ACCESS LINES IN SERVICE BY CUSTOMER

Schedule VIII
Page 1 of 1
KPSC FORM T (Revised 9/97)

Company_ALLTEL Kentucky, Inc.

Period Ended December 31, 2003

Business Access Lines

State or Territory Single Line Muiltiline
(a) (b) (©)
1. Kentucky 4,893 -
2.
3.
4.
5.
6.
7.
8. )
9.
10.
TOTAL 4,893
Total
, Public Residential Mobile Special Access Lines
Line Access Access Access Access Lines (Switched
Number Lines Lines Lines (Non-Switched) and Special)
(a) (d) 0] () )] (h)
1. 102 22,520 144 27,659
2.
3.
4,
5.
6.
7.
8.
9.
10.
TOTAL 102 22,520 144 27,659







TELEPHONE CALLS

Schedule IX
Page 1 of 1

KPSC FORM T (Revised 9/97)

Company_ALLTEL Kentucky, Inc.
Period Ended December 31, 2003

L.ocal Calls

, Intralata
State or Territory (Total Local Calis) ' Toll Calls
(a) ® (©)
1. :
2.
3. ‘
4. .
5. ,
6. |
7.
8.
9.
10.
TOTAL
INTERLATA TOLL CALLS (Completed) '
Interstate Intrastate Total Toll Calls
Billed Billed Billed
Line No. Number Minutes Number Minutes Number Minutes
(a) (d) (e) 0 (9) (h) (i)
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
TOTAL

NOTE: Access provider not Toll provider. Information not readily available.
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Annual Report of '
Year Ended

ALLTEL Kentucky, Inc. ' December 31,20, 03

SIGNATURE PAGE |

| certify that | am the responsible accounting officer qf the

ALLTEL Kentucky, Inc. : that | have

examined the foregoing report; that to the best of my knowledge,
information, and belief, all statements of fact contained in the said
report are true and the said report is a correct statement of the
business and affairs of the above-named respondent in respect to each
and every matter set forth therein during the period from January 1,

2003, to December 31, 2003, inclusive.

Date

(Signature)

Assistant Secretary

(Title)

(Persons making willful false statements in this report
form can be punished by fine or imprisonment under the
provisions of the U.S. Code, Title 18, Section 1001)






ALLTEL Kentsxcky
Outside Data Sources
Sources

Department Type of Information

_\T,reasury@huck Cartewr‘ —
. Debt Cost repart from Treasury

Amount of Principal payment during calendar year
Is Principal current
Is Interest current

. Average Residential Basic Service Monthly Bill
Based on RUS report # rates and acess lines

Linda Adair Board of Directors and General Officers
Stockholders

Patty King Total Compensation for the year

Jerome Novotny Access Lines by Technology

~ Wireline CWIP Balance
- Wireline Jobs Closed During the Period

Fastr-

Section

Telephone Utilities
Telephone Utilities
Telephone Utilities

Telephone Utilities

Sch. 1, Page 1
Sch. I, Page 1

Schedule Vi, Page 8

Schedule VI, Page 1
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[

ANNUAL REPORT

OF
I
Kentucky ALLTEL, Inc.

Exact Legal Name of Reporting Utility

230 Lexington Green Circle

Lexington, KY 40503

(Address of Utility)

TO THE

PUBLIC SERVICE COMMISSION
OF THE
COMMONWEALTH OF KENTUCKY

FOR THE FIVE MONTHS ENDED DECEMBER 31, 2002






Schedule |
Schedule |l
Schedule i
Schedule IV
Schedule V
Schedule VI
Schedule VI
Schedule VI

Schedule IX
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KENTUCKY PUBLIC SERVICE COMMISSION
REPORT OF GROSS OPERATING REVENUES DERIVED FROM INTRA-KENTUCKY
BUSINESS FOR THE FIVE MONTHS ENDING DECEMBER 31, 2002

\

Name of Utility Reporting Kentucky ALLTEL, Inc.

Address of Utility 230 Lexington Green Circle

City ‘ Lexington State  KY Zip Code 40503

Telephone Number of Utility (501) 905-8000

Fax Number of Utility (if applicable) (501) 905-7277

Officer/Contact Person David Cameron Staff Manager—E*ternal Reporting
(Name) (Title)

kkkhkkhhkhkhhhkhhkkhkhkdhkhkhdhkid*

ASSESSABLE REVENUES OF TELEPHONE UTILITY  ............... $ 120,899,853

(to agree with assessable revenues figure on the back of this page)

EEE R E R SRR EEEEE SRS EN]

OATH

Stateof  Arkansas ... )
) ss.

County of Pulaski )

A S R
David Cameron being duly sworn, states that he/she
([Officen)
is Assistant Secretary of the Kentucky ALLTEL, Inc.
(Official Title) {Utility Reporting)

that the above report of gross revenues is in exact accordance with

ALLTEL Kentucky, Inc. , and that such books accurately show the gross
(Utility Reporting)

revenues of: Kentucky ALLTEL, Inc. , derived from Intra-Kentucky
(Utility Reporting)

business for the calendar year ending December 31, 2001.

(Officer) (Title)
This the day of , 2003
{Notary Public) (County) (Commission Expires)
NOTE: ANY DIFFERENCE BETWEEN THE AMOUNT OF THE GROSS

REVENUES SHOWN IN THE ANNUAL REPORT AND THE AMOUNT
APPEARING ON THIS STATEMENT MUST BE RECONCILED ON THE
RESERVE OF THIS REPORT.







Telecommunications Utilities Reconciliation Form

Total Operating Revenues (Schedule IV, Page 2 of 8) 180,525,789

Additions:

Intrastate Uncollectibles (Account 5301) ' 3,004,000

Other Uncollectibles .

Total Additions 3,004,000
Deductions: "
Non-Regulated Revenue (Account 5280) / 9,760,137
Interstate Billing/Collection Revenue (Account 5270) 96,848
End User Revenue (Account 5081) 19,312,526
Interstate Switched Access Revenue (Account 5082) 15,563,369
Interstate Special Access Revenue (Account 5083) 17,897,056

Any Miscellaneous Interstate Revenues

(Explain Below)

Total Deductions 62,629,936

Reconciled Assessable Revenues 120,899,853

Explanations/Comments:

Do Not Write Below This Line







TELEPHONE UTILITIES - ANNUAL REPORT

Please furnish the following information, for KENTUCKY OPERATIONS only:

BASIC SERVICE:

*Average Residential Basic Service Monthly Bill $ 16.18

(*Not including taxes)

NAMES OF COUNTIES IN WHICH YOU FURNISH TELEPHONE SERVICE:
(If additional space is required, add additional sheet)

Adair, Allen, Barren, Bath, Boyd, Boyle, Bracken, Butler, Carlisle, Carter, Casey, Clay, Clinton, Cumberland, Edmonson, Estill, Fayette, Fleming,

Garrard, Grayson, Green, Greenup, Hardin, Harlan, Hickman, Jessamine, Knox, Larue, Laurel, Lee, Letcher, Lewis, Lincoln, Livingston, Madison,

[

Marion, Marshall, Mason, Monroe, Nicholas, Perry, Pulaski, Robertson, Rockcastle, Rowan, Taylor, Union, Warren, Washington, Wayne, Woodford

OFFICER OR OTHER PERSON TO WHOM CORRESPONDENCE SHOULD BE ADDRESSED CONCERNING THIS REPORT:

Name David Cameron Title Staff Manager-Financial Reporting
Address 1 Allied Drive;P.O. Box 2177 City Little Rock
State AR Zip Code 72203 Telephone Number  (501)9805-5270

This information is to be kept current by prompt notification to the Commission of any changes until the report for the
succeeding year has been submitted.

PRINCIPAL PAYMENT, INTEREST, AND LONG-TERM DEBT INFORMATION FOR THE YEAR ENDING
DECEMBER 31, 2002.

1. Amount of Principal payment during calendar year $ 0

2. s Principal current? Yes X No
3. Is Interest current? Yes X No
4. Has all long-term debt been approved by the Public Service Commission?

Yes X No PSC Case Number

SERVICES PERFORMED BY INDEPENDENT CERTIFIED PUBLIC ACCOUNTANT

Are your financial statements examined by a Certified Public Accountant?

Yes No X

If yes, which service was performed?

Audit Compilation Review

Please enclose a copy of the accountant's report with the annual report.
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BALANCE SHEET ACCOUNTS

Schedule i Company _Kentucky ALLTEL, Inc.
Page 10of 5 ' _ ;
KPSC Form T (Revised 9/97) Period Ended December 31, 2002 '
Account Account Title Amount
(a) (b) (c)
Current Assets .
1130 Cash | 44,648,991
1140 Special Cash Deposits -
11560 Working Cash ‘Advances 7,632
1160 Temporary Investments -
Total Cash and Equivalents ‘ 44,656,623
1180 Telecommunications Accounts Receivable 38,807,367'
1181 Accounts Receivable Allowance-Telecommunications (3,261,133)
1190 Other Accounts Receivable 18,154,308
1191 Accounts Receivable Allowance-Other -
1200 Notes Receivable -
1201 Notes Receivable Allowance -
1210 Interest and Dividends Receivable -
1220 Inventories 1,700,617
Total Receivable and Inventories 55,401,159
1290 Prepaid Rents -
1300 Prepaid Taxes ' -
1310 Prepaid Insurance -
1320 Prepaid Directory Expenses -
1330 Other Prepayments 296,607
Total Prepayments 296,607
1350 Other Current Assets -
Total Current Assets 100,354,389
Noncurrent Assets
1401 Investments in Affiliated Companies -
1402 Investments in Nonaffiliated Companies -
1406 Nonregulated Investments -
1407 Unamortized Debt Issuance Expense -
1408 Sinking Funds -
1410 Other Noncurrent Assets 2,286,329
1437 Deferred Tax Regulatory Asset -
1438 Deferred Maintenance and Retirements -
1439 Deferred Charges -
1500 Other Jurisdictional Assets - Net -

Total Noncurrent Assets

2,286,329
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\ BALANCE SHEET ACCOUNTS

Schedule 1li Company Kentucky ALLTEL, Inc.
Page 4 of 5
KPSC Form T (Revised 9/97) Period Ended December 31, 2002
Account Account Title Amount
(a) (b) ©)
Depreciation and Amortization
3100 Accumulated Depreciation 1,045,735,604
3200 Accumulated Depreciation-Plant Held for Future Tele. Use
3300 Accumulated Depreciation-Nonoperatiné
3410 Accumulated Amortization - Capitalized Leases
3420 Accur%wlated Amortization - Leasehold Improvements
3500 Accumulated Amortization - Intangible
3600 Accumulated Amortization - Other
Total Depreciation and Amortization 1,045,735,604
Net Telephone Plant
(Total Tele. Pit. less Total Depreciation & Amortization) 517,250,638

\ Total Assets 619,891,356

Current Liabilities

4010 Accounts Payable 7,901,051
4020 Notes Payable -
4030 Advanced Billing and Payments 35,252,382
4040 Customer's Deposits 427,680
4050 Current Maturities - Long Term Debt -
4060 Current Maturities - Capital Leases -
4070 Income Taxes - Accrued -
4080 Other Taxes - Accrued 9,186,080
4100 Net Current Deferred Operating Income Taxes -
4110 Net Current Deferred Nonoperating Income Taxes
4120 Other Accrued Liabilities 2,400,265
4130 Other Current Liabilities 340,379
Total Current Liabilities 55,507,837







BALANCE SHEET ACCOUNTS

[

l
Company Kentucky ALLTEL, Inc.

Schedule Il
Page 5 of 5 ' 4 ‘
KPSC Form T (Revised 9/97) Period Ended December 31, 2002 :
Account Account Title Amount
(a) (b) (©)
Long-Term Debt '
4210 Funded Debt ' -
4220 Premium on Long-Term Debt ‘ -
4230 Discount on Long-Term Debt -
4240 Reacquired Debt \ -
4250 Obligations Under Capital Leases : -
4260 Advances from Affiliated Companies -
4270 Other Long-Term Debt |
Total Long-Term Debt -
Other Liabilities and Deferred Credits
4310 Other Long-Term Liabilities 7,387,927
4320 Unamortized Operating Investment Tax Credits-Net -
4330 Unamortized Nonoperating Investment Tax Credits-Net -
4340 Net Noncurrent Deferred Operating Income Taxes 30,415,007
4341 Net Deferred Tax Liability Adjustments (7,256)
4350 Net Noncurrent Deferred Nonoperating Income Taxes -
4360 Other Deferred Credits 1,115,631
4361 Deferred Tax Regulatory Liability : -
4370 Other Jurisdiction Liabilities/Deferred Credits - Net -
Total Other Liabilities and Deferred Credits 38,911,309
4510 Capital Stock -
4520 Additional Paid-In Capital 524,171,654
4530 Treasury Stock -
4540 Other Capital -
4550 Retained Earnings 1,300,556
Total Stockholders' Equity 525,472,210
Total Liabilities & Stockholders' Equity 619,891,356
Retained Earnings (Beginning of Year) -
Net Income 13,646,556
Dividends Declared 12,346,000
Capital Credit Rotations
Miscellaneous Debits* -
Miscellaneous Credits* -
Retained Earnings (End of Year) 1,300,556

*Explain any individual item over $10,000
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INCOME STATEMENT ACCOUNTS

Schedule Vi;
Page 10of 8°

KPSC FORM 5 (Revised 9/97)

Company_Kentucky ALLTEL, Inc.
Period Ended December 31, 2002

Account Account Title Amount

(a) (b) (c)
Local Network Service

5001 Basic Area Revenue 60,084,980

5002 Optional Extended Area Revenue -

5003 Cellular Mobile Service Revenue -

5004 Other Mobile Service Revenue -
TOTAL BASIC LOCAL REVENUE SERVICE 60,084,980

i

5010 Public Telephone Revenue 48

5040 Local Private Line Revenue 1,184,035

5050 Customer Premises Revenue 2,742,699

5060 Other Local Exchange Revenue 19,834,955

5069 Other Local Exchange Revenue Settlements -
TOTAL LOCAL NETWORK SERVICE REVENUES 83,846,717
Network Access Service Revenues

5081 End User Revenue 19,312,526

5082 Switched Access Revenue 15,563,369

5083 Special Access Revenue 17,897,056

5084 State Access Revenue 22,639,500
TOTAL NETWORK ACCESS REVENUE 75,412,451
Long Distance (L.D) Network Service Revenues

5100 LD Message Revenue (Class A) 1,251,732

5111 LD Inward-only Revenue 15,711

5112 LD Qutward-only Revenue -
TOTAL UNIDIRECTIONAL LD REVENUE 1,267,443







INCOME STATEMENT ACCOUNTS

Schedule VI
Page 2 of 8

f

KPSC FORM 5 (Revised 9/97)

Company_Kentucky ALLTEL., Inc.
Period Ended December 31, 2002
'

Account * Account Title Amount
(a) (b) ()
5121 Subvoice Grade LD Private Network Revenue , -
5122 Voice Grade LD Private Network Revenue ! ‘ 2,710,885
5123 Audio Program Grade LD Private Network Revenue -
5124 Video Program Grade LD Private Network Revenue -
5125 Digital Transmission LD Private Network Revenue : 294,173
5126 LD Private Network Switching Revenue , -
5128 Other LD Private Network Revenue -
5129 Other LD Private Network Revenue Settlements -
TOTAL LONG DISTANCE PRIVATE NETWORK REVENUE 3,005,058
5160 Other Long Distance Revenue -
5169 Other Long Distance Revenue Settlements -
TOTAL LONG DISTANCE NETWORK SERVICE REVENUES 4,272,501
Miscellaneous Revenues
5230 Directory 7,800,732
5240 Rent Revenues 532,075
5250 Corporate Operations Revenue -
5261 Special Billing Arrangements Revenue -
5262 Customer Operations Revenue -
5263 Plant Operations Revenue 4
5264 Other Incidental Regulated Revenue 764,454
5269 Other Revenue Settlements -
5270 Carrier Billing and Collection Revenue 1,140,722
5280 Nonregulated Revenue 9,760,137
TOTAL MISCELLANEOUS REVENUES 19,998,120
Uncoflectible Revenues
5301 Uncollectible Revenues-Telecommunications 3,004,000
5302 Uncollectible Revenues-Other
TOTAL UNCOLLECTIBLE REVENUE 3,004,000
TOTAL OPERATING REVENUES 180,525,789
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INCOME STATEMENT ACCOUNTS

Schedule VI
Page 7 of 8

KPSC FORM T (Revised 9/97)

Company _Kentucky ALLTEL, Inc.
Period Ended December 31,2002

Account Account Title Amount
(a) (b) (c)
Other Operating Income and Expense !
7110 Income from Custom Work
7130 Return from Nonregulated use of Regulated Facilities
7140 Gains/Losses from Foreign Exchange
7150 Gains/Losses from Disposition of Land & Artworks -
7160 Other Operating Gains and Losses -
OTHER OPERATING INCOME AND EXPENSE-NET -
Operating Taxes
7210 Operating Investment Tax Credits-Net -
7220 Operating Federal Income Taxes (16,148,641)
7230 Operating State and Local Income Taxes 559,496
7240 Operating Other Taxes 9,043,113
7250 Provision for Deferred Operating Income Tax-Net 30,407,751
TOTAL OPERATING TAXES 23,861,719
Nonoperating Income and Expense
7310 Dividend Income | -
7320 Interest Income 78,369
7330 Income from Sinking and Other Funds -
7340 Allowance for Funds used During Construction (AFUDC) 244,969
7350 Gains/Losses from the Disposition of Property -
7360 Other Nonoperating Income -
7370 Special Charges (33,670)
NONOPERATING INCOME AND EXPENSE-NET 289,668
Nonoperating Taxes
7410 Nonoperating Investment Tax Credits-Net
7420 Nonoperating Federal Income Taxes 21,247
7430 Nonoperating State and Local income Taxes 5,459
7440 Nonoperating Other Taxes
7450 Provision for Deferred Nonoperating Income Tax-Net
TOTAL NONOPERATING TAXES 26,706







INCOME STATEMENT ACCOUNTS

Schedule Vi,
Page 80of 8

KPSC FORM T (Revised 9/97)

Company_Kentucky ALLTEL, Inc.
Period Ended December 31, 2002

TOTAL COMPENSATION FOR THE YEAR

Account Account Title Amount
(a). (b) ()
Interest and Related Items
7510 interest on Funded Debt -
7520 Interest Expense-Capital Leases -
7530 Amortization of Debt issuance Expense -
7540 Other Interest Deductions 84,135
' TOTAL INTEREST AND RELATED ITEMS 84,135
Extraordinary items
7610 Exffaordinary Income Credits
7620 Extraordinary Income Charges
7630 Current Income Tax Effect of Extraordinary Items-Net
7640 Provision for Deferred Income Tax Effect of ltems-Net
TOTAL EXTRAORDINARY ITEMS
Jurisdictional Differences & Nonregulated Income
7910 Income Effect of Jurisdictional Differences-Net -
7990 Nonregulated Net Income
NET INCOME 13,646,556
TOTAL NUMBER OF EMPLOYEES AT END OF YEAR 881
NUMBER OF FULL TIME EMPLOYEES 881
NUMBER OF PART TIME EMPLOYEES 0

$18,715,509







ACCESS LINES IN SERVICE BY TECHNOLOGY

Schedule VIl
Page 1 of 1
KPSC FORM T (Revised 9/97)

i

Company_Kentucky ALLTEL, Inc.
Period Ended December 31, 2002,

Main Digital
- Access Lines
. 64kh/s or
Number of ISDN 16 Kh/sec Equivalent
Central Office D Chanpels (ISDN B Channels
State or Territory Switches (Divided by 4) Except to PBX's)
(a) (b) (©) (d)
1. Kentucky 101 { 385 3,080
2. '
3.
4.
5.
6.
7.
8.
9,
10.
TOTAL 101 385 3,080
Digital DS-1 !
Main Analog Access Lines
Access Line to PBS's and Analog PBX Analog
Line 4khz or Centrex and Centrex Centrex
Number Equivalent (Times 24) Access Trunks Extensions Other
(a) (b) (f) (9) (h) (i)
1. 859,403 27,936 108 17,389
2.
3.
4.
5.
6.
7.
8.
9.
10.
TOTAL 859,403 27,936 108 17,389







ACCESS LINES IN SERVICE BY CUSTOMER

Schedule Viii Company_Kentucky ALLTEL, Inc.

Page 1 of \‘1 Period Ended December 31, 2002

KPSC FORM T (Revised 9/97)

Business Access Lines
State or Territory Single Line Multiline
(a) (b) (c)

1. Kentucky 135,832
2.

3.
4,
5.
6.
7.
8.
9.

10.

TOTAL 135,832
Total
‘ Public Residential Mobile Special Access Lines
Line Access Access Access Access Lines (Switched
Number Lines Lines Lines {Non-Switched) and Special)
(@) (d) (f) ® )] (h)

1. 1,880 404,297 3,181 545,190
2.

3.

4.

5.

6.

7.

8.

9.

10.

TOTAL 1,880 404,297 3,181 545,190







TELEPHONE CALLS

Schedule IX

Page 1 of 1

KPSC FORM T (Revised 9/97)

Company_Kentucky ALLTEL, Inc.

Period Ended December 31, 2002

Local Calls | Intralata
State or Territory (Total Local Calls) ‘ Toll Calls '
(a) (b) : ()
1. Kentucky Information unavailable 30,840,697
2.
3. !
4. '
5.
I
6.
7.
8.
9.
10.
TOTAL
INTERLATA TOLL CALLS {Completed) ’
Interstate Intrastate Total Toll Calls
Billed Billed Billed
Line No. Number Minutes Number Minutes Number Minutes
(@ (d) (e) () ) (h) ()
1. 67,308,059 218,423,677 15,257,264 46,323,993 82,565,323 264,747,670
2.
3.
4.
5.
6.
7.
8.
9.
10.

TOTAL
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Annual Report of
5 Months

Kentucky ALLTEL, Inc. ' December 31,20 . 02

SIGNATURE PAGE (

| certify that | am fhe responsible accounting officer qf the

Kentucky ALLTEL, Inc. : that | have

examined the foregoing report; that to the best 6f my knowledge,
information, and belief, all statements of fact contained in the said
report are true and the said report is a correct statement of the
business and affairs of the above-named respondent in respect to each
and every matter set forth therein during the period from August 1,

2002, to December 31, 2002, inclusive.

Date

(Signature)

(Title)

(Persons making willful false statements in this report
form can be punished by fine or imprisonment under the
provisions of the U.S. Code, Title 18, Section 1001)






\
ALLTEL Kentucky
Outside Data Sources
Sources

Department Type of Information

Treasury-Chuck Carter
- Debt Cost report from Treasury - Amount of Principal payment during calendar year
Is Principal current

Is Interest current

RUS Average Residential Basic Service Monthly Bill
Based on RUS report # rates and acess lines
Linda Adair Board of Directors and General Officers
Stockholders
Patty King Total Compensation for the year
Jerome Novotny Access Lines by Technology

Wireline CWIP Balance
- . Wireline Jobs Closed During the Period

Fastr-Propcbrown, Cwipb
Fastr-JCY-Jey0009

Section

Telephone Utilities
Telephone Utilities
Telephone Utilities

Telephone Utilities

Sch. 1, Page 1
Sch. ll, Page 1

Schedule Vi, Page 8

Schedule VI, Page 1






ANNUAL REPORT

OF
!
Kentucky ALLTEL, inc.

Exact Legal Name of Reporting Utility

230 Lexington Green Circle

Lexington, KY 40503

(Address of Utility)

TOTHE

PUBLIC SERVICE COMMISSION
OF THE
COMMONWEALTH OF KENTUCKY

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2003
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KENTUCKY PUBLIC SERVICE COMMISSION
REPORT OF GROSS OPERATING REVENUES DERIVED FROM INTRA-KENTUCKY
BUSINESS FOR THE TWELVE MONTHS ENDING DECEMBER 31, 2003 ‘ :

Name of Utility Reporting Kentucky ALLTEL, Inc.

Address of Utility 230 Léxington Green Circle

City Lexington State KY . Zip Code 40503

Telephone Number of Utility | {501) 905-8000 |

Fax Number of Utility (if applicable) (501) 905-7277

Officer/Contact Person David Cameron ‘ Staff Manager-External Reporting
(Name) (Title)

hhkk ok kkk ok hkhkhkkhkokhkdkhkdhkkkhkkkk

/
ASSESSABLE REVENUES OF TELEPHONE UTILITY . ............. $ 270,896,168

(to agree with assessable revenues figure on the back of this page)

* kkkkk ok kkhkkhkokkhkhkhkkdhkkkk

QATH

State of  Arkansas ... )
) ss.

County of Pulaski )

David Cameron being duly sworn, states that he/she

{Otficer) .
is Assistant Secretary of the Kentucky ALLTEL, Inc.
(Official Title) (Utility Reporting)

that the above report of gross revenues is in exact accordance with

ALLTEL Kentucky, Inc. . and that such books accurately show the gross
(Uftility Reporting)

revenues of: Kentucky ALLTEL, Inc. , derived from Intra-Kentucky
(Utility Reporting)

business for the calendar year ending December 31, 2003.

Assistant Secretary

(Officer) (Title)
This the day of , 2004
(Notary Public) (County) (Commission Expires)
NOTE: ANY DIFFERENCE BETWEEN THE AMOUNT OF THE GROSS

REVENUES SHOWN IN THE ANNUAL REPORT AND THE AMOUNT
APPEARING ON THIS STATEMENT MUST BE RECONCILED ON THE
RESERVE OF THIS REPORT.







Telecommunications Utilities Reconciliation Form

Total Operating Revenues (Schedule IV, Page 2 of 8) » 427,001,245

Additions:

intrastate Uncollectibles (Account §301) 5,042,901

Other Uncollectibles

Total Additions 5,042,901
Deductions:
Non-Regulated Revenue (Account 5280) 41,923,967
Interstate Billing/Collection Revenue (Account 5270) -1,904,679
End User Revenue (Account 5081) 43,624,579
Interstate Switched Access Revenue (Account 5082) 30,096,134
Interstate Special Access Revenue (Account 5083) 47,407,977

Any Miscellaneous Interstate Revenues

(Explain Below)

Total Deductions 161,147,978
Reconciled Assessable Revenues 270,896,168
Explanations/Comments:

Do Not Write Below This Line







TELEPHONE UTILITIES - ANNUAL REPORT

Please furnish the following information, for KENTUCKY OPERATIONS only:
BASIC SERVICE: . ‘ )

*Average Residential Basic Service Monthly Bill $ 16.11

(*Not including taxes)

NAMES OF COUNTIES IN WHICH YOU FURNISH TELEPHONE SERVICE:
(If additional space is required, add additional sheet) \

Adair, Allen, Barren, Bath, Bourbon, Boyd, Bracken, Butler, Carlisle, Carter, Casey, Clark, Clay, Clinton, Cumberland, Edmonson, Estill, Fayette,

Fleming, Garrard, Grayson, Green, Greenup, Hardin, Harlan, Hickman, Jessamine, Knox, Larue, Laurel, Letcher, Lewis, Lincoln, Livingston, Madison,

!

Marion, Marshall, Mason, Monroe, Nicholas, Perry, Pulaski, Roberison, Rockcastle, Rowan, Taylor, Union, Warren, Washihgton, Wayne, Woodford

OFFICER OR OTHER PERSON TO WHOM CORRESPONDENCE SHOULD BE ADDRESSED CONCERNING THIS REPORT:

Name David Cameron Title Staff Manager-Financial Reporting
Address 1 Allied Drive;P.O. Box 2177 City Little Rock
State AR Zip Code 72203 Telephone Number  (501) 805-5270

This information is to be kept current by prompt notification to the Commission of any changes until the report for the
succeeding year has been submitted.

PRINCIPAL. PAYMENT, INTEREST, AND LONG-TERM DEBT INFORMATION FOR THE YEAR ENDING
DECEMBER 31, 2003,

1. Amount of Principal payment during calendar year $ 0
2. Is Principal current? Yes N/A No
3. Is Interest current? Yes N/A No

4. Has all long-term debt been approved by the Public Service Commission?

Yes N/A No PSC Case Number

SERVICES PERFORMED BY INDEPENDENT CERTIFIED PUBLIC ACCOUNTANT :

Are your financial statements examined by a Certified Public Accountant?

Yes No X

If yes, which service was performed?

