 he was
Senuor Vice Premident of Business
Markeung of MCl. From July
1988 to July 1992 he was Yice
Premdent of Sales-Northeast
Division of MCI.

Ronald L. Bittner (55) Chairman, President From August 19956 to November 1995
ond Chuef Executive  he was Chairman and Chief Executive
Officer since Officer. From February 1992 to April
November 1995 and 1993, he was President and Chief
for the period Executive Officer
Apnil 1993 o
August 1995
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Jeremiah T Carr (54)

Joseph Enis (52)

Dale M Gregory (48)

Lows L. Massaro (50)

Richard A. Smith (46)

Executive Vice
President since
January 1997
and Chairman -
Hochester
Telephone Corp

Treasurer since
January 1995

Senior Vice President
since May 1995 .1n
charge of the
Network &
Operations Area
from June 1995 to
October 1996 and

the Corporate
Development Group
since October 1996,

Executive Vice
President, Chuef
Administrative
Officer and
Chief Financial
Officer aince May
1886

Controller
since April 1985
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From May 1995 to January 1997 he
wis Senior Vice President

From January 1995 to Mav 14995

he was President and

Chief Executive Officer of

Rochester Telephone Corp |

and Premdent Telephone Group

From November 1993 to Decomber
1994 he was Corporate Vice President
and Presdent - Telephone Group
From February 1992 to November
1993 he was Corporate Vize President
and President Telephone Operations

From June 1994 to December 1994

he was Director of Finance From
1992 to June 1994 he was Treasurer of
Nawonal Service Industries? From
1984 to 1992 he was Treasurer of
Cyclops Industries*

From January 1995 to May 1995 he
was President - Fronuer
Communications Group  From
November 1993 o December 1894 he
was Corporate Vice Presid+nt and
and the President -
Telecommumecations Group

From February 1993 to November
1993 he was Corporate Vice
President and Preaident-Network
Systems and Services. From February
1992 tc February 1983 he was
Corporate Vice President and
President-Telecommunications
Services.

From August 1995 to May 1996

he was Executive Vice Premident

and Chiel Adminmistrative Officer
From December 1994 to August 1995
he was Corporate Vice President
From February 1993 1o December
1994, he wan Corporate Vice President
and Treasurer From September 1981
to February 1993 he was Corporate
Vice Premident and Preaident-
Rochester Operations

From June 1964 to March 1995 he wus
President - Frontier Information
Technologies, Inc. From February
1993 to June 1994 he was Semor Vice
President - Midweat Region of
Fronuer's Telephone Group. From
1890 wo February 1993 he was Vice
Premdent - Midwest Telephone




Operations of Frontr e Telephon
Giroup

Josephine & Trubek (54) Corporate Secretary From January 190 0 Aprd 15004 she
since April 1993 was General Counsel and Secretan
" Banc One 15 one of the 10 largest bank holding companmies i the U5 Bane One Services

Corporauon 15 a submidiary of Bane One

? MCI 15 the 2nd largest provider of long distance services in the |'nited States
MCI/BANAMEX 15 an MC] joint venture 1n Mexico

! National Service Industries 1s a public company with businesses in hghung, teatile rentals
and specinlty chemicals.

! Cyclops Industries 18 & public manufacturer of specialty steels and curtminwall systems

PART III
ITEM 11. EXECUTIVE COMPENSATION

The information required by thie item is presented on page 2 of the
Company's Proxy Statement (which was provided to shareowners on or about
March 24, 1997 in connection with the Annual Meeting of Shareowners to be
held on May 2, 1997) under the caption “Compensation of Dir~ctor»" and on
pages 6 through 13 under the captions "Report of Committee on
Management”, "Performance Graph”, "Compensation of Company
Management", and "Compensation Committee Interlocks and Insider
Participation in Compensation Decisions”, and 1s incorporated by reference
into this Item 11. The Company's Proxy Statement is found at Exhibit 99 o
this Form 10-K. Exhibit 99 consists of the Notice of Annual Meeting and the
Company’'s Proxy Statement for the May 2, 1997 Annual Meeting of

Shareowners.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT

The information required by this item 1s presented 1. the
*"Management and Directors Stock Ownership Table as of February 1, 1997 *
and the "Stock Ownership of Certain Beneficial Owners Table as of February
1, 1997 " under the caption "Stock Ownership of Management, Directors and
Certain Beneficial Owners” on pages 4 through 5 of the defimtive Proxy
Statement for the Annual Meeting of Shareowners to be held May 2, 1997,
and is incorporated by reference into this Item 12,
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED
TRANSACTIONS

The information required by this item 15 presented under the sub.
caption "Employment Contracts” on page 13 of the Defimitive Proxy
Statement for the Annual Meeting of Sharcowners to be held May 2 1907
and 1» incorporated by reference into this Item 13,

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULE AND
REPORTS ON FORM 8-K

(&) 1. Index to Financial Statements

ilillr -
Report of Management 21
Report of Audit Committee 21
Report of Independent Accountants 21
Business Segment Information 2.
Consolidated Statements of Income 24
Consoclidated Balance Sheets 2
Consolidated Statements of Cash Flows 25
Consolidated Statements of Shareowners' Equity 24
Notes to Consohidated Financial Statements $7.37
Report of Ernst & Young LLP a8

*Pages 21 through 37 are incorporated by reference from the indicated
pages of the 1996 Annual Report to Shareowners.

**Set forth herein.

2 Financial Statement Schedule for the yvears ended December 31,
1996, 1995 and 1994:

Report of Independent Accountants on Financial Statement Schedule
Report of Ernst & Young LLP on Financial Statement Schedule
Valuation and Qualifying Accounts and Reserves - Schedule 11

All other schedules are omitted because they are not apphcable or the
required information i1s shown in the financial statements or notes thereto
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3, See Exhibit Index for hst of exhibies filed wath thas report

The Regstrant hereby agrees to furmsh the Commission o copy of each
of the Indentures or other instruments defiming the rights of securiy holders
of the long-term debt securities of the Registrant and any of it~ subsidiaric-
for which consolidated or unconsohdated financial statements are reguired 1o

be filed
(b) Reports on Form 8-K

The Company filed the following three reports during the quarter
ended December 31, 1996:

SEC Filing Date Item No., 10l Statements
October 22, 1996 5 None
November 19, 1996 5 None
December 17, 1996 5 None

The Company filed the following report subsequent to the quarter
ended December 31, 1996 through March 27, 1997:

March 27, 1997 ] None

(¢) Refer to Item 14 (a) (3) above for Exhibits required by Item 601 of
Regulation S-K.

(d)  Schedules other than set forth in response to Item 14 (a) (2) above for
which provision is made in the applicable accounting regulations of the
Securities and Exchange Commission are not required under the
related insiructions or are inapplicable, and therefore have been

omitted.
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Heport of Independent Accountants on
Financial Stntement Schedule

To the Board of Directors and
Shareowners of
Frontier Corporation

Our audits of the consolidated financial statements referred to in our report dated
January 27, 1997 appearing on page 21 of the 1996 Annual Repont to Shareowners of
Frontier Corporation (which report and consolidated financial statements are
incorporated by reference in this Annual Report on Form 10-K) also included an audn
of the Financial Statement Schedule listed in Item 14(2)(2) of this Form 10-K We did
not audit the Financial Statement Schedule of ALC Communications Corporation, a
wholly owned subsidiary, which statement reflects valuation and qualifying accounts
and reserves of 540,078,000 and 532,692,000 at December 31, 1995 and 1994,
respectively, That Financial Statement Schedule was audited by other auditors whose
report thereon has been furnished to us, and our opinion expressed herein, insofar as it
relates to the amounts included for ALC Communications Corporation, is based solely
on the report of the other auditors In our opinion, based on our audits and the repon
of other auditors, this Financial Statement Schedule presents fairly, in all matenial
respects, the information set forth therein when read in conjunction with the related

consolidated financial statements.

/?"-l-;-c AT e Ll

PRICE WATERHOUSE LLP

Rochester, New York
January 27, 1997
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Zll FRNST & YOUNG LLP sugl o

Repon of Independent Auditors

Board of Directors
ALC Communications Corporation

We have audited the financial statemenis of ALC Communications Corporation (ALC) as
of December 31, 1995 and 1994 and for the years then ended, and have issued our repart
thereon dated January 17, 1996. Qur audits also included Schedule 1l of ALC {not
presented separately herein) which is included in the related schedule of Fronuer
Corporation in its Annual Report on Form 10-K for the vear ended December 11, 1995
This financial statement schedule i1s the responsibility of ALC man-gememt  Our
responsibility is to express an opinion based on our audits

In our opinion, the financial statement schedule of ALC referred to above, when
considered in relation to the ALC basic financial statements taken as a whole, presents
fairly, in all material respects, the informaiion set forth therein.

M# MILP

Detroit, Michigan
January 17, 1996
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FRONTIER CORPORATION

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTs AND

RESERVES FOR THE YEAR ENDED DECEMBEIR 41, 1996

(Table 1 of 3)

In thousands of dollars

Descnption

enerve for unrollectible
arcounts

Deferred tax asset valuation
allowance

Arguisition related reserves

Balance ar
beginning

linl

481148

Additions
Charged to Charged 10
costs and other
Lxpenses dccounts
s" ’ﬁl] iﬁ Iu'i.lu
&0 &0
50 £0

" Primarily recovernies of uncollectible accounts

w Uncollectible accounts written off,

o Included primarily in “Property, plant, and equipment” in the Consolidated Balance

Sheets.

28

alanse at
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FRONTIER CORPORATION
SCHEDULE 1I - VALUATION AND QUALIFYING

AUCOILUNTS

RESERVES FOR THE YEAR ENDED DECEMBER 31 1495

{Table 2 of 3)

i thousands of dollars
Additions
Balance at Charged o Charged
beqinming costs and other
Drscrintion —ulyear expenses Accounts Dreductions

Heserve for uncollectible
arcounts SLL407 $36.650 24086 44 533 4
Deferred tax asset valuation
allowance S2A.500 a0 §7.950 " $12 565
Acquisition related reserves £0 $14239 50 £11 090

i Prumarily recoveries of uncollectible necounts and balances ndded through ac, amitions

u Uncollectible necounts wnitten off

» Balances added through acquisitions

« Included pnmanly in "Other Labiiues” and “Property. plant and equpment’ in the

Consolidated Balance Sheeta.

FRONTIER CORPORATION

WD

Halanoe av
end ol year

E‘

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS AND
RESERVES FOR THE YEAR ENDED DECEMBER 31. 1994

{Table 3 of 3)
In thousands of doliars
Additions
Balance at Charged to Charged o
begunning costs and other
Descoption —of vear Lxpenses _ASCONOLS Deducuons
Reserve for uncollectible
sccounts $9.812 £29.526 £11084 0 30035
Deferred tax asset valuation

w Prnmanly recoveries of uncollectible accounts

o |Uncollectible accounts written off.
28

Halance at

end of year




SIGNATURES

Pursuant 1o the requirements of Section 13 or 15(d) of the Secunities Exchange Act of
1934, the registrant has duly caused this report to be signed or. ats behalf by the
undersigned, thereunto duly authorized.

FRONTIER CORPORATION
(Registrant)

By /sBonald L. Bistner
Ronald L. Bittner
Chorrman, Premident and
Chuef Executive Officer

Date; March 21, 1997

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has
been signed below by the following persons on behalf of the registrant and in the capacities
and on the dates indicated.

By/s/Ronald L. Bittoer By/s/Lows L Massaro
Ronald L. Bittner Lows L. Massaro
Chairman, President and Executive Vice President.
Chuefl Executive Officer and Chuef Financinl Officer and Cluef
Durectar Administratuve Offices

{princapal financaal officer)
Date: March 21, 1997 March 21, 1997
i

Hichard A. Smith
Cantroller
(prnapal accounting officer)
Date: March 21, 1897

Patrnicaa C. Barron Raul E Cesan

Date: March 21, 1597 March 21, 1997

Brenda E Edgerton Jairo A Estrada

Date. March 21, 1997 March 21, 1897

Michael E. Faherty Damel E Gall

Date: March 21, 1997 March 21, 1997

Alan C. Hasselwander Robert J Hclland. Jr

Date: March 21, 1997 Mauairch 21, 1997

Douglas H. McCorlandals Leo J Thomas

Date: March 21, 1997 March 21. 1997

Ruchard J. Uhl

Date: March 21, 1997

*By/o Josephine S Trubsk Manually mgned powers of sttorney for each

Josephine 5. Trubek Ihrector are attached hereto and filed
Attorney-in-Fact herewith pursuant to Regulauon S-K
Itern 601(b)24 na Exhibat 24
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Exhibit

FRONTIER CORPORATION

EXHIBIT INDEX

3.1

3.2

3.3

4.1

1.2

4.3

4.4

4.5

Restated Ceruficate of
Incorporation dated
January 24, 1995

Amendment to Restated
Certificate of Incorporation
dated Apnil 9, 1995

By-Laws

Copy of Indenture between

the Company and Menufacturers
Hanover Trust Company,
Trustee, dated September 1,
1986

Copy of First Supplemental
Indenture to said Indenture,
made by the Company to
Manufacturers Hanover Trust
Company, Trustee, dated
December 1, 1989

Copy of 10.46% Non Negotiable
Convertible Debenture due
October 27, 2008 from the
Company to The Walters Trust

Copy of 9% Debenture due
August 15, 2021

Copy of Indenture between the
Company and Chase Manhattan
Bank, N.A. dated August 9,
19956

KR

];5‘ |+_'] Cncy

Incorporated by reference
to Exhibit 3-1 to Form 10-K
for the yvear ended
December 31, 1995

Incorporated by reference
to Exhabat 3.2 to Form 10-K
for the year enaed
December 31. 1995

Filed herewith

Incorporated by reference
to Exhi't 4.1 to Form
10-K for the vear ended
December 31, 1986

Incorporated by reference
to Exhibit 4(b) to
Registration Statement
33-32035

Incorporated by reference
to Exhibit 4-14 to Form
10-K for the year ended
December 31, 1988

Incorporated by reference
to Exhibit 4-16 to Form
10-K for the vear ended
December 31, 1991

Incorporated by reference
to Exhibit 4-5 to Form
10-K for the year ended
December 31, 1985




Exhibu
Number

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

FRONTIER CORPORATION

EXHIBIT INDEN

Exhibit Description

Copy of Juint Venture
Agreement dated March 9, 1993
by and between Rochester Tel
Cellular Holding Corporation
and New York Celiular
Geographic Service Aren, Inc
together with Exhibit A

thereto

Copy of the Plan for the
Deferral of Directors Fees

Copy of the Directors’
Common Stock Deferred
Growth Plan

Copy of the Restated Management
Pension Plan

Copy of Executive Bonus Plan

Copy of the Management Stock
Incentive Plan dated
April 26, 1995

Form of management contracts
as amended with each of Messrs.

Bittner, Massaro, Carr and Gregory

Executive contract with supporting
offer letter for Mr, Barrett

32

Reference

Incorporated by reference
to Exhibat 10-13 10 Form
10-K for the vear ended
December 31, 1992

Incorporated by reference
to Exhibait 10-34 to Foirm
10-K for the vear ended
December 31, 1994

Incorporated by reference
to Exhibit 10-36 to Form
10-K for the vear ended
December 31, 1994

Incorporated by reference
to Exhibit 10-20 to Form
10-K for the year ended
December 31, 1995

Filed herewith

Incorporated by reference
to Exhabat 10-23 1o Form
10-K for the year ended
December 31, 1995

Filed herewith

Incorporatad by reference
to Exhibit 10-25 to Form
10-Q for the quarter ended
March 31, 1996




Exhibit
Number
10.9

10.10

10.11

10.12

10.13

10.14

11

13.1

FRONTIER CORPORATION

EXHIBIT INDEX

Exhibit Descrintion

Executive contract with supporting
offer letter and note for Mr. Bennis

Restated Directors
Stock Incentive Plan
dated April 24, 1996

IRU Agreement between Qwest
Communications Corp. and
Frontier Communications
International, Inc. dated

October 18, 1996.(CONFIDENTIAL
TREATMENT REQUESTED

FOR CERTAIN PORTIONS

OF THIS EXHIBIT)

Copy of the Restated Supplemental
Management Pension Plan

Copy of the Restated Supplemental
Retirement Savings Plan

Employee Stock Option Plan

Computation of Fully Diluted
Earnings Per Share

Specified portions (pages 14
through 37) of the Company's
Annual Report to shareholders

for the year ended December 31, 1996

33

Incorporated by reference
to Exhibit 10-26 to Form
10-Q for the quarter ended
March 31. 1996

Incorporated by reference
to Exhibit 10-27 to Form
10-Q for the quarter ended
March 31, 1996

Filed herewith

Filed herewith

Filed herewith

Incorporated by reference
to Exhibit 10-28 to Farm
10-Q for the quarter ended
March 31, 1996

Filed herewith

Filed herewith




Exhibnt

FRONTIER CORPORATION

EXHIBIT INDEX

Number  Exhibit Description

13.2

21

23.1

23.2

24

27

99

Report of Ernst & Young LLP

Subsidiaries of Frontier
Corporation

Consent of Independent
Accountants - Price Waterhouse LLP

Consent of Independent
Accountants - Ernst & Young LLP

Power of Attorney for a
ma)ority of Directors naming
Josephine S. Trubek attorney-in-fact

Financial Data Schedule
Proxy Statement for the

Annual Meeting of Shareowners
to be held May 2, 1997

E!Lflrr! 'lls.l.l'.:

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(x] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 1997
or

[ | TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

From the transition period trom o

Commission file number 1-4166

FRONTIER CORPORATION
(Exact name of registrant as specified in its charter)

New York 16-0613330
(State or other jurisdiction (I.LR.S. Employer
of incorporation or organization) Identification No.)
180 South Clinton Avenue, Rochester, NY 14646-0700
{ Address of principal executive offices) (Zip Code)
(716) 777-1000
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FRONTIER CORFPORATION
Business Segment Information

(Unaudited)
3 Manths Ended June 30, & Months Ended June 30,
In thousands of dollars 1997 1996 1997 1996
Long Distance Communications Services
Revenues 5 406,846 5 497,756 5 BOT 981 S 983,858
Costs and Expenses 387,904 424 885 776,569 B47,732
Operating Income (Loss).
Operating [ncome Before Other Charge 1 18,942 1 72,871 -1 412 S 136,126
Orther Charge - . (96.600) .
Total Operating Income (Loss) 5 18,941 1 72,871 s (65,188) § 136126
Deprecistion and Amortization 5 11,676 5 20,495 s 44044 5 40,013
Capital Expenditures s 3595% S5 24755 S 91886 § 61985
ldentifiable Assets s 1,163,612 S 1,005,311 $ 1163612 5 1.00531)
Local Communications Services
Revenuves 5 166,987 5 161,383 3 3y 317 s 119828
Costs and Expenses 107,036 108,193 210,652 215,784
Opersting Income 3 52951 S 53,190 8§ 119665 S 104,041
Deprecistion and Amortization 5 2173715 S 25,461 5 54660 S 50,612
Capital Expenditures 5 18,208 5 21,654 5 43,564 S 41,116
Identifiable Assets 5 897,082 5 939,809 5 B97.082 3 9319 809
Corporate Operations and Other
Revenues 5 10,879 5 11,140 5 19825 S 21,745
Costs and Expenses 12,692 14,500 23,512 27359
Operating Income {Loss) 5 {1,813) 5 { 3360) 3 (3,697) 5 (5.614)
Depreciation and Amortization 5 903 5 1,068 5 1,765 % 2,089
Capital Expenditures 5 5242 3 5.877 1 11978 % 11,185
Identifiable Assets 5 121,424 1 118,94 s 121,414 S 238,904
Consolidated
Revenues 5 534712 S 670279 3% 1,058,123 5 1325428
Costs and Expenses 507,631 547,578 1,010,743 | . 90,875
Operating Income”
Operating Income Before Other Charge 3 71,080 5 122,701 5 147380 S 234,553
Other Charge - . {96,600) &
Total Operating Income 3 77,080 s 122,001 S 50,780 § 234,553
Depreciation and Amortization 5 49,554 3 47,026 5 100,469 3§ 92,714
Capital Expenditures s 69,406 S 52286 S 147425 5 114,286
Identifiable Assets s 2,182,118 S 2,184,024 1 1,282,118 S 2, 1B4,024

ver accompampang Noies to Comnrolidoted Financiol Siatemenis




FRONTIER CORPORATION

Consolidnted Statamentis of Income

(Unavdited)
3 Months Ended June 30, 6 Months Ended June 3,
In thousands, except per shure data 1997 1996 1997 1996
Revenues $584,712 670,279 $1,158,123  §1.325 42K
Costs and Expenses T
Operating expenses 442,128 487,882 882,131 973,710
Depreciation and amortization 49,954 47,020 100,469 92,714
Taxes other than income taxes 15,450 12,670 28,143 24 451
Other Charge 96,600
Total Costs and Expenses 507,632 547,578 1,107,303 1,090,875
Operating Income 77,080 122,701 50,780 734,553
Interest cxpense 11,648 11,818 22,158 23,456
Other income and expense:
Gain on sale of asscis - 18,765 4,976
Equity earnings from unconsolidated wireless interests 2,783 1,685 4,112 7,140
Interest income 99 781 1.3%0 1,304
Other income (expense) 519 (262) 616 (989)
Income Before Taxes and Cumulative Effect of
Change in Accounting Principle ' 69,443 113,087 53,665 219.528
Income ax expense 26,999 43,881 14,782 85,181
Income Before Cumulative Effect of
Change in Accounting Principle 42,444 69,206 28,883 134,347
Cumulative effect of change in sccounting principle . (8,018)
Net Income 42,444 69,206 18 BE3 126,329
Dividends on preferred stock 158 296 511 589
Income Applicable to Common Stock $ 42,186 $ 68,910 § 1BnmM $ 125,740
Dividends declared on common stock § 35,656 $ 15,346 $ 71,39 § 69.Bl0
Earnings Per Common Share '
Income before cumulative effect of change in
accounting principle § 26 s 4 ] A7 0§ &2
Cumulative effect of change in sccounting principle (.05)
Earnings Per Common Share $ 26 3 42 $ A7 $ 7
Average Common Shares Qutstanding (in thousands) 163,837 164,078 163,866 163,803

