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Jeffery Crockett One Arizona Center
400 E. Van Buren
Phoenix, Arizona 85004-2202

5/14/2010

Norman Curtright 20 E. Thomas Road, 16th Floor
Phoenix, Arizona 85012

5/14/2010

Janice Alward 1200 w. Washington
Phoenix, Arizona 85007

5/14/2010

Steve Olea 1200 w. Washington St.
Phoenix, Arizona 85007

5/14/2010

Arizona Corporation
Commission

Lyn Farmer 1200 w. Washington
Phoenix, Arizona 85007-2927

5/14/2010

Kevin Zarling 400 West 15th Street, Ste 315
Austin, Texas 78701

6/9/2010

Michael Patten Roshka Dewulf & Patten, PLC
One Arizona Center
400 E. Van Buren St. - 800
Phoenix, Arizona 85004

6/21/2010

Gregory Merz 50o IDS Center
80 s. Eighth St.
Minneapolis, Minnesota 55402

6/21/2010

Eschelon Telecom of
Arizona, Inc.

Karen Clauson 6160 Golden Hills Dr.
Golden Valley, Minnesota 55416-
1020

6/21/2010

Linda Stinar 6700 Via Austi Pkwy.
Las Vegas, Nevada 89119

7/2/2010

Daniel Pozefsky 1110 West Washington, Suite 220
Phoenix, Arizona 85007

7/2/2010

David Ziegler z0 E. Thomas Rd, 16th Floor
Phoenix, Arizona 85012

7/2/2010

Mark DiNunzio 1550 w. Deer Valley Rd. MS:DV3-
16, Bldg. C
Phoenix, Arizona 85027

7/2/2010

Greg Rogers 1025 Eldorado Boulevard
Broomfield, Colorado 80021

7/2/2010

William Haas One Martha's Way
Hiawatha, Iowa 52233

7/2/2010
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Joan Burke 1650 n. First Avenue
Phoenix, Arizona 85003

7/2/2010

James Falvey 2-1420 Chinquapin Round Rd.,
Annapolis, Maryland 21401

7/2/2010

Nicholas Enoch 349 n. Fourth Ave.
Phoenix, Arizona 85003

7/2/2010

Scott Rubin 333 Oak Lane
Bloomsburg, Pennsylvania 17815

7/2/2010

Stephen Melnikoff 901 n. Stuart St., - 700
Arlington, Virginia 22203-1837

7/2/2010

Harry Gildea 1111 14th St., N.W., - 300
Washington , District of Columbia
20005

7/2/2010

Michel Singer-nelson 270 Interlocker Blvd. - 600
Broomfield, Colorado 80021

7/2/2010

Penny Stanley 270 Interlocker Blvd. - 600
Brooomfield, Colorado 80021

7/2/2010

Arizona Reporting
Service, Inc.

2200 n. Central Ave. -502
Phoenix, Arizona 85004-1481

7/2/2010

DIECA
Communications, Inc

Katherine Mudge 7000 n. Mop ac Expressway, 2nd
Floor
Austin, Texas 78731

7/30/2010

XO Communications,
Inc.

Rex Knowles 7050 Union Park Ave., Ste. 500
Midvale, Utah 84047

7/30/2010

Lyndall Cripps 845 Camino Sur
Palm Springs, California 82262

8/3/2010

John Ilgen 9606 n. Mop cc Expressway
Suite 700
Austin, Texas 78759

9/22/2010

Boulder, Colorado 80301
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1 INTRODUCTION

2 Q. Please state your name and business address.

3 A. My name is Randy Barber. My office address is: Suite 204, 6935 Laurel Avenue,

4 Takuma Park, Maryland 20912.

5 Q. By whom are you employed and in what capacity?

6 A. I am employed by the Center for Economic Organizing and serve as its president.

7 Q- On whose behalf are you testifying in this case?

8 A. I am testifying on behalf of the Communications Workers of America (CWA) .

9 Q. Why is CWA interested in this ease?

10 A. CWA is an international union representing 14,327 workers in the state of Arizona who

11 are also consumers. Approximately 2,150 of their members in the state are employed by

12 Qwest and, as such, will be directly affected by the proposed transaction. CWA is

13 concerned about the long-term prospects of its employer, as well as the employer's ability

14 and commitment to safely and reliably operate and maintain that company's

15 telecommunications network in Arizona.

16 Q. Have you been engaged to offer expert analysis and testimony on the proposed

17 CenturyLink-Qwest transaction in other regulatory proceedings?

18 A. Yes. I have been retained by CWA to provide analyses and testimony concerning this

19 proposed transaction. I expect to participate in the union's interventions before

20 commissions in several other states.

2
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Direct Testimony of Randy Barber
September 27, 2010

1 BACKGROUND

2 Q. When you were engaged by CWA on this case, what were you asked to do?

3 A. i have been asked to evaluate the proposed transaction and provide expert analysis and

4 testimony, based on my financial experience as well as my knowledge of other

5 telecommunications transactions.

6 Q. Do you have experience in rendering opinions as an expert witness?

7 A. Yes. While I do not specialize in being an expert witness, I have performed that function

8 on several occasions, and I have assisted experts and attorneys in the financial and

9 analytical aspects ofjudicial, quasi-judicial and regulatory proceedings. Most relevantly,

10 I served as the financial expert for the CWA and the International Brotherhood of

11 Electrical Workers (IBEW) in three recent telecommunications transactions: FairPoint

12 Communications' acquisition of Verizon's Northern New England landline business, the

13 merger of Embarq and CenturyTel that formed CenturyLink, and Frontier

14 Communications' acquisition of Verizon landline businesses in fourteen states.

15 in addition, I have testified as an expert witness (either at trial or by deposition) in

16 several judicial proceedings and arbitrations. These have included, for example, a class

17 action law suit involving A.P. Mollee-Maersk/BTT, a National Mediation Board Single

18 Carrier proceeding, the Big Sky Airlines Bankruptcy, and an Examiner's Investigation

19 into the Bankruptcy of Easter Air Lines. I have also served as an expert consultant in

3
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September 27, 2010

1 various proceedings where it was not necessary for me to testify, such as an airline fitness

2 investigation involving ATX, a cross-border airline merger investigation (American

3 Airlines-Canadian Airlines), and a major CWA/AT&T arbitration.

4 Q. What in your educational and employment background has qualified you to provide

5 an expert opinion on issues such as those presented in this case?

6 A. After attending Dartmouth College, I have worked as a financial consultant for more than

7 25 years. I specialize in complex financial and operational analyses of companies and

8 industries, sometimes in the context of collective bargaining, other times in support of

9 clients' strategic or policy interests. My clients tend to be labor unions and pension

10 funds. I also regularly analyze a wide range of issues impacting specific employee

11 benefit plans. Among the companies thats have analyzed are Alcatel, Ava ya, AT8LT,

12 Boeing, Catholic Healthcare West, Celestina, CenturyTel (now CenturyLink),

13 Columbia/HCA, Eastern Air Lines, Edison Schools, Embarq, FairPoint Communications,

14 Frontier Communications, Idearc, Lucent Technologies, MCI, Oregon Steel, Qwest, RH

15 Donnelley, Sprint, Sylvan Learning Systems, Texas Air Corporation, TIAA-CREF,

16 United Air Lines, the United States Postal Service, Verizon, Wal-Mart, and the

17 Washington (DC) Hospital Center. More broadly, I have provided clients with various

18 analyses of such industries as aerospace manufacturing, air transport, for-profit

19 education, newspaper publishing, off-road vehicle manufacturers, and

4
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] telecommunications and internet access and content providers.

2 In addition, I have performed a wide range of analyses of private sector pension

3 plans and public employee retirement systems across the country. These include

4 investigations into factors associated with under-funding, integration of two or more

5 benefit plans, efforts to improve the operations of benefit plans, evaluations of proposed

6 investment and funding mechanisms, and proposals to convert defined benefit plans into

7 defined contribution plans. A number of the activities mentioned above have taken the

8 font of joint labor-management initiatives in which I served as the union expert, paired

9 with one or more management experts. Some of these projects included work with

10 AT&T, Lucent Technologies, and the League of Voluntary Hospitals and Nursing Homes

11 (New York City and environs).

12 I also have been serving as an advisor to FairPoint's labor unions after FairPoint

13 acquired Verizon's Northern New England operations in 2008. I have closely observed

14 the unfolding FairPoint debacle since that time. I have participated in scores of joint

15 labor-management task force meetings during at least four distinct phases since the

16 transaction closed:

17 • Initially these meetings were designed to develop a cooperative relationship in the

18 wake of the unions' opposition to the transaction,

19 • Subsequently, they evolved into problem-solving sessions in attempts to grapple

5
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1 with what can only be described as a systems meltdown as the company struggled

2 to convert and integrate the legacy Verizon operations to new platforms,

3 • During the period leading up to FairPort's Chapter ll bankruptcy filing in

4 October 2009 and for several months thereafter, these meetings were used to keep

5 the union leadership informed about the company's status and plans, and they

6 provided important background for successfully negotiated amendments to the

7 FairPoint collective bargaining agreements,

8 • After FairPoint was forced to file for protection under the bankruptcy code, I have

9 been serving as an advisor to the union-designated member of the FairPort

10 Unsecured Creditors Committee, and,

11 • Pursuant to an agreement in the amended union contracts, a Joint Leadership

12 Committee was formally established. This entity, which is comprised of top

13 FairPoint and union leaders, is charged with identifying and implementing $25

14 million in annualized cost-savings, efficiencies and revenue gains over the next

15 year and concerns itself with virtually every aspect of FairPoint's Norther New

16 England operations.

17 Q. What is the scope of your testimony?

18 A. In conjunction with the testimony of Jasper Gurganus, I will evaluate the key risks

19 associated with this transaction, drawing on statements from equity and ratings agency

6



in

f
1

Direct Testimony of Randy Barber
September 27, 2010

1 analysts, industry participants, and others. I also draw heavily on the representations of

2 the Joint Applicants themselves, both through their filings with the Securities and

3 Exchange Commission and their public replies to interrogatories. Although I would have

4 very much preferred to delve into the Joint Applicants' confidential internal financial,

5 transaction and planning documents, at this time CenturyLink and Qwest are resisting

6 CWA's requests for such data as well as my ability to review said documents. As such,

7 my testimony is limited to publicly available information.

8 Q- In order to render an opinion, what information do you need to review?

9 A. Ideally, I should be able review all relevant information that was available to the

10 CenturyLink and Qwest Boards of Directors, management, and advisors, as well as

11 subsequently developed data regarding either of the companies, the transaction, and

12 refined projections regarding the post~closing combined companies.

13 Q- Have you been able to review all of the information you require?

14 A. No. I have been able to review the publicly available data submitted by the Joint

15 Applicants in this and other state proceedings, along with their submissions to the Federal

16 Communications Commission and the Securities and Exchange Commission. To this

17 point, from my ongoing work in the other states, namely Minnesota, I have only had

18 access to a small portion of the confidential information which I believe is required to

7
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1 develop a full analysis of this transaction.1 I am advised by Counsel that CWA will so be

2 tiling a "motion to compel" the production of such data in Arizona, but regardless of the

3 outcome of that action, I obviously will not have had access to this information for use in

4 this pre-filed testimony. Nevertheless, I am able to render an opinion about the proposed

5 transaction based on the information that has been made available to me as of September

6 27, 2010. I would add the caveat that it is possible that additional information that I hope

7 will be provided later in this proceeding could lead me to alter my analysis.

8 Q- Why is it important to have access to the purportedly Highly Confidential

9 documents?

10 A. Not only will a thorough review of these documents provide a deeper understanding of

11 CenturyLink's plans, including integration-related issues, it will help verify -- or allay

12 the CWA's concerns that the companies are taking on too much too soon and that a much

13 more orderly, disciplined and validated process is indeed in the public interest. A

14 detailed analysis of the dataavailable to Qwest and CenturyLink at the time they entered

15 into this proposed transaction could be useful in understanding the potential risks and

16 rewards of this merger.

1 Pursuant to a September 2] , 2010 Order from an Administrative Law Judge in Minnesota, I have been granted
access to the Joint Applicants' "highly confidential" documents in that state's parallel proceeding. See the
September 22, 2010 Notice of Filing Supplemental Authority by Integra Telecom, et al, for a copy of the Minnesota
ALJ 's Order. Although the Joint Applicants are appealing a portion of that ruling, and are thus withholding some
information, they have very recently produced a significant number of "highly confidential" documents. Shave only

8
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1 Q. Please summarize the types of documents that you were able to review in this case.

2 A. I have reviewed documents that fall into a number of categories:

3 • Press reports,

4 • CenturyLink and Qwest filings with the Securities and Exchange Commission,

5 Documents from various public utility regulatory agencies,

6 • Documents derived from on-line databases,

7 • Proprietary analyses produced by a number of investment advisory Hans,

8 • Pre-filed testimony from CenturyLink and Qwest, and,

9 Non-confidential CenturyLink and Qwest responses to numerous interrogatories

10 and requests for production of documents in this case.

11 Q. Based on your review and analysis, are you able to render an opinion about the

12 reasonableness of the companies' financial assumptions and analyses?

13 A. No. Without access to the internal financial projections and documents that I describe

14 above, I do not believe that it is possible to develop a reliable opinion regarding the

15 reasonableness of the companies' financial assumptions and analyses.

16 Absent this critical data, however, it is possible to develop opinions regarding the

17 potential operational, planning, execution and integration risks associated with this

18 proposed transaction, along with a reasonable understanding of the ways in which these

just begun analyzing those documents for possible use in the Minnesota case.

9
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1 dynamics might interact.

2 Concerns With the Proposed Transaction:

3 INTEGRATION AND EXECUTION RISKS COULD LEAD TO SERIOUS PROBLEMS

4 Q- Please provide a broad summary of your analysis.

5 A. This transaction is simply too much too soon, and it carries with it significant risks

6 associated with the planning and execution of the two companies' integration plans.

7 While the Joint Applicants make very broad assertions about the benefits of this proposed

8 transaction and about their ability to execute it efficiently, as I will demonstrate later in

9 this testimony, they provide very little concrete backing for these assertions. The scale

10 and scope of the proposed acquisition present considerable challenges and risks.

11 CenturyLink has not yet finished digesting Embark, and yet it now proposes to integrate

12 Qwest, a company more than twice again its size. With this acquisition, CenturyLink

13 seeks to grow by 800 percent unjust over two years - from about 2 million access lines

14 before the Embarq acquisition to 17 million lines with a CenturyLink/Qwest

15 combination. (See chart below.) Moreover, CenturyLink will acquire Qwest's long-haul

16 business, an entirely new line of business for this largely rural local exchange carrier, and

17 it will face a much broader array of challenges with its wholesale customers.

10
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2 In sum, this proposed transaction is full of risk, particularly with respect to CenturyLink's

3 ability to adequately plan and execute a hugely complex integration process.

4 Q. The Joint Applicants argue that they have amply demonstrated the benefits from

5 the proposed transaction. Do you agree?

6 A. No, I do not. As I will show below with a few selected examples, while their pre-filed

7 direct testimony makes many promises and assertions, upon closer examination through

8 interrogatories, Joint Applicants do not appear to be able to substantiate many of their

9 key assertions about the benefits of this transaction.