Audit Compilation Review

Please enclose a copy of the accountant's report with the annual report.
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BALANCE SHEET ACCOUNTS

Schedule n Company _Kentucky ALLTEL, Inc.
Page 1 of 5
KPSC Form T (Revised 9/97) ~ Period Ended December 31, 2003
Account Account Title Amount
(a) (b) (c)
Current Assets
1130 Cash 184,525,463
1140 Special Cash Deposits -
1150 Working Cash Advances 6,661
1160 Temporary Investments -
Total Cash and Equivalents 184,532,124
1180 Telecommunications Accounts Receivable 37,132,169
1181 Accounts Receivable Allowance-Telecommunications (1,188,663)
1190 Othef Accounts Receivable 13,348 876
1191 Accounts Receivable Allowance-Other (152,901)
1200 Notes Receivable -
1201 Notes Receivable Allowance -
1210 Interest and Dividends Receivable -
1220 Inventories 1,885,175
Total Receivable and Inventories 51,024,656
1290 Prepaid Rents
1300 Prepaid Taxes
1310 Prepaid Insurance -
1320 Prepaid Directory Expenses -
1330 Other Prepayments 532,007
Total Prepayments 532,007
1350 Other Current Assets -
Total Current Assets 236,088,787
Noncurrent Assets
1401 Investments in Affiliated Companies -
1402 investments in Nonaffiliated Companies -
1406 Nonregulated Investments -
1407 Unamortized Debt Issuance Expense -
1408 Sinking Funds -
1410 Other Noncurrent Assets 10,999,131
1437 Deferred Tax Regulatory Asset -
1438 Deferred Maintenance and Retirements
1439 Deferred Charges
1500 Other Jurisdictional Assets - Net -

Total Noncurrent Assets

10,999,131
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BALANCE SHEET ACCOUNTS

Schedule il Company Kentucky ALLTEL, Inc.
Page 4 of 5 . ,
KPSC Form T (Revised 9/97) . Period Ended_December 31, 2003
' '
Account Account Title . Amount
(a) (b) (c)
Depreciation and Amortization
3100 Accumulated Depreciation ‘. 1,162,162,202
3200 Accumulated Depreciation-Plant Held for Future Tele. Use
3300 Accumulated Depreciation-Nonoperating
3410 Accumulated Amortization - Capitalized Leases I
3420 Accumulated Amortization - Leasehold Improvements
3500 Accumulated Amortization - Intangible
3600 Accumulated Amortization - Other
Total Depreciation and Amortization 1,162,162,202
Net Telephone Piant
(Total Tele. Pit. less Total Depreciation & Amortization) 466,030,325
Total Assets 713,118,243
Current Liabilities
4010 Accounts Payable ’ 12,958,949
4020 Notes Payable .
4030 Advanced Billing and Payments 33,995,035
4040 Customer's Deposits 665,393
4050 Current Maturities - Long Term Debt '~
4060 Current Maturities - Capital Leases -
4070 Income Taxes - Accrued -
4080 Other Taxes - Accrued 20,137,020
4100 Net Current Deferred Operating Income Taxes ] -
4110 Net Current Deferred Nonoperating Income Taxes
4120 Other Accrued Liabilities 2,678,458
4130 Other Current Liabilities 3,062,193
Total Current Liabilities 73,497,048







BALANCE SHEET ACCOUNTS

Schedule {li Company Kentucky ALLTEL, Inc.
Page 5 of 5 '
KPSC Form T (Revised 9/97) ‘ Period Ended December 31, 2003
Account Account Title Amount
(a) (b) ()
Long-Term Debt
4210 Funded Debt -
4220 Premium on Long-Term Debt -
4230 Discount on Long-Term Debt -
4240 Reacquired Debt -
4250 Obligations Under Capital Leases -
4260 Advances from Affiliated Companies -
4270 Other Long-Term Debt
Total Long-Term Debt -
Other Liabilities and Deferred Credits
4310 Other Long-Term Liabilities 7,629,636
4320 Unamortized Operating Investment Tax Credits-Net -
4330 Unamortized Nonoperating Investment Tax Credits-Net -
4340 Net Noncurrent Deferred Operating Income Taxes 99,695,317
4341 Net Deferred Tax Liability Adjustments 6,002,325
4350 Net Noncurrent Deferred Nonoperating Income Taxes -
4360 Other Deferred Credits 856,139
4361 Deferred Tax Regulatory Liability -
4370 Other Jurisdiction Liabilities/Deferred Credits - Net -
Total Other Liabilities and Deferred Credits 114,183,417
4510 Capital Stock -
4520 Additional Paid-In Capital 524,171,654
4530 Treasury Stock -
4540 Other Capital -
4550 Retained Earnings 1,266,124
Total Stockholders' Equity 525,437,778
Total Liabilities & Stockholders' Equity 713,118,243
Retained Earnings (Beginning of Year) 1,300,556
Net Income 11,865,568
Dividends Declared 11,900,000
Capital Credit Rotations
Miscellaneous Debits* -
Miscellaneous Credits* -
Retained Earnings (End of Year) 1,266,124

*Explain any individual item over $10,000
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INCOME STATEMENT ACCOUNTS

Schedule VI
Page 1 of 8
KPSC FORM 5 (Revised 9/97) :

Company_Kentucky ALLTEL, Inc.
Period Ended December 31, 2003

Account Account Title

(a) (b)

Amount

(c)

Local Network Service

5001 Basic Area Revenue 138,360,990
5002 Optional Extended Area Revenue -
5003 Cellular Mobile Service Revenue -
5004 Other Mobile Service Revenue -
TOTAL BASIC LOCAL REVENUE SERVICE 138,360,990

5010 Public Telephone Revenue 120
5040 Local Private Line Revenue 2,601,805
5050 Customer Premises Revenue 5,699,794
5060 Other Local Exchange Revenue 46,059,665
5069 Other Local Exchange Revenue Settlements -
TOTAL LOCAL NETWORK SERVICE REVENUES 192,722,374
Network Access Service Revenues
5081 End User Revenue 43,624,579
5082 Switched Access Revenue 30,096,134
5083 Special Access Revenue 47,407,977
5084 State Access Revenue 57,621,630
TOTAL NETWORK ACCESS REVENUE 178,750,320
Long Distance (LD} Network Service Revenues
5100 LD Message Revenue (Class A) 2,614,673
5111 LD Inward-only Revenue 64,927
5112 LD Outward-only Revenue -
TOTAL UNIDIRECTIONAL L.D REVENUE 2,579,600







INCOME STATEMENT ACCOUNTS

Schedule VI
Page 2 0of 8

KPSC FORM § (Revised 9/97)

Company_Kentucky ALLTEL., Inc.
Period Ended December 31, 2003

Account Account Title Amount
(a) (b) ©
5121 Subvoice Grade LD Private Network Revenue -
5122 Voice Grade LD Private Network Revenue 7,410,527
5123 Audio Program Grade LD Private Network Revenue -
5124 Video Program Grade LD Private Network Revenue -
5125 Digital Transmission LD Private Network Revenue 736,730
5126 L.D Private Network Switching Revenue -
5128 Other LD Private Network Revenue -
5129 Other LD Private Network Revenue Settlements -
TOTAL LbNG DISTANCE PRIVATE NETWORK REVENUE 8,147,257
5160 Other Long Distance Revenue -
5169 Other Long Distance Revenue Settlements -
TOTAL LONG DISTANCE NETWORK SERVICE REVENUES 10,726,857
Miscellaneous Revenues
5230 Directory 2,009,129
5240 Rent Revenues 917,294
5250 Corporate Operations Revenue -
5261 Special Billing Arrangements Revenue -
5262 Customer Operations Revenue -
5263 Plant Operations Revenue -
5264 Other Incidental Regulated Revenue 1,791,901
5269 Other Revenue Settlements -
5270 Carrier Billing and Collection Revenue 3,202,304
5280 Nonregulated Revenue 41,923,967
TOTAL MISCELLANEOUS REVENUES 49,844,595
Uncoilectible Revenues
5301 Uncollectible Revenues-Telecommunications 5,042,901
5302 Uncollectible Revenues-Other
TOTAL UNCOLLECTIBLE REVENUE 5,042,901

TOTAL OPERATING REVENUES

427,001,245
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INCOME STATEMENT ACCOUNTS

Schedule VI
Page 7 of 8

KPSC FORM T (Revised 9/97)

t

Company_Kentucky ALLTEL, Inc.
Period Ended December 31, 2003

Account Account Title Amount
(a) (b) (c)
Other Operating Incomg and Expense :
7110 income from Custom Work
7130 Return from Nonregulated use of Regulated Facilities
7140 Gains/Losses from Foreign Exchange
7150 Gains/Losses from Disposition of Land & Artworks -
7160 Other Operating Gains and Losses -
OTHER OPERATING INCOME AND EXPENSEINET -
Operating Taxes
7210 Operating Investment Tax Credits-Net -
7220 Operating Federal Income Taxes (39,491,037)
7230 Operating State and Local Income Taxes (4,662,682)
7240 Operating Other Taxes 13,831,638
7250 Provision for Deferred Operating Income Tax-Net 75,289,891
TOTAL OPERATING TAXES 44,967,810
Nonoperating Income_and Expense ’
7310 Dividend Income -
7320 Interest income 893,782
7330 Income from Sinking and Other Funds -
7340 Allowance for Funds used During Construction (AFUDC) 547,003
7350 Gains/Losses from the Disposition of Property -
7360 Other Nonoperating Income (60,633,941)
7370 Special Charges (500)
NONOPERATING INCOME AND EXPENSE-NET (59,193,656)
Nonoperating Taxes
7410 Nonoperating Investment Tax Credits-Net
7420 Nonoperating Federal Income Taxes (18,628,231)
7430 Nonoperating State and Local Income Taxes 73,737
7440 Nonoperating Other Taxes
7450 Provision for Deferred Nonoperating Income Tax-Net

TOTAL NONOPERATING TAXES

(18,554,494)







INCOME STATEMENT ACCOUNTS

Schedule Vl'\
Page 80of8 '

KPSC FORM T (Revised 9/97)

Company_Kentucky ALLTEL, Inc.
Period Ended December 31, 2003

Account Account Title Amount
(a) (b) (c)
Interest and Related Items
7510 Interest on Funded Debt -
7520 Interest Expense-Capital Leases -
7530 Amortization of Debt Issuance Expense -
7540 Other Interest Deductions 31,705
TOTAL INTEREST AND RELATED ITEMS 31,705
Extraordinary ltems
7610 Ext:raordinary income Credits
7620 Extraordinary Income Charges
7630 Current Income Tax Effect of Extraordinary Items-Net
7640 Provision for Deferred Income Tax Effect of Items-Net
TOTAL EXTRAORDINARY ITEMS
Jurisdictional Differences & Nonregulated Income
7910 Income Effect of Jurisdictional Differences-Net -
7980 Nonregulated Net Income
NET INCOME 11,865,568
TOTAL NUMBER OF EMPLOYEES AT END OF YEAR 773
NUMBER OF FULL TIME EMPLOYEES 773
NUMBER OF PART TIME EMPLOYEES 0

TOTAL COMPENSATION FOR THE YEAR

$41,002,085







ACCESS LINES IN SERVICE BY TECHNOLOGY

Schedule VI

Page 1of 1 *
KPSC FORM T (Revised 9/97)

Company_Kentucky ALLTEL Inc.
Period Ended_December 31, 2003

Main Digital
Access Lines
64kh/s or
Number of ISDN 16 kh/sec Equivalent
Central Office D Channels (ISDN B Channels
State or Territory Switches (Divided by 4) Except to PBX's)
(a) (b) (c) (@
1. Kentucky 101 433 3,462
2.
3.
4.
5
6.
7.
8.
9.
10.
TOTAL 101 433 3,462
§
Digital DS-1
Main Analog Access Lines
Access Line to PBS's and Analog PBX Analog
Line 4khz or Centrex and Centrex Centrex
Number Equivalent (Times 24) Access Trunks Extensions Other
(a) (b) (f) (9) (h) 0)
1. 536,141 1,961 106 16,705
2.
3.
4.
5.
6.
7.
8.
9.
10.
TOTAL 536,141 1,961 106 16,705







ACCESS LINES IN SERVICE BY CUSTOMER

Schedule VHI
Page 1 of 1
KPSC FORM T (Revised 9/97)

Company_Kentucky ALLTEL Inc.

Period Ended December 31, 2003

Business Access Lines

State or Territory Single Line Multiline
(a) _(0) (©)
1. Kentucky 131,886
2.
3.
4, !
5. '
6.
7.
8.
9.
10.
TOTAL 131,886
Total
Public Residential Mobile Special Access Lines

Line Access Access Access Access Lines {Switched
Number Lines Lines Lines (Non-Switched) and Special)

(a) (d) (0 () (@) ()
1. 1,759 386,079 2,845 522,569
2. |
3.
4,
5.
6.
7.
8.
9.
10.
TOTAL 1,759 386,079 2,845 522,569







TELEPHONE CALLS

|
Schedule IX -

Page 1 of 1

KPSC FORM T (Revised 9/97)

Company_Kentucky ALLTEL, Inc.

Period Ended_December 31, 2003

' L.ocal Calls Intralata
State or Territory (Total Local Calis) Toll Calls
(@) ()

1. Kentucky information unavailable 140,216,908
2. ’
3.
4.
5.
6. K
7. |
8.
9.

10.
TOTAL

1
INTERLATA TOLL CALLS (Completed)
Interstate Intrastate Total Toll Calls
Billed Billed Billed
Line No. Number Minutes Number Minutes Number Minutes
(a) (d) (e) () (9) (h) (i)

1. 318,123,078 | 1,122,905,274 58,579,376 168,471,135 376,702,454 | 1,291,376,409
2.

3.

4.

5.

6.

7.

8.

9.

10.

TOTAL
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Annual Report of
‘ Year End
Kentucky ALLTEL, Inc. December 31,20 . 03

SIGNATURE PAGE |

| certify that | am the responsible accounting officer qf the

Kentucky ALLTEL, Inc. ; that | have

examined the foregoing report; that to the best of my knowledge,
information, and belief, all statements of fact contained in the said
report are true and the said report is a correct statement of the
business and affairs of the above-named respondent in respect to each
and every matter set forth therein during the period from January 1,

2003, to December 31, 2003, inclusive.

Date

(Signature)

Assistant Secretary

(Title)

(Persons making willful false statements in this report
form can be punished by fine or imprisonment under the
provisions of the U.S. Code, Title 18, Section 1001)






ALLTEL Kentl\lcky
Outside Data Sources
Sources

Department Type of Information

Treasury-Chuck Carter

~ Debt Cost report from Treasury - Amount of Principal payment during calendar year
Is Principal current
Is Interest current

- _Average Residential Basic Service Monthly Bill
Based on RUS report # rates and acess lines

Linda Adair Board of Directors and General Officers
Stockholders

Patty King Total Compensation for the year

Jerome Novotny Access Lines by Technology

- Wireline CWIP Balance
“Wireline Jobs Closed During the Period

Section

Telephone Utilities
Telephone Utilities
Telephone Utilities

Telephone Utilities

Sch. 1, Page 1
Sch. ll, Page 1

Schedule Vi, Page 8

Schedule VI, Page 1
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41. Provide a statement of long-term debt for KAI and AKT at year-end 2005 showing:

A listing of all debt issues outstanding, including cost rate, balance and maturity
date of each issue.

A calculation of the embedded cost of long-term debt.

Response:

KAI and AKI do not have any debt outstanding.
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42. Do KAI and AKI issue their own long-term debt, or is all of its long-term debt
outstanding from the parent (or affiliates)? If they issue their own long-term debt, do
they have their own credit rating? If so, please provide.

Response:

KAI and AKI do not have any debt outstanding and do not have their own credit

rating.
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43. Please identify and describe KAI and AKT’s sources of short-term borrowings?

Response:

KAI and AKD’s sole source of short-term borrowings are from Alitel Corporation

(parent).
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44. Please provide a Cash Flow statement for 2003, 2004, and 2005 for KAT and AKI. I
2005 1s not available, provide the most recent 12 months).

Response:

Cash Flow Statements for 2005 are not yet available. Attached hereto are Cash

Flow Statements for 2003 & 2004. These statements are considered proprietary and

confidential.
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KAI and AKI Cash Flow Statements
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Kentucky ALLTEL
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31

2004 2003
Cash flows from operating activities:
Net income $ 16,014,051 h 11,865,568
Adjustments to reconcile net income

to net cash provided by operating activities:

Depreciation and amortization 138,015,094 131,919,759
Uncollectible operating revenues (6,962,803) (5,042,901)
Changes in deferred credits, net 43,109,858 66,559,306
Other, net 438,474 547,003
Changes in operating assets and liabilities:
Accounts receivable (102,436,219) (130,272,510)
Materials and supplies 780,213 (184,558)
Accounts payable (4,911,098) 4,038,264
Other current liabilities (8,273,746) 13,950,947
Other, net 501,799 162,005
Net cash provided by operating activities 76,275,623 93,542 883

Cash flows from investing activities:

Additions to telephone plant (60,270,693) (77,201,197)
Proceeds from sale of assets (119,818) (2,065)
Costs of removal of assets, net of salvage value (2,043,296) (2,099,918)
Other, net (92,550) (2,340,674)

Net cash used in investing activities (62,526,357) (81,643,854)

Cash flows from financing activities:
Dividends on common stock (13,674,343) (11,900,000)
Payments on long-term debt - -
Changes in interim financing, net - -

Net cash used in financing activities (13,674,343) (11,900,000)
Changes in cash and short-term investments 74,923 (971)
Cash and short-term investments:
Beginning of year 6,061 7,632
End of year $ 81,584 $ 6,661

CONFIDENTIAL






ALLTEL KENTUCKY, INC.
STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31

Cash flows from operating activities:
Net income
Adjustments to reconcile net income
to net cash provided by operating activities:

Depreciation
Uncollectible operating revenues
Changes in deferred credits, net
Other, net

Changes in operating assets and liabilities:
Accounts receivable
Materials and supplies
Accounts payable
Other current liabilities
Other, net

Net cash provided by operating activities

Cash used in investing activities:
Additions to telephone plant
Proceeds from sale of assets
Costs of removal of assets, net of salvage value
Net cash used in investing activities

Cash used in financing activities:
Dividends on common stock
Payments on long-term debt
Changes in interim financing, net
Net cash used in financing activities

Changes in cash and short-term investments
Cash and short-term investments:
Beginning of year
End of year

2004

5,075,591

2,842,966
209,950
402,988
(24,796)

361,551
(51,108)
(788,942)

622,205

61,900

8,712,305

(3,161,604)
(53,888)
(44,153)

(3,259,783)

(4,540,000)

(958,986)

(5,498,986)

(46,464)

114,581

$

68,117

N

03

|

$ 4,886,766

2,634,804
130,428
870,007
(10,282)

(444,973)
22,333
609,209
293,822

(636,595)
8,355,519

(2,568,432)
(31,242)
(2,273)

(2,601,947)

(4,074,000)
(4,741,952)
3,122,385

"~ (5,693,567)

60,005

54,576
$ 114,581
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45. Please describe KAT and AKI’s dividend payment policy, i.e. the criteria used by
management to determine the dividend amounts that KAI and AKI pay to the parent. Explain
how this will change after the formation of the Merged Wireline Business.

Response:

Dividends are paid monthly from KAI and AKI to parent only if two criteria are

met: (1) KAI and AKI have a net income, and (2) KAI and AKI’s debt-to-equity

ratio is 0.65 or below. If both criteria are met, then the dividend from KAI and AKI
to parent is equal to 90% of KAI and AKI’s net income. This dividend policy will

not change due to the transaction.
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46. Provide all presentations made by Alltel management to securities analysts and credit
rating agencies regarding the Valor merger and/or the corporate wireline spin off.

Response:

Attached hereto are all presentations made by Alltel to securities analysts and credit

rating agencies that are specific to the transactions which are the subject of our

application. These presentations are considered proprietary and confidential.
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47. Provide all credit rating reports issued by Standard & Poor’s, Moody’s and Fitch
concerning Alltel or any Alltel subsidiary since January 1, 2005.

Response:

Attached hereto are those reports received by Alltel from the credit agencies since

January 1, 2005.
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Credit Update

Ratings

Security Current Previous Date mg

Class Rating Rating  Changed

Commercial Papercp F1 NR 06/23/99

Senior Unsecured

debentures A NR 06/23/99 !
Senior Unsecured

notes 8BB- A 12/09/05 5
Rating Watch None

Rating Outlook Stable

Analysts

Bill C. Densmore
312-368-3125
bill.densmore@fitchratings.com

John C. Culver, CFA
312-368-3216
john.culver@fitchratings.com

Profile

ALLTEL is the largest regional wireless
carrier in the United States with a customer
base of approximately 104 million
subscribers, covering 75.4 million POPs.
ALLTEL is also the second-largest
independent incumbent local exchange carrier
(ILEC) with 2.9 million lines and 1.8 million
long-distance customers.

Related Research

* Press Release, Dec. 9, 2005.

s Credit Update, Nov. 29, 2005.
e Press Release, Nov. 18, 2005.

Key Credit Strengths

e Material FCF generation of wireless
operations.

¢ Focus on small/diverse metropolitan and
rural operations utlizing 850 MHz spectrum.

» Significant deleveraging resulting from
planned spin-off.,

* Management team has made solid value-
oriented business decisions.

Key Credit Concerns

¢ Increased business risk as a mono-line
operator.

+ Financial resources of much larger
competitors

¢ Competitive pressures from nationwide
wireless operators.

o New shareholder friendlv initiatives

Dec 14, 2005
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Rating Rationale

On December 9, 2005, Fitch Ratings
affirmed the 'A' rating assigned to Alltel
Corporation’s  debt following the
announcement that Alltel will spin-off its
wireline operations. In addition, Fitch
Ratings has downgraded the ratings on
$262 million of operating company debt
including Alltel Georgia and Alitel
Communications Holdings Company of
the Midwest to ‘BBB-* from ‘A’. The
ratings for the $262 million of operating
company debt are also on Rating Watch
Negative. The Rating Outlook for Alltel
is Stable.

In a tax-free exchange, Alltel will spin-
off its wireline business and merge it with
Valor Communications Group in a
transaction valued at approximately $9.1
billion. As part of the spin-off, Alltel will
receive cash proceeds and debt reduction
totaling $4.2 billion. The transaction,
which requires approval from Valor
shareholders, regulators and a favorable
ruling regarding the tax-free status from
the IRS, is expected to close by mid-
2006.

The rating affirmation reflects the
significant deleveraging that will occur at
Alltel as a result of the planned spin-off
of its wireline operations, the expansive
rural  focused wireless  operations
primarily utilizing spectrum at 850 MHz
and the material FCF generation, which
Fitch expects will increase as the
company fully integrates the two most
recent acquisitions  and grows
subscribers. These factors are balanced
against the increased business risk as a
mono-line  operator, the wireless
competitive environment, the financial
resources of much larger competitors and
the new sharcholder friendly initiatives.
Fitch's rating action on the wireline
operating company debt reflects our
confidence that the transaction will
ultimately attain approval and that the
capitalization  structure and  credit
protection metrics of the new wireline
business will not be consistent with the
current ratings of Alltel.

Fitch expects the leverage of the new wireline operations to be
approximately 3.2x with a dividend payout of 70%. However, these
levels do not likely afford the company sufficient financial flexibility
to maintain an investment grade rating given Fitch's expectation for
continued EBITDA erosion. The decline in voice service revenue is
occurring due to ongoing technology and wireless substitution as well
as increased pressure from cable operators rolling out telephony
service. In addition, Fitch remains concemed over the lack of growth
opportunities and service diversity as a standalone wireline operator.
The operating profile for the wireline business does have less overall
business risk compared to,the RBOCs and the operations generate
relatively stable cash flows. Fitch will finalize the ratings upon closing
of the proposed wireline separation. The Rating Watch Negative
designation indicates a further downward rating action could occur,
depending on the ultimate capital structure of the spinco, and the
position of the operating company bonds within  the

ALLTEL Corporation
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new capital structure.

B Recent Developments

In acquiring Midwest Wireless, ALLTEL will gain
approximately 400,000 wireless  subscribers,
primarily postpaid, in three Midwestern states that
are adjacent to existing ALLTEL wireless properties.
Midwest Wireless’ covers approximately 1.9 million
persons of population (POPs), and the company holds
personal communications services (PCS) licenses for
2 million additional POPs, including some overlap of
Midwest Wireless’ existing 850 megahertz (MHz)
network. This transaction also incrementally
improves ALLTEL’s position and scale as a leading
roaming partner for each of the nation’s top four
wireless carriers; since the national carriers do not
have much economic incentive to build out in
sparsely populated rural markets and are more likely
to devote their capital to high-speed wireless data
deployment in urban areas.

B Liquidity and Debt Structure

Fitch anticipates Alltel will have a considerable cash
position to fund the Midwest Wireless acquisition
and the'several planned shareholder initiatives owing
to $1.6 billion in after tax proceeds from the
international asset sales, over $2 billion in cash
proceeds related to the wireline spin and the FCF
generation from its operations, which on a LTM basis
was approximately $800 million. Following the
separation of the wireline operations, Fitch expects
Alltel to initiate the following programs:

--A $1 billion debt reduction program.

--A 81.5 billion debt exchange.

--A $3 billion multi-year share repurchase program.
--Annual dividend of $0.50 per share.

Given consideration to the above shareholder
initiatives, Fitch expects Alltel’s leverage to
approximate 1.0x by the end of 2006.

ALLTEL was active during the first half of 2005 to
ensure that the company had enough financial
flexibility during the closing of the Western Wireless
acquisition through asset sales, additional credit
agreements and equity issuance. In 2005, ALLTEL
strengthened its financial position with the issuance
of approximately 24.5 million of its common shares
to settle the purchase contract obligation related to
the company’s equity units for $1.4 billion; the sale

of its investment in Fidelity National Bank for $350
million; and the early retirement of $450 million of
long-term debt that was scheduled to mature in 2006
as well as retiring the $200 million, 6.75% senior
note due September 2005. ALLTEL completed the
merger with Western Wireless by issuing 54 million
shares of stock valued at $3.4 billion, paying $933
million of cash and assuming approximately $2.1
billion of debt.

The company also repaid approximately $1.3 billion
of term loans outstanding under Western Wireless’
credit facility, which became payable at the time of
closing. In addition, ALLTEL announced a tender
offer to purchase Western Wireless’ 9.25% $600
million senior notes due 2013 as well as a related
consent solicitation to amend the indenture governing
the notes. On Aug. 12, ALLTEL indicated that
approximately 97% of bondholders had tendered, and
the price for those 97% early tenders was $1,140.75
per $1,000 principal. To finance the Midwest
Wireless acquisition, Alltel received after-tax
proceeds of $420 million from the Irish wireless
assets during the fourth quarter. In the first quarter of
2006, ALLTEL expects to receive $1.2 billion in
after-tax proceeds for its Austrian business, tele.ring,
from a subsidiary of Deutsche Telekom AG.
ALLTEL is currently waiting for theEuropean Union
to conclude its review of the transaction.

ALLTEL has a $1.5 billion, five-year credit facility
maturing in 2009. On Aug. 1, 2005, ALLTEL entered
into an additional $700 million, 364-day revolving
credit agreement that expires on July 31, 2006. As of
Sept. 30, 2005, the company had $928 million
outstanding under its commercial paper (CP)
program. ALLTEL also has approximately $23
million in current maturities of long-term debt.

Copyright ©2005 by Fitch, Inc and Fitch Ratings, Ltd. and its subsidiarics One State Street Plaza, NY, NY 10004 Telephone: 1-800-753-4824, (212) 908-0500 Fax: (212) 480-4435

Reproduction or retr

ission in whole or in part is prohibited except by permission. All rights reserved. All of the information contained herein has been obtained from sources Fitch believes

are reliable, but Fitch does not verify the truth or accuracy of the information. The information in this report is provided "as is™ without any representation or warranty of any kind. A Fitch rating
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e




Fitch Ratings

Corporate Finance

Telecom/U.S. and Canada
Special Report

North American Quarterly
Wireless Aggregates and

Comparative Statistics
Second Quarter of 2005

Analysts — —

Bill C. Densmore

+1 312 368-3125
bill.densmore@fitchratings.com

Michael L. Weaver
+1 312 368-3156
michael.weaver@fitchratings.com

Related Research

e Quarterly Cable MSO Aggregates and
Comparative Statistics, Special Report,
Sept. 1, 2005.

¢ Quarterly ILEC Aggregates and

- Comparative Statistics, Special Report,
Aug. 29, 2005.

e (lobal Wireless Review, Special Report,
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e IsU.S.ILEC Access Line Substitution a
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September 13, 2005

B “Introduction -

This is the first release of Fitch Rating’s “North American Quarterly
Wireless Aggregates and Comparative Statistics” special report, which
is similar in scope to the Fitch’s “Quarterly ILEC Aggregates and
Comparative Statistics” special report. Fitch’s objective is to provide a
source of timely and insightful information relating to the wireless
industry. This report aggregates numerous operational and financial
measures for wireless operators, representing approximately 90% of
industry subscribers. U.S. operators included in the analysis include
Cingular Wireless LLC (Cingular), Verizon Wireless, Sprint PCS,
Nextel Communications, Inc., T-Mobile USA, Inc., ALLTEL
Corporation and United States Cellular Corp. For the Canadian
operators, statistics were aggregated for TELUS Corp. (TELUS),
Rogers Wireless Inc. and Bell Mobility Inc. (Bell Mobility). Fitch has
enhanced the value of the aggregate data by including a comparative
analysis of wireless operators representing this aggregate. Finally, this
information is being portrayed in a historical format for easy trend
comparisons. Fitch will issue this report every quarter following the
completion of the earnings reporting season. Please feel free to contact
any of the telecom team members for additional clarifications or
insights on any of these issuers or this report itself.

H United States Interpretation Summary

During the first half of 2005, the aggregate data for nationwide U.S.
operators highlight a few interesting trends. Chum, which was stable in
2004, decreased by approximately 45 basis points to approximately
1.9%, as the majority of operators made significant strides in
improving subscriber retention through longer term contracts,
improved network quality and handset upgrades. Reflecting the lower
churn, net additions increased to 11.6 million for the first six months of
2005, an increase of more than 2 million subscribers from a year ago.
Fitch expects similar growth for the second half of 2005, with
expectations for net additions in excess of 24 million subscribers.
Factors fueling subscriber growth are the youth segment, wireless
substitution and data users. With penetration rates in excess of 60%,
prepaid and reseller lines have also increased materially, as operators
target the different market segments for growth opportunities.
Accordingly, Fitch’s estimates of the total prepaid and reseller
subscriber base as a percentage of total subscribers increased to 12.0%
for the second quarter of 2005 compared with 10.5% a year ago.

