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January 19, 2007

VIA HAND DELIVERY .
James J. McNulty, Secretary

Pennsylvania Public Utility Commission : NA
Commonwealth Keystone Building A Ll s
400 North Street - Filing Room (2 North) DOCUMEMT

Harrisburg, PA 17105-3265

Re:  Joint Application of Commonwealth Telephone
Telecom, LLC d/b/a Commonwealth Long Distance Company For All Approvals
Under The Public Utility Code for the Acquisition By Citizens Communications
Company of All of the Stock of the Joint Applicants’ Corporate Parent,

Commonwealth Telephone Enterprises, Inc., Docket Nos. A-310800F0010, A-
311095F0005 and A-311225F0003; JOINT PETITION FOR APPROVAL OF

UNANIMOUS SETTLLEMENT AGREEMENT

ompany CTSI, LLC and CTE

Dear Secretary McNulty:
Enclosed for filing please find an original and three (3) copies of the Joint Petition for

Approval of Unanimous Settlement Agreement. Please be advised that the statements in support
at Appendices “D” and “F” will be filed by the Office of Consumer Advocate and Office of Trial

Staff, respectively, under separate cover on Monday, January 22, 2007.

Thank you for your attention to this matter.

Sincerely, #
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JOINT PETITION FOR APPROVAL OF
UNANIMOUS SETTLEMENT AGREEMENT

AND NOW, this 19th day of January 2007, comes Commonwealth Telephone

Company (“CTCo”), CTSI, LLC (*CTSI”). and CTE Telecom, LLC d/b/a

Commonwealth Long Distance Company (“CLD™), (hereinafier collectively referred to

as the “Applicants” or “Joint Applicants”), Citizens Communications Company

(“Citizens”), the Communications Workers of America (“CWA”), the Office of

Consumer Advocate (“OCA”), the Office of Small Business Advocate (“OSBA™) and the
Office of Trial Staff (“OTS”) (collectively “Parties” or “Petitioners™), these being all of

the parties to this proceeding, and jointly submit this Settlement Petition to the

Pennsylvania Public Utility Commission (“Commission™) for its approval as being in the

public interest:



BACKGROUND

I On September 17, 2006, an Agreement and Plan of Merger (“Merger
Agreement”™) was signed pursuant to which Citizens will acquire the stock of
Commonwealth Telephone Enterprises, Inc. (*CTE”) and, indirectly, the stock of
Applicants. CTE owns and controls all of the outstanding common stock of CTCo. In
turn, CTCo owns and controls all of the stock of CTSI and CLD. That is, pursuant to the
Merger Agreement, the Joint Applicants’ corporate parent, CTE, will become a wholly-
owned, direct subsidiary of Citizens and the Joint Applicants will become indirect
subsidiaries of Citizens.

2. The Joint Applicants filed an Application requesting the issuance of a
certificate of public convenience on September 29, 2006 approving the transaction as
described therein (the “Transaction™).’

3. The Commission published notice of the Joint Application by the CTE
Companies in the Pennsylvania Bulletin on October 14, 2006 (36 Pa. B. 6355), which
required protests and petitions to intervene to be filed on or before October 30, 2006.

4, The CWA, OCA, OSBA and OTS are the remaining protesting parties to
this case. The CWA filed a protest on October 27, 2006. The OCA and OSBA filed
protests on October 30, 2006. The OTS filed an Entry of Appearance on November 2,
2006.

5. Blue Ridge Digital Phone Company (“Blue Ridge”), Sprint

Communications Company LP (“Sprint™), and RCN Corporation and RCN Telecom

' Commission approval is required under a Policy Statement applying the certification requirements of 66
Pa.C.S. §1102(a)(3) where a stock transaction or series of stock transactions results in a change of control
of a public utility regardless of ownership tier.

* Citizens also filed a Petition to [ntervene on October 30. 2006.

o



Services, Inc. ("RCN™} (collectively “CLECs™) had previously filed protests to the Joint
Application and been accepted into the proceeding.’ These CLEC protests were
subsequently settled and the protests withdrawn.! The Joint Applicants have satisfied any
competitive concerns associated with the Transaction.

6. In support of the Joint Application, the Joint Applicants and Citizens
distributed Direct Testimony to the parties on November 10, 2006.

7. A prehearing conference was held on November 29, 2006 at which a
procedural schedule was established. ALJ Colwell entered a Scheduling Order dated
November 30, 2006.

8. In developing their testimony and preparing for hearings, the parties
propounded extensive discovery on the Joint Applicants and Citizens, including data

requests, interrogatories and requests for the production of documents.

UNANIMOUS SETTLEMENT OF ALL PARTIES

9. The Parties thereafter held several meetings to discuss potential settlement
of this proceeding, consistent with the Commission’s Rules of Practice and Procedure, 52
Pa. Code § 5.231. As explained more fully below, the result of these efforts is that the
Parties have reached a full, complete, and comprehensive settlement of all issues.

10. This is a unanimous settlement as it encompasses all remaining parties to
this case. The CWA, OCA, OSBA and OTS are the remaining protesting participants in

this case. As noted previously, the CLECs in this case, Blue Ridge, Sprint, and RCN,

* Broadband Cable Association of Pennsylvania filed a protest, but it was dismissed as legally insufficient.
* sprint filed a Motion to Withdraw its Petition on January 9, 2007. Blue Ridge filed a Petition for Leave
t0 Withdraw on January 12, 2007, RCN filed a Motion to Withdraw on January 17. 2007,
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have separately settled and withdrawn their Protests. Therefore, this is an “all parties”

Settlement Petition, encompassing all issues in the case.

SUBSTANCE OF THE SETTLEMENT

1. The settlement process, fostered and encouraged by the Commission, is
the art of compromise. The Parties agree that the proposed Settlement is in the best
interest of the public and that the Transaction, as modified by this Settlement, meets the
standards of the City of York. In consideration of the mutual promises and provisions
contained in this Settlement Petition, Petitioners desire to conclude litigation of the
above-docketed matters and to settle the contested issues, as follows:

12, Transaction Approval by March 1, 2007. The Transaction, as proposed

in the Application and as modified by the terms of this Settlement Petition, must be
approved without modification or change by the Commission in an Order adopted on or
before the Commission’s Public Meeting of March 1, 2007 with an Order entered shortly
thereafter. Should the Commission not approve the Settlement Petition by March 1,
2007, CTCo and Citizens reserve the right to withdraw from the Petition.

13. Post-Closing Conditions. Upon closing of the Transaction, the following

requirements will become operative. In the event of a failure to close the Transaction,
then the items agreed to herein will terminate and be of no force or effect.
a. Rate Caps/Freezes — The exercise by CTCo and Citizens

Communications Company’s five Pennsylvania-located Frontier ILECs® (CCC) of

° The Citizens Communications Company Pennsylvania ILECs are comprised of the Frontier
Communications Companies of: Breezewood, Canton, Lakewood, Oswayo River, and Pennsyvlvania,



their price cap formula is restricted during the next three years (2007 (the current
year), and the 2008 and 2009 filings following} as follows:

i 2007 — Increase in monthly charge for residential primary limited

t0 $.90 and for B-1 10 $.50.°

1. 2008 — Increase in monthly charge for residential primary limited

to $.50 and for B-1 to $.23.

ii. 2009 — No increases in residential primary or B-1 rates.

In no event, however, will R-1 rates for CTCo or any CCC company exceed $18.00
during these periods. CTCo and CCC may request increases in non-access line rates.
CTCo and CCC shall not be permitted to bank any rate increases which they forego in
years 2007, 2008 and 2009. Notwithstanding any of the foregoing, CTCo and CCC
may increase residential and business basic, unbundled local dial tone rates beyond
these limitations as a result of generic federal and state required changes to access
charges and/or universal service funding or an exogenous event as defined in CTCo’s
and CCC’s Chapter 30 Plan.

b. DSL - CTCo and CCC agree to provide stand-alone’ high speed
internet service (DSL and ISP service) to their customers for a period of two years
from the date of Commission approval of the Joint Application. Nothing in this
Agreement shall restrict or limit CTCo’s and CCC’s pricing flexibility on DSL and

DSL-related services,

 The companies will file rate changes consistent with this provision on February 1, 2007 (the timing
required under their Chapter 30 plans) and bank any unused amount. Upon approval of this Settlement and
closing of the Transaction, the companies will revise their banks in accordance with the provisions of this
Settlement,

7 Stand-alone high speed internet service is a service sold on a CTCo or CCC line without any requirement
that such customer need purchase any other service.



c. Bandwidth Availability - CTCo agrees to provide bandwidth
availability equal to or greater than 3 megabits per second in the downstream
direction to a total of at least 88,000 lines within three vears of closing of the
Transaction.

d. Lifeline — CTCo and CCC will produce and distribute at their
expense a Lifeline brochure explaining Lifeline and explaining how to apply for
lifeline by telephone. The companies will provide these brochures to:

i Counties - County assistance offices and County agencies in their
territories. The Companies will agree to provide those offices with
sufficient brochures for a three year period following closing of the
Transaction.

ii. Local Assistance Agencies and Organizations, whether
government affiliated or not, such as United Way and Meals on
Wheels. Within 30 days of Commission approval of the Joint
Application, the OCA, OSBA, OTS CTCo and Citizens will work
to develop a list of local assistance agencies and organizations that
should be supplied with these materials for the three year period
following closing of the Transaction. .

€. Employment - CTCo and CCC will continue to employ the
appropriate level of resources, including workforce, employee benefits, network and
investment, necessary to achieve the continuation of quality service to their existing

and prospective Pennsylvania customers while remaining competitive. CTCo shall




maintain the level of CWA-represented posilions8 through the end of the current
contract period (ending 11/30/08) at a minimum of 95% of the current level except
for bona fide attrition.” As part of this job level guarantee, the CTCo call center shall
remain open during this period. All terms of existing bargaining agreements will be
honored.

f. Service Quality Reporting - CTCo and CCC will provide the
following reports to the OCA, OSBA and OTS for calendar years 2006, 2007. and
2008. The OCA, OSBA and OTS agree that any information provided pursuant to
this Paragraph will be treated in a confidential manner and agree not to use or release
such information for any purpose. Nonetheless, if the OCA, OSBA or OTS believe
that CTCo or CCC service quality has declined such that it is necessary to bring this
data to the attention of the Commission, such party may file such data under
protective restrictions and may seek to have it publicly disclosed pursuant to 52 Pa.
Code §5.423. A party secking to notify the Commission will attempt to resolve any
service concerns with CTCo or CCC prior to taking any action at the Commission

pursuant to this Paragraph.

1. Annually -- CTCo and CCC will report the service metrics stipulated

below in the month of June following the calendar year reporting period. '

i.  Trouble report rate {(measured per 100 access lines);

* Includes positions in the following categories: construction, central office, installation and repair, splicer,
customer service representative, coliections, repair dispatch, telesales and network operation center.

* Bona fide attrition means reduction in the size of the CWA-represented workforce due to a separation
from employment that does not constitute a layoff and that results from one of the following: discharge for
cause, voluntary resignation, retirement, or death. It shalt not include emplovees leaving the payroll in
response to any company-induced offer.

" So, for example, the calendar year 2007 results will be included in a report due in June 2008.




ii. Number of missed appointments;

iii. Average interval (number of days) between a request for new basic service
and installation. Metrics will be based on 52 Pa. Code § 63.58 rules regarding
installation of service. CTCo and CCC will provide an annual average interval
of days for installation of residential and single line business service and an

annual average interval of days for installation of non-primary service orders.

iv. Copies of the annual reports filed with the Commission’s Bureau of

Consumer services.

2. As Required -- CTCo and CCC agree to advise the OCA and OSBA if
either the CTCo or CCC service repair outage index falls below 80%
restored/repaired within 24 hours for reasons not attributable to customer requests
for a later time: (a) in any month across either the CTCo and CCC systems; and
(b) for three consecutive months in any one CTCo district or CCC exchange.'' In
the event of a notification under this section, CTCo and CCC commit to meeting
with the OCA and OSBA to discuss and address possible remedies or actions to
be taken.

g. Debt and Transaction Costs. The Joint Applicants will not seek
to recover in rates any costs of the Transaction, including any associated increase in
debt costs. In addition, the Joint Applicants agree not to seek recovery of any costs
resulting from implementing the stipulations set forth above. After closing and for a

period of three (3) years following closing of the Transaction, CTCo shall not:

"' CTCo districts are identified in “Appendix A”




i. Guarantee the debt or credit instruments of Citizens Communications
Company or any affiliate not regulated by the Commission; or

ii. Grant a mortgage or other lien or otherwise pledge as security for repayment
of the principal or interest of any loan or credit instrument of Citizens
Communications Company or any affiliate not regulated by the Commission
any property used and useful in providing utility service to the public subject

to the Commission’s jurisdiction.

OTHER ASPECTS OF THE SETTLEMENT

14 If Administrative Law Judge Colwell recommends approval of this
Petition without modification, the Parties waive the filing of Exceptions and, in such
event, request that the Commission’s Secretary not provide an exception period prior to
Commission consideration pursuant to 52 Pa. Code § 5.232(e).

5. This Settlement Petition is conditioned upon, and subject to, acceptance
and adoption by the Commission. If this Settlement Petition or any part thereof is for any
reason modified in any respect by the Commission, any Party may withdraw from this
Petition in which case the Settlement shall be of no force or effect. If any Party
withdraws from this Petition, it must do so in a written document, filed with the
Commission and served upon the Parties within five (5) business days after the entry of
the Order modifying the proposed Settlement. If the Petition is disapproved, or if any
Party withdraws from the Petition following modification thereof by the Commission, the
above-captioned proceeding will continue with litigation on the Joint Application as

originally filed.



16.  This Settlement is proposed by the Parties to settle the litigation involved
in the instant proceeding, and is made without any admission against or prejudice to any
positions which any Party might adopt during subsequent litigation, including further
litigation in this case, if the Settlement is rejected by the Commission or if any of the
Parties withdraw from the Settlement as provided herein above. No prejudice is intended
to the positions of the Parties as a result of the Commission’s approval of this Settlement
except to the extent necessary to implement the terms of the Settlement.

17. Upon the acceptance and adoption by the Commission of this Settlement
Petition without modification, the Protests of the CWA, OCA, OSBA and OTS shall be
deemed satisfied and closed.

18. The Statements in Support of Settlement of the Joint Applicants and
Citizens (“B”), CWA (“C”), OCA (“*D”), OSBA (“E”), and OTS (“F™), setting forth the
bases upon which they believe that the Settlement promotes the public interest shall be
filed in this docket no later than Monday, January 22, 2007,

19. This Settlement Petition may be signed in counterparts.

WHEREFORE, Commonwealth Telephone Company, CTSI, LLC, CTE
Telecom, LLC d/b/a Commonwealth Long Distance Company, Citizens Communications
Company, the Communications Workers of America, the Office of Consumer Advocate,
the Office of Small Business Advocate and the Office of Trial Staff request the

Commission issue an Order approving the above-captioned Application, granting the
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this Settlement Petition

requested Certificate of Public Convenience and incorporating the above-stated terms of

January 19, 2007

January 19, 2007

January 19, 2007

January 19, 2007

Respectfully submitted,

ceite ‘lephone Company, CTSI, LLC and CTE
Iecom LLC d/b/a Commonwealth Long Distance
o Company by their attorney

Norman J. Kennard

Hawke McKeon Sniscak & Kennard LLP
Harrisburg Energy Center

a2 5
100 North Tenth Street 2 o
Harrisburg, PA 17101 = 3—-"_:_
2> @
7 C(; = =
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itizens Communications Company by its attorney '-;;‘ "’é
Lillian S. Harris ?i
Hawke McKeon Sniscak & Kennard LLP :
Harrisburg Energy Center
100 North Tenth Street
P.O. Box 1778

Harrisburg, PA 17101

Kt AC Mo

/Commum\étxons Workers of America by its attorney

Scott J. Rubin
3 Lost Creek Drive
Selinsgrove, PA 17870

ﬁ/l/\wm\ A . é«mw//}—-“"
Office of Consumer Advocate by its attorney
Shaun Sparks
Joel Cheskis
Office of Consumer Advocate
555 Walnut Street
Forum Place, 5th Floor
Harrisburg, PA 17101-1921
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January 19, 2007 i_, /J/] BZ. Q/g

Office of Small Business fdvocate by its attorney
Lauren M. Lepkoski

Office of Small Business Advocate

Suite 1102 Commerce Building

300 North Second Street

Harrisburg, PA 17101

January 19, 2007 %QU/Z/ ZL)‘)‘/

Office of Trial Staff by its attorney
Robert V. Eckenrod

Office of Trial Staff

Pennsylvania Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265



Commonwealth Telephone Company
District/Exchange Listings

e e Districti g

Bn]PAraCodelExch | EXchanget.: B

)z District )L

vAreaCodeIExch,i

s Exchange 7]

{BANGORS - 1484409 - .7 ,;COOPERSBURG POCONG LAKE::570355 , - ' ' 1POCONO LAKE
e 570807, 7 . IPORTLAND 570403 .- JSAYLORSBURG
r— - 1610110 ABANGOR 570643 - - jPOCONOQ LAKE
§TTT T [eoeee T COOPERSBURG 1570646 "JPOCONOLAKE |
L 1810284 TUHALERSTOWN 570092, . . iSAYLORSBURG
;:_ 1610468 - " iIBELVIDERE e ‘ .
o 170588 JBANGOR QUARRYVILLE 1610593 . . - ATGLEN
P 610589 | - IBANGOR 717284 . ~]RAWLINSVILLE
o 610847 " 5. IFERNDALE Fa7442 . “iGAP O
. __ .ie108e3 S PEN ARGYL 7175897 . KIRKWOOD
610881 573 L IPEN ARGYL 717548 . ¢+ * IHENSEL
P ~ o T 717786, . {QUARRYVILLE
CCARKS SUMMIT 1570575 FLAKE WINOLA — "7{750”6” _GUARRYVILLE
. 70! " iDALTON T RN ]
570585 " {CLARKS SUMMIT _ {SHICKSHINNY. 570256_- T UNLENBURG
570586 ©. - CLARKS SUMMIT —_i570642 - {SHICKSHINNY
i 570587 CLARKS SUMMIT ~ 570663 ' ' {ORANGEVILLE
- 570842 - - INICHOLSON 570864, JJHUNTINGTON MILLS |
i 570945 ..~ > IFACTORYVILLE T 57092577 "% "{BENTON
I B g 3 7. \_ "
{CONYNGHAM 1570379 WAPWALLOPEN ~~~ITOWANDA " 1570270- N
A -7 “iNUREMBERG 4o 570247
570578 - G70265" . TCWANDA

NUANGOLA

LI

INEW ALBANY

RINGTOWN

WARREN CENTER

MUNCY VALLEY |

EAGLES MERE

CEERAYSVILLE

YALUSING

ESTELLA

IS

FUNKHANNOCK!57

» MEHOO‘PANY

: TUNKHANNOCK

[LAGEYVILLE ""’z

ITUNKHANNGCK ™

a ;
L

SATBERTY

LU

MORAIS t

MIDOLEBURYCTA

IMANSFIELD =~ 7

BLOSSBURG

COVINGTON |
MANSFIELD ~ =~ 7

WELLSBORO

|
4
WELLSBORO 1

T LAWRENCEVILLE

TE70835 T

TUTIOBA ;

Sl Saielnd it I

Appendix “A”




o (RICINA

BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSION ‘%\Cp

In re Joint Application of

Commonwealth Telephone Company : A-310800F0010

CTSL LLC, and : A-311095F0005

CTE Telecom, LLC d/b/a Commonwealth : A-311225F0003
Long Distance Company ;

For All Approvals Under The Public Utility
Code for the Acquisition By Citizens
Communications Company of All of the Stock
of the Joint Applicants’ Corporate Parent,
Commonweaith Telephone Enterprises, Inc.

STATEMENT OF COMMONWEALTH TELEPHONE
COMPANY, CTSI, LLC, AND CTE TELECOM, LLC d/b/a
COMMONWEALTH LONG DISTANCE COMPANY AND

CITIZENS COMMUNICATIONS COMPANY IN SUPPORT OF

JOINT PETITION FOR APPROVAL OF UNANIMOUS
SETTLEMENT AGREEMENT

Commonwealth Telephone Company (“CTCo™), CTSI, LLC (“CTSI”), and CTE

Telecom, LLC d/b/a Commonwealth Long Distance Company (“CLD”), (hereinafter

collectively referred to as the “Applicants” or “Joint Applicants”} and Citizens

Communications Company (“Citizens”) jointly file this Statement In Support of the “Joint

Petition For Approval Of Unanimous Settlement Agreement.”

PROCEDURAL BACKGROUND

On September 17, 2006, an Agreement and Plan of Merger (“Merger Agreement™)

was signed pursuant to which Citizens will acquire the stock of Commonwealth Telephone

Enterprises, Inc. (“CTE™} and, indirectly, the stock of the Joint Applicants. That is, pursuant

Appendix “B”
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to the Merger Agreement, the Joint Applicants’ corporate parent, CTE, will become a wholly-
owned, direct subsidiary of Citizens,

CTCo, CTSI and CLD filed this Application requesting the issuance of a certificate of
public convenience on September 29, 2006. Approval is required under a Commission Policy
Statement applying the certification requirements of 66 Pa. C.S. §1102(a)(3) where a stock
transaction or senes of stock transactions results in a change of control of a public utility
regardless of ownership tier.

The Commission published notice of the Joint Application by the CTE Companies in
the Pennsylvania Bulletin on October 14, 2006 (36 Pa. B. 6355), which required protests and
petitions to Intervene to be filed on or before October 30, 2006.

The Office of Consumer Advocate (“OCA™) and the Office of Small Business
Advocate (“OSBA?”) filed protests on October 30, 2006. The Office of Trial Staff (“OTS”)
filed an Entry of Appearance on November 2, 2006. The Communications Workers of
America (“CWA”), Blue Ridge Digital Phone Company (“Blue Ridge™), Sprint
Communications Company LP (“Sprint™), the Broadband Cable Association of Pennsylvania
(“BCAP”) and RCN Corporation and RCN Telecom Services, Inc. (“RCN”) filed protests
and/or interventions to the Joint Application. Citizens also filed a Petition to Intervene on
October 30, 2006.

In support of the Application, the Joint Applicants and Citizens distributed the Direct
Testimonies of: Scott Burnside, Senior Vice President of Regulatory Affairs for

Commonwealth Telephone Enterprises, Inc.; and Daniel McCarthy, Executive Vice President
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and Chief Operating Officer of Citizens Communications Company to the parties on
November 10, 2006.’

Also on November 10, 2006, the Joint Applicants and Citizens filed Joint Answers
and Preliminary Objections addressed to the Protests and Petitions to Intervene of Blue Ridge
Digital Phone Company, Sprint Communications Company L.P., the Broadband Cable
Association of Pennsylvania, RCN Corporation, and RCN Telecom Services, Inc (“CLECs").
Answers were filed by the CLECs on November 20, 2006. The Joint Applicants and Citizens
also filed Preliminary Objections seeking to limit the participation of CWA to employment-
related issues. An answer was filed by CWA on November 20, 2006. On November 20,
2006, the Joint Applicants submitted a letter stating that they did not oppose the participation
of the OCA, OSBA and OTS.

On November 13, 2006, ALJ Colwell issued a Prehearing Conference Order, which
reviewed various procedural issues related to this proceeding and asked that each party
distribute, at least three business days prior to the prehearing conference, a prehearing
memorandum,

On November 21, 2006 a Motion was submitted to admit Jennifer Duane, counsel for
Sprint Communications Company, L.P., pro hac vice.

A Scheduling Order was issued by Judge Colwell on November 30, 2006 setting the
dates for the submission of testimony, hearings and submittal of briefs.

ALJ Colwell issued an Initial Decision, along with accompanying Orders on

December 14, 2006, disposing of the Joint Applicants’ Preliminary Objections. The Initial

' By separate motion filed along with the Settlement Petition, the Joint Applicants and Citizens have requested that
Mssrs. Burnside and McCarthy’s testimony be marked and admitted as Joint Petitioners’ St. 1.0 and Citizens’ St
1.0, respectively. Further, the Application filed September 29, 2006 is introduced as Joint Petitioners’ Exhibit 1.
No party opposes that motion.

Due to an administrative error, the Initial Decision was reissued and re-served on January 4, 2007,
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Decision and Orders dismissed the protests of RCN Corporation (RCN’s parent company) and
the Broadband Cable Association but denied the Preliminary Objections as they related to the
CWA and the remaining CLECs, Sprint, RCN (the operating company) and Blue Ridge.

On December 21, 2006 the Joint Applicants and Citizens filed a Motion for a
Protective Order. to which RCN Telecom Services, Inc. filed an Answer on December 22,
2006. The Joint Applicants filed a response to RCN Telecom Services, Inc.’s Answer on
December 29, 2006.

On January 3, 2007, a motion was submitted to admit Michael W. Fleming, counsel
for RCN Telecom Services, Inc., pro hac vice.

Judge Colwell 1ssued an Order granting the requested Protective Order on January 4,
2007.

The protests of the two cable companies and a third filed by a cable wholesale service
provider have been settled. On January 9, 2007, Sprint Communications Company, L.P.
moved for leave to withdraw its Petition to Intervene and gave notice of the withdrawal of its
protest. On January 12, 2007, Blue Ridge Digital Phone Company submitted a Petition for
Leave to Withdraw its Intervention and gave notice of the withdrawal of its protest. RCN
Telecom Services, Inc. similarly submitted a Petition for Leave to Withdraw its Intervention
and gave notice of the withdrawal of its protest on January 17, 2007.

On January 19, 2007, a unanimous settlement of all remaining parties was submitted

for Your Honor’s and the Commission’s approval.




COMMONWEALTH TELEPHONE, CITIZENS COMMUNICATIONS AND THE
TRANSACTION
Commonwealth Telephone Enterprises, Inc. and Joint Applicants

Commonwealth Telephone Enterprises, Inc. (“CTE™) is a publicly traded
Pennsylvania company (NASDAQ: CTCO). which owns and controls all of the
outstanding common stock of CTCo. In turn, CTCo owns and controls all of the
outstanding common stock of CTSI and CLD, all three of which are regulated
telecommunications companies. Joint Petitioners’ Exh. No. 1 at 2 and St. 1.0.

CTCo is a rural local exchange carrier incorporated in Pennsylvania, which provides
local, vertical and regional long distance as well as broadband services over a network
established in Berks, Bradford, Bucks, Carbon, Chester, Columbia, Dauphin, Lackawanna,
Lancaster, Lehigh, Luzerne, Lycoming, Monroe, Northampton, Schuylkill, Sullivan,
Susquehanna, Tioga, Wyoming, and York Counties, an approximately 5,000-square mile
service territory. As of September 30, 2006, CTCo provided local exchange service to
312,376 access lines in 79 telephone exchanges. CTCo holds Letters Patent and Certificates
of Public Convenience to offer telephone service in Pennsylvania at Commission Docket Nos.
A-9610, A-76155, A-80433, A-81356, A-82106, A-83156, A-85690, A-96978, A-96933, A-
99981, A-00101891, A-00102711, and A-310800. CTCo is a “Rural Telecommunications
Carrier” as defined in Section 3 of the Telecommunications Act of 1996 (Public Law 104-104,
110 Stat. 56) which this Commission has recognized in its Orders entered at Docket No. M-
00960799, and for the purposes of Act 183, 66 Pa. C.S. §3011 er seq.® Joint Petitioners’ Exh.

No. 1 at 5.

3 Re: Implementation of the Telecommunication Act of 1996. Docket No. M-00960799: Orders entered June 3,
1996 and September 9, 1996.
* See, CTCo Chapter 30 Plan at 1.



CTSIL, a competitive local exchange carrier (“CLEC™) operating in the service
territories of Verizon Pennsylvania, Inc.. Verizon North, Inc. and The United Telephone
Company d/b/a Embarg Pennsylvania, is incorporated as a Pennsylvania corporation and is a
full-service, facilities-based CLEC offering bundled local and long distance telephone
services, vertical services, and Internet access. CTSI holds a Certificate of Public
Convenience issued by this Commission at Docket No. A-311095 (Order entered June 22,
2001). As of September 30, 2006, CTSI provided competitive local exchange service to
138,806 access lines in 18 Pennsylvania counties. Joint Petitioners’ Exh. No. 1 at 5.

CLD, organized as CTE Telecom, LLC in the Commonwealth of Pennsylvania,
provides long distance telephone service as a switched-based reseller in portions of
Pennsylvania pursuant to a Certificate of Public Convenience issued by Commission Order

entered on December 23, 2002 at Docket No. A- 311225, Joint Petitioners® Exh. No. 1 at 5.

CTCo utilizes a technologically-advanced, fiber-rich network that is based on
100% digitai-switching, integrated DWDM-Sonet transport and host/remote (TR 303
Standards Based) architecture. It was the first telephone company to deploy fiber optics
in a toll application and was one of the first local exchange carriers in the nation to
deploy a network of all digitally-switched central offices. CTCo operates its own
Signaling System 7, STP-based network, which provides efficient call set-up and routing
of telephone calls. Throughout its market, CTCo has 11 digital host switches and about
500 remotes. All of the trunks between the hosts and the remote wire centers are
connected with fiber optic cable. The network architecture provides for short loop
lengths in the “last mile” copper plant, which allows CTCo to aggregate customer lines at
the remote wire centers for transport, and concentrates costly network intelligence in a

small number of host offices. CTCo has undertaken a three-year network upgrade



initiative that will deliver broadband capability to 100% of households and businesses in
its service area by year-end 2008. Joint Petitioners’ St. 1.0 at 4-5.

CTCo has committed to 100% broadband availability by December 31, 2008 under
Act 183. This commitment is not affected by the transaction. CTCo is ahead of schedule in
delivering its Chapter 30 commitments. Presently, approximately 30% of the households and
business establishments in CTCo’s territory have broadband available to them. CTCo’s Plan
requires that broadband be 80% available at the end 0f 2006. Joint Petitioners® St. 1.0 at 5.

CTE and its affiliates, regulated and unregulated, currently employ a total work force
of approximately 1,130. Approximately 38% of these employees are covered under collective
bargaining agreements. CTCo’s bargaining employees’ principle current labor contract with
the Communications Workers of America became effective on December 1, 2005 and remains
in effect for an initial period through November 30, 2008, continuing in effect thereafter
unless terminated by sixty days’ prior written notice. Joint Petitioners’ St. 1.0 at 6.

Competition in the CTCo and CTSI service areas is vibrant and expanding every day.
The communications industry is in the midst of a radical transformation that is providing
customers of every type, whether business or residential, with an ever-increasing array of
communications options, while forcing traditional wireline service providers to meet new
competitive challenges. Joint Petitioners’ St. 1.0 at 9.

Wireless service is widely available in the service territories of the Joint Applicants.
On the cable company side, most residential customers in CTCo’s territory now have two
wires into their home to provide communications service. So that many customers now have
three distinct options. Broadband cable companies pass approximately 90% of the homes in

Pennsylvania. Joint Petitioners’ St. 1.0 at 11 and 12.



New technologies enable various providers — many of which are not traditional
wireline telecommunications providers — to offer services using their existing platforms.
These competitors to traditional land line service are relying on unregulated technologies
and applications that make possible such services as messaging on the go, high speed
data connections, cable telephone, VolP, e-mail and instant messaging. Joint Petitioners’
St.1.0at9.

The effect of competition on CTCo has been significant. Over the last three or four
years, after decades of uninterrupted line gain, access lines losses are now the norm for CTCo.

The following represents a graph showing the reversal of growth over the last six years:

CTCo Access Line Counts 2001 —~ 2006*
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* 2006 data through end of second quarter.
CTCo is losing lines while the number of lines in the market is growing. Joint Petitioners’ St.
1.0 at 14.

As one means by which to maintain profitability, CTCo has consistently emphasized
the penetration of second lines in the residential market. CTCo’s residential additional line
penetration rate is decreasing, however, as customers find alternatives to traditional dial-up

Internet access. As a corollary to this, within the total Internet access market, the market for




traditional, narrowband dial-up access services is shrinking. By way of example, traditional
dial-up Internet service provided by an unregulated CTE affiliate, epix® [nternet Services, has
been declining since its peak at nearly 50,000 subscribers in 2001. As of December 31, 2005,
epix® had approximately 22,400 dial-up subscribers. Joint Petitioners’ St. 1.0 at 14.

The effect of the current business environment on CTE and the Joint Applicants is
increasingly negative. Revenues have been stagnant or declining since 2004, and EBITDA
and Free Cash Flow, both widely accepted indicators of financial performance, have declined.
“EBITDA” is eamnings before interest, taxes, depreciation and amortization whereas “Free
Cash Flow” is EBITDA less capital expenditures. These are important financial measures of
profitability relied upon by investors and management to evaluate financial health in capital
intensive industries, particularly in the telecommunications sector. From 2004 through 2005,
CTE’s EBITDA declined from $176.6M to $169.9M, and is projected to decline to $161.4M
in 2006 as of the end of the third quarter 2006, Mr. Burnside reported in his testimony.
Similarly, Free Cash Flow declined from $133.1M in 2004 to $126.1M in 2005 and, also at
the end of the third quarter 2006, Mr. Burnside reported in his testimony, was projected to
decline to $114.8M in 2006. The decline in these indicators has occurred despite
management’s best efforts to reverse these trends, which CTE management expects will
continue. Joint Petitioners’ St. 1.0 at 14-15.

This competition has substantially increased the risk factors of CTE’s business
units. It is now much more difficult to successfully anticipate and respond to various
competitive factors affecting the industry, including regulatory changes that may affect
CTE’s competitors and CTE differently, new technologies and services that may be

introduced, changes in consumer preferences, demographic trends and discount pricing

strategies by competitors. Joint Petitioners’ St. 1.0 at 16.



The telecommunications industry is subject to rapid and significant changes in
technology. If the Applicants do not replace or upgrade technology and equipment that
becomes obsolete, they will be unable to compete effectively, as they will not be able to
meet customers’ needs or expectations. Joint Petitioners® St. 1.0 at 16. At the same time,
as competition is increasing, it is more difficult to maintain profitability, particularly as
compared to other carriers with larger scope and scale. This adversely affects the Joint
Applicants’ ability to attract investment and debt capital at competitive rates. Joint
Petitioners’ St. 1.0 at 14,

In addition to line loss and the continued penetration of wireless and facilities-based
competition, CTCo is seeing a decline in its revenue streams that are derived from other than
the end user. Federal “average schedule™ settlements from which CTCo derives its interstate
revenue flow are declining on a per line basis. In addition, as lines are lost to competition and
minutes of use decline, the company has experienced even greater revenue loss from its

average schedule settlements. Joint Petitioners’ St. 1.0 at 7.

Citizens Communications Company

Citizens, a publicly-traded Delaware company (NYSE: CZN), is a highly-regarded,
full-service communications service provider, and the seventh-largest local exchange
telephone company in the country. Citizens, under the Frontier Communications Solutions
brand, offers telephone, television and Internet services, as well as bundled offerings,
ESPN360 streaming video, security solutions and specialized bundles for residences, small
businesses and home offices. Joint Petitioners” Exh. No. 1 at 6 and Citizens’ St. 1.0 at 6.

Citizens provides services predominantly to small and medium-sized rural markets.

During the last eight years, Citizens has grown to become a substantial presence in the rural
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local exchange carrier segment of the telecommunications market through the targeted
acquisition of rural companies, and the successful integration of operations and support
functions. During this time frame, Citizens has effectively and efficiently grown its operations
nearly three-fold. Citizens believes that the key 10 its continued success is focus on its core
mission: “to be the leader in providing communications services to residential and business
customers in our markets.” Citizens’ St. 1.0 at 6-7.

Citizens is typically the incumbent carrier and provider of last resort in the markets it
serves and provides the “last mile” of telecommunications services to residential and business
customers in these markets. Citizens provides services primarily to residential customers and,
to a lesser extent, non-residential customers. Citizens’ St. 1.0 at 7.

In Pennsylvania, Citizens owns and operates five local exchange companies (the
“Frontier Companies™): Frontier Communications of Breezewood, LLC; Frontier
Communications of Canton, LLC; Frontier Communications of Lakewood, LLC; Frontier
Communications of Oswayo River, LLC; and Frontier Communications of Pennsylvania,
LLC (collectively the “Frontier Companies”).” Joint Petitioners’ Exh. No. 1 at 6-7. Frontier
Communications of Breezewood, LLC serves approximately 4,102 access lines in Bedford
and Fulton Counties in 314 square miles of service territory. Frontier Communications of

Canton, LLC provides service to approximately 4,061 access lines, divided into two

* Citizens’ acquisition of Frontier Subsidiary Telco, LLC, the immediate parent of the five Frontier companies
operating in Pennsylvania, was approved by the Commission by Order entered December 8, 2000. Joint
Application of Frontier Communications of Breezewood, Inc., Frontier Communications of Canton, Inc., Frontier
Communications of Lakewood, Inc., Frontier Communications of Oswayo River, Inc., Frontier Communications
of Pennsylvania, Inc., Frontier Communications of America, Inc., For All Approvals Under the Public Utility
Code To Complete the Merger with and Transfer of all of the Ulilities” Stock of the Corporate Parent, Frontier
Subsidiary Telco, Inc. by Citizens Communications Co., Docket Nos. A-310400F003; A-310530F003; A-
311750F003; A-312600F002; A-311250F003; and A-310153F003, Order entered December 8, 2000 (“Citizens
Frontier Acquisition Order”). These companies are wholly owned by Frontier Subsidiary Telco, LLC by virtue of
transactions previously approved by this Commission. Frontier Communications of Breezewood, Inc. {Docket
No. A-310400F500, Dec. 18, 1986); Frontier Communications of Canton, Inc. (Docket No. A-310350F500, June
11. 1987); Frontier Communications of Lakewood, Inc. (Docket No. A-311750F500, Sept. 1, 1988): Frontier
Communications of Oswayo River, Inc. (Docket No. A-105765F500, Dec. 7. 1984). and Frontier
Communications of Pennsylvania, Inc. (Docket No. A-311250F500). Joint Petitioners’ Exhibit No. | at 7, n.6.
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exchanges, in the counties of Bradford, Tioga and Lycoming. Frontier Communications of
Lakewood, LLC has one exch‘ange and serves approximately 1,471 lines in Schuylkill County.
Frontier Communications of Oswayo River, LLC serves approximately 2.204 lines in 183
square miles of Potter and McKean Counties through three exchanges. Frontier
Communications of Pennsylvania, LLC, the largest of the Frontier Companies, serves
approximately 26,844 local access lines, divided into four exchanges, located predominantly
in Lancaster County and, to a limited degree, in Berks County. Citizens’ St. 1.0 at 7-8.

Since being acquired by Rochester Telephone in the 1980s, the Frontier Companies
have enjoyed steady improvements in their networks. The Frontier Companies have been
upgraded to be 100% digital. As part of its original Chapter 30 commitments, Frontier
completed an upgrade to its network to make it 100% SS7 capable for all five companies.
Frontier Communications of Breezewood made upgrades to its network to allow for
elimination of party-line service. The Frontier Companies also are installing a diverse path for
Internet to enhance the reliability of Internet service provided to their customers. This diverse
path was installed at year-end 2006. All of these improvements contribute to providing
improved service to customers. Citizens’ St. 1.0 at 9.

The Frontier Companies currently provide approximately 90% of their customers with
broadband availability. The Frontier Companies’ Chapter 30 Plan required 90% broadband
availability by year-end 2006 and 100% by year-end 2008. They are on track to meet this

final benchmark. Citizens St. 1.0 at 9.

The Transaction

On September 17, 2006, Citizens and CTE entered into an Agreement and Plan of

Merger (“Merger Agreement™) whereby Citizens will acquire control of CTE and, indirectly,
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CTE’s utility subsidiaries, the Joint Applicants. Joint Petitioners” Exh. No. | a1 17. A
complete copy of the Merger Agreement was attached to the Application as Appendix “B.”
Joint Petitioners’ Exh. No. 1 at 19. Approval of the Commission is requested for the entirety
of the transactions set forth therein. Certified copies of Board of Directors’ Resolutions of
CTE and Citizens authorizing the Merger Agreement were attached to the Application as
Appendices “E” and “F,” respectively. Joint Petitioners” Exh. No. 1.

As a result of the transaction, CTE will become a wholly-owned, direct subsidiary of
Citizens. The transaction represents a change in indirect ownership only. Ownership of the
Applicants will continue to reside in the parent company, CTE. At closing, the Joint
Applicants will retain the same subsidiary corporate relationships to CTE as they did prior to
the proposed CTE stock transfer. Joint Petitioners’ Exh. No. 1 at 3. Organizational charts
depicting the relationship between CTE and the Joint Applicants pre- and post- transaction
were attached to the Application as Appendix “C.” Joint Petitioners’ Exh. No. 1. These
charts demonstrate that there is no change in direct ownership or organization of the Joint
Applicants. Joint Petitioners’ Exh. No. 1 at 9.

Under the Merger Agreement, Citizens will assume the existing debt and acquire
all outstanding shares of CTE for a total consideration of approximately $1.16 billion in a
cash-and-stock transaction determined by arms length negotiation of the parties. Citizens
will finance the cash portion of the purchase price with a combination of cash on hand
and debt. Citizens has obtained a commitment from Citigroup for the financing
necessary to complete the acquisition. Joint Petitioners’ Exh. No. 1 at 8-9.

The transaction does not involve assignment or creation of any certificates of public
convenience or tariffs held or published by CTE’s operating utility subsidiaries. No securities

issued by the Joint Applicants are affected. The current financing and capital structure of the



Joint Applicants will not be affected by the transaction. The books of account of the Joint
Applicants will not be affected by the transaction. The income statements and balance sheets
of Joint Applicants are also not affected by the proposed transaction in any way. Joint
Petitioners” Exh. No. 1 at 9.

No customers are proposed to be transferred by this transaction. The Joint Applicants
will continue operation. The proposed transaction will not affect the regulatory authonty of

the Commission over the Joint Applicants. Joint Petitioners’ Exh. No. 1 at 9-10.

LEGAL STANDARDS FOR APPROVAL

The applicable legal standard in this proceeding is whether approval of the merger
agreement 1s “necessary and proper for the service, accommodation, convenience and safety
of the public”® Moreover, the transaction must “affirmatively promote the service,
accommodation, convenience, or safety of the public in some substantial way.”’

The “necessary or proper” standard generally requires a showing of inadequacy of

8 Here, the parties need not

existing service, public need, and fitness to provide service.
demonstrate inadequacy of existing service or public need for service, because an existing
utility operation exists.” Under Sections 1102 and 1103 of the Public Utility Code (“Code™).'®
the Joint Applicants need only show that the party to whom the control of CTE is being

transferred is legally, technically, and financially fit."

®66 Pa.C.S. § 1103.

" City of York v. Pa. P.U.C., 295 A2d 825 (Pa. 1972).

® Seaboard Tank Lines, Inc. v. Pa. Pub. Util. Comm 'n, 502 A.2d 762 (Pa. Cmwlth. 1985).

® Re Glenn Yeager, et al., 49 Pa. PUC 138 (1975) (continuing public need presumed where public utility service is
already being provided in the service territory subject to the application).

66 Pa. C.S. §§ 1102 and 1103,

W Seaboard Tank Lines, 502 A.2d at 764; Warminster Twp. Mun. Auth. v. Pa. Pub. Unil. Contm'n, 138 A.2d 240,
243 (Pa. Super. 1958).
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Where, as here, Citizens is presently operating entities already certificated by the
Commission to provide similar telecommunications services to the public, Citizens is
presumed to be technically, financially and legally fit to provide the proposed service.'?

In addition to the traditional fitness requirements, the Pennsylvania Supreme Court has
determined that Section 1103 of the Code requires that applicants proposing mergers and
acquisitions demonstrate that the transaction “will affirmatively promote the ‘service,
accommodation, convenience, or safety of the public in some substantial way.”™"  This
burden to prove “affirmative benefits” has been applied by the Commission and upheld by the
courts in various consolidation and merger application cases since the City of York decision."*

In order to show affirmative benefits, the Joint Applicants must demonstrate that there
are substantial public benefits that will result from the transaction and that those benefits
outweigh any detriments that may consequently result.”” The standard does not require the
Commission to disallow a transaction that might be detrimental to one particular party or

another; rather, the Commission must weigh and measure how the benefits and detriments

“impact on all affected parties.” If the public benefits outweigh any detriments, the

* South Hills Movers, Inc. v. Pa. Pub. Util. Comm 'n, 601 A.2d 1308, 1310 (Pa. Cmwith. 1992),

Y City of York, supra (quoting 66 Pa. C.S. § 1103(a)). In City of York, the Supreme Court rejected the prior
standard for approval of mergers whereby a merger had to be approved un/ess it was established that there would
be some substantial public detriment. City of York, 295 A.2d at 828 (reversing Northern Pa. Power Co. v. Pa,
Pub. Util. Commi’n, 5 A2d 133 (Pa. 1939).

M See, e.g.. Re Verizon Communications, Inc., Docket No. A-310580F0009, 2006 WL 995853 at 11 (Pa. P.U.C.)
(January 11, 20006); Joint Application of PECO Energy Co. and Public Service Enterprise Group, Inc. with and
into Exelon Corp., 2006 WL 559274 (Pa. P.U.C.) (February 1, 2006); ARIPPA v. Pa. Pub. Util. Comm 'n, 792
A.2d 636, 655 (Pa. Cmwlth, 2002).

' Middletown Twp. v. Pa. Pub. Util. Comm'n, 482 A.2d 674, 682 (Pa. Cmwlth. 1984); Re GPU, Inc., 96 Pa. PUC
1, 14 (2001).
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application should be approved.'6

Examples of substantial affirmative benefits that the Commission has accepted as
satisfying the standard in Ciry of York include: staternents that economies of scale will occur
in administrative, employee, executive and insurance areas; greater bargaining position for
obtaining capital; improved labor market conditions; corporate structure and size more likely
to attract investors; improved service; simplified relationships with other businesses and
government agencies; and improved administration of tanffs and simplification of regulatory
matters.'” The affirmative benefit standard is a broad standard that does not require specific
quantification of synergy savings.'®

Section 1103 also authorizes the Commission to impose “just and reasonable”
conditions upon the approval of an application; however, such power is not without limit.
Any conditions imposed must be supported by substantial evidence, based upon matters

within the Commission’s statutory jurisdiction, and cannot be unreasonably broad or vague.'”

' Jd If the Section 1103 standard required rejection of an asset acquisition, consolidation, merger, or change in
control simply because some detriment to any party could result, then such ansactions would never be approved
because there are always both benefits and detriments to any change in the status quo. When the overall
affirmative public benefits outweigh any possible detriments, the standard has been met; any other conclusion is
simply unrealistic and unachievable. As the Commission noted in Re GPU. Inc., the 2001 merger between GPU
and FirstEnergy, if the risks posed by possible detriments of the wransaction are significant, which they are not
here, the Coinmission can impose conditions on the approval of the merger so that said “risks do not outweigh the
merger benefits.” Re GPU, fnc., 96 Pa. PUC at 7.

7 City of York, 295 A2d a1 828-29; See also, Re PG Energy, supra (substantial affirmative benefits included:
more stable and financially robust company, economies through consolidation of certain public company
functions and purchasing practices, enhanced ability to raise and anract capital, diversification of risk associated
with smaller service area’s weather and economic conditions).

¥ Re SBC Communications. Inc., 2005 WL 2901682 at 14 (Pa. P.U.C.) (October 6, 2005); Re Verizon
Communications. Inc., 2006 WL 995853 at 11. There are many examples of asset acquisition or merger cases in
which the Commission did not require quantification of affirmative benefits. See, e.g, Application of Newtown
Artesian Water Co. and Indian Rock Warer Co., 76 Pa. P.U.C. 260 (1992); Re PG Energy, 1999 WL 1036580 (Pa.
P.U.C.) (September 15, 1999), Re Pennsylvania American Water Co., 97 Pa. P.U.C. 314 (2000). Indeed. the
subjects of quantification of savings and pass-through of those savings to customers are more appropriately
addressed in rate proceedings subsequent to application approval proceedings. See Appfication of Newtown
Artesian Water Co., supra; Re PG Energy, supra.

" Western Pa. Water Co. v. Pa. Pub. Util. Comm’n, 311 A.2d 370 (1973) (condition imposed by Commission
upon approval of water service application was not just and reasonable because it attempted to require action by
the utility that was not within Commission’s jurisdiction to order unilaterally and was not based upon sufficient
record evidence).
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THE TRANSACTION MEETS THE TESTS OF SECTION 1102 AND CITY OF
YORK
Citizens is Legally, Technically and Financially Fit
As noted by the Commission in its 2000 Citizens Frontier Acquisition Order, there are
numerous positive benefits of horizontal alignment among rural local exchange carriers
generally, and specifically by Citizens:
Control of the Frontier Utilities will become controlled by a holding company
the operational subsidiaries of which are primarily local utilities in many
jurisdictions. The applicants have provided in their application evidence of
Citizens® financial strength together with evidence of Citizens’ experience in
managing communications utilities in many states.
The applicants note in their filing that Citizens has specialized in
providing local utility service to rural and suburban areas in many
jurisdictions. The quality of service that Citizens and Frontier Telco have
provided in the past through their jurisdictional subsidiaries promises that their
intended expansion of services in Pennsylvania will contribute to more
customers in outlying areas having available advanced services. The Chapter
30 Plans of the Frontier ILECs will remain unaffected by the proposed
acquisitions, and the applicants aver that such services will include DSL
service.?’
These same positive attributes are inherent in the proposed parent-level acquisition by Citizens
of a sixth rural Pennsylvania local exchange company, and its CLEC and long distance
affiliates.

Citizens has a strong income statement and balance sheet and is financially qualified

to complete the CTE acquisition and to operate the acquired properties in a manner that is

consistent with the public interest.

e (Cash Generation. Citizens will continue to grow free cash flow through further
growth of broadband and value-added services, productivity improvements, and a

disciplined capital expenditure program that emphasizes retum on investment

* Citizens Frontier Acquisition Order, supra, at 4-5,

17



while delivering enhanced and broadband services to all markets. For 2004 and
2005, Citizens’ EBITDA (Eamnings Before Interest, Taxes, Depreciation and
Amortization) was $1,009.7M and $1,109M, respectively. Free Cash Flow for
those same periods was $473.9M and $514.7M. Citizens’ St. 1.0 at 10.
Stockholder Value. During 2005, Citizens repurchased $250.0 million of its
common stock and continues to pay an annual dividend of $1.00 per common
share. Citizens’ St. 1.0 at 10.

Growth. During 2005 and through September 30, 2006, Citizens added
approximately 99,000 and 51,000 new high-speed Internet customers,
respectively, and almost 84,000 and 51,000 customers, respectively, began buying
a bundle or package of services. On September 30, 2006, Citizens had more than
362,500 high-speed data customers and approximately 492,000 customers buying
a bundle or package of services. During 2005, Citizens began offering a television
product in partnership with Echostar's DISH Network, and, on September 30,
2006, had approximately 43,000 customers buying a “triple play” package of

telephone, television and high-speed Internet service. Citizens’ St. 1.0 at 10.

Citizens is very prudent in the management of its capital structure - focusing on

the proper mix of debt and equity. The transaction strengthens Citizens’ balance sheet

with increased free cash flow and diversifies its operations around the country, which

makes the enterprise less susceptible to regional downturns. This belief has been

validated by the debt ratings agencies that, as a group, have essentially left Citizens’

ratings unchanged since the merger agreement was announced. Citizens’ St. 1.0 at 13.

The debt associated with this transaction will be unsecured debt held by the parent

company. Accordingly, it will have no impact on CTE, any of its assets or its regulated
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operations. None of Citizens’ existing debt, nor the debt that will be increased as a result
of this transaction, will be secured by CTE assets or stock. There is no mortgage security
or pledge of any kind. Therefore, CTE will retain the ability to borrow funds on its own
if that need were to ever arise. That debt would be structurally senior to the parent
company’s debt, regardless of the financial condition of the parent company. Citizens’
St. 1.0 at 13.

CTE’s financial position will be improved by Citizens’ acquisition of CTE’s
stock. Whenever two companies come together in a transaction such as this, there is
opportunity to result in margins greater than the sum of what the two companies
generated independently, due to the elimination of redundant departments and functions.
This is such a transaction. Citizens’ St. 1.0 at 11.

Upon closing of this transaction, the combined company will strengthen Citizens’
standing as the seventh-largest local telephone exchange company in the United States,
with pro forma annual revenues of approximately $2.4 billion and operations across 24
states. Operations under the Frontier brand name will have approximately 2.6 million
ILEC and CLEC access lines, 400,000 high-speed Internet subscribers and 6,400
employees, with a strong concentration in the Northeast (based upon information as of

September 30, 2006). Citizens’ St. 1.0 at 12.

Positive Benefits of the Transaction

Policymakers who envisioned and encouraged competition in the telecommunications
industry should look at the current marketplace as a success. Competition has evolved,
including in areas not originally envisioned. Consumers have been the primary beneficiaries.

They have seen a growth in options of service providers, the introduction of new technologies
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and services, and the ability to purchase their voice, data and video services from a single
provider. Citizens’ St. 1.0 at 3.

While this change has generally been beneficial, it has created challenges to ILECs
like Citizens and CTCo that built and invested in telecommunications networks for years
before competition, broadband, and VolP were even considerations. ILECs like Citizens and
CTCo, that have long-standing reputations as companies that have provided high-quality
service to customers in rural America, are faced with growing competition, access line loss
and regulatory disparities that make it increasingly challenging to compete on a level playing
field. Citizens’ St. 1.0 at 3.

For a smaller regional company, like CTE and CTCo, growing competition has
effected a reversal of decades of line growth. Over the last three or four years, after decades of
uninterrupted line gain, access line losses are now the norm for CTCo. Overall, as previously
described, CTE’s financial position is not improving.

While CTE has managed its costs and expenses well as these changes have occurred,
without a merger with a larger and better capitalized partner capable of providing the systems,
financial resources and human capital necessary to grow and upgrade the network, CTCo will
not be able to maintain shareholder value, attract capital on attractive terms and provide high
quality and appealing services to its marketplace. Joint Petitioners’ St. 1.0 at 18,

The reasons are clear. The incumbent local exchange company - once the monopoly
provider of local voice services - has been facing a growing number of competitors in recent
years. Competition now comes from many different forms: from wireless providers and cable
companies as well as overbuilders and resellers. Consumers now have an expanded view of

what telecommunications means, and today wireless, cable and satellite make up an increasing

portion of the product spectrum. Citizens® St. 1.0 at 2.
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The ILECs, such as CTCo, have been required by regulatory compact to be ubiquitous
in their regulatorily-defined service territories and, for some customers, will continue for some
time, albeit probably short, to be the sole carrier of last resort. Moreover, unlike cellular and
cable companies operating in the same area, CTCo is the only carrier that has contractually
committed to 100% broadband deployment. Joint Petitioners’ St. 1.0 at 19.

This Commission must allow CTCo, as the default provider of both voice and
broadband, to realize the efficiencies to be gained in this transaction in order to remain an
effective competitor. Joint Petitioners® St. 1.0 at 19.

The continued survival of the CTE companies should be considered an “affirmative
public benefit” and a reason to approve CTE’s parent-level alignment with a much larger
multi-state local exchange company, both from the perspective of maintaining the incumbent
local exchange company operations and continuing the competitive operations of CTSI. Joint
Petitioners’ St. 1.0 at 19.

Size and scope are becoming increasingly important. The need to grow the business
and take advantage of economies of scale, without sacrificing the quality and depth of service,
is a driving force in the consolidation of companies. In such consolidations, companies are
abie to become more efficient in the governance and shared services departments.

This is true for both the smaller players within the industry as well as the largest
players. The recent SBC acquisition of AT&T (and the subsequent re-naming of the
enterprise) speaks volumes about the direction of the industry. Verizon’s acquisition of MCI
is yet another example. In other words, competition is driving horizontal consolidation (e.g.,
Embarq and Windstream), as well as vertical integration (e.g., AT&T and MCI). Joint

Petitioners’ St. 1.0 at 17-18.



[t is fair to say that small and mid-sized ILECs likewise, and perhaps more so, will
continue to evaluate consolidation for the same reasons — that is, to better position themselves
to compete, to maximize efficiencies and to enable themselves to provide better value to their
customers. Citizens’ St. 1.0 at 5.

In this case, Citizens has identified approximately $30 million annually in
redundant governance and shared services cost savings that it will realize within two
years of the transaction closing. This $30 million amount includes both wage and non-
wage expenses. Non-wage expenses such as CTE board of director fees, audit fees, and
NASDAQ listing fees are examples of separate expenses that will no longer be incurred.
Citizens” St. 1.0 at 11.

Included in this annual savings, the reduction of positions related to governance and
support services will account for the vast majority of the anticipated reduction in positions.
Citizens’ St. 1.0 at 11 and Citizens® Exhibit No. DM-1. Citizens will honor the terms of all
existing collective bargaining agreements between the CTE Companies and the union and, in
line with the acquisition agreement, Citizens has agreed to honor CTE severance policies for a
period of time. Citizens’ St. 1.0 at 1.

On the revenue side of the equation, the combined companies will be better able to
focus on continuing to provide their customers with innovative and value-added services.
Citizens will apply its “growing market share” approach to new product and service
deployment -- a benefit to CTE’s current and future customer base. Joint Petitioners’ St. 1.0 at
18.

Citizens will provide similar value, through its products and periodic promotions to
the customers of the CTE Companies. “Take rates” (i.e., penetration) of Citizens’ customers

for many services, including Intemet and video satellite, are significantly higher than for
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CTCo. Citizens’ Exhibit No. DM-2 (Highly Confidential) illustrates the customer
opportunities in this regard. Citizens’ St. 1.0 at 18-19.

Citizens, under the Frontier brand name, has taken significant steps to increase the
value delivered to its customers by providing new products and enhancements to its traditional
offerings through a strategy of integrating services through bundled and promotional
offerings.  Frontier seeks to ensure that customers are able to enjoy the benefits of those
offerings without inconvenience by performing “full installs” of its products in the customers’
homes. When instailation technicians leave the customers’ homes, all Frontier services are
fully functional and ready for use. Citizens’ St. 1.0 at 13-16.

Some of the additional features that are provided to high-speed Internet customers

include:

ESPN-360

ESPN360 provides Frontier sports fans with exclusive live sporting events, inside
analysis from ESPN commentators on all major sports, on-demand access to full-
length Sports Center interviews from marquis athletes, and high-quality broadband
video games. ESPN360 is available to all Frontier broadband subscribers at no
additional charge.

Frontier Secure Connections

Frontier and Computer Associates (a market leader in PC-based protection) have
partnered to provide PC-based security services that include Anti-Virus, Personal
Firewall, Pop-Up Blocker, Anti-Spam and Anti-Spyware. Frontier Secure
Connections security software is available at no additional charge to all Frontier High-
Speed Internet residential customers who are currently within at least a one-year term
plan and 1s also availabie to others for a nominal monthly fee.

Frontier MyWay website

¢ Search engines from Google, Ask Jeeves, Yahoo, and LookSmart, ensuring
users get the most comprehensive answers,

» Content from over 75 Content Providers for news, weather, sports, and
entertainment, so USers can stay most current.

e Personalization of the home page, including layout, background. fonts, colors,
pictures, and content so the page looks exactly the way our users want.

s Tools to help users to lead a more informed, and in some cases, more fun,
digital lifestyle (e.g. reminders, dictionaries, and daily diversions)

3]
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e Pop-up ad blocking is available so users can cut through third-party marketing
clutter to get to the content they want.

e Customer privacy tools along with Frontier Secure Connections to ensure
users can participate online in the safest environment possible.

Citizens’ St. 1.0 at 16-17.

Citizens has undertaken extensive customer analysis and research to create residential
and business bundles that provide feature and cost benefits across all socio-economic
demographics. These bundles have been successful in existing markets and Citizens plans to

offer the same service to customers in CTCo’s service area. Some of the key product bundle
offerings inciude:

Choice of residential packages, features and price points
¢ Voice only; basic service with minimal additional features,
¢ Double play; Voice and High-Speed Internet.
o Triple play; Voice, high-speed Internet and television packages.

Frontier Connections
e Telephone, television and Internet on one biil at a discounted rate

o Telephone - Unlimited local calling and choice of calling features
including voice mail, caller ID and more. Includes either 300 or 600
minute blocks of time, or unlimited voice calls within the United
States for certain subscribers.

o Television - Digital satellite TV from Dish Network. All channels are
100% digitally delivered and there is no equipment to purchase. Local
channels available in most areas and includes professional installation
onupto4TVs.

o High-speed Internet.

Small Business Bundle
* Voice only or Voice and Internet bundles on one bill at a discounted rate
o Telephone — One or two business lines (or Centrex where available),
choice of calling features including voice mail, call-forwarding and
more. Includes choice of 300, 600 or 900 minute blocks of Long
Distance time,
o High-speed Internet

Citizens’ St. 1.0 at 17.

Citizens’ strategy is to create promotions that enable segments of its customer base to
experience the benefit of bundled offerings where they previously may not have had such an
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opportunity or could not afford the services. As an example, up to 40% of Citizens’ rural
markets do not have a personal computer (PC) in their household. Citizens believes that the
key to crossing the digital divide is to provide all homes with broadband capability and the
ability to receive next generation services via this connection. Citizens’ St. 1.0 at 17-18.

In response, Citizens created its recent, fourth quarter 2006 promotion titled
“Freeride.” Under this promotion, any new customer who purchased a voice and HSI (high-
speed Internet) package during the quarter at a bundled discounted rate and with a two-year
commitment received a free Dell PC. These prices are guaranteed for two years and are
extremely competitive in the marketplace. Citizens’ St. 1.0 at 18.

The Frontier Companies rolled out their “triple play™ offerings for all customers in
April 2005, As a result of a partnership with Dish Network, most Frontier customers have
access to voice, video and data on their Frontier bill. Frontier also 15 able to offer innovative
marketing programs to 1ts customers through the support of its corporate marketing
department. An example of this innovation is the recent “Free Ride™ promotion described
above. Citizens® St. 1.0 at 18.

An additional benefit is the geographic proximity of the Citizens’ New York State and
Pennsylvania operations, which enhances the ability to offer inter-company assistance and
promotes work force flexibility during emergencies or similar situations. Upon completion of
the transaction, approximately 579,000, or 27%, of the combined entity’s access lines as well
as 490 installation and repair operations employees will be within an approximate 120-mile
radius of Dallas, PA (CTE’s headquarters). Citizens sees great value in the concentration of
lines from an operational efficiency and customer service perspective. A concentration of

operations and employees among contiguous geographies allows Citizens to respond to

I
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emergency situations in a timely manner with the appropriate level and quality of resources.
Citizens’ St. 1.0 at 14.

In summary, the purchase by Citizens offers the Joint Applicants a larger parent
organization focused on the local exchange business that shares the CTE Companies” history
of commitment to excellent customer service (o the customers of rural America. Citizens is
and will remain committed to providing new, advanced services to all of its customers
wherever technologically feasible and economically reasonable. Citizens’ presence and the
additional size of the combined entity will help the Joint Applicants anticipate technology

changes and build for an evolving marketplace. Citizens’ St. 1.0 at 19.

Additional Public Benefits Resulting From Settlement

The Settlement Agreement contains many interlocking provisions that assure that
service quality will remain high at CTCo and the five Pennsylvania Frontier local exchange
companies, while rates remain comparably low.

Quality of service is addressed through service-related job assurances, as well as
specific minimum employment levels set for customer interfacing service jobs represented by
the Communications Workers of America. On top of that, service reporting provides a means
of monitoring service quality. Services themselves are then enhanced by commitments made
to increase thé availability of 3 Mbps service and stand-alone high-speed Internet access.

Potential rate increases under the price cap form of regulation applied to CTCo and the
five Frontier Companies are restricted by a system of rate caps and freezes for the next three
years, while not prohibiting participation in various important access rate reforms under

consideration at the Federal Communications Commission and this Commission. Publication




of Lifeline services is enhanced through the distribution of brochures with the expectation that
penetration of these services will be enhanced.

Rate Caps/Freezes — CTCo and the Frontier Companies have agreed to restrict dial
tone line rate increases during the next three years to:

» 2007 — Increase in monthly charge for residential primary limited to $.90 and for

B-1 to $.50.
e 2008 — Increase in monthly charge for residential primary limited to $.50 and for
B-1 10 $.25.

e 2009 —No increases in residential primary or B-1 rates.
In making these changes, CTCo and the Frontier Companies will adhere to the $18.00
residential rate cap. Allowed business rate increases are less than residential increases. CTCo
and the Frontier Companies may request increases in non-access line rates. Changes in rates
as a result of important generic federal and state required changes to access charges and/or
universal service funding or an exogenous event as defined in Chapter 30 Plans is reserved.

Importantly, revenues that CTCo and the Frontier Companies forego as a result of the
price caps and freezes may not be preserved and taken later. Under their Chapter 30 Plans, the
companies would be permitted to defer (i.e., “bank™) price increases allowed under their price
cap formulas and take those increases in later years. For a three-year period, however, the
companies are essentially agreeing to waive these Chapter 30 Banking provisions. Under the
express limitations contained in the Settlement, the companies are in a position of “take it or
leave it.”