10
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1 THERE Is MUCH LESS THAN MEETS THE EYE IN THE JOINT APPLICANTS' PRE-

2 FILED TESTIMONY

3 Q. You say that the Joint Applicants have failed to back up many assertions. Can you

4 be more specific?

5 A. Yes. Speaking about the "success" of the Embarq integration, CenturyLink witness Todd

6 Schafer implies that the Commission should take comfort from the company's deep

7 integration experience: "Already, approximately 25 percent of the access lines served by

8

9

former Embarq systems have been successiillly and seamlessly converted to

CenturyLink's single integrated retail customer service and billing system. Another 25%

10

11

12

13

of former Embark access lines are expected to convert by year end 2010, with the

remaining access lines converted by the third Quarter of 2011, or within about 24-27

months after closing."2

But when asked by CWA whether the combined CenturyTe1/Embarq systems are

14 capable of integrating a company of the size and complexity of Qwest (CWA 39.d);

15 whether any Qwest systems will become the platform for the combined companies (CWA

16

17

39.e), and whether any Qwest or CenturyLink facilities will be made redundant or

reduced as a result of the merger (CWA 39.i), CenturyLink simply stated that "(n)o

2 Direct Testimony of Todd Schafer, CenturyLink, May 24, 2010, p.7

12
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1 decisions have been made yet regarding which systems will be used in the integration."

2 Continuing his description of the Embarq integration process (and by implication,

3 what is to be expected with a Qwest integration), Mr. Schafer testified that, prior to

4 closing, "In addition to system conversions and network deployment, the company

5

6

finalized the budgeting process, completed organizational design and many staffing

decisions, and launched a new brand."3

7 However, in response to a CWA interrogatory, CenturyLink replied that prior to

8 the closing of the proposed Qwest transaction, other than its already announced

9 determination that Arizona will be a regional headquarters, the only decisions referred to

10 above that will be made will be some high-level personnel selections and the

11 establishment of a "preliminary reporting hierarchy." "All other decisions will be made

12 after the closing of the transaction." (CenturyLink reply to CWA 40)

13 Mr. Schafer testified that "we will first need to evaluate Qwest's structure and

14

15

consider adjustment to the configurations necessarily to fit the newly merged operations

and to ensure that any modifications continue to meet customer expectations."4

16 Again, though, when asked by CWA for a description of the types of adjustments

17 that CenturyLink believes are required, the company simply (and unhelpfully) reiterated

3 Schafer, p. 8

4 Schafer, p. 9

13
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1 the obvious, that "no changes will be made prior to closing" and that before any changes

2 are implemented, "a comparison will have to be made of the Qwest and CenturyLink

3 operating models to detennine what changes must be made to the Qwest operating model

4 to bring it more in line with the CenturyLink operating model." (CenturyLink reply to

5 CWA 41)

6 Mr. Schafer also testified that "CenturyLink employs a 'neighborhood' approach

7 to customer service call centers that enables customer calls to be matched with associates

8 that are trained to understand the nuances of the state. The neighborhoods are designed

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

10 that group. Through the neighborhood approach, customer service associates have a focus

11 and an 'ownership' of the states for which they are responsible. They understand the

12 service offerings in that region and are even aware of current happenings in the area as

13 the call screens have the ability to provide real time information about the locale so that

14 there is a real connection between the associate and the customer. This is another

15 approach that likely will be adopted during the integration of Qwest."5

16 In response to CWA's question regarding how this "neighborhood" approach to

17 customer service call centers will impact the operations of Arizona facilities and

18 operations, CenturyLink provided a vague reply that only reinforces my view that the

14
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1 Commission should require CenturyLink to fully document any of its plans that will have

2 a material impact on Arizona consumers prior to being permitted to begin the integration

3 process with the Qwest operations: "It is too early in the process to determine how

4 exactly the 'neighborhood' approach to customer service call centers would impact

5 Arizona facilities and operations. Before any decisions can be made regarding where the

6 customer service calls for the combined company will be answered, a full evaluation of

7 the call volumes of the combined company must be undertaken." (CenturyLink reply to

8 CWA 42; also see CenturyLink's reply to Staff 3-3)

9 Moreover, as Mr. Gurganus' testimony amply demonstrates, Mr. Schafer's

10 glowing description of an impliedly flawless Embarq integration process clearly glosses

11 over a number of problems that the merged companies are encountering

12 MANY OUTSIDE ANALYSTS ARE QUITE CONCERNED ABOUT THE POTENTIAL

13 INTEGRATION RISKS ATTENDANT WITH THIS TRANSACTION

14 Q. Are there others who share your concern?

15 A. Yes. To begin with, all three debt rating agencies expressed similar reservations. While

5 Schafer, p. 10

6 While I have not discussed these issues with any other interveners in this case, I am aware that several CLECs
recently filed testimony in the companion proceedings in Colorado, lowa and Minnesota where similar concerns
about CenturyLink's operational systems and integration processes were raised.
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1 regulators and stock analysts have very different tasks, and serve different functions, in

2 this instance the Commission would do well to heed the comments of independent stock

3 analysts regarding integration risks related to the transaction. Moody's Investor Service

4 and Standard & Poor's both placed CenturyTel's bonds on a "negative watch" list.

5 Moody's explained that "the negative rating outlook for CenturyTel reflects the

6 considerable execution risks in integrating a sizeable company so soon after another large

7 acquisition (Embarq in July 2009) while confronting the challenges of a secular decline

8 in the wireline industry." The negative outlook "also considers the possibility that the

9 Company may not realize planned synergies in a timely manner," Moody's noted.

10 Standard and Poor's echoed these views: "Integration efforts will be difficult given the

11 size of the combined company and CenturyTel's integration of previously acquired

12

13

Embarq will likely not be complete until the end of 201 l." Fitch Ratings expressed

similar concerns in placing CenturyLink debt on its "Watch Negative" list.7

14 More recently, Morningstar credit analyst Michael Hodel issued a warning that

15 CenturyLink "is taking an unnecessary risk with the Qwest merger":

16

17

"Embarq tripled the firm's size, Qwest will roughly double it again. In addition to
following closely on the heels of a major integration effort, we expect that

7 2010, Moody's Investor's Service, "Moody's changes CenturyTel's outlook to negative, reviews Qwest's ratings
for upgrade," April 22,2010; Standard and Poor's Global Credit Portal Ratings Direct, "Research Update:
CenturyTel -BBB - Rating on Watch Negative on Deal to Acquire Qwest Communications, Qwest BB Rating on
Watch Positive," April 22, 2010. "Fitch Places CenturyTel's Ratings on Watch Negative; Qwest's Ratings on Watch
Positive," April 22, 2010
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improving Qwest's performance will prove more challenging."1

2

3

4

5

6

7

8

9

10

11

"The biggest key to the Qwest merger is a successful integration of the
businesses. Cutting costs is the primary reason to do this deal, in our view, as a
means of better offsetting the decline of the phone business. We believe there is a
real risk that things don't go entirely according to plan. Management doesn't
expect to fully realize cost savings three to five years alter closing, and that
integration will cost up to $1 billion initially--a lot is likely to change before the
integration is complete."8

As if to reinforce Hodel's warning, CenturyLink recently petitioned the Federal

12 Communications Commission for a waiver of its One Day Porting Order, citing the fact

13 that it is still "in the process of integrating two separate databases in connection with the

14 merger of CenturyTel and Embarq." CenturyLink requested a 10-month delay in meeting

15 the Commission's one-day porting requirements, from August 1, 2010 to May 1, 2011.

16 CenturyLink justified the waiver request with a claim of "special circumstances" to meet

17

18

the CenturyTel/Embarq merger commitment to consolidate its wholesale ordering

systems by October 1, 2010.9

19 While not opining on the merits of the CenturyLink waiver request, it is worth

20 noting that CenturyLink's "special circumstances" are of its own making. How many

21 more "special circumstances" will CenturyLink need once it undertakes to integrate

22 Qwest OSS systems with what it hopes will be newly consolidated CenturyTel/Embarq

23 systems?
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1 Q. Beyond the financial community, have other observers expressed any concerns?

2 A. Yes. For example, the National Regulatory Research Institute's Sherry Lichtenberg

3 cautioned that there could be significant risks associated with this transaction and

4 identified five key areas she urged regulators to explore in depth: " (1) Financial review,

5

6

(2) quality of service/customer support, (3) systems integration, (4) competition, and (5)

broadband deployment/support/'10 Citing the bankruptcy tilings that followed the

7 Carlyle Group's acquisition of Verizon Hawaii and FairPoint's acquisition of Verizon's

8 Northern New England properties, Lichtenberg argued that in "these cases, (and even in

9 the better managed transition of BellSouth's systems to those of its new owner AT&T)

10 the rush to achieve the promised financial "synergies" from the integration of disparate IT

11 systems and processes for ordering, installing, billing, and trouble handling have had

12 unanticipated negative consequences."

13 It is important to underline that all five areas cited by Lichtenberg are ultimately

14 integrally linked and that problems in one area can easily lead to problems in some or all

15 of the others. They really cannot -- and should not-be considered in isolation.

16 Recently, elected federal officials have made similar comments about the need for

17 careful regulatory scrutiny in conjunction with the Joint Applicants' proposed

8 Morningstar, M a y 27, 2010: "Centumel  is taking an unnecessary risk wi th the Qwest merger, i n our vi ew"

9 CenturyLink One Day Porting Waiver Request to the FCC
10 Evaluating the Proposed Merger of CenturyLink and Qwest Communications, Sherry Lichtenberg, Pp. D.
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1 transaction. According to Communications Daily, five members of Oregon's

2 Congressional delegation "expressed concerns about the proposed CenturyLink-Qwest

3 Merger. In a Sept. 8 letter to FCC Chairman Julius Genachowski, Sens. Ron Widen and

4

5

Jeff Merkley and Reps. Earl Blumenauer, Peter DeFazio and David Wu say they want

reassurance that the commission will make sure the new company maintains its customer

6 service and operational quality, and it 'can immediately provide non-discriminatory

7 acc€ss'j,7l 1

8

9

Finally, as discussed by Mr. Gurganus in his testimony, the Joint Applicants

themselves describe an array of potential risks associated with the proposed transaction.

10 CENTURYLINK ACKNOWLEDGES THAT A PANOPLY OF KEY QUESTIONS

11 REMAIN UNANSWERED AND MANY CANNOT PRACTICALLY OR LEGALLY BE

12 ANSWERED UNTIL THE TRANSACTION CLOSES

13 Q- You testified that the Joint Applicants, and particularly CenturyLink, are unable to

14 answer important questions about the prospects of the combined firm. Please

15 elaborate.

July 9, 20]0
11 Communications Daily, September 17, 2010.
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l A. The Joint Applicants have developed what is almost a mantra, beginning with the

2 statement that "Integration planning is in the early stages and decisions have not been made

3 at this time."I2 The mantra continues: "However, because the transaction results in the

4 entirety of Qwest, including operations and systems, merging into and operating as a

5 subsidiary of CenturyLink, it will allow a disciplined approach to reviewing systems and

6 practices and will allow integration decisions to proceed in an orderly disciplined manner."

7 This appears in CenturyLink's reply to Integra 2-23, but variations of "orderly manner",

8 "disciplined manner", or "disciplined approach" appear in dozens of replies.

9 The Joint Applicants profess not to have made decisions regarding a host of key

10 issues. For example, asked by CWA which Qwest and which CenturyLink systems will be

11 utilized post-merger, CenturyLink replied that "no decisions have been made at this

12 time."(CWA-33 and 34) Also included in the "no decision" category were such fundamental

13 organizational issues as "the number of regions that it will have post-merger" (CWA-31) or

14 "the number of market clusters that it will have postmerger." (CWA-32).

15 In this and a host of other replies, the implication is inescapable: many fundamental

16 decisions regarding the combined companies' structure, operations, and systems will only be

17 made after the closing of the merger and CenturyLink has assumed full control over Qwest.

12 CenturyLink reply to Integra 2-23. For similar responses, see CenturyLink's replies to Staff 2-22, 5-2, 6-1 and 8-
1, CWA 26(g), 26(e), 33, 34, 43 , Cox 2-3, and Integra 2-23, 2-26, 2-27, 2-28, 2-30, 2-31, 2-32, 2-34b, 2-35h, 2-43,
2-44, 2-46, 2-50 (supplemental), 2-61, 2-62, 2-64, 2-67, 2-68, 2-72, 2-79 (supplemental), 2-82, 2-83, 2-84, 2-91, 2-
l 03b, 2-107, 2-108, 2-112, 2-136, 2-137, and 2-l55£ Also see Qwest's reply to Integra 2-34a.
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1 In fact, in many replies, the Joint Applicants were explicit that final plans will not or

2 cannot be made until after the proposed deal closes: "Until the transaction has been

3 completed and the necessary decisions have been made, specific details regarding the

4 implementation (who? what? where? when? why? how?) of these planning assumptions will

5 not be available. " (Staff 1- 1 )la

6 Joint Applicants "cannot project the timing or nature of changes"

7 Similarly, replying to Commission Staff queries regarding the expected impact on

8 employment status and employment benefits received by employees of the Joint Applicants

9 in Arizona following the closing of the transaction, CenturyLink replied: "until the

10 transaction is complete and necessary decisions have been made on how to best integrate the

11 two companies, we cannot project the timing or nature of changes, if any, to operations and

12 employees in Arizona." (Staff 2-37) Asked whether it foresees any Arizona workforce layoffs

13 as a result of the transaction, CenturyLink again replied: "Until the transaction is complete

14 and necessary decisions have been made on how to best integrate the two companies, we

15 cannot project the timing or nature of changes, if any, to operations and employees in

16 Arizona." (Staff 2-38) CenturyLink provided an identical response to Staffs query about

17

18

whether there would be any plant or facility closings (Staff 2-39).

In its heavily redacted reply to Staffs 7th set of interrogatories, CenturyLink

13 Also see CenturyLinks responses to Staff2-10, 2-11, 2-30, 2-31, 2-34, 2-37, 2-38, 2-39, 4-4, 7-2, 7-5, 7-11, 8-1,
Integra 2-47, 2-52g, 2-521, 2-133, and 2-136.
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1 begged off answering Staff's question regarding headcount reductions resulting from

2 synergies, replying instead that "actual headcount reduction numbers or headcount related

3 operating expense savings including the total number, specific company and functional

4 organization impact will not be known until detailed integration planning has been

5 completed." (Staff 7-2) And as CenturyLink has made very clear, its integration planning

6 will not be completed until airer the transaction has closed.

