
A T T  0 R N E Y S 

April 12,2006 

Ms. Beth O'Donnell 
Executive Director 
Public Service Commission of Kentucky 
2 1 1 Sower Boulevard 
P.O. Box 615 
Frankfort, Kentucky 40602-061 5 

M a r k R . O v e r s t r e e t  
(502) 209.1219 
(502) 223.4387 FAX 
moverstree@ stites.com 

: P.S. C. Case No. 2005-00534 

Dear Ms. O'Donnell: 

In conformity with my letter of April 7,2006, enclosed please find a paper copy of the 
public documents previously provided on CD-ROM in response to the Intervenors' 
Supplemental Data Requests. 

Sincerely yours, n 

Enclosures 
cc: Counsel of Record (without enclosures) 
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Standard & Poor's 
Long-Term Issuer Credit Ratings Page 1/5 

AAA An obligor rated 'AAA' has EXTREMELY STRONG capacity to meet its 
financial commitments. 'AAA' is the hightest Issuer Credit Rating 
assigned by Standard & Poor's. 

AA An obligor rated 'AA' has VERY STRONG capacity to meet its financial 
commitments. It differs from the highest rated obligors only in 
small degree. 

A An obligor rated 'A' has STRONG capacity to meet its financial 
commitments but is somewhat more susceptible to the adverse effects of 
changes in circumstances and economic conditions than obligors in 
higher-rated categories. 

BBB An obligor rated 'BBB' has ADEQUATE capacity to meet its financial 
comrnit.ments. However, adverse economic conditions or changing 
circumstances are more likely to lead to a weakened capacity of the 
obligor to meet its financial commitments. 

Standard & Poor's 
Long-Term Issuer Credit Ratings Page 2/5 

Obligors rated 'BB', B 'CCC', and 'CC' are regarded as having significant 
speculative characteristics. 'BB' indicates the least degree of speculation 
and 'CC' the highest. While such obligors will likely have some quality and 
protective characteristics, these may be outweighed by large uncertainties 
or major exposures to adverse conditions. 

BB An obligor rated 'BB' is LESS VULNERABLE in the near term than other 
lower-rated obligors. However, it faces major ongoing uncertainties and 
exposure to adverse business, financial, or economic conditions which 
could lead to the ogligor's inadequate capacity to meet its financial 
commitments. 

B An obligor rated 'B' is MORE VULNERABLE than the obligors rated 'BB', 
but the obligor currently has the capacity to meet its financial 
commitments. Adverse business, financial, or economic conditions will 
likely impair the obligor's capacity or willingness to meet its 
financial commitments. 

Standard & Poor's 
Long-Term Issuer Credit Ratings Page 3/5 

CCC An obligor rated 'CCC' is CURRENTLY VULNERABLE, and is dependent. upon 
favorable busine~s, financial, and econcmic ccnditions co meet its 
financial comniitmen~s . 

CC An obligor rated 'CC' is CURRENTLY HIGHLY VULNERABLE. 

F, An obligor rated 'R' is under regulatory supervision owing to its 
financial condition. During the pendency of the regulatory supervision 
the regulators may have the power to favor one class of obligations over 
others or pay some obligations and not others. Please see Standard & 

Poor's issue credit ratings for a more detailed description of the 



effects or regulatory supervision on specific issues or classes of 
obligations. 

Standard & Poor's 
Long-Term Issuer Credit Ratings Page 4/5 

SD and D 
An obligor rated 'SD' (Selective Default) or 'Dl has failed to pay one 
or more of its financial obigations (rated or unrated) when it came due. 
A ID' rating is assigned when Standard & Poor's believes that the default 
will be general default and that the obligor will fail to pay all or 
substantially all of its obligations as they come due. An 'SD' rating is 
assigned when Standard & Poor's believes that the obligor has selectively 
defaulted on a specific issue or class of obligations but it will 
continue to meet its payment obligations on other issues or classes of 
obligations in a timely manner. Please see Standard & Poor's issue 
credit ratings for a more detailed description of the effects of a 
default on specific issues or classes of obligations. 

