BEFORE THE PUBLIC UTILITY COMMISSION OF OREGON
DOCKET NO. UM ______
In the Matter of
CENTURYLINK, INC.
Application for an Order to Approve the
Indirect Transfer of Control of QWEST
CORPORATION

APPLICATION FOR EXPEDITED APPROVAL
OF INDIRECT TRANSFER OF CONTROL
1.

CenturyLink, Inc. (“CenturyLink”) respectfully requests the approval of the

indirect merger of CenturyLink’s and Qwest Communications International, Inc.’s
(“QCII” or “Qwest”) regulated Oregon incumbent local exchange carrier subsidiaries,
which operate as telecommunications utilities in the state of Oregon, to CenturyLink (the
“Transaction”). 1 CenturyLink submits that the Transaction meets the requirements of

Those operating subsidiaries include CenturyTel of Oregon, Inc., CenturyTel of Eastern
Oregon, Inc., and United Telephone Company of the Northwest d/b/a CenturyLink (collectively
“the CenturyLink Oregon ILECs”) and Qwest Corporation (“Qwest Corp”). Qwest Corp does
not join as an applicant in this matter because neither ORS 759.375 nor ORS 759.380 apply to it
due to the Commission’s approval of its price plan in Order No. 08-408 in docket UM (“Price
Plan”), which included the waiver of those statutes. Nevertheless, Qwest Corp has stated that it
will immediately seek intervenor status so that it becomes a party to this docket, subject to the
Commission’s procedural rules for contested case proceedings. Further, QCII has two other
1

Oregon Revised Statute (“ORS”) 759.375, ORS 759.380, Oregon Administrative Rule 860027-0025, and any other applicable law or rule, and thus that the Application should be
approved.2
2.

This Transaction will result in a combined company with greater network

and financial resources to provide voice, broadband data, and other advanced
communications services to Oregon customers. The combination will result in a
company that will have the national breadth and local depth to provide a compelling
array of products and services to its customers. CenturyLink therefore requests that the
Commission approve this Application expeditiously to allow it to timely consummate
the Transaction.
I.

INTRODUCTION
3.

The Transaction combines two leading communications companies with

customer-focused, industry-leading capabilities, together with complementary
networks and operating footprints. The Transaction is a stock-for-stock transaction that
requires no new financing or refinancing and adds no new debt. It will provide the
subsidiaries providing telecommunications services in Oregon, Qwest Communications
Company, LLC (“QCC”) and Qwest LD Corp. (“QLDC”). However, these QCII subsidiaries
operate as Competitive Local Exchange Carriers (“CLECs”) or Interexchange Carriers (“IXCs”)
in Oregon, and as such, are not regulated by the Commission and not subject to ORS 759.375 or
ORS 759.380. Likewise, CenturyLink operates subsidiaries in Oregon that are not governed by
ORS 759.375 or ORS 759.380.
Qwest Corp is exempt from ORS 759.375 and ORS 759.380 under its Price Plan, which
CenturyLink asserts exempts this transaction from review by the Commission. However, in
abundance of caution, and to not delay the completion of this transaction, CenturyLink files this
application for approval.
2
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combined company with greater financial resources and access to capital enabling it to
invest in networks, systems and employees that can reach more customers with a broad
range of innovative products and voice, data and entertainment services over an
advanced network. The combination creates a robust, national approximately 180,000
mile fiber network that will allow CenturyLink to meet increasing data traffic demands
for robust content and deliver strategic and customized product solutions to business,
wholesale, and government customers throughout the nation by combining QCII’s
significant national fiber-optic network and data centers and CenturyLink’s core fiber
network. The Transaction provides the financial, managerial and operational strength
to better position the company to offer more customers the full array of broadband
products and video entertainment that will enable the company to compete against
cable companies and technology substitution within its local regions. Approving the
Transaction is consistent with the public interest, and will do no harm to customers, and
will, in fact, benefit customers.
II.

THE TRANSACTION
4.

On April 21, 2010, Qwest Communications International, Inc., CenturyTel,

Inc., and SB44 Acquisition Company (“Acquisition Company”) entered into an
Agreement and Plan of Merger (“Merger Agreement”) which describes the transaction
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subject to this Application. 3 CenturyLink is a publicly-traded holding company with
incumbent local exchange carrier operations in 33 states, including Oregon. QCII, is a
publicly-traded holding company with incumbent local exchange carrier operations in
14 states, including Oregon, and nationwide competitive local exchange and
interexchange operations. Acquisition Company is a direct wholly-owned subsidiary of
CenturyLink created to effectuate this Transaction. Under the terms of the Merger
Agreement, QCII and Acquisition Company will merge, after which QCII will be the
surviving entity and the separate corporate existence of Acquisition Company will
cease. 4 Also following completion of the Transaction, four directors from the QCII
Board will be added to the CenturyLink Board of Directors, including Edward A.
Mueller, QCII’s Chairman and Chief Executive Officer (CEO). This addition will
increase the number of CenturyLink directors from 13 pre-Transaction to 17 postTransaction.
5.

Under the terms of the Merger Agreement, QCII will become a wholly-

owned, first-tier subsidiary of CenturyLink. Exhibit 1 attached to this Application
depicts the pre- and post-Transaction corporate structure. As shown, there will be no
change in corporate structure of the respective CenturyLink and QCII operating entities
as a result of the Transaction. Qwest Corp will remain a subsidiary of QCII. Further,
A copy of the Merger Agreement is available at
http://www.centurylinkqwestmerger.com/downloads/sec-filings/Qwest-8K%204-22-10.pdf.
3

4

QCII will adopt the By-Laws and Certificate of Incorporation of Acquisition Company.
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because this Transaction is a combination of the parent company only, it is not a
transaction in which local exchanges, companies, or assets are being sold, combined or
transferred to a new provider.
6.

The Transaction is a tax-free, stock-for-stock business deal with no new

debt or refinancing required. Shareholders of QCII will receive 0.1664 shares of
CenturyLink for each share of QCII common stock owned at closing. Upon closing, the
shareholders of pre-merger CenturyLink will own approximately 50.5% of post-merger
CenturyLink, and the shareholders of pre-merger QCII will own approximately 49.5%
of post-merger CenturyLink. CenturyLink will issue new stock to acquire QCII; it is not
paying cash or financing the Transaction through debt.
7.

The Transaction is a straightforward combination and strengthening of

companies that will maintain and enhance current operations. In fact, it has none of the
financial or tax structure complexities or characteristics of other recent transactions that
have been the subject of criticism by some state commissions. To the contrary, like the
recent merger of CenturyLink and Embarq Corporation that the Commission approved
in May of last year (Order No. 09-169 in Docket UM 1416), this Transaction does not
involve the sale and transfer of regulated companies, exchanges or assets from one
entity to another or the issuance of new debt or refinancing.
8.

The Transaction contemplates a parent-level transfer of control of QCII

only. Qwest Corp and the CenturyLink Oregon ILECs will continue as separate
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carriers, and each will continue to have the requisite managerial, technical and financial
capability to provide services to its customers. Immediately upon completion of the
Transaction, end-user and wholesale customers will continue to receive service from the
same carrier, at the same rates, terms and conditions and under the same tariffs, price
plans, interconnection agreements, and other regulatory obligations as immediately
prior to the Transaction; as such, the Transaction will be transparent to the customers.
Any subsequent service or price changes will be made, just as they are now, in
accordance with all applicable rules and laws. 5 Moreover, the Transaction does not
alter or change the jurisdiction of the Commission over the CenturyLink Oregon ILECs
and Qwest Corp and they remain subject to the same obligations as before the
Transaction.
III.

PARTIES
A.

DESCRIPTION OF CENTURYLINK

9.

CenturyLink is a publicly-traded Louisiana corporation with headquarters

at 100 CenturyLink Drive, Monroe, Louisiana. CenturyLink is included in the Fortune
500’s list of America’s largest corporations. CenturyLink is a leading provider of high-

In view of the current rapidly-changing communications market, any provider,
including post-Transaction CenturyLink, must constantly review its pricing strategy and
product mix to respond to marketplace and consumer demands. While rates, terms and
conditions will be the same immediately after the Transaction as immediately before the
Transaction, prices and product mixes necessarily will change over time as marketplace,
technology, and business demands dictate. The affected entities will make such changes only
following full compliance with all applicable rules and laws.
5
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quality voice and broadband services over its advanced communications networks to
consumers and businesses in 33 states, including Oregon. 6 CenturyLink serves
approximately 7 million access lines nationwide, 2.2 million broadband subscribers, and
over 553,000 video subscribers. 7 CenturyLink has a successful history of providing
services to rural America, and has evolved into a company that serves every segment of
the consumer and business markets through a complete array of voice and data services.
10.

CenturyLink has a local, community-based approach to serving its

customers. This community-based approach focuses on allocating decision-making and
accountability close to its customer base, under the philosophy that services, bundles or
pricing should suit the customer needs of the particular local area or market. This local
market focus allows flexibility and responsiveness in the development of products and
bundles to be offered in different geographic areas and has been a proven success.
CenturyLink intends to continue and extend its local market focus under the newly
combined company.
11.

CenturyLink has an established track record of successfully integrating

companies, including its most recent merger with Embarq Corporation. Previous to the

In addition to Oregon, CenturyLink is an incumbent local exchange provider in
Louisiana, Washington, Idaho, Montana, Wyoming, Nebraska, Minnesota, Iowa, New Mexico,
Colorado, Nevada, Ohio, Indiana, Michigan, Illinois, Wisconsin, Pennsylvania, New Jersey,
Tennessee, Virginia, North Carolina, South Carolina, Florida, Georgia, Alabama, Mississippi,
Texas, Arkansas, Oklahoma, Missouri, Kansas and California.
6

7

As of December 31, 2009.
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Embarq transaction, CenturyLink had executed five other transactions wherein it
acquired more than two million access lines. In addition, CenturyLink had acquired
significant fiber assets in 2003 and 2005, which are now part of a nationwide, core fiber
network that is a key enabler for IPTV and other data traffic. CenturyLink employs a
best-in-class view towards company integration, combining the finest talent and most
efficient and successful practices of the two merging companies. In consideration of the
talent pool of employees, services, innovation, and commitment to service quality that
currently resides in both CenturyLink and Qwest, the combined and integrated company
will have an augmented supply of human and technological resources to service rural
and urban customers.
12.

The CenturyLink Oregon ILECs (United Telephone Company of the

Northwest, d/b/a CenturyLink, CenturyTel of Oregon, Inc., and CenturyTel of Eastern
Oregon, Inc.) are telecommunications utilities as defined in ORS 759.005 and are subject
to traditional rate regulation. Combined, the CenturyLink Oregon ILECs serve
approximately 109,000 access lines in the state. Both the CenturyLink Oregon ILECs and
Qwest Corp provide regulated retail and wholesale services under the jurisdiction of this
Commission. They also provide interconnection services to CLECs through numerous
interconnection agreements approved by this Commission.
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B.

DESCRIPTION OF QWEST 8

13.

QCII is a publicly-traded Delaware corporation, with headquarters at 1801

California Street, Denver, Colorado. QCII, through its operating subsidiaries, offers a
complete suite of communications services to consumers and businesses, including local,
long distance, high-speed data, and, through sales relationships with Verizon Wireless
and DIRECTV, wireless and video services. QCII (sometimes referred generically as
“Qwest”) is in the Fortune 500’s list of America’s largest corporations. 9 With its
industry-leading national fiber-optic network and world-class customer service, Qwest is
the choice of 95% of Fortune 500 companies, offering a full suite of network, data and
voice services for small businesses, large businesses, government agencies and wholesale
customers.
14.

As a subsidiary of QCII, Qwest Corp provides incumbent local exchange

services in 14 states, serving approximately 10.3 million local access lines. 10 Qwest Corp
is authorized by this Commission to provide local exchange services, serving

Although Qwest is not a formal “party” to this Application for the reasons set
forth in footnote 1, Qwest will intervene as a party at the appropriate time.
Nevertheless, CenturyLink provides certain information about Qwest in this
Application.
8

QCII’s most recent 10K filing to the Securities and Exchange Commission is a public
document and is available at:
http://www.sec.gov/Archives/edgar/data/1037949/000119312510032428/d10k.htm
10 Access lines as of December 31, 2009. In addition to Oregon, Qwest Corp is an
incumbent local exchange provider in Colorado, Washington, Idaho, Montana, Wyoming,
Nebraska, North Dakota, South Dakota, Minnesota, Iowa, Utah, Arizona and New Mexico.
9
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approximately 802,000 access lines, as well as intrastate interexchange services, in
Oregon. Qwest Corp provides regulated retail and wholesale services under the
jurisdiction of this Commission, as well as interconnection services to CLECs through
numerous interconnection agreements approved by this Commission.
15.

Communications and correspondence for the proceeding herein should be

sent to the following individuals at CenturyLink:
William E. Hendricks
CenturyLink
805 Broadway Street
Vancouver, WA 98660-3277
Phone: (360) 905-5949
Fax: (360) 905-5953
Tre.Hendrcks@CenturyLink.com

Barbara C. Young
CenturyLink
902 Wasco Street
Hood River, OR 97031
Phone: (541) 387-9850
Fax: (541) 387-9037
Barbara.C.Young@CenturyLink.com

Charles L. Best
1631 NE Broadway, Suite 538
Portland, OR 97232-1425
Phone: (503) 287-7160
Fax: (503) 287-7160
chuck@charleslbest.com

IV.

STANDARD OF REVIEW
16.

In reviewing this Transaction, the Commission should apply the public

interest standard that it has applied to other transactions involving telecommunications
utilities under ORS Chapter 759 and OAR 860-027-0025. 11 The appropriate standard in

In the Matter of Embarq Corporation and CenturyTel, Inc. Joint Application for
Approval of Merger between the Two Companies and their Subsidiaries, Docket No. UM 1416,
11
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Oregon telecommunications merger, acquisition or consolidation transactions is
whether the transaction will do “no harm,” as the Commission found in the
CenturyTel/Embarq, Verizon/Frontier and Malheur transactions. 12
17.

Under this standard, the Transaction need not specifically benefit the

public, but must simply cause no harm. However, in this case, CenturyLink believes
that the Transaction will in fact benefit customers. The Transaction as set forth under
the Merger Agreement, and involving the CenturyLink Oregon ILECs and Qwest Corp,
satisfies the criteria set forth in the Oregon law. After the merger, the CenturyLink
Oregon ILECs and Qwest Corp will maintain the capability to provide high-quality
telecommunications services and to introduce advanced services in Oregon. The
increased scale and scope of the combined entity will allow it to better serve its
customers. The transfer is therefore consistent with the public interest. As addressed
below, the transfer of control of QCII (the parent of Qwest Corp and the unregulated
subsidiaries, QCC and QLDC) satisfies all applicable criteria.
V.

THE TRANSACTION WILL NOT HARM AND WILL, IN FACT, BENEFIT
CUSTOMERS

Order No. 09-169 (2009); see also In the Matter of Verizon Communications Inc. and Frontier
Communications Corporation Joint Application for an Order Declining to Assert Jurisdiction
Over, or, in the Alternative, Approving the Indirect Transfer of Control of Verizon Northwest
Inc., Docket No. UM 1431, Order No 10-067 (2009); In the Matter of Malheur Home
Telephone Company Application for an Order Approving Transaction, and Request for
Expedited Consideration, Docket No. UM 1451, Order No. 09-483 (2009).
12

See Id.
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18.

As explained in the attached testimony of John Jones of CenturyLink, the

Transaction will provide benefits to consumers of the combined company without any
countervailing harms. The communications industry has changed dramatically in the
last several years, and the industry continues to experience change at a frenetic pace.
Competition, and particularly intermodal competition, is widespread with wireless and
wireline carriers competing vigorously for customers. Local wireline carriers face
increasing competition from other providers of voice services and from cable operators
providing voice, video and data offerings.
19.

As a result of this robustly competitive market environment and the

rapidly-changing fundamentals of the wireline business, carriers such as Qwest and
CenturyLink must adapt to compete more effectively. Wireline businesses now require
greater strategic flexibility to bring new products and expanded services to the
marketplace more quickly and to enhance customer service. These evolving market
dynamics place unique pressures on companies such as Qwest and CenturyLink. The
financial strength and flexibility, the more diverse mix of product offerings, the
increased scale and stronger product portfolio and the approximately 180,000-mile fiber
network combine to position the post-Transaction CenturyLink to better respond to
customer demand and effectively compete and provide attractive service and product
options for its customer base in a way that meets the unique needs of business,
wholesale, government and residential customers.
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20.

Qwest and CenturyLink have complementary local and long distance

markets and a strong tradition of customer-centric approach. CenturyLink’s regional
operating model and targeted marketing focus, coupled with Qwest’s industry-leading
network and strong business, government and wholesale focus, will position the
combined company to improve and expand deployment of innovative IP products and
services to business customers, to expand broadband availability and increased
broadband speeds to consumers, to deploy additional fiber-to-the-cell-tower
capabilities, and to offer new video choices to better serve customers.
21.

The communications industry has been and is expected in the future to be

the subject of rapid and fundamental changes in technology, customer preferences, and
the competitive landscape. Rapid changes in technology and customer preferences
require equally rapid responses and execution strategies by telecommunications carriers.
To respond rapidly and succeed most effectively in this competitive market environment,
carriers must have a strategic focus on providing products and services that differentiate
them in the market, and they need sufficient scale to execute upon their strategic focus.
Even a carrier that knows its customers’ preferences cannot compete effectively in
today’s marketplace without sufficient size and scope to match those preferences with
suitable products or services offered at affordable rates. The Transaction will result in a
combined enterprise that can achieve greater economies of scale and scope than the two
companies operating independently. This, in turn, will enhance the ability of the post-
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Transaction enterprise to focus more strategically and rapidly respond to customer
preferences in providing a full portfolio of quality, advanced communications services
that will differentiate the company in the markets it serves.
22.

The Oregon operations will be strengthened as a result of the

Transaction. Qwest Corp will continue in its current corporate existence and will retain
its levels and standards of technical and managerial expertise over both rural and urban
exchanges in the state; yet, its provisioning of products and services will only be
augmented by the combined company’s stronger financial position and balance sheet.
Additionally, with CenturyLink’s distinctive expertise in serving smaller, rural areas,
and Qwest’s industry-leading national fiber-optic network, data centers, and enterprise
business experience, the post-Transaction enterprise will be positioned to capitalize on
its collective knowledge of its local customers’ preferences and to deliver innovative
technology and product offerings to both its urban and rural markets. Customers will
benefit from increased access to those offerings, and the post-merger CenturyLink will
benefit from retaining and attracting customers whose needs are satisfied by its
offerings, service quality and customer care. The public interest will be served by the
Transaction, as it will allow the new company to bring to bear the combined resources
of Qwest and CenturyLink on the shared, singular focus of delivering a full portfolio of
services that meet the targeted needs of the consumer, business, and wholesale
customers served.
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23.

Consumers of communications services, including both residential

consumers and businesses, have more choices than ever before in the market for local
and long distance calling, high-speed Internet and other data, video, and wireless
services. Intermodal competition to provide these services is now widespread. The two
companies combined will be a national telecommunications company serving
approximately 17 million access lines, more than 5 million broadband customers, more
than 1.4 million video subscribers, and 850,000 wireless customers. 13 As such, the
Transaction will enable the combined company to become a stronger, more viable
provider capable of meeting ever-evolving consumer needs. At the same time, the
public interest in preserving competition is not harmed as there is no meaningful
reduction in competition especially since there is virtually no overlap in the companies’
incumbent local exchange operations. And, where competition exists currently between
Qwest and CenturyLink for government or enterprise customers, there is an abundance
of other providers from which customers may choose, and thus the Transaction will not
lessen competition materially in these markets.
24.

Ensuring the continuation of high-quality service and customer

experience pre- and post-merger is vitally important. Qwest and CenturyLink
understand that continuing to meet customer needs is its top priority. The Transaction
will not change that focus. To the contrary, the customer service, network and
13

Pro Forma combined customer statistics as of December 31, 2009.
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operations functions that are critical to each company’s success today will continue to
be key focuses when the Transaction is complete. The post-Transaction company will
be staffed to ensure that continuity.
25.

As an indirect subsidiary of CenturyLink, post-Transaction Qwest Corp

will maintain and enhance its capability to provide high-quality telecommunications
services and to introduce advanced services. Similarly, CenturyLink’s operating
subsidiaries will continue to provide high-quality telecommunications services and to
introduce advanced services post-Transaction. The increased scale, more diverse mix of
offerings, and stronger product pipeline of the combined company will provide a
compelling array of products and services to better serve its post-Transaction customers.
26.

Furthermore, because this is a parent-level transaction only, with no

change in the regulated entities, the Transaction will not result in the Commission
losing any of its current authority over the regulated companies. To the contrary,
immediately upon completion of the Transaction, the Commission retains exactly the
same regulatory authority over Qwest Corp and the CenturyLink Oregon ILECs that
the Commission possesses immediately prior to the Transaction. Nor does the
Transaction result in any change to the regulatory status and current obligations of
Qwest Corp and CenturyLink Oregon ILECs. Instead, Qwest Corp and the
CenturyLink Oregon ILECs will remain subject to the same price regulatory structure,
service quality and performance obligations, tariffing requirements, and other
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applicable orders, rules and regulations as they do now. Moreover, because the
Transaction results in no direct change to the operating entities, it should be transparent
to customers. For example, there is no change in services or rates as result of the
Transaction, and Qwest Corp and the CenturyLink Oregon ILECs will continue to
provide local exchange service subject to the same rules, regulations and applicable
tariffs and price lists as they now do. 14 Likewise, the terms and prices for existing
wholesale services under Qwest Corp’s and CenturyLink Oregon ILECs’ access tariffs
will be unchanged, and there is no impact on the terms of any existing interconnection
agreements or on any obligations under the laws governing interconnection.
27.

The Transaction will not alter existing relationships between Qwest Corp

or the CenturyLink Oregon ILECs and their bargaining unit employees. Post-merger
CenturyLink will continue to honor existing collective bargaining agreements for the
duration of those agreements. Any changes to bargaining employee benefits covered
by a collective bargaining agreement would be subject to the terms of those agreements.
28.

As it has pre-Transaction, CenturyLink will maintain and evolve

comprehensive compensation and benefit programs that allow the post-Transaction
company to recruit and retain highly-qualified and motivated employees. While the
dynamics of the labor and benefits markets—irrespective of the Transaction—may

Future rate changes will continue to be governed by the same rules and procedures as
today. In every case, the end-user and wholesale obligations and regulatory requirements are
subject to future modification by Commission and legislative decisions.
14
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necessitate changes to the company’s compensation and benefit plans from year-to-year,
the Transaction itself will not result in compensation and benefit changes that would
hamper CenturyLink’s ability to remain competitive in the market for employees.
29.

The Transaction will in no way affect the obligations created in the

CenturyTel/Embarq merger order. 15 CenturyLink restates here its commitment to
comply with and abide by all applicable conditions and obligations on behalf of itself
and all of its subsidiaries operating in Oregon. The Merger will not result in customer
disruption or confusion; the combined entity’s services will continue to be offered
under the same regulatory regime that exists today. Any changes to such services will
require regulatory approval commensurate with the form of regulation which applies to
those services pre-merger, subject to future Commission or legislative changes. In
addition, because the Transaction occurs at the holding company level, it also will not affect
operation of Qwest Corp under its Oregon Price Plan. On August 8, 2008, the Commission
issued Order No. 08-404 in Docket UM 1451, accepting a stipulation of Qwest Corp,
Commission Staff and the Citizens' Utilities Board (“CUB”), and thus approving Qwest Corp’s
Price Plan, which contains certain conditions, including regarding pricing and broadband
investment and the establishment of a Telecommunications Consumer Information Center. The
Price Plan calls for a further review at the end of four years (August 2012). During this period,

In the Matter of Embarq Corporation and CenturyTel, Inc. Joint Application for Approval of
Merger between the Two Companies and their Subsidiaries, Docket No. UM 1416, Order No. 09-169
(2009).
15
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the parties will conduct a review of the provisions of the Price Plan to determine if changing
conditions warrant its modification.

VI.

THE COMBINED COMPANY WILL MAINTAIN FINANCIAL,
MANAGERIAL AND OPERATIONAL STRENGTH
A.

FINANCIAL STRENGTH OF THE COMBINED COMPANY

30.

One of the Transaction’s key benefits is the resulting financial condition of

the combined company. A financially stronger company can continue to provide highquality services in rural areas, compete against cable telephony providers, wireless
carriers, VoIP offerings, and CLECs, develop more advanced broadband and IP-based
services, and provide a more viable third alternative to the large business and
enterprise services offered by AT&T and Verizon.
31.

As explained in the attached testimony of G. Clay Bailey, the Transaction

offers the financial strength and flexibility for the operating subsidiaries of the postTransaction CenturyLink to continue providing outstanding service and enhanced
offerings to customers, while delivering returns to shareholders. For the twelve months
ended December 31, 2009, the combined company would have had pro forma revenue
of nearly $20 billion, pro forma EBITDA of approximately $8.2 billion, and pro forma
free cash flow of approximately $3.4 billion, excluding synergies. The combined
company’s pro forma net leverage would have been 2.2 times EBITDA for the 12
months ended December 31, 2009, including synergies on a full run-rate basis and
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excluding integration costs. The Transaction requires no new financing or refinancing
and adds no new debt.
32.

These attributes help insure that CenturyLink will continue to have a

sound capital structure and significant free cash flow generation that will provide the
fiscal stability to pursue necessary strategies and to deliver industry leading products
and services to customers. As subsidiaries of the combined company, this financial
strength will continue to allow Qwest Corp and the CenturyLink Oregon ILECs that
offer service in Oregon to have the financial stability and access to capital necessary to
continue to invest in networks, systems and employees and to provide reliable services
in the ever-increasingly competitive telecommunications marketplace.
B.

MANAGERIAL AND TECHNICAL CAPABILITIES OF THE
COMBINED COMPANY

33.

The combined company’s senior leadership team will consist of proven

leaders with extensive experience in the telecommunications industry and a successful
track record of integration. To that end, Glen F. Post, III, the current CEO and President
of CenturyLink, will continue to be the CEO and President of the post-merger
CenturyLink. R. Stewart Ewing, Jr. the current Chief Financial Officer (CFO) of
CenturyLink, will continue to be the CFO of the post-merger CenturyLink. Karen A.
Puckett, the current Chief Operating Officer (COO) of CenturyLink, will continue to be
COO of post-merger CenturyLink. Finally, Christopher K. Ancell, currently the
Executive Vice President of Business Markets Group for QCII, will be the President of
Application of CenturyLink
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the Business Markets Group for post-merger CenturyLink. These executives among
them have nearly 100 years of experience in the telecommunications industry, and
many years of leadership at their respective companies.
34.

CenturyLink has demonstrated the very best in managerial and technical

capability to serve rural and urban America, including the 109,000 access lines of its
ILEC subsidiaries in their franchise areas in Oregon after the recent merger with
Embarq. As mentioned, Qwest and CenturyLink understand that continuing to meet
customer needs is its top priority and that focus will not change. To the contrary, the
customer service, network and operations functions that are critical to each company’s
success today will continue to be key focuses, and the local operations of Qwest Corp
and the CenturyLink Oregon ILECs that offer service in Oregon will continue to be
managed by employees with extensive knowledge of the local telecommunications
business and with a commitment to the needs of the local community. Similar to the
CenturyTel/Embarq transaction, the planned integration for this Transaction will
combine the best managerial and technical talent from both companies to serve all of
the combined company’s market segments. Adopting the best operational practices
from the merging companies will further enhance the already strong customer centric
commitment of the combined company.
35.