See accompanying Notes to Consolidated Financiol Statements




FRONTIER CORPORATION
Consolidated Balanoe Bheots

June 30, December 31,
1997 1996
In thousands of dollars, excepi shore data (Unaudited)
ASSETS
Currenl Assels
Cash and cash equivalents s 23082 § 30,948
Accounts receivable, (less allowance for uncollectibles
of $22,921 end 530,911, resprctively) 371,661 164,256
Materials and supplies 14,180 13,198
Deferred income taxes 937 10,349
Prepayments and other LR 30,483
Total Current Assets 471,471 469 234
Property, plant and equipment, nei 959,997 971,259
Goodwill end customer base 521206 533,979
Deferred income taxes 31485 .
Deferred and other assets 296,959 245,048
Total Assets 52,182,118 $2221.520
LIABILITIES AND SHAREOWNERS' EQUITY
Current Liabilitles
Accounts payable 5270957 5 322.32%
Dividends payable 35915 35,966
Debt due within one year 5,640 6,253
Taxes accrued 43,143 34,961
Other liabilities 61,064 18,596
Total Current Liabilities 417,719 418,103
Long-term debt 777,603 675,043
Defermed income taxes . 2,542
Deferred employee benefits obligation 69,733 65,479
Total Liabilities 1,265,055 1,161,167
Sharcowners” Equliy
Preferred stock 20,125 22611
Common stock, par value $1.00, suthorized 300,000,000
shares; 164,151,350 shares and 163,731,733 shares
issued in 1997 and 1996 164,151 163,732
Capital in excess of par value 508,926 500,196
Retzined eamings 341,970 385,350
1.035,172 1,071,889
Less -
Treasury stock, 10,849 shares in 1997 and 6,375 shares in
1996, at cost PRy 147
Unearneod compensation - restricted stock plan 17,878 11,389
Total Sharcowners' Equity 1,017,063 1,060,353
Total Liabilities and Shareowners' Equity $1,282,118 $2,121,520

Ser occompanying Notes o Consolidated Financial Statements




FRONTIER CORPORATION

Consolidated Statements of Cash Flows

(Unaudited)
6 Months Ended June 30,
In thousands of dollars 1997 1996
Operating Activities
Net income § 28.883 3126329
Adjustments o reconcile pet income (0 net cash
provided by operating activities:
Cumulative eifect of change in accounting principle - 12,396
Other charge 96,600
Depreciation and amortization 100,469 92.714
Gain on sale of assets (18,765) {4,976)
Equity carnings from unconsolidated wircless interests 4,272 (3.140)
Other, net 204 1,724
Changes in operating assets and liabilitics, exclusive
of impacts of dispositions and acquisitions:
Locrease in acoounts receivable (10,707) (26,413)
Increase in materials and supplics (792) (3,310}
(Increase) decrease in prepayments aud other asscts 2,660) 1,333
locrease in deferred and other sasets 21,34 (13,613)
Decrease in accounts payable (55,290) (720}
(Decrease) increase in taxes accrued and other Liabilities (13,036) 59,054
Increase in deferred employes benefits obligation 4,702 6,139
—(Increase) decrease in defermed income azss (33.056) 1.590
__Total adiustments 4£2.754 118 778
_Net cash provided by operating activities 11637 ——243.107
lovesting Activities
Expenditures for property, plant and equipment (106,692) (114,319)
Deposit for capital projects (38,893) -
Investment in celiular parmerships . (25,273}
Proceeds from asset sales 31,889 10,441
Orher investing activities 2,258 (9.118)
:  ion (109.438) (138.269)
Financing Activities
Proceeds from issuance of long-term debt 297,897 .
Repayments of det (191,716) {70,717)
Dividends paid {71.871) (68,659)
Treasury stock. net (2,468) '
lssuance of common stock, net 591 29,556
Orher financing activitics 2.499) LB
—Net cash provided by (used in) Gnancing activitica 29,935 (109.528)
Net Decrease in Cash and Cash Equivalents (7,866) 2,990)
Cash and Cash Equivalents al Beginning of Period Mo 00000000 JlLa9
Cash and Cash Eguivalents st End of Peried 22,082 5 28459

See accomparrying Notes 1o Consolidated Financial Siatements




FRONTIER CORPORATION
Notes to Consolideted Financial Statements
(Unaudited)

Note 1: Consolidation

The consolidated financid information includes the accounts of Frontier
Corporation and its majonity-owned subsidiaries (the “Company” or “Frontier”) after
elimination of all significant intercompany transactions. Investments in entities in
which the Company does not have a controlling interest are accounied for using the

equity method.

Preparation of financial statements in conformity with generally acceptea
accounting principles requires management (0 make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reporting period. Actual resulis could differ from
those estimates.

Centain prior year amounts have becn reclassified to conform to current year
presentation.

Note2:  Other Charge

In March 1997, the Company recorded a $96.6 million pre-tax charge primanly
related 1o the write-off of certain network facilities no longer required as a result of the
migration of the Company's major carrier customer's one-plus traffic volume to other
networks and the Company’s overall network integration efforts. The Company iz in
the process of decommissioning these redundant facilities and the project is expected to
be completed by the second quarter of 1998, As of June 30, 1997, the remaining
reserve balance of $50.3 million is included in “Other Labilities™ in the Consolidated
Balance Sheets.

Note 3: Purchese Acquisitions

In February 1997, the Company completed its purchase of RG Data Incorporated
(“RG Data"), a privately held upstate New York based computer and data networking
equipment and services company. A total of 110,526 shares of Frontier common stock
held in treasury were reissued in exchange for all of the shares of RG Data. The
treasury shares were acquired through open market purchases.

In March 1996, the Company scquired & 55 percent intcrest in the New York RSA
No. 3 Cellular Partnership (RSA No. 3). RSA No. 3 is a provider of cellular mobile
telephone service in the New York State Rural Service Area No. 3. RSA No 3
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encompasses much of the Southern Tier area of New York state. The Company's
interest in RSA No. J is managed by Frontier Cellular, a 50/50 owned joint venture
with Bell Atlantic/NYNEX Mobile and the operating results are reported using the
equity method of accounting. The Company paid $25.3 million in cash for its interest
in RSA No. 3.

Noted4:  Long- Lived Assets to Be Disposed Of

Effective January 1, 1996, the Company adopted Fi~-ncial Accounting Standards
No. 121 (“FAS 121"), “Accounting for the Impairment of Long-Lived Asscts and for
Long-Lived Assets to be Disposed Of." FAS 121 requires that ceriain long-lived assets
and identifiable intangibles be written down to fair value whenever an impairment
review indicates that the carrying value cannot be recovered on an undiscounted cash
flow basis. The statement also requires that certain long-lived assets and identifiable
intangibles 1o be disposed of be reported at fair value less selling costs.  The
Company's adoption of this standard resulted in a non-cash charge of $8.0 million (nct
of & tax benefit of $4.4 million) and is reported in the Consolidated Statements of
Income as a cumulative effect of a change in accounting principle. The charge
represents the cumulative adjustment required by FAS 121 to remeasure the carrying
amount of certain assets held for disposal as of January |1, 1996.

These assets held for disposal consist principally of telephone switching equipment
in the Company's Local Communications Services segment as a result of
management's commitment, in late 1995, to a central office switch consolidation
project at its New York local telephone subsidianes.

Note 5 : Long-Term Debt

In May 1997, the Company completed a $300 million offering of 7.25% Notes,
maturing 2004, Proceeds from the offering will be used to finance a portion of the cost
of constructing a nationwide fiber optic network. Pending such use, proceeds from the
offering were used to pay down Frontier's commercial paper borrowings.

Effective June 30, 1997, the Company's subsidiary, Rochester Telephone Corp.,
reduced its available line of credit under its Revolving Credit Agreement from 3100
million to $50 million.

Note 6: Gain on Sale of Assets

On January 31, 1997, the Company completed the sale of its 69.5 % equity interes!
in the South Alabama Cellular Communications Partnership. The sale resulted in an
after-tax gain of $11.2 million, or $.07 per share. In March 1996, Frontier sold its
minority investment in a Canadian long distance company for an afier-tax gain of $3.0
million, or $.02 per share. The Company decided 10 redeploy resources into more




stralegic assets as the assets sold were not critical to the achievement of the Company’s
overall business strategy.

Note 7: New Accounting Standards

The Company will adopt the provisions of Financial Accounting Standards Board
Statement No. 128, “Eamings Per Share” (“FAS 128") effective December 31, 1997
This statement is effective for financial statements issued for periods ending after
December 15, 1997; carlier application is not permitted. This statement simplifies the
standards for computing eamnings per share previously found in Accounting Principles
Board Opinion No. 15, “Eamings Per Share”, and makes them comparable to
international eamings per share (“EPS™) standards. FAS 128 requires dual presentation
of basic and diluted EPS on the face of the income statemen! and requires a
reconciliation of the numerator and denominator of the basic EPS computation to the
numerator and denominator of the diluted EPS calculation. Basic EPS excludes the
effect of common stock equivalents and is computed by dividing income available to
comunon shareowners by the weighted average of commion shares outstanding for the
period. Diluted EPS reflects the potential dilution that could resull if securities or other
contracts to issue common stock were exercised or converted into common stock.

Proforma eamings per share computed in accordance with FAS 128 is presented below
for informational purposcs only.

Thiree months ended Six months ended
June 30, June 30,
1997 1996 1997 1996
Basic EPS
Eamings before cumulative
effect of change in accounting
principle $.26 $ .42 $.17 $ 83
Cumulative effect of change in
accounting principle - - - (.05)
Basic earnings per share §.20 $ .42 $.17 $.78
Diluted EPS
Eamnings before cumulative
effect of change in accounting
principle $ .26 S .42 $.17 s 82
Cumulative effect of change in
accounting principle - - - (.05)

Diluted earnings per share $.26 5 42 $.17 .77




Note 8: Cash Flows

For purposes of the Statement of Cash Flows, the Company considers all highly
liquid investments with an origina! matunity of three months or less to be cash
equivalents.

Cash flows from financing activitics includes $29.6 million of cash proceeds from
stock options and warrants exercised during the first half of 1996, The resultant tax
benefit realized from the exercise of stock options during the first six months of 1996 ot
$43.8 million is reflected as an adjustment to capital in excess of par value and taxes
accrued.

Actual interest paid was $25.9 million and $24.0 million for the six month peniods
ended June 30, 1997, and June 30, 1996, respectively. Interest costs associated with the
construction of capitalized assets, including the nationwide fiber optic network project,
arc capitalized. Total amounts capitalized for the first six months of 1997 and 1996
were $5.5 million and $1.9 million, respectively. In addition, actual income taxes paid
were $54.1 million for the six months ended June 30, 1997, and $23.7 million for the
six months ended June 30, 1996.

Note 9: Commitments and Contingencies

During 1997, it is anticipated that the Company will expend approximately $525
million to $550 million for additions to property, plant and equipment, including the
Company's fiber network cxpansion project. Construction began on the nationwide
fiber optic network in late 1996. The fiber optic netwurk is being constructed under an
agrecment with Qwest Communications Corporation. Capital expenditures related 1o
the network expansion will approximate $210 million for 1997. Since construction of
the nationwide fiber optic network began in 1996, capital expenditures bave totaled
$107.1 million, $43.4 million of which was incurred during the first six months of
1997. In connection with the total capital program, the Company has made certain
commitments for the purchase of materials and equipment.
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Item 2 - Management's Discussion and Analysis of Financial Condition and
Results of Operations

Three Months Ended June 30, 1997 and 996

The matters discussed throughout this Form 10-Q, except for historical financial
results contained herein, may be forward looking in nature or “forward looking
statements.” Actuzl results may differ materially from the forecasts or projections
presented. Forward looking statements are identified by such words as “expects,”
“anticipates,” “believes,” “intends,” “plans™ and variations of such words and similar
expressions. The Company belicves that its primary risk factors include, but are not
limited to: changes in the overall economy, the nature and pace of technological
change, the number and size of competitors in the Company’s market, changes in law
and regulatory policy and the mix of products and services offered in the Company's
markets. Any forward looking statements in . .¢ June 30, 1997 Form 10-0 should be
evaluated in light of these important nisk factors.

DESCRIFPTION OF BUSINESS

Frontier Corporation (the “Company” or “Fronier”, 15 a diversified
telecommunications company, serving more than 2 million customers throughout the
United States and in several foreign countries. Frontier's principal lines of business are
long distance and local communications. The Company's other lines of business
include cellular and paging operations and telecommunications equipment sales, video
and audio conferencing.

RESULTS OF OPERATIONS

Consolidated

Revenues for the second quarter of 1997 were $584.7 million, a decreasc of $85.6
million or 12.8% over the comparable period in 1996. Operating income was 377.1
million for the three months ended June 30, 1997 as compared to $122.7 million in
1996. Operating results in the second quarter of 1997 continue to be adversely
impacted by the previously announced migration of the Company's largest carrier
customer's one-plus traffic from the Frontier network. Results for the second quarter of
1997 include approximately $7 million of one-plus revenue from this customer as
compared io revenue of approximately $113 million in the same quarter in 1996,
Consolidated operating margins declined from 18.3% for the second quarter of 1996 to
13.2% for the same period of 1997. This decline is attributable to the previously
discussed decrease in revenue as well as increased expenses in the long distance
segment. [Expenses were higher in the long distance segment primarily duc to
incremental Selling, General and Administrative (“SG&A™) costs relating to product




development, promotion and distribution costs. The incremental SG&A costs are
expected to positively impact revenue and operating income in future peniods.

Business Segments

The Company reports ils operatling results in three segments: Long Distance
Communications Services, Local Communications Services and Corporate Operations
and Other. A review of the 1997 and 1996 second quarter results of each business

segment follows.

Long Distance Communications Services

Long distance revenues totaled $406.8 million in the second quarter of 1997, a
decrease of §90.9 million or 18.3% as compared to the second quarter of 1996. The
decrease in long distance revenues is attnbutable to the migration of the Company's
largest customer's one-plus traffic from the Frontier network. Normalized for the effect
of this major carrier customer's one-plus traffic, revenue grew approximately 4% as
compared (o the prior year quarter. Access minutes of use, excluding the Company's
major customer, increased approximately 3% in the second quarter of 1997,

The decline in this segment’s operating results is largely at:ributable to the
previously discussed migration of the Company's largest customer’s one-plus traffic.
Total revenue from this customer, including both one-plus services and enhanced
services, represented less than 6% of the second quarter 1997 long distance revenue as
compared to approximately 26% for the same period in the prior year, The Company
anticipates replacing this revenue with growth in existing customer bases and through
new initiatives, including the Company's new switched services product, “Frontier
Independence™ and through innovative agreements and contracts, such as Frontier's
credit card services agreement with US West. This agreement is expected to gencrate
in excess of 350 million in incremental revenue for the Company over the 30 month
term of the agreement. The Company's new bundled product, “Frontier Independence”
(which replaces “Clear Value™), is expected to enhance the Company's performance as
a competitive, single-source provider of telecommunications services through a flexible
pricing program that provides customers with additional discounts if they purchase
value added services. In addition, during the sccond quarter of 1997, the Company
announced plans to complete a national frame relay network by the fourth quarter of
1997 10 complement the Company's core voice services business with additional data

services products.

Operating income for long distance was $18.9 million for the second quarter of
1997. Operating margin as a percent of revenue decreased from 14.6% in the second
quarter of 1996 to 4.7% for the current quarter. The reduction in operating margin in
the second quarter is primarily due to lower revenue caused by the migration of the
Company's laigest customer's one-plus traffic and the incremental SG&A costs
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associated with sales and marketing support for new revenue initiatives and distnbution
channels. The sales and marketing investments driving the incremental SG&A costs
are expected to positively impact revenue and operating results in future periods. Cost
of access represented 62% of total long distance revenue for the second quarter of 1997,
consistent with the same period in 1996. Construction of the Company's fiber optic
network together with the integration of existing facilities is expected to reduce
network costs and provide new revenue opportunities for Frontier. Construction of the
nationwide fiber optic network is on schedule and is expected to be completed by year
end 1998. In addition, the Company has made significant progress in the identification
and decommissioning of certain network facilities that are no longer required to support
the volume of business. The excess nerwork facilities primarily resulted from the
migration of the Company's major camier customer's one-plus traffic. The cost
associated with the decommissioning were accrued [or in the first quarter of 1997

Results for sequential quarters in 1997 for the Long Distance segment reflect
improvements in operating income and operating margin. Operating income, excluding
other charges, increased $6.5 million or 51.9% in the second quarter of 1997 as
compared to the previous quanter. Operating masgins for the first and second quarters
of 1997 were 3.1% and 4.7%, respectively. This positive trend is attributed primarily 1o
the reduction in network access costs as a result of the Company's efforts in the second
quarter to consolidate and integrate the network.

The Company expanded its offerings of local service in late 1996 and is competing
aggressively with other Alternative Local Exchange Carriers (“A-LECs™). Frontier is
now providing local service as an A-LEC, combined with a complete range of long
distance products, in 32 markets across the country. The Company currently provides
local services as a facilities based A-LEC in New York City and plans to provide
facilities based A-LEC services in the midwest by the end of 1997. The Company
anticipates that up to six additional switches will be installed by year end 1997 and a
similar number will be installed in 1998. Nationwide, Frontier is serving in excess of
79,000 ANls, or access lines, predominantly through resale, in markets where it is not
the incumbent telephone company as of June 30, 1997.

Llocal Communications Services

Local Communications Services includes the Company's local telephone
operations, consisting of 34 telephone operating subsidiaries in 13 states. Also
included in this segment are the local service revenues and associated expenses
generated from the efforts of Frontier Communications of Rochester, Inc., a
competitive telecommunications company formed on January 1, 1995 that provides an
array of services on a retail basis in the Rochester marketplace. Consequently, the
Local Communications Services segment includes both wholesale end retail local
service provided in the Rochester, New York market. As a result of the Company’s
efforts to consolidate operations within this segment i order to become more efficient




and improve operating results, separate financial reporting of the Rochester, New York
operations from the Regional Telephone Companies is no longer meaningful

Revenues for Local Communications Services were $167.0 million in the three
month period ended June 30, 1997, an increase of $5.6 million or 3.5% over the
comparable period in 1996. The growth in this segment is driven by a 2.6% increase in
access lines and a 5.7% increase in minutes of use over the previous year Rzvenue
growth during the second quarter of 1997 is also positively influenced by increased
demand for intermet services. The growth in revenue is partially offset by the
climination of the surcharge on wholesale, flat rate local measured service, as ordered
by the New York State Public Service Commission (“NYSPSC™) in 1996, an increase
in the discount to wholesale providers from 5% to 17%, also ordered by the NYSPSC
and the $1.5 million annual rate reduction as stipulated by the Open Market Plan

Costs and expenses in the second quarter of 1997 for Local Communications
Services were $107.0 million, a decrease of $1.2 million or 1.1%,; relatively consistent
with the same period in the prior year,

Members of the Communications Workers of America (“CWA" or “Union") Local
1170, ratified a tentative agreement with Rochester Telephone Corp. on April 29, 1997
The Rochester company had implemented the terms of its final offer as of April 9, 1996
as contract negotiations were then at an impasse. The differences between the
Company’s final offer and the agreement that was subsequently reached between the
partics and ratified by the CWA membership are not material. The new agreement will
provide several operational improvements and will result in a more consistent
alignment of benefits with the rest of the Corporation. The Union continues to appeal
onc issue related to the declaration of impasse with the National Labor Relations Board.
Hearings on this issue were completed in June and a decision is anticipated by the end
of 1997. This decision may be appealed by either the Union or the Company. At this
time, the Company cannot predict the outcome of this matter.

Operating income for the second quarter of 1997 was $60.0 million, an increase of
$6.8 million, or 12.7% over the second quarter of 1996. Operating margins for the
three month period improved from 33.0% in 1996 to 35.9% in 1997, reflecting the
continuing improvements in operating efficiencies as a result of the centralization of
administrative functions within the Local Communications scgment.

During the fourth quarter of 1995, management committed 1o a8 major swit..,
consolidation plan at its New York local telephone subsidiaries. The three-year plan to
consolidate host switches by over 60% is projected 1o improve network cfTiciency and
reduce the cost of maintenance and software upgrades. As of June 1997, the project is
progressing as scheduled and six host swilches have been consolidated, representing
approximately 50% of the total switches 10 be consolidated. The Company anticipates
that this project will be substantially complete by July 1998.
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Corporate Operations and Other

Corporate Operations is compnsed of the expenses traditionally associated with a
holding company, including executive end board of directors expenses, carporate
finance and treasury, investor relations, corporate planning, legal services and business
development. The Other category is comprised of the Company's majority ownership
interest in wireless operations and Frontier Network Systems (“FNS7). Wireless
operations for the second quarter of 1997 includes Minnesota RSA No. 10, in which the
Company acquired a 100% interest in late March 1995. Results for the second quarter
of 1996 include Minnesota RSA No. 10, and the Company’s 69.5% interest in Alabama
RSAs No. 4 and No. 6. The sale of the Company's interest in Alabama RSAs No. 4
and No. 6 was finalized on January 31, 1997.

Results of operations in the second quarter of 1997 were consistent with the same
quarter in the prior year. The impact on operations resulting from the sale of the
Company's interest in Alabama RSA No. 4 and No. 6 is substantally offset by the
acquisition of RG Data Incorporated (“RG Data”). RG Data's operations are included
with FNS for financial reporting purposes.

Other Income Statement Items

Interest Expense

Interest expense was $11.6 million in the second quarter of 1997, a $.2 million
decline as compared to the same period in 1996. The overall decrease in interesi
expense is attributable to $1.2 million additional capitalized interest in the second
quarter of 1997 as-compared to the prior year quarter, primarily related to the
construction of the Company’s fiber optic network. The impact of capitalized interest
15 partially offset by increased gross interest expense in the second qu.nm:-r of 1997
resulting from higher levels of outstanding debt.