Plus ( + )  or minus ( - ) :  The ratings from 'AA' to 'CCC' may be modified by the 
addition of a plus or minus sign to show relative standing within the major 
rating categories. 

Standard & Poor's 
Long-Term Issuer Credit Ratings Page 5/5 

Public Information Ratings 
Ratings with a 'pi' subscript are based on an analysis of an issuer's 
published financial information, as well as additional information in 
the public domain. They do not, however, reflect indepth meetings with 
an issuer's management and are therefore based on less comprehensive 
information than ratings without a 'pi' subscript. Ratings with a 'pi' 
subscript are reviewed annually based on a new year's financial 
statements, but may be reviewed on an interim basis if a major event 
occurs that may affect the issuer's credit quality. Outlooks are not 
provided for ratings with a 'pi' subscript, nor axe they subject to 
potential Creditwatch listings. Ratings with a 'pi' subscript generally 
are not modified with ' + '  or ' - '  designations. However, such 
designations may be assigned when the issuer's credit rating is 
constrained by sovereign risk or the credit quality of a parent company 
or affiliated group. 



NO90 n Corp RATD 
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Moody's Investors Service 
Long-Term Debt Ratings Page 1/4 

Aaa Bonds and preferred stock which are rated Aaa are judged to be of the 
best quality. They carry the smallest degree of investment risk and are 
generally referred to as "gilt edged". Interest payments are protected 
by a large or by an exceptionally stahle margin and principal is secure. 
While the various protective elements are likely to change, such changes 
as can be visualized are most unlikely to impair the fundamentally strong 
position of such issues. 

Aa Bonds and preferred stock which are rated Aa are judged to be of high 
quality by all standards. Together with the Aaa group they comprise what 
are generally known as high-grade bonds. They are rated lower than the 
best bonds because margins of protection may not be as large as in Aaa 
securities or fluctuation of protective elements may be of greater 
amplitude or there may he other elements present which make the 
long-term risk appear somewhat larger than Aaa securities. 

Moody's Investors Service 
Long-Term Debt Ratings Page 2/4 

A Bonds and preferred stock which are rated A possess many favorable 
investment attributes and are to be considered as upper-medium-grade 
obligations. Factors giving security to principal and interest are 
considered adequate, but elements may be present which suggest a 
susceptibility to impairment some time in the future. 

Baa Bonds and preferred stock which are rated Baa are considered as 
medium-grade obligations (i.e., they are neither highly protected nor 
poorly secured). Interest payments and principal security appear 
adequate for the present but certain protective elements may be lacking 
or may be characteristically unreliable over any great length of time. 
Such bonds lack outstanding investment characteristics and in fact 
have speculative characteristics as well. 

Ba Bonds and preferred stock which are rated Ba are judged to have 
speculative elements; their future cannot be considered as well-assured. 
Often the protection of interest and principal payments may be very 
moderate, and thereby not well safeguarded during both good and bad 
times over the future. Uncertainity of position characterizes bonds in 
this class. 

Moody's Investors Service 
Long-Term Debt Ratings Page 3 / 4  

B Bonds and preferred stock which are rated E generally lack 
chauacteristizs of the desirable investment. Assurance of interest and 
principal payments or of maintenance of other terms of the contract ever 
any long period of time may be small. 

Caa Bonds and preferred stock which are rated Caa are of poor standing. 
Such issues may be in default or there may be present elements of danger 
with respect to principal or interest. 

Ca Bonds and preferred stock which are rated Ca represent obligations which 
are speculative in a high degree. Such issues are often in default or 



have other marked shortcomings. 

C Bonds and preferred stock which are rated C are the lowest rated class 
of bonds, and issues so rated can be regarded as having extremely poor 
prospects of ever attaining any real investment standing. 

