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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS 0~ FINANCIAL CONDITION z4~D RESULTS 
OF OPERATIONS. 

The following discussion and analysis provides information that management 
believes is relevant to an assessment and understanding of the consolidated 
results of operations and financial condition of FairPoint Communications, Inc. 
and its Subsidiaries (collectively, the "Company" or "FairPoint"). The 
discussion should be read in conjunction with the Company's Consolidated 
Financial Statements for the year ended December 31, 1999 included in the 
Company's Annual Report on Form 10-K, as amended. 

Certain statements included in this document are forward-looking, such as 
statements relating to estimates of operating and capital expenditure 
requirements, future revenue and operating income, and cash flow and liquidity. 
Such forward-looking statements are based on the Company's current expectations 
and are subject to a number of risks and uncertainties that could cause actual 
results in the future to differ significantly from results expressed or implied 
in any forward-looking statements made by, or on behalf of, the Company. These 
risks and uncertainties include, but are not limited to, uncertainties relating 
to economic and business conditions, governmental and regulatory policies, and 
the competitive environment in which the Company operates. These and other risks 
are detailed below as well as in other documents filed by the Company with the 
Securities and Exchange Commission. 

OVERVIEW 

In April 2000, MJD Communications, Inc. changed its name to FairPoint 
Communications, Inc. 

We are a national, facilities-based provider of voice, data and Internet 
services. We began our business in 1993 for the purpose of acquiring and 
operating traditional telephone companies in rural markets. Since our inception, 
we have acquired 28 such companies, which currently operate in 17 states. In 
early 1998, we launched our competitive communications business by competing for 
small and medium-sized business customers in Tier IV and select Tier III 
markets, which typically have populations of less than 100,000. These markets 
are generally within a 200-mile radius of the areas served by our traditional 
telephone companies. We refer to this as our l'edge-outU1 strategy, which allows 
us to leverage our existing network infrastructure, operating systems and 
management expertise to accelerate the nationwide roll-out of our competitive 
communications business in a capital-efficient manner. Furthermore, the stable 
cash flows of our traditional telephone business provide financial capacity to 
help fund our continued growth. 

Historically, our operating results have been primarily related to our 
traditional telephone business, which is characterized by stable growth and cash 
flow. In the future, we anticipate that our competitive communications business 
will have an increasing impact on our operating results. We expect that our 
revenue growth will accelerate along with the expansion of our competitive 
communications services and web-enabled services. As we continue to expand our 
services and enter new markets, we expect network operating costs, selling, 
general and administrative expenses, capital expenditures and depreciation to 
increase substantially. We expect to experience operating losses for the next 
few years as a result of expanding our competitive communications business into 
new markets. 

REVENUES 

We derive our revenues from: 

- LOCAL CALLING SERVICES. We receive revenues from providing local exchange 
telephone services, including monthly recurring charges for basic service, 
usage charges for local calls and service charges for special calling 
features. 

- NETWORK ACCESS CHARGES. These revenues consist primarily of charges paid 
by long distance companies and other customers for access to our networks 
in connection with the completion of long distance telephone calls both to 
and from our customers. 
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- LONG DISTANCE SERVICES. We receive revenues from charges to our retail and 
wholesale long distance customers. 

- DATA AND INTERNET SERVICES. We receive revenues from monthly recurring 
charges for services, including digital subscriber line, Voice over 
Internet Protocol/Voice Telephony over Asynchronous Transfer Mode, special 
access, private lines, Internet and other services. 

- OTHER SERVICES. We receive revenues from other services, including billing 
and collection, directory services and sale and maintenance of customer 
premise equipment. 

The following summarizes our percentage of revenues from these sources: 

Revenue Source 
-------------- 

Local calling services ...................................... 34% 26% 
Network access charges ...................................... 43% 51% 
Long distance services ...................................... 9% 1% 
Data and Internet services .................................. 5% 4% 
Other services .............................................. 9% 12% 

% OF REVENUE 
------------------- 

SIX-MONTH PERIOD 
ENDED 

___--_------------- 
JUNE 30, JUNE 30, 

2000 1999 
-------- -------- 

OPERATING EXPENSES 

Our principal operating expenses are categorized as network operating costs, 
selling, general and administrative expenses, depreciation and amortization and 
stock-based compensation expense. 

- NETWORK OPERATING COSTS include costs incurred in connection with the 
operation of our central offices and outside plant facilities and related 
operations. In addition to the operational costs of owning and operating 
our own facilities, we also lease and purchase local and long distance 
services from the regional Bell operating companies, large independent 
telephone companies and third party long distance providers. 

- SELLING, GENERAL AND ADMINISTRATIVE EXPENSES consist of expenses relating 
to sales and marketing, customer service and administration and corporate 
and personnel administration. 

- DEPRECIATION AND AMORTIZATION includes depreciation of our communications 
network and equipment and amortization of goodwill related to our 
acquisitions. 