7 CenturyLink temporizes on integration plans

8 CenturyLink's reply to CWA 38 temporizes with a process explanation: "As noted

9 above, the integration process is only beginning but will generally look at an Integration

10 Management structure that will define the integration strategy, leverage past experiences for

11 integration work plans and tools, provide guidance and recommendations, and assess current

12 environment, among other tasks designed to ensure the integration runs smoothly and no gaps

13 exist. Cross functional teams will identify operating model options, close high priority gaps

14 towards the initial, interim and fixture state operating models, and develop a roadmap of key

15 integration activities. As part of the integration process, the current Qwest operating

16 environment will be assessed to aid in the integration planning process.ll

17 CenturyLink was asked by Integra to elaborate and provide details regarding its

18 disclosure in the SEC Form S-4 that "CenturyLink is expected to incur substantial expenses

19 in connection with integrating the business, operations, networks, systems, technologies,

20 policies and procedures of Qwest with those of CenturyLink. There are a large number of
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1 systems that must be integrated, including billing, management infonnation, purchasing,

2 accounting and finance, sales, payroll and benefits, fixed asset, lease administration and

3 regulatory compliance." CenturyLink's reply reinforces my conclusion that the key

4 integration decisions will only be made after the deal is completed: "Speeyie integration

5 initiatives and associated expenditures will not be fully developed until the transaction is

6 complete, and the neeessaqy decisions have been made on how to best integrate the two

7 companies. It is anticipated the combined company will incur integration costs related to

8 system and customer conversions (including hardware and software costs) and certain

9 employee-related severance costs. CenturyLink estimates integration initiatives associated

10 with the Qwest acquisition will cause it to incur approximately $B50-800 million of non-

11 recurring operating expenses and $150-200 million of non-recurring capital costs."14

12 (Integra2-47) (emphasis added)

13 In other words, CenturyLink's own statements acknowledges that complete

14 integration plans will not -- indeed cannot -- be formulated until sometime following the

15 closing of the transaction .

16 Unable to disclose which systems will be utilized

17 Interestingly, when pressed by Integra about CenturyLink testimony filed in Oregon

14 On September 13, 2010, CenturyLink filed supplemental "confidential" or "highly-confidential" responses and
attachments to eleven Integra data requests, including to Integra 2-47 (along with a "highly confidential"
supplemental attachment for Integra 2-47). These responses were filed under seal, so I have not seen them at this
time. The other replies tiled under seal were to Integra 2-2, 2-22, 2-41, 2-52, 2-59, 2-77, 2-78, 2-1 ll, 2-142 and 2-
153.
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1 regarding the Joint Applicants projected "methodical review of both companies' systems and

2 processes to determine the best system to be used on a going-forward basis...,"15

3 CenturyLink refused to reply, arguing that this testimony was irrelevant in Arizona. (Integra-

4 49). However, CenturyLink did respond to this query in Minnesota. Responding to the

5 question whether CenturyLink or Qwest systems and processes will be utilized by the merged

6 companies, CenturyLink replied that the "review of both CenturyLink and Qwest systems

7 and recesses will include an extensive assessment of the s stems' ca abilities, performancep y

8 and customer support. A disciplined approach involving subject matter experts from both

9 companies will be followed. The evaluation will take the time needed to make an informed

10 decision on the best system andprocesses to be used on a go-forward basis from both a

11 combined company and a wholesale customer perspeetive. CenturyLink will include in its

12 review input provided by its wholesale customers. It has not been determined whether third-

13 party testing will be included in the assessment process." (CenturyLink reply to Integra~49 in

14 Minnesota PUC Docket No. P-421, et al./PA-10-456) (emphasis added)

15 No immediate changes anticipated

16 with monotonous frequency, CenturyLink says that "Upon merger closing

17 CenturyLink does not anticipate any immediate changes ..." (emphasis added) to a wide

18 array of systems and processes. These include:

15 Direct Testimony of Michael Hunsucker in Oregon Docket UM 1484, dated June 22, 2010, pp. 8-9. Available at:
but ://docs. uc.state.or.us/efdocs/HT.B/umI484htbI52954. if
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1

2

3

4
5

6

7

8

9

10

11

12

13

14

15
16
17
18
19
20
21
22
23
24
25
26

27
28
29

30
31
32
33
34
35

36
37

" ...the systems (OSS and other) that will be utilized in existing Qwest service
areas." (CWA 33)
" ... the systems (OSS and other) that will be utilized in existing CenturyLink
service areas." (CWA 34)
" ... to the Qwest wholesale or retail billing and back-oftice operation." (Qwest
reply to Integra 2-34a)
" ... to the Qwest CLEC OSS systems." (Integra 2-23, Cox 3-l)
" ... to the Qwest CLEC ASR and LSR process." (Integra 2-26, 2-28)
" ... to the Qwest CLEC trouble reporting system." (Integra 2-32)
" ... to the Qwest CLEC trouble reporting processing." (Integra 2-33)
" ... to the Qwest billing platform." (Integra 2-34b through 2-34g)
" ... to Qwest's or CenturyLink's Provisioning Systems." (Integra 2-35)
" ... to the Qwest CLEC order entry system." (Integra 2-44)
" ... to the Qwest wholesale operations." (Integra 2-46, 2-51, 2-71, 2-72, 2-137)
" ... to the Qwest performance plans." (Integra 2-61)
" ... to the Qwest performance measurement requirements." (Integra 2-62)
" ... the Qwest Firm Order Commitment dates." (Integra 2-64)
iv ... to the Qwest Wholesale and CLEC support centers." (Integra 2-67)
" ...to the Qwest Standard Interval Guide." (Integra 2-82, 2-83, 2-84)
" ... to the Qwest service pricing." (Integra 2-85)
" ... to Qwest's or CenturyLink's rates for wholesale services." (Integra 2-86)
" ... to Qwest's or CenturyLink's term and volume discount plans." (Integra 2-88)
" ... to Qwest's or CenturyLink's intrastate or interstate tariffs." (Integra 2-89)
" ... to the Qwest Product Catalogs." (Integra 2-91)
" ... to the Qwest investments strategy." (Integra 2-l03b)
" ... to the Qwest Technical Publications." (Integra 2-107)
" ... to the Qwest collocations procedures." (Integra 2-108)
" ... to the Qwest hot loop cut process." (Integra 2-112)
" ... to Qwest's current template interconnection agreements." (Integra 2-115)
" ... to Qwest's agreements." (Integra 2-117)
" ... to Qwest's or CenturyLink's Change Management Processes (CMP) or CMD
documents. (Integra 2-1 IN)
" ... to Qwest's or CenturyLink's Price Cap Plans." (Integra 2-134)
" ... to the account team structure or escalation lists." (Cox 2-l)
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1 Again, the Joint Applicants (through CenturyLink) are making the case for a slow,

2 deliberate approach to planning as well as implementing post-merger integration processes.

3 Over and over again, the Joint Applicants acknowledge that they are far from being

4 able to answer many of the key questions posed to them by interveners, and likely won't be

5 able to do so until after the close. For example, asked by Integra to identify "any and all

6 duplicative functions the Joint Applicants anticipate eliminating to achieve synergy savings,

7 CenturyLink answered that it has no concrete plans yet and that any synergies from

8 eliminating duplicative functions will not even be known until post-closing (see

9 CenturyLink's answer to Integra 2-52e which refers back to Integra 2-47).

10 Unable to provide Arizona-specific integration or capital expenditure plans

11 Moreover, CenturyLink says that it "has not estimated synergy savings or one-time

12 merger costs by state." (Integra 2-53) Combined with other answers from CenturyLink, it is

13 clear that it has no intention to develop final Arizona-specific integration plans until after the

14 transaction closes.

15 Asked by Commission Staff to provide Arizona-specific details of the Joint

16 Applicants' post-merger plans for capital investments, CenturyLink's reply was vague

17 and noncommittal: "At this time, CenturyLink has not yet established any specific plans

18 regarding Arizona capital expenditures. Once the merger is finalized, and the new

19 operating model has been implemented, individuals from the legacy Qwest and
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1 CenturyLink companies will assess the. network infrastructure in Arizona and make any

2 recommendations related to changes in capital expenditures in order to better serve

3 Arizona consumers." (Staff 2-10)

4 No network investment or balance sheet decisions until after the deal closes

5

6

7

8

Finally, CenturyLink makes much about the purported financial benefits, including

balance sheet improvements, which will accompany the transaction. When pressed by

Integra, however, the company essentially pleads ignorance saying that it will actually remain

in the dark about this until sometime after the deal is closed: "Until the Transaction is

9

10

11

12

13

complete, and the necessary decisions have been made on how to best integrate the two

companies, plans regarding network investment and appropriate balance sheet improvement

(debt reduction) have not been developed. The analysis and decisions regarding how

CenturyLink plans to best utilize its free cash flow will be completed as part of the detailed

integration planning efforts." (Integra 2-133, also see Staff 2-10)

14 CONCLUSION AND RECOMMENDATIONS

15 Q. Based on your analyses, what do you conclude?

16 A. I believe that this transaction, as proposed, is not in the public interest.

17 It is simply too much, too soon.

18 There are very good reasons to be concerned about CenturyLink's ability to rise to
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1 the challenge of absorbing and integrating the much larger and much more complicated

2 Qwest operations.

3 In addition, through their unwillingness or inability to supply satisfactory answers

4 to questions regarding virtually every aspect of the proposed transaction, the Joint

5 Applicants have failed to demonstrate that they have the capabilities, plans and resources

6 to successfully execute this transaction.

7 I am concerned that, with this transaction, management could be overwhelmed by

8 As

9

the challenges it faces and distracted in their efforts to achieve too much too quickly.

noted by multiple commentators, CenturyLink's management will be under significant

10

11

pressures from shareholders .-- and probably lenders - to achieve at least the promised

level of synergies, which can only be achieved through the early integration of the Qwest

12

13

operations into those of its new parent, CenturyLink. At the same time, they will be

under pressure from customers and regulators to deliver on the promises they have made

14

15

in these proceedings as well.

1 am particularly concerned that CenturyLink management intends to undertake

16

17

the integration of the Qwest operations before they have completely executed the Embarq

integration. I am also alarmed by the Joint Applicants' inability or unwillingness to

18

19

articulate fully developed plans regarding the Qwest integration. In my view,

CenturyLink should only be pennitted to begin any Qwest integration efforts after the
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1 Embarq integration has been completed and proven and after a subsequent complete

2 review of its integration plans.

3 Q. Why do you conclude that it is reasonable to delay any approval of the actual

4 integration of Qwest and CenturyLink until after both the transaction and the

5 ongoing Embarq integration have been completed?

6 A. As I have demonstrated, the Joint Applicants have asserted literally dozens of times that

7 key plans, decisions, and so forth must await the completion of the transaction for legal

8 and/or practical reasons. Given the Joint Applicants' own acknowledgment that many

9 crucial decisions must await the closing of the transaction, and their repeated assurances

10 that given Qwest's ongoing separate legal and operational status, this would not create

11 any problems - and would in fact be an advantage .-- they have made the case themselves

12 that a slower, more deliberate process is not only reasonable but essential.

13 Q. Are you saying that the Commission should reject this transaction?

14 A. As currently proposed, yes.

15 Q- And if the Commission rejects your recommendation and decides to approve this

16 transaction, are there conditions that you believe would ameliorate the potential

17 risks you have described ?
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1 A. Yes. The Joint Applicants could be permitted to proceed with this transaction -- that is,

2 the purchase of Qwest's common stock by CenturyLink .- if they are willing to agree to

3 maintain Qwest as a completely arms-length subsidiary of CenturyTel until the four

4 broad criteria described below are met (along with the conditions outlined by Mr.

5 Gurganus) :

6 1. The Embarq integration has been completed and sufficient time has passed to

7 demonstrate that the combined CenturyTel/Ernbarq assets are operating as

8 intended;

9 2. CenturyLink and Qwest have developed and submitted a complete integration

10 plan to the Commission for its review and approval,

11 3. Atier formal review with the participation of interested parties, the Commission

12 approve this plan, including any amendments the Commission deems necessary,

13 and,

14 4. All other outstanding issues, such as service quality and broadband

15 commitments, have been resolved to the satisfaction of the Commission.

16 Assuming CenturyLink and Qwest agree to these conditions, the proposed

17 transaction could be in the public interest.

18 I would stress, though, that under these recommendations, no actions involving

19 integration of the two firms would be permitted until the above criteria are met.
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1 CenturyLink should not be able to begin integrating the Qwest operations until and Lmless

2 it has demonstrated to the satisfaction of the Commission (after formal proceedings,

3 including intervention by interested parties) that the Embarq integration has been

4 successfully completed and that its plans for integrating Qwest are fully defined,

5 demonstrably reasonable, and in the public interest.

6 Given CenturyLink's 08-repeated assertions that many crucial plans cannot be

7 finalized until it acquires legal ownership and control of Qwest, this solution would

8 permit the transaction to go forward while preserving the ability of the Commission to

9 ensure that it is effectuated in a systematic, disciplined manner that serves the public

10 interest.

11 Moreover, this approach will preserve the benefits of Qwest's significant

12 operational and financial gains over the past few years. To rush into an ill-considered

13 and financially-driven integration effort would risk undermining Qwest's recent success.

14 Finally, in their replies to dozens of interrogatories, the Joint Applicants have

15 made a compelling case that they will not be in a position to evaluate how best to proceed

16 with the daunting task of integrating systems and operations that together serve almost 20

17 million customers, including some 1.5 million in Arizona, until after the proposed

18 transaction is consummated and CenturyLink assumes legal control of Qwest.

19
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1 By requiring that Qwest be operated on a truly separate, arms-length basis until

2 the Joint Applicants have conclusively demonstrated that they are prepared to initiate this

3 integration process, they will have the time and opportunity to get it right.

4 Q. As you are aware, Mr. Gurganus also makes a number of recommendations to the

5 Commission in the event that it determines to approve the transaction. Do you have

6 any comments about his recommendations?

7 A. Yes. [wholeheartedly support Mr. Gurganus' recommendations. His calls for a

8 deliberative approach to integration including a review and audit of the systems,

9 inclusion of frontline, union workers on the integration committee, concrete timetables

10 and plans for integration, guarantees of employment levels, requirements for employee

11 training programs, reporting requirements combined with penalties, as well as his specific

12 recommendations regarding broadband buildout are filly compatible with the four broad

13 criteria I have recommended.

14 THERE Is NO NEED To RUSH: QWEST HAS STEADILY IMPROVED ITS

15 FORTUNES OVER THE PAST FEW YEARS.

16 Q. You are recommending a process that would effectively require CenturyLink to

17 take a much more deliberate - and slower .-. approach to implementing any

18 integration processes with Qwest. Wouldn't this have an adverse effect on Qwest's

19 financial standing?
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1 A. No, it would not. Despite some impressions to the contrary, Qwest has steadily improved

2 its financial performance, effectively "picking itself off of the floor" over the past few

3 years. This has obviously not been lost on the financial analysts who follow the company

4 closely.

5 On the telephone conference call announcing this proposed transaction, several

6 analysts expressed a mixture of surprise and skepticism about the deal. For example,

7 UBS analyst John Hodulik observed: "it seems like Qwest is well-positioned as it has

8 been in years. A lot of it is because of your efforts. It turns out the business model has

9 turned around.... Is there any reason why the deal has to happen now? I mean I think

10 myself and some investors are a little surprised it happened as soon as it has when it

11 looks like Qwest really has a lot of runway at this point."16

12 In a clear indication of Qwest's improving prospects, Moody's Investor Services

13 recently upgraded Qwest's debt ratings to one step below investment grade based on the

14 company's continuing operational and financial improvements, including a reduction of

15 debt by 10% since the beginning of the year. ""Qwest has produced strong results while

16 facing the dual challenges of a structurally weak industry position and heavy macro-

17 economic headwinds" said Moody's analyst Dennis Saputo. "This solid operational

18 performance, combined with a record of proactive debt reduction has served Qwest well
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1 and results in the positive rating action today." Even assuming the proposed deal fails to

2 close, "the rating would likely be confirmed with a stable outlook," Moody's said."

