210 N. Park Ave
P.O. Drawer 200
Winter Park, FL
327500200

Tel: 407-740-8575
Fax- 407-740-0613
tmi@tminc.com

December §, 1997
Overnight
Florida Public Service Commission DEPOSIT -
Division of Records and Reporting e DATE
2540 Shumard Oaks Boulevard Dﬁﬁ () D=5 08 1997

Gerald L. Gunter Bldg. Room 270

Tallahassee, FL 32399-0850 97598 - 7X

(904) 488-4733

RE:  Initial Alternative Local Exchange Carrier Application of Frontier Local
Services Inc.

Dear Mr. D'Haeseleer:

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

Also enclosed is our check in the amount of $250 for the filing fec. Questions

pertaining to this application or tarifl’ 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.

Sincerely,
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‘HIDA PUBLIC SERVICE GOMMISB!.

Division of Communications, Certification & Compliance Section
2450 SHUMARD OAK BOULEVARD
TALLAHASSEE, FLORIDA 32399-0860
(904) 413-6600

APPLICATION FORM
for

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

3.

INSTRUCTIONS

This form is used for an original application tor 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 shall be for the purchaser,

assignee or transferee,

Respond to each item requested in the application and appendices. If an item is 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 $2560 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 is an application for (check one):
( X ) Original authority (new company)

( ) Approval of transfer (to another certificated company)
Example: a certificated company purchases an existing company and desires to
retain the original certificate authority.

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

( ) Approval for transfer of control (to another certificated company)

Example: a company purchases 51% of a certificated company. The
Commission must approve the new controlling entity.

Name of applicant:
Frontier Local Services 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 Malling 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: (716) 777-8000

DOCUMLN]Y ,'.g__'




. . Page 2

C. Physical Address of alternative 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 14646-0700

Phone: (716) 777-8000
Structure of organization:
() Individual () Corporation
{ X ) Foreign Corporation ( ) Foreign Partnership
() General Partnership ( ) Limited Partnership
( {

} Other

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

Corporate charter number:
Taxpayer ldentification #

Please see Exhibit | for a copy of the Articles of Incorporation.
Name under which the applicant will do business (d/b/a):

Frontier Local Services Inc.

If applicable, please provide proof of fictitious name: (d/b/a) registration.
Fictitious name registration number: not applicable

if applicant is an individual, partnership, or joint venture, please give name and address
of each legal entity.

Not applicable

State whether any of the officers, directors, or any of the ten largest stockholders have
previously been adjudged bankrupt, mentally incompetent, or found guilty of any felony
or of any crime, or whether such actions may result from pending proceedings. I 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, internet address and facsimile
number of the person serving as ongoing lisison with the Commission, and if different,
the lisison responsible for this application:

Apolication contact:

Name: Connie Wightman

Title; Consultant

P.O. Box: P.O. Drawer 200

City: Winter Park

State: Florida

Zip: 32780-0200

Phone: (407) 740-B576

Fax: {407) 740-0613
Internet Address:  cwightman@tminc.com
Ongoing Liaison:

Name: Michael J. Nighan

Tide: Director of Regulatory Affairs
P.O. Box:

Street: 180 South Clinton Avanue
PO Box

City: Rochester

State: New York

Zip 14648-0600

Phone: (718) 777-B4566
Facsimile: (718) 232-3646

Internet Address:  mnighan@frontiercorp.com

Pleass list other states in which the applicant is currently providing or has applied to
provide local exchange or alternative local exchange service.

Frontier Local Services Inc. authorized to provide local service in MN, CA and NY. FLSI
has applications pending in CO, GA, IL, OH, OR, PA, TX, ana WA and is in the process

of applying for CLEC authority in additional states. No application has been granted or
denied.

Has the applicant been denied certification in any other state?

Yesl ) Neol X )
if so, please list the state and reason for denial.

Have penalties been imposed against the applicant in any other state:

Yes( ) Nol X))
if 20, please list the state and reason for penaity.




14,

16.

. . Page 4

Please indicate 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 180562, Green Bay,
Wisconsin 54307.

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

A. Financial capability (Exhibit I1)
Regarding the showing of financial capability, the following applies:

The application should contain the applicant's financial statements, including:

14 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 audited financial statements, it shall be so stated.
The unaudited financial statement should then be signed by the applicant’s

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

B. Managerial capability
See Exhibit Il

C. Technical capability
See Exhibit IV




AFFIDAVIT

By my signature below, |, the 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
best of my knowledge and belief, the information is true and crrrect. | 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 837.08, Florida Statutes, "Whoever
knowingly makes a false statement in writing with the intent to mislead a public servant in the
pertormance of his official duty shall be guilty of a misdemeanor of the second degree
punishable as provided in s. 775.082 and s. 775.083.

Official: Date: NV =20 (97/
Barbara J."LaVerdi

Title: Assistant Secretary

Address: 180 South Clinton Avenue
Rochester, New York 14646-0700

Phone: (718) 777-7979




Frontier Local Services Inc.

EXHIBIT |

ARTICLES OF INCORPORATION




APPLICATION BY FOREIGN C'ORPORATION FOR AUTHORIZATION TO
TRANSACT BUSINESS IN FLORIDA

IN COMPLIANCE WITH SECTION 607.1503, FLORIDA STATUTES, THE FOLLOWING IS
SUBMITTED TO REGISTER A FOREIGN CORPORATION TO TRANSACT BUSINESS IN THE

STATE OF FLORIDA:

1 FRONTIER LOCAL SERVICES INC.
‘(Name of corporation: must include the word *INCORPORATED®, "COMPANY", "CORPORATION" or words or
sbbreviations of like import in ps will clearly indicats that it is a corporation instead of a natural person
or partnership if not so contained name at present.

l_'53- 3273802
{FEI number, if applicable)

2. M]tb_;lm
(State or country under the law of which it is incorporated)

4, 1495 5. _uﬁm
{Date of Incorporation) {Duration: Year corp. will cease to exist o- “perpetus!®)
6 Mpon Quulification
‘(Date first transacted business in Florids, (See sections 607. 1601, 607.1502, and 817.165, F.S.) _ o
-~ =
7. 180 South Clinton Avenue [ %] ‘."."[.'3
-0 .:33‘,
Rochester NY 14646 = .z
{Current malling address) = L"-: 8
8. telecommunications services :; o
8 COrpor or country to CArT out siate
9. Name and street address of Florida registered agent: (P.O. Box or Mail Drop Box NOT
acceptable)
Name: Corporation Service Company
Office Address: __120] Hays Street
Tallahassee , Florida, 32301
(Zip Code)

10. Registered agent's acceptance:

Having been named as registered agent and to accept service of process for the above stated
corporation at the place designated in this application, | hereby accept the sppointment as
registered agent and agree to act in this capacity. | further agree to comply with the provisions

of all statutes relative to the proper and complete performe ~~e of my " ‘les, und | am familiar
tions of my position as registered agent.

with and accept the
e B 1o
(Regiatered agent’s signiture)
11. Attached is a certificate of existence duly authenticated, not moro than 80 days prior to

delivery of this application 1o the Department of State, by the Secretary of State or other
omdllhwmvaolwwmwdlhhwmbnwumhwnthh

incorporated.




12, Names and addresses of officers md.-"ur dlmcmn (Street address ONLY- P.O. Box
NOT acceptable)

A. DIRECTORS (Street address only- P 0. Box NOT acceptable)
. see attached

Chairman:

Address:

Vice Chairman:

Director:

Address:

B. OFFICERS (Street address only- P.O. Box NOT acceptable)
President: see artached

:

M0

423

Address:

SN [

Vice President:

Y Ukl
034

s

846 Wiy 1z abs

Secretary:

Treasurer:

gmﬂmy you may attach an addendum to the application listing additional officers
'or directors

13. (Ebmubﬁﬂdv/ ZM//MQ(_

(Slpmnofmi.mm V¥£himn or any officer listed in number 12 of the application.)
Barbara LaVerdi, Assistant Secretary

14.
(Typed or wmuuﬂ%dpﬂmmm



Jeremiah T, Carr

Joseph P. Clayton

Richard A. Smith

Josephine S. Trubek

Barbara J. LaVerdi

Joseph Enis

Michael L. Evans

Richard N. Kappler

Robert L. Barrett

Kevin J. Bennis

Jeremiah T. Carr

Joseph P. Clayton

Louis L. Massaro

Chief Executive Officer

Chief Financial Officer

ADDRESSES OF OFFICERS:

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

ADDRESSES OF DIRECTORS:

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 146406

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

180 South Clinton Avenue
Rochester, NY 14646

6 HVY %2 d3SL6

64




Supplemental Financial Information

1. Please provide documentation that the applicant has sufficient financial capability to
provide the requested service in the geographic area proposed to be served.

Frontier Local Services Inc. possesses the financial capability to provide the requested
service. Frontier Local Services Inc. is a wholly owned subsidiary of Frontier Corporation,
The attached annual 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 are:

- 1996 Net Revenues in excess of $2.5 billion

- Net revenues doubled from 1992 to 1996

- Total assets of more than $2.5 billion

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

Clearly, Frontier Local Services Inc. has the financial resources and financial management
skills to provide Alternative Local Exchange Service in Florida.

2. Please provide documentation that the applicant has sufficient financial capability to

maintain the requested service.

Please see response to question #1.

3. Please provide documentation that the applicant has sufficient financial capability to meet

its lease or ownership obligations.

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

provision its services in Florida 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.




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 from to

Commission file number 1-4166

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

New York 16-0613330
(State or other jurisdiction (L.R.S. Employer
of incorporation or organization) Identificaticn No.)
180 South Clinton Avenue, Rochester, NY 14646-0700
(Address of principal executive offices) (Zip Code)
(716) 777-1000

(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to
be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 montls (or for such shorter period that the registrant was required to file
such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes X No__

Indicate the number of shares outstanding of each of the issuer's classes of
common stock, as of the latest practicable date.

$1.00 Par Value Common Stock 164,141,176 shares as of July 31 1997
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FRONTIER CORPORATION
Eusineas Segment Information

(Unaudited)
3 Months Ended June 30, 6 Months Ended June 30,
In thousands of doll »rs 1997 1996 1997 1996
Long Distance Communications Services
Revenues s 406,846 5 497,756 s 807,981 S 983,858
Costs and Expenses 387,904 424,885 776,569 847,732
Operating Income (Loss):
Operating Income Before Other Charge 5 18,942 s 72,871 5 31412 § 136,126
Other Charge - . (96,600) =
Total Operating Income (Loss) 3 18942 5 72871 S (65188) § 136,126
Depreciation and Amortization 5 21,676 s 20,495 s 44044 S 40,013
Capital Expenditures s 35,956 s 24,755 s 91886 S 61,985
Identifiable Assets s 1,163,612 5 1,005311 $ 1,163,612 § 1,005311
Lacal Communicalions Services
Revenues s 166,987 5 161,383 5 330317 S 319,825
Costs and Expenses 107,036 108,193 210,652 215,784
Operating Income s 59,951 s 53,190 S 119665 S 104,041
Depreciation and Amontization 5 27375 5 25463 5 54,660 S 50,612
Capital Expenditures s 28208 5 21,654 5 43564 § 41,116
Identifiable Assets s 897,082 1 939,809 5 897,082 S 939,809
Corporate Operations and Other
Revenues 5 10,879 5 11,140 5 19825 S 21,745
Costs and Expenses 12,692 14,500 13,522 27,359
Operating Income (Loss) 5 (1,813) 5 (3360) S (J,iﬁ'j s (5.614)
Depreciation and Amortization 5 903 5 1,068 5 1,765 § 2,089
Capital Expenditures s 5242 S 5877 S 11975 S 11,185
Identifiable Assets 5 221,424 5 238,904 5 121424 S 238,904
Consolidated
Revenues 5 584,712 s 670,279 5 L158,113 § 1325428
Costs and Expenses 507,632 547,578 1,010,743 1,090,875
Operating Income:
Operating Income Before Other Charge 5 77,080 s 122,701 5 147,380 S 234,553
Other Charge - - (96,600) -
Total Operating income s 77,080 5 122,701 3 50,780 S 234,553
Depreciation and Amortization s 49954 S 47026 § 100,469 § 92,714
Capital Expenditures s 69406 S 52286 S 147425 S 114,286
Identifiable Assets s 2282118 § 2,184,024 $ 2282118 S 2,184,024

swe accompanying Notes 1o Consolidaied Financial Siaiements




FRONTIER CORPORATION

CTo Statements of Income
(Unaudited)
3 Months End=d June 30, 6 Months Ended June 30,
In thousands, except per share data 1997 1996 1997 1996
Revenues $584,712 $670,279 $1,158,123  $1,325,428
Costs and Expenses
Operaling expenses 441,128 487,882 882,131 973,710
Depreciation and amortization 49,954 47,026 100,469 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 1,107,383 1,090,875
Opersting Income 77,080 122,701 50,780 234,553
Interest expense 11,648 11,818 12,158 23,456
Other income and expense:
Gain on sale of assets - 18,765 4,976
Equity eamnings from unconsolidated wireless interests 2,783 1,685 4,272 3,140
Interest inconie 699 781 1,3% 1,304
Other income (expense) 529 (262) 616 (989)
Income Before Taxes and Cumulsative Effect of
Change in Accounting Principle 69,40 113,087 53,665 219,528
Income tax expense 26,999 43,881 24,782 85,181
Income Before Cumulative Effect of
Change in Accounting Principle 42,444 69,206 28,853 134,347
Cumulative effect of change in accounting principle - - (B,018)
Net Income 42,444 69,206 28,883 126,329
Dividends on preferred stock 158 296 sn 589
Income Applicable to Common Stock $ 42,186 $ 68,910 $ 2183, $ 125740
Dividends declared on common stock $ 35,656 $ 35,346 § 71309 § 69826
Earnings Per Common Share ’
lncome before cumulative effect of change in
accounting principle L . s 42 ] 4708 82
Cumulative effect of change in accounting principle - - (.05)
Earnings Per Common Share $ 26 s 42 $ A7 S 77
Average Common Shares Outstanding (in thousands) 163,837 164,078 163,866 163,803

See accompanying Notes to Consolidated Financial Statements.




FRONTIER CORPORATION
Consolidated Ealance Sheots

June 30, December 31,

1997 1996
In thowsands of dollars, except share data {(Unaudiied)
ETS
Current Assels
Cash and cash equivalents 5 13,082 § 109548
Accounts receivable, (less allowance for uncollectibles
of $22,921 and $30,911, respectively) 371,661 364,256
Materials and supplies 14,180 13,198
Deferred income taxes 19377 30,349
Prepayments and other 3,17 30,483
Total Current Assets 471,471 469,234
Property, plant and equipment, net 959,997 971,259
Goodwill and customer base 512,206 535,979
Deferred income taxes 31,485 -
Deferred and other assets 196,959 245,048
~ Total Assets $2282,118 52221520
LIABILITIES AND SHAREOWNERS' EQUITY
Current Liabilities
Accounts payable $270,957 $ 3325
Dividends payable 35915 35,966
Debt due within one year 5,640 6,253
Taxes accrued 43,143 34,963
Other liabilities 62,064 18,596
Total Current Liabilities 417,71% 418,103
Long-term debt 777,603 675,043
Deferred income taxes - 2,542
Deferred employee benefits obligation 69,733 65479
Total Liabilities 1,165,055 1,161,167
Shareowners' Equity
Preferred stock 20,125 22,61
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
Retained 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, st cosi a 147
Uneamed compensation - restricted stock plan 17,878 11,389
Total Shareowners' Equity 1,017,063 1,060,353
Total Liabilities and Shareowners' Equity 51,182,118 $2.221,520

See accompanying Notes o Consolidased Financial Siatemenis




FRONTIER CORPORATION
Consolidated Statementis of Cash Flowms

(Unaudited)
6 Months Ended June 30,
In thousands of dollars 1997 1996
Operating Activities
Netincome § 28,883 $126,329
Adjustments to reconcile net income to net cash
provided by operating activities:
Cumulative effect of change in accounting principle - 12,396
Other charge 96,600 .
Depreciation and amortization 100,469 92,714
Gain oa sale of assets (18,765) (4,976)
Equity earnings from unconsolidated wireless interests (4,272) (3,140)
Other, net 904 1,724
Changes in operating assets and lisbilities, exclusive
of impacts of dispositions and acquisitions:
Incresse in accounts receivable (10,707) (26,413)
Increase in materials and supples (192) (3,310)
{Increase) decrease in prepayments and other assets (2,660) 1,333
Increase in deferred and other assels (21,343) (23,613)
Decrease in accounts payable (55,290) (120
(Decresss) wncrease in taxes accrued and other lisbilities (13,036) 59,054
Increase in deferred employee benefits obligation 4,702 6,139
—(Increase) decrease in deferred income taxes —(33.056) 1.5%
—Total adjustments 42,754 118.718
—Net cash provided by operating activities 70637 245,107
Investing Activities
Expenditures for property, plant and equipment (106,692) (114,319)
Deposit for capital projects (34,893) v
Investmen: in cellular partnerships . (25,2M3)
Proceeds from asset sales 32,889 10,441
Other investing activitics 3.258 (9.118)
—Net cash used in iovesting activities (109.438) (138.269)
Financing Activities
Proceeds from issuance of long-term debt 297,897 -
Repaymemnts of debt (191,716) (70,717)
Dividends paid 71,871) (68,659)
Treasury stock, net (2,468) .
Issuance of common stock, net . 74 29,556
Other financing activities 12.499) ()
—Net cash provided by (used in) financing activitics 22.935 (109 K28)
Net Decrease in Cash and Cash Equivalents (7,866) (2,990)
Cash and Cash Equivalents at Begioning of Period 3,948 31.449
Cash and Cash Equivalents at End of Period h 23,08 3 28,459

See accompanying Notes to Consolidated Financial Siatements




FRONTIER. CORPORATION
Notes to Consolidated Financial Statements *
(Unaudited)

Note 1: Consolidation

Tone consolidated financial information includes the accounts of Frontier
Corporation and its majority-owned subsidiaries (the “Company” or “Frontier”) afier
elimination of all significant intercompany transactions. Investments in entities in
which the Company does not have a controlling interest are accounted for using the
equity method.

Preparation of financial statements in conformity with generally accepted
accounting principles requires management to 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
revenies and wxpenses during the reporting period. Actual results could differ from
those estimates.

Certain prior year amounts have been reclassified to conform to current year
presentation.

Note2:  Other Charge

In March 1997, the Company recorded a $96.6 million pre-tax charge primarily
related to the write-off of certain network facilities no longer required as a result of ths
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 is 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 liabilities” in the Consolidated
Balance Sheets.

Note 3: Purchase 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 acquired a 55 percent interest in the New York RSA
No. 3 Cellular Partnership (RSA No. 3). RSA No. 3 is a provider of cellular mobile
te'sphone service in the New York State Rural Service Area No. 3. RSA No. 3

7




encompasses much of the Southern Tier area of New York state. The Company’s
interest in RSA No. 3 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 Financial Accounting Standards
No. 121 (“FAS 121™), “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of.” FAS 121 requires that certain 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 (net
of a 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 subsidiaries.

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 $100
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 interest
in the South Alabama Cellular Communications Partnership. The sale resulted in an
afier-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 to redeploy resources into more




strategic 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; ecarlier application is not permitted. This statement simplifies the
standards for computing eamings 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 statement 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 comnion shares outstanding for the
period. Diluted EPS reflects the potential dilution that could result if securities or other
contracts to issue common stock were exercised or converted into common stock.

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

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

Diluted earmnings per share $.26 § .42 $.17 $.77




Note 8: Cash Flows

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

Cash flows from financing activities 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 of
$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 periods
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,
are 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 expansion project. Construction began on the nationwide
fiber optic network in late 1996. The fiber optic network is being constructed under an
agreement with Qwest Communications Corporation. Capital expenditures related to
the network expansion will approximate $210 million for 1997. Since construction of
the nationwide fiber optic network began in 1996, capital expenditures have 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.




Item 2 - Management's Discussion and Analysis of Financial Condition and
Results of Operations

Three Months Ended June 30, 1997 and 1996

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,” Actual 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 believes 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 the June 30, 1997 Form 10-Q should be
cvaluated in light of these important risk factors.

DESCRIPTION OF BUSINESS

Frontier Corporation (the “Company” or “Frontier™) is 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 sre
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 decrease of $85.6
million or 12.8% over the comparable period in 1996. Operating income was $77.1
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 to revenue of approximately $113 million in the same quarter in 1996.
Consolidated operating margins declined from 18.3% for the sccond 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 due to
incremental Scuing, 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 periods.