Fitch believes that gross additions have peaked until the next major
technology advancement occurs in handsets, along with consumer
price points under $100 that will drive the next surge in gross
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additions, similar to what happened in 2004 with
camera phones when gross additions increased by
12% from 2003. Fitch expects that this could occur in
early 2007 when more reasonably priced handsets
become available to take advantage of the higher
speed broadband data networks. Given the increasing
popularity of prepaid and mobile virtual network
offerings (MVNOs) with Fitch’s expectations for
relatively flat/slightly declining gross additions over

.the next. several quarters, postpaid gross. additions

will likely decline, which will further pressure
average revenue per user (ARPU).

Total subscribers increased in excess of 173 million
at the end of the second quarter of 2005, a 16%
increase year-over-year. However, aggregate total
revenue increased only 12% compared with the prior-
year period. The revenue growth was driven by the
steady subscriber increase and strong growth in data
revenue despite modest pressure on ARPU. While
ARPU increased 1.5% sequentially due to seasonality
factors, ARPU decreased 3.1% from a year ago,
primarily due to increased penetration from family
plans and lower valued youth segment plans. Fitch
estimates that data revenue for the latest 12 months
increased to $6.6 billion, up 47% for first half of the
year due to strong increases in text messaging,
picture messaging, usage of data-oriented devices
(i.e. BlackBerry) and content downloads. For 2003,
Fitch believes data revenue should exceed
$8.5 billion with a $2.5 billion run rate for the fourth
quarter. As Verizon Wireless, Cingular and Sprint
Nextel Corp. (Sprint Nextel) complete their
nationwide deployments of wireless broadband data
with code division multiple access (CDMA)
evolution data-optimized (EV-DO) or universal
mobile telecommunications system (UMTS)/high-
speed downlink packet access (HSDPA) technology
over the next 12-24 months, Fitch expects good
prospects for continued data revenue growth,
particularly as data plan price points fall and adoption
increases. Accordingly, Verizon Wireless recently
announced a $20 decrease to its unlimited wireless
broadband data plans to $60, putting pressure on
Cingular and Sprint Nextel to also reduce rates.

EBITDA increased only 9.3% year-over-year due
partially to a couple of company-specific factors.
While EBITDA margins improved 260 basis points
sequentially to 31.8%, given seasonality factors,
year-over-year comparisons were down by 80 basis
points, primarily reflecting Cingular’s integration
efforts. Additionally, during the second quarter of
2005, Verizon Wireless increased its share of gross

additions to 25% from 23% in the first quarter at the
expense of margins, which decreased 200 basis
points from a year ago to 37.7%. Verizon Wireless’
gross additions, coupled with the low churn of 1.2%,
resulted in the company’s largest net addition total of
1.9 million subscribers.

Capital expenditures increased to $6.7 billion during
the second quarter, a 20% sequential increase and the
highest-capital-spending level since-the fourth quarter
of 2002, as operators invested in third-generation
(3G) networks, additional capacity and increased
coverage. Cingular also spent $2.2 billion in capital
expenditures associated with its network integration.
The latest 12-month capital expenditures was also the
highest since 2001, although capital expenditures as a
percentage of revenue was only 19% for the latest 12
months compared with more than 30% in 2001. Fitch
expects capital spending to rise modestly over the
next 12-15 months due to the expectations for
continued solid subscriber growth, 3G network
spending, operators’ efforts to improve network
quality and greater capital investment by Sprint
Nextel as part of its network integration efforts. As a
result of the heavy spending in the second quarter,
operating cash flow (defined as EBITDA less capital
spending), decreased sequentially by 10%, and year-
over-year decreased by 4% to $2.9 billion. Over the
past two years, cash flow as a percentage of revenue
has held constant at approximately 11%.

Overall, second-quarter 2005 results were solid for
the U.S. wireless industry, particularly as average
churn trended below 2%. Subscriber growth and
wireless data revenues should continue to drive
revenue growth. Capital-investment requirements
have tempered cash flow growth, although
investment levels are within expectations at 19% of
total revenue. For the regional Bell operating
companies, wireless is key to maintaining a strong
credit profile, and Fitch believes that wireless growth
will offset the expected fixed-line losses and mitigate
financial erosion caused by voice-over-Internet
protocol (VoIP) competition, resulting in a stable
credit profile.

E Canada Interpretation Summary

The first-half 2005 results for the Canadian wireless
industry continue to show the strong and profitable
growth demonstrated over the past couple of years
with expectations for continued solid performance.
During the first half of 2005, with total revenues and
ARPU increasing by 16% and 3%, respectively, from
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a year ago coupled with solid net additions, EBITDA
increased in excess of 20% to $2 billion. Industry
EBITDA margins were 41.8%, approximately 10
percentage points higher than in the United States.
Fitch expects further improvement going forward, as
Rogers Wireless Inc. completes integration efforts of
the Microcell Telecommunications acquisition.

Gross additions increased 16% sequentially to

1.1 million subscribers, which builds on the strong

industry trends experienced during 2004. At the end
of the second quarter, the industry penetration rate
was approximately 49%, a 5% gain from a year ago,
reflecting that the Canadian market continues to
demonstrate accelerating subscriber trends with three
national operators, notwithstanding the past billing
issues at Bell Mobility that led to a 45,000 subscriber
writeoff during the first quarter. For 2005, Fitch
expects the Canadian wireless industry to at least
match the industry high of 1.6 million subscribers
added in 2004,

Fitch believes that the favorable characteristics of the
Canadian wireless industry offer considerable support
to Canadian operators’ credit profile, as growth,
profitability and cash flow expectations should
exceed the results of U.S. operators. The following
factors support this rationale:

* Chum for the Canadian industry was 1.75% in
the first half of 2005, slightly higher than in
2004. Fitch expects churn to trend downward
during the remainder of the year. Over the past
two quarters, U.S. operators have closed the

sizable gap on churn but still lags the Canadian
industry by 20 basis points. ’
ARPU has increased by 9% over the past two
years. due to increased data usage, pricing
discipline and minute usage. Fitch expects
slower but positive growth in 2005. With fewer
competitors in the market compared to the
United States, Canadian operators are not as
aggressive on competitive responses, which is
demonstrated by the fact that long-distance
service is not typically included in Canadian
subscribers’ rate plans. U.S. operators have seen
relatively stable although decreasing ARPUs
over this period.

Capital spending as a percentage of revenue was

five percentage points lower than U.S. capital

spending at 14% for the latest 12 months. Fitch

atiributes the lower capital spending to less

minute usage, strength in the Canadian dollar,

the roaming agreement between TELUS and Bell

Mobility and the lack of 3G investment, as

Canadian operators have not been as aggressive

as their U.S. counterparts in deploying next-

generation equipment. Fitch expects the

Canadian wireless industry to support lower

capital investment (and thus greater cash flow

prospects) relative to the U.S. industry.

Accordingly, operating cash flow as a percentage

of total revenue for Canadian operators was 25%

for the latest 12 months compared with 11% for

U.S. operators.

North American Quarterly Wireless Aggregates and Comparative Statistics
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North American Wireless Industry Aggregate Summary
{$ Mil) ,

2Q05 1Q05 4Q04 3Q04 2Q04 LT™ 2004 2003

U.S. Wireless Industry

Total Revenues 30,126 28,619 28,091 28,036 26,899 114,873 108,184 93,711
Sequential Change (%) 5.3 1.9 0.2 4.2 6.9 — 15.4 13.4
Data Revenues 2,092 1,832 1500 1,201 1,025 6,626 4,546 1,787
Sequential Change (%) 14.2 22.1 24.9 17.2 250 — 154.4 —
Average Revenue per User ($) 53.7 52.9 §3.5 §5.5 554 53.9 53.3 54.5
Sequential Change (%) 1.5 (1.1) (3.6) 0.2 3.6 e {2.2) 0.1
Data Average Revenue per User (3) 4.0 1 3.6 31 2.6 22 3.3 23 1.2
Sequential Change (%) 11.8 16.0 204 18.2 19.1 — 0.0 —
EBITDA 9,582 8,368 7,301 8,803 8,768 34,055 32,365 28,383
Sequential Change (%) 14.5 14.6 (17.1) 0.4 17.1 — 14.0 20.7
EBITDA Margin (%) 31.8 29.2 26.0 314 326 29.6 299 30.3
Capital Expenditures 6,707 4,328 5,921 4,956 5,576 21,912 20,928 18,286
Sequential Change (%) 55.0 (26.9) 19.5 (11.1) 24.6 — 14.4 (12.9)
Capital Expenditures/Revenues (%) 22.3 161 211 17.7 20.7 19.1 19.3 19.5
EBITDA less Capital Expenditures 2,875 4,041 1,380 3,847 3,191 12,143 11,438 10,097
Sequential Change (%) (28.9) 192.8 {64.1) 20.6 59 — 133 322.6
% of Total Revenue 9.5 14.1 49 13.7 11.8 10.6 10.6 10.8
Gross Additions 14,338 14,735 15,385 15,221 14,180 59,680 59,078 52,660
Sequential Change (%) (2.7) (4.2) 1.1 7.3 (2.8) —_ 12.2 76
Total Net Additions 65,362 6,264 7,123 5,200 4,779 23,949 21,646 17,164
Sequential Change (%) (14.4) (12.1) 37.0 8.8 5.2 — 26.1 45.3
Total Prepaid/Reseller Net Additions 652 1,614 2,176 1,010 432 5,452 4,683 —
Sequential Change (%) (50.8) (37.6) — — —_ —_— —

Total Postpaid Net Additions 4,662 4,529 4,808 3,962 4,177 17,961 16,634

Sequential Change (%) 29 (5.8) 214 (5.1) — —_ — —
Total Subscribers 173,566 167,616 161,524 154,525 149,354 173,566 161,524 139,813
Sequential Change (%) 35 38 4.5 35 34 — 15.5 14.4
% Prepaid/Reseller of Total Subscribers 12.0 12.1 11.5 10.9 10.5 12.0 115 10.1

Churn (%) 1.9 2.0 2.2 24 2.3 2.1 23 23
Sequential Change (%) (6.1) (10.0) (8.0) 53 (7.9) — 2.1 {12.0)

LTM ~ Latest 12 months. EBITDA - Eamings before interest, taxes, depreciation and amortization, Source: Company reports and Fitch Ratings
estimates. Continued on next page.
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North American Wireless Industry Aggregate Summary (continued)
{$ M) o

2Q05 1Q05 4Q04 3Q04 2Q04 LT™m 2004 2003

Canadian Wireless Industry

Total Revenues 2,543 2,346 2,387 2,369 2,196 9,645 8,978 7,688
Sequential Change (%) 8.4 (1.7} 0.8 79 8.3 — 16.8 13.2
Estimated Data Revenues 147 122 - o 66 — —_ —
Sequential Change (%) 121 138 S R — _ — —
Average Revenue per User (§) §3.6 50.0 52.8 53.6 51.7 52.5 51.8 49.2
Sequential Change (%) , R R () IO & 64 S . .53 35
EBITDA 1,064 936 779 950 878 3,729 3,350 2,535
Sequential Change (%) 13.7 20.2 (18.0) 8.2 18.2 — 321 33.6
EBITDA Margin (%) 41.8 39.9 32.6 40.1 40.0 38.7 37.3 33.0
Capital Expenditures 387 243 381 338 334 1,349 1,367 1,246
Sequential Change (%) 59.3 (36.2) 1.7 1.2 2.9 — 8.9 (24.9)
Capital Expenditures/Revenues (%) 16.2 104 16.0 14.3 15.2 14.0 15.1 16.2
EBITDA less Capital Expenditures 677 693 398 612 544 2,380 1,993 1,289
Sequential Change (%) (2.3) 741 (35.0) 12.5 23.9 — 54.6 440.8
% of Total Revenue 26.6 29.5 16.7 25.8 24.8 24,7 22.2 16.8
Gross Additions 1,133 980 1,367 1,086 987 4,566 4,355 4,004
Sequential Change (%) 15.6 (28.3) 25.9 10.0 7.9 — 8.8 3.7
Total Net Additions 402 182 666 419 308 1,668 1,627 1,406
Sequential Change (%) 120.7 (72.7) §9.1 35.9 314 — 15.7 8.8
Total Prepaid Net Additions 64 23 184 42 (8) 313 222 253
Sequential Change (%) ) 176.7 (87.4) 3433  (626.6) (297.5) — (12.0) {18.8)

e Total Postpaid Net Additions 337 159 482 377 316 1,355 1,405 1,154

( : Sequential Change (%) 112.5 (67.0) 27.8 19.3 37.1 -— 21.8 17.6

o Total Subscribers 14,963 14,562 14,380 13,780 13,359 14,963 14,380 12,891

Sequential Change (%) 28 1.3 4.4 32 24 — 11.6 127
% Prepaid/Reseller of Total Subscribers 22,2 224 22.5 22,3 27 22 22.5 24.1
Chum (%) 1.7 1.8 1.6 1.6 1.7 1.7 17 1.8
Sequential Change (%) (5.6) 12.5 0.0 (5.9) 0.0 — (5.6) e
LTM - Latest 12 months. EBITDA ~ Eamings before interest, taxes, depreciation and amortization. Source: Company reports and Fitch Ratings
estimates.
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Wireless Industry Comparatives
{$ MiL)

i

2Q05 1Q05 4Q04 3Q04 2Q04 LTM 2004 2003

Gross Additions

Cingular Wireless LLC 4,384 4,763 4,930 2,796 2442 16,873 12,666 9,385
Verizon Wireless . 3,620 3,377 3.541 3,497 3256 14,035 13,516 12,508
AT&T Wireless Services, Inc. — — — 2,592 2,260 2,592 6,935 7.855
Sprint PCS 1,640 1,864 1,939 1,792 1,669 7.234 7,202 6,124
Nextal Communications, Inc. 1214 1,184 1,295 ! 1,188 1,200 4,881 4,826 4,532
T-Mobile USA, Inc. 2,548 2,452 2582 . 2327 2,338 9,909 9,656 7,532
ALLTEL Corporation 593 670 691 642 650 2,595 2,720 2,709
United States Celiular Corp. ) 340 426 408 387 365 1,561 _ 1556 . 1.358.
TUSTolal T T T T 14338 14,735 15385 15221  14.180 59,680 59,078 52,660
% Change Year-over-Year 1.1 2.5 7.1 13.9 15.3 — 12:2 76
TELUS Corp. 299 253 354 284 255 1,190 1,123 987
Rogers Wireless inc. 447 453 594 341 318 1,835 1,560 1,279
Bell Mobliity Inc. 388 274 419 277 273 1,359 1,237 1,208
Microcell Telecommunications - - - 184 142 184 445 525
Canada Tota! 1,133 980 1,367 1,086 987 4,567 4,355 4,004
% Change Year-over-Year 14.8 7.2 2.5 9.6 8.9 — 8.8 3.7
Share of Gross Additions (%)
Cingular Wireless LLC 30.9 323 32.0 18.4 17.2 28.3 21.4 18.0
Verizon Wireless 251 22.9 23.0 23.0 230 235 229 24.2
AT&T Wireless Services, Inc. e — — 17.0 15.9 . 4.4 1.7 15.1
Sprint PCS 11.6 126 12.6 11.8 11.8 12.2 12.2 1.7
Nextel Communications, Inc. 8.6 8.0 8.4 7.8 8.5 8.2 8.2 8.7
T-Mobile USA, Inc. 17.4 16.6 16.8 16.3 16.5 16.5 16.3 14.4
ALLTEL Corporation 4.2 4.5 4.5 4.2 4.6 44 4.6 52
United States Cellular Corp. 24 29 27 2.5 26 2.6 2.6 2.6
TELUS Corp. 264 25.8 259 26.2 25.8 26.1 258 24.7
Rogers Wireless Inc. 39.4 46.2 43.8 314 32.2 40.2 35.6 31.9
Bell Mobility Inc. 34.2 28.0 307 25.5 27.7 29.7 284 30.2
Microcell Telecommunications — — o 16.9 14.4 4.0 10.2 13.2
Total Net Additions
Cingular Wireless LLC 1,071 1419 1,713 657 428 4,860 3,352 2,116
Verizon Wireless 1,921 1,636 1,698 1,674 1,535 6,929 6,294 5,031
AT&T Wireless Services, Inc. — —_ o 170 15 — (182) 1,080
Sprint PCS 487 1,139 1,449 851 804 3,926 3,938 2,329
Nextel Communications, Inc. 763 810 955 745 614 3,273 2,920 2,675
T-Mobile USA, inc. 972 957 1,018 901 1,091 3,849 4,186 3,212
ALLTEL Corporation 54 121 139 58 155 372 511 274
United States Cellular Corp. 94 182 150 144 137 570 627 447
U.S. Total 5,362 6,264 7,123 5,200 4779 23,948 21646 17,164
% Change Year-over-Year 12.2 37.9 38.9 12.8 17.7 — 26.1 45.3
TELUS Comp. 131 80 186 136 114 534 512 436
Rogers Wireless Inc. 125 65 263 98 83 550 497 402
Bell Mobility inc. 146 37 217 109 85 509 513 514
Microcell Telecommunications — - — 76 17 76 105 54
Canada Total 302 182 666 419 308 1669 1,627 1,406
% Change Year-over-Year 304 (22.2) 9.5 9.8 14.2 —_ 15.7 8.8
Postpaid Net Additions
Cingular Wireless L1.C 1,072 1,115 1,222 530 380 3,939 2,428 1,526
Verizon Wireless 1,911 1,550 1,662 1,540 1,724 6,563 6,091 —
AT&T Wireless Services, Inc. e - o — e — — —
Sprint PCS 400 518 526 429 505 1,873 1,874 1,133
Nexte! Cornmunications, Inc. 550 436 595 550 546 2,191 2,165 2,270
T-Mobile USA, Inc. 681 775 812 808 935 3,076 3,644 3,135
United States Celiular Corp. 48 75 91 105 87 319 432 -
U.8S. Total 4,662 4,529 4,808 3,962 4177 17,8961 16,634 —
% Change Year-over-Year 11.6 — — —_ —_ — —_ —
TELUS Corp. 104 75 145 115 104 439 429 321
Rogers Wireless Inc. 17 89 208 89 88 503 468 400
Beli Mobility inc. 17 (5) 129 95 78 336 n 413
Microcell Telecommunications - - - 78 46 78 137 19
Canada Total 337 159 482 377 316 1,355 1,405 1,153
% Change Year-over-Year 6.8 (31.0) (1.6) 30.9 26.1 — 21.8 176

LTM - Latest 12 months. Source: Company reports and Fitch Ralings estimates. Continued on next page.
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Wireless Industry Comparatives (continued)
{8 Mil.) .
2005  1Q05  4Q04 © 3Q04 2004 LTM 2004 2003

Total Prepaid/Reseller Net Additions

Cingular Wireless LLC (1) 304 491 - 127 48 921 924 530
Verizon Wireless 10 86 136 134 (189) 366 203 —_
AT&T Wireless Services, Inc. — — — — — — — —
Sprint PCS 87 621 923 422 299 2,053 2,064 1,196
Nextel Communications, inc. 213 314 360 . 195 68 1,082 755 405
T-Mobile USA, Inc. 291 182 207 93 156 773 542 —
ALLTEL Corporation — — —_ - — — — —
United States Cellular Corp. 52 107 59 39 50 257 195 —
S Total oL ... . 682 771614 2476 4.010.. 432 . 5453 = 4,683 ——
% Change Year-over-Year 50.8 433 95.7 — — e — —
TELUS Corp. 27 "5 42 21 10 95 84 115
Rogers Wireless Inc. 8 (24) 55 9 (6) a7 28 2
Bell Mobility Inc., 29 42 88 14 17 173 142 101
Microcell Telecommunications - — - (6] (29) (2) (32) 35
Canada Total 64 23 184 42 (8) 313 222 253
% Change Year-over-Year 912.7 480.0 55.6 (65.4) (140.9) — (12.0) (18.8)
% Prepald and Reseller of Base
Cingular Wireless LLC 12.7 12.9 12.7 12.3 124 12.7 127 113
Vefizon Wireless 7.6 79 8.0 8.0 8.0 7.6 8.0 8.8
AT&T Wireless Sarvices, Inc. — —_— e —_ — - — 10.9
Sprint PCS 19.0 19.0 1741 137 121 19.0 174 9.2
Nextel Communications, Inc. 94 8.7 7.2 5.2 4.2 9.4 7.2 3.0
T-Mobile USA, Inc. 12.7 11.8 114 10.8 10.9 12.7 114 10.9
ALLTEL Corporation — — — — — — — —
United States Cellular Corp, 16.3 14.6 13.0 123 1.9 15.3 13.0 —
% 0\‘ U.8. Total Subscriber Base 12.0 12.1 11.5 10.9 10.5 12.0 1.5 —_
TELUS Corp. 17.6 17.5 17.7 175 17.5 176 17.7 17.9
Rogers Wireless inc. 231 23.5 24.2 18.7 19.0 23.1 242 20.6,
Bell Mobtlity inc. 24.9 25.1 24.4 23.5 23.8 24.9 244 239
Microcell Telecommunications - — - 42.8 457 e 52.4
% of Canada Total Subscriber Base 22.2 224 22.85 223 227 222 225 24.1
Total Subscribers
Cingular Wireless LLC 51,596 50,369 49,109 25,672 25,044 51,596 49,109 24,027
Verizon Wireless 47,373 45452 43,816 42,118 40,444 47,373 43,816 37,522
AT&T Wireless Sarvices, Inc, e - - 21,907 21,737 - — 21939
Sprint PC$ 23,066 22,579 21,507 20,058 19,207 23,066 21,507 17,478
Nextel Communications, Inc. 17,993 17,017 16,207 15,252 14,507 17,780 16,207 13,287
T-Mobile USA, Inc, 19,243 18,271 17.314 16,295 15,394 19,243 17,314 13,128
ALLTEL Corporation 9,068 8,801 8,626 8,395 8,337 9,068 8,626 8,023
United States Cellular Corp. 5,227 5,127 4,945 4,828 4,684 5,227 4,945 4,409
U.S. Total 173,566 167,616 161,524 154,525 149,354 173,353 161,504 130,813
% Change Year-over-Year 16.2 16.0 15.5 14.8 14.5 — 15.5 14.4
TELUS Corp. 4,148 4,017 3,936 3,750 3,614 4,148 3,936 3,424
Rogers Wireless inc. 5,708 5,583 5518 4,026 3,926 §,708 5,518 3,789
Bell Mobitity Inc. 5,108 4,962 4,925 4,729 4,620 5,108 4,925 4,433
Microcell Telecommunications - — — 1.275 1,199 — — 1,245
Canada Total 14,963 14,562 14,380 13,780 13,359 14,963 14,380 12,891
% Change Year-over-Year 11.6 11.2 11.8 124 127 — 11.8 127
Chum (%)
Cingular Wireless LLC 2.2 22 286 28 2.7 25 2.7 2.7
Verizon Wireless 1.2 1.3 14 1.5 1.4 14 1.5 1.8
AT&T Wireless Services, Inc. — -— e 37 34 - — 26
Sprint PCS 2.2 25 2.7 2.7 23 25 26 2.7
Nextel Communications, Inc. 14 1.5 1.5 15 1.6 1.5 1.6 1.6
T-Mobile USA, Inc, 28 2.8 3.1 3.0 2.8 2.9 3.0 31
ALLTEL Corporation 2.0 2.1 22 23 20 2.2 22 2.5
United States Cellutar Corp. 1.6 1.6 1.8 17 1.6 1.7 1.6 1.8
U.S. Average 1.9 20 22 24 23 21 2.3 2.3
% Change Year-over-Year (18.1 (18.1) {7.5) 35 (8.5) — 2.1) (12.0)
TELUS Corp. 1.4 15 1.5 13 1.3 1.4 1.4 14
Rogers Wireless Inc, 1.9 2.3 2.1 20 2.0 2.1 2.1 2.1
Bell Mobility Inc. 1.6 16 14 1.2 13 15 1.3 1.4
Microcell Telecommunications — e — 28 35 - — 31
Canada Average 1.7 1.8 1.6 1.6 1.7 1.7 1.7 1.8
% Change Year-over-Year (3.3) 5.3 (14.3) (3.2) (5.3) — (6.8) (9.4)

L.TM — Latest 12 months. Source: Company reports and Fitch Ratings estimates, Continued on next page.
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Wireless Industry Comparatives (continued)
(§ M)
2005  1G05  4Q04 3004 2004 LTM 2004 2003

Average Revenue per User ($)

Cingular Wireless LLC 50.40 49.60 49.50 50.30 50.80 49.90 49.70 51.70
Verizon Wireless 49.40 49.00 50.30 51.60 50.80 50.10 50.20 48,80
AT&T Wireless Services, Inc. — o — §7.40 58.80 — — 59,90
Sprint PCS 62.00 61.00 62.00 63.00 62.00 62.00 62.30 61.00
Nextel Communications, Inc. 68.00 67.00 68.00 69.00 70.00 68.00 69.00 69.30
T-Mobille USA, Inc. 54.00 54.00 §5.00 §5.00 55.00 54.50 54.80 53.00
ALLTEL Corporation 50.60 48.80 49.20 49.40 47.80 49.50 48.10 47.50
United States Cellular Corp. . N 4450 . 4430 4610 4850  47.80 4580  47.20 4740
U.S. Average 53.70 52.90 53.50 §5.50 55.40 5§3.90 53.30 54.50
% Change Year-over-Year 3.1) (1.1) (1.6} (1.0) 0.1 — (2.2) 0.1
TELUS Corp. 61.00 58.00 61.00 62.00 58.00 60.50 59.80 57.30
Rogers Wireless Inc. 51.50 48,00 49.50 53.20 50.30 50.50 48.00 46.80
Bell Mobllity inc. 50.00 46.00 50.00 50.00 50.00 49.00 49.30 48.30
Microcell Teiecommunications — — — 44.2 41.80 — — 38.20
Canada Average 53.60 50.00 52.80 53.60 51.70 §2.50 51.80 49.20
% Change Year-over-Year 3.6 3.0 3.9 3.5 7.5 —_ 53 a5
Data Average Revenue per User ($)
Cinguiar Wireless LLC 4.20 3.70 2.90 1.70 1.50 3.10 1.80 0.80
Verizon Wireless 3.50 3.10 2.80 2.40 2.10 2.90 2.30 1.00
AT&T Wireless Services, inc. — _ - — o — — 1.30
Sprint PCS 6.50 6.00 5.50 5.00 4.50 5.80 4.70 2.30
Nextel Communications, Inc. 3.10 2.90 2.50 2.20 2.00 2,70 2.10 1.30
T-Mobile USA, Inc. 4.40 4.10 3.60 3.10 2.80 3.80 3.00 1.40
ALLTEL Corporation 2.00 1.80 1.50 1.10 1.00 1.60 1.10 —
United States Cellutar Corp. 2.00 1.90 1.60 1.10 0.80 1.60 1.00 —
U.S. Average 4.00 3.60 3.10 2.60 2.20 3.30 2.30 1.20
% Change Year-over-Year 80.3 97.2 96.7 125.5 127.0 — 98.3 —_
Rogars Wirsless Inc. 4.00 3.40 — — 2.50 e — —
Estimated Data Revenue
Cingutar Wireless LLC 654 570 417 132 110 1,773 738 239
Verizon Wireless 483 416 359 300 254 1,558 1,113 437
AT&T Wireless Services, Inc. -— — — _ - — 471 328
Sprint PCS 445 397 343 294 253 1479 1,094 437
Nextel Communications, Inc. 148 133 118 100 85 499 377 191
T-Mobile USA, inc. 219 194 163 131 109 705 492 154
ALLTEL Corporation 54 46 39 27 25 166 110 —
United States Cellular Corp. 31 29 23 15 11 99 56 -
U.S. Total Data Revenue 2,033 1,784 1,462 1,201 1,025 6,481 4,546 1,787
% Change Year-over-Year 98.4 117.6 126.0 164.1 173.8 —_— 154.4 —
Rogers Wireless Inc. 67 57 - — 30 — —_ —
Total Revenues
Cingular Wireless LLC 8,609 8,229 8,051 4,257 4,156 29,146 20,405 15,483
Varizon Wireless 7.846 7418 7,342 7,311 6,847 20917 27,662 22489
AT&T Wireless Services, inc. — — — 4,213 4,219 - 12,507 16,588
Sprint PCS 4,041 3.867 3,836 3,760 3614 15504 14,647 12,690
Nextel Communications, Inc. 3,819 3,608 3,578 3,398 3,289 14,403 13,368 10,820
T-Mobile USA, Inc. 3,614 3,437 3,238 3,035 2,809 13,324 11,679 8,358
ALLTEL Corporation 1,455 1,352 1,327 1,314 1,253 5,448 5,078 4,728
United States Cellular Gorp. 742 708 720 748 712 2,918 2,838 2,555
U.S. Total 30,126 28,619 28,091 28,036 26,899 114,873 108,184 93,711
% Change Year-over-Year 12.0 13.8 14.8 14.3 17.8 — 16.2 13.4
TELUS Corp. 808 758 762 752 682 3,080 2,833 2,375
Rogers Wireless Inc. 964 875 889 714 656 3,442 2,852 2,282
Bell Mobility Inc. 771 713 742 727 698 2,953 2,818 2,461
Microcell Telecommunications — - — 175 160 - 481 571
Canada Total 2,543 2,346 2,387 2,369 2,196 9,644 8,978 7,689
% Change Year-over-Year 15.8 15.8 14.7 115 17.8 — 16.8 13.2

LTM ~ Latest 12 months. Source: Company reports and Fitch Ratings estimates. Continued on next page.
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Wireless Industry Comparatives (continued)

{$ Mil)

EBITDA

Cingular Wireless LLC

Verizon Wireless

AT&T Wireless Services, Inc.