3 Moreover, from these and other projections prepared by Wall Street analysts, it

4 appears that both Qwest and CenturyLink would have similar financial prospects if they

5 were to remain stand-alone companies. Analysts expect both companies to be profitable,

6 but to continue to lose revenues and market share over the next few years.

7 For example, Citigroup Global Markets analyst Michael Rollins recently

8 produced a report which, in many ways, predicts that Qwest will fare better than its

9 proposed merger partner. As can be seen in the table below, Citigroup projects that

10 Qwest's Revenues and Operating Income before Depreciation and Amortization

11 (OIBDA) will decline at one-third the rate of CenturyLink, that its Net Income to

12 Common will actually increase significantly (70%) versus a slight decline for

13 CenturyLink, that its Equity Free Cash Flow will increase at almost double the rate of

14 CenturyLink and that its net debt will decline at three times the rate of CenturyLink.

16 Qwest Communications, SEC Form 425, April 22, 2010, Exhibit 99.3, Transcript, CenmryLink Qwest Merger
Announcement Call
17 Moody's Investor Services, August 13, 2010, "Moody's upgrades Qwest's ratings, continues review for possible
upgrade"
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Citigroup Projections for CenturyLink and Qwest
(Standalone)

2010 and 2013

CenturyLink

Qwest

L
9

I

1

Direct Testimony of Randy Barber
September 27, 2010

2010E 2013E

Projected

Change,

2013 vs 2010

Total Revenues

OIBDA

Net Income to Common
Equity Free Cash Flow
Total Net Debt

$7,009

$3,627

$929
$1,207

$7,223

$6,120

$3,172

$894

$1,301

$6,373

-13%

-13%

-4%

8%

-12%

Total Revenues

OIBDA

Net Income to Common

Equity Free Cash Flow

Total Net De bf

$11,719

$4,348

$494

$1,662

$10,742

$11,251

$4,193

$840
$1,883

$7,083

-4%

-4%

70%

13%

-34%

1
S in miiiio ms,Soun:e: Citigroup Global M markets,August s, 201), " Cemurytjnk a Qwes! Solid2Q
Results Reinforce Favmab-le Cash Flow Prospects For FYD; Rein. Bryon Q & CTL," Figures 5 and 1)

2 This is a critical point to keep in mind when evaluating my recommendation that

3 would require the integration process be held in abeyance until CenturyLink proves that it

4 has successfully completed the Embarq integration, submits a fully fleshed out

5 integration plan, and obtains approval from the Commission to begin implementing it.

6 Based on all of the information available to me, Qwest is not expected to be materially

7 worse off than CenturyLink (and may be better off) by continuing to operate as a stand-

8 alone company, even if it takes four or five years for CenturyLink to complete the

9 Embarq integration and develop integration plans for Qwest.
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1 It is clear to me that there tally is no need to rush this transaction, since Qwest

2 would appear to be in a position to sustain itself indefinitely on a standalone basis,

3 whether or not the proposed transaction is consummated.

4 Q. Does this conclude your direct testimony?

5 A. Yes, it does.
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CenturyLink 8. lowest

Solid 211 Results Reinforce Favorable Cash Flow Prospects For

FYIO; Reit. Buy on ll 8. CTL
Michael Rollins. CFA

Gage T Krieger

Quick Call We remain a buyer of Qwest & CenturyLink, and believe the
combined FCF prospects for the pending merger can support the PF dividend
yield of ~8%, whlfe leaving room to potentially repatriating a greater proportion
of FCF to shareholders over time. We believe both companies have room to
outperform consensus expectations for cash flow, while we continue to like the
pre-synergy PF valuation at only 7x Fyll FCF vs. the peers at ~8x. We prefer
Buy rated Q given its 5.4% discount to the pending merger terms with CTL.

Kevin Toomey

Slowing Access Line Losses Should Help Future Revenue Prospects - Both
Qwest and CenturyLmk showed some constructive signs for a decelerating rate
of revenue loss over time, as the volume of access losses have improved or a
year over-year basis over the past few quarters. Meanwhile, we believe Qwest is
showing positive progress at stabilizing its business segment and reducing the
rate of erosion within its wholesale business; the pending deployments of f Ber
to cal sites should further be a help to improve wholesale revenue prospects Ir
the future.

Favorable Synergy Realization Acquisition CenturyLirlk
reported 2Q Embarq related cost synergies of $75 million, ahead of our $70
million expectation. Management commented that the annual synergy run rate
improved sequentially exiting 2Q at $315 million up from $300 mil ion in
lQ/l0, while the company expects that rate to increase to around $330 mil
exit ing 2010. This compares to our prior forecasts of ~$300 mil l ion for
synergies for FYlO and we still expect CTL to hit a cumulative target of $575
mil. during Fyll.

From Embarq

Qwest and CTL Showing Solid Execution on Cash Flow Generation ...- We believe
both companies are cont inuing to show cost  cut t ing capabi l i t ies as
demonstrated by margin improvement during 2Q/10 on a you basis. Qwest was
able to maintain flat OIBDA for every $1 of revenue lost on a year over year
basis during 2Q/10, whsle CTL only lost about 33 cents of OIBDA for every 831
of revenue lost on a you basis. (which includes the benefit of the above
referenced synergy realization).

ticker

Raring

old New New

CTL PH

Target Price

Ula

US$40.00

US$6.60
US$40.00

us$s.s0

Burrent Year
Earnings Estimates

om

US$3.33

US$0.38

New

US$3.38

US$0.38

Next Year
Earnings Estimates

Did New

US$3.32 US$3.23

US$0.42 US$0.43

See Appendix A-1 for Analyst Certlficatiun, Important Disclosures and non~US research analyst disclosures.

City Investment Research & Analysis is a division of Citigroup Global Markets Inc. (the "Firm"l, which does and seeks to do business with companies covered in its research
reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. investors should consider this report
as 0nly a single factor in making their investment decision.

Citigroup Global Markets
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Summary of Estimate Changes for CenturyLink

We have adjusted our estimates for 3Q10, FY10, FY11 and FY12 to reflect
CenturyLink's 2Q results and its updated guidance. We have adjusted our
revenue estimate for 3Q10 from $1.72 billion to $1.73 billion, for FY10 from
$6.97 billion to $7.01 billion, for FY11 from $6.53 billion to $6.56 billion and
for FY12 from $6.28 billion to $6.31 billion. We have adjusted our OlBDA
forecasts for 3Q1O from $884 million to $889 million, for FY10 from $3.53
billion to $3.63 billion, for FY11 from $3.39 billion Io $3.43 billion and for
FY12 from $3.25 billion to $3.28 billion. Our EPS estimates changed for 3Q10
at $0.79, for FY10 from $3.33 to $3.38 for FY11 from $3.32 to $3.23, and for
FY12 from $3.28 to $3.17.

Figure I. Centuryljnk Consensus vs. CIRA Estimates

($ in millions except per share data)

$1,726.5 $7,008.9 ss,s59.2

$0.79 taxer $3.23

elMlrylir* Rennes

CH? /elative

enturyliwi EPS

EIR relative

08Moryl.inl\ 0lBllA

CIR relative

-
$889.1

51,743.4

-1%

$0.a0

-2%

$878.2
1%

$3.626.7 TW0%
;3_575.4

87.041.1
0%

$3.37

1%
33,426.0

$6,77l.6

-3%

5328

1%

-2%
9,460.6

S0ufce= Company Reports, Citi Investment Research and Analysis and l\B\E\s

Figure 2. Conturyljnk High-level 311/10 and mo Guidance vs. CIRA Estimates

($ in millions, except per share estimates and access lines in 000s)

Total Revenues

IN9rmalized EPS -1$1.726
$0.79

$1,717

$0.79
$1,720

$0.77
$1.745

$0.81
$1,733
$0.79

($6,0)
($0.00) -I(0.3%)

(0.3%)

hotel Revenues *I $6,974
6.478

850 i

$5.8 1% I0.1%
0.1% I

0.0% I
0.9% I
0.0% I

Access Lines

ICaprtal Spending

Free Cash Fl0w*

INormaIized EPS

$7.009

6481

850 I

1,594 I

$3.38

1,554
$3.33

$6,965

6.441

$825

1,s60
$3.30

$7,041

6,511

$875

1,600
$3.40

$7,003

5,476

$as0

$1,580
$3.35

0

14

$0.03

Source.~ Company Reports, City Investment Research and Analysis, and l\B\E\S

*Free Cash Flew is Normalized Net Income + D&A - Capex
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Figure 3. Summary 01 Estimate Changes for Genturylink

($ in millions, except subscriber metrics in 000s and per share metrics)

Source; Company Reports and CIRA Estimates

Figure 4. Centurylink 20/In Results vs. mA Estimates and Historicals

($ in millions, except per share and subscriber metrics)

S0urce= Company Reports and CIRA Estimates

Balance sheet (S in Millions)
Capital Expenditures
Net Working Investment
Cash
Gross Debt
_Net Debt

Income Statement (S in Milling)
Total Revenue
OIBDA
OIBDA Margin
Operating Income
Net Income - GAAP
Normalized EPS
CFFO
Equity Free Cash Flow

Subscribers (0005)
Access Lines
Net Adds
DSL Lines
Net Adds

Snbggfibeys (0005)
Access Lines
Net Adds
DSL Lines
Net Adds

Income Statement (S in Millions)
Total Revenue

OIBDA
OIBDA Margin
Operating Income
Net Income - GAAP
Normalized EPS
CFFO
Equity Free Cash Flow
FD Average Shares

Balance Sheet (S in Millions)
Capital Expenditures
Net Working Investment
Cash
Gross Debt
Net Debt

I

aI

.

1 . I

1.726
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51.5%
529
221

$0.79
602
386
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(155)

2,371
35

216
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52.0%
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224.7
300.6
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6,609
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2,375
35
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(351)

66
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2 0 %
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Figure 5. Uperating Forecasts s. Key Metrics For Centurylink

($ in millions, except per share and subscriber metrics)

Teal Revenues 1,8703
188398el. Growth

1,839.4
1a62%

943.6

1,726.s
(7.9%)
aa9.1mama 929.8

7,008.9
40.5%

3,626.1
51.7%
46.1%

2, 195.6

6,310.5
(3.8%)

a,2a3.s

634.5
(3.4%)
303.6
47894
(46%)
1750

275%
(6.6%)
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220.6%
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(3.0%)

3,172.3
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(3.4%)

1,9140
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1.1%
6.55922

(6.4%)
2,864.8

(8.4%)
943.8

(13.4%)
1,824.3

(2.1%)
190.0
3.0%
736.2
(1.0%)

2,214.8

5,677
(5.9%)
(3571)
$B9.80

2.8%
6,310.5

(3.8%)
2,654.1

(7.4%)
890.6
(5.6%)

1,841 .3
0.9%
195.7
3.0%
728.9
(1.0%)

2,143.5

5,392
(5.0%)
(285.7)
$92.15

2.6%
6, 120.3

(3.0%)
2,483.3

(6.4%)
842.8
(5.4%)

1,871 .o
1.6%
201 .5
3.0%
721 .6
(1.0%)

2,091.1

Total Long Distance Lines (000s)
% Growth
% Loa ll Access Lines

Net Adds - Internal (000s)
Total DSL Lines (0005)

% Growth
% Local Access Lines

Net Adds - Internal (0005)

1.463
3.3%
19%

6.6
2417
9.9%
28%
6 4 0

1,470
28%
20%

6 6
2. 146
8.9%
29%
29.0

1,476
2.3%
21%

6.6
2,189
8.6%
30%
4 3 0

2.236
8.9%
32%
470

1 ,490
1.4%
22%

3.3
2.336
8.9%
35%
30.0

1,493
1 1%
23%

3 3
2,371
8.3%
36%
35.0

1 ,496
0.9%
23%
3.3

2,411
7.8%
37%
4 0 0

1,457
38%
la %
5 3 0

2.063
12.1%

27%
221.0

1 .483
18%
21%
26.5

2,236
8.9%
32%

183.0

1,496
0.9%
23%
13.3

2.411
78%
37%

1750

5.4%
42%

1313

1,495
(0.6%)

26%
(8.4)

2.641
3.9%
47%
98.4

1,471
(15%)

27%
(23.4)
2.715
2.8%
50%
73.8

Source; Company Reports and CIRA Estimates

Summary of Estimate Changes for Qwest

We are adjusting our estimates for Qwest following the 2Q10 earnings release.
Our estimates for total revenue are changed for 3Q/10 at $2.93 billion,
decreased modestly for FY10 from $1 1.72 billion to $11.71 billion, for FY11
from $11.41 billion to $11.40 billion and for FY12 from $11.28 billion to
$11.26 billion. Our forecasts for OIBDA are roughly unchanged for 3Q/10 at
$1.08 billion, for FY10 from $4.34 billion to $4.35 billion, for FY11 from $4.24
billion to $4.26 billion, and for FY12 from $4.189 billion to $4.185 billion. Our
EPS estimates are unchanged for 3Q/10 at $0.09, and FY10 at $0.38,
increased for FY11 from $0.43 to $0.42, and unchanged for FY12 at $0.45.

4 Citigroup Global Markets-.=-_
.  lm
< <=»
-  ,M§»?s*.. 1% Q<.<.. ..»:,;,

ML.!4""'~::

" Q=' @

. . 1.¢ .'.v.v3
=\\=. 4

¢

.ag:-¢3;' I' .-
994821; 1

93-iE.§'f§5€*=£2~.'=a. ~IP". -1

. 4
.u¢1. "4-»:'.,i'"¢~x*+; : ,ye s;j?§:§,€§3?;€§Q§5£ i¢\

8 .r
" * -JE  4 w*-. - ' a * ~ , * » = ; § 4 ~

~-£*h-5 Mia *E
F" ' "5 ' ! ¢ . : A .9:31 .

> ~ ~~ s .
"5;?9"6§~~'*?~§¥'?4'85€*4f

~v _ *..
L .  n  * - ;».»~.__

..x,.,.;1, > _ 1 . * _>

n  J -*',"'- ,< . FT '



4
a

CenturyLink & Qwest
5 August 2010

l l . . | .H -uu .. . l l 1 1: l

Figure s. lowest Consensus vs. mA Estimates

($ in millions except per share data)

$2,930.14 $1l,718.7 $11.400.3

$0.09 $0.38 $0.43

$1,0s1.4

$2,s10.a

1%

Sons

0%

81,074.0

1%

;4,34811

$u,672.8
0%

$0338

0%

0%

$4,340,8 $A262.a

$11,350.8

0%

$0.39

10%

$4,234.11

st Ravenna

lc1/r relative
lawns: EPS
ICIR relative

lllwest0111111
IC/R relative TW1%

Source» Company Reports, Citi Investment Research and Analysis, and l\B\E\s

Figure 1. Qwest '10 Guidance vs. CIRA Estimates

($ in millions)

%)|(0.0%)VOIBDA
Capital Spending
Equity Free Cash Flow 1.662

4.336
.650

1.594

4,400 4.350
$1.70 billion or below

1.500 1.600 .550 7.2%

Source; Company Reports and CIRA estimates

Note; % Variance measures our estimate versus the mid-point of its guidance range.

I! I | | , . r .1 . , . ,  I .