Business Segments

The Company reports its operating 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 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 carrier customer's one-plus traffic, revenue grew approximately 4% as
compared to 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 attributable 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 generate
in excess of $50 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 second quarter of 1997, the Company
announced plans to complete a national frame relay netwerk by the fourth quarter of
1997 1o 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 largest customer's one-plus traffic and the ircremental SG&A costs
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associated with sales and marketing support for new revenue initiatives and distribution
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 network facilities primarily resulted from the
migration of the Company's major carrier customer's one-plus traffic. The cost
associated with the decommissioning were accrued for 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 quarter. Operating margins for the first and second quarters
of 1997 were 3.1% and 4.7%, respectively. This positive trend is attributed primarily to
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 iocal 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 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

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 and retail local
service provided in the Rochester, New York market. As a result of the Company’s
efforts to consolidate operations within this segment in order to hecome more efficient
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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 & 5.7% increase in minutes of use over the previous year. Revenue
growth during the second quarter of 1997 is also positively influenced by increased
demand for internet 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 19€Z, 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 T=lephone 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
parties 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
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. 'IhldccmmmybelppuladbyenhcrtthmmorlheCnmpnny 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

During the fourth quarter of 1995, management committed to a major switch
consolidation plan at 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 host switches have been consolidated, representing
approximately 50% of the total switches to be consolidated. The Company anticipates
that this project will be substantially complete by July 1998.
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Corporate Operations and Other

Corporate Opemiom is compnised of the expenses traditionally associated with a
holding company, including executive and board of directors expenses, corporate
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 (“FNS"). 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 substantially 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 interest
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
lsmﬂlynﬁmwmmmummthcmndqwﬁlw7
resulting from higher levels of outstanding debt.

Equity Earnings from Unconsolidated Wircless Interests

The Company’s minority interests in wireless operations and its 50% intcrest in the
Frontier Cellular joint 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 earnings 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 earnings 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 decline in
revenuc and operating income is largely attributed to the previously announced
migration of the Company's largest carrier customer’s one-plus traffic from the 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
SG&A costs are expected to positively impact revenue and operating income in future
periods.

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 network 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%
equity inter=st 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 quarter ended March 31, 1996,
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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 nonrecumming charges, decreased
76.9% 10 $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 to 3.9% for the
current year, The reduction in operating margin in 1997 is driven 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 associated
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 are 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 late 1996 and is
compeling aggressively with other Altemnative 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 services as a facilitics 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 ANls, 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% increase 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 provision of enhanced services, driven by
increased demand for internet services. Revenue growth is partially offset by the
elimination 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 period in




1996, excicding certain one-time charges. During the first six months of 1996, the
Rochester telephone operation experienced increased costs and expenses 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 to ensure continued high standards of customer service levels in the event of
a work stoppage or slowdown. The contract negotiations were at an impasse and the
Rochester company implemented the terms of its final offer as of Apnil 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
to 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 functiors for all 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 efficiencies.

During late 1995, management committed to a major switch consolidation plan at
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 host switches have been consolidated, representing -approximately
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 directors expenses, corporate
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 (“FNS"). Wircless
operations for the first six months of 1997 included Minnesota RSA No. 10, in which
the Company acqnired 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 Alabama 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 decreased $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 months 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 increase in gross
interest expense 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 after-
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 strategic assets as the assets sold were not
critical to the achievement of the Company's overall business strategy.

Equity Earnings from Unconsolidated Wirecless 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 ior
using the equity method. This method of accounting results in the Company's
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proportionate share . earnings being reflected in a single line item below operating
income.

Equity earnings from the Company's interests in wireless 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 eamings is driven by expense
reductions and increased operating efficiencies as compared to the same period 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.

FINANCIAL CONDITION
Review of Cash Flow Activity

Eamings before interest, taxes, depreciation and amortization ("EBITDA") is a
common measurement of a company's ability to generate cash flow from operations.
EBITDA should be used as a supplement to, and not in place of, cash flow from
operating activities. The Company's EBITDA was $247.8 million and $327.3 million,
excluding nonrecurring charges, for the periods ending June 30, 1997 and 1996,
respectively. The decrease in EBITDA is primarily attributable to the decrease 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 primary 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%, primarily due
to the proceeds received from the sale of the Company’s equity interest in the Southern
Alabama Cellular Communications Partnership which closed in the first quarter of 1997
(532.9 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 partnerskip in March 1996 ($25.3 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 from financing activities increased $139.8 million during the first six
months of 1997 as compared to the same period in 1996. This net inflow of cash is
driven by increased bormrowings during the period, primarily attributable 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 higher 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, pioceeds 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 June 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 1o
shareowners of record on July 15, 1997.

22




New Accounting Pronounceiicats

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
general-purpose financial statements, Comprehensive income is defined as “the change
in equity of a company during a 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 permitted. If 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 Informauon,” effective for financial statements for periods beginning after
December 15, 1997. This statement requires that public companies repont certain
information sbout operating segments in complete sets of financial statements of the
comspany and in condensed financial statements of interim 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 thir¢ 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) interconnection of competing local networks including reciprocal
compensation for terminating traffic, (2) equal access to network databases, (3) access
to 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 causec 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 camings 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 $21
million will be implemented for Rochester area 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 commenced 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 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 1997.

During the second quarter of 1997, the Federal Communice*ons Commission
(“FCC™) issued decisions that are 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 applies to certain
interetate caies that are generally characterized as access-related charges. In addition,
during the second quarter of 1997, a Federal appeals court rejected parts of an carlier
FCC order that set out conditions governing the provisions of int=rconnection 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 may
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
switch 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 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 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 Frontier 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 Market 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 rating target of "A".

In 1996, RTC failed 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 swivice 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 ruling will result in a
temporary restriction on the flow of cash payments from ths 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. The 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. -

Bart I - 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 Northen District of New York seeking
contribution from fifieen corporate defendants, including Rotelcom Inc., a
wholly-owned subsidiary of the registrant held through intervening subsidiaries (now
named Frontier Netviork 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 entercd 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-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 concerned the clean-up of an environmental Superfund site
Incated 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 delayed by the bankruptcy filing of one
of the defendants. FNS has been vigorously defending this lawsuit. The federal
government and one or more of the defendants have been in discussions intended to
facilitate settlement, but no recommendations have yet been wade. 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
sharcholders, 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 fairly toward
one another and refrain from misappropriation. Another action by a few former ASI
sharcholders who dissented from a 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
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 settlement in
principle with Simon and Weinert. That settlement is 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.

26




Although it is too early to deterinine '~ 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 indemnify the
Company for these claims.

On April 10, 1997, Jeff Thompson filed a purported class action on behalf of
himself and all other similarly-situated persons in Circuit Court for Marengo County
Alabama. Named as defendants are Frontier Corporation, Frontier Subsidiary Telco,
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, plaintifT 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 o a repair service
contract; specifically excluded from this class, however, are all employees, agents,
officers, licctors 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
detendants 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 carriess with local telephone
properties.

The Company belicves that the inside wire programs in place in its telephonc
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 outcome at this
time.

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

Financial Condition and Results of Operations in Part I, Item 2 of this document is
incorporated herein by reference.
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Item 4 - Submission of Matiers to a 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 Againsi
l. Patricia C. Barron 132,939,624 14,857,554
2. Ronald L. Bittner 130,688,397 17,108,781
3 Paul 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 14,986,435
T 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 341577

The shareowner proposal regarding executive change in control arrangements was
not approved with the following vote:

Broker

35,756,566 90,833,242 5,539,826 15,667,544
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Item 6. Exhibits and Reports on Form 8-K

(a)  See Exhibit Index

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

i B S i T
March 23, 1997 7 Yes
March 27, 1997 5 No
April 10, 1997 5 No
June 10, 1997 5 No

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

Pursuant 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

Louis L. Massaro

Executive Vice President and Chief Financial/
- Administrative Officer

(principal accounting officer)
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mid-1998, the SONET network will interconnect nearly 100 cities, encompass
more than 13,000 route miles and provide coast-to-coast connectivity.

A key growth strategy for the Company 15 to provide integrated
communications services for its customers. 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 single
sc wrce 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 1985 Acquisition Program

The Company complemented its 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 listing of these
acquisitions and the merger is included below.

1995
Acquisition

Company Name Date
Confertech International, Inc. March
American Sharecom, Inc. March
WCT Communications, Inc. May
Enhanced I'eleManagement, 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 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 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 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
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Reporting Services-The Company offers a vanety of billing options and
media aimed primarily at business customers. When a new commercinl
account is opened, the customer is 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 area of
dominant influence (“ADI") and within ADI by zip code. The Company
believes this service is useful to certain customers for direct response
advertising and customer service applications. The Company also offers 1ts
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;
time of day routing; Home Connection 800, a fractional 800 service which
allows residential customers to access 800 service utilizing a 4 digit security
Personal Identification Number (“PIN"); Multi-Point 800 service, which
allows custumers to use accounting codes on an 800 number or route a single
800 number to numerous locations simultaneously; 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 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 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
transmission circuits to complete long distance calls. With the exception of
digital microwave rystems 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 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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major carrier customer's 1-plus traffic was substantially complete ns of
December 31, 1996. As a result of the loss of this customer's 1-plus traffic,
revenue from this carrier comprised approximately 10% of Frontier’s long
distance revenue in the fourth quarter of 1996 as compared to 23% in 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 long distance revenue 1s subject to certain limited
seasonal variations. Because most of the long distance revenue 1s generated
by commercial customers, the Company traditionally experiences decreases
in long distance usage and revenue from its commercial customers during
vacation and holiday periods. The effect of commercial seasonality is
evidenced by lower sequential traffic growth in 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 carriers 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 companies. Over
this period, the Company installed advanced digital switching platforus
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 its local exchange
companies.

Frontier has achieved substantial cost reductions through the
elimination of duplicative services and procedures and the consolidation 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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PART!

ITEM1.  BUSINESS

Frontier Corporation ("Frontier” or the "Company”) 1s 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 telecommunications services to customers throughout the
United States, Canada and Great Britain. The Local Communications
Services segment cons.sts 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
Compauy'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 Pennsylvama that is
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% resnectively, of the
Company's total business. The Company, based on revenues, is 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 multi-
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 cities, encompiss
more than 13,000 route miles and provide coast-to-coast connectivity.

A key growth strategy for the Company is to provide integrated
communications services for its customers. 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 n single
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 acquisitions and a merger 1n 1995 that
approximately doubled the size of the business, A listing of these
acquisitions and the merger 1s 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 80.8% interest in LinkUSA Corporation
in August 1995 and subsequently purchased the remaining 19.2% interest 1n
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 deployr 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
their calls in the evening and on weekends, when business usage 1s lowest.
Neither commercial nor residential subscribers’ access to the Company's
service is limited as to the time of day or day of week.

Products and Services

The Company provides a variety of long distance products and services
.0 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 cifers
products for residential customers. Value-added services include: Call
Delivery, a message delivery service which enables a customer to send a
prerecorded message to a number; VoiceQuote, an interactive stock quotation
service; InfoReach, numerous audio/text programs such 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 fucsimile lists and documents from a PC and special
international pricing to accommodate short duration facsimile traffic.




Reporting Services-The Company offers a variety of bilhing options and
media aimed primarily at business customers. When a new commercial
account is opened, the customer is 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
be'ieves this service is useful to certain customers for direct response
advertising and customer service applications. The Company also offers its
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;
time of day routing; Home Connection 800, a fractional 800 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 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 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 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
transmission circuits to complete long distance calls. With the exception of
digital microwave systems located in California, New York and Pennsylvania
for which the Company holds Federal Communications Commission ("FCC")
licenses and several short fiber optic svstems, 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-

4




out” clauses. These provisions function te keep the price the Company pavs
at or near current market rates. An important aspect of the Company’s
operation is planning the mix of the types of circuits and transmission
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 subscribers. The
Company's SONET based fiber optic network build, started in October 1996,
will reduce the number of transmission facilities leased and provide for a
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 is, for
the most part, designed to permit expansion to its capacity by the addition of
standard components. If the maximum capacity of the equipment in 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 is dependent
upon local telephone companies for installing local access circuits and
providing related service when establishing a network switching center.
International service is 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 companica to
provide high quality international service at competitive rates,

It is 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 its cost structure nor assure that the
network will enhance Frontier's ability to grow 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. During
1995, the Company was notified that this customer would be irstalling its
own long distance switching capacity and diversifying its traffic distribution
to one or more additional carriers. Effective June 1996, this customer
entered into a revised three year agreement with the Company, eliminating

he customer's existing minimum monthly commitment for 1-plus service in
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 substantially complete as of
December 31, 1996. As a result of the loss of this customer's 1-plus traffic,
revenue from this carrier comprised approximately 10% of Frontier's long
distance revenue in the fourth quarter of 1996 as compared to 23% in 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 long distance revenue 1s subject to certain hmited
seasonal variations. Because most of the long distance revenue 1s generated
by commercial customers, the Company traditionally experiences decreases
in long distance usage and revenue from its commercial customers during
vacation and holiday periods. The effect of commercial seasonality 1s
evidenced by lower sequential traffic growth in 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 tugciner served approximately
976,000 access lines in 13 states. The local exchange carriers 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 companies. 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 its local exchange
companies.

Frontier has achieved substantial cost reductions through the
elimination of duplicative services and procedures and the consolidation of
administrative functions. The Company believes that additional cost
reductions are obtainable. These redu tions will be partially driven by
technological changes and will be necessary to further improve the
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competitive position of its Local Communirations Services' business. The
Company intends to vigorously pursue additional gains 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 its Minot Telephone
Company g roperty 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 in 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 companies'
operating territories is provided by interconnection with the facilities of
interexchange carriers.

Frontier is pursuing several alternatives to provide expanded
broadband capabilitics 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 its 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 consolidation plan at its Rochester
Telephone Corp. and Frontier Communications of New York subsidiaries.
The three-year plan to consolidate host 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 is
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 a program known as “Frontier Long Distance”, where its 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 compary 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 results of




Frontier Long Distance operations are included as part of the Long Distance
Communications Services’ segment.

Technological innovation and regulatory change are accelerating the
pace of competition for both local exchange and long distance services. New
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 quality 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 is described in more detail below.
Currently, the Company continues to be the primary provider of basic local
telephone service in Rochecter, New York and may be considered the only
provider of basic local exchange service in most of the other geographic areas
where it has telephone properties.

Lerislative and Regulatory Matters

The competitive evolution of the telecommunications industry has
resulted in a more fluid regulatory framework. In general. state regulatory
agencies exercise authority over the prices charged for the provision of local
telephone service and for intrastate long distance service and over the quality
of service provided, the issuance of securities, the construction of facilities
and other matters. Each of Frontier's local telephone service companies is
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 is also subject to FCC and state jurisdiction.

(a) Telecommunications Act of 1996. On February 8, 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 exchange
operations to negotiate in good faith the terms and conditions of such
interconnection.

Second, the Act contains a number of provisions that reduce barriers 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 it provides
telephone service upon proving to the relevant state regulatory authority and




to the FCC that: (a) it faces competition for local telephone service from at
least one facilities-based competitor; and (b) that 1t satisfies a fourteen point
checklist that would purport to show that the RBOC's local exchange
operations are open to competition. The Act establishes deadlines within
which both the state regulatory agency and the FCC must act upon
applications filed by a RBOC to 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 carner, 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 is 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 telophone services whether those local services are provided by
Frontier directly or are provided by a RBOC or non-affiliated 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 pricing 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 is expected
in May 1997.

Finally, the Commission has issued a notice of proposed rulemaking in
which it 18 proposing changes to its rules governing the assessmeut and
collection of interstate access charges assessed by local exchange carrers.

The Company is evaluating its options in Light 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 increasingly competitive
environment. The 1ssues that the regulatory agencies are examining include
unbundling of network elements, interconnection obligations, dialing parity for
intra-LATA (or short-haul) toll traffic, number portability, resale of local
exchange service and universal service. The Act has begun to have an effect on




the timing and outcome of proceedings 1n many states, as state COMMISSIONS
have begun to review their actions in hght of the Act. The Company cannot. at
this time, predict how these proceedings will ultimately 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
coapetition in the Rochester, New York marketplace by providing for (1)
interconnection of competing local networks including reciprocal
compensation for terminating traffic, (2) equal access to network databases,
(3) access to 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 ruduce the number of retail customers and
potentially cause 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 Rochester Telephone can retain
additional earnings achieved through operating efficiencies. Previously 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
issues are 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 13.5% for services and
eliminating the minutes of use 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 believes
that, currently, all resellers in this market use the Company’s operator
SEervices.

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 as
links (the wire from the switch to the customers premises), ports (the portion
of the switch that terminates the link) and switch 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
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 Stabilization Plan
and che potential diversification risk.

There can be no assurance that the changing regu'atory 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 it 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 line of
business is 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 is dominated on a volume basis by the nation’s
four largest long distance providers: American Telephone and Telegraph
Company (“AT&T"), MCI Telecommunications Corporation ("MCI"), Sprint
Communications, Ine. (“Sprint”) and Worldcom, Inc. (“Worldcom”). AT&T,
MC]I, Sprint and Worldcom generate more than B5% of the nation’s domestic
and international long distance revenue, which is in excess of $75 billion
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 companmes with annual revenues of
Jess than $1 billion ench, the majority below $50 million each. The Company
targets small- and medium-sized commercial customers and seeks to provide
a level of focus and attention to customer service that compares favorably
with what its larger competitors offer to large commercial customers.
Frontier is one of the few long distance companmes with the ability to offer .
high quality integrated local and long distance services to small- and
medium-size commercial customers on a nationwide basis. A number of the
Company's competitors are primarily regional in nature, limited by the size
of their transmission systems or dependent on other parties for their bilhng
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 avaul itself of
greater economies of scale and scope in its transport and local access facilities
and in its back office operations. The Company’s acquisitions have vxpanded
it to a national scope enhancing the Company's ability to compete effectively,
The Company’s growth and investment in additional network facilities in
1995 and 1996 and the construction of a fiber optic network scheduled for
completion in 1998 are also designed o provide for a competitive cost
structure.

(b) Local Communications Services. The market for equipment connected to
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 in Rochester, New York as a result of the
Open Market Plan, and the Telecommunications Act of 1996 is likely 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 is remarketing
local exchange service in the Rochester, New York marketplace as a reseller
of RTC's services, as is Frontier's subsidiary, FCR. The Company believes
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 balieved to be active in any of the Company's other telephone
properties.

Long distance companies largely access their end user customers
through interconnection with local telephone companies. These long distance
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companies pay nccess fees to the loeal telephone companies for this service.
The provision of access services in Rochester and elsewhere is considered to
be 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 1ssues, environmental issues tend to impact
members of the telecommunications industry in 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 in 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 derived from EPA
regulated substances. If EPA regulation of any such substance 1s increased,
or if uny tacilities 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 Item 3,

Legal Proceedings.
Employees and Labor Relations

As of December 31, 1996, the Company had 7,900 employees, of which
2,701 were employees of 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 negotiations are currently at an impasse and the Rochester company
has implemented the terms of its final offer as of April 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

13




Regional Office in Buffalo, New York for an adminmistrative hearing. This
hearing is scheduled to commence in May 1997.

On December 11, 1996, the Company and the CWA National reached a
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 bargaining 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 currently working under the terms of each
expired contract. The contract between employees of Frontier Communications
of Audable 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 Litigation
Reform Act of 1995. Actual results may differ materially 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 pricing and development,
integration of services, the effects of competition and the expansion of the
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business. The performance of the economy and the telecommunications
industry could cause the Company's actual results to vary significantly

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 position. 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 invilves certain operational and financial 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 is 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 matters 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 e juipment. The Company's long distance segment also leases facihtics
or transmission capacity from other carriers.

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 lines
include aerial and underground cable, conduit, poles, wires and microwave
equipment. These facilities are located on public streets and hig-wavs 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 in which its
central offices, warehouse space, office and traffic headquarters are located.
Frontier Corporation's headquarters are located in a lensed 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.