Equity Earnings from Unconsolidated Wireless Interests

The Company's minority interests in wircless operations and its 50% interest in the
Frontier Cellular joirt venture with Bell Atlantic/NYNEX Mobile are accounted for
using the equity method. This method of accounting results in the Company’s
proportionate share of eammings being reflected in a single line item below operating
Income.

Equity earnings from the Company's interests in wireless partnerships in the quarter
ending June 30, 1997 were $2.8 million, an increase of $1.1 million or 65.2% over the
same period in the prior year. The improvement in equity eamings is driven by expense
reductions and increased operating efficiencies as compared to the prior year quarter




Income Taxes

The effective income tax rate for the second quarter of 1997 is 38.9%, consistent
with the second quarter of 1996.

Six Months Ended June 30, 1997 and 1996

RESULTS OF OPERATIONS
Consolidated

Revenues for the six months ended June 30, 1997 were $1.2 billion, a decrease of
$167.3 million or 12.6% over the comparable period in 1996. Operating income,
excluding nonrecurring charges, was $147.4 million for the first two quarters of 1997
as compared to $237.4 million in 1996. Consolidated operating margins, excluding
nonrecurring items, declined from 17.9% for the first half of 1996 to 12.7% for the
same period of 1997. Operating results in the first half of 1997 were adversely
impacted by the overall decline in revenue in the long distance segment. The aecline in
revenue and operating income is largely attributed to the previously announced
migration of the Company's largest carrier customer's one-plus traffic from “he Frontier
network. Selling, General and Administrative (“SG&A™) costs in the long distance
segment were higher largely due to an increase in product development, promotion and
distribution costs. The sales and marketing investments that are driving the incremental
SGE&A costs arc expected W positively impact revenue and operating income in future
perniods.

Operating results for 1997 and 1996 were affected by certain one time events. In
March 1997, Company recorded a pre-tax charge of $96.6 million or $0.38 per share
post-tax, primarily related to the write-off of certain network costs no longer necessary
to support long distance traffic volumes due largely to the migration of the Company's
major carrier customer’s one-plus traffic. As a result of the decline in long distance
traffic, an evaluation of the existing network was performed and facilities deemed no
longer necessary to support the Company's revenue and traffic levels were identified.
The Company is actively pursuing a program to further improve its nctwork cost
structure through the integration and consolidation of facilities,

In the first quarter of 1997, the Company also completed the sale of its 69.5%
cquity interest in the South Alabama Cellular Communications Partnership. ‘The sale

resulted in a pre-tax gain of $18.7 million.

The Company sold its minority investment in a Canadian long distance company
for a pre-tax gain of $5.0 million during the quaner ended March 31, 1996.
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Year-to-date results for 1996 include an $8.0 million post-tax charge relating to the
adoption of Statement of Financial Accounting Standards No. 121 (FAS 121),
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of." The assets held for disposal consist principally of telephone switching
equipment in the Local Communications segment as a result of the central office switch
consolidation project.

Business Segments

The Company reports its operating results in three segments: Long Distance
Communications Services, Local Communications Services end Corporate Operations
and Other. A review of each business segment’s results for the first half of 1997 and
1996 follows.

Long Distance Communications Services

Long distance revenues totaled $808.0 million for the first six months of 1997, as
compared to $983.9 million in the same period in 1996, a decrease of $175.9 million or
17.9%. The decrease in long distance revenues is attributable to the migration of the
Company's largest customer’s one-plus traffic from the Frontier network. Normalized
for the effect of this major camier customer's onc-plus traffic, revenue grew
approximately 2% for the six month period ended June 30, 1997. Access minutes of
use, excluding the Company’'s major customer's one-plus traffic, increased
approximately 3% over the same period in the prior year.

The decline in this segment's operating results is largely auributable to the
previously announced migration of the Company's largest customer’s one-plus traffic.
Total revenue from this customer, including both one-plus services and enhanced
services, represented less than 6% of 1997 year to date long distance revenue as
compared to approximately 24% for the same period in the prior year. The Company
anticipates replacing this revenue with growth in existing customer bases and through
new initiatives. During the second quarter of 1997, the Company introduced a new
bundled services product, “Frontier Independence”, (which replaces “Clear Value™)
This new product is expected to enhance the Company's performance as a competitive,
single-source provider of telecommunications services through a flexible pricing
program that provides customers with additional discounts if they purchase value added
services. The Company's credit card services agrecment with US West began to
contribute to the segment's results in the second quarter. The agreement allows US
West the ability to offer calling card services 1o its customers and is expected to
generate in excess of $50 million in incremental revenue for the Company over the 30
month term of the agreement. During the second quarter of 1997, the Company also
announced plans to complete a national frame relay network by the fourth quarter of
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1997 10 complement the Company's core voice services business with a portfolio of
additional data services products.

Operating income for long distance, excluding nonrecurring charges. decreased
76.9% 1o $31.4 million for the six months ended June 30, 1997. Operating margin as a
percent of revenue decreased from 13.8% in the first half of 1996 10 3.9% for the
current year. The reduction in operatiag margin in 1997 is dnven by the decrease in
revenue, primarily attributable to the migration of the Company’s largest customer's
one-plus traffic, increased network costs and the incremental SG&A costs sssociated
with sales and marketing support for new revenue initiatives. Cost of access
represented approximately 63% of total long distance revenue for the first six months of
1997 as compared to approximately 62% for the same period in 1996. The increase in
the cost of access percentage to revenue is driven by the fact that the Company's fixed
costs arc currently being covered by a smaller revenue base. Continuing network
integration and the construction of the Company's fiber optic network is expected to
reduce network costs and provide new revenue opportunities for Frontier. Construction
of the fiber optic network is expected to be completed by year end 1998.

The Company expanded its offerings of local service in lale 1996 and 1s
competing aggressively with other Altemnative Local Exchange Camers (“A-LECs").
Frontier is now providing local service as an A-LEC, combined with a comp.éte range
of long distance products, in 32 markets across the country. The Company currently
provides services as a facilities based A-LEC in New York City and plans to provide
facilities based A-LEC services in the midwest by the end of 1997. The Company
anticipates that up to six additional switches will be installed by year end 1997 and a
similar number in 1998. Nationwide, Frontier is serving in excess of 79,000 ANIs, or
access lines, predominantly through resale, in markets where it is not the incumbent
telephone company as of June 30, 1997.

Local Communications Services

Revenues for Local Communications Services were $330.3 million in the six month
period ended June 30, 1997, an increase of $10.5 million or 3.3% over the comparable
period in 1996. The growth in this segment is driven by a 2.6% increasc in access lines
and a 5.7% increase in minutes of use over the previous year. Revenue growth during
the first half of 1997 is also influenced by the provisiun of enhanced services, driven by
increased demand for internet services. Revenue growth is partially onset by the
climination of the surcharge on wholesale, flat rate local measured service, as ordered
by the New York State Public Service Commission (“"NYSPSC™) in 1996, an increase
in the discount to wholesale providers from 5% to 17%, also ordered by the NYSPSC
and the $1.5 million annual rate reduction as stipulated by the Open Market Plan.

Local Communications Services costs and expenses for the first half of 1997 were
$210.7 million, representing a decrease of $2.3 million or 1. 1% over the same penod in




1996, exci.ding certain one-ume charges. During the first six months of 1996, the
Rochester telephone operation experienced increased costs and expensca related to
higher labor expenses resulting from work stoppage preparation costs. These expenses,
which were incurred in connection with contract negotiations with the CWA, were
necessary (o ensure continued high standards of customer service levels in the event of
a work stoppage or slowdown. The contract negoliations were at an impasse and the
Rochester company implemented the terms of its final offer as of Apnl 9, 1996
Members of the CWA Local 1170, ratified a tentative agreement with Rochester
Telephone Corp. on April 29, 1997 which contained provisions that differed from the
Company's final offer implemented at the time of impasse. The differences between
the Company's final offer and the agreement that was ratified are not material. The
new agreement will provide several operational improvements and will result in a more
consistent alignment of benefits with the rest of the Corporation. The Union continues
1o appeal one issue related to the declaration of impasse with the National Labor
Relations Board. Hearings on this issue were completed in June and a decision is
anticipated by the end of 1997. This decision may be appealed by either the Union or
the Company. At this time, the Company cannot predict the outcome of this matter.
Contributing to the overall decrease in expenses is the impact of continuing
centralization of the administrative functions for a!l of the local telephone companies.

Operating income normalized for nonrecurring items was $119.7 million, an
increase of $12.8 million, or 11.9%, over the same period in the prior year. Operating
margins for the six month period improved from 33.4% in 1996 to 36.2% in 1997,
reflecting the continuing improvements in operating cfficiencies.

During late 1995, management committed to a major switch consolidation plan a1
its New York local telephone subsidiaries. The three-year plan to consolidate host
switches by over 60% is projected to improve network efficiency and reduce the cost of
maintenance and software upgrades. As of June 1997, the project is progressing as
scheduled and six bost switches have been consolidated, representing -approximatcly
50% of the total switches that will be consolidated. The Company anticipates that this
project will be substantially complete by July 1998.

Corporate Operations and Other

Corporate Operations is comprised of the expenses traditionally associated with a
holding company, including executive and board of direclors expenses, corporate
finance and treasury, investor relations, corporate planning, legal services and business
development. The Other category is comprised of the Company’s majonty ownerzhip
interest in wireless operations and Frontier Network Systems (“FNST). Wircless
operations for the first six months of 1997 included Minnesota RSA No. 10, in which
the Company acquired a 100% interest in late March 1995 and the Company's 69.5%
interest in Alabama RSAs No. 4 and No. 6 through January 1997 The sale of the
Company's interest in Alasbama RSAs No. 4 and No. 6 was finalized January 31, 1997
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The Company completed its purchase of RG Data in February 1997, RG Data was
a privately held upstate New York based computer and data networking equipment and
services company. A total of 110,526 shares of Frontier common stock held in
treasury were reissued in exchange for all of the shares of RG Data. The treasury
shares were acquired through open market purchases. This transaction was accounted
for as a purchase. RG Data's operations are consolidated with FNS for reporting
purposes,

Year-to-date revenues for this segment decrcased $1.9 million, or 8.8%, and
expenses decreased $3.8 million, or 14%, primarily as a result of the sale of the
Company’s interest in Alabama RSAs No. 4 and No. 6, the acquisition of RG Data and
reduced costs and expenses for the Holding Company.

Other Income Statement Items
Interest Expense

Interest expense was $22.2 million in the first six months of 1997, a $1.3 million
reduction from the same period in 1996. The overall decline in interest expense is
driven by increased capitalized interest of $3.6 million in the first six month~ of 1997 as
compared to the same period in 1996, primarily attributable to the fiber network build
project. The impact of capitalized interest is offset in part by an increasc in gross
interest =xpense in the first two quarters of 1997 resulting from higher levels of debt
outstanding.

Gain on Sale of Assets

In February 1997, the Company completed the sale of its 69.5% equity interest in
the South Alabama Cellular Communications Partnership. The sale resulted in an afier-
tax gain of $11.2 million, or $.07 per share. During March 1996, the Company
recorded an after-tax gain of $3.0 million, or $.02 per share, related to the sale of its
minority interest in the stock of a Canadian long distance company. The Company
decided to redeploy resources into more stralegic asscts as the assets sold were not
critical to the achievement of the Company's overall business strategy.

Equity Earnings frem Unconsolidated Wireless Interests

The Company's minority interests in wireless operations and its 50% interest in the
Frontier Cellular joint venture with Bell Atlantic/NYNEX Mobile are accounted for
using the equity method. This mecthod of accounting results in ihe Company’s
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pronortionate share ¢ earnings being reflected in a single line 1item below operating
income

Equity eamings from the Company's interests in wircless partnerships in the first
six months of 1997 were $4.3 million, an increase of $1.1 million or 36.1% over the
first six months of 1996. The improvement in equity camings is driven by expense
reductions and increased operating cfficiencies as compared to the same penod in the
prior year,

Income Taxes

The effective income tax rate for the first two quarters of 1997, normalized for
nonrecurring items, is 38.8 %, consistent with the first half of 1996.

EINANCIAL CONDITION
Review of Cash Flow Activity

Eamings before interest, taxes, deprecisiion and amortization (“EBITDA™} i1s a
common measurement of a company's ability 1o generale cash flow from operations
EBITDA should be used as a supplement to, and not in place of, cish flow from
operating activities. The Company's EBITDA was $247.8 million and $327.3 million,
excluding nonrecurring charges, for the periods ending Junce 30, 1997 and 1996,
respectively. The decrease in EBITDA is primarily attributable to the decrezse in
revenue and increased operating costs in the long distance segment.

Cash provided from operations for the first six months of 1997 decreased $173.5
million or 70.8% as a result of increased working capital requirements and the decrease
in revenue. The prinary drivers of the changes in cash from operations include an
increase in deferred taxes of approximately $30.0 million, relating to the one-time
charge recorded by the Company in the first quarter of 1997 and decreased accounts
payable balances. The decrease in accounts payable is a function of the timing of
payments to vendors.

Cash used for investing activities decreased $28.8 million or 20.9%, primanly due
10 the proceeds received from the sale of the Company's equity interest in the Southemn
Alabama Cellular Communications Partnership which closed in the first quarter of 1957
($32.9 million). This decrease is offset by increases in capital expenditures during the
first six months of 1997 of §31.3 million or 27.3% and the purchase of an interest in a
cellular partnership in March 1996 (525.3 million). The increase in capital
expenditures is principally due to the fiber optic network build and continued product
enhancements,
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Cash provided frem financing activities increased $139.8 million dunng the first six
months of 1997 as compared to the same period in 1996, This net inflow of cash 15
driven by increased borrowings during the period, pnmanly attnbutable to the
Company's capital program.

Debt

The Company's total debt amounted to $783.2 million at June 30, 1997, an increase
of $101.9 million from December 31, 1996. This highes debt level is largely driven by
the Company's capital program, including the nationwide fiber optic network. In May
1997, the Company completed a $300.0 million offering of 7.25% Notes. Proceeds
from the offering will be used to finance a portion of the Company's cost of its
nationwide fiber build project. Until such time as additional payments are required to
be made to Qwest Communications Corporation, the company constructing the
nationwide network, proceeds from the offering were used to pay down a portion of the
Company's commercial paper borrowings. The net increase in borrowings is offset by
scheduled debt repayments of $3.0 million and by the §7.1 million of debt carried by
the Southern Alabama Partnership, which was sold in the first quarter of 1997, This
debt was assumed by the purchaser.

Debt Ratio and Interest Coverage

The Company’s debt ratio (total debt as a percent of total capitalization) was 43.5%
at Junc 30, 1997, as compared with 39.1% at December 31, 1996. Pre-tax interest
coverage, excluding nonrecurring charges, was 5.6 times for the six months ended June
30, 1997, as compared with 9.5 times for the same period in 1996.

Capital Spending

Through June 1997, gross capital expenditures amounted to approximately $147.4
million as compared to $114.3 million in the prior year. The Company plans to spend a
total of approximately $525 million to $550 million on its capital program during the
full year in 1997, including approximately $210 million for the fiber optic network
project. Through June 1997, capital expenditures relating to the fiber optic network
totaled $43.4 million. The Company anticipates financing its capital program with a
combination of internally generated cash from operations and external financing

Dividends

On June 16, 1997, the Board of Directors declared the second quarter 1997 dividend
of 21.75 cents per share on the Company's common stock, payable August 1, 1997 to
shareowners of record on July 15, 1997,
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The Financial Accounting Standards Board (FASB) issued Financial Accounting
Standard 130 (*FAS 130"), “Reporting Comprehensive Income,” effective for fiscal
years beginning after December 15, 1997. This statement establishes standards for
reporting and display of comprehensive income and its components in a full-set of
gencral-purpose financial statements. Comprehensive income is defined as “the change
in equity of a company during & period from transactions and other events and
circumstances from nonowner sources.” It includes all changes in equity during a
period except those resulting from investments by owners and distributions to owners.
Early application of this statement is permitied. 1f comparative financial statements are
provided for earlier periods, reclassification to reflect the provisions of this statement is
required. The Company will adopt FAS 130 in the first quarter of 1998

The FASB issued FAS 131, “ Disclosures about Segments of an Enterprise and
Related Information,” effective for financial statements for periods beginning after
December 15, 1997. This statement requires that public companies report certain
information about operating segments in complete sets of financial statements of the
company and in condensed financial statements of inteim periods issued to
shareholders. It also requires that public companies report certain information about
their products and services, the geographic areas in which they operate, and their major
customers. In the initial year of application, comparative information for earlier years
is to be restated. The Company will adopt FAS 131 in the first quarter of 1998. The
Company has not yet fully evaluated the disclosures that will be required by this FAS.

OTHER ITEMS

Open Market Plan

The Rochester, New York local communications® subsidiary began its third year of
operations under the Open Market Plan in January 1997. The Open Market Plan
promotes telecommunications competition in the Rochester, New York marketplace by
providing for (1) intercannection of competing local networks including reciprocal
compensation for terminating traffic, (2) equal access to network databases, (3) access
1o local telephone numbers, (4) service provider telephone number portability, and (5)
certain wholesale discounts to resellers of local services. The inherent risk associated
with opening the Rochester market to competition is that some customers are able to
purchase services from competitors, which may reduce the number of retail customers
and potentially causc a decrease in the revenues and profitability for Rochester
Telephone. However, results since implementation of the Open Market Plan indicate
that a stimulation of demand in the use of the network and new product revenue may
offset the losses from customer migration. Increased competition may also lead to
additional price decreases for services, adversely impacting Rochester Telephone's
margins. An additional positive feature of the Open Market Plan provides that
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Rochester Telephone can retain additional eamings achieved through operating
efficiencies. Previously these eamings would have been shared with customers.

During the seven year period of the Open Market Plan, rate reductions of $2!
million will be implemented for Rochester arca consumers, including $11.5 million of
which occurred in 1995, $2.5 million which occurred in 1996, and a rate reduction of
$1.5 million which commen~ed in January 1997. Rates charged for basic residential
and business telephone service may not be increased during the seven year period of the
Plan. The Company is allowed to raise prices on ceriain enhanced products such as
caller ID and call forwarding. Price increases on enhanced products partially offset the
rate reductions required under the Plan dunng 1997.

During the second quarter of 1997, the Federal Communications Commission
(“FCC™) issued decisions that arc intended to implement provisions of the
Telecommunications Act of 1996. Of significance were decisions that outlined changes
in the structure of universal service support and in the framework that pplies to certain
interstate rates that are generally characterized as access-related charges. In addition,
during the second quarter of 1997, a Federal appeals court rejected parts of an earlier
FCC order that set out conditions governing the pruvisions of interconnection services.
A preliminary review of these orders suggests they will not have a material impact on
Frontier or any of its business segments.

Under the Telecommunications Act of 1996 and a statewide proceeding, the
NYSPSC is considering the prices that local exchange companies in New York riay
charge for “unbundled” service elements such as links (the wire from the switch to the
customers premises), ports (the portion of the switch that terminates the link) and
swilch usage features. The Company is actively participating in this proceeding and
expects the NYSPSC to issue a decision on service elements in 1997.

Management believes there are significant market and business opportunitics
associnted with the Company's Open Market Plan. However, there are also
uncertainties associated with the Plan. In the Company's opinion, the most significant
risks relate to increased competition in the Rochester, New York market, the risk
inherent in the Rate Stabilization Plan and the potential diversification risk.

There can be no assurance that the changing regulatory environment will not have a
negative impact on the Company.
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Dividend Policy

The Open Market Plan prohibits the payment of dividends by the Company's
subsidiary, Rochester Telephone Corp. (“"RTC"), to Fronticr if (i) RTC’s senior debt is
downgraded to "BBB" by Standard & Poor's ("S&P"), or the equivalent rating by other
rating agencies, or is placed on credit watch for such a downgrade, or (ii) a service
quality penalty is imposed under the Open Markst Plan. Dividends paid to Frontier
also are prohibited unless RTC's directors certify that such dividends will neither
impair RTC's service quality nor its ability to finance its short and long term capital
needs on reasonable terms while maintaining an S&P debt mting target of "A"

In 1996, RTC faled to achieve the service quality levels required by the Open
Market Plan. On December 19, 1996, pursuant to the Open Market Plan, RTC
requested the NYSPSC staff to exclude certain months from the calculation used to
measure service quality, due to operating conditions considered by management to be
abnormal and beyond RTC's control. In April 1997, RTC received notice from the
NYSPSC that its request for a waiver of certain conditions in the Open Market Plan
related to service quality results was denied. The NYSPSC's uling will result in a
temporary restriction on the flow of cash payments from the Rochester Telephone
subsidiary to Frontier and a refund to Rochester Telephone customers of $.9 million.
Reserves sufficient to cover the refund were established in 1996. Th. Company has
presented a plan for disposition of the refund to the NYSPSC. A decision is expected
by the end of the year.

The temporary restriction of dividend payments from Rochester Telephone to
Frontier Corporation remains in place, as RTC has not yet reached 1997 service quality
levels that are sufficiently adequate to justify its removal. -

Part 11 - Other Information
Item 1 - Legal Proceedings

On June 11, 1992, a group of corporate plaintiffs consisting of Cooper Industries,
Inc.; Keystone Consolidated Industries, Inc.; The Monarch Machine Tool Company,
Niagara Mohawk Corporation and Overhead Door Corporation commenced an action in
the United States District Court for the Northern District of New York secking
contribution from fifieen corporate defendants, including Rotelcom Inc., a
wholly-owned subsidiary of the registrant held through intervening subsidiaries (now
named Frontier Network Systems, Inc. or FNS). The plaintiifs seek environmental
“response cosis” in the approximate amount of $1.5 million incurred by the plaintiffs
pursuant to a consent decree entered into by plaintiffs with the United States
Environmental Protection Agency (the "EPA"). Two additional defendents were
named in 1994. In addition to FNS, the current defendants are: Agway, Inc.; BMC
Industnies, Inc.; Borg-Wamer Corporation; EIf Atochem North America, Inc.; Mack
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Trucks, Inc.; Motor Transportation Services, Inc.; Pall Trinity Micro Corporation, The
Raymond Corporation; Redding-Hunter, Inc.; Smith Corona Corporation; Sola Basic
Industries, Inc.; Wilson Sporting Goods Company; Phillip A. Rosen; Harvey M. Rosen;
City of Cortland and New York State Electric & Gas Corporation.