Figure s. Summary of Estimate Dhanges for lowest

($ in millions, except per share and subscriber metrics)

susrnlum lows:
Retall Access Lines
Net Adds
Total Access Lines
Net Adds

8,125
(274)

9,0a3
(304)

8,102
(269)

9,063
(299)

23
(5)

20
(5)

7,893
(975)

8,821
(1,104)

7,870
(998)

8.801
(1,124)

23
23
20
20

7,130
(763)

7,954
(867)

7,114
(756)

7,944
(857)

16
(7)
10

(10)

6,822
(308)

7,567
(387)

6,813
(301)

7,567
(377)

g
(7)
0

(10)

DSL Subscribers
Net Adds
Wireless Subscribers
Net Adds
Video Subscribers
Net Adds

2,879
20

1,062
80

981
30

2,902
25

1,090
84

1,013
31

(23)
(5)

(28)
(4)

(32)
(1)

2,899
87

1,147
309

1,021
81

2,927
115

1,174
336

1,044
104

(28)
(28)
(27)
(27)
(23)
(23)

2,994
95

1,222
75

1,121
100

3,027
100

1,249
75

1,144
100

(33)
(5)

(27)
o

(23)
0

3,079
85

1,297
75

1,201
80

3,117
90

1,324
75

1.224
80

(38)
(5)

(27)
0

(23)
0

Mass Markets Revenue
Wholesale Revenue
Business Revenue
Other Revenue (USF)
Total Wireline Revenues
Wireless Revenues
Total Revenue
OIBDA
OIBDA Margin
Operating Income
Net Income
EPS

4,617
2,710
4,030

366
11,356

o
11,722

4,336
37.0%
2,156

484
$0.38

(17)
(16)
11
79

(22)
0

(3)
12

0.1%
3

10
woo

4,342
2,622
4,093

355
11,057

O
11,412

4,241
37.2%
2,170

725
$0.42

4,131
2,555
4,210

362
10,896

0
11,258
4,189

37.2%
2,110

773
$0.45

(38)
(17)
20
18

(35)
0

(18)
5

1,136
679

1,023
92

2,838
O

2,930
1,081

36.9%
533
154

$0.09

1,143
679

1,018
92

2,840
O

2,932
1,083

36.9%
538
155

$0.09

(7)
(0)
5
0

(2)
0

(2)
(2)

(0.0%)
(5)
(0)

($0.00)

4,600
2,693
4,041

384
11,334

o
11,719

4,348
37.1%
2,159

494
$0.38

4,309
2,605
4, 113

373
11,027

0
11,400
4,263

37.4%
2,183

738
$0.43

(32)
(17)
20
18

(30)
0

(11)
21

0.2%
13
14

$0.01

4, 170
2,573
4,189

344
10,932

O
11,276
4,185

37.1%
2,114

773
$0.45

0.1%
(4)
(0)

$0.00

Balance Sheet (S in Millions)
Capital Expenditures
Net Working Investment
Gross Debt
Net Debt

425
(599)

12,833
10,945

425
(341)

13,046
11,046

0
(258)
(213)
(101)

1,650
(599)

11,833
10,742

1,650
(341)

12,046
10,750

o
(258)
(213)

(8)

1,650
(549)

9,945
9,591

1,650
(291)

9,983
9,630

o
(258)

(38)
(38)

1,650
(499)

8,743
8,389

1,650
(241)

8,789
8,436

o
(258)

(46)
(46)

Ca<h Flow (S in minlafm
CFFO . GAAP
Equity FCF .. GAAP

820
395

818
393

2
2

3,312
1,662

3,244
1,594

67
67

3,367
1,717

3,336
1,6a6

31
31

3,423
1,773

3,415
1,765

8
8

Source: Company reports and CIRA estimates

5 Citigroup Global Markets
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Figure 9. llwest2010 Results vs. CIRA Estimates and Historicals

(S in millions, except per share and subscriber metrics)

Subscribers (0003)
Retail Access Lines
Net Adds
Total Access Lines
Net Adds

8,399
(243)

9,387
(276)

8,642
(226)

9,663
(262)

(243)
(17)

(276)
(14)

(2.8%)
7.5%

(2.9%)
5.3%

9,377
(283)

10,4a4
(316)

(10.4%)
(14.1%)
(10.5%)
(12.7%)

8,642
(226)

9,663
(262)

(2.8%)
7.5%

(2.9%)
5.3%

DSL Subscribers
Net Adds
Wireless Subscribers
Net Adds
Video Subscribers
Net Adds

2,859
7

982
60

951
o

2,852
40

922
84

951
11

7
(33)
60

(24)
O

(11)

0.2%
(82.5%)

6.5%
(28.6%)

0.0%
(10o.o%)

2,741
33

738
20

857
18

4.3%
(78.8%)
331%

200.0%
110%

(lO0.0%)

2,852
40

922
84

951
11

0.2%
(82.5%)

6 5 %
(28.6%)

0.0%
(100.0%)

Income Statement (S in Millions)
Mass Markets Revenue
Wholesale Revenue
Business Revenue
Other Revenue (USF)

Total Revenue
Total Wireline Revenues (Ex USF)
Wireless Revenues
OIBDA
OIBDA Margin
Operating Income
Net Income
EPS . Normalized (for severance and one-time costs)

1,163
659

1,002
106

2,930
2,824

o
I ,092

37.3%
544
158

$0.09

1,183
685
99g

99
2,966
2,867

o
1,124

379%
579
38

$0. 10

(20)
(26)

3
7

(36)
(43)

0
(32)

(0.6%)
(35)
120

($0.01)

(1.7%)
(3.8%)
0.3%
7.1%

(1.2%)
(1.5%)

NA
(2.8%)
(1.7%)
(6.0%)

315.8%
(10,8%)

1,269
730

1,002
89

3,090
2,968

33
1,092

35.3%
514
212

$008

(8.4%)
(9.7%)
0.0%

19.1%
(5.2%)
(4.9%)

(100.0%)
0.0%
5.5%
5.8%

(25.5%)
12.8%

1,183
685
999

99
2,966
2.867

O
1,124

37.9%
579
38

so. 10

(1.7%)
(3.8%)
0.3%
7.1%

(1.2%)
(1.5%)

NA
(2.8%)
(1.7%)
(6.0%)

315.8%
(10.8%)

k!an9e_$heet (S in millkmsl
Capital Expenditures
Net Working Investment
Gross Debt
Net Debt

330
(649)

13,083
11 ,201

387
(391)

13,546
11,591

(57)
(258)
(463)
(390)

(14.7%)
66.0%
(3.4%)
(3.4%)

348
(451)

14,123
12,224

(5.2%)
43.9%
(7.4%)
(84%)

387
(391)

13,546
11,591

(14.7%)
66.0%
(3.4%)
(3.4%)

Cash Flow (S in Millions)
CFFO (Reported)
_Equity FCF (Normalized)

919
589

722
335

197
254

27.3%
75.8%

1,005
657

(8.6%)
(10.4%)

722
335

27.3%
75.8%

Source: Company reports and CIRA estimates
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Figure 10. Uperating Forecasts & Key Metrics ForQwest

($ in millions, except per share and subscriber metrics)

Total Revenues 1 x , z s e
%  Growth

o l a u n

3 . 1 7 3
(6 .6% )
1 , 1 4 5

36. 1 %
0 .4 %

5 7 2
18.0%

1.2%
2 0 6 , 0

31 .296
$4>.1a
25.0%

3 , 0 8 0
(8 .6% )
1 . 0 9 2

35.3%
(4.5% )

5 1 4
16 .6%
(9.2% )
2 1 2 . 0

11.6%
$ 0 . 0 8

(23 .6% )
1 .0 0 5 .0

$ 6 5 7
$ 0 . 3 7

1 ,722 .8
1 2 ,6 2 2
2 0 ,2 2 6
12 ,224

3 , o s 4
(9 .6% )
1 , o 9 a
35.8%

0 .9 %
5 1 2

16.8%
5.8%

1 3 6 . 0
( 9 9 % )
$ 0 . 0 9

(10 .1% )
7 6 9 . 0

2 , 9 6 6
(6.5% )
1 , 1 2 4

37.9%
(1.8% )

5 7 9
19.5%

1 2 %
3 8 . 0

(81.6% )
$ 0 . 1 o

(19 .3% )
7 2 2 . 0

2 . 9 3 °
l 4 .o % )
1 , 0 8 1
36.9%
(1.1% )

5 3 3
18.2%

4.2%
1 5 4 .5

1 3 6 %
$ 0 . 0 9
5 8 %

2 , a 9 2
(3 .4% )
1 , o s 1

36.3%
(3.2% )

5 0 3
17.4%
(0.7% )
1 4 3 .2

32.6%
$ 0 . 0 9
6.3%

8 5 0 . 9
$ 3 4 3

$ 0 . 1 9
1 ,7 6 9 .0
1 1 ,8 8 6
1 8 ,0 0 4
1 0 ,7 4 2

1 2 , 3 1 1
(8 .6% )
4 , 4 x s
3 5 9 %
( 2 9 % )
2 , 1 0 4

17.1%
(4. 1% )
6 6 2 . 0

1 1 , 7 1 9
(4.8% )
4 , a 4 a
37.1 ex,
(1 .5% )
2, 159

18.4%
2.6%

4 9 4
(25.4% )

$ 0 . 3 8
(1.0% )

1 1 , 4 0 0
(2.7% )
4 . 2 6 3
37.4%
(2.0% )
2 ,1 8 3

19.1%
1. 1%

7 3 8
4 9 .6 %
$ 0 . 4 3
1 3 5 %

( 1 2 9 6 )
4 . 1 8 9
37.2%
(1.7% )
2 , 1 1 0

18 .7%
(3.4% )

OIBDA Margin
% Growth

Operating Income
Operating Income Margin
%  Growth

Net Income to  Common
%  G r o f f

e re  Gu l l y  ¢ lmm: l )
%  Growth

CFFO
Equity Free Cash Flow
Equity FCFl$hane
Avg. Outstanding Shares (MM)
Net PPE
Total Assets
Total Net Debt
Tota l  Capita l  Expevditues

KW seams . Ylildine

6 5 7 . 0
$ 3 2 3

$ 0 . 1 8
1 ,706 .8
1 2 ,8 1 6
1 9 ,7 1 1
1 2 ,6 9 8

3 3 4 3 4 8

$ 4 2 8
$ 0 2 4

1 ,7 1 9 .5
1 2 ,3 9 9
2 0 ,2 2 5
11 .958

3 4 1

2 , 9 9 4
(9.7% )
1 , 0 8 5

36.2%
(8.0% )

5 0 6
16.9%

(12.5% )
1 0 8 . 0

(41.6% )
s a n s

(28.4% )
8 7 6 . 0
$ 4 9 0

$ 9 . 2 8
1 ,720 .6
1 2 ,2 9 9
2 0 , 3 8 0
1 1 ,6 9 1

3 8 6

$ 3 3 5
$ 0 . 1 9

1 ,739 .4
1 2 ,0 7 8
19 ,362
1 1  5 9 1

a a 1

2 , 9 3 0
(5 .2% )
1 , 0 9 2

37.3%
0 0 %

5 4 4
18 .6%

5.8%
1 5 8 . 0

(25.594)
$ 0 . 0 9
12.8%
9 1 9 . 0
$ 5 8 9

$ 0 . a a
1 ,761 .5
1 1 ,9 2 9
18 ,959
11 .201

3 3 0

8 2 0 . 0
$ 3 9 5

$ 0 . 2 2
1 ,764 .6
1 1 . 8 6 6
1 8 ,8 4 1
1 0 , 9 4 5

4 2 5 s o s

13,7719
(1.0% )
4 , 6 0 8

3 3 .4 %
5 .0 %
2 , 1 4 9

15.6%
3 2 7 9 6

2 ,917 .0
391.9%

$ 9 . 5 5
7 4 3 %

a . o 2 s . o
$ 1 ,3 5 7

$ 0 . 7 4
1 ,919 .8
1 3 ,6 7 1
2 2 ,5 3 2
13,167
1 . s s s

1 3 , 4 7 5
(2.2% )
4 , 5 4 7
23.7%
(1.3% )
2 , 1 9 3

16.3%
2.0%
8 8 3 .0

(76 .6% )
: u p

(22 .8% )
2 ,9 3 1 .0
$ 1 ,1 5 4
$ 0 . 6 6

1 ,7 3 7 .8
13 ,045
2 0 ,1 8 2
1 2 ,9 9 1
1 , 7 1 7

(3 .1% )
$ 0 . 3 8

(10.0% )
3 , 3 0 7 . 0
$ 1 ,8 9 8
$ 1 . 0 7

1 ,717 .4
1 2 , 2 9 9
2 0 , 3 8 0
1 1 ,6 9 1

1 , 4 0 9

3 , 3 1 2
$ 1 .6 6 2
$ 0 . 9 3

1 ,7 5 8 .6
11 ,886
1B,004
1 0 ,7 4 2

1 , 6 5 0

3 , 3 6 7
$ 1 ,7 1 7
$ 0 . 9 5

1 ,779 .9
1 1 . 5 7 6
1 6 ,8 3 7

9 , 5 9 1
1,4sso

7 7 3
4 .6 %

$ o . 4 s
3.4%

3 ,4 2 3
$ 1 ,7 7 3
$ 0 . 9 7

1 ,797 .5
1 1 ,2 0 7
1 6 , 4 0 8

8 . 3 8 9
x , s s o

1 1 , 2 5 1
(0 .1% )
4 , 1 9 3
37.3%

0 .1 %
2, 1 13

1 8 8 %
0 2 %

a 4 0
8.7%

s o . 4 a
7 3 %

3 , 5 3 3
$ 1 ,8 8 3

$ 1 . 0 2
1 , 8 1 5 3
10 ,807
1 5 , 9 7 8

7 ,0 8 3
1 , 6 5 0

Total DSL Lines (ohos)
%  Grovnh
DSL Net Adds . ln lernal (0008)

T a l l  k e a s  U m  ( 0 0 0 s )
%  G r o f f

1 4 8  .  l a w  ( 0 0 0 8 )
Mass Markets Revenue

%  Growth
Wholesale Revenue
%  G r o f f
Business Revenue
%  Growth
Other Revenue (USF)
%  G r W h

2 8 7 9
3.9%
2 0 .0

9 , o a a
(10.7% )

( 3 0 4 )

2 , 8 9 9
3.1%
2 o . o

a , s z 1
(11 .1% )

o w

2 . 6 5 2
9.9%
2 3 9 . 0

2 , 9 9 4
3.3%
9 5 . 0

7 , 9 5 4
(9896)

( 8 6 7 )
4 ,3 0 9
(6 .3% )
2 , 6 0 5
(3 .3% )
4, 113
1 .8%

3 7 3
(3 .0% )

3 . 0 7 9
2 .8 %
8 5 . 0

7 , 5 6 7
(4 .9% )

( 3 8 7 )
4 . 1 3 1
(4 .1% )
2 ,5 5 5
(1 .9% )
4 , 2 1 0
2.4%

3 6 2
(3 .0% )

Tool  Reuewes

1 , 1 3 6
(7.3% )

6 7 9
(5 .6% )
1 ,0 2 3
0.8%

9 2
(2 .0% )
z , s a o
(4 .0% )

1 , 1 1 8
(6 .8% )