Moreover, CenturyLink has a demonstrated ability to acquire and

successfully integrate companies, and to combine systems and practices, while
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continuing to provide high-quality service to customers. For example, integration
activities related to the Embarq transaction show the successful results of careful
planning and seamless execution. Financial and other systems have been converted
and integrated. A phased billing system conversion has enabled legacy-Embarq
customers to convert to CenturyLink’s state of the art customer service and billing
system with no degradation of the customer experience. The CenturyLink brand was
launched with minimal customer confusion and popular products were expanded
throughout the combined footprint.
36.

In sum, this Transaction will enhance the managerial and technical

capabilities of the companies to enable them to continue to provide high-quality
services to rural and urban areas of Oregon.
VII.

REQUEST FOR EXPEDITED PROCEEDINGS
37.

CenturyLink respectfully seeks expedited approval of this Application. By

combining two companies with complementary network footprints and unparalleled
commitment to serving local customers, including rural customers, the Transaction will
create significant economies of scale and scope, and give the combined firm greater
financial strength and flexibility to compete and to ensure that the combined enterprise
is well positioned to weather future economic downturns. Expedited treatment is
requested to allow CenturyLink to more quickly integrate the companies in order to
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bring those benefits to consumer, business, and wholesale customers and shareholders
sooner.
38.

Competitors of CenturyLink and Qwest now have the benefit of planning

their competitive responses to the prospective combined company and trying to
capitalize on any delay or perceived uncertainty. Expedited treatment of this
Application will allow the new company to promptly engage and quickly respond to
the ever-changing telecommunications marketplace. And as with any transaction of
this nature, there is also a significant benefit to providing certainty and clarity to
employees that can only come with completion of the Transaction.
39.

Accordingly, CenturyLink respectfully requests the Commission to

complete its review of this Application as soon as possible. To that end, CenturyLink
respectfully requests that the Commission promptly issue its standard protective order,
including protections for “highly confidential” information, so that the CenturyLink
will be able to provide confidential documents and materials to those qualified persons
who enter into such protective order. CenturyLink also respectfully requests that the
Commission promptly schedule a prehearing/scheduling conference as soon as possible
in order to expedite its consideration of this Application and the Transaction.
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COMPLIANCE WITH OAR 860-027-0025
OAR 860-027-0025 requires that an applicant provide certain information about
the transaction. Although the preceding sections of this application provide some of the
information required by OAR 860-027-0025, CenturyLink provides the following
specific responses in compliance with the Commission’s rule:

1(a) The exact name and address of the utility's principal business office.
Please see Paragraphs 9 and 15 of this Application.

(b) The state in which incorporated, the date of incorporation, and the other states in
which authorized to transact utility operations.
Incorporated in Oregon on July 18, 1907, United Telephone Company of the
Northwest is authorized to transact utility operations in Oregon and Washington.
CenturyTel of Eastern Oregon, Inc., an Oregon corporation incorporated on April 3,
1956, is authorized to transact utility operations in Oregon. CenturyTel of Oregon,
Inc., an Oregon corporation incorporated on June 15, 1955, is also authorized to
transact utility operations in Oregon. Parent CenturyTel, Inc., a Louisiana
corporation incorporated on April 30, 1968, also has subsidiaries that transact utility
operations in Alabama, Arkansas, California, Colorado, Florida, Georgia, Idaho,
Illinois, Indiana, Iowa, Kansas, Louisiana, Michigan, Minnesota, Mississippi,

Application of CenturyLink

Page 24 of 38

May 21, 2010

Missouri, Montana, Nebraska, Nevada, New Jersey, New Mexico, North Carolina,
Ohio, Oklahoma, Pennsylvania, South Carolina, Tennessee, Texas, Virginia,
Washington, Wisconsin and Wyoming.

(c) Name and address of the person on behalf of applicant authorized to receive
notices and communications in respect to the application.
Please see Paragraph 15 of this Application

(d) The names, titles, and addresses of the principal officers.
The principal executive officers of CenturyLink are:
Glen F. Post, III – Chief Executive Officer and President
Tom Gerke – Executive Vice Chairman
Karen A. Puckett – Executive Vice President and Chief Operating Officer
R. Stewart Ewing, Jr. – Executive Vice President and Chief Financial Officer
Stacey W. Goff – Executive Vice President, General Counsel and Corporate
Secretary
David D. Cole – Senior Vice President, Operations Support

(e) A description of the general character of the business done and to be done, and a
designation of the territories served, by counties and states.
The CenturyLink Oregon ILECs serve the following exchanges in Oregon:
Application of CenturyLink
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Arlington
Carlton
Diamond Lake
Grass Valley
Mosier
Prospect
Sheridan
White City
Aurora
Brownsville
Chemult
Drain
Fossil
Government Camp
Ione
Lexington

Bay City
Cascade Locks
Fish Lake
Hood River
Odell
Rockaway
The Dalles
Willamina
Bly
Burns
Chiloquin
Durkee
Gilchrist
Harney
John Day
Long Creek

Beaver
Cloverdale
Garibaldi
Lincoln City
Pacific City
Rufus
Tillamook
Boardman
Camas Valley
Creswell
Echo
Gleneden Beach
Heppner
Lakeview
Malin
Monument

Merrill
North Umpqua
Pilot Rock
(Starkey)
Seneca
Spray
Wamic

Mitchell
Paisley
Pine Grove

Paulina
Rocky Point
Silver Lake

Butte Falls
Crater Lake
Grand Ronde
Moro
Parkdale
Shady Cove
Wasco
Bonanza
Charbonneau
Depoe Bay
Fort Klamath
Glide
Huntington
Lebanon
Maupin
North
Powder
Pilot Rock
Scappoose
Sprague River

Shedd
Sweet Home
Yoncalla

Tygh Valley

Ukiah

The service territory of CenturyLink’s Oregon ILECs include portions of the
following counties in Oregon:
Douglas
Klamath
Sherman
Yamhill
Baker
Klamath
Linn
Union
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Lincoln
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Clackamas
Grant
Lake
Marion
Wasco

Hood River
Multnomah
Wasco
Columbia
Harney
Lane
Morrow
Wheeler
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(f) A statement, as of the date of the balance sheet submitted with the application,
showing for each class and series of capital stock: brief description; the amount
authorized (face value and number of shares); the amount outstanding (exclusive
of any amount held in the treasury); amount held as reacquired securities; amount
pledged; amount owned by affiliated interests; and amount held in any fund.
Please refer to CenturyLink’s 2009 10K, Consolidated Balance Sheets, Stockholder’s
Equity section, page 84. CenturyLink’s 10K is available at:
http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100301-10K20091231.pdf?ipage=6796970&num=2&pdf=1&xml=1&cik=18926&odef=8&rid=12&quest=1&xbrl=0&dn=2&dn=3

(g) A statement, as of the date of the balance sheet submitted with the application,
showing for each class and series of long-term debt and notes: brief description
(amount, interest rate and maturity); amount authorized; amount outstanding
(exclusive of any amount held in the treasury); amount held as reacquired
securities; amount pledged; amount held by affiliated interests; and amount in
sinking and other funds.
Please refer to CenturyLink’s 2009 10K page 96, Note 5 to the Consolidated Financial
Statements, Long-Term Debt.
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(h) Whether the application is for disposition of facilities by sale, lease, or otherwise,
a merger or consolidation of facilities, or for mortgaging or encumbering its
property, or for the acquisition of stock, bonds, or property of another utility, also
a description of the consideration, if any, and the method of arriving at the
amount thereof.
Upon completion of the merger, each share of Qwest common stock will be
converted into the right to receive 0.1664 shares of CenturyLink common stock. For
further information, please see the Agreement and Plan of Merger which is available
at:
http://www.centurylinkqwestmerger.com/downloads/sec-filings/Qwest-8K%204-2210.pdf

(i) A statement and general description of facilities to be disposed of, consolidated,
merged, or acquired from another utility, giving a description of their present use
and of their proposed use after disposition, consolidation, merger, or acquisition.
State whether the proposed disposition of facilities or plan for consolidation,
merger, or acquisition includes all the operating facilities of the parties to the
transaction.
Under the terms of the Transaction, the Qwest parent will become a wholly-owned,
first tier subsidiary of CenturyLink, which will indirectly include all operations and
facilities of the Qwest subsidiaries.
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(j) A statement by primary account of the cost of the facilities and applicable
depreciation reserve involved in the sale, lease, or other disposition, merger or
consolidation, or acquisition of property of another utility. If original cost is not
known, an estimate of original cost based, to the extent possible, upon records or
data of the applicant or its predecessors must be furnished, a full explanation of
the manner in which such estimate has been made, and a statement indicating
where all existing data and records may be found.
Though the following are not experiencing a change in control, and are only
indirectly involved in the Transaction, please refer to the schedules included in the
Exhibit 2:
Attachment 1(j).1 - Annual Report of United Telephone Company of the
Northwest
Attachment 1(j).2 - Annual Report of CenturyTel of Eastern Oregon, Inc.
Attachment 1(j).3 - Annual Report of CenturyTel of Oregon, Inc.

(k) A statement as to whether or not any application with respect to the transaction or
any part thereof, is required to be filed with any federal or other state regulatory
body.
The Transaction requires antitrust clearance from the Justice Department/Federal
Trade Commission. The Transaction also requires approval of the Federal
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Communications Commission, and the state regulatory commissions in several
states.

(l) The facts relied upon by applicant to show that the proposed sale, lease,
assignment, or consolidation of facilities, mortgage or encumbrance of property,
or acquisition of stock, bonds, or property of another utility will be consistent
with the public interest.
Please see Section V and VI of this Application.

(m) The reasons, in detail, relied upon by each applicant, or party to the application,
for entering into the proposed sale, lease, assignment, merger, or consolidation of
facilities, mortgage or encumbrance of property, acquisition of stock, bonds, or
property of another utility, and the benefits, if any, to be derived by the customers
of the applicant and the public.
Please see Section V and VI of this Application.

(n) The amount of stock, bonds, or other securities, now owned, held or controlled by
applicant, of the utility from which stock or bonds are proposed to be acquired.
Prior to the Transaction, neither CenturyLink nor Qwest owned any stocks, bonds or
other securities of the other corporation.

Application of CenturyLink

Page 30 of 38

May 21, 2010

(o) A brief statement of franchises held, showing date of expiration if not perpetual,
or, in case of transfer, that transferee has the necessary franchises.
CenturyLink Oregon ILECs – Oregon Franchise Agreements
Jurisdiction

Company

Arlington
Bay City
Butte Falls
Carlton
Cascade Locks
Eagle Point
Garibaldi
Grass Valley
Hood River
Lincoln City
Moro
Mosier
Rockaway Beach
Rufus
Shady Cove
Sheridan
The Dalles
Tillamook
Wasco
Willamina

UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
UTNW
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Expiration Date
No Expiration Date
2/13/2011
4/18/2020
6/15/2011
No Expiration Date
5/12/2018
9/13/2010
Indefinite term
12/22/2011
No Expiration Date
7/1/2011
6/4/2007
5/12/2009
1/4/2006
12/1/2015
3/20/2011
No Expiration Date
12/1/2015
7/19/2010
5/11/2007
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Jurisdiction

Company

Expiration Date 16

Aurora
Boardman
Bonanza
Brownsville
Burns
Canyon City
Chiloquin
Creswell
Depoe Bay
Donald
Drain
Echo
Fossil
Heppner
Hines
Huntington
Ione
John Day
Lakeview
Lebanon
Lexington
Long Creek
Malin
Maupin
Merrill
North Powder
Paisley
Pilot Rock
Scappoose
Seneca

CenturyTel of Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Eastern Oregon, Inc.

08/29/2010
07/01/2020
10/01/2017
09/30/2017
07/29/2006
11/16/1997
08/12/2016
n/a 17
01/01/2015
12/10/2007
11/14/1998
02/05/2016
07/31/2004
03/16/2016
10/14/2016
03/19/2011
06/08/2019
10/13/2008
06/30/2017
06/30/2019
07/31/2009
02/08/2015
06/09/2015
09/23/2012
08/05/2016
08/05/2016
12/07/2009
08/01/2016
06/30/2006
09/25/2016

CenturyLink is current on all fees required under all franchises listed herein, including
any expired franchises (i.e., CenturyTel has continued to pay franchise fees under such expired
franchises).
16

CenturyLink’s franchise for the City of Creswell expired September 9, 2004; however,
counsel for the City has advised that City of Creswell Ordinance 421 passed December 13, 2004
functions as a franchise ordinance applicable to all telecommunications providers in the City of
Creswell (CenturyLink is current on the telecommunications provider fees required under
Ordinance 421).
17
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Sodaville
Sweet Home
Ukiah
Waterloo
Wilsonville

CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.

11/01/2004
07/01/2006
08/01/2015
08/17/2009
07/31/2004

Yoncalla
Clackamas Co.

CenturyTel of Oregon, Inc.
CenturyTel of Oregon, Inc.

07/20/2009
11/26/1976 18

(2) Required Exhibits. There shall be filed with the application as part thereof the
following exhibits:
(a) EXHIBIT A. A copy of the charter or articles of incorporation with
amendments to date.
Please see Exhibit A for CenturyLink’s articles of incorporation.

(b) EXHIBIT B. A copy of the bylaws with amendments to date.
Please see Exhibit B for CenturyLink’s bylaws.

(c) EXHIBIT C. Copies of all resolutions of directors authorizing the proposed
disposition, merger, or consolidation of facilities, mortgage or encumbrance of
property, acquisition of stock, bonds, or property of another utility, in respect
to which the application is made and, if approval of stockholders has been

This county franchise was granted to a predecessor in interest to CenturyTel of
Oregon, Inc. in 1956 by the County Court of Clackamas County, for the placement of facilities
over certain roads in the Wilsonville area. Based on the information available to CenturyLink,
no fees are required under this franchise.
18
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obtained, copies of the resolutions of the stockholders should also be
furnished.
CenturyLink has designated Exhibits C as confidential under ORS 192.410192.510. CenturyLink considers this document to be trade secret which if
disclosed could put the Company at a competitive disadvantage. See
CONFIDENTIAL Exhibit C for the resolution of the CenturyLink Board of
Directors authorizing the merger.

(d) EXHIBIT D. Copies of all mortgages, trust, deeds, or indentures, securing any
obligation of each party to the transaction.
There is no incremental debt associated with the merger.

(e) EXHIBIT E. Balance sheets showing booked amounts, adjustments to record
the proposed transaction and pro forma, with supporting fixed capital or plant
schedules in conformity with the forms in the annual report, which
applicant(s) is required, or will be required, to file with the Commission.
Please see the 10-K and 10-Q filings made with the Securities and Exchange
Commission by CenturyLink, which may be found
at: http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100301-10K20091231.pdf?ipage=6796970&num=2&pdf=1&xml=1&cik=18926&odef=8&rid=12&quest=1&xbrl=0&dn=2&dn=3 (10K) and http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100507-10Q20100331.pdf?ipage=6939081&num=-
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2&pdf=1&xml=1&cik=18926&odef=8&rid=12&quest=1&xbrl=0&dn=2&dn=3 (10Q). For financial information of CenturyLink’s Oregon subsidiaries, please see
the 2009 Form O documents for those companies included as Exhibit 2.

(f) EXHIBIT F. A statement of all known contingent liabilities, except minor
items such as damage claims and similar items involving relatively small
amounts, as of the date of the application.
For CenturyLink, see note 20 to the Consolidated Financial Statements, pages 122
and 123 in the 2009 Form 10K.

(g) EXHIBIT G. Comparative income statements showing recorded results of
operations, adjustments to record the proposed transaction and pro forma, in
conformity with the form in the annual report which applicant(s) is required,
or will be required, to file with the Commission.
Please see the 10-K and 10-Q filings made with the Securities and Exchange
Commission by CenturyLink, which may be found
at: http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100301-10K20091231.pdf?ipage=6796970&num=2&pdf=1&xml=1&cik=18926&odef=8&rid=12&quest=1&xbrl=0&dn=2&dn=3 (10K) and http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100507-10Q20100331.pdf?ipage=6939081&num=2&pdf=1&xml=1&cik=18926&odef=8&rid=12&quest=1&xbrl=0&dn=2&dn=3
(10-Q). For financial information of CenturyLink’s Oregon subsidiaries, please
see the 2009 Form O documents for those companies included as Exhibit 2.
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(h) EXHIBIT H. An analysis of surplus for the period covered by the income
statements referred to in Exhibit G.
Please see the 10-K and 10-Q filings made with the Securities and Exchange
Commission by CenturyLink, which may be found
at: http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100301-10K20091231.pdf?ipage=6796970&num=2&pdf=1&xml=1&cik=18926&odef=8&rid=12&quest=1&xbrl=0&dn=2&dn=3 (10K) and http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100507-10Q20100331.pdf?ipage=6939081&num=2&pdf=1&xml=1&cik=18926&odef=8&rid=12&quest=1&xbrl=0&dn=2&dn=3
(10-Q). For financial information of CenturyLink’s Oregon subsidiaries, please
see the 2009 Form O documents for those companies included as Exhibit 2.

(i) EXHIBIT I. A copy of each contract in respect to the sale, lease or other
proposed disposition, merger or consolidation of facilities, acquisition of
stock, bonds, or property of another utility, as the case may be, with copies of
all other written instruments entered into or proposed to be entered into by
the parties to the transaction pertaining thereto.
Please see the Agreement and Plan of Merger referenced in footnote 2 of this
Application.

(j) EXHIBIT J. A copy of each proposed journal entry to be used to record the
transaction upon each applicant's books.
Please see the 10-K and 10-Q filings made with the Securities and Exchange
Commission by CenturyLink, which may be found
at: http://ccbn.10kwizard.com/cgi/convert/pdf/CTL-20100301-10K20091231.pdf?ipage=6796970&num=Application of CenturyLink
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Exhibit A

EXHIBIT B

BYLAWS
OF
CENTURYTEL, INC.
(as amended through July 1, 2009)
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BYLAWS
(Amended entirely May 23, 1995)
(Amended Article I, Section I, Subsection 1.1(L), added new Subsection 1.1(O),
and amended Subsection 1.2 - October 7, 1996)
(Amended Article III, Section 1.1(B), Section 1 by adding new Subsection 1.3, Sections 3 and 4
amended in their entirety - November 21, 1996)
(Amended Article I, Section I by adding, deleting, revising or renumbering various paragraphs of
Subsection 1.1 and by revising Subsection 1.2 - October 7, 1998)
(Amended Article I, Section I by adding or renumbering various paragraphs of
Subsection 1.1, by revising Subsection 1.2, Article IV, Section 5,
Subsections 5.2 and 5.7 amended in their entirety - November 19, 1998)
(Amended Article I, Section I by adding Subsection 1.1(G), amending Subsection 1.2 and
renumbering subsections - August 24, 1999)
(Amended Article III, Section 1.1(D) - November 18, 1999)
(Amended Article III in its entirety - February 25, 2003)
(Amended Article I, Section 1.1(A, B and P) and Article II, Section 3.1 - August 26, 2003)
(Amended Article I, Section 1.1 (A, B, D, G, H and N) and Section 1.2, added new Article I,
Section 3, and amended Article II, Sections 2, 3.1, 3.2 and 10, Article III, Sections 1.1 and 5,
Article IV, Sections 3, 6.1 and 13, Article V and Article VIII – July 1, 2009)
ARTICLE I.
OFFICERS
Section 1.

Required and Permitted Positions and Offices.

1.1
Chairman, Vice Chairmen and Officers. The Board may elect a Chairman and
one or more Vice Chairmen. Persons with or without executive responsibilities may be elected
to these positions. The officers of the Corporation shall be a Chief Executive Officer; a
President; a Secretary; and a Treasurer. The Board may elect such other officers as it may from
time to time determine. An officer need not be a Director and any two or more of the offices
may be held by one person, provided, however, that a person holding more than one office may
not sign in more than one capacity any certificate or any instrument required to be signed by two
officers. The duties of the required and permitted positions and offices of the Corporation are as
follows:
A.
Chairman of the Board (Chairman). The Board shall elect from their own
number a Chairman. The Chairman shall preside at all meetings of the Directors, ensure
that all orders, policies and resolutions of the Board are carried out and perform such
other duties as may be prescribed by the Board of Directors, these Bylaws or the
Corporation’s Corporate Governance Guidelines.
B.
Vice Chairman of the Board (Vice Chairman). The Board may from time
to time elect from their own number one or more Vice Chairmen. Each Vice Chairman
shall assist the Chairman and perform such other duties as may be assigned by the Board
of Directors, these Bylaws, or, in the case of any Vice Chairman with executive
responsibilities, the CEO. If the Chairman is not present at any meeting of the Directors,
the Vice Chairman (or, if there are more than one, the Vice Chairman selected by a
{N1891498.7}
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majority of the Directors present at such meeting) will preside at such meeting. Any Vice
Chairman with executive responsibilities may be designated an Executive Vice
Chairman.
C.
Chief Executive Officer (CEO). The CEO, subject to the powers of the
Chairman and the supervision of the Board of Directors, shall have general supervision,
direction and control of the business and affairs of the Corporation. He may sign,
execute and deliver in the name of the Corporation powers of attorney, contracts, bonds
and other obligations and shall perform such other duties as may be prescribed from time
to time by the Board of Directors or these Bylaws. The CEO shall have general
supervision and direction of the officers of the Corporation and all such powers as may
be reasonably incident to such responsibilities except where the supervision and direction
of an officer is delegated expressly to another by the Board of Directors or these Bylaws.
Without limiting the generality of the foregoing, the CEO shall establish the annual
salaries of each non-executive officer of the Corporation, unless otherwise directed by the
Board, and the annual salaries of each officer of the Corporation’s subsidiaries, unless
otherwise directed by the respective boards of directors of such subsidiaries.
D.
President. The President may sign, execute and deliver in the name of the
Corporation powers of attorney, contracts, bonds, and other obligations and shall perform
such other duties as may be prescribed from time to time by the Board of Directors, the
CEO, or these Bylaws.
E.
Chief Operating Officer (COO). The COO, subject to the powers of the
CEO and the supervision of the Board of Directors, shall manage the day-to-day
operations of the Corporation, shall perform such other duties as may be prescribed by
the Board of Directors or the CEO, and shall have the general powers and duties usually
vested in the chief operating officer of a corporation. Without limiting the generality of
the foregoing, the COO shall supervise any other officer designated by the CEO and shall
have all such powers as may be reasonably incident to such responsibilities. Unless
otherwise provided by law or the Board of Directors, he may sign, execute and deliver in
the name of the Corporation powers of attorney, contracts, and bonds.
F.
Chief Financial Officer (CFO). The Chief Financial Officer shall be the
principal financial officer of the Corporation. He shall manage the financial affairs of the
Corporation and direct the activities of the Treasurer, Controller and other officers
responsible for the Corporation’s finances. He shall be responsible for all internal and
external financial reporting. Unless otherwise provided by law or the Board of Directors,
he may sign, execute and deliver in the name of the Corporation powers of attorney,
contracts, bonds, and other obligations, and shall perform such other duties as may be
prescribed from time to time by the Board of Directors or by these Bylaws.
G.
Chief Administrative Officer (CAO). The CAO, subject to the supervision
of the Board of Directors, shall be in general and active charge of the administrative
functions of the Corporation, shall perform such other duties as may be prescribed by the
Board of Directors and shall have the general powers and duties usually vested in the
chief administrative officer of a corporation. Without limiting the generality of the
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foregoing, the CAO shall oversee the development and implementation of the
Corporation’s administrative policies.
H.
Chief Information Officer (CIO). The CIO, subject to the powers of the
CEO, shall be responsible for (i) identifying and addressing the Corporation’s
information systems needs, (ii) identifying changes and trends in computer and systems
technology that affect the Corporation and its operations, (iii) determining long-term
corporate-wide information needs, (iv) developing overall strategy for information needs
and systems development and (v) protecting corporate data, proprietary information and
related intellectual property stored in the Corporation’s information systems.
I.
General Counsel. The General Counsel shall be directly responsible for
advising the Board of Directors, the Corporation, and its officers and employees in
matters affecting the legal affairs of the Corporation. He shall determine the need for
and, if necessary, select outside counsel to represent the Corporation and approve all fees
in connection with their representation. He shall also have such other powers, duties and
authority as may be prescribed to him from time to time by the CEO, the Board of
Directors, or these Bylaws.
J.
Treasurer. As directed by the Chief Financial Officer, the Treasurer shall
have general custody of all the funds and securities of the Corporation. He may sign,
with the CEO, President, Chief Financial Officer or such other person or persons as may
be specifically designated by the Board of Directors, all bills of exchange or promissory
notes of the Corporation. He shall perform such other duties as may be prescribed from
time to time by the Chief Financial Officer or these Bylaws.
K.
Controller. As directed by the Chief Financial Officer, the Controller shall
be responsible for the development and maintenance of the accounting systems used by
the Corporation and its subsidiaries. The Controller shall be authorized to implement
policies and procedures to ensure that the Corporation and its subsidiaries maintain
internal accounting control systems designed to provide reasonable assurance that the
accounting records accurately reflect business transactions and that such transactions are
in accordance with management’s authorization. Additionally, as directed by the Chief
Financial Officer, the Controller shall be responsible for internal and external financial
reporting for the Corporation and its subsidiaries.
L.
Assistant Treasurer. The Assistant Treasurer shall have such powers and
perform such duties as may be assigned by the Treasurer. In the absence or disability of
the Treasurer, the Assistant Treasurer shall perform the duties and exercise the powers of
the Treasurer.
M.
Secretary. The Secretary shall keep the minutes of all meetings of the
shareholders, the Board of Directors and its committees or subcommittees. He shall
cause notice to be given of meetings of shareholders, of the Board of Directors and of any
committee or subcommittee of the Board. He shall have custody of the corporate seal
and general charge of the records, documents and papers of the Corporation not
pertaining to the duties vested in other officers, which shall at all reasonable times be
open to the examination of any Director. He may sign or execute contracts with any
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other officer thereunto authorized in the name of the Corporation and affix the seal of
Corporation thereto. He shall perform such other duties as may be prescribed from time
to time by the Board of Directors or these Bylaws.
N.
Assistant Secretaries. Each Assistant Secretary shall have powers and
perform such duties as may be assigned by the Secretary. In the absence or disability of
the Secretary, the Assistant Secretary with the longest tenure shall perform the duties and
exercise the powers of the Secretary.
O.
Executive Vice President(s). The Executive Vice President(s) shall, in
addition to exercising such powers and performing such duties associated with any other
office held thereby, assist the CEO in discharging the duties of that office in any manner
requested, and shall perform any other duties as may be prescribed by the Board of
Directors, by the CEO or by these Bylaws.
P.
Senior Vice President(s). The Senior Vice President(s) shall, in addition
to exercising such powers and performing such duties associated with any other office
held thereby, perform such duties as may be prescribed from time to time by the Board of
Directors, by the CEO or by these Bylaws (or, with respect to any Senior Vice
President(s) who report to some other executive officer, by such other executive officer).
Q.
Vice President(s). The Vice President(s) shall have such powers and
perform such duties as may be assigned to them by the Board of Directors, the CEO, the
President, or any Executive Vice President, Senior Vice President or other officer to
whom they report. A Vice President may sign and execute contracts and other
obligations pertaining to the regular course of his duties.
R.
Assistant Vice President(s). The Assistant Vice President(s) shall have
such powers and perform such duties as may be assigned to them by the Board of
Directors, the CEO, the President or the officer to whom they report. An Assistant Vice
President may sign and execute contracts and other obligations pertaining to the regular
course of his duties.
1.2
Executive Officer Group. The Board shall at least annually designate certain
officers as executive officers of the Corporation.
Section 2.

Election and Removal of Officers.