The consent decree concemned the clean-up of an environmental Superfund site
located in Cortland, New York. It is alleged that the corporate defendants disposed of
hazardous substances at the site and are therefore liable under the Comprehensive
Environmental Response, Compensation and Liability Act ("CERCLA"). The
Company is anticipating that a final Record of Decision ("ROD") will be issued by the
EPA and will prescribe the remediation requirements for the site. The aggregate
amount of remediation costs to be incurred by the plaintiffs will be based on the
requirements of the ROD. The total cost of remediation at the site is uncertain,
although estimates have ranged from $25 million to $100 million. There has been no
allocation of liability as among or between the plaintiffs or defendants. The extent to
which plaintiffs can recover any of these costs from the defendants, including FNS, will
be determined at trial. The litigation has been delsyed by the bankrupicy filing of une
of the defendants. FNS has been vigorously defending this lawsuit. The federal
government and onc or more of the defendants have been in discussions intended 1o
facilitate settlement, but no recommendations have yet been made. The Company
believes that it will ultimately be successful, but it is unable to predict the outcome with
any certainty at this time.

Since February 1994, a large number of plaintiffs, all of whom are former ASI
shareholders, have filed and amended several and various complaints in Hennepin
County (Minnesota) District Court. Included among the defendants are ASI, its former
principal shareowners, Steven Simon and James Weinert, and Frontier. These suits
allege generally that Simon and Weinert, with and through ASI, embarked upon a
scheme to gain control of ASI and acquire all of its stock through common law fraud,
breach of fiduciary duty and certain viclations of the Minnesota Business Corporation
Act. This Act requires shareowners in a closely held corporation to act fairly toward
one another and refrain from misappropristion. Another action by a few former ASI
shareholders who dissented from & cashout merger that finally took ASI pnivate is
pending in federal court in Minnesota. The federal lawsuit asserts RICO claims 1n
addition to state common law and statutory violations. The claims against Frontier
maintain that Frontier controls the disposition of the restricted Frontier stock which was
issued to Simon and Weinert in connection with the acquisition of ASI and that such
stock should be held in trust for the benefit of the plaintiffs. Recently, the former
owners of over half of the stock who had made claims, entered into a scttlement in
principle with Simon and Weinert. That settlement is now being submitied to the
individual plaintiffs for their review and acceptance. Closure of the agreement is
expected in 1997. If the scttlements are accepted, the lawsuits of these plaintiffs shall
be dismissed
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Although it is too early to determine 1= outcome of the suits that have not settled,
Frontier, ASI and the other defendants each are contesting the claims. In connection
with the acquisition of ASI by Frontier, Simon and Weinert agreed to indemmnify the
Company for these claims.

On April 10, 1997, Jeff Thompson filed a purpoited class action on behall of
himself and all other similarly-situated persons in Circuit Court for Marengo County
Alabama. Named as defendants are Frontier Corporation, Frontier Subsidiary Teico,
Inc. and Frontier Communications of the South, Inc. (“defendants™). The complaint
also reserves the right to add additional defendants and identifies all of Frontier's
telephone subsidiaries. Concomitant with filing the complaint, plaintff also filed an ex
parte motion for conditional class certification which the Court granted. It
conditionally certified a class consisting of “All persons or entities in the United States
who have been charged by defendants or their subsidiaries or affiliates a fee for 'inside
wire maintenance’ without having given their affirmative acceptance 17 a repair service
contract; specifically excluded from this class, however, are all employees, agents,
officers, directors and affiliates of any of the Defendants and all persons or entities who
have pending and/or previously filed individual (non-class) lawsuits against any of the
defendants for the same claims set forth in the Complaint.”

In the complaint, plaintiff alleges that the Company improperly marketed and sold
deregulated inside wire maintenance services to defendant subscribers pursuant to a
“negative option” or “default sale” approach from January 1, 1987 to the present.
Plaintiff alleges that the defendants have never had enforceable contracts with their
customers for inside wire maintenance services, and have defrauded their customers.
Plaintiff requests a refund of all moneys paid for inside wire maintenance services.
This case is similar to a number of cases filed against other camers with local telephone

properties.

The Company believes that the inside wire programs in place in its telephone
properties have been implemented in accordance with the law and any applicable
regulatory requirements. The liability, if any, is not expected to be material. The
Company is vigorously defending against this suit, but cannot predict the vatcome at this
time.

The Open Market Plan discussion in the Management's Discussion and Analysis of

Financial Condition and Results of Operations in Part 1, Item 2 of this document is
incorporated herein by reference.
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Item 4 - Submission of Matters to & Vote of Security Holders

The Annual Meeting of Sharcowners was held on May 2, 1997 for the purpose of
electing a board of directors, approving the appointment of auditors, and voting on the
proposals described below.

All of management’s nominees for Directors as listed in the proxy statement were
elected with the following vote.

Ear Against
1. Patricia C. Barron 132,939,624 14,857,554
2. Ronald L. Bittner 130,688,397 17,108,781
3 Raul E. Cesan 132,994,515 14,802,663
4. Brenda E. Edgerton 132,982,164 14,815,014
5. Jairo A. Estrada 132,965,293 14,831,885
6. Michael E. Faherty 132,810,743 14,984,435
% Daniel E. Gill 132,098,903 15,698,275
8. Alan C. Hasselwander 132,830,634 14,966,544
9. Robert J. Holland, Jr. 132,820,958 14,976,220
10. Douglas H. McCorkindale 133,000,674 14,796,504
11. Leo J. Thomas 133,009,481 14,787,697
12. Richard J. Uhl 132,970,538 14,826,640

The appointment of Price Waterhouse LLP as independent auditor for the fiscal year
1997 was approved with the following vote:

-

Broker

143,517,942 863,464 3415771

The shareowner proposal regarding executive change in contral armangements was
not approved with the following vote:

Hroker

35.756,566 90,833,242 5,539,826 15,667,544
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ltem 6. Exblibits and Reports on Form B-K

(a) See Exhibit Index

(b)  Repoerts on Form 8-K filed during the period:

SEC Filing I lem N i 1S
March 23, 1997 7 Yes
March 27, 1997 s No
April 10, 1997 5 No
June 10, 1997 5 No

The Company filed no reports on Form 8-K subsequent to the quarter eaded June
30, 1997.
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SIGNATURES

Purcuant to the requirements of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned thereunto duly
authorized.

FRONTIER CORPORATION

(Registrant)

Dated: August 12, 1997 /s/Louis L. Massaro
By:

Louis L. Massaro
Executive Vice President and Chief Financial/
- Administrative Officer

(principal accounting officer)
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Exhibit
Number

3.1

32

33

4.1

10.20

27

Description
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Lo muowe closer to vastomers and more accurately Target new
markets, Fronter reneganized its sales force into four geographs
reiois i 1996, This new structure allows Fronner o mamtan
s consultative Lide toetawe sales approach with smalleemedium
Buisimess custoaners while mesing ~up marker” foy target J-"!‘.l'f
customers with more sophisticated requirements. Being close
to the customer s fundamental to providing the service-aher
thesale that erhances customer loyalty and extends Fronner’s
reputatien b excellence
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Many telecommuncanons compamies with Fronner's finanial

results mght comander 9% an cwiellent year. Revenoe tome 1o

80 e Dbl Beons 821 Tallion List year, and earnings pee share

bronn recurring operations grew from $1.15 w0 §1,50. Fronter's
Pisinesses generated $630 mullion i operating cash flisw

s

(FRITIIA and the finanal srength of the company canti
to improve. The company’s debr rano was reduced trom
41 pervent to 4 prient, and for the 37th consecutive year,
the dividend o shareowners was increased.

But the company has set iy sights even higher and continues

i s sEPATERY Bov v est 11 BEW Progeaims anud Pliﬂthh that

will genwrate bomgg e profitabidiny. Investments m natinwide
Cupanyn and other stratepic opportunitcs will result
i reased shareowner value

Frosotier amtnated o frmber of strategic maoves i 1996

verran wcllular Propertics Were divested because they did
not mesh wath the company’s T term stratepic alyectives
A piew linancal reporting system was introduced w thar
wales and wervice personnel i each and every sales office were
mdade more dceountable for the ]-ur|||||.1l1iiilv ol therr region. Amd
vubstantal progress was made in the consolidanon of Frontier’s
loing distance network inlrastructure

Although competition in the telecommunicanons busimess i
now a reality, Fromtier s well posimoned 1o flounsh in this new
sl rapadly changimng environment Fronter hay valuable assers
vl 3u“rn.ru| ;_ump(nuhc CAPCTICIWL G 11T th( [IIL.IL iuﬂx dj'l!]l'lu.'
atid wireless businesses. This i the toundavon upon which the
company's value propositm i buili—a combination that offers
i otull range of integrated relecommunicatons scrvices

I 1997 Fromtier will focus on expanding sales o s
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Financial Review

Frontier Corporation accomplished a great deal in 1996. Revenue grew over
20 percent, to nea-ly $2.6 billion. Earnings per share, excluding nonrecurring
charges, increased more than 11 percent over the prior year, and operating
income improved over 10 percent.

Foc the 37th consecutive yeas, the company raised the dividend on its
common stock. Frontier'’s financial condition as of December 31, 1996, was

Managemen’s :
Results of Openstions and Analysls : excellent and leaves Frontier well-positioned to grow and ro meet the chal-
lenges of increased compertition.
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Management s Dlscum of Rmﬂts of Opemtmns
and Analysis of Financial Condition

THE INTORMATION PRESENTED 1N THIS mﬂﬂﬂlﬂ;‘l mlﬁﬂlmm RESULTE OF OPEAATIONT AND AMALYHIS OF FINANCIAL CONDITION $HOULD
BE NEAD IN cnmweﬂoﬂ wiTH THE m FINAMCIAL ITATEMENTL m ACCOMPANYING WOTIS OF FRONTIIN CORFORATION [“TH.
COMPANT® OR “PRONTILA®) FOR THE tmmmmmn 31, 1994, ALL HISTORICAL FINAMCIAL DATA PRESENTED MAVE BLEN NESTATEO
FOR 1¥98 FODLING OF INTERESTS “Alm n THE MATTERE mumup THROUGHOUT THIE ANNUAL REPORT, ERCEFT FOR MISTORICAL
FINANCIAL RESULTS CONTAINED MEREIN, MAY BE m LOCKING 1N HATURE OF *FONWARD LODKING STATEMENTSE.® ACTUAL RESULTE MAY
DIFFER MATERIALLY FEOM THE FORECALTS QI W m FORWARD LOOKING STATEMENTE ANE IDENTIFIED Br BUCH WORDS AS
LXPECTE,” "ANTICIPATES." -aruEvas,” ‘m “FLANE" Mvmm OF SUCH WORDS AND SIMILAN SEPERSSIONS. THE COMPANY BELIEVES
ITE PRIMANY KISK FACTORE INCLUDE, BUT Jw Mﬁ l‘dl t‘lulllll iN THE ﬂilhu. FCOMODMY, THE MATURE AND PACE OF TECHMNOLOGICAL
CHANDE, THE NUMBER AND BI21 OF Gﬂll!l’!ﬂ'ﬁ N ml‘l MARKETS, CHANGES IN uw AND REQULATORT POLICY, AND THE MiX OF FROD-
UCTS AND SERVICES OFFERED IN THE GMWT H-:I’TI»- ANY PORWARD LODLING iurll-'ll'!'p N THE 1998 AMNUAL REFORT dMOUuLD
BE EVALUATED WM LIGHT OF THENE mmmmnﬂqmon

1 »

Swmw it _ : :qmimﬂun;:whﬁrufhﬂdhdwh:mumnmnmlm
B The Company plans to enter other new markets cither

This year was  peiod oftransiio and postosing or Fronte. mhﬂhulunhuutmﬁktolhuluhm:;;w

The contines to make the mation from a

and are reflected in the of operations
Frontier announced in Ocrober 1996 that it had joined Qwest
Cmmndmnulmhhm & $2 billion

natonwide fiber optic network, which when complete, will be
&ehﬁiﬁlﬁhﬂhﬂdhwm The

will invest almost $500 million through 1998 to complete th
mmCmmmhpnhOmhlmmM
Synclironous Optical Network (*
mmmﬂbwnﬂhﬂ-

network transmission costs in mid-year 1997, W
complete in 1998, it is 7 that nerwork will
interconnect nearly 100 citied, encompass mare than 13,000
route miles and provide coast-to-coast SONET connectivity,
m&wmhhﬂhmm*
cash from operations and shon

TheCmmbmnhha&HdMnhl o3

relephone service as an Alternative Local

(A-LEC) in the fourth quarter of 1996, As an l'mﬁu'
is providing local service, combined with & complete range

long distance and wireless products, in o ﬁwfuﬁﬂh
area. The Company is urilizing its vwn ‘i conjunction
with a local resale agreement with Nynex. Providing locsl
telephone services as an A-LEC is an pfficlent method of

mmhmmmmﬁnﬁ:huhw

nications services in 1997,

mlnthmn.ﬂn\'wklamluhphuuupmnmmn
hm&w:mdﬂﬂnﬂpm Market Plan.

promoses :=lecommunications compeh
ﬂleun.icumAndlm Tlu-
wmwmmmumgnm
wersus the prior year, despite the increased discount rates offered
to reseliers during 1996, The Company belicves it will continue
umedhlhhnuhnndndmmpmuwmukm

a bundled ttlecommusication product on one bill,

The Company's goal is 10 continue to develop it products
and customer base and build larger customer clusters in targer
segments and geographic markets, with the overall objective
of expanding its operations acrose line-f-business boundaries.

- Consolidated Results of Operations

Consolidated revenues were $2.6 billion in 1996, 1 $431.9
million, or 20.1%, increase over 1995, Revenues in 1535
increased $476.1 millidn or 28.6% over 1994, Normalized
for purchase acquisitions, revenues increased 11.8% and
17.2% in 1996 and 1995, respectively. The 1996 revenue
mhcmibmdwpw&hmﬁc.mmduh
énd marketing efforts and the promotion of new products:
Mhﬂhhh&mﬂmmﬁmm
The decline in the normalized revenue growth rate in 1996
aﬂnl”}hpﬂnﬂrhmhmdm
long distance service ofthe Company's major carrier
m&m&rﬁwﬁ:mwihdnfuuﬂtqmmﬂ
1996 and lower traffic grawth in other sales channels. The
pormalized revenue growth rate of 17.2% for 1995 is posicively
impacted by the major carrier customer’s business doubling n

sixe over 1994, Normalized for certain nonrecurring events, costs

and expenses were $2.1 billion, §1.7 billion, and $1.3 billion in
1996, 1995 and 1994, respectively. This resulted in operating
income increases of 10.3% and 22.3% in 1796 and 1995,
respoctively, Operating were 17.1%, 18.6% and 19.5%
during 1996, 1995 and 1994, respectively, The decline in
operating income-growth and the level of margins for 1994
mum-m.mo‘mmmumh
Company's total business represented by t=ng distance, which
operates at a lower margin than the local communications
segment. The decline was also influenced by the impact of

e el . d— o .
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As of Janusry 1, mu&cmmmm,
m-:. Accousiog o Pokempleye Bt sl

i mm,.‘aﬁ:.‘m:.%m

B w“km. m' qmuq increased §2.8
During qumnr costs
million (pre-tax) at the: telephone subsidiary

u»mhb«ﬂﬂnﬂwhmm-

mmmig,d*im

mTMMﬂlmﬂwmm
establishes & framework for

lmﬂuu.s.(}umufm

pRrAchle proer mﬁ.m"“‘m
an nay (o was

nmwtwwwmm#m

the FCC to restructure the

 Notice of Propored Mmmw
mmwmhmthwm
state access charged, mm&m#-wﬁwh
light of these procesdings.

Competitive Response to dwmm :

Act of 1996

hhﬁmmﬂmdﬂam of the
Act of 1996, a number of fundamental changes in the business
have occurred or are likely to take place. During many
mpmininthtbdﬂfhﬂ“ﬂﬂ-ﬁ
numdid:fmuruthrm&tﬂtmbu
nl&uw&u‘mhhﬂhpwmm
e
n-t
mp&muuﬂmdlﬁ#hhnhr

mrﬂuuudtlniﬁnnmw
include regulatory activity oa mﬂmm
to implement the new law, and to put in place mechanisms to

Mmhlﬂmhhuzmm-b

-
2 T S
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include activities designed to open new areas of
the radio =, and to permit technological development
of new and improvements in established services.

me;ndmwmm
the pace of innovation and business activity will accelerate.
New business relationships are developing and can be expected
1o continue. They are partially the result of provisions in the
Jaw that require new forms of pricing agreements. between facili-
ties-based carriers and resellers, new interconnection agreements,
and arrangements that replace long-standing tariff filing mecha-
nisms. They are als~ the result of strategic activities designed to
address the evolving marketplace. The new law promotes broader
mwddmmhmbnumupmhimmdnmlwhmm
munications lines of business and across such lines of business.

As a result of these events, the way in which individual compa-
nies do business is changing. that have operated

in traditionally independent lines of business mus cvaluare
—dudluhﬂdhqﬂmdpmdumﬂmmpmmmm
and capabilities that come from other areas. In the long
distance line of business, Frontier anticipated that public policy
would continue to evolve in favor of greater comnetition. As
nluh.duﬁummrhnbunpmﬂmumdlt-cun&ma

with numerous new competitors in cach of s busi-
ﬂmm&t&wdnphhmnmry
to compete aggressively ar.d successfully against all of the
competitors in its target channels.

Pare of this activity has involved an analysis of the merits
dmwmdhahunmduhudmuu'

of facilities can provide a number of benefins,

Mhﬂwdmunnmmumm
pricing opportunitics, oppartunities to deploy new services,
and the ability to offer services that are unique. Another pant
of this activity is improved marketing. Froatier expects that
brand awareness and product development will be an important
part of successful marketing in the future telecommunications

Froaticr committed significant resources in 1996
to diversifying ity product line and incrrasing its brand awareness,
a3 well as develop and strengthen its sales force.

Frontier anticipates that, in a few years, a majority of small
and sized businesses will buy their telecommunications
services in "bundles.” Markets will be fandamentally open, and
many of today’s most fundamental structural boundaries and
subsidies will be eliminated. As the nanue= of the business evolves
due to tethnology and changing regulation, Frontier is positioned
to take advantage of these trends.

Rochester, New York Open Market Plan

The Rochester, New York local communications® subsidiary
ity zecond full year of operations under the Open
Market Plan in 1996. The Open Market Plan promotes :
telecommunications competition in che Rochester, New York
mﬁqﬂmhmﬁ&thlﬂnmmmdmmns
networks including reciprocal compensation for termi-
nﬁuﬂﬂ!qﬂmmmmuhmulm
to local numbers, (4) service provider telephone
number poreability, and (5) certain wholesale discounts to
resellers of locsl services. The inherent pisk associated with
opening the Rochester market 1o comperition is that some
customers are able to purchase services frow competitors,
which may reduce the number of retail customers and poten-
tially cause a decrease in the revenues and profitability for
Rochester Telephone. However, results since implementation
of the Open Market Plan indicate thaet a stimulation of demand
in the use of the network and new product revenue may offser
the losses from customer migration. Increased competition may
also bead to sdditional price decreases for services, adversely
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Eiﬁ .—l—:ﬂ:iﬁﬁ 7.0% for resellers that
E%Eigiafgv&!ﬁ
that, currendly, all resellers in .—llﬁlulnig.-
operator gerviced, i ng as it iin-.—,.n!us. at an accelerated pace over
gﬁngsﬂluﬂn.ﬂnwi the past two years. During 1995, the Company was notified
proceeding, the NYSPSC is also considering the prices that local that this customer would be EE:‘ s own E&E:ﬂ
exchange companies in New York may charge for *unbundled™ Eﬂﬂgﬁni?i _#E-i?..
service elements such as links (the wire from the switch 1o the - one of more additional carriers, Fn .q._n .._E_
EBnﬁu—..ﬂararuﬂn_.r-;li-;.uﬂi customer entered into a ifai.ﬂi-ﬂg with the
nates the link) Eiiiuﬂni sctively Company, eliminating the customer's existing minimum monthly
_Iami_an.l E—ilgtﬁﬂg commitment for 1-plus service in exchange for an extension of

a decision on service elements in 1997, " “the exclusivity for the Company to carry the customer's higher
sults of Segment Operations ' Eﬂﬂﬂhﬂnﬂﬂf-iﬁ%ﬂﬂ?ﬁ&w%

. PR ; Decem 996. As a resuly loss of ihis castomer’
ning of 1996 to reflect thie predominance of its two major approximately n#&ma.nmﬂ.._gn stance revenue in the
oﬂ&aﬂﬂ.ﬂﬂﬂ?ffﬂi!ﬂ—g m.inra_.!.ﬂ 1996 as compare the third quarer.
services. The Company currently reports its operating results The loss of this customer’s 1 .ﬂr#ﬂﬁmnng tributed tu a decreass
rﬂ-ﬁ%f%_ ; Services, Eggs&ngaﬁﬁ!gi%

n&auqﬁ.aan:mni!. d Corporate ru!.!_!. Jevels resulted in a higher level of fixed network costs than
Other. The Compary’s majority interests in two wircless required by the remaining valume of business carried by
properties, which were previously reported as & Wireless Company during the quarter

- “omma.:.oi,.m!.-&nii S billion, $1.3 billion and $.9 billion in 1996, 1995 and _aE“

switch network, These operating efficiencies were offset by F&Et-g_iiﬂﬁncﬂ!;u

%
increased SG&A charges during the fourth quarter associated 1996, 58% in 1995 and 56% in 1994, The higher cout of
with advertising %ll—lliiﬁ access percentages reporved for all periods is primanily due
for new revenue initiatives. b to the increased discounts provided to the Company's major
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anmmmmmmuu&mw-u

an md:rmdmﬁzn.uhmmdhu&

in the fourth quarter M a higher

of fixed nerwork costs than Wtﬂm

volume of minutes acually carried by the

during that period. The Company has

Mwwmamdmnﬂmhmiﬁ-

ciency of its network.
SG&A as a percentage of ﬂlﬁ.ﬁ‘hl?‘!&.