Sprint PCS

Nextel Communications, Inc.

T-Mobile USA, Inc.

ALLTEL Corporation

United States Celiular Corp.
U.S. Total

% Change Year-over-Year

TELUS Corp.

Rogers Wireless inc.

Bell Mobility Inc.

Microcsll Telecommunications
Canada Total

% Change Year-over-Year

EBITDA Margin (%)
Cingular Wireless LLC
Verizon Wiraless

AT&T Wireless Services, Inc.
Sprint PCS

Nextel Communications, Inc.
T-Mobile USA, Inc.

ALLTEL Corporation

United States Cellular Corp,
U.S. Average

TELUS Corp.

Rogers Wireless Inc,

Bell Mobility inc.

Microcell Telecommunications
Canada Average

Capex

Cingular Wireless LL.C

Verizon Wireless

AT&T Wireless Services, Inc.

Sprint PCS

Nextel Communications, Inc.

T-Mobile USA, Inc,

ALLTEL Corporation

United States Cellular Corp.
U.S. Total

% Change Year-over-Year

TELUS Corp.

Rogers Wireless Inc.

Bell Mobility inc.

Microcell Telecommunications
Canada Total

% Change Year-over-Year

Capex as a % of Total Revenues

Cingular Wireless LLC
Verizon Wireless

AT&T Wireless Services, Inc.
Sprint PCS

Nextel Communications, Inc.
T-Mobile USA, Inc.

ALLTEL Corporation

United States Cellular Corp.
U.S. Average

TELUS Cormp.

Rogers Wireless Inc.

Bell Mobiity inc.

Microcell Telecommunications
Canada Average

LTM - Latest 12 months, EBITDA ~ Eamings before interest, taxes, de
reports and Filch Ratings estimates. Continued on next page.

4004

2005 1005 3Q04 2004 LTM 2004 2003
2133 1789 1,213 1033 1,245 6,168 4602 4,378
2957 2890 2556 2793 2718 10,996 10324  7.972
— — — 1,139 1,134 — 3238 4477
1289 1101 1,066 1,084 1065 4540 4140 3427
1409 1324 1,331 \\ 1,323 1258 5387 5124 4,216
1,081 826 515 788 7 3210 2512 1597
520 475 454 474 443 1922 1759 1669
.. 193, 163. 166 170. . 188 . . 692 665 647
9582 8369 7,301 = 8803 8768 34,055 32365 38383
93 118 64 16.4 19.0 — 14.0 20.7
367 337 285 324 286 1312 1141 815
365 298 220 256 244 1,138 936 716
333 300 274 334 37 1241 1487 918
— — — 38 31 — 86 86
1,064 936 779 950 878 3,729 3,350  2.535
212 26.0 34.0 282 388 - 32.1 33.6
248 21.7 16.1 243 30,0 212 226 28.3
37.7 36.3 34.8 38.2 39.7 3638 373 35.4
— — — 270 269 — 259 27.0
319 28.5 278 28.8 295 293 28.3 270
36.9 36.7 37.2 389 38.2 37.4 383 39.0
29.9 24.0 15.9 26.0 255 24.1 215 19.1
35.7 35.1 34.2 36.1 354 353 346 353
26.1 23.4 231 227 26.3 237 234 253
318 29.2 26.0 314 326 296 29.9 30.3
454 4.5 Itz 43,0 419 426 404 34.3,
ar8 34.1 248 35.7 a7.2 33.1 328 34
43.2 42.1 36.9 45.9 45.4 42,0 421 37.3
— — — 214 19.4 - 17.8 15.0
M9 39.9 326 401 40.0 38.7 a3 33.0
2,188 971 1,698 634 783 5491 3448 2734
1698 1641 1512 1374 1,433 6225 5633 4590
— — — 779 897 — 2524 3207
678 418 889 603 667 2,588 2571 2,150
901 619 668 657 504 2845 2513 1,716
815 76 624 577 931 2392 2786 2378
283 191 270 200 199 944 797 788
144 112 260 132 163 648 655 633
6707 ~ 4328 ~ 5921 ~ 4956 5576 21,912 20928 ~ 16.986
203 (33)  (323) 729 15.3 - 144  (138)
115 60 123 103 78 400 355 353
154 119 133 102 93 507 441 412
118 64 125 95 77 402 362 408
— _ — 39 85 — 199 73
387 243 381 338 334 1,348 1,357  1.246
158 (20.1)  (15.4) 5.9 233 — 89  (24.9)
25.4 11.8 21.1 14.9 18.8 18.8 16.9 17.7
216 221 206 18.8 209 20.8 20.4 204
- - - 185 213 — 20.2 19.9
16.8 10.8 23.2 16.0 18.5 16.7 176 16.9
2316 17.2 187 19.3 15.3 19.8 18.8 15.9
226 10.9 18.3 190 3a.1 18.0 239 285
19.5 14.1 204 15.2 15.9 17.3 15.7 16.7
19.4 15.8 36.1 176 228 222 231 248
223 15.1 21.1 17.7 207 19.1 19.3 195
14.2 7.9 16.2 13.8 115 13.0 125 14.8
15.9 136 15.0 14.2 14.2 14.7 15.5 18.0
15.3 9.0 16.8 13.1 11.0 13.6 12.8 166
— — — 219 53.1 — 412 128
15.2 10.3 15.9 14.3 15.2 14.0 15.1 16.2

preciation and amortization. Capex — Capital expenditures. Source: Company
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Wireless Industry Comparatives (continued)

($ MiL) !
2Q05 1Q05 4Q04 3Q04 2Q04 LT™M 2004 2003
EBITDA-Capex .
Cingular Wireless LLC {55) 818 (485) 399 462 677 1,163 1,644
Verizon Wireless 1,259 1,049 1,044 1,419 1,285 4,771 4,691 3,382
AT&T Wireless Servicas, Inc. — e — 360 237 —_ 715 1,180
Sprint PCS 611 683 177 481 398 1,952 1,569 1,277
Nexte! Communications, Inc. 508 705 663 ' 666 754 2,542 2,604 2,500
T-Mobile USA, inc. 266 450 (109) . 211 (214) 818 (274) (781)
ALLTEL Corporation 236 285 184 273 244 978 962 880
~United States-Cellular Corp. - - - - 89 8 (84) 38 25 45 11 14
U.S. Total 2,875 4,041 1,380 3,847 3,191 12,1437 11,431 10,097
% Change Year-over-Year {3.9) , 341 395.4 224 (4.2) e 14.8 3284
TELUS Corp. | 252 278 162 220 208 912 787 463
Rogers Wirsless Inc. 211 179 87 153 151 631 494 304
Bell Mobility Inc. 215 236 149 239 240 839 825 510
Microcell Telecommunications — - - () (54) - (113) i2
Canada Total 678 693 398 612 545 2,381 1,993 1,289
% Change Year-over-Year 24.8 57.9 2024 45.1 504 — 54.6 440.8

LTM ~ Latest 12 months. EBITDA ~ Eamings before interest, taxes, depreciation and amortization. Capex — Caplital expenditures. Source: Company
reports and Fitch Ratings estimates.

Copyright © 2005 by Fitch, Inc., Fitch Ratings Ltd, end its subsidisries. One State Street Plaza, NY, NY 10004,
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®  Introduction

The telecom industry appears to be entering another period of strong
consolidation, with the last r‘najor effort occurring between 1996 and
1999. The last period of sigiificant consolidation and the appearance
.of the current period_have been spawned by a number of .important .
factors, such as regulatory developments, technological change,
economic growth and market stability. These factors together can
influence the incentive and ability of companies to be acquisitive.
While acquisition activity generally leads to a strengthening of the
acquirers’ competitive position, it also increases the credit profile risk
of these companies. This risk is increased due to the company’s greater
susceptibility to event risk during the time of integration of
acquisitions and mergers. For example, many mergers rely on future
improved cash flow-generating abilities to offset increased leverage
brought about by financing obligations and debt consolidation of the
mergers or acquisitions along with material near-term integration costs,
which also are typically present. These cash flow-generating abilities
are highly reliant on a strong operating environment that is
increasingly requiring a stable economic and market period. During the
1996-1999 telecom consolidation period, many companies allowed
debt to increase on their balance sheets with the goal of cash flow
growth from a stronger competitive position facilitating future debt
reduction. Obviously, the economy, measured by gross domestic
product (GDP), started to dramatically slow in 2000, and access to the
capital markets became far more constrained with weakening business
prospects. These events led to falling cash flow growth, and companies
were unable to delever their balance sheets in a timely manner,
resulting, in some cases, in a downgrading of ratings.

A recap of the 1996-1999 telecom consolidation period is warranted
because it highlights the risk of any major industry consolidation,
particularly related to integration costs and financing effects. This
report will review the motivation of consolidation in the past and now
in the present, along with a review of the risks and effects on credit
profile related to integration of acquisitions within a changing
competitive and regulatory landscape as well as the need for €conomic,
market and financial stability to ensure success.

B What Triggers Consolidation?

During 1996-1999, approximately $536 billion of acquisition activity was
completed, with the notable consolidations being the merging of Bell
Atlantic International, Inc., NYNEX Corporation and GTE Corporation to
create Verizon Communications (Verizon), the merging of SBC
Communications, Inc. (SBC), Pacific Telesis Group and Ameritech to
create the current SBC, AT&T Corp.’s (AT&T) acquisition spree that
included Teleport Communications Group Inc. (Tt CG), Tele-
Communications Inc (TCI) and MediaOne Group, Inc., and finally,

www fitchratings.com
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Major Telecom Operators Consolidation Activity 1996-2005

GOP S&P

Change 500
Quarter (%)* Level Date Activity
1996: $71.0 Billion of Activity
1Q96 290 64550
2Q96 6.70 670.63  Apnil Bell Atlantic announced NYNEX Corporation marger with approximate value of $32 bilion.

SBC announced merger with Pacific Telesis Group with approximate valus of $24 billion.

3Q086 340 687.31 August WorkdCom announces merger with MFS Communications/UUNET with approximates value of $15 billion.
40986 480 74071

Regulatory Notes: Telecommunications Act of 1998 signed Into law In February. FCC began work on universal service funding changes in March
and interconnection in April. Unbundied element order is defivered in August and immediately challenged in court.

industry Notes: Rapid buildout of PCS networks, utilizing second-generation digital technology as a result of the 1935 A and B block spectrum
auction (auction No.'4), where $7.7 billlon was bid Tor ntifierous 30-MHz ticarises (Top bidder was Sprint PCS with $2.1 billion):

1997: $53.5 Bllilon of Activity

1Q87 310 75712
2Qe7 ‘620 8865.14 May AlrTouch announced acquisition of U.S. West Inc. wireiess operations with approximata value of
.  $5 bilfion.

3Q97 540 89946 September WorldCom announced acquisition of CompuServe Interactive Services, Inc./ANS pic with
approximats value of $1.3 billion,

4Q97 3.00 97043 Oclober WordCom announced acquisition of Brooks Fiber Communications inc. with approximate value of
$1.2 billion,

November  WoridCom announced merger with MClI Communications Corporation with appraximats velus of

$46 billion.

Regulatory Notes: The FCC released a final order on universal service funding in June and competitive interconnection in August. The 8th Circuit
Court struck FCC's unbundied element rules in July based on lack of jurisdiction by FCC.

Industry Notes: Wireless network expansion continued at a rapid pace. The D, E and F block spectrum auction (auction No. 11) resulted in total bids
of $2.5 billion for 10-MHz license blocks. The top bidder was Sprint PCS et $544 million.

1998: $244.5 Billion of Activity

1Q08 450 1,101.75 January ATg.T announced acquisition of Teleport Communications Group Inc. with approximate value of )
13 billion. /
SBC announced merger with Southem New Engiand Telephone Co. with appraxdmats vaius of $5 bilfion. '

March Qwest announced merger with LCI intemnational with approximate value of $5 billion.

2098 270 1,133.84 May SBC announced merger with Ameritech with approximate vaiue of $73 billion.
June AT&T announced acquisition of Tele-Communications Inc. (TCI) with appreximate valua of $66 biflion.

3008 470 101701 July Bell Atlantic announced merger with GTE Corporation with approximats value of $76 blilion.

4Qs8 6.20 1,22023 October AT&T announced acquisition of Vanguard Cellular with approximate value of $1.5 bililon,

December  AT&T announced acquisition of IBM Gilobal Networks with approximate value of $5 biilion.
Regulatory Notes: in October, the Supreme Court heard appeals reganding the 8th Circukt Court ruling conceming the FCC's jurisdictional powers.

1999: $167.0 Billion of Activity

1Q99 340 128637 January Vodafone announced acquisition of AirTouch with approximate value of $56 biltion.

2Q99 340 137271 May ATA&T announced acquisition of MediaOne Group, Inc. with approximate value of $61 billion.
April Bell Atlantic and Vodafone AlrTouch announced split-up of PrimeCo assets.

3Qe9 480 1,282.71 July Qwest announced merger with U.S, West Inc. with approximate value of $50 bitlion.

Saeptember  Beil Atlantic announced acquisition of a controlling joint venture stake (65%) with Vodafone
AlrTouch, creating Verizon Wireless,

4Q99 730 1,469.25 October MCi WorldCom Communications, inc. announced merger with Sprint with approximate value of

$129 billion (Faited).

Regulatory Notes: In January, the Supreme Court affirmed the FCC's abliity to set unbundied element rules and rernanded case to the 8th Circuit
Court. In September, the 8th Circuit Court heard oral arguments on the remanded ruling. in November, the unbundled network element remand
order was released. The FCC also implemented line sharing In November.

industry Notes: The competitive local exchange carrier segment expands with numerous new carriers relying on the new unbundied network
element requirements as well as reciprocal compensation agreements with the incumbent exchange carriers.

2000

1Q00 1.00 1,498.58 Cingular Wireless LLC announced joint venture between SBC and BellSouth.
2000 640 1,454.60

3Q00 (0.50) 1,436.51

4Q00 210 132028 October AT&T announced restructuring and spin-off of wireless and cable operations.

Industry Notes: The industry experienced rapid growth in demand for transport and data centar services related to Internet service providers. High-
speed data services for the mass market gained wider market availability, and penetration began to increase rapidly.

*Chain-weighted 2000 U.S. dollars. S&P 500 ~ Standard & Poor’s 500 index. AirTouch — AirTouch Communications, Inc. Bell Atiantic — Bell Atlantic
Intemational, Inc. SBC ~ SBC Communications, Inc. FCC -~ Federal Communications Commission. PCS - Personal communications services. MHz
- Megahertz. WorldCom ~ WarldCom, Inc. Qwest — Qwest Corp. Vodafone -- Vodafone Group Pic. PrimeCo - PrimeCo Personal Communications,
L.P. Sprint— Sprint Corp. Note: Transaction value includes debt consolidation. Sources: Gavernment Bureau of Economic Analysis, Public
information releases from each company and Fitch Ratings press releases. Continued on next page.
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Major Telecom Operators Consolidation Activity 1996-2005 (continued)

GDP S&P
' Change 500
Quarter (%)* Level Date Notss.
2001: $4.4 BHllon of Activity
1Q01 (0.50) 1,160.33 Feb-01 AT&T spun off AT&T Wireless (also sokd cable operations, but this s not included in this analysis).
2Q01 1.20 1,224.42
3001 (1.40) 1,040.94
4Q01 160 1,148.08 Oct-01 AT&T Wireless announced acquisition of TeleComp Wireless, Inc. and Trite! PCS, Inc. with

approximate value of $4.4 billion.
Regulatory Notes: In December, the FCC began its trisnnial review of the unbundiing policies to énsure that they were stil appropriate.
Industry Notes: Telecom operator defauits grew rapidly with restricted access to capital markets for many start-up competitive carriers. A weakening
economy also hindered growth prospects for many companies, adding to their market access problems and creating liquidity concems. Some
-—companies also suffered from high acquisition activity debt from previous few years. T ’ T o

2002

1002 340 1,147.39
202 240  980.81
3002 280 81529
4Q02 070 879.82

Industry Notes: Defautlt rates continued to remain high in the telecom sectar. The Reglonal Bell Operating Companies received more widespread
approvals to offer long-distance service in their markets. High leverage from past acquisition activity remained a probiem for many telecom
companies. Wireless capital spending increased dramatically with upgrades to 2.5-generation digital networks.

2003

1Q03 1.80 848.18
2003 410  974.51
3Q03 740 99597
4003 420 1,111.92

Regulatory Notes: The FCC released its triennial review order in August, which materially kept all the original rulemaking in place, including the
cohtroversial unbundled network element rules.

Industry Notes: Many long-distance providers aggressively pursued local and long-distance service bundies, utilizing UNE-P. UNE-P line totals
increased over 35% during the year. The majority of telecom operators maximized free cash fiow (up 31%) through capital-spending cuts (down
13%) to reduce debt {(down 15%). Many operators also rationalized noncore assets to assist in balance-sheet iImprovements.

2004: $90.0 Billlon of Actlvity

1Q04 450 1,126.21 Feb-04 Cingular Wireless LLC announced acquisition of AT&T Wireless with approximate value of $47 billion.
. 2Q04 330 1,140.84

3Q04 4.00 1,114.58

4Q04 310 121192 Dec-04 Sprint announced merger with Nexte! Communications, {nc. with approximate value of $43 biflion,

Regulatory Notes: In March, the U.S. Court of Appeals overturned the FCC's triennial review order, citing generally that the FCC did not property
define what constituted impairment. The FCC and Solicitor General did not appeal this rufing to the Supreme Court. In December, the FCC issued
2 new order, eliminating mass-market access to unbundled elements along with other changes.

Industry Notes: AT&T and many other long-distance providers indicated that they would exit the consumer market with the loss of UNE-P capability.
Wireless capital spending increased dramatically as a resutt of upgrade efforts to third-generation wireless data capabllities. A material amount of
free cash flow for many telecom operators is, in part, used to salisfy equity shareholders using share-repurchase programs and, in many cases,
Increased dividends. VolP service offerings are aggressively trialed and introduced by many competitive telecom operators, including cable
companies.

2005: $33.0 Billion of Activity to Date
1Q05 Jan-05 SBC announced acquisition of AT&T with approximate value of $23 billion.
Feb-05 Verizon Communications announces acquisition of MC! Inc. with approximate value of $10 billion.
Regulatory Notes: There is strong interest to rewrite the Telecommunications Act of 1896. The FCC intends to pursue policy changes relative to
universal service funding, intercarrier compensation and set VolP regulations.
Industry Notes: Telecom operators look to aggressively expand into growth opportunities, such as wireless, broadband distribution (video) and
enterprise business customers. Cable operators are positioning themselves as key competition to telecom companles,

“Chain-weighted 2000 U.S. doliars. S&P 500 - Standard & Poor’s 500 Index. FCC - Federal Communications Commission. AT&T ~ ATAT Corp.
AT&T Wireless ~ AT&T Wireless Services, Inc. Sprint - Sprint Corp. SBC - S8C Communications, inc. UNE-P ~ unbundled network element
platform. VoIP ~ Voice aver Internet protocol. Note: Transaction value includes debt consolidation. Sources: Government Bursau of Economic
Analysis, Public information reteases from sach company and Fitch Ratings press releases.

WorldCom, Inc.’s (WorldCom) mergers with MFS Activity 1996-2005 table on page 2-3 displays the
Communications (MFS) and MCI Inc (MCI). In acquisition timing and value amount, along with
reviewing the timeline from 1996 to current-day GDP change by quarter and the ending period
acquisition activity, there are some strong indications Standard & Poor’s 500 Index (S&P 500) level, along
of what triggers consolidation-acquisition activity. with industry and regulatory notes for each time
The Major Telecom. Operators Consolidation period. The GDP change is in 2000 dollars and is
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being used as a representative measure of economic
stability. The S&P 500 is listed as a measure of
market stability.

In the simplest of terms, acquisition activity that
leads to consolidation is based on companies’
incentive and ability to complete these transactions.
Each of these transactions should be viewed
independently, because meaningful activity is only
possible when both incentive and ability are positive.

Incentive to Consolidate

Competition has the greatest effect on incentive to
pursue acquisitions. In turn, competition is
dramatically affected by technological and regulatory
change. Technology and regulatory policy tend to
lead to increased availability of services, which
lowers pricing and moves individual services to
commodity characteristics. Therefore, bundling and
service integration become an important strategy to
add value to service offerings and provide important
pricing flexibility. A review of each of these aspects
associated with acquisition incentive can provide
important insight into these dynamics.

Technology

In 1995-1997, one of the key technological
developments was related to wireless. The
availability of additional spectrum and the
development of second-generation digital wireless
technologies spurred the deployment of new
nationwide wireless networks, such as Sprint PCS,
PrimeCo Personal Communications, L.P. and AT&T
Wireless Services, Inc. (AT&T Wireless). The 1995
A and B block spectrum auctions, which completed
in March of that year, resulted in nearly $8 billion of
investment in new spectrum, with Sprint PCS leading
the way with a combined bid of $2.1 billion. These
30-megahertz (MHz) licenses set the stage for
companies to aggressively build out wireless
networks and tout the advantages of digital wireless
call coverage, quality and capacity. From a
competitive standpoint, wireless penetration began to
increase rapidly with the broader array of offerings
and more aggressive marketing campaigns.
Considering that commercial wireless service was
approved by the Federal Communications
Commission (FCC) in 1981, there were only 34
million subscribers as of 1995. The total number of
subscribers was approximately
44 million in 1996 and finished 2004 at
approximately 162 million. The improved coverage
and the availability of relatively low-cost minutes

made wireless and effective substitution for some
wireline services.

Another important technological evolution during the
1996-1999 time period related to the Internet. The
breadth of Internet sites expanded rapidly, Intemnet
information and communications were more
integrated in the workplace and advertising and
commerce! began to have meaningful future
prospects. As a result of this increased usage and
prospects for growth, demand for data-center hosting
services “as well “as—high=capacity -and - packetized
transport rose quickly. Companies moved
aggressively to position theinselves for the revolution
of Internet services. One of the most aggressive in
this early time frame was WorldCom, which
positioned itself as one of the key providers of
Internet access for companies with acquisitions of
UUNET (associated with its MFS merger) and MCL
Of course, low entry hurdles to provide Internet
service led to a quick commoditization of access
services and transport, and a weakening economy
delayed the financial prospects of the Internet.
Together, wireless and Internet evolution provided
much of the competitive change in the 1996-1999

. time period that drove acquisition activity.

Today, voice over Internet protocol (VolP) can be
considered one of the key technological
developments that will drive increased competition.
VoIP eliminates the distinctions between local and
long-distance calls and offers new data and voice
integration features. Furthermore, VoIP is a cost-
effective alternative to circuit-switching for voice
services. VoIP also leverages the growing penetration
of high-speed connection services among the mass
market. From a business customer perspective, VoIP
has superior administration and deployment
characteristics. In total, VoIP appears to be an
effective substitution of all circuit-switched wireline
voice services. Additionally, the low capital
requirements and ability to leverage existing high-
speed connections has created a broad range of VoIP
competitors, From a competitive standpoint, VoIP
has enhanced the competitiveness of cable multiple
system operators (MSOs) and positioned them as key
competitors to incumbent local exchange carriers
(ILECs). Of course, VoIP has not created a new
industry sector, like the wireless developments of the
mid-1990s or the explosion of Internet services from
the same time frame. Instead, VoIP commoditizes
pricing and offers new levels of service integration
capabilities, both in the mass and enterprise market
segments.

U.S. Telecom Consolidation
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Wireless continues to evolve and is still a key force
in technological change today as it was in the mid-
1990s. However, now wireless initiatives are moving
rapidly into the data arena with investments in third-
generation upgrades that will materially increase
data-transmission speeds. These developments have
started to move wireless from a predominantly voice-
based service to an information service that can
provide enhanced content well-beyond voice
conversations. Over the past couple years, robust
service plans have led wireless to become an ever-
increasing—— substitute -~ for  primary -~ wireline
connections. Some industry participants have
estimated that wireless substitution of primary
wireline service is in the mid- to high single digits. It
should be expected that as wireless data speeds
increase, this substitution percentage will accelerate.
Many operators in the wireless industry have been
suggesting that fourth-generation technology will
begin to be deployed in the 2009 time frame for the
industry, which will continue to support its
competitive  advantages from a technology
perspective over wireline services. For these reasons,
it is easy to understand how the advantages of
wireless  technology continue to  encourage
acquisition activity.

Regulations

The Telecommunications Act of 1996 (1996 Telecom
Act) was signed into law on Feb. 8, 1996. This was
followed by several years of legal challenges and
clarifications. Clearly the Act was intended to, and
did in part, create increased competition but not
facilities-based as was hoped. Nevertheless, the Act
removed many service restrictions, such as providing
a path for ILECs to offer in-region long-distance
service and for competitors to offer switched local
services. This increased flexibility started the
realization that customer scale and service breadth
was critical to provide cost synergies and improved
competitive position. The goal of many acquisitions
in this time period was for companies to become full-
service providers, but as AT&T showed, it is more
difficult to integrate diverse services than to acquire
them. Therefore, while the Act created an ability to
bundle a broad array of services, technology had not
provided the means to integrate all of them.
Nevertheless, the ability to provide all services drove
acquisition activity at AT&T, WorldCom and Qwest
Corp. (Qwest). During the 1996-1999 time period,
the Regional Bell Operating Companies (RBOCs)
pursued a “greenfield” build-it-themselves strategy
regarding bundling, in part because regulatory
opinion of their market dominance still limited their

vertical-acquisition abilities. This is clearly evident
by comments at the time regarding RBOC mergers
with AT&T.

Today, it is apparent that the 1996 Telecom Act was
ill-equipped to deal with several issues, including
data technology as an effective substitute for voice
services (and the best way to regulate these new
services to sustain important regulatory objectives)
and fair compensation for incumbent operators for
network resource usage (as well as allowing these
new services to flourish). Therefore, there has been a
strong interest among lawmakers to rewrite the 1996
Telecom. Act and provide guidance regarding the
regulatory treatment of Intemet protocol (IP)-based
services, universal service funding (USF) and
intercarrier compensation. USF- and intercarrier
compensation are particularly important because
revenues associated with these remain key
components for many rural incumbent local exchange
carriers (ILECs), and lacking these cash flow sources
would jeopardize the financial health of these
operators.

Another important development in today’s regulatory
environment, the FCC adopted rules on
Dec. 15, 2004, concerning ILEC obligations to make
elements of their networks available to other carriers
seeking to compete in the local telecommunications
market. These new rules, part of the final Triennial
Review Order (TRO) that determined whether
unbundled network elements described from the
original 1996 Telecom Act were still required,
outlined that ILECs had no legal obligation to
provide mass-market local switching and essentially
ended the availability of the unbundled network
element platform (UNE-P), which many competitors
utilized to offer competitive local services. As a
resul, many competitors will try to transition
customers to VolIP offerings during the 12-month
transition period. However, this is a difficult task
because VolP requires a high-speed data connection,
and not all UNE-P customers may meet this
requirement. The TRO was an important event for
AT&T and MCI in deciding to exit the consumer
market due to their inability to integrate and bundle
services in a manner that would be competitive.

Therefore, the lack of clear direction on IP service,
USF and intercarrier compensation regulation has
created a material event risk for many telecom
operators. Additionally, the elimination of UNE-P in
the recent TRO has required some competitors to
review their competitive position in the marketplace.

UJ.S. Telecom Consolidation
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One final note is that FCC Chairman Michael Powell
announced he would resign in March 2005. This
resignation and the assignment of a new chairman,
also resulting in new bureau chiefs, could delay
proposals for changes to many regulatory issues and
affect the review of mergers and acquisitions in the
future.

In conclusion, regulatory change creates uncertainty,
which can be an important incentive in completing
acquisitions by “clouding” business prospects and
“competitive positions for'some operators:

BundiingiService Integration

One of the key recurring themes of telecom services
over the past decade is that all individual services
move toward commodity characteristics. Pricing has
steadily declined for individual services, and VoIP
technology offers the ability to move pricing even
lower. The question becomes, how does a company
compete in a commodity environment? The answer
that appears to be growing in acceptance is that a
company must add value beyond price, and this can
only be done through service integration and
bundling of those services. The value of service
integration stems from customers’ desires for
different services to interact with each other and the
need for improved management of service costs and
capabilities. For example, customers may want to
access e-mails and voice mails from a single
telecommunications handset. Another example would
be the integration of telecommunications service with
entertainment services.