2.1
Election. The officers shall be elected annually by the Board of Directors at its
first meeting following the annual meeting of the shareholders and, at any time, the Board may
remove any officer (with or without cause, and regardless of any contractual obligation to such
officer) and fill a vacancy in any office, but any election to, removal from or appointment to fill a
vacancy in any office, and the determination of the terms of employment thereof, shall require
the affirmative votes of (a) a majority of the Directors then in office and (b) a majority of the
Continuing Directors, voting as a separate group.
2.2
Removal. In addition, the CEO is empowered in his sole discretion to remove or
suspend any officer or other employee of the Corporation who (a) fails to respond satisfactorily
to the Corporation respecting any inquiry by the Corporation for information to enable it to make
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any certification required by the Federal Communications Commission under the Anti-Drug
Abuse Act of 1988, (b) is arrested or convicted of any offense concerning the distribution or
possession of, or trafficking in, drugs or other controlled substances, or (c) the CEO believes to
have been engaged in actions that could lead to such an arrest or conviction.
Section 3.

Special Terms.

As of July 1, 2009, William A. Owens shall serve as Chairman of the Corporation. If at
any time prior to July 1, 2010, William A. Owens ceases to be Chairman, then Mr. Owens’
replacement shall be chosen by the Board from among Peter C. Brown, Steven A. Davis, Richard
A. Gephardt, Thomas A. Gerke, Stephanie M. Shern or Laurie A. Siegel. In the event of any
conflict between the terms of this Section 3 and any other by-law or the Corporation’s Corporate
Governance Guidelines, the terms of this Section 3 shall prevail. Prior to July 1, 2010, this
Section 3 may be amended only upon the affirmative vote of (i) a majority of the total number of
Directors then in office and (ii) a majority of the following Directors then in office: Peter C.
Brown, Steven A. Davis, Richard A. Gephardt, Thomas A. Gerke, William A. Owens, Stephanie
M. Shern and Laurie A. Siegel. The force and effect of this Section 3 shall lapse on July 1, 2010.
ARTICLE II.
BOARD OF DIRECTORS
Section 1.

Powers.

In addition to the powers and authorities by these Bylaws expressly conferred upon it, the
Board of Directors may exercise all such powers of the Corporation and do all such lawful acts
and things as are not by statute or by the Articles of Incorporation or by these Bylaws required to
be exercised or done by the shareholders.
Section 2.

Organizational and Regular Meetings.

The Board of Directors shall hold an annual organizational meeting, without notice,
immediately following the adjournment of the annual meeting of the shareholders and shall hold
a regular meeting on such dates during the months of February, May, August and November of
each year as shall be determined from time to time by the Board. The Secretary shall give not
less than five days’ written notice to each Director of all regular meetings, which notice shall
state the time and place of the meeting.
Section 3.

Special Meetings.

3.1
Call of Special Meetings. Special meetings of the Board of Directors may be
called by the Chairman or the CEO. Upon the written request of any two Directors delivered to
the Chairman, the CEO or the Secretary of the Corporation, a special meeting shall be called.
3.2
Notice. Notice of the time and place of special meetings of the Board of
Directors will be given to each Director either by overnight mail mailed not less than 48 hours
before the time of the meeting, by telephone or by other form of electronic transmission or
communication not less than 12 hours before the time of the meeting, or on such shorter notice as
the person or persons calling such meeting may deem necessary or appropriate under exigent
circumstances.
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Section 4.

Waiver of Notice.

Any Director may waive notice of a meeting by written waiver executed either before or
after the meeting. Directors present at any regular or special meeting shall be deemed to have
received due, or to have waived, notice thereof, provided that a Director who participates in a
meeting by telephone shall not be deemed to have received or waived due notice if, at the
beginning of the meeting, he objects to the transaction of any business because the meeting is not
lawfully called.
Section 5.

Quorum.

A majority of the authorized number of Directors as fixed by or pursuant to the Articles
of Incorporation shall be necessary to constitute a quorum for the transaction of business,
provided, however, that a minority of the Directors, in the absence of a quorum, may adjourn
from time to time, but may not transact any business. If a quorum is present when the meeting
convened, the Directors present may continue to do business, taking action by vote of a majority
of a quorum, until adjournment, notwithstanding the withdrawal of enough Directors to leave
less than a quorum or the refusal of any Director present to vote.
Section 6.

Notice of Adjournment.

Notice of the time and place of holding an adjourned meeting need not be given to absent
Directors if the time and place is fixed at the meeting adjourned.
Section 7.

Written Consents.

Anything to the contrary contained in these Bylaws notwithstanding, any action required
or permitted to be taken by the Board of Directors may be taken without a meeting, if all
members of the Board of Directors shall individually or collectively consent in writing to such
action. Such written consent or consents shall be filed with the minutes of the proceedings of the
Board. Such action by written consent shall have the same force and effect as a unanimous vote
of such Directors at a meeting.
Section 8.

Voting.

At all meetings of the Board, each Director present shall have one vote. At all meetings
of the Board, all questions, the manner of deciding which is not otherwise specifically regulated
by law, the Articles of Incorporation or these Bylaws, shall be determined by a majority of the
Directors present at the meeting, provided, however, that any shares of other corporations owned
by the Corporation shall be voted only pursuant to resolutions duly adopted upon the affirmative
votes of (a) 80% of the Directors then in office and (b) a majority of the Continuing Directors,
voting as a separate group.
Section 9.

Use of Communications Equipment.

Meetings of the Board of Directors may be held by means of telephone conference calls
or similar communications equipment provided that all persons participating in the meeting can
hear and communicate with each other.
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Section 10.
10.1

Indemnification.
Definitions. As used in this Section 10:

(a) The term “Change of Control” shall mean (i) an acquisition by any person
(within the meaning of Section 13(d)(3) or l4(d)(2) of the Securities Exchange Act of
1934, as amended) of beneficial ownership of 20% or more of the combined voting
power of the Corporation's then outstanding voting securities; (ii) during any period of
two consecutive years, individuals who at the beginning of such period constitute the
Board of Directors of the Corporation and any new director whose election by the
Board of Directors or nomination for election by the Corporation's shareholders was
approved by a vote of at least two-thirds of the directors then still in office who either
were directors at the beginning of the period or whose election or nomination for
election was previously so approved, cease for any reason to constitute a majority
thereof; or (iii) the consummation of a merger or consolidation involving the
Corporation if the shareholders of the Corporation, immediately before such merger or
consolidation, do not own, immediately following such merger or consolidation, more
than 50% of the combined voting power of the outstanding voting securities of the
resulting entity in substantially the same proportion as their ownership of voting
securities immediately before such merger or consolidation. Notwithstanding the
foregoing, a Change of Control shall not be deemed to occur solely because 20% or
more of the Corporation’s then outstanding voting securities is acquired by (l) a trustee
or other fiduciary holding securities under one or more employee benefit plans
maintained by the Corporation or any of its subsidiaries or (2) any entity that,
immediately prior to such acquisition, is owned directly or indirectly by the
shareholders of the Corporation in the same proportion as their ownership of shares in
the Corporation immediately prior to such acquisition.
(b) The term “Claim” shall mean any threatened, pending or completed claim,
action, suit, or proceeding, including discovery, whether civil, criminal, administrative,
arbitrative or investigative and whether made judicially or extra-judicially, or any
separate issue or matter therein, as the context requires, but shall not include any action,
suit or proceeding initiated by Indemnitee against the Corporation (other than to
enforce the terms of this Section), or initiated by Indemnitee against any director or
officer of the Corporation unless the Corporation has joined in or consented in writing
to the initiation of such action, suit or proceeding.
(c) The term “Determining Body” shall mean (i) the Board of Directors by a
majority vote of a quorum of the entire board consisting of directors who are not named
as parties to the Claim for which indemnification is being sought (“Disinterested
Directors”), or (ii) if such a quorum is not obtainable, independent legal counsel (A)
selected by the Disinterested Directors, or (B) if there are fewer than two Disinterested
Directors, selected by the Board of Directors (in which selection directors who do not
qualify as Disinterested Directors may participate); provided, however, that following a
Change of Control, with respect to all matters thereafter arising out of acts, omissions
or events occurring prior to or after the Change of Control concerning the rights of
Indemnitee to seek indemnification, such determination shall be made by independent
legal counsel selected by the Board of Directors in the manner described above in this
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Section 10.1(c) (which selection shall not be unreasonably delayed or withheld) from a
panel of three counsel nominated by Indemnitee. Such counsel shall not have
otherwise performed services for the Corporation, Indemnitee or their affiliates (other
than services as independent counsel in connection with similar matters) within the five
years preceding its engagement ("Independent Counsel"). If Indemnitee fails to
nominate Independent Counsel within ten business days following written request by
the Corporation, the Board of Directors shall select Independent Counsel. Such counsel
shall not be a person who, under the applicable standards of professional conduct then
prevailing, would have a conflict of interest in representing either the Corporation or
Indemnitee in an action to determine Indemnitee's rights under this Section, nor shall
Independent Counsel be any person who has been sanctioned or censured for ethical
violations of applicable standards of professional conduct. The Corporation agrees to
pay the reasonable fees and costs of the Independent Counsel referred to above and to
fully indemnify such Independent Counsel against any and all expenses, claims,
liabilities and damages arising out of or relating to this Section 10.1(c) or its
engagement pursuant hereto. The Determining Body shall determine in accordance
with Section 10.3 whether and to what extent Indemnitee is entitled to be indemnified
under this Section and shall render a written opinion to the Corporation and to
Indemnitee to such effect.
(d)
insurance.

The term “D&O Insurance” shall mean directors and officers liability

(e) The term "Disbursing Officer" shall mean, with respect to a Claim, the
Chief Executive Officer of the Corporation or, if the Chief Executive Officer is a party
to the Claim as to which advancement or indemnification is being sought, any officer
who is not a party to the Claim and who is designated by the Chief Executive Officer,
which designation shall be made promptly after the Corporation's receipt of
Indemnitee's initial request for advancement or indemnification and communicated to
Indemnitee.
(f) The term “Expenses” shall mean any reasonable expenses or costs
(including, without limitation, attorney’s fees, fees of experts retained by attorneys,
judgments, punitive or exemplary damages, fines and amounts paid in settlement)
actually and reasonably incurred by Indemnitee with respect to a Claim, except that
Expenses shall not include any amount paid in settlement of a Claim against Indemnitee
(i) by or in the right of the Corporation, or (ii) that the Corporation has not approved,
which approval will not be unreasonably delayed or withheld.
(g) The term “Indemnitee” shall mean each Director and officer and each
former Director and officer of the Corporation.
(h) The term “Section” shall mean Article II, Section 10, of these Bylaws, in
its entirety, unless the context otherwise provides.
(i) The term “Standard of Conduct” shall mean conduct by an Indemnitee
with respect to which a Claim is asserted that was in good faith and that Indemnitee
reasonably believed to be in, or not opposed to, the best interest of the Corporation,
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and, in the case of a Claim that is a criminal action or proceeding, conduct that the
Indemnitee had no reasonable cause to believe was unlawful. The termination of any
Claim by judgment, order, settlement, conviction, or upon a plea of nolo contendere or
its equivalent, shall not, of itself, create a presumption that Indemnitee did not meet the
Standard of Conduct.
10.2

Advancement of Expenses.

(a) Subject to Indemnitee’s furnishing the Corporation with a written
undertaking, in a form reasonably satisfactory to the Corporation, to repay such amount
if it is ultimately determined that Indemnitee is not entitled under this Section to
indemnification therefor, the Corporation shall advance Expenses to Indemnitee in
advance of the final disposition of any Claim involving Indemnitee; provided, however,
that Indemnitee will return, without interest, any such advance that remains unspent at
the disposition of the Claim to which the advance related, and provided further, that
advances of such Expenses by the Corporation's D&O Insurance carrier shall be
treated, for purposes of this Section 10.2(a), as advances by the Corporation. The
written undertaking by Indemnitee must be an unlimited general obligation of
Indemnitee but need not be secured and will be accepted by the Corporation without
reference to the financial ability of Indemnitee to make repayment.
(b) Any request for advancement of Expenses shall be submitted by
Indemnitee to the Disbursing Officer in writing and shall be accompanied by a written
description of the Expenses for which advancement is requested. The Disbursing
Officer shall, within 20 days after receipt of Indemnitee's request for advancement,
advance such Expenses unsecured, interest-free and without regard to Indemnitee's
ability to make repayment, provided that if the Disbursing Officer questions the
reasonableness of any such request, that officer shall promptly advance to the
Indemnitee the amount deemed by that officer to be reasonable and shall forward
immediately to the Determining Body a copy of the Indemnitee's request and of the
Disbursing Officer’s response, together with a written description of that officer’s
reasons for questioning the reasonableness of a portion of the advancement sought.
The Determining Body shall, within 20 days after receiving such a request from the
Disbursing Officer, determine the reasonableness of the disputed Expenses and notify
Indemnitee and the Disbursing Officer of its decision, which shall be final, subject to
Indemnitee’s right under Section 10.4 to seek a judicial adjudication of Indemnitee’s
rights.
(c) Indemnitee's right to advancement under this Section 10.2 shall include
the right to advancement of Expenses incurred by Indemnitee in a suit against the
Corporation under Section 10.4 to enforce Indemnitee's rights under this Section. Such
right of advancement shall, however, be subject to Indemnitee's obligation pursuant to
Indemnitee’s undertaking described in Section 10.2(a) to repay such advances, to the
extent provided in Section 10.4, if it is ultimately determined in the enforcement suit
that Indemnitee is not entitled to indemnification for a Claim.
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10.3

Indemnity.

(a) The Corporation shall, in the manner provided in this Section, indemnify
and hold harmless Indemnitee against Expenses incurred in connection with any Claim
against Indemnitee (whether as a subject of or party to, or a proposed or threatened
subject of or party to, the Claim) or in which Indemnitee is involved solely as a witness
or person required to give evidence, by reason of Indemnitee’s position (a) as a director
or officer of the Corporation, (b) as a director or officer of any subsidiary of the
Corporation or as a fiduciary with respect to any employee benefit plan of the
Corporation, or (c) as a director, officer, employee or agent of another corporation,
partnership, limited liability company, joint venture, trust, employee benefit plan or
other for profit or not for profit entity or enterprise, if such position is or was held at the
request of the Corporation, regardless of when serving in such position occurred, if (x)
Indemnitee is successful in defense of the Claim on the merits or otherwise, as provided
in Section 10.3(d), or (y) Indemnitee has been found by the Determining Body to have
met the Standard of Conduct; provided that no indemnification shall be made in respect
of any Claim by or in the right of the Corporation as to which Indemnitee shall have
been adjudged by a court of competent jurisdiction, after exhaustion of all appeals
therefrom, to be liable to the Corporation unless, and only to the extent, a court shall
determine upon application that, despite the adjudication of liability but in view of all
the circumstances of the case, Indemnitee is fairly and reasonably entitled to indemnity
for such Expenses as the court shall deem proper, and provided further, that Expenses
incurred in connection with a Claim for which Indemnitee has been reimbursed or
indemnified by the Corporation’s D&O Insurance carrier shall be credited against the
Corporation’s obligation under this Section 10.3(a) with respect to such Claim.
(b) Promptly upon becoming aware of the existence of any Claim with respect
to which Indemnitee may seek indemnification hereunder, Indemnitee shall notify the
Chief Executive Officer (or, if the Chief Executive Officer is the Indemnitee, the next
ranking executive officer who is not an Indemnitee with respect to the Claim) of the
existence of the Claim, who shall promptly advise the Board of Directors that
establishing the Determining Body will be a matter presented at the next regularly
scheduled meeting of the Board of Directors. Delay by Indemnitee in giving such
notice shall not excuse performance by the Corporation hereunder unless, and only to
the extent that, the Corporation did not otherwise learn of the Claim and such failure
results in forfeiture by the Corporation of substantial defenses, rights or insurance
coverage. After the Determining Body has been established, the Chief Executive
Officer or that officer’s delegate shall inform Indemnitee thereof and Indemnitee shall
promptly notify the Determining Body, to the extent requested by it, of all facts
relevant to the Claim known to Indemnitee.
(c) Indemnitee shall be entitled to conduct the defense of the Claim and to
make all decisions with respect thereto, with counsel of Indemnitee’s choice, provided
that in the event the defense of the Claim has been assumed by the Corporation through
its D&O Insurance carrier or otherwise, then (i) Indemnitee will be entitled to retain
separate counsel from the Corporation’s Counsel (but not more than one law firm plus,
if applicable, local counsel at the Corporation’s expense if, but only if, Indemnitee shall
reasonably conclude that one or more legal defenses may be available to Indemnitee
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that are different from, or in addition to, those available to the Corporation or other
defendants represented by the Corporation through its D&O Insurance carrier or
otherwise, and (ii) the Corporation will not, without the prior written consent of
Indemnitee, effect any settlement of the Claim unless such settlement (x) includes an
unconditional release of Indemnitee from all liability that is the subject matter of such
Claim, (y) does not impose penalties or post-settlement obligations on Indemnitee
(except for customary confidentiality obligations), and (z) does not require payment by
Indemnitee of money in settlement.
(d) To the extent Indemnitee is successful on the merits or otherwise in
defense of any Claim, Indemnitee shall be indemnified against Expenses incurred by
Indemnitee with respect to the Claim, regardless of whether Indemnitee has met the
Standard of Conduct, and without the necessity of any determination by the
Determining Body as to whether Indemnitee has met the Standard of Conduct. In the
event Indemnitee is not entirely successful on the merits or otherwise in defense of any
Claim, but is successful on the merits or otherwise in defense of any claim, issue or
matter involved in the Claim, Indemnitee shall be indemnified for the portion of
Indemnitee’s Expenses incurred in such successful defense that is determined by the
Determining Body to be reasonably and properly allocable to the claims, issues, or
matters as to which Indemnitee was successful.
(e) Except as otherwise provided in Section 10.3(d), the Corporation shall not
indemnify any Indemnitee under Section 10.3(a) unless a determination has been made
by the Determining Body (or by a court upon application or in a proceeding brought by
Indemnitee under Section 10.4) with respect to a specific Claim that indemnification of
Indemnitee is permissible because Indemnitee has met the Standard of Conduct. In the
event settlement of a Claim to which Indemnitee is a party has been proposed
(“Proposed Settlement”), the Determining Body shall, promptly after submission to it
but prior to consummation of the Proposed Settlement, make a determination whether
Indemnitee shall have met the Standard of Conduct. In the event such determination is
adverse to Indemnitee, Indemnitee shall be entitled to reject the Proposed Settlement.
In the event of final disposition of a Claim other than by settlement, the Determining
Body shall, promptly after but not before such final disposition, make a determination
whether Indemnitee has met the Standard of Conduct. In all cases, the determination
shall be in writing and shall set forth in reasonable detail the basis and reasons therefor.
The Determining Body shall, promptly after making such determination, provide a copy
thereof to both the Disbursing Officer and Indemnitee and shall instruct the former to
(i) reimburse Indemnitee as soon as practicable for all Expenses, if any, to which
Indemnitee has been so determined to be entitled and which have not previously been
advanced to Indemnitee under Section 10.2 (or otherwise recovered by Indemnitee
through an insurance or other arrangement provided by the Corporation), and (ii) seek
reimbursement from Indemnitee (subject to Indemnitee's rights under Section 10.4) of
all advancements that have been made pursuant to Section 10.2 as to which it has been
so determined that Indemnitee is not entitled to be indemnified.
(f) Indemnitee shall cooperate with the Determining Body at the expense of
the Corporation by providing to the Determining Body, upon reasonable advance
request, any documentation or information that is not privileged or otherwise protected
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from disclosure and that is reasonably available to Indemnitee and reasonably necessary
to make such determination.
(g) If the Determining Body makes a determination pursuant to
Section 10.3(e) that Indemnitee is entitled to indemnification, the Corporation shall be
bound by that determination in any judicial proceeding, absent a determination by a
court that such indemnification contravenes applicable law.
(h) In making a determination under Section 10.3(e), the Determining Body
shall presume that the Standard of Conduct has been met unless the contrary shall be
shown by a preponderance of the evidence.
(i) The Corporation and Indemnitee shall keep confidential, to the extent
permitted by law and their fiduciary obligations, all facts and determinations provided
pursuant to or arising out of the operation of this Section, and the Corporation and
Indemnitee shall instruct their respective agents to do likewise.
10.4

Enforcement.

(a) The rights provided by this Section shall be enforceable by Indemnitee in
any court of competent jurisdiction.
(b) If Indemnitee seeks a judicial adjudication of Indemnitee’s rights under, or
to recover damages for breach of, this Section, Indemnitee shall be entitled to recover
from the Corporation, and shall be indemnified by the Corporation against, any and all
Expenses incurred by Indemnitee in connection with such proceeding, but only if
Indemnitee prevails therein. If it shall be determined that Indemnitee is entitled to
receive part but not all of the relief sought, then Indemnitee shall be entitled to be
reimbursed for all Expenses incurred by Indemnitee in connection with such proceeding
if the indemnification amount to which Indemnitee is determined to be entitled exceeds
50% of the amount of Indemnitee’s claim. Otherwise, the reimbursement of Expenses
incurred by Indemnitee in connection with such judicial adjudication shall be
appropriately prorated.
(c) In any judicial proceeding described in this Section 10.4, the Corporation
shall bear the burden of proving that Indemnitee is not entitled to advancement or
reimbursement of Expenses sought with respect to any Claim.
10.5 Saving Clause. If any provision of this Section is determined by a court having
jurisdiction over the matter to require the Corporation to do or refrain from doing any act that is
in violation of applicable law, the court shall be empowered to modify or reform such provision
so that, as modified or reformed, such provision provides the maximum indemnification
permitted by law and such provision, as so modified or reformed, and the balance of this Section,
shall be applied in accordance with their terms. Without limiting the generality of the foregoing,
if any portion of this Section shall be invalidated on any ground, the Corporation shall
nevertheless indemnify Indemnitee to the full extent permitted by any applicable portion of this
Section that shall not have been invalidated and to the full extent permitted by law with respect
to that portion that has been invalidated.
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10.6 Non-Exclusivity. The indemnification and payment of Expenses provided by or
granted pursuant to this Section shall not be deemed exclusive of any other rights to which
Indemnitee is or may become entitled under any statute, article of incorporation, insurance
policy, authorization of shareholders or directors, agreement or otherwise, including, without
limitation, any rights authorized by the Determining Body in its discretion with respect to
matters for which indemnification is permitted under La. R.S. 12:83A. The parties recognize
that La. R. S. 12:83E presently provides that no such other indemnification measure shall permit
indemnification of any person for the results of such person's willful or intentional misconduct.
10.7 Subrogation. In the event of any payment under this Section, the Corporation
shall be subrogated to the extent of such payment to all of the rights of recovery of Indemnitee.
Following receipt of indemnification payments hereunder, as further assurance, Indemnitee shall
execute all papers reasonably required and, at the expense of the Corporation, take all action
reasonably necessary to secure such subrogation rights, including execution of such documents
as are reasonably necessary to enable the Corporation to bring suit to enforce such rights.
10.8

Successors and Assigns.

(a) The Corporation shall require any successor (whether direct or indirect, by
purchase, merger, consolidation, reorganization or otherwise) to all or substantially all
the business or assets of the Corporation, by agreement or other instrument in form and
substance satisfactory to the Corporation, expressly to assume and agree to perform its
obligations under this Section in the same manner and to the same extent the
Corporation would be required to perform if no such succession had taken place.
(b) Indemnitee’s right to advancement and indemnification of Expenses
pursuant to this Section shall continue regardless of the termination of Indemnitee’s
status as a director or officer of the Corporation, and this Section shall inure to the
benefit of and be enforceable by Indemnitee’s personal or legal representatives,
executors, administrators, spouses, heirs, assigns and other successors.
(c) The rights granted to each Indemnitee under this Section are personal in
nature and neither the Corporation nor any Indemnitee shall, without the prior written
consent of the other, assign or delegate any rights or obligations under this Section
except as expressly provided in Sections 10.8(a) and 10.8(b).
(d) This Section shall be binding upon and inure to the benefit of and be
enforceable by the parties hereto and their respective successors (including any direct
or indirect successor by purchase, merger, consolidation, reorganization or otherwise to
all or substantially all of the business or assets of the Corporation), permitted, assigns,
spouses, heirs, executors, administrators and personal and legal representatives.
10.9 Indemnification of Other Persons. The Corporation may indemnify any person
not a Director or officer of the Corporation to the extent authorized by the Board of Directors or
a committee of the Board expressly authorized by the Board of Directors.
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Section 11.

Certain Qualifications.

No person shall be eligible for nomination, election or service as a Director of the
Corporation who shall (i) in the opinion of the Board of Directors fail to respond satisfactorily to
the Corporation respecting any inquiry of the Corporation for information to enable the
Corporation to make any certification required by the Federal Communications Commission
under the Anti-Drug Abuse Act of 1988 or to determine the eligibility of such persons under this
section; (ii) have been arrested or convicted of any offense concerning the distribution or
possession of, or trafficking in, drugs or other controlled substances, provided that in the case of
an arrest the Board of Directors may in its discretion determine that notwithstanding such arrest
such persons shall remain eligible under this Section; or (iii) have engaged in actions that could
lead to such an arrest or conviction and that the Board of Directors determines would make it
unwise for such person to serve as a Director of the Corporation. Any person serving as a
Director of the Corporation shall automatically cease to be a Director on such date as he ceases
to have the qualifications set forth in this Section, and his position shall be considered vacant
within the meaning of the Articles of Incorporation of the Corporation.
ARTICLE III.
COMMITTEES
Section 1.

Committees.

1.1
Standing Committees.
committees specified below:

The Board of Directors shall have the standing

A.
The Compensation Committee shall consist of three or more Directors (the
exact number of which shall be set from time to time by the Board), who shall have such
qualifications, powers and responsibilities as specified in any charter that may from time
to time be adopted by the Compensation Committee and approved by the Board of
Directors.
B.
The Nominating and Corporate Governance Committee shall consist of
three or more Directors (the exact number of which shall be set from time to time by the
Board), who shall have such qualifications, powers and responsibilities as specified in
any charter that may from time to time be adopted by the Nominating and Corporate
Governance Committee and approved by the Board of Directors.
C.
The Audit Committee shall consist of three or more Directors (the exact
number of which shall be set from time to time by the Board), who shall have such
qualifications, powers and responsibilities as specified in any charter that may from time
to time be adopted by the Audit Committee and approved by the Board of Directors.
D.
The Risk Evaluation Committee shall consist of three or more Directors
(the exact number of which shall be set from time to time by the Board), who shall have
such qualifications, powers and responsibilities as specified in any charter that may from
time to time be adopted by the Risk Evaluation Committee and approved by the Board of
Directors.
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1.2
Special Purpose Committees. The Board may authorize on an ad hoc basis
special pricing committees in connection with the issuance of securities or such other special
purpose committees as may be necessary or appropriate in connection with the Board’s
management of the business and affairs of the Corporation.
1.3
Subcommittees. As necessary or appropriate, each of the standing committees
listed in Section 1.1 may organize a standing or ad hoc subcommittee for such purposes within
the scope of its powers as it sees fit, and may delegate to such subcommittee any of its powers as
may be necessary or appropriate to enable such subcommittee to discharge its duties and
responsibilities. Any such subcommittee shall be composed solely of members of the standing
committee, which shall appoint and replace such subcommittee members. Each subcommittee
member shall hold office during the term designated by the standing committee, provided that
such term shall automatically lapse if such member ceases to be a member of the standing
committee or fails to meet any other qualifications that may be imposed by the standing
committee.
Section 2.

Appointment and Removal of Committee Members.

Subject to Section 5 below, Directors shall be appointed to or removed from a committee
only upon the affirmative votes of:
1.

A majority of the Directors then in office; and

2.

A majority of the Continuing Directors, voting as a separate group.

Each member of a committee shall serve until his or her successor is duly appointed and
qualified.
Section 3.

Procedures for Committees.