23.1% in 1995 and 24.0% hlm.“l‘lunhnhuu

a percentage of revenuey are pi
without

&mmcmpmmm“npnﬂm
Compmymmm"npm"br &*m
larger customers and to newer seevices, such

s prepaid calling cards and local services.
Bcprn‘il mmmhﬁ&ﬁrui miltion

7
and $202 mﬁmhpﬁuﬂfhﬁhﬂﬂﬂhw
acquisitions in 1996 and l’ﬂ.m

Operating income, excluding
96%“&30-&%“1?”!“1”’
margin was 12.2% in 1996, 14.15% 4 15.9% in
1994, mmﬁqdmwmwmlﬂi
revenue growth and the increases in cost of access as & percentage
;mehdumﬂnhmutﬂmw

Company anticipates operating m
1997 as higher revenue levels are achieved, excess
urermudﬁmmmhmdm m
cies are introduced. Additionally, ﬂﬁlm

fiber optic network is expected to reducs cost
structure. FmMM-vm
the various wm‘dﬂmﬂmw
1997 and 1998,

Local Communications Services
Local (mumm&ﬂmmw
phone operations in RM&-M“‘:IIW
Dpcunonl, whthlrecumptuﬂn

in 13 states, mmmmummmm
fion are dtbulwmrmunlndww
generated by Frontier Commuications of Rochester, a competi-

tve telecommurnications

- markesplace:
the Local C
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company formed on January 1, 1995, .
that provides an array of services on @ retail basis in the Rochester
Consequently,

complete by July 1998,

an increase of $21.3 million or 3.4%. Revenues for 1995
increased 2.0% over the prior yeas, or 3.5% adjusting for the
sales of Ontonagon County Telephone Company in March
1995, and Minot Telephone Company in May 1994. Revenue
mhlmwdnmmpuﬂhﬁkmtundm
products and features and a higher demand for services in the

open market environment. Sce a discussion of the Open Marke:
ththMNwYmkmMmpqulﬁl?
Total access lines increased 2.8% and minutes of use increased
6.7% in 1996 over the prior year. Revenue growth in 1996 in
the Rochester, New York market was 3.1%, consistent with the
rate of growth in 1995, In general, prices being charged both o
customers and to long distance companies for sccesa service

usage have declined over the past three years. This is due not
wmmwum:nmm
tion in the Company’s largest markets. Prices charged 10
customers and access prices charged to long distance companisz
may continue to decline as competition increases and regulacory
controls are relaxed.

Costs and expenses for the local communications segment,
excluding nonrecurring were $424.5 million in 1996,
an ificrease of $1.1 million, which was relatively flar as compared
to 1995, The Company continued the centralization of certain
administrative funcrions in 1996, resulting in lower operating
costs. Lower administrative costs were offset by increased costs
for the Rochester, New York telephone operation as a resule of
higher expenses associated with union contract negotiations,
Mm#ﬁdlmlncurmlmcmmmwlthmm

with Communications Workers of America, Local
1170, were necessary to ensure continued high standards of
customer service in the event of a work stoppage. The contract
pegotiations are currently at an impasse and the Rochester
company the rerms of irs final offer as of April 9,
1996, Ththmﬂdunmrhbwwmmmphmmmc
Natiohal Laber Relations Board (the “NLRB™). In June,
Frontier received 3 favorable determination after review within
the agency which rejects all unfair Lbor practice claims that
could have impacted the declaration of impasse, The Union
appealed these decisions within the NLRB and on December 2,

1996, the agency remanded the marter back to irs regional office
nﬂthﬂumhd-duﬂmdm.uﬂhum
the other actions and dismissing those other unfair labor practice
charges. The remanded matter will go back to heering in
mid-1997.

Costs and expenses decreased $6.0 million in 1995 as
compared to 1994, This decrease was due to the sales of
Ontooagon County Telephane in 1995 and Minat Telephone
in 1994, ongoing cost controls, and was partially offuet by
increased selling and marketing costs.

Operating margins for the Local Communications segment
continue to Improve. Operating margins, excluding nonrecur-
mmmﬂﬂihlmn!%mﬂﬂldﬁﬁﬁ
i 1994, This improvement is reflective of the continuing
Whmdﬁdﬂmmﬁmmm

revenue growth.
Duﬁuhul”!.mm-pmmmmntmnmsm
swiich consolidation plan at its Rochester Telephone Corp.
and Frontier Communications of New York subsidiaries,
The theee-year plan 1o consolidate host switches and reduce
the number by aver 60% is projected to improve network
and reduce the cost of maintenance and software

efficlency
upgrades. As of December 1996, the project is progressing as

Mﬂﬂmmmmmmnm
that the project will be substantially




0 comprise the expenses tradidonally
associated with a holding company, including executive
expenses, corparate finance and treasury, investor relations,

ﬂmhﬂ!m

and installs telecommunications systems and w‘l‘h-
less operations include the Alabama RSAs No., 4 and No. 6, in
which the Company has a 69.5% interest and Minnesota RSA

No. 10, in which the acquired a 100% interest in
March 1995. This later was accounted for as a .
purchase transaction, all years, before nonrecurring
charges, were relatively ’ :

In October 1996, the a definitive agree-
:uutmdlhé!.!ﬂil-‘h# 'RSAs No. 4 and
No. 6. The Company expects to recognize a gain on the sale of

mmhdnpm-ﬂbhhhlmmd 1997,

Other Income Smlllml

Interest Expense

Interest expense was mmh I”I,néuuud

mmiﬂhnu 194% M;E::b _kl'-hﬂd ok
interest expensé in 1 asa .

nancing approximately $140 m“&hdﬂﬂ
mmmmwdw Cow.qhn
utilized excess cash 1o pay
resulting in a lower average debt h‘lﬁﬁ

than in 1995, mmmwﬁrm 5 than 1994
due 1o increased bnuwhpuﬂpmnﬂ-mcmnﬂ
long dlmwrdnulqum

for using the equity method of accounting. This method of
accounting results in the Company's proportionate share
carnings being reflected in a single line icem below operating
income. Frontier Cellular is the Company's largest uncunsoli-
dated wireless interest.
iqmymhﬂ&mhMMHﬂdﬂ
parmerships were $9.0 million in 1996, $3.7 million in 1995
and $3.2 million in 1994, The increase in equity earnings during
1996 is attributable to growth in customer base, increased usage
and long distance revenue from the wireless partner-
ships’ Mdh%u-nﬂnhm
a portion of the growth is 1o the expansion of
Frontier Cellular into othér areas of New York and Pennsylvania.
The customer base grew 46% and revenues
W‘Iﬂwlﬂl-mwmmm

in 1995 were lower than because of significant customer
acquisition costs. Priot to July 1994, the Company’s revenues and
parmerships in New York State,  were contributed to
Frontier Cellular, had been fully consolidated.

Income Taxes {7

The effective tax rate in Iﬂﬂ”ﬂ.mﬂ,lﬂ in
1995 and 36.8% in 1994, The effective tax rate in 1996 is
lower than 1995 due to the nammm
from the Company's 1995 lmldilulﬂ and sequisi-
Mlmhduw .

tions. 'I'I'm:t 1995 effective MMM
additiona! amounts of nondeductible goodwill lpw'ﬁnﬁau
and nondeductible transaction mm:hﬂuw-ﬁ long
distance merger and other nquu:iﬂm

Financlal Condition

Review of Cash Flow Activity
Cnhpmvldndhumnpﬂ:ﬂwtnl”ﬁnmunﬂdmﬂﬂ?
million as compared to $357.1 million in 1995, normalized for
Hl.lmﬂlmolud:pudiuuquhﬂmuhmdd;mm
$305.5 million in 1994, Cash from operations is driven by the
Company's expanded revenue base in long distance and the
strong operating retumns by the local communications
services segment, In 1996, the accounts receivable and accounts
payable balances were less than the prior year due to lower
mﬁ:hﬂhhdu&wﬂaqumnundh:hhlm‘l-ﬂm
service provided to the Company's major carrier customer. In
addition, the Company launched yeveral marketing programa in
the second half of the year designed to stimulate revenue growth
ulm The 1995 accounts receivable balance increased over
prior year primarily because of the significant revenue growth
hmmmwwwmmmm
by one time payments of accounts payable related to purchase
scquisitions of $29.3 million. In 1994, cash from operations
was offser in part by increased working capital requircments
and the taxes associated with the gain on the sule of the Minot
property in North Dakota in May 1994, The gross cash proceeds
from this sale appedr in the *Cash Flows from Investing Acuivi-
ties® section of the Consolidated Statements of Cash Flows.

Earnings before interest, taxes, depreaiation and amormzation
{‘EIITD.\'HI # common measurement of a company’s ability

generate operating cash flow, EBITDA should be used as a
mpplmnnm.whﬁud cash from operating activities.
The Company’s EBITDA was $629.5 million, $568.2 million and
$478.9 million, excluding unusual items, in 1996, 1995 and
1994, respectively.

Cash used for investing activities was §33.9 million, $519.3
million and $85.7 million in 1996, 1995 and 1994, respectively,
Capital expenditures continue to be the largest recurring use
of the Company’s investing funds, Capital spending amounted
to $309.2 million, $163.7 million and $112.2 million in 1996,
1995 and 1994, respecively. The increase in the 1996 capiral
program was due to the long distance nerwork expanzion
required to meet customer traffic demands, continued product
enhancements and initial construction costs for the fiber opric
petwork build. The Company’s cash purchase acquisitions of
$349.5 miillion were the largest use of investing activities in
1995, Cash used for investing activities in 1994 was oifset
by the excess cash generated from the sale of Minot Telephune
of §55.7 million.

Cash flows from financing activities amounted o an outflow
of $62.2 million in 1996, compared with outflows of §134.5
million in 1995 and inflows of $109.6 million in 1994. The
Company's largest recurring financing activities are the common
and preferred dividend payments which totaled §138.7 million,
$82.8 million and $59.3 million in 1996, 1995 and 1994,
respectively, The large increase in the 1996 dividend payments
was caused by an increase in the numher of shares outstanding
as & result of the issuance of 69.2 million common shares on
August 16, 1995 for the ALC merger. The Company’s comumer-
cial paper borrowings increased at the end of 1996 due to the
capital program and an outlay of over $60 million for the fiber
optic network build, causing a net debt increase of $48 million.
During 1995, the Company made $4.9 million of scheduled
debt repayments and also refinanced §274.4 million of its long-
term debt instruments. The refinancings included repayment
of $76.8 million of ALC's 9% Senior subordinated debs, the
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retirement of $69.8 million of 9% dlbmudahmh-

repayment of Rochester Telephone Corp,'s revolver of $100.0
million i conjunction with this subsidiary’s medium term note
oﬁmn;udﬁuml"mﬂﬂ'f.! million of debx from the
h:gdmm

cles in place to ensure adequate Liquidity in |
anticipated cash needs. The Company has comm paper
prugmmmuimsﬂﬁmﬂlimwhﬂni  backed by
committed revolving credit agreements. In I!%.I’roll:ill'
Corporation's $250 million revolving credit ag 4
amended to increase the available line of nlm-iliu.
The Company, through its

subsidiary, Rochester Telephone
Corp., also has a $100 million revolving line of gredit. At

December 31, 1996, total borrowings and avallable
under these lines of credit wers $248.6 million and $201.4
million, respectively. In addition, the a $500

million universal shelf starement, uuq-st.c'
in November 1995, Mhhﬁwﬂlm

Proceeds may be used for general corporate M
but not limited to, financing and groweh

December 31, 1996, mmnduhanhdw
mdmn-pnﬁuu.m capital was $51.1

Company's
million, $18.9 million and $368.1 million st Decelnber 31, 1996,

1995 and 1994, respectively. The chenges in the 1995 and 1994
working capital are due to the Company’s acquisition program.
At December 31, 1994, aggregate debt amounted
to $€.3 million for 1997, $8.8 million for 1998 and $30.3 |

million for 1999, Despite the Company’s 1995 i
program, the debt to total capital ratio ar December 31, 1996
improved to 39.1%, &3 compared to 41.0% in the prior year
and 41.2% in 1994, Pre-tax interest coverage, which measures
the Company's ability to adequately cover i financing costs,
was 9.1 times in 1996 versus 7.6 times in 1995 and 6.7 times
in 1994 (excluding nonrecurring charges for all years).

The Company continues to clrry credit
of *A” from Standard & Poor's, Duff and Phelps and Fitch,
and A" from Moody's. The rating agencies dovngraded the
Company as a result of its menger with ALC in August 1995,
In spite of the combined entity's financial position,
the rating mndnmdmmui&nhaﬂ&hduﬂnmpmﬂ
business risk assoclated with an increasing dependence on the
mere competitive long distance business. These ratings remained
in cffect at December 31, 1996.

- Tmlpu-umhr plant and equipment
in 1997 are lﬂil:ipindtohlppm:im:mly $590 million,
which includes over $250 million for the Company’s fiber opuic
network. Abseng the expenditures associated with the fiber optic
network, the 1997 capital program represents an increase of
Wﬂyiﬁmﬂhm 1996, largely due to interna-
tional network investments over high density rouses to lower
transport costs, system development costs to enhance the billing
platform, network growth and the switching costs associated
wﬁmepnrh\hmunlmldeleumM -LEC)
integrated product offering. Mhe Company anticipates financing
its capital program with a combination of internally generated
cash from and external finaczing.

In November 1996, the Company’s Board of Dircctons

Jincréased the quarterly dividend paid on common stock to

$0.2175 cents per share, payable February 3, 1997, to share-
owners of record on January 15, 1997, Thnz-l':. increase
raises the annualized commoa stock dividend to $0.87 per
share. This represents the 37th consecutive annual increase
in the Frontier dividend.

New Accounting Pronouncements

!:Ehﬂnjuwr‘l Imh&mmrw}'ﬂ 121,
for the cf Long-Lived Assets to be

" Disposed OF.” FAS 121 requires that certain long-lived ass=ts

and identifiable intangibles be written down to fair value when.
gver an impairment review indicates that the carrying value
cannot be recovered on an undiscounted cash flow basis. The
statement also that certain long-lived assets and idenn-
fiable intangibles to be disposed of be reported at fair value less
selling costs. The Company's adoption of this standard resulted
in a non-cash charge of $8.0 miltion (net of a tax beuefit of
$4.4 million) and is reported as a cumulative effect of a change
in sccounting principle. The charge represents the cumulative
adjustment requirsd by FAS 121 to remeasure the carrying
amount of certain assets held for disposal as of January 1, 1996,
These assets held for disposal cons.st principally of telephone
switching equipment in the Company’s Local Communications
Services segment as a result of mansgement’s commirment,

in late 1995, to a central office switch consolidation project
primarily at the Rochester Telephone Corp. and Frentier
Communications of New York subsidianies.

Effective January 1, 1996, the Company adopted the provi-
sions of FAS 123, “Accounting for Stock-Based Compensation.”
FAS 123 establishes accoudting and
employee campensation plans. Thase plans include all arrange-
ments by which employees recrive shares of stock or other
equity instruments of the employer or the employer incurs

. liabilities to employees in amounts based on the price of the

employer’s stock. This statement defines a fair value based
method of sccounting for an employes stock option or similar

* equity instrument, byt also allows an entity to continue to

measure compensation cost for those plans using the intrinsic
value based method of accounting prescribed by APB Opinion
No. 25 {"APB 25") “Accounting for Stock lssued to
Employees.” The Company elected to continue to follow the
provisions of APB 25 and has provided the pro forma disclo-
sures required by FAS 123,




Report of lndebendg:it_

Accountants ”

, To&uswdﬂmwshm
ufFram‘e-rCorpnrliiﬂl

hmoﬁmhﬂwwnﬂﬂhwddﬂ

uditors, the accompanying balance sheets and the
;namwm”ﬂmmqm

subsidiary, 1
$432,146,000 and $284,725,000 at December 31, 1995 and
1994, respectively, and total revenues of $852,057,000 and
$567,824,000 for the yeary ended December 31, 1995 and 1994,
mmdrthwmm-“hcﬁuaﬂm
whose report therean has been furnished to us, and ous opinion
expressed herein, insofar as it relates to the amounts included for

ALC Communications Corporation for the years ended December
Jl.iﬂsm1mihﬂqﬂynhmdhm
auditpes. We conducted ous audits of these satements in accor-
dance with generally standards which require
that we plan and perform the audit 1o obain ressonable assur-
mmm.hﬂuﬁmm&uam

misstatement. An sudit includes on a test basis,
evidence supporting the amounts and in the financial
starements, mssessing the p:hdphlud-dﬁnﬂi

cant estimates made by management, and evaluating the overall
financia' statement presentation, We believe that our sudits and
thcmda&unﬂmm;nﬂmwiwﬂ:

opinion expressed above.

As discussed in Nose 1 ‘h#ﬁlﬂm‘lﬂ!
the first quarter of 1996 the Company adopted the provisions
of Statement of Financial Accounting Standards No. 121,
*“Accounting for the n”q-liﬂdﬁ-nllnd
Long-Lived Assets to be -

Mdiln-dhﬂu-lfhﬁl Mmm
the third quartor of 1995 the Company adopted the provisions of
Staternent of Financial Accounting Standards No. 1186, *Accounting
for Contributions Received and Contributions Made.”

As discussed in Note 5 to the Mﬂl‘n_l.ﬁi‘ﬁe
third quarter of 1995 the Company disconthaved sccounting for
mmdhhﬂmﬁﬁ-%hm
dance with Seatement of Accounting Standards No
71, “Accounting for the Bffects of Certain Types of Regulation.™

As discussed in Note 13 1o the financial statements, during
the first quarter of 1994 the Company ad the
of Statement of Financial Accounting No. 112
'Empl-nrm Ammhhmwmﬂmcﬁu

ARG

January 27, 1997
Rochester, New Yag:

SR T (1T Te M

Report of Management

The integrity and objectivity of the accompanying financial
information is the responaibility of the management of

* Frontier Corporation.

The financial statements report on management's account-
ability for corporaie operations and assexs. To this end manage-
ment maintains a highly developed system of internal controls

*  and procedures designed 1o provide reasonable assurance that

the Company's assets are protected and that all transactions are
accounted for in conformity with generaliy accepted accounting
principles. The system includes documented policies and guide-
lines, augmented by a comprehensive program of internal and
independent audits conducted to monitor overall sccuracy of
financial information and compliance with established procedures.
Price Waterhouse LLF, an independent accounting firm

ment meets its
evaluate the system of internal

* and perform such tests and other procedures they consider

necessary to express an opinion that the financial statemegts
present fairly the financial position of the Company.

S N Hoeomis

Louis L. Massaro
Executive Vice President and Chicf Financial Officer
Frontier Corporation

Report of Audit Committee

The Audit Committee of the Board of Directors is comprised
of four independent directors who are not officers or employees
of the corporation. The commirtee oversees the Company's
financial reporting process on behalf of the Board of Directors.
The Audit Committee recommends to the Board of Directors
the independent accountants for election by the sharcowners.
The commirtee also meets regularly with management and the
independent accountants and internal auditors to review
accounting, auditing, internal accounting controls, pending
litigation and financial reporting matters. As a marter of policy,
the internal auditors and independent accountants have unre-
wtricted soc=ss to the Audit Committee.