The evolution of technology and regulations in the
telecom industry has provided much greater incentive
for vertical integration from a mass-market and
enterprise-customer perspective. It has been shown
by many operators that customer churn is far lower
when a customer subscribes to multiple services from
the same operator. Additionally, the service bundle is
less susceptible to price competition because of the
intangible value benefits that a customer perceives
from receiving integrated services from one operator.
Therefore, telecom operators will continue to view
mergers and acquisitions as methods to enhance their
bundling initiatives, service integration and overall
competitive position.

Another important consideration in mergers and
acquisitions is that operators will need to gain control
of the cost structure of their bundies to ensure they
can maximize margins. Even though price
competition is minimized with bundles, it is not

eliminated, and the control of an operator’s cost
structure is imperative to compete in this
environment.

Abllity to Consolldate

The main historical obstruction to consolidation has
been regulation. This is becoming less of a factor due
to the availability of multiple substitute technologies
for delivering a wide ammay of telecommunications
services to customers. Therefore, while regulatory
approvals will still require a long period of time, it is

“envisioned that this will not present a material-hurdle

in most acquisitions or mergers.

As was shown in the Major Telecom Operators
Consolidation Activity 1996-2005 table on page 2-3,
acquisition and merger activity was high in 1996—
1999, nonexistent in 2000-2003 and then started
again in 2004-2005. Key factors affecting this
activity during these time periods were economic
growth and market stability. GDP growth remained
strong through 1999 and started to fall in 2000.
Likewise, the capital market, measured by the S&P
500 index level, grew fairly steadily through the first
quarter of 2000 and began a downward movement
thereafier. The absence of both economic and market
stability eliminated some companies’ ability to
pursue consolidation due to weaker business
prospects and, in some cases, an inability to obtaining
financing. The 2000-2003 period also marks one of
the worst bankruptcy rates for the telecom industry in
its history, due to large debt loads and lack of capital
market access. The 2004 to the present period shows
a return of economic and market stability and also a
general improvement in business prospects for
companies, and once again, acquisition and merger
activity is increasing. Fitch also noted that the
financial flexibility for many companies is far better
now then the 2000-2003 period, as evidenced by
their reduced debt and maximized free cash flow.

# Consolidation Credit Risk

This report has discussed the competitive benefits
that come from consolidation, such as improved
service integration, more complete service bundles
and greater control of the service cost structure.
However, there are also material risks to be
considered during a period of consolidation related to
the regulatory review process, reliance on synergies,
integration costs, increased near-term leverage and
the susceptibility of the credit profile to event risk
during the period following the acquisition activity.
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Approval Time Periods of Past
Mergers/Acquisitions

Perlod Months
Bell Atlantic-NYNEX Corporation 4/96-8/97 16
SBC-Pacific Telesis Group 4/96-4/97 12
WorldCom-MFS Communications 8/96-12/96 4
WorldCom-MCl inc. 11/97-9/98 10
AT&T-TCG 1/98-7/98 6
SBC-SNET 1/98-10/98 9
SBC-Ameritech 5/98-10/99 17
AT&T-Tele-Communications Inc. 6/98--3/89 9
Bell Allantic-GTE Corporation 7/98-6/00 23
AT&T-MediaOne Group, Inc. 5/99-6/00 13
Qwest-U.S. West, Inc, 7/199-6/00 11
Cingular-AT&T Wireless 2/04-10/04 8

Bell Atlantic - Bell Atlantic International, Inc. SBC ~ SBC
Communications, inc. WorldCom - WoridCom, Inc. Qwest — Qwest
Corp. AT&T - AT&T Comp. TCG - Teleport Communications Group
Inc. SNET ~ Southem New England Telephone Co. Cingutar —
Cingutar Wireless LLC. AT&T Wireless — AT&T Wireless Services,
Inc. Sources: Public information releases by each respective
company and Fitch Ratings press releases

Regulatory Review

While -the success of vertical and horizontal
integrations may be higher now than in the past due
to a more competitive environment, this is not the
only risk present in the review process. The
regulatory review process is a very lengthy
commitment in the telecom industry due to the need
for approvals from the individual state public utility
commissions, as well as the FCC and U.S.
Department of Justice (DOJ), as is shown in the
Approval Time Periods of Past Mergers/Acquisitions
table.

State reviews can by very contentious because
consumer advocacy groups typically target this venue
to attack a company’s merger or acquisition plans.
Companies must expend significant time and
resources to obtain the necessary regulatory
approvals to complete a merger. This commitment of
energy can drain resources from the ongoing business
of a company and provides a risk that strategic
decisions are more difficult when an acquisition or
merger is present (although a company has a
fiduciary duty to operate independently of a pending
transaction). Additionally, regulatory approvals can
also come with stipulations, such as asset sales or
additional investments, as examples. These
stipulations can materially affect the financial scope
or business prospects of a merger. In past RBOC
mergers, state regulatory commissions have required
give-backs to consumers of expected merger synergy
savings. These give-backs could be refunds or price
discounts but more importantly, can be of significant
size. Therefore, it is necessary to consider regulatory

effects when reviewing the credit profile effect of a
merger. An example of these regulatory requirements
is shown in the SBC and Ameritech merger. The
follpwing excerpt is taken from SBC’s Securities and’
Exchange Commission (SEC) filing:

“The FCC approved the merger in QOctober 1999,
subject to certain conditions, including accelerated
entry into new markets, so that SBC will offer
wireline services in 30 new markets within 30
months after the merger closes. In addition, SBC
established a separate subsidiary to provide advanced
services, such as Asymmetrical Digital Subscriber
Line, and agreed not to charge residential customers
minimum monthly long-distance fees for at least
three years after entering the long-distance market,
The FCC conditions require specific performance and
reporting provisions and contain enforcement
provisions that could potentially trigger more than
$2 billion in payments if certain goals are not met, for
example, among other items, failure to achieve
entrance into the 30 markets within 30 months could
result in a violation of $40 per market missed.

“SBC estimates that additional costs of
approximately $500 will be incurred in 2000 to
comply with these conditions.

“As a condition of the merger, Ameritech sold on
Oct. 8, 1999, 20 Midwestern cellular properties,
including the competing cellular licenses in several
markets, including, but not limited to, Chicago,
IHinois and St. Louis, Mo. The after-tax gain from
this sale totals approximately $1.4 billion and will be
recognized in the fourth quarter of 1999.”

Rellance on Synergles

Synergies are either revenue- or cost-related. The
typical revenue synergies relate to an enhanced
competitive position that improves business
prospects. For example, increased penetration of
services is expected due to the ability to package
these services that was not available prior to the
transaction. Revenue synergies are far less reliable
than cost synergies and are typically viewed by Fitch
with caution. While revenue synergies were often
presented by managements during the 19961999
consolidation period, more currently, they are viewed
as an “upside” to acquisitions or mergers and not
relied on for predicted results.

Cost synergies are easier to predict, particularly as
they typically relate to head count. Typical cost
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Expense Synergies for Recent

Merger/Acquisition Announcements
($Bi)

Year1 Year2 Year3 Total

Sprint-Nextel 0.7-06 1.2-1.0 1.3-11 3.2-27
SBC-AT&T 04-01 1310 21-18 38-29
Verizon-MCl Inc. 0.5 0.75 1 225

Sprint - Sprint Comp. Nextel ~ Nextel Communications, inc. SBC—
SBC Communications, Inc. AT&T ~ AT&T Corp. Verizon - Verizon
Communicatione. Source: Public information releases by each
respective company.

synergies are related to work force reductions,
elimination of duplicate systems or facilities and
improved purchasing power. Cost synergics are more
reliable but typically take several years to achieve
and can also have significant upfront expenses, such
as severance for work force reductions. Fitch
typically views work force reductions as reliable
synergies and is more cautious concerning the degree
of effect related to increased purchasing power or the
timing of and ability to eliminate duplicate systems
or facilities.

Again, the nature that the full effect of synergies can
take multiple years to achieve produces caution in
forecasting this financial benefit for post-merger or
acquisition companies.

Integration Costs

To some degree, synergies and integration costs are
linked. For example, the cost synergies of work force
reduction results in material severance payments,
which are integration costs. Similarly, cost synergies
associated with eliminating redundant systems or
facilities can result in contract termination costs.
Additional integration costs could be related to
rebranding of buildings and products or training of
work forces. Integration costs are usually greatest in
the near term of any merger or acquisition and will
nearly always precede synergies. The timing of
integration costs is important because the largest
amount of expense is associated with the first year of
a merger or acquisition, when the credit profile can
also be the weakest due to the leveraging effects of
financing the transaction. Integration costs are a key
consideration in determining the credit = risk
associated with merger and acquisition activity.

Another integration cost that is not an operating
expense and is sometimes present is the necessity for
capital investment to integrate or modernize the
merged or acquired operations. Typically over the
long term, capital spending is decreased in aggregate

Integration Expense for Recent

Merger/Acquisition Announcements
($ BiL.)

Year 1 Year2 Year3d Total
Sprint-Nextel 1.3-1.0 0502 0 1812
SBC-AT&T 19-16 1.1-08 06-03 3.6-2.7
Verizon-MCl Inc. 1.0-1.5

Sprint ~ Sprint Corp. Nextel — Nextel Communications, tnc. SBC ~
SBC Communications, inc. AT&T — AT&T Corp. Verizon ~ Verizon
Communications. Sourca: Public infarmation releases by each
respective compary.

due to consolidation, but the first year of any merger
or acquisition can experience a near-term capital
increase to address integration issues associated with
modernization or consolidation of operations. This
type of scenario further pressures the funding
requirements required during the first year of many
mergers and acquisitions.

Increased Near-Term Leverage

Leverage typically rises after a merger or acquisition
due to the effect of consolidating debt from the
merged or acquired entity as well as any cash
considerations associated with the transaction price.

Furthermore, near-term integration costs and capital
investments can further increase leverage. It is typical
in the telecom industry for a material acquisition or
merger to - increase leverage at the consolidated
company. Furthermore, the acquirer may feel
pressure to pursue share repurchases to offset dilution
from a largely equity-funded transaction. Therefore,
debt repayment and share repurchase compete for
free cash flow after the first year or two of a merger,
which can slow the leverage reduction. Many
companies rely on operating cash flow growth to
reduce leverage, because free cash flow may not be
available for debt reduction during the first few years

Debt Consolidation from Past
Mergers/Acquisitions

($ BiL.)

Bell Alantic-NYNEX Corporation 10
SBC-Pacific Telesis Group 7
SBC-Ameritech* 10
AT&T Corp.-Tele-Communications Inc. 12
Bell Atiantic-GTE Corporation 23
ATE&T Corp.-MediaOne Group, Inc. 6
Qwest Comp.-U.S. West, inc. 8

*The relative strong numbers of Ameritech led to an improvement
in credit-protection measures of SBC. Bell Atiantic - Bell Atlantic
international, Inc. SBC ~ SBC Communications, Inc. Source:
Public information releases by each respective company.
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ATA&T and Qwest Rating History Post-
Acquisition Activity

6/00 2/02 4/02 7102 8/02 6/04

Qwest ‘BBB+ 'BBB’ ‘BBB- B ‘CCC+' B
11/00 6/02 7103 1104 7/04
AT&T ‘A~ ‘BBB+ ‘8B’ ‘888~ ‘BB

Qwest — Qwest Communications Intemational Inc. AT&T - AT&T
Corp. Source: Fitch Ratings.

of a consolidated company due to large integration
expenses or capital investment. This type of scenario
where deleveraging requires material operating cash
flow growth poses the greatest risk to the credit
profile, and Fitch approaches this situation from a
conservative perspective to ensure rating stability.

Susceptibility of Credit Profile to Event
Risk

In general, the financial flexibility of companies is
reduced following any material merger or acquisition.
Financial flexibility can be defined qualitatively as a
company’s ability to address financial needs in a
manner that is credit neutral. Event risk represents the
unknown futare for a company. Therefore,
companies must be able to address unknown future
events in a credit-neutral fashion.

The ability to successfully do this relies on financial
flexibility being maintained by a company, such as
liquidity from outstanding cash balances or
marketable securities, available bank facility
capacity, access to securitization vehicles,
monetizable noncore assets or investments, and the
ability to issue stock or debt. Often during the period
following a large transaction, a company will have a
leveraged balance sheet, a difficult maturity schedule
and immediate funding obligations. These challenges
can be made more difficult if there is an economic
slowdown or integration problems that depress
business prospects or planned forecasts and creates
an inability to meet obligations in an expected
manner.

Following the 1996-1999 consolidation period, the
combination of market and economic instability and
increased competition created a difficult credit profile
environment for several large telecom operators, such
as AT&T, Qwest and WorldCom (improper
accounting was a major factor in the failure of this
company). Qwest and WorldCom experienced
liquidity crises with a lack of market access, while
AT&T suffered from an inability to integrate and

manage its diverse operations and increasing long-
distance competition.

B  Credit Outlook

The natural question that arises from the perceived
consolidation activity is, what does this mean for the
telecom industry? Fitch believes that service,
customer and geographic diversity have become
increasingly | important, as competitive and
technological, forces shape the telecommunications
industry. Clearly, the local exchange revenue base is
under pressure, but that pressure could moderate as
regulatory decisions are completed regarding USF,
intercarrrier compensation and VolIP regulations.
However, the level of financial results of this
segment will likely continue to decline, even if at a
slower rate, thereby increasing the importance of the
success of growth services for local exchange
carriers.

Many sources of growth for the industry could have
lower margins than traditionally experienced in the
industry, which could lead to lower overall margins
for the sector. The lower margins will need to be
offset with stronger “top-line” growth, the sources of
which can be found in the wireless sector along with
increasing penetration of the data service market and
enterprise customer segment. Furthermore, service
bundling and integration is an important defense in
the mass market and can help to mitigate competitive
customer losses. Therefore, as consolidation
increases the service capabilities of operators, their
overall competitive position will strengthen and
should lead to stronger financial results.

Additionally, Fitch believes control of the cost
structure is imperative for the long-term financial
stability of operators and favors owned facilities over
wholesale or rebranding arrangements. Finally, the
actual event risk of consolidation activity will need to
be carefully monitored, balancing reliance of future
cash flow growth for deleveraging with the
probability of sustained economic growth and market
stability. From a ratings perspective, consolidation
could lead to a general convergence of ratings as
lower and higher rated entities merge, but meaningful
consolidation could lead to more stable ratings
environment over the longer term.
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B2 Recent Acquisition/Merger Rating
Activity Summaries

Verizon Global Funding and MCi

Fitch placed the ‘A+’ rating on Verizon Global
Funding and the ratings of Verizon subsidiaries’
outstanding long-term debt securities on Negative
Rating Watch. Fitch also placed the ‘B’ senior
unsecured debt rating of MCI on Positive Rating
Watch following the announcement that Verizon

_ . would acquire MCI for approximately $4.8 billion in_

common stock and $488 million in cash.

The rating action reflects the need to evaluate the
moderately higher business risk profile of Verizon
following its acquisition of MCI, the potential
synergies to be achieved, integration costs, the
outcome of the regulatory approval process and the
potential for other bids to arise for MCI.

Taking into account the remaining cash on MCI’s
balance sheet, the transaction is not expected to have
a material effect of Verizon’s credit-protection
measures. Fitch estimates that pro forma leverage for
the combined companies in 2006 could approximate
1.4 times (x)-1.5x. As the transaction is currently
envisioned, a downgrade, should it occur, would be
limited to one notch, but if Fitch can attain a high
degree of confidence regarding the combined entity’s
financial and business risk profile, the current rating
could be affirmed.

SBC and AT&T

Fitch placed the ‘A+" senior unsecured debt rating of
SBC on Negative Rating Watch and the ‘BB+’ senior
unsecured debt rating of AT&T on Positive Rating
Watch following the announcement of SBC’s
proposed acquisition of AT&T for approximately
$15 billion in SBC common stock and the
assumption of approximately 36 billion of net debt.

The rating action reflects Fitch’s concern regarding
the prospects for the moderately higher business risk
profile of SBC following the acquisition of AT&T.
The transaction is not expected to have a material
effect on SBC’s credit metrics, given AT&T’s low
leverage for its current assigned rating. AT&T’s
gross debt-to-EBITDA for 2004 was approximately
1.5x, and its net debt-to-EBITDA was 1.0x. SBC’s
2004 leverage, which was affected by its financing
for Cingular Wireless LLC’s (Cingular) acquisition
of AT&T Wireless in October 2004, was 2.2x,
including proportionate Cingular debt. At year-end

2005, Fitch expects SBC’s leverage to be in the 1.5x—
1.7x range. Fitch expects 2006 pro forma leverage of
SBC to approximate 1.5x, which, if achieved, could
limit the company’s senior unsecured debt to either
an affirmation or one-notch downgrade.

Fitch’s primary concerns with the effect of the
acquisition on SBC are weak business fundamentals
of the long-distance business, the effect of the
integration costs on the company’s cash flow and the
risk that the projected synergies will be materially
{ess- than-anticipated:-The -transaction-is-expected-to -
close in the first half of 2006,

ALLTEL Corporation {ALLTEL)

Fitch affirmed the ‘A’ rating assigned to ALLTEL’s
senior unsecured debt following the announcement
that ALLTEL had reached an agreement to purchase
Western Wireless Corporation (Western Wireless) for
approximately $6 billion using a mix of equity and
cash. The Rating Outlook remains Stable.

Fitch expects ALLTEL to utilize its ample liquidity
position of more than $2.3 billion, derived from
approximately $900 million cash and marketable
securities, and the expected $1.4 billion equity unit
settlement in May 2005 to redeem a substantial
portion of Western Wireless' $1.9 billion of gross
debt. Fitch estimates pro forma debt-to-EBITDA for
2005 is expected to be in the range of 1.6x--1.8x.
Credit-protection measures should improve in 2006
and thereafter due to ALLTEL’s significant cash-
generation abilities.

In acquiring Western Wireless, ALLTEL will gain
approximately 1.4 million wireless subscribers in 19
Western and Midwestern states that are adjacent to
existing ALLTEL wireless properties, as well as
1.6 million international subscribers in six countries.
Post-acquisition, ALLTEL will have approximately
10 million domestic wireless subscribers and operate
in 33 states. ALLTEL will also be well-positioned as
a leading roaming partner for each of the countries’
top four wireless carriers. While Western Wireless’
roaming revenue presents a risk, Fitch notes that
much of the pressure on these sources of revenue has
already occurred. Furthermore, having already
negotiated significantly lower roaming revenues, the
national carriers do not have much economic
incentive to build out in sparsely populated rural
markets and are more likely to devote their capital to
high-speed wireless data deployment in urban areas.
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Sprint and Nextel Communications, Inc.

(Nextel)

Fitch placed the ‘BBB’ senior unsecured debt rating
of Sprint and Sprint Capital Corp. on Positive Rating
Watch. Additionally, Fitch placed Nextel’s ‘BB+’
senior unsecured debt rating and the ‘BB’ preferred
stock rating, along with the ‘BBB-’ senior secured
rating of Nextel Finance Company, on Positive
Rating Watch. Fitch’s action followed the
announcement of the companies’ intent to combine in
a merger of equals. The transaction is expected to

" close diiring’ the second half of 2005. Following the

completion of the merger, Sprint-Nextel intends to
spin off Sprint’s local telephone division (LTD),
structured as a tax-free dividend to the shareholders
of Sprint-Nextel.

Fitch’s rating action recognizes the potential for the
combined company to more effectively compete
within the wireless industry, with the expectation that
the combined company, through operating and capital
expense synergies, will be better suited to generate
sustainable EBITDA and free cash flow growth as
well as improve the initial financial profile of Sprint-
Nextel. Pro forma leverage, based on total debt of
approximately $25.8 billion, for the latest 12-month
period ended Sept. 30, 2004, was 2.0x.

Copyright © 2005 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plazs, NY, NY 10004,
ducti ission in whole or in part is p

Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-443S. Rep or

In Fitch’s opinion, the combination of Sprint’s
standing as a leader within the consumer data and
wholesale markets and Nextel’s strong business
market position through its differentiated push-to-talk '
service will provide Sprint-Nextel with strong market
positions across a broad segment of wireless
subscribers to effectively compete with Verizon and
Cingular. Fitch expects the combination of the strong
subscriber portfolios to continue to generate market-
leading average revenue per user. From a spectrum
position, the Sprint-Nextel combination would have

‘the~deepest spectrum position of any nationwide -

operator.

In resolving the Rating Watch, Fitch will consider the
final capital structure of Sprint-Nextel, the integration
and technology migration path issues, the potential
for realization of operating and capital expense
synergies and the prospects of the combined entity to
generate sustainable revenue, EBITDA and free cash
flow growth. Additionally, Fitch will evaluate the
potential effect to the Sprint-Nextel credit profile
from a contingent liability that may be triggered by
the change of control provision contained in Nextel’s
agreement with Nextel Partners, Inc. Fitch expects
that Sprint will also have to restructure its agreements
with its Sprint PCS affiliates as a resuit of the
proposed merger.
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2 Introduction

The U.S. wireless industry has demonstrated surprising resiliency,
surpassing even the most optimistic forecasts for 2004, with positive
operating momentum driven by a strong increase in net additions,
stable churn and a relatively stable average revenue per user (ARPU),
supported by growth in data services. Many companies are looking
toward wireless to stimulate revenue growth and increase the
attractiveness of their bundled offerings, given the mass acceptance of
wireless services and the growing minutes of use moving to wireless
networks. For the Regional Bell Operating Companies (RBOCs),
wireline revenue and EBITDA pressure from wireless substitution is
the single-largest negative effect on incumbent local exchange carrier
(ILEC) financials, and the trend will continue as consumers move
more traffic to wireless networks. Other negative factors affecting
RBOC wireline revenue growth include competitive pricing, voice-
over-Internet protocol (VoIP) substitution and switch access revenue
erosion. Thus, wireless operations have become an increasingly
important and growing offset to expected wireline losses. Wireless
should represent nearly 35% of total ILEC revenues by year-end 2004,
and this should increase to 40%—45% in 2005.

Several new companies have entered the wireless space as mobile
virtual network operators (MVNOs) to better target underpenetrated
niche markets, thereby increasing the number of competitive operators.
These MVNO operators purchase wholesale minutes from nationwide
wireless providers and repackage service under their own brand. Even
the cable operators are exploring strategic partnerships, potentially
through MVNOs, to add wireless services to the bundle, thereby
-enabling “quadruple-play” offers. Reflecting the growing affinity of
the MVNO operator, Fitch Ratings estimates that at the end of 2004,
approximately 8 million subscribers had service through MVNO
operators, up from approximately 2 million at the end of 2002.
Accordingly, strong consumer demand fueled by intense competitive
market conditions with attractive offers of low handset pricing and
generous minute plans has propelled the wireless industry to be among
the fastest growing segments within telecom.

2004 also marks the year when significant consolidation occurred with
Cingular Wireless LLC (Cingular) and AT&T Wireless Services, Inc.
(AT&T Wireless) closing their merger and Sprint Corp. (Sprint) and
Nextel Communications, Inc. (Nextel) announcing their proposed
merger, which over time should offset competitive pressures. Fitch
believes the consolidation, while overdue, will have lasting positive
effects by more efficiently deploying capital to next-generation
networks and reducing chum in the longer term. Additionally,
consolidation allows the industry to better achieve operating
efficiencies in a competitive market, thus leading to improved financial
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2004 Forecast

Metrics 2004 Expectations 2004 Revised Forecast
Chum 20+ basis pointincrease 5-10 basis point increase
Net Additions 13 million 20+ million expected
ARPU Decrease of 3% Realatively fiat

ARPU - Average revenua per user, Source; Fitch Ratings and analyst
estimates.

performance, particularly with three relatively
comparable-sized companies. Nevertheless, T-Mobile
USA, Inc. (T-Mobile), given its scale from a global

perspective, should prove to be a formable fourth

operator as well as the many regional operators that
have competed effectively against the nationwide
operators. This report will address recent trends
during 2004, attempt to quantify how these trends
will shape future wireless growth and provide an
assessment on their effect on credit quality.

Initial Expectations for 2004

The strong wireless industry results for 2004
highlight the difficulty in accurately forecasting
future performance. At the beginning of 2004, with
concerns that the wireless industry was maturing, the
consensus forecast predicted that net additions would
be materially lower for the year (see 2004 Forecast
table) compared with 2003, as growth slowed due to
higher penetration rates and as operators focused on
adding more profitable subscribers. Wireless number
portability was expected to contribute at least a 20
basis point increase in chum. In addition, due to
increasingly competitive pricing, ARPU was
expected to be pressured by 2%-3%. However, three
quarters later, the wireless industry exceeded
expectations with strong growth in gross additions
and relatively stable chum levels. Net additions are
now expected in excess of 20 million subscribers, an
increase of approximately 20% from 2003. Likewise,
ARPU has been relatively flat to down slightly with
strong growth in data ARPU offsetting the pricing
pressure associated with voice ARPU.

B Subscriber Additions and Churn

The Subscriber Additions for Nationwide Operators
chart highlights the wireless industry trends in total
gross additions, net additions and churn for the six
nationwide operators since 2001. For the past six
quarters, gross additions have shown positive year-
over-year comparisons with accelerating growth.
Specifically, during the first three quarters of 2004,
gross additions were approximately 41 million, an
increase of 17% over 2003. Sources for the gross
addition growth include:
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Subscriber Additions for Nationwide
Operators
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Source: Company filings.

e New entrants continue to take up wircless
services, particularly in  underpenetrated
segments via family and youth-oriented plans.
Fitch Ratings assumes the absolute level of new
entrants using wireless services has not varied
significantly, although as penetration rates have
increased, the customer segment mix has
changed as operators tap new customer segments
to continue subscriber growth.

¢  Economically sensitive subscribers that have left
the marketplace and are now returning due to
improving economic conditions. Fitch believes
growth from this category is not sustainable.

o Subscribers that have churned from other
operators. Due to a larger subscriber base from a
year ago with slightly higher churn, more than
4 million more subscribers (considering gross
additions of nationwide operators only) churned
during the first three quarters of 2004 compared
with  2003. Industry-specific factors that
contributed to the increased chum include
wireless number portability, aggressive handset
pricing, attractive data offerings on new feature-
rich handsets and AT&T Wireless’ network-
related issues.

During 2004, operators focused on aggressive
retention spending through one- and two-year
contracts and capital spending to improve network
quality, thereby contributing to relatively stable chum
despite the implementation of wireless number
portability and the lasting effects of AT&T Wireless’
billing conversion that caused significant disruptions
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ARPU Trends
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ARPU — Average revenuse per user. Source: Company filings.

to service quality. While the wireless industry’s
efforts to reduce chum are positive, as small
improvements in churn can materially affect long
term profitability, the benefits from churn reduction
are partially muted due to the higher costs associated

with the retention programs. Additionally, industry

churn remains too high at 2.3% despite the excellent
churn results at Nextel and Verizon Wireless.
Comparatively, churn in the United States is 60 basis
points higher than chum in Canada and is the primary
reason that U.S. industry EBITDA margins are in the
low 30% range compared with Canadian operators in
the high 30% range, although Verizon Wireless and
Nextel compare favorably with churn of
approximately 1.5% and margins in the upper 30%
range.

Outlook for Subscriber Additions and Churn
Considering the recent rapid growth owing in part to the
economic recovery and with industry penetration rates
of approximately 60% at the end of 2004, Fitch believes
it is reasonable to assumie that industry net additions
should decrease to a high single-digit to low double-
digit growth level compared with growth levels of
13%—-14% experienced over the past two years. This
would imply net addition growth in the 15 million-
17 million range.

Industry churn should be flat to slightly higher for the
following reasons. First, while Cingular has
demonstrated some early success at retaining AT&T
Wireless subscribers, the network integration of
Cingular and AT&T Wireless will likely lead to further

chum pressure, as the company converges cell sites and
back office/billing systems and swaps out handsets. In
addition, given AT&T Wireless’ high rates of chum
over the past several quarters, Fitch believes the quality
of AT&T Wireless’ subscriber base has materially
changed with higher chum, lower valued “Go Phone”
subscribers, replacing higher valued consumer
subscribers.

Second, clearly the effect from wireless number
portability was not as pronounced as previously
thought. Since-the-wireless industry has significantly-
improved the porting process success rate to greater
than 90% compared with 35% initially, operators will
likely take the opportunity to compete for enterprise
customers, particularly from AT&T Wireless® base,
which could pressure industry churn rates. Third,
Nextel and Verizon Wireless will have a difficult
time improving churn materially from present levels.
Fourth, a larger number of two-year contracts should
expire from operator’s initial aggressive retention
efforts.

Over the longer term, while aggressive promotions
are likely from Cingular and Sprint-Nextel in the near
term to retain existing subscribers, Fitch believes that
consolidation to four nationwide operators will
positively affect chum rates and lead to more
profitable margins.