Each committee or subcommittee may adopt such charters, procedures or regulations as it
shall deem necessary for the proper conduct of its functions and the performance of its
responsibilities, provided that such charters, procedures or regulations are consistent with (i) the
Corporation’s Articles of Incorporation, Bylaws and Corporate Governance Guidelines, (ii)
applicable laws, regulations and stock exchange listing standards, and (iii) any regulations or
procedures specified for such committee by the Board of Directors or for such subcommittee by
the standing committee that authorized its organization under Section 1.3 (collectively, the
“Governing Standards”). Unless otherwise determined by a committee or subcommittee, each
meeting thereof shall be convened pursuant to the notice requirements pertaining to meetings of
the full Board. Each committee and subcommittee shall keep written minutes of its meetings.
Section 4.

Meetings.

A committee or subcommittee may invite to its meetings other Directors, representatives
of management, counsel or other persons whose pertinent advice or counsel is sought by the
committee or subcommittees. A majority of the members of any committee or subcommittee
shall constitute a quorum and action by a majority (or by any super-majority required by the
Governing Standards) of a quorum at any meeting of a committee or subcommittee shall be
deemed action by the committee or subcommittee. The committee or subcommittee may also
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take action without meeting if all members thereof consent in writing thereto. Meetings of a
committee or subcommittee may be held by telephone conference calls or other communications
equipment provided each person participating may hear and be heard by all other meeting
participants. Each committee shall make regular reports to the Board. All recommendations or
actions of any committee or subcommittee shall be subject to approval or ratification by the full
Board of Directors unless the committee or subcommittee possesses plenary power to act
independently with respect to such matter and the submission of such matter to the full Board for
action would be prohibited by, or contrary to the intent and purpose of, any Governing
Standards.
Section 5.

Authority to Fill Vacancies.

Any vacancy in any committee (including any vacancy resulting from an increase in the
number of directors comprising the committee) shall be filled by the Board. If the Board fails to
fill any such vacancy within 30 days of being advised thereof, the Nominating and Corporate
Governance Committee shall have the power to fill the vacancy, in which case the new
committee member shall serve on such committee until such time as the Board may elect to
replace such new committee member. For a period of one year beginning on July 1, 2009, any
such vacancies will be filled with a designee who, in addition to satisfying any other criteria
required to serve on a particular committee, will be chosen from among (i) Virginia Boulet, W.
Bruce Hanks, Gregory J. McCray, C.G. Melville, Jr., Fred R. Nichols, Harvey P. Perry, Glen F.
Post, III or Joseph R. Zimmel (each a “Legacy CenturyTel Director”) in the case of a vacancy
relating to a committee position previously held by any Legacy CenturyTel Director or (ii) Peter
C. Brown, Steven A. Davis, Richard A. Gephardt, Thomas A. Gerke, William A. Owens,
Stephanie M. Shern or Laurie A. Siegel (each a “Legacy EMBARQ Director”) in the case of a
vacancy relating to a committee position previously held by any Legacy EMBARQ Director.
ARTICLE IV.
SHAREHOLDERS’ MEETINGS
Section 1.

Place of Meetings.

Unless otherwise required by law or these Bylaws, all meetings of the shareholders shall
be held at the principal office of the Corporation or at such other place, within or without the
State of Louisiana, as may be designated by the Board of Directors.
Section 2.

Annual Meeting.

An annual meeting of the shareholders shall be held on the date and at the time as the
Board of Directors shall designate for the purpose of electing Directors and for the transaction of
such other business as may be properly brought before the meeting. If no annual shareholders’
meeting is held for a period of 18 months, any shareholder may call such meeting to be held at
the registered office of the Corporation as shown on the records of the Secretary of State of the
State of Louisiana.
Section 3.

Special Meetings.

Special meetings of the shareholders, for any purpose or purposes, may be called by the
Board of Directors. Subject to the terms of any outstanding class or series of Preferred Stock
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that entitles the holders thereof to call special meetings, the holders of a majority of the Total
Voting Power shall be required to cause the Secretary of the Corporation to call a special
meeting of shareholders pursuant to La. R.S. 12:73B (or any successor provision). Such requests
of shareholders must state the specific purpose or purposes of the proposed special meeting, and
the business to be brought before such meeting by the shareholders shall be limited to such
purpose or purposes.
Section 4.

Notice of Meetings.

Except as otherwise provided by law, the authorized person or persons calling a
shareholders’ meeting shall cause written notice of the time and place of the meeting to be given
to all shareholders of record entitled to vote at such meeting at least 10 days and not more than
60 days prior to the day fixed for the meeting. Notice of the annual meeting need not state the
purpose or purposes thereof, unless action is to be taken at the meeting as to which notice is
required by law, the Articles of Incorporation or the Bylaws. Notice of a special meeting shall
state the purpose or purposes thereof. Any previously scheduled meeting of the shareholders
may be postponed, and (unless provided otherwise by law or the Articles of Incorporation) any
special meeting of the shareholders may be canceled, by resolution of the Board of Directors
upon public notice given prior to the date previously scheduled for such meeting of shareholders.
Section 5.

Notice of Shareholder Nominations and Shareholder Business.

5.1
Business Brought Before Meetings. At any meeting of the shareholders, only
such business shall be conducted as shall have been properly brought before the meeting.
Nominations for the election of Directors at a meeting at which Directors are to be elected may
be made by or at the direction of the Board of Directors, or a committee duly appointed thereby,
or by any shareholder of record entitled to vote generally for the election of Directors who
complies with the procedures set forth below. Other matters to be properly brought before a
meeting of the shareholders must be (a) specified in the notice of meeting (or any supplement
thereto) given by or at the direction of the Board of Directors, including matters covered by Rule
14a-8 of the Securities and Exchange Commission, (b) otherwise properly brought before the
meeting by or at the direction of the Board of Directors, or (c) otherwise properly brought before
the meeting by any shareholder of record entitled to vote at such meeting who complies with the
procedures set forth below.
5.2
Required Notice. A notice of the intent of a shareholder to make a nomination or
to bring any other matter before the meeting shall be made in writing and received by the
Secretary of the Corporation not more than 180 days and not less than 90 days in advance of the
first anniversary of the preceding year’s annual meeting of shareholders or, in the event of a
special meeting of shareholders or annual meeting scheduled to be held either 30 days earlier or
later than such anniversary date, such notice shall be received by the Secretary of the
Corporation within 15 days of the earlier of the date on which notice of such meeting is first
mailed to shareholders or public disclosure of the meeting date is made. In no event shall the
public announcement of an adjournment of a shareholders’ meeting commence a new time
period for the giving of a shareholder’s notice as described above.
5.3

Contents of Notice. Every such notice by a shareholder shall set forth:
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(a) the name, age, business address and residential address of the shareholder
of record who intends to make a nomination or bring up any other matter, and any
beneficial owner or other person acting in concert with such shareholder;
(b) a representation that the shareholder is a holder of record of shares of the
Corporation’s capital stock that accord such shareholder the voting rights specified in
paragraph 5.1 above and that the shareholder intends to appear in person at the meeting
to make the nomination or bring up the matter specified in the notice;
(c) with respect to notice of an intent to make a nomination, a description of
all agreements, arrangements or understandings among the shareholder, any person
acting in concert with the shareholder, each proposed nominee and any other person or
persons (naming such person or persons) pursuant to which the nomination or
nominations are to be made by the shareholder;
(d) with respect to notice of an intent to make a nomination, (i) the name, age,
business address and residential address of each person proposed for nomination, (ii)
the principal occupation or employment of such person, (iii) the class and number of
shares of capital stock of the Corporation of which such person is the beneficial owner,
and (iv) any other information relating to such person that would be required to be
disclosed in a proxy statement filed pursuant to the proxy rules of the Securities and
Exchange Commission had such nominee been nominated by the Board of Directors;
and
(e) with respect to notice of an intent to bring up any other matter, a complete
and accurate description of the matter, the reasons for conducting such business at the
meeting, and any material interest in the matter of the shareholder and the beneficial
owner, if any, on whose behalf the proposal is made.
5.4
Other Required Information. Notice of an intent to make a nomination shall be
accompanied by the written consent of each nominee to serve as a Director of the Corporation if
so elected and an affidavit of each such nominee certifying that he meets the qualifications
specified in Section 11 of Article II of these Bylaws. The Corporation may require any proposed
nominee to furnish such other information or certifications as may be reasonably required by the
Corporation to determine the eligibility and qualifications of such person to serve as a Director.
5.5
Disqualification of Certain Proposals. With respect to any proposal by a
shareholder to bring before a meeting any matter other than the nomination of Directors, the
following shall govern:
(a) If the Secretary of the Corporation has received sufficient notice of a
proposal that may properly be brought before the meeting, a proposal sufficient notice
of which is subsequently received by the Secretary and that is substantially duplicative
of the first proposal shall not be properly brought before the meeting. If in the
judgment of the Board of Directors a proposal deals with substantially the same subject
matter as a prior proposal submitted to shareholders at a meeting held within the
preceding five years, it shall not be properly brought before any meeting held within
three years after the latest such previous submission if (i) the proposal was submitted at
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only one meeting during such preceding period and it received affirmative votes
representing less than 3% of the total number of votes cast in regard thereto, (ii) the
proposal was submitted at only two meetings during such preceding period and it
received at the time of its second submission affirmative votes representing less than
6% of the total number of votes cast in regard thereto, or (iii) the proposal was
submitted at three or more meetings during such preceding period and it received at the
time of its latest submission affirmative votes representing less than 10% of the total
number of votes cast in regard thereto.
(b) Notwithstanding compliance with all of the procedures set forth above in
this Section, no proposal shall be deemed to be properly brought before a meeting of
shareholders if, in the judgment of the Board, it is not a proper subject for action by
shareholders under Louisiana law.
5.6
Power to Disregard Proposals. At the meeting of shareholders, the chairman
shall declare out of order and disregard any nomination or other matter not presented in
accordance with the foregoing procedures or which is otherwise contrary to the foregoing terms
and conditions.
5.7
Rights and Obligations of Shareholders Under Federal Proxy Rules. Nothing
in this Section shall be deemed to modify (i) any obligations of a shareholder to comply with all
applicable requirements of the Securities Exchange Act of 1934 and the regulations promulgated
thereunder with respect to the matters set forth in this Section of the Bylaws or (ii) any rights or
obligations of shareholders with respect to requesting inclusion of proposals in the Corporation’s
proxy statement or soliciting their own proxies pursuant to the proxy rules of the Securities and
Exchange Commission.
5.8
Rights of Preferred Shareholders. Nothing in this Section shall be deemed to
modify any rights of holders of any outstanding class or series of Preferred Stock to elect
Directors or bring other matters before a shareholders’ meeting in the manner specified by the
terms and conditions governing such stock.
Section 6.

Quorum.

6.1
Establishment of Quorum. Except as otherwise provided by law, at all meetings
of shareholders the presence, in person or by proxy, of the holders of a majority of the Total
Voting Power shall constitute a quorum to organize the meeting; provided, however, that this
subsection shall not have the effect of reducing the vote required to approve any matter that may
be established by law, the Articles of Incorporation or these Bylaws. Shares of Voting Stock as
to which the holders have voted or abstained from voting with respect to any matter considered
at a meeting, or which are subject to Non-Votes (as defined in Section 6.3 below), shall be
counted as present for purposes of constituting a quorum to organize a meeting.
6.2
Withdrawal. If a quorum is present or represented at a duly organized meeting,
such meeting may continue to do business until adjournment, notwithstanding the withdrawal of
enough shareholders to leave less than a quorum, or the refusal of any shareholders present to
vote.
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6.3
Non-Votes. As used in these Bylaws, “Non-Votes” shall mean the number of
votes as to which the record holder or proxy holder of shares of Capital Stock has been precluded
from voting thereon (whether by law, regulations of the Securities and Exchange Commission,
rules or bylaws of any national securities exchange or other self-regulatory organization, or
otherwise), including without limitation votes as to which brokers may not or do not exercise
discretionary voting power under the rules of the New York Stock Exchange with respect to any
matter for which the broker has not received voting instructions from the beneficial owner of the
voting shares.
Section 7.

Voting Power Present or Represented.

For purposes of determining the amount of Total Voting Power present or represented at
any annual or special meeting of shareholders with respect to voting on any particular matter,
shares as to which the holders have abstained from voting, and shares which are subject to NonVotes, will be treated as not present and not cast.
Section 8.

Voting Requirements.

When a quorum is present at any meeting, the vote of the holders of a majority of the
Total Voting Power present in person or represented by proxy shall decide any question brought
before such meeting, unless the question is one upon which, by express provision of law,
regulation or the Articles of Incorporation, a different vote is required, in which case such
express provision shall govern and control the decision of such question. Directors shall be
elected by plurality vote.
Section 9.

Proxies.

At any meeting of the shareholders, every shareholder having the right to vote shall be
entitled to vote in person or by proxy appointed by an instrument in writing subscribed by such
shareholder and bearing a date not more than 11 months prior to the meeting, unless the
instrument provides for a longer period, but in no case will an outstanding proxy be valid for
longer than three years from the date of its execution. The person appointed as proxy need not
be a shareholder of the Corporation.
Section 10.

Adjournments.

10.1 Adjournments of Meetings. Adjournments of any annual or special meeting of
shareholders may be taken without new notice being given unless a new record date is fixed for
the adjourned meeting, but any meeting at which Directors are to be elected shall be adjourned
only from day to day until such Directors shall have been elected.
10.2 Lack of Quorum. If a meeting cannot be organized because a quorum has not
attended, those present may adjourn the meeting to such time and place as they may determine,
subject, however, to the provisions of Section 10.1 hereof. In the case of any meeting called for
the election of Directors, those who attend the second of such adjourned meetings, although less
than a quorum as fixed in Section 6.1 hereof, shall nevertheless constitute a quorum for the
purpose of electing Directors.
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Section 11.

Written Consents.

Any action required or permitted to be taken at any annual or special meeting of
shareholders may be taken only upon the vote of the shareholders, present in person or
represented by duly authorized proxy, at an annual or special meeting duly noticed and called, as
provided in these Bylaws, and may not be taken by a written consent of the shareholders
pursuant to the Business Corporation Law of the State of Louisiana.
Section 12.

List of Shareholders.

At every meeting of shareholders, a list of shareholders entitled to vote, arranged
alphabetically and certified by the Secretary or by the agent of the Corporation having charge of
transfers of shares, showing the number and class of shares held by each shareholder on the
record date for the meeting, shall be produced on the request of any shareholder.
Section 13.

Procedure at Shareholders’ Meetings.

The Chairman of the Board, or, in his absence, the CEO, shall preside as chairman at all
shareholders’ meetings. The organization of each shareholders’ meeting and all matters relating
to the manner of conducting the meeting shall be determined by the chairman, including the
order of business, the conduct of discussion and the manner of voting. Meetings shall be
conducted in a manner designed to accomplish the business of the meeting in a prompt and
orderly fashion and to be fair and equitable to all shareholders, but it shall not be necessary to
follow Roberts’ Rules of Order or any other manual of parliamentary procedure.
ARTICLE V.
CERTIFICATES OF STOCK
Any certificates of stock issued by the Corporation shall be numbered, shall be entered
into the books of the Corporation as they are issued, and shall be signed in the manner required
by law. The Corporation may elect to issue uncertificated shares of stock.
ARTICLE VI.
REGISTERED SHAREHOLDERS
The Corporation shall be entitled to treat the holder of record of any share or shares of
stock as the holder in fact thereof and accordingly shall not be bound to recognize any beneficial,
equitable or other claim to or interest in such share on the part of any other person, whether or
not it shall have express or other notice thereof, except as expressly provided by the laws of
Louisiana.
ARTICLE VII.
LOSS OF CERTIFICATE
Any person claiming a certificate of stock to be lost or destroyed shall make an affidavit
or affirmation of that fact, and the Board of Directors, the General Counsel or the Secretary may,
in his or its discretion, require the owner of the lost of destroyed certificate or his legal
representative, to give the Corporation a bond, in such sum as the Board of Directors, the
General Counsel or the Secretary may require, to indemnify the Corporation against any claim
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that may be made against the Corporation on account of the alleged loss or destruction of any
such certificate; a new certificate of the same tenor and for the same number of shares as the one
alleged to be lost or destroyed, may be issued without requiring any bond when, in the judgment
of the Board of Directors, the General Counsel or the Secretary, it is proper to do so.
ARTICLE VIII.
CHECKS
All checks, drafts and notes of the Corporation shall be signed by such officer or officers
or such other person or persons as the Board of Directors or the executive officers may from
time to time designate.
ARTICLE IX.
DIVIDENDS
Dividends upon the capital stock of the Corporation, subject to the provisions of the
Articles of Incorporation, if any, may be declared by the Board of Directors at any regular or
special meetings, pursuant to law.`
ARTICLE X.
INAPPLICABILITY OF LOUISIANA CONTROL SHARE STATUTE
Effective May 23, 1995, the provisions of La. R.S. 12:135 through 12:140.2 shall not
apply to control share acquisitions of shares of the Corporation’s Capital Stock.
ARTICLE XI.
CERTAIN DEFINITIONS
The terms Capital Stock, Continuing Directors, Total Voting Power and Voting Stock
shall have the meanings ascribed to them in the Articles of Incorporation, provided, however,
that for purposes of Sections 3 and 6 of Article IV of these Bylaws, Total Voting Power shall
mean the total number of votes that holders of Capital Stock are entitled to cast generally in the
election of Directors.
ARTICLE XII.
AMENDMENTS
These Bylaws may only be altered, amended or repealed in the manner specified in the
Articles of Incorporation.

*****
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BEFORE THE PUBLIC UTILITY COMMISSION OF OREGON
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In the Matter of
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Application for an Order to Approve the
Indirect Transfer of Control of QWEST
CORPORATION
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CENTURYLINK, INC.
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1

Q.

Please state your name and business address.

2

A.

My name is John Jones and my business address is 100 CenturyLink Drive,

3

Monroe, Louisiana.

4
5

Q.

Who is your employer and what is your position?

6

A.

I am employed by CenturyLink as Vice President, State Government Affairs.

Q.

Please describe your educational background, work experience and present

7
8

responsibilities.

9
10

A.

I graduated with a Bachelor of Arts degree in Journalism and a Master of Arts

11

degree in Communication from the University of Louisiana at Monroe (ULM).

12

Prior to joining CenturyLink, I served as Public Affairs Director, student media

13

adviser and adjunct Communications faculty member for ULM for 12 years. I

14

have also worked as a journalist and public relations practitioner prior to my

15

position at the university.

16
17

I joined CenturyLink, Inc. in 1993 and have been with the company nearly 17

18

years. I have worked in various communications, government relations and

19

regulatory positions in the company during that time. Prior to the acquisition of

20

Embarq, I was Vice President of State and Federal Regulatory/Government
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1

Relations for the company.

I have been active in numerous state and federal

2

reform proceedings including the MAG Plan, Intercarrier Compensation Forum

3

(ICF) and the Missoula Plan. I have also served as President of the Independent

4

Telephone and Telecommunications Alliance (ITTA) and served on various

5

committees for US Telecom in Washington, D.C.

6
7

My present role is Vice President, State Government Affairs for CenturyLink in

8

our 33 operating states. I lead the state field teams that are responsible for

9

regulatory, legislative and government relations activities in each state. During

10

my time with CenturyLink, I have assisted in gaining state and federal

11

regulatory approvals for approximately six acquisitions.

12
13

Q.

What is the purpose of your testimony?

14

A.

My testimony supports the Application (“Application”) by CenturyLink, Inc.

15

(“CenturyLink”), filed concurrently with the Oregon Public Utilities Commission

16

(“Commission”).

17

demonstrate that the transaction is consistent with the public interest and will

18

result in no net harm.

19

My testimony will describe the proposed transaction and
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Q.

Are other witnesses filing direct testimony in this proceeding?

2

A.

Yes.

Judy Peppler, Oregon State President for Qwest Corporation (“Qwest

3

Corp”) will describe the Qwest operations in Oregon and the benefits to

4

customers and competition from achieving a stronger combined company as a

5

result of this transaction.1 In addition, G. Clay Bailey, CenturyLink’s Senior Vice-

6

President and Treasurer, will discuss the financial benefits of the proposed

7

transaction. His testimony discusses why the proposed transaction will create a

8

financially stronger service provider nationally and in Oregon – one with a solid

9

balance sheet and greater flexibility to continue investing in local networks,

10

broadband deployment

11

CenturyLink’s President of the Mid-Atlantic Region, Todd Schafer, will provide

12

an overview of CenturyLink’s operations and history, including its extensive

13

experience in successfully integrating and executing on prior acquisitions and

14

will describe the company’s highly localized business model that provides for a

15

strong focus on its local markets and customers. The combined testimony of all

16

of the witnesses will explain why this transaction is not only good for Oregon

17

consumers and businesses, but also for the state as a whole in terms of meeting

18

and advancing longer-term telecommunications and advanced services needs in

19

a challenging economic environment.

1

and customer

service

enhancements.

Ms. Peppler’s testimony will be filed along with Qwest’s petition to intervene.

Finally,
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1
2

Q.

Please generally describe the transaction subject to this proceeding.

3

A.

The proposed transaction (“Transaction”) is a simple stock-for-stock exchange by

4

which CenturyLink will acquire Qwest Communications International, Inc.

5

(“QCII” or “Qwest”), including its subsidiaries. It does not involve complex

6

financial or tax structures.

7

refinancing. As further discussed by Mr. Bailey, the Transaction is designed to

8

create a strong and stable company in both the short and long run, with greater

9

financial resources and access to capital to invest in networks, systems and

10

employees. From a financial standpoint, CenturyLink will have the scale and

11

stability to make necessary, ongoing infrastructure investments needed to serve

12

the next generation of consumers whose preferences are likely to dictate that

13

communication companies become more responsive, diverse and faster to

14

market in their product offerings than they are today.

Nor does it require additional debt or any

15
16

The Application and “Agreement and Plan of Merger” (“Merger Agreement”)2

17

describe the Transaction.

18

business combination at the parent level whereby a subsidiary of CenturyLink

19

will merge with and into Qwest. The separate existence of the subsidiary will

Simply stated, the Merger Agreement calls for a

The Merger Agreement was included as Exhibit C to the Application, which is also filed on
May 21, 2010 in this docket.

2
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1

then cease and Qwest will continue as a direct, wholly owned subsidiary of

2

CenturyLink. Upon closing of the Transaction, Qwest shareholders will receive

3

0.1664 CenturyLink shares for each share of Qwest common stock they own at

4

closing.

5

approximately 50.5 percent of the combined company, and Qwest shareholders

6

approximately 49.5 percent. As a result of the Transaction, CenturyLink will

7

have local exchange footprints in 37 states, including Arizona, Utah, North

8

Dakota and South Dakota where CenturyLink currently does not have

9

incumbent local exchange carrier (“ILEC”) operations today.

At that time, CenturyLink shareholders are expected to own

10
11

Following completion of the Transaction, four directors from the Qwest Board

12

will be added to the CenturyLink Board of Directors, including Edward A.

13

Mueller, Qwest’s Chairman and Chief Executive Officer.

14

increase the number of CenturyLink directors from 13 pre-Transaction to 17 post-

15

Transaction.

This addition will

16
17

Q.

How will the merged entity be structured?

18

A.

The corporate structure will essentially remain as it is today except that Qwest

19

will be a subsidiary under CenturyLink. Attached to my testimony as Exhibit

20

CTL/101 are diagrams illustrating the organizational structure of the relevant
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companies before and after closing. As mentioned, the Transaction contemplates

2

a parent-level transfer of control of Qwest so there is no direct effect on any of

3

the regulated operating subsidiaries in Oregon for either company. At closing,

4

Qwest will become a direct, wholly-owned subsidiary of CenturyLink and all

5

Qwest subsidiaries, including Qwest Corp, will be indirectly owned and

6

controlled by CenturyLink but otherwise will experience no change in their

7

existing corporate status or structure.

8

nothing with respect to the corporate structure of CenturyLink’s regulated

9

operating subsidiaries as all remain in place under the same status, structure,

10

In addition, the Transaction changes

ownership and control as exists today.

11
12

Q.

are regulated by the Commission.

13
14

Please identify the CenturyLink entities operating in the state of Oregon that

A.

United Telephone Company of the Northwest, d/b/a CenturyLink, CenturyTel of

15

Oregon, Inc., and CenturyTel of Eastern Oregon, Inc. are each indirect

16

subsidiaries of CenturyLink and are local exchange carriers operating under the

17

jurisdiction of the Commission. I will refer to these companies collectively as the

18

“CTL Oregon ILECs.” The CTL Oregon ILECs provide service to approximately

19

109,000 access lines in 86 primarily rural Oregon exchanges. The other indirect

20

subsidiaries of CenturyLink that are registered in Oregon are CenturyTel Long
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Distance, LLC, CenturyTel Solutions, LLC, CenturyTel Fiber Company II, LLC,

2

Embarq Communications, Inc., and Embarq Payphone Service, Inc. I will refer to

3

these companies and the CTL Oregon ILECs collectively as the “CTL Oregon

4

Entities.” None of the CTL Oregon Entities (or any entity that holds a controlling

5

interest in them) is experiencing a change in control as a result of this

6

Transaction.

7

where it resides today.

The control of these companies will remain with CenturyLink

8
9

Q.

Oregon Entities are regulated by the Commission today?

10
11

Will the Transaction result in any changes in the manner in which the CTL

A.

No, the CTL Oregon Entities will retain the same individual corporate identities

12

and continue to operate as they do today under the ownership and control of

13

CenturyLink. As a result, each of these companies will maintain its current

14

operating authority and regulatory status and will continue to abide by all

15

applicable statutes, rules, regulations, Commission orders, commitments, and

16

tariffs or price lists, as applicable, under which they are currently regulated.

17
18

In addition, the Transaction will be virtually seamless to Qwest and CenturyLink

19

Oregon customers. Immediately after the Transaction, customers will continue

20

to receive the same full range of high quality products and services at the same

CTL/100
Jones/9
1

rates, terms and under the same conditions as they did immediately before the

2

close of the Transaction. Any subsequent service, term, or price changes will be

3

made, just as they are now, in accordance with applicable rules and laws,

4

including required notices.

5

minimized customer confusion thus helping make the integration of acquired

6

companies as seamless and customer-friendly as possible.

CenturyLink in past acquisitions has successfully

7
8

Q.

proceeding?

9
10

What authority are the Applicants seeking from the Commission in this

A.

CenturyLink is seeking all requisite authority under Oregon Revised Statute

11

(“ORS”) 759.375, ORS 759.380, and Oregon Administrative Rule 860-027-0025

12

that may be applicable to a transaction of this nature.

13
14

Q:

and the challenges faced by providers?

15
16

Would you comment on the changing nature of the communications business

A.

The communications industry has changed dramatically in the last several years.

17

It continues to experience change at a frenetic pace. Consumers and businesses

18

are constantly seeking innovative technologies and alternative modes of

19

communication as they experience the benefits of more convenient and

20

ubiquitous ways to communicate and obtain data and video. Competition for
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voice, Internet, data and video is widespread with increasing competition from

2

wireless companies, cable operators, VoIP providers and new, start-up entities.

3

Ms. Peppler’s testimony will provide further insight into the nature and extent of

4

competition in Qwest’s Oregon markets. The pressure on all of these companies

5

to be responsive, invest and innovate is intense.

6

Industry consolidation in the ILEC segment is also a reality.

7

market and technology dynamics have significantly altered the fundamentals of

8

operating a wireline business. We are in a challenging economy and an even

9

more challenging telecom environment. The timing of this transaction is good

10

for both companies. The combination of CenturyLink and Qwest will bring

11

added stability and reliability to the telecommunications industry in Oregon and

12

also position the company to better meet current and future customer demands.