6 7 0
(3 .6% )
1 ,0 1 7
0 1 %

8 7
(2 .0% )
2 , 8 9 2
( 3 4 % )% Growth

OIBDA

OIBDA Margin

*as Gfnwth

Operating Income

Operating Income Margin

Cash Cost per Access Line (5)

2 , 7 o a
7.7%
5 6 . 0

1 0 . 8 0 0
(10494)

( 3 2 7 )
1 .3 2 5

(10.8% )
7 6 9

(10.5% )
1 ,0 0 1
2 .7%

7 8
(1.3% )
3 , 1 7 3
(6 .6% )

1 ,540 .0
50.7%

1.2%
9 8 5 4

32.4%
4 7 . 2 8

2 , 7 4 1
7.3%
3 3 . 0

1 0 , 4 5 4
(10 .8% )

( 3 1 6 )
1 ,2 8 9

( 1 2 8 % 6
7 3 0

(13.4% )
1 .0 0 2
0.8%

a s
(1 .1% )
3 , 0 8 0
(8 .6% )
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Company Focus CenturyLink (CTL)
Solid 20 Results Reinfurce Favorable Cash Flow Prospects For

FYIO; Rest. Buy on U & CTL

Please see bullets on front cover.
Estimate change D/

IH

US$36.33

US$40.00

10.1%

8.0%

18.1%

Buy/High Risk

Price (04 Aug 10)
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Expected share price return

Expected dividend yield

Expected total return
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Company Focus (Q)
Solid 28 Results Reinforce Favorable Cash Flow Prospects For

FY10; Rest. Buy on U& caL

Qwest Communications International Inc

Please see bullets on front cover.
Estimate change D/

IH

us$5.70

US$43.60

15.8%

5.6%

Buy/High Risk

Price (04 Aug 10)
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Expected share price return

Expected dividend yield

Expected total return
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CenturyLink

Company description

CenturyLirik is a rural local exchange carrier (RLEC), providing
communications services to both residential and business customers. The bulk
of CenturyLink's access lines are located within Alabama, Arkansas, Missouri,
Washington, and Wisconsin. Additionally, CenturyLink operates a regional
transport business, LightCore, which generates a wholesale revenue stream by
offering network access to inter-exchange carriers (laCs), such as AT&T and
MCI; and receives universal service subsidies for operating in high-cost service
areas. The company was founded in 1930 and was incorporated, formally, as
CenturyTel in 1968. Since its listing on the NYSE in 1978, the company has
primarily grown through acquisitions, On April 22, 2010, CenturyTel
announced the pending acquisition of Qwest.

Investment strategy

We rate CerrturyLink's shares Buy/High Risk (IH) based on the prospective
opportunities from the recently completed merger with Embarq, including: 1)
the combined opportunities to improve cash flow through merger-related
synergies; 2) balance sheet flexibility to improve shareholder returns, as our
analysis that shows the credit market has a more favorable view relative to the
equity markets; and 3) the pro forma valuation remains attractive relative to its
peers.

Valuation

Our $40 target price target is derived based on our stand-alone valuation of
CTL of nearly $38 per share using the simple-average of 3 methods and then
adding our base case estimate of potential value creation from merger-related
synergies for the pending Qwest acquisition of $2.50 at a 90% probability the
transaction is completed within 12-months. Our simple average for the stand~
alone CTL valuation uses the following methodologies; Our DCF analysis yields
a target price of over $36 per fully diluted share, based on our operating
projections through 2015, including a weighted average cost of capital (WACC)
of 7.7%, a beta of 1.0, and a long-term FCF growth assumption after 2015 of
(1%), arriving at an operating enterprise value of $17.89 billion. From this
amount, we subtract year-end 2011 net debt of $6.8 billion to derive an equity
value of around $11.1 billion. These assumptions imply a terminal FCF
multiple for the company of roughly 11.4x.

We apply a ex P/FCF multiple to our 2011 FCF estimate of $4.69, which is in-
line to the current Telco (RBOCs/RLECs/LECs) multiple range of roughly 6.0x-
11.0x with an average of ~8x due to the company's projected FCF growth rate
of (2.5%) between 2011-2014 compared to a range for the Telcos we cover of
(9.1%) to 5.4% with an average of (1.8%), and we apply an in-line target FCF
multiple to CTL versus some its rural peers. This method yields a value
approaching $40 per share. On an EV/OIBDA basis, we set a target multiple of
5x our 2011 OlBDA estimate of $3.4 billion for CenturyLink, given a lower
projected OlBDA growth rate of (3.4%) between 2011 and 2014, versus the
peer group average of (15%), and yielding a projected equity value per share
approaching $34.
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Risks

We rate CenturyLink with a High Risk rating, highlighting three specific
operating risks, including 1) alternative carrier competition should grow
stronger over time, as wireless carriers extend network depth & cable MSOs roll
out VoIP; 2) CTL's growth strategies offer limited expansion opportunities, while
potentially diluting margins; & 3) cape may need to increase from investment
in new products and/or extension of fiber closer to homes. We believe risks to
our thesis include: 1) execution risk with recent mergers and acquisitions,
including Embarq and Qwest, which are both large relative to CTL; 2) wireless
& Volp competition is likely to stimulate further access line losses; 3) the
potential for regulatory change could be a significant and long-term drag on
cash flow; 4) a change in interest rates & taxes may dilute valuation; & 5) there
are risks associated with potential for higher investment in cape or
acquisitions. if the impact from the above risk factors turns out to be greater
than we anticipate, the stock could fail to achieve our target price.

Qwest Communications International Inc

Company description

Qwest has positioned itself as a global communications provider for both voice
and data services to retail and wholesale customers. Qwest owns a local
telephone franchise (the fourth largest regional bell operating company or
RBOC) with 10.3 million lines at the end of 2009, covering roughly ll million
households that encompasses a 14-state region including the Northwestern
US, and a national long distance (or long haul) network with global reach. On
April 22, 2010, CenturyLink announced the pending acquisition of Qwest in an
all stock deal that should provide CenturyLink shareholders with approximately
50.5% ownership in the pro forma company.

Investment strategy

We rate Qwest at a Buy/High (PH) rating, as we believe Qwest remains ripe for
both an operational and financial restructuring to improve returns to
shareholders. We see a meaningful change in the enterprise segment with
growth opportunities, despite the potential for further economic weakness, as
Qwest's investment to increase its salesforce by roughly 22% has improved its
sales funnel. Our concerns around the mass markets and wholesale segments
have largely played out in Qwest's financial results, while we see the prospect
for Qwest to incrementally restructure its cost structure and further improve
cash repatriation to shareholders in '10, as the company tries to get through
the costs of ongoing litigation settlement payments.

Valuation

Our $6.60 target price for Qwest Communications International is based on a
90% probability the company completes its pending merger with CenturyLink
with a pro forma target price for CTL of $40 and a 10% probability that Qwest
reaches our assessment for the stand-alone value of around $6.10 using the
simple average of the following methodologies:

For our P/FCF metric, we use a multiple of 6x 2011E FCF flow (CFFO-Capex)
per share estimate of $0.95. Our free cash flow multiple of ex is in the lower
range of the diversified Telcos (which have had P/FCF multiples in the range of
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6x-22x over the last four years with a mean of 12x to reflect a higher cost of
equity for Qwest from higher financial leverage. We also estimate a three-year
average growth rate of (0.1)% from 2011 through 2014 and arrive at a
valuation of over $5.50 per share.

We use an EV/OIBDA multiple of ex our 2011E OIBDA forecast of $4.26 billion,
which is within trading ranges of the old AT&T (average range of 1.3x-10.2x
with an average of 4.6x), and at the lower range of other diversified phone
companies (average range of 4.6x- 14.5x with a mean of 7.0x over the last four
years), Our 5x multiple yields a valuation of over $6.40 per share after
subtracting forecasted net debt of $9.59 billion and dividing by fully diluted
shares of 1.81 billion.

Our DCF analysis assumes revenues will decline slightly from $11.4 billion in
2011 to under $11.3 billion by 2015, and that OlBDA margins increase to
37.8% in 2015, and uses a 9.1% cost of equity, a risk-free rate of 3.47%, a
5.65% equity risk premium, and a 1.0 equity beta. Based on these
assumptions, a WACC of 7.8%, and a long-term FCF growth assumption of
(2%), we arrive at an operating EV of $19.7 billion. We added adjustments for
tax NOLs of about $1.1 billion, leaving us with a total firm value of $20.8
billion. From this amount, we subtract year-end 2011 net debt of $9.6 billion to
derive Qwest's equity value of under $11.2 billion, or over $6 per fully diluted
share.

Risks

We rate Qwest Communications International High Risk, given the company's
high, albeit improving degree of financial leverage versus its peers, stabilizing
capital spending trends, and its moderating share price volatility.

Risks to downside for the share price include; l) risk that Century Link does not
complete the pending acquisition with Qwest; 2) risk to consensus expectations
based on our forecasts; 3) acceleration in the rate of share loss to cable MSOs
and wireless companies within the consumer segment; 4) further reinvestment
needed to improve the trajectory of enterprise sales; 5) potential acquisitions
as the company may need to add capabilities to improve the productivity of its
longhaul network; and 6) possible changes to the regulatory environment that
could affect revenue collection. Other risks include the prospect for wire line
fundamentals to remain soft with respect to top-line trends that may limit
investors willingness to close Qwest's discounted free cash flow multiple versus
its peer average. Also, Qwest may chooses to pay down debt or more
aggressively invest in its operations with excess cash flow rather than improve
shareholder returns through share repurchases and/or a potential dividend
increase. if the impact on the company from any of these factors proves to be
greater than we anticipate, the stock could materially underperform our target
price.
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the foII0wing as clients, and the services provided were n0n-investment-banking, non-
secun'ties-related~ Centurylink, Qwest Communications International Inc.
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47%

Hold Sell

Rohini Malkani has in the past worked with the India government or its divisions in her personal capacity.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject at this City Investment Research & Analysis product
("the Product"), please contact City Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. in addition, the
same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at
www.citigroupge0,com. Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. Historical
disclosures (for up to the past three years) will be provided upon request,
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Guide to Citi investment Research & Analysis (CIRA) Fundamental Research Investment Ratings.-
ClRA's stock recommendations include a risk rating and an investment rating.
Risk ratings, which take into account both price volatility and fundamental criteria, 8l'8: Low (L), Medium (M), High (H), and Speculative (S).
Investment ratings are a function of ClRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating.

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are=Buy (1) (expected total return of 10% or more for Low-Risk
stocks, 15%0r more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35%0r more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
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issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of ClRA's expectations for
total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are; Buy/Overweight the bond is expected
to 0utperlorm the relevant Citigroup bond market sector index (Broad investment Grade, High Yield Market 0r Emerging Market). performances of which are updated
monthly and can he viewed at httpsJ/lidirect.citigroup.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in line with the relevant Citigroup
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Direct Testimony of Jasper Gurganus

1 Q. Please state your name and business address.

2 A. My name is Jasper Gurganus. My office address is 501 Third Street, NW,

3 Washington, DC 20001 .

4 Q- By whom are you employed and in what capacity?

5 A. I am the Vice President of Telecommunications for the Communications Workers

6 of America.

7 Q, Please describe your work experience in the telecommunications industry.

8 A. My work experience spans approximately forty-five years in the

9 telecommunications industry. leas first employed as a residential installer-

10 repairman in1966 with Carolina Telephone and Telegraph Company which is

11 now part of CenturyLink. Approximately five years later I was promoted to the

12 job of business services technician and held that position for approximately 25

13 years. The majority of that time I also served as a local union representative

14 which exposed me to many of the craft positions and work activities within the

15 industry. I served six years as a CWA Representative and for the last 8 years as

16 CWA's Telecommunications Vice President. My duties at CWA are devoted

17 primarily to worldng for and with our members employed by companies M the

18 rural telecommunications industry.

19 Q- Why is the Communications Workers of America interested in this case?

20 A. CWA is an international union representing 14,327 workers in the state of

21 Arizona who are also consumers. Also, 2,128 of our members in the state are

22 employed by Qwest. CWA holds a collective bargaining agreement with Qwest

23 covering the terms and conditions of employment of those workers. CWA is

1
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1 vitally concerned with the outcome of this proceeding because our members and

2 their families will be affected by the merger as workers, consumers and residents.

3 Indeed, this transaction could adversely affect the economic health of the state

4 and their local communities.

5 Q- What is the scope of your testimony?

6 A. Twill discuss the risks enumerated by CenturyLink in its prospectus submitted to

7 the Securities and Exchange Commission in July that relate to integration.

8 Furdler, I will show that the integration risks are real and that current experience

9 with the integration of CenturyLink systems in former Embarq temltories is

10 evidence of the potential public harm. Finally, I will explain how those concerns

11 with systems integration could pose a serious threat to the quality of service

12 received by Qwest customers in Arizona.

13 Q. What are the integration risks to which you refer?

14 A. On July 19, 2010, CenturyLink and Qwest sent a joint proxy statement /

15 prospectus to their stockholders. Attached as Schedule JG-1 are excerpts from

16 that document, which I will refer to as "Prospectus." In the Prospectus,

17 CenturyLink lists two general categories of risks associated with integration:

18
19
20
21
22
23
24

"CenturyLink expects to incur substantial expenses related to the merger"
which includes integration-related expenses. Prospectus, p. 16.
Following the merger, the combined company may be unable to integrate
successfully the businesses of CenturyLink and Qwest and realize the
anticipated benefits of the merger." Prospectus, p.17.

Centu1'yLink lists some of the many systems that must be integrated

25 including "billing, management information, purchasing, accounting, finance,

2
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1 sales, payroll and benefits, fixed asset, lease administration and regulatory

2 compliance." Prospectus, p. 16.

3 CenturyLink explains as follows why this integration poses a serious

4 financial risk to the company:

5

6

7

8

9

10

While Centu1yLink has assumed that a certain level of transaction
and integration expenses would be incurred, there are a number of
factors beyond its control that could affect the total amount or the
timing of its integration expenses. Many of the expenses that will
be incurred, by their nature, are difficult to estimate accurately at
the present time.

11 Prospectus, p. 16.

12 CenturyLink further explains the element of risk by noting that it is likely

13 to have to begin initiating integration with Qwest before it has completed its

14 integration with Embarq. By taking on the Qwest acquisition prior to having

15 successfully completed the Embark integration, CenturyLinl< admits that the

16 integration process of both acquisitions could be "delayed or rendered more costly

17 or disruptive than would otherwise be the case." Prospectus, 16

18 Q- Do you agree with CenturyLink that there are risks associated with the

19 proposed transaction?

20 A. I agree that there are risks associated with the transaction. In particular, I agree

21 that there are serious risks associated with the acquisition of Qwest prior to

22 successfully integrating systems relating to CenturyLink's recent acquisition of

23 Einbarq. Both of these acquisitions -- each of which is large and challenging in its

24 own right - pose huge risks of disrupting service for customers.

25 Q- How does the integration of Embarq relate to the integration of Qwest?

3
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1 A. When it was acquired by CenturyLink, Embarq had operations in 18 states.1

2 From information that was reported to me by CWA members who are employees

3 of CenturyLink, it appears that only two of those states - Ohio and North Carolina

4 - have been converted to Centu1'yLink systems from Elnbarq systems. Beginning

5 in July of this year, I have engaged in an ongoing series of interviews and

6 conversations with CWA local union leaders in those two states. As a result, I

7 have been made aware of the sorts of difficulties being experienced during the

8 transition. The conversion in Ohio was largely completed in October of 2009.