Increased 3 Mbps Bandwidth Availability - Under Chapter 30, CTCo agreed to
deploy 1.544 megabit per second broadband capacity to 100% of its service territory by year-

end 2008. Under the Settlement Agreement, CTCo has now agreed to advance the capacity of

its network, by making 3 megabit per second service available to a total of 88,000
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households/businesses, 48% of the currently DSL-capable households/businesses, within three
years.

Digital Subscriber Lines - Currently, a customer must purchase voice service and
high speed Internet service at the same time. Under the Settlement, CTCo and the Frontier
Companies agree to provide stand-alone high-speed Internet and ISP service to their
customers for a period of two years. This increases customers’ options of choosing among
retail service providers. This is a federally deregulated service and in recognition of that
status, the companies retain pricing flexibility for the service.

Lifeline — CTCo and the Frontier Companies, under the Agreement, will produce and
distribute at their expense a Lifeline brochure explaining Lifeline and providing for telephonic
application. The companies will provide these brochures to county assistance offices and
local assistance agencies and organizations in their territories for a three-year period.

Employment -~ While Citizens has been candid that duplicative governance,
managerial, and support positions will not be retained under this horizontal merger, CTCo and
the Frontier Companies have committed to “continue to employ the appropriate level of
resources, including workforce, employee benefits, network and investment necessary to
achieve the continuation of quality service to their existing and prospective Pennsylvania
customers while remaining competitive.” Specifically, CTCo agrees to maintain at least 95%
of the level of CWA-represented positions through the end of the current contract period,
excepting for bona fide attrition. As part of this job level guarantee, CTCo has agreed that its
customer call center will remain open during this period (and not consolidated with other
Citizens’ call centers). All terms of existing bargaining agreements will be honored.

Service Quality Reporting — In order 10 monitor service level during the period

following closing of the transaction, CTCo and the Frontier Companies have agreed to
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provide reports of various service metrics to the OCA, OSBA and OTS. These metrics are
trouble report rate, missed appointments, and intervals between a request for new basic service
and installation. Further, CTCo and the Frontier Companies agree to advise the OCA and
OSBA if the service repair outage index falls below 80% restored/repaired within 24 hours for
reasons not attributable to customer requests for a later time. The parties agree to resolve and
indicate service issues with the companies prior to taking any formal action at the
Commission.

Debt and Transaction Costs. Finally, the Joint Applicants have agreed not to
seek rate recovery of any cosis of the transaction, including recovery of any costs
resulting from implementing the agreed-to stipulations. Additionally, CTCo will not
guarantee the debt or credit instruments of Citizens or any affiliate not regulated by the
Commission or grant a mortgage or other lien or otherwise pledge used and useful
property as security for repayment of the principal or interest of any loan or credit
instrument of Citizens for a period of three years.

Enhanced Cable Telephony Competition — The resolution of this case has
occurred at the same time as the entry of the Commission’s decision of the Sprint
“wholesale” case. CTCo, therefore, has also been able 1o resolve the issue of retail cable
telephone service with various pending cable company applications. The Joint
Applicants worked with Sprint and the cable companies to advance their competitive
plans as facilities-based telephone service providers. CTCo has successfully stipulated its
lack of objection to the issuance of CLEC certificates to Sprint, Blue Ridge and RCN,
These are substantial, facilities-based carriers who will be offering telephone services in

CTCo’s territory in the near future. This will enhance competitive customer choice.
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Combined Benefits

In overall effect, the proposed acquisition of CTE by Citizens provides across-the-
board benefits to the public. The Joint Petitioners become associated with a strong and
viable corporate organization focused on rural telephone service, and able to keep pace
with the scale and scope needed in today’s highly competitive marketplace. Citizens is a
company focused on the rural market whose strategy is a proactive set of customer
services that introduce new technologies and bandwidth. At the same time, traditional
services are enhanced, monitored and maintained, while rates for traditional, “plain old

telephone service” are kept at low levels.

REASONS FOR REQUESTING APPROVAL BY MARCH 1, 2007

The above benefits are not realized until closing occurs. The Joint Applicants and
Citizens believe that a parent level merger which makes so much sense operationally and
financially and has such obvious customer benefits should be approved on its merits.

As part of the settlement process, the CWA and the statutory advocates have sought
and the companies have agreed to provide additional benefits in areas of particular concern to
them, many of which have nothing to do with the merits of the transaction itself, including
stand-alone high speed internet, greater bandwidth and lifeline services, for example.

Citizens and the Joint Petitioners have made these considerable concessions in order to
obtain earlier approval of the transaction. FCC approval is expected within two weeks of the
filing of this settlement petition. This case in Pennsylvania, filed at the same time as the FCC
proceeding, will be five months old as of March 1, 2007, the date for which Commission

approval is sought. In order for Citizens and the Joint Petitioners to receive their bargained-for




result, approval of an “all parties, all issues” settlement, approximately one and one half

months afier its filing is appropriate.

Citizens is eager to close the transaction and bring the benefits of its operating and
customer-driven philosophies to a broader section of Pennsylvania.

CONCLUSION

For these reasons, Commonwealth Telephone Company, CTSI, LLC, and CTE
Telecom, LLC d/b/a Commonwealth Long Distance Company and Citizens
Communications Company request the Commission issue an Order approving the above-
captioned Application, granting the requested Certificate of Public Convenience and
incorporating the above-stated terms of this Settlement Petition at its Public Meeting of

March 1, 2007.

Mt ). Kennard (Attorney 1.D. 29921)
wke McKeon Sniscak & Kennard LLP
" Harrisburg Energy Center
100 North Tenth Street
Harrisburg, PA 17101
Telephone: (717)236-1300
njkennard(@hmsk-law.com

Copisel for Joint Applicants

pr
Lillian S. Harris {Attorney 1.D. 50888)

Hawke McKeon Sniscak & Kennard LLP
Harrisburg Energy Center

100 North Tenth Street

Harrisburg, PA 17101

Telephone: (717)236-1300
Ishartis(@hmsk-law.com

Counsel for Citizens Communications Company
DATED: January 19, 2007
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BEFORE THE )
. PENNSYLVANIA PUBLIC UTILITY COMMISSION

Joint Application of Commonwealth
Telephone Company, CTSI, LLC and CTE
Telecom, LLC, d/b/a Commonwealth Long

Distance Company for all approvals under :  Docket No. A-310800F0010
the Public Utility Code for the acquisition :  Docket No. A-311095F0005
by Citizens Communications Company of : Docket No. A-311225F0003

all of the stock of the joint applicants’
corporate parent, Commonwealth
Telephone Enterprises, Inc.

STATEMENT IN SUPPORT OF SETTLEMENT OF
COMMUNICATIONS WORKERS OF AMERICA

On October 26, 2006, Communications Workers of America (CWA) filed a Protest
against the proposed acquisition of Commonwealth Telephone Company (Commonwealth) by
Citizens Communications Company (Citizens). CWA’s Protest raised several concerns with the
proposed transaction, including the following:

[T]he Application does not provide any concrete evidence that the transaction will

benefit Commonwealth’s consumers with increased investment in the network
and commitments to maintain, and if necessary increase, staffing levels to ensure

quality service and deployment of advanced service to Commonwealth’s local
telephone customers.

[T]he proposed transaction could result in a financially weaker Commonwealth,
with fewer resources to invest in local telephone infrastructure and operations.

[T]he Application does not provide any meaningful information regarding what
will happen to Commonwealth’s emplovees. ... CWA is concerned that some of

these savings may occur by reducing the number of employees at Commonwealth,
including members of CWA. Citizens is in the process of a call center

Appendix “C”




consolidation, and CWA is particularly concerned about the impact of that
consolidation on Commonwealth’s Wilkes-Barre call center.

Citizens and Commonwealth have not clearly and unequivocally committed to
honoring the collective bargaining agreement with CWA including all pensions
and benefits contained therein.

CWA Protest, 11 4-7 (emphasis added).

Each of CWA’s concerns has been resolved by the Joint Petition for Approval of
Unanimous Settlement Agreement (Settlement). Specifically: !

s Advanced services deployment: Citizens has commiited to enhance the availability of

broadband and other advanced services for Commonwealth’s customers. Settlement
M13.band 13.c.

o [mpacts on service quality: Citizens has agreed to provide service quality reports $0
that the Pennsylvania Public Utility Commission (Commission) and the government
parties can monitor any impacts of the change in ownership on the quality of service
received by Commonwealth’s customers. Settlement 9 13.f.

o Financial effects: Citizens provides assurances that Commonwealth will be insulated
from any potential adverse effects on Citizens’ credit because (1) Commonwealth will
not be permitted to guarantee the debt or credit instruments of Citizens, and
(2) Citizens will not be permitted to pledge the assets of Commonwealth to support
any Citizens’ unregulated or out-of-state operations. Settlement 113.g.

o Effects on Commonwealth’s employees: Citizens has agreed to maintain employment
among CWA members at Commonwealth at 95% or more of the current level, except
for limited attrition, during the remaining term of the collective bargaining agreement
with CWA (which is November 30, 2008). This provides a reasonable transition
period during which Citizens can assess its future needs and negotiate any long-term
changes with CWA al the time of the next collective bargaining agreement.
Settlement 7 13.e.

» Wilkes-Barre call center: Citizens has committed to keeping Commonwealth’s
Wilkes-Barre call center open at least through November 30, 2008. This provides a
reasonable transition period during which Citizens can determine how the
Commonwezalth call center fits into Citizens’ long-term plans. Settlement 1 13.e.

e Colective bargaining agreement: Citizens has agreed to honor all terms of the
existing collective bargaining agreement between Commonwealth and CWA.
Settlement 1 13.e.
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In summary, CWA supports the Settlement because it appropriately resolves the major
issues raised in CWA’s Protest. With the commitments made by Citizens and Commonwealth in
the Settlement, the customers and employees of Commonwealth have received assurances that
the acquisition by Citizens (1) will enhance the level and quality of service at Commonwealth;
(2) will not adversely affect employment levels or benefits at Commonwealth; (3) will keep the
Wilkes-Barre call center open at least through the term of the existing collective bargaining
agreement; and (4) will not have an adverse financial impact on Commonwealth. In light of
these commitments, CWA submits that the proposed transaction will provide a substanti’al
affirmative benefit to the public. The Commission, therefore, should approve the proposed
transaction with the conditions contained in the Settlement.

WHEREFORE, Communications Workers of America respectfully requests the
Administrative Law Judge and Pennsylvania Public Utility Commission to approve the proposed
transaction subject to all of the terms and conditions. of the Joint Petition for Approval of
Unanimous Settlement Agreement.

Respectfully submitted,

Kol e
Scott J. Rubin, Esq.

Pa. Supreme Court ID: 34536
3 Lost Creek Drive
Selinsgrove, PA 17870

Counsel for:
Communications Workers of America
Dated: January 19, 2007




BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

JOINT APPLICATION OF COMMOMWEALTH
TELEPHONE COMPANY, CTSIL, LLC, AND
CTE TELECOM, LLC d/b/a COMMONWEALTH

LONG DISTANCE COMPANY FOR ALL : Docket Nos.

APPROVALS UNDER THE PUBLIC UTILITY : A-310800F0010
CODE FOR THE ACQUISITION BY CITIZENS : A-311095F0005
COMMUNICATIONS COMPANY OF ALL : A-311225F0003

OF THE STOCK OF THE JOINT APPLICANTS’
CORPORATE PARENT, COMMONWEALTH
TELEPHONE ENTERPRISES, INC.

STATEMENT OF THE OFFICE OF SMALL BUSINESS ADVOCATE
IN SUPPORT OF THE JOINT PETITION FOR SETTLEMENT

L. Introduction

The Office of Small Business Advocate {“OSBA”) is an agency of the
Commonwealth of Pennsylvania authorized by the Small Business Advocate Act (Act
181 of 1988, 73 P.S. §§ 399.41 — 399.50) to represent the interests of small business
consumers as a party in proceedings before the Pennsylvania Public Utility Commission
(“Comrmission”}.

On September 29, 2006, an Application was filed by Commonwealth Telephone
Company (“CTCo"); CTSI, LLC (“CTSI”); and CTE Telecom, LLC d/b/a
Commonwealth Long Distance Company (“CLD”), (collectively, the “Joint Applicants™),
seeking approval under Section 1102 of the Public Utility Code, 66 Pa. C.S. §1102, and
Section 69.901 of the Commission’s Rules of Practice and Procedure, 52_ Pa. Code
§69.901, of the acquisition of their parent company——Comfnonwealth Telephone

Enterprises, Inc. (“CTE”")—by Citizens Communications Company (“Citizens™). The

1
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OSBA filed a Notice of Intervention on QOctober 13, 2006, and a Protest on October 30,
2006.
IL Summary of OSBA’s Principal Concerns

The OSBA filed a Prehearing Memo on November 22, 2006. In its Prehearing
Memo, the OSBA identified two major issues of concern:

i. The Proposed Acquisition could allow Citizens to divert revenues
from CTE in order to service Citizens’ $990 million debt.

2. Citizens projected $30 million in S)}nergy savings each year but did
not propose to share those savings with ratepayers.

To this point in the proceedings, the OSBA has propounded discovery and has
been preparing its Direct Testimony. The OSBA has also actively participated in the
negotiations which have led to the filing of the Joint Petition for Settiement
(“Settlement™). The OSBA is a signatory to the Settlement.

IIl.  Summary of Settlement

The Settlement sets forth a comprehensive list of issues which were resolved
through the negotiation process to address the concerns the OSBA identified in its
Prehearing Memo and would have spelled out in more detail in its Direct Testimony.
This statement outlines the OSBA’s specific reasons for joining the Settlement:

1. The Settlement shares the synergy savings with the residential and
business customers of CTCo and Citizens (the five Pennsylvania-located Frontier

ILECs), thereby affording “affirmative public benefits” as required by City of York v.

Pennsylvania Public Utility Commission, 449 Pa. 136, 141, 295 A.2.d 825, 828 (Pa.

1973). The Joint Application did not propose to flow any merger savings directly through



to CTCo and Citizens’ ratepayers. However, pursuant to the terms of the Settlement, the
merger savings will be directly shared by small business consumers.

2. The Settlement caps basic local exchange rates for residential and
business (R1 and B1) customers in 2007 and 2008 and provides a rate freeze for R-1 and
B-1 customers in 2009.

3. The Settlement accelerates the availability of greater bandwidth for faster
digital services provided to consumers. Specifically, CTCo agrees to provide bandwidth
availability equal to or greater than 3 megabits per second to an aggregate of 88,000 lines
within three years of closing this transaction.

4, The Settlement allows consumers to obtain DSL services (digital
subscriber line, i.e., internet access and VOIP (voice over internet protocol) access)
without also purchasing telephone services from CTCo or Citizens. This two year
window for standalone DSL service may increase intermodal competition.

5. The Settlement requires CTCo and Citizens to employ the appropriate
level of resources, including workforce, network and investment, necessary to achieve the
continuation of quality of service to their existing and prospective Pennsylvania
customers.

6. The Settlement requires CTCo and Citizens to notify the Office of
Consumer Advocate (“OCA”) and the OSBA if for three consecutive months in any one
CTCo district or CCC exchange, CTCo or Citizens’ service outage repair index falls
below 80% restored/repaired within 24 hours. The Settlement further requires CTCo and

Citizens, in the event such notification is given, to meet with the OCA and the OSBA to



address actions to be undertaken by CTCo and Citizens in order to remedy the problem or

problems.

7. The Settlement does not allow the Joint Applicants to recover any costs of

this Transaction from ratepayers, including any associated increase in debt costs and also

any costs resulting from implementing the stipulations of the Settlement.

8. From the effective date of the closing of this transaction and continuing

for three years, CTCo will not guarantee the debt of Citizens nor will CTCo be able to

grant a mortgage or lien for the benefit of Citizens.

By resolving the issues of principal concern to the OSBA, the Settlement enables

the OSBA to conserve its resources and avoid the uncertainties inherent in fully litigating
those issues.
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WHEREFORE, the OSBA respectfully requests that the Administrative Law Judge and

the Commission approve the Settlement without modification.

Respectfully submitted,

2 mg W)

Lauren Lepkoski u
Assistant Small Business Advocate
Attorney 1.D. No. 94800

For;

William R. Lloyd, Jr.
Small Business Advocate
Attorney 1.D. No. 16452

Office of Small Business Advocate
_ Suite 1102, Commerce Building
300 North Second Street
Harrisburg, PA 17101

(717) 783-2525

Date: January 19, 2007
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CERTIFICATE OF SERVICE

the participants, listed below, in accordance with the requirements of 52 Pa. Code § 1.54

(relating to service by participant).

Via Electronic Mail and First Class Mail

Shaun A. Sparks

Scott J. Rubin w 3
Joel Cheskis 3 Lost Creek Drive Pl % -0
Office of Consumer Advocate Selinsgrove, PA 17870 A S
555 Walnut Street I TG
Forum Place, 5th Floor Hilary Glassman i’_; w0 M
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Johnnie E. Simms Stamford, CT 06905 2 o
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Pennsylvania Public Utility Commission Commonwealth Telephone Enterprises

P.O. Box 3265 100 CTE Drive
Harrisburg, PA 17105-3265 Dallas, PA 18612
Lauren M. Lepkoski John F. Povilaitis

Sharon E. Webb Ryan, Russell, Ogden & Seltzer, LLP
Office of Smail Business Advocate Suite 101

Suite 1102 Commerce Building 800 North Third Street

300 North Second Street Harrisburg, PA 17102-2025
Harrisburg, PA 17101
Jennifer A. Duane

Sprint Nextel

2001 Edmund Halley Drive
Second Floor

Reston, VA 20191
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LA ennard

Pamela C. Polacek

McNees Wallace & Nurick
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166

Dated this 19" day of January, 2007




Joint Applicants’ Exhibit No. 1

Company CTSI, LLC, and CTE Telecom, LLC
d/b/a Commonwealth Long Distance Company
For All Approvals Under The Public Utility Code

for the Acquisition By Citizens Communications
Company of All of the Stock of the Joint Applicants’
Corporate Parent,Commonwealth Telephone
Enterprises, Inc.
Docket Nos. A-310800F0010, A-311095F0005 and
A-311225F0003
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ATTORNEYS AT LAW

100 North Tenth Street, Harrisburg, PA 17101 Phone: 717.236.1300 Fax: 717.236.4841 www.hmsk-law.com

September 29, 2006 RECEIVED

James J. McNulty, Secretary

Pennsylvania Public Utility Commission JAN 1 9 2007
Commonwealth Keystone Building

400 North Street — Filing Room (2 North) PA PUBLIC UT[LIT:Y COMMISSION
Harrisburg, PA 17105-3265 SECRETARY'S BUREAU

Re:  Joint Application of Commonwealth Telephone Company CTSI, LLC and
CTE Telecom, LLC d/b/a Commonwealth Long Distance Company For
All Approvals Under The Public Utility Code for the Acquisition By
Citizens Communications Company of All of the Stock of the Joint
Applicants’ Corporate Parent, Commonwealth Telephone Enterprises,
Inc., Docket Nos. A-310800F0010, A-311095F0005 and A-311225F0003;
APPLICATION

Dear Secretary McNulty:

Enclosed for filing please find an original and three (3) copies of the Joint
Application of Commonwealth Telephone Company, CTSI, LLC and CTE Telecom,
LLC d/b/a Commonwealth Long Distance Company For All Approvals Under The Public
Utility Code for the Acquisition By Citizens Communications Company of All of the
Stock of the Joint Applicants’ Corporate Parent, Commonwealth Telephone Enterprises,
Inc. Also enclosed is a check in the amount of $350.00, which represents the filing fee.

Should you or any member of the Commission Staff have any questions or
comments, please do not hesitate to contact me at your convenience.

Sincerely,

NIK/ajt
Enclosure

MAILING ADDRESS: P.O. BOX 1778 HARRISBURG, PA 17105



BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

In re Joint Application of

Commonwealth Telephone Company : A-310800F0010

CTSL LLC, and : A-311095F0005

CTE Telecom, LLC d/b/a Commonwealth : A-311225F0003
Long Distance Company :

For All Approvals Under The Public Utility
Code for the Acquisition By Citizens
Communications Company of All of the Stock
of the Joint Applicants’ Corporate Parent,
Commonwealth Telephone Enterprises, Inc.

AND NOW COME, Commonwealth Telephone Company (“CTCo™), CTSI,

LLC (“CTSI”), and CTE Telecom, LLC d/b/a Commonwealth Long Distance Company

(“CLD™), (hereinafter collectively referred to as the “Applicants™ or “Joint Applicants™)

and file, pursuant to the Pennsylvania Public Utility Code and the regulations of the

Pennsylvania Public Utility Commission {(“Commission™), this Joint Application

(“Application™), as a single submittal under 52 Pa. Code §1.34, for all approvals required

for the transaction described herein as evidenced by the issuance of a Certificate of Public

Convenience and, in support thereof, state as follows:

OVERVIEW
Applicants
1. The names and addresses of the Joint Applicants are:
Commonwealth Telephone Company

39 Public Square
Wilkes-Barre, PA 18702



CTSI, LLC
100 CTE Drive
Dallas, PA 18612

CTE Telecom, LLC
d/b/a Commonwealth Long Distance Company
100 CTE Drive
Dallas, PA 18612
2. The name and address of the Joint Applicants’ attorney in this matter is:
Norman J. Kennard
Hawke McKeon Sniscak & Kennard, LLLP
Harrisburg Energy Center
100 North Tenth Street
* P.O.Box 1778
Harrisburg, PA 17105
(717) 236-1300 (Tel)
(717) 236-4841 (Fax)
3. The Joint Applicants are wholly owned affiliates, either directly or
indirectly, of:
Commonwealth Telephone Enterprises, Inc.
100 CTE Drive
Dallas, PA 18612
Commonwealth Telephone Enterprises, Inc. (“CTE”), a publicly traded Pennsylvania
company (NASDAQ: CTCO), owns and controls all of the outstanding commeon stock of

CTCo. In turn, CTCo owns and controls all of the stock of CTSI and CLD.

Statement of Jurisdiction
4. In 1994, the Commission formulated a Policy Statement applying the

certification requirements of 66 Pa.C.S. §1102(a)(3) where a stock transaction or series of



stock transactions resulted in a change of control of a public utility “regardless of
remoteness” (i.e., ownership tier)." The Commission determined that:
A transaction or series of transactions which results in a new “controlling
interest” requires approval when the transaction results in a different entity
becoming the beneficial holder of a largest voting interest in the utility or
parent.
A transaction or series of transactions which results in the elimination of a
“controlling interest” requires approval when the transaction or
transactions results in the dissipation of the largest voting interest in a
utility or parent.
The term “controlling interest” is defined to be any interest held by a person or group

acting in concert which enables the beneficial holders to control at least 20% of the

voting interest in the utility or its parent.?

The Transaction Generally

5. This Application is filed as a result of the execution, on September 17,
2006, of an Agreement and Plan of Merger (“Merger Agreement”) pursuant to which
Citizens Communications Company (“Citizens”) will acquire the stock of CTE and,
indirectly, the stock of Applicants. That is, pursuant to the Merger Agreement, the Joint
Applicants’ corporate parent, CTE, will become a wholly-owned, direct subsidiary of
Citizens.

6. The transaction represents a change in indirect ownership only.
Ownership of the Applicants will continue to reside in the parent company, CTE. The
Joint Applicants will retain the same subsidiary corporate relationships to CTE as they

did prior to the proposed stock transfer.

' 52 Pa. Code § 69.901. While Policy Statements are not legally binding, they are intended to provide
guidance regarding how the Commission would decide a particular question.
52 Pa. Code § 69.901(b){2).



Designated Contacts

. 7. In addition to the undersigned counsel, the designated contacts for
questions and correspondence concerning this Application are:
For Commonwealth Telephone Enterprises:

Raymond Ostroski, Esquire

Senior Vice President, General Counsel and Secretary
Commonwealth Telephone Enterprises, Inc.

100 CTE Drive

Dallas, PA 18612

(570) 631-2802 (Tel)

(570) 631-2895 (Fax)

For Citizens Communications:

Hilary Glassman, Esquire
Senior Vice President and General Counsel
Citizens Communications Company
3 High Ridge Park
Stamford, Connecticut 36905
. (203) 614-5047 (Tel)
(203) 614-4651 (Fax)

Lillian S. Harris, Esquire

Hawke McKeon Sniscak & Kennard, LLP
Harrisburg Energy Center

100 North Tenth Street

P.O.Box 1778

Harrisburg, PA 17105

(717) 236-1300 (Tel)

(717) 236-4841 (Fax)

DESCRIPTION OF APPLICANTS

8. CTCo, a rural local exchange carrier incorporated in Pennsylvania,
provides local, vertical, regional long distance and broadband services over a network
established in Berks, Bradford, Bucks, Carbon, Chester, Columbia, Dauphin,

. Lackawanna, Lancaster, Lehigh, Luzerne, Lycoming, Monroe, Northampton, Schuylkill,



Sullivan, Susquehanna, Tioga, Wyoming, and York Counties, an approximately 5,000-
square-mile service territory. CTCo currently provides local exchange service to
approximately 313,366 access lines in seventy-nine telephone exchanges. CTCo holds
Letters Patent and Certificates of Public Convenience to offer telephone service in
Pennsylvania at Commission Docket Nos. A-9610, A-76155, A-80433, A;8]356, A-
82106, A-83156, A-85690, A-96978, A-96933, A-99981, A-00101891, A-00102711, and
A-310800. CTCo is a “Rural Telecommunications Carrier” as defined in section 3 of the
Telecommunications Act of 1996 (Public Law 104-104, 110 Stat. 56) which this
Commission has recognized in its Orders entered at Docket No. M-00960799,3 and for
the purposes of Act 183, 66 Pa. C.S. §3011 ef seq.*

9. CTSI, a competitive local exchange carrier (“CLEC”) operating in the
service territories of Verizon Pennsylvania, Inc., Verizon North, Inc. and The United
Telephone Corﬁpany d/b/a Embarq Pennsylvania, is incorporated as a Pennsylvania
corporation and is a full-service, facilities-based CLEC offering bundled local, long
distance telephone, vertical services, DSL and Internet access. CTSI holds a Certificate
of Public Convenience issued by this Commission at Docket No. A-311095 Order
entered June 22, 2001. CTSI provides competitive local exchange service to
approximately 137,821 access lines in 18 Pennsylvania counties.

10.  CLD, organized as CTE Telecom, LLC in the Commonwealth of
Pennsylvania, provides long distance telephone service as a switched-based reseller in
portions of Pennsylvania pursuant to a Certificate of Public Convenience issued by

Commission Order entered on December 23, 2002 at Docket No. A- 311225.

* Re: Implementation of the Telecommunication Act of 1996, Docket No. M-00960799; Orders entered
June 3, 1996 and September 9, 1996.
* See, CTCo Chapter 30 Plan at .




CITIZENS

11.  Citizens Communications Company, a publicly traded Defaware company
(NYSE: CZN), is a highly-regarded, full-service communications service provider and
the seventh largest local exchange telephone companies in the country. Citizens offers
telephone, television and internet services, as well as bundled offerings,. ESPN360
streaming video, security solutions and specialized bundles for small businesses and
home offices.

12.  Citizens is focused upon successfully operating telecommunications
companies in small and medium-sized rural markets. During the last eight years, Citizens
has grown to become a substantial presence in the rural local exchange carrier segment of
the telecommunications market. Citizens currently owns incumbent local exchange
carrier subsidiaries serving approximately 2,145,000 telephone access lines in twenty-
four states: Alabama, Arizona, California, Florida, Georgia, Idaho, Illinois, Indiana,
lowa, Michigan, Minnesota, Mississippi, Montana, Nebraska, Nevada, New Mexico,
New York, Ohio, Oregon, Pennsylvania, Tennessee, Utah, West Virginia and

> Branded as Frontier, Citizens services are provided primarily to residential

Wisconsin.
customers and principally include access services, local services, long distance services,
data and internet services, directory services, and television services.

13.  In Pennsylvania, Citizens owns and operates five local exchange
companies: Frontier Communications of Breezewood, LLC; Frontier Communications of

Canton, LLC; Frontier Communications of Lakewood, LLC; Frontier Communications of

Oswayo River, LLC; and Frontier Communications of Pennsylvania, LLC (collectively

% Citizens Telecommunications Company of New York, Inc. an original subsidiary of Citizens, provides
basic local exchange service in a small portion of Pennsylvania from a switch located in New York State.



the “Frontier Companies™).® The smaller companies among these provide local service in
portions of some of Pennsylvania’s most rural areas, Potter, McKean, Schuylkiil, Bedford,
Bradford, Tioga, Lycoming and Fuiton Counties and operate between one and four
exchanges. Frontier Communications of Pennsylvania, Inc., the largest of the Frontier
Companies, serves approximately 30,000 local access lines, divided into fOur.exchanges,
located predominantly in Lancaster County. Collectively, the Frontier Companies provide
local telecommunications service to approximately 39,000 access lines in Pennsylvania.
A sixth Citizens subsidiary, Frontier Communications of America, is certified by the
Commission as an interexhange reseller, and a facilities-based and resale local exchange
carrier.

14. Citizens has a strong income statement and balance sheet and is
financially qualified to complete the CTE acquisition and to operate the acquired
properties in a manner that is consistent with the public interest. A copy of Citizens’
most recent Annual Report to Shareholders, which is the same as its Form 10K as filed

with the Securities and Exchange Commission (“SEC”), is attached hereto as Appendix

5 Citizens’ acquisition of Frontier Subsidiary Telco, LLC, the immediate parent of the five Frontier
companies operating in Pennsylvania, was approved by the Commission by Order entered December 8,
2000. Joint Application of Frontier Communications of Breezewood, Inc., Frontier Communications of
Canton, Inc., Frontier Communications of Lakewood, Inc., Frontier Communications of Oswayo River,
Inc., Frontier Communications of Pennsylvania, Inc., Frontier Communications of America, Inc., For All
approvals Under the Public Utility Code To Complete the Merger with and Transfer of all of the Utilities'
Stock of the Corporate Parent, Frontier Subsidiary Telco, Inc. by Citizens Communications Co., Docket
Nos. A-310400F003; A-310550F003; A-311750F003; A-312600F002; A-311250F003; and A-
310153F003, Order entered December 8, 2000 (“Citizens Frontier Acquisition Order). These companies
are wholly owned by Frontier Subsidiary Telco, LLC by virtue of transactions previously approved by this
Commission. Frontier Communications of Breezewood, Inc. (Docket No. A-310400F500, Dec. 18, 1986);
Frontier Communications of Canton, Inc. (Docket No. A-310550F500, June 11, 1987); Frontier
Communications of Lakewood, Inc. (Docket No. A-311750F500, Sept. 1, 1988); Frontier Communications
of Oswayo River, Inc. (Docket No. A-105765F500, Dec. 7, 1984); and Frontier Communications of
Pennsylvania, Inc. (Docket No. A-311250F500).



“A.”" Similarly, CTE is a financially sound corporalions and, combined, the companies
will continue to be financially strong.

15. Upon closing of this transaction, the combined company will strengthen
its standing as the 7th largest local telephone exchange company in the United States,
with pro forma annual revenues of approximately $2.4 billion and operations across
twenty-four states. Operations under the brand name of Frontier will have approximately
2.6 million access lines, 388,000 High-Speed Internet subscribers and 6,600 employees.

16.  As Citizens has stated in its 2005 Annual Report:

Our objective is to be the leading provider of communications services to

homes and businesses in our service areas. We are committed to delivering

innovative and reliable products and solutions with an emphasis on
convenience, service and customer satisfaction. We offer a variety of

voice, television and internet services that are available as bundled or

package solutions or, for some products, a la carte. We believe that

superior customer service and innovative product positioning will continue

to differentiate us from our competitors in the marketplace.’

REQUEST FOR APPROVAL OF THE TRANSFER OF CONTROL

Description of the Transaction

17. On September 17, 2006, Citizens and CTE entered into an Agreement and
Plan of Merger (“Merger Agreement”) whereby Citizens will acquire control of CTE and,
indirectly, CTE’s utility subsidiaries, the Joint Applicants. As a result of the transaction,
CTE will become a wholly owned, direct subsidiary of Citizens.

18. Under the Agreement, Citizens will assume the existing debt and acquire

all outstanding shares of CTE for a total consideration of $1.16 billion in a cash and

" Citizen’s SEC Form 10Q for the most recent period (second quarter of 2006) is found at
htip://czn.com/Invest/SECDocuments.aspx and incorporated herein by reference,

¥ CTE’s SEC Form 10Q for the most recent period (second quarter of 2006) is found at
htip://cte.com/investor/sec_filings.htrnl and incorporated herein by reference.

® Appendix “A” at 3.




stock transaction as determined by the arms length negotiation of the parties. Citizens
intends to finance the cash portion of the purchase price with a combination of cash on
hand and debt. Citizens has obtained a commitment from Citigroup for the financing
necessary to complete the acquisition.

19.  Appendix “B" hereto is a complete and accurate copy of the Agreement
and Plan of Merger dated September 17, 2006 between Citizens and CTE. Approval of
this Commission is requested for the entirety of the transactions set forth therein.

20.  Organizational charts depicting the transactions described herein are
attached as Appendix “C.” These demonstrate that there is no change in direct
ownership or organization of the Joint Applicants.

21.  The transaction does not involve assignment or creation of any certificates
of public convenience or tariffs held or published by CTE’s operating utility subsidiaries.
Rather, all shares of CTE will be transferred to Citizens, and Joint Petitioners, upon
closing, will retain the same corporate status as they do today.

22.  No securities issued by the Joint Applicants are affected. The current
financing and capital structure of the Joint Applicants will not be affected by the
transaction.

23.  The books of account of the Joint Applicants will not be affected by the
transaction. The income statements and balance sheets of Joint-Applicants are not
affected by the proposed transaction in any way.

24, No customers are proposed to be transferred by this transaction. Joint

Applicants, including CTSI, the CLEC, will continue operation.



25. The transaction will be transparent to Joint Applicants’ customers, who
will enjoy the same or better level of service as they do today. All customers will
continue to be served in the same manner they are served today, with the same high level
of service quality. The Joint Applicants’ customers will be notified of the change.

26.  The Joint Applicants’ rates will not be affected by the transacti(;n.

27. The proposed transaction will not affect the regulatory authority of the

Commission over the Joint Applicants.

FINANCIAL INFORMATION AND CORPORATE AUTHORIZATIONS

28.  CTE’s most recent Annual Report to Shareholders is attached hereto as
Appendix “D”.

29.  Certified copies of Board of Directors” Resolutions of CTE and Citizens
authorizing the Merger Agreement are attached hereto as Appendices “E” and “F,”
respectively.

.30. All annual and other reports, tariffs, certificates of notification,
applications for certificates of valuation, applications for approval of the issuance of
securitiés, and securities certificates filed with the Commission by CTCo, CTSI, CLD,
Citizens or their predecessor and constituent companies arec made part hercof by

reference.
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APPROVAL OF THIS APPLICATION IS IN THE PUBLIC INTEREST
31. The proposed stock acquisition is “necessary and proper for the service,
accommodation, convenience and safety of the public.”'® Moreover, the transaction “will

affirmatively promote the service, accommodation, convenience, or safety of the public

in some substantial way.""!

32.  As noted by the Commission in its 2000 Citizens Frontier Acquisition
Order, there are numerous positive benefits of horizontal alignment among rural local
exchange carriers generally and specifically by Citizens:

Control of the Frontier Utilities will become controlled by a holding
company the operational subsidiaries of which are primarily local utilities
in many jurisdictions. The applicants have provided in their application
evidence of Citizens’ financial strength together with evidence of
Citizens’ experience in managing communications utilities in many states.

The applicants note in their filing that Citizens has specialized in
providing local utility service to rural and suburban areas in many
jurisdictions. The quality of service that Citizens and Frontier Telco have
provided in the past through their jurisdictional subsidiaries promises that
their intended expansion of services in Pennsylvania will contribute to
more customers in outlying areas having available advanced services. The
Chapter 30 Plans of the Frontier ILECs will remain unaffected by the
proposed acquisitions, and the applicants aver that such services wiil
include DSL service.'?

These same positive attributes are inherent in the proposed acquisition by Citizens of a
sixth rural Pennsylvania local exchange company, and its CLEC and long distance
affiliates.

33. Citizens is a respected, long-time participant in the local exchange
marketplace, focusing largely on rural and suburban communities. In recent years,

Citizens has determined to emphasize its focus on rural and suburban communities, a

1966 Pa. C.S. §1103.
" City of York v. Pa. P.U.C., 295 A.2d 825 (Pa. Supreme 1972).
"2 Citizens Frontier Acquisition Order, supra, at 4-35,
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market, which it believes, has been underserved in the current telecommunications
environment. The instant transaction will permit both Citizens and Joint Applicants to
sharpen their focus on the areas where they are best able to provide their customers with
innovative and value-added services, and the combined size and depth of expertise of the
companies will enhance their abilities to provide these services in additional ar-eas_

34 The service territories of the Frontier Companies and CTCo fit together
exceptionally well. The combined size and depth of expertise of the companies will help
create a “critical mass” of employees, customers and technology. The combined
companies' increased size will give them an increased ability to focus on growing their
customer base through new business opportunities, expansion of existing services, and
new service bundlil;lg opportunities and offers.

35.  The proposed acquisition of CTE by Citizens will positively benefit Joint
Petitioners’ local exchange operations and customers. The purchase by Citizens offers
the Joint Applicants a larger, parent organization focused on the local exchange business
that shares CTE’s history of commitment to excellent customer service. The merger will
be virtually transparent to CTCo’s local telephone subscribers, that is, customers will
continue to be physically served by the same people serving them today. Indeed, the
proposed stock transfer will produce a more complete and robust set of services for Joint
Applicants’ customers.

36.  One driving force behind the proposed transaction is the need to grow the
business.. Applicants believe that the expanded business opportunities of the combined

company will enable it to enhance and improve its overall presence in Pennsylvania.

12



37.  Cilizens is committed to meeting the needs and telecommunications
requirements of small and medium-sized communities and ensuring that these
communities become part of the information superhighway. The transaction will permit
both Citizens and the Joint Applicants to sharpen their focus on the areas where they are
best able to provide their customers with innovative and broad reaching se-rviccs with
bundling choice options. For example, Citizens has a higher penetration of high speed
internet access (i.e., DSL) than does CTCo and, therefore, will seek to accomplish higher
customer acceptance by CTCo customers, as well,

38.  The two companies, in combination, will enhance the range of
telecommunications services and choices, regulated and unregulated, available to
customers more rapidly. For example, Citizens intends to immediately introduce CTCo
subscribers to its ask.com co-branded portal, wireless modem, ESPN 360 (customized
sporting event highlights) and Frontier Secure Connections (Computer Associates’
firewall, virus and anti-spam software). Further, as bundled packages of
telecommunications services are increasingly popular among customers, Citizens intends
to improve the scope and value of bundled packages of services available to CTCo
customers.

39.  Citizens intends to use the Frontier logo in the CTCo, CLD and CTSI
operations, thereby identifying customers’ services with a well-known and respected
national brand.

40.  The combination with Citizens will help to ensure continuity of CTE’s
trend of prudent investment and the commitments that CTCo has made in its Chapter 30

Network Modernization Plan, which remain unaffected by the proposed acquisition.

13



Citizens is and will remain committed to providing new, advanced services to all of its
customers wherever technologically feasible and economically reasonable. Citizens’
presence will help the Joint Applicants to anticipate technology changes and build for an
evolving marketplace.

4]. The transaction will not be the cause of any request for ratf; increases.
CTCo’s price cap form of regulation remains unchanged by the transaction. The books
and records of the Pennsylvania subsidiaries will continue to be maintained in
conformance with the Commission’s relevant rules and regulations. Following the
proposed transaction, the Pennsylvania utilities will continue to be subject to the
Commission’s jurisdiction and Pennsylvania regulatory laws.

42,  The increased size and depth of expertise of the combined companies will
provide the resources needed to reduce the time to market of new service offerings.

43,  The combination of the non-duplicative operations of the Frontier
Companies with CTCo and CTSI will not adversely affect regulated, wireline local
exchange competition, since none of the companies competes in the market areas served
by the other and neither is a likely entrant into the other's geographic markets.

44,  Competition for telecommunications service will be enhanced, as the
combined size and depth of expertise of Citizens and CTE will enable them to compete
more effectively with other facilities-based competitors, including cable telephony and
wireless carriers.

45. The experience gained by Citizens, across its twenty-four state operation
in responding to the forces of competition may enhance CLEC competition in CTCo’s

territory in two ways: (a) responding effectively to competition by providing new

14



services and pricing options to customers; and (b) ensuring that CLECs are treated
appropriately in accordance with the complex regulatory rules that apply to transactions
between ILECs and CLECs.

46.  Moreover, by associating Citizens with CTSI, this Pennsylvania CLEC
will be a stronger competitor in the telecommunications market. Citizens- intends to

continue ownership and operation of CTSI.

OTHER PROVISIONS

47.  The proposed transaction is effective subject to approval of this
Commission and is conditioned upon meeting the requirements and/or receiving the
approvals of all regulatory agencies having jurisdiction over the Joint Applicants and the
contemplated transaction, as well as obtaining approval of the shareowners of CTE.

48.  All Joint Applicants have paid the special and general assessments levied
upon them by the Commission pursuant to the Public Utility Code and the Commission's
regulations. Any and all lawful future assessments of the Commission, special and
general, will be paid.

49.  As indicated by the attached certificate of service, service of this Joint
Application has been made upon the Commission’s Office of Trial Staff (“OTS™), the
Pennsylvania Office of the Consumer Advocate (“OCA”™), and the Pennsylvania Office of

the Small Business Advocate (“OSBA™).
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PRAYER FOR RELIEF AND REQUEST FOR FINDINGS

WHEREFORE, the Joint Applicants respectfully request that the Pennsylvania

Public Utility Commaission:

L. Find that the Joint Applicants have established that the transaction
described by this Application provides affirmative public benefits and that
approval of the transaction is in the public interest; and

2. Grant all approvals, as evidenced by the issuance of a Certificate of Public
Convenience, required for Citizens and CTE to undertake the transaction

described in this Application.

Respectfully submitted,

enuatd (Attorney 1.D. 29921)
2Om-Sniscak & Kennard LLP
Harrisburg Energy Center

100 North Tenth Street

P.O.Box 1778

Harrisburg, PA 17105-1778

Telephone: (717) 236-1300

Facsimile: (717) 236-4841
njkennard@hmsk-law.com

Counsel for Joint Applicants

DATED: September 29, 2006
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VERIFICATION

I, Raymond B. Ostroski, Senior Vice President, General Counsel and Corporate
Secretary, Commonwealth Telephone Enterprises, Inc. and the Joint Applicants,
hereby state that the facts above set forth are true and correct to the best of my
knowledge, information, and belief and that | expect to be able to prove the same
at a hearing held in this matter. [ understand that the statements herein are made

subject to the penalties of 18 Pa. C.S. § 4904 (relating to unswom falsification to

authorities).

MM MQ)
(Signaturc)




VERIFICATION

1, Hilary E. Glassman, Senior VP and General Counsel, Citizens Communicalion;
Company, hereby state that the facts above set forth are true and correct to the
best of my knowledge, information, and belief and that I expect to be able to
prove the same at a hearing held in this matter. | understand that the statements
herein are made subject to the penalties of 18 Pa. C.S. § 4904 (relating to unswom

falsification to authorities).

Date: ?/ZQ/OL’

(Signature)



O CERTIFICATE OF SERVICE

I hereby certify that I have this day served a true copy of the foregoing document upon
the participants, listed below, in accordance with the requirements of 52 Pa. Code § 1.54

(relating to service by participant).

By First Class Mail

Office of Consumer Advocate
555 Walnut Street

Forum Place, 5th Floor
Harrisburg, PA 17101-1921

Office of Trial Staff

Pennsylvania Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

Office of Small Business Advocate
Suite 1102 Commerce Building

. 300 North Second Street
Harrisburg, PA 17101

Dated this 29th day of September, 2006
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JAN 1 9 2007
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A SECRETARY'S BUREAU
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2005 ANNUAL REPORT
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CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

PART1

ITEM . BUSINESS

Citizens Communications Company and its subsidiaries {Citizens) will be referred to as the “Company,
“us” or “our” throughout this report. Citizens was incorporated in the state of Delaware in 1935 as Citizens Utilities

Company.

EEIETY i

we,

We are a communications company providing services to rural areas and small and medium-sized towns and
cities. We offer our services under the “Frontier” name. Inaddition, we provide competitive local exchange carrier,
or CLEC, services to business customers and to other communications carriers in certain metropolitan areas in the
western United States through Electric Lightwave, LLC, or ELI, our wholly-owned subsidiary. Revenue from our
Frontier and ELI operations was $2,003.3 million and $159.2 million, respectively, in 2005. In February 2006, we
entered into a definitive agreement to sell ELI and we expect the sale to close in the third quarter of 2006. Among

the highlights for 20035:

. Cash Generation
We continued to grow free cash flow through further growth of broadband and value added services,

productivity improvements, and a disciplined capital expenditure program that emphasizes return on
investment,

s Stockholder Value
During 2005, we repurchased $250.0 million of our common stock and we continued to pay an annual
dividend of $1.00 per common share. The share repurchase program was completed during the fourth
quarter of 2005,

. Growth
During 2005, we added approximately 99,000 new high-speed internet customers and almost 84,000
customers began buying a bundle or package of our services. At December 31, 2005, we had more than
311,000 high-speed data customers and almost 442,000 customers buying a bundle or package of services.
During 2005, we also began offering a television product in partnership with Echostar’s DISH Network,
and at the end of 2005 we had approximately 32,000 customers buying a “triple play” package of telephone,
television and high-speed internet service,

Our objective is to be the leading provider of communications services to homes and businesses in our service
areas. We are committed to delivering innovative and reliable products and solutions with an emphasis on convenience,
service and customer satisfaction. We offer a variety of voice, television and internet services that are available as
bundled or package solutions or, for some products, a la carte. We believe that supcrior customer service and
innovative product positioning will continue to differentiate us from our competitors in the marketplace.

TELECOMMUNICATIONS SERVICES

As of December 31, 2005, we operated incumbent local exchange carriers in 23 states. Our CLEC services consist
of a variety of integrated telecommunications products.

Frontier is typically the dominant incumbent carrier in the markets we serve and provides the “last mile” of
telecommunications services to residential and business customers in these markets. As a CLEC, we provide
telecommunications services to businesses and other carriers in competition with the incumbent. As a CLEC, we
frequently obtain the “last mile” access to customers through arrangements with the applicable incumbent. Frontier and
ELI are subject to different regulatory frameworks of the Federal Communications Commission (FCC). ELI does not
compete with our Frontier business.

The telecommunications industry is undergoing significant changes and difficuities and our financial results
reflect the impact of this challenging environment. As discussed in more detail in Management’s Discussion &
Analysis of Financial Condition and Results of Operations (MD&A), we operate in an increasingly chalienging
environment and our Frontier revenues have not been growing,
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Frontier .
Frontier accounted for $2,003.3 million, or 93%, of our total revenues in 2005, Approximately 8% of our 2005
Frontier revenues came from federal and state subsidies and approximately 14% from regulated access charges.

Our Frontier business is primarily with residential customers and, to a lesscr extent, non-residential customers,
Our Frontier segment principally provides:

. access services,

. local services,

. long distance services,

. data and internet services,
+  directory services, and

. television services.

Access services

We provide both switched and non-switched network access services. Switched access services allow other
carriers the use of our facilitics to originate and terminate their long distance voice and data traffic. These services
are generally offered on a month-to-month basis and the service is billed on a minutes-of-use basis and access
chaiges are bascd on access rates filed with the FCC for interstate services and with the respective state regulatory
agency for intrastate services. Non-switched network access services provide other carriers and high-volume
commercial customers with dedicated high-capacity circuits. Such services are gencrally offered on a contract basis
and the service is billed on a fixed monthly recurring charge basis. In addition, subsidies received from state and
federal universal service funds based on the high cost of providing telephone service to certain rural areas arc a part
of our access services revenue. .

Revenue is recognized when services are provided to customers or when products are delivered to customers.
Monthly recurring network access service revenue is billed in advance. The unearned portion of this revenue is
initially deferred on our balance sheet and recognized in revenue over the period that the services are provided. Non-
recurring network access service revenue is billed in arrears. The earned but unbilled portion of this revenue is
recognized in revenue in the period that the services are provided.

Local services

We provide basic telephone wireline access services to residential and non-residential customers in our service
areas. Our sefvice arcas are targely residential and arc generally less densely populated than the primary service
areas of the largest incumbent local exchange carriers. We also provide enhanced services to our customers by
offering a number of calling features including call forwarding, conference calling, caller identification, voicemail
and call waiting. We offer packages of communications services. Thesc packages permit customers to bundle their
basic telephone line with their choice of enhanced, long distance, television and internet services for a monthly fee
and/or usage fee depending on the plan.

We intend to continue to increase the penetration of enhanced services. We belicve that increased sales of such
services will produce revenue with higher operating margins due to the relatively low marginal opcrating costs
necessary to offer such services. We believe that our ability to integrate thesc services with other services will
provide us with the opportunity to capture an increased percentage of our customers’ communications
expenditures.

Long distance services

We offer long distance services in our territories to our customers. We believe that many customers prefer the
convenicnce of obtaining their long distance service through their local telephone company and receiving a single
bill. Longdistance network service to and from points outside of our operating territories is provided by intcrconnection .
with the facilities of intcrexchange carriers, or IXCs.
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Data and internet services

We offer data services including internet access (via dial up or high-speed intcrnet access), frame relay, ethernet
and asynchronous transfer mode (ATM) switching in portions of our system.

Directory services

Directory services involves the provision of white and yellow page directories of residential and business
listings. We provide this service through a third-party contractor and are paid a percentage of revenucs from the sale
of advertising in these directories. Our directory service also includes “Frontier Pages,” an internet-based directory
service which generates advertising revenue. We recognize the revenue from these services over the life of the
related white or yellow pages book.

Television services

During 2005, we began offering a television product in partnership with Echostar’s DISH Network. We provide
access to all-digital television channels featuring movies, sports, news, music, and high-definition TV programming.
We offer packages that include 60, 120 or 180 channels, high-definition channels, family channels and ethnic
channels.

Wireless and VOIP services

During 2006, we expect to begin offering wirelcss data and voice services and commercial voice over internet
protocol (VOLP) solutions in certain markets. Qur wireless data and VOIP services utilize technologies that are
relatively new, and we depend to some degree on the representations of cquipment vendors, lab testing and the
experiences of others who have been successful at deploying these new technologies. In addition, our success in
offering wireless voice service will, to a great extent, be determined by the relationships we are developing with both
wireless carriers and third-party wireless support organizations, and is also dependent on their capabilitics..

The following table sets forth certain information with respect to our revenue generating units (RGUs), which
consists of access lines plus high-speed internet subscribers, as of December 31, 2005 and 2004,

Fronticr RGUs at December 31,

State 2005 2004

NewYork ... 994,600 1,029,700
Minnesota. . ... e 293,600 289,300
ATIZONA. ... ... . . 191,400 182,000
CalIfOIMIA .« . oo oo e et 184,100 179,400
West Virginia . ......... ... ... 169,100 165,000
HHRois. . .ot e 129,200 128,600
Tennessee . ... ..o e 108,500 104,500
WiSCONSIN. ..o oottt . 78,600 77,600
lowa. . .. e 61,900 62,100
Nebraska. . ..o e e 54,500 54,400
Allotherstates {13). . ........ ... ... ..en. 264,400 260,400

Total. ... .. 2,529,900 2,533,000

Change in the number of our access lines is important to our revenue and profitability. We have lost access
lines primarily because of competition, changing consumer behavior, economic conditions, changing technology
and because some customers disconnectsecond lings when they add high-speed internet service, We lost approximately
102,000 access lines during the year ended December 31, 2005, but added over 99,000 high-speed internet subscribers
during this same period. ‘The loss of lines during 2005 was primarily among residential customers. The non-
residential linc losses were principally in Rochester, New York, while the residential losses were throughout our
markets. We expect to continue 10 lose access lines but to increase high-speed internet subscribers during 2006. A
continued loss of access lines, combined with increased competition and the other factors discussed in MD&A, may
cause our profitability and cash flows to decrease during 2006.
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In February 2006, we entered into a-definitive agreement to sell all of the outstanding membership interests in ELI
to [ntegra Telecom Holdings, Inc. (integra), for $247.0 million, including $243.0 million in cash plus the assumption of
approximately $4.0 million in capital lease obligations, subject to customary adjustments under the terms of the
agrcement. This transaction is expected to close during the third quarter of 2006. The closing of the sale is subject to
several conditions, including the funding of Integra’s fully committed financing and rcgulatory approvals.

ELI provides a broad range of wircline:communications products and services to businesses and other carriers in
the western United States. ELI accounted for $159.2 million, or 7%, of our total revenues in 2005. Our ELI revenues
have declined from a peak of $240.8 million tn 2000, however 2005 revenues were higher than 2004,

ELT’s facilities-based network consists of optical fiber and voice and data switches. ELI has a national internet and
data network with switches and routers in key citigs, linked by leased transport facilitics. These assets are not being
sold and will continue to be owned and utilized by Frontier to carry our customers’ voice, internet and data traffic. In
addition, ELI has a long-haul, fiber-optic network connecting the cities it serves in the western United States, which
utilizes an optically self-healing Synchronous Optical Network (SONET) architecture. ELI currently provides the full
range of its services in the following citics and their surrounding areas: Boise, Idaho; Portland, Oregon; Salt Lake City,
Utah; Seattle, Washington; Spokanc, Washington; Phoenix, Arizona; and Sacramento, California.

REGULATORY ENVIRONMENT

Frontier Regulation

The majority of our operations are regulated extensively by various state regulatory agencies, often called
public service or utility commissions, and the FCC,

Qur Frontier segment revenue is subject to regulation by the FCC and various state regulatory agencies. We
cxpect federal and state lawmakers to continue to review the statutes governing the level and type of regulation for
telecommunications services.

The Telecommunications Act of 1996, or the 1996 Act, dramatically changed the telecommunications industry.
The main purpose of the 1996 Act was to open local telecommunications marketplaces to competition. The 1996 Act
preempts state and local laws to the extent that they prevent competition with respect to communications services.

Under the 1996 Act, however, states retain authorily to impose requirements on carriers necessary to preserve

universal service, protect public safety and welfare, ensure quality of service and protect consumers. States are also
responsible for mediating and arbitrating interconnection agreements between CLECs and ILECs if voluntary
negotiations fail. In order to create an environment in which local competition is a practical possibility, the 1996 Act
imposcs a number of requirements for access to network facilitics and interconnection on all local communications
providers. All incumbent local carriers must interconnect with other carriers, unbundle some of their services at
wholesale rates, permit resale of some of their services, enable collocation of equipment, provide local telephone
number portability and dialing parity, provide access to poles, ducts, conduits and rights-of-way, and complete calls
originated by competing carriers under termination arrangements.

At the federal level and in a number of the states in which we operate, we are subject to price cap or incentive
regulation plans under which prices for regulated services are capped in return for the elimination or relaxation of
earnings oversight. The goal of these plans is to provide incentives to improve efficiencies and increased pricing
flexibility for competitive services while ensuring that customers receive reasonable rates for basic services. Some
of these plans have limited terms and, as they expire, we may need to renegotiate with various states. These
negotiations could impact rates, service quality and/or infrastructure requirements which could impact our earnings
and capital expenditures. In the other states in which we operate, we are subject to rate of return regulation that
limits levels of earnings and returns on investments. In some states, we have been required to refund customers as
a result of exceeding carnings limitations. We continue to advocate our position of less regulation with various
regulatory agencies.

For interstate services regulated by the FCC, we have elected a form of incentive regulation known as “price

caps” for most of our operations. In May 2000, the FCC adopted a methodology for regulating the interstate access
ratcs of price cap companies through May 2005. The program, known as the Coalition for Affordable Local and Long
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Distance Services. or CALLS plan, reduced prices for interstate-switched access services and phased out many of
the implicit subsidies in interstate access rates. The CALLS program cxpired in 2005. The FCC may address future
changes in intersiate access charges during 2006 and such changes may adversely affect our revenucs and

profitability.

Another goalof the 1996 Act was to remove implicit subsidics from the rates charged by local tclecommunications
companies. The CALLS plan addressed this requirement for interstate services. State legislatures and regulatory
agencics are beginning to reducce the implicit subsidies in intrastate rates. The most common subsidics are in access
rates that historically have been priced above their costs to allow basic local rates to be priced below cost. Legislation
has been considered in scveral states to require regulators to eliminate these subsidies and implement state universal
service programs where necessary to maintain rcasonable basic local rates. However, not all the reductions in access
charges would be fully offsct. We anticipate additional state legislative and regulatory pressure to lower intrastate
access rates.

Some state legislatures and regulators are also examining the provision of telecommunications services 1o
previously unserved arcas. Since many unserved arcas are located in rural markets, we could be required to expand
our scrvice territory into some of thesc arcas,

Recent and Potential Regulatory Developments

Wireline and wireless carriers are required to provide local number portability (LNP). LNP is the ability of
customers (o switch from a wircline or wireless carrier to another wireline or wircless carrier without changing
telephone numbers. We are 100% LNP capable in our largest markets and over 98% of our exchanges are LNP
capable. We will upgrade the remaining exchanges in response to bona fide requests as required by the FCC order.

LNP wili promote further competition in an environment where the displacement of wraditional wiretine
services has been increasing becausc of technological substitutions such as cell phones, e-mail. cable telephony and
Internet phone calling.

In 1994, Congress passed the Communications Assistance for Law Enforcement Act (CALEA) o ensurc that
telecommunication networks can mect law enforcement wiretapping needs.  We expect to be fully compliant by June
2006.

The FCC is expected to address issues involving inter-carrier compensation, the universal service fund and
internet telephony in 2006. The FCC adopted a Further Notice of Proposed Rulemaking (FNPRM) addressing inter-
carrier compensation on February 10, 2005. Some of the proposals being discussed with respect to inter-carrier
compensation, such as “bill and keep™ (under which switched access charges would be reduced or climinated), could
reduce our access revenues and our profitability. The universal service fund is under pressure as local exchange
companies losc access lincs and more entitics, such as wircless companies, seck to reeeive monies from the fund. The
rules surrounding the cligibility of Competitive Eligible Telecommunication Carriers, such as wircless companics, to
recetve universal service funds are expected 1o be clarified by the Federal-State Joint Board on Universal Service and
the clarification of the rules may heighten the pressures on the fund. Changes in the funding or payout rules of the
universal service fund could further reduce our subsidy revenues and our profitability. As discussed in MD&A, our
access and subsidy revenucs arc important to our cash flows and both our access and subsidy revenues deelined in 2005
compared to 2004. Our access revenues are likely to decline again in 2006.

The development and growth of internet telephony (also known as VOIP) by cable and other companics has
increased the importance of reguiators at both the federal and state levels addressing whether such services are
subject to the same or different regulatory and financial schemes as traditional telephony. On November 9, 2004, the
FCC issucd an order in responsc to a petition by Vonage Holdings Corp. (Vonage), declaring that Vonage-style VOIP
services arc jurisdictionally intcrstate in nature and are thereby exempt from state telecommunications regulations.
The FCC stated that its order was not limited to Vonage, but rather applied to all Vonage-type VOIP offerings
provided over broadband services. The FCC did not address other related issucs. such as: whether or under what
terms VOIP traffic may be subject to intercarrier compensation; if VOIP services are subject to gencral state
requirements relating to taxation and general commercial business requirements; or whether VOIP is subjcct
to 911, universal scrvice fund (USF), and CALEA obligations. The FCC is planning on addressing these open
questions in subscquent orders in its ongoing “IP-Enabled Services Proceeding,” which opened in February 2004,
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Internet telephony may have an advantage over our traditional services if it remains less regulated. We are actively
partilcipating in the FCC’s cansideration of all these issues. On June 3, 2005, the FCC issued an order requiring VOIP
services interconnecied to the public switched telephone network to include E-911 calling capabilitics by November 28,
2005. Subsequently, the FCC issued a number of public notices detailing the steps that could be considered sufficient
interim compliance. The FCC stated in a public notice that providers not in full compliance would not be required to
disconncet existing subscribers but would be expected not to connect new subscribers in areas where they are not
transmitting 911 calls in full compliance with the rules. On September 23, 2005, the FCC issued an order stating that
both interconnected VOIP services and broadband internet access services will be required to comply with CALEA by
May 12, 2007. Both the VOIP E-91I order and the CALEA order are subject to petitions for clarification and
recansideration and both have been appealed and are pending before federal courts,

The FCC’s service outage reporting rules require telecommunications providers (regardless of whether they are
cable, wireless or wireline communications providers) to report outages of at least a 30 minute duration that potentially
affect at least 900,000 uscr-minutes. The initial FCC order, which included required reporting of certain non-service
interrupting network outages, was partially stayed. The network modifications nccessary to comply with the stayed
portion of the order would cost us in excess of $16.0 million. The New York Public Service Commission is also
considering network reliability requirements. We and other carriers arc opposing these proposed requirements.

Some state regulators (including New York and lllinois) have in the past considered imposing on regulated
companics (including us) cash management practices that could limit the ability of a company to transfer cash
between its subsidiaries or to its parent company. None of the existing state requirements materially affect our cash
managenient but future changes by state regulators could affect our ability to freely transfer cash within our
consolidated companies.

ELI Regulation

As a CLEC, ELI is subject to federal, state and local regulation. However, the level of regulation is typically less
than that cxperienced by an incumbent carrier. Local governments may require ELI to obtain licenses or franchises
regulating the use of public rights-of-way necessary to install and operate its networks.

ELI has various interconnection agreements in the states in which it operates. These agreements govern reciprocal
compensation relating to the transport and termination of traffic between the incumbent’s and ELI's networks. The
FCC has significantly reduced intercarrier compensation for internet service provider (ISP) traffic, also known as
“reciprocal compensation.” On December 15, 2004, the FCC adopted rules that will increase cosis to ELI for services
that it buys from incumbent carriers.

Most state public service commissions requirc competitive communications providers, such as ELI to obtain
operating authority prior to initiating intrastate services. Most states also require the filing of tariffs or price lists and/or
customer-specific contracts. ELI is not currently subject to rate-of-return or price regulation. However, ELI is subject to
state-specific quality of service, universal service, periodic reporting and other regulatory requirements, although the
extent of these requirements is generally less than those applicable to incumbent carriers.

COMPETITION

Frontier Competition

Competition in the telecommunications industry is intensc and increasing. We experience competition from
many communications service providers including cable operators, wireless carriers, VOIP providers, long distance
providers, competitive local exchange carriers, internet providers and other wireline carriers,  We belicve that
competition will continue to intensify in 2006 across all products and in all of our markets. Our Frontier business
expericnced erosion in aceess lines and switched access minutes of use in 20035 as a result of competition. Competition
in our markets may resull in reduced revenucs in 2006.

We arc responding to this competitive environment with new product offcrs and by bundling products and
services together with an end user contract term commitment. Revenues from data services and packages continue
1o increasc as a percentage of our total revenues. Therc will continue to be price and margin pressures in our
business that may result in less revenues and profitability.
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The telecommunications industry is undergoing significant changes. The market is extremely competitive,
resulting in lower prices, and consumers are changing behavior, such as using wircless in place of wircline services and
using e-mail instcad of making calls. These trends are likely to continue and result in a challenging revenue
environment. These factors could also result in more bankruptcies in the sector and therefore affect our ability to

collect money owed to us by bankrupt carriers.

ELI Competition

ELI faces significant competition from incumbents in each of its markets. Principal incumbent competitors include
Qwest, at&t and Verizon. ELI also competes with all of the major 1XCs, internet access providers and other CLECs.
CLEC service providers have generally encountered intense competitive pressures, the result of which is the failure of

a number of CLECs and substantial finanicial pressures on others.

Competitors in ELI’s markets include, in addition to the incumbent providers: at&t, Sprint, Time Warner Telecom,
Verizon, Integra Telecom and XO Communications. In each of the markets in which ELI operates, at least one other
CLEC, and in some cases several other CLECs, offer many of the same services that ELI provides, generally at similar
prices.

Competition is based on price, quality, network reliability, customer service, service features and responsiveness
to the customer’s needs, Many of our competitors have greater market presence and greater financial, technical,
marketing and human resources, more extensive infrastructure and stronger customer and strategic relationships
than arc available to us. Competition in the CLEC industry is intense and pricing continues to decline. ELIs
revenues have declined since 2000, however 2005 revenues were higher than 2004,

DIVESTITURE OF PUBLIC UTILITIES SERVICES

In the past we provided public utilitics services including natural gas transmission and distribution, electric
transmission and distribution, water distribution and wastewater treatment services to primarily rural and suburban
customers throughout the United States. In 1999, we announced a plan of divestiture for our public utilities services
properties. Since then, we have divested all of our public utility operations for an aggregate of $1.9 billion.