13

Our business will require greater focus and strategic flexibility to bring new

14

products on line, and we will need to do so more quickly than ever before. We

15

will need to be stronger and have greater product and revenue diversity as we

16

develop expanded broadband services, innovative IP products such as IPTV and

17

other video choices, VoIP services, enhanced fiber-to-the-cell tower connectivity

18

and other high bandwidth services.

19

complementary strengths and operating footprints, we will have greater

20

potential to effectively reach more types of customers with a broader range of

The evolving

As a combined company with
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products, services and connectivity solutions than either company could

2

standing alone.

3
4

Q.

customers?

5
6

How does the Transaction help to provide that opportunity to the benefit of

A.

First, the Transaction brings together two leading communications companies

7

with complementary network and operating footprints, which will result in a

8

more balanced urban and rural footprint.3 The combined enterprise will have

9

over 17 million telephone access lines and serve over five million high-speed

10

internet customers across 37 states. It creates a truly nationwide platform for

11

high-speed internet deployment by merging Qwest’s long-haul fiber network

12

with CenturyLink’s complementary long-haul fiber network and its core

13

metropolitan rings.

14

route miles of fiber4 which will enable a more diverse mix of product offerings

15

and an enhanced ability to reach customers with those products. The combined

16

network will be a key differentiator in our industry and it will heighten the

Combined, it gives CenturyLink approximately 180,000

CenturyLink’s local-service network operates in 33 states while Qwest’s local network
operates in 14 Western and Midwestern states. The merger will enable the companies to have
complementary local exchange footprints in 10 of the combined 37 states. Additionally,
CenturyLink will be able to provide voice and advanced telecom services in four additional
states: Arizona, Utah, North Dakota and South Dakota
4 An illustrative map is attached as Exhibit CTL/102.
3

CTL/100
Jones/12
1

ability to advance the deployment of high speed Internet services as well as for

2

the customer-desired “triple play” of broadband, voice and video.

3
4

A key benefit will come from leveraging each company’s operational and

5

network strengths, resulting in a company with an impressive national presence

6

and local depth. CenturyLink has proven the effectiveness of its region-based

7

local market focus, as further described by CenturyLink Operations witness

8

Schafer.

9

customer capabilities, as explained in more detail by Qwest witness Judy

Qwest has industry-leading enterprise, government and wholesale

10

Peppler.

These witnesses also attest to the extensive investments that each

11

company has made in advanced network and the expansion of their individual

12

fiber core networks. The merger of these complementary and additive strengths,

13

will increase the likelihood of bringing to market more advanced services and

14

compelling choices for customers at an accelerated pace.

15
16

The increased capabilities of the combined company, which will include Qwest’s

17

coast-to-coast network and growing Enterprise business segment, will also

18

diversify the company’s revenue structure and thereby create a stronger

19

provider.

The company will be better situated, both financially and
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operationally, with more flexibility to meet the challenges of a rapidly changing

2

and intensely competitive communications environment.

3
4

The bottom line is that the combined company will be better-positioned to lead

5

the deployment of advanced services in Oregon and other states with an

6

experienced workforce, a strategic national network infrastructure and a stronger

7

balance sheet. The result is a win not only for the company, but also for Oregon

8

customers and communities.

9
10

Q.

derived from leveraging the complementary strengths of these two companies?

11
12

Can you provide a more concrete example of the potential benefits that can be

A.

As I mentioned, Qwest is a national provider of services to the enterprise market,

13

and has particular strength in serving large business and government customers.

14

Thus, the Transaction gives the combined company an increased prominence in

15

the enterprise and government broadband markets.

16

focuses on businesses with regional and local needs. The transaction will enable

17

post-merger CenturyLink to leverage Qwest’s strength in providing complex

18

communications services to large businesses and government entities on a

19

national and global scale to provide a broader array of services to enterprise

20

customers in CenturyLink territories. The combination of Qwest’s long-haul

CenturyLink, by contrast,
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network with CenturyLink’s fiber rings in metropolitan areas will create a

2

service partner that can offer strategic products to a broader array of businesses,

3

including those seeking access to a nationwide long-distance network. It will

4

also allow for more diverse routing options, provide redundant routing for

5

network reliability purposes, and offer communications and information services

6

that are attractive to businesses in the financial sector, government entities, and

7

other customers who require solutions for highly sensitive data operations.

8
9

Q.

What qualifications and ability does CenturyLink have to operate the

10

combined company and to continue to provide high quality services to

11

customers?

12

A.

CenturyLink’s senior officers are proven leaders in the telecommunications

13

industry and have established a solid, consistent reputation for running a high-

14

performing enterprise that serves customers well. To that end, Glen F. Post, III,

15

the current CEO and President of CenturyLink, will continue to be the CEO and

16

President of the post-merger CenturyLink. R. Stewart Ewing, Jr., the current

17

Chief Financial Officer (CFO) of CenturyLink, will continue to be the CFO of the

18

post-merger CenturyLink. Karen A. Puckett, the current Chief Operating Officer

19

(COO) of CenturyLink, will continue to be COO of post-merger CenturyLink. It

20

is noteworthy that Mr. Post, Mr. Ewing and Ms. Puckett have a combined total of
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approximately 88-years experience in the communications industry, and have

2

worked together as a continuous senior leadership team at CenturyLink for the

3

past decade. This length of undisturbed leadership continuity is nearly unheard

4

of in an industry such as ours.

5

Executive Vice President of Business Markets Group for Qwest, will be the

6

President of the Business Markets Group for post-merger CenturyLink and will

7

continue to lead Qwest’s successful, and growing, enterprise business segment.5

8

These leaders are industry veterans with a stable base of knowledge, experience

9

and leadership. They have a successful track record of executing on proven

10

business models and localizing service to the benefit of consumers in acquired

11

markets. The CenturyLink leadership team possesses the depth of knowledge,

12

experience and leadership to move this company forward through the next era of

13

change and challenge.

Also, Christopher K. Ancell, currently the

14
15

The company’s extensive merger and acquisition track record in Oregon and

16

other states also provides a clear indication of its ability to successfully execute

17

on its business plans and provide high quality service. As Mr. Schafer explains

18

in his testimony, CenturyLink has a long history of successfully integrating

19

acquired properties and assets and expanding into new state jurisdictions. These

5

Additional senior leaders will be announced in the coming months.
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successful acquisitions and subsequent integrations have generated benefits for

2

both the company and its customers. The senior management team of

3

CenturyLink is very familiar with and well-equipped to face the challenges and

4

opportunities that an acquisition and integration of this magnitude presents.

5

CenturyLink and its customers will benefit from that continued steady hand as it

6

faces the challenges and opportunities ahead.

7
8

Furthermore, ensuring that CenturyLink continues to provide high quality

9

service and customer experience pre- and post-merger is vitally important.

10

CenturyLink understands that continuing to meet customer needs is its top

11

priority.

12

customer service, network and operations functions that are critical to each

13

company’s success today will continue to be key areas of focus when the

14

Transaction is complete, and the post-Transaction company will be staffed to

15

ensure that continuity. Qwest Corp and the CenturyLink Oregon ILECs will

16

continue to be managed by employees with extensive knowledge of the local

17

communications business and with a commitment to the needs of the local

18

community.

The Transaction will not change that focus.

To the contrary, the

19
20

Q.

Would you comment on CenturyLink’s technical expertise?
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A.

CenturyLink’s technical expertise is reflected in the multitude of services it

2

provides today in 33 states and also in its highly skilled workforce, which

3

includes engineers, IT personnel and technicians that have long been operating

4

networks and systems for the benefit of millions of customers. Going forward,

5

the post-Transaction CenturyLink will have a combined pool of technical and

6

operational expertise from both companies from which to draw support, training

7

and the deployment of new and innovative products like IPTV.

8
9

Q.

it relates to a commitment to customer service?

10
11

How would you describe “the fit” between the two companies, particularly as

A.

CenturyLink and Qwest are holding companies with both unique differences

12

and similarities. Utilizing the strengths of both companies is a key component of

13

the transaction. Their primary focus has been the ownership and operation of

14

subsidiary ILECs on a multi-state basis. Both companies have deep roots in

15

serving and meeting the communication needs of customers by investing heavily

16

in quality, reliable voice and data networks.

17

employees are dedicated to local community involvement and employee

18

volunteerism. Both companies have strong management teams and a base of

19

experienced employees who share the common view that successfully providing

20

high quality communication services in these dynamic times is contingent upon

Both companies and their
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the ability to respond quickly to rapid changes in markets, technology and

2

customer demands.

3
4

CenturyLink’s region-based, local operating model will reinforce this shared

5

philosophy and will likely be the most noticeable positive change for Qwest

6

customers.

7

Schafer, this approach will likely be implemented to ensure that the customer is

8

at the center of everything the company does.

9

successful in driving customer service, responsiveness and accountability closer

10

to the customer and enabling the company to be more proactive and successful

11

in direct response marketing efforts on a market-by-market basis.

As stated in the testimony of CenturyLink Operations witness

This structure has proven

12
13

Q.

benefits?

14
15

Are there other areas where you believe that the Transaction will have positive

A.

Yes, as I mentioned, the Transaction will also have a positive impact on

16

providing competitive choice and responding to customer demands. Healthy

17

competition is in large part driven by the existence of a variety of viable network

18

platforms in a given market. Competition is most robust in markets where there

19

is intermodal competition:

20

wireless, wireline, and cable platforms. If any of those platforms is rendered

that is, where services are being delivered over
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unsustainable, it would negatively impact competition and consumers. The

2

combination of CenturyLink and Qwest network infrastructure and operating

3

experience ensures a stable, capable, reliable network operator will be available

4

to weather long-term technological and competitive changes yet to come.

5
6

Q.

In your testimony thus far, you have described how the Transaction promotes

7

the public interest. Do you believe there are any potential harms that could

8

result from the merger?

9

A.

No. The Transaction will not disrupt existing service arrangements or regulatory

10

commitments. Both companies have affirmed that existing wholesale and

11

interconnection arrangements and commitments will remain intact, and that the

12

operating companies will honor the terms of existing Commission-ordered

13

regulatory commitments.

14

impact on compliance with the regulatory requirements of this Commission. The

15

Transaction will not in any way affect this Commission’s jurisdiction over

16

CenturyLink’s and Qwest’s Oregon subsidiaries, the type of regulation that they

17

are subject to, or any binding regulatory commitments that have been placed by

18

the Commission.

In this regard, the Transaction will not have any

19
20

Q.

Please summarize your testimony.
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A.

The Transaction is in the public interest. It is a straightforward, parent-level

2

stock-for-stock transaction without any complex financing structures.

3

combines two leading communications companies with customer-focused,

4

industry-leading capabilities and complementary networks and operating

5

strengths. Qwest’s Oregon subsidiaries will continue to provide services as they

6

do today, but with the added benefit of a financially stronger parent and a more

7

localized approach to service and meeting evolving customer demands. The

8

combined company’s senior management team will consist of proven leaders

9

with extensive experience in the industry and a successful track record of

10

It

transactional integration.

11
12

CenturyLink will become stronger, and more diverse and flexible, by leveraging

13

the complementary financial, operational and network strengths of each of the

14

two companies.

15

deployment of advanced, broadband services to the benefit of both residential

16

and business customers and competition in general. The combined company’s

17

expertise in bringing high-speed broadband services to market, together with the

18

robust, nationwide fiber network, will also improve its competitive potential in

19

the enterprise business market. In sum, the company will be better positioned

This will help to ensure and accelerate the continued
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for future growth and service to customers amid a rapidly changing and

2

intensely competitive communications environment.

3
4

Q.

Does this conclude your testimony?

5

A.

Yes.
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1

Q.

Please state your name and business address.

2

A.

My name is Todd Schafer and my business address is 14111 Capital Blvd, Wake

3

Forest, NC 27587.

4
5

Q.

Who is your employer and what is your position?

6

A.

I am employed by CenturyLink as the President for the Mid Atlantic Region.

Q.

Please describe your educational background, work experience and present

7
8

responsibilities.

9
10

A.

In 1987, I graduated with a B.S. from the University of Wisconsin-Stevens Point

11

majoring in both Business Administration-Finance as well as Managerial

12

Accounting. Immediately after graduation, I joined the Audit Division of Arthur

13

Andersen & Co. For 3 ½ years, my role was to perform audit work for various

14

clients.

15
16

In 1991, I became the Vice President of Urban Telephone Corporation, a

17

subsidiary of Rochester Telephone Corporation in Clintonville, Wisconsin.

18

Rochester Telephone later changed its name to Frontier Corporation which is

19

now part of Citizens Communications operating under the Frontier brand name.
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2

In 1993, I became the State of Wisconsin General Manager responsible for the five

3

telecommunications companies owned by Frontier in Wisconsin.

4

until early 2001, my role as State General Manager was to oversee and lead all

5

activities for the companies in Wisconsin including all the day to day operations,

6

customer service,

7

investment and performance, competitive and regulatory direction as well as the

8

integration of the five once independently owned and operated companies into

9

Frontier’s regional operating model.

community relations,

From 1993

financial performance, network

10
11

In early 2001, I began working for CenturyTel becoming the General Manager for

12

its wireline and wireless operations in eastern Wisconsin and the Upper

13

Peninsula of Michigan. As the General Manager, my responsibility was to lead

14

the eastern Wisconsin market responsible for overall financial performance, level

15

of service, customer facing sales distribution, market competitiveness and

16

network development.

17
18

In 2004, I became the Regional Vice President responsible for CenturyTel’s

19

Southern Region. From 2004 until June 2009, my role as Regional Vice President

20

was to lead the overall performance of the eight states in the region. Financial
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performance, level of service, customer facing sales distribution, market

2

competitiveness and daily operations were elements of my responsibility.

3
4

Since July 2009, I have been the President of the Mid Atlantic Region of

5

CenturyLink leading the results for the five states in the region. My role is very

6

similar to the role I had for CenturyTel’s Southern region but significantly larger

7

in customer and employee counts.

8
9

Q.

What is the purpose of your testimony?

10

A.

I am testifying in support of the Application filed by CenturyLink, Inc., d/b/a

11

CenturyLink (“CenturyLink”) for approval of the indirect

12

CenturyLink’s and Qwest Communications International, Inc.’s regulated

13

Oregon incumbent local exchange carrier subsidiaries in Oregon to CenturyLink.

14

My testimony will provide a brief overview and history of CenturyLink,

15

including a description of the company’s demonstrated ability to successfully

16

complete the integration process associated with prior acquisitions. In addition, I

17

will describe CenturyLink’s highly localized business model which focuses on

18

empowering local personnel to meet the distinct needs of the markets they serve

19

and places the customer at the center of what the company does.

20

merger of
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Q.

Please give a brief overview and history of CenturyLink.

2

A.

CenturyLink is a holding company that conducts business principally through

3

wholly-owned

subsidiaries

that

offer

a

broad

array

of

high-quality

4

communications products and services.

5

provided to consumers and businesses in 33 states. Headquartered in Monroe,

6

Louisiana, CenturyLink is an S&P 500 company and has been listed in the

7

Fortune 500 list of America’s largest corporations. As of December 31, 2009,

8

CenturyLink provided “ILEC” services to over approximately seven million

9

access lines, and high-speed Internet and data transmission services to over 2.2

10

million customers. With its exceptional network infrastructure, localized

11

approach to service and its commitment to invest in broadband, CenturyLink has

12

been a leading provider of advanced broadband services in the majority of the

13

markets it serves. The company currently employs about 20,000 employees, with

14

490 in Oregon.

These products and services are

15
16

CenturyLink started as a single-exchange, family-run local telephone company in

17

1930. Throughout the years, CenturyLink has grown its operations into new

18

markets by successfully acquiring and integrating companies, properties, and

19

assets and improving and expanding services in those markets. As I will discuss

20

in more detail below, many of these acquisitions have been relatively large
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transactions that greatly expanded the then-existing company’s size and

2

footprint. The company also acquired significant fiber assets in 2003 and 2005

3

which has enabled it to develop and grow an extensive high-speed optical core

4

network that provides wholesale and retail fiber transport services to customers

5

all across the United States.

6
7

Q.

CenturyLink provides?

8
9

Could you expand upon the wide array of communications services that

A.

Yes. These services include a host of local and long-distance voice, high-speed

10

Internet, video entertainment and wholesale local network access services, as

11

well as a variety of broadband and high bandwidth services. In various areas,

12

CenturyLink also offers security monitoring, home networking, data hosting,

13

national and metro Ethernet, systems/network management and other

14

professional, business and information services.

15

leading provider of advanced broadband services, the company has invested

16

heavily not only to extend its fiber core network, but also to deploy fiber deeper

17

into its local networks. CenturyLink has been a leader in the launching of DSL

18

offerings and is expanding or preparing to expand its Internet protocol television

19

(IPTV) product into additional locations which is made possible by the

20

investment in faster broadband speeds.

To secure its position as a
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Q.

You stated that CenturyLink has grown over time in part due to a number of

3

successful,

4

consolidation history.

5

A.

strategic

acquisitions.

Please

describe

CenturyLink’s

CenturyLink is an American business success story. What started as a family run

6

business being operated from the parlor of a residence in northeastern Louisiana,

7

has grown into one of the most well-respected national communications

8

companies in the United States. Over the years, the company has successfully

9

completed and integrated a number of acquisitions which has enabled the

10

company to expand its national footprint and build upon its commitment to

11

provide excellent customer service and to improve its network. With each

12

transaction, the company has been able to increase in size and financial strength,

13

enabling it to improve the range of services, enhance customer service and place

14

itself in a more stable financial position.

15
16

Exhibit CTL/201 illustrates a timeline of the various acquisitions. While there are

17

a number of examples which illustrate the company’s expertise in this area as

18

shown on Exhibit CTL/201, let me speak to several of the larger ones. In the late

19

1990’s, CenturyLink added approximately 600,000 access lines across twelve

20

states, including Oregon, when it acquired Pacific Telecom, Inc. At that time, the
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transaction more than doubled the size of the company. Over the next few years,

2

the company engaged in a series of acquisitions that once again doubled the

3

company’s size when it added another 1.2 million access lines acquired from

4

GTE, Ameritech, and Verizon, concentrated primarily in Alabama, Arkansas,

5

Missouri, and Wisconsin. These acquisitions significantly expanded its presence

6

in those states and demonstrated the company’s ability to not only grow rapidly,

7

but to also successfully integrate and operate nearly two million new access lines

8

serving wholesale, business and residential customers.

9

CenturyLink acquired Embarq Corporation (“Embarq”) and its 5.4 million access

10

Most recently,

lines, which more than tripled the size of the company.

11
12

In each case, the integration efforts have been successful. Billing, financial and

13

customer care system conversions have been executed smoothly and in

14

accordance with established time frames.

15

standardizing key operational processes, making strategic investments in

16

infrastructure, aligning and holding employees accountable, providing advanced

17

technical support in the field, enhancing communication strategies and

18

increasing and streamlining training, among other things. Overall, the company

19

has maintained a sharp focus on accountability and commitment at all levels of

20

management to achieve a successful transition.

These efforts have included
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CenturyLink’s senior executive management team has one of the longest tenures

3

in the industry, and is recognized by the financial community as one of the most

4

successful and experienced in managing mergers and acquisitions. CenturyLink

5

is confident that, with the combined experience and leadership abilities of the

6

management teams, the execution of this integration will be as smooth and

7

successful as the Embarq integration and others have been in the past.

8
9

Q.

Would you provide examples of that integration process?

10

A.

Absolutely. The best way to describe our approach to integration and other

11

M&A processes is that the entire company works holistically to ensure that all

12

operating units and departments are working in unison to achieve business and

13

integration objectives. Regardless of the size of the acquisition, the company

14

establishes carefully developed integration plans and targeted timelines for all

15

relevant functional areas with clearly defined owners and metrics to measure

16

progress.1 CenturyLink’s integration success is attributable to learning from each

17

transaction, establishing workable schedules and action plans and then executing

18

on those plans.

19

arching goals of our integration process.

Minimizing customer confusion and disruptions are over-

A graphic illustration of some of the major tracked milestones associated with integration of the Embarq
transaction and anticipated timelines for the Qwest integration is attached hereto as Exhibit Schafer/202.

1
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As an example, on July 1, 2009 CenturyTel closed on its acquisition of the much

3

larger Embarq in a sizeable transaction which created a leading communications

4

service provider which as of the end of 2009 served 7 million access lines, 2.2

5

million broadband customers and 535,000 video customers in 33 states. The

6

company’s

7

CenturyTel/Embarq closing in July 2009 is indicative of its ability to successfully

8

integrate acquisitions and its foresight in anticipating growth as it makes

9

operational or system decisions. For example, several years ago CenturyLink

10

made significant investment in and upgraded its financial and billing systems in

11

order to deliver integrated, customer service and improved levels of financial

12

accountability. These system upgrades were designed to be scalable and support

13

future business expansion which has enabled CenturyLink to quickly and

14

seamlessly reach many key integration milestones. Consequently, very quickly

15

after close, financial and human resource systems were converted.

16

months, a phased schedule for converting customer billing systems was

17

implemented. Already, approximately 25 percent of the access lines served by

18

former Embarq systems have been successfully and seamlessly converted to

19

CenturyLink’s single integrated retail customer service and billing system.

20

Another 25% of former Embarq access lines are expected to convert by year end

significant,

focused,

and

meaningful

progress

since

the

Within
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2010, with the remaining access lines converted by the third Quarter of 2011, or

2

within about 24-27 months after closing.

3
4

The successful integration of Embarq has not been limited to systems however.

5

Since the closing, CenturyLink has expanded its core fiber network by building

6

or leasing fiber optic transport to connect former Embarq and CenturyTel

7

markets in the western United States with markets on the east coast. As a result,

8

CenturyLink’s long-haul network now connects 90 percent of its service areas,

9

reducing costs and creating revenue opportunities from new service

10

opportunities.

IPTV has been deployed in former Embarq markets and the

11

company is ramping up its initiative to deploy IPTV in other locations.

12

Broadband deployment has continued with the introduction of new products

13

such as “Pure Broadband.” Broadband speeds and additional deployment to

14

unserved areas have increased in multiple markets. And, CenturyLink has been

15

deploying its “triple play” offering to bring more competition to customers in

16

multiple-dwelling-unit buildings—a customer segment that was not a significant

17

focus for former Embarq.

18
19

In addition to system conversions and network deployment, the company

20

finalized the budgeting process, completed organizational design and many
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staffing decisions, and launched a new brand.

On the day of closing, the

2

company had its five-region “go-to-market” concept in place and operational.

3

The region concept has successfully brought renewed local focus to all markets.

4

The success of the concept has been defined and demonstrated by a local

5

leadership structure that is focused on the local needs of communities and

6

customers and the importance of maintaining a local market presence.

7
8

Q.

concept. Please explain the attributes of that operating model in more detail.

9
10

You mention the effectiveness of CenturyLink’s five-region “go-to-market”

A.

The region organizational structure brings our business closer to the customer

11

and provides a localized approach. Upon completion of the Embarq transaction,

12

CenturyLink implemented its proven “go-to-market” service delivery model,

13

which presently includes five regions and 22 market clusters in the 33 states in

14

which the company operates.2 A regional president oversees each of the five

15

regions, and a general manager and various operations managers are assigned to

16

each of the market clusters.

17

leaner, more efficient central corporate operation.

18

percentage of company leadership in the field creates a clear local market focus,

This more de-centralized local structure enables a
Placing a significant

An illustration of how the regional management approach and its components fit within the overall Goto-Market Service Delivery Model is attached hereto as Exhibit Schafer/203. A map showing the five
regions implemented at close of the Embarq transaction is attached hereto as Exhibit Schafer/204.
2
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which drives operations and service decision-making closer to the customer.

2

Together with CenturyLink’s integrated retail customer care and billing system,

3

this model promotes more accountability to the customer. The company is able

4

to provide more direct and localized service and can respond to customers and

5

competition more quickly, on a market-by-market basis. Essentially, this model

6

focuses on empowering local personnel to meet the distinct needs of their

7

markets and places the customer at the center of what the company does.

8
9

Q.

upon the completion of the Transaction?

10
11

Will that model be incorporated into the areas of Qwest’s operational structure

A.

Yes, we anticipate it likely will, as CenturyLink’s structure has proven to be a

12

successful service delivery model. No changes will be made prior to closing, and

13

we will first need to evaluate Qwest’s structure and consider adjustment to the

14

configurations necessary to fit the newly merged operations and to ensure that

15

any modifications continue to meet customer expectations.

16
17

Q.

well in urban markets as well as rural?

18
19
20

Has CenturyLink found the locally focused business model approach works

A.

Yes.

CenturyLink’s business model is focused on driving accountability to

customers and results of the market at a local level. Markets often differ for
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many more reasons than population densities as even urban markets have

2

differing levels of competition, customer needs, and unique attributes.

3

example, while the CenturyLink Ft. Myers, FL and Las Vegas, NV markets are

4

clearly both urban markets, they have varying customer-types, demographics,

5

and competitive activities. Having dedicated General Managers and their local

6

teams in both markets help to more clearly distinguish those unique elements

7

and significantly improves our ability to adjust our specific strategies and tactics

8

to meet the needs of each individual market.

For

9
10

Q.

In discussing a more localized service approach, you refer to the company’s

11

customer care systems. Do you have any examples of improvements that have

12

enhanced the ability of CenturyLink to provide more targeted, localized

13

customer service?

14

A.

Yes. CenturyLink employs a “neighborhood” approach to customer service call

15

centers that enables customer calls to be matched with associates that are trained

16

to understand the nuances of the state. The neighborhoods are designed and

17

grouped to align available staffing with the needs of the states that are included

18

in that group. Through the neighborhood approach, customer service associates

19

have a focus and an “ownership” of the states for which they are responsible.

20

They understand the service offerings in that region and are even aware of
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current happenings in the area as the call screens have the ability to provide real

2

time information about the locale so that there is a real connection between the

3

associate and the customer. This is another approach that likely will be adopted

4

during the integration of Qwest.

5
6

Q.

and challenges of the business that Mr. Jones discusses in his testimony?

7
8

Does this locally focused approach help you to address the changing nature

A.

Absolutely. As Mr. Jones discusses, there is no question that the communication

9

industry has changed dramatically in the last several years. Customers now

10

have more service and provider options and more varied expectations that

11

carriers must meet. While all markets change, markets do not all change in the

12

same way or at the same speeds. As I mentioned, even two markets that share

13

some common characteristics such as the two urban markets of Ft. Myers and

14

Las Vegas, still have unique needs that are best served through a locally focused

15

approach that can more quickly determine and address the changes in the

16

market.

17
18

Q.

Do you have any concluding remarks?

19

A.

Yes. The Transaction brings together two leading communications companies

20

with complementary networks and operating footprints. By building on each
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company’s operational and network strengths, the combined company will have

2

an impressive national presence with the local depth that will allow it to better

3

serve all of its customers. The combination creates a company that will be well-

4

positioned to lead the deployment of advanced services as well as successfully

5

manage the challenging and rapidly changing telecommunications environment.

6
7

Q.

Does this conclude your testimony?

8

A.

Yes.