- STOCK-BASED COMPENSATION EXPENSE consists of non-cash compensation charges 
incurred in connection with shareholder appreciation rights agreements 
granted to a number of executive officers and stock options to employees. 

ACQUISITIONS 

As we continue to expand into competitive markets, we expect to focus our 
acquisition efforts on companies that enable us to enhance the implementation of 
our strategy as a competitive communications provider. Our past acquisitions 
have had a major impact on our operations. Accordingly, we do not believe that 
comparing historical results on a period by period basis is meaningful due to 
the significant number of acquisitions we have made each year. 

- In 2000, we acquired four traditional telephone companies for an aggregate 
purchase price of $364.3 million, which included $86.7 million of acquired 
debt. At the respective dates of acquisition, these companies served an 
aggregate of approximately 79,500 access lines. 
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- In 1999, we acquired seven traditional telephone companies, which we refer 
to as the 1999 acquisitions, for an aggregate purchase price of 
$82.7 million, which included $7.4 million of acquired debt. At the 
respective dates of acquisition, these companies served an aggregate of 
approximately 14,700 access lines. 

STOCK-BASED COMPENSATION EXPENSE 

In connection with the January 2000 equity financing and recapitalization, 
we recognized a non-cash compensation charge of $12.3 million. The charge 
consisted of compensation expense of $3.8 million recognized in connection with 
the modification of employee stock options and the settlement of employee stock 
options for cash by a principal shareholder of the Company. The compensation 
expense also included the settlement of a cash payment obligation between 
certain employee-shareholders of the Company and its principal shareholders 
under their pre-existing shareholders' agreements for $8.5 million. 

We are recognizing expense related to the excess of estimated fair market 
value over the aggregate exercise price of options that were granted to some of 
our officers and employees in April 2000 in exchange for options to purchase 
common stock of our subsidiary, FairPoint Communications Solutions Corp. 
("FairPoint Solutions"). This excess of $15.9 million of intrinsic value of the 
options will be amortized over the vesting period of five years. In conjunction 
with these options, we intend to provide a cash bonus of $5.3 million that will 
also be recognized over the five-year vesting period. The payment of the cash 
bonus will be deferred until the underlying options are exercised, with proceeds 
from exercise being equal to the bonus. Accordingly, there will not be any 
material cash impact to us from these transactions. 

RESULTS OF OPERATIONS 

THREE MONTH PERIOD ENDED JUNE 30, 2000 COMPARED WITH THREE MONTH PERIOD 
ENDED JUNE 30, 1999 

REVENUES. Revenues increased $24.1 million to $59.6 million for the three 
months ended June 30, 2000 from $35.5 million for the three months ended 
June 30, 1999. $10.6 million of this increase was attributable to the internal 
growth of our competitive and traditional communications businesses, 
$11.0 million of the increase was attributable to revenues from companies we 
acquired in 2000 and $2.5 million of the increase was attributable to revenues 
from companies we acquired in 1999. These factors contributed to the growth in 
all of our revenue sources. Local calling services accounted for $11.0 million 
of this increase, including $6.6 million from new business lines in our 
competitive markets and increasing access lines in our traditional telephone 
companies, $3.7 million from companies we acquired in 2000 and $0.7 million from 
companies we acquired in 1999. Network access charges increased $7.5 million, of 
which $4.8 million was contributed by companies we acquired in 2000, 
$1.0 million was contributed by the companies we acquired in 1999 and 
$1.7 million was from new business lines in our competitive and traditional 
communications markets. Long distance services revenues increased $2.9 million 
due mainly to revenues from new long distance retail and wholesale customers. 
Data and Internet services increased $2.0 million from $1.4 million as a result 
of increased service offerings to our customers and acquisitions. Other revenues 
increased $0.7 million primarily due to the companies we acquired in 2000 and 
1999. 

OPERATING EXPENSES. 

NETWORK OPERATING COSTS. Network operating costs increased $19.7 million to 
$30.7 million for the three months ended June 30, 2000 from $11.0 million for 
the three months ended June 30, 1999. The majority of the increase, 
$15.3 million, was attributable to operating expenses associated with the 
expansion into competitive markets and increased growth in local calling, 
network access and long distance service offerings. Of the remaining increase, 
the companies we acquired in 2000 account for $3.4 million and the companies we 
acquired in 1999 account for $1.0 million. 
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SELLING, GENERAL AND ADMINISTRATIVE EXPENSES. Selling, general and 
administrative expenses increased $7.8 million to $20.3 million for the three 
months ended June 30, 2000 compared to $12.5 million for the three months ended 
June 30, 1999. Contributing to this increase were costs of $5.1 million 
primarily related to expansion of selling, customer support and administration 
activities to support our growth in competitive markets. The companies we 
acquired in 2000 contributed $1.8 million to the increase and the companies we 
acquired in 1999 contributed $0.9 million to the increase. 