We have retained a potential payment obligation associated with our previous electric utility activities in the
state of Vermont. The Vermont Joint Owners (VJO), a consortium of 14 Vermont utilities, including us, entered into
a purchase power agreement with Hydro-Quebec in 1987. The agreement contains “step-up” provisions which state
that if any VJO member defaults on its purchase obligation under the contract to purchase power from Hydro-
Quebec, then the other VIO participants will assume responsibility for the defaulting party’s share on a pro-rata
basis. Our pro-rata sharc of the purchase power obligation is 10%. If any member of the VJO defaults on its
obligations under the Hydro-Quebec agreement, the remaining members of the VIO, including us, may be required
to pay for a substantially larger sharc of the VJO'’s total power purchase obligation for the remainder of the agreement
(which runs through 2013). Paragraph [3 of FIN 45 requires that we disclose “the maximum potential amount of
future payments (undiscounted) the guarantor could be required to make under the guarantec.” Paragraph 13 also
states that we must make such disclosurc ... even if the likelihood of the guarantor’s having to make any payments
under the guarantee is remote...” As noted above, our obligation only arises as a result of default by another ViOQ
member, such as upon bankruptcy. Therefore, to satisfy the “maximum potential amount” disclosure requirement
we must assume that a]l members of the VIO simultaneously default, a highly unlikely scenario given that the two
members of the VJO that have the largest potential payment obligations are publicly traded with credit ratings that
. are equal to or superior to ours, and that all VIO members are regulated utility providers with regulated cost recovery.
Regardless, despite the remote chance that such an event could occur, or that the State of Vermont could or would
allow such an event, assuming that all the members of the VIO defaulted on January I, 2007 and remaincd in default
for the duration of the contract (another 9 years), we estimate that our undiscounted purchase obligation for 2007
through 2015 would be approximately $1.26 billion. In such a scenario we would then own the power and could seek
to recover our costs. We would do this by seeking to recover our costs from the defaulting members and/or reselling
the power to other utility providers or the northeast power grid. There is an active market for the salc of power. We
could potentially lose money if we were unable to sell the power at cost. We caution that we cannot predict with any
degree of certainty any potential outcome.
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SEGMENT INFORMATION .

Note 22 to Consolidated Financial Statements provides financial information about our industry segments,
Frontier and ELL for the last three fiscal ycars.
FINANCIAL INFORMATION ABOUT FOREIGN AND DOMESTIC OPERATIONS AND EXPORT
SALES

We have no foreign operations.

GENERAL

Order backiog is not a significant consideration in our businesses. We have no material contracts or subcontracts
that may be subject to rencgotiation of profits or termination at the clection of the Federal government. We hold no
patents, licenses or concessions that are material.

EMPLOYEES

As of December 31, 2005, we had 6,103 employees, 5,644 of whom were associated with Frontier operations
and 459 were associated with ELL. At December 31, 2005, the total number of our employees affiliated with a union
was 3,302, of which approximately (.400 are covered by agreements set to expire during 2006. We consider our
relations with our employees to be good.

AVAILABLE INFORMATION

We make available on our website, free of charge, the periodic reports that we file with or furnish to the
Securitics and Exchange Commission, or SEC, as well as all amendments to these reports, as soon as rcasonably
practicable after such reports are filed with or furnished to the SEC. We also make available on our website, or in
printed form upon request, frec of charge, our Corporate Governance Guidclines, Code of Business Conduct and
Ethics, and the charters for the Audit, Compensation, and Nominating and Corporate Governance committees of the .
Board of Dircctors. Stockholders may request printed copies of these materials by writing to: 3 High Ridge Park,
Stamford, Connecticut 06905 Attention: Corporate Secretary. Our website address 1s Atrp:/www.czin.net.

ITEM 1A. RISK FACTORS

Before you invest in our securities, you should carcfully consider all the information we have included or
incorporated by reference in this Form 10-K and our subsequent periodic filings with the SEC. In particular, you
should caretully consider the risk factors described below and read the risks and uncertainties related to “forward-
looking statements” as set forth in the “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” section of this Form 10-K. The risks and uncertainties described below arc not the only oncs facing
our company. Additional risks and uncertaintics that are not presently known to us or that we currently deem
immaterial or that are not specific 10 us, such as general cconomic conditions, may also adversely affect our business
and operations.

RISKS RELATED TO COMPETITION AND OUR INDUSTRY

We face intense competition, which could adversely affect us.

The telecommunications industry is extremely competitive and competition is increasing. The traditional
dividing lincs between long distance, local, wircless, cable and internct services are becoming increasingly blurred.
Through mergers and various service expansion strategies, services providers are striving to provide integrated
solutions both within and across geographic markets. Our competitors include CLECs and other providers (or
potential providers) of services, such as internet service providers, or 1SPs, wireless companies. ncighboring
incumbents, VOIP providers such as Vonage and cable companies that may provide scrvices competitive with ours
or services that we intend to introduce. Competition is intense and increasing and we cannot assure you that we will
be able to compete effectively. For example, at December 31, 2005 we had 102,000 fewer access lines than we had .
at December 31, 2004 and we belicve wireless and cable telephony providers have increased their market share in our
markcts. We expect to continue to lose access lines and that competition with respect to all our products and services
will increase.

10
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We expect competition to intensify as a result of the entrance of new competitors and the development of new
technologics, products and services. We cannot predict which of the many possible future technologics, products or
services will be important to maintain our competitive position or what expenditures will be required to develop and
provide these technologics, products or services. Our ability to compete successfully will depend on marketing and
on our ability to anticipatc and respond to various competitive factors affecting the industry, including a changing
regulatory environment that may affect our competitors and us differemiy, new services that may be introduced,
changes in consumer preferences, demographic trends, economic conditions and pricing strategies by competitors.
Increasing competition may reduce our revenucs and increasc our costs as well as require us to increase our capital
expenditures and thercby decrease our cash flow.

Some of eur competitors have superior resources, which may place us at a cost and price disadvantage.

Somc of our current and potential competitors have market presence, enginecring, technical and marketing
capabilitics, and financial, personnel and other resources substantially greater than ours. In addition, some of our
competitors can raise capital at a lower cost than we can. Conscquently, some competitors may be able to develop and
expand their communications and nelwork infrastructures more quickly, adapt more swiftly 10 new or emerging
technologics and changes in customer requirements, take advantage of acquisition and other opportunitics more
rcadily and devote greater resources to the marketing and sale of their products and services than we can. Additionally,
the greater brand name recognition of some competitors may require us to price our services at lower levels in order
1o retain or obtain customers, Finally, the cost advantages of some competitors may give them the ability to reduce
their prices for an extended period of time if they so choose.

ELI faces substantial competition for its telecommunications services from larger companies.

ELI’s compctitors for telecommunications scrvices are primarily larger incumbents, CLECs and IXCs. Because
it is not an incumbent provider, ELI’s ability to succeed in the telecommunications services market depends 10 a large
exient on its ability to provide differentiated services for business customers and to maintain its customer base and
develop additional business customers,

We anticipatc that general pricing competition and pressures for CLECs will increase, including ELI. We have
not obtained significant market sharc in any of the arcas where we offer our CLEC services, nor do we expect to do
so given the size of our ELI markets, the intense competition therein and the diversity of customer requirements.
There can be no assurance that ELI will be able to compete effectively in any of our markets. Furthcrmore, the
bankruptcies and weakened financial position of a number of CLECs have resulted in a more demanding operating
environment for CLECs, as both customers and suppliers are more concerned about cach CLECs creditworthiness.

RISKS RELATED TO OUR BUSINESS

Decreases in certain types of our revenues will impact our profitability.

Our Fronticr business has been experiencing declining access lines, switched access minutes of use, long
distance prices and related revenues because of economic conditions. increasing competition, changing consumer
behavior (such as wircless displacement of wireline use, email use, instant messaging and increasing use of VOIP),
technology changes and regulatory constraints. These factors are likely to cause our local network service, switched
network access, long distance and subsidy revenues to continue to decline, and these factors, together with our
increasing employce costs, and the potential need to increase our capital spending, may causc our cash gencrated by
operations to decrcasc.

We may be unable to grow our revenue and cash flow despite the initiatives we have implemented.

We must produce adequate cash flow that, when combined with funds available under our revolving credit
facility, will be sufficient to service our debt, fund our capital expenditures, pay our taxes and maintain our current
dividend policy. We have implemented several growth initiatives, including increasing our marketing cxpenditures
and launching new products and services with a focus on areas that are growing or demonstrate meaningfui demand
such as high-speed intcrnet. There is no assurance that these initiatives will result in an improvement in our financial

position or our results of operations.
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We may complete a significant business combination or other transaction that could increase our shares
outstanding, affect our debt, result in a change in control, or both.

From time to time we evaluate potential acquisitions and other arrangements that would extend our geographic
markets, expand our services, enlarge the capacity of our networks or increase the types of services provided through
our networks. If we complete any acquisition or other arrangement, we may require additiona) financing that could
result in an increase in our shares outstanding and/or debt, result in  change in control, or both. There can be no
assurance that we will enter into any transaction.

Our business is sensitive to the creditworthiness of our wholesate customers.

We have substantial business relationships with other telecommunications carriers for whom we provide
service. During the past few years, several of our customers have filed for bankruptcy. While these bankruptcies
have not had a material adversc effect on our business to date, future bankruptcies in our industry could result in our
loss of significant customers, more price competition and uncollectible accounts receivable. As a result, our revenues
and results of operations could be materially and adversely affected.

RISKS RELATED TO LIQUIDITY, FINANCIAL RESOURCES, AND CAPITALIZATION

Substantial debt and debt service obligations may adversely affect us.

We have a significant amount of indebtedness. We may also obtain additional long-term debt and working
capital lines of credit to meet future financing needs, subject to certain restrictions under our existing indebtedness,
which would increase our tolal debt.

The significant negative consequences on our financial condition and results of operations that could resuit
from our substantial dcbt include:

»  limitations on our ability to obtain additional debt or equity financing;

e  instances in which we are unable to meet the financial covenants contained in our debt agreements or
to generate cash sufficient to make required debt payments, which circumstances have the potential of
accelerating the maturity of some or all of our outstanding indebtedness;

s the allocation of a substantial portion of our cash flow from operations to service our debt, thus reducing
the amount of our cash flow available for other purposes, including operating costs, dividends and capital
expenditures that could improve our competitive position or results of operations;

e requiring us to sell debt or equity securities or to sell some of our core assets, possibly on unfavorable
terms, to meet payment obligations;

. compromising our flexibility to plan for, or react to, competitive challenges in our business and the
communications industry; and

s the possibility of our being put at a competitive disadvantage with competitors who do not have as
much debt as us, and competitors who may be in a more favorable position to access additional capital
resources.

We will require substantial capital to upgrade and enhance our eperations.

Replacing or upgrading our infrastructure will result in significant capital expenditures. If this capital is not
available when nceded, our business will be adversely affected. Increasing competition, offering new services,
improving the capabilities or reducing the maintenance cosis of our plant may cause our capital expenditures to
increase in the future. In addition, our ongoing annual dividend of $1.00 per share under our current policy utilizes
a significant portion of our cash generated by operations and therefore limits our operating and financial flexibility
and our ability to significantly increase capiral expenditures. While we believe that the amount of our dividend will
allow for adequate amounts of cash flow for capital spending and other purposcs, any material reduction in cash
generated by operations and any increases in capital expenditures, interest expense or cash taxes would reduce the
amount of cash generated in excess of dividends. Losses of access lines, increases in competition, lower subsidy and
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access revenues and the other factors described above may reduce our cash generated by operations and may require
us to increase capital expenditures. In addition, we expect our cash paid for taxes to increase significantly over the

next several years,
RISKS RELATED TO REGULATION

The access charge revenues we receive may be reduced at any time.

A significant portion of our revenues is derived from access charges paid by 1XCs for services we provide in
originating and terminating intrastate and interstate traffic. The amount of access charge revenues we receive for
these services is regulated by the FCC and statc regulatory agencies. Recent rulings regarding access charges have
lowered the amount of revenue we receive from this source. Additional actions by these agencies could further
reduce the amount of access revenues we receive. In addition, a portion of our access revenues is received from state
and federal universal service funds based upon the high cost of providing telephone service to certain rural areas. In
the future, there may be proposals by state or federal regulatory agencies to eliminate or reduce these revenues. A
material reduction in the revenucs we receive from these funds would adversely affect our financial results.

‘We are reliant on support funds provided under federal and state laws.

We receive a significant portion of our revenues from the federal universal service fund and, to a lesser extent,
state support funds. These governmental programs arc revicwed and amended from time to time, and we cannot
assure you that they will not be changed or impacted in 2 manner adverse to us.

Our company and industry are highly regulated, imposing substantial compliance costs and restricting our
ability to compete in our target markets,

As an incumbent, we are subject to significant regulation from federal, state and local authorities. This
regulation restricts our ability to change our rates, especial ly on our basic services, and imposes substantial compliance
costs on us. Regulation restricts our ability to compete and, in some jurisdictions, it may restrict how we are able to
expand our service offerings. In addition, changes to the regulations that govern us may have an adversc effect upon
our business by reducing the allowable fees that we may charge, imposing additional compliance costs, or otherwise
changing the nature of our operations and the competition in our industry.

Recent rule changes now allow customers 10 retain their wireline number when switching to another service
provider. This is likely to increase the number of our customers who decide to disconnect their service from us.
Other pending rulemakings, including those relating to intercarricr compensation, universal service and VOIP
regulations, could have a substantial adverse impact on our operations,

RISKS RELATED TO TECHNOLOGY

In the future as competition intensifies within our markets, we may be unable to meet the technological needs
or expectations of our customers, and may lose customers as a result.

The telecommunications industry is subject to significant changes in technology. If we do not replace or upgrade
technology and cquipment, we will be unable to compete effectively because we will not be abic to meet the needs or
expectations of our customers. Replacing or upgrading our infrastructure could result in significant capital
expenditures.

In addition, rapidly changing technology in the telecommunications industry may influence our customers o
consider other service providers. For example, we may be unable to retain customers who decide to replace their
wireline telephone service with wireless telephone service. In addition. VOIP tcchnology, which operates on
broadband technology, now provides our competitors with a low-cost alternative to provide voice services to our
customers.

I'TEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES
Our principal corporate offices are located in leased premises at 3 High Ridge Park, Stamford, Connecticut.

An operations support office is currently located in leased premises at 180 South Clinton Avenue, Rochester,
New York. In addition, our Frontier segment [cascs and owns space in various markets throughout the United
States.

An operations support office for ELI is located in a building we own at 4400 NE 77th Avenue, Vancouver,
Washington. In addition, our ELI segment Ieases local ofTice space in various markets throughout the United States,
and also maintains a warehouse facility in Portland, Oregon. Our ELI segment also leases network hub and network
cquipment installation sites in various locations throughout the arcas in which it provides services. For additional
information regarding obligations under lease, see Note 25 to Consolidaled Financial Statements.

Our Frontier and ELI segments own telephone properties which include: connecting lines between customers’
premises and the central offices; central office switching equipment; fiber-optic and microwave radio facilitics;
buildings and land; and customer premise cquipment. The connecting lines, including acrial and underground cable,
conduil, poles, wires and microwave cquipment, arc located on public streets and highways or on privaicly owned
land. We have permission 1o use these lands pursuant to local governmental consent or lease, permit, franchise,
cascmerit or other agreement,

ITEM 3. LEGAL PROCEEDINGS

The City of Bangor, Maine, filed suit against us on November 22, 2002, in the U.S. District Court for the
District of Maine (City of Bangor v, Citizens Communications Company, Civ. Action No. 02-183-B-S). The City
alleged, among other things, that we are responsible for the costs of cleaning up environmental contamination alleged
to have resulted from the operation of a manufactured gas plant owned by Bangor Gas Company from 1852-1948 and
by us from 1948-1963. [n acquiring the operation in 1948 we acquired the stock of Bangor Gas Company and merged
it into us. The City alleged the existence of extensive contamination of the Penobscot River and asserted that money
damages and other reliet at issue in the lawsuit could exceed 350,000,000, The City also requested that punitive
damages be asscsscd against us. We filed an answer denying liability 1o the City, and asserted a number of
counterclaims against the City. 1n addition, we identified a number of other potentially responsible parties that may
be liable for the damages alleged by the City and joined them as partics to the lawsuit. These additional partics
include Honeyweli Corporation, Guiiford Transportation {operating as Maine Central Railroad), UGI Utilities, Inc.
and Centerpoint Energy Resources Corporation. The Court dismissed all but two of the City’s claims, including its
claims for joint and scveral liability under the Comprehensive Environmental Response. Compensation, and Liability
Act (CERCLA) and the claim against us for punitive damages. Trial was conducted in September and October 2005
for the first (liability) phase of the case, and a decision from the court is anticipated by the end of the first quarter of
2006. We intend 1o continue to defend oursclves vigorously against the City's lawsuil. We have demanded that
various of our insurance carriers defend and indemnify us with respect to the City's lawsuit, and on December 26,
2002, we filed a declaratory judgment action against those insurance carriers in the Superior Court of Penobscot
County, Maine, for the purpose of cstablishing their obligations to us with respect to the City’s lawsuit. We intend to
vigorously pursue this Jawsuit and to obtain from our insurance carriers indemnification for any damages that may
be assessed against us in the City's lawsuit as well as to recover the costs of our defense of that lawsuit.

On Junc 7, 2004, representatives of Robert A. Katz Technology Licensing, LP. contacted us regarding possible
infringement of several patents held by that firm. The patents cover a wide range of operations in which telephony
is supported by computers. including obtaining information from databascs via telephone, interactive telephone
transactions, and customer and technical support applications, We were cooperating with the patent holder to
determine if we are currently using any of the processes that arc protected by its patents but have not had any
communication with them on this issue since mid-2004. If we determine that we are utilizing the patent holder’s
intellectual property, we expect to commence negotiations on a license agrecment.

On June 24, 2004, onc of our subsidiaries, Frontier Subsidiary Telco Inc., received a “Notice of Indemnity
Claim” from Citibank. N.A.. that is related to a complaint pending against Citibank and others in the U.S. Bankruptcy
Court for the Southern District of New York as part of the Global Crossing bankruptey proceeding. Citibank bascs
its claim for indemnity on the provisions of a credit agreement that was entered into in October 2000 between
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Citibank and our subsidiary. We purchased Frontier Subsidiary Telco, Inc.. in June 2001 as part of our acquisition of
the Frontier telephone companies. The complaint against Citibank. for which it seeks indemnificaliop,'alleges thgt
the seller improperly used a portion of the proceeds from the Frontier transaction to pay off the Citibank crcdfl
agreement, thereby defrauding certain debt hoiders of Global Crossing North America Inc. Al‘thoggh the‘ cre-dll
agreement was paid off at the closing of the Frontier transaction, Citibank claims the indemnification obligation
survives. Damages sought against Citibank and its co-defendants could exceed $1.0 billion. In August 2004 we
notified Citibank by letter that we believe its claims for indemnification are invalid and are not supported by applicable
law. We have received no further communications from Citibank since our August 2004 letter.

We are party to other legal proceedings arising in the normal course of our business. The outcome of individual
matters is not predictable. However, we belicve that the ultimate resolution of all such matters, after considering
insurance coverage, will not have a material adverse cffect on our financial position, results of operations, or our cash

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

None in fourth quarter 2005.

EXECUTIVE OFFICERS OF THE REGISTRANT

Our Executive Officers as of February 7, 2006 were:

Name Age Current Position and Officer
Mary Agnes Wilderotter. .. ... .. 51 Chairman of the Board and Chief Executive Officer
John H. Casey, IIl............. 49 Exccutive Vice President
Jerry Elliott. . ................ 46  President and Acting Chief Financial Officer
Hilary E. Glassman ........... 43 Senior Vice President, General Counsel and Secretary
Peter B.Hayes. . .............. 48  Executive Vice President Sales, Marketing and Business Development
Robert J. Larson.............. 46  Senior Vice President and Chief Accounting Officer
Daniel J. McCarthy............ 41 Exccutive Vice President and Chief Operating Officer
Cecilia K. McKenney .. ........ 43 Senior Vice President, Human Resources

There is no family relationship between directors or executive officers. The term of office of each of the foregoing
officers of Citizens will continue until the next annual meeting of the Board of Directors and until a successor has been
elected and qualified.

MARY AGNES WILDEROTTER has been associated with Citizens since November 2004. She was elected
Chairman of the Board and Chief Executive Officer in December 2005. Previously, she was President and Chief
Executive Officer from November 2004 to December 2005. Prior to joining Citizens, she was Senior Vice President
— Worldwide Public Sector in 2004, Microsoft Corp. and Senior Vice President — Worldwide Business Strategy,
Microsoft Corp., 2002 to 2004. Before that she was President and Chief Executive Officer, Wink Communications,
1997 10 2002.

JOHN H. CASEY, III has been associated with Citizens since November 1999, He is currently Executive Vice
President. Previously, he was Executive Vice President and President and Chief Operating Officer of our ILEC
Sector from July 2002 to December 2004. He was Vice President of Citizens, President and Chief Opcrating Officer,
ILEC Sector from January 2002 1o July 2002, Vice President and Chief Operating Officer, ILEC Sector trom
February 2000 to January 2002, and Vice President, ILEC Sector from December 1999 to February 2000.

JERRY ELLIOTT has been associated with Citizens since March 2002. He was elccted President in December
2005 and remains Acting Chief Financial Officer until a successor Chief Financial Officer joins the Company.
Previously, he was Executive Vice President and Chief Financial Officer from July 2004 to December 2005. He was
Senior Vice President and Chief Financial Officer from December 2002 to July 2004 and Vice President and Chief
Financial Officer from March 2002 to December 2002. Prior to joining Citizens, he was Managing Dircetor of
Morgan Stanley’s Media and Communications Investment Banking Group.
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HILARY E. GLASSMAN has been associated with Citizens since July 2005. Prior to joining Citizens, from
February 2003, she was associated with Sandler O’Neill & Partners, L.P., an investment bank with a specialized
financial institutions practice, first as Managing Director, Associate General Counsel and then as Managing Director,
Deputy General Counsel. From February 2000 through February 2003, Ms. Glassman was Vice President and
General Counsel of Newview Technologies, Inc. (formerly c-Steel Corporation), a privately-held software company.

PETER B. HAYES has been associated with Citizens since February 2005. He is currently Executive Vice
President, Sales, Marketing and Business Development. Previously, he was Senior Vice President, Sales, Marketing
and Business Development from February 2005 to December 2005. Prior to joining Citizens, he was associated with
Microsoft Corp. and served as Vice President, Public Sector, Europe, Middle East, Africa from 2003 to 2005 and
Vice President and General Manager, Microsoft U.S. Government from 1997 to 2003.

ROBERT J. LARSON has been associated with Citizens since July 2000, He was elected Senior Vice President
and Chief Accounting Officer of Citizens in December 2002, Previously, he was Vice President and Chief Accounting
Officer from July 2000 to December 2002. Prior fo joining Citizens, he was Vice President and Controller of
Century Communications Corp.

DANIEL J. McCARTHY has been associated with Citizens since December 1990. He is currently Executive
Vice President and Chief Operating Officer. Previously, he was Senior Vice President, Field Operations from
December 2004 to December 2005. He was Senior Vice President Broadband Operations from January 2004 to
December 2004, President and Chief Operating Officer of Electric Lightwave from January 2002 to December 2004,
President and Chief Operating Officer, Public Services Sector from November 2001 to January 2002, Vice President
and Chief Operating Officer, Public Services Sector from March 2001 to November 2001 and Vice President, Citizens
Arizona Energy from April 1998 to March 2001.

CECILIA X. McKENNEY has been associated with Citizens since February 2006. Prior to joining Citizens,
she was the Group Vice President, Headquarters Human Resources of The Pepsi Bottling Group (PBG) from 2004
10 2005. Previously at PBG, Ms. McKenney was the Vice President, Headquarters Human Resources from 2000 to
2004,
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PART 11

ITEMS5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

PRICE RANGE -OF COMMON STOCK

Our common stock is traded on the New York Stock Exchange under the symbol CZN. The following table
indicates the high and low prices per sharc during the periods indicated.

2005 2004
High Low High Low
FirstQuarter................................ $14.05 $12.25 $13.25 $11.37
SecondQuarter. ......... .. i $13.74 $i12.16 $13.54 $£12.06
Third QUarer . ... e $13.98 $13.05 $14.80 $12.04
FourthQuarter . ... .. ... . . .. $13.57 $12.08 $14.63 $13.11

As of January 31, 2006, the approximate number of security holders of record of our common stock was 26,226.
This information was obtained from our transfer agent.

DIVIDENDS

The amount and timing of dividends payable on cur common stock are within the sole discretion of our Board
of Directors. In 2004, we paid a special, non-recurring dividend of $2.00 per share of common stock, and instituted
aregularannual dividend of $1.00 per share of common stock to be paid quarterly. Cash dividends paid to shareholders
were approximately $338.4 million and $832.8 million in 2005 and 2004, respectively, There are no material
restrictions on our ability to pay dividends. The table below sets forth dividends paid during the periods indicated.

2005 2004
First Quarter................. F025 § —
Second Quarter. ..... .. ....... $025 § —
ThirdQuarter.............. .. $025 § 225
Fourth Quarter . ....... ..., .. $ 025 %025

RECENT SALES OF UNREGISTERED SECURITIES, USE OF PROCEEDS FROM REGISTERED
SECURITIES

None.
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ISSUER PURCHASES OF EQUITY SECURITIES

The following tables display issuer purchases of cquity securities for the years ended December 31, 2005 and

2004.

(¢) Total Number

of Shares (d) Maximum

(a) Total Purchased as Approximate Dollar
Number (b) Average Part of Publicly  Value of Shares that May
of Shares Price Paid Announced Plans  Yet Be Purchased Under
Period Purchased per Share or Programs the Plzns or Programs
January 1, 2005 to January 31, 2005
Share Repirchase Program . . ... e — 5 — — 5 —
Employee Transactions® ., ............. ... —  § - N/A N/A
February 1, 2005 to February 28, 2005
Share Repurchase Program®™ ............. — 5 — — $ —
Employee Transactions @ ... ... ......... — & — N/A N/A
March 1, 2005 to March 31, 2005
Share Repurchase Program ™ ........... ... - % - — § —
Employee Transactions @ ... ... .......... 128,045  $12.62 N/A N/A
Totals January 1, 2005 to March 31, 2005
Share Repurchase Program® .............. — ¥ — — b —
Employee Transactions @ ................, 128,049  § 12.62 N/A N/A
April 1, 2005 to April 30, 2005
Share Repurchase Program ™ ..., ... ... — 3 — — $ —
Employee Transactions ® ..., ............. - & — N/A N/A
May 1, 2005 to May 31, 2005
Share Repurchase Program® .. ... .. ... .. — & — — $ —
Employee Transactions® ... .............. — 5 — N/A N/A
June 1, 2005 to June 30, 2005
Share Repurchase Program " .. ... ... .. 1,400,000 $13.28 1,400,000 $ 231,400,000
Employee Transactions® ... ... ... ... - 5 — N/A N/A
Totals April 1, 2005 to June 30, 2005
Share Repurchase Program™ .. ... ... ...... 1,400,000 $13.28 1,400,000 $ 231,400,000
Employee Transactions @ ... ... ......... — 5 — N/A N/A
July 1, 2005 to July 31, 2005
Share Repurchase Program . .. ........... — 5§ — — $ 231,400,000
Employee Transactions @. .. ............... — & — N/A N/A
August 1, 2005 1o August 31, 2005
Share Repurchase Program ™ . .. ... ... ... 6,576,100  $13.68 6,576,100 $ 141,500,000
Employee Transactions®, .. ... ... ........ — 5 — N/A N/A
September 1, 2005 to September 30, 20035
Share Repurchase Program ™. ... .. ... .. 4,680,400 $13.56 4 680.400 $ 78,000,000
Employee Transactions @. .. ............ ... 629  513.51 N/A N/A
18
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(c) Total Number

of Shares (d) Maximum

(a) Total Purchased as Approximate Dollar

Number (b} Average Part of Publicly  Value of Shares that May

of Shares Price Paid Announced Plans  Yet Be Purchased Under

Period Purchased per Share or Programs the Plans or Programs

Totals July 1, 2005 to September 30, 2005
Share Repurchase Program . ... ... ....... 11,256,500  § 13.62 11,256,500 $ 78,000,000
Employee Transactions ... ............... 629  §$13.51 N/A N/A
Qctober 1, 2005 to October 31, 2005
Share Repurchase Program ™. ... ... ..... — 5 — — $ 78,000.000
Employee Transactions @, .. ............... — 5 — N/A N/A
November 1, 2005 to November 30, 2005
Share Repurchase Program ™. .. .. ... ... 375000 §13.06 375,000 $ 73,100,000
Employee Transactions @ .. ................ 12435 $12.17 N/A N/A
December 1, 2005 to December 31, 2005
Sharc Repurchase Program ™. ... ... ...... .. 5,743,656  $12.73 5,743,656 b} —
Employec Transactions ™. . ................ 1,155 $12.85 N/A NA
Totals October 1, 2005 to December 31, 2005
Share Repurchase Program ™, .. .. ... .. ... .. 6,118,656 $12.75 6,118,656 $ —
Employee Transactions @, ., ... ... ....... 13,550  §12.23 N/A N/A
Totals January 1, 2005 to December 31, 2005
Share Repurchase Program M. . ... .. ... ..., 18,775,156  §13.32 18,775,156 k) —
Employee Transactions @ .. ................ 142,268  $12.59 N/A N/A
January 1, 2004 to January 31, 2004
Sharc Repurchase Program ™. ... ... ... ... — 5 — — h) —
Employee Transactions @ . .. ........... .... —  $ — N/A N/A
February 1, 2004 to Fcbruary 28, 2004
Share Repurchase Program ™. ... ... ... ... — 5 — — 3 —
Employee Transactions @, . ... ... ...... - 35 — N/A N/A
March 1, 2004 to March 31, 2004
Share Repurchase Program @, ... ..., ... - 5 — — $ —
Employee Transactions . ... ... ... .. ..... 3,123 §12.64 N/A N/A
Totals January 1, 2004 to March 31, 2004
Sharc Repurchase Program @, . ... ... .. ... —  $ — — 3 —
Employee Transactions ™, ., ... ... ...... 3,123 $12.64 N/A N/A
April 1, 2004 to April 30, 2004
Share Repurchase Program ", . ............. — 5 — — 3 —
Employee Transactions @, ., ... ... ... — 5 — N/A N/A
May 1, 2004 1o May 31, 2004
Share Repurchase Program ™. . ..., ... ..., - 5§ — — $ —
Employee Transactions @, .. ............... —  § — N/A N/A
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(¢} Total Number
of Shares (d) Maximum .

(a) Total Purchased as Approximate Dollar

Number {b) Average Part of Publicty  Value of Shares that May

of Shares Price Paid Annotinced Plans  Yet Be Purchased Under

Period Purchased per Share or Programs the Plans or Programs

June 1, 2004 to June 30, 2004
Share Repurchase Program®. . .......... ... — & — — 8 —
Employee Transactions®. . ................ -  § - N/A N/A
Totals April 1, 2004 to June 30, 2004
Share Repurchase Program . . ... ... ..., .. — 3 — — b —
Employee Transactions . .. ............ ... - & — IN/A N/A
July 1,2004 to July 31, 2004
Share Repurchase Program ‘", .. ............ e — 5 —
Employee Transactions ®. . ... ............ — 8 — N/A N/A
August 1, 2004 to August 31, 2004
Share Repurchase Program . ... ...... .. —  § — — $ —
Employee Transactions ®. ., ............... 1,503,748 $ 1432 N/A N/A
September 1, 2004 to September 30, 2004
Share Repurchase Program . . ... ......... —  § — — $ —
Employee Transactions®.................. - 5 — N/A N/A
Totals July 1, 2004 to September 30, 2004
Share Repurchase Program . . ... ... ...... - 5 — — 5 —
Employee Transactions @, ................. 1,503,748  § 14.32 N/A N/A
October 1, 2004 to QOctober 31, 2004
Share Repurchase Program ™, . ... ......... : - & — — 3 —
Employee Transactions ®. .. ............... —  $ — N/a N/A
November 1, 2004 to November 30, 2004
Share Repurchase Program®............... - § — — 3 —
Employee Transactions ™. ................. - — N/A N/A
December 1, 2004 to December 31, 2004
Share Repurchase Program®™. .. ............ - & — — $ —
Employee Transactions®. .. ............... — 3 — N/A N/A
Totals Qctober 1, 2004 to December 31, 2004
Share Repurchase Program M, . ...... ... .... - 5 — — $ —
Employee Transactions ®_ ... ... ...... . ... - $ — N/A N/A
Totals January 1, 2004 to December 31, 2004
Share Repurchase Program ‘™. .............. — ¥ — — 3 —
Employee Transactions™.................. 1,506,871 $ 1432 N/A N/A

M On May 25, 2005, our Board of Directors authorized the Company to repurchase up to $250.0 million of the
Company’s common stock, either in the open market or through negotiated transactions. This share repurchase
program commenced on June 13, 2005 and was completed during December of 2005.
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Includes restricted shares withheld {under the terms of grants under employee stock compensation plans) to
offset minimum tax withholding obligations that occur upon the vesting of restricted shares. The Company’s
stock compensation plans provide that the value of shares withheld shall be the average of the high and low

price of the Company's common stock on the date the relevant transaction occurs.

ITEM 6. SELECTED FINANCIAL DATA

Year Ended December 31,

(5 In thousands, except per share amounts) 2005 2004 2003 1002 . 2001
Revenue ™ . . ... .. ... ... $2,162,479 $2,168422 $2,424,174 $2,647,671 $2,435489
Income (loss) from continuing operations

before extraordinary expense and

cumulative effect of changes in

accounting principle® . ......... ... § 200,168 § 66919 § 117,703 § (828,140) $ (68.434)
Net income (l0SS) ... .o vvvvvennnvnnn.. 3 0202375 8 72,150 3 187,852 % (682,397) § (89,682)
Basic income (loss) per share of common

stock from continuing operations before

extraordinary expense and cumulative

effect of changes in accounting

principle ®. . ... .. ... L 3 0.59 § 0.22 § 042 % (295) % {0.30)
Available for common shareholders per

basicshare....................... 5 060 % 024 § 067 § (2.43) % (0.38)
Available for common shareholders per

dilutedshare ................... .. 3 0.60 § 023 § 0.64 $ 243) % {0.38)
Cash dividends declared (and paid) per

commonshare.................... $ 1.00 $ 2.50 § — — 3 —

As of December 31,
2005 2004 2003 2002 2001
Totalassets . ........................ 56,412,109 $6,668,419 $7445545 $8,144502 $10,551,351
Long-termdebt...................... $3,999376 $4,266998 $4,195626 $4,957,338 § 5,534,867
Equityunits®. . ... .. ... ... ... b — 5 — § 460,000 $ 460,000 § 460,000
Company Obligated Mandatorily

Redeemable Convertible Preferred

Securities ™. . ... ... ... . ... L, 3 — — $ 201,250 § 201,250 $ 201,250
Shareholders’ equity. ................. $1,041,809 $1,362,240 $1415,183 $1,172,139 § 1,946,142

0}

@

[&)]

@

Represents revenue from continuing operations. Revenue from acquisitions contributed $569.8 million for
the year ended December 31, 2001. Revenue from gas operations sold was $137.7 million in 2003 and $218.8
million in 2001. Revenue from electric operations sold was $9.7 million, $67.4 miltion, $76.6 million and $94.3
million in 2004, 2003, 2002 and 2001, respectively. Total revenue associated with these operations is available
in Note 22, “Segment Information.”

Extraordinary expense represents an extraordinary after tax expense of $43.6 million related to the
discontinuance of the application of Statement of Financial Accounting Standards No. 7t to our local exchange
telephone operations in 2001. The cumulative effect of changes in accounting principles represents the $65.8
million after tax non-cash gain resulting from the adoption of Statement of Financial Accounting Standards
No. 143 in 2003, and the write-off of ELI’s goodwill of $39.8 million resulting from the adoption of Statement

.of Financial Accounting Standards No. 142 in 2002.

On August 17, 2004, we issued common stock to equity unit holders in settlement of the equity purchase
congract,

The consolidation of this item changed effective January 1, 2004 as a result of the adoption of FIN 46R,
“Consolidation of Variable Interest Entities” See Note 15 for a complete discussion.
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ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS .

FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K contains forward-looking statements that are subject to risks and uncertainties
that could cause actual results to differ materially {rom thosc expressed ot implied in the statements. Statemcents that
are not historical facts are forward-looking staternents made pursuant to the Safe Harbor Provisions of the Litigation
Reform Act of 1995, Words such as “believes,” “anticipates,” “expects” and similar expressions are intended to
identify forward-locking statements. Forward-looking statements (including oral representations) are only predictions
or statements of current plans, which we review continuously. Forward-looking statements may differ from actual
future results due to, but not limited to, and our future results may be materially affected by, any of the following
possibilities:

e Changes in the number of our revenue generating units, which consists of access lines plus high-speed
internet subscribers;

¢ The effects of competition from wireless, other wireline carriers {through voice over internet protocol
(VOIP) or otherwisc), high speed cable modems and cable telephony;

. The effects of general and local cconomic and employment conditions on our revenues;

¢ Our ability to effectively manage our operations, costs, capital spending, regulatory compliance and
service quality;

s Qur ability to successfully introduce new product offerings including our ability to offer bundled service
packages on terms that are both profitable to us and attractive to our customers;

s Qur ability 10 scll enhanced and data scrvices in order to offset ongoing declines in revenue from local
services, access services and subsidies;

. Qur ability to comply with Scction 404 of the Sarbancs-Oxley Act of 2002, which requires management
to assess its internal controt systems and disclose whether the internal controf systems are effective, and
the identification of any material weaknesses in our internal control over financial reporting;

»  Changes in accounting policies or practices adopted voluntarily or as required by generally accepted
accounting principles or regulators;

¢  The effects of changes in regulation in the communications industry as a result of federal and state
legisiation and regulation, including potential changes in access charges and subsidy payments, and
regulatory network upgrade and reliability requirements;

*  Qur ability to comply with federal and state regulation (including state rate of return limitations on our
earnings) and our ability to successfully renegotiate state regulatory plans as they expire or come up for
tenewal from time to time;

s OQurability to manage our operating expenses, capital expenditures, pay dividends and reduce or refinance
our debt;

s Adverse changes in the ratings given to our debt securities by nationally accredited ratings organizations,
which could limit or restrict the availability, and/or increase the cost of financing;

s The effects of greater than anticipaled competition requiring new pricing, marketing strategies or new
product offerings and the risk that we will not respond on a timely or profitable basis;

*  The effects of bankruptcies in the tclecommunications industry which could result in more price
competition and potential bad debts;

»  The effects of technological changes and competition on our capital expenditures and product and service
offerings, including the lack of assurance that our ongoing network improvements will be sufficient to
moeet or cxceed the capabilities and quality of competing networks;
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e  The effects of increased medical, retiree and pension expenses and related funding requirements;

. Changes in income tax rates, tax laws, regulations or rulings, and/or federal or state tax assessments;

e The effect of changes in the communications market, including significantly increased price and service
competition;

e  The effects of state regulatory cash management policies on our ability to transfer cash among our
subsidiaries and to the parent company;

s QOur ability to éuccessfully renegotiate expiring union contracts covering approximately 1,400 employees
that are scheduled to expire during 2006;

e Our ability to pay a $1.00 per common share dividend annually may be affected by our cash flow from
operations, amount of capital expenditures, debt service requirements, cash paid for income taxes (which
will increase in the future) and our liquidity:;

s The effects of any future liabilities or compliance costs in connection with worker health and safety
matters;

e  The effects of any unfavorable outcome with respect to any of our current or future legal, governmental,
or regulatory proceedings, audits or disputes; and

. The effects of more general factors, including changes in economic, business and industry conditions.

Any of the foregoing events, or other events, could cause financial information to vary from management’s
forward-looking statements included in this report. You should consider these important factors, as well as the risks
set forth under Item 1A, “Risk Factors™ above, in evaluating any statement in this Form 10-K or otherwise made by
us or on our behalf. The following information is unaudited and should be read in conjunction with the consolidated
financial statements and related notes included in this report. We have no obligation to update or revise these
forward-looking statements.

OVERVIEW

We are a communications company providing services to rural areas and small and medium-sized towns and
cities as an incumbent local exchange carrier, or ILEC. We offer our ILEC services under the “Frontier” name. In
addition, we provide competitive local exchange carrier, or CLEC, services to business customers and to other
communications carriers in certain metropolitan areas in the western United States through Electric Lightwave, LLC,
or ELL, our wholly-owned subsidiary. In February 2006, we entered into a definitive agreement to sell ELI and we
expect the sale to close in the third quarter of 2006.

Competition in the telecommunications industry is intense and increasing. We experience competition from
meany telecommunications service providers including cable operators, wireless carriers, voice over internet protocol
(VOIP) providers, long distance providers, competitive local exchange carriers, internet providers and other wireline
carriers. We believe that competition will continue to intensify in 2006 across all products and in al] of our markets.
Our Frontier business experienced erosion in access lines and switched access minutes in 2005 as a result of
competition. Competition in our markets may result in reduced revenues in 2006.

The communications industry is undergoing significant changes. The market is extremely coinpetitive, resulting
in lower prices. Demand and pricing for certain CLEC services have decreased substantially, particularly for long-
haul services. These trends are likely to continue and result in a challenging revenue environment. These factors
could also result in more bankruptcies in the sector and therefore affect our ability to collect money owed to us by
carriers,

Revenues from data and internet services such as high-speed internet continue to increase as a percentage of
our total revenues and revenues from services such as local line and access charges and subsidies are decreasing as
a percentage of our revenues. These factors, along with increasing operating costs, could cause our profitability and
our cash generated by operations to decrease.
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(a) LIQUIDITY AND CAPITAL RESQURCES

For the year ended December 31, 2005, we used cash flows from continuing operations, the proceeds from the
sale of non-strategic assets, stock option exercises and cash and cash equivalents to fund capital expenditures,
dividends, interest payments, debt repayments and stock repurchases. As of December 31, 2005, we had cash and
cash equivalents aggregating $265.8 million,

For the year ended December 31, 2005, our capital expenditures were $268.5 million, including $252.2 million
for the Frontier segment, $16.1 million for the ELI segment and 30.2 million of general capital expenditures. We
continue to closely scrutinize all of our capital projects, emphasize return on investment and focus our capital
expenditures on areas and services that have the greatest opportunitics with respect to revenue growth and cost
reduction. For example, we will allocate significant capital to services such as high-speed internet in areas that are
growing or demonstrate meaningful demand as well as the launch of new products such as wireless and VOIP
Services.

Increasing competition, offering new services such as wireless and VOIP, and improving the capabilities or
reducing the maintenance costs of our plant may cause our capital expenditures to increase in the future. For 2006,
we expect our capital expenditures to increase in order to build wireless data networks and expand the capabilities of
our data netwoerks.

As of December 31, 2003, we have avaiiable lines of credit with financial instifutions in the aggregate amount
of $250.0 million. Associated facility fees vary, depending on our debt leverage ratio, and are 0.375% per annum as
of December 31, 2005, The expiration date for the facility is October 29, 2009. During the term of the facility we
may borrow, repay and reborrow funds. The credit facility is available for general corporate purposes but may not
be used to fund dividend' payments. We have never borrowed any money under the facility.

Our ongoing annual dividends of $1.00 per share under our current policy utilize a significant portion of our
cash generated by operations and therefore limits our operating and financial flexibility. While we believe that the
amount of our dividends will allow for adequate amounts of cash flow for other purposes, any reduction in cash
generated by operations and any increases in capital expenditures, interest expense or cash taxes would reduce the
amount of cash generated in excess of dividends. Losses of access lines, increases in competition, lower subsidy and
access revenues and the other factors described above are expected to reduce our cash generated by operations and
may require us 1o increase capital expenditures. The downgrades in our credit ratings in July 2004 to below
investment grade may make it more difficult and expensive to refinance-our maturing debt. We have in recent years
paid relatively low amounts of cash taxes. We expect that over the next several years our cash taxes will mcrease
substantially. :

We believe our operating cash flows, existing cash balances, and credit facilities will be adequate to finance
our working capital requirements, fund capital expenditures, make required debt payments through 2007, pay taxes,
pay dividends to our sharcholders in accordance with our dividend policy, and support our short-term and long-term
operating strategies. We have approximately $227.8 million, $37.9 million and $701.1 million of debt maturing in
2006, 2007 and 2008, respectively.

Share Repurchase Programs

On May 25, 2005, our Board of Directors authorized us to repurchase up to $250.0 million of our common
stock. This share repurchase program commenced on June 13, 2005. As of December 31, 2005, we completed the
repurchase program and had repurchased a total of 18,775,156 common shares at an aggregate cost of $250.0 million.
In February 2006, our Board of Directors authorized us to repurchase up to $300.0 million of our common stock in
public or private transactions over the following twelve-month period. We may in the future purchase additional
shares of our common stock.

Issuance of Common Stock

On August 17, 2004 we issued 32,073,633 shares of common stock, including 3,591,000 treasury shares, to our
equity unit holders in settlement of the equity purchase contract component of the equity units. With respect to the
$460.0 million senior note component of the equity units, we repurchased $300.0 million principal amount of these
notes in July 2004. The remaining $160.0 million of the senior notes were repriced and a portion was remarketed on
August 12, 2004 as our 6.75% notes due August 17, 2006.
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Issuance of Debt Securities

On November 8, 2004, we issued an aggregate $700.0 million principal amount of 6.25% senior notes due
January 15, 2013 through a registered underwritten public offering. Proceeds from the sale were used to redeem our
outstanding $700.0 million of 8.50% Notes due 2006.

Debt Reduction and Debt Exchanges

For the year ended December 31, 2005, we retired an aggregate principal amount of $36.4 million of debt,
including $30.0 million of 5% Company Obligated Mandatorily Redeemable Convertible Preferred Securities due
2036 (EPPICS) that were converted into our common stock. During the second quarter of 2005, we entered into two
debt-for-debt exchanges of our debt securities. Asaresult, $50.0 million of our 7.625% notes due 2008 were exchanged
for approximately $52.2 million of our 9.00% notes due 2031. The 9.00% notes are callable on the same general terms
and conditions as the 7.625% notes exchanged. No cash was exchanged in these transactions, however a non-cash
pre-tax loss of approximately $3.2 million was recognized in accordance with EITF No. 96-19, “Debtor’s Accounting
for a Modification or Exchange of Debt Instruments,” which is included in other income (loss), net. In February
2006, our Board of Directors authorized us to repurchase up to $150.0 million of our outstanding debt securities over
the following twelve-month period. These repurchascs may require us to pay premiums, which would result in pre-
tax losses to be recorded in other income (loss), net.

For the year ended December 31, 2004, we retired an aggregate $1,362.0 million of debt (including $148.0
million of EPPICS conversions), representing approximately 28% of total debt outstanding at December 31, 2003.

During August and September 2004, we repurchased an additional $108.2 million of our 6.75% notes which, in
addition to the $300.0 million we purchased in July, resulted in a pre-tax charge of approximately $20.1 million
during the third quarter of 2004, but resulted in an annual reduction in interest expense of about $27.6 million per
year. See the discussion below concerning EPPICS conversions for further information regarding the issuance of
common stock.

We may from time to time repurchase our debt in the open market, through tender offers or privately negotiated
transactions. We may also exchange existing debt obligations for newly issued debt obligations.

Interest Rate Management

In order to manage our interest expense, we have entered into interest rate swap agreements. Under the terms
of the agreements, which qualify for hedge accounting, we make scmi-annual, floating rate interest payments based
on six month LIBOR and receive a fixed rate on the notional amount. The underlying variable rate on these swaps
is set in arrears.

The notional amounts of fixed-rate indebtedness hedged as of December 31, 2005 and December 31, 2004 were
$500.0 million and $300.0 million, respectively. Such contracts require us to pay variable rates of interest (average
pay rates of approximatcly 8.60% and 6.12% as of December 31, 2005 and 2004, respectively) and receive fixed rates
of interest (average receive rates of 8.46% and 8.44% as of December 31, 2005 and 2004, respectively). All swaps are
accounted for under SFAS No. 133 (as amended) as fair value hedges. For the years ended December 31, 2005 and
2004, the cash interest savings resulting from thesc interest rate swaps totaled approximately $2.5 million and $9.4
million, respectively.

During September 2005, we entered into a series of forward rate agreements that fixed the underlying variable
rate component of some of our swaps at the market rate as of the date of execution for certain future rate-setting
dates. At December 31, 2005, the rates obtained under these forward rate agreements were below market rates.
Changes in the fair value of these forward ratc agreements, which do not qualify for hedge accounting, are recorded
in other income (loss), net. Gains of $1.3 million and $0.6 million, respectively, were recorded during the third and
fourth quarters of 2005,
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Sale of Non-Strategic Investments

In February 2006, we entered into a definitive agreement to sell all of the outstanding membership interests in
ELI to Intcgra Telecom Holdings, Inc. (Integra) for $247.0 million, including $243.0 million in cash plus the
assumption of approximately $4.0 million in capital lease obligations, subject to customary adjustments under the
terms of the agreement. We anticipate the recognition of a pre-tax gain on the sale of ELI of approximately $130.0
million. The transaction is expected to close in the third quarter of 2006 and is subjcct to regulatory and other
customary approvals and conditions, as well as the funding of Integra’s fully committed financing. We expect that
for periods subsequent to December 31, 2005, ELI will be accounted for as a discontinued operation.

On February 1, 2005, we sold shares of Prudential Financial, Inc. for approximately $1.1 million in cash, and
we recognized a pre-tax gain of approximately $0.5 million that is included in other income (loss), net.

On March 15, 2003, we completed the sale of our conferencing business for approximately $43.6 million in
cash. The pre-tax gain on the sale of CCUSA was $14.1 million.

In June 2005, we sold for cash our interests in certain key man life insurance policies on the lives of Leonard
Tow, our former Chairman and Chief Executive Officer, and his wife, a former director. The cash surrender value of
the policies purchased by Dr. Tow totaled approximately $24.2 million, and we recognized a pre-tax gain of
approximately $457,000 that is included in other income (loss), net.

During 2005, we sold shares of Global Crossing Limited for approximately $1.1 million in cash, and we
recognized a pre-tax gain for the same amount that is included in other income (loss), net.

Ofi-Balance Sheet Arrangements

We do not maintain any off-balance sheet arrangements, transactions, obligations or other relationship with
unconsolidated entities that would be expected to have a material current or future effect upon our financial
slatements,

Future Commitments

A summary of our future contractual obligations and commercial commitments as of December 31, 2005 is as
follows:

Contractual Ohligations: Payment doe by period
(3 in thousands) Less than More than
Total ¥ vear 1-3 vears 3-5years S vears

Long-term debt obligations,

excluding interest (see Note 11} ... ... $4.201,730 §$227.693 $738,709 § 5393 £3,229935
ELI capital lease obligations (see Note 25) . ... 4,287 41 236 310 3,700
Opcrating leasc obligations (see Note 25} . . ... 92,088 19,062 24,445 19,307 29274
Purchasc obligations (see Note 25}, .. .. ... ... 76,384 30,619 29,354 11,296 5,115
Other long-term liabilities . . ........ ... .. 33,785 — — — 33,785

Total. . ... ... $ 4,408,274 8277415 $792,744 $36,306 § 3,301,809

v Includes interest rate swaps ($(8.7) million).

@ Consists of our Equity Providing Preferred Income Convertible Securities (EPPICS) reflected on our balance
sheet,

At December 31, 2003, we have outstanding performance letters of credit totaling $22.4 million.
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Management Succession and Strategic Alternatives Expenses

On July 11, 2004, our Board of Directors announced that it completed its review of our financial and strategic
alternatives. In 2004, we expensed $90.6 million of costs related to management succession and our exploration of
financial and strategic alternatives. Included are $36.6 million of non-cash expenses for the acceleration of stock
benefits, cash expenses of $19.2 million for advisory fees, $19.3 million for severance and retention arrangements and
$15.5 million primarily for tax reimbursements.

EPPICS

1n 1996, our consolidated wholly-owned subsidiary, Citizens Utilities Trust (the Trust), issued, inan underwritten
public offering, 4,025,000 shares of 5% Company Obligated Mandatorily Redeemable Convertible Preferred
Securities due 2036 (Trust Convertible Preferred Securities or EPPICS), representing preferred undivided interests
in the assets of the Trust, with a liquidation preference of $50 per security (for a total liquidation amount of $201.3
million). These securities have an adjusted conversion price of $11.46 per Citizens common share. The conversion
price was reduced from $13.30 to $11.46 during the third quarter of 2004 as a result of our $2.00 per share special,
non-recurring dividend paid on our common stock. The proceeds from the issnance of the Trust Convertible Preferred
Securities and a Company capital contribution were used to purchase $207.5 million aggregate liquidation amount of
5% Partnership Convertible Preferred Securities due 2036 from another wholly owned consolidated subsidiary,
Citizens Utilities Capital L.P. (the Partnership). The proceeds from the issuance of the Partnership Convertible
Preferred Securities and a Company capital contribution were used to purchase from us $211.8 million aggregate
principal amount of 5% Convertible Subordinated Debentures duc 2036. The sole assets of the Trust are the
Partnership Convertible Preferred Securities, and our Convertible Subordinated Debentures are substantially all the
assets of the Partnership. Our obligations under the agreements related to the issuances of such securities, taken
together, constitute a full and unconditional guarantee by us of the Trust’s obligations relating to the Trust Convertible
Preferred Securities and the Partnership’s obligations relating to the Partnership Convertible Preferred Securities.

In accordance with the terms of the issuances, we paid the annual 5% intercst in quarterly installments on the
Convertible Subordinated Debentures in 2005, 2004 and 2003. Only cash was paid (net of investment returns) to the
Partnership in payment of the interest on the Convertible Subordinated Debentures. The cash was then distributed
by the Partnership to the Trust and then by the Trust to the holders of the EPPICS.

As of December 31, 2005, EPPICS represcnting a total principal amount of $178.0 million had been converted
into 14,237,807 shares of our common stock, and a total of $23.3 million remains outstanding to third parties. Our
long-term debt footnote indicates $33.8 miilion of EPPICS outstanding at December 31, 2005 of which $10.5 million is
intercompany debt. Our accounting treatment of the EPPICS debt is in accordance with FIN 46R (see Notes 2 and
15). :

We adopted the provisions of FASB Interpretation No. 46R (revised December 2003) (FIN 46R), “Consolidation-
of Variable Interest Entities,” effective January 1, 2004. Accordingly, the Trust holding the EPPICS and the related
Citizens Utilities Capital L.P. are deconsolidated.

Covenants

The terms and conditions contained in our indentures and credit facility agreement include the timely payment
of principal and interest when due, the maintenance of our corporate existence, keeping proper books and records in
accordance with GAAP, restrictions on the allowance of liens on our assets and the provision of guarantees of debt
by our subsidiaries, and restrictions on asset sales and transfers, mergers and other changes in corporate control. We
currently have no restrictions on the payment of dividends either by contract, rule or regulation.

Our $200.0 million term loan facility with the Rural Telephone Finance Cooperative (RTFC) contains a
maximum leverage ratio covenant. Under the leverage ratio covenant, we are required to maintain a ratio of (i) total
indebtedness minus cash and cash equivalents in excess of $50.0 million to (ii) consolidated adjusted EBITDA (as
defined in the agreements) over the last four quarters of no greater than 4.00 to 1.

Our $250.0 million credit facility contains a maximum leverage ratio covenani. Under the leverage ratio
covenant, we are requircd to maintain a ratio of (i) total indebtedness minus cash and cash equivalents in excess of
$50.0 million to (ii) consolidated adjusted EBITDA (as defined in the agreement) over the last four quarters of no
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greater than 4.50 to 1. Although the credit facility is unsecured, it will be equally and ratably secured by certain liens
and equally and ratably guarantecd by certain of our subsidiaries if we issue debt that is securcd or guaranteed. We
are in compliance with all of our debt and credit facility covenants.

Divestitures

On August 24, 1999, our Board of Directors approved a plan of divestiture for our public utilities services
businesses, which included gas, clectric and watcer and wastewater businesses. We have sold all of these properties.
All of the agreements relating to the sales provide that we will indemnify the buyer against certain liabilities (typically
liabilities relating to events that occurred prior to sale), including environmental liabilities, for claims made by
specified dates and that exceed threshold amounts specified in each agreement.

In February 2006, we entered into a definitive agrecment to sell EL1. We anticipate the recognition of a pre-tax
gain on the sale of ELI of approximately $130.0 million. ELI had revenues of 3159.2 million and operating income
of $18.3 million for the year ended December 31, 2005. At December 31, 2005, ELD’s net assets totaled $123.
million.

Discontinued Operations

On March 15, 2005, we completed the sale of Conference Call USA, LLC (CCUSA) for $43.6 million in cash,
subject to adjustments under the terms of the agreement. The pre-tax gain on the sale of CCUSA was $14.1 million.
Our after-tax gain was §1.2 million. The book income taxes recorded upon sale are primarily attributable to a low
tax basis in the assets sold.

Rural Telephone Bank

In August 2005, the Board of Directors of the Rural Telephone Bank (RTB) voted to dissolve the bank. In
November 2005, the Administration approved the appropriate provisions in the 2006 federal budget necessary for
dissolution of the RTB. We expect to receive during the second quarter of 2006 approximately $64.6 million in cash
from the dissolution of the RTB, which would result in a pre-tax gain of approximately $62.0 million when we receive
the cash.

Critical Accounting Policies and Estimates

We review all significant estimates affecting our consolidated financial statements on a recurring basis and
record the effect of any necessary adjustment prior to their publication. Uncertainties with respect to such estimates
and assumptions arc inherent in the preparation of financial statcments; accordingly, it is possible that actual results
could differ from those estimates and changes to estimates could occur in the near term. The preparation of our
financial statements requircs management to make estimates and assumptions that affect the reported amounts of
assets and liabilitics and disclosure of the contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue and expenses during the reporting period. Estimates and judgments are used when
accounting for allowance for doubtful accounts, impairment of long-lived assets, intangible assets, depreciation and
amortization, employee bencfit plans, income taxes, contingencies, and pension and postretirement benefits expenses
among others.

Telecommunications Bankruptcies

Our estimate of anticipated losses related to teleccommunications bankrupicies is a “critical accounting
estimate.” We have significant on-going normal course business relationships with many telecom providers, some of
which have filed for bankruptey. We generally reserve approximately 95% of the net outstanding pre-bankruptey
balances owed to us and believe that our estimatc of the net realizable value of the amounts owed to us by bankrupt
entities is appropriate. In 2005 and 2004, we had no “critical cstimates” related to telecommunications
bankruptcies.

Asset Impairment

In 2005 and 2004, wc had no “critical estimates” related to asset impairments.
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Depreciation and Amortization

The calculation of depreciation and amortization cxpense is based on the estimated cconomic useful iivc§ of the
underlying property, plant and equipment and identifiable intangible assets. An independent study of the estimated
useful lives of our plant assets was completed in 2005. We adopted the Jives proposed in that study effective October

1, 2005.

Intangibles

Our indefinite Jived intangibles consist of goodwill and trade name, which resulted from the purchase of [LEC
properties. We test for impairment of these assets annuaily, or more frequently, as circumstances warrant. All of our
ILEC properties share similar economic characteristics and as a result, our reporting unit is the ILEC segment. In
determining fair value of goodwill during 2005 we compared the net book value of the ILEC assets to trading values
of our publicly traded common stock. Additionally, we utilized a range of prices to gauge sensitivity. Our test
determined that fair value exceeded book value of goodwill. An independent third party appraiser analyzed trade
name.

Pension and Other Postretirement Benefits

Our estimates of pension expense, other post retirement benefits including retiree medical benefits and related
liabilities are “critical accounting estimates.” We sponsor a noncontributory defincd benefit pension plan covering
a significant number of our employees and other post retirement benefit plans that provide medical, demtal, life
insurance benefits and other benefits for covered retired employces and their beneficiaries and covered dependents.
The accounting results for pension and post retirement benefit costs and obligations are dependent upon various
actuarial assumptions applied in the determination of such amounts. These actuarial assumptions include the
following: discount rates, cxpected long-term ratc of return on plan asscts, future compensation increases, employee
turnover, healthcare cost trend rates, expected retirement age, optional form of benefit and mortality. We review
these assumptions for changes annually with its outside actuaries. We consider our discount rate and expected tong-
term rate of return on plan assets to be our most critical assumptions.

The discount rate is used to value, on a present basis, our pension and post retirement benefit obligation as of
the balance sheet datc. The same rate is also used in the interest cost component of the pension and post retirement
benefit cost determination for the following year. The measurement date used in the selection of our discount rate is
the balance shect date. Our discount rate assumption is determined annually with assistance from our actuaries
based on the duration of our pension and postretirement benefit liabilities, the pattern of expected future benefit
payments and the prevailing rates available on long-term, high quality corporate bonds that approximate the benefit
obligation. In making this determination we consider, among other things, the yields on the Citigroup Pension
Discount Curve and Bloomberg Finance. This rate can change from year-to-year based on market conditions that
impact corporate bond yields. Our discount rate declined from 6.00% at year-end 2004 to 5.625% at year-end
2005.

The expected long-term rate of return on plan assets is applied in the determination of periodic pension and
post retirement benefit cost as a reduction in the computation of the expense. In developing the expected long-term
rate of return assumption, we considered published surveys of expecied market returns, 10 and 20 year actual returns
of various major indices, and our own historical 5-year and 10-year investment returns. The expected long-term rate
of return on plan assets is based on an asset allocation assumption of 30% to 45% in fixed income sccurities, 45% to
55% in equity securities and 5% to 15% in alternative investments. We review our asset allocation at least annually
and make changes when considered appropriate. In 2005, we did not change our expected long-term rate of return
from the 8.25% used in 2004. Our pension plan assets arc valued at actual market value as of the measurement
date.

Accounting standards require that we record an additional minimum pension liability when the plan’s
“accumulated benefit obligation” cxceeds the fair market value of plan assets at the pension plan measurement
(balance sheet) date. In the fourth quarter of 2004, mainly due to a decrease in the year-end discount rate, we
recorded an additional minimum pension liability in the amount of $17.4 million with a correspending charge to
shareholders’ equity of $10.7 million, net of taxes of $6.7 million. In the fourth quarter of 2005, primarity due to
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another decre-ase in the year-end discount rate, we recorded an additional minimum pension liability in the amount
of $36.4 million with a corresponding charge to shareholders™ equity of $22.5 million, net of taxes of $13.9 million.
These adjustments did not impact our net income or cash flows.

Actual results that differ from our assumptions are added or subtracted to our balance of unrecognized actuarial
gains and losses. For example, if the year-end discount rate used to value the plan’s projected benefit obligation
decreases from the prior year-end then the plan’s actuarial loss will increase. If the discount rate increases from the
prior year-end then the plan’s actuarial loss will decrease. Similarly, the difference generated from the plan’s actual
asset performance as compared to expected performance would be included in the balance of unrecognized gains and
losses.

The impact of the balance of accumulated actuarial gains and losses are recognized in the computation of
pension cost only to the extent this balance exceeds 10% of the greater of the plan’s projected benefit obligation or
market value of plan assets, If this occurs, that portion of gain or loss that is in excess of 10% is amortized over the
estimated future service period of plan participants as a component of pension cost. The level of amortization is
affected each year by the change in actuarial gains and losses and could potentially be eliminated if the gain/loss
activity reduces the net accumulated gain/loss balance to a level below the 10% threshold.

We expect that our pension and other postretirement benefit expenses for 2006 will be $15.0 million to $18.0
million (they were $19.0 million in 2005) and that no contribution will be required to be made by us to the pension
plan in 2006. No contribution was made to our pension plan during 2005,

Income Taxes

Our effective tax rate is below statutory rate levels as a result of the completion of audits with federal and state
taxing authorities and changes in the structure of certain of our subsidiaries.

Management has discussed the development and selection of these critical accounting estimates with the Audit
Committee of our Board of Directors and our Audit Committee-has reviewed our disclosures relating to them.

New Accounting Pronguncement

Accounting for Asset Retirement Obligations

In June 2001, the FASB issued SFAS No. [43, “Accounting for Asset Retirement Obligations.” SFAS No. 143
applies to fiscal years beginning after June 15, 2002, and addresses financial accounting and reporting obligations
associated with the retirement of tangible iong-lived assets and the associated asset retirement costs. We adopted
SFAS No. 143 effective January 1, 2003. The standard appties to legal obligations associated with the retirement of
long-lived assets that result from acquisition, construction, development or normal use of the assets and requires that
a legal liability for an asset retirement obligation be recognized when-incurred, recorded at fair value and classified
as a liability in the balance sheet. When the liability is initially recorded, the entity will capitalize the cost and
increase the carrying value of the related long-lived asset. The liability is then accreted to its present value each
period and the capitalized cost is depreciated over the estimated useful life of the related assct. At the settlement
date, we wil] settle the obligation for our recorded amount or recognize a gain or 10ss upon settlement.

Depreciation expense for our wireline operations had historically included an additional provision for cost of
removal. Effective with the adoption of SFAS No. 143, on January 1, 2003, the Company ceased recognition of the
cost of removal provision in depreciation expense and eliminated the cumulative cost of removai included in
accumulated depreciation, as the Company has no legal obligation to remove certain long-lived assets. The cumulative
effect of retroactively applying these changes to periods prior to January 1, 2003, resulted in an after tax non-cash
gain of approximately $65.8 million recognized in 2003,

Stock-Based Compensation

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition
and Disclosure, an amendment of FASB.Statement No. 123, “Accounting for Stock-Based Compensation.” SFAS No.
148 provides alternative methods of transition for a voluntary change to the fair value based method of accounting
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for stock-bascd compensation and amends the disclosure requirements of SFAS No. 123 to require prominent
disclosurcs in both annual and interim financial statements, This statement is effective for fiscal years ending after
December 15, 2002. We have adopted the expanded disclosure requiréments of SFAS No. 148.