CenturyLink – Experienced
Consolidator
Acquisition of Pacific
Telecom, Inc.; 600k
access lines in 12 states
(doubled the size of
CTL); $1.3 billion

1997

1998

Acquired 89k
access lines from
Ameritech in WI;
$221 million

Acquired 490k
access lines from
GTE in AR, MO &
WI; $1.5 billion

2000
Sold Wireless
Properties to
Alltel;
$1.6 billion

Acquired 650k
access lines from
Verizon in AL &
MO; $2 billion

2002
Acquired fiber
assets in 2003 &
2005 to enhance
LightCore;
$120 million

2005

CTL/201
Schafer

Acquisition of
Madison River
Com.; 165k access
lines in 4 states;
$830 million

2007

2009

Acquired Embarq
Corporation; 5.4m access
lines; (more than tripling
the size of CTL)
$11.6 billion

Integration Timelines
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Embarq Transaction
July 1 -

YE 2010
~ 50% customer
conversion
completion target

 Transaction close
 CenturyLink region
operating model launch

2009

2010

October 2009 -

May 2010 -

 Financial & HR
systems conversion

~ 25% Customer
conversions complete
(OH & NC)

 Brand Launch
 OH customer
conversion

3Q 2011
~ 100% customer
conversion
completion target

2011
1H 2011
~100% LD traffic
migration target

Anticipate 1H2011
transaction close

Qwest Transaction

2012

2011

Integration
process
continues

2012

CenturyLink Operating Model

Chief
Operating
Officer

Sales
ILEC/ CLEC

Region/ GM
Structure

Marketing
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Customer
Care

Operations

•RVP/GM Structure
•Area Ops Manager
•Area Plant Supervisors
•Technicians
•Community Focus
•Local Consumer
Distribution:
- Retail stores
- Door to Door Sales
- Multi Dwelling Unit Sales

Segment
Product Roadmap/
Plans

Enterprise
Strategy,
Sales &
Fulfillment

Market Plans
Service Delivery
Market
Intelligence
P&L

Sales & Service
Fulfillment

Proven Go-to-Market Service Delivery Model
3

Customer Experience/
Life Cycle
Repair
Network Surveillance
Operations Support

Regional/General Manager Operating Model
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North-East Region
HQ: Lacrosse, WI

Mid-Atlantic Region
HQ: Wake Forest
(Raleigh), NC

Western Region
HQ: Las Vegas, NV

CenturyLink
Region
Headquarters
GM Location

South-Central Region
HQ: Wentzville (St. Louis), MO

Southern Region
HQ: Apopka (Orlando), FL
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Q.

Please state your name and business address.

2

A.

My name is G. Clay Bailey and my business address is 100 CenturyLink Drive,

3

Monroe, Louisiana 71203.

4
5

Q.

Who is your employer and what is your position?

6

A.

I am employed as Senior Vice President and Treasurer for CenturyLink, Inc.

7

(“CenturyLink” or the “Company”)

8
9

Q.

10
11

Please describe your educational background, work experience, and present
responsibilities.

A.

I received a B.B.A. in Accounting from Northeast Louisiana University. I am a

12

Certified Public Accountant (Inactive Status). Upon graduation, I was employed

13

by the accounting firm, KPMG. During my tenure with the firm, I was involved

14

in telecommunication audits. In 1992, I accepted a position with CenturyTel in

15

the area of Government Relations. I held many positions in the area including

16

Vice President, Government Relations. In that position, I was responsible for

17

both federal and state government relations. In 2000, I accepted the position of

18

Vice President and Treasurer. Earlier this year I became Senior Vice President

19

and Treasurer.

20
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Q.

What is the purpose of your testimony?

2

A.

I am testifying in support of the Application (“Application”) filed by

3

CenturyLink and Qwest Communications International Inc. (“Qwest”) with the

4

Oregon Public Utility Commission (“Commission”) on May 21, 2010.

5

testimony will provide a detailed overview of the financial characteristics of the

6

combined company arising from the proposed transaction.

7

testimony will support and demonstrate that the combination is in the public

8

interest and affirmatively creates benefits for customers and the State of Oregon.

My

Further, my

9
10

Q.

Are other witnesses filing direct testimony in this proceeding?

11

A.

Yes.

I have reviewed the testimonies of John Jones and Todd Schafer,

12

representing CenturyLink, and Judy Peppler, representing Qwest, all of which

13

provide detail about other factors that support the proposed merger of

14

CenturyLink with Qwest.

15

providing additional information regarding important financial factors about the

16

two companies and the proposed combination.

17

My testimony complements those testimonies by
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Q.

Please summarize your testimony.

2

A.

CenturyLink and Qwest announced on April 22, 2010, the two companies’

3

agreement to merge to create one of the largest telecommunications companies in

4

the U.S. From a financial perspective the all-stock transaction is compelling for a

5

number of reasons: (1) no new debt or debt refinancing is required based on the

6

borrowings at the time of the announcement1; (2) the transaction is a

7

straightforward stock-for-stock combination that does not involve any financial

8

or tax-structure complexities (e.g., Reverse Morris Trust) similar to those

9

employed in certain recent transactions; (3) the combined company will have

10

increased financial resources with the flexibility to dedicate capital in response to

11

business opportunities, to support ongoing capital investment, or to reduce debt;

12

and (4) the combined company will have what we believe will be investment-

13

grade characteristics based on solid debt coverage ratios, sufficient liquidity, and

14

a manageable debt maturity schedule. The decision to merge is based on a

15

compelling financial rationale and the public interest benefits that flow from the

16

proposed merger. My testimony, therefore, will highlight factors that should

17

give the Commission confidence that this combination is in the public interest,

18

consistent with the State’s standard of review and that the merger should be

19

approved. Specifically, I will testify regarding three general subjects:

Qwest does have a credit facility that includes a change of control provision, but no funds
were drawn against that facility at the time of the announcement.

1
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1.

2

The financial profile of the two individual companies, as well as the
merged company, at the corporate parent level;

3

2.

The financially-based affirmative benefits of the proposed transaction; and

4

3.

Specific financial characteristics of the merged company, including the

5

rationale for a stock-for-stock transaction, the expectations for a strong

6

and improving balance sheet, opportunities for meaningful cost savings

7

due to enhanced scale and efficiencies, and the expected uses of the

8

merged company’s annual cash flows.

9
10

Q.

Please provide a financial overview of the transaction.

11

A.

As

of

December

31,

2009,

CenturyLink

and

Qwest

served

local

12

telecommunications markets as incumbent carriers in 37 states. The combined

13

companies served approximately 17 million access lines, approximately 5 million

14

broadband subscribers,2 and more than one million enterprise customers. At

15

yearend 2009, the combined company had pro forma revenues of $19.8 billion,

16

earnings before interest, taxes, depreciation and amortization (“EBITDA”) of

17

approximately $8.2 billion, and free cash flow (cash flow available after all cash

See CenturyLink and Qwest Merger Conference Call, April 22, 2010, [hereafter “Merger
Conference Call”]; slide 8; available at
http://www.centurylinkqwestmerger.com/downloads/presentations/Investor%20Presentation4-22-10.pdf Select slides from the Merger Conference Call are referred to throughout this
testimony. They have been reproduced and attached collectively hereto as Exhibit
CTL/301. References to individual slides will refer to them by their original slide number.
2
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operating expenses and capital investment),3 excluding any estimated synergies,

2

of $3.4 billion.4 With 2009 pro forma combined net leverage of 2.4 times before

3

synergies and 2.2 times after run-rate estimated synergies (both ratios calculated

4

excluding one-time integration costs),5 the merged company is expected to have

5

one of the strongest balance sheets in the U.S. telecommunications industry. The

6

transaction is expected to be accretive to CenturyLink’s free cash flow at closing,

7

excluding one-time integration costs. The merged company is projected in three-

8

to-five years to have an estimated $625 million in annual run-rate operating and

9

capital synergies,6 and a reasonable 45% 2009 pro forma dividend payout ratio,

10

including synergies.7 The combined company will be committed to network

11

investment and appropriate balance sheet improvement (debt reduction), and is

12

expected to produce sufficient operating cash flows to fund a stronger and more

13

competitive business, as competitive threats increase from national companies

14

such as AT&T, Verizon, Comcast, Time Warner Cable and Cox Communications.

15

The testimony will emphasize that CenturyLink is a proven acquirer of

16

telecommunications operations and is capable of creating a strong combined
Id., slide 8. As indicated in Note (a) on the slide, “CenturyLink free cash flow [is] calculated as
net income + D&A – capex. Qwest free cash flow calculated as net income + D&A + deferred
income tax – capex.”
4 Merger Conference Call, slide 8.
5 Merger Conference Call, slide 7. The one-time integration costs include operating costs of
$650-$800 million, and capital costs of $150-$200 million to achieve synergies. See Merger
Conference Call, slide 13.
6 Merger Conference Call, slide 6.
7 Merger Conference Call, slide 7.
3
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company to serve its customers. In short, the proposed transaction will create a

2

carrier with major scope and scale, and the financial resources and flexibility to

3

provide high-quality, competitive communications services to customers and

4

communities across the country.

5
6

Q.

7
8

Can you describe how your testimony relates to the Commission’s review of
the Transaction?

A.

9

My understanding is that the Oregon law generally grants the Commission
authority to approve indirect transfers of certain regulated utilities.8

In

10

approving this Transaction, the Commission must use a “no harm” standard.

11

This testimony focuses on the financial characteristics of the proposed

12

transaction which demonstrate that the merged company will do no harm to,

13

and in fact will benefit, customers in Oregon.

14
15

Regarding the capital structure of the operating subsidiaries, the transaction is

16

structured in a transparent manner that results in no change in the operating

17

entity capital structures. Due to its financial profile—significant scope and scale,

18

strong cash flows, moderate leverage, investment grade credit characteristics,

19

and expanded equity “float” (larger market capitalization and more shares

8

Please see CenturyLink’s Application, at footnote 2, page 2.
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outstanding)—the merged company should have improved access to capital on

2

reasonable terms.

3

deterioration of the financial condition of any of the operating companies and

4

will over time improve, not harm, the companies’ ability to attract and access

5

capital on reasonable terms.

In short, the proposed transaction will not result in a

6
7

I.

Financial Profile of the Two Individual Companies.

8

Q.

Can you provide a summary of the financial characteristics of CenturyLink?

9

A.

CenturyLink, an S&P 500 company, is headquartered in Monroe, Louisiana. The

10

Company’s shares are publicly traded on the New York Stock Exchange under

11

the ticker symbol “CTL.” The newly-named Company was formed through the

12

CenturyTel and Embarq merger.

13

operating subsidiaries, is a leading provider of communications services to

14

consumers, businesses, and other carriers.

15

networks, the Company offers local and long-distance voice, wholesale local

16

network access, high-speed internet, and information and video services in 33

17

states.

18

exchange carrier (“ILEC”) services to approximately 7.04 million telephone

19

access lines and 2.24 million broadband subscribers. CenturyLink also operates a

20

fiber transport network that provides wholesale and retail fiber-based transport

CenturyLink, through its wholly-owned

Using its robust communications

As of December 31, 2009, CenturyLink provided incumbent local

CTL/300
Bailey/9
1

services in support of other carriers and retail customers. On a pro forma basis—

2

assuming that CenturyTel and Embarq were combined for the full year ending

3

December 31, 2009—the Company generated $7.53 billion in revenues and $3.80

4

billion in EBITDA, excluding non-recurring items. CenturyLink’s net debt (total

5

debt less cash and equivalents) at the end of 2009 was $7.59 billion, and its net

6

debt-to-trailing (previous twelve months) EBITDA was 2.0 times. The Company

7

had an equity market capitalization of $10.83 billion at the end of 2009,9 resulting

8

in an $18.43 billion total enterprise value (equity market capitalization plus net

9

debt).

10
11

Q.

Can you provide a summary of the financial characteristics of Qwest?

12

A.

Yes.

Qwest is a Delaware corporation with its headquarters in Denver,

13

Colorado. Qwest’s shares are publicly traded on the New York Stock Exchange

14

under the ticker symbol “Q.”

15

(“QC”), serves wholesale and retail customers in the 14-state region of Arizona,

16

Colorado, Idaho, Iowa, Minnesota, Montana, Nebraska, New Mexico, North

17

Dakota, Oregon, South Dakota, Utah, Washington, and Wyoming.

18

December 31, 2009, Qwest had approximately 10.27 million access lines and 4.70

19

million video, broadband and wireless connections, including 2.97 million high-

Qwest’s ILEC subsidiary, Qwest Corporation

As of

Market capitalization is based on 299.57 million shares outstanding and a closing price of
$36.21 on the New York Stock Exchange on December 31, 2009.

9
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speed lines. Qwest has another subsidiary, Qwest Communications Company,

2

LLC (“QCC”), which operates a national fiber-optic network and provides retail

3

and wholesale data, interexchange and local services. In 2009, the consolidated

4

operations of Qwest generated $12.31 billion in revenues and $4.42 billion in

5

adjusted EBITDA.10 Qwest’s net debt at December 31, 2009, was $11.79 billion,

6

and its net debt-to-trailing EBITDA ratio was 2.7 times. Qwest had an equity

7

market capitalization of $7.19 billion at the end of 2009,11 resulting in an $18.98

8

billion total enterprise value.

9

In Qwest’s quarterly earnings releases, the company reports adjusted EBITDA that excludes
items not representative of the core ongoing telecommunications operations.
11 Market capitalization is based on 1.707 billion shares outstanding and a closing price of $4.21
on the New York Stock Exchange on December 31, 2009.

10
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II.

Financially-Based Affirmative Benefits of the Transaction.

2

Q.

Please describe the transaction.

3

A.

On April 22, 2010, CenturyLink and Qwest announced that their boards of

4

directors had approved a definitive agreement by which a wholly-owned

5

subsidiary of CenturyLink will merge with Qwest, with Qwest as the surviving

6

entity wholly-owned by CenturyLink.

7

indirectly wholly-owned by CenturyLink. In this stock-for-stock combination,

8

Qwest shareholders will receive 0.1664 shares of CenturyLink stock for each of

9

their Qwest shares, and CenturyLink will own 100% of the outstanding stock of

10

Qwest.12 No new debt financing will be required and, importantly, none of the

11

debt outstanding at the time of the transaction announcement will require

12

refinancing under change of control provisions.13 At the consummation of the

13

transaction, CenturyLink’s pre-merger shareholders will own approximately

14

50.5% of the post-merger company and Qwest’s pre-merger shareholders will

15

own approximately 49.5% of post-merger CenturyLink.14

16

transaction was estimated on the day of the announcement to be approximately

17

$22.4 billion, reflecting a value of approximately $10.6 billion for Qwest’s equity

Qwest’s subsidiaries also will be

The value of the

Merger Conference Call, slide 6.
Id., slide 7; Qwest’s credit facility does have a change of control provision; however, no funds
were drawn on that facility at the time of the merger announcement, so the change of control
provision will not result in any refinancing of debt outstanding.
14 Id., slide 6.
12
13
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and including Qwest’s net debt (total borrowings net of unamortized debt

2

discount, less cash and cash equivalents and short term investments) of

3

approximately $11.8 billion, as of December 31, 2009.15

4

transaction structure is simple and easily understood, and does not involve any

5

of the financial or tax-structure complexities or characteristics (e.g., Reverse

6

Morris Trust) of other recent transactions. Such a transactional approach should

7

allow policymakers and other interested parties to gain additional comfort that

8

the combination is relatively straightforward and that the financial benefits can

9

be assessed more readily.

The stock-for-stock

10
11

Q.

What is the rationale for the merger?

12

A.

CenturyLink and Qwest believe that there are numerous important benefits

13

flowing from the proposed transaction, including:

14

•

Enhanced service and product capabilities based on a national 180,000-

15

mile fiber network, a strong product portfolio, and increased scale;

16

expanded competitive offerings, including high-speed Internet, video,

17

data hosting and managed services; as well as fiber-to-cell tower

18

connectivity and other high-bandwidth services;

15

Id.
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•

Financial strength and flexibility, as the combined company’s sound

2

capital structure and free cash flows serve to position the merged

3

company to respond to future opportunities, while permitting ongoing

4

investment in the network, reductions of indebtedness, and appropriate

5

compensation of capital providers; and

6

•

7

Improved operating and capital efficiency through reductions in corporate
overhead and the elimination of duplicative functions and systems.

8
9

Q.

10
11

Can you provide additional detail regarding the financial expectations for the
merged company?

A.

Yes. First, using pro forma 2009 financials, before any expected synergies, the

12

merged CenturyLink and Qwest would have generated around $3.4 billion in

13

free cash flow16 after all cash operating expenses and an estimated $2.4 billion in

14

capital investment.

15

operating, capital and financial costs, the company expects to have about $1.7

16

billion in remaining cash flow that could be used for further debt repayment and

17

additional investment.

18

16

Id., slide 8.

Based on this level of free cash flow, after meeting all

CTL/300
Bailey/14
1

Second, CenturyLink and Qwest expect that the merged company will be able to

2

create annual run-rate operating expense synergies of approximately $575

3

million, fully-recognized over a three-to-five-year period following closing. The

4

companies also project annual run-rate capital expenditure synergies of $50

5

million, for a total expected increase of $625 million in annual cash flow due to

6

operating and capital synergies.17 Thus, if it were assumed that CenturyLink and

7

Qwest had been combined in 2009 and full estimated run-rate synergies of $625

8

million

9

approximately $3.8 billion of free cash flow after operating expenses and capital

were

realized,

the

merged

company

would

have

generated

10

expenditures.

Again, assuming the realization of synergies, the company

11

estimates that, after all costs to run the business (operating, capital and financial),

12

it will have approximately $2.1 billion in annual free cash flow that could be used

13

to reduce debt and to further develop its business. Accordingly, the expected

14

cash flows should provide increased flexibility for ongoing network investments,

15

product development, and retirement of debt.

16
17

Q.

Are these cost synergies realistic?

18

A.

Yes.

19

CenturyLink has a proven history, based on significant acquisition

integration experience, of realizing announcement-day estimated synergies. In

17

Merger Conference Call, slide 6.
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part, this is because CenturyLink focuses on improving costs in acquired

2

companies.

3
4

I also note that the estimate of $575 million in operating expense savings is just

5

over 7% of Qwest’s 2009 cash operating expenses, while the $625 million of total

6

estimated synergies is less than 8% of Qwest’s cash operating expenses.18 For

7

comparison, the synergy estimates as a percentage of target company cash

8

operating expenses are below 9%, which was the level of expected cost synergies

9

announced when CenturyTel merged with Embarq. Consistent with its history

10

of realizing its operational and financial goals, CenturyLink announced that it

11

was ahead of schedule in achieving synergies in the Embarq transaction. The

12

synergy savings for the proposed transaction also appear realistic when

13

compared with other merger-related ILEC-transaction synergies that generally

14

have been 20%+ of the target company’s cash operating expenses in recent

15

years.19 As a result, CenturyLink believes that the announced synergy estimates

16

for the proposed transaction are achievable.

17
Qwest’s 2009 revenues of $12.311 billion less adjusted EBITDA of $4.415 billion approximates
cash operating expenses of $7.896 billion; estimated operating synergies of $575 million divided
by cash operating expenses is 7.3%, while total estimated synergies of $625 million divided by
cash operating expenses is 7.9%.
19 Simon Flannery, CenturyTel: 1Q10 Preview: Awaiting Embarq Synergy/Integration Update and
Additional Color on Qwest Deal, Morgan Stanley Research, North America, April 29, 2010;
attached hereto as Exhibit CTL/302.
18
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Q.

2
3

Is the proposed transaction motivated by a desire to get larger just for the sake
of size?

A.

No. The local telecommunications industry is evolving. CenturyLink believes

4

that companies that best serve their customers will be successful because of

5

sufficient scope and scale, efficient operations, and strong network investment

6

realized in part through access to competitively-priced capital. By combining,

7

CenturyLink and Qwest will create a stronger company that has the local and

8

transport resources to compete more effectively with national competitors such

9

as AT&T, Verizon and Comcast, and to deploy more broadly strategic products

10

such as higher-speed data offerings and, in select markets, other services such as

11

IPTV.

12
13

Q.

14
15

Have the companies attempted to identify the specific benefits of new services
that might be made available as a result of the Transaction?

A.

No. The process of integration is too early at this point to estimate the full extent

16

of the opportunities to provide new products and services to customers and to

17

increase broadband penetration rates in the combined service territory.

18

However, CenturyLink and Qwest believe that, as a combined company, there

19

will be greater potential to roll-out additional services over an advanced network

20

infrastructure, including data products and even IPTV in select markets. In the
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previous acquisitions or mergers in which CenturyLink has been involved, the

2

Company has been able to improve the range of services offered to customers

3

and to slow the loss of access lines.

4

CenturyLink reported in its 2010 first quarter earnings release that access-line

5

losses had improved by 14% compared with the losses in the fourth quarter of

6

2009 and by 26% compared to pro forma first quarter 2009 (assuming the Embarq

7

transaction had closed at the beginning of 2009).20 The improvement has come as

8

the Company integrated the Embarq properties, acquired July 1, 2009.

9

Company also reported more than 70,000 new high-speed customers were added

10

in the first quarter of 2010. Specifically related to the improvement in Embarq

11

regions, CenturyLink reported that access line loss and high-speed Internet

12

customer growth in the five largest legacy Embarq markets (Nevada, North

13

Carolina, North Florida, Central Florida, and South Florida) have improved since

14

the close of the transaction on July 1, 2009.21

15

improvement is tangible evidence of the impact of the customer benefits of the

16

Company’s local operating model that moves accountability and decision-

Illustrating this operating benefit,

The

The Company believes the

CenturyLink Reports First Quarter 2010 Earnings, May 5, 2010; available at
http://ir.centurylink.com/phoenix.zhtml?c=112635&p=irolnewsArticle_Print&ID=1422603&highlight= [hereafter “CenturyLink First Quarter Earnings”];
see, also, CenturyLink Reports Fourth Quarter 2009 Earnings, available at http://phx.corporateir.net/External.File?item=UGFyZW50SUQ9MzcwNDQ2fENoaWxkSUQ9MzY3MTIyfFR5cGU9
MQ==&t=1. The first quarter 2010 report indicates a loss of 126,000 access lines, which compares
with the final quarter of 2009 when CenturyLink reported that it had lost 146,000 lines.
20 Id.
21 CenturyLink First Quarter Earnings.
20
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making closer to the customer.

In addition, CenturyLink believes that the

2

addition of the Qwest fiber network and its focused Business Markets Group

3

may create opportunities to offer new enterprise and business services to

4

customers in the current CenturyLink service territory. The merged companies’

5

enterprise business is expected to compete more effectively against large

6

communications operators such as AT&T, Verizon, Sprint, Comcast and Time

7

Warner.

8
9

Q.

10
11

Are there other financial benefits that will result from the proposed
transaction?

A.

Yes. The proposed transaction will diversify and therefore reduce the financial

12

risk of the merged company. The effect of combining differing geographies and

13

markets is to lower the potential impact of operating and financial risk for the

14

consolidated merged company by reducing its exposure to any single risk.

15
16

Q.

17
18

Is CenturyLink’s management able to acquire and integrate Qwest’s
operations without harming customers as synergies are achieved?

A.

CenturyLink’s management team, as described in other testimonies, not only has

19

remained stable over more than a decade, but has proven itself capable in

20

executing multiple customer-focused acquisitions of communications operations.
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The record is clear in terms of CenturyLink’s acquisition history and the

2

resulting customer benefits. Those transactions include (i) Pacific Telecom Inc.

3

(1997), (ii) the Wisconsin properties acquired from Ameritech (1998), (iii) two sets

4

of Verizon acquisitions (2000 and 2002) that added significant operations in

5

Wisconsin, Missouri, Arkansas and Alabama, (iv) the Madison River acquisition

6

(2007), and (v) the merger with Embarq (2009). In all of those transactions,

7

CenturyLink achieved projected synergies and reduced overall debt levels, all

8

while providing an excellent level of service to its customers. The result has been

9

superior operations, strong financial performance and, most importantly, a

10

higher level of customer benefits in terms of services and products.

11
12

Q.

Can you comment on CenturyLink’s history in terms of increased levels of

13

debt in previous acquisitions, followed by consistent reductions in debt

14

levels?

15

A.

Yes. The pattern is that CenturyLink has added debt at the time of acquisitions

16

and consistently has reduced those debt levels as increased cash generation

17

permitted the Company to make significant debt repayments and strengthen its

18

balance sheet.

19

CenturyLink’s debt-to-total capitalization ratio rose to 67%.

20

Company had reduced that leverage ratio to 54%.

At the time of the Pacific Telecom Inc. acquisition in 1997,
By 1999, the

The following year, in
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conjunction with CenturyLink’s purchase of Verizon rural telephone operations

2

in Wisconsin, Missouri and Arkansas, the debt-to-total capitalization ratio rose to

3

63%. However, in 2002, when CenturyLink purchased more Verizon properties

4

in Missouri and Alabama, the Company’s debt-to-total capitalization, even after

5

that acquisition, had been reduced to 54% and then it declined further to 42% by

6

2005. The ratio rose again to 47% in 2007 when the Company completed the

7

Madison River transaction and engaged in certain share repurchase programs.

8

However, the trend is evident as from 1997 to 2007 the debt-to-total

9

capitalization ratio declined by twenty percentage points (approximately 2,000

10

basis points from 67% to 47%). The current debt-to-total capitalization ratio is

11

45% in the wake of the Embarq transaction. The history demonstrates a clear

12

commitment on the part of the Company to reduce leverage and maintain a

13

strong balance sheet.

14
15

Viewed in terms of CenturyLink’s net debt-to-operating cash flow (EBITDA)

16

ratio, which is probably the better financial metric, the trends are also clear. In

17

2001, following the 2000 acquisition of Verizon lines, CenturyLink had a net

18

debt-to-operating cash flow ratio of 3.6 times; as of yearend 2009, that ratio had

19

been reduced to 2.0 times (on a pro forma basis assuming in the full-year

20

EBITDA that the CenturyTel-Embarq combination occurred at the beginning of
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that year). So, while CenturyLink has committed to acquisitions that raised the

2

Company’s leverage, the Company has been prudent and successful at rapidly

3

reducing proportionate debt levels following those transactions, even as the

4

Company maintained investment grade ratings.

5

Service (“Moody’s”) affirmed CenturyLink’s rating on the day of the Qwest

6

merger announcement, noting that “CenturyTel management’s commitment to

7

an investment grade rating and its historically balanced use of free cash flow

8

between debt reduction and shareholder returns.”22

9

apply this same discipline in strengthening the merged company’s balance sheet

10

In fact, Moody’s Investors

CenturyLink intends to

following consummation of the proposed transaction.

11
12

Q.

13
14

Does the merger with Qwest include incremental financial risks because the
Embarq transaction was only consummated at the end of June, 2009?

A.

CenturyLink believes that the integration-related risks are manageable for

15

several reasons. First, the Embarq transition is progressing nicely as described in

16

more detail in the testimony of Todd Schafer.

17

combination of CenturyTel and Embarq has resulted in strong performance

18

metrics. Illustrating the successful integration in terms of operations, within four

Also, as noted earlier, the

Moody’s Investors Service, Rating Action: Moody’s changes CenturyTel’s outlook to negative;
reviews Qwest’s ratings for upgrade, April 22, 2010 [hereafter “Moody’s, April 2010]; attached
hereto as Exhibit CTL/303.

22
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months after the Embarq closing, CenturyLink had converted 100% of the

2

financial, accounting and human resources systems. As of today, the Company

3

has completed the billing and customer care conversions for the Ohio and North

4

Carolina Embarq operations, representing approximately 25% of the Embarq

5

customer base. By yearend 2010, CenturyLink expects to have approximately

6

50% of the Embarq customer base converted to the CenturyLink billing and

7

customer care platform, with a target for 100% conversion by the third quarter of

8

2011. As such, with the proposed Qwest transaction targeted to close in the first

9

half of 2011, the Company expects that the beginning of the Qwest integration

10

process will dovetail with the expected completion of the Embarq integration.

11
12

Second, while there is no quantification at this time, CenturyLink and Qwest

13

managements believe that the integration of Qwest could further accelerate

14

operating improvements as the transport businesses of the two companies are

15

combined to increase data capabilities and better serve higher concentrations of

16

customers, particularly in regions where service territories are adjacent.

17
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III.

Specific Financial Characteristics of the Merged Company.

2

Q.

Why is the transaction structured as a stock-for-stock combination?

3

A.

The two companies chose to avoid incurring any additional debt. Thus, the

4

price23 for the transaction will be paid in equity shares issued from CenturyLink

5

to Qwest shareholders. With a stock-for-stock combination, CenturyLink and

6

Qwest can avoid new acquisition-related debt or refinancing of existing debt.24

7
8

Q.