DEPRECIATION AND AMORTIZATION. Depreciation and amortization increased 
$5.1 million to $12.9 million for the three months ended June 30, 2000 from 
$7.8 million for the three months ended June 30, 1999. This increase consisted 
of $1.2 million due to the increased investment in our communications network to 
support the growth of our competitive communications business and $3.9 million 
related to the acquisitions. 

STOCK-BASED COMPENSATION EXPENSE. As discussed above, in connection with 
the FairPoint Solutions stock options, we recognized non-cash compensation 
charges of $1.4 million in the second quarter of 2000. 

INCOME (LOSS) FROM OPERATIONS. Income (loss) from operations decreased 
$9.7 million to a $5.6 million loss for the three months ended June 30, 2000 
from $4.1 million for the three months ended June 30, 1999. This margin decline 
was primarily attributable to the $1.4 million stock based compensation expense 
and the expenses associated with the expansion into competitive markets. We 
expect this trend to continue for the next few years as we build-out our 
competitive communications business. 

OTHER INCOME (EXPENSE). Total other expense increased $3.1 million to 
$11.4 million for the three months ended June 30, 2000 compared to $8.3 million 
for the three months ended June 30, 1999. The expense consists primarily of 
interest expense on long-term debt. 

NET LOSS. Our net loss was $12.1 million for the three months ended 
June 30, 2000, compared to a loss of $3.0 million for the three months ended 
June 30, 1999, as a result of the factors discussed above. 

SIX MONTH PERIOD ENDED JUNE 30, 2000 COMPARED WITH SIX MONTH PERIOD ENDED ' 
JUNE 30, 1999 

REVENUES. Revenues increased $36.2 million to $104.5 million for the six 
months ended June 30, 2000 from $68.3 million for the six months ended June 30, 
1999. $19.0 million of this increase was attributable to the internal growth of 
our competitive and traditional communications businesses, $11.0 million of the 
increase was attributable to revenues from companies we acquired in 2000 and 
$6.2 million of the increase was attributable to revenues from companies we 
acquired in 1999. These factors contributed to the growth in all of our revenue 
sources. Local calling services accounted for $17.2 million of this increase, 
including $11.7 million from new business lines in our competitive markets and 
increasing access lines in our traditional telephone companies, $3.7 million 
from companies we acquired in 2000 and $1.8 million from companies we acquired 
in 1999. Network access charges increased $10.5 million, of which $4.8 million 
was contributed by companies we acquired in 2000, $2.7 million was contributed 
by the companies we acquired in 1999, $2.0 million was from new business lines 
in our competitive markets and $1.0 million was from universal service revenue 
increases within our traditional telephone companies. Long distance services 
revenues increased $4.9 million due mainly to revenues from new long distance 
retail and wholesale customers. Data and Internet services increased 
$2.6 million from $2.6 million as a result of increased service offerings to our 
customers. Other revenues increased $1.0 million primarily due to the companies 
we acquired in 2000 and 1999. 

OPERATING EXPENSES. 

NETWORK OPERATING COSTS. Network operating costs increased $31.3 million to 
$51.8 million for the six months ended June 30, 2000 from $20.5 million for the 
six months ended June 30, 1999. The majority of the increase, $26.0 million, was 
attributable to operating expenses associated with the expansion into 
competitive markets and increased growth in local calling, network access and 
long distance service offerings. Of the remaining increase, the companies we acquired 
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in 2000 account for $3.4 million and the companies we acquired in 1999 account for 
$1.9 million. 

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES. Selling, general and 
administrative expenses increased $13.1 million to $35.4 million for the six 
months ended June 30, 2000 compared to $22.3 million for the six months ended 
June 30, 1999. Contributing to this increase were costs of $10.5 million 
primarily related to expansion of selling, customer support and administration 
activities to support our growth in competitive markets. The companies we 
acquired in 2000 contributed $1.8 million to the increase and the companies we 
acquired in 1999 contributed $0.8 million to the increase. 

DEPRECIATION AND AMORTIZATION. Depreciation and amortization increased 
$6.9 million to $21.9 million for the six months ended June 30, 2000 from 
$15.0 million for the six months ended June 30, 1999. This increase consisted of 
$2.2 million due to the increased investment in our communications network to 
support the growth of our competitive communications business and $4.7 million 
related to the acquisitions. 

STOCK-BASED COMPENSATION EXPENSE. As discussed above, in connection with 
our equity recapitalization, we recognized non-cash compensation charges of 
$12.3 million for the six months ended June 30, 2000. An additional 
$1.4 million was recognized in association with the FairPoint Solutions employee 
stock options. 

INCOME (LOSS) FROM OPERATIONS. Income from operations decreased 
$28.7 million to a loss of $18.3 million for the six months ended June 30, 2000 
from $10.4 million for the six months ended June 30, 1999. This margin decline 
was primarily attributable to the $13.7 million stock based compensation expense 
and the expenses associated with the expansion into competitive markets. Except 
for the effect of the $12.3 million stock-based compensation charge discussed 
above, we expect this trend to continue for the next few years as we build-out 
our competitive communications business. 