In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Share-Based Payment,” (SFAS No. 123R).
SFAS No. 123R requircs that stock-based employec compensation be recorded as a charge to carnings. In April 2005,
the Securities and Exchange Commission required adoption of SFAS No. 123R for annual periods beginning after June
15, 2005. Accordingly, we will adopt SFAS 123R commencing January 1, 2006 and cxpect to recognize approximately
$2.8 million of cxpense related to the non-vested portion of previously granted stock options for the year ended December
31, 2006,

Variable Interest Entities

fn December 2003, the FASB issucd FASB Interpretation No. 46 (revised Deccember 2003) (FIN 46R),
“Consolidation of Variable Inicrest Entities,” which addresses how a business enterprise should evaluate whether it
has a controlling financial intcrest in an entity through means other than voting rights and accordingly should
consolidate the entity. FIN 46R replaces FASB Interpretation No. 46, “Consolidation of Variable Interest Entities,”
which was issued in January 2003. We arc required to apply FIN 46R to variable interests in variable intercst
entitics, or VIEs, created after December 31, 2003, For any VIEs that must be consolidated under FIN 46R that were
created before January |, 2004, the asscts, liabilities and noncontrolling interests of the VIE initially would be
measured at their carrying amounts with any difference between the net amount added to the balance sheer and any
previously recognized intercst being recognized as the cumulative cffect of an accounting change. If determining
the carrying amounts is not practicable, fair value at the date FIN 46R first applies may be used to measure the asscts,
liabilities and noncontroliing interest of the VIE. We reviewed all of our investments and determined that the Trust
Convertible Preferred Securitics (EPPICS), issued by our consolidated wholly-owned subsidiary, Citizens Utilities
Trust and the relatcd Citizens Uiilities Capital L.P.,, were our only VIEs, Except as described in Note 15, the adoption
of FIN 46R on January 1, 2004 did not have a matcrial impact on our financial position or results of operations.

Investments

In March 2004, the FASB issued EITF Issuc No. 03-1, “The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments” (EITF 03-1) which provides new guidance for assessing impairment
losscs on debt and cquity investments. Additionally, EITF 03-1 includes new disclosure requirements for investments
that are decmed not to be temporarily impaired. In September 2004, the FASB delayed the accounting provisions of
EITF 03-1; however, the disclosure requirements remain effective and were adopted for our year ended December 31,
2004. Although we have no material investments at the present time, we will evaluate the effect, if any, of EITF 03-1
when final guidance is relcascd.

Exchanges of Productive Assets

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets.” an amendiment of APB
Opinion No. 29. SFAS No. 153 addresscs the measurement of exchanges of certain non-monetary assets (except for
certain exchanges of producis or property held for sale in the ordinary course of business). The Statement requires that
non-monetary exchanges be accounted for at the fair value of the assets exchanged, with gains or losses being recognized,
if the fair valuc is determinable within reasonable limits and the transaction has commercial substance. SFAS No. 153
is effective for nonmonetary exchanges occurring in fiscal periods beginning after Junc 15, 2005. We do not expect
the adoption of the new standard to have a material impact on our financial position, results of operations and cash
flows.

Accounting for Conditiona) Asset Retirement Obligations

In March 2005, the FASB issued FIN 47, “Accounting for Conditional Asset Retirement Obligations,” an
interpretation of FASB No. 143, FIN 47 clarifies that the term conditional asset retirement obligation as used In
FASB No. 143 refers to a legal obligation to perform an asset retirement activity in which the timing or method of
settlement are conditional on a future event that may or may not be within the control of the entity. FIN 47 also
clarifics when an entity would have sufficient information to reasonably cstimate the fair value of an asset retirement
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obligation. Although a liability exists for the removal of poles and asbestos, sufficient information is not avaiiable
currently to cstimate our liability, as the range of time over which we may settle theses obligations is unknown or
cannot be reasonably estimated. The adoption of FIN 47 during the fourth quarter of 2005 had no impact on our
financial position or results of operations.

Accounting Changes and Error Coerrections

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections,” a replacement of
APB Opinion No. 20 and FASB Statcment No. 3. SFAS No. 154 changes the accounting for, and reporting of, a change
in accounting principle. SFAS No. 154 requires retrospective application to prior period’s financial statements of
voluntary changes in accounting principle, and changes required by new accounting standards when the standard does
not include specific transition provisions, unless it is impracticable to do so. SFAS No. 154 is effective for accounting
changes and corrcctions of crrors made in fiscal years beginning after December 15, 2005.

Partnerships

In June 2005, the FASB issued EITF No. 04-5, “Dectermining Whether a General Partner, or the General
Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain
Rights,” which provides new guidance on how general partners in a limited partnership should detcrmine whether
they control a limited partnership. EITF No. 04-5 is effective for fiscal periods beginning after December [5, 2005.
The Company does not expect the adoption of EITF No. 04-5 to have a material impact on our financial position, results
of operations or cash flows.

{b) RESULTS OF OPERATIONS

REVENUE

Frontier revenue is generated primarily through the provision of local, network access, long distance and data
services. Such services are provided under either a monthly recurring fee or based on usage at agreed upon rates.and
are not dependent upon significant judgments by management, with the exception of a determination of a provision
for uncollectible amounts.

CLEC revenue is generated through local, long distance, data and long-haul services. These scrvices are
primarily provided under a monthly recurring fee or based on usage at agreed upon rates and are not dependent-upon
significant judgments by management with the exception of the determination of a provision for uncollectible
amounts and realizability of reciprocal compensation. CLEC usage based revenue includes amounts determined
under reciprocal compensationagreements. While this revenue is governed by specific contracts with the counterparty,
management defers recognition of disputed portions of such revenue unti realizability is assured. Revenue earned
from long-haul contracts is recognized over the term of the related agreement.

Consolidated revenue decreased $5.9 million in 2005, The decrease in 2005 s primarily due to a $9.7 million
decrease resulting from the sale in 2004 of our electric utility property, partially offset by an increase of $3.8 million
in ILEC and ELI revenue.

Consolidated revenue decreased $255.8 million, or 11% in 2004, The decrease in 2004 was primarily due to
$228.9 million of decreased gas and clectric revenue primarily due to the disposition of our Arizona gas and clectric
operations, The Gas Company in Hawaii and our Vermont electric division and $26.9 million of decreased
telecommunications revenue,

Consolidated revenue decreased $223.5 million, or 8% in 2003. The decrease in 2003 was primarily due to
$192.7 million of decreased gas and electric revenue primarily due to the disposition of our Arizona gas and electric
operations and The Gas Company in Hawaii division and $30.8 million of decreased telecommunications revenue.

On March 15, 2005, we completed the sale of our conferencing service business. As a result of the sale, we
have-classified the results of operations as discontinued operations in our consolidated statement of operations and
restated prior periods.

32




CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

On April 1, 2003, we sold approximately 11,000 telephone access lincs in North Dakota. The revenues related
to these access lines totaled $1.9 million for the year ended December 31, 2003.

Change in the number of our access lines is important to our revenue and profitability. We have lost access
lines primarily because of competition, changing consumer behavior, economic conditions, changing technology,
and by some customers disconnecting second lines when they add high-speed internet or cable modem service. We
lost approximately 102,000 access lines during 2005 but added approximately 99,000 high-speed internet subscribers
during this same period. The loss of lines during 2005 was primarily among residential customers. The non-
residential linc losses were principally in Rochester, New York, while the residential losses were throughout our
markets. We cxpect to continue to lose access lines but to increase high-speed internet subscribers during 2006. A
continued loss of access lines, combined with increased competition and the other factors discussed in MD&A, may
cause our revenues, profitability and cash flows to decrease in 2006,

Telecommunications Revenue

2005 2004 2003
(% in thousands) Amount $ Change % Change Amount $ Change % Change Amount

Access services. ..., ... ... $ 623918 $(10,278) -2% $ 034,196 $(32,846) -5% $ 667,042
Local services............ 829,801 (21,376) -3 % 851,177  (7.825) -1 % 859,002
Long distance services. . . .. 169,496 (14,127) -8% 183,623 (15,759) -8% 199,382
Data and internet services . . 175,026 36,795 27% 138,231 30,779 29% 107,452
Directory services. ... .. ... 113,092 2,469 2% 110,623 3,689 3% 106,934
Other................... . 91,985 7,178 8% 84,807 4,448 6% 80,359

ILECrevenue ......... 2,003,318 661 0% 2,002,657 (17.514) -1% 2,020,171
ELL .................... 159,161 3,131 2% 156,030 (9.359) 0% 165,389

$2,162479 § 3792 0%  $2,158687 $(26873) -1%  $2,185.560

Access Services

Access scrvices revenue for the year ended December 31, 2005 decreased $10.3 million or 2%, as compared
with the prior year. Switched access revenuc decreased $9.5 million, as compared with the prior year period, primarily
due to a decline in minutes of use. Access service revenue includes subsidy payments we receive from federal and
state agencies. Subsidy revenue decreased $15.9 million primarily duc to decreased Universal Service Fund (USF)
support of $19.2 million because of increases in the national average cost per loop (NACPL) and a decrease of $2.0
million related to changes in measured factors, partially offset by an increase of $6.4 million in USF surcharge rates,
Special access revenuc increased $15.1 million primarily due to growth in high-capacity circuits.

Access services revenue for the year ended December 31, 2004 decrcased $32.8 million or 5%, as compared
with the prior year. Switched access revenue decreased 319.6 million primarily due to $8,3 million attributable to a
decline in minutes of use, the $7.4 million effect of federally mandated access rate reductions and $2.7 million
associated with statc intrastate access rate reductions. Subsidies revenue decreased $12.8 million primarily due to
an $8.3 million decline in federal USF support because of increases in the NACPL, including a $3.5 million accrual
recorded during the third quarter of 2004 for mistakes made during 2002 and 2003 by the agency that calculates
subsidy payments and true-ups related to 2002. The decreases were partially offset by an increasc in USF surcharge
revenue of $2.1 million resulting from a rate increase.

Increases in the number of competitive communications companies (including wircless companics) receiving
federal subsidies may lead to further increases in the NACPL, thereby resulting in further decreases in our subsidy
revenue in the future. The FCC and state regulators are currently considering a number of proposals for changing
the manner in which eligibility for federal subsidies is determined as well as the amounts of such subsidies. The FCC
is also reviewing the mechanism by which subsidies arc funded. We cannot predict when or how these matters will
be decided nor the effect on our subsidy revenues. Future reductions in our subsidy and access revenues are not
expected to be accompanied by proportional decreases in our costs, so any further reductions in thosc revenues will
directly affect our profitability and cash flow.
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Local Services

Local services revenue for the year ended December 31, 2005 decreased $21.4 million or 3% as comparcd with
the prior year. This decline is comprised of $18.8 million related to the continued loss of access lines and $4.0 million
related to a reserve associated with state rate of return limitations on earnings. Enhanced services revenue increased
$5.9 million, as compared with the prior year, primarily due to salcs of additional product packages. Economic
conditions or increasing competition could make it more difficult to sell our packages and bundles and cause us to lower
our prices for those products and services, which would adversely affect our revenues and profitability and cash flow,

Local services revenue for the year ended December 31, 2004 decreased $7.8 million or 1% as compared with
the prior year. Local revenue decreased $17.9 million primarily due to §4.7 million related to continued losses of
access lines, $2.2 million as a result of refunds to customers because of state earnings limitations, the termination of
an operator services contract of $3.4 million, $3.5 million in decreased local imeasured service revenue and a decline
of $2.0 million in certain business services revenue. Enhanced services revenue increased $10.! million, primarily
due to sales of additional product packages.

Long Distance Services

Long distance services revenue for the year ended December 31, 2005 decreased S14.1 million or 8%, as
compared with the prior year primarily due to a decline in the average rates we bili for long distance services. Our
long distance minutes of use increased slightly during 2005, Our long distance revenues may continue to decrease
in the future due to lower rates and/or minutes of use. Competing services such as wireless, VOIP, and cable
telephony are resulting in a loss of customers, minutes of use and further declines in the rates we charge our customers.
We expect these factors will continue to adversely affect our long distance revenues during 2006.

Long distance services revenue for the year ended December 31, 2004 decreased $15.8 millien or 8%, as
compared with the prior year primarily duc to a decline in the average rate per minute. Our long distance minutes of
use increased during 2004,

Data and Internet Services

Data and internet services revenue for the years ended December 31, 2005 and 2004 increased $36.8 million,
or 27%. and $30.8 million, or 29%, respectively, as compared with the prior year primarily due to growth in data and
high-speed internet services.

Directory Services

Directory revenuc for the years ended December 31, 2005 and 2004 increased $2.5 million, or 2%, and $3.7
million, or 3%, respectively, as compared with the prior year due to growth in yellow pages advertising.

Other

Other revenue for the year ended December 31, 2005 increased $7.2 million, or 8%, compared with the prior
year primarily due to a $4.8 million decrease in bad debt expense and sales of television service.

Other revenue for the year ended December 31, 2004 increased $4.4 million or 6%, as compared with the prior
year primarily due to a $4.1 million carrier dispute seitlement, a decline in bad debt expense of $3.2 million and an
increase in service activation revenue of $2.5 million, partially offset by decreases of $3.6 million in salcs of customer
premise equipment (CPE) and $1.5 million in call center services revenue.

ELI

ELI revenue for the year ended December 31, 2005 increased $3.1 million, or 2%, primarily duc to increased
demand and growth in local and data services. For the year ended December 31, 2004, ELI revenue decreascd $9.4
million, or 6%, primarily due to lower demand and prices for long-haul services and lower reciprocal compensation
revenues.

34




CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

GAS AND ELECTRIC REVENUE

2005 2004 2003
(% in thousands) Amount $Change % Change Amount $ Change % Change Amount
GasTevenue. . .o .vv v ovnnnn. 5 — 8§ — 0% 8§ -— $(137,686) -100%  S$137.686
Electric revenue ............. § — (9,935 -100% $9.735 § (91.193) -90% $ 100,928

Gas revenue

We did not have any gas operations in the years ended December 31, 2005 and 2004,

Electric revenue

Electric revenuc for the year ended December 31, 2005 deercased $9.7 million as compared with the prior year
due to the sale of our Vermont electric division on April 1, 2004. Electric revenue for the year ended December 31,
2004 decreased $91.2 million, or 90%, as compared with the prior year. We have sold all of our electric operations
and as a result will have no operating results in future periods for these businesses.

COST OF SERVICES
2005 2004 2003
(8 in thousands) Amount $ Change % Change Amount $ Change % Change Amount
Network access........... $195491 § 2,076 1%  $193,415 § (26.006) -12%  $219.42]
Gas purchased. .. ......... — — 0% — (82.311) -100% 82,311
Electric energy and fue! oil
purchased ............ — {5.523) -100% 5,523 (58.308) -91% 63,831

5195491 §(3.447) 2% 5198938 §£{166.625) -46%  §365,563

Network access

Network access expenses for the year ended December 31, 2005 increased $2.1 million, or 1%, as compared
with the prior year primarily due to increased costs in circuit expense due to more data traffic associated with
increased high-speed internet customers and greater long distance minutes of use in the Frontier sector, and higher
costs at ELI duc to increased demand. As we continue to increase our sales of data products such as high-speed
internet and expand the availability of our unlimited long distance calling plans, our network access expense is likely
to increase.

Network access expenscs for the year ended December 31, 2004 decreased $26.0 miltion, or 12%, as compared
with the prior year primarily due to decreased costs in long distance aceess expense related to rate changes partially
offset by increased circuit expense associated with additional high-speced internet customers. ELI costs declined due
to a drop in demand coupled with improved network cost efficiencies.

Gas purchased

We did not have any gas operations in the years ended December 31, 2005 and 2004,

Electric energy and fuel oil purchased

Electric energy and fuel oil purchased for the year ended December 31, 2005 decreased $5.5 million as compared
with the prior year due to the sale of our Vermont elcctric division on April 1, 2004. Electric energy and fuel oil
purchased for the year ended December 31, 2004 decreased $58.3 million, or 91%, as compared with the prior year. We
have sold all of our elcctric operations and as a result will have no operating results in future periods for these
busingsses.
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OTHER OPERATING EXPENSES

2005 2004 2003
(% in thousands) Amount $ Chapge % Change  Amount $Change % Change  Amount
Operating expenses ......... $607,581 $(15436) 2%  $623,017 $(61,952) 9%  $684,960
Taxes other than income.
BAXES. ..o 93,115 (771} -1% 93,886 (2,870) -3% 96,756
Sales and marketing .. ... ... 117,484 2,448 2% 115,036 2,653 2% 112,383
$818.180 $(13,759) 2% $831,939  §(62,169) -T% $8945108

Operating Expenses

Operating expenses for the year ended December 31, 2005 decreased $15.4 million, or 2%, as compared with
the prior year primarily due to lower billing expenses as a result of the conversion of one of our billing systems in
2004 partially offset by rate increases for federal USF mandated contributions and annual fees to regulatory agencies.
We routinely review our operations, personnel and facilities to achieve greater efficiencies. These reviews may
result in reductions in personnel and an increase in severance costs. As a result of early retirement being offered to
certain of our employees during the first quarter of 2006 we expect to recognize $3.5 million to $4.0 miilion of
severance costs in the first quarter of 2006.

Operating expenses for the year ended December 31, 2004 decreased $62.0 million, or 9%, as compared with
the prior year primarily due to decreased operating expenses in the public services sector due to the sales of our
utilitics and increascd operating efficiencies and a reduction of personnel in our communications business.

Operating expcnsé's in 2004 include $4.2 million of expenses attributable to our efforts to comply with the
internal control requirements of the Sarbanes-Oxley Act of 2002.

Included in operating expenses is stock compensation expense. Stock compensation expense was $8.4 million
and $11.0 million for the years ended December 31, 2005 and 2004, respectively. In 2006, we expect to begin
expensing the cost of the unvested portion of outstanding stock options pursuant to SFAS No. 123R. We expect to
recognize approximately $2.8 million of stock option expense related to the non-vested portion of previcusly granted
stock options for the year ended December 31, 2006.

Included in operating expenses is pension and other postretirement benefit expenses. In future periods, if the
value of our pension assets decline and/or projected benefit costs increase, we may have increased pension expenses.
Based on current assumptions and plan asset values, we estimate that our pension and other postretirement benefit
expenses will decrease from $19.0 million in 2005 to approximately $15.0 million to $18.0 million in 2006 and that
no contribution will be required to be made by us to the pension plan in 2006. No contribution was made ta our
pension plan during 20035,

Taxes Other than Income Taxes

Taxes other than income taxes for the year ended December 31, 2004 decreased $2.9 million, or 3%, as compared
with the prior year primacily due to decreased property taxes in the public services sector of $11.6 million due to the
sales of our utilities and lower gross receipts taxes of $3.7 million in the Frontier sector that were partially offset by
higher payroii, property and franchise taxes of $13.0 miflion.

Sales and Marketing

Sales and marketing expenses for the year ended December 31, 2005 increased $2.4 million, or 2%, as compared
with the prior year primarily due to increased marketing and advertising in an increasingly competitive environment
and the taunch of new products. As our markets become more competitive and we launch new products, we expect that
our marketing costs will increase.

Sales and marketing expenses for the year ended December 31, 2004 increased $2.7 million, or 2%, as compared
with the prior year primarily due to increased costs in the Fronijer sector.
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DEPRECIATION AND AMORTIZATION EXPENSE

2005 2004 2003
($ in thousands) Amount $ Change % Change  Amount $ Change % Change  Amount
Depreciation expense . ... .. .. $415,581 $(28,707) -6% $444,288 $(22.035) -5% $466.323
Amortization expense. . ... ... 126,378 (142) 0% 126,520 (318) 0% 126,838

5541959 5(28849) -3% $570,808 §(22,353)y -4% $593.161

Depreciation expense for the years ended December 31, 2005 and 2004 decreased $28.7 million, or 6%, and
$22.0 million, or 5%, respectively, as compared with the prior years due to a declining asset base. Effective with the
completion of an independent study of the estimated useful lives of our plant assets we adopted new lives beginning
October 1, 2005. Based on the study and our planned capital expenditures, we expect that our depreciation expense
will decline in 2006 by approximately 12.5% compared to 2005, The decline is principally the result of extending
the remaining useful lives of our copper facilities from approximately 16 years to a range of 26 to 30 years.

RESERVE FOR TELECOMMUNICATIONS BANKRUPTCIES/RESTRUCTURING AND OTHER
EXPENSES/MANAGEMENT SUCCESSION AND STRATEGIC ALTERNATIVES EXPENSES

2005 2004 2003
(% in thousands) Amount $ Change % Change Amount $ Change % Change Amount

Reserve for (recovery of) '

telecommunications

bankruptcies . .. ........ 5 — 8 — 0% 3 — § 4377 -100% $(4,377)
Restructuring and other

EXPENSEs .. ............ 3 — 5 — 0% $ — $(9,687) -100% $ 9,687
Management succession

and strategic alternatives

eXpenses .............. §F —  $(90,632) -100% $ 90,632 § — 0% $90,632

On July 11, 2004, our Board of Directors announced that it completed its review of our financial and strategic
alternatives. In 2004, we expensed $90.6 million of costs related to management succession and our exploration of
financial and strategic alternatives. Included are $36.6 million of non-cash expenses for the acceteration of stock
benefits, cash expenses of $19.2 million for advisory fees, $19.3 million for severance and retention arrangements and
$15.5 million primarily for tax reimbursements.

During the fourth quarter of 2003, an agreement with WorldCom/MCI was approved by the bankruptcy court
settling all pre-bankruptcy petition obligations and receivables. This settlement resulted in reduction to our reserve
of approximately $6.6 million in the fourth quarter of 2003. During the second quarter of 2003, we reserved
approximately $2.3 million of trade receivables with Touch America as a result of Touch America’s filing for
bankruptey. These receivables were generated as a result'of providing ordinary course telecommunication services,

If other telecommunications companies file for bankruptcy, we may have additional significant reserves in future
periods,

Restructuring and other expenses for 2003 primarily consisted of severance expenses related to reductions in
personnel at our telecommunications operations and the write-off of software no longer used.

LOSS ON IMPAIRMENT

(8 in thousands) 2003
Amount
Loss on impairment . ......... $ 15,300
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‘ During the third and fourth quarters of 2003, we recognized additional pre-tax impairment losses of $4.0
million and $11.3' mi}}ion related to our Vermont property to write down assets to be sold to our best estimate of their
net realizable value upon sale.

INVESTMENT AND OTHER INCOME (LOSS), NET / INTEREST EXPENSE /
INCOME TAX EXPENSE (BENEFIT)

2005 2004 2003
(S in thousands) Amount $ Change % Change Amount $ Change % Change  Amount
Investment income . . ...... ., $ 18,236 (15380 -46% $ 33616 § 23,198 .223% $ 10418
Other income (loss), net . . . . . . $ (1,674 $51,685 97%  $(53,359) $(97,418) -221% § 44.059
Interest expense ............ $338,903 $(40,118) -11% $379,021 $ (37,499 9%  $416,520
Income tax expense ... ...... § 84340 § 73918 709% § 10,422 5 (54,354) 84% § 64,776

Investment Income

Investment income for the year ended December 31, 2005 decreased $15.4 million, or 46%, as compared with
the prior year primarily duc to the sale in 2004 of our investinents in D & E Communications, Inc. (D & E) and
Hungarian Telephone and Cable Corp. (HTCC), partially offset by higher income in 2005 from short-term
investments.

Investment income for the year ended December 31, 2004 increased $23.2 million as compared with the prior
year primarily due to the sale of our investments in D & E and HTCC and higher income from short-term
investments,

Other Income (Loss), net

Other income, net for the year ended December 31, 2005 increased $31.7 miliion, or 97%, as compared to prior
year. The increase is primarily due to a pre-tax loss from the early extinguishment of debt of $66.5 million in 2004
and a net toss on sales of assets of $1.9 million, which is primarily attributable to the loss on the sale of our corporate
aircraft, partially offset by $25.3 million in income from the expiration of certain retained liabilitics at less than face
value, which are associated with customer advances for construction from our disposed water properties. In addition,
during 2005 $7.0 million was reserved in the fourth quarter in connection with a lawsuit, and during the second
quarter we incurred a $3.2 million loss on the exchange of debt, partially offset by gains on our forward rate
agreements

Other loss, net for the year ended December 31, 2004 increased $97.4 million as compared to prior year primarily
due to a pre-tax loss from the early extinguishment of debt of 366.5 million in 2004, and the recognition in 2003 of
$69.5 million in non-cash pre-tax gains related to a capital lease termination and a capital lease restructuring at ELI,
partially offset in 2004 by $25.3 million in income from the expiration of certain retained liabilities at less than face
value, which are associated with customer advances for construction from our disposed water properties and a net
loss on sales of assets in 2004 of $1.9 million, which is primarily attributable to the loss on the sale of our corporate
aircraft, compared to a net loss on sales of assets in 2003 of $20.5 miliion,

Interest Expense

Interest expense for the year ended December 31, 2005 decreased $40.1 million, or 11%, as compared with the
prior year primarily due to the retirement and refinancing of debt. Our composite average borrowing rate for the year
ended December 31, 2005 as compared with the prior year was 2 basis points lower, decreasing from 7.96% to
7.94%.

Interest expense for the vear ended December 31, 2004 decreased $37.5 niillion, or 9%, as compared with the
prior year primarily due to the retirement of debt. Our composite average borrowing rate for the year ended December
31, 2004 as compared with the prior year was 11 basis points lower, decreasing from 8.07% to 7.96%.
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Income Taxes

Income taxes for the year ended December 31, 2005 increased $73.9 million, as compared with the prior year
primarily due to changes in taxable income and the effective tax rate. The effective tax rate for 2005 was 29.6% as
compared with 13.5% for 2004. Our effective tax rat¢ was below statutory rates in both years as a rcs'ult of the
completion of audits with federal and state taxing authorities and changes in the structure of certain of our

subsidiaries.

Income taxes for the year ended December 31, 2004 decreased $54.4 million, or 84%, as compared with the
prior year primarily due to changes in taxable income (loss). The effective tax rate for 2004 was 13.5% as compared

with an effective tax rate of 34.3% for 2003.
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE

{3 in thousands) 2003
Amount
Cumulative effect of change in accounting principle ........ 565,769

During the first quarter of 2003, as a result of our adoption of SFAS No. 143, “Accounting for Asset Retirement
Obligations,” we recognized an after tax non-cash gain of approximately $65.8 million.

DISCONTINUED OPERATIONS

($ in thousands) 2005 2064 2003

Amount Amount Amount
REVENUE. . ..o vt $ 4607 $24,558  $20,764
Operating inCOMe . . ... ......coorirunnnn... $ 1489 § 8,188 § 6,820
Incometaxes.................. ... ... 3 449 §$ 2957 § 2440
Netincome ..........oo ... $ 1,040 § 5231 8 4,380

On March 15, 2005, we completed the sale of CCUSA for $43.6 million in cash. The pre-tax gain on the sale of
CCUSA was $14.1 million. Our after-tax gain was $1.2 million. The book income taxes recorded upon sale are
primarily attributable to a low tax basis in the assets sold.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

DISCLOSURE OF PRIMARY MARKET RISKS AND HOW THEY ARE MANAGED

We are exposed to market risk in the normal course of our business operations due to ongoing investing and
funding activities, including those associated with our pension assets. Market risk refers to the potential change in
fair value of a financial instrument as a result of fluctuations in interest rates and equity and commodity prices. We
do not hold or issue derivative instruments, derivative commodity instruments or other financial instruments for
trading purposes. As a result, we do not undertake any specific actions to cover our exposure to market risks and we
are not party to any market risk management agreements other than in the normal course of business or to hedge
long-term interest rate risk.

INTEREST RATE EXPOSURE

Our exposure to market risk for changes in interest rates relates primarily to the interest-bearing portion of our
investment portfolio and interest on our long-term debt and capital lease obligations. The long-term debt and capital
lease obligations include various instruments with various maturities and weighted average interest rates.

Our objectives in managing our interest rate risk are to limit the impact of interest rate changes on earnings and
cash flows and to lower our overall borrowing costs. To achieve these objectives, a majority of our borrowings have
fixed interest rates, Consequently, we have limited material future carnings or cash flow exposures from changes in
interest rates on our long-term debt and capital lease obligations. A hypothetical [0% adverse change in interest rates
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would increase the amount that we pay on our variable obligations and could result in fluctuations in the fair value
of our fixed rate obligations. Based upon our overall interest rate exposure at December 31, 2003, a near-term change
in interest rates would not materially affect our consolidated financial position, results of operations or cash flows.

In order to manage our interest expense, we have entered into interest rate swap agreements. Under the terms
of the agreements, which qualify for hedge accounting, we make semi-annual, floating rate interest payments based
on six month LIBOR and receive a fixed rate on the notional amount. The underlying variable rate for these interest
rate swaps is set in arrears. For the years ended December 31, 2005 and 2004, the cash interest savings resulting from
these interest rate swaps totaled approximately $2.5 million and $9.4 million, respectively.

During September 2005, we entered into a series of forward rate agreements that fixed the underlying variable
rate component of some of our swaps at the market rate as of the date of execution for certain future rate-setting
dates. At December 31, 2005, the rates obtained under these forward rate agreements were below market rates. A
gain for the changes in the fair value of these forward rate agreements of $1.9 million is included in other income
(loss) net for the year ended December 31, 2005,

Sensitivity analysis of interest rate exposure

At December 31, 2005, the fair value of our long-term debt and capital lease obligations was estimated to be
approximately $4.0 billion, based on our overall weighted average borrowing rate of 8.05% and our overall weighted
maturity of 12 years. There has been no material change in the weighted average maturity since December 31,
2004.

The overall weighted average interest rate increased in 2005 by approximately 22 basis points. A hypothetical
increase of 81 basis points in our weighted average interest rate (10% of our overall weighted average borrowing rate)
would result in an approximate $210.3 million decrease in the fair value of our fixed rate obligations.

EQUITY PRICE EXPOSURE

QOur exposure to market risks for changes in equity prices as of December 31, 2005 is limited to our investment
in Adelphia, and our pension assets of $762.2 million.

As of December 31, 2005 and December 31, 2004, we owned 3,059,000 shares of Adelphia common stock. The
stock price of Adelphia was $0.04 and $0.39 at December 31, 2005 and December 31, 2004, respectively.

Sensitivity analysis of equity price expasure

At December 31, 2005, the fair value of the equity portion of our investment portfolio was estimated to be $0.1
million. A hypothetical 10% decrease in quoted market prices would result in an approximate $12,000 decrease in
the fair value of the equity portion of our investment portfolio.

Disclosure of limitations of sensitivity analysis

Certain shortcomings are inherent in the method of analysis presented in the computation of fair value of
financial instruments. Actual values may differ from those presented should market conditions vary from assumptions
used in the calculation of the fair value. This analysis incorporates only those exposures that exist as of December
31, 2005. It does not consider those exposures or positions which could arise after that date. As a result, our ultimate
exposure with respect to our market risks will depend on the exposures that arise during the period and the fluctuation
of interest rates and quoted market prices.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The following documents are filed as part of this Report:
1.  Financial Statements, See Index on page F-1.
2. Supplementary Data, Quarterly Financial Data is included in the Financial Statements (see 1. above).
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND .
FINANCIAL DISCLOSURE

None.
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ITEM 9A. CONTROLS AND PROCEDURES

(i) Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management, including
our principal executive officer and principal financial officer, regarding the effectivencss of the design and
operation of our disclosure controls and procedures. Based upon this evaluation, our principal executive officer
and principal financial officer concluded, as of the end of the period covered by this report, December 31, 2005,
that our disclosure controls and procedures are effective,

(ii) Internal Control Over Financial Reporting

(@) Management’s annual report on internal control over financial reporting
Qurmanagement report on internal control over financial reporting appears on page F-2 and is incorporated
by reference.

(b) Attestation report of registered public accounting firm
The attestation report of KPMG LLP, our independent registered public accounting firm, on management’s
asscssment of the effectiveness of our internal control over financial reporting appears on page F-3 and is
incorporated by reference.

() Changes in internal control over financial reporting
We reviewed our internal control over financial reporting at December 31, 2005. There has been no
change in our internal control over financial reporting during the last fiscal quarter of 2005 that materially
affected or is rcasonably likely to materially affect our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.

PART 111

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this ltem is incorporated by reference from our definitive proxy statement for the
2006 Annual Meeting of Stockholders to be filed with the SEC pursuant to Regulation 14A within 120 days after
December 31, 2005. See “Executive Officers of the Registrant™ in Part [ of this Report following Item 4 for information
relating to executive officers.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference from our definitive proxy statement for the
2006 Annual Meeting of Stockholders to be filed with the SEC pursuant to Regulation 14A within 120 days after
December 31, 2005.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this Item is incorporated by reference from our definitive proxy statement for the
2006 Annual Meeting of Stockholders to be filed with the SEC pursuant to Regulation 14A within 120 days after
December 31, 2005.

ITEM 13. CERTAIN RELATHONSHIPS AND RELATED TRANSACTIONS

The information required by this Item is incorporated by reference from our definitive proxy statement for the
2006 Annual Meeting of Stockholders to be filed with the SEC pursuant to Regulation 14A within 120 days after

December 31, 2005.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorporated by reference from our-definitive proxy statement for the
2006 Annual Meeting of Stockholders to be filed with the SEC pursuant to Regulation 14A within 120 days after
December 31, 2005. '

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
List of Documents Filed as a Part of This Report:

1) Index to Consolidated Financial Statements:

Independent Auditors’ Report
Consolidated balance sheets as of December 31, 2005 and 2004

Consolidated statements of operations for the years ended
December 31, 2005, 2004 and 2003

Consolidated statements of shareholders’ equity for the years ended
December 31, 2005, 2004 and 2003

Consolidated statements of comprehensive income (loss) for the years ended
December 31, 2005, 2004 and 2003

Consolidated statements of cash flows for the years ended
December 31, 2005, 2004 and 2003

Notes to consolidated financial statements
(2) Index to Financial Statement Schedules:
Schedule II - Valuation and Qualifying Accounts

All other schedules have been omitted because the required information is included in the consolidated financial
statements or the notes thereto, or is not applicable or required.

(3) Index to Exhibits:

Exhibit
No. Description
3.1 Restated Certificate of Incorporation of Citizens Communications Company, (incorporated by reference

to Exhibit 3.200.1 to the Registrant’s Quarterly Report on Form 10-Q for the six months ended June 30,
2000, File No. 001-11001).

3.2 " By-laws of Citizens Communications Company, as amended (incorporated by reference to Exhibit 3.200.5
to the Registrant’s Quarterly Report on Form 10-Q for the nine months ended September 30, 2004, File
No. 001-11001). )

4.1 Certificate of Trust of Citizens Communications Trust dated as of April 27, 200 (incorporated by reference
to Exhibit 4.5 of the Registrant’s Amendment No.1 to Form S-3 filed May 7, 2001 (Registration No. 333-
58044)).

4.2 Trust Agreement of Citizens Capital Trust I, dated as of April 27, 2001 (incorporated by reference to
Exhibit 4.6 of the Registrant’s Amendment No.l to Form S-3 filed May 7, 2001 (Registration No. 333-
58044Y). :

43 Form of Senior Note due 2011 (incorporated by reference to Exhibit 4.4 of the Registrant’s Current Report
on Form 8-K filed on May 24, 2001, File No. 001-11001).
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4.5

4.6

47

4.8

4.9

4.10

411

4.12

4.13

414

4.15

4.16

4.16

4.17

4.18

4.19

4.20
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Form of Senior Note due 2008 and due 203! (incorporated by reference to Exhibit 4.1 of the Registrant’s
Current Report on Form 8-K filed en August 22, 2001, File No. 001-11001).

Form of Senior Note due 2013 (incorporated by reference to Exhibit 4.2 of the Registrant’s Current Report
on Form 8-K filed-on November 12, 2004, File No. 001-11001).

5% Convertible Subordinated Debenture due 2036 (incorporated by reference to Exhibit A to Exhibit
4.200.2 to the Registrant’s Form 8-K Current Report filed May 28, 1996, File No. 001-11001),

Amended and Restated Declaration of Trust dated as of January 15, 1996, of Citizens Utilities Trust
(incorporated by reference to Exhibit 4.200.4 to the Registrant’s Form 8-K Current Report filed May 28,
1996, File No. 001-11001).

Convertible Preferred Security Certificate (incorporated by reference to Exhibit A-1 to Exhibit 4.200.4 to
the Registrant’s Form 8-K Current Report filed May 28, 1996, File No. 001-11001).

Amended and Restated Limited Partnership Agreement dated as of January 15, 1996 of Citizens Utilities
Capital L.P. (incorporated by reference to Exhibit 4.200.6 to the Registrant’s Form 8-K Current Report
filed May 28, 1996, File No. 001-11001).

Partnership Preferred Security Certificate (incorporated by reference to Annex A to Exhibit 4.200.6 to ihe
Registrant’s Form 8-K Current Report filed May 28, 1996, File No. 001-11001).

Convertible Preferred Securities Guarantee Agreement dated as of January 15, 1996 between Citizens
Communications Company (f/k/a Citizens Utilities Company) and JPMorgan Chase Bank, N.A. (as
successor to Chemical Bank}, as guarantee trustee (incorporated by reference to Exhibit 4.200.8 1o the
Registrant’s Form 8-K Current Report filed May 28, 1996, File No. 001-11001).

Partnership Preferred-Securities Guarantee Agreement dated as of January 15, 1996 between Citizens
Communications Company (f/k/a Citizens Utilities Company) and JPMorgan Chase Bank, N.A. (as
successor to Chemical Bank), as guarantee trustee (incorporated by reference to Exhibit 4.200.9 to the
Registrant’s Form 8-K Current Report filed May 28, 1996, File No. 001-11001).

Letier of Representations dated January 18, 1996, from Citizens Communications Company (f/k/a Citizens
Utilities Company) and JPMorgan Chase Bank, N.A. (as successor to Chemical Bank), as trustec, to DTC,
for deposit-of Convertible Preferred Securitics with DTC (incorporated by reference to Exhibit 4.200.10 to
the Registrant’s Forin 8-K Current Report filed May 28, 1996, File No. 001-11001).

Indenture of Securities, dated as of August 15, 1991, and JPMorgan Chase Bank, N.A. (as successor to
Chemical Bank), as Trustee {incorporated by reference to Exhibit 4.100.1 to the Regisirant’s Quarterly
Report on Form 10-Q for the nine months ended September 30, 1991, File No. 001-1 1001},

Indenture. dated as of January 15, 1996, between Citizens Communications Company (f/k/a Citizens
Utilities Company) and JPMorgan Chase Bank, N.A. (as successor to Chemical Bank), as indenture trustee
(incorporated by reference to Exhibit 4.200.1 to the Registrant’s Form 8-K Current Report filed May 28,
1996, File No. 001-11001).

First Supplemental Indenture, dated as of January 15, 1996, between Citizens Communications Company
(f/k/a Citizens Utilities Company) and JPMorgan Chase Bank, N.A. (as successor to Chemical Bank), as
indenture trustee (incorporated by reference to Exhibit 4.200.2 to the Registrant’s Form 8-K Current
Report filed May 28, 1996, File No. 001-11001).

Third Supplemental Indenture, dated April 15, 1994, to ] PMorgan Chase Bank, N.A. (as successor to
Chemical Bank), as Trustee (incorporated by reference to Exhibit 4.100.6 to the Registrant’s Form 8-K
Current Report filed July 5, 1994, File No. 001-11001).

Fourth Supplemental Indenture, dated October 1, 1994, to JPMorgan Chase Bank, N.A. (as successor to
Chemical Bank), as Trustee (incorporated by reference to Exhibit 4.100.7 to Registrant’s Form 8-K Current
Report filed January 3, 1995, File No. 001-11001).

Fifth Supplemental Indenture, dated as of June 15, 1995, to JPMorgan Chase Bank, N.A. (as successor to
Chemical Bank), as Trustee (incorporated by reference to Exhibit 4.100.8 to Registrant’s Form 8-K Currem
Report filed March 29, 1996, File No. 001:11001).

Sixth Supplemental Indenture, dated as of October 15, 1995, to J PMorgan Chase Bank, N.A. (as successor
to Chemical Bank), as Trustee (incorporated by reference to Exhibit 4.100.9 to Registrant’s Form 8-K
Current Report filed March 29, 1996, File No. 001-11001).
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Seventh Supplemental Indenture, dated-as of June 1, 1996 to JPMorgan Chase Bank, N.A. (as successor to
Chemical Bank), (incorporated by reference to Exhibit 4.100.11 to the Registrant’s Annual Report on Form
10-K for the year ended December 31, 1996, File No. 001-11001).

Eighth Supplemental Indenture, dated as of December 1, 1996 to JPMorgan Chase Bank, N.A. (as successor
to Chemical Bank), (incorporated by reference to Exhibit 4.100.12 to the Registrant’s Annual Report on
Form 10-K for the year ended December 31, 1996, File No. 001-11001).

Senior Indenture, dated as of May 23, 2001, between Citizens Communications Company and JPMorgan
Chase Bank, N.A. (as successor to The Chase Manhattan Bank), as trustee (incorporated by reference to
Exhibit 4.1 of the Registrant’s Current Report on Form 8-K filed on May 24, 2001, File No. 001-11001).
First Supplemental Indenture, dated as of May 23, 2001, to Senior Indenture, (incorporated by reference
to Exhibit 4.2 of the Registrant’s Current Report on Form 8-K filed on May 24, 2001, File No. 001-
11001L). .

Second Supplemental Indenture, dated as of June 19, 2001, to Senior Indenture, dated as of May 23, 2001
(incorporated by reference to Exhibit 4.3 of the Registrant’s Current Report on Form 8-K filed on June 21,
2001, File No. 001-11001).

Third Supplemental Indenture, dated as of November 12, 2004, to Senior Indenture, dated as of May 23,
2001 (incorporated by reference to Exhibit 4.1 of the Registrant’s Current Report on Form 8:K filed on
November 12, 2004, File No. 001-11001).

Indenture, dated as of August 16, 2001, between Citizens Communications Company and JPMorgan Chase
Bank, N.A. (as successor to The Chase Manhattan Bank), as Trustee (incorporated by reference to Exhibit
4.1 of the Registrant’s Current Report on Form 8-K filed on August 22, 2001, File No. 001-11001}.
Underwriting Agreement dated November 8, 2004, between Citizens Communications Company and J.P.
Morgan Securities Inc., as Representative of the several listed Underwriters, relating to the sale of
$700,000,000 principal amount of the 6%4% Senior Notes due 2013 (incorporated by reference to Exhibit 4.1
of the Registrant’s Current Report on Form 8-K filed on November 12, 2004, File.No. 001-11001).
Competitive Advance and Revolving Credit Facility Agreement for $250,000,000 dated October 29, 2004
(incorporated by reference to Exhibit 10.19 1o the Registrant’s Quarterly Report on Form 10-Q for the nine
months ended September 30, 2004, File No. 001-11001).

Amended and Restated Non-Employee Directors’ Deferred Fee Equity Plan dated as of May 18, 2004,
{incorporated by reference to Exhibit 10.1.2 to the Registrant’s Quarterly Report on Form 10-Q for the
three months ended June 30, 2004, File No. 001-11001).

Amendment No. 1 to the Citizens Communications Company (f/k/a Citizens Utilities Company) Non-
Employee Directors’ Deferred Fee Equity Plan (incorporated by reference to Exhibit 10.2 to the Registrant’s
Current Report on Form 8-K, filed on December 20, 2005, File No. 001-11001).

Separation Agreement between Citizens Communications Company and Leonard Tow effective July 10,
2004 (incorporated by reference to Exhibit 10.2.4 of the Registrants’ Quarterly Report on Form 10-Q for
the six months ended June 30, 2004, File No. 001-11001).

Incentive Award Agreement between Citizens Communications Company and Scott N. Schneider,
effective March 11, 2004 (incorporated by reference to Exhibit 10.3 to the Registrant’s Annual Report on
Form 10-K for the year ended December 31, 2003, File No. 001-11001).

Citizens Executive Deferred Savings Plan dated January 1, 1996 (incorporated by reference to Exhibit
10.19 to the Registrant’s Annual Report on Form 10-K for the year ended December 31, 1999, File Ne.
001-11001). .

Citizens Incentive Plan restated as of March 21, 2000 (incorporated by reference to Exhibit 10.19 to the
Registrant’s Annual Report on Form 10-K for the year-ended December 31, 1999, File No. 001-11001).
1996 Equity Incentive Plan (incorporated by reference to Appendix A to the Registrant’s definitive proxy
statement on Schedule 14A filed on March 29, 1996, File No. 001-11001}.

2000 Equity Incentive Plan, as amended (incorporated by reference to Appendix A to the Registrant’s
definitive proxy statement on Schedule 14A filed on April 20, 2005, File No. 001-11001).

Amendment to 1996 Equity Incentive Plan (incorporated by reference to Exhibit B to the Registrant’s
definitive proxy statement on Schedule 14A filed on March 31, 1997, File No. 001-11001).
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Amendment to 1996 Equity Incentive Plan (effective March 4, 2005) (incorporated by reference to Exhibit
10.1 to the Registrant’s Quarterly Report on Form 10-Q for the three months ended March 31, 2005, File
No. 001-11001).

Citizens 401(K) Savings Plan effective as of January 1, 1997, as amended (incorporated by reference to
Exhibit 10.37 to the Registrant’s Quarterly Report on Form 10-Q for the six months ended June 30, 2001,
File No. 001-11001).

Loan Agreement between Citizens Communications Company and Rural Telephone Finance Cooperative
for 200,000,000 dated October 24, 2001 (incorporated by reference to Exhibit 10.39 to the Registrant’s
Quarterly Report on Form 10-Q for the nine months ended September 30, 2001, File No. 001-11001}.
Amendment No. 1, dated as of March 31, 2003, to Loan Agreement between Citizens Communications
Company and Rural Telephone Finance Cooperative (incorporated by reference to Exhibit 10.1 to the
Registrant’s Quarterly Report on Form 10-Q for the three months ended March 31, 2003, File No. 001-
11001).

Employment Agreement between Citizens Communications Company and Mary Agnes Wilderotter,
effective November 1, 2004 (incorporated by reference to Exhibit 10.16 to the Registrant’s Quarterly
Report on Form 10-Q) for the nine months ended September 30, 2004, File No. 001-11001).

Employment Agreement between Citizens Communications Company and Jerry Elliott, effective
September 1, 2004 (incorporated by reference to Exhibit 10.17 to the Registrant’s Quarterly Report on
Form 10-Q for the nine months ended September 30, 2004, File No. ¢01-11001).

Employment Agreement between Citizens Communications Company and Robert Larson, effective
September 1, 2004 (incorporated by reference to Exhibit 10.18 to the Registrant’s Quarterly Report on
Form 10-Q for the nine months ended September 30, 2004, File No. 001-11001).

Employment Agrcement between Citizens Cominunications Company and John H. Casey, 111, effective
February 15, 2005 (incorporated by reference to Exhibit 10.20 to the Registrant’s Annual Report on Form
10-K for the year ended December 31, 2004, File No. 001-11001),

Offer of Employment Letter between Citizens Communications Company and Peter B. Hayes, effective
February 1, 2005 (incerporated by reference to Exhibit 10.23 to the Registrant’s Annual Report on Form
10-K for the year ended December 31, 2004, File No. 001-11001).

Separation Agreement between Citizens Communications Company and L. Russell Mitten dated July 13,
2005 (incorporated by reference to Exhibit 10.24 to the Registrant’s Quarterly Report on Form 10-Q for
the nine months ended September 30, 20085, File No. 001-11001).

Amendment to the Separation Agreement between Citizens Communications Company and L. Russell
Mitten dated August 31, 2005 (incorporated by reference to Exhibit 10.24.1 to the Registrant’s Quarterly
Report on Form 10-Q for the nine months ended September 30, 2005, File No. 001-11001).

Summary of Compensation Arrangements for Named Executive Officers Outside of Employment Agreements
(incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed February
28, 2006, File No. 001-11001).

Summary of Non-Employee Directors’ Compensation Arrangements Outside of Formal Plans, as amended,
effective December 15, 2005 (incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report
on Form 8-K filed on Deccmber 20, 2005, File No. 001-11001).

Membership Interest Purchase Agreement between Citizens Communications Company and Integra
Telecom Holdings, Inc. dated February 6, 2006 (incorporated by reference to Exhibit 10.1 to the Registrant’s
Current Report on Form 8-K filed on February 9, 2006, File No. 001-11001).

Stock Redemption Agreement between Citizens Utilities Rural Company, Inc. and The Rurat Telephone
Bank effective November 10, 2005 (including schedule of substantially identical agreements with other
Subsidiaries of the Registrant).

Computation of ratio of earnings to fixed charges (this item is included herein for the sole purpose of
incorporation by reference). '

Subsidiaries of the Registrant

Auditors’ Consent
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31.1 Certification of Principal Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act
of 1934,

31.2 Certification of Principal Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act
of 1934.

321 Certification of Chief Executive Officer pursuant to 18 U.S.C, Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002,

322 Certification of Chief Financial Officer pursuant to 18 U.8.C. Section 1350, as adopted pursuant to Section

906 of the Sarbanes-Oxley Act of 2002,

Exhibits 10.2, 10.3, 10.4, 10.5, 10.6, 10.7, 10.8, 10-.8.1, 10.8, 10.10, 10.11, 10.14, 10.15, 10.16, 10.17, 10.18, 10.20,
10.21 and 10.22 are management contracts or compensatory plans or arrangements.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Sccurities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CITIZENS COMMUNICATIONS COMPANY
{Registrant)

By: /s/ MARY AGNES WILDEROTTER
MaRY AGNES WILDEROTTER
Chairman of the Board and Chief Executive Qfficer

March 1, 2006

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities indicated on the 1st day of March 2006.

Signature Title
/s/ LERQY T. BARNES, JR. Director
{LEroY T. BARNES, JR.)
/s/ JERRY ELLIOTT President; Acting Chief Financial Officer and
(Jerry EvvioTT) Director
/s/ JERI B. FINARD Director
(JerI B. FinaRD)
/s/ LAWTON FITT Direcror
{LawTown FiTT)
/s/ STANLEY HARFENIST Director
{STANLEY HARFENIST)
/s WILLIAM KRAUS Director
{(WiLLiam KRraus)
/s/ ROBERT J. LARSON Senior Vice President and Chief Accounting Officer
{ROBERT J. LARSON)
/s/ HOWARD L. SCHROTT Director
{Howarbp L. ScHroTT)
/s/ LARRAINE D. SEGIL Director
{LarrAINE D. SEGIL)
/s/ BRADLEY E. SINGER Dirvectar
{BraDLEY E. SINGER)
/s/ EDWIN TORNBERG Director
(Epwin TorNBERG)
/s/ DAVID H. WARD Director
(Davip H. WARD)
s/ MYRON A. WICK, IT] Director
(Myron A, Wick, [II)
/s/ MARY AGNES WILDEROTTER Chairman and Chief Executive Officer

(MARY AGNES WILDEROTTER)
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Sharcholders
Citizens Communications Company:

The management of Citizens Communications Company and subsidiaries is responsible for establishing and
maintaining adequate internal control over financial reporting, as such term is defined in Exchange Act Rules 13a-
15(F) and 15d-15(f).

Under the supervision and with the participation of our management, we conducted an cvaluation of the
effectiveness of our internal control over financial reporting based on the framework in fnternal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Bascd on our
evaluation our management concluded that our internal control over financial reporting was effective as of December
31, 2005 and for the period then ended.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2005 has been audited by KPMG LLP, an independent registercd public accounting firm, as stated in
their report which is included herein.

Stamford, Connecticut
March 1, 2006
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Repont of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Citizens Communications Company:

We have audited management's assessiment, included in the accompanying Management’s Report on Internal Control Over
Financial Reporting, that Citizens Communications Company and subsidiaries maintained effective internal control over
financial reporting as of December 31, 2005, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ). Citizens Communications
Company's management is responsible for maintaining effective internal control over financial reporting and for its
assessiment of the ¢ffectiveness of internal control over financial reporting. Our responsibility is to express an opinion on
management's assessment and an opinion on the effectiveness of the Company’s internal control over financial reporting
based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Qur audit included obtaining an
understanding of internal control over financial reporting, evaluating management's assessment, testing and cvaluating the
design and operating effectiveness of internal control, and performing such other procedures as we considered necessary in
the circumstarnces. We believe that our audit provides a reasonabile basis for our opinioit.

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

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

‘In our opinion, management's asscssment that Citizens Communications Company and subsidiaries maintained effective
internal control over financial reporting as of December 31, 2005, is fairly stated, in all material respects, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Also, in our opinion, Citizens Communications Company and subsidiaries maintained, in
all material respects, effective internal control over financial reporting as of December 31, 20035, based on criteria established
in Intemal Control—Intcgrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
{COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Citizens Communications Company and subsidiarics as of December 31, 2003
and 2004, and the related consolidated statements of operations. sharcholders’ equity and comprehensive income (loss), and
cash flows for each of the years in the three-year period ended December 31, 2005, and our report dated March 1, 2006
expressed an unqualified opinion on those consolidaled financial slatements.

KPre LP

Stamford, Connecticut
March 1, 2006




. Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Citizens Communications Company:

We have audited the accompanying consolidated balance sheets of Citizens Communications Company and
subsidiaries as of December 31, 2005 and 2004, and the related consolidated statements of operations,
shareholders' equity, comprehensive income (loss) and cash flows for each of the years in the three-year period
ended December 31, 2005. These consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated financial statements based on our
audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Citizens Communications Company and subsidiaries as of December 31, 2005 and 2004 and

. the results of their operations and their cash flows for each of the years in the three-year period ended December
31, 2005, in conformity with U.S. generally accepted accounting principles. As discussed in Note 2 to the
consolidated financial statements, the Company adopted Statement of Financial Accounting Standards No. 143,
“Accounting for Asset Retirement Obligations” as of January 1, 2003.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of Citizens Communications Company and subsidiaries internal control over
financial reporting as of December 31, 2005, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and
our report dated March 1, 2006 expressed an unqualified opinion on management’s assessment of, and the
effective operation of, internal control over financial reporting.

KPre LLP

Stamford, Connecticut
March 1, 2006
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CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31, 2005 and 2004
($ in thousands)

2005 2004
ASSETS
Current assets:
Cashand cashequivalents ........ ... . ... .. ... ... il $ 265,775 $ 163,759
Accounts receivable, less allowances of $32,4G8 and $35,996, respectively. .. 229107 233.690
Prepald eXpenses. . ..o e e 27,449 30,551
Othercurrentassets ............cvvvvrinn.. e e 19,764 18,758
Assets of discontinued operations . ...... ... L. L i oo — 24,122
Total current assets . .. .. ... e 542,095 470,880
Property, plant and equipment, net. . .. ... ... i e 3,186,465 3,335,850
Goodwill, net ... e 1,921,465 1,921,465
Other intangibles, net . ... ... .. L e 558,733 685,111
INVESIMENIS. .. .ot i e e e 19,136 23,062
(0171 V= o 1132 ¢ AU 184,215 232,051
TOtal BSSCIS. o vt e e e 56412109 $ 6,668,419
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Long-term debt due withinoneyear. .. ... ... ... .. ... ..o L. $ 227,734 5 6,380
Accountspayable .. ... ... e 152,081 169,754
Advanced billings. .. ... ... . 29,245 29 446
Incometaxesaccrued . .. ... ... . . s 5,776 27,446
Othertaxes acerued .. ... .. i i e e e 28,970 30,179
Interest acCrued. . ..ottt e 101,030 82,534
Other current Liabilities. . . .. ... .. 71,806 71,046
Liabilities of discontinued operations. .. . ....... ... ... i — 735
Total current liabilities ... ... .. ... o e 616,642 417,520
Deferred INCOME LAXES . . . .. ..ot it ettt e te et 325,084 232,766
Other liabilities. . .................... e e e 429,198 388,895
Long-termdebt. ... ... e 3,999 376 4,266,998
Shareholders’ equity:
Common stock, $0.25 par value (600,000,000 authorized shares; 328,168,000
and 339,633,000 outstanding and 343,956,000 and 339,635,000 issued at
December 31, 2005 and 2004, respectively) .. ....... ... s 85,989 84,909
Additional paid-incapital .. .. ... ... . L 1,374,610 1,664,627
Accumulated deficit . ... . ... . e (85,344) (287,719)
Accumulated other comprehensive loss, netoftax .............. ... ..., (123,242) (99,569)
Treasury SIOCK. . . oot e (210,204) (8)
Total shareholders’ equity. . ... ... ... i 1,041,809 1,362,240
Total liabilities and sharcholders’ equity. . ........... ... ... .... $6,412,109 $ 6.668.419

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




CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

. CONSOLIDATED STATEMENTS OF OPERATIONS

For The Years Ended December 31, 2005, 2004 and 2003
($ in thousands, except for per-share amounts)

2005 2004 2003
LR o111 A R $  2,162479 $ 2,168,422 S 2424174
Operating expenses:
Cost of services {exclusive of depreciation and amortization) ................ 195,491 198,938 365,563
Other operatifg eXpenses. . ... ... ... .. . ittt 818,180 831,939 894,108
Depreciation and amortization. .. ....... e 541959 570,808 593.161
Recovery of telecommunications bankrupteies. .............. ... ... — — 4,377
Restructuring and other eXpenses ... ... it iin i anas — — 9,687
Loss on impairment .................................................. —_ — 15,300
Management succession and strategic alternatives expenses (see Note i3)...... — 90,632 —
Total operating eXPEMSES . .. ..o o\ e 1,555,630 1602317 1,873,442
Operating iNCOME. .. vttt i e e e 606,849 476,105 550,732
INVESIMENt INCOMIE . o o ot s it ittt e ettt e e as e e e 18,236 33,616 10,418
Other income {1058 MBL. . .. ... i it et e e, (1,674) (53,359) 44,059
IEFESEE EXPEISE « « o vt bt et et e et e e 338,903 379,021 416,520
Income from continuing operations before income taxes, dividends on
convertible preferred securities and cumulative effect of change in
accounting principle. . ... .. 284,508 77.341 188,689
INCOME TAX EXPEISE « . oottt e ittt e et i e 84,340 10422 64.776
Income from continuing operations before dlv:dends on convertible preferred
securities and cumulative effect of change in accounting principle .. ... ... 200,168 66,919 123,913
Dividends on convertible preferred securities, net of income tax benefit
OF (3 83 e e e — — 6,210
Income from continuing operations before cumulative effect of change in
accounting principle ................................................. 200,168 66,919 117,703
Discontinued operations (see Note 8):
Income from operations of discontinued conferencing business (including gain
ondisposal of $14,061 in2005). .. ... ... ... e, 15,550 8,188 6,820
INCOME 1aX BXPCRASE . o v vt et et et et s et e et 13.343 2.957 2,440
Income from discontinued operations . .. ....... .ot 2.207 5.231 4,380
Income before cumulative effect of change in accounting principle ........... 202.375 72,150 122,083
Cumulative effect of change in accounting principle, net of tax of $0, 30 and
$41,591, respectively. .. ... e — — 65,769
Net income available for common shareholders . ....................... .. $ 202,375 3 72,150 $ 187.852
Basic income per common share:
Income from continuing operations before cumulative effect of change in
AcCoOUNtiNg PIINCIPle. . ... e 3 0.59 $ 0.22 by 042
Income from discontinued operations . .. ......... .. ... ...l 0.01 0.02 0.02
Income from cumulative effect of change in accounting principle. . ........ ... — — 0.23
Net income per common share available for common sharcholders. . ,......... 3 0.60 3 024 3 067
Diluted income per common share:
Income from centinuing operations before cumuiative effect of change in
accounting principle. . ... .. L $ 0.59 ) 022 3 0.41
Income from discontinued operations .. ............. ... ... 0o 0.01 0.01
Income from cumulative effect of change in accounting principle. ............ — — 0.22
Net income per common share available for common shareholders. .. ...... ... $ 060 & 023 3 0.64

*  The consolidation of this item changed effective January 1, 2004 as a result of the application of a newly
O mandated accounting standard “FIN 46R.” See Note 15 for a complete discussion.

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



CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

For The Years Ended December 31, 2005, 2004 and 2003
($ in thousands, except for per-share amounts)

Balance December 31, 2002.
Stockplans..............
Netincome .. ............
Other comprehensive
income, net of tax and
reclassifications
adjustments ... .......
Balance December 31, 2003,
Stockplans..............
Conversion of EPPICS , . ...
Conversion of Equity Units .
Dividends on common stock
of $2.50 per share . .. ..
Netincome . .............
Tax benefit on equity
forward contracts . . ...
Cther comptehensive loss,
net of tax and
reclassifications
adjustments .. ........
Balance December 31, 2004.
Stockplans ... ...........
Conversion of EPPICS . . ...
Dividends on commeon stock
of $1.00 per share
Shares repurchased. .. ... ..
Netincome . .............
Other comprehensive loss,
net of tax and
reclassifications
adjustments . .........
Balance December 31, 20035,

Other comprehensive income (loss), net of tax
and reclassifications adjustments*
Total comprehensive income

Accumulated
Additional Retained Other Total
Common Stock Paid-In Earnings Comprchensive Treasury Stock Shareholders’
Shares Amount Capital (Deficit) Income (Loss) Shares Amount Equity
2904080 § 73520 S 1,943406 § (553.033) § (102.169)  (11.598) S (189.385) § 1,172,139
1.354 338 9.9]] —_ — 873 14,450 24,699
— — — 187,852 — — — 187.852
_ _ _ — 30,493 — — 30,493
205,434 73.858 1,953,317 {365.181) (71.676)  (10,725) (175,135) 1.415,183
4,821 1,206 14.236 — — 6.407 106,823 122,265
10,897 2724 133,621 — — 725 11.646 147,99}
28,483 7,121 396,221 — -—_ 3.591 56.658 460,000
— —_ (832,768) —_ -—_ —_ — (832,768)
—_ —_ —_ 72150 — — _— 72,150
- — - 5,312 — — — 5,312
— — — — (27.893) — — {27,893)
339,635 84900 1664627 (287,719) {99,569) (2) (8) 1,362,240
2,096 524 24,039 _ — 2,598 34,689 59,252
2,225 556 24,308 —_ — 391 5115 29,979
— — (338.364) — — — — (338.364)
_ _ - — —  (18775) (250,000 {250.000)
—_ —_ —_ 202375 — —_ —_ 202,375
_ _ _ — (23.673) — — (23.673)
343956 $ 85989 3 1,374610 § (85344) 8§ (123.242) ({15.788) 3 (210204) § 1.041,809
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
For The Years Ended December 31, 2005, 2004 and 2003
(% in thousands, except for per-share amounts)
2005 2004 2003
NeLINCOMIE .« . o oo e et e e e ettt et e $ 202,375 $ 72,150 187,852
....................... (23,673) (27,893) 30,493
........................... $ 178,702 $ 44257 $ 208345

*  Consists of unrealized holding (losses)/gains of marketable securities, rcalized gains taken to income as a result
of the sale of securities and minimum pension liability (see Note 21).