ITEM3. 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 secek 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.; Smita 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. Itis 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 1s anticipating
+hat 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 18
uncertain, although estimates have ranged from $25 million to $100 million.
There has been no allocation of liability as among or between the plaintffs 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 delayed by the bankruptcy filing of one of the defendants. FNS has
been vigorously defending this lawsuit. 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, hundreds of plaintiffs, all of who are former ASI
shareholders, have filed and amended several and varicus 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 fairly
toward one another and refrain from misappropriation. Another action by a
few 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 plaintiffs. 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 is 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 detarmine the outcome of the suits that have
not settled, Frontier, ASI and the other defendants each are contesting the
claims. To date, no other settlements have been reached. In connection with
the acquisition of ASI by Frontier, Simon and Weinert agreed to indemnify
the Company for these claims.
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On April 10 and 11, 1995, three lawsuits were commenced agamnst
ALC Communications Corporation ("ALC") as a result of 1ts announced
merger with the Company. In two of those actions, each filed in the Court of
Chancery of the State of Delaware, in and for New Castle County by Martin
Mayers and Mordecai Cohen, 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 consolidating 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 and 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, is incorporated herein by reference.

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

None
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PART II

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

The Company's Common Stock is traded on the New York Stock
Exchange (Symbol - FRO). A stock split in the form of a 100 per cent stock
dividend was effected during 1994. The information in the table below is
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 1995 1994
Quarter High Low High low  High laow

Highest and lnwant

market prices for the 1st $33.256 $28.26 $23.38 §$19.26 $22.44 %2025
stock by qguarter; 2nd 33.38 27.75 24.13 19.63 2525 2081
3rd 31.26 2588 2863 23.75 24.75 21.63
dth 31.88 19.88 30.00 25.50 2463 20.50
Common stock 1st $.2125 $.2075 $.2025
dividends declared 2nd $.2125 2075 2025
per share: 3rd $.2125 .2075 .2025
4th $.2175 2125 L0756
Total Dividends per Year . $.8550 $.83560 $ .8150

Number of Shareowners (at December 31)

Individuals 29,697 26,184 24,128
Brokers, nominees and institutions 509 453 480
Total Shareowners 30,206 26,637 24,608

On March 14, 1997, the closing price for the Company’s stock was $21.50
per share as published in the Wall Street Journal.
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ITEM 6. SELECTED FINANCIAL DATA

The information required by this item should be read in conjunction with
the consolidated financial statements and related notes included in Trem 14
contained herein, and 1s as follows (in thousands, except per share data)

1806 1995 HHE 1993 1993 g

Net Revenues.......oemsmimsssnn §2.575.569 £2,143.691 S1.667.545 $1.437. 448 §1.252 244
Income from Continuing Operations

(before Extraordinary Items and

Cumulative Effect of Changes in

Accounting Principles) ............ $ 217944 8 14476B § IRT.254 £ 128644 § 107,025
Consolidated Net Income ... § 209926 § 22083 § 180057 § 121154 § 105953
Earnings per Common Share:

Income before Extraordinary

Items and Cumulative Effect of

Changes in Accounting Principle § 132 £ 89 £1.16 $§ B3 $ .75
Extraordinary Items.........coreneene $ (.76) $ (05 $ (01)
Cumulative Effect of Changes

in Accounting Principles........... $ (.05) $ (o § (04) i

Earnings per Common Share-Primary §1.27 § .13 $1.12 § 7B $ .74
Farnings per Common Share- Fulhr

Diluted... $ 1.27 $ .13 $1.12 £ 78 § .74
Cash Dmdmdl Declnnd per

Common Share ............cccovvrnens £0.855 $0.836 $0.815 $0 .795 $0.775
Total ASSeLs.........cccovviunirrianisnnns $2,221,520 $2,108,592 $2,060,794 $1,721 545 $1.679.743
Long-Term Debt.........ccccooennree. $ 675043 § 6G1B,BET § 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 is presented in pages 14 through 20 of
the Company's 1996 Annual Report to Shareowners which is Exhibit 13 to
this Form 10-K, and is incorporated by reference into this Item 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, is presented on
pages 21 through 37 of the Company's 1996 Annual Report to Shareowners,
which is 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 definitive proxy
statement provided to shareowners on or about March 24, 1997 in connection
with the Annual Meeting of Shareowners to be held May 2, 1997, which 1s
Exhibit 99 to this Form 10-K and 1s incorporated by reference into this [tem
10. Exhibit 99 consists of the Notice of Annual Meeting and the Company's
Proxy Statement for the May 2, 1997 Annual Meeting of Shareowners.

Executive Officers

Certain information is set forth below regarding the Executive Officers
of the Company as of Idarch 14, 1997. Each Officer serves for a period of one
year or until a successor is elected.

Other Positions Held

Name Position and During the Past
AAgel Offices Held Five Years
Robert L. Barrett (66) Executive Vice From May 1995 to March 1996 he was
President and Executive Vice President and Chaef
President of Technology Officer of Banc One
Network Systems & Corporation!. From May 1991
Services since to May 1995 he was President
March 1996 and Chuef Operating Officer of
Banc One Services Corporation’.
Kevin J. Bennis (43) Executive Vice From December 1994 to March 1996
President and he was President and Chief Executive
President of Frontier Officer of the Integrated Chent
Communications Services Division of MCI%. From

since March 1996 February 1994 to December 1994 he
was President and Chief Operating
Officer of MCI/BANAMEX?., From
July 1992 to February 1994 he was
Senior Vice President of Business
Marketing of MCI. From July
1988 to July 1992 he was Vice

President of Sales-Northeast
Division of MCL.
Ronald L. Bittner (55) Chairman, President From August 1995 to November 1995

and Chief Executive he was Chairman and Chief Executive
Officer since Officer. From February 1992 to Apnl
November 1995 and 1993, he was Premdent and Chiefl
for the period Executve Officer.
April 1093 to
August 19856
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Jeremiah T, Carr (54)

Joseph Ens (52)

Dale M Gregory (48)

Lows L. Massaro (50)

Richard A. Smith (46)

Executive Vice
Presidert since
January 1997
and Chairman -
Rochester
Telephone Corp.

Treasurer since
January 1995

Senior Vice Presadent

since May 1995 in
charge of the
Network &
Operations Area
from June 1995 to
October 1996 and
the Corporate

Development Group
since October 1996,

Executive Vice
President, Ch.inf

Officer and
Chief Financial
Officer since May
1696

since April 1995

From May 1995 to January 1997 he
was Senior Vice President

From January 1995 to May 1995

he was President and

Chiefl Executive Officer of

Rochester Telephone Carp..

and President Telephone Group,
From November 1993 to December
1994 he was Corporate Vice President
and Presmdent - Telephone Group.
From February 1992 to November
1993 he was Corporate Vice 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
Nauonal Service Industries’ From
1984 to 1992 he was Treasurer of
Cyclops Industries*

From January 1995 to May 1995 he
was President - Frontier
Communications Group. From
November 1993 to December 1994 he
was Corporete Vice President and
and the President -
Telecommunications Group.

From February 1993 to November
1993 he was Corporate Vice
President and Premident-Network
Systems and Services. From February
1992 o February 1993 he waa
Corporate Vice President and
Presmident-Telecommunications
Services.

From August 1995 to May 1996

he was Executive Vice Premident

and Chief Administrative Officer.
From December 1994 to August 1995
he was Corporate Vice Premdent.
From Feb.uary 1993 to December
1994, he was Corporate Vice President
and Treasurer. From September 1991
to February 1993 he was Corporate
Vice Premdent and President-
Rochester Operations.

From June 1994 to March 1995 he was
President - Frontier Information
Technologies, Inc. From February
1993 to June 1994 he was Senior Vice
President - Midwest Region of
Frontier's Telephone Group. From
1990 to February 1993 he was Vice
President - Midwest Telephone




Operauons of Frontier's Telephone

Group
Josephine 5, Trubek (54) Corporate Secretary  From January 1990 to Apnil 1993 she
since April 1993 was General Counsel and Secretary

' Banc One is one of the 10 largest bank holding compames in the 'S  Banc One Services
Corporation 15 a subsidiary of Banc One.

? MCI is the 2nd largest provider of long distance services in the United States
MCUBANAMEX is an MCI joint venture in Mexico

? National Service Industries i a8 public company with businesses in hghting. textile rentals
and specialty chemicals.

* Cyclops Industries s a public manufacturer of specialty steels and curtainwall systems

PART IIl1

ITEM 11. EXECUTIVE COMPENSATION

The information required by this 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 Directors” and on
pages 6 through 13 under the captions "Repo: t of Committee on
Management”, "Performance Graph”, "Compensation of Company
Management", and "Compensation Committee Interlocks and Insider
Participation in Compensation Decisions”, and is incorporated by reference
into this Item 11. The Company's Proxy Statement is found at Exhibit 99 to
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 is presented in 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 definitive 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 1s presented under the zub-
caption “Employment Contracts” on page 13 of the Definitive Proxy
Statement for the Annual Meeting of Shareowners to be held Max 2, 1997
and is incorporated by reference into this Item 13.

PART IV

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

(a) 1. Index to Financial Statements

Page*
Report of Management 21
Report of Audit Committee 21
Report of Independent Accountants 21
Business Segment Information 22
Consolidated Statements of Income 23
Consolidated Balance Sheets 24
Consolidated Statements of Cash Flows 25
Consolidated Statements of Shareowners' Equity 26
Notes to Consolidated Financial Statements 27-37
Report of Ernst & Young LLP 38

*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 years 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 applicable or the
required information is shown in the financial statements or notes thereto.
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3. See Exhibit Index for list of exhibits filed with this report.

The Registrant hereby agrees to furmish the Commission a copy of each
of the Indentures or other instruments defining the rights of security holders
of the long-term debt securities of the Registrant and any of its subsidiaries
for which consolidated or unconsolidated financial statements are required to
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, Financial 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 6 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 instructions or are inapplicable, and therefore have been
omitted.
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Report of Independent Accountants on
Financial Statement 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 Report 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 audit
of the Financial Statement Schedule listed in Item 14(a)(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 $40,078,000 and $32,692,000 at December 31, 1995 and 1994,
respectively. That Financial Statement Schedule was autited 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 report
of other auditors, this Financial Statement Schedule presents fairly, in all material
respects, the information set forth therein when read in conjunction with the related
consolidated financial statements.

/?\4;4 MZ‘-ﬂ

PRICE WATERHOUSE LLP

Rochester, New York
January 27, 1997
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Report of Independent Auditors

Board of Directors
ALC Communications Corporation

We have audited the financial statements of ALC Communications Corperation (ALC) as
of December 31, 1995 and 1994 and for the years then ended, and have issued our report
thereon dated January 17, 1996. Our audits also included Schecule Il of ALC (not
presented separately herein) which is included in the related schedule of Frontier
Corporation in its Annual Report on Form 10-K for the year ended December 31, 1995
This financial statement schedule is the responsibility of ALC management. 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 information set forth therein.

Barnet ¥ MLLP

Detroit, Michigan
January 17, 1996
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FRONTIER CORPORATION
SCHEDULE 1II - VALUATION AND QUALIFYING ACCOUNTS AND

RESERVES FOR THE YEAR ENDED DECEMBER 31, 1996

(Table 1 of 3)
In thousands of dollars
Addinons
Balance at Charged 1o Charged 1o
beginnung costs and other Balance at
Description ofvear LXpenses Accounts Deductions  end of year

Reserve for uncollectible
accounts 8268515 874,452 5. 183" S171.23% £3091)
Deferred tax asset valuation
allowance 0 0 £4.426 S10.461

23 BA7
Acquisition related reserves S83.149 i 0 $42.353 840796~

 Primarily recoveries of uncollectible accounts.

o Uncollectible accounts written off.

@ Included primarily in "Property, plant, and equipment” in the Consolidated Balance
Sheets.
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FRONTIER CORPORATION
SCHEDULE 11 - VALUATION AND QUALIFYING ACCOUNTS AND
RESERVES FOR THE YEAR ENDED DECEMBER 31, 1995

(Table 2 of 3)

Int ousands of dollars

Addiuons
Balance at Charged to Charged 1o
beginning costs and other Balance at
Descninuon —of vear LEDEnses Accounts Deductions  end of vear

Reserve for uncollectible
Accounts $11.407 $36.655 £24 986" &£44.533 S28515
Deferred tax asset valuation
allowance £28.500 50 &1.950 £12.563 S21 B8
Acquisition related reserves &0 £114.239 80 511030 83,149 '

i Primarily recoveries of uncollectible accounts and balances added through acqumtons.
@ Uncollectible accounts written off.
o Balances added through acquisitions.

w Included primarily in “Other liabilities” and “Property, plant and equipment” in the
Consolidated Balance Sheets.

FRONTIER CORPORATION
SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS AND

RESERVES FOR THE YEAR ENDED DECEMBER 31, 1994

(Table 3 of 3)
In thousands of dollars
Additions
Balance at Charged 1o Charged to
begpinning costs and other Balance at
Description sl ymar EEREDSCH _Accounts Deductions  end of year
Roserve for uncollectible
sccounts $8.832 A0 626 A11084 ' £39.035 = £11407
Deferred tax asset valuation
allowance £34 900 &0 0 £6.400 S28.500

o Primarily recoveries of uncollectible accounts

@ Uncollectible accounts written off.
29




. SIGNATURES .

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of
1934, the registrant has duly caused this report to be signed on 1ts behalfl by the
undersigned, thereunto duly authorized.

FRONTIER CORPORATION
(Registrant)
By:/sRopald L. Bittner
Ronald L. Bittner
Chairman, President and
Chief Executive Officer
Date: March 21, 1997

Pursuant to the requirements of the Secunities 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. Bittner By:/w/Lows L. Massaro
Ronald L. Bittner Lows L. Massaro
Chairman, President and Executive Vice President,
Chief Executive Officer and Chief Financial Officer and Chuef
Director Administrative Officer

(pnnapal finanaial officer)

Date: March 21, 1997 March 21, 1997

By./sRichard A. Smit}
Ruichard A. Smith
Controller
(principal accounting officer)
Date: March 21, 1997

Patricia C. Barron Raul E. Cesan

Date: March 21, 1997 March 21, 1997

Brenda E. Edgerton Jairo A. Estrada

Date: March 21, 1997 March 21, 1997

Michael E. Faherty Daniel E. Gill

Date: March 21, 1997 March 21, 1997

Alan C. Hasselwander

Robert J. Holland, Jr.

Date: March 21, 1997 March 21, 1997
- L]

Douglas H. McCorkindale Leo J. Thomas

Date: March 21, 1997 March 21, 1997

Richard J. Uhl
Date: March 21, 1997

*By s/
Josephine S. Trubek
Attorney-in-Fact

Manually signed powers of attorney for each
Director are attached hereto and filed

herewith pursuant to Regulation 5-K
Item 601(b)24 as Exhibit 24.
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Exhibit

FRONTIER CORPORATION
EXHIBIT INDEX

Numi Exhibit Descrioti

3.1

3.2

3.3

4.1

4.2

4.3

4.4

4.5

Restated Certificate of
Incorporation dated
January 24, 1995

Amendment to Restated
Certificate of Incorporation
dated April 9, 1995

By-Laws

Copy of Indenture between

the Company and Manufacturers
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,
1996

K}

Reference

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

Incorporated by reference
to Exhibit 3-2 to Form 10-K
for the year ended
December 31, 1995

Filed herewith

Incorporated by reference
to Exhibit 4-12 to Form
10-K for the year 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 year ended
December 31, 1991

Incorporated by reference
to Exhibit 4.5 to Form
10-K for the year ended
December 31, 1995




offer letter for Mr. Barrett
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FRONTIER CORPORATION
EXHIBIT INDEX
Exhibit
10.1 Copy of Joint Venture Incorporated by reference
Agreement dated March 9, 1993 to Exhibit 10-13 to Form
by and between Rochester Tel 10-K for the year ended
Cellular Holding Corporation December 31, 1992
and New York Cellular
Geographic Service Area, Inc.
together with Exhibit A
thereto
10.2 Copy of the Plan for the Incorporated by reference
Deferral of Directors Fees to Exhibit 10-34 to Form
10-K for the vear ended
December 31, 1994
10.3 Copy of the Directors’ Incorporated by reference
Common Stock Deferred to Exhibit 10-36 to Form
Growth Plan 10-K for the year ended
December 31, 1954
10.4 Copy of the Restated Management Incorporated by reference
Pension Plan to Exhibit 10-20 to Form
10-K for the year ended
December 31, 1995
10.5 Copy of Executive Bonus Plan Filed herewith
10.6 Copy of the Management Stock Incorporated by reference
Incentive Plan dated to Exhibit 10-23 to Form
April 26, 1995 10-K for the year ended
December 31, 1995
10.7 Form of management contracts Filed herewith
as amended with each of Messrs.
Bittner, Massaro, Carr and Gregory
10.8 Executive contract with supporting Incorporated by reference

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




EES

Exhibit
Number
10.9

10.10

10.11

10.12

10.13

10.14

11

13.1

FRONTIER CORPORATION

EXHIBIT INDEX

Exhibit Descrioti
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
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Reference

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 Form
10-Q for the quarter ended
March 31, 1996

Filed herewith

Filed herewith




Exhibit

13.2

21

23.1

23.2

24

27

99

FRONTIER CORPORATION

EXHIBIT INDEX

Exhibit L -
Report of Ernst & Young LLP

Subsidiaries of Frontier
Corporation

Consent of Indepe.udent
Accountants - Price Waterhouse LLP

Crnsent of Independent
Accountants - Ernst & Young LLP

Power of Attorney for a
majority 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

Reference

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith
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. Frontier Local Services Inc. .
Biographies of Senior 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
di ection and serves on Frontier's Board of Directors.

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

With a background 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 of video product management and General Manager of
Merchandising and Market Development.

Mr. Clayton holds a master's degree in Marketing and Management from Indiana University in
Bloomington, and is a Magna Cum Laude graduate with a bachelor’s degree in Business Administration
and Economics from Bellarmine College in Louisville, Kentucky. He is on the Board of Directors 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 for the Electronics Industries
Association, and is a trustee of Bellarmine College.




Frontier - Executive Blogn!-. cont'd. .

JEREMIAH T. CARR
President

Frontier Operations

Jerry Carr manages Frontier Corporation's combined local and long distance operations which includes
34 local exchange companies, a growing C-LEC or competitive local service operation and the fifth
largest long distance operations in the country. He also oversees the Company's audio and video
conferencing, customer service, provisioning, billing, call centers and international operations.

Carr was given responsibility for the sale and provisioning of integrated communications solutions to the
Frontier Telephone Group in May 1995, leading the management of 34 telephone companies in 13 states.
He has been the senior executive for the Company's telephone operations since 1992.

Carr was president of Frontier Network Systems, Inc. from January 1991 to February 1992. In this
capacity, he reconfigured the organization and increased the focus on the mid-to-large customer markets.
Before that, he was general manager of the New York State Region for Telecommunications Services,
where he was responsible for the operation of Frontier Communications International Inc., Frontier
Network Systems, Inc., and Anixter-Rotelcom. He oversaw the creation of Frontier Cellular in 1985 and
served as its president in 1989,

Carr joined Rochester Telephone in 1969. In the 1970's, a period of revolutionary change for the
company, Carr chaired the development of programs that paved the way for customer ownership-sale-in-
place, bill unbundling, and inside wire sales — and created new revenue opportunities for the company.

Carr holds a bachelor's degree from St. Bonaventure University and a master's degree in business
administration from the William E. Simon Graduate School at the University of Rochester. He serves on
the Board of the American Red Cross, the Rochester Visitor's Association, the United Way of Greater
Rochester, and Geva Theater. Carr also served as the 1996 United Way arca chairman and received the
Catholic Family Center 1997 "Man of the Year" award.




Frontier - Executive Blopl‘ cont'd. &

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

Robert Barrett joined Frontier in 1996 as President of Frontier Network Systems and Services, with
responsibility for all network operations, information technology and engineering. In addition, he directs
the development of a company-wide full service platform, combining network, customer service and
billing on one integrated system. Mr. Barrett is also responsible for two wholly owned subsidiarics:
Confer Tech International, the audio and video teleconferencing group and LinkUSA, the principal
provider of calling card and prepaid 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 Communications 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 Allnet billing platform, recognized as one of
the most flexible in the telecommunications industry. Before joining Allnet, Mr. Barrett was chairman
and CEO for the information technologies and telecommunications subsidiaries of Clark Equipment
Company. Prior to joining Clark, he worked in the information systems arca of General Motors
Corporation.

Mr. Barrett holds a bachelor's degree from Michigan State University.




Frontier - Executive Bhp'l‘. cont'd. .

JOSEFPH ENIS
Treasurer

Joe Enis was elected treasurer of Frontier Corporation in December 1994, In this position, he is
responsible for commercial banking relationships, capital structure planning, risk management, cash
management, pension fund management, taxes and long distance credit and collections.