" P
Jairo A. Estrada

Chairman, Audit Commuttee
Fromtier Corporation Boerd of Directors
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Busmess Segment Informatmn

In thousands of dollérs "Jhlnhhl-.l:lnn-hl n, Y ‘ﬁ*_; -_..__;:jf:‘_. ___H ________‘_“?_'! !
Revenues $1,888,259 $1,480,313 $1,010,425
Operating Income: .
mmwmﬂmm $ 230,658 § 110,462 § 161,107
__ Acquisition Related and Other Charges (20,823) 91,448) e =
Total Operating Income pad $ 209,835 $ 119,014 $ 161,107 |
Depreciation and Amortization i $ 83322 $ 61,59 s 3929
Capital Expendinures ; b e 3 186,906 $ 68,265 § 41668
Identifiable Assets . - gt $1.044,173 § 934,318 $ 465,335
mwmm |
T Btk conr Notk Yk Dravilliohe $ 325,166 $ 315273 § 305734
Regional Operations ; 317,847 | 306,452 303,944
Total Revenues ' s $ 443,013 $ 621,725 § 609678
Operating Income: |
Operating Income mwmmm«m !
Rodnm.ﬂn!’o&w § 81,604 $ 80991 § 76655
Ilq;lnul . : 134,024 117,290 103,595
Acquisition Re ndﬂthrﬁuﬁ y
Rochester, New York Opetations (17,340) (1,589) i
Regional Operations " (5,760) 8660} 0 =
Total Operating Income $ 192,538 $ 188,032 $ 180,250 |
Depreciation and Amortization; | |
Rochestes, New. York Operations $ 54N $ 55,698 | § 59,098
Regional Opcrations 47,579 48,711 | 49,490 |
ijmpcmmmm $ 102,350 $ 104,419 | S 108,588 |
Capital Expenditures § 101,342 S 73,766 | $ 60711
Identifiable Assets ____ $ 941,629 § 964,154 | $1,183,982
Revenues $ 442w § 41,653 £ 47442
Operating Loss:
Operating mmmmnﬁdnﬂm&uﬂ $ (9.589) $ (70,274) § (15730
_ Acquisition Related and Other Charges (4,900) (12840 =
Total Operating Loss e $ (14,489 $ (22,816) | § (15731)
Depreciation and Amortization . § 4274 § 3497 § 5445
Capital Expenditures $ 22,554 $ 10,544 § ll,!ﬂa
Identifiable Assers § 235718 $ 210,120 | § 411,477
Conmsolidated i E |
Revenues $2,575,569 $2,143,691 | $1,667,545
Operating Income: . |
omnqummmmmmm $ 438,707 § 398,469 | § 325626
~ Acquisition Related and Other Charges 3 (48,823) (114239, =
Total Operating Income $ 387,884 $ 284,230 I $ 325,626 |
Depreciation and Amortization £ 189,946 § 169,709 [ § 153313
Capital Expenditures ~$ 310,802 § 162,575 $ 113,735
Identifiable Assets $2.221,520 $2,108,592 £2,060,794

’

See sccompanymg Notes to Comsolidated Financial Statemants. f

5
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Consohdimd Statements of Income

Ium.gfﬁﬂzﬂlh Years Ended December 31, 1996 1995 | 1994
Revenues . o aal" 5 $2,575,569 $2,143,691 | $1,667,545
Operating expenses 1,098,889 1,527,050 1,139,587
' and amortization 189,948 169,709 153,323
Taxes other than income taxes ; 50,027 48,461 49,009
related | : 48,823 114,239 -
Total Costs and Expentes 2,187,685 1,859,461 1,341,919
Operating Incoms '~ 387,884 284,230 325,626
Interest expense . . 43,175 53,557 50,216
Other income and expense:
Gain on sale of assets © 4976 4,826 10,063
Equirr -mhp Mm u-inh- interests 9,011 3,676 3,185
2,344 9,673 8,364
Otherm 500 3084 | 650
income Before Mmh
Cumulative Hqtﬂﬂun’n h Accounting Principles 360,540 245,664 296,332
Income taxes 142,596 | 100,896 109,078
humldmm tems and Cumuiative
Effect of Changes in Accounting Principles 217,944 144,768 187,254
Extraordinary items o © v . - (121,208) i
Cumulative effect of :h* in accounting principles (8,018) (1,477) {7,197)
Consolidsted Net Income £y © 209926 22,033 180,057
Dividends on preferred stock ' . 1,182 1,191 1,187
Income Applicable to Common Stock § 208,744 $ 20,892 $ 178,870
X Et.;- . e ——  e—
Income before extraordinary items ard cumulative
effect of changes in accounting principles s 1.32 $ 89 ] 1.16
‘Extraordinary ivems . i — (.75) -
Cumulative effect of in principles (.08) (.01) (.04)
Earnings Per Common Share : 5 1.27 < 13 $ 1.12
Average Common Shares Outstanding fis thomsends) 164,013 161,669 160,353
n




1-;, el ] ".- 3
~Consolidated Ba!ance Sh:cts
luﬁwﬂdhhwﬁ-g_ December 31, 1996 1995 | I_'Ii]
ASSETS W 50, '
Current Assets S
Cash and cash equivelents = 0% $ 30,948 § 31,449 $ 359,309
Short-term investments -t & - - 9,047 |
Accounts receivable, (less M M
of $30,911, $28,515 and s:m'r.m} 364,256 404,081 263,815 I
Materials and supplies 13,198 12,928 8,586
Deferred income taxes -c SR it 30,349 43,588 5712
Prepayments and other ) o T Y 30,483 31,089 27,357
Total Current Assets R, 469,234 523,135 673,826 |
Property, plant and met . i 971,259 881,309 1,034,442 |
Gundmll and customer e 535,979 550,081 222,442
Deferred and other assets - i P AT 245,048 154,067 130,084
Total Assets R TEREY $2,221,520 $2,108,592 $2,060,794
UASILITIES AND SHAREOWNERS' EQUITY :
Current P .
Accounts payable 4 § 322325 § 381,680 § 243421
Dividends payable ek , 35,966 33,247 15,487
Debt due within one year : 6,253 14,871 4,966
Taxes -7 34,963 26,842 28,070
Other lisbilities S X0k : 18,598 47,561 | 13,754
Total Current Liabilities - ' -~ 418,103 504,201 303,698
Long-term debt 475,043 618,867 661,549
Deferred income taxes 2,542 15,644 98,217
Deferred employee benefits obligation . 45,479 $3,385 - 46,001 |
Total Liabilities . R 1,161,167 1,197,097 | 1,110,465
Shareowners’ Equity iy % ’
Preferred stock : 22,611 22,769 22,777
Common stock, par value $1.00, authorized
163,731,733 shares, 158,063,387 shares-and :lp .
issued in 1996, 1995, and 1994 . Y 163,732 158,063 149,294
Capital in excess of par value ' 500,196 420,172 379,404
Retained earnings 385,350 317,149 397,854
IR | sty 1,071,889 8,153 949,329
Treasury stock, 6,375 shares in 1996 and 1995, ac cost 147 147 -
Unearned compensation-restricted stock plan 11,389 6,511 | - —
Total Sharcowners' Equity PENTR 1,060,353 911,495 949,329
Total Liabilities and Shareownars” -M- $2,221,520 $2,108,592 £2,060,794

&vmmNmanW’.
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Consohdaﬁad&tatameﬂm of Cash Flows

In thouiands of dollers- 'hn-'!nﬂb-u-i-n! / 199¢ 1993 1954
nwmam T '-.'.r; A '
: i T $ 209,926 § 22,083 $180,057
Mnumm to nnnndln net hn'.lu o net auh %
provided by operating ies: .
E:motdhlrrhu; Ll SESHT s . ‘I!.ﬂ';. lﬂz::;i -
Cumulative effect’ i MM 11,072
mmmw o T 48,823 114,239 —
ion and amortization 189,944 169,709 153,323
on sale of assets e , ', (4,976) (4,826) (10,063)
Equity earnings from unconsolidated wireless interests (9,011) (3,676) (3,185)
. ';' ‘:..'."Jl' .‘. '-_-,.. .__"' o . T 9-? 1.!1‘ 511
: ; 36,549 {99,127) (37,691)
' terial an (1.302) (1,470} 1,824
in prepayment (2,077) 6,480 (2,434)
nd Gther (20,903) (32,482) (17,478)
cCoUntS | (79,134) 30,585 32,544
in taxes accrue 1,042 8,663 (746)
Increase in deferred employee benefits obligation 6,608 9,947 6,958
Increase (decrease) in deferred income taxes 7,682 | (72,631) (9,227)
Total adjustments - SRR T 185,735 303,941 125,408
Net cash provided by opecating sctivities ~ ~ : 395,661 126,024 305,455
Investing Activities Cf s, ol :
Expenditures for property, plant and equipment - (246,533) (163,740) (112,162}
Deposit for capital projects” . ~E (62,694) e —
Decrease (increase) in short-term investments  * — 6,225 (11,386).
Invummtinﬂdhll:z:mﬂﬁl_ poste i oy "(29,422) {12,090) (3,939)
Proceeds from asset s il 2t . 13,841 - 56,698
Mmdmmnh,mdnﬁlqﬂ _ 9,118) (349,536) (18,546)
Other investing activities = (196) {370)
Net cash used in investing uthmh ; (333,920) | (519,337) (89,705)
Financing Activities "
Proceeds from jssuance of Ion.m debe 58,037 207,962 135,412
Repayments of debt (14,878) (279,319) (64,747)
Dividends paid (i (138,697) (82,801) (59,388)
Treasury stock, net - A £ : — {10,041) 2,302
Issuance of commeon stock _ 33,407 31,957 107,244
Distribution mmmwmdpooum e - (2,287) (11,236)
Other financing activities . (108) (8) i8)
Net cash {used in) E'."",.H by ? activities (62,236) (134,547) 109,579
Net (Decrease) Increase in Cash and Cash Equivalents : (501) (327,860) 325,339
Cash and Cash Equivalents at Beginning of Year 31,449 159,309 33,970
Cash and Cash Equivalents st End of Year : . § 30,948 § 31,449 $359,309
Seq accomparnying Notes fo Www
R
g, ,
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Consolidated Statements of Shareowners’ Equity
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AR :
In thousands of dollars 3 s } 3 1 _ 1
Prefesred || * Comsson Excess of Retained Treasury Unearned
" Seock | . Seock Par Esrmings Seock Compensation Total
Balance, January 1, 1994 $22785 | $108,630 | $308,649 | $ 289,852 |  $(2,191) § 727,725
Net income 3k ¥y I i 180,087 { 180,057
Redemptions e TOBF e L
Equity offering s | 101,368 104,114
Stock split : - 36,574 (36,574) 0
Exercise of stock options g 713 694 1,607
Exercise of warrans ~ ° v 28 1,242 2,070
Tax benefit from exencise ok
of stock opeions ] 4,062 4,062
g p s Bl (11,236) (11,236)
; [ {
Cnmmudcmc b3 }
dividends . | > e e (60,819} (60,819)
Other S - (434) : 2,191 | 1787 ]
Balance, December 31, 1994 s 7| $149294 | $379404 | § 397854 1 0 § 949319
Net income TR s T 22,083 22,083
Redemptions S L (8)
Retirements - g 17 13,142) 3,259)
Exercise of stock options 'y . <24 | 15,780 | 18214
Exercise of warmants “ 6282 | 8,095 14,347
Restricted stock plan activity, net. 7 & 200 7,000 § (6,511) 689
Tax benefit from exercise od
of stock options . '15252 15,252
Dn;nh:hnmm
pooled g (2,287) (2,287)
e Heleferh b A {100,501) (100,501)
Purchases for acquisitiond ~ * et (20,041) {20,041)
lsumances Ty 19,894 19,894
Other i <a | @aun 2.217))
Balance, December 31, 1995~ $22,769. S158063 | $420172 | § 317,149 | & (47} § (6511); % 911495
Net income R SIS : Y ik 209,926 209,926
iond - Lese | - 53 {105)
Exercise of stock options (e 5482 27,3155 ' 32,837
Exercise of warrants el e 1 o 218
Restricted stock plan activity, nét I - 100 4,089 (4,878) (689)
Tax benefit from exercisé " = .
of stock options g 48,531 48,531
Commaon and preferred o R - i
dividends 4 (141,418) (141,416)
Other iy e (135) (30%) (444)
Balance, December 31, 1996 ~  $22.611 | Em $500,196 | $ 385350 $ (147) $(11,389)| $1,060,353
See accomparying Notes to Consolidated Fimmcial Stasemints.
MR
t =
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straight-
- amortization is $106.5 million, $64.0

mmwhhhﬂummnrdﬁmhnnmdhm
are accounted for using the equity method.
mam-—uummm

10 make

mmhcﬂmhhdﬁ‘&qﬁud
wdlﬂrﬁﬁmhm : Mh!hmm

network équipment is 3 1 20 yes will lines
is 12 to 15 years and for - -« i 10 to 21 years.

The cost of depreciable 0¢ property units retired, plus
removal tosts, less salvage is wm

mﬂmmmm

mh-:dnrnld.ihn.khtﬂilt‘m hwm

as an element of
Mmmm—mmﬂumd

T e e R e
ona over 20 to

price of customer bases acquired is hblw“u

-line basis over principally 5 to 7
and $47.9
million at the ¢nd of 1996, 1995 and 1994, respectively.
m:w q‘wmm—hﬂ-n-:nzz
dmmmnhﬁnﬁ% a
J‘ recoverability

performed. I the estimated
future undiscounted cash flows associated with the asset is

compared to the assets’ carrying amount to determine if a write-

down to market value or discounted cash flow is required. -
Accounts Payable—Accounts p includes trade

mpyl&ﬂum‘whhm

mded“dﬂﬂlh

adjusted based on invoices hhﬂlm
carriers and others.

Fair Value of Financial and cash equiva-
qumrﬂuduwmhﬁn. are reasonable

estimates of fair value, The fair value of long-term debr is esti-
mated using rates currently available to the Company for debe
with similar terms and maturities. The fair value of all other
financial instruments approximates cost as stated.

Federal Income Taxes—Deferred tax assets and liabilities are
determined based on differences between the financial reparting
and tax basis of assers and lisbilities and are measured using
rﬂm Wmhﬂu“ﬂhh H%M

are 0 revene. ax tax

deductions related to common stock transactions with the
&mnmmh-wﬁﬂrwm
in excess of par value,

(L i‘...ﬁ.:l'q.:l o T

mwrpm-tahumnhwmunm
tax asscts when it is more likely than not that some portion or

all of the deferred tax mssets will not be realized.

Stock Splis—In November 1993, the Board of Directars

:m-l—fml split of th= common stock of the Company
in the form of a 100 percent stock dividend with no

change in the par value. The split was approved by the New
York Seate Public Service “ommission (* } and common
shares were distributed i 1994, Historical share and per share
data have been retroactively adjusted to reflect the split.

h-lnm—cmmbdhdndmd:h

: weighted average number of shares outstanding during cach

year. Common stock equivalents are primarily stock options
mmdwhmdndfudupmpnmddumpuuum
mmﬂ-&rmo{mhmutmm

dnﬁpmubhmnnd:ophmmdw-rrmucumud
during 1996. The resultant tax benefit realized from the exercise
stock options of $48.5 million is reflected as an adjustment
to capital in excess of par value and taxes accrued.

Actual interest paid was $49.6 million in 1996, $57.9 millicn
in 1995 and 556.1 million in 1994, Actua! income taxes paid
were $69.7 million in 1796, §108.6 million in 1995 and
$107.9 million in 1994, Interest costs associated with the
construction of capital asscts, including the nanonwide fiber
optic network project, are capitalized, Total amounts capital-
ized during 1996, 1995 and 1994 were $6.2 million, $1.2
million and $1.3 million, respectively.

prior year amounts have been
reclassified to conform 10 cutvent year presentation.

R.

2. Pooling of Interests Transactions
On August 16, 1995, the shareowners of the Company and
hLCthmCmmi'ALC’} approved a
merger of the two companies. ALC, through irs subsidiary
Allnet Communication Services, Inc. (renamed Frontier
Communications Services, Inc.), provided long distance prod-
ucts and services primarily 1o small and medium-sized business
customers and carrier customens nationwide, Under the terms
of the merger agreement, the Company exchanged two shares
of its common stock for each of ALCs common shares, The
total shares issued by the Company 1o effect the merger were
692 million. At the time of the merger, ALC had 1.9 million
stock options and 3.3 million stock warrants outstanding
providing on exercise tor the purchase of an equal number
of its shares. Afier the merger, cach of these options and
warmants, consistent with the 2-for-1 exchange ratio at the time
of the merger, cootinues to be exercisable for rwo shares of the
Company's stock. The transaction has been accounted for as a
pooling of interests and the consolidated financial statements
have been restated for all periods prior to the merger to include
the accounts and operations of ALC,

On March 17, 1995, the Company acquired American
Sharecom, Inc. (*ASI*), a long distance company
in Minneapolis, Minnesota. ASI's sales operations are concen-
trated in the Midwesz, Northwesr and California. The Company




T AT | R FFE
b g e P
rry ¥ F

npin&ﬂﬂhmm&'ﬂhm&
8.7 million shares of Frontier common stock.
hmwﬁnmuuuuyﬂm
common stack wete returned to the Company in settlement
dnwuqdﬁm&ﬁr'udmmmm

been sccounted-for as a pooling of interests and the consolidared
financial statements have been restated for all periods prior to

_ lhwquidﬁmtuindud:dumm;ndopeuﬁmmlﬁt.

Cmbhudlndnplnuruxdudfmiu&:ponmuc
dmmwwﬂm&wmnﬂhﬂ:

——

; : Froatier |
Im meillsons - Lk Corporation ALC Combined
Seven months ended July 31, 19935 '
{dnaudited) b :
Revenues $678.4 $443.8 $ 202 $1,142.4
Net income §$ 712 § 46.7 § 21 § 1200 |
December 31, 1994:  © ;
Revenues Py R $977.1 $567.8 $122.6 $1,667.5
Net incotne Smh $102.7 $ 643 $ 13.1 $ 180.1

thhmw P !'.' .
In March 1 Company scquired a

in the New York RSA o, 3 Cellular Pai .
RSA No. 3 is a provider of ¢e ‘mobile service
in the New York State Rural Service Area No. 3, RSA No. 3

{ interest

using the equity method of sccounting.
§25.3 million in cash for ifs interest i

m-.:- . 4

In November 1995, the Company acguired Link-VTC, Inc.
(*Link-VTC"}, a Bouldes, Colorado based telecommunications
e e e e
a payment of $4.3 million made in Jube 1996 as a settlement
In August 1995, Froatier acquired Schneider Communica-
tions, Inc. (“SCI”) and SCI's 80.8 percent inverest in LinkUSA
m!'mmﬁhiinmhﬂ-mpﬁ
telecommunications services in the Midwest. LinkUSA develops
sofrware applications for telecommunications companies. . -

. it
. e i 4 AT

tip (“RSA No. 3°).

On February 2, 1996, the Company acquired the remaining
19.2 percent interest in LinkUSA for $2.3 million in cash.

In May 1995, the Company purchased WCT Communica-
tions, Inc. WCT is a facilities-based long distance carrier
providing commercial and residential services in 45 states.

The Company paid approximately $80 million in cash for
all of the outstanding shares of WCT.

' The Company paid $95 million in cash for several other
purchase acquisitions which were completed in 1995 and are
included in the unaudited pro forma results. These purchase

were Minnesota Southern Cellular Telephone
y (March 1995), ConferTech International, Inc.
{March 1995) and Enhanced TeleManagement, Inc. (July 1995).
The following unaudited pro forma results of operations
for the twelve month periods ended December 31, 1995 and
1994, present information as if the purchase scquisitions had
occurred at the beginning of the periods presented. The pro

. forma results of operations are provided for information
purposes only. They are based upon historical information
which has been restated 1o reflect the pooling of interests with
ALC and AS!, and do not necessarily n.lect the actual results
that would have occurred nor are they necessarily indicative
of future results of operations of the combined companies.

1995 1984

In thossands dmwﬁhhm
Revenues $2,273,348 $1,949,551
Income before extraordinary items and cumularive effect
. of changes in accounting e’ § 130388 8 157,756
Net Income _ s 7,703 § 150,559
Earnings Per Common Share:
Earnings before extraordinary items and cumulative effect .
of changes in accounting principles : . 5 B 5 98
Earnings Per Common Share ' $ 05 5 93
Divestitures ’ ! : 4. Acquisition Related and Other Charges
In March 1995, the Compahy sold Ontonagon County ' In November 1996, the recarded a $48.8 million

Telephone Company in Michigan and its subsidiary, Midway
Telephone Cmmr]h-kmhdﬁqlﬂw
plans to expand in areas other than Michigan's Upper Penin-
sula. The sale resulted in & non-taxable gain of $4.8 million,
or $.03 per share. ~ o

In May 1994, the Company completed the sale of Minot
Telephone Comipany in Minot, North Dakota. Minot Teléphone
wum&mm%mbbﬁuhmw*
Company had reassessed its prospects for in North
Dakota. The sale resulted in & $7.1 million afrer tax gain, or
$.04 per share. SR

i<y
= A

pre-tax charge. This charge included $28.0 million for the
curtailment of certain company pension plans and a $20.8
miliion charge to write-off unrecoverable product
costs for its conference calling product line

The Company’s 1995
related charges of $114.2 million associated with the integra-
tion of a number of long distance companies acquired during
&tmhdﬁuhﬁmﬂl”!wﬂmﬁmm
integration of the acquired compznies with the existing Frontier

- businesses resulted in instances of redundant facilities, equip-

ment and staffing. The acquisition related charges include
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uhuinns cm
hum&mdhmnﬁuduﬂq-hh long distance and
administrative areas, As of December 31, 1996, 433 employees

iy i e

¢ g Acoounting
. MMMTHW‘H'L = Actounting

" net of an income tax benefit of $68.4 million as of Sepiember

30, 1995, The components of the extraordinary charge follow:

In millions of dollars Pre-Tax _A.heru 1
Increase to the accumulated
depreciation balance S(185.6)  $(115.4)
Elimination of other net
__regulatory liabilities 5.1 33
$(180.5) $(112.1)

‘Th= adjusement o; $185.6 million o net telephone plant
waa pecessary because estimated useful lives and depreciation

methods historically prescribed by regularon did not keep pace

for the Effects of Certain Types of Regulation,” was no longsr with the tecnnological changes in the Company and differed
applicable based upon changes in regulation, increasingly rapid significantly from those used by unregulated entitics. The discoa-
in o and other tinuance of FAS 71 also required the Company 10 eliminare for
h‘:’:'l“ﬂ B (I PAS 71, the I;:nchl ing the effects of any sctions of regulators that
result . A Company been recognized as regulatory assers and liabilities pursuan
mﬂamﬁhmm&l:n!.lwﬂﬂm to FAS 71. - " = :
6. Property, Plant and E : ,
Msiuduﬁdm #mmmm
hlhumﬁq"dh e T Y * 1996 | = 1995 1994 |
Land and by e : $ 115,485 $ 106,745 $ 103,235
Local and roll services lines 795,855 761,044 752,366
Central office equipment . 580,217 587,814 584,434
Seation equipment 38,770 32,183 33,926
Switching and network | 386,293 330,267 234,422
Office equipment, vehicles and tools 233,601 201,718 170,094
Plant under constrpction 126,140 77,091 36,130
Less: Accumulated deprecistion 1,305,102 1.115,!53 880,176
- - =r i $ 971,259 $ 881,309 $1,034,442
Depmchﬂnnupnnmllﬁ.iﬂﬂﬁﬂ.iﬂ!dﬂhudﬂ]l!ﬂﬂhnfwdu years ending December 31, 1996, 1995
and 1994, r-pmmﬂr :
7. Long-Term Dtbl 2R -
Ine thousands of dollars At December 3, 1996 1995 | 1994
Frontier Communications of Minnesots, Inc. L .
Senior Notes, 7.61%, due Februacy 1, m $ 35,000 § 35,000 § 35,000
Rural Utilities Service Debe, . .
2%-9% due 1994 to 2028 &4,654 69,878 77,045
79,654~ 104,878 112,045
Debenrures
10, Hﬂmmﬂhh.iwﬂmhl? 2008 5,300 5,300 5,300
9%, due Janvary 1,2020 — —_ 69,785
9%, due August 15, 2021 100,000 100,000 100,000
105300 | 105,300 175,085,
9% Senior Subordinated Notes, ; 3,180 3,213+ 80,000
Medium-term nﬂu. 7.51%-9 ﬁl Mw :mq 219,000 219,000 179,000
’ 248,570 187,601 120,000
wmmﬂmw BA444 17,376 3,971
Subtotal 484,748 637,388 670,101
Lesa: Discount on debe 2,852 3,650 3,586
Current portion of debt 6,253 14,871 . 4,966
Total long-term debt e NI $675,043 $618,867 461,549

m&mudwmmwnwuuﬁ
fbrmmmumﬁnmmanu-*mn !!ﬂdllﬂ.ﬂﬂpﬂrha rotal of 502,966 shares of common

stock are reserved for sack




footnotes continued from osge 19 :
fc) mmm&-MhMlm in & transaction that resulted in an extraordinary loss of §3.2 million, net of
Mm#li?*hl”& [

The Company completéd s tender offes for the $80,0 million of owtstanding motes i September 1995 and redeemed approximtely 5763
ﬂlm This redemiption un’th- xh hd‘“ﬂmﬂ#mwdﬁ?hﬂhulﬂi

(f) The Comparny bas cvedit ficilities tots m wellion wbick aré available throvigh commercial paper borrouwings or throwgh draws under
Credit Agreements. At Dce mhmmummnmmmw

Wﬂd&ﬂnwﬂlq . the debst through contimued shori-term borrowmg ur available credu
facilities st hﬂm

Fromtier Corporation’s ﬂmﬂhh&uﬂl”l-ﬁtmn{!ﬂmnﬂhh-u‘mm
2000, The Agreement was & in May 199 hmh-ﬂﬁhqmamumoum-numo-nmmmu
srsecured and bas commitment foes of i ”ﬂ*ﬂMﬁMﬂMMWWW&

The Comparry, through its # emtered intc a Reolmg Creda with ux commercial banks m
December 1994, The a secured §160.0 Jine of credit which weas in 1995 10 remove the security imeress
on the assets of m%  raduice the available line of credit to $100.0 million, The agreement carries commutment fees of
m"n)—um*-ﬂ ﬂd“nﬂhnﬁ-hluﬂn&pﬂurn LIBOR *ha .13 percest, or
& comipetitive bid

The Comparny Mhl% ”Mmﬂ#ﬁmmmmu.ﬂw 1995, This
ﬁﬁqdln-;far*m-unh preferred stock or warrant secutities. No securities bave been lusued ai of
December 11, 1996, . .