9 North Carolina began its conversion earlier this year, inMay of 2010.

10 These leaders, who are technicians currently employed fulltime by

11 CenturyLink and were previously employed fulltime by Embarq, report a range

12 of problems that stem from some core structural flaws including: the systems

13 themselves have "glitches", the systems often do not coordinate with other

14 internal systems, insufficient training and resources were provided to former

15 Embarq employees about the new systems, and, inadequate staffing support to

16 respond appropriately to the transition issues that have arisen.

17 CenturyLink must successfully address the integration issues arising in

18 Ohio and North Carolina so that the issues can be resolved in those states and

19 avoided in the other states involved in the Embarq transaction. If these issues are

20 not successfully addressed with the former Embarq operations, then the much

21 larger task of integrating Qwest has a great potential to cause serious damage to

22 CenturyLink and the customers it serves.

1 CenturyTel-Embarq Joint Proxy Statement / Prospectus, dated Dec. 22, 2008, p. 1.

4
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1 Q- Do you have some specific examples of the sort of problems CenturyLink is

2 experiencing with the Embarq integration?

3 A. Yes. According tothe interviews I conducted, workers are being dispatched to

4 incorrect locations for service. One interviewee from North Carolina reported to

5 me that the new dispatch system is sending residential Installation and Repair

6 (I&R) technicians to business sites. Once there, the I&R tech obviously has to

7 call in to have the work order referred to a business systems technician. This

8 keeps the customer out of service longer or delays the start up of the new service.

9 According to the reports I received, the additional delays have lasted at least one

10 day.

11 Q- Do you have any other examples of problems with CenturyLink's attempts to

12 integrate Embarq's customers onto CenturyLink computer systems?

13 A. Yes. Several workers reported being dispatched for service with insufficient or

14 incorrect information. For example, one individual told me that he often received

15 new service orders that fail to include information about what the customer

16 ordered, so he has to ask the customer what they ordered and hope he has the right

17 equipment with him to complete the installation.

18 Q- Are workers experiencing particular problems with the new systems?

19 A. Yes. Centu1yLink's software that drives the dispatching and assigning is

20 apparently very different than the systems the former Embarq technicians are

21 accustomed to. For example, an interviewee in North Carolina explained that

22 under the Embark systems, technicians were given information about the cable

23 pairs and the binding posts they were supposed to connect to. The software

5
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1 figured that out ahead of time so that the tech would alive at the job site knowing

2 exactly what had to be done. Under the new system, nothing coincides. Often

3 information about the binding posts is not given or the wrong information is

4 given, which causes additional delay to get accurate information.

5 Other techs reported that the CenturyLink system uses codes and layouts

6 that are confusing and different from the type of information provided by the

7 Embarq systems. For example, some of the work orders generated by the new

8 system have some coding at the bottom that the techs cannot translate. Other

9 work orders don't have enough information for the tech to understand the job that

10 is being assigned. When they call in for information, it is clear the people in the

11 center are looking at different fields on their computers than what appears on the

12 computers in the teclmjcian's trucks. Needless to say, this makes it difficult to

13 have a conversation about the problem, and it causes unnecessary delays in trying

14 to solve the problem and serve the customer.

15 That report also illustrates another theme that ran through the experiences

16 that were related to me -- that the systems do not appear to be interconnected or

17 coordinated. For example, when a tech calls into the assigner or to the central

18 office, often the representative they deal with cannot access the same information

19 about a particular job.

20 Q. Were you able to intervl'ew a customer service center worker about issues

21 they may have with the new systems"

22 A. Yes. I interviewed a service center assistant at the CenturyLi1'1k center in North

23 Carolina. Prior to the conversion, the center handled both programming and

6
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1 assignment work. Programming work involves getting into the switch and

2 programming features the customer has requested on the line. This would include

3 basic dial tone as well as enhanced features like DSL. Assignment involves the

4 physical features, the facilities, that the techs will work on. The center handled

5 work from all 18 Embarq states. Techs would call in with either programming or

6 assignment questions, and the center workers could handle both. The former

7 Embarq system allowed them to see everything they needed to support the techs -

8 they could see die physical assignment and the programming at the same time.

9 Since the conversion, assignment work has been separated from

10 programming work. The center in North Carolina handles programming.

11 Assignments are handled by a different center in another state. If a tech calls in

12 with a problem that turns out to be about assignment, the center worker has to

13 send them to a different department, located at a different center to handle the

14 problem. They cannot even access the information from their computers.

15 CustOmer Service Representatives use another system to write orders for

16 new installations. That system is supposed to interface with the assignment and

17 programming systems so dlat customer information flows through, but according

18 to the center worker, that often doesn't happen. Trying to figure out how to solve

19 the problem, which center to call, causes all kinds of problems. She told me it

20 had the techs running in circles.

21 Q- Are these problems having any impact on work flow?

22 A. Yes. Calls from techs get backed up because the workers in the center are trying

23 to get the connect information from different sources. Also, the center is now

7
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1 handling two new states - Alabama and Georgia - and they both use different

2 switches, so the programmers have to lead the new equipment. A11 of this

3 means that the pace of work has slowed down. Iras told that the service center

4 assistants used to handle 50 to 60 calls a day, but that each call is now so time-

5 consuming that the load has been cut in half.

6 Q, Are there other indications that the new computer systems are not working

7 properly or are not fully integrated?

8 A. Yes. Cther reports reflect inefficiencies in the new systems. For example, one

9 technician I interviewed reported that he is now using the new system for work

10 order information on installations. In the past, under the old system, orders for

11 business clients or multiple installs at the same site would be on one order. Now

12 with the new system, if there are multiple installs at one site, the technicians get

13 individual orders for each install. For instance, a new installation at a school

14 came through as 20 individual orders to install.

15 Obviously, the troubles our techs are experiencing with die systems also

16 have an impact on consumers. For example, one tech reported a problem widl the

17 way an outage at a concentrator (a piece of equipment that serves multiple dial-

18 tone or data lines from one large cable) was reported. Prior to the merger between

19 Embarq and CenturyLink, if a concentrator went down, the business office would

20 issue an outage ticket that would alert people throughout the system that there is a

21 known outage in a specific area. That meant when customers called to report the

22 outage, the customer service representatives would be able to tell them the

23 company knew about the outage, that it was being worked on, and even an

8
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1 estimated time the service would be restored. Under the new system, the business

2 office can take a trouble report, but it is not issued as an outage report, so our

3 customers cannot be told that we may already be worldng on the problem or when

4 their service might be restored.

5 I am also receiving reports from techs that the new system does not

6 automatically send copies of the orders to the central office, so they are unable to

7 help if there is a problem. If techs run into problems, they need to call the

8 assignment desk and have them send electronic copies to the CO. These sorts of

9 system problems can delay work. One interviewee reported dirt he has had to put

10 jobs on hold for 2 to 3 hours while orders are sorted out. These kinds of delays

11 cause customer dissatisfaction.

12 I also received a report that the new CenturyLink systems are so

13 inefficient (improper orders, bad tickets, delays from being on hold while calling

14 in for information that should have been included on the work orders) that tasks

15 that should take a tech one hour to complete are talking as long as three hours .

16 Q- What other problems were reported to you by CWAmembers in Ohio and

17 North Carolina?

18 A. One of the techs from North Carolina mentioned that some of the new systems

19 require a lot of manual override. For example, the new CenturyLink systems are

20 not able to provide the type of information that is required for new fiber-to-the-

21 curb installations. The new systems cannot assign the pairs for connection. That

22 means that this has to be done manually which takes additional time - delaying

9
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1 the installation for the customer and, of course, unnecessarily tying up the tech on

2 that job which delays his ability to move on to the next customer who needs help.

3 Q- Are you aware of any customer service problems that have arisen as a result

4 of these issues?

5 A. Yes. The CWA members I interviewed described several encounters with

6 customers who were extremely frustrated. For example, there have been

7 instances of workers who were dispatched days after the date customers were

8 advised they would arrive. One tech reported about a full DSL installation for a

9 "finback" customer (that is, a customer who had been receiving telephone and

10 Internet service from a cable company). The tech received two orders - one from

11 the system that gives the facility information and another from a separate system

12 that gives the infonnation about the time of the appointment. Under Embarq's

13 systems, this information came on the same order firm the same system. Because

14 the information isn't synched up, techs are being assigned tothe location after the

15 customer was told they would be there.

16 While these problems are not being caused by CWA's members out in the

17 field, our front-line workers are hearing directly Hom customers about their

18 complaints of poor service. These complaints reflect how integration difficulties

19 impact on service quality. Customers are complaining to our techs about long

20 times spent on hold, being transferred multiple times until they find someone who

21 can deal with their problem, installation and service appointments not being kept,

22 finding someone at CenturyLink who can address DSL problems, or even give

23 them accurate information about DSL availability to their home. For instance,

10
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1 one of our techs in North Carolina reported that a neighbor of his called

2 CenturyLink and was told that he could not get DSL at his home. The tech knew

3 this was wrong because he had DSL at his house. So the tech called CenturyLink

4 (connecting to a representative in Maryland) and was told the same thing. When

5 he said that he already had DSL, the CenturyLink rep just hung up on him. I

6 don't blame the customer service representative, I blame the computer systems

7 the rep is relying on to provide accurate information.

8 One of our techs in Ohio reported that he has received several complaints

9 from customers about the time it takes to report a trouble or place an order. He is

10 giving out his cell phone number to his customers so they can call him directly if

11 there are any problems. In other words, our people are bending over backwards

12 to try to serve their customers, but CenturyLink's new computer systems are

13 hindering their efforts to do so.

14 Q~ Have you received reports about how CenturyLink management is

15 addressing these types of issues?

16 A. Our members told me that management is aware of the issues they reported to me.

17 CenturyLink started a technician feedback process in July. I understand that in

18 Ohio our techs turned in about 300 reports in the first month.

19 It also appears that one of CenturyLink's solutions is just to require people

20 to work longer hours to deal with the bacldog of work created by improper

21 dispatch, inaccurate information, and inefficient systems. CWA members in

22 Ohio and North Carolina have been placed on mandatory overtime.

23
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1 Q. Based on your many years of experience in the telecommunications industry,

2 do you have an opinion as to why there are so many problems with the

3 transition?

4 A. In part, it is simply not easy to convert some of these systems. And based on

5 what the techs have reported to me, it appears that CenturyLink's systems

6 themselves are not "user-friendly." Systems that require manual oven*ides for

7 daily transactions, that supply redundant work orders, that do not allow two

8 workers to access the same computer screens as they are worldng together to

9 address a problem indicate problems wide the technology. It is particularly

10 frustrating to Embarq workers who feel they are taking a step backwards with the

11 technology they are using. The types of problems they are experiencing were not

12 problems with the Embarq systems they had been using.

13 Some of the problems might be avoided with adequate training of the

14 workers. For example, one tech spoke to in Ohio reported that he received

15 training two months before the new systems were in place. There was no other

16 follow up or refresher. Not surprisingly, by the time the systems were available

17 for him to use, he and his co-workers had forgotten most of the information from

18 the training session.

19 Other problems stem from the different methods and cultures of the two

20 companies. For example, DSL has been a nightmare. The Century techs and the

21 Embarq techs speak different languages and have different procedures. In areas

22 where the service areas are nearby, Century techs were assigned to work on

23 former Embarq DSL lines. But they did not understand Embarq's procedures and

12
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1 terminology, and made so many mistakes, that Embarq techs had to be called in to

2 redo the work.

3 Q- How does the experience of CenturyLink's attempts to integrate Embarq's

4 operations affect your judgment of the proposed merger between

5 CenturyLink and Qwest?

6 A. In my opinion, a thorough review and audit of the systems should be conducted to

7 assure that the most efficient systems are being integrated. I would hope that this

8 is done before any more Embarq states are converted to CenturyLink. But it

9 absolutely must be done if the proposed merger with Qwest is to take place.

10 Before Qwest and Centu1yLink are integrated, consideration must be given to

11 adopting Qwest's systems. Qwest is by far the larger of the companies involved

12 and it has a more urban service area (meaning more large business customers,

13 more CLEC wholesale operations, more multi-state customers, and so on). It

14 seems to me that adopting Qwest systems would mitigate much of the disruption

15 we might otherwise anticipate. Or, at a minimum, Qwest systems should remain

16 in place for current Qwest operations and networks. Based on the reports I am

17 receiving, I strongly recommend that Centu13/Link should not be permitted to

18 integrate Qwest's computer systems into the CenturyLink systems.

19 If the merger is approved, serious consideration should be given to

20 adopting systems and methods in such a way as to cause as little disruption to

21 customers as possible. This would include adopting those work practices and

22 methods that the majority of the workforce is accustomed to.

23 Q- Is CenturyLink nearing the end of its integration of Embarq?

13
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1 A. No, it is not. While Embarq had a lot of customers in Ohio and North Carolina,

2 Embarq also served 16 other states. Included in states that have not yet been

3 converted to CenturyLink systems are Nevada, including time Las Vegas metro

4 area where Embarq was the ILEC, and Florida where Embarq also has major

5 markets (such as Tallahassee and the Orlando area).

6 Q- Do you believe the issues raised by workers in Ohio and North Carolina

7 have implications for Arizona?

8 A. Yes. The difficulties I have described here as reported to me by our members in

9 North Carolina and Ohio indicate that CenturyLink is experiencing serious

10 problems while trying to integrate systems in just two states. These problems will

11 likely be magnified with each additional state it attempts to bring online. For the

12 Embarq merger, 16 states are yet to be integrated.

13 The problems experienced by Embarq workers in Ohio andNo1th Carolina

14 have clear implications for the integration envisioned by the proposed merger

15 with Qwest, nationally and also in Arizona. In Arizona, more than 1.4 million

16 retail access lines will be transferred over to a company that has never operated in

17 the state.2

18 We are concerned that without a proper assessment of the systems,

19 without adequate training and supervisory support, and without commitments to

20 maintain employment levels, our members employed by Qwest in Arizona may

21 experience many of the problems our members in Ohio and North Carolina have

22 experienced. And when our members experience problems such as I have

23 described here, it means that consumers are experiencing problems.

2 From www.centurylinkqwestmerger.com, statistics as of 12/31/09 .
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1 Q, Based on your interviews with your members in North Carolina and Chlo,

2 what do you conclude?

3 A. I conclude that the proposed acquisition of Qwest by CenturyLink could result in

4 serious integration problems which could lead to a degradation of service quality

5 in Arizona. My opinion is based in large part on reports from CWA members,

6 front-line workers who are currently involved in the integration of Embarq into

7 CenturyLink. In my opinion, the Commission should protect the public's interest

8 by not approving CenturyLink's merger with Qwest before the integration with

9 Embarq is completed satisfactorily.

10 Q- If the Commission disagrees with you and believes that it is possible to

11 condition the proposed transaction to protect the public, are there conditions

12 you would recommend?

13 A. Yes. First, I would recommend that the Commission require CenturyLink to

14 engage a third party to review and audit Centu1'yLink, Qwest and Embarq systems

15 first hand. The third party should be required to test different systems to assure

16 compatibility and interoperability, to assess that employment levels are

17 appropriate for the delivery of quality service, and to ensure that our techs in the

18 field will receive the type of information they need to do their job safely and

19 efficiently.