Mr. Enis joined Frontier in June 1994 as director of finance with cighteen years of broad financial
experience in multi-industry environments. Most recently he was treasurer for National Service Industries
in Atlanta, Georgia, a lighting, textile renta! and specialty chemicals company. Prior to that he held the
treasurer position at Cyclops Industries in Pittsburgh, Pennsylvania, a manufacturer of specialty steels and
curtainwall systems. He has also held financials positions at Bid Bud Tractors in Havre, Montana and at
J. 1. Case Company in Racine, Wisconsin.

Mr. Enis is a 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 the Seneca Zoo

Society.




Frontier - Executive Blo;n*. candid. .

JAMES G. DOLE
Vice President and Controller

Jim Dole is vice president and controller for Frontier Corporation. In this position, he manages financial
statemnents, budgets, product line, P&L's, credit and collections, and financial accountability for all
operations.

Previous, Dole was vice president of long distance business development for Frontier. In this position,
he provided financial oversight of the long distance business segment and directed responsibility for sales
administration and international business development. In 1992, Dole became vice president of corporate
development and directed Frontier's acquisition and development program. During his tenure, Frontier
pmhhmdhdfuhilhmluthngdmmﬂdermmghluﬂuofmdhmmm
services acquisitions in 1995. Dole was also involved in the corporate strategic planning process from
1994 - 1996.

Dole joined the company in 1986 as part of the telecommunications services business planning group, and
became manager in 1988. In 1990, he was named financial and human resources director for the group
overseeing accounting, business planning, human resources and corporate training and development. In
1991, he was named vice president of financial and human resources for telecommunications services. A
year later he was named corporate business development director, responsible for coordinating business
planning activities company-wide, including acquisition activities in regulated and non-regulated areas.
Prior to joining Fronuer, Dole worked in Marine Midland Bank's commercial banking sector.

Dole earned a bachelors of science in finance and economics from the State University of New York at
Albany and a master's degree in business administration from the William E. Simon Graduate Schooi at
the University of Rochester.
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TECHNICAL CAPABILITY

Frontier Local Services Inc. is a wholly owned subsidiary of Frontier Corporation. Frontier Corporation
(formerly known as Rochester Telephone) provides quality telecommunications services to over two
million customers throughout the country. The company has a proven track record for providing high
quality services and responsive customer service. Frontier Local Services Inc. (FLSI) posscsses all the
necessary 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 unbundled local loops.
At some future time, Frontier Local Services Inc. may deploy network where economies of scale make
the investment practical. For unbundled local loops, the company will use only reputable underlying
carriers to ensure that high quality service is provided to customers. FLSI 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 III of this application provide further evidence of the
company's technical capability to provide local services.




To Our Sharenwner’

ver the past few years the telecommu:
nications industry encountered so
many significant changes and monu-
mental events that we are all sccus-
tomed to doing business ar a frantic
pace. Nincteen minety-six brought
the most sweeping changes and
tormidable <hallenges our industry
has ever seen, including histonc legislanon, massive mergers
and heighte 1ed intensity in the battle for customers.

At the same time, Fronner has expenenced—and created—
its own unprecedented growth and change, Over the past two
yvears we transformed the company by changing our name,
doubling in size, diversifying our business mix and broadening
the range of customers we serve. In the midst of all this change
and activity, we set our sights on some extraordimary goals and
pursued them aggressively, In many ways, crontier i breaking
new ground in a crowded and competitive industry. The next
few pages are filled with examples and testimonies of our
experiences and successes.

Fromtier's 1o posionnning has not come without its growing
pains. While revenues for the past year grew at a rate of 20
percent, we planned w grow even faster. Results for 1996 were
disappointing but we believe our strategy is sound and will
ulnmarely create signihicant shareowner value. Skilltul execonon
of stratepy 18 a prerequisite for success in this competitive busi-
ness. We are confident that we are pursuing the right direction
and thar the groundwork we laid in 1996 will enable us 1o rein-
vigorare our long-standing track record of exceptional hinanaal
pertormance and accelerate our growth opportunities in 1997
and beyond.

We registered a number of significant accomplishments in
1996 that solidified the foundation for our continued growth:

o Wi made significant progress in the consolidation of network
assets and customer bases of six recently acquired long
distance companes.

o W began construction of a natiomende state-of-the-art fiber
optie network that will dramatically rediice onr cost structure
and prowvide the bighest-quality service to our customers,

o We rearganized our sales force arovnd geographic markets
natiomierde o ensure that our customers conbinue o receny
the personal service they have come to expect from Fromtier.

o We launched our first facilities-based Alternative Local
Exchange (A-LEC) operation in New York City. In this
market we mow offer competitive local service combune
with a complete range of long distance and wreless products,
through a single contact pont and billed on a single imvaice.

o We hegan an agyressie move wbo the prepand calling card
marker leveragong our owen metwork sercice capabilines and
formmng several strategse partnershaps that are anticpated
o generate sigmifteant tevenue opfrortunifies in 997

arnd bevond.

o W reparted comsoludated earmimgs froom operationes of
$2470 ol oor S 1800 per share, an miorease of 13 pevcent

froma the S208.7 omillion wr S1.35 per share reprorted an 1995,

Change s not new to Frontier; we plan tor ar, embrace an,
and rake advantage of the opportunines i creates, Wi
successfully anticipated most of the changes which shaped
our mdustry over the past few years i the areas of regulanon,
competition and technology, and we caretully planned and
implemented a strategy to reposition the company.

Our vustoiniers aid shareowners benelit From oar sucoess m
packaging excellent costoiner service wath compennive rates,
Two years ago, we led the naton and the industry m opening
the Riwhester, New York, market to tull compennon tor lowal
serviee, We retain more than 96 percent of the retal marker
i Rochester and ofter an attractne wholesale distriburnion
strategy for resellers, Frontier was ar the toretront of recog
niang that open competion provides ear hinancial benetin
and focuses employees on contimuously creanmg compentine
advantages m the markerplace.

T 1996, the rest of the industry was drawn o a siomlar
conclusion when, alrer nearly 200 vears of debate, Congress
passed the Telecommumations Act. This Ace—shich oo
rates many ol the deas generated i Frontiee’s resolutiomary
Open Market Plan—promises 1o change the tace of telecommu
mcations forever by opening the nanonal markerplace o tull
compention and providing consumers an unprevedented range
of chonce for their communications services

Frontier was the first telecommunications company i rthe
naton to ofter customers fully itegrated services including,
lowal service, long distance and wireless, Fromtier remains eme
of the only compames that offers the cnncal trio of services
combimed with a wide range of enhanced services ona single
imvance, In 1997, we plan 1o expand on the 27 markers where
we already ofter our tall porttolio of integrared services,

We had the foresight to broaden and strengthen anr presence
i the Tong distance marker and we are now birmly established
as the Gith-largest LS, prosader b long distance services. Our
34 local relephone compames collecovely make Fronoer ane of
the largest independent liwal exchange companies i the naton,
This provades Frontier a unigue combinanion of assets aad expe
nence that we wall maximize as these business segments comvenze
Frontier is now being recognized tor s growang presence in the
relecommunications business, confirmed by our addinon o the
SEP SO0 Index in December ol 1990
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We have a long history of visualizing opportunities and creatmg
solutions that reap benetirs tor our sharcowners, customers and
emplovees. We are contident that going forward the exccution
of vur strategies will boost Frontier to the premier ranks of
l'l;'lL' [_I[l“}: Ff[llrmd"(f n our Inl.'ll.h[r}'.

All around us, consolidation of competitive companies
continues. Fight major telecommunications companies were
reduced 10 four last vear duough mergers and acquisinons. In
some cases, the combmanon of local and long distance compa-
mies is designed 1o create the integrated solutions that Frontier
has been offering customers for years. In fact, Fronter’s growth
opportunities are amphified by our comperinve advantage as
o of only a few players in the industry today with existing
assets and experience in both local and long distance service.

While many of our competitors lobby legislators and fight
i the courts o enter new businesses, we already enjoy that
treedom. Whether through our own facilities or as a reseller,
Frontiers clear strategy and opportunity 1s 1o continue to
expand our integrated services capabilities nationwide and
be the casiest company in the mdustry to do business with.

Our local relephone companies have a track record of excel
lent performance, with aperating margins among the highest
i the industry, These companies are a vital resource for the
wale of the complete range of Frompier services and provide an
exsential s stmer hase for the expansion of the Frontier brand.

Kegulatory changes have also resulted in new streams of
revenue for our Carrer services group. As independent local
telephone companies look for an efficient means to enter the
long distance business, many of them are looking to Frontier, a
vompany very tamiliar with marketng long distance services 1o
ity own logal services customers.

Looking forward, 1997 will be a year in which we take
further advantage of vor capabilines, regulatory freedom and
the window of apportumiy to create the infrastructure to

support the growth of the company well into the future,

Our field sales I.-p.u.mnn i moving “op market”™ 1o serve
customers with more sophisticated telecommunications needs.,
Orur sales representanives are focusing on selling new customers
morc high-end products and services, i ludimg T-1 circuits, Jdata
and Internet, This strategy s designed 1o heighten sales produc
vy, INCrease custinmer reteniion and maximize the revenue
prowth potenual of the lirm, Our continued focus and emphasis
on small- to medium szed business customers will be comple
mented by greater unhzanon of elemarketing, athinty groups
and business partners to reach speatic niches wiathin thes marker,
such as the work-at-home segment.

We will redouble our efforts in the chent service arca with
an emphasis on penetrating our existing base of - ustomers ta
sell them addinonal value-added services. More and more
customers are recognizing the benctitn of muluple produces
and services from Frontier.

The expansion ot Frontier's prisduct porttolio will be
bolstered by our new nanonwide iber optie network, which
will be well on its way to completion by year-end 1997, This
next-generation long distance network will provide major
customer benefits in the form of higher quality service and
puaranteed reliability as well as dramancally reducing our
costs. Owning our network will reduce our transpart costs by
as much as S0 to 80 percent. Caven the I,I[‘l\il_'- pronang demand
for higher-bandwidth services such as data and trame relay, the
nerwork will accelerate our speed 1o marker with new services,
allow us 1o costeftecnvely compete for new business, and aet
new standards for service excellence and reliabiliny

Our suceess in the past as well as our goals tor the tuture
rest on our employees, who embrace vur objectives and share
our viston. As we have become a truly nanonal company, we
have complemented our existing seasoned ard experienced
employee team with additional skilled industry professionals
in the areas of sales, marketing, customer servive, network
management and product development. Together, we are all
dediated to fikusing on customer retention; lowking tor new
market opportumties to provade integrated serviees, expanding
the Frontier brand in both teadivonal and mmosanine ways,
aceeleratimg revenue growth far i cxcess ot mdustry averages;
and enpendenng the customer lovaley that has already made
Frontier the telecommumicanions chowe for millions o customers

In summary, Frontier is solidly positioned i this rapadly
changing market. We strongly believe that the trust and conti
dence awarded us by our customers and shareowners will be
rewarded with outstanding service lor our customers and value

creation for our shareowners,
Sinverely,

' - a [= =
‘/-r '11{4(({ -“rffﬁli‘-q:‘llf

Ronald | . Buttner
Charrman and Cluef Fxecutive Offreer

Felrruary 13, 19497




Technology has always been a comenstone of Frontier’s service
offerings. For nearly a century, the company has thrived and
grovwn by helpumg customers di the same. When customers
vevded computer-to-computer communicatons, Frooaner was
there with 15PN and Internet comnectivaty. When they required
addinonal portability, Fronner responded with a wide range

of wirelews services. When they requested more efficient dara
transmission, Frontier '-l.:||1|'|'|i'.'d Frame rrl.t:r In‘hl‘lﬂlﬂn).

In 1996, Fronters deployment of technology took another
major leap torward. In parmership with Qwest Communications,
and using state-ot the-art fiber from Lucent Technologies, the
company began constrsction of 3 natonwide fiber optic network,
Onee completed, this network will huedle the capabalitics ol
Exiing networks and be the envy of compenitons.

The multi-ring, SONET-hased network will offer unprece-
Jdented reliabuliy and wall eliminate the nsk of fiber breaks.
tmposrtantly, the new network will dramancally reduce Frontier’s

rebance vn other carners, saving an estimated 50 o 80 |« vem

m transport coses, This will ereare an sdeal platform for Fronuer’s

continued growth,

L urther evidenwe of Fromtier's state-of-the-art technology can
be townd in ConterTech International, the company’s audio and
video conferencing subsidiary., ConferTech has recently sipned
an agreement with NTT. the Japanese national telephone com-
pany, toontreduce the first andio conlerencing service in Japan.
Conter Tech also counts five of the Regional Bell companies
A CUATOIICTS.

Frontier's advanced technology strengrhens customer rela
tomships. Ies enhanced billing platform can invowe integrated
services amd provide cistomieed, m-depth call management
reports, I 1996 Frontier modified its ulling system for irs
telephone operations allowing irs local service customers (o
alsir reap the benetits of gerang bcal and long distance on a

1||l|,;|| LI RN |
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To move closer to customers and more accurately target new
markets, Frontier reorganized irs sales force into four geographi
regions in 19%6. This new structure allows Fronner to mamtain
its consultative face-to-face sales approach with small-to-medium
business customers while moving “up market™ 1o target langer
customers with more sophisticated requirements. Being close

to the customer is fundamental to providing the service-atier
the-sale that enhances customer loyalty and extends Fronnier's
reputanon for excellence,

Expanding and diversifying 1ts distribution channels will be
the key to Fronnier's internal growth, extended market coverage
and improved operaning margins, For instance, multicultural
commumines and small kol networks present unigue
oppartunibies for Fronner to capualize on its distinet niche
[Tl-tfk(‘llnjl stratcgics.

Fronticr i reaching bevond tradinional telecommumanons
1o broaden s customer mix. lts agreement with cable company
Cos Communications is just one example of how Frontier 1s
looking to proactively partner with a vanicty of cable and unility
COmpanics., T'his not only broadens Fronner’s distribunon
channels, but also builds on the vompany s CXPETTIAC 1N
hundhing a varety ol services into a ssmple package.

International expansion will be facilitated through
the installanion of a switch in the United Kingdom,
New sw lhhlll}: facilinies there will serve as a hub
tor Furopean traftic and for Frontier’s interna-
nonal connections to more than 230 countries,
reducing costs and improving service.

Frontier 1s utihzing innovanve brand
building rechnigues and creative marketing
partnerships to build name recogninion
nationwide. One example is a prepaid
calling card parmership with Caralyst
Communications that resulted in the
Frontier logo being prommently displayed on
NASUAR driver Brett Bodine's #11 race car.
Through programs like this, the Fronner logo
flashes onto millions of television sireens

and appears i thousands of publications,

atsans Lvwey

e rstrmenl Dusreii i Tede

franchisses in moie than B0 oMy ey natonwde use Fronte
long daiance, calbng cardh and BOO serwces to conduct nter
s Whaen calling from home they uie Frontes s dal around
service and BCCDUntng (odes 10 keep track of thes calls Bur

whal they value moat s the peoonalifed weovde they Tede e

ol v Fronadent Der

from Fronted Hess Fo Per

Inprna deicushes new secnces with Frontier New Yok Coty

rep Sunan Barton

Branding A Star: whethe: 1 wn wennng the Colonal m
Fort Worth, Teass. of tounng the Urited States as & membes ol
the Presdents Cup tesm, POA Tour star Corey Pavn represented
Frontst well i1 1794 “Everyone on tour sihs me who Fronte:
i 1l tham it's tha fiest telecommuna ations Company o Amerncs
with an offenng 1o complete, it reah The Deggest pleypss - tha
game * skl Pavin Hia eschusve agreement with Fronte s a
Cormpany wpokesperson o ludes weanng Frontes s logo
while on tow Tha hegh profile vadebty a halpeny o

brshd Frontery brand awerenes, natomwide



International Acclaim: Mason Kellas
Imternational i a London-based travel sgency

whuch Counts Sting. Seal and Sheryl Crow among
s suprerslar chents, and world towrs for The

Beatles and Enic Clapton amoang its finest accom-
plahments “We use Frontier Communications
Intprratanal for workdwade teledommunatsonm
becasie they pravde personal servce, pat bhe
ourtelver, " waed Duector Bran Osbom, shown
hete with partner Sandi Kellar “They're the kind

ol peeople we would employ




Behind every successiul organization are people who excel at
what lht‘}-‘ des, share a covnmaon vision and stay focused on the
company s objectives.

Frontier is proud to maintain an environment in which
dedicated, committed people thnve, Even with the difficulry
associated with merging six different companies with completely

different cultures into a unified whole, Frontier people remained Operation Hope: A the wgeon stam

focused on the ultimate goal—becoming the premier provider his Increon, 8 apecialal 1 8 video manitar sdvises

of telecommunications services. from & hospital acrows town, Frontaer cnnected
the two with & wngle iber optic strand carryng

Through this consolidation effory, important cost-saving 5

real tma crptal dlea vosts, wideo and data The
measures were implemented to standardize benefits and business
practices across the company, Compenestiso and bonus programs

have been aligned with overall company performance.

rritimads capabsitey prowsdea Dy It networks
can vaatly espand the medsal comemundy's bty
to prowde eapent contultation mn many stuatons,”
saecd tria! narbcipant D Mchas! Beryg

During the vear, a number of skilled industry professionals

were recruited to supplement the existing management team.

hese include experts in the arcas of technology, product
development, customer service and sales. In facr, Fronuer’s
industrywide reputation draws résumes from some of the
maost valued [\'np]r in the telecommunications business.
Fvery employee 1s a contributor, initiating ideas, executing

plans—even selling products and generating sales leads
through referral programs. Employees” contributions

Caring For Our Communities: When a chid u i the hospaal
parents want to spend svery moment with them Frantws a helpsng parents
do junt that through a donation of voste mad “The system aliows parents
10 mesdy update lamdy and inends and leaves parents more Lime
and enargy 1o devote 10 thes chid,” sad Jenmy Voncha of the
Soatthe Children's Hoapital and Medscal Center Frontiers funds

many creative wolutions 1o benelt the local comwmg

extend well beyond the scope of business and into the
communitics that Frontier serves, In tact,
Fronuer has been a leader in corpo-
rdale urlul’ll:;‘:.'rhl’l'l and communmry
Eving for many years.
Comminted and energenic,

it it serves One gl ant ssampse o
Frort's “Ho Was Sthool Todey 7" progrem
i Rochester, New York In its thind yes

Fronnier people subscribe to

the notion that success 1s
" )
everyone's job, this program has touched the kves o
s (han Y50 inrees city sludanis and
Tarrailis, esppeow oragy s wchor @lioen and
s sl dhewelopment



; ‘ * Financial Revi'e\P
!‘luﬂiﬂﬂmpulﬁmmm;pmdulinlm.muwm
"1 " 20 percent, to nearly $2.6 billion. Earnings per share, excluding nonrecurring
' lwmmmnmmmmmﬂmwuu
income improved over 10 percent. !
: | F&h!?lhmmuﬁnmhmuhd:ﬁediﬁuﬂmh
Contents  commeon stock, Frontier's financial condition as of December 31, 1996, was

Mansgemaent's Discussion of : L
Results of Operstions and Anslysis , ~ excellent and leaves Frontier well-positioned to grow and to meet the chal-

of Financisl Condidion

Rapor of Indepandent Accountsnts
t-pnnaluu-'n-mu
Report of Audit Committes

lenges of increased competition.
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of Resulbs of Operanas
and Analysis of Fil:lanmal Condition

THE mmﬁnﬂnu mum (L] 'ﬂlll m,lpllt'l DISCUSSION OF RESULTE OF OPERATIONE AND ANMALYSIS OF FINANCIAL CONDITION EHOULD
II READ IH COMJUNCTICN m mmm FINANCIAL STATEMENTS AMD ACCOMPANYING NOTES OF FRONTIER CORPORATION (*THE
:ounm" oRr -nwm-lm THE ﬂtl'.ll mn ENDED DECEMBER 31, 1994, ALL HISTORICAL FINANCIAL DATA PRESENTED HAVE BEEN RESTATED
FOR 1998 POOLING OF lllﬂll.iﬂm O THE MAT aRS" DiICUSSED THROUGHOUT THIE ANNUAL REPORT, EXCEPT FOR NISTORICAL
FINANCIAL RESULTS CONTAINED HEREIN, MAY BE FORWARD LOOKING IN NATURE OR *FORWARD LOOKING STATEMENTS.” ACTUAL RESULTS MAY
DIFFER MATERIALLY FROM THE M-llum OR PROJICTIONS PRESENTED. FORWARD LOOKING STATEMENTS ARE IDENTIFIED BY SUCH WORDS AS
“EXPECTS.” -n.n'rlmm i -uums.' “INTENDA.” "PLANS" AND VARIATIONS OF SUCH WORDS AND SIMILAR EXPRESSIONS. THE COMPANY BILIZVES
(TS PRIMARY RIS FACTORS INCLUDE, SUT ARE NOT LIMITED TO: CHANOES IN THE QVERALL LCONOMY, THL NATURE AND PACE OF TECHNOLOGICAL

CHANGE, THE NUMBER AND $iX8 OF COMPRTITORS IN FRONTISR'S MARKETS, CHANGES IN LAW AND REGULATORY POLICY. AND THE MIX OF PROD-
UCTS AND SERVICES -smuu i~ 1'Il.l mmm MARKETS, ANY PORWARD LOOKING STATEMENTS 1N THE 1994 ANNUAL REPORT BHOULD

SE EVALUATED IN LIGHT OF THELE smmm RTSK PACTORS,

Strmglcnmtomcnh 5 oo
mmm-pﬂdmdﬁﬁ“hm
The Company continues to make the transformation from a

ﬂwﬁrﬂm

anuttmmunﬂdh Oduhﬂ' IMMkErF' 1
Communications as a partner in.
nationwide fiber optic network, which when

nmwmmhmmmmmf—
will invest almost HDﬂmllimthmuhi”l to complete

complc‘ttml?ﬂl,nhphnndtlﬂ m'ﬂ
mmmmﬂyiﬂﬁﬂmwmmlm
mmw:h;dmﬁkmmmm y
The Company expects to finance the project ‘with
cash from operations and short to
TheCornpmrbtpniuﬁmm&whﬂl
telephone service as an Alternative Local Exchange Carrier,
{A-LEC) in the fourth quarter of 1996, As an |
s providing local service, combined with a complete range of
Imgdmmudmhmndlm**ﬁv
arca. The Company is utilizing its own switch in conjunction
with a local resale agreement with Nynex. Providing local
telephone services as an A-LEC is an efficient method of
entering large markets mauphahmmhm

"
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w-amﬂdhndhdudmmmiwhnmm
The Company plans to enter other new markets cither as a
facilities based local carrier or as a rescller of local relecommu-
nications scrvices in 1997,

The Rochester, New York local telephone operation success-
Hhmﬂeudhmﬁywunhthomwriﬂﬂm
The Open Market Plan promotes telecommunications competi-
tion and preceded the Teleccommunications Act of 1996. The
Company's retail and wholesale market share remained stable
versus the priot year, despite the increased discount rates offered
to resellers duriag 1996. The Company believes it will continue
bnnmdhdﬁmrh!udmhumpmuumrkm

a bundled telecommunication product on one bill.