E ARPU and Revenue

Despite intense competition, the majority of the
nationwide operators have experienced relatively flat
to positive year-over-year ARPU comparisons during
2004 as a result of increased data revenues, increased
minute usage and higher valued national calling
plans. These pains have largely offset ARPU
pressures from lower roaming rates, the reduction in
overage minutes and lower valued customers taking
up family or prepaid offerings. The ARPU Trends
chart shows ARPU trends since the beginning of
2003. Two operators, Cingular and AT&T Wireless,
experienced ARPU erosion greater than 5% during
the third quarter, continuing the negative trend from
the first half of 2004, For Cingular, ARPU pressure
resulted from an increase in lower valued FamilyTalk
secondary and reseller lines, decrease in roaming
revenue and lower minute usage from bundled plans.
AT&T Wireless’ ARPU declines were due to higher
promotional incentives stemming from network-
related issues and lower roaming revenues.
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Total Data Revenue of Nationwide
Operators
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| Total Revenue Share of Nationwide

Wireless carriers are now benefiting from capital
investments in code division multiple access
(CDMA) IxRTT and global system for mobile
communications (GSM)/general radio packet service
(GPRS), as data revenue for the top six nationwide
operators surpassed $1 billion for the latest quarter,
an increase of approximately 150% from a year ago.
The Total Data Revenue of Nationwide Operators
chart above shows the rapid growth of data revenue
over the past several quarters. Data ARPU has more
than doubled during the past year with the average
data ARPU per subscriber of $2.70 for the third
quarter of 2004 compared with $1.30 in 2003. As a
percent of total ARPU, data revenues now account
for approximately 5% of total ARPU. The majority of
data revenue is derived from short-message service
(SMS) text messaging as well as access revenues
from broadband users and growing contributions
from data downloads of games, ring tones and picture
messaging.

The strong growth in net additions and relatively
stable ARPU has driven solid industry revenue
growth of approximately 16% for the first three
quarters of 2004 compared with a 13% growth rate in
2003 and 15% growth in 2002. It is interesting to
note that Verizon Wireless’ strong operating
performance contributed to more than 42% of the
industry’s revenue growth, as the company increased
its share of total revenue to 28% from 26% in 2003.
During this same time, both Cingular and AT&T
Wireless’ share decreased by approximately 400
basis points, with each company holding an

Operators
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approximate 16% share. T-Mobile demonstrated the
most improvement in taking share through aggressive
marketing to price-sensitive consumers, As of the
third quarter 2004, T-Mobile’s share of total revenue
was approximately 12%, compared with 7.5% at the
end of 2002. ’

Outlook for ARPU and Revenue

Expectations are for the momentum to continu¢ in
2005, albeit at lower levels. Top line growth will
likely decrease to the low double-digit range, driven

by relatively stable ue to the rapid growth in
fa_revenue, solid net addition erowth and

comparable churn levels. Fitch believes voice ARPU
will be pressured due to the increase in penetration
rates beyond 60%, the continued focus on the youth
segment and Cingular’s retention efforts during the
AT&T Wireless integration. Wireless services will
remain a very competitive alternative to wireline
services, including VoIP-based technology, due to its
universal minutes plans (i.e., no additional long-
distance fees), ability to converge data and voice, and
mobility capabilities.

While many analysts believe that wireless margins
will reduce due to competition, Fitch believes that
since the wireless market does not benefit from
regulatory-based revenue enhancements and the
amount of competitors has not changed (or it could
be argued that it declined with the Cingular and
AT&T Wireless merger), margins should be stable.
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Capital Investment
($ BH,, Year-to-date Sept. 30, 2004)

. 2004 2003 2002
Cingular Wireless LLC 21 2.2 26
Verizon Wireless 41 3.1 3
AT&T Wireless Services, inc. 25 1.9 27
Sprint PCS 1.7 1.2 21
Nextel Communications, inc. 18 1.1 13
T-Mobile USA, Inc, A7 212 14

Total 13.9 10.7 13.1
% Change Year-Over-Year 31 (18) 8

Source: Company filings.

In addition, as net addition growth slows and
operators are successful in reducing churn through
coverage and call-quality improvements, margins
could improve from the current level. Fitch believes
that Verizon Wireless should be able to maintain
EBITDA margins of approximately 40%.

Fitch expects operators to build on data revenue
momentum by targeting high-value consumers and
business users, launching new products and services
and leveraging the higher speed networks as new
broadband devices further proliferate in 2005. As a
result, data revenue is expected to approach
$2.5 billion on a quarterly run-rate basis by the end of
2005. Also, third-generation (3G) data enhancements
will increase the attractiveness of wireless as an
alternative Internet access technology, potentially
offering further data revenue gains in 2006.

M Capital Investment

The Capital Investment table shows three quarters of
capital spending levels over the past three years. The
data indicates that operators exercised greater
financial restraint with spending in 2003 to improve
free cash flow (FCF) and stabilize their balance sheet
after heavy investment in 2.5G networks and
additional cell sites in 2002. However, capital
investment has increased significantly by 31% during
the first three quarters of 2004 to support the robust
growth in new subscribers with their big-bucket
minute plans as well as a renewed focus by several
operators to improve coverage due to numerous
competitive factors, including wireless number
portability. Additional increases in capital investment
plans are a result of Verizon Wireless’ commitment
to spend approximately $1 billion over the next two
years to deploy a wireless broadband data network. In
part, this decision ultimately accelerated capital
investment plans with other operators, including
Sprint and Cingular.

Outlook for Capital Investment

Capital spending levels are expected to increase
modestly in 2005, as operators continue to invest in
their networks to improve capacity, coverage and
high-speed wireless data access. The majority of the
broadband deployments will not require the extensive
costs that Cingular and AT&T Wireless faced with
the GSM overlay of its time-division multiple access
(TDMA) markets at approximately $20 per person of
population (POP). Sprint’s and Verizon Wireless’
evolution data optimized (EV-DO) upgrade will cost
in" the range “of $5-$6 per POP. Therefore, while
capital investment levels will remain substantive,
Fitch believes that capital investment levels are
expécted W remain_siable and decline after 2005,
which implies less business risk than a couple of
years ago, when operators’ capital spending as a
percentage of revenue were in the 30% range.

Additionally, several operators will have increased
funding  needs associated with the Federal
Communications Commission (FCC) spectrum auction
No. 58 in January 2005. Licenses covering 242
markets will be available with approximately one-half
of the licenses available to all bidders. The FCC has
set the total minimum opening bids for all the licenses
in auction No. 58 at $750 million. Based on current
market pricing for spectrum in the range of
$1.70-$2.00 per megahertz (MHz) POP and assuming
that a winning entrepreneurial bidder will bid at a 25%
discount to an open bidder, Fitch estimates the auction
could generate proceeds in the range of $3.2 billion—
$3.7 billion. Among the nationwide operators, Fitch
expects Verizon Wireless and Sprint to be selectively
active to address strategic deficiencies in their
spectrum position. Additionally, T-Mobile will likely
be the most aggressive bidder to acquire additional
spectrum in new and existing markets. Several smaller
regional operators will likely be active to increase their
spectrum positions. Based on the entities filing to
participate in the auction, all the national carriers
except for Nextel have established agreements with
smaller entreprencurial applicants, similar in nature to
the last auction, which are eligible for bidding
discounts. Fitch also believes the auction will attract
new players to the market that could forge
relationships with wireless operators to lease spectrum,
thus allowing the operators to avoid the costly upfront
payments, which could be particularly attractive to
smaller operators.
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Wireless Broadband Deployment Plans

Fitch believes that it is important for investors to
understand a couple of points regarding investment in
3G networks. First, while operators need to find
alternative sources of revenue to offset voice ARPU
declines, Fitch considers the economics for 3G
network build-ouis questionable and uncertain given
the high penetration rates required, the large capital
investment and the relatively quick technological
obsoles (referring to data speeds) of 2,5G
infrastructure to produce a positive retumn on

amr——

- -investment;--although--operators are -left with little

choice due to competitive reasons.

However, the industry will clearly benefit from
consolidation with the three largest operators
utilizing their scale advantage to more profitably
leverage their networks for 3G deployments. Fitch
also believes it is imperative for the operators to learn
from past mistakes with 2.5G networks to offer
uncomplicated pricing plans, improved expertise with
selling data products and a quality user experience
that consistently meets expectations, as well as
developing some type of “killer applications” to drive
demand for high-speed wireless data services to
better leverage their investment.

Additionally, operators will need to continue to
invest significant capital in these wireless broadband
networks once the networks begin to scale in traffic.
Since the wireless data network is shared capacity
that is divided among all the users in a mobile
environment, data speeds on wireless broadband
networks will vary much more than digital subscriber
line (DSL) and cable modem speeds. The successful
operators will do the best job at mitigating potential
network issues through monitoring performance,
adding capacity and building new cell sites.
Particularly in dense urban cores carrying significant
data traffic, operators may need to ultimately double
the number of cell sites to handle data traffic loading.
This is where a wireless broadband technology, such
as Wi-Fi, allows a carrier to provide extended
coverage in dense areas more economically, thus
becoming a practical complementary extension of the
wireless network.

Verizon Wireless

Verizon Wireless is targeting to have 75 million
POPs covered by CDMA 1x EV-DO by the end of
2004 and is expecting to have an additional
75 million POPs covered by 2005. This would cover
approximately two-thirds of Verizon Wireless’ POPs

at an initial cost of approximately $1 billion. Fitch
believes any additional EV-DO plans would be very
selective on a market by market basis.

Cingular

Cingular' is currently trialing a universal mobile
telecommunications system (UMTS) network in
Atlanta. AT&T Wireless has UMTS trials in six
markets. \Cingular has chosen three major
infrastructure vendors to supply equipment that
operates in both the 1.9-gigahertz (GHz) and
850-MHz ‘spectrum bands. Cingular’s management
currently expects to launch UMTS service in
15-20 markets by the fourth quarter of 2005 and
offer 3G services in most major markets by 2006.

Sprint

Sprint deployed a few trials of the EV-DO
technology in 2004 and plans to launch in most major
markets during 2005 with the remaining markets
complete in 2006. Given the proposed merger with
Nextel, Fitch believes Sprint plans on accelerating
the EV-DO deployment in several markets. Sprint
will also spend approximately $1 billion for the
initial faunch of EV-DO,

Nextel

Since Nextel was evaluating a build-out for a 3G
network at a cost greater than $2 billion, the Sprint-
Nextel merger agreement was a timely strategic
decision. With Sprint’s current migration to a CDMA
EV-DO network, Nextel will not have to proceed
ahead with plans to build a wireless broadband data
network, thus allowing for a significant avoidance in
capital spending. In addition, Sprint’s current
deployment of CDMA EV-DO sets the stage for the
migration of Nextel’s push-to-talk services to
CDMA. However, the actual migration of Nextel’s
subscriber base to CDMA will not occur for several
years until new CDMA technology standards are
deployed and other technical issues, such as latency,
are addressed. As a result, Fitch believes other
operators will not mount significant competitive
push-to-talk offerings until the 2007 time frame..
Additionally, during 2006, Sprint-Nextel will deploy
technology that will enable push-to-talk service that
operates seamlessly across the CDMA network and
the integrated dispatch enhanced network (iDEN).

T-Moblle

T-Mobile has not detailed plans for a UMTS launch.
Instead, the company is focusing on its enhanced data
rates for GSM evolution (EDGE) deployment
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Operational Trends
($ BIl., Year-to-Date Sept. 30, 2004)

EBITDA - EBITDA

Service % Margin Margin EBITDA- Leverage

Company Revenue % Change EBITDA  Change 2004 (%) 2003 (%) Capex % Change Dabt {x)
Cingular Wireless LL.C 124 7 34 (3) 27 30 1.3 (2) 127 28
Verizon Wireless 203 23 7.8 35 38 . 35 36 32 144 1.4
AT&T Wireless Servicas, Inc. 125 1] 3.2 (11) 28 29 0.7 (57) 10.3 24
Sprint PCS 108 15 3.1 19 29 28 14 3 174 22
Nextel Communications, inc. 9.8 26 3.8 27 39 39 20 4 9.1 1.8
T-Mobile USA, inc. 84 40 2.0 54 24 22 0.3 239 e —
Total 74.2 16 233 18 31 {31 .3 2 63. 22

EBITDA - Eamings before interest, taxes, depreciation and amortization. Capex — Capltal expenditures. Source: Company filings.

(AT&T Wireless and Cingular have already deployed
nationwide) and its extensive HotSpot wircless
fidelity (Wi-Fi) service offerings in more than 4,700
locations. Fitch views Wi-Fi service offerings as a
complementary coverage to other broadband service
offerings (EV-DO and UMTS) and believes the
HotSpot locations can offer significant network off-
loading benefits in high-usage areas, such as airports,
convention centers or in-building areas that
traditional wireless network have difficulty providing
adequate coverage. However, as operators
ubiquitously deploy wireless broadband service
offerings to large urban cores, the effectiveness of
Wi-Fi HotSpots will be limited.

B Credit Outicok

Fitch believes that future wireless growth should
continue to be strong due to additional user
penetration. Despite increasing penetration rates, as
subscriber growth slows, data services will offer
good growth prospects especially related to
messaging, access, data applications, commerce and
location-based services. The Operational Trends table
highlights the strong operational trends with solid
revenue growth of 16% year-to-date in 2004 and
EBITDA growth of 18%. Wireless services will
remain a very competitive alternative to wireline
services, including VoIP-based technology, due to its
universal minutes plans (i.e., no additional long-
distance fees), ability to converge data and voice, and
mobility capabilities. For the RBOCs, wireless is key
to maintaining a strong credit profile, and Fitch is
confident that wireless growth will offset the
expected wireline losses and lead to even stronger
future revenue and EBITDA.

Also, while many analysts believe that wireless
margins will reduce due to competition, Fitch believes
that since the wireless market does not benefit from
regulatory-based revenue enhancements and the
armount of competitors has not changed (or it could be

argued that it declined with the Cingular and AT&T
Wireless merger and proposed Sprint-Nextel merger),
margins should be stable. In addition, as net addition
growth slows and operators are successful in reducing
churn though coverage and call-quality improvements,
margins could improve from current levels. For 2005,
in aggregate, operators should be able to maintain
stable margins despite the operating issues causing
margin pressures at Cingular and AT&T Wireless.
Fitch expects that once Cingular is able to move past
the integration costs in 2006, margins should steadily
improve, although the company is likely to incur
greater acquisition costs to win share back.

Lastly, while 2003 marked a dramatic increase in the
cash generation capabilities (EBITDA less capital
expenditures) of nationwide operators, cash generation
in 2004 has remained relatively flat due to the
additional $3 billion of capital spending for capacity,
coverage and early spending on 3G networks by some
operators. Fitch expects the industry cash generation to
improve going forward given the expected stable
levels of capital investment and industry growth,
particularly at Verizon Wireless.

E Credit Overview

ALLTEL Corporation (ALLTEL, ‘A’, Stable
Rating Outlook)

ALLTEL’s ‘A’ rating reflects the company’s strong
focus as a leading rural telecom operator with solid
margins and stable cash flows, particularly from the
rural wireline markets, which generated 44% of the
company’s EBITDA in 2003. Although the business
risk profile has modestly increased for ALLTEL and its
rural local exchange camier (RLEC) peers, the
competitive risk compares favorably against the urban-
based RBOCs. The RBOCs have experienced steeper
revenue declines due to weak demand for high-end data
services and numerous competitive issues. Additional
issues for ALLTEL and other RLECs are potential
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reform changes to the universal service funding (USF)
and access charge regimes. However, ALLTEL derives
less than 5% of its wireline revenues from USF
subsidies, comparing positively with the average RLEC,
which receives more than 10% of revenues from USF.

Within Fitch’s universe of RLECs, the diversity of
operations of each of the carriers leads to differences
in the companies’ individual outlooks as they face
these prospective challenges. ALLTEL, which
derives somewhat more than one-half of its revenues
-from wireless services, has a natural hedge against
the wireline-specific factors, as wireless services
provide growtl and benefit greatly from less
regulation than wireline services. Consequently, Fitch
believes that ALLTEL will likely focus on pursuing
additional wireless acquisitions in tier 2 and tier 3

Peer Comparison
Fitch Rating Rating Outiook

markets (approximately 05% of current wireless
operations) over the next few years, although the
company has shown past financial discipline when
bidding on assets. This philosophy was recently
demonstrated with the wireless assets that ALLTEL
acquired from Cingular. Fitch believes ALLTEL’s
record of pursuing built-out wireless operations
vefsus startup greentield deployments and its_healthy
FCF (cash flow from operations less capital
expenditures, dividends and distributions) prospects
mitigate the acquisition risk for more moderately
sized transactions. Furthermore, the company has
effectively managed its balance-sheet risk in recent
years by integrating more than $12 billion of
acquisitions without affecting its credit profile.

Cingular (*A’, Stable Rating Outlook)

On Oct. 26, 2004, Fitch upgraded the rating assigned
to the senior unsecured debt of Cingular to ‘A’ from
‘A-’. The ‘F2’ commercial paper rating assigned to
Cingular was withdrawn following the announcement
that the company will no longer issue short-term debt
publicly. Fitch also upgraded the outstanding senior
unsecured notes of AT&T Wireless to ‘A’ from
‘BBB’. The upgrade to ‘A’ of Cingular and the
AT&T Wireless debt assumed by Cingular reflects
" the strategic importance and strong linkage of
Cingular to its parent companies. Cingular’s
acquisition of AT&T Wireless is a strategically
positive move for Cingular and its parent companies,
as Fitch believes wireless continues to have good
growth prospects and should maintain stable margins,
particularly as growth slows. However, significant
near-term challenges exist for Cingular. Fitch
believes there will be material execution risk in the
integration of the two companies, and there is risk
regarding the ultimate level and/or timing of

ALLTEL Corporation ‘A Stable
Bell Canada ‘A Stable
BCE inc. ‘A Stable
Cingular Wireless LLC ‘A Stable
Nextel Communications, inc. ‘BB’ Positive Rating Watch
Rogers Wireless inc. ‘BB+' Stable
Sprint Com. ‘888’ Positive Rating Watch
TELUS Corp. ‘888’ Stable
Telephone & Data Systems, inc.'BB8+' " Stable
United States Callular Corp.  ‘BBB+ Stable
Verizon Wireless ‘At Stable

Source: Fitch Ratings.

operating and capital synergies. Operationally, both
Cingular and AT&T Wireless have suffered chum
levels at the high end of the industry range, in part
due to network quality issues stemming from the
migration in techuology from TDMA to GSM.

Nextel (‘BB+’, Positlve Rating Watch )

On Dec. 15, 2004, Fitch Ratings placed Nextel’s
‘BB+ senior unsecured debt rating and the ‘BB’
preferred stock rating, along with the ‘BBB-" senior
secured rating of Nextel Finance Company on
Positive Rating Watch. Additionally, Fitch has placed
the ‘BBB’ senior unsecured debt rating of Sprint and
Sprint Capital Corp. on Positive Rating Watch.
Fitch’s action follows the announcement of the
companies’ intent to combine in a merger of equals,
The transaction is expected to close during the
second half of 2005 subject to the receipt of
customary approvals of a transaction of this nature.

Fitch’s rating action recognizes the potential for the
combined company to more effectively compete
within the wireless industry, the expectation that the
combined company through operating and capital
expense synergies will be better suited to generate
sustainable EBITDA and FCF growth as well as the
initial financial profile of Sprint-Nextel. The
combination of Sprint and Nextel will create the
third-largest wireless company in the country with
approximately 35 million subscribers.

In Fitch’s opinion, the combination of Sprint’s
standing as a leader within the consumer data and
wholesale markets and Nextel’s strong business
market position through its differentiated push-to-talk
service will provide Sprint-Nextel strong market
positions across a broad segment of wireless
subscribers to effectively compete with Verizon
Wireless and Cingular. Fitch expects the combination
of the strong subscriber portfolios to continue to
generate market-leading ARPU. From a spectrum
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position, the Sprint-Nextel combination would have
the deepest spectrum position of any nationwide
operator, including more than 50 MHz of spectrum at
800/900 MHz and 1.9 GHz and approximately
60MHz of 2.5 GHz spectrum, which covers 85% of
the households in the top 100 markets. The 2.5 GHz
spectrum offers the unique potential for Sprint-Nextel
to deploy 4G advanced wireless data services.

Sprint Nextel anticipates operating cost and capital
expenditure synergies (net of integration costs) of
approximately $12 'billioh on a nét present value
basis. While the Sprint-Nextel combination involves
two disparate technologies, it does offer numerous
benefits, including several technology and cost
advantages, significant product differentiation and
the scale necessary to compete effectively against
Verizon Wireless and Cingular Wireless.

In resolving the Rating Watch, Fitch will consider the
final capital structure of Sprint-Nextel, the integration
and technology migration path issues, the potential
for realization of operating and capital expense
synergies and the prospects of the combined entity to
generate sustainable revenue, EBITDA and FCF
growth. Additionally, Fitch will evaluate the potential
effect to the Sprint-Nextel credit profile from a
contingent liability that may be triggered by the
change of control provision contained in Nextel’s
agreement with Nextel Partners, Inc. Fitch expects
that Sprint will also have to restructure its agreements
with its personal communications system (PCS)
affiliates as a result of the proposed merger.

Sprint (‘BBB’, Positive Rating Watch)

See previous comments on Nextel. Fitch’s ‘BBB’
rating of Sprint’s senior unsecured debt reflects the
company’s revenue and asset diversity, a strong
liquidity profile and Fitch’s anticipation that Sprint
will sustain FCF growth during 2005. Driving
Sprint’s FCF generation is the company’s wireless
business. Fitch notes that each of Sprint’s core
businesses contributes meaningfully to the company
EBITDA less capital expenditure metric. FCF growth
within the wireless operation has largely offset the
pressure experienced within the local telephone
operations and the more pronounced erosion within
the long-distance business. Following the completion
of the merger, Sprint-Nextel intends to spin off
Sprint’s local telephone division (LTD), structured as
a tax-free dividend to the shareholders of Sprint-
Nextel.

United States Cellular Corp. (USM, ‘BBB+’,
Stable Rating Outlook)

On Oct. 15, 2004, Fitch Ratings downgraded USM’s.
unsecured ‘debt rating to ‘BBB+’ from ‘A-’. The
rating downgrade primarily reflects the risks
associated with Telephone & Data Systems, Inc.’s
(TDS) consolidated high leverage and lack of FCF
generation, which are not reflective of an ‘A-’ rated
credit profile. Gross debt-to-EBITDA has remained
outside the level reflective of the ‘A~ range since the
company’s acquisition of the PrimeCo operations in
2002. Fitch’s expected level of leverage improvement
from that time has not been achieved primarily due to
USM’s strategic realignment of its operations. While
USM used proceeds from asset divestures to offset
costs with the footprint expansion, Fitch believes that
the company does not produce sufficient FCF to
mitigate the operating losses and higher capital
expenditures associated with the developing markets.
Fitch expects that TDS will be unable to materially
reduce debt and improve FCF prior to 2006, The
company has a strong liquidity position with
approximately $1.1 billion of cash, but this benefit is
muted with a large future tax liability associated with
the prepaid forward contracts.

Fitch agrees with USM’s strategic repositioning of
divesting noncore wireless assets and building out of
several greenfield PCS deployments that are adjacent
to existing operations, thereby strengthening its
competitive position. Nevertheless, it is important to
note that a substantial portion of USM’s POPs could
be characterized as a developing market, which
indicates that the developing market operations
generate minimal cash flow at this time. Accordingly,
USM has shown good financial discipline of gaiting
the PCS deployments by using the cash flows
associated with its mature markets to fully fund the
developing operations. With the successful launches
in several new markets during the third quarter, USM
has made considerable progress on this initiative
while reducing the execution risk related to this
strategy.

In 2005, USM only has plans to launch the St. Louis
market, which is critical to strengthening USM’s
footprint. Beyond 2005, in Fitch’s opinion, USM will
explore similar strategies and likely consider other
sizable footprint expansions, which, depending on the
scale of the deployment, could continue to pressure
cash generation.
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Verizon Wireless (‘A+’, Stable Rating

Outlook)

On July 30, 2004, Fitch Ratings upgraded the rating
assigned to the senior unsecured debt of the Celico
Partnership (Verizon Wireless) to ‘A+’ from ‘A’. In
addition, Fitch affirmed the A+’ rating assigned to the
outstanding long-term debt securities of Verizon
Global Funding and the ‘A+’ implied senior unsecured
rating of Verizon Communications (Verizon). Verizon
Wireless’ upgrade to ‘A+’ from ‘A’ reflects its
exceptional operating performance over the past
several quarters, expectations that that performance
will be sustained, the increased importance to Verizon
and its significant scale and scope in its wireless
operations. Verizon’s revenue mix is becoming
increasingly oriented toward growth areas with the
proportion expected to increase, as 38% of its total
revenues are derived from rapidly growing Verizon
Wireless. Additionally, Verizon Wireless has the cash-
generating capacity to sustain its strong market
position through investing in additional spectrum,
increasing capital spending for capacity and coverage
and upgrading its network to provide high-speed
wireless data services. This is evidenced by the
approximately $4.35 billion in spectrum related
purchase from NextWave Telecom and Qwest
Wireless LLC over the past several months.

Copyright © 2005 by Fitch, Inc., Fitch Ratings L4d. and its subsidiaries. One State Street Plaza, NY, NY 10004,
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Canadlan Wireless Industry

While this report does not address companies within
the Canadian wireless industry, Fitch believes
industry fundamentals, particularly with only three
similarly sized national operators, support the ability
for Rogers Wireless Inc., TELUS Corp. and Bell
Mobility to continue solid revenue growth and
margin expansion over the medium term, thereby
leading to less credit risk. During the first three
quarters of 2004, total revenue and EBITDA growth
increased 17% and 30%, respectively, for the national
operators. Industry growth was driven by a material
increase in ARPU (5%) and a solid increase in net
additions (20%) from one year ago. Industry chum
continued to be low at 1.7%, particularly when
compared with U.S operators at 2.3%. Consequently,
EBITDA margins increased to 39% for the first three
quarters of 2004, a 400 basis point improvement from
one year ago. With relatively low industry
penetration rates (Canada lags the United States by
approximately 10%), Fitch believes good
opportunities exist for the three national operators to
acquire their fair share of subscribers leading to
healthy revenue and cash flow growth prospects.
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Fitch Rtgs Affirms ALLTEL's 'A' Rtg>
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(MORE TO FOLLOW) Dow Jones Newswires
11-18-05 1516ET

Copyright (;:) 2005 Dow Jones & Company, Inc.
The following is a press release from Fitch Ratings:

Fitch Ratings-Chicago-November 18, 2005: Fitch Ratings affirms the 'A' rating assigned to
ALLTEL's debt and the 'F1' rating to ALLTEL's commercial paper following the

announcement that ALLTEL has reached an agreement to purchase approximately 400,000
wireless subscribers from Midwest Wireless for $1.075 billion in cash. The Rating Outlook

is Stable.

The affirmation reflects the strong free cash flow, the expected $1.7 billion in net proceeds
from international asset sales and financial discipline following past acquisitions. Fitch
expects ALLTEL to receive approximately $500 million in after tax proceeds from the sale
of the Ireland wireless operations during the fourth quarter of 2005 and $1.2 billion in after
tax proceeds from the sale of the Austria wireless operations during the first quarter of 2006
to finance the transaction. ALLTEL expects this transaction to close during the first half of
2006. Debt-to-EBITDA for the last 12 months (LTM) was 1.7 times ( x). Credit protection
measures should improve in 2006 and thereafter due to ALLTEL's significant cash
generation abilities. In acquiring Midwest Wireless, ALLTEL will gain approximately
400,000 wireless subscribers, primarily postpaid, in three mid-western states that are
adjacent to existing ALLTEL wireless properties. Midwest Wireless' covers approximately
1.9 million POPs, and the company holds PCS licenses for 2 million additional POPs,
including some overlap of Midwest's existing 850 MHz network. This transaction also
incrementally improves ALLTEL's position and scale as a leading roaming partner for each
of the nations' top four wireless carriers since the national carriers do not have much
economic incentive to build out in sparsely populated rural markets and are more likely to
devote their capital to high-speed wireless data deployment in urban areas.

Fitch believes ALLTEL will continue to focus on pursuing additional wireless acquisitions
in tier two and tier three markets over time. Fitch believes ALLTEL's record of pursuing
built-out wireless operations versus start-up greenfield deployments and its healthy FCF
prospects mitigate the acquisition risk for moderately sized transactions. Furthermore, the
company has effectively managed its balance sheet risk in recent years by integrating over
$12 billion of acquisitions without affecting its credit profile.
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ALLTEL maintains a $1.5 billion bank credit facility that matures in 2009 and on Aulg. 1,
2005, ALLTEL entered into an additional $700 million, 364-day revolving credit agreement
that expires on July 31, 2006. As of Sept. 30, 2005, ALLTEL had $928 million outstanding
under its commercial paper (CP) program. ALLTEL also has approximately $138 million in
current maturities of long-term debt. Last 12 months FCF was $775 million.

Copyright (C) 2005 Dow Jones & Company, Inc. All Rights’ Reserved.

Subject Codes: I/CTS, UTEL, /TLS, I/XDJGI, /XFFX, /XISL, I/XNYA, I/XSP5, /XSTT,
N/DJEN, N/DJIN, N/DIN, N/DJRT, N/WSJC, N/BON, N/CNW, N/COB, N/DJWI,
N/FCTV, N/FTH, N/RTG, N/WEI, M/MMR, M/UTI, P/HDL, P/RTRS, R/AR, R/NME,
R/US, R/USS :

Company Codes: AT
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ALLTEL Corporation

Significant changes in Alitel’s husiness model have created rating pressure

On December 9, 2005, Alltel announced its plans to operate as a standalone wireless company by spinning off its wire-
line operations. The wireline operations will merge with Valor Telecommunications (Valor) in a reverse Morris Trust
transaction, a transaction structured to be tax free to Alltel. Moody’s expects the transaction will close in the middle of
2006, and that substandally all existing debt will remain unchanged at Alltel. As a result of the announcement,
Moody'’s affirmed Alltel’s A2 long-term ratings, but revised its outlook for the ratings to negative to reflect Alltel’s loss
of cash flow diversification because of the spin-off of the wireline assets and the adoption of a more shareholder
friendly financial policy.
Moody'’s believes that the bifurcation of Alltel’s wireless and wireline operations will:

* Reduce the benefits of revenue diversification. The wireless operations will lose the implicit support pro-
vided by the predictable, though increasingly pressured, wireline free cash flow.