OTHER INCOME (EXPENSE). Total other expense increased $3.1 million to 
$19.8 million for the six months ended June 30, 2000 compared to $16.7 million 
for the six months ended June 30, 1999. The expense consists primarily of 
interest expense on long-term debt. 

NET LOSS. Our net loss was $30.3 million for the six months ended June 30, 
2000, compared to a loss of $4.8 million for the six months ended June 30, 1999, 
as a result of the factors discussed above. 

LIQUIDITY AND CAPITAL RESOURCES 

The Company's cash flow requirements include general corporate expenditures, 
capital expenditures, debt service requirements and acquisitions. The Company 
expects that its traditional telephone companies' cash flow from operations and 
the Credit Facility will fund the capital expenditures, working capital and debt 
interest payment requirements of its traditional telephone companies for the 
foreseeable future. The Company will require significant capital resources as it 
expands its competitive communications business. The Company's capital 
requirements will include the funding of operations and capital asset 
expenditures. 

Historically, the Company has used the proceeds from institutional and bank 
debt, private equity offerings, and available cash flow to fund its operations. 
The Company may secure additional funding through the sale of public or private 
debt and/or equity securities or enter into another bank credit facility to fund 
future acquisitions and operations. If the growth of the Company's competitive 
communications business occurs more rapidly than the Company currently 
anticipates or if the Company's operating results are below expectations, there 
can be no assurance that the Company will be successful in raising sufficient 
additional capital on terms that it considers acceptable, or that the Company's 
operations will produce positive cash flow in sufficient amounts to meet its 
liquidity requirements. The failure to raise and generate sufficient funds may 
require the Company to delay or abandon some of its planned future growth or 
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expenditures, which could have a material adverse effect on the Company's growth 
and its ability to compete in the communications industry. 

DEBT FINANCING 

We have utilized a variety of debt instruments to fund our business, 
including: 

THE CREDIT FACILITY. Our Credit Facility provides for two term facilities, 
one with approximately $67.2 million principal amount outstanding as of 
June 30, 2000 that matures on June 30, 2006 and the other with the principal 
amount of approximately $71.1 million outstanding that matures on June 30, 2007. 
Our Credit Facility also provides for a revolving facility with a principal 
amount of $85.0 million that matures on September 30, 2004 and a revolving 
acquisition facility with a principal amount of $165.0 million that also matures 
on September 30, 2004. As of June 30, 2000, $46.0 million was outstanding on the 
revolving acquisition facility and $204.0 million was available for borrowing 
under the remaining revolving acquisition facility and revolving facility. 

SENIOR SUBORDINATED NOTES AND FLOATING RATE NOTES ISSUED IN 1998. We have 
outstanding publicly-held debt comprised of $125.0 million aggregate principal 
amount of 9 l/2% senior subordinated notes and $75.0 million aggregate principal 
amount of floating rate notes. Interest on the senior subordinated notes and 
floating rate notes is payable semi-annually in cash on each May 1 and 
November 1. Both series of notes mature on May 1, 2008. We have entered into 
interest rate swap agreements to reduce the impact of changes in interest rates 
on our floating rate notes. These notes are general unsecured obligations, 
subordinated in right of payment to all existing and future senior debt and 
effectively subordinated to all existing and future debt and other liabilities 
of our subsidiaries. 

SENIOR SUBORDINATED NOTES ISSUED IN 2000. In May 2000, we issued 
$200.0 million aggregate principal amount of 12 l/2% senior subordinated notes. 
Interest on these notes is payable on May 1 and November 1 of each year, 
beginning on November 1, 2000. These notes will mature on May 1, 2010. These 
notes are general unsecured obligations and rank equally with all of FairPoint's 
other unsecured senior subordinated indebtedness and are subordinated in right 
of payment to all of FairPoint's senior indebtedness, whether or not secured, 
and to all of our subsidiaries' existing or future indebtedness, whether or not 
secured. 

FAIRPOINT SOLUTIONS CREDIT FACILITY. The FairPoint Solutions Credit 
Facility provides for a revolving facility with a principal amount of 
$165.0 million that matures on October 20, 2004. As of June 30, 2000, 
$7.0 million was outstanding and $158.0 million was available for borrowing 
under the FairPoint Solutions' credit facility. Amounts under the FairPoint 
Solutions credit facility bear interest at a base rate or LIBOR, plus a margin 
up to 4.25%. 

EQUITY FINANCING 

In connection with our January 2000 equity financing and recapitalization 
transaction, affiliates of Thomas H. Lee Equity Fund IV, L.P. (collectively, 
"THL"), investment partnerships affiliated with Kelso & Company (collectively, 
"Kelsot') and certain other institutional investors and members of management 
acquired'an aggregate of $408.8 million of our equity securities. We received 
$158.9 million of net proceeds in such transaction, which it used to repay debt. 
In addition, THL committed to invest up to an additional $50 million in our 
equity securities, subject to various conditions. This commitment expires on 
December 31, 2000. 