20 Second, CenturyLink and Qwest should be required to include union-

21 represented occupational employees in their system integration planning for

22 Arizona and other Qwest states. I would recommend at least two from former

23 Century locations, two from fanner Embark locations and two from Qwest
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1 locations. These union representatives should be selected by CWA and would be

2 responsible for offering insights and feedback on integration issues related to

3 work organization and so are programs involved in human resource

4 management, including dispatching, work assignment, and trouble reporting. As

5 full participants in this committee, these frontline workers will have input into

6 resolving system-wide issues such as those that are currently causing

7 dissatisfaction and disruptions for consumers in Ohio and North Carolina and

8 malting it impossible for the workers in those states to deliver quality service

9 efficiently.

10 Third, the Commission should require the company to provide specific

11 timetables and plans for systems integration and make those plans publicly

12 available.

13 Fourth, the Commission should require the company to guarantee

14 employment levels in the state for at least three to five years in order to assure

15 adequate workforce to deal with the unforeseeable as well as the foreseeable

16 issues that could negatively impact customers and employees in Arizona . This is

17 particularly important in light of the systems integration issues I discussed above.

18 The new systems are causing tremendous inefficiencies in field work, resulting in

19 work orders taddng longer to complete than they would have if Embarq's systems

20 remained in place. It would be disastrous to have a reduction in the skilled

21 workforce at the same time these types of systems-related inefficiencies are

22 Occu1II'i1'lg.
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1 Fifth, the company should be required to develop training programs for

2 employees that include introductory as well as ongoing training in the new

3 systems and includes tools and resources to assist workers on the job. In addition,

4 CenturyLink should provide customer education materials, including phone

5 numbers to call in the event of outages or other system disruptions.

6 And sixth, the Commission should develop and enforce appropriate

7 reporting requirements and service quality penalties to ensure that the merger

8 does not adversely affect service quality to telephone customers in Arizona.

9 Those penalties must be large enough to provide CentLu'yLink with a strong

10 incentive to provide good customer service. CenturyLink must be given the

11 message - both in writing and through financial penalties - dlat it cannot take

12 shortcuts on the design and implementation of its systems, reduce employment

13 levels, skimp on employee training, or otherwise jeopardize its ability to provide

14 the type of high-quality service CWA members pride themselves on delivering to

15 Qwest's Arizona customers.

16 Q- Are there any other recommendations you would make to the Commission?

17 A. Yes. Once all the conditions I have just listed are satisfied, and the Commission

18 is assured that the integration issues I have testified about will not jeopardize

19 service quality in Arizona, then the Commission should also include enforceable

to conditions that would guarantee that Centu1"yLink will make the necessary

21 investment to build a communications system within the state that meets the needs

22 of a twenty-f1rst century economy and society.
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1 To ensure that the proposed transaction serves the public interest in

2 broadband expansion, I recommend that the Commission impose a second set of

3 conditions, to follow the successiill completion of the integration-related

4 conditions, to require CenturyLink to comply with concrete, verifiable broadband

5 commitments. Those commitments should be in line with the goals of the

6 National Broadband Plan.

7 First, the merged entity should commit to make available broadband to all

8 the retail lines it serves (defined as single-line residence and business access lines)

9 at a minimum of 4 Mbps download and 1 Mbps upload within three years of

10 closing. (The Commission might consider an exception for a small number of

11 very remote lines served.)

12 Second, the Commission should also require the merged entity to provide

13 high-speed broadband of 50 Mbps download and 20 Mbps upload to 80 percent of

14 lines within five years after closing. The Commission should set annual interim

15 benchmarks to get to these goals.

16 Third, the Commission should require the merged entity to invest in

17 delivering 1 gigabit capacity to community anchor institutions in at least five pilot

18 communities no later than six months following the successful completion of the

19 integration-related conditions.

20 Fourth, the Commission should require the merged entity to commit to

21 deploy IPTV to communities serving at least 1 million Arizona residents by a date

22 certain.

23 Q- Does this conclude your direct testimony?

18
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1 A. Yes, it does.

19
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CenturyLinkW Qwest,
MERGER PROPOSED - YOUR VOTE Is VERY IMPORTANT

The board of directors of CentuuryLink, Inc., which we refer to as CenturyLink, and the board of directors of Qwest Communications International Inc,, which
we refer to as Qwest, have agreed to a strategic combination of Cento:ryLink and Qwest under the terns of the Agreement and Plan of Merger, dated as of April 21,
2010, which we refer to as the merger agreement. Upon completion of the verger of a wholly owned subsidiary of CenturyLink with and into Qwest, CenturyLink
will acquire Qwest, and Qwest will become a wholly owned subsidiary ofCenturyLin.k

If the merger is completed, Qwest stockholders will have the right to receive 0.1664 shares ofCenturyl.ink common stock for each share of Qwest common
stock they own at closing, with cash paid in lieu of&actional shares. This exchange ratio is fixed and will not be adjusted to reflect stock price changes prior to
closing of the verger. Based on the closing price of CenmryLixtk common stock on the New York Stock Exchange, or the NYSE, on April 21, 2010, the last trading
day before public announcement of the merger, the 0. 1664 exchange ratio represented approximately $6.02 in Centu1tyLink common stock for each share of Qwest
common stock Based on the CenmryLink closing price on July 15, 2010, the latest practicable date before the date of this document, the 0.1664 exchange ratio
represented approximately $5.80 in CenturyLink common stock for each share of Qwest common stock CentwryLid< shareholders will continue to own their existing
CentulryLink shares.

Based on the number of Qwest common shares outstanding on the record date for the shareholder meetings, CentL\ryLink expects to issue approzdmately
289,100,000 CenturyLink common shares to Qwest stockholders in the merger, and expects to reserve approxinmtely 38,600,000 additional Centu1yLink common
shares for issuance in connection with options and other equity-based awards and arrangements of Qwest to be assumed by CentuuryLink in connection with tie
merger. Upon completion of the merger, we estimate that current CenturyLink shareholders will own approxirmtely 50.5% of the combined company and fumier
Qwest stockholders will own approximately49.5% of the combined company. CenmryLiuk common stock and Qwest common stock are both traded on the NYSE
under the symbols CTL and Q, respectively.

At the special meeting of Cent\nyLid< shareholders. CenturyLink shareholders will be asked to vote on the issuance of shares of CenmryLink common stock to
Qwest stockholders, which is necessary to effect the merger. At the special meeting of Qwest stockholders, Qwest stockholders will be asked to vote on the
adoption of the merger agreement.

important, regardless of the number of shares you own. Whether or not you expect to attend your CenturyLink or Qwest special meeting, as applicable, in

specified on your proxy card, or (3) signing and retumingall proxy cards that you receive 'm the postage-paid envelope provided, so that your shares may be

We cannot complete the merger unless the shareholders of both of our companies approve the respective proposals related to the merger. Your vote is very

person, phase vote your shares as promptly as possible by (1) accessing the Internet website specified on your proxy card, (2) calling the toll-free number

represented and voted at the CenturyLink or Qwest special meeting. as applicable. If you are a Qwest stockholder, please note that a failure to vote your shares
is the equivalent of a vote against The merger. If you are a CenturyLink shareholder, please note that a failure to vote your shares nay result in a failure to establish a
quorum for the Cent11ryLink special meeting.

The CenturyLink board of directors unanimously recommends that the Cent\u'yLink shareholders vote "FOR" the proposal to issue shares of
CenturyLink common stock in the merger. The Qwest board of directors unanimously recommends that the Qwest stockholders vote "FOR" the proposal
to adopt the merger agreement.

The obligations of CenturyLink and Qwest to complete the merger are subject to the satisfaction or waiver of several condition set forth in the merger
agreement. More information about CenturyLink, Qwest and the merger is contained in this joint proxy stater~ent-prospectus. CenturyLink and Qwest encourage
you to read this entire joint proxy statement-prospectus carefully, including the section entitled "Risk Factors" beginning on page 14.

We look forward to the successful combination of CenturyLink and Qwest.

Sincerely, Sincerely,

,of ,3' §f )4,..,4¢
Glen F, Post, HI

Chief Executive Officer and President
CenturyLink, Inc.

Edward A. Mueller
Chairman and Chief Executive Officer

Qwest Communications International hoe.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of the securities to be issued under
this joint proxy statement-prospectus or determined that this joint proxy statement-prospectus is accurate or complete. Any representation to the contrary
is a criminal offense.

This joint proxy statement-prospectus is dated July 19, 2010 and is first being mailed to the
shareholders of CenturyLink and stockholders of Qwest on or about July 19, 2010.
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The merger agreement contains provisions that could discourage u potential competing acquirer o/either Qwestor CenturyLink or could result in
any eompetingproposal beingat a lower price than it might otherwisebe.

The merger agreement contains "no shop" provisions that, subj act to limited exceptions, restrict Qwest's and CenturyLink's ability to solicit,
encourage, facilitate or discuss competing third-party proposals to acquire all or a significant part of Qwest or CentuiyLinle Further, even if the Qwest board
of directors or Ce1\turyLink board of directors withdraws or qualifies its recommendation for the adoption of the merger agreement or the issuance of
Centu1yLink stock in the merger, respectively, they will still be required to submit the matter to a vote of their respective sMeholders at the special meetings,

In addition, the other party generally has an opportunity to offer to modify the tcnns of the proposed merger in response to any competing acquisition
proposals that may be made before such board of directors may withdraw or qualify its recommendation. In form circumstances on termination of the merger
agreement, one of the parties may be required to pay a termination fee to the other party, See "The Issuance of CenturyLink Shares ari the Merger - The
Merger Agreement - No Solicitation of Alternative Proposals" beginning on page 100, "- Termination of the Merger Agreement" beginning on page 10 l
and "- Expenses and Termination Fees" beginning on page 102.

These provisions could discourage a potential competing acquirer that might have an interest in acquiring all or a significant part or"Qwest or
CentmyLink from considering or proposing that acquisition, even if it were prepared to pay consideration with a higher per share cash or market value than
that market value proposed to be received or realized in the merger, or might result in a potential competing acquirer proposing to pay a lower price than it
might otherwise have proposed to pay because of the added expense of the termination fee that may become payable in certain circumstances.

The pendentof the merger could adversely affect the business and operations 0/ Cantu»yLink and Qwest.

In connection with the pending merger, some customers or vendors of each of CenturyLink and Qwest may delay or defer decision, which could
negatively impact the revenues, earnings, cash Hows and expenses of Centirrylink and Qwest, regardless ofwhether the merger is completed. Similarly,
current and prospective employees of Centn1ryLirN< and Qwest may experience uncertainty about their future roles with the combined company following the
merger, which may materially adversely affect the ability of each of CenturyLink and Qwest to attract and retain key personnel during the pendency of the
merger. In addition, due to operating covenants in the merger agreement, each of Ccntu1ryLink and Qwest may be unable, during the pendency of the merger, to
pursue strategic transactions, undertake significant capital projects, undertake certain significant "financing transactions and otherwise pursue other actions that
are not in the ordinary course ofbusiness, even if such actions would prove beneficial.

Risk Factors Relating to Ce nturyLink Following the Merger

Generational Risks

CenturyLink eunpeets to incur substantial expenses related to the merger.

CenturyLink expects to incur substantial expenses in connection with completing the merger and integrating the business, operations, networks, systems,
technologies, policies and procedures of Qwest with those of CenturyLink. There are a large number of systems that must be integrated, including billing,
management information, purchasing, accounting and finance, sales, payroll and benefits, fixed asset, lease administration and regulatory compliance. While
CenturyLink has assumed that a certain level oftransaction and integration expenses would be incurred, there are a number of factors beyond its control that
could affect the total amount or the timing omits integration expenses. Many of the expenses that will be incurred, by their nature, are difficult to estimate
accurately at the present time. Moreover, CenturyLink expects to commence these integration initiatives before it has completed a simile integration omits
business with the business of Embarq, acquired in 2009, which could cause both of these integration initiatives to be delayed or rendered more costly or
disruptive than would otherwise be the case. Due to these factors, the transaction and integration expenses associated with the Qwest merger could,
particularly in the near term exceed the savings

16
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that Cent'uryLink expects to achieve from the elimination of duplicative expenses and the realization ofeconomies of scale and cost saving related to the
integration of the businesses following the completion of the merger, As a result of these expenses, CenturyLink expects to take charges against its earnings
before and after the completion of the merger. The charges taken alter the merger are expected to be significant, although the aggregate amount and timing of
such charges are uncertain at present,

Following the merger, the combined eompuny may be unable to integrate successfully the businesses of CenturyLink and Qwest and realize the
untieqzated benefits of the merger.

The merger involves the combination of two companies which currently operate as independent public companies. The combined company will be
required to devote significant management attention and resources to integrating the business practices and operations of CerrtuiryLink and Qwest. Potential
diiiiculties the combined company may encounter in the integration process include the following:

the inability to successfully combine the businesses of CenmxyLink and Qwest in a manner that permits the eorrbined cornpanyto achieve the cost
savings anticipated to result iron the merger, which would result in the anticipated benefits of the merger not being realized in the time frame
currently anticipated or at all,

lost sales and customers as a result of certain customers of either of the two companies deciding not to do business with the combined company,

the complexities associated with managing the combined businesses out of several different locations and integrating personnel from the two
companies, while at the sane time attempting to provide consistent, high quality products and services under a united culture,

the additional complendties of combining two companies with diEerent histories, regulatory restrictions, markets and customer bases, and initiating
this process before CentixryLiuk has fully completed the integration omits operations with those ofEmbarq,

the failure to retain key employees of either of the two companies;

potential unlmown liabilities and unforeseen increased expenses, delays or regulatory conditions associated with the rmrger, and

performance shortfalls at one or both of the two companies as a result of the diversion of management's attention caused by completing the merger
and integrating the companies' operations.

For all these reasons, you should be aware that it is possible that the integration process could result in the distraction of the combined company's
management, the disruption of the combined company's ongoing business or inconsistencies in the combined company's products, services, standards,
controls, procedures and policies, any ofwhi ch could adversely affect the ability of the combined company to nnintain relationships with customers, vendors
and employees or to achieve the anticipated benefits of the merger, or could otherwise adversely affect the business and 'financial results of the combined
company

Hue merger will change theprofle of CentutyLink's local exchange markets In include mare large urban areas, with which CenturyLink has
limited operating experience.

Prior to the Embark acquisition, CenturyLink provided local exchange telephone services to predominantly meal areas and small to mid-size cities .
Although Embarq's local exchange markets include Las Vegas, Nevada and suburbs ofOrlando and several other large U,S. cities, CenturyLink has operated
these more dense markets only since mid-2009. Qwest's markets include Phoenix, Arizona, Denver, Colorado, Minneapolis - St. Paul, Minnesota, Seatde,
Washington, Salt Lake City, Utah, and Portland, Oregon, and, on average, are substantially denser than those traditionally served by Cenm1yLink While
CenturyLink believes its strategies and operating models developed serving rural and smaller markets can successfully be applied to larger markets, it can
not assure you of this. CenturyLink's business, financial performance and prospects could be harmed if its current strategies or operating models cannot be
successfully applied to larger rmrkets following the merger, or are required to be changed or abandoned to adjust to differences in these larger markets.
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