* Motivate Alltel to modify its financial strategy for both business segments to one that is more market-
friendly.

*  Have a minimal impact on the daily operations, product marketing, and customer retention of the wireless
business. Alltel has not emphasized bundling wireless and wireline product, and it is Moody’s understanding
that except for certain back office functions, Alltel operates its wireline and wireless business as essentially
two separate companies.

Moody’s believes that Alltel will continue to focus on a high growth strategy for its retained wireless business, pri-
marily in rural markets, through both organic subscriber growth and acquisitions. Moody’s considers the recent acqui-
sition of Western Wireless (WW) and the announced acquisition of Midwest Wireless (Midwest) as extensions of
Alltel’s wireless expansion strategy, and believes the combination of these operations has significant potential for strate-
gic and operational synergies.

As part of the wireline asset spinoff, Alltel will also retain certain Communication Support Services, specifically
those related to Communication Products and the Interexchange Network. Moody’s believes that the true benefit of
retaining these operations will be a lower sustainable wireless cost structure, rather than the profitability associated
with these individual product lines.

Moody’s Investors Service
Global Credit Research
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Alitel has in;_:reased its exposure to a higher growth industry segment.

Moody's considers wireless services a relatively high growth segment within the telecommunications industry, growing
on average 13.9% in the last two years, in terms of subscribers. Across the industry, increasing market penetration,
coupled with increased customer penetration, i.c., a higher number of products sold to each subscriber, is driving
strong top-line growth, ' ,

The significant steps Alltel has taken, specifically, the recent acquisition of WW, an exchange of wireless proper-
ties with Cingular, the pending acquisition of Midwest, and the announced spin-off of its wireline operations strength-
ens its long-term wireless growth and earnings prospects. Wireless asset contribution, which produced 60% of the
company's revenue mix in 2004, will increase to approximately 92% after the completion of the above mentioned
transactions. This strategic realignment to a solitary focus into an area where Alltel has proven itself as a solid operator
supports its A2 long-term credit rating. Moody's anticipates that the financial impact of declining roaming rates will be
offset by increased minutes of use and continued subscriber growth in the wireless sector.
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The competitive environment will remain challenging.

Although Moody’s expects that in-market consolidation will improve the rural wireless competitive environment, we
believe wireless competition will remain robust, with as many as seven providers in a given market. Alleel’s ability to
offer national coverage gives it a competitive edge over certain regional carriers, and places it on even footing with
other national carriers, but it still lacks the scale in terms of marketing and purchasing power, as well as the ability to
bundle products, that its largest competitors enjoy.

The Western Wireless and Midwest Wireless assets improve Alltel’s wireless market position.

Alltel’s acquisition of Western Wireless in August 2005 and the announced acquisition of MidWest Wireless in
November 2005 meaningfully strengthened its position as the largest rural cellular provider in the US with over 10
million customers. Moody’s believes Alltel’s coverage in rural western states improved dramatically, given minimal pre-
acquisition overlap between the companies’ footprints. The company (post WW acquisition) not only became the
largest rural provider of cellular service in the US, but also the largest rural US roaming partmer. This significantly
strengthened its negotiating position vis-a-vis other carriers.

2 Moody’s Analysis
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Alitel's U.S. Wireless Coverage

Source: Alltel

By retaining certain support services and its long-haul network, the spinoff of Alltel’s wireline assets should not
disrupt the company’s current low wireless cost structure. Furthermore, Moody' believes that anticipated operational
o synergies should also lower the cost structure of the wireless company over the longer term because:

C .

The increased wireless scale should improve Alltel’s negotiating position with suppliers, and provide opera-
tional economies of scale in areas such as call centers.

Alltel’s relative exposure to rural/suburban markets increased from 64% to 70% of revenues with recent
acquisitions. Higher rural exposure should improve churn rates and margins.

As the largest rural cellular provider, Alltel should be an attractive roaming partner for the four national
players.

Alltel’s national plans may attract new customers in Western Wireless’s core markets,

In addition to benefits from a favorable roaming agreement with Verizon, the improved pro forma footprint
should result in lower overall roaming costs for the company.

Moody’s believes Alltel will face significant integration risk as it assimilates WW and Midwest. Alltel’s strong track
record for effectively integrating acquisitions partially offsets some of this risk.

Moody’s Analysis 3



Maintaining market share has proven challenging for Alitel.

Alltels ability to offer price competitive national coverage gives it an edge over certain regional carriers, and places it
on even footing with other national carriers. Nonetheless, from the beginning of 2003, Alltel’s subscriber growth has
lagged other providers despite acquisitions, as its market share dropped from 6.2% in Q1-03 to 5.4% in Q3-05. The
company’s ratings will strengthen to the extent it can reverse this trend and successfully gain market share, which has
proven to be challenging vis-3-vis the national carriers. ~ ! '
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Revenue and cash flow growth, coupled with low leverage, support the rating. -

Moody’s believes that Alltel’s financial flexibility is reflected in its conservative capital structure, which allows the com-
pany to pursue strategic initiatives, and free cash flow generation, which provides the means to reduce leverage after-
wards.

Overall, Moody's anticipates that the operating performance of Alltel's wireless business will remain strong in a
challenging market so long as industry continues to grow. By focusing on expanding its rural operations rather than
those in urban markets, the company should benefit from lower churn rates and high margins afforded by lower com-
petition. Alltel's relative exposure to rural/suburban markets increased to over 70% on a proforma basis from 64% as a
result of recent acquisitions. Alltel will still, however, derive 30% of its wireless revenue from large more-competitive
urban markets. Moody's is also concerned that price compression associated with roaming rates, which has moderated
somewhat, will still continue to erode Alltel's wholesale margins. Despite continued pressure on margins, Moody's
expects Alltel's wireless earnings and cash flows to grow steadily over the next few years due to growth in its customer
base, increased penetration of higher ARPU national plans, and controlled capital investment.

Alitel maintains bigh margins through excellent cost control.
Alltel’s wireless operations generate among the highest EBITDA margins in the industry, at 36% for the twelve
months ending 9/30/05.

Effective wireless sales distribution channels and significant progress in completing the transition to CDMA tech-
nology, in part, drive the company's good wireless cost structure. Alltel’s wireless-cash-cost-per-user is one of the low-
est in the industry. Although cash-cost-per-customer has risen in recent quarters because of increased advertising cost,
redundant operation costs associated with the WW acquisition, and an increase average minutes of use without a pro-
portionate rise in revenue per MOU, Moody's anticipates that the company will maintain its competitive position in
the intermediate term as it completes the integration of WW and continues to take advantage of its strong distribution
channels. As shown in the following table, Allte! is able to maintain regional economies of scale. Relative to other large
cellular providers, Alltel is among the market leaders in terms of monthly operating income per subscriber and cash
contribution per customer (based on the twelve months ending 9/30/05), exceeded in both categories by only Sprint
Nextel and Verizon Wireless.
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Despite operational and strategic benefits, the planned mergers significantly increase Alltel’s integration risk, par-
ticularly in the following areas: .
*  Marketing and product branding

*  Technology integration - at close, 20% of Western Wireless’ customers used analog systems

®  Back-office consolidation I

In the third quarter of 2005, Alltel’s churn increased due to handset conversion problems. The loss of sixty-seven
thousand customers in the 34 quarter of 2005 in properties acquired from Cingular in April 2005 contributed to 34
bps increase in average quarterly sequential churn. Moody’s expects Alltel to complete the handset transitions by the
end of 2005, and churn to return to lower levels. In the event that future integration creates an unexpected drain on
the company’s managerial and financial resources such that wireless cash flow generation is impaired, Alltel’s rating will
likely come under pressure. '

Moody’s expects wireless free cash flow (defined as CFFO less CAPEX and Dividends) to steadily grow to approx-
imately $650 million by the end of 2007, with capital expenditures hovering just over $1.0 billion. We expect the
improvement in operating cash flow to drive free cash flow to over 20% of adjusted debt over the intermediate term.
We also expect fund from operations interest coverage (FFO + interest expense)/interest expense to exceed 7.5x over
the intermediate term.

Change in AT's financial strategy has changed Moody’s rating outlook to negative.

In the December 9, 2005 press release which announced the spinoff of its wireline assets, Alltel announced its plan for
an open market $3 billion share repurchase program.

Moody’s considers the company’s willingness to return to shareholders proceeds associated with the spinoff a
change in Alltel’s long-followed conservative financial policy. To the extent Alltel increases its distribution to share-
holders beyond the announced share repurchase plan, the ratings may come under pressure. Moody’s believes Alltel’s
senior management is still committed to maintaining the company’s A2/P-1 rating, and expects senior management to
continue this fiscal discipline as the company grows.

Moody’s expects the company to continue to grow through acquisition and to leverage its balance sheet from time
to time to do so. Moody’ believes that management will continue to take a disciplined approach in selecting future
acquisitions and pursue only those that improve its competitive position, generate free cash flow, and strengthen the
company’s balance sheet. After such acquisitions, Moody’s expects the company to use its strong free cash flow to
reduce leverage quickly to levels consistent with an A2 rating. If Alltel should, however, pursue strategic optons,
including another wireless acquisition, that prectudes the company from restoring free cash flow to 20% of adjusted
debt over the intermediate term, the ratings could fall.

Aiitel will continue to henefit from strong wireline cash flow until divestiture is complete.

At the same time, Moody’s expects Alltel’s wireline business to grow slowly, if at all, as it is facing rapidly expanding
competitive challenges from wireless, broadband substitution, and cable companies. Moody’s believes strong DSL
growth, generally favorable regulation, and an improved cost structure will offset some of the negative impact of access
line loss. For the twelve months ending 9/30/05, DSL subscribers rose 66% to 360K, representing 18% penetration
rate of addressable lines. Given Alltel’s high wireline EBITDA margins of over 57% (the highest in the industry),
Moody’s believes that despite top-line pressure, wireline operations will continue to generate stable operating cash
flow. Any increases in wireline cash flow are likely to result from margin improvement given Moody’s expectations for
stable revenues and capital expenditures.
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ALLTEL Corporation

Competitive Position

RURAL AND SUBURBAN CHARACTERISTICS OF ALLTEL'S CORE SERVICE AREAS PARTIALLY INSULATE
THE COMPANY FROM MOUNTING COMPETITION.

As an incumbent local exchange carrier ("ILEC") and wireless service provider in predominately rural and suburban
US markets, ALLTEL benefits, relative to urban carriers, from less intense competition and more favorable regulation
in its core markets. Moody’s, however, expects direct competition, while still modest, to steadily increase, particularly
as cable companies begin to provide voice services.

As the second largest independent ILEC in the
US servicing approximately 3.0 million access lines
in 15 states as of 12/31/04, ALLTEL's markets see
somewhat higher demand, relative to urban cen-
ters, for both traditional and enhanced service
offerings mainly because of population growth and
currently low penetration rates. Threats to the
wireline revenue have stemmed mainly from wire-
less substitution and secondary line loss to high
speed data, rather than from wholesale pressure
AMEL (via UNE-P), with wireless substitution account-
B 2o T ing for a majority of access line loss in 2004. To

date ALLTEL's ratings have been able to with-
stand these competitive pressures, in part, because
of the company’s natural hedge against the eco-
nomic impact of wireless substitution. With approximately 50% overlap of wireline and wireless service areas,
ALLTEL is compensated for some of the wireline access line losses by growth in its wireless markets. In addition,
Mocdy's believes that ALLTEL will continue to defend against revenue and margin erosion by offering product
bundles and continued cost reductions.

Communications Coverage Area
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Moody's believes that, over time, the wireline segment will experience more intense competition from cable com-
panies to provide both high-speed-data services and voice services through VoIP. As of 12/31/04, Moody's estimates
that approximately 70% of ALLTEL's wireline subscribers were also served by cable companies, with lower cable pen-
etration rates seen in ALLTEL's rural markets compared to its suburban markets. Moody's notes that the lower cus-
tomer density and higher satellite market share in ALLTEL's markets reduce new entrants' return on investment, and
thus delay the onset and moderate the intensity of cable competition in these markets. Nonetheless, while these
dynamics have limited cable companies' offering of VoIP services in ALLTEL's core markets as of 12/3 1/04, Moody's
expects this competitive challenge to intensify in the near- to intermediate-term, as technological innovation within
the cable industry allows them to offer services cost effectively in areas that ALITEL has traditionally monopolized.
Moody's envisions that, over time, cable companies will offer a full array of telecommunications services including
voice, video, and data, beginning first in ALLTEL's suburban markets and then expanding into its more rural markets,
ALLTEL's ability to bundle the wireless and wireline services strengthens its competitive position against the cable
industry's triple play offering (video, high-speed data, and telephony), which generally lacks the wireless component.
Moody's also believes that ALLTEL's ability to increase DSL penetration prior to the arrival of competitive HSD and
voice offerings will enhance its ability to compete long term and will support its credit ratings. In 2004, ALLTEL's
DSL subscriber growth outpaced its access line loss. DSL penetration increased to approximately 12% of addressable
lines with 243K subscribers, a 59% year-over-year growth rate.

The new competitive threat from cable may have a significant negative impact on ALLTEL's credit quality over
the long run, given the cable companies’ technological advantages with certain products such as video services, incum-
bent market position, and substantial financial resources. ALLTEL has adopted a low investment and quick-to-market
satellite video resale strategy, to fend off this developing competition. The company recently signed an agreement to
offer DISH Network TV service to local telephone customers in 15 states. Moody's does not expect ALLTEL's video
resale service to generate meaningful cash flow, though it should pare customer acquisition cost by reducing churn.
Moody's believes that in the long run, satellite resale will leave ALLTEL at a technological disadvantage vis-i-vis cable
companies. To the extent that ALLTEL attempt to overcome this disadvantage by undertaking a facilities-based video
strategy, the potentially significant increased business and financial risk due to extensive capital investment require-
ments could create downward rating pressure.

WESTERN WIRELESS ASSETS IMPROVE ALLTEL'S WIRELESS MARKET POSITION

After the close of the Western Wireless acquisition, expected in the second half of 2005, ALLTEL will strengthen its
position as the largest rural cellular provider in the US with almost 10 million customers, ALLTEL is currently the
seventh largest US wireless provider servicing 8.6 million wireless customers in 24 states, with approximately 35% of
these customers in highly competitive urban tier-1 markets.

ALLTEL announced its intentions to purchase Western Wireless for approximately $4 billion in stock and cash
and the assumption of approximately $2 billion in debt on January 10, 2004. Moody's believes the Western Wireless
assets complement ALLTEL's existing footprint. ALLTEL's coverage in rural western states will improve dramati-
cally, given minimal pre-acquisition footprint overlap. Not only will the resulting company be the largest rural pro-
vider of cellular service in the US, but also the largest rural US roaming partmer, resulting in a stronger negotiating
position vis-3-vis other carriers.

Moody's expects that this in-market consolidation will improve the rural wireless competitive environment.
Moody's also believes that anticipated operational synergies should lower the cost structure of the combined com-
pany because:

* The increased scale should improve ALLTEL's negotiating position with suppliers, and provide operational econ-
omies of scale in areas such as call centers.

*  Both companies utilize CDMA technology to carry their retail wireless traffic. Therefore, the costs and potendal
pitfalls of operational integration should be partially mitigated.

* ALLTEL's relative exposure to tier-2 and tier-3 markets will increase from 64% to 70%. Higher rural exposure
should improve average churn rates and margins.

®  As the largest rural cellular provider, ALLTEL should be an attractive roaming partner to the national players.

® ALLTEL's national plans may attract new customers in Western Wireless's core markets.

* In addition to benefits from a favorable roaming agreement with Verizon, the improved pro forma footprint
should result in lower overall roaming costs for the combined company.
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Despite operational and strategic benefits, the planned merger will significantly increase ALLTEL's integration
risk, particularly in the following areas:
® Marketing and product branding;
* Technology integration -- 20% of Western Wireless' customers still use analog systems;

*  Back-office consolidation; and

* Effective management of Western Wireless' international operations - While international operations provide
diversification benefits, ALLTEL has been largely a domestic company without extensive experience managing
international operations.

Moody's anticipates that declining roaming rates will be offset by increased minutes of use and continued sub-
scriber growth in the wireless sector. Consequently, revenue growth should remain strong. ALLTEL's ability to offer
national coverage gives it a competitive edge over certain regional carriers, and places it on even footing with other
national carriers. ALLTEL's rating incorporates Moody's belief that, over the intermediate term, wireless free cash
flow will grow. In the event that the integration of the Western Wireless creates an unexpected drain on the company's
managerial and financial resources such that wireless cash flow generation is impaired, ALLTEL's rating will likely
come under pressure.

ALLTEL MAINTAINS HIGH MARGINS THROUGH EXCELLENT COST CONTROL EFFORTS

ALLTEL's wireline and wireless operations generate among the highest EBITDA margins in the industry: 60% and
35%, respectively, in 2004. Despite continued weakness in access line growth, ALLTEL maintains wireline profitabil-
ity through operating efficiencies derived from the integration of certain wireless and wireline functions @i.e. retail dis-
tribution channels). Moody's believes that strong operations and an efficient cost structure, coupled with favorable
regulation, will support margins close to current levels over the intermediate term. Moody's ratings assume that con-
solidated EBITDA margins will remain around 40%.

Effective wireless sales distribution channels and significant progress in completing the transition to CDMA tech-
nology, in part, drive the company's good wireless cost structure. ALLTEL's wireless-cash-cost-per-customer is one of
the lowest in the industry. Although cash-cost-per-customer has risen over the past quarter because of increased aver-
age minutes of use, Moody's anticipates that the company will maintain its competitive position in the intermediate
term due to lower advertising costs in the rural markets it serves, as well as its strong distribution channels. As shown in
the following table, ALLTEL is able to maintain regional economies of scale. Relative to other large cellular providers,
with the exception of Nextel, ALLTEL generates the highest monthly operating income per subscriber, and is among
the market leaders when cash contribution per customer is considered.

STRONG CAPITAL STRUCTURE AND DIVERSIFIED BUSINESS LINES

Moody’s believes that ALLTEL financial flexibility is reflected in its strong capital structure that allows the company
to pursue strategic initiatives, and free cash flow generation which provides the means to reduce leverage afterwards.
Since 2002, ALLTEL has consistently improved its balance sheet and relative cash flow generating ability. Man-
agement has paid down debt from $6.6 billion at FYE 2002 following the CenturyTel acquisition to $5.6 billion by
FYE 2004. (These estimates give ALLTELs $1.4 billion equity units 100% debt-like treatment) Over the same
period, growth in consolidated free cash flow, defined as cash flow from operations less capital expenditures and divi-
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dends, stemmed from both the wireless and wireline sides of the business improved to approximately $842 million
from $756 million. As a result, free cash flow increased to 15% of total debt from 11% during this period, and net
debt to EBITDA dropped to 1.6 times from 2.3 times.

The growth in the wireless segment resulted from strong top-line growth. Moody’s expects wireless cash flow
growth to continue over the intermediate term. Increased customer penetration, greater demand for higher priced
national plans, and relatively lower capital expenditures, only partially offset by a decline in roaming rates, should drive
this growth. :

Moody’s expects wireline operations to continue to generate significant free cash flow to support the growth in the
wireless side of the business, despite increasing competition from wireless and technology substitution. Experiencing
stable revenues and capital expenditures, the wireline segment’s cash flow ‘contribution increased primarily from mar-
gin improvement. Moody% believes strong DSL growth, new product introductions, generally favorable regulation,
and an improved cost structure will offset some of the negative impact of access line loss. In 2004, DSL subscribers
rose 39% to 243K, representing 12% penetration rate of addressable lines. Given ALLTEL: high wireline EBITDA
margins of near 60% (the highest in the industry), Moody’s believes, despite top-line pressure, that wireline opera-
tions will continue to throw off meaningful free cash flow and provide significant financial flexibility over the interme-
diate term.

Management Strategy

MAINTAIN FISCALLY CONSERVATIVE STRATEGY

Moody’s believes ALLTELS senior management is committed to maintaining the company’s A2/P-1 rating, and
notes that ALLTEL has historically followed fiscal strategies that are consistent with this commitment. Moody’s
expects senior management to continue this fiscal discipline as the company grows. The company’s long-term rat-
ings benefit from the unused debt capacity resulting from the conservative financial policy and the strategic flexibil-
ity it affords the company.

Moody’s affirmed ALLTELs A2 long term rating and P-1 short-term rating soon after the proposed Western
Wireless acquisition was announced, because of the conservative nature of the proposed financial package and ALL-
TEL: strong liquidity. Moody’s does not believe that ALITELs leverage will meaningfully increase as a result of this
transaction and anticipates that the company’ overall credit metrics will remain close to current levels in 2005 before
improving in 2006. ALLTEL intends to finance the purchase with about 75% equity. In addition, ALLTELS substan-
tial liquidity, reflected in its high cash balances, substantial free cash flow generation and the andcipated inflow of
approximately $1.4 billion from the remarketed equity units, will allow the company to pay off the vast majority of the
assumed debe after closing. Moody’ has also factored this assumption into its ratings.

Moody’s expects the company to continue to grow through acquisition and to leverage its balance sheet from
time to time to do so. The rating also incorporates Moody’ belief that management will continue to take a disci-
plined approach in selecting future acquisitions and pursue only those that improve its competitive position, gener-
ate free cash flow, and strengthen the company’s balance sheet. After such acquisitions, Moody’s expects the
company to use its strong free cash flow generation to reduce leverage quickly to levels consistent with an A2 rating.
If ALLTEL should, however, pursue strategic options, including another wireless acquisition in the next twelve
months, that drive pro-forma debt to greater than five times free cash flow (defined as CFFO less CAPEX and Div-
idends), the ratings could fall.

CONTINUED FOCUS ON WIRELESS AND LESS COMPETITIVE RURAL OPERATIONS

Moody’s expects ALLTEL to continue to emphasize growth in the wireless sector in a way that strengthens its pres-
ence in rural markets. Moody’s anticipates that the growth in the wireless side of its business over the intermediate
term will come through both organic subscriber growth as well as future acquisitions. Moody’s considers the acquisi-
tion of Western Wireless as an extension of ALLTEL wireless expansion, and believes the combination of ALLTEL's
and Western Wireless' operations has significant potential for strategic and operational synergies. As seen in the table
below, ALLTEL relative exposure to the wireless sector has slowly increased with wireless revenues growing to
approximately 60% of total revenue in 2004 from 57% in 2002, and unlevered free cash flow growing to approxi-
mately 47% over the same period. On a proforma basis adjusting for the Western Wireless acquisition, Moody’s esti-
mates that wireless operations will make up around 66% of revenues and 50% of unlevered cash flow.
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Overall, Moody's anticipates that the operating performance of ALLTEL's wireless business will remain strong in
a challenging market. By focusing on expanding its rural operations rather than those in urban markets, the company
should benefit from lower churn rates and high margins afforded by lower competition. ALLTEL's relative exposure
to tier two- and tier-three rural/suburban markets will increase to 70% on a proforma basis from 64% as a result of the
Western Wireless acquisition. ALLTEL will still, however, derive 30% of its wireless revenue from tier-one urban
markets, where there can be as many as seven other compettors. Moody's is also concerned that price compression,
associated with roaming rates, will continue to erode ALLTEL's wholesale margins. Despite continued pressure on
margins, Moody's expects ALLTEL's wireless earnings and cash flows will grow steadily over the next few years due to
growth in its customer base, increased penetration of higher ARPU national plans, and controlled capital investment.
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ALLTEL Corporation

EBIT/Revenue

Capex/Revenue

Funds From Operations/Adjusted Debt [2]
Free Cash Flow/Adjusted Debt [2]
(EBITDA-Capex)/interest Expense
EBIT/Assets

Moody's Rating
Stable

A2

(P)A2

P-1

Stable
A2
A2
NR
A2
NR
NR
SGL-3

Stable
A2

Stable
A2

Phone
1.212.553.1653

1Q2005LTM

23.7%
14.4%
51.0%
18.4%

6.1x
11.9%

2004
23.9%
14.0%
49.0%
15.1%

6.0x
11.9%

Global Credit Research
Credit Opinion

9 AUG 2005

[1]2003 [1]2002 [1]2001
24.0% 252% 24.6%
15.0% 171% 21.2%
429% 37.7% 59.2%
14.4% 11.4% 6.5%
5.2x 4.7x 5.0x
11.5% 11.0% 12.9%

[1] Historical financials have been restated to refiect the sale of the financial services division of ALLTEL
Information Services. [2] ALLTEL issued $1.385B in Equity Units in 2Q'02. Total debt is adjusted to treat these

instruments as 20% debt.

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.
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The credit strengths of ALLTEL ("AT") are: ,

1. Growing wireless exposure - Increased exposure to the relatively faster growing wireless sector, through both
organic growth and acquisition of Western Wireless ("WWCA"), materially improves the company's market position
and long term growth prospects. Moody's anticipates the free cash flow generated by this segment will grow
steadily over the next few years.

2. Attractive rural wireless footprint - The acquisition of the Western Wireless assets significantly strengthens
ALLTEL's strategic importance as a roaming partner for the four largest national providers,

3. Cash flow generating capacity of wireline operations - Moody's expects AT's wireline brofitability (driven by
margins that are among the highest in the RLEC industry) and free cash flow to remain relatively strong as a result
of limited, though growing, direct competition; modest growth in demand for enhanced service offerings; and cost
control efforts.

4. Integrated wireless/wireline operator - AT's approximate 50% wireline/wireless service area overlap facilitates
product bundling and reduces churn. ‘

5. Conservative financial management - AT has demonstrated a strong commitment to credit quality, and has
historically funded acquisitions in a manner that preserves balance sheet strength.

Credit Challenges
The credit challenges of ALLTEL are:
1. Wireless competition - Despite industry consolidation, Moody's expects wireless competition to remain robust.

2. Access line loss - AT's local wireline business faces increasing competitive challenges, primarily from wireless
and broadband substitution.

3. Growth through acquisition - With the acquisition of Western Wireless, ALLTEL faces substantial integration risk.
The company's track record for effectively integrating significant acquisitions partially mitigates this risk.

Rating Rationale

AT's A2 long-term and P-1 short-term debt ratings attests to AT's conservative financial management, strong
liquidity, its solid capital structure and the strength of its operations. On August 1, 2005, ALLTEL acquired Western
Wireless for approximately $6.5 billion ($3.5 billion in stock, $933 million in cash and the assumption of $2.1 billion
in net debt). The company's strong liquidity (cash balances of $2.0 billion prior to closing and $1.5 billion
commercial paper facility), coupled with strong free cash flow generation, enable it to undertake this transaction
without materially increasing leverage.

Moody's believes that this acquisition will likely yield strategic and operational synergies. With the acquisition, AT
will significantly increase its footprint in rural markets and solidify its position as the largest rural provider. AT
should recognize benefits from not only reduced roaming costs, but also increased attractiveness as a roaming
partner for the four national carriers. AT will, however, face increased integration risks as it assimilates the WWCA
assets.

Overall, Moody's anticipates that the operating performance of AT's wireless business will remain strong in a
challenging market. AT's relative expasure to less competitive rural/suburban markets increases to 70% from 64%
as a result of the WWCA acquisition. Despite concerns that AT will still derive 30% of its wireless revenue from
more urban markets and that the price compression associated with roaming rates will continue to erode AT's
wholesale margins, Moody's expects AT's wireless eamings and cash flows will grow steadily over the next few
years due to growth in its customer base, increased penetration of higher ARPU national plans and controlled
capital investment.

Moody's also expects that AT's wireline business will continue to provide the company with a reliable source of
cash flow, despite increasing competition. Moody's believes that AT's wireline business will sustain healthy cash
flow generation as a result of strong DSL growth, new product introductions, generally favorable regulation, and an
improved cost structure. The rating also incorporates the lower, though expanding, competition in rural markets,
AT's leading market position, and diversified product suite.

Rating Outlook

ALLTEL's stable rating outlook is based on Moody's expectations that the stock repurchase program of AT will
remain suspended through at least the middle of next year, that AT will continue to exercise discipline in growing
its businesses through acquisitions, and that any future transactions will be financed in a manner that preserves
AT's capital structure and asset quality.
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What Could Change the Rating - UP

A meaningful reduction in debt and significantly higher profitability and free cash flow could create positive rating
pressure if coupled with reduced acquisition appetite.