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For The Years Ended December 31, 2005, 2004 and 2003
{% in thousands)

2005 2004 2003

Cash flows provided by (used in) operating activities:

e T Ve 11 <1 $ 202,375 $ 72,150 $ 187,832
Deduct; Gain on sale of discontinued operations . .................... (1.167) — —
Income from discontinued operations ... ......... ... .. ... {1.040) {5.231) (4.380)
Cumulative effect of change in accounting principle for the adoption of

SFAS No. 143 i — — (65.769)
Adjustments 1o reconcile income te net cash provided by operating activities:
Depreciation and amortization eXpense. .. ...........ooevin .o, 541,959 570,808 593,161
Gain on expiration/settlement of customer advance .. ... L. {681) {25.345) {6.165)
Gain on capital lease termination/restrugturing . ................ ..., -_— — {69.512)
Stock based cOMPensation EXPense - ... .. ... 8.427 47,581 8.956
Lossondebtexchange ........ ... ... . i, 3,175 — —
Loss on extinguishmentofdebt .. ... ... ... ... ... ... ... — 66,480 10,851
TAVESLIENt BAIMS oot v vt a s et et e s it e v r et ian et et (492} {12.066) —_
Gainonsales 0l a85elS o ottt e e - 1,945 20,492
Loss on impaitment. . ... ... e e — — 15.300
Other non-cashadjustments. ........ .. ... .. ... ... ... ... ... ... 20,481 30,397 20,091
L T T 100.636 24016 74.508
Change inaccounts receivable . ... .oooo o 4383 11,895 69.619
Change in accounts payable and other liabilities. ..................... (33,399) (67,499} (113,532}
Change inother clrrent assets ... ..., .. v iiiio i {640) (3.694) 748

Net cash provided by operating activities. . ............................. 844,217 711,437 742,220

Cash flows provided from (used by) investing activities:

Proceeds from sales of assets, net of selling expenses . ................ 24,195 30,959 388,079
Proceeds from sale of discontinued operations . ...................... 43,565 —_— —
Capitalexpenditures. . ... i (268,459) (275.204) (277.371)
Securitiespurchased ... ... . L — — (1.680)
Securttics 8000 . o oo e e L1112 26,514 —
Other asset {purchased) distributions received . ... . ....... .. ... ..... 5.724 {28,110} 4

Net cash provided from (used by) investing activities .. .................., (193.863) (245.841) 109,096

Cash flows provided from {used by) financing activities:

Repayment of customer advances for construction and comtributions in aid

Of COMSETUCTION . . L e e et e e (1.662) (2,089 {10,030)
Long-term debtborrowings . ......... ... ... .. ol — 700,000 —
Debt ISSUANEE COBIS . L L ..ttt e i e — (15.502) —
Long-termdebtpayments. ... ... . .. ... ... (6.433) (1,214,018) (653.442)
Premijum toTetiredebt ... ... e — (66.480) (10,851)
Issuance of COMMON SIOCK . . .. .ottt e e e e eianns 47,550 544,562 13.209
Shares repurchased . .. ... ... s (250.000) — —
Dividends PRIt . ..\ v (338.364) (832.768) —

Net cash used by financing activities .......... ... i i (548,909 (886,295) (661.114)

Cash flows of discontinucd operations
Operatingcashflows ... . ... ... . o 578 1,361 956
Investingcash flows . ... . e (7) (371) (644)
Financing cash flows. .. ... ... i e — (3) 2n

571 787 292

Increase (decrease) in cash and cash equivalents ... ...................... 102,016 (419.912) 190,494

Cash and cash equivalentsatJanuary 1. .......... ... ... e, 163.759 383,671 393,177

Cash and cash eduivalents a1 December 31, . ... ... ..o ool o $ 265,775 S 163,759 § 583471

Cash paid during the period for:

(= 8 318.638 $ 370,128 § 418561
Income taxes (refunds) . ... .. . $ 4711 5 (4.901) $ {2.532)
Non-cash investing and financing activities:
Change in fair value of interest rateswaps ... ....................... $ (13,193) s (6,135) ) (6.057)
Conversion of EPPICS ... .. . . s $ 29.980 ] 147,991 3 —
Debt-for-debtexchange. ... ... o it s 2.7 s — 3 —
Investment write-downs ... ... .. e 3 — b3 5.286 ) —

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



CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

Notes to Conselidated Financial Statements

(1) DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

(a) Description of Business:

Citizens Communications Company and its subsidiaries are referred to as “we,” “us,” the “Company,” or “our”
in this report. We arc a communications company providing services to rura! areas and smafl and medium-sized
towns and cities as an incumbent local exchange carrier, or ILEC. We offer our ILEC services under the “Frontier”
name. In addition, we provide competitive local exchange carrier, or CLEC, services to business customers and to
other communications carriers in certain metropolitan areas, in the western United States through Electric
Lightwave, LLC, or ELI, our whoily-owned subsidiary. In February 2006, we entered into a definitive agreement to
sell ELI and we expect the sale to close in the third quarter of 2006.

(b) Principles of Consolidation and Use of Estimates:

Our consolidated financial statements have been prepared in accordance with accounting principles gencrally
accepted in the United States of America (GAAP). Certain reclassifications of balances previously reported have
been made to conform to the current presentation. All significant intercompany balances and transactions have been
eliminated in consolidation. '

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions which affect the amounts of asscts, liabilities, revenue and expenses we have reported and our disclosure
of contingent assets and liabilities at the date of the financial statements. Actual results may differ from those
estimates. We believe that our critical estimates are depreciation rates, pension assumptions, calculations of
impairment amounts, reserves established for receivables, income taxes and contingencies.

(c) Cash Equivalents:

We consider all highly liquid investments with an original maturity of three months or less to be cash
equivalents.

(d) Revenue Recognition:

Frontier — Revenue is recognized when services are provided or when products are delivered to customers.
Revenue that is billed in advance includes: monthly recurring network access services, special access services and
monthly recurring local line charges. The unearned portion of this revenue is initially deferred as a component of
other liabilities on our consolidated balance sheet and recognized in revenue over the period that the services are
provided. Revenue that is billed in arrears includes: non-recurring network access services, switched access services,
non-recurring local services and long-distance services. The earned but unbilled portion of this revenue is recognized
in revenue in our statement of operations and accrued in accounts receivable in the period that the services are
provided. Excise taxes are recognized as a liability when billed. Installation fees and their related direct and
incremental costs are initially deferred and recognized as revenue and expense over the average term of a customer
relationship. We recognize as current period expense the portion of installation costs that exceeds installation fee
revenue.

Electric Lightwave, LLC (ELI) - Revenue is recognized when the services are provided. Revenue from long—
term prepaid network services agreements including Indefeasible Rights to Use (1RU), are deferred and recognized
on a straight-line basis over the terms of the related agreements. Installation fees and their related direct and
incremental costs are initially deferred and recognized as revenue and expense over the average term of a customer
relationship. We recognize as current period expense the portion of installation costs that exceeds instatlation fee
revenue.

(¢) Property, Plant and Equipment:

Property, plant and equipment are stated at original cost or fair market value for our acquired properties,
including capitalized interest. Maintenance and repairs are charged to operating expenses as incurred. The gross
book value of routine property, plant and equipment retired is charged against accumulated depreciation.
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CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(1 Goodwill and Other Intangibles:

Intangibles represent the excess of purchase price over the fair value of identifiable tangible assets acquired.
We undertake studies to determine the fair values of assets and liabilities acquired and allocate purchase prices to
assets and liabilities, including property, plant and equipment, goodwill and other identifiable intangibles. We
annually (during the fourth quarter) examine the carrying value of our goodwill and trade name to determine whether
there are any impairment losses and have determined for the year ended December 31, 2005 that there was no
impairment (sce Notes 2 and 7). All intangibles at December 31, 2005 are associated with the Frontier segment,
which is the reporting unit,

SFAS No. 142 also requires that intangible assets with cstimated useful lives be amortized over those lives and
be reviewed for impairment in accordance with SFAS No. 144, “Accounting for Impairment or Disposal of Long-
Lived Assets” to determine whether any changes to these lives are required. We periodically reassess the useful life
of our intangible assets with estimated useful lives to determine whether any changes to those lives are required.

(g) Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of:

We review long-lived assets to be held and used and long-lived assets to be disposed of, including intangible
assets with estimated useful lives, for impairment whenever events or changes in circumstances indicate that the
carrying amount of such asscts may not be recoverable. Recoverability of assets to be held and used is measured by
comparing the carrying amount of the asset to the future undiscounted net cash flows expected to be generated by
the asset. Recoverability of assets held for sale is measured by comparing the carrying amount of the assets to their
estimated fair market value. If any asscts are considered to be impaired, the impairment is measured by the amount
by which the carrying amount of the assets excecds the estimated fair value (see Note 3).

(b) Derivative Instruments and Hedging Activities:

We account for derivative instruments and hedging activities in accordance with SFAS No, 133, “Accounting
for Derivative Instruments and Hedging Activities,” as amended. SFAS No. 133, as amended, requircs that all
derivative instruments, such as interest rate swaps, be recognized in the financial statements and measured at fair
value regardless of the purposc or intent of holding them.

On the datc we enter into a derivative contract that qualifies for hedge accounting, we designate the derivative
as cither a fair value or cash flow hedge. A hedge of the fair value of a recognized asset or liability or of an
unrecognized firm commitment is a fair value hedge. A hedge of a forecasted transaction or the variability of cash
flows 1o be received or paid related to a recognized asset or liability is a cash flow hedge. We formally document all
relationships between hedging instruments and hedged items, as well as our risk-rnanagernent objective and strategy
for undertaking the hedge transaction. This process includes linking all derivatives that are designated as fair-value
or cash flow hedges to specific assets and liabilitics on the balance sheet or to specific firm commitments or forccasted
transactions.

We also formally assess, both at the hedge’s inception and on an ongoing basis, whether the derivatives that are
used in hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged items.
If it is determined that a derivative is not highly effective as a hedge or that it has ceased to be a highly effective
hedge, we would discontinue hedge accounting prospectively.

All derivatives arc recognized on the balance sheet at their fair value. Changes in the fair value of derivative
financial instruments are either recognized in income or stockholders’ equity (as a component of other comprehensive
income), depending on whether the derivative is being used to hedge changes in fair value or cash flows.

We have interest rate swap arrangements related to a portion of our fixed rate debt. These hedge strategies
satisfy the fair value hedging requirements of SFAS No. 133, as amended. As a result, the fair value of the swaps is
carried on the balance sheet in other current assets and the related hedged liabilitics are also adjusted to fair value by
the same amount.
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CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

Notes to Consolidated Financial Statements

() Investments:

Marketable Securities

We classify our cost method investments at purchase as available-for-sale. We do not maintain a trading
portfolio or held-to-maturity securities.

Securities classified as available-for-sale are carried at estimated fair market value. These securities are held
for an indefinite period of time, but might be sold in the future as changes in market conditions or economic factors
occur. Net aggregate unrcalized gains and losses related to such securities, net of taxes, are included as a separate
component of shareholders’ equity. Interest, dividends and gains and losses realized on sales of securities are reported
in Investment income.

We evaluate our investments periodically to determine whether any decline in fair value, below the cost basis,
is other than temporary. To determine whether an impairment is other than temporary, we consider whether we have
the ability and intent 10 hold the investment until a market price recovery and whether evidence indicating the cost
of the investmen! is recoverable outweighs evidence to the contrary. Evidence considered in this assessment includes
the rcasons for the impairment, the severity and duration of the impairment, changes in value subsequent to ycar-end,
and forecasted performance of the investee. If we determine that a decline in fair value is other than temporary, the
cost basis of the individual investment is writien down to fair value, which becomes the new cost basis. The amount
of the write-down is transferred from other comprehensive income (loss) and included in the statement of operations
as a loss.

Investments in Other Entities

Investments in entities that we do not control, but where we have the ability to exercise significant influence
over operating and financial policies, are accounted for using the equity method of accounting.

(j) Income Taxes and Deferred Income Taxes:

We file a consolidated federal income tax return. We utilize the asset and liability method of accounting for
income taxes. Under the asset and liability method, deferred income taxes are recorded for the tax effect of temporary
differences between the financiaj statement basis and the tax basis of assets and liabilitics using tax rates expected
to be in effect when the temporary differences are expected to reverse.

(k) Stock Plans:

We have various stock-based compensation plans. Awards under thesc plans are granted to eligible officers,
management, non-management employees and non-cmployee directors. Awards may be made in the form of incentive
stock options, non-qualified stock options, stock appreciation rights, restricted stock or other stock based awards. As
permitted by current accounting rules, we apply Accounting Principles Board Opinions (APB) No. 25 and related
interpretations in accounting for the employee stock plans resulting in the use of the intrinsic value to value the
stock.

SFAS No. 123, “Accounting for Stock-Based Compensation” and SFAS No. 148, “Accounting for Stock-Based
Compensation - Transition and Disclosure, an amendment of SFAS No. 123, established accounting and disclosure
requirements using a fair-value-based method of accounting for stock-based employee compensation plans. As
permitted by existing accounting standards, we have clected to continue to apply the intrinsic-valued-based method
of accounting described above, and have adopted only the disclosure requirements of SFAS No. 123, as amended.

In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Sharc-Based Payment,” (“SFAS No,
123R™). SFAS 123R requires that stock-based employec compensation be recorded as a charge to carnings. In April
2005, the Securities and Exchange Commission required the adoption of SFAS No. 123R for annual periods beginning
after Junc 15, 2005. Accordingly, we will adopt SFAS 123R cominencing January |, 2006 and expect to recognize
approximatcly $2,800,000 of cxpense related to the non-vested portion of previously granted siock options for the
year ended December 31, 2006.
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We provide pro forma net income and pro forma net income per common share disclosures for employee and
non-employee director stock option grants based on the fair value of the options at the date of grant (see Note 18).
For purposes of presenting pro forma information, the fair value of options granted is computed using the Black
Scholes option-pricing model.

Had we determined compensation cost based on the fair value at the grant date for the Management Equity
Incentive Plan (MEIP), Equity Incentive Plan (EIP) and Directors’ Deferred Fee Equity Plan, our pro forma net
income and net income per common share available for common shareholders would have been as follows:

($ in thousands) 2005 2004 2003

Net income available for common shareholders ... ... Asreported  § 202,375 $ 72,150 8 187,852
Add: Stock-based employce compensation expense

included in reported net income, net of related tax

effeCtS e e e 5,267 29,381 6,014

Deduct; Total stock-based employee compensation
expense determined under fair value based method
for all awards, net of related tax effects . ......... (8,165) (38,312) (16,139)
Pro forma $ 199,477 $ 63,219 $ 177,727

Net income per common share availabie for common As reported:
shareholders ... ... ... ... L oL Basic 3 0.60 $ 024 5 0.67
Diluted 0.60 0.23 0.64
Pro forma:
Basic 3 0.59 $ 021 § 0.63
Diluted 0.5% 0.20 0.61

In connection with the payment of the special, non-recurring dividend of $2.00 per common share on September
2, 2004, the exercise price and number of all outstanding options was adjusted such that each option had the same
value to the holder after the dividend as it had before the dividend. In accordance with FASB Interpretation No. 44
(FIN 44), “Accounting for Certain Transactions Involving Stock Compensation” and EITF 00-23, “Issues Related to
the Accounting for Stock Compensation under APB No. 25 and FIN 44, there is no accounting consequence for
changes made to the exercise price and the number of shares of a fixed stock option or award as a direct result of the
special, non-recurring dividend.

(I) Net Income Per Common Share Available for Commen Shareholders:

Basic net income per cominon share is computed using the weighted average number of common shares
outstanding during the period being reported on. Except when the effect would be antidilutive, diluted net income
per common share reflects the dilutive effect of the assumed exercise-of stock options using the treasury stock
method at the beginning of the period being reported on as well as common shares that would result from the
conversion of convertible debt. In addition, the related interest on debt (net of tax) is added back to income since it
would not be paid if the debt was converted to common stock.

{2) RECENT ACCOUNTING LITERATURE AND CHANGES IN ACCOUNTING PRINCIPLES:

Accounting for Asset Retirement Obligations

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” We adopted
8FAS No. 143 effective January 1, 2003. As a result of our adoption of SFAS No, 143, we recognized an after tax
non-cash gain of approximately $65,769,000. This gain resulted from the elimination of the cumulative cost of
removal included in accumulated depreciation and is reflected as a cumulative effect of a change in accounting
principle in our statement of operations in 2003, as we have no legal obligation to remove certain of our long-lived
assets.
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Stock-Based Compensation

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition
and Disclosure, an amendment of FASB Statement No. 123, “Accounting for Stock-Based Compensation.” SFAS No.
148 provides alternative methods of transition for a voluntary change to the fair value based method of accounting
for stock-based compensation and amends the disclosure requirements of SFAS No. 123 to require prominent
disclosures in both annual and interim financial statements. This statement is effective for fiscal years ending after
December 15, 2002. We have adopted the expanded disclosure requirements of SFAS No. 148.

In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Sharc-Based Payment,” (SFAS No. 123R).
SFAS No. 123R requires that stock-based employee compensation be recorded as a charge to earnings. In April 2005,
the Securities and Exchange Commission required adoption of SFAS No. 123R for annual periods beginning after June
15, 2005. Accordingly, we will adopt SFAS 123R commencing January 1, 2006 and expect to recognize approximately
$2,800,000 of expense related to the non-vested portion of previously granted stock options for the year ended December
31, 2006.

Variable Interest Entities

In December 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003) (FIN 46R),
“Consolidation of Variable Interest Entities,” which addresses how a business enterprise should evaluate whether it
has a controlling financial interest in an entity through means other than veting rights and accordingly should
consolidate the entity. FIN 46R replaces FASB Interpretation No. 46, “Consolidation of Variable Interest Entities,”
which was issued in January 2003. We are required to apply FIN 46R to variable interests in variable interest
entities, or VIEs, created after December 31, 2003. For any VIEs that must be consolidated under FIN 46R that were
created before January |, 2004, the assets, liabilities and nencontrolling interests of the VIE initially would be
measured at their carrying amounts with any difference between the net amount added to the balance sheet and any
previously recognized interest being recognized as the cumnulative effect of an accounting change. If determining
the carrying amounts is not practicable, fair value at the date FIN 46R first applies may be used to measure the assets,
liabilities and noncontrolling interest of the VIE. We reviewed all of our investments and determined that the Trust
Convertible Preferred Sccurities (EPPICS), issued by our consolidated wholly-owned subsidiary, Citizens Utilities
Trust and the related Citizens Utilities Capital L..P, were our only VIEs, Except as described in Note 15, the adoption
of FIN 46R on January 1, 2004 did not have a material impact on our financial position or results of operations.

Investments

In March 2004, the FASB issued EITF Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments” (EITF 03-1), which provides new guidance for assessing impairment
losses on debt and equity investments. Additionally, EITF 03-1 includes new disclosure requirements for investments
that are deemed to be temporarily impaired. In September 2004, the FASB delayed the accounting provisions of
EITF 03-1; however, the disclosure requirements remain effective and were adopted for our year ended December 31,
2004. Although we have no material investments at the present time, we will evaluate the effect, if any, of
EITF 03-1 when final guidance is released.

Exchanges of Productive Assets

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets,” an amendment of APB
Opinion No. 29, SFAS No. 153 addresses the measurement of exchanges of certain non-monetary assets (except for
certain exchanges of products or property held for sale in the ordinary course of business). The Statement requires that
non-monetary exchanges be accounted for at the fair value of the assets exchanged, with gains or losses being recognized,
if the fair value is determinable within reasonable limits.and the transaction has commercial substance. SFAS No. 153
is effective for nonmonetary exchanges occurring in fiscal periods beginning after June 15, 20035. We do not expect
the adoption of the new standard to have a material impact on our financial position, results of operations and cash
flows.
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Accounting for Conditional Asset Retirement Obligations

In March 2005, the FASB issued FIN 47, “Accounting for Conditional Asset Retirement Obligations,” an
interpretation of FASB No. 143, FIN 47 clarifies that the term conditional asset retirement obligation as used in
FASB No. 143 refers to a legal obligation to perform an asset retirement activity in which the timing or method of
settlement are conditional on a future event that may or may not be within the control of the entity. FIN 47 also
clarifies when an entity would have sufficient information to reasonably estimate the fair value of an asset retirement
obligation, Although a liability exists for the removal of poles and asbestos, sufficient information is not available
currently to estimate our liability, as the range of time over which we may settle theses obligations is unknown or
cannot be reasonably estimated. The adoption of FIN 47 during the fourth quarter of 2005 had no impact on our
financial position or results of operations.

Accounting Changes and Error Corrections

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections,” a replacement of
APB Opinion No. 20 and FASB Statement No. 3. SFAS No. 154 changes the accounting for, and reporting of, a change
_in accounting principle. SFAS No. 154 requires retrospective application to prior period’s financial statements of
voluntary changes in accounting principle, and changes required by new accounting standards when the standard does
not include specific transition provisions, unless it is impracticable to do so. SFAS No. 154 is effective for accounting
changes and corrections of errors made in fiscal years beginning after December 15, 2005.

Partnerships

In June 2005, the FASB issued EITF No. 04-5, “Determining Whether a General Partner, or the General
Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain
Rights,” which provides new guidance on how general partners in a limited partnership should determine whether
they control a limited partnership. EITF No. 04-5 is effective for fiscal periods beginning after December 15, 2005.
We do not expect the adoption of EITF No. 04-5 to have a material impact on our financial position, results of operations
or cash flows.

(3) ACCOUNTS RECEIVABLE:

The components of accounts receivable at December 31, 2005 and 2004 are as follows:

($ in thousands) 2005 2004
End aser ... oo 5 226,717 3 227,385
Other. oo, 34,798 42,301
Less: Allowance for douptful accounts ............... {32,408) (35,996)
Accounts receivable,net .. .. ...... ... ... . .......... 3 229,107 $ 233,690

We maintain an allowance for estimated bad débts based on our estimate of collectibility of our accounts
receivable. Bad debt expense, which is recorded as a reduction of revenue, was $13,510,000, '$17,906,000 and
$21,540,000 for the years ended December 31, 2005, 2004, and 2003, respectively.
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(4) PROPERTY, PLANT AND EQUIPMENT:

The components of property, plant and equipment at December 31, 2005 and 2004 are as follows:

Estimated
($ in thousands) Useful Lives 2005 2004

Land .. ..o N/A § 20,748 §  21,48!
Buildings and leasehold improvements .. ............... 30 to 41 years 359,339 357,983
General support ....... ... . e 3to 17 years 413,512 414,360
Central office/electronic circuit equipment . .. ........... 5to 1l years 2,611,934 2,536,579
Cableand wire . ... ... ... ... .. 15 to 60 years 3,085,338 2,972,919
Other. .. e 5 to 30 years 35,458 31,993
Construction work iIn progress. . ...........ovoooen. 99,746 93,049

6,626,075 6,428,364
Less: accumulated depreciation. .. .................... (3,439,610) (3,092,514)
Property, plant and equipment,net. . ................... § 3,186,465 $ 3,335,850

Depreciation e;lcpense is principally based on the composite group method. Depreciation expense was $415,581,000,
$444,288 000 and $466,323,000 for the years ended December 31, 2005, 2004 and 2003, respectively. Effective January
1, 2003, as a result of the adoption of SFAS No. 143, “Accounting for Asset Retirement Obligations,” we ceased
recognition of the cost of removal provision in depreciation expense and eliminated the cumulative cost of removal
included in accumulated depreciation. Effective with the completion of an independent study of the estimated useful
lives of our plant assets we adopted new lives beginning October 1, 2005.

(5) LOSSES ONIMPAIRMENT:
During 2005 and 2004, we did not recognize any impairment charges.

During 2003, we recognized non-cash pre-tax impairment losses of $15,300,000 related to our Vermont electric
division assets held for sale in accordance with the provisions of SFAS No. 144,

(6) DISPOSITIONS:

Pre-tax gains {losses) in connection with the following transactions were recorded in other income (loss), net:

2005

On February 1, 2005, we sold shares of Prudential Financial, Inc. for approximately $1,112,000 in cash, and we
recognized a pre-tax gain of approximately $493,000.

In June 2005, we sold for cash our interests in certain key man life insurance policies on the lives of Leonard
Tow, our former Chairman and Chief Executive Officer, and his wife, a former director. The cash surrender value of
the policies purchased by Dr. Tow totaled approximately $24,195,000, and we recognized a pre-tax gain of
approximately $§457,000,

During 2005, we sold shares of Global Crossing Limited for approximately $1,084,000 in cash, and we
recognized a pre-tax gain for the same amount.

2004

In October 2004, we sold cable assets in California, Arizona, Indiana, and Wisconsin for approximately
$2,263,000 in cash. The pre-tax gain on the sale was $40,000.

During the third quarter of 2004, we sold our corporate aircraft for approximately $15,298,000 in cash. The
pre-tax loss on the sale was $1,087.000.
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2003

On April 1, 2003, we completed the sale of approximately 11,000 telephone access lines in North Dakota for
approximately $25,700,000 in cash. The pre-tax gain on the sale was 32,274,000.

On April 4, 2003, we completed the sale of our wireless partnership interest in Wisconsin for approximately
$7.500,000 in cash. The pre-tax gain on the sale was $2,173,000.
(7) OTHER INTANGIBLES:

Other intangibles at December 31, 2005 and 2004 are as follows:

($ in thousands} 2005 2004
Customer base - amortizable over 96 months .................. $ 994,605 $ 994,605
Trade name - non-amortizable . .. ...... ... ... . ... ... ...... 122,058 122,058
Other intangibles. . .. ... 1,116,663 1,116,663
Accumulated amortization. ... .. ... .. ... .. {557.930) (431,552)
Total other intangibles,net . .. ........................... § 558733 $ 685111

Amortization expense was $126,378,000, $126,520,000 and $126,838,000 for the years ended December 31,
2005, 2004 and 2003, respectively. Amortization expense, based on our estimate of useful lives, is estimated to be
$126,380,000 per year through 2008 and $57,533,000 in 2009, at which point these assets will have been fully
amortized.

(8) DISCONTINUED OPERATIONS:

Conference Call USA

In February 2005, we entered into a definitive agreement to sell Conference-Call USA, LLC (CCUSA), our
conferencing services business. On March 15, 2005, we completed the sale for $43,565,000 in cash, subject to adjustments
under the terms of the agreement. The pre-tax gain on the sale of CCUSA was $14,061,000. Qur after-tax gain was
approximately $1,167.000. The book income taxes recorded upon sale are primarily attributable to a low tax basis in the
assets sold.

In accordance with SFAS No. 144, any component of our business that we dispose of or classify as held for sale
that has operations and cash flows clearly distinguishable from operations, and for financial reporting purposes, and
that will be eliminated from the ongoing operations, should be classified as discontinued operations. Accordingly,
we have classified the results of operations of CCUSA as discontinued operations in our consolidated statements of
operations and have restated prior periods,

CCUSA had revenues of approximately $24,600,000 and operating income of approximately $8,000,000 for the
year ended December 31, 2004. At December 31, 2004, CCUSA’s net-assets totaled approximately $23,400,000. The
company had no outstanding debt specifically identified with CCUSA and therefore no intcrest expense was allocated
to discontinued operations. In addition, we ceased to record depreciation expense effective February 16, 2005.
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Summarized financial information for CCUSA (discontinued operations) is set forth below:

( § in thousands) For the years ended December 31,
2005 2004 2003
Revenue. .. ... ... ... ... $ 4607 $24558 320,764
Operating income ., .. ... ........ciiuurrnnnnnnn $ 1,489 § 8,188 3% 6,820
Incometaxes................. J $ 449 § 2957 § 2,440
Netincome .............co  iiiiiin i, $ 1,040 § 5231 3 4380
Gain on disposal of CCUSA, netoftax .. ............ $ 1,167 § — 5 —
($ in thousands) December 31, 2004
Current @ssets . ...t e $ 2819
Net property, plant and equipment .............. 2,450
Goodwill .. .. ... .. . e 18,853
Total assets of discontinued operations .. ......... $ 24,122
Current liabilities . .. ... ... ... . . . ... $ 735
Total liabilities of discontinued operations ........ 3 735

Public Utilities

On April 1, 2004, we completed the sale of our Vermont electric distribution operations for approximately
$13,992,000 in cash, net of selling expenses. With that transaction, we completed the divestiture of cur public
utilities services business pursuant to plans announced in 1999. Losses on the sales of our Vermont properties were
included in the-impairment charges recorded in 2003.

(9 INVESTMENTS:

‘The components of investments at December 31, 2005 and 2004 are as follows:

{% in thousands) 2005 2004
Marketable equity securities ................... $ 122§ 2336
Equity method investments .................... 19,014 20,726

§ 19136 § 23062

Marketable Securities

As of December 31, 2005 and 2004, we owned 3,059,000 shares of Adelphia Communications Corp. (Adelphia)
common stock. As.a result of write downs recorded in 2002 and 2001, our “book cost basis” was reduced to zero and
subsequent increases and decreases, except for those deemed other than temporary, are included in accumulated
other comprehensive income (loss).

During 2004, we sold cur investments in D & E Communications, Inc. (D & E) and Hungarian Telephone and
Cable Corp. (HTCC) for approximately $13,300,000 and $13,200,000 in cash, respectively. We recorded net realized
gains of $12,066,000 in our statement of operations for the sale of these marketable securities.
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. The following summarizes the adjusted cost, gross unrealized holding gains and losses and fair market value
for marketable sccurities:

(% in thousands) Adjusted Unreatized Holding Agarepate Fair
Investment Classification Cost Gains {Luosses) Market Value
As of December 31, 2005
Available-for-Sale ............. ... 3 — % 122 8 — § 122
As of December 31, 2004
Available-for-Sale ............. ... $ 1,138 § 1,098 § — § 2,336

At December 31, 2005 and 2004, we did not have any investments that have becn in 2 continuous unrealized
loss position deemed to be temporary for more than 12 months. We determined that market fluctuations during the
period are not other than temporary because the severity and duration of the unrealized losses were not significant,

investments in Other Entities

During 2004, we reclassified our investments accounted for under the equity method from other assets to the
investment caption in our consolidated balance sheets and conformed prior periods to the current presentation,

Our investments in entities that arc accounted for under the equity methed of accounting consist of the following:
(1) a 33% intercst in the Mohave Cellular Limited Partncrship which is engaged in cellular mobile telephone service
in the Arizona arca; {2) a 16.8% interest in the Fairmount Cellular Limited Partnership which is engaged in cellular
mobile tclephone service in the Rural Service Arca (RSA) designated by the FCC as Georgia RSA No. 3; and (3) our
investments in CU Capital and CU Trust with relation to our convertible preferred securities. The investments in
. these entities amounted to $19,014,000 and $20,726,000 at December 31, 2005 and 2004, respectively.

(10) FAIR VALUE OF FINANCIAL INSTRUMENTS:

The following table summarizes the carrying amounts and estimated fair values for certain of our financial
instruments at December 31, 2005 and 2004, For the other financial instruments, representing cash, accounts
receivables, long-term debt due within one year, accounts payable and other acerued liabilities, the carrying amounts
approximate fair value due to the relatively short maturities of those instruments,

The fair value of our marketable securities and long-term debt is estimated based on quoted market prices at the
reporting date for those financial instruments. Other securities and investments for which market valucs are not
rcadily available are carried at cost,

(3 in thousands) 2005 2004
Carrying Carrying,
Amount Fair Value Amount Fair Value
Investments. ...................... $ 19,i36 3 19,136 § 23,062 $ 23,062
Long-termdebt ™. .. ... ........... $3,999376 $4,026453 $4266998 §4,607,298

(1) 2005 and 2004 includes interest rate swaps of $(8,727,000) and $4,466,000, respectively. 2005 and 2004
includes EPPICS of $33,785,000 and $63,765,000, respectively.
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(11) LONG-TERM DEBT: .
The activity in our long-term debt from December 31, 2004 to December 31, 2005 is summarized as follows:
Twelve Months Ended
Interest
Rute* at
December 31, Interest December 31,  December 31,
(% in thousands) 2004 Payments Rate Swap Other 2005 1005

Rural Utilities Service Loan

Contracts. . .......... $ 29,108 $ (6299 3§ — 3 — b *22.809 6.070%
Senior Unsecured Debt. . . . 4,131,803 — (13,193} 2,171 4,120,781 8.117%
EPPICS** (reclassified as a

result of adopting

FIN46R)............ 63,765 — — (29,980) 33,785 5.000%
EL] Capital Leases .. ..... 4,421 (134) — — 4,287 10.364%
Industrial Development

Revenue Bonds .. ... .. 58,140 — — — 58,140 5.559%
TOTAL LONG TERM

DEBT .............. $4287237 $ (6.433) $(13,193) $(27.809) §4.239,802
Less: Debt Discount .. ... (13,859) (12,692)
Less: Current Portion . . . . (6,380) (227,734)

$4,266,998 $ 3,999,376

* Interest rate includes amortization of debt issuance expenses, debt premiums or discounts. The interest rate for .
Rural Utilities Service Loan Contracts, Senior Unsecured Debt, and Industrial Development Revenue Bonds
represent a weighted average of multiple issuances.

**  In accordance with FIN 46R, the Trust holding the EPPICS and the related Citizens Utilities Capital L.F. are
now deconsolidated (see Note 15).

Additional information regarding our Senior Unsecured Debt at December 31, 2005 is as follows:

Principal interest
($ in thousands) Qutstanding Rate
Senior Notes:
Due&/17/2006 . . ... ... ... . i, b 5,770 6.750%
Due 8/15/2008 . ............ e 698,470 7.625%
Due /1572011 .. ... .. . 1,044,256  9.250%
Due 1072472011 .. .. ... . 200,000 6.270%
Due I/1572013 .. ... 698,537  6.250%
Due 8/15/2031 .. ... ... . 748,006  9.000%
3,441,039
Debentures due 2006-2046. .. ........ ... ... .. 643,742 7.263%
Subsidiary Senior
Notesdue 12/1/2012 ... ... ... e, 36,000 8.050%
Total. ... 3 4,120,781

In February 2006, our Board of Directors authorized us to repurchase up to $150.0 million of our outstanding
debt securities over the following twelve-month period. These repurchases may require us to pay premiums, which
would result in pre-tax losses to be recorded in other income (loss), net.
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For the year ended December 31, 2005, we retired an aggregate $36,412.000 of debt (including 529,980,000 of
EPPICS conversions), representing approximately 1% of total debt outstanding at December 31, 2004. During the
second quarter of 2005, we entered into two debt-for-debt exchanges of our debt securities. As a result, 350,000,000
of our 7.625% Notes duc 2008 were exchanged for approximately $52,171,000 of our 9.00% Notes due 2031. The
9.00% Notes are callable on the same general terms and coaditions as the 7.625% Notes exchanged. No cash was
cxchanged in these transactions, however a non-cash pre-tax loss of approximately $3.175,000 was recognized in
accordance with EITF No. 96-19, “Debtor’s Accounting for a Medification or Exchange of Debt Instruments™ which
is included in other income (loss), net.

As of December 31, 2005, EPPICS representing a total principal amount of $177,.971,000 had been converted
into 14,237,807 shares of our common stock.

Total futurc minimum cash payment commitments under ELI’s long-term capital leases including interest
amounted to $9,113,000 as of December 31, 2005.

The total outstanding principal amounts of industrial development revenue bonds were $58.140.000 at December
31,2005 and 2004. The carlicst maturity date for these bonds is in August 2015, Under the terms of our agreements
1o sell our former gas and electric operations in Arizona, completed in 2003, we arc obligated to call for redemption,
at their first available call dates, three Arizona industrial development revenue bond series aggregating to
approximately $33,440,000. These bonds’ first call dates are in 2007. We expect to retire all called bonds with cash.
In addition, holders of $11,150,000 principal amount of industrial development bonds may tender such bonds to us at
par and we have the simultancous option to call such bonds at par on August 7, 2007. We expect to call the bonds
and retirc them with cash.

As of December 31, 2005 we had available lines of credit with financial institutions in the aggregate amount of
$250,000,000 with a maturity date of October 29, 2009. Associated facility fees vary depending on our leverage ratio
and were 0.375% as of December 31, 2005. During the term of the credit facility we may borrow, repay and re-
borrow funds. The credit facility is available for general corporate purposes but may not be used to fund dividend
payments. There have never been any borrowings under the facility.

" For the year ended December 31, 2004, we retired an aggregate $1,362,012,000 of debt (including $147,991,000
of EPPICS conversions), representing approximately 28% of total debt outstanding at December 31, 2003.

On January 15, 2004, we repaid at maturity the remaining outstanding $80.955.000 of our 7.45% Debentures.

On January 15, 2004, wec redeemed at 101% the remaining outstanding $12,300,000 of our Hawaii Special
Purpose Revenue Bonds, Series 1993A and Serics 1993B.

On May 17, 2004, we repaid at maturity the remaining outstanding $5,975,000 of ELI’s 6.05% Notes. These
Notes had been guaranteed by the Company.

On July 15, 2004, we renegotiated and prepaid with $4,954,000 of cash the entire remaining $5,524.000 ELI
capital lease obligation to a third party.

On July 30, 2004, we purchased $30:0,000,000 of the 6.75% notes that were a component of our cquity units at
105.075% of par, plus accrucd interest, at a premium of approximately §15,225,000 recorded in investment and other
income (loss), net.

During August and September 2004, we repurchased through a series of transactions an additional $108,230,000
of the 6.75% notes due 2006 at a weighted average price of 104.486% of par, plus accrued interest, at a premium of
approximately $4,855,000 rccorded in investment and other income (loss), net.

On November 8, 2004, we issucd an aggregate $700,000,000 principal amount of 6.25% scnior notes duc
January 15, 2013 through a registered underwritten public offering. Proceeds from the sale were used to redeem our
outstanding $700,000,000 of 8.50% Notes duc 2006, which is discussed below.

On November 12, 2004, we called for redemption on December 13, 2004 the entire $700.000,000 of our 8.50%
Notes due 2006 at a price of 107.182% of the principal amount called, plus accrued interest, at a premium of
approximately $50,300.000.
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As of December 31, 2004, EPPICS representing a total principal amount of $147,991,000 had been converted
into 11,622,749 shares of our common stock.

During the twelve months ended December 31, 2003, we executed a series of purchases in the open market of
our outstanding debt securities. The aggregate principal amount.of debt securities purchased was $94,895,000 and
they generated a pre-tax loss on the carly extinguishment of debt at a premium of approximately $3.117,000 recorded
in other income (loss), net.

Our principal payments and capital lease payments (principal only) for the next five years are as follows:

ELI Capital
Principal Lease

(% in thousands) Payments Payments
2006 ...... 227,693 41
2007 ...... 31,77 110
2008 ...... 700,938 126
2009 ...... 1,006 145
2010....... 4,387 165

(12) DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES:

Interest rate swap agreements are used to hedge a portion of our debt that is subject to fixed interest rates.
Under our interest rate swap agrecments, we agree to pay an amount equal to a specified variable rate of interest
times a notional principal amount, and to receive in return an amount equal to a specified fixed rate of interest times
the same notional principal amount. The notional amounts of the contracts are not exchanged. No other cash
payments are made unless the agreement is terminated prior to maturity, in which case the amount paid or received
in settlement is established by agreement at the time of termination and represents the market value, at the then
current rate of interest, of the remaining obligations to exchange payments under the terms of the contracts.

The interest rate swap contracts are reflected at fair value in our consolidated balance sheets and the related
portion of fixed-rate debt being hedged is reflected at an amount cqual to the sum of its book value and an amount
representing the change in fair value of the debt obligations attributable to the interest rate risk being hedged. Changes
in the fair value of interest rate swap contracts, and the offsetting changes in the adjusted carrying value of the related
portion of the fixed-rate debt being hedged, are recognized in the consolidated statements of operations in inierest
expense. The notional amounts of interest rate swap contracts hedging fixed-rate indebtedness as of December 31,
2005 and December 31, 2004 werc $500,000,000 and $300,000,000, respectively, Such contracts require us to pay
variable rates of interest (average pay rates of approximately 8.60% and 6.12% as of December 31, 2005 and 2004,
respectively) and receive fixed rates of interest (average receive rates of 8.46% and 8.44% as of December 31, 2005
and 2004, respectively). The fair value of these derivatives is reflected in other assets as of December 31, 2005 and
2004, in the amount of $(8,727,000) and $4,466,000, respectively. The related underlying debt has been decreased in
2005 and increased in 2004 by a like amount. The amounts received during the year ended December 31, 2005 and
2004 as a result of these contracts amounted to $2,522,000 and $9,363,000, respectively, and are included as a
reduction of interest expense.

During September 2005, we entered into a series of scparate forward rate agreements with our swap counter-
parties that fixed the underlying variable rate component of some of our swaps at the market rate as of the date of
execution for certain future rate-setting dates. At December 31, 2005, the rates obtained under these forward rate
agreements were below market rates. The fair value of these derivatives is reflected in other current assets as of
December 31, 2005, in the amount of $1,129,000. A gain for the changes in the fair value of these forward rate
agreements of $1,851,000 is included in other income (loss), net for the year ended December 31, 2005.
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As the result of our call of all of our 8.50% Notes in November 2004, we terminated five interest rate swaps
involving an aggregate $250,000,000 notional amount of indebtedness. Proceeds from the swap terminations of
approximately $3,026,000 and U.S. Treasury rate lock agreements of approximately $971,000 were applied against
the cost to retire the debt, resulting in a net premium of approximately $46,277,000 recorded in other income (loss),
net,

We do not anticipate any nonperformance by counter-parties to our derivative contracts as all counter-parties
have investment grade credit ratings.

(13) MANAGEMENT SUCCESSION AND STRATEGIC ALTERNATIVES EXPENSES:

On July 11, 2004, our Board of Directors announced that it had completed its review of our financial and
strategic alternatives, and on September 2, 2004, we paid a special, non-recurring dividend of $2.00 per common
share and a quarterly dividend of $0.25 per common share to shareholders of record on August 18,2004, Concurrently,
Leonard Tow decided to step down from his position as chief executive officer, effective immediately, and resigned
his position as Chairman of the Board on September 27, 2004. The Board of Directors named Mary Agnes Wilderotter
president and chief executive officer in November 2004.

In 2004, we expensed approximately $90,632,000 of costs related to management succession and our exploration
of financial and strategic alternatives. Included are $36,618,000 of non-cash expenses for the acceleration of stock
benefits, cash expenses of $19,229,000 for advisory fees, $19,339,000 for severance and retention arrangements and
$15,446,000 primarily for tax reimbursements.

(14) OTHER INCOME (LOSS), NET:

The components of other income (loss), net for the years ended December 31, 2005, 2004 and 2003 are as
follows:

(8 in thousands) - 1005 2004 2083

Legal contingencies .................. ... ..t e $ (70000 § — 3 —
Gain on capital lease termination/restructuring ... .......... — — 69,512
Gain on expiration/scttlement of customer advances ......... 681 25,345 6,165
Loss onexchangeofdebt . ......... ... ... ............. (3,175) — —
Premium on debtrepurchases . ........... ... ............ — (66,480) (10,851)
Gain on forward rate agreements. . ... .............. . ..., 1,851 — —
Gain (loss)onsaleofassets .. ... ... ... ... ... .. L. — (1,945) (20,492)
Other, et .. ... o i e e 5,969 (10,279 (275)

Total other income (loss), net ... ............c..oonn.. $ (1,674 $ (53,359 $ 44,059

In the fourth quarter of 2005, we recorded $7,000,000 of expense was recorded in connection with a legal
matter. In connection with our exchange of debt during the second quarter of 2005, we recognized a non-cash, pre-
tax loss of approximately $3,175,000. 2005 also includes a gain for the changes in fair value of our forward rate
agreements.

During 2005, 2004 and 2003, we recognized income in connection with certain retained liabilities associated
with customer advances for construction from our disposed water properties, as a result of some of these liabilitics
terminating. During 2003, we recognized gains in connection with the termination/restructuring of capital leases at
ELL Gain (loss) on sale of assets in 2004 is primarily attributable to the loss on the sale of our corporate aircraft
during the third quarter. In 2003, the amount represents the sales of The Gas Company in Hawaii and our Arizona
gas and electric divisions, access lines in North Dakota and our wireless partnership interest in Wisconsin, and our
Plano, Texas office building.
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(15) COMPANY OBLIGATED MANDATORILY REDEEMABLE CONVERTIBLE PREFERRED
SECURITIES:

In 1996, our consolidated wholly-owned'subsidiary, Citizens Utilities Trust (the Trust}, issued, in an underwritten
public offering, 4,025,000 shares of 5% Company Obligated Mandatorily Redeemable Convertible Preferred
Securities due 2036 (EPPICS), representing preferred undivided interests in the assets of the Trust, with a liquidation
preference of $50 per security (for a total liquidation amount of $201,250,000). These securities have an adjusted
conversion price of $11.46 per Citizens common share. The conversion price was reduced from $13.30 to $11.46
during the third quarter of 2004 as.a result of the $2.00 per share special, non-recurring dividend. The proceeds from
the issuance of the Trust Convertible Preferred Securities and a Company capital contribution were used to purchase
$207,475,000 aggregate liquidation amount of 5% Partnership Convertible Preferred Securities due 2036 from
another wholly-owned subsidiary, Citizens Utilities Capital L.P. (the Partnership). The proceeds from the issuance
of the Partnership Convertible Preferred Securities and a Company capital contribution were used to purchase from
us 211,756,000 aggregate principal amount of 5% Convertible Subordinated Debentures due 2036. The sole assets
of the Trust are the Partnership Convertible Preferred Securities, and our Convertible Subordinated Debentures are
substantially all the assets of the Partnership. Qur obligations under the agreements related to the issuances of such
securities, taken together, constitute a full and unconditional guarantee by us of the Trust’s obligations relating to the
Trust Convertible Preferred Securities and the Partnership’s obligations relating to the Partnership Convertible
Preferred Securities,

In accordance with the terms of the issuances, we paid the annual 5% interest in quarterly installments on the
Convertible Subordinated Debentures in the four quarters of 2005, 2004 and 2603, Only cash was paid (net of
investment returns) to the Partnership in payment of the interest on the Convertible Subordinated Debentures. The
cash was then distributed by the Partnership to the Trust and then by the Trust to the holders of the EPPICS.

As of December 31, 2005, EPPICS representing a total principal amount of $177,971,000 had been converted
into 14,237,807 shares of our common stock.

We adopted the provisions of FIN 46R (revised December 2003) (FIN 46R), “Consolidation of Variable Interest
Entities,” effective January 1, 2004. Accordingly, the Trust holding the EPPICS and the related Citizens Utilities
Capital L.P. arc deconsolidated.

(16) CAPITAL STOCK:

We are authorized to issue up to 600,000,000 shares of cominon stock. The amount and timing of dividends
payable on common stock are within the sole discretion of our Board of Directors.

(17) STOCK PLANS:

At December 31, 2005, we have four stock based compensation plans, which are described below. We apply
APB Opinjon No. 25 and related interpretations in accounting for the employee stock plans resulting in the use of the
intrinsic value to value the stock option, Compensation cost has not generally been recognized in the financial
statements for options issued pursuant to the Management Equity Incentive Plan (MEIP), the 1996 Equity Incentive
Pilan (1996 EIP) or the Amended and Restated 2000 Equity Incentive Plan (2000 EIP), as the exercise price for such
options was cqual to the market price of the stock at the time of grant.

In connection with our Directors’ Deferred Fee Equity Plan, compensation costs associated with the issuance
of stock units was $1,069,000, $2,222,000 and $607,000 in 2005, 2004 and 2003, respectively. Cash compensation
associated with this plan was $434,000, $642 000 and $374,000 in 2005, 2004 and 2003, respectively. These costs
are recognized in other operating expenses.

We have granted restricted stock awards to key employees in the form of our common stock. The number of
shares issued as restricted stock awards during 2005, 2004 and 2003 were 352,000, 2,172,000 and 312,000, respectively.
None of the restricted stock awards may be sold, assigned, pledged or otherwise transferred, voluntarily or
involuntarily, by the employees until the restrictions lapse. The restrictions are time based. At December 31, 2005,
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1,456,000 shares of restricted stock were outstanding. Compensation expense, recognized in operating expense, of
$7,358,000, $45,313,000 and $8,552,000, for the years ended December 31, 2005, 2004 and 2003, respectively, has
been recorded in connection with these grants.

Management Equity Incentive Plan

Under the MEIP, awards of our common stock may be granted to eligible officers, management employees and
non-management employees in the form of incentive stock options, non-qualified stock options, stock appreciation
rights (SARs), restricted stock or other stock-based awards. The Compensation Committee of the Board of Directors
administers the ME]P.

Since the expiration date of the MEIP plan on June 21, 2000, no awards can be granted under the MEIP. The
exercise price of stock options issued was equal to or greater than the fair market value of the underlying common
stock on the date of grant. Stock options are generally not exercisable on the date of grant but vest over a period of
time, Under the terms of the MEIP, subsequent stock dividends and stock splits have the effect of increasing the
option shares outstanding, which correspondingly decreases the average exercise price of outstanding options.

Equity Incentive Plans

In May 1996, our shareholders approved the 1996 EIP and in May 2001, our sharcholders approved the 2000
EIP. Under the EIP plans, awards of our common stock may be granted to eligible officers, management employees
and non-management employees in the form of incentive stock options, non-qualified stock options, SARs, restricted
stock or other stock-based awards. Directors may receive awards under the 2000 EIP {other than options for annual
retainer fees). SARs may be granted under the 1996 EIP. The Compensation Committee of the Board of Directors
administers the EIP plans.

The maximum number of shares of common stock, which may be issued pursuant to awards at any time for both
plans, is 25,358,000 shares, which has been adjusted for subsequent stock dividends. No awards will be granted more
than 10 years after the effective dates (May 23, 1996 and May 18, 2000) of the EIP plans. The exercise price of stock
options and SARs generally shall be equal to or greater than the fair market value of the underlying common stock
on the date of grant. Stock options are generally not exercisable on the date of grant but vest over a period of time.

Under the terms of the EIP plans, subsequent stock dividends and stock splits have the effect of increasing the
option ghares outstanding, which correspondingly decrease the average exercise price of outstanding options.

In connection with the payment of the special, non-recurring dividend of $2.00 per common share on
September 2, 2004, the exercise price and number of all outstanding options was adjusted such that each option had
the same value to the holder after the dividend as it had before the dividend. Tn accordance with FASB Interpretation
No. 44 (FIN 44), “Accounting for Certain Transactions Involving Stock Compensation” and EITF 00-23, “Issues
Related to the Accounting for Stock Compensation under APB No. 25 and FIN 44,” there is no accounting consequence
for changes made to the exercise price and the number of shares of a fixed stock option or award as a direct result of
the special, non-recurring dividend.
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The following is a summary of share activity subject to option under the MEIP and EIP plans.

Weighted

Shares Average
Subject to Option Price

Option Per Share
Balance at January 1,2003....... ... ... .o i, 19,132,000 ) 11.66
Options granted. . ............. e 2,017,000 12.14
Options exercised . . ... ... 0 i i (1,612,000) 7.97
Options canceled, forfeited or lapsed . .. ... ............... {1,572,000) 12.92
Balance at December 31,2003 . ... ... ... .. e, 17,965,000 11.94
Options granted. . ... ... .. .. i i — —
Options exercised . ......... .. o i (7,411,000) 9.69
Options canceled, forfeited or lapsed . . ................... (355,000) 12.14
Effect of special, non-recurring dividend. . . ............... 2,212,000 —
Balance at December 31, 2004 . .. ... ... . ..., 12,411,000 11.15
Options granted. . ... ... .. v e 183,000 11.58
Optionsexercised . . ....... ... i (4,317,000) 10.52
Options canceled, forfeitedorlapsed . .. .................. (292,000) 10.48
Balance at December 31,2005 . .. .. ... . ... ... ... ... 7,985,000 3 11.52

The following table summarizes information about shares subject to options under the MEIP and EIP plans at
December 31, 2005.

Options Outstanding Options Exercisable
Weighted Weighted Weighted
Average Average Average .
Number Range of Exercise Remaining Number Exercise
Ouistanding Exercise Prices Price Life in Years Exercisable Price
517,000 % 645 - 667 % 6.54 2.64 517000 8§ 654
300,000 7.33 - 7.98 7.37 1.92 289,000 7.35
1,228,000 8.19 - 819 8.19 6.38 737,000 8.19
173,000 3.80 — 9.68 9.02 1.55 173,000 5.02
1,399,000 10.44 - 10.44 10.44 741 519,000 10.44
815,000 10.64-11.15 11.13 4.78 815,000 [1.13
1,430,000 11,79 -11.79 11.79 5.38 1,430,000 11.79
2,123,000 11.90 - 18.46 l6.14 495 2,068,000 16.24
7985000 % 645-1846 § 11.52 532 6,548,000 § 11.92

The number of options exercisable at December 31, 2004 and 2003 were 9,235,000 and 11,690,000,
respectively.

The weighted average fair value of options granted during 2005 was $2.98. There were no option grants made
during 2004. The weighted average fair value of options granted during 2003 was $6.04. For purposes of the pro
forma calculation, the fair value of each option grant is estimated on the date of grant using the Black Scholes option-
pricing model with the following weighted average assumptions used for grants in 2005 and 2003;

2005 2003
Dividendyield. . ........ . ... i 7.72% —
Expected volatility .. ...... ... ... ... .. ... ..., 46% 44%
Risk-freeinterestrate . ... ... ... ... ....ovn.n. 4.16% 2.94%
Expectedife. ... .. ... ... .. ...l 6 years 7 years
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Non-Employee Directors’ Compensation Flan

Upon commencement of his or her service on the Board of Directors, each non-employee director receives a
grant of 10,000 stock options, which is awarded under our 2000 EIP, The price of these options, which are immediately
exercisable, is set at the average of the high and low market prices of our common stock on the effective date of the
director’s initial election to the board,

Annually, each non-employee director also receives a grant of 3,500 stock units under our Formula Plan, which
commenced in 1997 and continues through May 22, 2007. Prior to April 20, 2004, each non-employee director
received an award of 5,000 stock options. The exercise price of the options granted under the Formula Plan was set
at 100% of the average of the high and low market prices of our common stock on the third, fourth, fifth, and sixth
trading days of the year in which the options were granted. The options are exercisable six months after the grant
date and remain exercisable for ten years after the grant date. In addition, on September 1, 1996, each non-employee
director received a grant, under the Formula Plan, of options to purchase 2,500 shares of common stock. These
options granted under the Formula Plan became exercisable six months after the grant date and remain exercisable
for ten years after the grant date.

Effective April 2004, the Formula Plan was amended to replace the annual grant of stock options with an
annual grant of 3,500 stock units. The stock units are awarded on the first business day of each calendar year. Each
non-employee director must elect, by December 31 of the preceding year, whether the stock units awarded under the
Formula Plan will be redeemed in cash or stock upon the director’s retirement or death, whichever occurs first.

In addition, each non-employee director is also entitled to annually receive a retainer, meeting {ees, and, when
applicable, fees for serving as a committee chair or as Lead Director, which are awarded under the Non-Employee
Directors’ Deferred Fee Equity Plan. For 2005, each non-employee director had to elect, by December 31 of the
preceding year, to receive $30.000 cash or 5,000 stock units as an annual retainer. Directors making a stock unit
election must also elect to convert the units to either common stock (convertible on a one-to-one basis) or cash upon
retirement or death. Prior to June 30, 2003, a director could elect to receive 20,000 stock options as an annual
retainer in lieu of cash or stock units. The exercise price of the stock options was set at the average of the high and
low market prices of our common stock on the date of grant. The options were exercisable six mounths after the date
of grant and had a 10-year term,

As of any date, the maximum number of shares of common stock which the Non-Employee Directors’ Deferred
Fee Equity Plan is obligated to deliver shall not be more than one percent (1%} of the total outstanding shares of our
common stock as of June 30, 2003, subject to adjustment in the event of changes in our corporate structure affecting
capital stock. There were 14 directors participating in the Directors’ Plan during all or part of 2005. In 2003, the total
options, plan units, and stock carned were 0, 64,000 and 0, respectively. 1n 2004, the total options, plan units, and stock
earned were 50,000, 57,226 and 0, respectively. In 2003, the total options, plan units, and stock earned were 83,125,
46,034 and 0, respectively. At December 31, 2005, 473,252 options were exercisable at a weighted average exercise price
of $9.80.

For 2003, each non-employee director received fees of $2,000 for each Board of Directors and committee
meeting attended. The chairs of the Audit, Compensation, Nominating and Corporate Governance and Retirement
Plan Committees were paid an additional annual fee of $25,000, $15,000, $7,500 and $5,000, respectively. In addition,
the Lead Director, who heads the ad hoc committee of non-employee directors, received an additional annual fee of
$17,000 (based on an annual fee that was changed from $20,000 to $15,000 mid-year). A director must elect, by
December 31 of the preceding year, to receive mecting and other fees in cash, stock units, or a combination of both. All
fees paid to the non-employee directors in 2005 were paid quarterly (except for the retainer which was paid at the
beginning of the year. If the director elects stock units, the number of units credited to the director’s account is
determiined as follows: the total cash value of the fees payable to the director are divided by 85% of the average of the
high and low market prices of our common stock on the first trading day of the year the election is in effect. Units are
credited to the director’s account quarterly.
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We account for the Directors’ Deferred Fee Equity Plan in accordance with APB Opinion No. 25, “Accounting
for Stock Issued to Employees” and related interpretations. Compensation expense is recorded if cash or stock units
are elected. If stock units are elected, the compensation expense is based on the market value of our common stock
at the date of grant. If the stock option election is chosen, compensation expense is not recorded because the options
are granted at the fair market value of our common stock on the grant date.

We had also maintained a Non-Employee Directors’ Retirement Plan providing for the payment of specified
sums annually to our non-employee directors, or their designated beneficiaries, starting at the director’s retirement,
death or termination of directorship. In 1999, we terminated this Plan. The vested benefit of each non-employee
director, as of May 31, 1999, was credited to the director’s account in the form of stock units. Such benefit will be
payable to each director upon retirement, death or termination of directorship. Each participant had until July 15,
1999 to elect whether the value of the stock units awarded would be payable in our common stock (convertible on a
one-for-one basis) or in cash. As of December 31, 2005, the liability for such payments was $634,000 all of which
will be payable in stock (based on the July 13, 1999 stock price).

{18) RESTRUCTURING AND OTHER EXPENSES:

2005 and 2004

During 2005 and 2004, we did not recognize any restructuring and other expenses. We continue to review our
operations, personnel and facilities to achieve greater efficiency.
2003

Restructuring and other expenses primarily consist of expenses related to reductions in personnel at our
telecommunications operations and the write-off of software no longer useful.
(19} INCOME TAXES:

The following is a reconciliation of the provision for income taxes for continuing operations computed at
federal statutory rates to the effective rates for the years ended December 31, 2005, 2004 and 2003:

2005 2004 2003
Consolidated tax provisien at federal statutoryrate .................... 35.0% 350% 35.0%
State income tax provisions, net of federal income tax benefit. .. ..... ... 2.0 % 1.8 % 6.6 %
Tax reserve adjustment. . . ... ..ot e (T9H%  (19.3)% (8.4)%
ALLOtEE, ML, . i e e 0.5% (4.0¥% 1.1%

296 % 13.5% 343 %
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The components of the net deferred income tax liability (asset) at December 31 are as follows:

Deferred income tax liabilities:

Property, plant and equipment basis differences
Intangibles. .. ... ... ..
101411 0 1=

Deferred income tax assets:

Minimum pension liability
Tax operating,loss carryforward
Alternate minimum tax credit carryforward
Employee benefits. . .. ... o
L8 14373 T

Less: Valuation allowance
Net deferred income tax asset
Net deferred income tax liability
Deferred tax assets and liabilities are reflected in the following captions on the

balance sheet:

Deferred InCOme taxes .. ...ttt e
Other CUITENt ASSCIE . ... .ottt et et e et e e et
Net deferred income tax hability

567,411 $ 578,501
168,703 161,955
7,752 9,004
743,866 749,460
76,368 62,435
260,053 394,797
43,678 37,796
66,853 55,566
21,279 23,095
468,231 573,689
(38,131) (43,503)
430,100 530,186
313,766  $ 219,274
325,084  $ 232,766
(11,318) (13,492)
313,766  § 219274

Our federal and state tax operating loss carryforwards as of December 31, 2005 are estimated at $584,476,000
and $1,409,983,000, respectively. Our federal loss carryforward will begin to expire in the year 2021. A portion of
our state loss carryforward will begin to cxpire in 2006. Qur alternative minimum tax credit as of December 31,

2005 can be carried forward indefinitely to reduce future regular tax liability.
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The provision {(benefit) for federal and statc income taxes, as well as.the taxes charged or credited to sharcholders’ .
equity, includes amounts both payable currently and deferred for payment in future periods as indicated below:

($ in thousands) 2005 ' 2004 2003

Income taxes charged (credited) to the income statement
for continuing operations:

Current:
Federal. . . oot e e $ 16708 $ (9,951) 8 (i2,632)
3] 2 2 (33,004) (3,643) 2,900
Total current ... ... ... .. ... .. {16,296) (13,594) (9,732)
Deferred:
Federal. . o e e 96,163 26,586 77,794
Federal tax credits. ... ... oo i e (18) (40) (3,128)
SHALE . « - oot et e 4,491 (2,530) (158)
Totaldeferred. . ... ... .. ... 100,636 24,016 74,508
Subtotal income taxes for continuing operations . ..., .. 84,340 10,422 64,776
Income taxes charged to the income statement for discontinued
operations:
Current:
b 7 £ AP — 3 —
Total current. .. ... . e — 3 —
Deferred:
Federal. .. ..o e e 12,156 2,816 2,358
State . . ... e e 1,187 138 82
Totaldeferred. .. .. ... o 13,343 2,954 .2,440
Subtotal income taxcs for discontinued operations. . . . .. 13,343 2,957 2,440
Income tax benefit on dividends on convertible preferred securities:
Current:
Federal. . ... ..o i e — — (3,344)
1] 7 1= O — — {508)
Subtotal income taxes on dividends on convertible
preferred securities. .. ... oLl — — (3,852)

Income taxes charged to the income statement for
cumulative effect of change in accounting principle:

Deferred:
Federal . .. ... .. .. .. . e - — 35414
b = — — 6,177
Subtotal income taxes for cumulative effect of
change in accounting principle .................. — — 41,591
Total income taxes charged to the income statement (a) . ... ........ 97,683 13,379 104,955

Income taxes charged (credited) to shareholders’ equity:
Deferred income taxes (benefits) on unrealized/realized gains or

losses on securitics classificd as available-forsale. ... ... ... .. (411} (10,982} 5,539
Current bencfit arising from stock options exercised and
restricted stock . ... ... .. L s (5,976) (13,765) (2,535)
Deferred income taxes (benefits) arising from recognition
of a minimum pension liability. .. ... ... ... ... ..o (13,933) (6,645} 13,373
Income taxes charged (credited) to sharcholders’ equity (b) ... . ... {20,320) (31,392) 16,377
Total income taxes: (@) plus (b). . .. ... $ 77363 $ (18013) $121,332 .
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(20) NET INCOME PER COMMON SHARE:

The reconciliation of the net income per common share calculation for the years ended December 31, 2005,
2004 and 2003 is as follows:

($ in thousands, except per-share amounts) 2005 2004 2003

Net income uscd for basic and diluted earnings
per common share:
Income from continuing operations before cumulative effect of

change in accounting principle. . ........ ..o ool § 200,168 $ 66919 % 117,703
Income from discontinued operations . ....... ... . oL 2,207 5,231 4,380
Income before cumulative effect of change in accounting principle. . . . .. 202,375 72,150 122,083
Income from cumulative effect of change in accounting principle . . . .. .. — — 65,769
Total basic net income available for common shareholders. . ......... .. $ 202375 § 72,150 § 187,852
Effect of conversion of preferred securities, . . ...................... 1,255 — 6,210
Total diluted net income available for common shareholders .. ....... .. 203630 § 72,150 8 194,062
Bagic earnings per common share:

Weighted-average shares outstanding - basic ....................... 337,065 303,989 282,434
Income from continuing operations before cumulative effect of

change in accounting principle. . . ... ..ot $ 059 8§ 022 % 0.42

Income from discontinued operations .. .......... ... 0.01 0.02 0.02
Income before cumulative efféct of change in accounting principle. . .. .. 0.60 0.24 0.44
Income from cumulative effect of change in accounting principle. . ... .. — — (.23
Net income per share available for common shareholders. . .. ....... .. b 0.60 § 024 § 0.67
Diluted carnings per common share:
Weighted-average shares outstanding .. ........... ... ... ... ... 337,065 303,989 282,434
Effect of dilutive shares . . . ... .. .. . o e 1,417 5,194 4,868
Effect of conversion of preferred securities. . ............. ... ... ... 3,193 — 15,134
Weighted-average shares outstanding - diluted . .. ........ ... ... ... 341,675 309,183 302,436
Income from ¢ontinuing operations before cumulative effect of

change in accounting prinéiple. . .. ......... ...l $§ 059 § 022 § 041
Income from discontinued operations . ................ . o .l 0.01 0.01 0.01
Income before cumulative effect of change in accounting principle. . . . .. 0.60 0.23 0.42
Income from cumulative effect of change in accounting principle. ... ... — — 0.22
Net income per share.available for common shareholders. . ............ $ 060 § 023 § 0.64

Stock Options

For the years ended December 31, 2005, 2004 and 2003 options of 1,930,000 and 2,495,000 (at exercise prices
ranging from $13.09 to $18.46), and 1,190,000 (at exercise prices ranging from $9.18 to $21.47), respectively, issuable
under employee compensation plans were excluded from the computation of diluted earnings per share (EPS) for
those periods because the exercise prices were greater than the average market price of common shares and, therefore,
the effect would be antidilutive.

In connection with the payment of the special, non-recurring dividend of $2.00 per common share on
September 2, 2004, the exercise price and number of all outstanding options was adjusted such that each option had
the same value to the holder after the dividend as it had before the dividend. In accordance with FASB Interpretation
No. 44 (FIN 44), “Accounting for Certain Transactions involving Stock Compensation” and EITF 00-23, “Issues
Related to the Accounting for Stock Compensation under APB No. 25 and FIN 44,” there is no accounting consequence
for changes made to the exercise price and the number of shares of a fixed stock option or award as a direct result of

the special, non-recurring dividend.
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In addition, for the years ended December 31, 2003, 2004 and 2003, restricted stock awards of 1,456,000,
1,686,000 and 1,249,000 shares, respectively, are excluded from our basic weighted average shares outstanding and
included in our dilutive shares unti] the shares are no longer contingent upon the satisfaction of all specified
conditions.

Equity Units and EPPICS

On August 17, 2004 we issued 32,073,633 shares of common stock, including 3,591,000 treasury shares, to our
equity unit holders in settlement of the equity purchase contract component of the equity units. With respect to the
$460,000,000 Senior Note component of the equity units, we repurchased $300,000,000 principal amount of these
Notes in July 2004. The remaining $160,000,000 of the Senior Notes werc repriced and a portion was'rémarketed on
August 12, 2004 as the 6.75% Notes due August 17, 2006. During 2004, we repurchased an additional $108,230,000
of the 6.75% Notes which, in addition to the $300,000,000 purchased in July, resulted in a pre-tax charge of
approximately $20,080,000 during the third guarter of 2004,

As aresult of our July dividend announcement with respect to our common shares, our 5% Company Obligated
Mandatorily Redeemable Convertible Preferred Securities due 2036 (EPPICS) began-to convert into shares of our
common stock. As of December 31, 2005, approximately 88% of the EPPICS outstanding, or about §177,971,000
aggregate principal amount of units, have converted to 14,237,807 shares of common stock, including 1,116,000
issued from treasury.