CASH FLOWS 

Net cash used by operating activities was $7.0 million for the six months 
ended June 30, 2000 and net cash provided by operating activities was 
$5.6 million for the six months ended June 30, 1999. Net cash used in investing 
activities was $208.1 million and $23.3 million for the six months ended 
June 30, 2000 and 1999, respectively. These cash flows primarily reflect 
expenditures relating to traditional telephone 
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company acquisitions of $190.8 million and $22.9 million and capital 
expenditures of $25.6 million and $8.2 million for the six months ended 
June 30, 2000 and 1999, respectively. Net cash provided by financing activities 
was $221.0 million and $14.5 million for the six months ended June 30, 2000 and 
1999, respectively. These cash flows for the six months ended June 30, 2000 
primarily represent the proceeds from the January equity transaction of 
$158.9 million and the net issuance of long term debt of $71.6 million. The cash 
flows for the six months ended June 30, 1999 primarily represent the net 
issuance of long term debt. 

NEW ACCOUNTING STANDARDS 

In June 1998, the Financial Accounting Standards Board issued Statement 
No. 133, "Accounting for Derivative Instruments and Hedging Activities" 
("SFAS 133") which establishes accounting and reporting standards for 
derivative instruments, including certain derivative instruments embedded in 
other contracts, and for hedging activities. It requires that an entity 
recognize all derivatives as either assets or liabilities in the statement of 
financial position and measure those instruments at fair value. SFAS 137, or 
Accounting for Derivative Instruments and Hedging Activities-Deferral of the 
Effective Date of FASB Statement No. 133, delays the effective date of this 
statement to all fiscal years beginning after June 15, 2000. We anticipate 
adopting this accounting pronouncement in 2001; however., we believe it will not 
have a significant impact on our consolidated financial statements. 

INFLATION 

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

YEAR 2000 

We did not experience significant disruptions in our operations as a result 
of the Year 2000 issue. 

ITEM 3A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

At June 30, 2000, we recorded our marketable equity securities at a fair 
value of $5.0 million. These securities have exposure to price risk. A 
hypothetical ten percent adverse change in quoted market p,rices would decrease 
the recorded value by approximately $0.5 million. 

We have limited our exposure to material future earnings or cash flow 
exposures from changes in interest rates on long-term debt, since approximately 
72% of our debt bears interest at fixed rates or effectively at fixed rates 
through the use of interest rate swaps. However, our earnings are affected by 
changes in interest rates as our long-term debt under our senior credit facility 
has variable interest rates based on either the prime rate or LIBOR. If interest 
rates on our variable debt averaged 10% more, our interest expense would have 
increased, and loss before taxes would have increased by approximately 
$0.7 million for the six months ended June 30, 2000. 

We have entered into interest rate swaps to manage our exposure to 
fluctuations in interest rates on our variable rate debt. The fair value of 
these swaps was approximately $1.0 million at June 30, 2000. The positive fair 
value indicates an estimated amount we would be paid to cancel the contracts or 
transfer them to other parties. In connection with our credit facility, we used 
an interest rate swap agreement with a notional amount of $25 million to 
effectively convert a portion of our variable interest rate exposure to a fixed 
rate of 9.91%. The swap agreement expires on September 29, 2000. In connection 
with our floating rate notes, we used two interest rate swap agreements, with 
notional amounts of $50 million and $25 million, respectively, to effectively 
convert our variable interest rate exposure to a fixed rate of 10.01% and 9.95%. 
respectively. The swap agreements expire on November 1, 2001 and 2000, 
respectively. 
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PART II. OTHER INFORMATION 

ITEM 5. OTHER INFORMATION 

None. 

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K 

(a) Exhibits 

2.1 

2.2 

2.3 

2.4 

2.5 

3.1 

3.2 

3.3 

4.1 

4.2 

4.3 Form of Initial Fixed Rate Security.(3) 

4.4 

4.5 

4.6 

4.7 

Form of Initial Floating Rate Security.(3) 

Form of Exchange Fixed Rate Security.(3) 

Form of Exchange Floating Rate Security. (3) 

Form of 144A Senior Subordinated Note due 2010.(4) 

4.8 

4.9 

Form of Regulation S Senior Subordinated Note due 2010.(4) 

Registration Rights Agreement dated as of May 19, 2000 
between FairPoint and the Initial Purchasers named 
therein.(4) 

10.1 

10.2 

Stock Purchase Agreement dated as of December 10, 1999 by 
and among MJD Ventures, Inc., Peoples Mutual Telephone 
Company and the other parties thereto.(l) 

Stock Purchase Agreement dated as of December 23, 1999 by 
and among MJD Ventures, Inc., TPG Communications, Inc., TPG 
Partners, L.P., TPG Parallel I, L.P., J. Milton Lewis and 
Robert DiPauli.(l) 

Stock Purchase Agreement dated as of January 4. 2000 by and 
among FairPoint, Thomas H. Lee Equity IV, L.P., Kelso 
Investment Associates V, L.P., Kelso Equity Partners V, 
L.P., Carousel Capital Partners, L.P. and certain other 
signatories thereto.(l) 

Stock Purchase Agreement dated as April 25, 2000 by and 
among MJD Ventures, Inc., Fremont Telcom Co. and the other 
parties thereto.(4) 

Stock Purchase Agreement dated as of May 23, 2000 by and 
among MJD Ventures, Inc., W.B.W. Trust Number One and 
Comerco, Inc. (4) 

Sixth Amended and Restated Certificate of Incorporation of 
FairPoint.(2) 

By-Laws of FairPoint.(4) 

Certificate of Designation of Series D Preferred Stock of 
FairPoint. 