What Could Change the Rating - DOWN

The ratings could fall if AT is unable to generate sufficient free cash flow to restore its strong liquidity to pre-
transaction levels within 12 to 18 months of the transaction close. In addition, if AT chooses to pursue strategic

options in the next twelve months that drives debt to greater than five times free cash flow, the ratings will likely
fall. '
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ALLTEL Corporation

[1]TTM 2004  [2]2003  [2]2002 [2]2001

EBIT/Revenue 23.7% 24.0% 25.2% 24.6%
Capex/Revenue 14.0% 15.0% 17.1% 21.2%
Funds From Operations/Adjusted Debt [3] 57.9% 53.0% 45.2% §9.2%
Free Cash Flow/Adjusted Debt [3] 20.9% 17.8% 13.7% 6.5%
(EBITDA-Capex)/interest Expense 5.7x 5.2x 4.7x 5.0x
EBIT/Assets 11.6% 11.5% 11.0% 12.9%

[1] 2004 financial ratios are calculated for the trailing twelve months ended June 30, 2004. [2] Historical financials
have been restated to reflect the sale of the financial services division of ALLTEL Information Services. [3] ALLTEL
issued $1.3858B in Equity Units in 20°02. Total debt is adjusted to treat these instruments as 20% debt.

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.
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The credit strengths of ALLTEL ("AT") are: |
H

1. Growing wireless exposure - Increased exposure to the relatively faster growing wireless sector, through both

organic growth and the potential acquisition of Western Wireless, materially improves the company's market

position and long term growth prospects. We anticipate the free cash flow generated by this segment to grow

steadily over the next few years.

2. Cash fiow generating capacity of wireline operations - Moody's expects AT's wireline profitability (driven by
margins that are among the highest in the RLEC industry) and free cash flow to remain relatively strong as a result
of limited direct competition, modest growth in demand for enhanced service offetings and cost control efforts.

3. Conservative financial management - AT has a strong commitment to credit quality, and has historically funded
acquisitions in a manner that preserves balance sheet strength.

Credit Challenges ) "
The credit challenges of ALLTEL are:
1. Wireless competition - Despite industry consolidation, Moody's expects wireless competition to remain robust.

2. Access line loss - AT's local wireline business faces increasing competitive challenges, primarily from wireless
and broadband substitution.

3. Growth through acquisition - Should the acquisition of Western Wireless close, ALLTEL will face integration risk.
The company's demonstrated track record for effectively integrating significant acquisitions partially mitigates this
risk.

Rating Rationale

Moody's affirmed AT's A2 long-term and P-1 short-term debt ratings following its recent announcement of intent to
purchase Western Wireless for approximately $6.0 billion ($4.0 billion in stock and cash and the assumption of
$2.0 billion in debt). The affirmation attests to AT's conservative financial management, strong liquidity, its solid
capital structure and the strength of its operations. The company's strong liquidity (cash of $485 million, almost
$500 million of marketable securities, and no outstanding borrowings on its $1.5 billion commercial paper facility),
coupled with strong free cash flow generation, enable it to undertake this transaction without materially increasing
leverage.

Moody's believes the combination of AT's and Western Wireless' operations has significant potential for strategic
and operational synergies. With the acquisition, AT will significantly increase its footprint in rural markets and
solidify its position as the largest rural provider. AT should recognize benefits from not only reduced roaming costs,
but also increased attractiveness as a roaming partner for the four national carriers.

Overall, Moody's anticipates that the operating performance of AT's wireless business will remain strong ina
challenging market. AT's relative exposure to less competitive tier two and tier three rural/suburban markets will
increase to 70% on a proforma basis from 64%. Despite concerns that AT will still derive 30% of its wireless
revenue from tier one urban markets and that the price compression, associated with roaming rates, will continue
to erode AT's wholesale margins, Moody's expects AT's wireless earnings and cash flows will grow steadily over
the next few years due to growth in its customers base, increased penetration of higher ARPU national plans and
controlled capital investment,

The rating reflects Moody's expectations that AT's wireline business will also continue to provide the company with
a reliable source of cash flow, despite increasing competition. Moody's believes that AT's wireline business will
sustain healthy cash flow generation as a result of strong DSL growth, new product introductions, generally
favorable regulation, and an improved cost structure. The rating also incorporates the lower competition in rural
markets, AT's leading market position, and diversified product suite.

Rating Outlook

ALLTEL's stable rating outlook is based on Moody's expectations that the stock repurchase program of AT will
remain suspended through at least the middle of next year, that AT will continue to exercise discipline in growing
its businesses through acquisitions and that any future transactions will be financed in a manner that preserves
AT's capital structure and asset quality

What Could Change the Rating - UP




A meaningful reduction in debt and significantly higher profitability and free cash flow could create positive rating
pressure if coupled with reduced acquisition appetite.

What Could Change the Rating - DOWN

The ratings could fall if a bidding war emerges for Westemn Wireless and AT chooses to purchase the company at
a much higher price, if AT finances the current deal with a significant larger portion of debt or if the company is
unable to generate sufficient free cash flow to restore its strong liquidity to pre-transaction levels within 12 to 18
months of the transaction close. In addition, if AT chooses to pursue strategic options in the next twelve months
that drives pro-forma 2006 debt to greater than five times free cash flow, the ratings will likely fall.

Recent Developments/Results

On January 11, 2004, ALLTEL announced its intentions to acquire Western Wireless for approximately $6.0 billion.
The transaction is subject to shareholder and regulatory approval. Moody's expect the transaction to close later in
2005. 1
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Opinion

Moody's believes that ALLTEL will have sufficlent liquidity through free cash flow generation and unused
o availability under its revolving credit failitie fo comfortably meet its near term financial and strategic objectives,
(._ as well as cover outstanding CP balances in the event of a market disruption.

While ALLTEL's liquidity is strong, it has temporarily weakened somewhat relative to historical levels because of
the cash payments associated with the Western Wirelese acquisition. On August 1, 2005, ALLTEL acquired
Western Wireless for approximately $933 million in cash, 54.3 million shares of common stock, and the
assumption of Western Wireless’ $2.1 billion In net outstanding debt. Prior to closing the transaction, ALLTEL
augmented its cash balances by selling its holding of Fidelity National stock and the conversion of approximately
$1.4 billion in equity units. As a resuit, ALLTEL was able to fund this acquisition and retire Western Wirsless’
outstanding domestic bank debt without Increasing fts own lang-term debt. ALLTEL's ability to accomplish this
financing in such a manner attests to the strength of its liquidity.

The company's internal sources of liquidity include highly predictable operating cash flow. In the first six months of
2005, ALLTEL generated over $400 million In free cash flow (cash flow from operations less CAPEX less
dividends). Moady's expects ALLTEL to increase free cash flow capacity over the intermediate term as it
assimilates the Westam Wireless assats.

ALLTEL has a $1.5 billion CP program intended for working capital purposes, capital expenditures, acquisitions,
and debt repayments. In addition, ALLTEL entered into a $700 million 384-day revolving credit facility on August
1, 2008, partially restoring the liquidity used in the Western Wireless acquisition. Moody's estimates that ALLTEL
will borrow approximately $1.0 billion under their CP program in order to fund the Western Wireless acquisition,
repay Western Wireless’ existing debt (including the 8.25% notes called on 8/1/05), and repay $200 million in
6.75% debentures due in September of 2005. Besides the $200 million debentures, ALLTEL faces only nominal
near-term maturities. Moody's believes that ALLTEL will restare its liquidity to historical levels through aperating
cash niow in the near term. ALLTEL may further strengthen ite fiquidity in the intermediate term by monetizing
certain infernational operations of Western Wireless. in July of 2008, Western Wireless announced the sale of its
lrish operations. The transaction is expected to close in October of 2005, and generate approximately $500
million, ALLTEL is also exploring the potentlal sale of the Austrian operations.

A 51.5 blliion revolving credit facllity maturing in July of 2009 provides liquidily back stop for the CP program. The
credit facility allows for same-day borrowing and contains a 65% debt-to-capitalization covenant. Moody's
estimates that ALLTEL's total debt-to-capitalization ratio was approximately 35% on a proforma basis. ALLTEL
does not need to make MAC representations to borrow under the facility. The facility contains rating based pricing
grids. The $700 mtillon revoiving credit facllity contains substantlally the same oovenant restriction as the §1.5
hillion facility. Moody's does not believe that there are currently any outstanding borrowings under gither back-up
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Moody's believes that ALLTEL will have sufficient liquidity through free cash flow generation and unused
availability under its revolving credit facilities to comfortably meet its near term financial and strategic objectives,
as well as cover outstanding CP balances in the event of a market disruption.

While ALLTEL's liquidity is strong, it has temporarily weakened somewhat relative to historical levels because of
the cash payments associated with the Western Wireless acquisition. On August 1, 2005, ALLTEL acquired
Western Wireless for approximately $933 miilion in cash, 54.3 million shares of common stock, and the
assumption of Western Wireless' $2.1 billion in net outstanding debt. Prior to closing the transaction, ALLTEL
augmented its cash balances by selling its holding of Fidelity National stock and the conversion of approximately
$1.4 billion in equity units. As a result, ALLTEL was able to fund this acquisition and retire Western Wireless'
outstanding domestic bank debt without increasing its own long-term debt. ALLTEL's ability to accomplish this
financing in such a manner attests to the strength of its liquidity.

The company's internal sources of liquidity include highly predictable operating cash fiow. In the first six months of
2005, ALLTEL generated over $400 million in free cash fiow (cash flow from operations less CAPEX less
dividends). Moody's expects ALLTEL to increase free cash flow capacity over the intermediate term as it
assimilates the Western Wireless assets.

ALLTEL has a $1.5 billion CP program intended for working capital purposes, capital expenditures, acquisitions,
and debt repayments. In addition, ALLTEL entered into a $700 million 364-day revolving credit facility on August
1, 2005, partially restoring the liquidity used in the Western Wireless acquisition, Moody's estimates that ALLTEL
will borrow approximately $1.0 billion under their CP program in order to fund the Western Wireless acquisition,
repay Western Wireless' existing debt (including the 9.25% notes called on 8/1/05), and repay $200 million in
6.75% debentures due in September of 2005. Besides the $200 million debentures, ALLTEL faces only nominal
near-term maturities. Moody's believes that ALLTEL will restore its liquidity to historical levels through operating
cash flow in the near term. ALLTEL may further strengthen its liquidity in the intermediate term by monetizing
certain international operations of Western Wireless. In July of 2005, Western Wireless announced the sale of its
Irish operations. The transaction is expected to close in October of 2005, and generate approximately $500
million. ALLTEL is also exploring the potential sale of the Austrian operations.

A $1.5 billion revolving credit facility maturing in July of 2009 provides liquidity back'stop for the CP program. The
credit facility allows for same-day borrowing and contains a 65% debt-to-capitalization covenant. Moody's
estimates that ALLTEL's total debt-to-capitalization ratio was approximately 35% on a proforma basis. ALLTEL
does not need to make MAC representations to borrow under the facility. The facility contains rating based pricing
grids. The $700 million revolving credit facility contains substantially the same covenant restriction as the $1.5
billion facility. Moody's does not believe that there are currently any outstanding borrowings under either back-up
credit facility.
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Rating Action: ALLTEL Corporation

MOODY'S AFFIRMS ALLTEL'S RATINGS (SR AT A2, P-1 SHORT-TERM); PLACES THE LONG TERM
RATINGS OF WESTERN WIRELESS ON REVIEW FOR POSSIBLE UPGRADE FOLLOW MERGER
ANNOUNCEMENT.

Approximately $8.3 billion in debt affected

New York, January 11, 2005 — Moody's Investors Service has affirmed the long and short term ratings of
ALLTEL Corporation (AT) and its subsidiaries. At the same time, we have also placed the ratings of Westemn
Wireless Corporation (WWCA) on review for possible upgrade. On January 10, 2005, AT announced its
intentions to acquire Western Wireless for approximately $4.0 billion in stock and cash, plus the assumption
of about $2.0 billion in debt. The rating outiook for AT remains stable. A complete list of ratings follows.

The affirmation of ALLTEL's ratings is based upon Moody's expectation that: 1) AT will finance the $6 billion
purchase price (including the assumed debt) with at least 50% equity; 2) substantial liquidity in the form of
cash on hand, marketable securities and strong free cash flow generation, coupled with the conversion of
$1.385 billion of equity units in May of 2005, will allow AT to repay the bulk of WWCA's debt shortly after
closing; 3) that wireless operations will generate steadily increasing cash flows despite an increasingly
competitive marketplace; and, 4) AT's wireline operations will remain a significant source of free cash flows
despite the challenges posed by rapidly expanding competition. Consequently, while the financing plan for
the acquisition will weaken AT's liquidity position in the near-term, Moody's anticipates that the company's
overall credit metrics will remain close to current levels in 2005 before improving in 2006 and beyond.

1
As part of the rating review for Western Wireless, Moody's will monitor regulatory and shareholder approval
surrounding this transaction. Moody's notes that until the shareholders approve the transaction, other bidders
may enter the fray. If the deal closes, we anticipate raising the ratings of WWCA to A2.

ALLTEL's stable rating outlook is based on Moody's expectations that the stock repurchase program of AT
will remain suspended through at least the middle of next year, that AT will continue to exercise discipline in
growing its businesses through acquisitions and that any future transactions will be financed in a manner that
preserves AT's capital structure and asset quality.

ALLTEL's ratings could fall if: 1) a bidding war emerges for Western Wireless and AT chooses to purchase
the company at a much higher price; 2) it finances the current deal with a materially larger portion of debt; or,
3) the company is unable to generate sufficient free cash flow to restore its liquidity to pre-transaction levels
within 12 to 18 months of transaction close. In addition, if AT pursues strategic options, including another
wireless acquisition in the next twelve months, that drive pro-forma 2006 debt to greater than five times free
cash flow, the ratings could fall. Moody's expects the transaction to close around the middle of 2005.

To balance increasing competitive risks associated with its core wireline business and its desire to grow
through acquisition, AT's management has long demonstrated a commitment to sustaining strong financial
flexibility. Moody's believes that AT will continue to follow this conservative financial strategy. in addition, the
company has demonstrated a disciplined approach to selecting strategically accretive acquisitions.

Moody's believes the combination of AT's and Western Wireless' operations has significant potential for
strategic and operational synergies. With the acquisition of Western Wireless' approximately 1.4 million
subscribers, AT will significantly increase its footprint in rural markets and further solidify its position as the
largest rural provider. AT should recognize benefits from not only reduced roaming costs, but also increased
attractiveness as a roaming partner for the four national carriers.

Overall, Moody's anticipates that the operating performance of AT's wireless business will remain strong in a
challenging market. While AT's relative exposure tier two and tier three rural/suburban markets will increase
to 70% on a proforma basis from 64%, it will still derive 30% of its wireless revenue from tier one urban
markets, where there can be as many as seven other competitors. Moody's is also concerned that the price
compression, associated with roaming rates, will continue to erode AT's wholesale margins. Despite
continued pressure on margins, Moody's expects AT's wireless earnings and cash flows will grow steadily
over the next few years due to growth in its customers base, increased penetration of higher ARPU national
plans and controlled capital investment.
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On the wireline side, increasing competitive challenges and somewhat higher capital spending for network
upgrades in AT's more competitive markets, are expected to pressure free cash flow generation from this

The following ratings are affirmed:

ALLTEL Corp

Senior Unsecured rating at A2

Issuer rating at A2

Senior Unsecured Shelf rating at (P)A2

Commercial paper rating at P-1 :
ALLTEL Cominunications Holdings Company of the Midwest, Inc. (FKA Aliant Communications)
Senior Unsecured rating at A2

ALLTEL Georgia Communication Corp

Senior Unsecured rating at A3

360(degree) Communication Company

Senior Unsecured rating at A2

ALLTEL Ohio LP

Senior Unsecured rating at A2

The following Western Wireless ratings were placed on review for possible upgrade:

B2 Senior Implied

B2 Sr. Bank Credit Facility Rating

Caa1 Senior Unsecured Rating

Caa1 Issuer rating

Moody's also affirmed WWCA's speculative grade liquidity rating at SGL-3, as near term, WWCA's liquidity
profile is unchanged.

ALLTEL, headquartered in Little Rock, Arkansas, provides wireless, wireline, long distance and data services
to over 8.4 million wireless customers and 3 million wireline customers in 26 states. Western Wireless,
headquartered in Bellevue, Washington, is a provider of wireless services to approximately 1.4 miflion
customers in primarily rural areas in 19 western states. On a proforma basis, the merger company, in terms
of subscribers, will be largest rural wireless provider and the fifth largest wireless provider in the US.

New York

Dennis Saputo

Senior Vice President
Corporate Finance Group
Moody's Investors Service
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653




N

Financial Reporting Assessment
August 2005

CONTACTS

Dennis Saputo/ New York 1.212.553.1653
Charles Blank/ New York

Rohit Mathur/ New York

lufia Turner/ New York

ALLTEL Corporation

In connection with our ratings of the company’s debt, we have reviewed ALLTELS! recent financial statements and
related disclosures, focusing on areas we considered most relevant to credit risk?. This report summarizes our analyti-
cal adjustments to ALLTELS financial statemnents, as well as our observations about measurement uncertainties, qual-
ity of disclosures, and accounting policies.

On August 1, 2005, ALLTEL completed its purchase of Western Wireless for approximately $6.5 billion ($4.4 bil-
lion in stock and cash, and the assumption of $2.1 billion in net debt). Accordingly, our financial reporting assessment
contemplates ALLTEL pro-forma for the pending acquisition of Western Wireless.

The financial reporting assessment is one of many quantitative and qualitative factors Moody’s considers when rat-
ing a company’ debt. The findings of this report were incorporated in the rating analysis of ALLTEL. Our significant
conclusions inclade:

* Moody’ includes distributions to minority interests in our computation of free cash flow, which we consider
analogous to dividends on common and preferred stock; this decreases 2004 adjusted free cash flow by $77
million and adjusted free cash flow (before non-standard adjustments) to adjusted debt a modest 1.0%.

* We include cash proceeds from the return on investments ($89 million in 2004) in our measure of cash flow
from operations (and accordingly in adjusted free cash flow) since we consider them strategic and recurring in
nature; 2004 adjusted free cash flow to adjusted debt modestly increases 1.2%.

* Risk of a covenant violation due to impairment of intangibles and property, plant, and equipment appears very
low; an unlikely impairment charge of approximately $8.1 billion (pro-forma for the Western Wireless acqui-
siion) would be required as of March 31, 2005 to breach the covenant.

1. Inlight of ALLTEL's acquisition of Western Wireless, we also reviewed the recent finaricial statements of Western Wireless,
2. Readers shouid not interpret our cornments as suggesting that ALLTEL' reporting fails to comply with laws or regulations governing financial report-
ing. We benchmarked the cormpany’s reporting against our own standards; our analysis does riot consider rules and regulations.

Moody’s Investors Service
Global Credit Research
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We identified the following adjustments to the year ended December 31, 2004 pro-forma financial statements® that
we believe improve their usefulness in analyzing credit risk. Our non-standard adjustments had only a modest

impact on relevant credit metrics. The following table presents the impact of our analytical adjustments on relevant
credit metrics: '

R 2004PF dard-
Relevant Credit Measure = Unadjusted.  Adjustmen
Free Cash Flow! ez

Frée Cash Flow / Diebt

al Adjustments section of this docurent. . -~
e remarketing of $1.385 billion of senior: notes In May.:
OF $850 imillion, and the underfnded, balance of defined

ypon the exercise of stock-op 4. million. See disc
? Unadjusied debt equéls long-term.debt (including current

2005). Standard adjustments relevant to ALLTEL (pro-fo
benefit pénsions of 32 milion, We make rio non‘staridard:a

MOODY'S ANALYTICAL ADJUSTMENTS

In an effort to improve analytical insight and comparability among peers, Moody's adjusts the historical financial
results of ALLTEL, pro-forma for the Western Wireless acquisition, in a manner consistent with that explained in its
Rating Methodology* for financial adjustments. Moody's adjusts ALLTEL financial statements and metrics including
EBITDA, free cash flow and reported debt for those standard adjustments which apply to the company: the capitaliza-
tion of operating leases and pensions, as well as the recognition of stock-based compensation expense. As discussed
below, we also adjust ALLTEL credit metrics for non-standard adjustments including distributions to minority share-
holders and the return on equity investments. The impact of our standard and non-standard adjustments is detailed in
the table presented on the first page of this report.

Mooady'’s includes distributions to minority interests in our computation of free cash flow, which we consider
analogous to dividends en common and preferred stock; this decreases 2004 adjusted free cash flow by $77 million
and adjusted free cash flow (before non-standard adjustments) to adjusted debt a modest 1.0%

It is common for wireless carriers to hold a majority interest in cellular operating partnerships with additional parters,
either other carriers or unrelated minority partners’, The minority partner generally receives periodic cash distribu-
tions from the partnerships (these partnerships tend to be cash flow positive). ALLTEL consolidates various majority
owned partnerships and records distributions to minority investors as a cash flow from financing activities. Distribu-
tions to minority investors on a pro-forma basis were $77.2 million for the year 2004 and $67.5 million for the year
2003. Moody’s includes distributions to minority interests in our computation of adjusted free cash flow® as they are
analogous to dividends on common and preferred stock from the parent company. Inclusion of distributions to minor-
ity interests in 2004 adjusted free cash flow before non-standard adjustments modestly decreases free cash flow to debt
by 1.0%.

3 Moody's applied its analytical adjustments to the ALLTEL financial staternents, pro-forma for the Western Wireless acquisition, as disclased in a Form 8-K filed July 6, 2005.

See "Moody's Approach to Global Standard Adjustrments in the Analysis of Financial Staterments for Non-financial Corporations - Part 1,” July 2005.

5. Inorder for the partrership to comply with FCC local ownershig requiremerits the minority partner is typically an individual or entity dornicited in the lacality where ser-
vice is provided.

6. Moody’s defines adjusted free cash flow as cash flow from operatiorss, adjusted for Moody's standard adjustments as outlined in Moody's Global Standard Adjustrrents
methodology paper published in July 2005, fess capital expenditures, comimon and preferred dividends, and refevant non-standard adjustments, if any.
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Moody s includes cash proceeds from the return on investments in our measure of cash flow from operations (and
accordingly in adjusted free cash flow) since we consider these investments as strategic and their cash flows
recurring in nature; with the inclusion, 2004 adjusted free cash flow to adjusted debt modestly increases 1.2%

In some cases (the converse scenario of the discussion above), ALLTEL is a minority owner in certain operating part-
nerships accounted for under either the equity or cost method. On a periodic basis (i.e., quarterly or annually), ALL-
"TEL receives cash distributions that generally represent some portion of the partnership’s recent income. We observe
that telecommunications companies generally classify the cash proceeds from the return on investments in cash flows
from investing activities’. Cash proceeds from the return on investments® were $88.6 million for the year 2004 and
$48.3 million for the year 2003. Since we consider these cash flows strategic and recurring in nature, Moody’s includes
them in our measure of cash flow from operations (and accordingly in adjusted free cash flow). When cash proceeds
from the return on investments is so included, adjusted free cash flow to adjusted debt modestly increases 1.2% in
2004.

MEASUREMENT UNCERTAINTIES

As part of the ratings process, Moody's considers, on an ongoing basis, major captions in ALLTEL5 financial state-
ments whose measurement is inherently uncertain and requires significant estimates or judgments by management.
Although not all-inclusive, we believe that judgments incorporated in the valuation of its long-lived assets are of partic-
ular significance in the preparation of ALLTEL's annual and quarterly financial statements.

Risk of a covenant violation due to impairment of intangibles and property, plant, equipment appears very low; an

unlikely impairment charge of approximately $8.1 billion, pro-forma for the Western Wireless acquisition, would
be required as of March 31, 2005 to breach the covenant

Pro-forma for the Western Wireless acquisition, ALLTEL had approximately $9.1 billion of goodwill, $2.3 billion of
identifiable intangible assets, and $8.9 billion of property, plant, and equipment (PP&E) on its balance sheet at March
31, 2005, or approximately 85% of pro-forma total assets. Moody's tends to focus more on cash flow coverage in this
industry than it does on balance sheet metrics like debt-to- capitalization. In this case, we consider the intangibles and
PP&E balances primarily because of their potential impact on the company's debt-to-capitalization covenant® should a
significant impairment charge be recorded. Qur estimate of the company's pro-forma debt-to-capitalization ratio at
the end of the first quarter (March 31, 2005) was 38%. An impairment charge of approximately $8.1 billion would be
required to breach the 65% covenant. ALLTEL has historically generated robust segment EBITDA!, which Moody’s
expects to continue over the intermediate term. (We expect pro-forma wireless cash flow growth to continue along
with the generation of meaningful, although stable wireline cash flow.) Based on the company’s strong expected free

cash flow generation, along with headroom of around 70% of the aggregate value of pro-forma goodwill and intangi-

ble assets, a covenant breach due to impairment of these assets appears unlikely'!.

Similarly, the potential for a covenant breach due to a write-off of PP&E also appears quite low. Accordingly,
based on the strength of pro-forma EBITDA as a percentage of assets (15.1% 2004PF), along with headroom of
around 40% of total pro-forma PP&E and intangible assets, it appears unlikely impairment will be triggered'2. In sum,
these factors decrease the likelihood of a major write-down of the company's PP&E and intangible assets.

7. Inte larger universe of corporate issuers, we observe diverse practices in the classification of cash proceeds from the retum on investments in the staternent of cash flows;
some include it in cash flows from operating activities, others in cash flows from investing.

8. These amounts are for ALLTEL only. Westem Wireless does not disclose cash proceeds from the return on investrments.

9. The company’s five-year $1.5 billion unsecured line of credit, expiring kily 26, 2008, contains a covenant requiring ALLTEL to maintain a debt to capitalization ratio of less
than 65% at the end of each quarter.

10. For the year ended December 31, 2004 ALLTEL Wireless segrment unadjusted EBITDA was $1,759 million, 17.8% of segment assets (59,882 million); Wireline unad-

Justed EBITDA was $1,443 million. 28.5% of segment assets (85,043 million). Western Wireless 2004 EBITDA, as adjusted, was $614 million (17.4% of Westem Wireless'

assets), driven by the company's reliable positive domestic cash flows.

1. We also observe that due to the acquisition date valuation of the assets acquired from Westem Wireless, we believe it is less likely these assets would be deemed impaired
over our raling horizon (unless merger related Synergies are not realized).

12. long-lived assets and intangible assets subject to amortization are reviewed for impainment whenever events or changes in circumnstances indicate that the canrying value
of the asset may not be recoverable from future, undiscounted net cash flows expected [0 be generated by the asset.
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QUALITY OF DISCLOSURES

We noted several disclosure areas that were particularly useful or even a best practice, as well as disclosures that the
company could improve. On balance, our consideration of disclosure quality was neutral; it neither positively nor neg-
atively influenced our ratings.

ALLTEL'’s prominent and clear disclosure of debt covenants and rating triggers enables a creditor to more pre-
cisely gauge the ability of the company to fund future operations and strategic initiatives. Rating triggers may result in
downward rating pressure depending on the severity of the triggers, specific facts and circumstances, and the current
rating level. In Moody's opinion, ALLTEL disclosure in these areas is very useful for credit analysis!’,

Impact of Western Wireless’ Section 404 Material Weakness

As of December 31, 2004, Western Wireless management concluded that ‘the company did not maintain effective con-
trols over accounting for income taxes and the determination of deferred income tax assets and liabilities, foreign
income taxes payable, and the provision for income taxes. Accordingly, management concluded that these deficiencies
gave rise to the existence of a material weakness. The deficiency did not result in the restatement of Western Wireless’
2004 interim and annual financial statements; however, an audit adjustment impacting net income by 1.2% was
recorded in the fourth quarter.

Western Wireless attributed the material weakness to control issues over non-routine transactions involving spe-
cific account balances. As prescribed in Moody's Section 404 Special Comment!?, no rating action was required as
Moody’s deemed the weakness a "Category A" weakness, which is a material weakness that relates to controls over spe-
cific account balances or transaction-level processes. Accordingly, assuming the appropriate remediation actions are
implemented, we do not believe this material weakness will negatively impact ALLTEL post-merger.

ALLTEL'S ACCOUNTING POLICIES

We considered the company's disclosure of the significant accounting policies underlying the preparation of its finan-
cial statements. The accounting policies ALLTEL disclosed appear consistent with the policies that the company’s
peers have typically disclosed. As a result, we did not see a need to adjust the company’s financial statements for
accounting policy differences to improve comparability with peers and our consideration of accounting policies did not
affect our ratings.

In addition, Western Wireless’ accounting policies appear to be reasonably consistent with the policies disclosed
by ALLTELY,

Related Research

Rating Methodology:
Financial Reporting Assessments, December 2003 (80224)

To access any of these reports, dick on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.

Company Research

PR BT U

ALLTEL Corporation

This Financial Reporting Assessment provides a discussion of the factors underpinning the credit rating/s and should be read in
conjunction with our Credit Opinion. To access any of this, click on the entry above. The most recent ratings, opinion, and other
research specific to this issuer are also provided on Moodys.com.

13, ALLTEL discloses that a dawngrade in its current short o long-term credit ratings would not accelerate scheduled principal payments of ALLTELs existing long-term debt.

14. See Moody’s" Special Comment, "Section 404 Reports an Intemal Contral; Impact on Ratings Will Deperid on Nature of Material Weakniess Reported; " October 2004.

15. In ALLTELS Form 8-K, filed kily 6, 2005, we observe Western Wireless historically classifies USF expense ($23.2 million in 2004) and bad debt ($34 mitlion in 2004) in sefl-
ing, general and administrative and other expenses which is inconsistent with ALLTELS classification of these iterms within cost of services. We have reclassified these items
in our pro-forma adjustmertts. The impact of adjusting for these diverse accounting policies has no impact on pro-forma EBITDA.
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