The Company's goal is to continue to develop irs products
and customer base and build larger customer clusters in target
wudmphummwuhduomﬂobhcﬂu
Mummwmmm

Consolidated Results of Operations

Consolidated revenues were $2.6 billion in 1996, a $431.9
million, or 20.1%, increase over 1995, Revenues in 1995
increased $476.1 million or 28.6% over 1994, Normalized

- for purchase acquisitions, revenues increased 11.8% and

17.2% in 1996 and 1995, respectively. The 1996 cevenue
increase is attributed to growth in traffic, increased sales
and marketing efforts and the promotion of new products
and features in the long distance and local telephone segments.

The decling in the normalized revenue growth ratg in 1996

as compared to 1995 is principally due to the migration of the

1-plus basic long distance service of the Company’s major carner

wuhmhhmmkndnmwd
and lower wraffic growth in other sales channels. The

' normalized revenue growth rate of 17.2% for 1995 is positively
'memmwtmmh

size over 1994, Normalized for certain nonrecurring events,

and expenses were $2.1 Hlllnn.ﬂ.?hilbon.udii!hllhnln

1996, 1995 and 1994, This resulted in opevating

income increases of 10.3% and 22.3% in 1996 and 1995,
margins were 17.1%, 18.6% and 19.5%

-~ respectively, Operating
- duting 1996, 1995 and 1994, respectively. The decline in

mmwﬁﬂhw&w&rlm
through 1996 is primarily a result of the increasing share of the

‘Company’s total busitess represented by long distance, which
-wmmwmmhmmnmm
 segment. The decline was also influenced by the impac: of




The Company recorded a $16 million charge in the fourth
:ﬁw%mﬂam:ﬁ:ﬂmmu
w. i
not material to each of the.other quarrerly results reported in
1996, reduced reported EPS in the quarter by approxi-

mately $.06. International long

Earnings per share were $1.27, §.13 a
ended 1996, 1995 and 1994, respec
ufﬂrnmwt- scussed net income
amounted to $247.1 $218.7 million and $180.1 millios
in 1996, 1995 and 1994 r==nectively, Earnings per share,
excluding these adjustments, were _Sl.ﬂ,ils\*}?i__ﬂ.ll for

the three years, increases of 11.1% "

Consolidated operating results for the years 1994 through 1996
mm;mdbnmhdmmnu

income

et e e s g

{All dollars, except per share A :
amounts, are in thousands) 199 1995 1994
common stock $208.744 | § 20,892 | $178,870
Adjustments, net of taxes: g | I
Acquisition related and other 30,343 | 78,764 -
Gain on sale of assets (4,826) (7,109)
Loss on carly retirement of debt -] . 90860 -
Discontinuance of regulatory : et
i : =" 112,148 | -
Adoption of new accounting -
8,018 1477 7,197
Work stoppage preparation costs 1,861 ' -
Total adjustments N8| 196623 88
stock, after adjustments * * $245,957 | $217,515 | $178,958
Adjustments; B e
Acquisition related and other .99 A9 —_—
Gain on sale of assets Lon (.03) (.04)
Loss on early retirement of debt -~ —1 .06 -
Discontinuance of regulatory
Adoption of new accounting
: £ 0l 04

1. Acquisition Re nd Other

Frontier's for 1996 include a $30 4 million
charge, net of a tax benefit of $18.4 million, resulting from
the curtailment of certain company plans and a one-
product line.. The pension curtailment comprises $17.3 million
of the total post-tax charge and is a result of th: Company’s

efforts to standardize pension benefits. The one-time charge

associated with the Company's conference calling product line
($13.1 million, after tax) primarily reflects an adjustment to
write-off nonrecoverable product development costs relating
to proprietary softwarc. :

The Company's 1995 operating results reflect an acquisition
related charge of $78.8 million, net of an income tax benefit
of $35.4 million, that is associated with the integration of the
Company's 1995 acquisitions as well as the ALC Communica-
tions Corporation (*ALC") merger related transaction costs.
The remaining reserve balance at December 31, 1996 of $28.2
million is primarily for redundant facilities currently being
decommissioned.

2. Gain on Sale ufl.h.uzu

_ Gain on sale of assers reflects the sales of the Company's

minority investment in a Canadian long distance company
in 1996 ($5.0 million pre-tax gain, $3.0 million after taxes),
the sale of Ontonagon County Telephone Company in 1995
($4.8 million non-taxable gain) and Minot Telephone in 1994
{$11.3 million pre-tax gair, $7.1 million after taxes).

1, Early Retirement of Debt

In 1995, the Company redeemed, through a tender offer, $76.8
millian of ALCY 9% Senior Subordinated Notes for $83.5
million. The early retirement resulie' in an extraordinary loss
including issuance costs, of $5.8 million, net of applicable
income taxes of $3.7 million, In 1995, the Company redeemed

" its ourstanding 9% debenmures scheduled to mature in 2020

The Company recorded an extraordinary loss of $3.2 million,
net of applicable income taxes of $1.7 million.

4. Discontinuance of Regulatory Accounting
As a result of changes in regulation and increasing competition
in the telecommunications industry, the Company discontinued
the use of Statement of Financial Accounting Standards (“FAS™)
No. 71, " Accounting for the Effects of Cerrain Types of Regu-
lation™ as of September 30, 1995 for its local communications
companies, This non-cash, extraordinary write-off totaled §112.1
million, net of spplicable income taxes of $68.4 million. The
write-off was primarily related to the reduction in the recorded
values of long lived telephone plant assets.
5. Adoprion of New Accounting Standards
Results in 1996 reflect & $12.4 million pre-tax charge for the
of TAS 121, *Accounting for the Impairment of
Loog-Lived Assets and for Long-Lived Assets to be Disposed i
Of." The assets hield for disposal consist principally of telephone
switching equipment in the Local Communications segment
as a result of the central office switch consolidation projec .
Frontier adopted FAS 116, *Accounting for Contributic. ;
Received and Made,” in September of 1995, FAS 116 requires
that companies reflect an accrual in current expenses for the
cost of multi-year charitable contributions, The cumulative
effect of adoping FAS 116 in 1995 was a charge of §1.5
million, net of applicable income taxes of $0.8 million,



to the accounting for certain émployee bengfits costs.
Eaauninmﬂ. &&.E.-EG 112 was an sftertax charge
2 million, net of %rrtooiituu million.
6. Work Stoppage Preparation Costs o
Eﬂﬁmﬂ&&giiip-. . ; . 5 :
million (pre-tax) at gfil{'; Ll ;
mmm higher labor and related in connection with a %gﬂ%iwéﬁ
ggﬁﬂ!ﬁgmﬂg_wrii urﬂ..:_._._.&n_lara_;n-ru:En:_.ﬂ.;_:lﬂua u_u.n-nui.ﬂani!!__
of the starus of contract negociations with this union and the addeess the evolving marketplace. The new law promotes broader
impact on the Company's reported resules. e competition among incumbent companies in traditional telecom-
. ; _munications lines of business and across such lines of business.
Telecommunications Act of 1 2 N P I “Auie ruwl o thove 46k Swtles Mklch tnlividhiel cmnpe-
The %E&aﬁiisg ni¢s do business is changing. Companies that have operated
99€. This landmark legisiation establishes a framework for in traditionally independent lines of business must evaluate
ggﬁ%?fwﬁtg and capabilities that come other areas. In the long
orable operations. Currently, companies grtggggn&n}
mssaogiggaigrﬂ_ o E&gﬁqrgé.ﬁ: E&ER
i%?ﬂ%ﬂ %lﬂrgigslﬁ.ﬁsg
:?acmnﬂfr-&uts Sﬁff ~ ness channels, requiring the development of capabilitics necessary
in Rothester, New York in 1993 Eif& to compete aggressively and successfully against all of the
._._snos_E.Eri ts experience in %{ competitors in its target channels. |
: H:_Bnn and its background with the Rochester, New York _ Part of this activity has involved an analysis of the merits
Market Plan provides it with a competitive advantage. of owning additional amounts of facilities in the long distance
Dﬂ ugust 8, 1996, the Federal Communications Commis- area. Ownership of facilities can provide a number of benefits,
sion (“FCC") released a Firs: Reporr and Order (the *First - including the advantages of lower unit costs, new strategic
Report and Order”) in a core rulemaking proceeding to imple- pricing opportunitics, opportunities to deploy new services,
ment the Telecommunications Act of 1996. That First Report  ~  and the ability to offer services that are unique. Another part
and Order established guidelines to EE% of this activity is improved marketing. Frontier expects that
affecting the Company and all other competitors . _brand awareness and product development will be an important
nﬁgﬂﬁﬁg%?g 5 = -part of successful marketing in the future telecommunications
reconsideration and to %lraa..rt.o; w27, marketplace. Frontier commirted significant resources in 199
1994, the U.S. Court of Bﬂrt..._:mt_l.nnt ) to diversifying its product line and increasing its brand awareness,
sta significant portion of the First Report as : s well as develop and strengthen its sales force
and an appeal of that stay to the Supreme Court was ““Frontier anticipates that, in a few years, a majority of small
A decision by the appeals coust is pending. The Act also requires and medium sized businesses will buy their telecommunications
the FCC to restructure the manner in which universal service services in *bundles.* Markets will be fundamentally open, and
operates, and the Commission is currently considering the many of today’s most fundamental structural boundaries and
recommendation of a Federal-State Joint Board released on _subsidies will be eliminated. As the nature of the business evolves
November 8, 1996. On December 24, 1996, the FCC released / due to technology and changing regulation, Frontier is positioned 03
Notice of Proposed Elﬂim-rul 1o take advantage of these trends.
._..__.. FCC should change the manner i .l&llll... 3
sate access charges, The Company is considering its options in Rochester, New Open Market Plan
ight of these procesdings. The Rochester, Etairnr%g
nﬂ.a_r-!_n:ﬂ.lu?nq!. operations under the Open
mpetitive )t uoisiq.tgeng " Market Plan in 1996. The Open Market Plan promotes
o.m 99 . Eiﬁlﬂgﬁﬁjzﬁidﬂr
In the short time since the enactment of the T marketpiace by providing for (1) interconnection of competing
umber of fundamental changes HE:. Eggaﬂiggiﬁﬂ_
; E

ra 4
of these competitors may be larger in size and may possess opeaing the Rochester market to competition is that some

::.E;_% ggggg. _
tanding these business transactions, much of the first year of customers are able 1o purchase services from competitors,

which may reduce the number of retail customers and poten-
év_n_a tation :__.....ﬁr..ari .lil.rlr: i ek e cepit b e eafitabilicy for

_._ EES&&EEEE!&?E&E*




opportunities in 1997 and beyond. The increase in costs from
1994 1o 1995 was caused by increased traffic volumes due 1o

switch network. These gﬂulﬂq%s E&EE-.?E&EE!EFE
hl!mmn.ﬂbnr-i&—uuro urth quarter associated 1996, 58% in 1995 and 56% in 1994, The nigher cost of
with advertising campaigns and sales and marketing support access percentages reported for all periods is primarily due

for new revenue initistives, to the increased discounts provided to the Company's major



during that period. The Company has implemented actions
mwhwhmdmuﬂw&mdﬁ

SG&cA asa ge of revenues was 20,7% in 1996,
23.1% in 1995 and 24.0% in 1994. These reductions as
.mdmmmnﬂr&mwm

revenues without : C

through the first half of 1996, Total headcount increased in
the sales and marketing areas in the last half of 1996, The
increase is intended to accelerate revenue growth in 1997
from the Company's small business customers, to permit the

acquisitions in 1996 and 1995, réspectively.
9.sx.ndmmhuuud,ﬁmﬁdwo;mm
margin was 12.2% in 1996, 14.2% in 1995 and 15.9% in
1994. The timing of the additional expense.. to support 1997
revenue growth and the increases in cost of acceds as a percentage
qlmmuhdanqlhm&lﬁiw'm

The Company anticipates improved duricg
mr..m;mm;m'-mmm

1997 and 1998, G e T A P -
Local Communications Services

ed expenses
formed on January 1, 1995,
retail basis in the Rochester

18

or 3.4%, Revenues for 1995
the prior year, or 3.5% adjusting for the
sales of Ontonagon County Telephone Company in March
1995, and Minot Telephone Company in May 1994, Revenue

; pwdniutﬂﬁwudﬁvmhpmbn&lmv&mﬁmofw

products and features and a higher demand for services in the
open market environment. See a discussion of the Open Market
Plan for the Rochester, New York market on pages 16-17,
"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 to
customers and to long distance companies for access service
usage have declined over the past three years. This is due not
only to regulatory requirements, but also to increased competi-
tion in the Company's largest markets. Prices charged to
customers and access prices charged to long distance companics
mym&nuwdndmumpeﬁﬁonmmdmnhm
controls are relaxed.

Costs and expenses for the local communications segment,
excluding nonrecurring charges, were $424.5 million in 1996,
an increase of $1.1 million, which was relativery flat as compared
to 1995, The Company continued the centralization of certain
administrative functions in 1996, resulting in lower operating
costs. Lower administrative costs were offset by increased costs
for the Rochester, New York telephone operation as a result of
higher expenses associated with union contract negotiations.
These costs, which were incurred in connection with contract
mwmmmmmdm.m
1170, were necessary to ensurc cortinued high standards of
customer service in the event of a work . The contract
negotistions are curtently at an impasse and the Rochester
company implemented the terms of its final offer as of April 9,
1996, The Union filed unfair labor practice complaints with the

. National Labor Relations Board (the “NLRB"). In june,

Frontier received a favorable determination after review within
the agency which rejects all unfair labor practice claims that
could have impacted the declaration of impasse. The Union
appedled these decisions within the NLRB and on December 2,
1996, the agency remanded the matter back to its regional office
to hold a heating on the declaration of impasse, while upholding
the other actions and dismissing those other unfair labor practice
charges. The remanded matter will go back to hearing in

" mid-1997,

Costs and expenses decreased §6.0 million in 1995 gs
mprdmllﬂi.mmwudmmdnuhnf
Ontonagon County Telephone in 1995 and Minot Telephone
in 1994, ongoing cost controls, and was partially offset by

ihcmwdulliundmulmk‘m

Operating margis for the Local Communications segment
continue to improve. Operating margins, excluding nonrecur-
ring items, were 34.0% in 1996, 31.9% in 1995 and 29.6%
in 1994. This is reflective of the continuing
improvement in operating efficiencies coupled with consistent
revenue '

growth.

. During late 1995, coimmitted to a major
pﬁhmnﬂdndmplnuhlad:w'&kphmc«p.
and Frontier Communications of New York subsidiaries.
The three-year plan to consolidate host switches and reduce

- the number by over 60% is projected to improve network

efficiency and reduce the cost of maintenance and software
parades. As of December 1996, the project is progressing a3
scheduled and two host switches have been consolidated. The
Campany anticipates that the project will be substantially
mmphn‘b:]ulylm

|
|



SYstems 1 poeT.
operations include the Alabama RSAs No. 4 and No. 6, in
which the has a 69.5% interest and Minnesota RSA
No. Iu,inwhkhllhqmmﬁdtimmh

March 1995, This later 0 was sccounted for as &
purchase transaction, Results for all years, before nonrecurring
charges, were relatvely consistent. « 4'

In October 1996, the Company a definitive agree-

ment to sell its 69.5% interest in the RSAs No. 4 and
No. 6. The Company expects to recognize 4 gain oo the sale of

its interest in this parmership during the first quarter of 1997. '

Interest Expense 2 A {1y

Interest expense was $43.2 million in 1996, a decrease of
$10.4 million or 19.4% from 1995. The | realized
reduced interest expense in 1996 primarily s 2 result of refi-
nancing i $140 million of long term debt during
the third and fourth quarters of 1995, The Company also
utilized excess cash *o puy down debt | yut the year, -
resulting in a lower average iding debt balance in 1996
than in 1995. Interest expense was higher in 1995 than 1994
due to increased borrowings required 10 complere the Company's

long distance purchase acquisitions.
Equity Earnings from dated Wireless interests
Bell Mobile in upstate New York and Penn-

sylvania that is managed by the Company and is accounted
for using the equity method of accounting. This method of

accounting results in the Company's e share of
s g i |W it
dated wireless interest. .., T 0
Equity carnirigs from the Company’s interes*s in wircless
partnerships 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 artributable to growth in customer base, increased usage
ships' offering of long distance services as & reseller. In addition,
a portion of the growth is arributable to the expansion of

Frontier Cellular into other areas of New Yotk and Pennsylvania.

service provided to the Compan
the Company launched several marketing programs in

addition, |
. the second half of the year designed to stimulate revenue growth

in 1997, The 1995 accounts receivable balance increased over
the prior year primarily because of the significant revenue growth
in long distance. The Company was negatively impacted in 1995
by one time payments of accounts payable related to purchase
acquisitions of $29.3 million. In 1994, cash from operations

moﬁmhwthhaundwih;uphlrzuirmﬂ
and the taxes sssociated with the gain an the sale of the Minot

" property in North Dakota in May 1994, Th= gross cash proceeds

A ties™ section

in the *Cash Flows from Investing Activi-

the Consolidated Statements of Cash Flows.
Earnings before interest, taxes, depreciation and amortization
{(*EBITDA") is a common measurement of a company's ability
operating cash flow. EBITDA should be used as a