Indenture, dated as of May 5, 1998, between FairPoint and 
United States Trust Company of New York, relating to 
FairPoint's $125,000,000 9 l/2% Senior Subordinated Notes 
due 2008 and $75,000,000 Floating Rate Callable Securities 
due 2008.(3) 

Indenture, dated as of May 24, 2000, between FairPoint and 
United States Trust Company of New York, relating to 
FairPoint's $200,000,000 12 l/2% Senior Subordinated Notes 
due 2010.(4) 

Credit Agreement dated as of March 30, 1998 among FairPoint, 
various lending institutions, NationsBank of Texas, N.A. and 
Bankers Trust Company. (3) 

First Amendment to Credit Agreement dated as of April 30, 
1998 among FairPoint, NationsBank of Texas, N.A. and Bankers 
Trust Company.(l) 
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10.3 Second Amendment to Credit Agreement dated as of May 14, 
1999 among FairPoint, NationsBank of Texas, N.A. and Bankers 
Trust Company. (4) 

10.4 

10.5 

10.6 

10.7 

10.8 

10.9 

10.10 

10.11 

10.12 

10.13 

10.14 

10.15 

10.16 

10.17 

10.18 

10.19 

10.20 

10.21 

10.22 

10.23 

10.24 

Amendment and Waiver dated as of January 12, 2000 among 
FairPoint, NationsBank of Texas, N.A. and Bankers Trust 
Company. (4) 

Fourth Amendment and Consent dated as of March 14, 2000 
among FairPoint, First Union National Bank, Bank of America, 
N.A. and Bankers Trust Company.(2) 

Form of B Term Nate.(3) 

Form of C Term Note Floating Rate.(3) 

Form of C Term Note Fixed Rate. (3) 

Form of RF Nate.(3) 

Form of AF Nate.(3) 

Subsidiary Guarantee dated as of March 30, 1998 by MJD 
Holdings Corp., MJD Ventures, Inc., MJD Services Corp., ST 
Enterprises, Ltd. for the benefit of Bankers Trust 
Company.(3) 

Pledge Agreement dated as of March 30, 1998 among MJD 
Communications, Inc., ST Enterprises, Ltd., MJD Holdings 
Corp., MJD Services Corp., MJD Ventures, Inc., C-R 
Communications, Inc., as pledgors, and Bankers Trust 
Company, as collateral agent and pledgee.(3) 

Stockholders' Agreement dated as of January 20, 2000 of 
FairPoint. 

Registration Rights Agreement dated as of January 20, 2000 
of FairPoint. 

Management Services Agreement dated as of January 20, 2000 
by and between FairPoint and THL Equity Advisors IV, LLC.(l 

Amended and Restated Financial Advisory Agreement dated as 
of January 20, 2000 by and between FairPoint and Kelso & 
Company, L.P.(l) 

Non-Competition, Non-Solicitation and Non-Disclosure 
Agreement dated as of January 20, 2000 by and between 
FairPoint and JED Communications Associates, Inc.(l) 

Non-Competition, Non-Solicitation and Non-Disclosure 
Agreement dated as of January 20, 2000 by and between 
FairPoint and Daniel G. Bergstein. 

Non-Competition, Non-Solicitation and Non-Disclosure 
Agreement dated as of January 20, 2000 by and between 
FairPoint and Meyer Haberman. 

Subscription Agreement dated as of January 31, 2000 by and 
between FairPoint and each of the Subscribers party 
thereto.(l) 

Employment Agreement dated as of January 20, 2000 by and 
between FairPoint and Jack Thomas.(l) 

Employment Agreement dated as of January 20, 2000 by and 
between FairPoint and Eugene Johnson.(l) 

Employment Agreement dated as of January 20, 2000 by and 
between FairPoint and John P. Duda. 

Employment Agreement dated as of January 20, 2000 by and 
between FairPoint and Walter E. Leach, Jr.(l) 
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10.25 Institutional Stock Purchase Agreement dated as of January 
20, 2000 by and among FairPoint and the other parties 
thereto.(l) 

10.26 Institutional Stockholders Agreement dated as of January 20, 
2000 by and among FairPoint and the other parties 
thereto.(l) 

10.27 FairPoint 1995 Stock Option Plan.(4) 

10.28 FairPoint Amended and Restated 1998 Stock Incentive Plan.(4) 

10.29 FairPoint 2000 Employee Stock Option Plan.141 

27.1 Financial Data Schedule* 

* 

(1) 

(2) 

(3) 

(4) 

(bl 

Filed herewith. 