At December 31, 2005 and 2004, we had 465,588 and 1,065,171 shares, respectively, of potentially dilutive
EPPICS, which were convertible into comrmon stock at a 4.36 to 1 ratio at an cxercise price of $11,46 per share. Asa
result.of the September 2004 special, non-recurring dividend, the EPPICS exercise price for conversion into common
stock -was reduced from $13.30 to $11.46. These securities have been included in the diluted income per common
share calculation for the period ended December 31, 2005, however, they have not been included in the diluted
Jincome per share calculation for the period ended December 31, 2004 because their inclusion would have had an
antidilutive effect.

_ At December 31, 2003 we had 4,025,000 shares of potentially dilutive.EPPICS that havé been included in the
‘diluted income per common share calculation for the period ended December 31, 2003.

»

Stock Units

At December 31, 2005, 2004 and 2003, we had 206,630, 464,879 and 427,475 stock units,; respectively, issuable
under our Directors’ Deferred Fee Equity Plan and Non-Employee Directors’ Retirement Plan These securities have
not been included in‘the diluted income per share calculation because their inclusion would have had an antidilutive
effect,

(21} COMPREHENSIVE INCOME (L.OSS):

Comprehensive income consists of net income (loss) and other gains and losses affecting sharcholder’s
investment and minimum pension liability that, under GAAP, are excluded from net income (loss).
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Our other comprehensive income (loss) for the years ended December 31, 2005, 2004 and 2003 is as follows:

2005
Before-Tax Tax Expense/ Net-of-Tax
(% in thousands) Amount {Benefit) Amount
Net unrealized holding losses on securities arising
duringperiod. ... ... L § (1,055 § (395) S (660)
Minimum pension lability . ........... ... . L (36,416) (13,933) (22.483)
Less: Reclassification adjustments for net gains on securities
realizedinnetincome. . .. ... ... . .. (537) (7) (530)
Other comprehensive loss. .. ... . ... . e, $ (38.008) $ (14335 $ (23,673)
2004
Before-Tax Tax Expense/ Net-of-Tax
{% in thousands) Amount {Benefit) Amount
Net unrealized holding losses on securities arising
duringperiod. ... .. $ (1.%01 % (742y  § (1,159)
Minimum pension liability ... ....... ... ... . L (17,372) (6,643) (10,727)
Less: Reclassification adjustments for net gains on securities
realizedinnetincome. ........... ... ... .. ... .. ... ... (26,247) (10,240) {16,007)
Other comprehensive loss. .. ............ ... .. ... ... $ (45,520) 3 (17,627) $ (27,893)
2003
Before-Tax Tax Expense/ Net-of-Tax
(% in thousands) Amount {Benefit) Amount
Net unrealized holding gains on securities arising
duringperiod. . ... ..o o oo oo o § 14,470 § 5,539 5 8931
Minimum pension liability .. ............ ... ... . .. ... 34,935 13,373 21,562
Other comprehensive income. . ................. . ..co.uo... .. $ 49403 § 18912 $ 30,493

(22) SEGMENT INFORMATION:

We operate in two segments, Frontier and ELI (a CLEC). The Frontier segment provides both regulated and
unregulated communications services to residential, business and wholesale customers and is typically the incumbent
provider in its service areas. ELI provides telecommunications services, principally to businesses. ELI frequently
obtains the “last mile” access to customers through arrangements with the applicable ILEC.

As permitted by SFAS No. 131, we have utilized the aggregation criteria in combining our markets because all
of our Frontier properties share similar economic characteristics, in that they provide the same products and services
to similar customers using comparable technologies in all of the states that we operate in. The regulatory structure
is generally similar. Differences in the regulatory regime of a particular state do not impact the economic
characteristics or operating results of a particular property.

(§ in thousands) For the year ended December 31, 2003
Total
Frontier ELI Segments
Revenue. . ... ... ... § 2,003,318 $ 159,161 § 2,162479
Depreciation and Amortization ................... ... ... ..... 516,982 24977 541,959
Operating Income. . ... . ... .. 588,543 18,306 606,849
Capital Expenditures ........ ... ... . . .. . . i, 252,213 16,099 268,312
ASSIS L e e 5,805,423 168,342 5,973,765
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($ in thousands) For the year ended December 31, 2004
Total
Frontier ELI Electric Segments
Revenue........ .. ... ... . ... ... $ 2,002,657 $ 156,030 3 9,735 $ 2,168,422
Depreciation and Amortization . ................ 546,747 24,061 — 570,808
Management Successton and Strategic
Alternatives Expenses. . . ........ .......... 87,279 3,353 — 90,632
QOperating Income (Loss) ...................... 468,889 10,350 (3,134) 476,105
Capital Expenditures .. ... ....... ... ....... 263,193 11,644 — 274,837
ASSBLS L. L e 6,077,424 173,369 — 6,250,793
($ in thousands) For the year ended December 31, 2003
Total
Frontier ELI Gas Electric Segments
Revenue..................... $ 2,020,171 $§ 165389 3§ 137,68 3 100,928 $ 2,424,174
Depreciation and Amortization . . 569,651 23,510 — — 593,161
Reserve for Telecommunications
Bankrupteies. ............. (5,524) 1,147 — — (4,377
Restructuring and Other Expenses 9373 314 — —_ 9,687
Loss on Impairment . .......... — — — 15,300 15,300
Operating Income (Loss) . ... ... 530,368 9,710 14,013 (3,359) 350,732
Capital Expenditures .......... 243,445 9,496 9.877 13,984 276,802
ASSets ... ... 6,399,953 184,559 — 23,130 6,607,642
The following table presents supplemental financial data for ELI
Summary Income Statement for ELI
For the years ended
{ § in thousands) December 31,
2005 2004
Revenue.......... ... ... .. ..., $ 159,161 % 156,030
Operating expenses . ...............ccvoevvno, 115,878 121,619
Depreciation eXpense . ... ......ouvernouneen... 24977 24,061
Non-operating expense, net .. .. ........ ... ... 185 629
Income before income taxes. . .. ................ $§ 18121 § 9,721
The following tables are reconciliations of certain sector items to the total consolidated amount.
Capital Expenditures 2005 2004 2003
Total segment capital expenditures ... ........... $ 268312 $ 274837 $ 276,802
General capital expenditures . ... ............... 147 367 569
Consolidated reported capital expenditures. ....... $ 268459 § 275204 § 277371
Assets 2005 2004
Total segment assets . .. ... ... ... eiiian., $ 5,973,765 § 6,250,793
General assets. .. ... iein i 438,344 393,504
Discontinued operations assets ................. — 24,122

Consolidated reported assets
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(23) QUARTERLY FINANCIAL DATA (UNAUDITED):

First Second Third Fourth
($ in thousands, except per share amounts) quarter quarter quarter quarter
2005
REVENUE. ...ttt o e i e e $ 537,223  § 531,798 § 537346 % 556,112
Operating inCOME . , ., ., vvinrrrrnnar s nesnnn 145,112 146,897 141,617 173,223
NetinCome . .. ... . et e e 42,634 44 584 38,376 76,781
Net income available for common shareholders
perbasicshare, .. .. ..ot $ 013 § 013 § 011 8 0.23
Net income available for common shareholders
perdilutedshare . . ......... ... ... . . i L. 5 012 % 013 % o011 3 0.23
2004
REVEMUE. . . . . et e $ 552,311 § 537,796 § 539,188 % 539,127
Operaling iNCOMe . . . .. .. ..o, 137,598 126,014 70,087 142,406
Netincome (10SS) ... ove vt ii e iiiiei i ennnn. 42,868 23,792 {11,290) 16,780
Net income (loss) available for common shareholders
perbasicshare. ...... ... . b 0.15 % 0.08 § (004 % 0.05
Net income (loss) available for common shareholders
perdilutedshare .......... ... .. ... ... 3 015 % 008 § (004 % 0.05

The quarterly net income (loss) per common share amounts are rounded to the nearest cent. Annual net income
(loss) per common share may vary depending on the effect of such rounding,

2005 Transactions

On February 1, 2005, we sold shares of Prudential Financial, Inc. for approximately $1,112,000 in cash, and we
recognized a pre-tax gain of approximately $493,000 that is included in other income (loss), net.

On March 15, 2005, we completed the sale of our conferencing business for approximately $43,565,000 million
in cash. The pre-tax gain on the sale of CCUSA was $14,061,000. The after-tax gain was approximately
31,167,000.

In June 2003, the Company sold for cash its interests in certain key man life insurance policies on the lives of
Leonard Tow, our former Chairman and Chief Executive Officer, and his wife, a former director. The cash surrender
value of the policies purchased by Dr. Tow totaled approximately $24,195,000, and we recognized a pre-tax gain of
approximately $457,000 that is included in other income (loss), net.

During 2005, we sold shares of Global Crossing Limited for approximately $1,084,000 in cash, and we
recognized a pre-tax gain for the same amount that is included in other income (loss), net.
2004 Transactions

On April 1, 2004, we completed the sale of our Vermont electric distribution operations for approximately
$13,992,000 in cash, net of selling expenses.

During the third quarter of 2004, we sold our corporate aircraft for approximately $15,298,000 in cash. The
pre-tax loss on the sale was $1,087,000,

[n October 2004, we sold cable assets in California, Arizona, Indiana, and Wisconsin for approximately
$2,263,000 in cash, The pre-tax gain on these sales was $40,000.
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(24) RETIREMENT PLANS:

We sponsor a nonconiributory defined benefit pension plan covering a significant number of our employees
and other postretirement beunefit plans that provide medical, dental, life insurance benefits and other benefits for
covered retired employees and their beneficiaries and covered dependents. The benefits are based on years of service
and final average pay or career average pay. Contributions are made in amounts sufficient to meet ERISA funding
requirements while considering tax deductibility. Plan assets are invested in a diversified portfolio of equity and
fixed-income securities and alternative investments.

The accounting results for pension and postretirement benefTt costs and obligations are dependent upon various
actuarial assumptions applied in the determination of such amounts. These actuarial assumptions include the
following: discount rates, expecied long-term rate of return on plan assets, future compensation increases, employee
turnover, healthcare cost trend rates, expected retirement age, optional form of benefit and mortality. We review
these assumptions for changes annually with its outside actuaries. We consider our discount rate and expected long-
term rate of return on plan assets to be our most critical assumptions.

The discount rate is used to value, on a present value basis, our pension and postretirement benefit obligation
as of the balance sheet date. The same rate is also used in the interest cost component of the pension and postretirement
benefit cost determination for the following year. The measurement date used in the selection of our discount rate is
the balance sheet date. Our discount rate assumption is determined annually with assistance from our actuaries
based on the duration of our pension and postretirement benefit liabilities, the pattern of expected future benefit
payments and the prevailing rates available on long-term, high quality corporate bonds that approximate the benefit
obligation. In making this determination we consider, among other things, the yields on the Citigroup Pension
Discount Curve and Bloomberg Finance. This rate can change from year-fo-year based on market conditions that
impact corporate bond yields.

The expected long-term rate of return on plan assets is applied in the determination of periodic pension and
postretirement benefit cost as a reduction in the computation of the expense. In developing the expected long-term
rate of return assumption, we considered published surveys of expected market returns, 10 and 20 year actual returns
of various major indices, and our own historical 5-year and 10-year investment returns.

The expected long-term rate of return on plan assets is based on an asset allocation assumption of 30% to 45%
in fixed income securities, 45% to 55% in equity securities and 5% to 15% in alternative investments. We review our
asset allocation at least annually and make changes when considered appropriate. [n 2005, we did not change our
expected long-term rate of return from the 8.25% used in 2004. Our pension plan assets are valued at actual market
value as of the measurement date. The measurement date used to determine pension and other postretirement benefit
measures for the pension plan and the postretirement benefit plan is December 31.

Accounting standards require that we record an additional minimum pension liability when the plan’s
“accumulated benefit obligation” exceeds the fair market value of plan assets at the pension plan measurement
(balance sheet) date. In the fourth guarter of 2005, mainly due to a decrease in the year-end discount rate, we
recorded an additional minimum pension liability in the amount of $36,416,000 with a corresponding charge to
shareholders’ equity of $22,483,000, net of taxes of $13,933,000. In the fourth quarter of 2004, mainly due to a
decrease in the year-end discount rate, we recorded an additional minimum pension liability in the amount of
$17,372 000 with.a corresponding charge to sharcholders’ equity of $10,727,000, net of taxes of $6,645,000. These
adjustments did not impact our net income or cash flows for either year. If discount rates and the equity markets
performance decline, we would be required fo increase our minimum pension [iabilities and record additional charges
to shareholder’s equity in the future.

Actual results that differ from our assumptions are added or subtracted to our balance of unrecognized actuarial
gains and losses. For example, if the year-end discount rate used to value the plan’s projected benefit obligation
decreases from the prior year-end, then the plan’s actuarial loss will increase. If the discount rate increases from the
prior year-end then the plan’s actuarial loss will decrease. Similarly, the difference generated from the plan’s actual
asset performance as compared to ecxpected performance would be included in the balance of unrecognized gains and
losses.
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The impact of the balance of accumulated actuarial gains and losscs are recognized in the computation of
pension cost only to the extent this balance exceeds 10% of the greater of the plan’s projected benefit obligation or
market value of plan assets. If this occurs, that portion of gain or loss that is in excess of 10% is amortized over the
estimated future service period of plan participants as a component of pension cost. The level of amortization is
affected each year by the change in actuarial gains and losses and could potentially be eliminated if the gain/loss
activity reduces the net accumulated gain/loss balance to a level below the 10% threshold.

Pension Plan

The following tables set forth the plan’s benefit obligations and fair values of plan assets as of December 31,
2005 and 2004 and net periodic benefit cost for the years ended December 31, 2005, 2004 and 2003.

(% in thousands) 2005 2004
Change in bepefit obligation
Benefit obligation at beginning of year . ............... ... $ 799,458 3 761,683
SErVICE COSE. .« o vt e 6,117 5.748
INTETESE COSE. « vt r v e et e e e e et e 46,416 46,468
Actuarial 10SS ... . 48,750 44350
Benefits paid. ... oot (58,139) (58,791)
Benefit obligation atend of year .. ... ... ... ... . . ... $ 842,602 $ 799,458
Change in plan assets
Fair value of plan assets at beginning of year .............. $ 761,168 $ 719,622
Actual returnonplanassets. ......... ... ... ... .. . ... .. 59,196 80,337
Employer contribution .. ... ... ..o L o oL — 20,000
Benefitspaid. ........... oo i (58,139) (58,791
Fair value of plan assetsatend of year. .. ................. § 762,225 $ 761.168
(Accrued)/Prepaid benefit cost
Funded status .. ... vt oo e $ (80,377) % (38,290)
Unrecognized priorservice cost. . ....................... (1,745) (1,988)
Unrecognized net actuarial loss. . ....................... 223,525 183,481
Prepaid benefitcost .............. .. ... ... . ... .. 141,403 $ 143.203
Amounts recognized in_the statement of financial position
Accrued benefit liability. .. ... ... .. .. ... .. ... ..., $ (58250) § (20,034)
Other comprehensive income. . .......... ... . ... .. .... 199,653 163,237
Netamountrecognized. .. ... ... ... ... ... $ 141,403 $ 143203
{$ in thousands) 2005 2004 2003
Components of net periodic benefit cost
Service cost. . ... e £ 6117 $ 5,748 3 6479
Interest cost on projected benefit obligation . ... ... 46,416 46,468 49,103
Returnonplanassets . ........................ {60,371) {57,203) {53,999)
Amortization of prior service cost and
unrecognized net obligation. ... .......... ... (244) (244) (172)
Amortization of unrecognized loss . ... ........ .. 9,882 8,806 11,026
Net periodic benefitcost. . ..., ... 1,800 3,575 12,437
Curtailment/settlement charge. ... ............ .. — — 6,585
Total periodic benefitcost ..................... $ 1,800 § 3,575 $ 19022
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The plan’s weighted average asset allocations at December 31, 2005 and 2004 by asset category are as .
follows:
2005 2004
Asset category:
Equity securities. . ........................ 50% 57%
Debtsecuritics. .. .. ..o 34% 32%
Alternative investments . ................... 13% 8%
Cashandother............ ... ... ... ..... 3% 3%
Total. .. .. ... e 100% 100%
The plan’s expected benefit payments by year are as follows:
Year Amount
(% in thousands)

2006 ... 3§ 55350

2007 L e 57,171

2008 e 58,523

2009 e 61,394

2010, . .. 62,006

2001 <2015 L. 319,075

Total ... § 613,519

Our required contribution to the plan in 2006 is $0.

The accumulated benefit obligation for the plan was $820,475,000 and $781,202,000 at December 31, 2005 and

2004, respectively.
Assumptions used in the computation of pension and postretirement benefits other than pension costs/year-end

benefit obligations were as follows:

2005 2004
DISCOUME TAtE. . . . . e 6.00%/5.625% 6.25%/6.00%
Expected long-term rate of return on plan assets. . .. 8.25%/8.25% 8.25%/8.25%
4.0%/4.0% 4.0%/4.0%

Rate of increase in compensation levels. . .........
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Postretirement Benefits Other Than Pensions

The following table sets forth the plan’s benefit obligations, fair values of plan assets and the postretirement
benefit liability recognized on our balance sheets at December 31, 2005 and 2004 and net periodic postretirement
benefit costs for the years ended December 31, 2005, 2004 and 2003:

In 2003, we approved changes to certain retiree medical plans. The plan changes (reflected as amendments in
the table below) and the related impact are included in the accumulated postretirement benefit obligation (APBO) as
of December 31, 2005. The plan changes resulted in a reduction’in the APBO of $59,798,000 which will be amortized

as a reduction of retiree medical expense over the average remaining service life.

(8 in thousands) 2005 2004
Change in benefit obligation
Benefit obligation at beginning of year ... ..... ... $ 217,380 § 223,337
ServiCe COSL. . ...t e 1,046 1,128
Interest CoSt. . ..ottt e 12,055 12,698
Plan participants’ contributions . ............. ... 3461 4,118
Actuarial (gaim)loss . ...... ... ... . ......... 3,770 (1,706)
Amendments. . ... ... ... L (59,798) (3.045)
Benefitspaid. ........... ... ... .. {16,992) (19,150)
Benefit obligation atend of year .. .............. $ 160,922 $§ 217380
Change in plan assets
Fair valuc of plan assets at beginning of year . .. ... $ 15,126 $ 27493
Actual returnon planassets.................... 397 987
Benefitspand. . ........... ... ... L (13,530) (15,032)
Employer contribution . ....................... 9,431 1,678
Fair value of plan assets atend of year. . ... ... .. . § 11,424 § 15,126

Accrued benefit cost
Funded status

$ (149,498)

$ (202,254)

Unrecognized prior service cost. . ............... (61,161) (2,617)
Unrecognizedloss ............. ... .......... 42325 44319
Accrued benefitcost. . ........ ... ... ... ... $ (i68334) 3 (160,552)
(% in thousands) 2005 2004 2003
Components of net periodic postretirement
benefit cost
SeIVICC COSE. . . oo e $ 1,046 5 1,128 3 1,387
Interest cost on projected benefit obligation ... .. .. 12,055 12,698 13,606
Returnonplanassets ......................... (1,248) (2,268) (2,133)
Amortization of prior service cost and transition
obligation. ................ ... ... ........ (1,255) (204) 26
Amortization of unrecognized (gain)/loss. ........ 6,615 5,238 3,985
Net periodic postretirement benefitcost .. ...... .. $£17213 $ 16,592 $ 16,871
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The plan’s weighted average asset allocations at December 31, 2005 and 2004 by asset catcgory arc as
foliows:

2005 2004
Assct category:

Equity securities . . ......... ... ... ... 0% 0%

Debt securitics. .. .o 100% 100%

Cashandother............................ 0% 0%

Total. ... oo _100% _100%

The plan’s expected benefit payments by year are as follows:
Gross Medicare
Year Benefits D Subsidy Total
($ in thousands)

2006 ... e £ 9847 § 676§ 9,171
2007 L 10,375 712 9,663
2008 L 10,843 742 10,101
2009 e 11,282 770 10,512
2000, .. 11,656 793 10,863
2000 -2015 .. e 60,619 4,049 56,570
Total ... § 114622 § 7742 § 106.880

Qur expected contribution to the plan in 2006 is $9,847,000.

For purposes of measuring year-end benefit obligations, we used, depending on medical plan coverage for
different retirce groups, a 9.5% annual rate of increase in the per-capita cost of covered medical benefits, gradually
decreasing to 5% in the year 2015 and remaining at that fevel thereafter. The effect of a 1% increase in the assumed
medical cost trend rates for each future year on the aggregate of the service and interest cost components of the total
postretirement benefit cost would be $1,306,000 and the effect on the accumulated postretirement benefit ebligation
for health benefits would be $13,397,000. The effcct of a 1% decrease in the assumed medical cost trend rates for
each future year on the aggregate of the service and interest cost components of the total postretirement benefit cost
would be $(1,068,000) and the effect on the accumulated postretirement benefit obligation for health benefits would
be $(11,480,000}.

In December 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003 (the Act)
became law. The Act introduces a prescription drug benefit under Medicare. It includes a federal subsidy to sponsors
of retiree health care benefit plans that provide a benefii that is at least actuarially equivalent to the Medicare Part D
benefit. The amount of the federal subsidy will be based on 28% of an individual beneficiary’s annual eligible
prescription drug costs ranging betwecn $250 and $5,000. We have determined that the Company-sponsored
postretirement healthcare plans that provide prescription drug benefits are actuarially equivalent to the Medicare
Prescription Drug benefit. The impact of the federal subsidy has been incorporated in the December 31, 2005
measurement date.

401(k) Savings Plans

We sponsor an employee retirement savings plan under section 401(k) of the Internal Revenue Code. The Plan
covers substantially all full-time employees. Under the Plan, we provide matching and certain profit-sharing
contributions. Employer contributions were $7,i81,000, $8,403,000 and $9,724,000 for 2005, 2004 and 2003,
respectively.
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(25) COMMITMENTS AND CONTINGENCIES:

The City of Bangor, Maing, filed suit against us on November 22, 2002, in the U.S. District Court for the
District of Maine (City of Bangor v. Citizens Communications Company, Civ. Action No. 02-183-B-8). The City
allcged, among other things, that we are responsible for the costs of cleaning up environmental contamination alleged
to have resulied from the operation of a manufactured gas plant owned by Bangor Gas Company from 1852-1948 and
by us from 1948-1963. In acquiring the operation in 1948 we acquired the stock of Bangor Gas Company and merged
it into the Company. The City alleged the existence of extensive contamination of the Penobscot River and asserted
that money damages and other relief at issue in the lawsuit could exceed $50,000,000, The City also requested that
punitive damagds be assessed against us. We filed an answer denying liability to the City, and asserted a number of
counterclaims against the City. In addition, we identificd a number of other potentially responsible parties that may
be liable for the damages alleged by the City and joined them as partics to the lawsuit. These additional parties
include Honeywell Corporation. Guilford Transportation (operating as Maine Central Railroad), UGI Utilities, Inc.
and Centerpoint Energy Resources Corporation, The Court dismissed all but two of the City’s claims, including its
claims for joint and several liability under the Comprehensive Environmental Response, Compensation, and Liability
Act (CERCLAY} and the claim against us for punitive damages. Trial was conducted in September and October 2005
for the first (liability) phase of the case, and a decision from the court is anticipated by the end of the first quarter of
2006. We intend to continue to defend ourselves vigorously against the City’s lawsuit. We have demanded that
various of our insurance carriers defend and indemnify us with respeet to the City’s lawsuit, and on December 26,
2002, we filed a declaratory judgment action against those insurance carriers in the Superior Court of Penobscot
County, Maine, for the purpose of establishing their obligations to us with respect to the City’s lawsuit. We intend to
vigorously pursue this lawsuit to obtain from our insurance carriers indemnification for any damages that may be
assessed against us in the City’s lawsuit as well as to recover the costs of our defense of that lawsuit

On June 7, 2004, representatives of Robert A, Katz Technology Licensing, LP, contacted us regarding possible
infringement of scveral patents held by that firm. The patents cover a wide range of operations in which tclephony
is supported by computers, including obtaining information from databases via telephone, interactive telephone
transactions, and customer and technical support applications. We were cooperating with the patent holder to
determine if we arc currently using any of the processes that are protected by its patents but have not had any
communication with them on this issue since mid-2004. If we determine that we arc utilizing the patent holder’s
intellectual property, we cxpect to commence ncgotiations on a license agreement.

On Junc 24, 2004, onc of our subsidiarics, Frontier Subsidiary Telco Inc., received a “Notice of Indemnity
Claim” from Citibank. N.A_, that is related to a complaint pending against Citibank and others in the U.S. Bankruptcy
Court for the Southern District of New York as part of the Global Crossing bankruptey proceceding. Citibank bases
its claim for indemnity on the provisions of a credit agreement that was entered into in October 2000 between
Citibank and our subsidiary. We purchased Frontier Subsidiary Telco, lnc., in June 2001 as part of our acquisition of
the Frontier telephone companies. The complaint against Citibank, for which it secks indemnification, alleges that
the seller improperly used a portion of the procceds from the Frontier transaction to pay off the Citibank credit
agreement, thereby defrauding certain debt holders of Global Crossing North America Inc.  Although the credit
agrecment was paid off at the closing of the Frontier transaction, Citibank claims the indemnification obligation
survives. Damages sought against Citibank and its co-defendants could exceed $1,000,000,000. In August 2004, we
notified Citibank by letter that we believe its claims for indemnification are invalid and arc not supported by applicable
law. We have received no further communications from Citibank since our August 2004 letter.

We arc party to other legal proceedings arising in the normal course of our business. The outcome of individual
matters is not predictable. However, we believe that the ultimate resolution of all such matters, after considering
insurance coverage, will not have a material adversc effect on our financial position, results of operations, or our cash
flows.

For 2006, we expect our capital expenditurcs to increasc in order to build wircless data networks and expand
the capabilitics of our data networks. Although we from time to time make short-term purchasing commitments to
vendors with respect to these expenditures, we generally do not enter into firm, written contracts for such

activities.
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We conduct certain of our operations in lcased premises and also lease certain cquipment and other assets
pursuant to operating leases. The lease arrangemeits have terms ranging from 1 to 99 years and several contain rent
escalation clauses providing for increases in monthly rent at specific intervals. When rent escalation clauses exist,
we record total expected rent payments on a straight-line basis over the lease term. Certain leases also have renewal
options. Renewal options that are reasonably assured are included in determining the lease term. Future minimum
rental commitments for all long-tcrm noncancelable operating leases and future minimum capital lease payments for
continuing operations as of December 31, 2005 are as follows:

ELI Capital Operating

(8 in thousands) Leases Leascs
Year ending December 31:
2000, § M § 19,062
2007, e 549 12,605
2008, e e 555 11,840
2000, . e 561 10,416
2000, ...l e e e 566 8,891
Thereafter . ... o e 6,703 29,274
Total minimum lease payments. . ... ... ... oo, 9,113 $ 92,088
Less amount representing interest {rates range from 9.75% to 10.65%}) . .. {4,826)
Present value of net minimum capital lease payments........ 4287
Lcss current installments of obligations under capital lcases .. ......... 41)

Obligations under capital leases, excluding
currentinstallments. .......... .. ..ol 3 4,246

Total rental cxpense inchuded in our results of operations for the years ended December 31, 2005, 2004 and
2003 was $24,146,000, $26,349,000 and $33,801,000, respectively. Until March 1, 2005, we sublet certain office
space in our corporate office to a charitable foundation formed by our former Chairman.

We are a party to contracts with several unrelated long distance carriers. The contracts provide fces based on
traffic they carry for us subject to minimum monthly fees.

At December 31, 2005, the estimated future payments for obligations under our noncancelable long distance
contracts and service agreements are as follows:

Year ILEC/EL!
(3 in thousands)

2006 .. e e $ 30,619
2007 e 18,337
2008 .. e s 11,017
2009 . e 10,244
2000, . e e 1,052
thereafter. . ... . 5,115
Total ................ BN § 76,384

We sold all of our utility businesses as of April 1, 2004. However, we have retained a potential payment
obligation associated with our previous electric utility activitics in the state of Vermont. The Vermont Joint Owners
(VJO), a consortium of 14 Vermont utilities, including us, entered into a purchase power agreement with Hydro-
Quebec in 1987. The agreement contains “step-up™ provisions that state that if any VJO member defaults on its
purchase obligation under the contract to purchase power from Hydro-Quebec the other VIQ participants will assume
responsibility for the defaulting party’s share on a pro-rata basis. Qur pro-rata share of the purchase power obligation
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is 10%. [fany member of the VIO defaults on its obligations under the Hydro-Quebec agreement, then the remaining
members of the VJO, including us, may be required to pay for a substantially larger share of the VJO's total power
purchase obligation for the remainder of the agreement (which runs through 2015). Paragraph 13 of FIN 45 requires
that we disclose “the maximum potential amount of future payments (undiscounted) the guarantor could be required
to make under the guarantee.” Paragraph 13 also states that we raust make such disclosure “... even if the likelihood
of the guarantor’s having to make any payments under the guarantee is remote...” As noted above, our obligation
only arises as a result of default by another VJO member, such as upon bankruptcy. Therefore, to satisfy the
“maximum potential amount” disciosure requirement we must assume that all members of the VIO simultaneously
default, a highly unlikely scenario given that the two members of the VJO that have the largest potential payment
obligations are publicly traded with credit ratings equal to or superior to ours, and that all VIO members are regulated
utility providers with regulated cost recovery. Regardless, despite the remote chance that such an event could occur,
or that the State of Vermont could or would allow such an event, assuming that all the members of the VJO defaulted
on January 1, 2007 and remained in default for the duration of the contract (another 9 years), we estimate that our
undiscounted purchase obligation.for 2007 through 2015 would be approximately $1,264,000,000. In such a scenario
the Company would then:own the power and could seek to recover its costs. We would do this by se¢king to recover
our costs from the defaulting members and/or reselling the power to other utility providers or the northeast power
grid. There is an active market for the sale of power. We could potentially lose money if we were unable to sell the
power at cost. We cautior that we cannot predict with any degree of certainty any potential outcome.

At December 31, 2005, we have outstanding performance letters of credit as follows;

($ in thousands)

CNA $ 19,404

Stateof New York. .. ......................... 2,993
ELIprojects. .. ..o 50
Total. ..o e § 22447

CNA serves as our agent with respect to general liability claims (auto, workers compensation and other insured
perils of the Company). As our agent, they administer all claims and make payments for claims on our behalf. We
reimburse CNA for such services upon presentation of their invoice. To serve as our agent and make payments on
our behalf, CNA requires that we establish a letter of credit in their favor. CNA could potentially draw against this
letter of credit if we failed to reimburse CNA in accordance with the terms of our agreement. The value of the letter
of credit is reviewed annually and adjusted based on claims history.

None of the above letters of credit restrict our cash balances.

(26) SUBSEQUENT EVENT:

In February 2006, we entered into a definitive agreement to sell all of the outstanding membership intercsts in
ELIL, our CLEC business, to Integra Telecom Holdings, Inc. (Integra), for $247,000,000, including $243,000,000 in
cash plus the assumption of approximately $4,000,000 in capital leasc obligations, subject to customary adjustments
under the terms of the agreement. This transaction is expected to close during the third quarter of 2006 and is subject
to regulatory and other customary approvals and conditions, as well as the funding of Integra’s fully committed
financing. We expect that for periods subsequent to December 31, 2005, ELL1 will be accounted for as a discontinued
operation.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Citizens. Communications Company:

Under date of March 1, 2006, we reported separately on the consolidated balance sheets of
Citizens Communications Company and subsidiaries as of December 31, 2005 and 2004, and the
related consolidated statements of operations, shareholders’ equity, comprehensive income (loss)
and cash flows for each of the years in the three-year period ended December 31, 2005. In
connection with our audits of the aforementioned consolidated financial statements, we have also
audited the related financial statement schedule. The financial statement schedule is the
responsibility of the Company’s management. Our responsibility is to express an opinion on the
financial statement schedule based on our audits. In our opinion, such financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as a
- whole, presents fairly, in all material respects, the information set forth therein.

Our report refers to the adoption of Statement of Financial Accounting Standards No. 143,
“Accounting for Asset Retirement Obligations” as of January 1, 2003.

KPMes LLP

Stamford, Connecticut
March 1, 2006
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Schedule Il

CITIZENS COMMUNICATIONS COMPANY AND SUBSIDIARIES

Valuation and Qualifying Accounts
(% In thousands)

Additions
Charged
Balance at Charged to to other
beginning of costs and accounts- Balance at
Accounts period expenses Revenue Deductions End of Period
Allowance for doubtful accounts
2003, . 38,871 21,540 32,240 (45,342) 47,309
2004, .. ...l 47,309 17.906 13,446 {42,665) 35,996
35,996 13,510 10,791 (27.889) 32,408
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CORPORATE HEADQUARTERS

Three High Ridge Park
Stamford, CT 06905-1350
Tel: 203-614-5600

STOCKHOLDER INQUIRIES

Investor material is available on Citizen’s website at www.czn.net. Copies of the
company’s 2005 Form 10-K report filed with the U.S. Securities and Exchange
Commission and other information about the company may be obtained by telephoning
402-572-4972, faxing to 203-614-4602, or e-mailing Citizens@czn.com.

STOCK TRANSFER AGENT

Hlinois Stock Transfer Company

209 West Jackson Boulevard, Suite 903
Chicago, IL 60606-6905

Tel: 800-757-5755 or 312-427-2953

Fax: 312-427-2879

AUDITORS

KPMG LLP
3001 Summer Street
Stamford, CT 06905

The common stock 1s listed on the New York Stock Exchange and trades under
the symbol “CZN.”

The 5% Company Obligated Mandatorily Redeemable Convertible Preferred Securities
due 2036 are listed on the New York Stock Exchange and trade under the symbol
“CZNPR”




OUR MISSION
To be the leader in providing
communications services to residential

and business customers in our markets

OUR VALUES
Put the customer first
Treat one another with respect
Keep our commitments; be accountable
Be ethical in all of our dealings
Take the initiative
Be team players
Be innovative; practice continuous improvement
Be active in our communities
Do it right the first time
Use resources wisely

Have a positive attitude



Citizens Communications Company
Three High Ridge Park
Stamford, CT 06905-139)
203-614-5600
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AGREEMENT AND PLAN OF MERGER

AGREEMENT AND PLAN OF MERGER dated as of September 17, 2006
among COMMONWEALTH TELEPHONE ENTERPRISES, INC., a Pennsylvania
corporation (the “Company™), CITIZENS COMMUNICATIONS COMPANY, a
Deiaware corporation (“Parent™), and CF MERGER CORP., a Delaware corporation
(“Merger Subsidiary”).

WHEREAS, the respective Boards of Directors of Parent, Merger Subsidiary and
the Company have approved this Agreement, and deem it advisable and in the best
interests of their respective stockholders to consummate the merger of the Company and
Merger Subsidiary on the terms and conditions set forth herein.

NOW, THEREFORE, in consideration for the various representations, warranties,
covenants and agreements contained herein, the parties hereto agree as follows:

ARTICLE 1
THE MERGER

Section 1.01. The Merger. (a) At the Effective Time, Merger Subsidiary shall be
merged (the “Merger”) with and into the Company in accordance with the Pennsylvania
Business Corporation Law (“Pennsylvania Law”} and the Delaware General
Corporation Law (“Delaware Law”), whereupon the separate existence of Merger
Subsidiary shall cease, and the Company shall be the surviving corporation (the
“Surviving Cerpoeration”). For purposes hereof, the closing of the Merger is referred to
herein as the “Closing”, and the date of the Closing is referred to herein as the “Closing
Date”.

(b)  The Closing will take place on the first Business Day after satisfaction or,
to the extent permitted hereunder, waiver of all conditions to the Merger (other than those
conditions that by their nature are to be satisfied at the Closing and will in fact be satisfied
at the Closing). As soon as practicable on the Closing Date, the Company and Merger
Subsidiary will file articles of merger with the Department of State of the Commonwealth
of Pennsylvania and a certificate of merger with the Secretary of State of the State of
Delaware, and make all other filings or recordings required by Pennsylvania Law or
Delaware Law in connection with the Merger. The Merger shall become effective on the
Closing Date at such time as the articles of merger and the certificate of merger are duly
filed as described in this paragraph or at such later time as is specified therein by
agreement of Parent and the Company (the “Effective Time”). For purposes of this
Agreement, “Business Day” means a day, other than Saturday, Sunday or other day on
which commercial banks in New York, New York, are authorized or required by
Applicable Law to close. For purposes of this Agreement, “Applicable Law” means,
with respect to any Person, any federal, state or local law (statutory, common or
otherwise), constitution, treaty, convention, ordinance, code, rule, regulation, order,
injunction, judgment, decree, ruling or other similar requirement enacted, adopted,
promulgated or applied by a Governmental Authority that is binding upon or applicable to
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such Person, its properties or assets or jts business or operations, as amended unless
expressly specified otherwise.

(c) From and after the Effective Time, the Surviving Corporation shall
possess all the rights, privileges, powers and franchises, and be subject to all of the
obligations, liabilities, restrictions, disabilities and duties, of the Company and Merger
Subsidiary, all as provided under Pennsylvania Law and Delaware Law.

Section 1.02. Conversion of Shares. At the Effective Time:

(a) each Common Share held by the Company as treasury stock (the
“Treasury Shares”), including each Grantor Trust Share, if any, distributed to the
Company pursuant to Section 1.04(a)(v), or owned by Parent or Merger Subsidiary
immediately prior to the Effective Time shall be canceled, and no payment shall be made
with respect thereto;

(b) each Common Share outstanding immediately prior to the Effective Time
(which, for the avoidance of doubt, will not include any Commeon Shares canceled
pursuant to Section 1.04(a)(iii)) shall, except as otherwise provided in Section 1.02(a), be
converted into the following:

(i) the right to receive 0.768 shares of common stock, par value $0.25
per share (“Parent Stock™), of Parent (the “Stock Merger Consideration™); and

(ii)  the right to receive $31.31 in cash, without interest (the “Cash
Merger Consideration”, and together with the Stock Merger Consideration, the
“Merger Consideration™); and

{c)-- -each-share-of-common stock of Merger Subsidiary outstanding
immediately prior to the Effective Time shall be converted into and become one share of
common stock of the Surviving Corporation with the same rights, powers and privileges
as the shares so converted and shall constitute the only outstanding shares of capital stock
of the Surviving Corporation.

Section 1.03. Surrender and Payment. (a) Prior to the Effective Time, Parent
shall appoint an agent reasonably acceptable to the Company (the “Exchange Agent™)
for the purpose of exchanging certificates representing Common Shares for the Merger
Consideration and shali deposit with the Exchange Agent, for the benefit of the holders of
Common Shares, for exchange in accordance with this Article 1, the aggregate Merger
Consideration, consisting of (i) certificates representing Parent Stock to be issued as
Stock Merger Consideration and (ii) cash sufficient to pay the aggregate Cash Merger
Consideration. In addition, Parent shall deposit with the Exchange Agent, as necessary
from time to time after the Effective Time, cash sufficient to pay any dividends or other
distributions and cash in lieu of any fractional shares of Parent Stock payable pursuant to
Section 1.03(b). Promptly (and in any event, within two Business Days) after the
Effective Time, the Surviving Corporation will send, or will cause the Exchange Agent to
send, to each holder of record of Common Shares at the Effective Time (and make
customary arrangements for the prompt delivery to each such holder) a letter of
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transmittal (“Letter of Transmittal’™} for use in such exchange, which shall specify that
the delivery shall be effected, and risk of loss and title shail pass, only upon proper
delivery of the certificates representing Common Shares to the Exchange Agent.

(b) Each holder of Common Shares that have been converted into a right to
receive the Merger Consideration, upon surrender to the Exchange Agent of a certificate
or certificates representing such Common Shares, together with a properly completed
Letter of Transmittal covering such Common Shares, will be entitled to receive therefor
(i) the Cash Merger Consideration payable in respect of such Common Shares, (i) a
certificate or certificates representing that number of whole shares of Parent Stock to
which such holder is entitled pursuant to Section 1.02(b) and (iii) any dividends or
distributions, and any cash in lieu of any fractional shares of Parent Stock, payable at the
time of such surrender pursuant to Section 1.03(f), and the certificate or certificates
representing such Commeon Shares shall forthwith be canceled. Until so surrendered, each
such certificate shall, after the Effective Time, represent for all purposes, only the right to
receive the Merger Consideration payable in respect of the Common Shares represented
thereby and any such dividends or distributions and cash in lieu of fractional shares of
Parent Stock, subject, however, to the Surviving Corporation’s obligation to pay all
dividends that may have been declared by the Company in accordance with Section 5.01
and that remain unpaid at the Effective Time. No interest will be paid or will accrue on
any cash payable as Merger Consideration, in lieu of any fractional shares of Parent Stock
or otherwise pursuant to this Article.

(c) If any portion of the Merger Consideration is to be paid to a Person other
than the registered holder of the Common Shares represented by the certificate or
certificates surrendered in exchange therefor, it shall be a condition to such payment that
the certificate or certificates so surrendered shall be properly endorsed or otherwise be in
proper form for transfer and that the Person requesting such payment shall pay to the
Exchange Agent any transfer or other taxes required as a result of such payment (and the
payment of any other amounts referred to in Section 1.03(b)) to a Person other than the
registered holder of such Common Shares or establish to the satisfaction of the Exchange
Agent that such tax has been paid or is not payable. For purposes of this Agreement,
“Person” means an individual, a corporation, a limited liability company, a partnership,
an association, a trust or any other entity or organization, including a government or
political subdivision or any agency or instrumentality thereof.

(d) After the Effective Time, there shall be no further registration of transfers
of Common Shares. If, after the Effective Time, certificates representing Common Shares
are presented to the Surviving Corporation, they shall be canceled and exchanged for the
consideration provided for, and in accordance with the procedures set forth, in this
Article 1.

(e) Any portion of the Merger Consideration or other funds made available to
the Exchange Agent pursuant to Section 1.03(a) that remains unclaimed by the holders of
Common Shares six months after the Effective Time shall be returned to Parent, upon
demand, and any such holder who has not exchanged his Common Shares for the Merger
Consideration in accordance with this Section prior to that time shall thereafter look only
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to Parent for payment of the Merger Consideration in respect of his Common Shares, and
any dividends and distributions with respect thereto, without any interest thereon.
Notwithstanding the foregoing, none of the Surviving Corporation, the Company, Merger
Subsidiary, Parent or the Exchange Agent shall be hable to any holder of Common Shares
for any amount paid or any shares of Parent Stock delivered to-a public official pursuant
to applicable abandoned property laws. Any amounts or shares remaining unclaimed by
holders of Common Shares two years afier the Effective Time (or such earlier date
immediately prior to such time as such amounts or shares would otherwise escheat to or
become property of any Governmental Authority) shall, to the extent permitted by
Applicable Law, become the property of Parent free and clear of any claims or interest of
any Person previously entitled thereto.

(63] No dividends or other distributions with respect to Parent Stock with a
record date after the Effective Time shall be paid to the holder of any unsurrendered
certificate for Common Shares with respect to the shares of Parent Stock represented
thereby and no cash payment in lieu of fractional shares shall be paid to any such holder
pursuant to Section 1.06, in each case, until the surrender of such certificate in accordance
with this Section. Subject to the effect of Applicable Laws, following surrender of any
such certificate, there shall be paid to the holder of the certificate representing whole
shares of Parent Stock issued in exchange therefor, without interest, (i) at the time of such
surrender, the amount of any cash payable in lieu of a fractional share of Parent Stock to
which such holder is entitled pursuant to Section 1.06 and the amount of all dividends or
other distributions with a record date after the Effective Time theretofore paid with respect
to such whole shares of Parent Stock, and (ii) at the appropriate payment date, the amount
of dividends or other distributions with a record date after the Effective Time but prior to
such surrender, and with a payment date subsequent to such surrender, payable with
respect to such whole shares of Parent Stock.

(g)  With respect to any certificate representing Common Shares properly
surrendered to the Exchange Agent, the Exchange Agent shall, subject to the provisions of
this Agreement, including Section 1.03(e), mail or otherwise transmit the Merger
Consideration in respect thereof to the applicable holder or transferee thereof within five
Business Days (or as promptly thereafter as practicable) of the date such certificate
representing Common Shares is properly surrendered.

Section 1.04. Treatment of Equity Compensation Awards. (a) Prior to the
Effective Time, the Company or the Board of Directors of the Company (or, if
appropriate, any committee thereof) shall take all action necessary so that (or, in the case
of clause (v) below, shall use reasonable best efforts so that) immediately prior to the
Effective Time:

(1) each outstanding compensatory stock option to purchase Common
Shares granted under the Amended and Restated Equity Incentive Plan or the
Non-Management Directors’ Stock Compensation Plan of the Company (together,
the “Company Stock Plans™), any other compensatory agreement, plan,
arrangement or policy of the Company or otherwise (an “Option”) shall be
canceled, and Parent shall pay, or cause the Surviving Corporation to pay,
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immediately after the Effective Time, each holder of such Option, whether or not
then vested or exercisable, for each such Option an amount determined by
multiplying (A) the excess, if any, of the Merger Consideration Value over the
applicable per share exercise price of such Option by (B) the number of Common
Shares such holder could have purchased (assuming full vesting of all Options)
had such holder exercised such Option in full immediately prior to the Effective
Time;

(if}  each outstanding share unit granted or otherwise issued under the
Executive Stock Purchase Plan of the Company or the Deferred Compensation
Plan of the Company (an “ESPP Share Unit”) shall be canceled, and Parent shall
pay, or cause the Surviving Corporation to pay, immediately after the Effective
Time, each holder of such ESPP Share Umit, whether or not then vested, for each
such ESPP Share Unit an amount equal to the Merger Consideration Value;

(i)  each outstanding Common Share that is subject to vesting,
restrictions on transferability and risks of forfeiture and is granted or otherwise
issued under any Company Stock Plan or any other compensatory agreement,
plan, arrangement or policy of the Company (a “Restricted Share™) shall be
canceled, and Parent shall pay, or cause the Surviving Corporation to pay,
immediately after the Effective Time, each holder of such Restricted Share for
each such Restricted Share an amount equat to the Merger Consideration Value;

(iv)  each outstanding share unit (other than ESPP Share Units) granted
or otherwise issued under any Company Stock Plan, any other compensatory
agreement, plan, arrangement or policy of the Company or otherwise (a
“Restricted Share Unit” and, collectively, together with Options, ESPP Share
Units and Restricted Shares, “Compensatory Awards”)-shall be canceled, and
Parent shall pay, or cause the Surviving Corporation to pay, immediately after the
Effective Time, each holder of such Restricted Share Unit, whether or not then
vested, for each such Restricted Share Unit an amount equal to the Merger
Consideration Value; and

(v)  the trust established under the Agreement of Trust Under C-TEC
Corporation Executive One-for-One Stock Purchase Plan shall be terminated, and
all Common Shares held in such trust (“Grantor Trust Shares”) shall be
distributed to the Company immediately prior to the Effective Time, and shall be
canceled at the Effective Time in accordance with Section 1.02(a).

Prior to the Closing, Parent shall put in place arrangements reasonably satisfactory to the
Company to ensure payment of such amounts in accordance with the provisions set forth
in this Section 1.04(a).

(b) For purposes of this Agreement, the team “Merger Consideration Value”

means the sum of (i) the per share Cash Merger Consideration and (ii) the product
obtained by multiplying the per share Stock Merger Consideration by the five-day average
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. closing price of Parent Stock ending on the second trading day immediately preceding the
Closing Date (as reported in The Wall Street Journal).

Section 1.05. Adjustments. If, during the period between the date of this
Agreement and the Effective Time, any change in the outstanding shares of capital stock
of the Company or Parent shall occur by reason of any reclassification, recapitalization,
stock split or combination, exchange or readjustment of shares, or any stock dividend
thereon with a record date during such period, or any other similar event, the Merger
Consideration and any other amounts payable pursuant to this Article shall be
appropriately adjusted,

Section 1.06. Fractional Shares. Notwithstanding any other provision of this
Agreement, no fractional shares of Parent Stock will be issued, and any holder of
Common Shares entitled to receive a fractional share of Parent Stock but for this Section
shall be entitled to receive a cash payment in lieu thereof in an amount equal to the
product obtained by multiplying (a) the fractional share interest in Parent Stock that such
holder otherwise would be entitled to receive by (b) the per share closing price of Parent
Stock on the Closing Date (as reported in The Wall Street Journal). Such fractional share
interests shall not entitle the owner thereof to any dividends or other distributions made in
respect of Parent Stock or to the right to vote or any other rights of a stockholder of
Parent.

Section 1.07. Withholding Rights. Each of the Exchange Agent, the Surviving

Corporation and Parent (without duplication) shali be entitled to deduct and withhold
. from the consideration otherwise payable to any Person pursuant to this Asticle such

amounts as it is required to deduct and withhold with respect to the making of such
payment under any provision of federal, state, local or foreign tax law. If the Exchange
Agent, the Surviving Corporation or Parent, as the case may be,-so-withholds-amounts,
such amounts shal] be treated for all purposes of this Agreement as havihg been paid to
the holder of the Common Shares in respect of which the Exchange Agent, the Surviving
Corporation or Parent, as the case may be, made such deduction and withholding. No
such deduction or withholding shall be made if the relevant Person shall provide
documentation reasonably satisfactory to the Exchange Agent, the Surviving Corporation
and Parent establishing an exemption from withholding, and the Exchange Agent, the
Surviving Corporation and Parent, as applicable, shall take customary actions to obtain
such documentation prior to such deduction or withholding.

Section 1.08. Lost Certificates. If any certificate representing Common Shares
shall have been lost, stolen or destroyed, upon the making of an affidavit of that fact by
the Person claiming such certificate to be lost, stolen or destroyed and, if required by the
Surviving Corporation, the posting by such Person of a bond, in such reasonable amount
as the Surviving Corporation may direct, as indemnity against any claim that may be
made against it with respect to such certificate, the Exchange Agent will issue, in
exchange for such lost, stolen or destroyed certificate, the Merger Consideration and the
other amounts referred to in Section 1.03(b) to be paid in respect of the Common Shares
represented by such certificate, as contemplated by this Article.
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ARTICLE 2
THE SURVIVING CORPORATION

Section 2.01. Articies of Incorporation. At the Effective Time, the articles of
incorporation of the Surviving Corporation shall be amended and restated as set forth in
Exhibit A to this Agreement, subject to further amendment thereof in accordance with

Applicable Law.

Section 2.02. Bylaws. The bylaws of Merger Subsidiary in effect immediately
prior to the Effective Time shall be the bylaws of the Surviving Corporation, until
amended in accordance with Applicable Law.

Section 2.03. Directors and Officers. From and after the Effective Time, until
the earlier of their resignation or removal or until their respective successors are duly
elected or appointed and qualified in accordance with Applicable Law, (a) the directors of
Merger Subsidiary immediately prior to the Effective Time shall be the directors of the
Surviving Corporation and (b) the officers of Merger Subsidiary immediately prior to the
Effective Time shall be the officers of the Surviving Corporation.

ARTICLE 3
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

Except as disclosed in the Company SEC Documents filed prior to the date hereof
(excluding any disclosures in the Company SEC Documents under the heading “Risk
Factors™ and any other disclosures of risks that are predictive or forward-looking in
nature) or in a separate disclosure schedule (the “Company Disclosure Schedule™)
which has been delivered by the Company to Parent prior to the execution of this
Agreement (each section of which qualifies the correspondingly numbered representation
and warranty to the extent specified therein and such other representations and warranties
to the extent a matter in such section is disclosed in such a way as to make its relevance
to the information called for by such other representation and warranty readily apparent),
the Company represents and warrants to Parent that:

Section 3.01. Organization and Authority. The Company is a corporation duly
organized, validly existing and in good standing under the laws of the Commonwealth of
Pennsylvania, and has all requisite corporate power to carry on its business as now being
conducted. The Company is duly qualified to do business as a foreign corporation and is
in good standing in each jurisdiction where the character of the property owned or leased
by it or the nature of its activities makes such qualification necessary, with such
exceptions as would not reasonably be expected to have, individually or in the aggregate,
a Material Adverse Effect on the Company (a “Company Material Adverse Effect”).
The execution, delivery and performance by the Company of this Agreement and the
consumimation by the Company of the transactions contemplated hereby are within the
Company’s corporate powers and, except for any required approval by the Company’s
stockholders in connection with the consummation of the Merger, have been duly
authorized by all necessary corporate action. This Agreement has been duly executed

[[2633902]]



and delivered by the Company and constitutes a valid and binding agreement of the
Company, enforceable against the Company in accordance with its terms, except (x) as
the same may be limited by applicable bankruptcy, insoivency, moratorium or similar
laws of general application relating to or affecting creditors’ rights, and (y) for the
limitations imposed by general principles of equity. The foregoing exceptions (x} and (y)
are hereinafter referred to as the “Enforceability Exceptions.” The Company has
delivered to Parent true and complete copies of the Articles of Incorporation and Bylaws
of the Company as in effect on the datc hereof. For purposes of this Agreement,
“Material Adverse Effect” means, with respect to any Person, any effect, event,
occurrence, state of facts or development that has a materially adverse effect on the
business, assets, liabilities, operations or financial condition of such Person and its
Subsidiaries, taken as a whole, excluding any such effect, event, occurrence, state of facts
or development resulting from or arising in connection with (i) this Agreement, the
transactions contemplated hereby or the announcement or consummation thereof or the
taking of any actions required by this Agreement, (i1) changes or conditions generally
affecting the industries in which such Person and its Subsidiaries operate, to the extent
such changes or conditions do not disproportionately impact such Person and its
Subsidiaries, taken as a whole, (iii) general economic or financial markets conditions,
(iv) any change in generally accepted accounting principles in the United States
(“GAAP”), (v) changes in Applicable Law to the extent such changes do not
disproportionately impact such Person and its Subsidiaries, taken as a whole, (vi) any
failure by such Person to meet analysts’ revenue or earning projections and (vii) any
decline in the price of any publicly traded securities of such Person (it being understood,
in the case of clauses (vi) and (vii), that the facts or occurrences giving rise or
contributing to any such failure or decline may be deemed to constitute, or be taken into
account in determining whether there has been, or would reasonably be expected to be, a
Material Adverse Effect). For purposes of this Agreement, a “Subsidiary,” as to any
Person, means any_corporation or other entity of which securities or other ownership
Interests having ordinary voting power to elect a majority of the board of directors or
other persons performing similar functions are directly or indirectly owned by such
Person.

Section 3.02. No Breach. The execution and delivery of this Agreement by the
Company do not, and the consummation of the transactions contemplated hereby by the
Company will not, (i) violate or conflict with the Articles of Incorporation or Bylaws of
the Company, (ii) except as set forth on Section 3.02 of the Company Disclosure
Schedule, constitute a breach or default of (with or without notice or lapse of time, or
bothy}, or give nse to any third-party right of termination, cancellation, modification or
acceleration under, or to a loss of a benefit of the Company or any of its Subsidiaries
under, any agreement, understanding, undertaking or License to which the Company or
any of its Subsidiaries is a party or by which any of them is bound, or give rise to any
Lien on any of their properties, or (iii) subject to obtaining the approvals and making the
filings described in Section 3.03 hereof, constitute a violation or breach of any provision
of any Applicable Law, with such exceptions in the cases of subsections (if) and (iii) as
would not, individually or in the aggregate, reasonably be expected to have a Company
Material Adverse Effect or materially interfere with or delay the consummation of the
transactions contemplated hereby. For purposes of this Agreement, “Lien” means, with
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respect to any asset, any lien, claim, charge, restriction, pledge, mortgage, security
interest or other encumbrance in respect of such asset.

Section 3.03. Consents and Approvals. Neither the execution and delivery of this
Agreement by the Company nor the consummation of the transactions contemplated
hereby will require any consent, approval, authorization or permit of, or filing with or
notification to, any transnational, domestic, foreign, federal, state or local authority,
department, court, agency or official, including any political subdivision thereof (each, a
“Governmental Authority”), except (i) compliance with any applicable requirements of
the Securities Act, the Exchange Act and any other applicable securities laws, whether
federal, state or foreign, (ii) for notification pursuant to, and expiration or termination of
the waiting period under, the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as
amended, and the rules and regulations thereunder (the “HSR Act”), (iii) for the filing of
the articles of merger under Pennsylvania Law, the certificate of merger under Delaware
Law and related filings as set forth in Section 1.01 hereof, (iv) for approvals of and
filings with the Federal Communications Commission (the “FCC”) and the Pennsylvania
Public Utility Commission (the “PPUC™), (v) where the failure to obtain such consents,
approvals, authorizations or permits, or to make such filings or notifications, would not,
individually or in the aggregate, reasonably be expected to have a Company Material
Adverse Effect or materially interfere with or delay the consummation of the transactions
contemplated hereby and (vi) as may be necessary as a result of any fact or circumstance
relating to Parent, Merger Subsidiary or any of their Affiliates. As used herein, the term
“Securities Act” means the Securities Act of 1933, as amended, together with the rules
and regulations promulgated thereunder, and the term “Exchange Act” means the
Securities Exchange Act of 1934, as amended, together with the rules and regulations
promulgated thereunder.

Section 3.04. Approval of the Board; Fairness Opinion; Vote Reguired. The
Board of Directors of the Company has, by resolutions duly adopted at meetings duly
called and held, (i) approved and adopted this Agreement, the Merger and the other
transactions contemplated hereby, (ii) directed that the adoption of this Agreement be
submitted to a vote at the Company Stockholders’ Meeting, (iii) determined that this
Agreement and the Merger are advisable and in the best interests of the stockholders of
the Company and (iv) recommended that the stockholders of the Company adopt this
Agreement, which resolutions have not been rescinded, modified or withdrawn in any
way except as permitted under Section 5.02(b). The Company has received the opinion,
dated the date of this Agreement, of Evercore Group L.L.C. (“Evercore”), as financial
advisor to the Company, that the Merger Consideration to be received by the Company’s
stockholders (other than Parent and its Affiliates) in the Merger is fair to such
stockholders from a financial point of view, a signed copy of which opinion has been or
will promptly be delivered to Parent. The affirmative vote of a majority of the votes cast
by the holders of Common Shares is the only vote of the holders of any class or series of
capital stock or other securities of the Company necessary for the Company to adopt this
Agreement and to approve the Merger.

Section 3.05. Capitalization. The authorized capital stock of the Company
cornsists of 85,000,000 shares of common stock, par value $1.00 per share (the “Common
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Shares™), and 25,000,000 shares of preferred stock, no par value (the “Preferred
Stock”). At the close of business on August 31, 2006, there were outstanding

(1) 21,085,433 Common Shares (including 4,294 Restricted Shares granted or otherwise
issued under the Company Stock Plans and 270,744 Grantor Trust Shares), (ii) Options
granted under the Company Stock Plans to purchase an aggregate of 384,282 Common
Shares, with exercise prices as set forth in Section 3.05 of the Company Disclosure
Schedule, (iii) 250,767 ESPP Share Units, (iv) 444,671 Restricted Share Units granted or
otherwise issued under the Company Stock Plans, (v) awards (subject to the satisfaction
of certain performance criteria) (“Performance Awards”) that could result in the
issuance of up to 82,850 additional Restricted Share Units under the Company Stock
Plans and (vi) no shares of Preferred Stock. At the close of business on August 31, 2006,
3,141,049 Common Shares were held by the Company as treasury stock and, if all of the
Company Convertible Notes had been converted into Commeon Shares on such date, a
total of 7,513,380 Common Shares would be issued as a result. All outstanding shares of
capital stock of the Company have been duly authorized and validly issued and are fully
paid and nonassessable. Except as set forth in this Section 3.05 and for changes since
August 31, 2006 resulting from (1) the exercise of Options granted under the Company
Stock Plans outstanding on such date, (2) the settlement of ESPP Share Units and
Restricted Share Units granted or otherwise issued under the Company Stock Plans, in
each case, outstanding on such date, (3) issuances of additional ESPP Share Units in
respect of compensation deferred after such date (including any matching grant with
respect thereto) and the settlement of any ESPP Share Units so issued, (4) issuances of
Restricted Share Units under the Company Stock Plans awardable under Performance
Awards outstanding on such date and the. settlement of any such Restricted Share Units
so awarded, (5) issuances of Common Shares on the conversion, if any, of Company
Convertible Notes, (6) adjustments to the ESPP Share Units and the Restricted Share
Units granted or otherwise issued under the Company Stock Plans, in each case, as a
result of the payment of regular quarterly dividends (“Permitted Share Unit
Adjustments™) and (7) the release of Treasury Shares consistent with past practice in
connection with the operation of the Company’s qualified defined contribution plan (the
issuances referred to in clauses (1) — (7) collectively, the “Permitted Additional
Company Issnances™), there are outstanding no (a) shares of capital stock or other
voting securities of the Company, (b) securities of the Company convertible into or
exchangeable for shares of capital stock or voting securities of the Company, (c) options
or other rights to acquire from the Company any capital stock, voting securities or
securities convertible into or exchangeable for capital stock or voting securities of the
Company, or any rights against or obligating the Company that give the holder thereof
any economic interest of a nature occurring to the holders of Common Shares (the items
in clauses (a), (b) and (c) of this sentence being referred to collectively as the “Company
Securities™) or (d) obligations of the Company to issue, deliver or sell any Company
Security, other than the Company’s 2005 Series A 3'/4% Convertible Notes due 2023 and
the 2003 3% Convertible Notes due 2023 (collectively, the “Company Convertible
Notes™) and the obligations of the Company thereunder to issue Comumon Shares upon
the conversion thereof. Except as required by the terms of the Company Convertible
Notes, there are no outstanding obligations of the Company or any Subsidiary of the
Company to repurchase, redeem or otherwise acquire any Company Securities. Except as
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would not reasonably be expected to have, individually or in the aggregate, a Company
Material Adverse Effect, with respect to the Options, (I) each grant of an Option was duly
authorized no later than the date on which the grant of such Option was by its terms 1o be
effective (the “Grant Date”) by all necessary corporate action, including, as applicable,
approval by the Board of Directors of the Company (or a duly constituted and authorized
committee thereof) and any required stockholder approval by the necessary number of
votes or written consents, and the award agreement governing such grant (if any) was
duly executed and delivered by each party thereto, (If) each such grant was made in
accordance with the terms of the applicable compensation plan or arrangement of the
Company, the Exchange Act and all other Applicable Laws and regulatory rules or
requirements, including the rules of NASDAQ, (I1I) the per share exercise price of each
Option was equal to the fair market value of a Commmon Share on the applicable Grant
Date and (IV) each such grant was properly accounted for in accordance with GAAP in
the financial statements (including the related notes) of the Company and disclosed in the
Company SEC Documents in accordance with the Exchange Act and all other Applicable
Laws.

Section 3.06. Subsidiaries. (a) Section 3.06 of the Company Disclosure
Schedule sets forth, as of the date of this Agreement, the name and the junisdiction and
form of organization of each Subsidiary of the Company. Each of the material
Subsidiaries of the Company is a corporation or limited liability company duly organized,
validly existing and in good standing under the laws of its state of incorporation or
formation. Each of the Subsidiaries of the Company has all requisite corporate or limited
liability company power to carry on its business as now being conducted, except where
the failure to have such power or authority would not reasonably be expected to have,
individually or in the aggregate, a Company Material Adverse Effect. Each Subsidiary of
the Company is duly qualified to do business as a foreign corporation or limited liability
company and is in good standing in each jurisdiction where the character of the property
owned or leased by it or the nature of its activities makes such qualification necessary,
with such exceptions as would not reasonably be expected to have, individually or in the
aggregate, a Company Material Adverse Effect. All Subsidiaries of the Company that are
“significant subsidiaries” within the meaning of Rule 1-02 of Regulation S-X of the SEC
(“Company Significant Subsidiaries™), together with their respective jurisdictions of
incorporation, are listed in the Company’s most recent Annual Report on Form 10-K. As
used herein, the term “SEC” means the United States Securities and Exchange
Commission.

(b)  All of the outstanding capital stock of, or other voting securities or
ownership interests in, each Subsidiary of the Company have been duly authorized and
validly issued and are fully paid and nonassessable, and are owned by the Company,
directly or indirectly, free and clear of any Lien (other than Company Permitted Liens).
There are no outstanding (i) securities of the Company or any Subsidiary of the Company
convertible into or exchangeable for shares of capital stock or other voting securities or
ownership interests in any Subsidiary of the Company, (ii) options or other rights to
acquire from the Company or any Subsidiary of the Company any capital stock, voting
securities or other ownership interests in, or any securities convertible into or
exchangeable for any capital stock, voting securities or ownership interests in, or any
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rights against or obligating the Company or any Subsidiary of the Company that give the

. holders thereof any economic interest of a nature occurring to the holders of capital stock,
voting securities or ownership interests in any Subsidiary of the Company (the items in
clauses (i) and (ii) of this sentence, together with capital stock, voting securities or
ownership interests in any Subsidiary of the Company, being referred to collectively as
the “Company Subsidiary Securities™) or (iii) obligations of the Company or any
Subsidiary of the Company to issue, deliver or sell any Company Subsidiary Secunty.
There are no outstanding obligations of the Company or any Subsidiary of the Company
to repurchase, redeem or otherwise acquire any outstanding Company Subsidiary
Securities.