The Company'’s EBITDA was $629.5 million, $568.2 million and
$478.9 million, excluding unusual items, in 1996, 1995 and

l”“, ’ 2
Cash used for investing activities was $333.9 million, §519.3

from this sale

 million and $89.7 million. in 1996, 1995 and 1994, respectively.
Capital expenditures

continee to be the largest recurring use
of the funds. Capital spending amounted
to $309.2 million, $163.7 million and $112.2 million i 1996,
1995 and 1994, respectively. The increase in the 1996 capital
program was due to the long distance network expansion
ired to meet custqmer traffic demands, continued product
and initial construction costs for the fiber optic
network build. The Company's cash purchase acquisitions of
$349.5 million were the largest use of investing activities in
1995. Cash used for investing activities in 1994 was offset
by the excess cash generated from the sale of Minot Telephone
of $55.7 million. - -
Cash flows from financing activities amounted to an

" of $62.2 million in 1996, compared wich outflows of $134.5

The customer base grew approximately 46% and revenues .

increased 61% over 1995. Equity earnings from Front
in 1995 were lower than expected because of significant customer

acquisition costs. Prior to July 1994, the y's revenues and
expenses associated with its Rochester and cellular
partnerships in New York

State, which were contributed to
Frontier Cellular, had been fully consolidared. £

Income Taxes ,
The cffective tax rate in 1996 was 39.6%, versus 41.1% in
1995 and 36.8% in 1994, The effective tax rate in 1996 is
lower than 1995 ¢ ¢ to the nondeductible transaction costs
from the Company's 1995 loog distance merger and scquisi-
* tions, The 1995 effective tax rate increase over 1994 is due to
additional amounts of nondeductible amortiration
and nondeductible transaction costs from the Ce
distance merger and other acquisiions,

= 3 [V 4
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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 rotaléd $138.7 million,
$82.8 million and $59.3 million in 1996, 1995 and 1994,

respectively. The lasge increase in the 1996 dividend payments

was caused by an increase in the number of shares outstanding
us a result of the issuance of 69.2 million common shares on
August 16, 1995 for the ALC merger. The Company's commer-
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.
Nuring 1995, the Company made $4.9 million of scheduled
debe repayments and also refinanced §274.4 million of its long-
term debt instruments. The included repayment
of $76.8 million of ALC's 9% Senior subordinated debt, the
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program, the debt to total capital ratio at December 31, 1996
improved to 39.1%, as 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 its financing costs,
was 9.1 times in 1996 versus 7.6 thmes in 1995 and 6.7 times
in 1994 (excluding nonrecurring charges for all years).
m&mmymumwﬂtz.l
of “A” from Standard & Poor's, Duff and and | .
and “A3" from Moody's. The rating agencies sraded the
Company as a resukt of its merger with ALC in August 1995,
In spite of the combined entity's strengthened fina
the rating agencies cited concern with the shift in the Company’s
business risk associated with an dependence on the

mmpﬁﬁummm%-mm 5

in effect at December 31, 1996, -

* platform, network growth

Total gross for property, plant and equipment
in 1997 are anticipated to be approximately $590 million,
network. Absent the expenditures associated with the fiber optic
mﬁ.d:elMuphlwmwmhﬂuud
lwerMﬂﬂhW!”‘.W!Mtoiﬁﬂhl-
tional network investments over high density routes to lower
mmm&ﬂwmﬂumwmdmw&;
with the Company’s Alternative Local Exchange Carrier (A-LEC)
wmmmmwﬂdumﬁmm
its capital program with a combination of internally generated
cash from operations and exvernal financing.

In November 1996, the Company's Board of Directors
increased the quarterly di id on common stock to
$0.2175 cents per share, payable February 3, 1997, to share-
owners of record on January 15, 1997, This 2.4% increase
raises the annualized common stock dividend to $0,87 per
share, This represents the 37th consecutive annual increase
in the Frontier dividend.

New Accounting Pronouncements

Effective January 1, 199€, the Company adopted FAS 121,

' for the Impairment of Long-Lived Assets to be
Disposed Of.™ FAS 121 requires that certain long-lived assets
and identifiable intangibles be written down o fair value when-
ever 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 identi-
ﬁ.lblliu:ﬁblnnbtdhpmﬁdo!beumdnhirulwm
selling costs. The Company's adoptio: of this standard resulted
in a non-cash charge of $8.0 million (net of a tax benefit of
$4.4 million) and is reported as ¢ cumulative effect of a change
in accounting princinle. 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 assers held for disposal consist principally of telephone
switching equipment in the Company’s Local Communications

. Services segment as & result of anagement’s commitment,

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

- Effective January 1, 1996, the adopted the provi
sions of FAS 123, *Accounting for -Based Compensation.

liabilities to employees in amounts based on the price of the
employers stock. This statement defines a fair value based
method of accounting [or an employee stock option or similar
equity instrument, but also allows an entity to confinue to
measure cost for those plans using the intrinsic
value based method of accounting prescribed by APB Opinion
No. 25 (“APB 25") * Accounting for Stock Issued ro

* The Company elected to continue to follow the
Mﬁdmofm&!ndhupmﬂddthmhﬂudicb-
sures required by FAS 123,
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Report of Audit Committ
The Audit Committee of the Board of Directors is comprised

t !  adopred the provisions of four independent directors who are not officers or employees
of Statement of Financial Accounting Standards No. 121, of the corporation. The committee oversees the Company's
“Accounting for the Impairment of Long-Lived Assects and financial reporting process on behalf of the Board of Directors.
Long-Lived Assets to be Disposed Of." o e The Audit Committee recommends to the Board of Directors
As discussed in Note 13 1o the financial stazements, during - the independent accountants for election by the shareowners.
the third quarter of 1995 the Company adopeed the provisions of _?Eiii&qi%nﬂ}n
Statement of Financial Accounting Standards No. “Accounting independent accountants and internal auditors o review
?grzﬁuﬂiiigt lisigation and financial r.porting matters. As a marter of policy
third quarter of 1995 the Company discontinued accounting for ~ the internal auditors and independent accountants unre-
the operations of ity local communications subsdiaries in accor- stricted access to the Audit Committee.
dance with Statement of Financial Accounting Standards No. %
71, = Accounting for the Effects of Certain Types of Regulation.”

rnii&szi:si?!ﬁ;f =" AV

the first quarter of g?giri
of Statement of Financial Accounting Standards No, 112 - Jairo A. Estrada

“Employers' grgi; © . Chairman, Audit Committee

_ 5,1 Frontier Corporation Board of Directors
‘ : \ r\\? 3
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Business Segment nf

‘I‘-il‘dlihﬂll’l

In thousands of dollars 199 1995 | 1994 |
Long Distance Cnmmunmﬁmm AR AT ;
Revenues £ o $1,888,259 $1,480,313 $1,010,425
Operating Income: : '
memMMHMM £ 230,658 § 210462 $ 161,107
Acquisition Related and Other Clmp 71 (20,823) (91,448) -
Total Operating Income" ' - § 209,835 § 119,014 $ 161,107
Depreciation and Amortization - , $ 83322 $ 61,593 $ 392%
Capital Expenditures : i1 3 - § 186,906 § 68,265 § 41,668
Idenuifiable Assets T g $1,044,173 § 934,318 § 465,335
LocnlCommunIutionlS-nrhu jeel Vo .
Ruchm:r.NewYmkalﬁml TR ST '$ 325,166 § 315273 § 305,734
Regional Operations : 2L e G 317,847 306,452 303,944
Total Revenues  ~ . ,,".1_-:;..-, AT *§ 643,013 § 621,725 $ 609,678
Operating Income: X
Operating Income Before Muﬁﬁm IMM Oﬁrﬂnpu £
Rochester, New York Operations. -~ $ 81,604 § 80,991 $ 76,655
Regional Operations I 134,034 il b 103,595
Acquisition Related mo&rmm o
Rochester, New York Opuﬂu P (17,340) {1,589) —
__Regional Operations 2 ' (5,760) (8,660) -
Total Operating Income e ﬁr'.- : ~ 8§ 192538 $ 188,032 $ 180,250
Depreciation and Amortizations .~ TE :
Rochester, New York Operati-is ‘-,;;-_._ L T Dy $ 54N $ 55698 § 59,098
Regional Operations : i e 4 47,579 48,721 49,490
Tudmpmdonmdﬁm S $ 102,350 $ 104,419 § 108,588
Capital Expenditures __»_ ' § 101,342 8. 732766 $ 60,711
Identifiable Assets it o e ‘$ 941,629 ~§ 964,154 $1,183,982
M‘_- s ra————
Revenues ay § 44297 § . 41,653 § 47442
Operating Loss:
Operating Loss Before Acquisition Itdllﬂud OliuChllﬂl $ (9.589) § (10,274) $ (15,731)
Acquisition Related and Other &u‘r : " (4,900) (12,542) —_
Total Operating Loss -~ . 5 (14,489 $ (22,816) $ (15731)
Depreciation and Amartizgtion s 4274 § 369 § 5448
Capital Expenditures $ 22554 § 20,544 $ 11,35
Identifiable Assets e ¥ $ 235718 S- ﬂﬂ.IIL § 411477
Consolidated ' i ! WA :
Revenues e o T _$2.575,569 $2,143,691 $ 1,667,545
Operating Income: ; .
Operating Income Before hqudmlﬁudﬂim&m - § 436,707 $ 398,469, § 325626
 Acquisition Related and Other Charges - (48,823) (114,239) -
Total Operating Income Lot : "?‘r. $ 387,884 $ 284,230 § 125,626
Depreciation and Amortization : $ 189,946 § 189,709 $ 153,31
Capital Expenditures ] $ 210,802 8 182,575 $§ 113735
Identifiable Assets e $2,221,520 $2,108,592 $2,060,794
e i ’

See accompanying Notes mwmm A
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Consohdated Staumc& of Income

.-

gl

In thowsands of dollars, ﬂg“k T-n Tinded December 31, 1996 | 1995 1994
Revenues $2,575,569 $2,143,691 $1,667,545 |
: : ; 1,898,889 1,527,050 1,139,587
iation ml m e ; 189,946 169,709 153,323
‘Taxes other than income taxes . 80,027 48,463 49,009
Acquisition related and other Mu 48,823 114,239 -
Total Costs and Expenses 2,187,685 1,859,461 1,341,919
Opﬂ'lﬂnghm et ) 387.884 284,230 325,626
Interest expense AR : . 43,175 53,557 © 50,216
Other income and ::pnu: "
Gain on sale of assets 4,976 4,826 10,063
Eqniry umiqu &om uuuqm -inln Inuulu 9,011 3,676 3,185
12,344 9,673 8,364
Odwrupuu Vg Bl \ 500 3,184 690
Income Before Taxes, m-m : g
Cumulative Effect of dnnp-l in Amﬂllﬂ Principles 360,540 245,664 296,332
Income taxes 142,596 |. 100,896 109,078
. Income Before m
Effect of w.h ﬁh'hbh 217,944 144,768 187,254
Extraordinary items — (121,208) —
Cumulative effect of chu_p h-m-ﬁq_g_hdnh (8,018) (1,477 (7,197)
Consolidated Net Income . | 209,926 22,083 180,057
Dividends c.. preiccred stock - g 1,182 1,191 1,187
o $ 208,744 $ 20,892 $ 178,870
5 .89 s 1.16
{075} wy
(.01) (.04)
s .13 $ 1.12
161,669 160,353




1996 1995 1994
CIM ‘m : ¥ ..‘I' : . .
Cash and cash equivalents 5 30,948 $ 31,449 $ 359,309
"G - 9,047
404,081 253,815
12,928 1 8,586
43,588 5,712
31,089 27,357
523,135 673,826
881,309 1,034,442
550,081 222 442
154,067 130,084
$2,108,592 $2,060,794
$ 381,680 . § 243421
35,966 33,247 15,487
J 6,253 14,871 4,966
: 3 34,963 26,842 28,070
- 18,596 47,561 13,754
Total Current Liabilities : 418103 | 504,201 305,698
Long-term debt R \ A §75,043 618,867 661,549
Deferred income taxes 2,542 15,644 98,217
Deferred employee he=c’.is M 65,479 58,385 46,001
Total Liabilities = 1,161,167 1,197,097 1,111,465
Shareowners’ Equity . L,
Pm&md mdz 22,61 22,769 22,777
sn.ﬂ,mmuoo shares;
163, 731 733 i‘.'.... m,osa.#ﬂhnh.d 149,294,195 shares
issued in 1996, 1995, and 1994 163,732 158,063 149,294
Cqm.lhgmﬂwu]u = 500,194 420,172 379,404
Retained earnings 385,350 317,149 397,854
. ST 1,071,889 918,153 949,329
Treasury stock, 6,375 shares io mﬁu 1995, at cost 147 147 -
Unearned w plan | 11,389 6,511 —
Total Shareowners' Equity - 5 1,060,353 911,495 949,329
Total Liabilities and Shareowners’ w _$2.221.520 $2,108,592 $2,060,794

See accompanmying Nmn wmm ;
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Consolidated S“ﬂ

 ST%

B of Cash Flows

: mmmn

In thousands of dollars 1996 1995 1994
Dptfiﬂngm .
Net income 1 o $ 209,926 $ 212083 $180,057
Adjustments dmﬂlwmnmﬂ 5 h
by activities: _
o s 'h'm‘ principles 12,39 y “;.:;;i 11,072
Cumulative effect of chany
Acquisition mmhq- ¢ 48,823 114,239 -
: tion and amortization 189,946 169,709 153,323
i : [ 2 (4,976) (4,82¢} {10,063)
(9.011) (3,676) (3,185)
92 |- 1,326 511
36,549 (99,127) (37,691)]
. (1,302 (1,470) 1,824 .
' 077 6,480 (2,434)
by il (20,903) {32,482) (17,478)
£ : (79.134) | - 30,585 32,544
: 1,042 8,663 (746)
Increase in deferred obligation 6,608 9,947 6,958
lnmau{dﬁmm}hh!mdmm 7,682 (92,631) (9,227))
Total adjustments 185,735 303,941 125,408
Net cash MWM“ 395,661 326,024 , 305,465
l“pendimmﬁ:r plant and o . :
Ex property, w (246,533) {163,740) (112,162)
Deposit for capital projects il (62,694) - -
mqmlhm‘m : - 6,225 (11,386)
Investment in wﬂmw R o (29.422) {12,090) (3,939)
Proceeds from asset Al : 3 R 13,841 - 56,698
Purchase of companies, net of cash acquired (9.118) (349,536) (18,546)
Other investing activities i : 1y e {196) (370)
Net cash used in investing activities {333,926) (519,337) (89,705)
Financing Activities bl N o }
Proceeds from issuance of longtermdebt 58,037 207,962 135412
Repaymentsof debt. . 7 Lo (14,878) (279,319) (64,747)
Dividends paid Lo 2y o, SRa] b (138,697) (82,801) {§9,388)
Treasury stock, net el AR LA LY L T U —_— (10,041) 2,302
Issuance of commonstock 33,407 31,957 107,244
Distribution to shareowners of pooled confpany s (2,287) (11,236)
Other financing activities = ¢ = o (105) (8) 8)
Net cash (used in) m !z %  activities (62,236) (134,547) 109,579
Net {Dmm)lnmlnl:ldtpd Equivalents ~ (501) (327,860) 325,339
f . 359,309 33,970
§ 31,445 $359,309
n

el frd R




s of Shareowners’ Equif§

i (a7 _]"I ]
=T {
Common wm.-a Retained Treasury Unesrned l
Seock Par Seings’. | Swock | Compessmion | _ Tow
$108,630 | $308,649 | § 289,852 $ (2,191) $ 7217;.
180,057 180,057
: (8)
2,549 101,565 / i 104,114
36,574 (36,574) , 0
713 894 1,607
528 1,242 2,070
4,062 4,062
(11,236) (11,236)
: (60,819) (60,819)
. (434) 2,191 SV ILO8Y:
. 17 | 5149294 $379404 | § 397,854 3 0 $ 949329
: 22,083 22,083
ml (8
Rk « (117) (3,142) (3,259)
! _ 2434 15,760 18,214
0 il 6,252 8,095 14,347
SETAES Sl 200 7,000 $ (6,511) 689
e | 15,252 15,252
(2,287) (2,287)
H Rt (o (100,501) (100,501)
el (20,041) (20,041)
' 19,894 | 19,894
A . 2,217) 11.117}
Balance, December 31, 1995 $22,769 | $158,063 | $420,172 | § 317,149 $ (147) § (6,511)| S 911,495
Net income ' T T ¢ ' 209,926
Redemptions ; - (158) 53 (105)
Exercise of stock options | 5482 27,358 { 32,837
Exercise of warrants : 87 L b, | 218
wmwmui : 100 4,089 (4,878) (689)
Tax benefit from exercise :
dm:kﬂzeh- A o 48,511 48,50
o i (141,418) (141,416)
- (135) 309) : ]
$500,196 | § 365,350 $ (147) §(11,389) | $1,060,353
P o
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inancial Statements @

mmﬂmi\udhm liﬁd.'l'h
range of service lives for furniture and fixtures is 5 1o 20 years,
mke@nmumjnm”mhﬂn#nﬂmﬂm

Goafuiﬁaﬂ&ulunrlm—mmﬂlﬁlmﬂ
wmummmﬁuﬂmmw

straight-line basis over principally $ to 7 years. Accumulated
amortization is $106.5 million, $64/0 million and $47.9
million at the end of 1996, 1995 and 1994, respectively.
Impairment of Lomg-Lived Assets—In the event that facts -
and circumstances indicate that the carrying amount of a long-
lived asset may be impaired an evaluation of recoverability
muhmnnmumhﬂ
fummdil:::ﬂﬂ ﬂmwmw?h
compared to lﬁl’dﬂh“hm @ write-
down to marker value or discounted cash flow is required.
Accounts Payable—Accounts le includes trade

s e i 4 S T “""""‘""""""""""‘“
are at

estimates of fair value, mwmmuﬁ
mated using rates carrently available o the for debr
wsﬂ:dnﬂh:muﬂwﬁn.mﬁinhﬂllﬂht
financial instruments approximaces cost as stated. -

Federal Income Taxes—Deferred tax asscts and liabilities 2 ¢
determine * based on differences between the financial reporting
and tax basis of assets and liabilities and are measured using
the enacted tax rates and laws that will be in effect when those
differences are expected to reverse. Income tax benefits of tax
deductions related to common stock transactions with the
Company's nukopduphnmmrddd-mﬂy 1o capital
in excess of par value,

i ..-.=!=‘_ﬁ§..ni_—

The Company provides a valuation allowance for its deferred
tax assets when it is more likely than not that some portion or
all of the deferred tax assets will not be realized.

Stack Splis—ln November 1993, the Board of Directors

a 2-for1 split of the common stock of the Company
effected 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 Commission (*NYSPSC®) and common
shares were distributed in 1994, Historical share and per share

data have been retroactively adjusted to reflect the splie.

Reveme Recognition—Customers are billed as of monthly
cycle dates. Revenue is recognized as service is provided net
of an estimate for uncollectible accounts,

Earnings Per Share—Eamings a ble to each share of
common stock and cominon stack equivalent are based on the
weighted average number of shares outstanding during cach
year. Common stock equivalents are primarily stock options
assumed to be exercised for the purposes of the computation.

Cash Flows—For purposes of the Statements of Cash Flows,

the Company considers all highly liquid investments with an

original maturity of three months or Jess to be cash

Cash flows from financing activities include $33.4 million
of cash from stock options and warrants exercised
during 1996. The resultant tax benefit realized from the exercise
of 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 million
in 1995 and $56.1 million in 1994, Actual income taxes paid
were $69,7 million in 1996, $108.6 million in 1995 and
$107.9 million in 1994, Interest costs associated with the
construction of capital assets, including the nationwide 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.

Reclassifications—Certain prior year amounts have been
reclassified to conform to current year presentation,

2. Pooling of Interasts Transactions

* On August 16, 1995, the sharcowners of the Company and

ALC Communications Corporation (“ALC") approved a
merger of the two companies. ALC, through its subsidiary
Allnet Communication Services, Inc. (renamed Frontier
Communications Services, Inc.), provided long distance prod-
ucts and services primarily to small and medium-sized business
customers and carrier customers nationwide. Under the terms
of the merger agreement, the Company exchanged two shares
of its common stock for each of ALC's common shares. The
total shares issued by the Company to effect the merger were
69.2 million. At the time of the ALC had 3.9 million
stock options and 3.3 million stock warrants outstanding
providing on exercise for the purchase of an equal number
dmmmmmmammm
warrants, consistent with the 2-for-1 exchange ratio at the time
of the menger, continues to be exercisable for two shares of the
Company's stock. The transaction bas 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 axcounts and of ALC.