Incorporated by reference to the annual report of FairPoint for the year 
ended 1999, filed on Form 10-K. 

Incorporated by reference to Amendment No. 1 to the annual report of 
FairPoint for the year ended 1999, filed on Form 10-K/A. 

Incorporated by reference to the registration statement on Form S-4 of 
FairPoint, declared effective as of October 1, 1998 (file no. 333-56365). 

Incorporated by reference to the registration statement on Form S-4 of 
FairPoint, declared effective as of August 9, 2000 (file no. 333-41462). 

Reports on Form 8-K 

on February 4, 2000, the Company filed a Current Report on Form 8-K 
disclosing the consummation of its January 2000 equity financing and 
recapitalization. 

On April 17, 2000, the Company filed a Current Report on Form 8-K disclosing 
its acquisition of all of the outstanding capital stock of TPG 
Communications, Inc., pursuant to the terms of a Stock Purchase Agreement, dated 
as of December 23, 1999, for an aggregate purchase price of approximately 
$146.3 million. 

On May 10, 2000, the Company filed a Current Report on Form S-K, dated 
May 9, 2000, announcing its intention to file a registration statement for an 
underwritten public offering of its common stock. 

On May 10, 2000 the Company filed a Current Report on Form S-K, dated 
May 9, 2000, announcing its intention to raise $2000 million through a private 
offering of senior subordinated notes. The senior subordinated notes will have a 
ten-year term and interest will be paid semi-annually in cash. 

On May 10, 2000 the Company filed a Current Report on Form 8-K, dated 
April 28, 2000 announcing the amendment and restatement of its Certificate of 
Incorporation to change its legal name from MJD Communications, Inc. to 
FairPoint Communications, Inc. 

On May 31, 2000, the Company filed a Current Report on Form 8-K disclosing 
the consummation of its May 2000 private placement of $200 million of its 
12 l/2% Senior Subordinated Notes due 2010. 
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SIGNATURES 

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

FAIRPOINT COMMUNICATIONS, INC. 

By: /s/ WALTER E. LEACH, JR. 
---------------------------------- 

------- 

Chief 

Dated: August 11, 2000 
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Name: Walter E. Leach, Jr. 
Title: Senior Vice President and 

Financial Officer 
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ITEM 1. BUSINESS 
PART I 

Company Overview 
h4JD Communications, Inc. (“MJD” or the “Company,,) is a rapidly growing facilities-based mte- 

grated communications provider (“ICP”) offering a suite of bundled voice and data products to small to 
medium-sized’ business subscribers in ex-urban markets (generally markets with populations of less h 
100,000) and predominantly residential subscribers in rural markets. The Company is see&g to position 
itself as a leading single SOUICC provider of voice services, including basic local services, intra and inter- 
state access services, long distance services and other voice communications services and data product 
offerings, such as Internet access and digital subscriber line (“DSC’) services, to meet the growing demand 
for broadband services. The Company is continually evaluating new product offerings, particularly ~th an 
emphasis on emerging data services such as IF Centrex, managed services, ecommerce hosting, applica- 
tion hosting and community portals. MJD believes it is executing a capital efficient ICP business strategy 
by leveraging the switching infrastructure at its acquired rural local exchange carriers (“RIEC”) to edge 
out into new markets in proximity to areas served by its RLECs. As of December 31,1999, the Company 
was providing service to over 190,000 access lines in 96 markets located in thirteen states throughout the 
United States. 

The Company was formed in 1991 to seek consolidation opportunities in the RLEC market. The 
Company’s senior management team has demonstrated its ability to successfully acquire, integrate and 
operate RLECs and to expand its business through its ICP business strategy. A key component of the 
Company’s ICP business strategy is to edge out into fourth tier and select third tier markets that are within 
a 200 mile radius of areas served by its BLECs. MID intends to seek and acquire strategically located 
RLECs that will enable the Company to be an early entrant in its target markets. By leveraging its existing 
RLEC switching infrastructure, the Company believes it is deploying a highly capital efficient network 
infrastructure that will support present and future broadband data and voice services. 

The Company launched its ICP business strategy in April 1998 thorough its wholly-owned subisidiary, 
FairPoint Communications Corp. (“FairPoint”), and as of December 31,1999, served approximately 10,000 
access lines in 10 markets. As of March 1, 2000, FairPoint had entered an additional 121 markets, 
increasing the total number of markets served to 131. As of March 1,2000, FairPoint had provisioned an 
additional 41,000 access lines resulting in a total of approximately 51,000 access lines located in the 
Northeast and Pacific Northwest region of the United States. The Company intends to serve over 220 
markets by December 31, 2000, including markets in the Southeast and Southwestern regions and to 
increase the number.of access lines served by FairPoint to approximately 140,008 access lines. Since 1993, 
the Company has acquired 24 RLECs located in twelve states and as of December 31, 1999, served over 
150,000 access lines. The Company has announced two pending acquisitions strategically located in the 
southeastern United States that will increase the number of RLEC access lines served from approximately 
150,800 to 210,000. The Company believes these two strategic RLEC acquisitions and future RLEC 
acquisitions will facilitate continued ICI’ growth. 