9
10

Can you offer perspective on the pro forma balance sheet of the combined
company?

A.

Yes. The merged company will have among the strongest balance sheets in the

11

industry. Pro forma 2009 net debt-to-EBITDA was 2.4 times before synergies and

12

2.2 times after synergies on a full run-rate basis, excluding integration costs.

13

These leverage ratios compare favorably with other major ILECs in the industry.

14

Windstream’s 2009 net leverage ratio was 3.3 times, Frontier’s pro forma

15

(assuming the completion of the pending combination with Verizon’s

16

operations) 2009 ratio was 2.6 times, while Qwest’s standalone 2009 net leverage

The transaction premium is estimated to be approximately 15% using the share prices of
Qwest and CenturyLink at the New York Stock Exchange close of the day before the
announcement; the imputed price for Qwest shares was $6.02, which was 0.1664 times
CenturyLink’s $36.20 close on Wednesday, April 21 was ; Qwest shares had closed at $5.24 that
same day.
24 As noted earlier, Qwest does have a credit facility, with no balance outstanding at the time of
the merger announcement, that includes a change of control provision; however, given that
there is no balance outstanding, no debt refinancing will be required.

23
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was 2.7 times.25 CenturyLink has been clear that an investment grade rating is

2

important even if it is necessary to incur relatively more debt temporarily (and to

3

incur a lower rating for a period) in a strategic acquisition. The longer-term

4

commitment is clear—that the Company seeks through this transaction to realize

5

improved cash flows and a balance sheet that is stronger even than its

6

capitalization today.

7
8

Q.

9

through debt repayments using free cash flow from operations as CenturyLink

10
11

Is the merged company expected to have the ability to reduce its leverage

has done in the past?
A.

As noted previously, the pro forma combined 2009 free cash flow before

12

synergies

13

approximately $3.4 billion.26 After pro forma dividends, it is estimated that there

14

will be a remainder of approximately $1.7 billion of free cash flow that could be

15

used to further reduce debt. If the merged company achieves its synergy goals,

16

the Company expects to have approximately $2.1 billion in free cash flow after

17

costs to run the business. Based on these cash flows, CenturyLink expects to

18

reduce the merged company’s leverage after the transaction closes, as the

19

Company has in past transactions.

25
26

and

after

operating

Merger Conference Call, slide 12.
Merger Conference Call, slide 8.

expenses

and

capital

expenditures

is
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Q.

Is Qwest in the process of reducing debt in 2010?

2

A.

Yes, Qwest has been taking steps to strengthen its capital position, and we

3

believe the merger will support further deleveraging after the two companies are

4

combined. In the first quarter 2010, Qwest reduced total long-term borrowings

5

by $1.5 billion, making meaningful progress toward the company’s announced

6

$3.5 billion planned reduction through the first quarter of 2011.27 The reduction

7

is part of an ongoing deleveraging program that has lowered Qwest’s net debt

8

(total borrowings - net of unamortized debt discount, less cash, cash equivalents

9

and short-term investments) by $1.1 billion from the first quarter of 2009 to the

10

end of the first quarter of 2010.

11
12

Q.

13
14

What will be the investment rating assigned the merged company at the time
the transaction is completed?

A.

The credit rating agencies have not yet indicated definitively the expected ratings

15

and will not do so until the transaction is consummated. The rating agencies will

16

evaluate various factors in addition to the merged company’s financial condition,

17

including their assessment of the overall industry conditions, other market

18

factors, the ratios of the merged company, and their judgment about any

19

regulatory conditions or risks that are added in the approval process. At this

27

Q1 2010 Qwest Communications Earnings Conference Call, Transcript, May 5, 2010.
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time, CenturyLink is rated as investment grade, while Qwest’s ILEC is

2

investment-grade rated and the Qwest holding company has a credit rating at

3

the highest level of non-investment grade debt. On the day of the announcement

4

of the merger, the credit-rating agency, Moody’s, indicated that Qwest's ratings

5

were under review for an upgrade in light of the combination, and it affirmed a

6

Baa3 investment grade rating on CenturyTel while it altered its outlook to

7

negative on the standalone CenturyTel.28 Standard & Poor's Ratings Services

8

(“S&P”) also indicated on the day of the announcement that Qwest's BB rating

9

was on CreditWatch with positive implications, indicating a possible upgrade,

10

and that CenturyTel's BBB- rating (investment grade) was on CreditWatch with

11

the potential for a downgrade.29 CenturyLink believes that Qwest’s rating may

12

be improved and, even if CenturyLink’s debt temporarily were downgraded by

13

one or more of the rating agencies (meaning the Company may be “split-rated,”

14

with its credit rated investment grade by one or several rating agencies and non-

15

investment grade by the other rating agencies), the Company’s record of

16

strengthening its balance sheet is clear. The Company repeatedly has affirmed

17

its target of maintaining or achieving an investment grade rating. The goal is to

18

make the Company stronger for the longer term, and the combination with

Moody’s, April 2010.
Standard & Poor’s, CenturyTel 'BBB-' Rating On Watch Negative On Deal To Acquire Qwest
Communications; Qwest 'BB' Rating On Watch Positive, April 22, 2010; p. 2; attached hereto as
Exhibit CTL/304.
28
29
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Qwest makes the two companies better prepared financially to serve customers

2

in the future.

3
4

Q.

5
6

In addition to reducing debt, how will the merged company use its free cash
flow?

A.

As I testified above, CenturyLink is confident that it will have the flexibility with

7

increased cash flows to invest in the network and expects to continue to target

8

broadband deployment.

9

services are an important part of the consumer bundle. Plans to deploy such

10

services have not yet been finalized, but, illustrating an ongoing commitment to

11

consumers, the Company did announce as part of its first quarter 2010 earnings

12

conference call that it expects to deploy IPTV service in five new markets by

13

early 2011 (in addition to its current deployments in Columbia and Jefferson

14

City, Missouri, and LaCrosse, Wisconsin). To be more specific, both CenturyLink

15

and Qwest have invested heavily in their respective fiber networks and

16

electronics over the last few years. Based on the 2009 pro forma combined

17

figures, merged company capital expenditures were approximately $2.4 billion.

It is also becoming clear that other data-intensive

18
19
20

Q.

Does the level of dividend payments put the merged company at risk to fall
short of its operating obligations?
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A.

No. In fact, an insufficient dividend might put the merged company at risk if

2

CenturyLink were unable to attract competitively-priced debt or equity. The

3

merged company’s pro forma dividend payout ratio (dividends paid divided by

4

free cash flow after operating costs and capital expenditures are paid), based on

5

2009 figures and before any assumed synergies, is estimated to be a reasonable

6

50.4%.30 Assuming that the estimated synergies are achieved, the payout ratio,

7

based on pro forma 2009 cash flows, would have been 45.1%. The payout ratio is

8

conservative in terms of the industry practice as is apparent when compared

9

with other independent carriers such as pro forma Frontier (assuming the

10

pending acquisition of Verizon assets in 14 states) at 60% and Windstream at 53%

11

at the end of 2009.31 Additionally, the combined company’s estimated payout

12

ratio compares favorably with AT&T’s 2009 ratio of 57% and Verizon’s ratio of

13

67%.32 Therefore, the merged company’s cash flows will be used to balance

14

network investment, operating requirements and opportunities, as well as to

15

preserve access to competitively-priced capital. And, based on the 2009 pro

16

forma combined data, the merged company will be able to fund all of its

Merger Conference Call, slide 7.
Merger Conference Call, slide 12.
32 AT&T’s 2009 payout ratio is based on dividends of $9.67 billion and free cash flow of $17.11
billion; Verizon’s 2009 dividends were $5.27 billion while the free cash flow was $7.669 billion
(after adjusting to exclude Vodafone’s minority ownership of 45% ($6.649 billion) of Verizon
Wireless’ free cash flow).
30
31
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required uses while still generating meaningful additional free cash flows for

2

discretionary uses.

3

Q.

Please summarize your testimony.

4

A.

CenturyLink believes that the financial benefits of the proposed transaction, and

5

indeed the other benefits outlined by other witnesses, are compelling.

The

6

proposed transaction creates a company with more capacity to introduce services

7

that are beneficial to customers in urban and rural regions.

8

company is likely to have the highest-rated credit of any major ILEC except the

9

largest two carriers (which notably also own the nation’s dominant wireless

10

operations). The merged company is expected to be financially stronger in terms

11

of increased cash flows generated through combined operations and enhanced

12

by synergies. The improved cash flows may result in improved debt ratings for

13

Qwest, and may result in an investment grade rating for the merged company—

14

if not immediately, then not long thereafter, as the merged company uses its free

15

cash flows to reduce debt.

16

company to take advantage of emerging opportunities and to respond to

17

competitive and economic conditions.

The combined

The financial strength will permit the merged

18
19

Q.

Does this conclude your testimony?

20

A.

Yes.

Transaction Summary
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Transaction
Structure:

All stock combination

Fixed Exchange
Ratio:

0.1664 shares of CenturyLink stock per share of
Qwest stock

Pro Forma
Ownership:

50.5% CenturyLink shareholders / 49.5% Qwest
shareholders

Transaction Value:

$22.4 billion, including net debt of $11.8 billion as of
12/31/2009

Estimated
Synergies:

Approximately $625 million of annual run-rate
synergies (a)

Estimated
Transaction
Multiples (b):

5.1x / 4.5x 2009 EBITDA (before / after run-rate
synergies); 5.9x / 4.8x 2009 Free Cash Flow (c) (before
/ after run-rate synergies)

(a)
(b)
(c)

$575 million of run-rate operating expense synergies and $50 million of run-rate capital expenditure synergies
Based on the latest public filings; Equity value based on fully diluted shares using treasury stock method
Qwest free cash flow calculated as net income + D&A + deferred income tax – capex; Multiple after run-rate
synergies includes after-tax opex and capex synergies
6

Transaction Summary (cont’d)
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Financing:

No new financing or refinancing required

Pro Forma 2009
Net Leverage:

2.4x (before synergies) / 2.2x (after run-rate synergies)

Dividend Policy:

Maintain CenturyLink annual dividend of $2.90 per
share
• 2009 pro forma payout ratio ~50.4% (before
synergies) / ~45.1% (after run-rate synergies)

Closing Conditions: HSR, FCC, certain state regulatory approvals;
CenturyLink and Qwest shareholder approvals; and
other customary closing conditions
Anticipated Closing: First half 2011

7

Compelling for Shareholders
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Transformational transaction will create a nationwide,
industry-leading communications company
• Pro forma 2009: revenue - $19.8 billion; EBITDA - $8.2
billion; free cash flow (a) - $3.4 billion
• Extensive broadband capabilities with 173,000-mile fiber
network
• Premier enterprise services to 95% of the Fortune 500
companies
• Strong local and national operator serving 5 million
broadband customers and 17 million access lines across
37 states
• Enhanced ability to competitively roll out strategic
products such as IPTV and other high-bandwidth
services
Note: Pro forma metrics reflect sum of actual 2009 figures and do not include synergies
(a)
CenturyLink free cash flow calculated as net income + D&A – capex. Qwest free cash flow calculated as
net income + D&A + deferred income tax – capex
8

CTL/301
Bailey
Page 4 of 5

Attractive Financial Profile
2009 EBITDA

2009 EBITDA % Margin

($ in billions)

60%

$10

50%

$8
$8

47%

46%

41%
36%

40%

$6
$4

$4

$4

$3

20%

$2
$2

0%

$0
Pro Form a
CTL / Q

Q

CTL

(a)

FTR

(b)

WIN

(c)

Pro Forma
CTL / Q

2009 Dividend Payout Ratio

(a)

FTR

(b)

WIN

(c)

Q

2009 Net Leverage

80%

4.0x
3.3x

60%
60%

CTL

55%

50%

3.0x

53%

2.7x
2.4x

2.6x
2.0x

40%

2.0x

31%

20%

1.0x

0%

0.0x
Pro Forma
CTL / Q

FTR

(b)

Source:
(a)
(b)
(c)
(d)

CTL

(a)

(d)

WIN

Q

Pro Forma
CTL / Q

WIN

(c)

Q

Company filings
Pro forma for CenturyTel’s acquisition of Embarq
Pro forma for Frontier’s acquisition of Verizon assets
Pro forma for Windstream’s acquisition of Nuvox; Not pro forma for acquisition of Iowa Telecom
Windstream payout ratio as reported and not pro forma for acquisition of Nuvox or Iowa Telecom
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FTR

(b)

CTL

(a)

Estimated Synergies & Integration Costs

Operating
Cost
Synergies

•
•
•
•
•

Corporate Overhead
Network and Operational Efficiencies
IT Support
Increased Purchasing Power
Advertising / Marketing

~$575 million
annually

~$50 million
annually

Capex
Synergies

Integration
Costs

CTL/301
Bailey
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• One-time operating costs to achieve
synergies
• One-time capital costs to achieve
synergies

13

$650 - $800 million
$150 - $200 million
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Stock Rating
++
Industry View
Attractive

CenturyTel
1Q10 Preview: Awaiting
Embarq Synergy/Integration
Update and Additional Color
on Qwest Deal

Key Ratios and Statistics
Reuters: CTL.N Bloomberg: CTL US
Telecom Services / United States of America

++
$34.10
$10,198
$37.15-26.72

Price target
Shr price, close (Apr 29, 2010)
Mkt cap, curr (mm)
52-Week Range

Investment conclusion: CenturyLink (formerly CenturyTel) has a track record of beating and raising annual
guidance when it releases quarterly results; only in two
out of the last 16 quarters (2Q09 and 3Q09, before and
after closing the Embarq deal) it did not do so (see side
table). As such, we expect management to increase its
2010 EPS guidance ($3.10 to $3.20) when it reports 1Q
results next Wednesday. Last’s week announcement of
CenturyLink’s deal with Qwest implies that the integration of the Embarq properties is tracking ahead of
schedule, and thus, management has more visibility into
2010 earnings.
On the Qwest transaction itself, we expect to get some
additional granularity during the call around synergy
targets and timeframes as well as details on the state
approval process, including what states will need to
grant formal approval to the deal and likely timelines.
(For more on our views on the deal please see “CenturyLink/Qwest Merger Creates a New Scale Player in
Telecom” published on April 23, 2010.)
What's new: 1Q results are due on Wednesday, May 5
(call: 11:30AM ET, dial-in: 866-219-5631). Our 1Q EPS
estimate of $0.89 is three cents above FactSet consensus and one cent above the top end of the
$0.84-$0.88 guidance.
Where we differ: We remain concerned about secular
pressures facing the wireline sector, but believe that
CenturyLink is well positioned, given its merger driven
strategy. We are already seeing signs of a recovery in
legacy Embarq’s consumer segment and we believe
that a recovering economy could help demand recover
in the enterprise sector.
What’s next: Qwest and Windstream will also release
1Q results on Wednesday. We’ll get a full picture of the
RLEC space once Frontier reports on Thursday.

Fiscal Year ending

12/08

12/09

12/10e

12/11e

ModelWare EPS ($)

3.35
8.2
3.37
10.2

3.78
9.6
3.60
7.7

3.35
10.2
3.25
8.5

3.21
10.6
3.20
8.7

Prior ModelWare EPS ($)
P/E
Consensus EPS ($)§
Div yld (%)

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare
framework (please see explanation later in this note).
§ = Consensus data is provided by FactSet Estimates.
e = Morgan Stanley Research estimates
++ = Stock Rating, Price Target or Estimates are not available or have been
removed due to applicable law and/or Morgan Stanley policy.

Guidance – A History of Beat and Raise, Partly
Helped by Buyback Activity
ANNUAL GUIDANCE
RANGE
DATE
YEAR
LOW HIGH ACTUAL
2-Feb-06
2006
2.20 2.35
27-Apr-06
2.30 2.40
27-Jul-06
2.35 2.45
2-Nov-06
2.45 2.50
2.53
15-Feb-07
2007
2.60 2.70
3-May-07
2.75 2.85
2-Aug-07
2.90 3.00
1-Nov-07
3.00 3.05
3.17
14-Feb-08
2008
2.90 3.00
1-May-08
3.05 3.20
31-Jul-08
3.20 3.30
27-Oct-08
3.28 3.33
3.37
19-Feb-09
2009
3.20 3.30
30-Apr-09
NA NA
6-Aug-09
3.20 3.30
5-Nov-09
3.45 3.50
3.50
25-Feb-10
2010
3.10 3.20

DIFFERENCE
vs 1Q GUIDANCE
LOW-END HIGH-END

0.33

0.18

0.57

0.47

0.47

0.37

0.30

0.20

Source: Company data, Morgan Stanley Research

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As
a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of Morgan Stanley Research. Investors should
consider Morgan Stanley Research as only a single
factor in making their investment decision.

For analyst certification and other important
disclosures, refer to the Disclosure Section,
located at the end of this report.
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1Q Preview: Awaiting Embarq Synergy/Integration Update and Additional Color on Qwest Deal
Investment Debates
1. Are the Embarq and Qwest synergy targets realistic?
Market view: Yes. Investors are comfortable with the synergy realization at Embarq, while the Qwest synergy target looks conservative.
Our view: They seem conservative. Management’s commentary
points to an earlier than expected realization of Embarq synergies. We
would not rule out if the target/timing ($375M within the first 3 years)

is updated in the next months. The Qwest cost synergies also look
conservative when compared to other deals (7.3% of Qwest’s 2009
cash opex compared to 10.3% in the Embarq deal and +20% in
other recent telecom deals).

Morgan Stanley is acting as financial advisor to Qwest Communications International Inc. ("Qwest") in connection with its
merger with CenturyTel Inc. ("CenturyTel"), as announced on
April 22, 2010. The proposed merger is subject to the approval
of CenturyTel and Qwest shareholders, as well as regulatory
approvals and other customary closing conditions.
This report and the information provided herein is not intended
to (i) provide voting advice, (ii) serve as an endorsement of the
proposed transaction, or (iii) result in the procurement, withholding or revocation of a proxy or any other action by a security holder.

Where we could be wrong: (1) The Embarq and Qwest deals are much

agement has already taken a large portion of costs out of the business.

Qwest has agreed to pay fees to Morgan Stanley for its financial services, including transaction fees that are subject to the
consummation of the proposed transaction.

2. Can Revenue Generating Unit (RGU) erosion be stemmed?

Please refer to the notes at the end of the report.

larger and involve more urban properties than prior deals. (2) Deterioration of macro trends forces synergy realignment. (3) Qwest man-

Market view: Not really. Footprint is now more urban/suburban with
Embarq and will be more so with Qwest.
Our view: Difficult; but data points are increasingly encouraging.
Generally agree with consensus. RGU erosion could ultimately impact
revenues, profitability and FCF. Yet, we have seen encouraging line
loss trends at AT&T and Verizon, suggesting a trough in urban markets
is a possibility. CenturyLink has had very good results in Embarq’s
footprint with only 6 months after closing the deal. In 4Q, the annual
RGU rate of decline was 5.0%, a marked improvement from the 5.5%
seen in 3Q and the lowest since 4Q08.
Where we could be wrong: Unemployment is not under control yet; in
March, the unemployment rate in Nevada and Florida stood at 13.4%
and 12.3%, up from 13.2% and 12.2% respectively in February
3. Is the dividend sustainable?
Market view: Mixed. Secular pressures are ultimately a risk to FCF
generation. Video/wireless strategies are uncertain and also a risk.
Our view: It is sustainable. The Embarq deal is expected to be FCF
accretive in the first full year after closing. The Qwest deal is expected
to be FCF accretive immediately after closing. Moreover, management

Exhibit 1

Morgan Stanley 1Q10 Estimates
CenturyLink
EPS
Revenue ($M)
% growth
EBITDA ($M)
% margin
Capex ($M)
% of Rev
Access lines (000)
% growth
Incremental losses (000)
% growth
DSL subs (000)
Net adds (000)
% growth
FCF (OCF - capex)
Dividend Payout %
FCF (calc by company)
Dividend Payout %

1Q09
$0.95
1,910
na
960
50.3%
96
5.0%
7,543
na
(172)
16.7%
2,117
64
-31.9%
809
21%
558
31%

4Q09
$0.96
1,839
-6.9%
944
51.3%
337
18.3%
7,039
-8.8%
(146)
-24.2%
2,236
47
27.0%
334
63%
306
68%

1Q10E
$0.89
1,810
-5.2%
912
50.4%
217
12.0%
6,901
-8.5%
(138)
-19.8%
2,284
48
-25.0%
420
52%
402
54%

Source: Company data, Morgan Stanley Research

decided to leave the dividend unchanged, but more importantly, the
payout ratio is expected to be relatively unchanged too. The proforma
2009 FCF, including synergies, was $3.4B, implying a 45.1% dividend
payout. With respect to the video and wireless strategy, management
has a track record of being prudent in launching new products, and it
may very well choose, in the case of wireless, to expand the existing
‘agency’ relationship that exists between Qwest and Verizon Wireless.
Where we could be wrong: Management pursues a facilities based
wireless strategy and either purchases more spectrum that the FCC is
looking to redeploy, or to acquires a national wireless operator.

Questions for Management
Qwest deal: Can you provide us with a more granular detail on
synergy targets and expected realization timelines? What states
require an approval and what are the likely timelines? When do you
expect to file the proxy?
Embarq integration/synergies: Management expected to realize
additional incremental operating cost synergies of approx. $10M in
1Q10 and approx. $200M for the full year. Any updates on this?
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Once the North Carolina conversion is completed, which states will
follow? Is management still expecting to have 80% of the integration done by the end of 2010? When is it expected to be completed?
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Regulatory/Other: What are management’s expectations on dividend taxation, bonus depreciation, and the national broadband
plan implementation?
Exhibit 2

Economy: How did the economic environment play out in 1Q10?
Management mentioned that it had seen some stabilization in Las
Vegas and Florida markets. Is this still the case?
Guidance: Any updates/changes to the 2010 outlook (refer to
Exhibit 2)? When providing 2010 guidance, management said it
expected $0.08 to $0.10 in pressure related to reduced interstate
USF revenue and $0.06 to $0.08 in pressure from the “expected
migration of network traffic from a wireless carrier customer”. Any
updates?
Broadband stimulus/Regulatory: What are the company’s thoughts
on the FCC’s National Broadband Plan released in March?

Guidance vs. Morgan Stanley Estimates
2010
Ope rating re ve nue s
EPS
FCF
Cape x
Im plie d Y/Y change
Div Payout
Line los s
1Q10
Re ve nue s
EPS

Guidance
5.5% to 6.5% low er than 2009
pro f orma
$3.10 to 3.20
$1.475B to $1.525B
$825M to $875M
-12.8% to -17.7%
57% to 59%
7.5% to 8.5%
Guidance
$1.77B to $1.80B
$0.84 to $0.88

MS
-5.7%
$3.35
$1.556B
$852M
-15.0%
56%
-7.9%
MS
$1.81B
$0.89

Source: Company data, Morgan Stanley Research

Exhibit 3

Spectrum: The Company mentioned that it plans to do a trial with
LTE, “sometime toward the end of the year”. Any updates on this?

Average Quarterly EPS Beat of 5 Cents Since 1Q06
CENTURYLINK
QUARTERLY EPS BEAT

Cable/wireless competition: What percentage of access lines were
lost to cable versus wireless substitution? Did cable competition
increase/decrease in the quarter?

v. Top End of Guidance

v. Consensus

0.12
0.10
0.08

average beat of $0.05
(both v. guidance and v.
consensus)

0.06

Leverage: What is the company’s target leverage?

0.04
0.02
0.00

Broadband/Access Lines: The Company added 47,000
high-speed customers in 4Q09. Any updates for 1Q10? How did
net adds trend in the Embarq markets? Any updates on the rate of
line loss in the most urban markets?
Pension: CenturyLink expected to make a voluntary pre-tax contribution of $300M to one of its pension plans in 1Q10. Any updates?
Video/IPTV: How did video adds trend in 1Q10? Management
mentioned that CenturyLink plans to launch IPTV in five additional
markets in 2010. Does the Qwest deal change these plans?
Wireless strategy: Any updates to management’s wireless strategy,
and in particular to the intended use of the 700MHz spectrum?

-0.02
-0.04
1Q
06
2Q
06
3Q
06
4Q
06
1Q
07
2Q
07
3Q
07
4Q
07
1Q
08
2Q
08
3Q
08
*
4Q
08
1Q
09
2Q
09
3Q
09
4Q
09

Uses of cash: Management believed that the company should pay
off approx. $500M of debt maturities this year and address the best
use of FCF next year, when there are no significant debt maturities.
Is this still the case?

Source: Company data, Morgan Stanley Research
* In 3Q08 management noted that earnings from its interest in an unconsolidated wireless
partnership were ~$4M lower for than it had anticipated, due to 2007 audit adjustments
recorded by the partnership’s general partner late in 3Q. Excluding the adjustments, diluted
EPS in 3Q08 would have been $0.025 higher and would have likely beat consensus and the
top end of the guidance range.