(i) In accordance with FAS 107, "m ut Fair Vaboe of Fimancial Instruments,” *Mmmm,ﬁwuﬂudﬁfﬁh
Mumwﬂﬂh*m&mﬂﬂmﬂmm in $718.2 million, as compared to the
aqiqsﬁ-nfmﬂ!uﬂt ; ¢

At December 31, 1mwaﬁtmﬁdﬂ-m
In thowsands of dollars er 37 1992 1999 2009 | 2001
' = ‘»{ % J PN ] $30,262 $319,927 | §74,734

B. Income Taxas ;

The provision for mmmﬁﬁmm

lllmqf“-’! r"; A, "_. v & 1994 1995 N = 1994

Federal: DRE A o .
Current - L g $114,302 $103,689 $105,189
Deferced e 7 gk T 6,136 (17,721))  (3,120)
e 120,438 | ° 85,968 | 96,069

State:

Current P Wl : / 19,757 16,498 13,116
Deferred (Xt - 2,401 (1,570 (107)|
A R SO £ LA £ o0 22,158 14,928 13,009 |
Total income taxes s BT e R $142,596 $100,896 $109,078 |

mmmulududhhdnﬂmhmmm-uhlhdemuwmnuuﬂmdmmﬁmnmimmmu
is as follows: Yl

c O

In thowsands of dollars B 3 1996 eS| 1eee |
Federal income tax expense at mr rake ; 35.0% 15.0% 35.0%
Slmmmuu(nunfﬁduﬂhﬂj _ 4.0 T 40 9
Accelerated depreciation A T LAV - 1.1 9
Investment tax credit . - (.6} .7
Urilization daﬂmb-mw .9 (1.4) (1.2)
Acquisition related charges - 24 -
Goodwill amortization _ ' 1.2 1.5 8
Other b TR : A . (.9) {.9)
Total income Yax ' _;T ; 39.6% 41.1% 36.8% |

"1'1;;'; ‘ # -
L] =
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Deferred tax (assets) liabilicies are comprised of the following at Deveaber 31:

- In thousands of dollars . 1996 |' mq 1994
Accelerated depreciation s 87,768 S 81,687 S 151,069
Other ey 22,915 18,297 | 17,153
Gross deferred tax liabilities 110,683 99,984 168,222
Basis adjusament-purchased telophone companies (25,477) (29,232) {31,851)
Employee benefits obligation (11,136) (4,562) (12,955)
Net operating loss {44,906) (45,544) (42,000)
Acquisition related charges . : (27,630) (29,213) -
Bad debt expense : (10,970) (11,801) {4,657)
Other . et i (37,832 . (31,163) (12,754)
Gross deferred tax assets ' {157,951) (151,815) (104,217)
Valuation allowancs ) 19,461 23,887 28,500
Total deferted tax assets N (138,490) (127,928 (75.717)]
Net deferred tax (assets) liabilities $ (27.807) § (27,944) $ 92,505 |

mmmﬂmmuww
10 offset

forwards ("NOLs") which can hw

9. Service Pensions and Benefits

The Company has contributory and noncontributory plans
providing for service pensions and certain death benefits for

substantially all employees.

The Company's provisions for

service pensions and certain death benefits are reminted, at
least annually, to the trustecs.
The majority of the Company's pension plans have plan

assets that exceed accumulated benefit obligations. There are

" ceraln plans, however, with accumulared benefix obligations

which exceed plan assets. The following rables summarize the
funded starus of the Company's pension plans and the related
amounts that are primarily included in “Deferred and other
assets” in the Consolidated Balance Sheers.

—

e

v Sl
Mo s

i LUt SO

: - = Plans for which Plans for which
December 31, 1996 ; : assets excerd sccumulsted benefits
In thousands of dollars U accumulated benefins exce=d asens Total |
Actuarial present valwe of benefit obligations:
Vested benefit obligation s AR § 403,077 $ 12,693 $415,770
Accumulated beaefit $ 423,055 $ 13,758 §434,813
Plan assets at fair value, primarily fixed income
securities and common ssock AL § 493,894 5§ - $493,894
Projected benefit obligation - (423,055) (14,899) (437,954)
Funded status o 70,839 (14,899) 55,940
Unrecognized net (gain) loss G (§5,604) 3,250 (52,354)
Unrecognized net transition aseet - (2,837) - (2,837)
Unrecognized prlurmlum-'_:-"- . . 11,087 - 11,097
Adjustment required to recognize minimum liabiliy _ (2,109) (2,109)]
Pension assec (liability) reflected in Consolidated Balance Sheet § 23,495 $(13,758) $ 9,737
n




4 Plams for whach Plans for which 1
Decernber 31, 1995 : aevets exceed | accumulsted benefits
I:Mo{% WAl accumulated benefits exceed atscts Toeal |
Amdpmukdmobw &0 '
Vested benefit obligation $367,765 § 19,984 $387,749
Accumulared benefit . $381,518 $ 22,335 5403863
Plan assets at fair value, primarily fixed iln* .
securities and common stock - $437151 $ 8234 445,385
Projecred benefit obligation i _(384,199) (25,364) (409,563)
Funded status ] 52,952 (17,130) 35822
Unrecognized net (gain) loss - (19,194) 4,337 (14,857)
Unrecognized net transition (esset) obligation (3,209) 35 | (3,873)
Unrecognized prior service cost. 3 foe 12,533 3,783 16,316
Adjustment required to recognize minimum Hability ' - 15,246) ___15.246)
Pension asset (lia iu&lﬂlﬂlhm Sheet $4 § (14,270 § 28,162
' =163 Plans for which Plans for which |
December 31, 1994 - ; '_"_,.., iz A P accumulared benefits |
In Mq"doﬂ-! RN . sccumulated benefits exceed puscts | Total |
Amlprmuhufmm ; !
£294,140 $ 15,494 | 5309634
$308,432 | $ 17,223 | £325,6558
$373,446 § 6,641 $380,087
(326,858) (20,774)|  (347,632)
46,588 {14,133} | 31,455
(23,244) 2,980 ] (20,264)
{3,935) . 18 | (3,917)
6,563 5,240 ' 11,803
— “ns| a7
$ 25972 $(10,623) § 15,349
Years Ended December 31, 1996 1993 1994
In thowssnds of dollars
Service cost $ 6,487 $ 5616 S 7934
Interest cost on projected MM 30,100 28,868 15,565
Actual (return) loss od plan assety {63,807) (89,195) 2229
Net amortization and deferral 25,723 51,437 | 139,606}
Arhount expensed due to curtailment e, 28,000 2%7 | 0000000 =
Net periodic peasion cost (benefit) e $ 26,503 $ (367)] $ (3,878, ,
The following rates and assumptions were wsed to calculate the projected benefit obligation:
Years Ended December 31, 199 | 1995 | 1994 |
Weighted average discount rate . 7.5% 7.5% | 8.5%
Rate of salary increase 5.0% 5.0% | 5.5%
Ex feturm on As3eT3 9.0% 9.0% | 9.0%

mwm;idhhnmhmm
ﬁmhﬂnﬁuhﬁu which reflect

hnc-m’mumn the pension plan. However, under FAS
87, " * Accounting for Pensions,” che development
nf:hewuiﬂdbmﬁm is computed for
finasicial mnﬂﬂfﬁ“ﬁm
Mhmuum_’hﬂ
methods of computation.

In 1996, the Company recognized a curmailment loss of $25.0
million the enhancement and freezing of defined benefit
plans by Fronuer Corporation, primarily for certain

Pension expense in 1995 included a
nﬂmhmh-d!lvmdhwnﬂmn‘d\emhmm
and freezing of defined benefit plans sponsored by Frontier

for non-bargaining unit employees as of December
31, 19%.



R SRR P i Ly
i e AL Bd

tion plans. The most significant plan covers non-bangaining
mwlmm“ndmmnhmw

deduction. Effective Janvary 1, Imﬂlm 'Y
contribution of .5 percent of gross ¢ in :
stock for every employee eligible o pa
Company also provides 100% g €0 3
rommunmdcnptnlhupmﬂm omper

10. PMWMMM

» may, at the discretion of the Management Benefit Commitree,
* provide additional masching contributions based upon Frontier's

financial resulrs. In 1995 and 1994, the Company provided

: .. mawching contributions in its common stock up to 75 percent
" of participants’ contributions up 1o six percent of gross compen-

sation. The total cost recognized for all defined contribution
plans was $8.4 million for 1996, $6.8 millun for 1995 and
ﬁ.inﬂlhnfmtm

Tk&mmymrﬂuhdhmmdﬂ‘ Mwmmpbyaﬂmmwmmpuﬂynlh&mm
Mmﬂmmhhmhmmlﬁ,ﬂmwwdﬁhmdﬁumm
of $125 million over a period of rwenty years, During 1996, the Company amended its health benefits care plan 1o cap the cost

nhnrhdhmmmnrhhﬁmﬂhm&hmmmm
cemb llplmmlm-l
10 certain employees with 25 years of service ar more who were

The effect of this amendment was to reduce
Mdlnmﬂy.&nﬂulmw rerminati
already entitled 1o reduced or full retireme

December 31, 1996. During the fourth quaster

ﬁud

who retire after December 31, 1996,
obligation by $11.2 million.

y terminated their employment with the Company prior ro

¢ lm.hwwmmwmmmﬂnm.w by

the Cumplny[mhedlhmmuﬁhmﬁhmwmmmﬂ!ﬂma&ﬂ[ﬂmbﬂ31 1996, The effect
o(MmhmmthMlhlmmWoﬂhthIMw

Thmmnflluphmhum 4 ,,__- :

in thowsends of dollars . 'bnmnnlnnimlL 1996 | 1995 | e |
Accumulated postretirement hu&:ouw tmoy antributable to: ' . '
Retirees TR $ 78,398 s 73,032 | § 79,935
Fully eligible plan participanes: B f L 15,206 17,238 2312
Other active plan participants Al 10,669 20,127 | L ,.3.."’?.4
Total APBO : $104,273 $110,3594 T 8131,624
Plan assets ac fair value 5322 5,716 5,545
APBO in excess of plan assers AL 98,951 104,678 | 126,079
Unrecognized transition obligation RS s (84,764) (99,836) (109,730)
Unrecognized net prior service cost ofl T (90) {(1,790) {6,003)
Unrecognized net gain i 24,235 30,110 15,502
i benefit ob s 38,332 § 33,162 § 25,848 |
mcwdﬁemmbﬁmmum
i thowsands of dollars Docember 31, ewe | 1w | ___’_'Tju“
Service cost $ od2 $ 547 5 1.313
Interest on accumulated postretirement h‘lﬂtdﬂ*ﬁw 7,735 8614 |
Amarrization of transition obligation’ 5,512 6,045 | sml 1
Return on plan assets (457) {462) | I.lﬂﬁ
Amaortization of prior service cost - [ 92 383 |
Amortization of gains and losses A2 et (2,024) (2,758) mm]
Special rermination benefit ol 380
Net postretirement benefit cost i $11,837 $12,778 $16,377 |
The following assumptions were used to valve the poitretirement benefit obligation:
il Years Ended December 31, 1996 1995 | L 1994 |
Weighted average discount rate Pl iel : 7.5% 7.5% B.3%
Expected return on plan assess | : 2.0% 9.0% 9.0%
Rate of salary increase TAsh : , 5.0% 5.0% | 55% |
Assumed mdtmmmdmm" mw 71% . 10.5% | 11.2% |

H::Ithurtmmnnumdmdﬂimyniﬂﬂ by 2006 and thereafter. If the health care cost trend rates were

increased by one percentage point, the

benefit hezlth care obligation as of December 31, 1996 would

accumulsted
mmubyi?.!mdlmwhhlhnﬂﬂﬁ”ﬂdmﬂmdthlﬂpummmmm:‘nhuld:unm:

for 1996 would increase by $.7 million.




11. Stock Option Plans snd Other Commen Stock Transéctions ~ which may be grarited under the executive plan s limited to

The Company has stack option plans for its directon, execu- one percent of the number of issucd shares, including treasury
tives and certain yyees. The exercise for all plans is shares, of the Company's common stock during any calendar
e e e T o s o b o sl of 000,000 s ovr
ire ten from the dave of the . over a
mmlmﬂmﬁunh.' : M-; : 10 year period. The maximum number of shares which may be
huedmﬂtmplommvmdgﬂﬁr ety #s of the granted under the directors plan is 1,000,000 shares.

of shares

August 16, 1995 merger date. The maximum number o

> T R e Weighted Average |
(o e JSas Shares | Exergise Price |
Outstanding at January 1,1994 . 9,331,112 $ 633
Granted in 1994 R hs e e 507,900 $20.42
Cancelled in 1994 g (150,464) $11.35 |
Exercised in 1994 YEM (712;02) | § 228 |
at December 31,1994 8,975,513 $ 737 |
Granted in 1995 ;T 2,020,315 $25.27
Cancelled in 1995 PRk (195,716) $23.53
Exercised in 1995 : P 3, , (2433620 8§ 748
Outstanding at December 31,4995 " = i 8,366,499 $11.28
Grantedin 1996 .~ . - 3,067,500 $30.95
Cancelled in 1996 D 3 ) (784,209 $28.77
Exercised in 1996 A KU W (s.A81681) $ 599
Onmadm;-tnmh.un.@‘.--;é i : 5,168,029 $25.91
At December 31, 1996, 9,194,770 shares were available for future grant.

A
_vfl-l_[ll' -

« ' by FAS 123, net income and carnings per share would have

been reduced by $5 million and §1 million, or $.03 and $.01
per share, for years ended December 31, 1996 and 1995, respec-
tively. The weighted av-rage fair value of options granted dunng
1996 and 1995 were $8.58 and §7.42 respectively, determined
by the Black-Scholes option valuation model. The following
amumptions were used in the model: expected volariliry of 28 4
percent, expected dividend yi 4d of 3.0 percent, and risk-free
interest rates ranging from 5.5 percent to 7.0 percent. Due te
the difference in vesting requirements in cach of the plans, the
expected lives of the options range from 5§ to 7 years. Forfeitures

arc recognized as they occur.
Options Outstanding
: £ —orewr e ey
Range Of Number Aversge Remaining Wesghted Average |
Ruercids Prices Ounsanding Comtractual Life |  Exercise Price |
$1—$3 261,787 4.89 $2.29
$12-820 | . 561,006 6.71 - 1622 |
$21--882 | - rttEmEy . 8.94 28.59 |
el X .
Options Exercisable 3t
Of " “Number Weighted Aves
Mmh . Exercisable ;—:hhx
$1-§3 261,787 $229
$12-$20 : 504,700 15.91
s21-$32 | . 657,676 24.16 |
: Tk
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nummsmm. GENRTTI ' SRR 1995 and 1994, 87,000, 6,252,000 and 828,000 warrangs were
mwthﬂm exercised. The warrants were issued in connection with
as of December 31, 1996 under its Management Stock Incen- refinancings and the difference berween the exercise price and
tive Plan. The stock fssued under this plan {"Restricted Stock™) the fair valoe of the warrants at the time of issuance was recorded
is subject to the certaio petformance goals, the a3 a discount on the related notes and an increase to capital in
uncarmed fo e umyed stk awarded. Docig T "'“"".ﬂ"'"’..‘s‘i‘; e gt s
1996, the Company did not recogaize for sillion haaoi A s
the vestricted stock plas as the m the offering, 1.5 BEW primary ot i
at December 31 “’uﬁ“; sold directly by Jhe Company and 2.9 million shares were sold
! E by € FON Corporation, a subsidiary of Sprint Corporarion. All
Common Stock Wareants share and per share data'is prior to the 2-for-1 stock split
As of December 31, 1mmhn-mol«.om , which occurred in April 1994,
thares of common stock at $2.50 per share were outstanding. .
m“mnuuﬁnhw Mpﬂ)unhu 31, 1996,
12. Preferred Stock -:,'-:'jﬁ.{'_
:.mdmmhm . 1996 1995 1994
SRR : 104,000 100,000 100,000
outstanding . 3 ¢ $10,000 510,000 $10,000
5.65% Series—redecmable ar $101 per share
Shares outstanding 50,000 50,000 50,000
Amount outstanding < $ 5,000 § 5,000 $ 5,000
4.60% Series—redeemable ar $101 per share
Shares outstanding - ; 48,500 50,000 50,000
Amount outstanding $ 4,850 § 5,000 § 5,000
Frontier Communications 6f Neéw York, Inc.
‘40,000 shares authorized; par value $100
Sl?iip&riul—uhﬂl'g&llw
Shares outstanding 1 18,694 18,694 18,694
Amount outstanding -~ - $ 1,869 s 1,869 $ 1,869
.?MSHHHMIIIMSMHM
MM o LSy ! 6,160 6,240 6,320
Amount outstanding ' $ 616 $ 624 $ 632
thtmmﬂnuﬂmw&rhn
4,000 shares authorized; par value $100 |
SSD%MH}N \
Shares ounstanding ~  © . - ¢ 2,754 2,754 2,754
Amountoutstanding - - | - $ 276 S 6, § 27
Total shares mﬁ ' 226, ud 227,688 227,768
Tﬂﬂlmﬂmﬂ"__ $22,611 $22.769 |- $22,777

At the special uﬁhhm 1994, Frontier thare-
owners authorized four million shares of a new class of preferred
stock, having a value of $100.00 per share and designated as
ﬂmﬁwmm:ﬁ-ﬂm&ﬂmhm&orw

On April 9, 1995, *mamm.m
omkﬁhuﬂﬂt&t'&n‘hmﬂupﬂﬁdﬂ&a
dividend distribution on each common share of
|ri;!umpur:hnmme-lllq# a share of Series A

stock as 1o dividends and distributions,

Junior Participating Class A Preferred Stock. The rights are
designed to protect shareowners in the event of an unsolicited
strempt to acquire Frontier which the Board does not believe
is fair o the shareowners interest. The rights become exercisable
under certain circumstances to purchase Frontier common stock
at one-half marker value.




13. Accounting Pronouncements Ade n
Effective*January 1, 1996, the Company FAS 121
Amuunungfnnhelmpumﬁ ﬂﬂlnlllur
Long-Lived Assets to be Disposed Of." FAS 121 requires that
mmlmllMlﬂllﬂdWMhﬂm
down to fair value whenever an impairment review

that the carrying value cannot be recovered on an u

cash flow basis. The statement also requires that certain loog: -
hndam;ndmbkm‘;;Wﬂh
reported ar fair selling costa.
u[thumndudmuhdhlmﬂdmm
[nﬂoflmbﬂnﬁtﬂfﬂ.‘lﬂﬂﬂﬂﬁlﬂdh

lative effect of a change in accounting . The charge
represents the cumulative adjustment required A2l to
remeasure the carrying amount of certain assess b  for dispcsal
as of Janvary 1, 1996. These assecs held for consisg

mmﬂydﬁ;&ummh’ﬂlw
Local Communications Services segment as a resiile of manage-
ment's commitment, in late 1995, 1o a central office switch

Corp. and Froutier Communications of New York

The Company adopted FAS 116, *Accounting for Coatribu-
tions Received and Contributions Made® for all of its conioli-
dated subsidiaries effective Seprember 30, 1995, FAS 116
requires that the “ompany mﬂacl mqu
accrual for the cost of charitable
The net impact of adopting FAS 116 resnlted in a post-tax
charge of §1.5 million, net of taxes of $0.8 million,

The Company adopted FAS 112, “Employess’ Accounting
for Postemployment Benefins™ cffective January 1, 1994, FAS
112 mqummthpﬁnﬁﬁnuemdmm
ployment, but pre-retirement, benefits, such as | ’pu-
pcnnmhw(uh:ymﬁm]mdmm
sized as an ::pmuemﬂmmmwm
*mmmﬁummmmwmw
ation for t benefits through & cumulative effect

 charge to net income of $7.2 million, net of taxes of $3.9 million.