The Company believes it has identified a market opportunity in under-served markets in tier four and 
select tier three tier markets. There are approximately 930 of these markets representing approximately 7.7 
million business lines and telecommunications spending of approximately $11.1 billion. By leveraging its 
I2LEC platform and entering these largely under-served markets, the Company believes it can successfully 
compete against the incumbent local exchange carrier (“ILEC”) for voice services and continually evolve 
its ICP strategy to drive additional market penetration and revenues. The Company’s ICP business strategy 
is to enter new markets on either an unbundled network element platform (“LINE-P”) or resale basis. 
Once the Company has achieved sufficient market share to justify the required capital investment, the 
Company will migrate its customers to its own facilities-based services (“on-switch”) by co-locating in the 
ILEC’s central @‘ice. This capital efficient strategy, together with the Company’s ability to leverage the 
BIEC tit&g infrastructure, allows the Company to enter new markets and, following the co-location 

3 



process, to efficiently route its customer traffic back through its KLEC network and host witching facility. 
As of March 1, 2000, the Company had completed co-locations in 12 markets and expects to complete 

approximately additional 120 co-locations by December 31, 2000. The Company’s co-lo~ted facilities 
include installation of both data and voice network equipment. The Company’s central office host remote 
sites have advanced digital switches which allow the Company to provide advanced voice and data services. 
Currently, the Company has deployed DSL technology in 15 of its central offices. The Company is 

designing and expects to deploy an advanced packet switching network and pursue voice over Internet 
protocol/voice telephony over asynchronous transfer mode (“VOIP/VTGA,,) architecture to augment its 
RLEC switching platform. 

After giving effect to the conversion of the Company’s Class B Common Stock and Series D Preferred 
Stock (which will occur automatically upon the receipt of all required regulatory approvals, the (“Conver- 
sion,,) as described herein, senior management of the Company owned approximately 22.6% of the Class 
A Common Stock of the Company on a fully diluted basis as of March 15,200O. 

Recent Developments 

The Company has entered into a Stock Purchase Agreement dated as of December 23, 1999 to 
acquire TPG Communications, Inc. for approximately $210.0 million. This Company serves approximately 
52,000 access lines located primarily in the Florida panhandle region. The Company also has entered into a 
Stock Purchase Agreement dated as of December 10,1999, with Peoples Mutual Telephone Company and 
certain other parties to acquire an RLEC for approximately $35.0 million. This Company serves approxi- 
mately 7,600 access lines in Central Virginia. These acquisitions (the “Pending Acquisitions”) are expected 
to close during the second quarter of 2000 and represent platforms which the Company will use to expand 
its CLEC activities into the Southeast. 

In January 2000, the Company completed an equity financing and recapitalization (the “Equity 
Financing”) pursuant to which (i) investment partnerships and other parties affiliated with or related to 
Thomas H. Lee Equity Fund IV, L-I? (collectively “THIY), investment partnerships affiliated with Kelso & 
Company (“Kelso”,and collectively with THL, the “Equity Investors”), certain other institutional investors 
and members of management acquired equity interests in the Company, and (ii) Carousel Capital Partners, 
L.P. (“Carousel”) sold all of its equity interests in the Company. The net cash proceeds of approximately 
$159.3 million to the Company from the Bquity Financing have been and are expected to be used to repay 
certain amounts outstanding under the Company’s revolving credit facilities and to fund the Company’s 
Pending ,&quisitions and its CLEC strategy. After giving effect to the Conversion, THL and Kelso owned, 
as of March 15,,2000, approximately 37.8% and 32.1%’ respectively, of the Class A Common Stock on a 
fully diluted basis. The Equity Investors have invested an aggregate of approximately $375.5 million of 
equity capital in MJD. The .Company believes it benefits from the Equity Investors’ financial and 
management expertise and financial support. 

Industry Overview 
The Telecommunications industry is experiencing rapid growth driven by deregulation and new 

technologies facilitating an increase in the number and functionality of voice, data and broadband product 
offerings. 

The emergence of CLECs has been promoted by Congress through the Telecommunications Act of 
1996, as amended (the “‘IHecommunications Act”), and furthered by federal and state regulatory policies. 
The Te1ecommumcation.s Act and subsequent regulatory policy have provided CLECs with access to the 
ILEC’S infrastructure and, most importantly, an ability to reach the end user. Legislation and regulatory 
policy, technological advances and increased demand for broadband product offerings and bundled 
services have been the primary drivers behind the growth of the CLEC sector. 
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