On March 17, 1995, the Company acquired American
Sharecom, Inc. (*ASI”), a long distance company head uartered
in Minneapolis, Minnesota. ASl's sales are concen-
trated in the Midwest, Northwest and Cali . The Company




Subsequent to the acquisition, urmuuofm
common stock were returned to the in settlement

oftmaqnmﬁnnhbilnrndwmmhl

hmmmdh.pudhgdmmmmd&nmuﬂa&md
financial statements have been restated for all periods prior to
the acquisition to include the accounts and opecations of ASL
Combined and separate results of Frontier Cuspotation, ALC
ndﬁﬂﬁm:hrpuiohp:mulhemw were as follows:

- " Frontier i -
In millions Carporstion ALC ASl Combined
Seven months ended July 31, 1995 '
{unaudited) Oy ;
Revenues ' : -‘,- 86784 $443.8 $ 202 $1,142.4
Net income i $ 112 $ 46.7 $§ 21 $§ 1200
December 31, 1994: t U
Revenues il 5 o $9771 $567.8 $122.6 »1,667.5
Net income - : i $102.7 | $ 643 | § 13.1 § 1801
3 WMMuHuﬂuudm mwz:mmmmyqummm
Purchase Acquisitions Tl : 19.2 percent interest in-LinkUSA for $2.3 million in cach. -
mm:mamwpywm In May 1995, the Company purchased WCT Communica-
in the New York RSA No. 3 Cellular | {*RSA No. 3%). tions, Inc. WCT is a facilities-based long distance carrier
RSA No, 3 is & provider of cellular mobile service providing commercial and residential services in 45 states.
in the New York State Rura! Service Area No. 3. RSA No. 3 The Company paid approximately $80 million in cash for
encompasses much of the Southern Tier Area of New fork State. all of the outstanding shares of WCT.,
The Company contributed its interest in RSA No. 3 to its joint The Company paid $95 million in cash for several other
venture with Bell Aclantic/Nynex Mobile whic Ium'd!u purchase acquisitions which were completed in 1995 and are
qumnhl'l}.'ﬂl t / ¢ reported included in the unaudited pro forma results. These purchase

the equity method of accounting.
$25.3 million in cash for mmmmms
mmlﬁs.hcmmmmm
runkvrc':.- l-mun.mu-d
company specializing I‘w
Company paid $13.4 million in cash for Link- w‘
-pnymmdﬁ.amiﬂhuudthjm 1mmm

of the original earn-out :
In August 1995, Frontier a

tions, Inc, (*SCI”) and SCI's 8 m

Corporation :-mm'msmm cash, SCI provides

telecommunications services in the develops

software applications for mmm

acquisitions were Minnesota Southern Cellular Telephone
Company (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 acquisitions had

'mudutkbuﬁnh'dtbepmnd-prmud The pro ,

forma results of operaticas are provided for information
purpases only. Thymbnndhpmhhwuﬂtnfwmdun
Mummwrﬁhm«m'ﬂ
ALC and ASI, and do not necessarily reflect the actual results
that would have pecurred nor are they necessarily indicative
of future results of operations of the combined companies.

In Mdﬂnnwnm&m

1995 1994

Revenues
Imb:fuuuu:mdmﬁnmmﬂm&d

of changes in accounting principles

$2,273, 48

$ 130,388
$ 2703

$1,949,551

$ 157,756
$ 150,559

$ 98
$ 93

A1
05

r
'

Divestitures

In March 1995, hwﬂwm
Telephone Company in Michigan and its mhddhrr.hﬁditr
Telephone Company. The sale resulted from the Company’s

plans to expand in areas other than Michigan's

sula. Theukruuhadinlnmﬂnﬂlnhoi m
or'$.03 per share,

In May 1994, dqupnrmﬂndlhqhdHhu
Dakota. Minot Telophone
was the Company'y nlrhdtﬁn.h“ﬂlhlﬂdﬂ!
Company had reassessed its prospects w
Dakota. 'I'heu]eru:lulmlﬂ.l-ﬂn
$.04 per share.  *

T R
ool bps .
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*integration of the acq

4, Rokﬂduﬂoth-ft:hmu

In Navember 1996, the Company rec__ded a $48.8 million
pre-tax charge, This charge included $28.0 million for the
curtailment of certain company pension plans and a $20.8
million charge 1o write-off unrecoverable product development
costs for its conference calling product line.

The Company's 1995 operating results reflect acquisition
l.:lﬂddltﬁﬂ‘ﬂ‘.ﬂdﬂlhﬂﬂlﬁhldwldﬂh‘uﬂﬂu-
tion of a number of long distance companies acquired during
the year, including the 1998 merger with ALC. The
companies with the existing Frontier
mmmmam:mm equip-




mmlhﬂkﬂ.hﬂh“‘m‘.ﬂm

from the merger with ALC and the ASI transaction. Through a
combination of attrition and force reductions,
has reduced its number of in the

have been paid $14.8 million in severance

charged to the reserve. 'l"hemlniumhhnudm
million umhmmwm
decommissioned.

B, Wﬂmmm
The Company devermined in 1995 that Financial Accounting
Standards Board Statement No, 71 ('MTI"L * Accounting

for the Effects of Certain Types of Re " was no longer
lpplmhilehnduﬁdumh ‘increasingly rapid
advancements in WMQ‘M
factors creating mpedﬂum

As It of the discontinuance of FAS 71, the Company
ruurd:du:l::;uad: modhny“ﬂ $1121 ﬂlﬁu.

6. Property, Plant and

w
Mﬂmdmdwmplmdwmmm

o bt

administrative areas. As of December 31, l!ﬁ.rﬂ!qb;-' :

\

'mﬂum‘tﬁidMAmulmud&pwbu

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

In millions of dollars Pre-Tax | After-Tax
Increase to the accumaulated
deptmlulum $(185.6)|  $(115.4)
Elimination of other net
__ regulatory liabilivies 5.1 33
$(180.5) $(112.1)
i e e

The adjustment of $185.6 million to net telephone plant

was necessary because estimated useful lives and depreciation

mwm&ahmﬁmmm

the technological changes in the Company and differed

from those used by unregulated entities. The discon-

mﬁfﬂﬂ.hmddummymdhhmh

financial the effects of any actions of regulators that

had been recognized as regulatory assets and liabilities pursuant

In thowsands of dollars 1996 1995 # 1994
Land and buildings ' $ 115,485 $ 106,745 § 103,235
Local and toll services Iinu 795,855 761,044 752,366
Central office equij.ueat 580,217 . $87.814 584,434
Starion equipment 38,770 32,183 33,926
Switching and network ha.bﬂu 386,293 330,567 234433
Office equipment, ulﬂiulnd‘ﬂﬁ 233,601 201,718 170,094
Plant under construction 126,140 77,07 16,130
Less: Accumulated m 1,305,102 1,215,853 880,176
£ ; ey ; $ ﬂ!,zﬂ $ 881,309 $1,034,442
Depreciation mmﬁ“‘ﬂmﬂ”ﬂuﬂﬂumﬂ!uﬁm for the years ending December 31, 1996, 1995
~ and 1994, respectively. i :
7. Long-Term Debt _ : 2
lnmdu;u g an, g 1996 1995 1994 |
Frontier Communications of Minnesota, Inc, %
Senior Notes, 7.61%, due February l.m $ 35,000 $ 35,000 $ 15,000
Rural Utilities Service Deb,
2%-9% due 1994 t0 2026 . b5 64,654 69,878 77,045
' D, 99,654~ 104,878 112,045
Debentures
10.46% mmnu:, due Ombn zv. 5,300* 5,300 5,300
9%, due Junuary 1, 2020 e —_ 69,785
9%, due August 15, 2021 100,000 100,000 100,000
S 3N 105,300 105,300 175,085
9% Senior Subordinated Notes, due 2003 3,180 3233 80,000
Medium-term nm-.?.!ﬂﬁ-!.!i due 2000 10 2004 219,000 219,000~ 179,000
Revolving Credit Agreements 248, 570" 187,601 120,000
Capitalized lease nb!gdnnl thl d_lbt - BAA4 17,376 37
Subtotal 4 684,148~ 637,388 670,101
Less: Discount on “t ‘ 2,852 3,650 3,586
Carrent portion of long-term #h 6,253 14,871 4,966
Total long-term debt 5 $675,043 $618,867 $661,549°

m&mhmofwwmnpﬂmﬂndum
{b) mdmamﬂhmﬂmmisqm*mu 1m:nu.uﬂndn A mdqf.m.mm of commion:

stock are reserved for auck



‘l'hm WhMlﬂ!ﬂlW“MhﬂﬂMhﬁdﬁl%mo{
] ”wiund

i wy completed a 1eader the MMnWINJnJMWdys?u
ﬂg: ru:hi mh-qn:#mmuwmwmu{nrmmm
hwlﬂiﬁm.ﬂ mn-nbl mmwmwamn&mm
mﬁﬁ:qﬂ“gﬂdﬂ&ﬂ d?’.&l'&M Notes, maturing March 2002.

qu.-dw

uﬂdﬂhm
mtﬂ*ﬂmruﬁl‘:ﬂ- 'liF

; chester Tle Corp. and reduce the available line of credit o §
Mp-mpru;‘-:,&*-dummwmﬂmmm

wlth imterest on

w wmﬂmawlﬂ § with a group of
W h”lﬂh“ﬁﬂﬂ“&td’aﬂﬁwﬂmd
wuhﬂrm

mm-m
ﬁuofﬂnl#wl&w
100,0 million. The
based on either the prime rate, LIBOR phas .13 percent. or

10 commercial banks and expires Auguast
mﬂmmﬂ!ﬂ.ﬂnﬂm‘Tth
amounts drawn down based upon the

with six commarcial barks in

in 1995 1o remove the security interest

currigs commitment fees of

: L Ve JLJL.-::rI'f v :- : |

a comystitive bid rate.
muuammmﬂmm"ﬂu-ﬂ*wmwﬂum 1995. This
ﬂumfw*m:m#ﬁhmm stock or warrant securities. No securities bave been issued ci of
. December 31,1996
. Eh‘mdmuﬂmlﬂ. *Disclosures about Fair Value of Financial Instraments,” the Cor=pany estimates that the fair value of the debt,
-ﬁﬂnhm&ﬁhuﬂm“dmﬂ;m.ﬁﬂlu million, as compared to the
. m*a{m‘llﬂm y
Mmﬂal,deﬁmﬁm
r-in-u-iu(ioln . . i 3997 1998 1999 2000 2001
\ L ﬁi $8,770 $30,262 $319,927 $74,734
' l-lnm-'t-m ek N
‘The provision for mmmﬁmdhm
O i e e 1996 1995 | 1994
Current - G e, b g $114,302 $103,689 §105,189
Deferred : Y k3 3 6,136 (17,721} (9,120)
§ o 120,438 85,968 96,069
. Current : I X 19,757 16,498 13,116
Deferred : S0 2,401 (1,570) (107)
SR A ) 22,158 14,928 | 13,009
Total income taxes b vid v $142,596 $100,896 $109,078
“
mmdhwmwMuuﬁmmmanmemﬁmmlm
is as follows:
In thousands of dollars 1996 ;?_2_!_ 1994 |
Fdnﬂinmummﬂmm 35.0% 35.0% 35.0%
State incame tax (net of federal M} ; 4.0 4.0 29
Accelerated depreciation - 1.1 o |
Investment tax credit - {.6) {7
Utilization of net operating loss :l.m‘bl"lﬂi A B B (1.4) (1.2)
Anqumumuhnddn@ i 2.4 LS
Goodwill amortization - 1.2 1.5 8
Other 3 (.9) (9) |
Total income tax At 39.6% 41.1% 36.8%
— i
SV




deuam[m}mm(ﬂﬂ.eih following at December 31:

M&M -Eﬁhriuhanur

mumhuum-
mt'mﬂmﬂhWMmdﬁ
, scparate company fu income, Under the provisions

1994 1995 1994 |
$ 87,768 $ 81,687 . § 151,069
22,915 18,297 17,153
110,683 99,984 168,222
(25.477) (29,232) (31,851)
(11,136) (4,562) (12,955)
(44,906) (45,844) (42,000)
(27,630) (29,213) -—
{10,970) (11,801) {4,657)
: (37,832) (31,163) (12,754)
(157,951) (151,815) (104,217)
19,481 23,887 28,500
(138,490) (127,928) 7snnl
$ (27.807) § (27,944) $ 92,508 |

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 ceriain death benefits are remirted, at
least annually, to the trustees,

The majority of the Company's pension plans have plan
assets that exceed accumulared benefit obligations. There arc
certain plans, however, with accumulated benefit obligations
which exceed plan assets. The following tables summarize the
funded status of the Company's pension plans and the related

_ amounms that are primarily included in “Deferred and other
aluaue assets” in the Consolidated Balance Sheets,
R e Pians for which |~ Plamaforwhich | |

December 31, 1996 _ assets exceed sccumulated benefinn
In thousands of : sccumulared benefits exceed assety .71 1l
Actuarial prevent valwe of benefit obligations: :
w benefir : $ 403,077 $ 12,693 $415,770
Ammﬂndhnl& ; 4 § 423,055 $ 13,758 $£436,813
Plan mnﬁrnh-,pdnuﬂrﬂud Iamna ‘

securities and common stock , § 493,894 $ — $493,894
Projected hauﬂuufi;nu {423,055) (14,899) (437,954)
Funded status : 70,839 (14,899 55,940
Unrecognized n«{ﬁh}iﬂl (55,604) 3,250 (52,354)
Unrecognized net transition asset i2,837) — (2,837)
Unrecognized prior service cost 11,097 — 11,097
Adjustment required to 'E"'m liability Cia (2,109) (2,109)
Pension asset {liability) thmw § 23,495 $(13,758) § 9,737

: P




: s . ' Plans for which . Plans for which
December 31, 1!'!3 e 3 3 . assery exceed |  sccumulated benefits
I thowsonds of dollars : sccumulsted benefits exceed asseny o Total
Vested benefit obligation $367,765 §.19,984 $387,749
Accumulared benefit obligal . $381,528 : $ n.JSL $401,863
Hunnun&irnh.mm
mmumdcpmnmck $437,151 $ 824 $445,385 |
WM% (384,199) (25,364) |  1409,563)
Funded status . B - 52,952 (17,130) 35,822
Unrecognized net (gain) hilh (19,194) 4,337 (14,857)
Umnhqdmmt-n}m (3,909) 3 (3,873)
Unrecognized prior service cost - 12,533 3,783 16,316
Adjustment required 10 reconize minimum liability * - (5,246} (5,246)
MHWIM Consolidated Balance Sheet § 42,382 $ (14,220) § 28,162
Plans for which
3 T sccumulated benefits |
. Lig __-l'. - m 12241 Tu“ -‘
S i § 15,494 $309,634
TP $ 17,223 $£325.655
P $ 6,641 $380,087
LN 1 {20,774) (347,632)
G oy (14,133) 32,455
i R 2,980 (20,264)
et) oblig - 18 (3,917)
: servi N 5,240 11,803
Adjustment requited = :i.gnize minimum Hability (4,728) (4,728)
Pension asset (lability) reflected in Consolidated Balance Sheet $ 25972 | $ (10,623) $ 15,349
The nes periodic peasion costconsies of the following:
! T S el Hrh .
Years Ended December 31, 1996 1995 1994 |
In thowsands of dollars =
Service cost $ 6,487 § 5616 § 7934
Interest cost on mmm 30,100 28,868 25,565
Actual (return) loss on phtm (63,807) (89,195) 1,229
Net amortization and deferral - 25,723 51,437 (39,606)
Amount expensed due to curtailment 28,000 - 2,907 -
Net periodic | cost {benefit) SHML 3. 1367) $ (3,878)
Years Ended December 31, 1994 1998 | 1994
Weighted average discountrate ' v 7.5% 7.5% 8.5%
Rate of salary increase L2 5.0% 5.0% 55%
9.0% 9.0% |

m&mmyihuﬁupdkybu,uhm& -.

pension benefits based on actuarial which reflect million reflecting the enhahcement and freezing of defined benefit

the long-term nature of the pension plan. *Fﬂ sponsored by Frontier for certain

87, WMEM’ unit Pension in 1995 included a |
ammmmmuwh net curtailment loss of $2.9 million the enhancement
memﬁumlﬁw&ﬁﬁnﬂhm and freezing of defined benefit plans sponsored by Frontier

determination for funding due mmmw

methods of computation. 31, 1996,

v LS O
s et e b e 13 L

for non-bargaining unit employees as of December




may, at the di dnmmpnnmlmﬁtcumnﬁnu,
pmrkhlddhiml congributions based upon Frontier's
ﬁmﬂdllunh 1995¢ndlﬂ'l.du{'knplnyptmbd
dommmmnmmd:upmﬁwm
pl'ﬁ#nmwn#mdpum
total cost recognized for all defined contribution

plans was $8.4 million for 1996, $6.8 million for 1995 and
$5.6 million for 1994, :

10. Wmmm
ThemmMW%MMmmmMmmwmuydﬂhmmm
wwnwunumwm»mmwdwmmm
uf!l!jmllimumnpumld years. During 1996, the Company amended its hezlth benefits care plan to cap the cost
Mhh%ﬂrh“mﬂ%mhmmmmwhmmmal 1996,
m«maﬁmmqmumn 1996 accumulated postretirement obligation by $11.2 million.

Additionally, dur.g 1 ! hn&lmnﬂmdmmuhmwimzsmndmwmmm

already entitled to or full 1 ' benefits and who voluntarily terminated their employment with the Company prior to

Demhil.l”‘.m* wﬂiﬁ.ﬁtﬂmmycﬁdhbkhhmﬁnphamupmtmwby

the Company for health care insurance for its non-bargaining unit employees who retire after December 31, 1996. The effect

ohhnmmhﬂ-qli MJI I”Sm&udmnwpmh $8.1 miltion.
'l"h:mnuﬂfﬂljh’h!

.L .l

In thowsands of dollars _. December 31, 1996 | 1995 1994
mﬂﬁmhﬂ”“imw
o . $ 78,398 § 73,032 $ 79,935,
Fu!lrdﬁi*phum b LR = 15,206 17,235 22,812
Other active m v S, 10,669 . 20127, 28877
Total APBO sy R RY $104,273 $110,394 $131,624
Plan asscts at fairvalue .~ 5322 5,716 , 5,545
APBO in excess of planassets - 98,951 104,678 126,079
Unrecognized transition obligation -~ . (84,764) (99,836) (109,730)
Unrecognized net prior servicecost = ; (90) (1,790) (6,003)
Unrecognized petgain  ~ ~ 24,235 30,110 15,502
wmmm ) $ 38,332 § 33,162 § 25,848
" *l ﬂ
: mmdummmwmum
T Shousands of dollars - Mai 19961 1995 1994
Service cost ' ‘ $ o2 $ 947 $ 1,323
Mmmmmmm ’ 7,735 8,614 9,666
mmurmmm: TSR : - 8,512 6,045 6,094
Return on plan assets  ° DS (457) | » (462) (385)
.\mmﬁmofprbrmm ;e : &9 ) ] 383
Amortization of gainsand losses . (2,024) (2,758) (704)
Special termination benefic - . : : 5 360
Netpnwmmnmmw 07 g Ay ; 311 paz $12,778 $16,377
Thefollowln.:mmﬂeumundunhﬂnm benefit obligation:
(T Mwmﬂ-u, 1996 1995 1
: : T
Weighted average discount rare .} : £ 7.5% 7.5% _;_hr.
Expected return on plan assets R T 9011- ; 9.0% 0%
Rate of salary increase 5.0% Y 55%
mmdmhmdmuigm 1.1'!5 I 10.5% | - 11.2%
Huhhmmm-uuqlnm n!ﬂ%h:ﬂ“ﬂmuhhﬁmmm“m

increased by one percentage point, the accumulated benefit health care obligation as of December 31, 1996 would
uumhyiﬂniﬂmwﬂhhmdhmhﬂhﬂummﬂhmmmmmwmm
rmthmw;.';m S

r
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1. Swd:OpthnHu--d or Com:
'Thccammhnmﬂhnrdﬁ'.. for ]
tives and certain employees, The | :
the fair market value of the stock on'the date o
ommmﬂmnm#ﬁ\

vest over a period from one to
issued to ALC are vested in their entirety
August 16, !H!whmmmﬂm

mmmmmwﬂqmmm

bk ey b

. . =

the executive plan is lindited to
one percent of the number of issued shares, including treasury
shares, of the Company's common stock during any calendar
year. The maximum number of shares which may be granted
under the employee plan is a total of 8,000,000 shares over a
10 year period, The maximum number of shares which may be

_mmmm#umm

Weighted Average
; : - Shares Exercise Price
Outstanding st January 1, 1994 Syl = 9,331,112 $ 633
Granted in 1994 K RO o e 507,900 $2042
Cancelled in 1994 ALY (150,464) $11.35
Exercised in 1994 s - {713,025) $ 225
Outstanding at December 31, 1994 ' e, ' 8,975,523 $ 737
Grznted in 1995 A T g ST RS 2,020,315 $25.27
Cancelled in 1995 oo SRR A Lk . (195,718) $23.53
Exercised in 1995 o i (2,433,623) $ 748
Outstanding at December 31, 1995 : 8,366,499 $1128
Granted in 1996 . R 3,067,500 .ot 55098
Cancelled in 1996 (784,289) $28.77
Exercised in 1996 l,'!,“'l.d\l‘IL $ 5.99
Outstanding at December 31, 1996 5,168,029 ns.o_1_

At December 31, 1996, 9,194,770 shares were mﬂnhlgh future grant.

mmmmnﬁmmwmﬂh
based com
During 1996 the dm

ments of FAS 123, = Stock-Based ation.”
In accoedance with FAS 123, mlf electe 3
to recognize compensation cost m:k#'r&
excrase prices equal to the market price at the date of issuance.
Ifﬂ:mnmyhdehmdmmwﬂ A
hﬂm&ﬁuvﬂudhmumﬁnwﬂ

pammﬁnhm_’

,.

by FAS 123, net income and earnings per share would have
been reduced by $5 million and $1 million, or .03 and $.01
per share, for years ended Decembor 31, 1996 and 1995, respec-
- tively. The weighted fair value of options granted during
- 1996 and 1995 were , determined
uhwwmmmm
assumptions were used in the model: expected volatility of 28.4
percent, expected dividend yield of 3.0 percent, and risk-free
interest rates ranging from 5.5 percent to 7.0 percent. Due o
the difference in vesting requirements in cach of the plans, the
expected lives of the options range from 5 to 7 years. Forfeiturcs
are recognized as they occur.