{c) Except for its interest in its Subsidiaries and any de minimis interests
which do not impose any obligations on the Company, the Company does not own,
directly or indirectly, any capital stock or other ownership interests in any corporation,
partnership, joint venture, association or other entity.

Section 3.07. SEC Filings and the Sarbanes-Oxley Act. (a) The Company has
filed or furnished all reports, schedules, forms, statements and other documents
(including exhibits and other information incorporated therein) with the SEC required to
be filed or furnished by the Company since January 1, 2004 (collectively, but excluding
the Proxy Statement, the “Company SEC Documents”).

(b)  As ofits filing date, each Company SEC Document complied as to form in
all material respects with the requirements of the Exchange Act or the Securities Act, as

. the case may be.

(€}  Asofits filing date, none of the Company SEC Documents filed pursuant
to the Exchange Act contained-any untrue statement of a material fact-or omitted to state
any material fact necessary in order to make the statements made therein, in'the light'of
the circumstances under which they were made, not misleading. Except to the extent that
information contained in any such Company SEC Document has been revised, amended,
supplemented or superseded by a subsequent Company SEC Document, none of the
Company SEC Documents filed pursuant to the Exchange Act contains any untrue
statement of a material fact or omits to state any material fact in circumstances where an
amendment, supplement or corrective filing to any such Company SEC Document is
required under the Exchange Act.

{d)  None of the Company SEC Documents that is a registration statement, as
amended or supplemented, if applicable, filed pursuant to the Securities Act, as of the date
such statement or amendment became effective, contained any untrue statement of a
material fact or omitted to state any material fact required to be stated therein or necessary
to make the statements therein not misleading.

(e)  The Company has established and maintains disclosure controls and
procedures (as defined in Rule 13a-15 under the Exchange Act). Such disclosure controls
and procedures are designed to ensure that material information relating to the Company,
including its consolidated Subsidiaries, is made known to the Company’s principal
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executive officer and its principal financial officer by others within those entities,
particularly during the periods in which the periodic reports required under the Exchange
Act arc being prepared. Such disclosure controls and procedures are designed to be
effective in timely alerting the Company’s principal executive officer and principal
financial officer to material information required to be included in the Company’s
periodic reports required under the Exchange Act.

() Since March 31, 2005, the Company and its Subsidiaries have established
and maintained a system of internal contro} over financial reporting (as defined in
Rule 13a-15 under the Exchange Act) (“internal controls”). Such internal controls are
sufficient in all material respects to provide reasonable assurance regarding the reliability
of the Company’s financial reporting and the preparation of Company financial statements
for external purposes in accordance with GAAP. The Company has disclosed, based on
its most recent evaluation of internal controls prior to the date hereof, to the Company’s
auditors and audit committe¢ (x} any significant deficiencies and material weaknesses in
the design or operation of internal controls which are reasonably likely to adversely affect
the Company’s ability to record, process, summarize and report financial information and
(y) any fraud, whether or not material, that involves management or other employees who
have a significant role in internal controls. The Company has made available to Parent a
summary of any such disclosure made by management to the Company’s auditors and
audit comumitiee since January 1, 2004.

(g)  The Company has made available to Parent true and complete copies of all
comment letters received by the Company from the SEC since January 1, 2004 and
relating to the Company SEC Documents, together with all written responses of the
Company thereto. As of the date of this Agreement, there are no outstanding or
unresolved comments in such comment letters received by the Company from the SEC,
and, to the knowledge of the Company, none of the Company SEC Documents is the
subject of any ongoing review by the SEC,

Section 3.08. Financial Statements. The audited consolidated financial
statements and unaudited consolidated interim financial statements of the Company
included in the Company SEC Documents when filed complied as to form in all material
respects with the published rules and regulations of the SEC with respect thereto and
fairly present in all material respects, and in conformity with GAAP applied on a
consistent basis (except as may be indicated in the notes thereto), the consolidated
financial position of the Company and its consolidated Subsidiaries as of the dates
thereof and their consolidated results of operations and cash flows for the periods then
ended (subject to normal year-end adjustments in the case of any unaudited interim
financial statements). For purposes of this Agreement, “Company Balance Sheet”
means the consolidated balance sheet as of June 30, 2006 of the Company and its
consolidated Subsidiaries set forth in the Company’s Form 10-Q for the quarter ended
June 30, 2006, and “Company Balance Sheet Date” means June 30, 2006.

Section 3.09. Disclosure Documents. None of the information supplied by the
Company for inclusion in (i) the joint proxy statement/prospectus (as amended or
supplemented, the “Proxy Statement”) to be sent to the stockholders of the Company in
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connection with their meeting to consider this Agreement and the Merger (the
“Company Stockholders’ Meeting”) will, at the time the Proxy Statement or any
amendment or supplement thereto is first mailed to the stockholders of the Company or at
the time of the Company Stockholders’ Meeting, contain any untrue statement of a
material fact or omit to state any material fact necessary in order to make the statements
made therein, in the light of the circumstances under which they were made, not
misleading or (ii) the registration statement on Form S-4 pursuant to which shares of
Parent Stock issuable in the Merger will be registered with the SEC to be filed by Parent
with the SEC in connection with the Merger (as amended or supplemented, the
“Registration Statement”) will, at the time the Registration Statement or any
amendment or supplement thereto is declared effective by the SEC, contain any untrue
statement of a material fact or omit to state any material fact necessary in order to make
the statements made therein, in the light of the circumstances under which they were
made, not misleading.

Section 3.10. Absence of Certain Changes or Events. (a) Since the Company
Balance Sheet Date, there has not been any change, effect, event, occurrence, state of
facts or development that has had or would reasonably be expected to have, individually
or in the aggregate, a Company Material Adverse Effect.

(b)  Since the Company Balance Sheet Date and through the date of this
Agreement, the Company and its Subsidiaries have conducted their respective businesses
in all material respects in the ordinary course consistent with their past practices, and there
has not been: :

(i) any declaration, setting aside or payment of any dividend or other -
distribution with respect to any shares of capital stock of the Company or any of
its Subsidiaries, other than (A) in the case of the Company, regular quarterly cash
dividends and (B) in the case of any direct or indirect wholly owned Subsidiary of
the Company, dividends or distributions to its parent;

(ii) except as required by the terms of the Company Convertible Notes,
any repurchase, redemption or other acquisition by the Company or any of its
Subsidiaries of any Company Securities or Company Subsidiary Securities;

(iii)  any split, combination, subdivision or reclassification of any
Company Securities or Company Subsidiary Securities;

(iv)  except as required to comply with any Applicable Law or any
Employee Plans as in effect on the Company Balance Sheet Date, (A) any grant
of any severance, change in control or termination pay to any director or
executive officer of the Company, (B) any entry into any employment, consulting,
change in control, deferred compensation or other similar agreement, plan,
arrangement or policy (or any material amendment 1o any such agreement, plan,
arrangement or policy) with any director or executive officer of the Company, (C)
any increase in the compensation or benefits payable under any severance, change
in control or termination pay policies or Employee Plans (except as provided
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under the terms thereof as a result of increases in compensation permitted under
clause (D)), (D) any increase in the compensation, bonus or other benefits payable
to any director, officer or employce of the Company or any of its Subsidiaries,
other than normal increases in base salary (and, any corresponding increases in
the dollar amount of target bonuses that resuit from such base salary increases)
and wages in the ordinary course of business consistent with past practice, (E) any
establishment, adoption, entry into, amendment, modification or termination of
any collective bargaining agreement, (F) any establishment, adoption, entry into,
termination, or amendment or modification in any material respect, of any
material Employee Plan or (G) the taking of any action to accelerate any material
compensation or benefits, including vesting and payment, or the making of any
material determinations, under any collective bargaining agreement or Employee
Plan;

) (v)  any material change in the Company’s method of accounting or
accounting principles or practices, except for any such change required by reason
of a change in GAAP or by Regulation S-X under the Exchange Act, as approved
by its independent public accountants;

(vi) any amendment of any material Tax Retum or the making of any
material Tax election; and

(vit)  any material modification of any Communications License.

Section 3.11. No Undisclosed Material Liabilities. None of the Company or any
of its Subsidiaries has any liabilities or obligations of any nature, whether accrued,
contingent, absolute or otherwise, other than:

(a) liabilities or obligations-disclosed-and provided-for-in-the-Company——
Balance Sheet or in the notes thereto;

(b)  liabilities or obligations of a nature disclosed and provided for in the
Company Balance Sheet or in the notes thereto and incurred in the ordinary course of
business since the Company Balance Sheet Date in amounts consistent with past practice;
or

(<) habilities or obligations that would not reasonably be expected to have,
individually or in the aggregate, a Company Material Adverse Effect.

Section 3.12. Litigation. There is no suit, claim, action, proceeding or
investigation pending against or, to the knowledge of the Company, threatened against
the Company or any of its Subsidiaries that would reasonably be expected to have,
individually or in the aggregate, a Company Material Adverse Effect, nor is there any
Jjudgment, settlement agreement, decree, inquiry, rule or order outstanding against the
Company or any of its Subsidiaries that would reasonably be expected to have,
individually or in the aggregate, a Company Material Adverse Effect. This Section 3.12
does not relate to environmental matters, which are the subject of Section 3.19.
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Section 3.13. Taxes. (a) All material federal, state, local and foreign Tax
Returns required to have been filed by or on behalf of the Company and each of its
Subsidiaries have been timely filed, and all such filed Tax Returns were complete and
accurate at the time of filing, except to the extent any failure to file or any inaccuracies in
filed Tax Retumns would not reasonably be expected to have, individually or m the
aggregate, a Company Material Adverse Effect. All Taxes shown to be due on such Tax
Returns have been paid, or adequately reserved for in accordance with GAAP, except to
the extent any failure to pay or reserve would not reasonably be expected to have,
individually or in the aggregate, a Company Material Adverse Effect. There is no audit,
examination, deficiency, refund litigation, proposed adjustment or matter in controversy
with respect to any Taxes due or owing by the Company or any of its Subsidiaries which
would reasonably be expected to have, individually or in the aggregate, a Company
Material Adverse Effect.

(b) The relevant statute of limitations is closed with respect the U.S. federal
income Tax Returns of the Company and its Subsidiaries for all years through 2002.

(c) Neither the Company nor any of its Subsidiaries has constituted either a
“distributing corporation” or a “controlled corporation” (i) in 2 distnbution of stock
qualifying for Tax-free treatment under Section 355 of the Code in the two years prior to
the date of this Agreement or (ii) in a distribution that could otherwise constitute part of a
“plan” or “series of related transactions” (within the meaning of Section 355(¢) of the
Code) in conjunction with the Merger or any of the other transactions contemplated by
this Agreement.

(d}  The Company and its Subsidiaries have adequately disclosed on the
appropriate Tax Retumns information about any “listed transaction” (within the meaning of
Section 1.6001-4(b) of the Treasury regulations) or any similat transaction under any
other Tax law, including state or local Tax laws, in which the Company or any of its
Subsidiaries has ever participated, in accordance with Section 1.6011-4 of the Treasury
regulations or any similar provision of any other Tax law, including state or local Tax
laws. '

(e)  For purposes of this Agreement, (i) “Taxes” means any and ali federal,
state, local, foreign or other taxes of any kind (together with any and all interest, penalties,
additions to tax and additional amounts imposed with respect thereto) irnposed by any
taxing authority, including, without limitation, taxes or other charges on or with respect to
income, franchises, windfall or other profits, gross receipts, property, sales, use, capital
stock, payroll, employment, social security workers’ compensation, unemployment
compensation, or net worth, and taxes or other charges in the nature or excise,
withholding, ad valorem or value added, and (ii) *“Tax Return” means any retum, report
or similar statement (including the attached schedules) required to be filed with a taxing
authority with respect to any Tax, including, without limitation, any information return,
claim for refund, amended retumn or declaration of estimated Tax.

Section 3.14. Employee Benefit Matters. (a) Set forth in Section 3.14(a) of the

Company Disclosure Schedule is a true and complete list, as of the date of this
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Agreement, of all Title IV Plans, all Employee Plans that provide for stock-based,
severance, change in control, termination or similar compensation or benefits or that are
maintained primarily for directors or officers of the Company or any of its Subsidiaries
and all other material Employee Plans. The Company has made available to Parent true
and complete copies of each such Employee Plan, and all amendments thereto, together
with the most recent annual report, actuarial report, financial statements and summary
plan description, in each case if applicable, prepared in connection therewith.

(b) As of December 31, 2005, the difference between (i) the fair market value
of the assets of each Employee Plan subject to Title IV of ERISA (a “Title IV Plan”™)
(excluding for these purposes any accrued but unpaid contributions) and (ii) the present
value of all benefits accrued under such Title IV Plan determined on an accumulated
benefit obligation basis was as set forth in Section 3.14(b) of the Company Disclosure
Schedules. No “accumulated funding deficiency,” as defined in Section 412 of the Code,
has been incurred with respect to any Employee Plan subject to such Section 412, whether
or not waived. No “reportable event,” within the meaning of Section 4043 of ERISA,
other than a “reportable event” that would not reasonably be expected to have,
individually or in the aggregate, a Company Matenal Adverse Effect, and no event
described in Sections 4062 or 4063 of ERISA, has occurred in connection with any
Employee Plan. Neither the Company nor any ERISA Affiliate thereof has (A) engaged
in a “prohibited transaction” (as such term is defined in Section 406 of ERISA or
Section 4975 of the Code) or any other breach of fiduciary responsibility that could
subject the Company or any of its Subsidiaries to any material Tax or penalty on
prohibited transactions imposed by Section 4975 of the Code or to any material liability
under Section 502 of ERISA, (B) engaged in, or is a successor or parent corporation to an
entity that has engaged in, a transaction described in Sections 4069 or 4212(c) of ERISA
or (C) incurred, or reasonably expects to incur prior to the Effective Time (1) any liability
under Title IV of ERISA arising in connection with the termination of, or a complete or
partial withdrawal from, any plan covered or previously covered by Title IV of ERISA or
(2) any liability under Section 4971 of the Code that, in each case, could become a
liability of Parent or any of its ERISA Affiliates after the Effective Time. None of the
Company nor any of its ERISA Affiliates makes contributions to, or has any liability
under, any multiemployer plan (as defined in Section 3(37) of ERISA).

(c) Each Employee Plan which is intended to be qualified under
Section 401(a) of the Code has received a favorable determination letter, or has pending or
has time remaining in which to file an application for such determination letter from the
Internal Revenue Service, and the Company is not aware of any reason why any such
determination letter should be revoked or not be reissued. The Company has made
available to Parent true and complete copies of the most recent Internal Revenue Service
determination letters with respect to each such Employee Plan. Each Employee Plan has
been maintained in compliance with its terms and with the requirements prescribed by any
and all statutes, orders, rules and regulations which are applicable to such Employee Plan,
except where such non-compliance would not reasonably be expected to have,
individually or in the aggregate, a Company Material Adverse Effect.

[[2633902]]



(d) With respect to any Employee Plan that is an “employee welfare benefit
plan,” as defined in Section 3(3) of ERISA, whether or not subject to ERISA, (i) no such
Plan is unfunded, funded through a “welifare benefits fund” (as defined in Section 419(¢)
of the Code) or similar arrangement or self-insured and (ii) no such Employee Flan
provides health or welfare benefits (whether or not insured) with respect to employees or
former employees of the Company or any of its Subsidiaries (or any of their beneficiaries}
after retirement or other termination of service (other than coverage or benefits
(A) required to be provided under Part 6 of Title I of ERISA or any other similar
Applicable Law or (B) the full cost of which is borne by employees or former employees
of the Company or any of its Subsidiaries (or any of their beneficiaries)).

(e) Except as provided in Section 1.04, no current or former director, officer
or employee of the Company or any of its Subsidiaries will be entitled to (1)(A) any
severance, separation, change of control, termination, bonus or other additional
compensation or benefits or (B) any acceleration of the time of payment or vesting of any
compensation or benefits or the forgiveness of indebtedness owed by such employee, in
each case as a result of any of the transactions contemplated hereby (alone or in
combination with any other event) or in connection with the termination of such Person’s
employment on or after the Closing or (ii) any compensation or benefits related to or
contingent upon, or the value of which will be calculated on the basts of, any of the
transactions contemplated hereby (alone or in combination with any other event). The
execution and delivery of this Agreement and the consummation of the transactions
contemplated hereby (alone or in combination with any other event) and compliance by
the Company with the provisions hereof do not and will not require the funding (whether
through a grantor trust or otherwise) of, or increase the cost of, or give rise to any other
obligation under, any Employee Plan and will not result in any breach or violation of, or
default under, or limit the ability of the Company or any of its Subsidiaries to amend,
modify or terminate, any Employee Plan.

() (i) No amount, economic benefit or other entitlement that could be
received (whether in cash or property or the vesting of property) as a result of the
transactions contermplated hereby (alone or in combination with any other event) by any
person who is a “disqualified individual” (as defined in Treasury Regulation
Section 1.280G-1) with respect to the Company would be characterized as an “excess
parachute payment” (as defined in Section 280G(b)(1) of the Code). (ii) No director,
officer or employee of the Company or any of its Subsidiaries is entitled to receive any
additional payment from the Company, any of its Subsidiaries or any other Person in the
event that the excise Tax required by Section 4999(a) of the Code, any Tax imposed under
Section 409A of the Code or any other Tax is imposed on such individual.

()  For purposes of this Agreement, the following terms shall have the
meanings set forth below:

“Code” means the Internal Revenue Code of 1986, as amended, and the rules and
regulations promuigated thereunder.

18

[(2633902])




“Employee Plan™ means any (x) “employee benefit plan”, as defined in
Section 3(3) of ERISA; (y) any employment, consultancy, severance, change of control
or similar agreement, plan, arrangement or policy; or (z) any other agreement, plan,
arrangement or policy providing for compensation, bonuses, profit-sharing, equity or
equity-based compensation or other forms of incentive or deferred compensation,
vacation benefits, insurance (including any self-insured arrangements), welfare, disability
or sick leave benefits, employee assistance program, supplemental unemployment
benefits or post-employment or retirement benefits (including compensation, welfare,
pension or insurance benefits) or perquisites or fringe benefits; that, in any such case
referred to in clause (x), () or (2), is sponsored, maintained, administered, or contributed
to by the Company or any Subsidiary of the Company, or that is required to be
maintained or contributed to by the Company or any Subsidiary of the Company, and
covers any current or former director, officer or employee of the Company or any of its
Subsidiaries or with respect to which the Company or any of its Subsidiaries has any
liability.

“ERISA” means the Employee Retirement Income Security Act of 1974, as
amended, and the rules and regulations promulgated thereunder.

“ERISA Affiliate” of any entity means any other entity which, together with such
entity, would be treated as a single employer under Section 414(b) or (c) of the Code.

Section 3.15. Labor Matters. Except as would not reasonably be expected to
have, individually or in the aggregate, a Company Material Adverse Effect, (a) neither
the Company nor any of its Subsidiaries is party to any labor union or collective
bargaining agreement, and as of the date of this Agreement no such agreement is being
negotiated by the Company or any of its Subsidiaries, (b) no employees of the Company
or any of its Subsidiaries are represented by any labor organization, (c) as of the date
hereof, no labor organization or group of employees of the Company or any of its
Subsidiaries has made a pending demand for recognition or certification, and there are no
representation or certification proceedings or petitions seeking a representation
proceeding presently pending or, to the knowledge of the Company, threatened to be
brought or filed with the National Labor Relations Board or any other labor relations
tribunal or authority, (d) to the knowledge of the Company, as of the date hereof, there
are no formal organizing activities involving a material number of employees of the
Company or any of its Subsidiaries pending with, or threatened by, any labor
organization, (e) within the past three years, there have been no strikes, work stoppages,
slowdowns, lockouts, arbitrations or other labor disputes (other than with respect to
grievances) pending or, to the knowledge of the Company, threatened against the
Company or any of its Subsidiaries, (f) there are no grievances pending or, to the
knowledge of the Company, threatened against the Company or any of its Subsidiaries,
(g) there is no unfair labor practice charge, claim or proceeding pending before the
National Labor Relations Board or any comparable administrative body with respect to
the Company or any of its Subsidiaries, (h) neither the Company nor any of its
Subsidiaries is in breach of any collective bargaining agreement and (i) neither the
Company nor any of its Subsidiaries is a party to, or otherwise bound by, any consent
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decree with, or citation by, any Governmental Authority relating to employees or
employment practices.

Section 3.16. Compliance with Laws. The Company and its Subsidiaries hold all
Licenses necessary for them to own, lease and operate their properties and to conduct
their businesses, except where the failure to hold any of the foregoing would not
reasonably be expected to have, individually or in the aggregate, a Company Material
Adverse Effect. The Company and its Subsidiaries are not in violation of any such
Licenses or any Applicable Law, except where such violations would not reasonably be
expected to have, individually or in the aggregate, a Company Material Adverse Effect.
Each License issued to the Company or any of its Subsidiaries by the FCC or the PPUC
(collectively, the “Communications Licenses”) is set forth, as of the date of this
Agreement, in Section 3.16 of the Company Disclosure Schedule. This Section does not
relate to environmental matters, which are the subject of Section 3.19.

Section 3.17. Finders’ Fees. Except for Evercore, a true and complete copy of
whose engagement agreement has been provided to Parent, there is no investment banker,
broker, finder or other intermediary which has been retained by or is authorized to act on
behalf of the Company or any Subsidiary of the Company who might be entitled to any
fee or commission from the Company, Parent or Merger Subsidiary or any of their
Affiliates in connection with the transactions contemplated by this Agreement. For
purposes of this Agreement, “Affiliate” means, with respect to any Person, any other
Person directly or indirectly controlling, controlied by, or under common control with
such Person.

Section 3.18. Title to Properties; Encumbrances; Intellectual Property. (a)
Except as would not reasonably be expected to have, individually or in the aggregate, a
Company Material Adverse Effect, the Company and each of its Subsidiaries has good
and valid title to (or in the case of leased assets, valid leasehold inferests in) the assets set
forth on the Company Balance Sheet (other than those disposed of in the ordinary course
of business since the Company Balance Sheet Date), free and clear of all Liens other than
Company Permitted Liens. Except as would not reasonably be expected to have,
individually or in the aggregate, a Company Material Adverse Effect, the Company and
each of its Subsidiaries owns or has the lawful right to use all assets, properties,
Intellectual Property Rights, operating rights, rights-of-way, easements, contracts, leases,
and other instruments necessary to operate its business as presently conducted. For
purposes of this Agreement, “Company Permitted Liens” means (i) materialmen’s,
mechanics’, carriers’, workmen’s, warehousemen’s, repairmen’s, and other like Liens
arising in the ordinary course of business, and deposits to obtain the release of such
Liens, (ii) Liens imposed by Applicable Laws for (A) Taxes not yet due and payable or
(B) Taxes that the Company or any of its Subsidiaries is contesting in good faith through
appropriate proceedings and for which adequate reserves, in accordance with GAAP,
have been established, (ifi) Liens disclosed on the Company Balance Sheet or the notes
thereto, (iv) zoning, building and other similar codes and regulations and (v) other
immaterial Liens (other than Liens securing Indebtedness).
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(b)  Each real property owned by the Company or any of its Subsidiaries that
is material to the Company and its Subsidiaries, taken as a whole (a “Material Owned
Real Property”™), is set forth, as of the date of this Agreement, in Section 3.18(b) of the
Company Disclosure Schedule. The Company or a Subsidiary of the Company has good
and marketable title to the Material Owned Real Property, free and clear of all Liens other
than Company Permitted Liens, and there are no outstanding options, rights of first offer
or rights of first refusal to purchase any Material Owned Real Property or any matenal
portion thereof or interest therein.

{c) Each real property leased by the Company or any of its Subsidiaries that is
material to the Company and its Subsidiaries, taken as a whole (a “Material Leased Real
Property”), is set forth, as of the date of this Agreement, in Section 3.18(c) of the
Company Disclosure Schedule. The Company or 2 Subsidiary of the Company has a good
and valid title to a leasehold interest in each Material Leased Real Property.

(d) (1) Each patent, patent application, trademark registration, trademark
application, registered service mark, registered copyright and internet domain name, in
each case, that is owned by the Company or any of its Subsidiaries and is material to the
Company and its Subsidiaries, taken as a whole (“Material Intellectual Property™), is set
forth, as of the date of this Agreement, in Section 3.18(d) of the Company Disclosure
Schedule.

(i)  Except as would not reasonably be expected to have, individually
or m the aggregate, a Company Material Adverse Effect: -

(w)  all Material Intellectual Property is valid, subsisting and
enforceable;

-----(x)- - there-are-no claims or proceedings made or, to the
knowledge of the Company, threatened against the Company or any of its
Subsidiaries with respect to (A) the ownership, validity, use or
enforceability of any Material Intellectual Property or (B) the operation
of the business of the Company or any of its Subsidiaries infringing or
misappropriating any Intellectual Property Rights of any Person
(including any demand or request that the Company or any of its
Subsidiaries license any rights from any Person);

(y)  none of the Material Intellectual Property is subject to any
outstanding order, ruling, judgment, decree or stipulation by or with any
Governmental Authority, or any agreement, understanding or

-undertaking with any Person, restricting the scope of use of any Material
Intellectual Property; and

{z)  no Person has infringed upon or misappropriated, or is
currently infringing upon or misappropriating, any Material Intellectual
Property.
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(i)  For purposes of this Agreement, “Intellectual Property Rights”
means, collectively, whether arising under the laws of the United States or any
other state, country or jurisdiction: (A) trade secrets and confidential information,
patents, patent applications, patent disclosures and inventions, including all
reissues, continuations, divisions, continuations in part and renewals and
extensions thereof; (B) trademarks, service marks, trade dress, trade names,
slogans, logos and corporate names and registrations and applications for
registration thereof: (C) copyrights (registered or unregistered) and registrations
and applications for registration thereof; (D) computer software (including both
source and object code), proprietary data and data bases; and (E) intemet domain
name registrations.

Section 3.19. Environmental Matrers. (a) Except as would not reasonably be

expected to have, individually or in the aggregate, a Company Material Adverse Effect:
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(i)  no written notice, demand, order, complaint, information request or
other communication alleging actual or potential liability has been received by the
Company or any of its Subsidiaries arising out of;, relating to or based upon any
Environmental Laws, and there are no judicial, administrative or other actions,
suits, claims, investigations or proceedings pending or, to the Company’s
knowledge, threatened which allege a violation by the Company or any of its
Subsidiaries of any Environmental Laws;

(ii) the Company and each of its Subsidiaries has all Licenses
pecessary for their operations to comply with all applicable Environmental Laws
(“Company Environmental Licenses”), all such Company Environmental
Licenses are in full force and effect, and the Company and each of its Subsidiaries
are in compliance with the terms-of such-Company Environmental-Licenses;

(iii) the Company and each of its Subsidiaries are and have been in
compliance with the terms of applicable Environmental Laws;

(iv)  there has been no release of Hazardous Materials, and there are no
Hazardous Materials present, in each case, at, on, under or from any property
currently or formerly owned, leased or operated by the Company or any of its
Subsidiaries that have resulted or would reasonably be expected to result in costs
or liability to the Company or any of its Subsidiaries under any Environmental
Law; '

(v) none of the Company or any of its Subsidiaries has entered into or
agreed to, or, to the knowledge of the Company, is otherwise subject to the terms
of, any judgment, decree or order arising under, based upon or relating to
Environmental Law or to the investigation or remediation of Hazardous Materials;
and

(vi)  none of the Company or any of its Subsidiaries has generated,
stored, used, emitted, discharged, released, disposed of or atranged for the
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disposal of any Hazardous Materials except in material compliance with, and in a

. manner that has not resulted and would not reasonably be expected to result in
liability to the Company or any of its Subsidiaries under, applicable
Environmental Laws,

(b) For purposes of this Agreement, the term “Environmental Laws” means
all Applicable Laws relating to pollution, natural resources or protection of endangered or
threatened species, human health (as relating to Hazardous Materials) or the environment
(including ambient air, surface water, groundwater, land surface or subsurface strata). For
purposes of this Agreement, the term “Hazardous Materials” means any petroleumn or
petroleum byproducts, radioactive materials or wastes, asbestos in any form,
polychlorinated biphenyls, creosote, electromagnetic or radio frequency emissions, and
any other chemical, material, substance or waste that in relevant form or concentration is
prohibited, limited or regulated under any Environmental Law.

Section 3.20. Contracts. Section 3.20 of the Company Disclosure Schedule sets
forth, as of the date of this Agreement, a true and complete list, and the Company has
made available to Parent true and complete copies, of:

(1)  each agreement, understanding or undertaking that would be
required to be filed by the Company as a “material contract” pursuant to
Item 601(b)(10) of Regulation S-K under the Securities Act or that, if terminated
or subject to a default by any party thereto, would reasonably be expected to
result in a Company Material Adverse Effect;

. (i)  each agreement, understanding or undertaking to which the
Company or any of its Subsidiaries is a party that restricts in any material respect
the ability of the-Company or any of its Subsidiaries to compete in any business
or with any Personin-any geographical area;

(iti)  each loan and credit agreement, note, debenture, bond, indenture or
other similar agreement pursuant to which any Indebtedness of the Company or
any of its Subsidiaries, in each case in excess of $100,000, is outstanding or may
be incurred, other than any such agreement between or among the Company and
its wholly owned Subsidiaries;

(tv)  each agreement, understanding or undertaking to which the
Company or any of its Subsidiaries is a party for the acquisition or disposition by
the Company or any of its Subsidiaries of properties or assets that, in sach case,
have a fair market value or purchase price of more than $500,000; and

(v)  each partnership, joint venture or other similar agreement or
understanding to which the Company or any of its Subsidiaries is a party relating
to the formation, creation, operation, management or control of any partnership or
joint venture material to the Company and its Subsidiaries.

Each agreement, understanding or undertaking of the type described in clauses (i)
through (v) above, and each lease agreement for any Material Leased Real Property, is
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referred to herein as a “Company Material Agreement”. Each Company Material
Agreement is a valid, binding and légally enforceable obligation of the Company or one
of its Subsidiaries, as the case may be, and, to the knowledge of the Company, of the
other parties thereto, subject to the Enforceability Exceptions, and is in full force and
effect, except for such failures to be valid, binding and legally enforceable or to be in full
force and effect as would not reasonably be expected to have, individually or in the
aggregate, a Company Material Adverse Effect. Subject to such exceptions as would not
reasonably be expected to have, individually or in the aggregate, a Company Material
Adverse Effect, there is no default under any Company Material Agreement by the
Company or any of its Subsidiaries or, to the knowledge of the Company, by any other
party thereto, and no event has occuired that with the lapse of time or the giving of notice
or both would constitute a default thereunder by the Company or any of its Subsidiaries
or, to the knowledge of the Company, by any other party thereto.

Section 3.21. Antitakeover Statutes. The Company has taken all action necessary
to exempt this Agreement, the Merger and the other transactions contemplated hereby
from Subchapters E, F, G, H, I and J of Chapter 25 of the Pennsylvania Law, and,
accordingly, neither such Subchapters nor any other antitakeover or similar statute or
regulation applies to any such fransactions.

Section 3.22. No QOther Representations. Except as expressly set forth in this
Agreement or in any certificate delivered by or on behalf of the Company pursuant to
Section 8.03(a), the Company makes no representations or warranties. to Parent or Merger
Subsidiary. Further, the Company acknowledges that neither Parent nor Merger
Subsidiary makes or has made any representation or warranty to the Company, except as
expressly set forth in this Agreement or in any certificate delivered by or on behalf of
Parent pursuant to Section 8.04(a).

ARTICLE 4
REPRESENTATIONS AND WARRANTIES OF PARENT

Except as disclosed in the Parent SEC Documents filed prior to the date hereof
(excluding any disclosures in the Parent SEC Documents under the heading “Risk
Factors” and any other disclosures of risks that are predictive or forward-looking in
pature) or in a separate disclosure schedule (the “Parent Disclosure Schedule”} which
bas been delivered by Parent to the Company prior to the execution of this Agreement
(each section of which qualifies the correspondingly numbered representation and
warranty to the extent specified therein and such other representations and warranties to
the extent a matter in such section is disclosed in such a way as to make its relevance to
the information called for by such other representation and warranty readily apparent),
Parent represents and warrants to the Company that:

Section 4.01. Organization and Authority. Each of Parent and Merger Subsidiary
is a corporation duly organized, validly existing and in good standing under the laws of
its jurisdiction of incorporation. Each of Parent and Merger Subsidiary has all requisite
corporate power to carry on its business as now being conducted. Each of Parent and
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Merger Subsidiary is duly qualified to do business as a foreign corporation and is in good
standing in each junisdiction where the character of the property owned or leased by it or
the nature of its activities makes such qualification necessary, with such exceptions as
would not reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on Parent (“Parent Material Adverse Effect”). The execution, delivery
and performance by Parent and Merger Subsidiary of this Agreement and the
consummation by Parent and Merger Subsidiary of the transactions contemplated hereby
are within the corporate powers of Parent and Merger Subsidiary and have been duly
authorized by all necessary corporate action. This Agreement has been duly executed
and delivered by each of Parent and Merger Subsidiary and constitutes a valid and
binding agreement of each of Parent and Merger Subsidiary, enforceable against each of
Parent and Merger Subsidiary in accordance with its terms, subject to the Enforceability
Exceptions. Parent has delivered to the Company true and complete copies of the
Certificate of Incorporation and Bylaws of Parent, each in effect as of the date hereof,
and the Articles of Incorporation and Bylaws of Merger Subsidiary, each in effect as of
the date hereof. Since the date of its incorporation, Merger Subsidiary has not engaged in
any activities other than in connection with or as contemplated by this Agreement.

Section 4.02. No Breach. The execution and delivery by Parent and Merger
Subsidiary of this Agreement do not, and the consummation of the transactions
contemplated hereby by Parent and Merger Subsidiary will not, (i) violate or conflict with
the Certificate of Incorporation or Bylaws of Parent, or the Articles of Incorporation or
Bylaws of Merger Subsidiary, (ii) constitute a breach or default of (with or without notice
or lapse of time, or both), or give rise to any third-party right of termination, cancellation,
modification or acceleration under, or to a loss of a benefit of Parent or any of its
Subsidiaries under, any agreement, understanding or undertaking to which Parent or
Merger Subsidiary or any of their Subsidiaries is a party or by which any of them is
bound, or give rise to any Lien on any of their properties, or (iii) subject to obtaining the
approvals and making the filings described in Section 4.03 hereof, constitute a violation
or breach of any provision of any Applicable Law, with such exceptions in the cases of
subsections (ii} and (iif) as would not, individually or in the aggregate, reasonably be
expected to have a Parent Material Adverse Effect or materially interfere with or delay
the consummation of the transactions contemplated hereby.

Section 4.03. Consents and Approvals. The execution and delivery of this
Agreement by Parent and Merger Subsidiary and the consummation of the transactions
contemplated hereby by Parent and Merger Subsidiary require no consent, approval,
authorization or permit of, or filing with or notification to, any Governmental Authority,
except (i) compliance with any applicable requirements of the Securities Act, the
Exchange Act and any other applicable securities laws, whether federal, state or foreign,
(11) for notification pursuant to the HSR Act and expiration or termination of the waiting
period thereunder, (iii) for the filing of the articles of merger under Pennsylvania Law,
the certificate of merger under Delaware Law and related filings as set forth in
Section 1.0] hereof, (iv) for approvals of and filings with the FCC and the PPUC, and
(v) where the failure to obtain such consents, approvals, authorizations or permits, or to
make such filings or notifications, would not, individually or in the aggregate, reasonably
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be expected to have a Parent Material Adverse Effect or materially interfere with or delay
the consummation of the transactions contemplated hereby.

Section 4.04. Approval of the Board; No Vote Required, The Board of Directors
of Parent has, by resolutions duly adopted at meetings duly called and held, approved this
Agreement, the Merger and the other transactions contemplated hereby. No vote of
holders of any class or series of capital stock of Parent is necessary to approve this
Agreement or the Merger.

Section 4.05. Capitalization. (a) The authorized capital stock of Parent consists
of 600,000,000 shares of Parent Stock and 50,000,000 shares of preferred stock, par value
$0.01 per share (“Parent Preferred Stock™). At the close of business on August 31,
2006, there were outstanding (i) 321,311,189 shares of Parent Stock, (ii) 6,196,144 stock
options to purchase shares of Parent Stock under any compensatory plan or arrangement
of Parent, (iii) 1,498,271 share units granted or otherwise issued under any compensatory
plan or arrangement of Parent and (iv) no shares of Parent Preferred Stock. At the close
of business on August 31, 2006, 778,091 shares of Parent Stock were reserved for
issuance upon conversion of the Citizens Utilities Trusts’ 5% Company Obligated
Mandatorily Redeemable Convertible Preferred Securities due 2036. Except as set forth
in this Section 4.05, at the close of business on August 31, 2006, there were no
outstanding (A) shares of capital stock or other voting securities of Parent, (B) securities
of Parent convertible into or exchangeable for shares of capital stock or other voting
securities of Parent, (C) options or other rights to acquire from Parent any capital stock,
voting securities or securities convertible into or exchangeable for capital stock or voting
securities of Parent, or any rights against or obligating Parent that give the holder thereof
any economic interest of a nature occurring to the holders of shares of Parent Stock (the
items in clauses (A), (B) and (C) of this sentence being referred to collectively as the
“Parent Securities”) or (D) obligations of Parent to issue, deliver or sell any Parent
Security, other than the Parent Series A Participating Preferred Stock purchase rights
issued pursuant to the Rights Agreement dated as of March 6, 2002, between Parent and
Mellon Investor Services LLC. The authorized capital stock of the Merger Subsidiary
consists of 1,000 shares of common stock, par value $0.01 per share, of which
1,000 shares are issued and outstanding, all of which shares are beneficially owned by
Parent. Except as would not reasonably be expected to have, individually or in the
aggregate, a Parent Material Adverse Effect, with respect to the compensatory stock
options to purchase shares of Parent Stock (“Parent Options”), (I) each grant of a Parent
Option was duly authorized no later than the Grant Date by all necessary corporate
action, including, as applicable, approval by the Board of Directors of Parent (or a duly
constituted and authorized committee thereof) and any required stockholder approval by
the necessary number of votes or written consents, and the award agreement governing
such grant (if any) was duly executed and delivered by each party thereto, (II) each such
grant was made in accordance with the terms of the applicable compensation plan or
arrangement of Parent, the Exchange Act and all other Applicable Laws and regulatory
rules or requirements, including the rules of the New York Stock Exchange (the
“NYSE”), (III) the per share exercise price of each Parent Option was equal to the fair
market value of a share of Parent Stock on the applicable Grant Date and (IV) each such
grant was properly accounted for in accordance with GAAP in the financial statements
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(including the related notes) of Parent and disclosed in the Parent SEC Docurmnents in
accordance with the Exchange Act and all other Applicable Laws.

{b) The shares of Parent Stock to be issued as part of the Merger
Consideration have been duly authorized and, when issued and delivered in accordance
with the terms of this Agreement, will have been validly issued and will be fully paid and
nonassessable and the issuance thereof is not subject to any preemptive or other similar
right.

Section 4.06. SEC Filings and the Sarbanes-Oxley Act. (a) Parent has filed or
furnished all reports, schedules, forms, statements and other documents (inciuding
exhibits and other information incorporated therein) with the SEC required to be filed or
furnished by Parent since January 1, 2004 (the “Parent SEC Documents™).

(b)  As of its filing date, each Parent SEC Document complied as to form in all
material respects with the requirements of the Exchange Act or the Securities Act, as the
case may be.

(c) As of its filing date, none of the Parent SEC Documents filed pursuant to
the Exchange Act contained any untrue statement of a material fact or omitted to state any
material fact necessary in order to make the statements made therein, in the light of the
circumstances under which they were made, not misleading. Except to the extent that
information contained in any such Parent SEC Document has been revised, amended,
supplemented or superseded by a subsequent Parent SEC Document, none of the Parent
SEC Documents filed pursuant to the Exchange Act contains any untrue statement of a
material fact or omits to state any material fact in circumstances where an amendment,
supplement or corrective filing to any such Parent SEC Document is required under the
Exchange Act.

(d)  None of the Parent SEC Documents that is a registration staternent, as
amended or supplemented, if applicable, filed pursuant to the Securities Act, as of the date
such statement or amendment became effective, contained any untrue statement of a
material fact or omitted to state any material fact required to be stated therein or necessary
to make the statements therein not misieading.

(e) Parent has established and maintains disclosure controls and procedures
(as defined in Rule 13a-15 under the Exchange Act). Such disclosure controls and
procedures are designed to ensure that material information relating to Parent, including
its consolidated Subsidiaries, is made known to Parent’s principal executive officer and its
principal financial officer by others within those entities, particularly during the periods in
which the periodic reports required under the Exchange Act are being prepared. Such
disclosure controls and procedures are designed to be effective in timely alerting Parent’s
principal executive officer and principal financial officer to material information required
to be included in Parent’s periodic reports required under the Exchange Act.

H Since March 31, 2005, Parent and its Subsidiaries have established and
maintained a system of internal controls. Such internal controls are sufficient in all
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material respects to provide reasonable assurance regarding the reliability of Parent’s
financial reporting and the preparation of Parent financial statements for extemal purposes
in accordance with GAAP. Parent has disclosed, based on its most recent evaluation of
internal controls prior to the date hereof, to Parent’s auditors and audit committee (x) any
significant deficiencies and material weaknesses in the design or operation of internal
controls which are reasonably likely to adversely affect Parent’s ability to record, process,
summarize and report financial information and (y) any fraud, whether or not material,
that involves management or other employees who have a significant role in internal
controls. Parent has made available to the Company a summary of any such disclosure
made by management to Parent’s auditors and audit committee since January 1, 2005.

(2) Parent has made available to the Company true and complete copies of all
comment letters received by Parent from the SEC since January 1, 2005 and relating to the
Parent SEC Documents, together with all written responses of Parent thereto. As of the
date of this Agreement, there are no outstanding or unresolved comments in such
comment letters received by Parent from the SEC, and, to the knowledge of Parent, none
of the Parent SEC Documents is the subject of any ongoing review by the SEC.

Section 4.07. Financial Statements. The audited consolidated financial
statements and unaudited consolidated interim financial statements of Parent included in
the Parent SEC Documents when filed complied as to form in all material respects with
the published rules and regulations of the SEC with respect thereto and fairly present in
all material respects, and in conformity with GAAP applied on a consistent basis (except
as may be indicated in the notes thereto), the consolidated financial position of Parent and
its consolidated Subsidiaries as of the dates thereof and their consolidated results of
operations and cash flows for the periods then ended (subject to normal year-end
adjustments in the case of any unaudited interim financial statements). For purposes of
this Agreement, “Parent Balance Sheet” means the consolidated balance sheet as of
June 30, 2006 of Parent and its consolidated Subsidiaries set forth in Parent’s Form 10-Q
for the quarter ended as of June 30, 2006 and “Parent Balance Sheet Date” means
June 30, 2006.

Section 4.08. Disclosure Documents. None of the information supplied by Parent
or Merger Subsidiary for inclusion in (i) the Proxy Statement will, at the time the Proxy
Statement or any amendment or supplement thereto is first mailed to the stockholders of
the Company or at the time of the Company Stockholders’ Meeting, contain any untrue
statement of a material fact or omit to state any material fact necessary in order to make
the statements made therein, in the light of the circumstances under which they were
made, not misleading or (ii) the Registration Statement will, at the time the Registration
Statement or any amendment or supplement thereto is declared effective by the SEC,
contain any untrue statement of a material fact or omit to state any material fact necessary
in order to make the statements made therein, in the light of the circumstances under
which they were made, not misleading.

Section 4.09. Absence of Certain Changes or Events. (a) Since the Parent
Balance Sheet Date, there has not been any change, effect, event, occurrence, state of
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facts or development that has had or would reasonably be expected to have, individually
or in the aggregate, a Parent Material Adverse Effect.

(b) Since the Parent Balance Sheet Date and through the date of this
Agreement, Parent and its Subsidianies have conducted their respective businesses in all
material respects in the ordinary course consistent with their past practices, and there has
not been (i) any declaration, setting aside or payment of any dividend or other distribution
with respect to any shares of capital stock of Parent, other than regular quarterly cash
dividends, (i1) any repurchase, redemption or other acquisition by Parent or any of its
Subsidiaries of any Parent Securities or (iii) any split, combination, subdivision or
reclassification of any Parent Securities.

(c) As of the date hereof, Parent is not engaged in active negotiations or
discussions with any Person other than the Company regarding any acquisition,
disposition or partnership that would reasonably be expected to be maternial to Parent and
its Subsidianes, taken as a whole.

Section 4.10. No Undisclosed Material Liabilities. None of Parent or any of its
Subsidiaries has any liabilities or obligations of any nature, whether accrued, contingent,
absolute or otherwise, other than:

(a) liabilities or obligations disclosed and provided for in the Parent Balance
Sheet or in the notes thereto;

(b) liabilities or obligations of a nature disclosed and provided for in the
Parent Balance Sheet or in the notes thereto and incurred in the ordinary course of
business since the Parent Balance Sheet Date in amounts consistent with past practice; or

(c) liabilities or obligations-that would not reasonably be expected to have,
individually or in the aggregate, a Parent Material Adverse Effect. '

Section 4.11. Litigation. There is no suit, claim, action, proceeding or
investigation pending against or, to the knowledge of Parent, threatened against Parent or
any of its Subsidiaries that would reasonably be expected to have, individually or in the
aggregate, a Parent Material Adverse Effect, nor is there any judgment, settlement
agreement, decree, inquiry, rule or order outstanding against Parent or any of its
Subsidiaries that would reasonably be expected to have, individually or in the aggregate;
a Parent Material Adverse Effect. This Section 4.11 does not relate to environmental
matters, which are the subject of Section 4.15.

Section 4.12. 7uaxes. All material federal, state, local and foreign Tax Returns
required to have been filed by or on behalf of Parent and each of its Subsidiaries have
been timely filed, and all such filed Tax Retuns were complete and accurate at the time
of filing, except to the extent any failure to file or any inaccuracies in filed Tax Returns
would not reasonably be expected to have, individually or in the aggregate, a Parent
Material Adverse Effect. All Taxes shown to be due on such Tax Returns have been
paid, or adequately reserved for in accordance with GAAP, except to the extent any
failure to pay or reserve would not reasonably be expected to have, individually or in the

29

f[263394021}



aggregate, a Parent Material Adverse Effect. There is no audit, examination, deficiency,
refund litigation, proposed adjustment or matter in controversy with respect to any Taxes
due or owing by Parent or any of its Subsidiaries which would reasonably be expected to
have, individually or in the aggregate, a Parent Material Adverse Effect.

Section 4.13. Compliance with Laws. Parent and its Subsidiaries hold al}
Licenses necessary for them to own, lease and operate their properties and to conduct
their businesses, except where the failure to hold any of the foregoing would not
reasonably be expected to have, individually or in the aggregate, a Parent Material
Adverse Effect. Parent and its Subsidiaries are not in violation of any such Licenses or
any Applicable Law, except where such violations would not reasonably be expected to
have, individually or in the aggregate, a Parent Material Adverse Effect. This
Section 4.13 does not relate to environmental matters, which are the subject of
Section 4.15.

Section 4.14. Finders’ Fees. Except for Citigroup Global Markets Inc., whose
fee and expenses shall be paid by Parent, there is no investment banker, broker, finder or
other intermediary which has been retained by or is authorized to act on behalf of Parent
or Merger Subsidiary who might be entitled to any fee or commission from Parent,
Merger Subsidiary or the Company or any of their Affiliates in connection with the
transactions contemplated by this Agreement.

Section 4.15. Environmental Matters. Except as would not reasonably be
expected to have, individually or in the aggregate, a Parent Material Adverse Effect:

(a) no written notice, demand, order, complaint, information request or other
communication alleging actual or potential liability has been received by Parent or any of
its Subsidiaries arising out of, relating to-or based upon-any -Environmental Laws, and
there are no judicial, administrative or other actions, §iits, ¢laims, investigations or
proceedings pending or, to Parent’s knowledge, threatened which allege a violation by
Parent or any of its Subsidiaries of any Environmental Laws;

(b) Parent and each of its Subsidiaries has all Licenses necessary for their
operations to comply with all applicable Environmental Laws (“Parent Environmental
Licenses™), all such Parent Environmental Licenses are in full force and effect, and Parent
and each of its Subsidiaries are in compliance with the terms of such Parent
Environmental Licenses;

(c)  Parent and each of its Subsidiaries are and have been in compliance with
the terms of applicable Environmental Laws;

{d) there has been no release of Hazardous Materials, and there are no
Hazardous Materials present, in each case, at, on, under or from any property currently or
formerly owned, leased or operated by Parent or any of its Subsidiaries that have resulted
or would reasonably be expected to result in costs or liability to Parent or any of its
Subsidiaries under any Environmental Law;
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(e) none of Parent or any of its Subsidiaries has entered into or agreed to, or,
to the knowledge of Parent, is otherwise subject to the terms of, any judgment, decree or
order arising under, based upon or relating to Environmental L.aw or to the investigation
or remediation of Hazardous Materials; and

H none of Parent or any of its Subsidiaries has generated, stored, used,
emitted, discharged, released, disposed of or arranged for the disposal of any Hazardous
Materials except in material compliance with, and in a manner that has not resulted and
would not reasonably be expected to result in liability to Parent or any of its Subsidiaries
under, applicable Environmental Laws.

Section 4.16. Financing. Parent has, or will have prior to the Closing Date,
sufficient cash, available lines of credit or other sources of immediately available funds to
enable it to make payment of the aggregate amount of Cash Merger Consideration and
any other amounts to be paid by it hereunder in cash. Parent has delivered to the
Company a true and complete copy of the commitment letter, dated as of September 17,
2006, between Parent and Citigroup Global Markets Inc.

Section 4.17. Ownership of Shares. Except as a result of entering into this
Agreement or the transactions contemplated hereby, neither Parent, Merger Subsidiary
nor any of Parent’s other direct or indirect Subsidiaries is an “interested shareholder” (as
defined in Section 2553 of Pennsylvania Law) of the Company. As of the date of this
Agreement, none of Parent, Merger Subsidiary or any other direct or indirect Subsidiary
of Parent beneficially owns any Common Shares.

Section 4.18. No Other Representations. Except as expressly set forth in this
Apgreement or in any certificate delivered by or on behalf of Pareat pursuant to
Section 8.04(a), Parent makes no representations or warranties to the Company. Further,
Parent acknowledges that the Company does not-make and has not made any -
representation or warranty to Parent or Merger Subsidiary, except as expressly set forth in
this Agreement or in any certificate delivered by or on behalf of the Company pursuant to
Section 8.03(a).

ARTICLE 5
COVENANTS OF THE COMPANY

The Company agrees that:

Section 5.01. Conduct of the Company. Except as otherwise contemplated
herein, as set forth in Section 5.01 of the Company Disclosure Schedule or as may be
required by Applicable Law, from the date hereof until the Effective Time, the Company
and its Subsidiaries shall operate substantially in the same lines of business as they now
operate in, and shall conduct their business in the ordinary course consistent with past
practice in all material respects and shall use their reasonable best efforts to preserve
intact their business organizations and relationships with third parties, including
Governmental Authonties, and to keep available the services of their present officers and
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employees in all matenal respects. Without hmiting the generality of the foregoing, and
except as contemplated herein, as set forth in Section 5.01 of the Company Disclosure
Schedule or as may be required by Applicable Law, from the date hereof until the
Effective Time, without the prior written consent of Parent (which, in the case of
clauses (b)(i1)(y), (9. (1), ())(11) and (o) below, shall not be unreasonably withheld or
delayed):

(a) the Company will not, and will not permit any Subsidiary of the Company
to, (i) adopt or propose any change in the Articles of Incorporation or Bylaws of the
Company or a comparable organizational document of any Company Significant
Subsidiary or (i1) except for Permitted Share Unit Adjustments, amend any term of any
Company Security or any Company Subsidiary Security (in each case, whether by merger,
consolidation or otherwise);

(b) the Company will not, and will not permit any Subsidiary of the Company
to, (i) merge or consolidate with, or be sold to, any other Person or (ii) acquire (x) any
Person or division or line of business of any Person or (y) any asset or assets that have a
purchase price in excess of $500,000, individually, or $2,000,000, in the aggregate, except
for new capital expenditures, which shall be subject to clause (1) below (in each case,
whether by merger, consolidation, purchase of stock or otherwise);

(© the Company will not, and will not permit any Subsidiary of the Company
1o, issue, deliver or sell, or authorize the issuance, delivery or sale of, any Company
Securities or Company Subsidiary Securities, other than (i) the Permitted Additional
Company Issuances and (ii) the issuance of any Company Subsidiary Securities to the
Company or a wholly owned Subsidiary of the Company;

(@ the Company will not, and-will not-permit any Subsidiary of the Company
to, incur or assume any indebtedness for borrowed money, issue or sell any debt securities
or warrants or other rights to acquire any debt securities of the Company or any of its
Subsidianies, guarantee any such indebtedness or any debt securities of another Person,
enter into any “keep well” or other agreement to maintain any financial condition of
another Person or enter into any arrangement having the economic effect of any of the
foregoing (collectively, “Indebtedness™), other than (i) Indebtedness owed to the
Company or any wholly owned Subsidiary of the Company, (ii) refinancings of
Indebtedness of the Company or any of its Subsidiaries outstanding on the date hereof,
provided that the aggregate amount of such refinancing Indebtedness does not exceed the
aggregate amount of the Indebtedness being refinanced, (iii) Indebtedness for borrowed
money incurred solely to settle in cash obligations of the Company under the Company
Convertible Notes arising upon the conversion thereof and (iv) any other Indebtedness in
an amount not in excess of $2,000,000 in the aggregate; provided, however, that, in the
case of clauses (ii) and (iii) above, the term of Indebtedness permitted to be tncurred
thereunder does not exceed 366 days, unless such Indebtedness is prepayable at the option
of the Company or a Subsidiary of the Company, as the case may be, without any
premium or penalty;
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(e) the Company will not, and will not permit any Subsidiary of the Company
to, (i) split, combine, subdivide or reclassify any shares of its capital stock, other equity
interests, securities convertible into or exercisable or exchangeable for capital stock or
other equity interests, (ii) declare, set aside or pay any dividend or other distribution
(whether in cash, stock or property or any combination thereof) in respect of its capital
stock, other than (x) in the case of the Company, regular quarterly cash dividends, not to
exceed, in the case of any such quarterly dividend, $0.50 per share, and (¥} in the case of
any direct or indirect wholly owned Subsidiary of the Company, dividends or distributions
to its parent, or {iii) except as required by the terms of the Company Convertible Notes,
redeem, repurchase or otherwise acquire, or offer to redeem, repurchase or otherwise
acquire, any Company Security or Company Subsidiary Security;

)] the Company will not, and will not permit any Subsidiary of the Company
to, sell, lease, license or otherwise dispose of any assets or property, other than (i) sale or
other disposition of inventory or obsolete equipment and (i1) sale, lease, license or other
disposition of any asset or assets with a fair market value not in excess of $250,000,
individually, or $1,000,000 in the aggregate;

(g}  the Company will not, and will not permit any Subsidiary of the Company
to, create or incur any Lien on any material asset, other than Company Permitted Liens;

(h)  the Company will not, and will not permit any Subsidiary of the Company
to, make any loan, advance or investment to or in any Person, whether by purchase of
stock or securities, contributions to capital or property transfers, other than (i) investments
in its wholly owned Subsidiaries made in the ordinary course of business or (i) advances
to employees in the ordinary course of business consistent with past practice;

(i) the Company will not; and-will not permit any Subsidiary of the Company
to, make any capital expenditures, other thian (i) in connection with the repair or
replacement of facilities destroyed or damaged due to casualty or accident (whether or not
covered by insurance) and (ii) otherwise substantially in accordance with the Company’s
capital expenditures plan made available to Parent in writing prior to the date of this
Agreement;

® the Company will not, and will not permit any Subsidiary of the Company
to, (i) amend the indentures governing the Company Convertible Notes, (ii) except in the
ordinary course of business consistent with past practice and except in connection with
any action permitted under clause (d) or (i} above, enter into, terminate, renew, extend,
amend or modify in any material respect any Company Material Agreement (it being
further agreed that the Company will, and will cause its Subsidiaries to, consult with
Parent to the extent permitted by Applicable Law prior to entering into, renewing,
extending, amending or modifying in any material respect any agreement, undertaking or
understanding to which the Company or any of its Subsidiaries is or will be a party and
that, in each case, provides for the acquisition by the Company or any of its Subsidiaries
of material information technology (including software and maintenance services) or
long-distance telephony services) or (iil) knowingly fail to enforce any material provision
of any Company Material Agreement;
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(k)  the Company will not, and will not permit any Subsidiary of the Company
to, except as required to comply with Employee Plans as in effect on the date hereof,
(i) grant any severance, change in control or termination pay to any director, officer or
employee of the Company or any of its Subsidiaries, (i1} hire or terminate the employment
of any executive officer of the Company or any of its material operating Subsidiares
without reasonably consulting with Parent to the extent permitted by Applicable Law,
(iii) enter into any employment, consulting, change in control, deferred compensation or
other similar agreement, plan, arrangement or policy (or any material amendment to any
such existing agreement, plan, arrangement or policy) with (A) any director or executive
officer of the Company or any of its material operating Subsidiaries or (B), except in the
ordinary course of business consistent with past practice, any other employee of the
Company or any of its Subsidiaries, provided that no such agreement, plan, arrangement
or policy may be entered into to the extent it would provide for a grant or increase of
severance, change in control or termination pay prohibited under clauses (1} and (iv) of
this Section 5.01(k), (iv) increase the compensation or benefits payable under any existing
severance, change in control or termination pay policies or Employee Plans (except as
provided under the terms thereof as a result of increases in compensation permitted under
clause (v)), (v) increase the compensation, bonus or other benefits payable to any director,
officer or employee of the Company or any of its Subsidiaries, except for (A) normal
increases in base salary (and any corresponding increases in the doilar amount of target
bonuses that result from such base salary increases) and wages in the ordinary course of
business consistent with past practice and (B) increases in any other form of compensation
or benefits in the ordinary course of business consistent with past practice and that do not
materially increase the costs, obligations or liabilities of the Company or any of its
Subsidiaries, (vi) establish, adopt, enter into, amend, modify or terminate any collective
bargaining agreement, except in connection with renegotiation of expired collective
bargaining agreements in the ordinary course of business consistent with past practice in a
manner that does not materially increase the costs, obligations or liabilities of the
Company or any of its Subsidiaries, (vii) establish, adopt, enter into, terminate, or amend
or modify in any material respect any material Employee Plan, except for Employee Plans
permitted to be entered into under clause (iii) above, or (viii) take any action to accelerate
any material compensation or benefits, including vesting and payment, or make any
material determinations, under any collective bargaining agreement or Employee Plan;

0 the Company will not, and will not permit any Subsidiary of the Company
to, effect or permit a “plant closing” or “mass layoff”, as such terms are defined under the
Worker Adjustment and Retraining Act of 1988, as amended;

(m) the Company will not, and will not permit any Subsidiary of the Company
to, change the Company’s method of accounting or accounting principles or practices,
except for any such change required by reason of a change in GAAP or by Regulation S-X
under the Exchange Act, as approved by its independent public accountants;

(n)  the Company will not, and will not permit any Subsidiary of the Company
to, amend any material Tax Return or make any material Tax election;
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to, (i) pay, discharge, settle or satisfy any material claims, liabilities, obligations or
litigation (whether accrued, contingent, absolute, asserted or unasserted or otherwise),
other than the payment, discharge, settlement or satisfaction, in the ordinary course of
business consistent with past practice or in accordance with their terms, of liabilities
disclosed, reflected or reserved against in the most recent financial statements (or, if
applicable, the notes thereto) of the Company included in the Company SEC Documents
filed and publicly available prior to the date hereof (for amounts not in excess of such
reserves) or incurred since the date of such financial statements in the ordinary course of
business consistent with past practice, provided, however, that in no event shall the
Company or any of its Subsidianies settle any claim or litigation (A) for an amount in
excess of $250,000 for any such settlement individually or (B) if such settlement would
reasonably be expected to prohibit or matenally restrict the Company and its Subsidianes
from conducting their business in substantially the same manner as conducted on the date
of this Agreement, and provided further that in no event shall the Company or any of its
Subsidiaries settle any claim or litigation relating to the transactions contemplated by this
Agreement, (i1) cancel any material Indebtedness or (iii) waive or assign any claims or
rights of substantial value;

. (o) the Company will not, and will not permit any Subsidiary of the Company

{p) file for, or otherwise seek, any material modification of any
Communications License, other than in the ordinary course of business consistent with
past practice, provided that such modification would not reasonably be expected,
individually or in the aggregate, to affect the ability of the Company and its Subsidiaries
to conduct their business in substantially the same manner as conducted on the date of this

. Agreement;

@ the Company will not, and will not permit any Subsidiary of the Company
to, take any action that would reasonably be expected to result in any of the conditions set
forth in Section 8.03(a) not being satisfied; and

(r) the Company will not, and will not permit any Subsidiary of the Company
to, agree or commit to do any of the foregoing.

Section 5.02. Stockholder Meeting; Board Recommendation. (a) The Company
shall cause the Company Stockholders’ Meeting to be duly called and held as soon as
reasonably practicable after the date of this Agreement for the purpose of voting on the
adoption of this Agreement, regardless of whether an Adverse Recommendation Change
has occurred or of the commencement, public proposal, public disclosure or
communication to the Company of any Acquisition Proposal. The Board of Directors of
the Company shall recommend adoption of this Agreement by the Company’s
stockholders (the “Company Stockholder Approval”) and shall include such
recommendation in the Proxy Statement, in each case subject to its rights under
Section 5.02(b).

(b)  Neither the Board of Directors of the Company nor any committee thereof
shall (i) (A) withdraw (or modify in a manner adverse to Parent), or publicly propose to
withdraw (or modify in a manner adverse to Parent), the approval or recommendation by
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such Board of Directors or any such committee of this Agreement or the Merger or

(B) recommend the approval or adoption of, or approve or adopt, or publicly propose to
recommend, approve or adopt, any Acquisition Proposal (any action described in this
clause (1} being referred to as an “Adverse Recommendation Change”) or (ii) approve or
recommend, or publicly propose to approve or recommend, or cause or permit the
Company or any of its Subsidiaries to execute or enter into, any letter of intent,
memorandum of understanding, agreement in principle, merger agreement, acquisition
agreement, joint venture agreement, partnership agreement or other similar agreement
that, in any such case, provides for or is related to an Acquisition Proposal (which, for the
avoidance of doubt, shall not include, any confidentiality agreement referred to in

Section 5.03) (any of the foregoing, an “Acquisition Agreement”); provided that, at any
time prior to obtaining the Company Stockholder Approval, the Board of Directors of the
Company shall be permitted, after consultation with its outside counsel and financial
advisors, (A) to make an Adverse Recommendation Change or (B) cause the Company to
terminate this Agreement, but, in each case, only if and to the extent that the Company has
complied with Section 5.03 and a Superior Proposal is pending at the time the Board of
Directors of the Company determines to take such action or, in the case of clause {A) of
this proviso, if the Board of Directors of the Company determines in good faith that a
Parent Material Adverse Effect has occurred and, as a result, such an Adverse
Recommendation Change is consistent with the fiduciary duties of the Board of Directors
of the Company under Applicable Law (an “MAE Adverse Recommendation Change”);
provided further, however, that (1) except in the case of an MAE Adverse
Recommendation Change, the Board of Directors of the Company shall not make an
Adverse Recommendation Change, and the Company may not so terminate this
Agreement, until after the fifth Business Day following Parent’s receipt of written notice
(a “Notice of Superior Proposal”) from the Company advising Parent that the Board of
Dircctors of the Company intends to take such action and specifying the reasons therefor,
including the terms and conditions of the Superior. Proposal that is_the basis of such
proposed action (it being understood and agreed that (A) any amendment to the financial
terms or any other material term of such Superior Proposal shall require a new Notice of
Superior Proposal and a new three-Business Day period and (B) in determining whether to
make an Adverse Recommendation Change or cause the Company to terminate this
Agreement, the Board of Directors of the Company shall take into account any changes to
the terms of this Agreement and the Merger proposed by Parent to the Company in
response to a Notice of Superior Proposal or otherwise) and (2) in the case of an MAE
Adverse Recommendation Change, the Board of Directors of the Company shall not make
an MAE Adverse Recommendation Change until the fifth Business Day (or such shorter
period as may be reasonable in light of the timing of the Company Stockholders’ Meeting)
following Parent’s receipt of written notice from the Company advising Parent that the
Board of Directors of the Company intends to take such action and specifying the reasons
therefor.