Morgan Stanley is currently acting as financial advisor to Verizon Wireless with respect to the proposed acquisition of certain of its wireless assets by AT&T, Inc. and Atlantic
Tele-Network, as required by the conditions of the regulatory
approvals granted for Verizon Wireless' purchase of Alltel
Corporation earlier this year. The proposed acquisitions are
subject to customary regulatory approvals, as well as other
customary closing conditions. Verizon Wireless has agreed to
pay fees to Morgan Stanley for its financial services. Please
refer to the notes at the end of the report.
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Exhibit 4

CenturyLink Pro-forma Income Statement
Total revenues
% growth
% growth q/q
Operating Expenses
Cost of services and products
% growth
% of revenues
Selling, general and administrative
% growth
% of revenues
Depreciation and amortization
% growth
Total expenses
% growth
% revenues
Total operating income
% growth
% margin
EBITDA
% growth
% margin
Other income (expense)
Interest expense
Other income and expense
Income before taxes
Income tax expense
% PBT (implied tax rate)
% Statutory Tax Rate
Net income (total)
% growth
% margin
Noncontrolling interests
NI (loss) to common shareholders
% growth
% margin
EPS - Basic
% growth
EPS - Diluted
% growth
Diluted shares outstanding
% growth y/y
% growth q/q

Pro-Forma for EQ
2008 (1)
2009
8,236
7,530
-3.2%
na

2010E
7,098
-5.7%

2011E
6,910
-2.6%

2012E
6,709
-2.9%

2013E
6,517
-2.9%

Pro-Forma for EQ
1Q09
2Q09
1,910
1,906
na
na
-3.4%
-0.2%

3Q09
1,874
na
-1.7%

4Q09
1,839
-6.9%
-1.9%

1Q10E
1,810
-5.2%
-1.6%

2Q10E
1,785
-6.3%
-1.4%

3Q10E
1,760
-6.1%
-1.4%

4Q10E
1,743
-5.2%
-1.0%

2,669
0.5%
32.4%
1,722
-13.8%
20.9%
1,647
-6.2%
6,037
-5.8%
73.3%
2,198
4.9%
26.7%
3,845
-0.2%
46.7%

2,552
na
33.9%
1,177
na
15.6%
1,463
-11.2%
5,192
-14.0%
69.0%
2,338
6.3%
31.0%
3,801
-1.2%
50.5%

2,417
-5.3%
34.0%
1,146
-2.6%
16.1%
1,408
-3.8%
4,971
-4.3%
70.0%
2,128
-9.0%
30.0%
3,535
-7.0%
49.8%

2,363
-2.2%
34.2%
1,119
-2.3%
16.2%
1,401
-0.5%
4,884
-1.8%
70.7%
2,027
-4.7%
29.3%
3,428
-3.0%
49.6%

2,308
-2.3%
34.4%
1,100
-1.7%
16.4%
1,394
-0.5%
4,802
-1.7%
71.6%
1,907
-5.9%
28.4%
3,301
-3.7%
49.2%

2,255
-2.3%
34.6%
1,082
-1.7%
16.6%
1,387
-0.5%
4,724
-1.6%
72.5%
1,794
-6.0%
27.5%
3,180
-3.7%
48.8%

636
na
33.3%
313
na
16.4%
372
na
1,322
na
69.2%
589
na
30.8%
960
-3.0%
50.3%

629
na
33.0%
310
na
16.3%
372
na
1,312
na
68.8%
594
na
31.2%
967
0.0%
50.7%

683
na
36.4%
262
na
14.0%
362
na
1,307
na
69.7%
568
na
30.3%
930
3.3%
49.6%

604
na
32.8%
292
na
15.9%
356
na
1,252
-8.6%
68.1%
587
-3.3%
31.9%
944
-4.6%
51.3%

608
-4.4%
33.6%
290
-7.6%
16.0%
355
-4.6%
1,252
-5.2%
69.2%
558
-5.3%
30.8%
912
-5.0%
50.4%

611
-3.0%
34.2%
287
-7.3%
16.1%
353
-5.3%
1,251
-4.7%
70.1%
535
-10.1%
29.9%
887
-8.2%
49.7%

602
-11.8%
34.2%
285
8.9%
16.2%
351
-3.1%
1,238
-5.2%
70.3%
522
-8.1%
29.7%
873
-6.1%
49.6%

596
-1.3%
34.2%
284
-2.7%
16.3%
349
-2.0%
1,229
-1.8%
70.5%
513
-12.6%
29.5%
863
-8.6%
49.5%

(605)
35
1,629
(607)
37.3%
35.0%
1,022
14.9%
12.4%
1,022
14.4%
12.4%
$3.37
19.8%
3.35
21.6%

(572)
30
1,796
(670)
37.3%
35.0%
1,126
na
15.0%
(1)
1,125
na
14.9%
$3.79
na
3.78
na

(549)
17
1,595
(594)
37.2%
35.0%
1,002
-11.0%
14.1%
(1.8)
1,000
-11.1%
14.1%
$3.35
-11.5%
3.35
-11.3%

(522)
17
1,522
(566)
37.2%
35.0%
956
-4.6%
13.8%
(2)
954
-4.6%
13.8%
$3.21
-4.2%
3.21
-4.2%

(507)
17
1,417
(527)
37.2%
35.0%
890
-6.9%
13.3%
(2)
888
-6.9%
13.2%
$3.00
-6.5%
3.00
-6.5%

(470)
17
1,341
(499)
37.2%
35.0%
842
-5.4%
12.9%
(2)
840
-5.4%
12.9%
$2.86
-4.9%
2.86
-4.9%

(144)
6
450
(168)
37.3%
35.0%
282
na
14.8%
(0.2)
282
na
14.8%
$0.95
12.5%
0.95
na

(140)
6
460
(173)
37.5%
35.0%
288
na
15.1%
(0.3)
287
na
15.1%
$0.97
14.6%
0.97
na

(143)
9
434
(164)
37.9%
35.0%
269
na
14.4%
(0.4)
269
na
14.4%
$0.90
26.3%
0.90
na

(144)
9
452
(165)
36.4%
35.0%
287
1.3%
15.6%
(0.4)
287
1.2%
15.6%
$0.96
-0.1%
0.96
-0.3%

(141)
5
421
(157)
37.2%
35.0%
265
-6.2%
14.6%
(0.4)
264
-6.3%
14.6%
$0.89
-7.3%
0.89
-7.2%

(137)
4
401
(149)
37.2%
35.0%
252
-12.4%
14.1%
(0.4)
251
-12.5%
14.1%
$0.84
-13.0%
0.84
-12.9%

(136)
4
390
(145)
37.2%
35.0%
245
-9.0%
13.9%
(0.4)
245
-9.1%
13.9%
$0.82
-9.1%
0.82
-9.1%

(135)
4
383
(142)
37.2%
35.0%
240
-16.3%
13.8%
(0.4)
240
-16.4%
13.8%
$0.80
-16.2%
0.80
-16.0%

305
-5.9%

298
-2.3%

298
0.2%

297
-0.4%

296
-0.5%

294
-0.5%

295.7
-7.0%
0.3%

297.3
-3.6%
0.5%

298.4
0.1%
0.4%

299.3
1.5%
0.3%

298.6
1.0%
0.3%

298.6
0.4%
0.3%

298.4
0.0%
0.3%

298.0
-0.4%
0.3%

Source: Company data, Morgan Stanley Research. (1) 2008 proforma by us; 1Q09 and 2Q09 are proforma calculated by us. 2009 is proforma provided by the company
E= Morgan Stanley Research estimates
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Exhibit 5

CenturyLink Pro-forma Balance Sheet
Pro-Forma for EQ
2008
2009
Assets
Cash and cash equivalents
Accounts receivable
Other current assets
Total current assets
Gross PP&E
Accumulated depreciation
Net PPE
Goodwill
Investments and other assets
Total assets
Liabilities
STDebt and current maturities of LTD
Accounts payable
Accrued expenses and other liabilities
Total current liabilities
Long-term debt
Deferred credits and other liabilities
Total liabilities
Shareholders' equity
Common stock
Paid-in capital
Treasury Stock
Accumulated OCI (net of tax)
Retained earnings
Non-controlling interest
Total shareholders' equity
Total liabilities and SE

2010E

2011E

2012E

2013E

Pf
Company
1Q09

Pf
MS
2Q09

3Q09

4Q09

1Q10E

2Q10E

3Q10E

4Q10E

350
750
345
$1,445

162
686
276
$1,124

384
650
262
$1,295

1,048
632
255
$1,935

1,081
614
247
$1,942

673
596
240
$1,510

156
638
258
1,052

41
740
290
1,070

531
671
256
1,458

162
686
276
1,124

117
675
272
1,063

155
665
268
1,089

259
656
264
1,179

384
650
262
1,295

30,125
(19,818)
10,307
7,880
2,044
21,676

15,557
(6,460)
9,097
10,252
2,090
22,563

16,409
(7,867)
8,541
10,252
2,090
22,178

17,335
(9,268)
8,066
10,252
2,090
22,344

18,274
(10,662)
7,612
10,252
2,090
21,896

19,199
(12,049)
7,151
10,252
2,090
21,003

30,103
(20,030)
10,073
9,615
2,219
22,959

30,323
(20,381)
9,942
9,615
2,219
22,846

15,609
(6,245)
9,363
10,034
2,102
22,957

15,557
(6,460)
9,097
10,252
2,090
22,563

15,774
(6,814)
8,960
10,252
2,090
22,365

15,988
(7,167)
8,821
10,252
2,090
22,252

16,199
(7,518)
8,681
10,252
2,090
22,202

16,409
(7,867)
8,541
10,252
2,090
22,178

22
443
889
$1,354

500
395
812
$1,707

25
390
798
$1,213

25
381
780
$1,186

25
372
764
$1,161

25
364
748
$1,136

22
370
918
1,310

22
436
824
1,281

769
332
1048
2,149

500
395
812
1,707

250
398
814
1,462

100
399
814
1,314

50
394
804
1,248

25
390
798
1,213

9,037
3,809
14,201

7,254
4,135
13,096

7,254
4,135
12,602

7,420
4,135
12,742

7,053
4,135
12,349

6,299
4,135
11,570

8,120
4,334
13,764

7,956
4,334
13,571

7,455
3,989
13,593

7254
4135
13,096

7,254
4,135
12,850

7,254
4,135
12,702

7,254
4,135
12,637

7,254
4,135
12,602

295
4,839
0
(897)
3,238
0
7,475
21,676

299
6,014
0
(85)
3,233
6
9,467
22,563

299
6,014
(25)
(85)
3,368
6
9,577
22,178

299
6,014
(75)
(85)
3,443
6
9,602
22,344

299
6,014
(125)
(85)
3,439
6
9,548
21,896

299
6,014
(175)
(85)
3,373
6
9,432
$21,003

297
5,867
0
(117)
3,143
5
9,195
22,959

297
5,867
0
(117)
3,223
5
9,275
22,846

297
5959
0
(112)
3212
7
9,364
22,957

299
6014
0
(85)
3,233
6
9,467
22,563

299
6014
0
(85)
3,281
6
9,515
22,365

299
6014
0
(85)
3,316
6
9,550
22,252

299
6014
-12.5
(85)
3,344
6
9,565
22,202

299
6014
-25
(85)
3,368
6
9,577
22,178

2Q10E

3Q10E

4Q10E

Source: Company data, Morgan Stanley Research. E= Morgan Stanley Research estimates

Exhibit 6

CenturyLink Pro-forma Cash Flow Statement
Pro-Forma for EQ
2008
2009
Operating activities from continuing operations
Net income
Adjustments to reconcile net income to net cash provided

2010E

2011E

2012E

2013E

1,000

954

888

840

1,408

1,401

1,394

1,387

Income from discontinued operations, net of tax
Depreciation and amortization
Income from unconsolidated cellular entities
Minority interest
Deferred income taxes
Nonrecurring gains and losses
Changes in current assets and current liabilities:
Accounts receivable
Accounts payable
Other accrued taxes
Other current assets and other current liabilities, net
Increase (decrease) in other noncurrent assets
Other, net
Net cash (used in) - operating activities cont. ops

1,135
0
0
0
1,527
(12)
0
166
76
0
(13)
(169)
(65)
(15)
(147)
119
2,601

1,125
0
0
26
1,463
(0)
0
233
40
0
(89)
65
31
(6)
25
(21)
2,891

Investing activities from continuing operations
Acquisitions, net of cash acquired
Payments for property, plant and equipment (Capex)
Proceeds from sale of assets
Investment in unconsolidated cellular entities
Other, net
Net cash(used in) - investing activities cont. ops

0
(149)
(962)
44
0
14
(1,053)

0
637
(1,003)
12
0
7
(347)

Financing activities from continuing operations
Proceeds from issuance (payments) of debt
Proceeds from issuance (repurchases) of common stock
Cash dividends
Other, net
Net cash (used in) - financing activites cont. ops
Net increase (decrease) in cash and cash equivalents

0
144
(829)
(624)
8
(1,301)
247

0
(1,306)
153
(758)
(821)
(2,733)
(189)

Cash at the beginning of period
Cash at the end of period

103
$350

350
$162

162
$384

One time items related to EQ acq/integrations
Adj Div Payout as % of FCF (OCF - capex)
Dividend Payout (as defined by CTL)

38.1%
39.3%

40.2%
47.8%

54.5%
55.6%

Pro-Forma for EQ
1Q09 2Q09

3Q09

4Q09

282

287

269

287

264

251

245

240

26
372
(1)

0
372
0

362

356

355

353

351

349

12

116

25

(173)

11
3
2
4

9
2
0
4

(11)
(57)
601

52
33
671

639

619

593

588

96
40
36
(5)
(14)
14

2,439

17
(9)
(18)
7

2,352

18
(9)
(17)
7

2,282

18
(9)
(16)
7

2,227

64
50
19
(15)
(17)
(11)
905

(5)
15
12
9
1
14
714

0
(96)
12
0
7
(76)

0
(283)
0
0
0
(283)

419
(286)

218
(337)

0
(217)

0
(214)

0
(211)

0
(209)

133

(120)

(217)

(214)

(211)

(209)

(335)
4
(170)
(45)
(546)
(115)

246
93
(209)
(373)
(243)
491

(470)
57
(209)
(298)
(921)
(369)

(250)
0
(216)

(150)
0
(216)

(50)
(13)
(216)

(25)
(13)
(216)

(467)
(45)

(366)
38

(279)
103

(254)
125

156
$41

41
$531

531
$162

162
$117

117
$155

155
$259

259
$384

0
(852)

(926)

(939)

(925)

(852)

(926)

(939)

(925)

(475)
(25)
(865)

167
(50)
(879)

(368)
(50)
(892)

(754)
(50)
(906)

(1,365)
222

(762)
664

(1,310)
33

(1,709)
(408)

(747)
(0)
(170)
(106)
(1,023)
(194)

1,048
$1,081

1,081
$673

350
$156

384
$1,048
61.6%
61.5%

66.4%
66.5%

69.6%
69.6%

9
0

1Q10E

21%
31%

40%
45%

121
28%
61%

63%
68%

51%
54%

53%
56%

9
(6)
(10)
4

57%
56%

6
(4)
(6)
3

57%
57%

Source: Company data, Morgan Stanley Research. E= Morgan Stanley Research estimates
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients uncover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a more complete view of how a company generates earnings.

Disclosure Section
The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. Incorporated, and/or Morgan Stanley C.T.V.M. S.A.
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Analyst Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this
report: Simon Flannery.
Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy

Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies

As of March 31, 2010, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in
Morgan Stanley Research: AT&T, Inc., CenturyTel, Equinix Inc., Level 3 Communications, Inc., Rackspace Hosting, Inc., SBA Communications,
Verizon Communications, Windstream Corp..
As of March 31, 2010, Morgan Stanley held a net long or short position of US$1 million or more of the debt securities of the following issuers covered
in Morgan Stanley Research (including where guarantor of the securities): American Tower Corp., AT&T, Inc., BCE Inc., CenturyTel, Cincinnati Bell
Inc., Crown Castle Corp., FairPoint Communications, Frontier Communications Corp, Leap Wireless, Level 3 Communications, Inc., MetroPCS
Communications, Qwest Communications Int'l, Rogers Communications, Inc., Sprint Nextel Corporation, Telephone & Data Systems, TELUS Corp.,
tw telecom inc, US Cellular Corporation, Verizon Communications, Windstream Corp..
Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offering) of securities of American Tower Corp.,
CenturyTel, Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Corp., Frontier Communications Corp, Qwest Communications Int'l, tw telecom
inc, Windstream Corp..
Within the last 12 months, Morgan Stanley has received compensation for investment banking services from American Tower Corp., AT&T, Inc.,
CenturyTel, Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Corp., Equinix Inc., FairPoint Communications, Frontier Communications Corp,
Level 3 Communications, Inc., Qwest Communications Int'l, TELUS Corp., tw telecom inc, Verizon Communications, Windstream Corp..
In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from American Tower Corp.,
AT&T, Inc., BCE Inc., CenturyTel, Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Corp., Equinix Inc., FairPoint Communications, Frontier
Communications Corp, Iowa Telecom, Leap Wireless, Level 3 Communications, Inc., MetroPCS Communications, Neutral Tandem, Inc., Qwest
Communications Int'l, Rackspace Hosting, Inc., Rogers Communications, Inc., SAVVIS Inc., SBA Communications, Sprint Nextel Corporation,
Telephone & Data Systems, TELUS Corp., tw telecom inc, Verizon Communications, Windstream Corp..
Within the last 12 months, Morgan Stanley & Co. Incorporated has received compensation for products and services other than investment banking
services from AT&T, Inc., BCE Inc., Crown Castle Corp., Sprint Nextel Corporation, Verizon Communications.
Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client relationship with, the following company: American Tower Corp., AT&T, Inc., BCE Inc., CenturyTel, Cincinnati Bell Inc., Clearwire Corporation, Crown
Castle Corp., Equinix Inc., FairPoint Communications, Frontier Communications Corp, Iowa Telecom, Leap Wireless, Level 3 Communications, Inc.,
MetroPCS Communications, Neutral Tandem, Inc., Qwest Communications Int'l, Rackspace Hosting, Inc., Rogers Communications, Inc., SAVVIS Inc.,
SBA Communications, Sprint Nextel Corporation, Telephone & Data Systems, TELUS Corp., tw telecom inc, Verizon Communications, Windstream
Corp..
Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the past
has entered into an agreement to provide services or has a client relationship with the following company: American Tower Corp., AT&T, Inc., BCE Inc.,
Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Corp., FairPoint Communications, Frontier Communications Corp, Level 3 Communications,
Inc., Qwest Communications Int'l, Rogers Communications, Inc., Sprint Nextel Corporation, Verizon Communications.
An employee, director or consultant of Morgan Stanley is a director of AT&T, Inc., Sprint Nextel Corporation, Verizon Communications.
Morgan Stanley & Co. Incorporated makes a market in the securities of American Tower Corp., AT&T, Inc., CenturyTel, Cincinnati Bell Inc., Clearwire
Corporation, Crown Castle Corp., Equinix Inc., Frontier Communications Corp, Iowa Telecom, Leap Wireless, Level 3 Communications, Inc.,
MetroPCS Communications, Neutral Tandem, Inc., PAETEC Holding Corp., Qwest Communications Int'l, Rackspace Hosting, Inc., SAVVIS Inc., SBA
Communications, Sprint Nextel Corporation, Telephone & Data Systems, tw telecom inc, US Cellular Corporation, Verizon Communications.
The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment
banking revenues.
The fixed income research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation
based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and
capital markets profitability or revenues), client feedback and competitive factors. Fixed Income Research analysts' or strategists' compensation is not
linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks.
Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making,
providing liquidity and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit,
investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in
Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this report.
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS
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equivalent of buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and
other considerations.

Global Stock Ratings Distribution
(as of March 31, 2010)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we
cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative
weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Stock Rating Category

Coverage Universe
Investment Banking Clients (IBC)
% of
% of % of Rating
Total
Count
Count Total IBC Category

Overweight/Buy

1042

41%

325

43%

31%

Equal-weight/Hold

1095

43%

348

46%

32%

Not-Rated/Hold
Underweight/Sell
Total

15

1%

4

1%

27%

373

15%

87

11%

23%

2,525

764

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley or
an affiliate received investment banking compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe,
on a risk-adjusted basis, over the next 12-18 months.
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the
analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant broad market benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.
.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers
Citi Investment Research & Analysis (CIRA) research reports may be available about the companies or topics that are the subject of Morgan Stanley Research. Ask your
Financial Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports.
Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan
Stanley and Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbarney.com/researchdisclosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.
Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the
same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures
Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all
research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com.
For a discussion, if applicable, of the valuation methods and the risks related to any price targets, please refer to the latest relevant published research on these stocks.
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial
circumstances and objectives of persons who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and
encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not
be eligible to purchase or participate in some or all of them.
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or
more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment
of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley
Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of
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securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by
Morgan Stanley or associated persons
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan Stanley
Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have
not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.
Morgan Stanley Research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses
for such visits.
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other
rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions
that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject company's securities/instruments.
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your
reference only. Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange
of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise
Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in the PRC and
traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their
investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of
Morgan Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a
solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated
activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte
Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia to "wholesale clients"
within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742,
which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley
Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by
Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has
approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main
and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by
Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley
Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United
States by Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents. Morgan Stanley & Co. International plc, authorized and regulated by the
Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets
Act 2000, research which has been prepared by any of its affiliates. Morgan Stanley Private Wealth Management Limited, authorized and regulated by the Financial
Services Authority, also disseminates Morgan Stanley Research in the UK. Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International plc
or Morgan Stanley Private Wealth Management representative about the investments concerned. RMB Morgan Stanley (Proprietary) Limited is a member of the JSE
Limited and regulated by the Financial Services Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley
International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services
Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only
be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the
QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying
solely to this information stated here may not bring about outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to
such data. The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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Rating Action: Moody's changes CenturyTel's outlook to negative; reviews Qwest's ratings for
upgrade
Global Credit Research - 22 Apr 2010
Approximately $23 billion of Debt Affected

New York, April 22, 2010 -- Moody's Investors Service has affirmed the Baa3 long-term and Prime-3 short-term debt
ratings of CenturyTel, Inc. ("CenturyTel" or the "Company") and changed the rating outlook to negative following the
announcement that CenturyTel plans to acquire Qwest in a stock-for-stock transaction. In connection with the
announcement, Moody's also placed the ratings of Qwest Communications International Inc. ("QCII") and its
subsidiaries under review for upgrade.
Under the terms of the agreement, Qwest shareholders will receive 0.1664 CenturyTel shares for each share of
Qwest common stock they own. The transaction reflects an enterprise value of approximately $25 billion, including
the planned assumption of about $14 billion of Qwest's debt. The companies anticipate closing this transaction in the
first half of 2011. CenturyTel expects that after a few years it will be able to generate significant expense savings from
the merger, initially estimated at about $575 million annually. Non-recurring integration costs will likely be in the $1.0
billion range, spread over several years. While broadband deployment is likely to remain a strategic priority of the new
company, approximately $50 mm of capital spending synergies are also possible, bringing total annual synergies to
$625mm. The merger will produce a company with operations in 37 states, 17 million access lines and 5 million
broadband customers.
The affirmation of CenturyTel's ratings reflects Moody's expectations that the combined company's pro forma
leverage will remain between 2.8 and 3.0 times Debt to EBITDA (Moody's adjusted, before synergies) over the next
two to three years and that its dividend payout ratio will decline modestly, although the absolute level of dividends will
increase. Moody's Senior Vice President Dennis Saputo said "While the acquisition of Qwest significantly increases
CenturyTel's exposure to more competitive urban/suburban markets (about 80% of Qwest's access lines are in five
metropolitan markets), the enhanced scale of the Company, combined with the addition of Qwest's national state-ofthe-art fiber optic network, is expected to generate meaningful expense and capital efficiencies, especially those
related to transport costs, network expansion and new product development." He added, "The new company should
be able to capitalize on growth in enterprise services revenues, especially as the economy rebounds and given
Qwest's selection as one of three carriers competing for the U.S. Government's Networx contract." The combined
company is expected to generate significant free cash flow, especially after anticipated synergies. The rating
affirmation also reflects CenturyTel management's commitment to an investment grade rating and its historically
balanced use of free cash flow between debt reduction and shareholder returns.
The negative rating outlook for CenturyTel reflects the considerable execution risks in integrating a sizeable company
so soon after another large acquisition (Embarq in July 2009) while confronting the challenges of a secular decline in
the wireline industry. The negative outlook also considers the possibility that the Company may not realize planned
synergies in a timely manner, especially if competitive intensity increases.
The affirmation of CenturyTel's Prime-3 short-term debt rating reflects its sizeable cash balance, ample committed
back-up facilities, manageable near-term debt maturities and our expectation that it will generate significant free cash
flow over the next 12 to 18 months.
The review of Qwest's ratings will evaluate the ability of the company to improve its operating performance and
continue to reduce its leverage in light of the secular challenges confronting the sector and the potential distraction
caused by working toward closing the merger. Positive rating pressure could develop prior to the merger based on
improved fundamentals, specifically, if the company can sustain stable EBITDA over the foreseeable future. Qwest's
rating might also be upgraded further if the company is acquired by CenturyTel.
Before the transaction can close, several regulatory approvals, including those of numerous state Public Utility
Commissions, are required and conditions may be imposed by some of these states' regulatory authorities, or the
FCC. Moody's affirmation of CenturyTel's ratings assumes that any condititions that may be imposed will not have a
material impact on the Company's financial profile.
The Obama administration and Federal Communication Commission have proposed comprehensive reforms of intercarrier compensation and universal service rules as part of an effort to expand broadband deployment, especially to
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un-served and under-served markets. "While the details of the final regulatory overhaul are far from clear and could
change significantly over time, Moody's believes that the proposed merger of these two companies is likely to reduce
the combined company's exposure to an adverse decision since the merger lowers the percentage of universal
service and access revenues in the new company", added Saputo.
Moody's has taken the following rating actions:
On Review for Possible Upgrade:
..Issuer: Qwest Communications International Inc.
....Probability of Default Rating, Placed on Review for Possible Upgrade, currently Ba2
....Corporate Family Rating, Placed on Review for Possible Upgrade, currently Ba2
....Multiple Seniority Shelf, Placed on Review for Possible Upgrade, currently (P)Ba3
....Senior Unsecured Conv./Exch. Bond/Debenture, Placed on Review for Possible Upgrade, currently B1
....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently a range of B2 to
Ba3
..Issuer: Qwest Corporation
....Senior Unsecured Bank Credit Facility, Placed on Review for Possible Upgrade, currently Ba1
....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently a range of Ba1 to
Baa1
..Issuer: Qwest Services Corp.
....Senior Secured Bank Credit Facility, Placed on Review for Possible Upgrade, currently Ba3
..Issuer: Mountain States Telephone and Telegraph Co.
....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently Ba1
..Issuer: Northwestern Bell Telephone Company
....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently Ba1
..Issuer: Qwest Capital Funding, Inc.
....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently B1
Outlook Actions:
..Issuer: CenturyTel, Inc
....Outlook, Changed To Negative From Stable
..Issuer: Embarq Corporation
....Outlook, Changed To Negative From Stable
..Issuer: Embarq Florida, Inc.
....Outlook, Changed To Negative From Stable
..Issuer: Carolina Telephone & Telegraph Company
....Outlook, Changed To Negative From Stable
..Issuer: Centel Capital Corp.
....Outlook, Changed To Negative From Stable
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..Issuer: United Telephone Co. of Pennsylvania
....Outlook, Changed To Negative From Stable
..Issuer: Qwest Communications International Inc.
....Outlook, Changed To Rating Under Review From Stable
..Issuer: Qwest Corporation
....Outlook, Changed To Rating Under Review From Stable
..Issuer: Qwest Services Corp.
....Outlook, Changed To Rating Under Review From Stable
..Issuer: Qwest Capital Funding, Inc.
....Outlook, Changed To Rating Under Review From Stable
..Issuer: Mountain States Telephone and Telegraph Co.
....Outlook, Changed To Rating Under Review From Stable
..Issuer: Northwestern Bell Telephone Company
....Outlook, Changed To Rating Under Review From Stable
Please refer to Moodys.com for additional research.
Moody's most recent rating action for CenturyTel was on September 14, 2009, at which time Moody's assigned a
Baa3 rating to the company's Series P and Series Q note offerings.
Moody's most recent rating action for Qwest Communications International was on January 7, 2010, at which time
Moody's assigned a Ba3 rating to the company's new note issuance.
The principal methodology used in rating CenturyTel and Qwest was Moody's Global Telecommunications Industry
rating methodology, which can be found at www.moodys.com in the Rating Methodologies sub-directory under the
Research and Ratings tab(December 2007, document #106465). Other methodologies and factors that may have
been considered in the process of rating these issuers can also be found in the Rating Methodologies sub-directory
on Moody's website.
CenturyTel, Inc., headquartered in Monroe, Louisiana is a regional communications company that served
approximately 7.0 million total access lines in 33 states as of December 31, 2009.
Qwest , headquartered in Denver, CO. is a RBOC and nationwide inter-exchange carrier (IXC). It served about 10.3
million access lines in 14 western states as of December 31, 2009.
New York
Dennis Saputo
Senior Vice President
Corporate Finance Group
Moody's Investors Service
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
New York
Alexandra S. Parker
Managing Director
Corporate Finance Group
Moody's Investors Service
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
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© Copyright 2010, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information
contained herein is provided "AS IS" without warranty of any kind. Under no circumstances shall MOODY'S have any
liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,
any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or
any of its directors, officers, employees or agents in connection with the procurement, collection, compilation,
analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect,
special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits),
even if MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to
use, any such information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as, statements of opinion and
not statements of fact or recommendations to purchase, sell or hold any securities. Each user of the information
contained herein must make its own study and evaluation of each security it may consider purchasing, holding or
selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of MOODY'S Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS
and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations - Corporate Governance - Director and Shareholder
Affiliation Policy."

Any publication into Australia of this Document is by MOODY'S affiliate MOODY'S Investors Service Pty Limited ABN
61 003 399 657, which holds Australian Financial Services License no. 336969. This document is intended to be
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provided only to wholesale clients (within the meaning of section 761G of the Corporations Act 2001). By continuing to
access this Document from within Australia, you represent to MOODY'S and its affiliates that you are, or are
accessing the Document as a representative of, a wholesale client and that neither you nor the entity you represent
will directly or indirectly disseminate this Document or its contents to retail clients (within the meaning of section 761G
of the Corporations Act 2001).