14, Investment in Cellular Partnerships

In July 1994, Frontier Corporation and Nynex

combined certain of their respective cellular interests to form
Frontier Cellular, a cellular super system joint venture in upstate
and western New York Stare, Cun'cuﬂr. Frontier m
includes cellular markets throaghout New York State and
northern Pennsylvania. The !tnmt of the mm sa
SO/50 jount mmmﬁm.ﬂﬁmﬂdum
panncr.lmmdmu!ufmth:hhtmhlwh;
reported on the equity method of accounting, reflecting Fron-
tier’s proportionate share of the joint venture's carnings in the
*Other income and expense™ section of the Consolidated Stace-
ments of Income. Previously, revenues and expenses for these
New York State wireless properties had been consolidated.
During 1995, Nynex Corporation contributed its cellular jnter-
ests in the parmership into a combined parmership with Bell'
Adlantic Corporation. The parmership investment balances -

of $58.6 million in 1996, $33.8 million in 1995 and $23.5
million in 1994 are included in *Deferred and mlﬂ

in the Consolidated Balance Sheets.

' In thousands of dollars

R

15. Major Customer

~ ‘The Company's 1996 revenues include the impact of a major

carrier customer whose revenues comprise approxamarely 16%

ﬂ-.mndcmdr
Enviromment—The Company has evolved from

Operating
a of local and long distance services in certain areas

the country 1o a nationwide provider of integrated commu-
nications services. As a result, the Company has formidable
competitors of greater size and expects that, over-time and due
to the lifting of regulatory restrictions, the-e will be more
entrants into the long distance business and its local markers.

Legal Matters—The and a number of it
subsidiaries in the normal course of business are party to 2
number of judicial, regulatory and administrative proceedings
involving matters incidental to their business. The Company’s
managemenyt does not believe that any material liability will be
imposed as a result of these matters,

Leases and License Agreements—The Company leases
buildings, land, office space, fiber optic network, computer
hardware and other equipment, and has license agreements

* for rights-of-way for the construction and operation of a fiber
amounted

optic communications system. Total rental expense
to $164.6 million in 1996, $77.8 million i 1995 and $68.7
million in 1994, -

Minimum annual rental comnuitments under non-cancellable
operating leases and license agreements in effect on December
31, 1996 were as follows:

= ] License

* Years Build'nga Equipment Agresments
1997 $ 21,062 § 9,623 $ 83,859

1998 17,745 #,786 71,536

1999 13,701 2,388 37,818

2000 11,832 1,489 © 20,892

2001 10,259 47 13,392

2002 and thereafter 32,320 - 7.826

Total $106,919 $18,300 §235,323

Sale of Calislar Interest—On October 23, 1996, the Company
announced that a definitive had been signed with

. Alirel to sell its 69.5% equity interest in the South Alabama
Cellular Communications Partmership, The partnership

# and Alabama RSA No. 6, The Company
m-uﬂchh-ubpuwbu:ddwmmmh

" tory approval, will be finalized in early 1997. The Company

£xpects to recognize o gain as & result of this transaction,
Other Matters—In connection with the Company's capital
mmhmﬁmhnbmmd:hdrpum
of material and In October 1996, construction
began on & nationwide fiber optic netwock. Frontier will be

' jnvesting approximately $500 million in this project Sver the

next two year period. At December 31, 1996, the Company
made a $62 million deposit payment for this project that is
included in the *Deferred and other™ caption in the Coneolidated
Balance Sheets, The network i
capital expendicures by over $250 million to a combined level of

approximately §590 million.




Segment R ' properties, which were previously reported as a Wircless
As of January 1996, Frontier simplified its busincss segment Commanicstions Segment, have been consolidated under
reporting to reflect the predominance of its two major oper- mwmmmmunmm
ating segments, long distance and local communications of the Company's segments has been made to better reflect the
services. The Company now reports its operating results in changing scope of the businesses in which Frontier operates.

tion and identifiable assers by business segment are set forth
io the Business Segmeqt Information on page 22.

Per Share
N Earnings Before
Income Irems and ___Marker Price |
(Lost) | Comalacive Efieci Eamiogs  Figh  Low
$ ST 230 $ 40 § .35 $33.25 $28.25
69,206 A2 A2 $33.28 $27.795
73,717 A5 i A5 $31.25 $25.88
9.820* 06 .06 $31.88 S19.88
$209,926 $1.32% $1.27%
$ 51,6507 § .32 $ 32 52338 $519.15
53,069 33 33 $24.13 $19.63
(137,912 (12~ (90 $28.63 §$23.75
35,276 36 34 $3000 $25.50
$ 22,083 $ 89 $ .13 :
§ 32962™ § .25 $ .21 $2244 52025
52,909 33 33 $25.25 52081
47,407 29 29 $24.75 52163
46,779 29 29 $24.6) $2050
$ 180,057 $1.16 $1.12 :

m lm-w“ﬁumwu change in accounting principle of $8.0 million.
mm«-m,mefﬂ’ﬁﬁﬁnai,mo{ﬁmm.omwaw t charge for the cursailment of certain
o&mmmmlm,‘ﬂ*wq;mmMn*cm&mﬁvmalwpmmmnﬂmﬂm
reflecting the resolution of billing with connecting carriers. The 516.4 million charge relating to the carrier billing disputes recorded m the
fouurth quarter of 1996 does mof ress hﬁ*ﬂmq’&rﬂﬂrmdlm

(3) As & resuls of rosnding, **Hﬁhm’“hmﬂhﬂw“fuww

(4) Includes « pro-tax acquiinion rlated charge of $4.3 milliom (post-tax charge of £1.1 million,

(5) Inchudes pre-tax acquisition relsted charge of $109.5 million (post-tax cherge of §75.7 million). Includes post-tax extraordimary charges of $112.1 |
million remlting from the discontimusmes of regulatory sccounting, 8 posi-tax extraordmary los on retirement of debt of $5.8 mullion and a post-tax
cumulate effect charge related 1o change in sccounting principle of $1.5 million. '

(6 Due 10 the met ko incurred, e darmings por shore caleulation e cludes common itock squivsients
7 ldﬂnammﬁ&i#ﬁqﬁﬂpaﬂlhmwpﬂum
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Condcnscd Slx-Year annclal Smrements

. +
o
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IIIMWMEWF““ gty A ] L L

Years Ended December Wy 1998 1995 1994 1993 1992 1991

Revenues $ha i ;;,.' _ $2,143,691 | $1,667,545 | §1437,448 | $1,252244 | $1,120375

Costs and expenses C 287,685 | 1859461 | 1,341,919 | 1,185811 | 1,047,393 952,165

Operating Income ' in.nl 284,230 325,626 251,637 204,851 168,210

Interest expense g 43,178 | - 53,557 50,216 56,691 66,933 63,154

Other income - 15,80 14,991 20922 7207 2,201 27,908

Income taxes uw.lu 100,896 109,078 73,509 33,094 $2,774 |
Income Before : i

and Cumulative Ehﬂﬂw <

in Accounting Principles } 217,944 144,768 187,254 | 128,644 107,025 80,187
Extraordinary items dos! U fa | e {121,208) — (7,490} (1,072} 6,387
Cumulative effects of changes, 000 o e _

_in accounting principles @018)| (1477 (7,197) - |
Consalidated Net Income . 209,926 22,083 | 180,057 121,154 105,953 56,574
Dividends on preferred stock 1,182 1,191 1,187 1,640 4,442 5,189
mmumm SERY M mu 5 10.!92 $ 175870 | § 119514 | § 101,511 | & 81385
EamhpPﬂCumnM Bl Y
Primary _'-' t : u'.rJ H J3(s - 1128 7S .?4] $ 64 |
Fully Dilated $ 12718 RERE 142 | 8 TR S 74 1 :
CONSOLIDATED BALANCE SHEETS i ; I
Current assets s % dﬂ% $ 523,135 |5 673,826 | § 303434 | § 302,22 | § 270,122
Property, plant and equipmens, net . 881,309 | 1,004,442 | 1,080,135 | 1,085,760 | 1,075584
Goodwill and customer base m.m $50,081 222,442 215962 | 187,278 197,201
Deferred and other assets H 154,067 130,084 122,014 104,583 | 118,112
Total Assets SR i ﬂ.ﬂé%. 32,108,592 | 52,060,794 | $1,721,545 | $1,679,743 | $1,661,019
Current ligbilities ... 8 818,303 | § 504,201 'S 305,698 | § 291,760 | § 344,962 | 5 344,974
Long-term debt SR 618,867 661,549 581,707 604,157 636,099
Deferred income taxes A ] 15,644 98,217 104,232 104,588 113,973
Deferred employee benefits obligation .. 65,479 58,385 46,001 16,121 - -
Redeemable preferred stock - ' T ey — — — 9,659 | 62,434
5 " aquify T 1,060,353 911,495 | - 949,329 727,725 | 616,377 | 503,539
Total muhnuudﬂmfam__ﬂ.m 1'-'-’?- $2,108,592 | $2,060,794 | $1,721,545 | $1,679,743 | $1,661,019
Operating activities LS 395661 | 8 326024 | $ 305465 | § 292,233 | ¢ 249.76) | § m.ml
Investing activitics L A (333,926)| 1519,337) (89,705)| (151,165)] (137,540)] (283,607)
Financing activities (134,547)| 109,579 | (177401)]  (87,396)| 116,579 J
Net (Decrease) hﬂuuiﬂ&ﬁlﬂd\ : 3 ‘ .

Cash Equivalents s [B01) S (327,860)| § 325,339 | § (36333)] § 24,827 | § 19.':43\

" q‘. e e it ot T e ]
» L

e N g T
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Finﬁtlﬁlir.iﬁl:'jaind Operatmg Statistics for Six Years

e

Dollars in thousands, except .hnrdn ]
‘rmu:dﬂu-hrﬂ_,_ 43t 1994 1995 | 1994 | 1993 r_qqg;_} 1991 |
Curreit Titlo o LT 142 1.04 2.20 | 1.4 88 79
Pu-uxmm B , Bx . Lo 6.5x | 4.3x 3.0x 3.2x
Total debt , AL $ 681,296 | $633,738 | 666,515 | $586,669 | $694,803 | §737,629
Debt ratio T e e 39.1% 41.0% 41.2% 44.6% 52.6% 56.6%
Common shareowners’ equity - $1,037,742 | $888,726 | $926,552 | S$704,940 | $593.564 | $480,716
hmdmm“’ u—ﬁnﬁﬂ 25.5% 24.0% 21.9% 19.4% | 18.9% | 193% |
Comstruction '~ 5. . g C$ 310,002 | S$162,575 | S$113,735 | $123.842 | $137,066 | $119,082
! coeea " 3% 150% 216 189% i45% 117%
T R e Y —— | ————— | e e
end of year* 163,725 158,057 149,294 142,542 122,935 109,798
ot " 164,013 161,669 160,353 153,230 136,180 | 127,627
Total number of mm 30,206 26,637 24,608 21,840 22,520 | 21,376
3 3338 $ 3000| § 2525 § 2513 | $ 1788 | § 17.00| &
1986 | § 1925 § 2025 | § 1732 $ 1457 | § 13.00
$ 3000 § 2113 § 2257 | § 1782 § 1607 |
$ 83| § 15| § .795| $§ 75| § .75
$ 40| s s10| $ 7%0| § 70| § 750 -
238% 1.9% 3.6% A4% | 4.8% ¥
© rmm————— | /|
f |
73% 69% 61% $5% | $1% | s1% | 4
25% 29% 37% 1% | 45% 45%
2% 2% 2% [ % 4% | 4%
12% 14% 16% 13% | 10% | 7%
34% 32% 30% D 27% | 25% 26%
17% | 17% 20% 18% 16% 15%
532,189 524,630 501,811 492,512 488,986 473,391
443,453 426,245 416,327 425,128 | 407415 | 394,513
975,642 | 950,875 | 918,138 | 9:75401 896,401 | 867,904 | |
4,376 4,203 2,647 2,378 | 2,280 2,141
2,701 2959 1186 3444 | sms | 318
823 675 369 259 29 316
7,900 7,837 6172 6,081 | 6,461 6,372
2421787 | 2,272,294 | 2,079328 z,ms.wz‘ 1,912,531 | 1,569,309
1,877,249 | 1,759,425 | 1763871 | 1,664,262 | 1439983 | 1,173,685
4,299,036 | 4,031,719 | 1,843,199 | 1,679,854 173352514 | 7,742,994
R g o b E————
13,695,536 | 10,066,777 | 6,286,912 | 4,684,981 | 3,909,616 | 2,868,545 |
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A .'."ll.‘__- X x '_
Directors and Officers

. a e
of prepared comvenience foods. A dirsctor
unce 1993, : i
Jairo A. Estrada“®

Private Investor. A director sinee 1989, "

Officer, Bassch &
manufacturer and marketer of bealth cave
and optical products. A director since 1981,

Frontier Companies
Thislsting depicts the companys principal

subsidiaries. Mamy are imvolved in provi-

Frontel Communications Limited-
integrated services i United Kivigdom -
Frontier Long Distance -reseller in
Frontier's local telephone markets 4
Enhanced Products Group

ConferTech International - multimedia
teleconferencing ; ‘
LINK-VTC-wideo conferencing
LinkUSA - calling cards, operator services
and enbanced services

Telemanagement Services
Fruntier TeleManagement

Exvoutive -
Inc., a worldwide

. Alan C. Hasselwander' Executive Management Team and
-Mﬂ&nﬁ: abdlaqd.rlr;dﬂ " Officers
'“’ A R T Chairmsan and Chief Executive Officer
Mm,l-:lmﬂiw, Robert L. Barrent -
Inc., 8 manufacturer and marketer of Executive Vice President and Pressdent,
A -Wﬁmdmnﬂlﬁi Fromtier Network Systems and Services
"Douglas H. McCorkindale'* Kevin J. Bennia
Vice Chairman and Financic! and Executive Vice Prendimt and President,
Administrative Officer, Ca., Inc., Fromtier Communications
a natiomaide diversified .
+compemy, A director since 1950. Joromlen S0 ki
_' Dt Leo J. Thomas™ President, Frontier Telepbone Grosp
PﬂSthﬁumm Chairman, R Telephone Corp
Kodak Ce a manufacturer of imaging Louls L Massaro
: pvgﬁu._alm:hulm. £ e Vice Presic
. Richard J. UhP Chrief Finsncial Officer and
m.wamm. Chief Adminisirative Officer
. prfe h:“‘ﬁ-lih Dale M. Gregory
by it and its subsidiaries and in S Vo F opmamnt
PESITENEs in OpeTating comparies. Corporate Development
A director simce 1995. Richard A Smith
 Mewsber of Awdit Commstice Josephine 5. Trubek
'H:m:—m Corporate Secretary
* Member of Comnmction om Management Barbara ], LaVerd
. -
o Joweph Enis
Treasurer
Local Communications Services Wirsless Communications Services
Local Telephone Operations Cellular loterest
companita in Alabama, Georgia, lilmou, themtyc im Upstate
Indians, lowa, Minsssota, waidnﬁnuﬂ-hm
: 5 H"-ﬂm Froaticr Cellular-Mmmesota
\ Mm lfﬁhﬂﬂ. } Buw Equipmen
m [T TN i
New York ' Frontier Network Systems Inc. - business
MC‘EP-- equtpment and rystems
company in Rochester, New York
wwm.lu-
Thorntown CATV - Indiana
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Xerox Corp., 8 mamufacturer of office
. A director
since 1990. K
Ronald L. Birter! M T
Chairman of the Board and '~
Corporation, A director singe 1989

Danicl E. Gill** q
Past Chairman and Execurive

Officer, Bassch & | hr..am_ ;
mamsfacturer and marketer of health care

and optical products. A direcsor since 1981,

Frontier Companies

Fronrel Communications Limited-
integrated services in United Kingdom -
Frootier Long Distance-reseller in . '
Froatier's local telephons markets . ;.
Enhancad Products Group FE AL
ConferTech International - multimedia
teleconferencing s .
LINK-VTC~-vidro conferencing
LinkUSA - calling cards, operator services
and enbanced services
Telemanagement Services
Frontier TeleManagement

_,lfﬂm

Mnnc.-

Hnlhl:l. T
Robert -
,mm,luhmim.
Inc., a manufactzrer and marketer of

" premism ice cream. A director vince 1995.

Douglas H. McCorkindale* *
Vice Chairman and Firancial and
Admiristrative Ca., Inc.,

Executive Management Team and
Wﬂtﬂﬁm
Ronald L. Bittner

] and Chief Executive Officer
Robent L. Barrett .
Executive Vice President and Pressdent,
Fromtier Network Systems and Services
Kevin |. Benna
Executive Vice Prendent and President,
Fromtier Communications

. Controller
:M:Mc_.- Josephina 5. Trubek
? Mawnbar of Comamitios o Direciors Corporats
* Member of Commitier on Mamagemerd Barbara ], LaVerd)
Aggistant Secretary
o J“lmhmu
Treasurer
* i Cellular In .
P Commioo gl Yt Gl prni
: m Mimnesota, Numnhﬁfraihlfnmm
 and oride) - sy e
: dem- : ;
competitive company in Rochester Business Equipment
- MH . 'mm:k:;[ L“--L it
Rochester Telephone » equipment and rystems
~ company in Rochester, New York
‘Thorntown CATV=[ndiana ]
mjﬁ-ﬂmmk-
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Frontier Telemanagement Inc,
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EXECUTIVE BIOGRAPHIES




Frontier - Executive Biographies, cont'c,

ROBERT L. BARRETT
Executive Vice President
Frontier Network Systems and Services

Robert Barrett joined Frontier in 1996 as President of Frontier Network Systems and Sarvices,
with responsibility for all network operations, information technology and engineening. In
addition, he directs the development of a company-wide full service platform, combining
network, customer service and billing on one integreted system. ki Barrett s also responsible
for two wholly owned subsidiaries: Confer Tech International, the audio and wideo
teleconferencing group and |inkUSA, the principal provider of calling card and prepad

technology to Frontier.

Most recently, Mr. Barrett was Executive Vice President and Chief Technology Officer at
Columbus, Ohio-based Banc One Corporation, one of the 10 largest bank holding companies
in the U.S. His career at Banc One also included serving as President of Banc One Services
Corporation, the technology subsidiary comprised of information systems, bank operations and

conversions, client services, administrative services, financial card services and advanced

technology.

Before moving to Banc One, Mr, Barrett was Senior Vice President of Allnet Commurications
Services. In this position, he was in charge of operations, billing, customer service, sales
support, engineering and technology and was instrumental in the development of the Alinet
billiag platform, recognized as one of the most flexible in the telecommunications industry,
Before joining Allnet, Mr. Barratt was chairman and CEO for the information technologies and
telecommunications subsidiaries of Clark Equipment Company. Prior 1o joining Clark, he

worked in the information systems area of General Motors Corporation.

Mr. Barrett holds a bachelor's degree from Michigan State Univarsity.
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JOSEPH ENIS
Treasurer

Joa Enis was elected treasurer of Frontier Corporation in December 1994. In this position, he
is responsible for commercial banking relationships, capital structure planning, rnsk
management, cash management, pension tund management, taxes and long distance cradit

and collections.

Mr. Enis joined Frontier in June 1994 as airector of finance with eighteen years of broad
financial experience in multi-industry environments. Most recently he was treasurer for
National Service Industries in Atlanta, Ceorgia, a lighting, textile rental and specially chemicals
company. Prior to that he held the tressurer position at Cyclops Industries in Pittsburgh,
Pennsylvania, a manufacturer of specialty steels and curtainwall eystems, He has also held

financials positions at Bid Bud Tractors in Havre, Montana and at J. |. Case Company in

Racine, Wisconsin.

Mr. Enis is & summa cum laude graduate of the University of Wisconsin with both an M.B.A.
and a B.B.A. degree in finance. He is currently a member of the Financial Executives Institute,
the National Association of Corporate Treasurers, and the Association for Corporate Growth.
Mr. Enis serves on the board of directors of the Rochester Rehabilitation Center and on the

board of trustees of tha Saneca Zoo Suciety.




Frontier Telemanagement Inc.
Blographies of Senlor Executive Team

JOSEPH P. CLAYTON
Chief Operating Officer

Joseph P. Clayton is President and Chief Operating Officer of Frontier Corporation. In this
position, he is responsible for the day-to-day operation of this $2.5 billion telecommunications
company. In addition, Mr. Clayton works with Frontier's executive management team on the

company's vision and strategic direction and serves on Frontier's Board of Directors.

Prior to this position, Mr. Clayton served as Executive V.P. of Markating and Sales for the
Americas and Asia for Thomson Consumer Electronics, the largest electronics company in the
United States. During his tenure, Mr. Clayton was responsible for product development, scles
and distribution of Thomson's RCA, ProScan and GE brands of consumer electronics products,

With a backg:ound of more than 24 years of experience in the consumer electronics industry,
Mr. Clayton has served in numerous management positions for RCA, GE and Thomson
including Senior Vice President of television division, Vice President ol wideo product

management and General Manager of Merchandising and Market Development.

Mr. Clayton holds a master's degree in Markeung and Management from Indiana University
in Bloomington, and is 8 Magna Cum Laude graduate with a bachelor's degree in Business
Administration and Economics from Ballarmine College in Louisville, Xentucky. He i1s on the
Board of Directars for the Indianapolis Chamber of Commerce, the Dean’s Advisory Board for
Indiana University School of Business, is former chairman of the Consumer Electronics Group

tor the Electronics Industries Association, and is a trustee of Bellarmine College.
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. FRONTIER TELEMANAGEMENT INC.
TECHNICAL CAPABILITY

Frontier Telemanagement Inc. is 8 wholly owned subsidiary of Frontier Corporation. Frontier
Corporation (formerly known as Rochester Telephone) provides quality telecommunications
services 10 over two million customers throughout the country. The company has a proven
track record for providing high quality services and responsive customer service. Frontier
Telemanagement Inc. (FTI) possesses all the nacessary capabilities to operate as a provider

of resold services and unbundled elements.

The company intends to provide local exchange service in Florida as a reseller of the
incumbent local exchange company's facilities. As a reseller, Frontier Telemanagement Inc.
will rely on its facilities-based underlying carriers for the operation and maintenance of the
local exchange network. The company will use only reputable underlying carriers to ensure
that high quality service is provided to customers. FTI has an extensive knowledge of how the
capabilities of an ILEC can be used by a CLEC and will be able to take full advantage of the
resources, expertise and technical capabilities of its underlying carriers, the incumbent local

exchange carriers.

The profiles of key personnel provided in Exhibit |ll of this application provide further evidence

of the company's technical capability to provide local services.
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