() For purposes of this Agreement, “Superior Proposal” means any bona
fide written Acquisition Proposal that involves the acquisition, directly or indirectly, of all
or substantially all of the voting power of the Common Shares or of the assets of the
Company and its Subsidiaries, taken as a whole, which the Board of Directors of the
Company determines in its good faith judgment, after consultation with its outside counsel
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and financial advisors, to be (i) more favorable and provide greater value to the
Company's stockholders than this Agreement and the Merger, taken as a whole, and

(ii) reasonably capable of being completed, taking into account all financial, legal,
regulatory and other aspects of such proposal. For purposes of this Agreement,
“Acquisition Proposal” means any Third Party offer or proposal for (A) any acquisition
or purchase, direct or indirect, of 15% or more of the consolidated assets of the Company
and its Subsidiaries or over 15% of any class of equity or voting securities of the
Company or any of its Subsidiaries whose assets, individually or in the aggregate,
constitute more than 15% of the consolidated assets of the Company, (B) any tender offer
(including a self-tender offer) or exchange offer that, if consummated, would result in
such Third Party’s beneficially owning 15% or more of any class of equity or voting
securities of the Company or any of its Subsidiaries whose assets, individually or in the
aggregate, constitute more than 15% of the consolidated assets of the Company or (C) a
merger, consolidation, share exchange, business combination, sale of substantially all the
assets, reorganization, recapitalization, liquidation, dissolution or other similar transaction
that results in any acquisition (including by shareholders of any Third Party) of over 15%
of any class of equity or voting securities of the Company or any of its Subsidianes whose
assets, individually or in the aggregate, constitute more than 15% of the consolidated
assets of the Company or, if the Company or any such Subsidiary is merged into another
entity, of the surviving entity in such merger; provided that for purposes of

Section 10.04(b)(ii)}(C), each reference to “15%” in this definition shall be deemed to be a
reference to “35%”. For purposes of this Agreement, the term “Third Party” means any
Person, including as defined in Section 13(d) of the 1934 Act, other than Parent or any of
its Affiliates.

Section 5.03. Non-Solicitation; Other Offers. From the date hereof until the
Effective Time, the Company and its Subsidiaries, and the officers, directors, employees,
investment bankers and other agents and advisors of the Company or any of its
Subsidiaries, will not (i) take any action to solicit, initiate or knowingly encourage or
facilitate any Acquisition Proposal or (ii) engage in discussions or negotiations with, or
disclose any nonpublic information relating to the Company or any Subsidiary of the
Company or afford access to the properties, books or records of the Company or any
Subsidiary of the Company to, any Person that is known by the Company to be
considering making, or has made, an Acquisition Proposal (it being understood that any
discussions or negotiations, or disclosure of information (other than material nonpublic
infortnation), in each case, in the ordinary course of business consistent with past practice
in connection with existing commercial arrangements (and not in connection with any
Acquisition Proposal) shall not be deemed to be prohibited under this clause (ii));
provided that, prior to obtaining the Company Stockholder Approval, nothing contained
in this Section 5.03 shall prevent the Company from furnishing nonpublic information to,
or entering into discussions or negotiations with, any Person in connection with an
unsolicited bona fide written Acquisition Proposal received from such Person if the
Board of Directors of the Company determines in good faith, after consuitation with its
outside counsel and financial advisors, that to engage in such discussions or negotiations
or disclose such nonpublic information would reasonably be likely to result in a Superior
Proposal, provided, however, that (A) prior to furnishing nonpublic information to, or
entering into discussions or negotiations with, such Person, the Company receives from
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such Person an executed confidentiality agreement with terms not materially less
favorable to the Company than those contained in the Confidentiality Agreement, except
that such confidentiality agreement may contain less favorable standstill provisions so
long as the Company offers Parent the opportunity to amend the Confidentiality
Agreement to contain the same standstill provisions, and (B) all such nonpublic
information has previously been provided to Parent or is provided to Parent on a
substantially concurrent basis. The Company will promptly notify, orally and in writing,
Parent of the receipt of (and the material terms and conditions thereof and the identity of
the Person making the same) any inquiry, offer or proposal in connection with an
Acquisition Proposal or any request (other than in the ordinary course of business and not
related to an Acquisition Proposal) for nonpublic information relating to the Company or
any Subsidiary of the Company or for access to the properties, books or records of the
Company or any Subsidiary of the Company by any Person that the Company believes
may be considering making, or has made, an Acquisition Proposal. The Company will
(1) keep.Parent reasonably informed of the status and details (including any material
change to the terms thereof) of any such inquiry, offer, proposal or request and any
discussions and negotiations concerning the material terms and conditions of any
Acquisition Proposal and (2) provide to Parent as soon as practicable after receipt or
delivery thereof copies of all draft agreements and all other material written
correspondence and documents sent by or provided to the Company or any of its
Subsidiaries in connection therewith. Nothing contained in this Agreement shall prohubit
the Board of Directors of the Company from (i) taking and disclosing to the Company’s
shareholders a position (or issuing a “stop, look and listen” announcement) with respect
to a tender offer for the Common Shares by a Third Party pursuant to Rules 14d-9 and
14e-2 promulgated under the Exchange Act, (ii) making such disclosure to the
Company’s shareholders as, in the judgment of the Board of Directors of the Company,
with the advice of outside counsel, may be required under Applicable Law or under the
rules.of.the NASDAQ National Stock Market System.(“NASDAQ™), or (iii) responding
to any unsolicited proposal or inquiry by advising the Person making such proposal or
inquiry of the terms of this Section 5.03 (it being understood, however, that nothing in
this sentence shall be deemed to permit the Board of Directors of the Company to make
an Adverse Recommendation Change or take any of the actions referred to in clause (ii)
of Section 5.02(b) except, in each case, to the extent permitted by Section 5.02(b); it
being understood that any accurate disclosure of factual information to the shareholders
of the Company that is required to be made to such shareholders under Applicable Law
shall not be an action prohibited by Section 5.02(b)). The Company will immediately
cease, and cause its advisers and agents to cease, any and all existing activities,
discussions or negotiations regarding any Acquisition Proposal with any parties
previously contacted (provided that the Company may inform such parties that this
Agreement has been entered into) and will request the prompt return or destruction of all
confidential information previously furnished to any such parties.

Section 5.04. Affiliates. Prior to the Effective Time, the Company shall cause to
be delivered to Parent a letter identifying, to the best of the Company’s knowledge, all
Persons who are, at the time of the Company Stockholders” Meeting, “affiliates” of the
Company for purposes of Rule 145 under the Securities Act. The Company shall use its
reasonable best efforts to cause each Person who is so identified as an affiliate to deliver
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to Parent on or prior to the Effective Time a letter agreement substantially in the form of
Exhibit B to this Agreement.

ARTICLE 6
COVENANTS OF PARENT

Parent agrees that:

Section 6.01. Conduct of Parent. Except as otherwise contemplated herein, as set
forth in Section 6.01 of the Parent Disclosure Schedule or as may be required by
Applicable Law, from the date hereof until the Effective Time, without the consent of the
Company:

{a) Parent will not, and, in the case of clause (ii) below, will not permit any
Subsidiary of Parent to, (i) except for regular quarterly dividends not to exceed $0.25 per
share, declare, set aside or pay any dividend or other distribution (whether in cash, stock
or property or any combination thereof) in respect of its capital stock or (ii) redeem,
repurchase or otherwise acquire, or offer to redeem, repurchase or otherwise acquire, any
Parent Securities;

(by  Parent will not, and will not permit any Subsidiary of Parent to, enter into
or acquire any new line of business that (i) is material to Parent and its Subsidiaries, taken
as a whole, and (ii) is not related to the provision of communications services;

(c)  Parent shall not, and shall not permit any of its Subsidiaries to, enter into
any acquisition that would reasonably be expected to prevent or matenially delay the
compiletion of the Merger;

(d)  Parent will not, and will not permit any Subsidiary of Parent to, take or
agree or commit to take any action that would reasonably be expected to result in any of
the conditions set forth in Section 8.04(a) not being satisfied; and

(e)  Parent will not, and will not permit any Subsidiary of Parent to, agree or
commit to do any of the foregoing.

Section 6.02. Obligations of Merger Subsidiary. Parent shall take all action
necessary to cause Merger Subsidiary to perform its obligations under this Agreement
and to consummate the Merger on the terms and conditions set forth in this Agreement.

Section 6.03. Voting of Shares. Parent agrees to vote all Common Shares, if any,
beneficially owned by it, and to cause all Common Shares, if any, beneficially owned by
its Subsidiaries to be voted, in favor of adoption of this Agreement at the Company
Stockholders” Meeting.

Section 6.04. Director and Officer Liability. {a) For six years after the Effective
Time, Parent shall, and shall cause the Surviving Corporation to, (i) indemnify and hold
harmless the present and former officers, directors, employees and agents of the
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Company (cach, an “Indemnified Person™) in respect of acts or omissions occurring
prior to the Effective Time (including, without limitation, in respect of acts or omissions
in connection with this Agreement, the Merger and the other transactions contemplated
hereby) to the fullest extent permitted under Applicable Law and (i) promptly advance to
such Indemnified Persons expenses incurred in defending any action, suit or other
proceeding with respect thereto to the fullest extent permitted under Applicable Law. In
the event any claim is asserted or made within such six-year period, all rights to
indemnification in respect of such claim shall continue until disposition of such claim.
For six years after the Effective Time, Parent will cause the Surviving Corporation to use
its reasonable best efforts to provide officers’ and directors’ liability insurance and
fiduciary liability insurance in respect of acts or omissions occurring on or prior to the
Effective Time covering each such Indemnified Person currently covered by the
Company’s officers’ and directors’ liability insurance policy and fiduciary liability
insurance policy, respectively, on terms with respect to coverage and amount no less
favorable than those of such policies in effect on the date hereof, provided that (i) in
satisfying its obligation under this Section, Parent shall not be obligated to cause the
Surviving Corporation, and the Surviving Corporation shall not be obligated, to pay
annual premiums in excess of $1,487,700; provided, further, that if the premiums would
exceed such amount in a given year, Parent shall cause the Surviving Corporation to use
its reasonable best efforts to purchase coverage that in the reasonable opinion of Parent is
the best available for such amount per year; and (i) Parent may satisfy its obligation
under this Section by causing the Surviving Corporation to obtain, at the Effective Time,
prepaid {or “tail”") officers’ and directors’ liability insurance and fiduciary liability
insurance policies in respect of acts or omissions occurring on or prior to the Effective
Time covering each Indemnified Person currently covered by the Company’s officers’
and directors’ liability insurance policy and fiduciary liability insurance policy. Parent
shall cause the Surviving Corporation to indemnify and hold harmless each Indemnified
Person under this Section 6.04 in respect of the reasonable costs and expenses incurred
by such Indemnified Person in enforcing his or her rights hereunder.

(b)  If Parent, the Surviving Corporation or any of their successors or assigns
(i) consolidates with or merges into any other Person and shall not be the continuing or
surviving corporation or entity of such consolidation or merger, or (ii) transfers or
conveys all or substantially all of its properties and assets to any Person, then, and in each
such case, to the extent necessary, proper provision shall be made so that the successors
and assigns of Parent or the Surviving Corporation, as the case may be, shall assume the
obligations set forth in this Section 6.04.

(c) The rights of each Indemnified Person under this Section 6.04 shall be in
addition to any rights such Person may have under the articles of incorporation or bylaws
of the Company or any of its Subsidiaries, or under Pennsylvania Law or any other
Applicable Law or under any agreement of any Indemnified Person with the Company or
any of its Subsidiaries. These rights shall survive the consummation of the Merger and
are intended to benefit, and shall be enforceable by, each Indemnified Person.
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Section 6.05. Stock Exchange Listing. Parent shall use its reasonable best efforts
to cause the shares of Parent Stock to be issued in connection with the Merger to be listed
on the NYSE, subject to official notice of issuance.

Section 6.06. Personnel Matters. (a) On and after the Effective Time, Parent
shall (or shall cause the Surviving Corporation and Parent’s other Subsidiaries to) honor,
without offset, deduction, counterclaim, interruption or deferment, the obligations of the
Company and its Subsidiaries under all Employee Plans in existence on the Closing Date
in accordance with the terms thereof, provided, that nothing in this Agreement shall be
interpreted as limiting the power of Parent, the Surviving Corporation or any of their
Subsidiaries to amend or terminate any Employee Plan in accordance with its terms or as
requiring Parent, the Surviving Corporation or any of their Subsidiaries to offer to
continue (other than as required by its terms) any written employment contract or to
continue the employment of any given employee; provided, further, however, that, until
the first anniversary of the Closing Date, (i) Parent shall continue the Company’s past
practice with respect to severance as set forth in Section 6.06 of the Company Disclosure
Schedule) and (ii) no amendment to or termination of the Company’s Key Employee
Severance Plan shall be made without the consent of Eligible Employees (as defined in
such plan}.

(b)  To the extent any benefit plan of Parent (or any plan of the Surviving
Corporation or any of Parent’s other Subsidiaries) shall be made applicable to any
employee of the Company or any of its Subsidiaries, Parent shall (or shall cause the
Surviving Corporation and Parent’s other Subsidiaries to} grant to such employees credit
for service with the Company or any of its Subsidiaries or predecessors prior to the
Effective Time for all purposes under such plan, except for purposes of benefit accrual
under any defined benefit pension plans and except to the extent a duplication of benefits
would thereby resuit. In addition, to the extent any benefit plan of Parent (or any plan of
the Surviving Corporation or any of Parent’s other Subsidiaries) that constitutes an
“employee welfare benefit plan,” as defined in Section 3(3) of ERISA, shall be made
applicable to any employee of the Company or any of its Subsidiaries, Parent shall (or
shall cause the Surviving Corporation and Parent’s other Subsidiaries to) waive all
preexisting condition exclusions and waiting periods otherwise applicable to such
employees, except to the extent any such limitations or waiting periods in effect under
comparable plans of the Company and its Subsidiaries have not been satisfied as of the
date such plan is made so applicable.

(c) If at any time between the Closing and December 31, 2007, the
employment of any person who was an employee of the Company or any of its
Subsidiaries immediately prior to Closing is terminated without Cause or for Good
Reason (as each such term is defined in the Company’s Key Employee Severance Plan),
Parent shall (or shall cause the Surviving Corporation or one of Parent’s other Subsidiaries
to} pay to such employee promptly after such termination of employment, in addition to
any other amounts due, a cash amount equal to a prorated portion of such employee’s
target 2007 bonus (having terms and in amounts consistent with past practice), with such
proration based upon the portion of the 2007 calendar year that has elapsed at the time of
such termination.
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ARTICLE 7
OTHER AGREEMENTS OF PARENT AND THE COMPANY

The parties hereto agree that:

Section 7.01. Proxy Statement; Registration Statement. (a) As prompily as
practicable afier the execution of this Agreement, Parent and the Company shall prepare
the Proxy Statement and the Registration Statement, the Company shall file the Proxy
Statement with the SEC, and Parent shall file the Registration Statement (in which the
Proxy Statement shall be included) with the SEC, and Parent and the Company shall
cooperate with each other and use their respective reasonable best efforts in connection
with the foregoing. In addition, Parent and the Company shall use their respective
reasonable best efforts to cause the Registration Statement to become effective under the
Securities Act and the Proxy Statement to be cleared by the SEC, in each case as soon
after such filing as practicable, and to keep the Registration Statement effective as long as
is necessary to consummate the Merger. The Company shall use its reasonable best
efforts to cause the Proxy Statement to be mailed to the Company’s stockholders as
promptly as practicable after the Registration Statement becomes effective. Parent and
the Company shall promptly provide to each other copies of, consult with each other
regarding and together prepare written responses with respect to any written comments
received from the SEC with respect to the Proxy Statement or the Registration Statement
and shall advise each other of any oral SEC comments. The Registration Statement and
the Proxy Statement shall comply as to form in all material respects with the Securities
Act and the Exchange Act, respectively.

(b)  Parent and the Company shall make all necessary filings with respect to
the Merger and the other transactions contemplated hereby under the Securities Act, the
Exchange Act and applicable foreign or state securities or “blue sky” laws and the rules
and regulations thereunder. Parent and the Company shall advise the other party,
promptly after receipt of notice thereof, of the time of the effectiveness of the Registration
Statement, the filing of any supplement or amendment thereto, the issuance of any stop
order relating thereto, the suspension of the qualification of Parent Stock issuable in
connection with the Merger for offering or sale in any jurisdiction, or of any SEC request
for amendment to the Proxy Statement or the Registration Statement, SEC comments
thereon and each party’s responses thereto or SEC request for additional information. No
amendment or supplement to the Proxy Statement or the Registration Statement shall be
filed without the approval of each of Parent and the Company, which approval shall not be
unreasonably withheld or delayed; provided that, with respect to documents filed by the
Company or Parent which are incorporated by reference in the Proxy Statement and/or the
Registration Statement, this right of approval shall apply only with respect to information
relating to the other party or its business, financial condition or resuits of operations.

(c) If, at any time prior to the Effective Time, Parent or the Company should
discover any information relating to either party, or any of their respective Affiliates,
officers or directors, that should be set forth in an amendment or supplement to the
Registration Statement or the Proxy Statement, so that such documents would not include
any misstatement of a material fact or omit to state any material fact necessary to make
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the statements therein, in light of the circumstances under which they were made, not
misleading, the party that discovers such information shall promptly notify the other party
hereto and an appropriate amendment or supplement describing such information shall be
promptly filed with the SEC and, to the extent required by Applicable Law, disseminated
to the stockholders of the Company.

Section 7.02. Reasonable Best Efforts. Subject to the terms and conditions of this
Agreement, each of the parties hereto agrees to use its reasonable best efforts to take, or
cause to be taken, all appropriate action, and to do, or cause to be done, all things
necessary, proper or advisable under Applicable Laws to consummate and make effective
the transactions contemplated by this Agreement in the most expeditious manner
practicable, including but not limited to the satisfaction of all conditions to the Merger
and seeking to remove promptly any injunction or other legal barrier that may prevent or
delay such consummation. Each of the parties shall promptly notify the other whenever a
material consent is obtained and shall keep the other informed as to the progress in
obtaining such material consents.

Section 7.03. Certain Filings. (a) The Company and Parent agree to use their
respective reasonable best efforts to obtain all authorizations, consents, orders and
approvals of Governmental Authorities and non-governmental third parties that may be
or become necessary to consummate the transactions contemplated by this Agreement or
for performance of their respective obligations pursuant to this Agreement, and will
cooperate fully with the other parties in promptly secking to obtain all such
authorizations, consents, orders and approvals; provided that the Company and Parent
will not be permitted or required to agree or proffer to divest or hold separate any assets
or business of the Company, Parent or any of their respective Subsidiaries, or to take any
other action (including agreeing to any condition in respect of, or any amendment to, any
License or any other concession), that, in each case, individually or in the aggregate,
would reasonably be expected to have an impact (whether affecting the Company, Parent
or any of their respective Subsidiaries) equivalent to a Company Material Adverse Effect.
The Company shall have primary responsibility, with the assistance and cooperation of
Parent, for obtaining all authorizations, consents, orders and approvals with respect to the
Company’s and its Subsidiaries’ Licenses; provided that the Company and Parent will
have joint responsibility with respect to the joint applications required for the transfer of
control of any such Licenses under the rules and regulations of the FCC and the PPUC.
Each of Parent and the Company will use its reasonable best efforts to ensure that all
necessary applications in connection with the transfer of control of any such Licenses are
filed within ten Business Days of the date hereof, except that PPUC transfer of control
notifications that do not require affirmative approval may be filed within 20 Business
Days of the date hereof. Without limitation, the Company and Parent shall each make an
appropriate filing of a Notification and Report Form pursuant to the HSR Act with
respect to the transactions contemplated hercby as promptly as practicable but in no event
later than ten Business Days from the date hereof (and each such filing shall request early
termination of the waiting period imposed by the HSR Act), supply as promptly as
practicable any additional information and documentary material that may be requested
pursuant to the HSR Act and take all other actions necessary to cause the expiration or
termination of the applicable waiting periods under the HSR Act as soon as practicable.
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For purposes of this Agreement, “Licenses” means approvals, consents, nights,
certificates, orders, franchises, determinations, permissions, licenses, authorities or grants
issued, declared, designated or adopted by any Governmental Authority.

(b)  Any application to any Governmental Authority for any authonzation,
consent, order or approval necessary for the transfer of control of any License of the
Company or any of its Subsidiaries shall be reasonably acceptable to the Company and
Parent. Without limiting the obligations of the Company and Parent under
Section 7.03(a), each of the Company and Parent agrees, upon reascnable prior notice, to
make appropriate representatives available for attendance at meetings and hearings before
applicable Governmental Authorities in connection with the transfer of control of any
such License. ‘

(c) The Company and Parent shall cooperate with one another (1) in
determining whether any action by or in respect of, or filing with, any Governmental
Authority is required, or any actions, consents, approvals or walvers are required to be
obtained from parties to any material contracts, in connection with the consumimation of
the transactions contemplated by this Agreement and (ii) in seeking any such actions,
consents, approvals or waivers, or making any such filings, furnishing information
required in connection therewith or with the Proxy Statement, the Registration Statement
or any amendments or supplements thereto, and seeking timely to obtain any such actions,
consents, approvals or waivers,

Section 7.04. Public Announcements. Parent and the Company will consult with
each other before issuing any press release, making any public statement or scheduling
any press conference or conference call with investors or analysts with respect to this
Agreement and the transactions contemplated hereby, and will not issue any such press
release, make any such public statement or schedule any such press conference or
conference call without the consent of the other party, which shall not be unreasonably
withheld; provided that Parent and the Company may, without the prior consent of the
other party, issue such press release or make such public statement if such party has used
all reasonable efforts to consult with the other party and to obtain the prior consent of the
other party but has been unable to do so prior to the time such press release or public
statement is required to be released pursuant to Applicable Law or any listing agreement
with any applicable national securities exchange or association.

Section 7.05. Notices of Certain Events. Each of the Company and Parent shall
promptly notify the other of:

(a) any notice or other communication from any Person alleging that the
consent of such Person is or may be required in connection with the transactions
contemplated by this Agreement;

(b)  any notice or other communication from any Governmental Authority in
connection with the transactions contemplated by this Agreement; and
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(c) any actions, suits, claims, investigations or proceedings commenced or, to
. its knowledge, threatened against, relating to or involving or otherwise affecting the
Company or Parent, as the case may be (or any of their respective Subsidiaries), that, if
pending on the date of this Agreement, would have been required to have been disclosed
pursuant to any Section of Article 3 or 4, as the case may be, or that relate to the
consummation of the transactions contemplated by this Agreement;

provided that, the delivery of any notice pursuant to this Section 7.05 shall not limit or
otherwise affect the remedies available hereunder to the party receiving such notice or
constitute an admission that any event communicated is material or could give rise to a
Company Material Adverse Effect or a Parent Material Adverse Effect.

Section 7.06. Further Assurances. At and after the Effective Time, the officers .
and directors of the Surviving Corporation will be authorized to execute and deliver, in
the name and on behalf of the Company or Merger Subsidiary, any deeds, bills of sale,
assignments or assurances and to take and do, in the name and on behalf of the Company
or Merger Subsidiary, any other actions and things to vest, perfect or confirm of record or
otherwise in the Surviving Corporation any and all right, title and interest in, to and under
any of the rights, properties or assets of the Company acquired or to be acquired by the
Surviving Corporation as a result of, or in connection with, the Merger.

Section 7.07. Access to Information. (a) From the date hereof until the Effective
Time and subject to Applicable Law, the Company will give to Parent, its counsel,
financial advisors, auditors and other authorized representatives reasonable access, during
. regular business hours and upon reasonable notice, to the offices, properties, books and
records of the Company and its Subsidiaries, including personnel records, and will
furnish to Parent, its counsel, financial advisors, auditors and other authorized
representatives such financial and operating data and other information as such Persons
may reasonably request and will instruct employees, counsel, financial advisors, auditors
and other representatives of the Company and its Subsidiaries to cooperate with Parent in
its investigation of the Company and its Subsidiaries, provided that Parent shall
reimburse the Company and its Subsidiaries for any reasonable third party expenses
incurred by them in connection with the foregoing. Without limiting generality of the
foregoing, the Company shall provide to Parent, as promptly as practicable after the
completion of each fiscal month of the Company, copies of the final financial and
operating monthly reports described in Section 7.07(a} of the Company Disclosure
Schedule. No access to or disclosure of information shall be required to the extent such
access or disclosure would jeopardize the work product privilege or the attorney-client
privilege of the Company or any of its Subsidiaries or violate any binding agreement
entered into prior to the date of this Agreement (it being agreed that the Company and its
Subsidiaries shall use their reasonable best efforts to cause such access or disclosure to be
provided in a manner that does not cause such jeopardization or violation). Any
investigation pursuant to this Section shall be conducted in such manner as not to
interfere unreasonably with the conduct of business of the Company and its Subsidiaries.

(b) From the date hereof until the Effective Time and subject to Applicable
Law, Parent will give to the Company, its counsel, financial advisors, auditors and other
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authorized representatives reasonable access, during regular business hours and upon
reasonable notice, to the offices, properties, books and records of Parent and its
Subsidiaries at a level consistent with such access provided for due diligence purposes
prior to the date of this Agreement or, in the event of a material change or development
with respect to Parent or its Subsidiaries, at a level reasonable under all of the
circumstances. Without limiting the generality of the foregoing, Parent shall provide to
the Company, as promptly as practicable after the completion of each fiscal month of
Parent, copies of the final financial and operating monthly reports described in Section
7.07(b) of the Parent Disclosure Scheduie.

(c) All such access and information obtained by any party and its counsel,
financial advisors, auditors and other authorized representatives shall be subject to the
terms and conditions of the letter agreement between the Company and Parent dated
June 26, 2006 (the “Confidentiality Agreement”). No representation as to the accuracy
of any information provided pursuant to this Section is made, and the parties may not rely
on the accuracy of any such information other than as expressly set forth in the
representations and warranties in Articles 3 and 4. No information obtained in any
investigation pursuant to this Section shall be deemed to modify any representation or
warranty in Article 3 or 4.

Section 7.08. Section 16 Matters. Prior to the Effective Time, Parent and the
Company shall take all such steps as may be required to cause any dispositions of
Common Shares (including derntvative securities with respect to Common Shares) or
acquisitions of Parent Stock (including derivative securities with respect to Parent Stock)
resulting from the transactions contemplated by this Agreement by each individual who is
subject to the reporting requirements of Section 16(a) of the Exchange Act with respect to
the Company and/or Parent, as applicable, to be exempt under Rule 16b-3 promulgated
under the Exchange Act, such steps to be taken in accordance with the No-Action Letter
dated January 12, 1999, issued by the SEC. Prior to the Effective Time, the Company
shali deliver to Parent all information necessary for Parent to comply with the foregoing.

Section 7.09. Company Convertible Notes. Prior to the Closing, the Company
will, and following the Closing, Parent will, and will cause the Surviving Corporation to,
comply with the terms and conditions of the Company Convertible Notes. Itis
understood and agreed that, to the extent permitted by the terms of the Company
Convertible Notes, the Company shall settle in cash its obligations under the Company
Convertible Notes arising upon the conversion thercof.

Section 7.10. Performance Awards. If the Closing occurs prior to December 31,
2006, the Compensation Committee of the Board of Directors of the Company may, in its
sole discretion, determine immediately prior to the Closing that the performance
conditions in the Performance Awards outstanding as of the date hereof are deemed to be
fully satisfied, and if such Compensation Committee makes such a determination, the
Restricted Share Units issuable pursuant to such Performance Awards shall be issued
immediately prior to the Closing.
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Section 7.11. Stockholder Litigation. The Company shall give Parent the
opportunity to participate in the defense or settlement of any stockholder litigation
against the Company and/or its directors relating to the transactions contemplated by this
Agreement, and no such settlement shall be agreed to without the prior written consent of
Parent, which shall not be unreasonably withheld or delayed in the event that the
settlement would not be material.

Section 7.12. Cooperation with Respect to Financing. The Company shall
provide, and shall cause its Subsidiaries and its and their officers and employees to
provide, on a timely basis all reasonable cooperation in connection with the arrangement
of any financing to be consummated by Parent in connection with the transactions
contemplated by this Agreement, including (i) facilitating the pledge of collateral
(effective as of the Closing), (ii) providing financial and other pertinent information
regarding the Company and its Subsidiaries as may be reasonably requested by Parent,
including all financial staterents and financial data of the type required by Regulation S-
X and Regulation S-K under the Securities Act in a registered offering of securities,

(iii) providing other reasonably requested certificates or documents, including a
customary certificate of the Chief Financial Officer of the Company (in his capacity as
such) with respect to solvency matters, (iv) requesting PricewaterhouseCoopers LLP to
provide customary consents and comfort letters, (v) requesting such customary legal
opinions as may be reasonably requested by Parent, (vi) participating in informational
meetings and (vii) assisting Parent and its financing sources in the preparation of offering
documents and other marketing and rating agency materials for any such financing.

ARTICLE 8
CLOSING; CONDITIONS TO THE MERGER

Section 8.01. Closing. The Closing shall take place at the offices of Davis
Polk & Wardwell, 450 Lexington Avenue, New York, New York, or at such other
location as the parties may agree in writing,

Section 8.02. Conditions to the Obligations of Each Party. The obligations of the
Company, Parent and Merger Subsidiary to consummate the Merger are subject to the
satisfaction of the following conditions:

(a)  the Company Stockholder Approval shall have been obtained;

(b) the applicable waiting period under the HSR Act relating to the Merger
shall have expired or been terminated,

(¢)  each of the approval of the FCC for the transfer of control of the Licenses
of the Company and its Subsidiaries and the approval of the PPUC, in each case, required
to permit consummation of the Merger shall have been obtained;

(d) no Applicable Law shall have been adopted, promulgated or issued that

prohibits the consummation of the Merger;
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{e) the Registration Statement shall have been declared effective and no siop
order suspending the effectiveness of the Registration Statement shall be in effect, and no
proceedings for such purpose shall be pending before or threatened by the SEC; and

() the shares of Parent Stock to be issued in the Merger shall have been
approved for listing on the NYSE, subject to official notice of issuance.

Section 8.03. Conditions to the Obligations of Parent and Merger Subsidiary.
The obligations of Parent and Merger Subsidiary to consummate the Merger are subject
to the satisfaction of the following further conditions:

(a) (i) The Company shall have performed in all material respects all of its
obligations hereunder required to be performed by it at or prior to the Effective Time,
(ii) (A) the representations and warranties of the Company contained in the third and
fourth sentences of Section 3.01 and Sections 3.04, 3.05 (other than the last sentence
thereof), 3.06(b), 3.10(b)(iv), 3.14(c) and 3.21 shall be true and correct in all material
respects, in each case, at and as of the Effective Time as if made at and as of such time
{except that the accuracy of representations and warranties made as of a specific date will
be determined at and as of such date) and (B) all other representations and warranties of
the Company contained in this Agreement shall be true and correct (disregarding all
exceptions therein for materiality and Company Material Adverse Effect) at and as of the
Effective Time as if made at and as of such time (except that the accuracy of
representations and warranties made as of a specific date will be determined at and as of
such date), with such exceptions as have not had and would not reasonably be expected to
bave, individually or in the aggregate, a Company Material Adverse Effect, and
(1ii) Parent shall have received a certificate signed by an executive officer on behaif of the
Company to the foregoing effect.

(b)  There shall not be pending or threatened, under or pursuant to any
Applicable Laws regulating competition, any claim, suit, action or proceeding by any
federal or state Governmental Authority (i) challenging or seeking to restrain or prohibit
the consummation of the Merger, (ii) seeking to prohibit or limit in any respect, or place
any conditions on, the ownership or operation by the Company, Parent or all or any of
their respective Subsidiaries of all or any portion of the business or assets of the
Company, Parent or any of their respective Subsidiaries or to require any such Person to
divest or hold separate any assets or business of the Company, Parent or any of their
respective Subsidiaries, or to take any other action (including agreeing to any condition in
respect of, or any amendment to, any License or any other concession), in each case as a
result of or in connection with the transactions contemplated by this Agreement, where the
foregoing, individually or in the aggregate, would reasonably be expected to have an
impact (whether affecting the Company, Parent or any of their respective Subsidiaries)
equivalent to a Company Material Adverse Effect or (iii) seeking to impose limitations on
the ability of Parent or any of its Affiliates to acquire or hold, or exercise full rights of
ownership of, any Common Shares or any shares of common stock of the Surviving
Corporation, including the right to vote the Common Shares or the shares of common
stock of the Surviving Corporation on all matters properly presented to the stockholders of
the Company or the Surviving Corporation, respectively. No Applicable Law that would
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reasonably be expected to result, directly or indirectly, in any of the effects referred to
clauses (i) through (1ii) above shall be in effect.

Section 8.04. Conditions to the Obligations of the Company. The obligations of
the Company to consummate the Merger are subject to the satisfaction of the following
further conditions:

(a) (i) Each of Parent and Merger Subsidiary shall have performed in all
material respects all of its obligations hereunder required to be performed by it at or prior
to the Effective Time, (ii) (A) the representations and warranties of Parent contained in the
third and fourth sentences of Section 4.01 and Sections 4.04, 4.05 (other than the last
sentence thereof) and 4.17 shall be true and correct in all material respects, in each case, at
and as of the Effective Time as if made at and as of such time (except that the accuracy of
representations and warranties made as of a specific date will be determined at and as of
such date) and (B) all other representations and warranties of Parent contained in this
Agreement shall be true and correct (disregarding all exceptions therein for materiality
and Parent Material Adverse Effect) at and as of the Effective Time as if made at and as of
such time (except that the accuracy of representations and warranties made as of a specific
date will be determined at and as of such date), with such exceptions as have not had and
would not reasonably be expected to have, individually or in the aggregate, a Parent
Material Adverse Effect, and (iit) the Company shall have received a certificate signed by
an executive officer on behalf of Parent to the foregoing effect.

ARTICLE 9
TERMINATION

Section 9.01. Termination. This Agreement may be terminated and the Merger
may be abandoned at any time prior to the Effective Time (notwithstanding any approval
of this Agreement by the stockholders of the Company):

(a) by mutual written consent of the Company and Parent;

(b) by either the Company or Parent, if the Company Stockholder Approval
shall not have been obtained at the Company Stockholders’ Meeting (including any
postponement or adjournment thereof),

(c) by either the Company or Parent, if the Merger has not been consummated
by June 18, 2007 (the “Termination Date™), provided that no party whose willful breach
of any provision of this Agreement has resulted in the Merger not being consummated by
such date shall be entitled to terminate this Agreement under this subsection (c), provided
Jurther that, if on the Termination Date the conditions to the Closing set forth in
Section 8.02(c) and/or 8.02(d) and/or 8.03(b) shall not have been fulfilled but all other
conditions to the Merger shall have been fulfilled or shall be capable of being fulfilled,
then the Termination Date shall be extended to September 17, 2007;
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(d) by either the Company or Parent (so long as such party has complied in all
material respects with its obligations under Sections 7.01, 7.02 and 7.03), if (i) any law or
regulation shall have been adopted or promulgated that makes consummation of the
Merger illegal or (ii) if any judgment, injunction, order or decree enjoining the parties
from consummating the Merger is entered and such judgment, injunction, order or decree
shall have become final and nonappealable;

(e) by the Company, if a breach of any representation, warranty, covenant or
agreement on the part of Parent set forth in this Agreement shall have occurred that would
cause any of the conditions set forth in Section 8.04(a) not to be satisfied, and either
(i) such condition shall be incapable of being satisfied by three Business Days prior to the
Termination Date (as such date has been extended in accordance with Section 9.01(c), if
applicable) or (ii} Parent does not, after receiving notice of such breach, proceed in good
faith to promptly cure such breach;

® by Parent, if a breach of any representation, warranty, covenant or
agreement on the part of the Company set forth in this Agreement shall have occurred that
would cause any of the conditions set forth in Section 8.03(a) not to be satisfied, and
either (i) such condition shall be incapable of being satisfied by three Business Days prior
to the Termination Date (as such date has been extended in accordance with
Section 9.01(c), if applicable) or (ii) the Company does not, after receiving notice of such
breach, proceed in good faith to promptly cure such breach;

(g) by the Company, in accordance with Section 5.02(b), provided that the
Company shall have paid any amounts due pursuant to Section 10.04(b) in accordance
with the terms specified therein;

(b} by Parent, if prior-to-the-Company-Stockholders’ Meeting, the Board of
Directors of the Company shali have failed to"include in the Proxy Statement its approval
or recommendation of this Agreement or the Merger or an Adverse Recommendation
Change shall otherwise have occurred; and

(i) by Parent, if any Applicable Law having any of the effects referred to in
clauses (i) through (iii) of Section 8.03(b) shall be in effect and shall have become final
and nonappealable.

The party desiring to terminate this Agreement pursuant to this Section shall give written
notice of such termination to the other party (or parties) hereto in accordance with
Section 10.01.

Section 9.02. Effect of Termination. 1f this Agreement is terminated pursuant to
Section 9.01, this Agreement shall become void and of no effect with no liability on the
part of any party (or any stockholder, director, officer, employee, agent, consultant or
representative of such party) to the other parties hereto; provided that (a) the agreements
contained in this Section 9.02, Sections 10.01, 10.04, 10.05, 10.06, 10.07, 10.08, 10.09,
10.10, 10.12, 10.13 and 10.14 hereof and the Confidentiality Agreement shall survive the
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termination hereof and (b) no such termination shall relieve any party hereto of any
liability or damages resulting from any wiliful breach by such party of this Agreement.

ARTICLE 10
MISCELLANEQOUS

Section 10.01. Notices. All notices, requests and other communications to any
party hereunder shall be in writing (including facsimile transmission, with receipt of
confirmation) and shall be given,

if to Parent or Merger Subsidiary, to:

Citizens Communications Company
3 High Ridge Park

Stamford, Connecticut 06905
Attention: Chief Financial Officer
Facsimile No.: (203) 614-4602

with a copy to:

Cravath, Swaine & Moore LLP
Worldwide Plaza

825 Eighth Avenue

New York, New York 10019

Attention: Robert §. Townsend, III, Esq.
Facsimile No.: (212) 474-3700

if to the Company, to:

Commonwealth Telephone Enterprises, Inc.
100 CTE Drive

Dallas, Pennsylvania 18612

Attention: Chief Financial Officer
Facsimile No.: (570) 631-2823

with a copy to:

Davis Polk & Wardwell

450 Lexington Avenue

New York, New York 10017
Attention: William L. Taylor, Esq.
Facsimile No.: (212) 450-3800

or such other address or facsimile number as such party may hereafter specify for the
purpose by notice to the other parties hereto. Each such notice, request and other
communication shall be deemed received on the date of receipt by the recipient thereof if
received prior to 5:00 p.m. on a Business Day in the place of receipt. Otherwise, any
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such notice, request or communication shall be deemed to have been received on the next
succeeding Business Day in the place of receipt.

Section 10.02. Survival of Representations, Warranties and Covenants. The
representations and warranties contained herein and in the certificates delivered pursuant
to Sections 8.03(a) and 8.04(a) shall not survive the Effective Time. All covenants and
agreements contained herein which by their terms are to be performed in whole or in part
after the Effective Time shall survive the Effective Time and be enforceable in
accordance with their terms.

Section 10.03. Amendments; No Waivers. (a) Any provision of this Agreement
may be amended or waived prior io the Effective Time if, and only if, such amendment or
waiver is in writing and signed, in the case of an amendment, by each party to this
Agreement or, in the case of a waiver, by the party against whom the waiver is to be
effective; provided that after the adoption of this Agreement by the stockholders of the
Company, no such amendment or waiver shall, without the further approval of such
stockholders, make any change that would require further stockholder approval under the
Pennsylvania Law.

(b)  No failure or delay by any party in exercising any right, power or privilege
hereunder shall operate as a waiver thereof, nor shall any single or partial exercise thereof
preclude any other or further exercise thereof or the exercise of any other right, power or
privilege. The rights and remedies herein provided shall be cumulative and not exclusive
of any rights or remedies provided by Applicable Law.

Section 10.04. Expenses. {a) Except as set forth herein, all costs and expenses
incurred in connection with this Agreement shall be paid by the party incurring such cost
or expense; provided that the-Company and Parent shall share equally all fees and
expenses, other than attorneys’ and accounting fees and expenses, incurred in relation to
the printing and filing of the Registration Statement and to the printing, filing and
distribution of the Proxy Statement.

) If (i) the Company shall terminate this Agreement pursuant to
Section 9.01(g) hereof or Parent shall terminate this Agreement pursuant to
Section 9.01(h) hereof (other than as a result of an MAE Adverse Recommendation
Change) or (i(){(A) any Person has publicly announced an intention (whether or not
conditional and whether or not withdrawn) to make an Acquisition Proposal or an
Acquisition Proposal otherwise becomes known to the stockholders of the Company,
(B) thereafter this Agreement is terminated by either Parent or the Company pursuant to
Section 9.01(c) (but only if the Company Stockholders’ Meeting shall not have been held
by the date that is one Business Day prior to the date of such termination, except as a
result of the Registration Statement not having been declared effective prior thereto as a
result of anything affecting Parent or its business (in which event termination under
Section 9.01(c) shall not result in a payment being made pursuant to this
Section 10.04(b)(ii))) or Section 9.01(b) and (C) prior to the date that is 12 months after
such termination, the Company or any of its Subsidiaries enters into an Acquisition
Agreement to consummate or consummates the transactions contemplated by any
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Acquisition Proposal, then, in any such case, the Company shall pay to Parent (by wire
transfer of immediately available funds (x) in the case of payment required by clause (i)
above, not later than the date of termination of this Agreement and (y) in the case of
payment required by clause (ii) above, on the date of the first to occur of the events
referred to in clause (i1)(C)) an amount equal to $37 million.

() The Company acknowledges that the agreements contained in this Section
are an integral part of this Agreement, and that, without these agreements, Parent would
not have entered into this Agreement. Accordingly, if the Company fails promptly to pay
the amounts due pursuant to this Section, and, in order to obtain such payment, Parent
commences a suit that results in a judgment against the Company for the amounts set forth
in this Section, the Company shall pay to Parent its reasonable costs and expenses
(including reasonable attorneys’ fees and expenses) in connection with such suit and any
appeal relating thereto, together with interest on the amounts set forth in this Section at the
prime rate of Citibank, N.A. in effect on the date such payment was required to be made.

Section 10.05. Parties in Interest; Successors and Assigns. (a) This Agreement
shall be binding upon and, except as provided in Sections 1.02, 1.03, 1.04, 1.08, 6.04 and
10.06, inure solely to the benefit of the parties hereto and their respective successors and
permitted assigns. Nothing in this Agreement, express or implied, is intended to confer
upon any other Person any rights, benefits, remedies, obligations or liabilities of any
nature whatsoever under or by reason of this Agreement, except for Sections 1.02, 1.03,
1.04, 1.08, 6.04 and 10.06 (which are also intended to be for the benefit of the Persons
provided for therein and may also be enforced by such Persons).

(b}  No party may assign, delegate or otherwise transfer any of its rights or
obligations under this Agreement without the consent of the other parties hereto.

Section 10.06. No Personal Liability. This Agreement shall not create or be
deemed to create or permit any personal liability or obligation on the part of any direct or
indirect shareholder of any party hereto or any officer, director, employee, agent,
representative or investor of any party hereto.

Section 10.07. Governing Law. This Agreement shall be construed in accordance
with and governed by the laws of the Commonwealth of Pennsylvania.

Section 10.08. Jurisdiction. Any suit, action or proceeding seeking to enforce
any provision of, or based on any matter arising out of or in connection with, this
Agreement or the transactions contemplated by this Agreement shall be brought in any
federal court in the State of Delaware or any state court in the State of Delaware and each
of the parties hereto hereby irrevocably consents to the exclusive jurisdiction of such
courts (and of the appropriate appellate courts therefrom) in any such suit, action or
proceeding and irrevocably waives, to the fuliest extent permitted by Applicable Law,
any objection that it may now or hereafter have to the laying of venue of any such suit,
action or proceeding in any such court or that any such suit, action or proceeding brought
in any such court has been brought in an inconvenient forum. Process in any such suit,
action or proceeding may be served on any party anywhere in the world, whether within
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or without the jurisdiction of any such court. Without limiting the generality of the
foregoing, each party hereto agrees that service of process upon such party as provided in
Section 10.0] shall be deemed effective service of process upon such party.

Section 10.09. WAIVER OF JURY TRIAL. EACH OF THE PARTIES HERETO
HEREBY IRREVOCABLY WAIVES ANY AND ALL RIGHT TO TRIAL BY JURY
IN ANY LEGAL PROCEEDING ARISING OUT OF OR RELATED TO THIS
AGREEMENT OR THE TRANSACTIONS CONTEMPLATED HEREBY.

Section 10.10. Interpretation. When a reference is made in this Agreement to an
Article, Section, Exhibit or Schedule, such reference shall be to a an Article, Section or
Exhibit of or a Schedule to this Agreement unless otherwise indicated. Any capitalized
terms used in any Exhibit or Schedule but not otherwise defined therein shall have the
meanings as defined in this Agreement. The table of contents and headings contained in
this Agreement are for reference purposes only and shall not affect in any way the
meaning or interpretation of this Agreement. Whenever the words “include”, “includes”
or “including” are used in this Agreement, they shall be deemed to be followed by the
words “without limitation”, whether or not they are in fact followed by those words or
words of like import. The words “hereof”, “herein” and “hereunder” and words of like
import used in this Agreement shall refer to this Agreement as a whole and not to any
particular provision of this Agreement. The phrases “the date of this Agreement”, “the
date hercof”, and terms of similar import, unless the context otherwise requires, shall be
deemed to refer to September 17, 2006. The words “properties™ and “assets” shall be
deemed to have the same meaning and refer to any and all tangible and intangible assets
and properties. The word “or”, when used in this Agreement, is not exclusive. Any
singular term in this Agreement shall be deemed to include the plural, and any plural term
the singular. References to any agreement or contract are to that agreement or contract as
amended, modified or supplemented from time to time in accordance with the terms
hereof and thereof. References to any Person include the successors and permitted
assigns of that Person. In the event of any dispute concerning the construction or
interpretation of this Agreement or any ambiguity hereof, there shall be no presumption
that this Agreement or any provision hereof be construed against the party who drafted
this Agreement.

Section 10.11. Specific Performance. The parties hereto agree that irreparable
damage would occur in the event any provision of this Agreement was not performed in
accordance with the terms hereof and that the parties shall be entitled to an injunction or
injunctions (without being required to post any bond or surety instrument in connection
therewith) to prevent breaches of this Agreement and to enforce specifically the terms
and provisions of this Agreement in any federal court located in the State of Delaware or
any state court in the State of Delaware in addition to any other remedy to which they are
entitled at law or in equity.

Section 10.12. Entire Agreement; Schedules. This Agreement and the Schedules
and Exhibits hereto and the Confidentiality Agreement constitute the entire agreement
among the parties with respect to the subject matter hereof and supersede all prior written
and oral and all contemporaneous oral agreements and understandings with respect to the

54

[(2633902]]




subject matter hereof. Each party acknowiedges and agrees that each other party hereto
makes no other representations or warranties, whether express or implied, other than the
express representations and warranties contained herein or in the certificates to be
delivered at the Effective Time. The fact that any item of information is disclosed in any
Schedule to this Agreement shall not be construed to mean that such information is
required to be disclosed by this Agreement. Such information shall not be used as a basis
for interpreting the terms “material” or “Material Adverse Effect” or other similar terms
in this Agreement.

Section 10.13. Counterparts; Effectiveness. This Agreement may be signed in
any mumber of counterparts, each of which shall be an original, with the same effect as if
the signatures thereto and hereto were upon the same instrument. This Agreement shall
become effective when each party hereto shall have received counterparts hereof signed
by the other party hereto. Until and unless each party has received a counterpart hereof
signed by the other party hereto, this Agreement shall have no effect and no party shall
have any right or obligation hereunder (whether by virtue of any other oral or written
agreement or other communication).

Section 10.14. Severability. If any term, provision, covenant or restriction of this
Agreement is determined by a court of competent jurisdiction to be invalid, void, illegal
or incapable of being enforced by any rule of law, or public policy, the remainder of the
terms, provisions, covenants and restrictions of this Agreement shall nevertheless remain
in full force and effect so long as the economic or legal substance of the transactions
contemplated herein is not affected in any manner materially adverse to any party hereto.
Upon such determination that any term, provision, covenant or restriction is invalid, void,
illegal or incapable of being enforced, the parties hereto shall negotiate in good faith to
modify this Agreement so as to effect the original intent of the parties as closely as
possible in 2 mutually acceptable manner in order that the transactions contemplated
hereby be consummated as originally contemplated to the fullest extent possible. .

ARTICLE 1]
DEFINITIONS

Section 11.01. Definitions. Each of the following terms is defined in the Article
or Section set forth opposite such term:

Terms . Section
Acquisition Agreement 5.02(b)
Acquisition Proposal 5.02(c)
Adverse Recommendation Change 5.02(b)
Affiliate 3.17

Applicable Law 1.01(b)
Business Day 1.01(b)
Cash Merger Consideration 1.02(b)
Closing 1.01(a)
Closing Date 1.01{a)
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Code

Common Shares
Communications Licenses
Company

Company Balance Sheet
Company Balance Sheet Date
Company Convertible Notes
Company Disclosure Schedule
Company Environmental Licenses
Company Material Adverse Effect
Company Material Agreement
Company Permitted Liens
Company SEC Documents
Company Securities

Company Significant Subsidiaries
Company Stock Plans

Company Stockholder Approval
Company Stockholders’ Meeting
Company Subsidiary Securities
Compensatory Awards
Confidentiality Agreement
Delaware Law

Effective Time

Employee Plan

Enforceability Exceptions
Environmental Laws

ERISA

ERISA Affiliate____ _.

ESPP Share Unit
Evercore
Exchange Act
Exchange Agent
FCC

GAAP
Governmental Authority
Grant Date

Grantor Trust Shares
Hazardous Materials

HSR Act

Indebtedness

Indemnified Person
mternal controls
Intellectual Property Rights
Letter of Transmuttal
Licenses

Lien
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3.14(g)
3.05

3.16
Preamble
3.08
3.08
3.05
Article 3
3.19(a)
3.01
3.20
3.18(a)
3.07(a)
3.05
3.06(a)
1.04(a)
5.02
3.09
3.06(b)
1.04(a)
7.07(c)
1.01(a)
1.01(b)
3.14(g)
3.01
3.19(b)
3.14(p)
3.14(p)
1.04(a)
3.04
3.03
1.03(a)
3.03
3.01
3.03
3.05
1.04(a)
3.19(b)
3.03
5.01(d)
6.04(a)
3.07(DH
3.18(d)
1.03(a)
7.03(a)
3.02
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MAE Adverse Recommendation Change
Material Adverse Effect
Material Intellectual Property
Material Leased Real Property
Material Owned Real Property
Merger

Merger Consideration

Merger Consideration Value
Merger Subsidiary

NASDAQ

Notice of Supenior Proposal
NYSE

Option

Parent

Parent Balance Sheet

Parent Balance Sheet Date
Parent Disclosure Schedule
Parent Environmental Licenses
Parent Material Adverse Effect
Parent Options

Parent Preferred Stock

Parent SEC Documents

Parent Securities

Parent Stock

Pennsylvania Law
Performance Awards
Permitted Additional Company Issuances
Permitted Share_Unit Adjustments
Person

PPUC

Preferred Stock

Proxy Statement

Registration Statement
Restricted Share

Restricted Share Unit

SEC

Securities Act

Stock Merger Consideration
Subsidiary

Superior Proposal

Surviving Corporation

Tax Return

Taxes

Termination Date

Third Party

Title IV Plan
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5.02(b)
3.01

3.18(d)
3.18(c)
3.18(h)
1.01(a)
1.02(b)
1.04(b)
Preamble
5.03
5.02(b)
405
1.06(a)
Preamble
4.07
4.07
Article 4
4.15(b)
4,01
4.05
4.05(a)
4.06(a)
4.05(a)
1.02(b)
1.01(a)
3.05
3.05
3.05
1.03(c)
3.03
3.05
3.09
3.09

© 1.04(a)

1.04(a)
3.06(a)
3.03

1.02(b)
3.01

5.02(c)
1.01(a)
3.13(e)
3.13(e)
9.01(c)
5.02(c)
3.14(b)
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. IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
duly executed by their respective authorized officers as of the day and year first above
written.

COMMONWEALTH TELEPHONE
ENTERPRISES, INC.,

oy _ Mo Hkos

Name: Michédl J. Mah
Title: President and ChJef
Executive Officer

CITIZENS COMMLUNICATIONS
COMPANY,

By:

Name:
Title:

CF MERGER CORP.,

By:

Name:
Title:
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COMMONWEALTH TELEPHONE
ENTERPRISES, INC.,

By:

Name: Michael J. Mahoney
Title: President and Chief
Executive Officer

CITIZENS COMMUNICATIONS
COMPANY,

Byy ™ N/ b\/ﬁ

_ f( Agnes Wilderotter
Tltle

hairmah and Chief
Executive Officer

CF MERGER CORP.,

(ﬁ,_“::"”
@es Wilderotter
Tnic P s1




EXHIBIT A
AMENDED AND RESTATED ARTICLES OF INCORPORATION
OF
COMMONWEALTH TELEPHONE ENTERPRISES, INC.

FIRST: The name of the corporation (hereinafter called the
“Corporation”) is Commonwealth Telephone Enterprises, Inc.

SECOND: The address, including street, number, city, and county, of the
registered office of the Corporation in the Commonwealth of Pennsylvania is 100 CTE
Drive, Luzerne County, Dallas, Pennsylvania 18612.

THIRD: The purpose of the Corporation is to engage in any lawfu! act or
activity for which corporations may be organized under the Pennsylvania Business
Corporation Law of 1988, as the same exists or may hereafter be amended.

FOURTH: The aggregate number of shares which the Corporation shall
have authority to issue is 1,000 shares of Common Stock, par value $0.01 per share.

FIFTH: In furtherance and not in limitation of the powers conferred upon
it by law, the Board of Directors of the Corporation is expressly authorized to adopt,
amend or repeal the By-laws of the Corporation.

SIXTH: To the fullest extent permitted by the Pennsylvania Business
Corporation Law as it now exists and as it may hereafter be amended, no director or
officer of the Corporation shall be personally liable to the Corporation or any of its
stockholders for monetary damages for breach of fiduciary duty as a director or officer;
provided, however, that nothing contained in this Article SIXTH shall eliminate or limit
the liability of a director or officer (i) for any breach of the director’s or officer’s duty of
loyalty to the Corporation or its stockholders, (ii) for acts or omissions not in good faith
or which involve intentional misconduct or a knowing violation of law, (iii} pursuant to
Section 1353 of the Pennsylvania Business Corporation Law or (iv) for any transaction
from which the director or officer derived an improper personal benefit. No amendment
to or repeal of this Article SIXTH shall apply to or have any effect on the liability or
alleged liability of any director or officer of the Corporation for or with respect to any
acts or omissions of such director or officer occurring prior to such amendment or repeal.

SEVENTH: The Corporation shall, to the fullest extent permitted by
Subchapter D, Sections 1741 through 1750 of the Pennsylvania Business Corporation
Law, as the same may be amended and supplemented, indemnify any and all persons
whom it shall have power to indemnify under said Sections from and against any and all
of the expenses, liabilities, or other matters referred to in or covered by said Sections.
Such indemnification shall be mandatory and not discretionary. The indemnification
provided for herein shall not be deemed exclusive of any other nghts to which those
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indemnified may be entitled under any by-laws, agreement, vote of stockholders or
disinterested directors or otherwise, both as to action in his or her official capacity and as
to action in another capacity while holding such office, and shall continue as to a person
who has ceased to be a director, officer, employee, or agent and shall inure to the benefit
of the heirs, executors, and administrators of such a person. Any repeal or modification
of this Article SEVENTH shall not adversely affect any right to indemnification of any
persons existing at the time of such repeal or modification with respect to any matter
occurring prior to such repeal or modification.

The Corporation shall to the fullest extent permitted by the Pennsylvania
Business Corporation Law advance all costs and expenses (including, without limitation,
attomeys’ fees and expenses) incurred by any director or officer within 15 days of the
presentation of same to the Corporation, with respect to any one or more actions, suits or
proceedings, whether civil, criminal, administrative or investigative, so long as the
Corporation receives from the director or officer an unsecured undertaking to repay such
expenses if it shall ultimately be determined that such director or officer is not entitled to
be indemnified by the Corporation under the Pennsylvania Business Corporation Law.
Such obligation to advance costs and expenses shall be mandatory, and not discretionary,
and shall include, without limitation, costs and expenses incuited in asserting affirmative
defenses, counterclaims and cross claims. Such undertaking to repay may;, if first
requested in writing by the applicable director or officer, be on behalf of (rather than by)
such director or officer, provided that in such case the Corporation shall have the right to
approve the party making such undertaking.

EIGHTH: Unless and except to the extent that the By-laws of the
Corporation shall so require, the election of directors of the Corporation need not be by
written ballot.
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EXHIBIT B

FORM OF RULE 145 LETTER FOR COMPANY AFFILIATES

[Date]

Citizens Communications Company
3 High Ridge Park
Stamford, Connecticut 06905

Commonwealth Telephone Enterprises, Inc.
100 CTE Drive
Dallas, Pennsylvania 18612

Ladies and Gentlemen:

The undersigned has been advised that, as of the date of this letter, the
undersigned may be deemed to be an “affiliate” of Commonwealth Telephone
Enterprises, Inc., a Pennsylvania corporation (the “Company”), as the term “affiliate” is
defined for purposes of paragraphs (c) and (d) of Rule 145 of the rules and regulations
(the “Rules and Regulations™) of the Securities and Exchange Commission (the “SEC”)
under the Secunties Act of 1933, as amended (the “Securities Act”). Pursuant to the
terms of the Agreement and Plan of Merger dated as of September 17, 2006 (the
“Merger Agreement”) among the Company, Citizens Communications Company, a
Delaware corporation (“Parent”), and CF Merger Corp., 2 Delaware corporation and
wholly-owned subsidiary of Parent (“Merger Subsidiary™), Merger Subsidiary wili be
merged with and into the Company, with the Company to be the surviving corporation in
the merger (the “Merger”).

As a result of the Merger, the undersigned may receive shares of common stock,
par value $0.25 per share, of Parent (“Parent Common Shares”) in exchange for shares
owned by the undersigned of common stock, par value $1.00, of the Company as set forth
in the Merger Agreement.

The undersigned represents, warrants and covenants to Parent and the Company,
as of the date the undersigned receives any Parent Common Shares as a result of the
Merger, that:

Al The undersigned shall not make any sale, transfer or other disposition of
the Parent Common Shares in violation of the Securities Act or the Rules and
Regulations.

B. The undersigned has carefully read this letter and the Merger Agreement
and discussed, to the extent the undersigned felt necessary, with the undersigned’s
counsel or counsel for the Company, the requirements of such documents and other
applicable limitations upon the undersigned’s ability to sell, transfer or otherwise dispose
of Parent Common Shares.
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C. The undersigned has been advised that the issuance of Parent Common
Shares to the undersigned pursuant to the Merger will be registered with the SEC under
the Securities Act on a Registration Statement on Form S-4. The undersigned has also
been advised that, because, at the time the Merger is submitted for a vote of the
stockholders of the Company, the undersigned may be deemed an affiliate of the
Company, the undersigned agrees that it shall not sell, transfer or otherwise dispose of
Parent Common Shares issued to the undersigned in the Merger unless such sale, transfer
or other disposition (i) has been registered under the Securities Act, (ii) is made in
conformity with Rule 145 promulgated by the SEC under the Securities Act, and the
undersigned has delivered to Parent evidence of compliance with Rule 145 in the form of
Annex [ hereto, or (iii} in the opinion of counsel reasonably acceptable to Parent, or
pursuant to a “no action” letter obtained by the undersigned from the SEC staff, is
otherwise exempt from registration under the Securities Act.

D. The undersigned understands and agrees that none of Parent, the Company
or the Surviving Corporation (as defined in the Merger Agreement) is under any
obligation to register the sale, transfer or other disposition of the Parent Common Shares
by the undersigned or on the undersigned’s behalf under the Securities Act or to take any
other action necessary in order to enable the undersigned to make such sale, transfer or
other disposition in compliance with an exemption from such registration.

E. The undersigned also understands and agrees that there will be placed on
the certificates for the Parent Common Shares issued to the undersigned, or on any
substitutions therefor, a legend stating in substance:

“THE SECURITIES REPRESENTED BY THIS
CERTIFICATE WERE ISSUED IN A
TRANSACTION TO WHICH RULE 145
PROMULGATED UNDER THE SECURITIES ACT
OF 1933 APPLIES. THE SECURITIES
REPRESENTED BY THIS CERTIFICATE MAY BE
SOLD, TRANSFERRED OR OTHERWISE
DISPOSED OF ONLY IN ACCORDANCE WITH
THE TERMS OF A LETTER AGREEMENT
BETWEEN THE REGISTERED HOLDER HEREOF
AND CITIZENS COMMUNICATIONS COMPANY, A -
COPY OF WHICH AGREEMENT IS ON FILE AT
THE PRINCIPAL OFFICES OF CITIZENS
COMMUNICATIONS COMPANY.”

F. The undersigned also understands and agrees that, unless the transfer by
the undersigned of the undersigned’s Parent Common Shares has been registered under
the Securities Act or a sale is made in conformity with the provisions of Rule 145 (and
Parent receives the foregoing evidence of compliance therewith), Parent reserves the right
to put the following legend on the certificates issued to the undersigned’s transferee:
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“THE SECURITIES REPRESENTED BY THIS
CERTIFICATE HAVE NOT BEEN REGISTERED
UNDER THE SECURITIES ACT OF 1933 AND
WERE ACQUIRED FROM A PERSON WHO
RECEIVED SUCH SECURITIES IN A
TRANSACTION TO WHICH RULE 145
PROMULGATED UNDER THE SECURITIES ACT
OF 1933 APPLIES. THE SECURITIES HAYE NOT
BEEN ACQUIRED BY THE HOLDER WITH A
VIEW TO, OR FOR RESALE IN CONNECTION
WITH, ANY DISTRIBUTION THEREOF WITHIN
THE MEANING OF THE SECURITIES ACT OF 1933
AND MAY NOT BE SOLD, TRANSFERRED OR
OTHERWISE DISPOSED OF EXCEPT PURSUANT
TO AN EFFECTIVE REGISTRATION STATEMENT
OR IN ACCORDANCE WITH AN EXEMPTION
FROM THE REGISTRATION REQUIREMENTS OF
THE SECURITIES ACT OF 1933.”

It is understood and agreed that the legends set forth in paragraphs E and F above shall be
removed by delivery of substitute certificates without such legend if (i) the securities
represented thereby have been registered for sale by the undersigned under the Securities
Act or (ii) Parent has received either an opinion of counsel, which opinion and counsel
shall be reasonably satisfactory to Parent, or a “no-action” letter obtained by the
undersigned from the SEC staff to the effect that the restrictions imposed by Rule 145
under the Securities Act no longer apply to the undersigned.

G. The undersigned further understands and agrees that the representations,
warranties, covenants and agreements of the undersigned set forth herein are for the
benefit of Parent, the Company and the Surviving Corporation (as defined in the Merger
Agreement) and will be relied upon by such firms and their respective counsel and
accountants.

H. The undersigned understands and agrees that this letter agreement shall
apply to all shares of the capital stock of Parent and the Company that are deemed
beneficially owned by the undersigned pursuant to applicable federal securities laws.

Parent agrees that it will (A) take all such actions as may be reasonably available
to it to permit the sale or other disposition of Parent Common Shares by the undersigned
under Rule 145 and (B) furnish to the undersigned upon request a written statement as to
whether Parent has complied with the reporting requirements pursuant to Section 13 of
the Securities Exchange Act of 1934, as amended, during the twelve months preceding
any proposed sale of Parent Common Shares by the undersigned under Rule 145.

Execution of this letter should not be considered an admission on the part of the

undersigned that the undersigned is an “affiliate™ of the Company as described in the first
paragraph of this letter, nor as a waiver of any rights that the undersigned may have to
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object to any claim that the undersigned is such an affiliate on or after the date of this

. letter.

Very truly yours,

By:

Name:
Accepted and agreed this | ] day of

[ ], 2006 by

CITIZENS COMMUNICATIONS
COMPANY,

By:

Name:
Title:
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[Date]

[Name]

On , the undersigned sold the shares of common stock, par
value $0.25 per share of Citizens Communications Company, a Delaware corporation
(*“Parent™), described below in the space provided for that purpose (the “Parent Common
Shares™). The Parent Common Shares were received by the undersigned in connection
with the merger of Commonwealth Telephone Enterprises, Inc., a Pennsylvania
corporation, and CF Merger Corp., a Delaware corporation.

Based upon the most recent report or statement filed by Parent with the
Securities and Exchange Commission, the Parent Common Shares sold by the
undersigned were within the prescribed limitations set forth in paragraph (e) of Rule 144
promulgated under the Securities Act of 1933, as amended (the “Securities Act”).

The undersigned hereby represents that the Parent Common Shares were
sold in “brokers’ transactions” within the meaning of Section 4(4) of the Securities Act or
in transactions directly with a “market maker” as that term is defined in Section 3(a)(38)
of the Securities Exchange Act of 1934, as amended. The undersigned further represents
that the undersigned has not solicited or arranged for the solicitation of orders to buy the
Parent Common Shares, and that the undersigned has not made any payment in
connection with the offer or sale of the Parent Common Shares to any person other than
to the broker who executed the order in respect of such sale.

Very truly yours,

[Space to be provided for description of the Parent Common Shares]
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