Opnom Outltlndmg
Weighted
Range Of Average Remaining Weighted Average
$§1—-53 261 ! 4.89 $2.29
§21—832 8,94 28,59
Opuions Exercisable :;* E" %y 1
. Range Of " Number Weighted Average
$1—$3 - 261,787 $229
$12—520 504,700 15.91
§21—%32 A 24.16




compensation.
lmhMHﬂm
uwmmmm
at December 31, 1996 was si

Common Stock Warrants
mawa*itmmhhmaum
mdmﬁumﬂpﬂm outstanding.
1&muﬁ:h}n1m.hdnmbﬂ 31, 1996,

of the common stock
hdoqﬁempdaa.

12. Preferred Stock

1995 and 1994, 6,152,000 and 828,000 warrants were
exercised. The were issued in connection with ALC's
refinancings and the difference between the exercise price and
the fair value of the warrants at the time of issuance was recorded
a3 a discount on the related notes and an increase to capital in
excess of par value, -

Stock Offering

" In February 1994, the Company sold 5.4 million shares of its

common stock at $42 per share in a public offering. As part of
the offering, 2.5 million new primary shares Wwere issued and
sold directly by the Company and 2.9 million shares were sold
by C FON Corporation, a subsidiary of Sprint Corporation. All
share and per share data is prior to the 2-for-1 stock split
which occurred in April 1994.

1996 1995 1994
5.00% Miﬂ lEllJl per share '
Shuuouuundlu 8 . 100,000 100,000 100,000
$10,000 $10,000 $10,000
5.65% sab-uhmlim Ilﬂl per dpu |
Shares outstanding 50,000 50,000 '50 000
Amount outstanding § 5,000 3 5,000 $.5,000
4.60% Sul-—ndambhni’lﬂl pu'h
Shares ourstanding . | 48,500 50,000 50,000
- Amount outstanding ' $ 4,850 § 5,000 $ 5,000
Frontier Commwnications -i l!h YH‘. Inc.
40,000 £haies m value $100
5.875% Series q;-r .
Shares _ 18,694 18,694 18,694
Amount M ' ! $ 1,849 $ 1,869 $ 1,869
7.80% Series ;—ud-—& hyou.n-smsm per share _
Shares . 6,160 6,240 6,320
: $ 616 $ 624 $ 612
2,754 2,754 2,754
$ 276 $ 27 $ 276
226,108 227,688 227,768
$22.611 $22,769 $22.777

and upon the

liquidation, ot  up '
Gumpny. Mdmn,m-ﬁm*ﬁﬁdﬂhﬂt.

\-'v'

OnAer ﬂ.l”hlhlmddmm:m
owners Plan (the “Plan*). This Plan provides for a
dividend distribution on each outstanding comimon share of
a right to purchase one one-hundredth of a share of Series A

y']mm&u&WMMrﬁNm

designed to protect shareowners in the event of an unsolicited
attempt to acquire Frontier which the Board does not believe
is fair to the shareowners interest. The rights become exercisable
under certain circumstances to purchase Frontier cgmmon stock
at onc-half market value.







properties, which reported as 3 Wircless

Communications have been consolidated under
Oupmw“dmmdawhhdaﬁmm
of the Company's segments has been made to better reflect the

:hlndumohkbuﬂnmlnwhkhfmhmm
tion and identifiable assets by business segment are set forth
in the Business Segment Information on page 22.

Per Share
Net Extraordinary ;
Tacome Mo and __ Market Price |
Mow): | Ousiative Bifece | Barnings . Figh'  Low
§ 57,123" $ 40 § .35 $33.25 $28.25
69,206 v A2 A2 $3338 $27.75
73,777 45 45 $31.25 25 °8
9,820~ 06 D6 $31.88 $19.88
$209,926 $1.320 $1.21%
1995 First Quartes™  §. 459,040 i iv,mn § 51,650° § .32 §.32 $2338 $1925
S S ee e 53,069 33 33 §$24.13 $19.63
86 e (1379120 (12)* . (90/*$286) $23.75
606345 | - 108,316 §5.276 36 34 $3000 $25.50
a4 -.sg&s_u § 22,083 $89 8 .13
454 | 875967 § 32967 $ 25 0§ .21 $2244 $2025
79686 52,909 13 33 $2525 $20%1
W A YT 47.407 29 29 $2475 $21.63
|y ssae 46,779 29 29 $24.63 $20.50
M Si16  s112

(1) Includes @ post-tax m#”ﬂb“hﬂ*w ofm‘u.

{Z)Imhd'aam&up lﬁ.l ﬂ##mm-ﬁuMlmmm#hmdwﬁ

& GMMMH'#&MM-MMWWH“IIMMM
Mhm II=ql|l mmnu-ﬁnmmnhwmmwnm
fourth quarter of 1996 does not resuls in the material of the earlier quarsers of 1996,

(3) As vt of roiding. e ttalof the four quarters’ sernings does wot equal the ssrmings par shar forthe ysar
) :m-mwmmqmﬂwmqmm

HHMMM:M‘?#M*MMHH’?M Includes mmwdlll‘ll
mullion resulting from the discontinuance ammuumdwafnlmd-mm
M“MMHMHMM:{IM-&L

(6) Dnmﬂumhu%hﬂ#ﬁ&lﬂhﬁdﬂmbhmmdm
7) In&du-mﬂrﬂﬂﬁﬂﬁﬂ'hmﬂhﬂ'dﬂiﬂn
/ 1.,.*___;, y




Cen&ns:d S:x-Year ‘anc:al Statements ® ;

% Bnded Decenr 1995 1994 l”} Ig_ﬂ_ 1991
A AR AL 3 i $2,575,569 | $2,143,691 | $1,667,545 | $1,437,448 | §1,252,244 | $1,120,375

~ Costs and expenses . 54 2,187,685 | 1,859,461 | 1,341,919 | 1,185,811 | 1,047,393 952,165
: N § 284,230 325,626 251,637 204,851 168,210

53,557 50,216 56,691 66,931 63,154
14,991 20,922 7,207 | ' 2,201 27,905 |

100,896 | 109,078 | 73,509 33,094 52,774 5

144,768 187,254 128,644 107,025 80,187 i

(121,208) - (7,490) (1,072) 6,387 1
'h"m WJ”} X s - il -'_
22083 ] 180,057 | 121,154 105,953 86,574
1,191 1,187 1,640 . 4.441__‘ 5,189
wumm- _$ 208,744 | § 20892 | § 178,870 $ 119,514 | § 101,511 | § 81,385

mhmmgn. ¢ ]

Primacy =gt $ o AVL'S A5 B T T TRS . HM|S 64
Fully Dilaeed - -+ " ° $ 127 | § J3ls 1a2)8 " 78S 74| $ 64
Current assets § 4em23e |8 523,135 | 5 673,826 | § 1303434 | § 302,122 | § 270,122
mmmu 971,259 | 881,309 | 1,034442 | 1,080,135 | 1,085,760 | 1,075,584
Gun:lwm and customer base 535979 | 350,081 222,442 215,962 187,278.| | 157,201
Deferred and other assets S 245048 | 154,067 130,084 122,014 104,583 118,112 |
Total Assets - : T $2,221,520 | $2,108,592 | §2,060,794 | $1,721,545 | $1,679,743 | $1,661,019
. “#I__ﬂ
Current liabilities T § 418,103 | § 504,201 | § 305,698 | § 291,760 | § 344,962 | § 344,974
Long-term debt 14 ¥ 675043 | 618867 | 661,549 | SB1,707 | 604,157 | 636,099
Deferred income taxes L2542 15644 98,217 | 104,232 | 104,588 113,973
Deferred employee benefits obligation - ._ um 58,385 46,001 16,121 - -
: ~ - - - 9,659 62,434

949,329 727,725 616,377 | 503,539
-s_:.uo.m il.ﬂ:’“ $1,679,743 | 51,661,019

Operating activities ; $ 395661 | § 326024 | § 305465 | § 292233 | § 249,763 | § 186,771
Investing activities ’ : O (338,928)| (519,337) . (89,708) . (151,165) (137,540)| (283,607)
Financing activities (62.236)|  (134.547)| 109,579 |  (177,401) (87,396)| 116,579
Net (Decrease) Increase in Cash and R b R o
Cash Equivalents s (S01)| $ (327,860)( $ 325,339 | § (36333)) §_ 24,827 | § 19,743
|
» >
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17. MWM"_ L itk - mm&mwu.wm

A:moijmmmﬁ ﬁi -ﬂh‘- - mwmmﬁmhmmum
m two

; - A of the Companys segments has been made to better reflect the
changing scope of the businesses in which Frontier operates.
Revenues and sales, operating income, depreciation, construc-
Corporate Operations tion and identifiable assets by business segment are set forth
mdommcmﬁnmmhmm in the Business Segment Information on page 22.

18. Quarterly Data (Unaudited)

, 7 Revenves. 3 Income Per Share
n-m-i;:}m- . ; o | Eaming Blor ,
except per shay. davd) S 1 : Operating . "-"“h“""““" Market Price

: Revenves | * [Lows) {Loss) | Cumulative Effect  Earnings High Low
1996 FirstQuamer = & 655149 |  $111,852  §.57,23" $ .40 §.35 $33.25 $28.25

Smdw 670279 122,701 69,206 v A2 42 $3338 $27.75
Third Quarter 669,069 | 129,218 73,777 A5 | .45 $31.25 $25.88
MQuu-r 881,072 | 24,113° 9,820* 06 D6 $31.88 $19.88
Full Year $2,575569 | 587,884  $209,.926 $1.32% $1.21%
1995 Fimw $. 459,040 | % 87281  § 51,650° $ .32 §.32 $2338 $192¢
; : 506,920 96,314 53,069 33 33 $24.13 $19.63
(7681 (1379120 (12)* (90 $28.6) $23.75
* 108,316 55,276 36 34 $3000 $25.50
$284,230 § 22,083 $ .89 5.1
$ 75967  § 32967 § 25 5 .21 $2244 $2025
79,686 52,909 33 33 $2525 $2081
84,557 47,407 29 29 $2475 $21.63
v 85416 46,779 29 29 $24.63 $20.50
$325626 __ $180,057 $1.16 _ $1.12

n}hdﬁcmwmmm&nmnmmﬁuam

muui ﬁm'q‘ *yamdnmmﬂmmammﬁmmdm

reflocting the resolution i A mmnﬂnﬁ::apﬂﬂ; the m.,awl:w‘ﬂ. ¥
to the carrier

Mmdimhumrﬁm*lﬁnud**mdlm o

muu-ﬁdm—ulvﬂdﬁprwmdumqﬂmm”mhmw
{4) Includes & pre-tax acquisition related charge of $4.8 million (poss-tax charge of $3.1 mllion).

(5) Inchedes lﬂ--ﬂd?iﬂﬂu*mhdmrﬂw Inchides post-tax extraordinary charges of $112.1
: of regulstory accounting, extrgordinary loss on retirement of debt of $5.8 million and a pogi-tax
¢ whbmmwu-&.

mmu*mh“h-ﬂ;nﬁnﬁiﬂ-mmmm
P}IMIMM*MMNMHMMdﬂd millson.
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an&éﬁ&d Six-Year ‘ancnal Statements

i

-~ = g #n -
S 153 R e 3 v
MRS TS, LY 2T e S R

!r.mwguhn. . ?h* 1996 1995 tm] 1993 1992 1991
m wm .
Revenues AW E tl.mm $2,143,691 | $1,667,545 | $1,437,448 | §1,152,244 | $1,120,375
cﬂ,.ﬂdm : '='.‘“-,- i 2,187,685 | 1859461 | 1341919 | 1,185811 | 1,047,393 952,165
Operating Income ¥, ! i 387,884 | 284230 325,626 251,637 204,851 168,210
Interest expense : R . 43175 53,557 50,216 56,691 66,933 63,154
Othet income ol 2 /A S 1580 14,991 20,922 7,207 2,201 17,905 |-
Income taxes’ . * . o 142,596 100,896 | - 109,078 73,509 33,094 | 52774
income Before B ftems '
in Accounting Principles | 217,944 144,768 187,254 126,644 107,025 80,187
i tems ey L - 1. (121,208) — (7,450} {1,072) 6,387
Cumulative effects of changss -~
in accounti. g principles 18,018) (1477) (7,197) - —_ -
Consolidated Net Income _ 209,926 22,083 180,057 121,154 105,953 86,574
Dividends on sock 1,182 1,191 1,187 1,640 . 4442 5,189
Income Applicable to Con Stock $ 44 _s_ 20892 | $ 178870 | § 119,514 | $ 101,501 | § 81,388
Earnings Per Common Share: = X e
) - e 127 | 8 d3 18 112]%8 78| S T4 8 64
Fully Diluted 48 127 | § A3 |8 12|18 ° 8|8 T4 8 64
§ 523135 | 8§ 673,826 | § '303,434 | 5 302,122 | § 270,122
881,309 | 1,034,442 | 1,080,135 [ 1,085,760 | 1,075,584
‘550,081 222442 215,962 187,278 197,201
: 154,067 130,084 122,014 104,583 | 118,112
- $2,108,592 | $1,060,794 | $1,721,545 | §1,679,743 | §1,661,019
_ i, : $ S04201 | § 305698 | § 291,760 | $ 344,962 | § 344,974
Long-termdebt . > .ﬂlou 618,867 661,549 581,707 604,157 636,099
Deferred income taxes . . 2,542 15,644 98,217 104,232 104,588 113,973
Deferred employes benefits bﬂhﬁm 65,479 58,385 46,001 16,121 — -
Redeemable preferredstock 0 — — - , — 9,659 62,434
Sharcowners® cquity LAY ?»‘.'h 1,060,353 911,495 | 949,329 727,725 616,377 503,539
Tau]lkh:kuulndwm" . $2,221,520 | $2,108,592 | $2,060,794 | $1,721,545 | §1,679,743 | $1,661,019
Operating activities . % 395661 | § 326024 | § 305465 | § 292233 | § 245,763 | § 186,771
Investing activitics LT S (333928)| (519,337) (89,708)| . (151,165)| (137,540)| (283,607)
Financing activities o C(62,236) | (134,547) 109,579 (177,401) (87,396) 116,579
Ne:[Dccremjlnu“'hCﬁhM o
Cash Equivalents LS (501)] §(327.860)| § 325,339 | § (36,333)| § 24827 ) § 19,743
» % ’
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Financial and Operan! Statlsncs for Six Years.

g
\

nd.lmhﬁo--b.uuyndqh ) TN ]
Years ended December 31 1998 1995 1994 1993 1992 | 1991 |
Current ratio - 1% 112 1.04 2,20 1.04 B8 79
Pre-tax interest coverage 8.7x 1.9x 6.5x 4.3x 3.0x . 3.2x
Total debt $ 681,296 | $633,738 | $666,515 | 8586669 | $694,803 | $737,629
Debr ratio ' P CB9A% 41.0% 41.2% 44.6% 52.6% 56.6%
Common sharcowners’ equity $1,037.742 | $888,726 | $926,552 | $704,940 | 559,564 | $480,716
Rate of rerurn on g common sl Jﬁ 21.9% 19.4% 18.9% 19.3%
e —— e ——  ———————— A —————————
Construction oty $ 310,802 $162,575 $113,735 $123,842 $137,066 $119,082
Percent of funds ted in ! 83% 150% 216% 189% 145% 117%
—————— e I ——————TE | A ——— ——— ————————————
Common shares outstanding end of year® 163,725 158,057 149,294 142,542 122,935 109,798
Average common shares outstanding® 1"_1-,011 161,669 160,353 153,230 136,180 127,627
Total number of common duw 130,206 26,637 24,608 22,840 22,530 21,376
Market price per common M .

High o $ 3338| $ 3000 § 2525| $ 2513 § 1788 | § 17.00
Low : - ‘. . 19.88 $ 1925 $ 2025 § 17.32 $ 1457 § 13.00
End of year " % $ 2263 | $.3000] $ 2113| § 257 $ 17R21 § 1607 l

Y - I——— T — A S —
Dividends declared percommonshare & 855 | § 835 § 815 $§ 795 § 775 § 755
Dividends paid per common share VL8 c8s0’l" 3 830 $ BC| $ 70| $ 70| § 750
Dividend yield-end of E.'f 3 : . 38% 28% 3.9% 3.6% 4.4% 4.8%
r o rmmm e ———
Percent to total revenues: s
Long Distance Communications Scrvices 7% 69% 61% 55% $1% 51%
Local Communictions Services 25% 29% 7% | 41% 45% 45%
" Other : T 2% 2% 2% 4% 4% 4%
Operating Margid: ™ =~ , {
Long Distance mw 12% 14% 16% 13% 10% %
Local Communications Services - 34% 2% 0% 27% | 25% 26%
Consolidated . oot . A% 17% 20% 18% 16% 15%
e — Tl — e cmm e s s
Access lines in lcﬂtm—m 532,189 524,630 501,811 492,512 488,986 473,391
Access lines in service—Regionals 443,453 426,245 416,327 425,128 407,415 394,513
Total access lines in service 975642 | 950875 | 918,138 | 917,640 | 896,401 | 867,904
- . e et —— . ——
Employees: ; .
Long Distance Communications Services 4,378 4,203 1,647 1,378 2,280 2,141
Local Communications Services . 2,701 2,959 3,156 3444 3,885 3,915
Other r CJA 823 675 369 25!'“! 296 316
Total employees : Py ~ 7,800 7,837 6,172 6,081 6,461 5,372
e et et e
Local Communications Services w ofluser ]
Carrier access minutes-interstate® m‘l.ﬂ? 2272294 | 2,079,328.| 2,015,602 | 1,912,531 | 1,565,309
~ Carrier access minutes-intrastate® 1,877,249 | 1,759425 | 1,763,871 1,664,262 | 3,439.9I_L 1,173,685
Total carrier access minutes* . 8,299,036 | 4,031,719 | 3,843,199 | 3,679,864 | 3,352,514 2,742,994
Long Distance minutes of use* 13,695,536 | 10,066,777 | 6,286,912 | 4,684,981 | 3,909,616 | 2,868,545
—— - Sl s S ———— E——————— - ————— et et
“*Int thousands il 3
(1) Excluding monrecurring charges. ;
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Wireiess Communications Services
Cellular Interests

Frontier Cellular =partnership with
Nymex and Bell Atlantic in Upstate
New York and other cellular imterests

Frontier Cellular-Minnesota

Other Services 3

Business cquipment

Froatier Network Systems Inc. - business
equipment and systems
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