WR Withdrawn 

Moody's Investors Service 
Long-Term Debt Ratings Page 4/4 

Moody's applies numerical modifiers 1, 2, and 3 in each generic rating 
classification from Aa through Caa. The modifier 1 indicates t.hat the 
obligation ranks in the higher end of its generic rating category; the 
modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a 
ranking in the lower end of that generic rating category. 



NO90 n C o r p  RATD 
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Fitch 
International Long-Term Credit Ratings Page l/4 

Investment Grade 

AAA Highest credit quality. 'AIV1' ratings denote the lowest expectation of 
credit risk. They are assigned only in case of exceptionally strong 
capacity for timely payment of financial commitments. This capacity is 
highly unLikely to be adversely affected by foreseeable events. 

AA Very high credit quality. 'AA' ratings denote a very low expectation of 
credit risk. They indicate very strong capacity for timely payment of 
financial commitments. This capacity is not significantly vulnerable to 
foreseeable events. 

High credit quality. 'A' ratings denote a low expectation of credit risk 
The capacity for timely payment of financial commitments is considered 
strong. This capacity may, nevertheless, be more vulnerable to changes 
in circumstances or in economic conditions than is the case for higher 
ratings. 

Fitch 
International Long-Term Credit Ratings Page 2/4 

BBB Good credit quality. 'BBB' ratings indicate that there is currently a 
low expectation of credit risk. The capacity for timely payment of 
financial commitments is considered adequate, but adverse changes in 
circumstances and in economic conditions are more likely to impair this 
capacity. This is the lowest investment-grade category. 

Speculative Grade 

BB Speculative. 'BB' ratings indicate that there is a possibility of credit 
risk developing, particularly as the result of adverse economic change 
over time; however, business or financial alternatives may be available 
to allow financial commitments to be met. Securities rated in this 
category are not investment grade. 

Highly speculative. 'B' ratings indicate that significant credit risk is 
present, but a limited margin of safety remains. Financial commitments 
are currently being met; however, capacity for continued payment is 
contingent upon a sustained, favorable business and economic environment. 

Fitch 
International Long-Term Credit Ratings Page 3/4 

CCC, CC, C 
High default risk. Cefault is a real. possibility. Capacity for meeting 
financial com~itrr~entz is solely reliant upon sustained, favorable 
business or economic deveiopments. A 'CC' rating indicates that default 
of some kind appears probable. 'C' ratings signal imminent default. 

DDC, DD, D 
Default. Securities are not meeting current obligations and are 
extremely speculative. 'DDD' designates the highest potential for 
recovery of amounts outstanding on any securities involved. For U.S. 
corporates, for example, 'DD' indicates expected recovery of 50%-90% of 



such outstandings, and 'D' the lowest recovery potential, i.e. below 50% 

PIE and IiD 
PIF (Paid in Full) is only used for structured finance transactions. The 
tranche has reached maturity, regardless of whether it was amortized or 
called early. As the issue no longer exists, it is no longer rated. 

WD (withdrawn) means the rating has been removed and the issue is no 
longer rated by Fitch. 

Fit cil 
International Long-Term Credit Ratings Page 4/4 

Rating Watch and Rating Outlook Ratings are placed on Rating Watch 
or Rating Outlook to indicate that there is a reasonable likelihood of a 
rating change as well as the likely direction of such change. Rating Watch 
is typically resolved over a relatively shorter period (12 months), than 
Rating Outlook (beyond 1 to 2 years). 

Indicators are designated as "Positive", indicating a potential upgrade, 
"Negative", for a potential downgrade, or "Evolving", if ratings are raised, 
lowered, or mzintained. 

'I + 1,  or "-" may be appended to a rating to denote relative status within major 
rating categories. Such suffixes are not added to the 'AAA' long-term rating 
category or to categories below 'CCC'. 



JOINT APPLICANTS' RESPONSE TO CWA 
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September 20,2005 September 21, 2005 September 22. 2005 Oxember 8 ,2005 December 9 .  2005 March 15. 2006 
issuer IssueType Matunty Coupon Amount Ratings Price Spread Yield Price Spread Yield Price Spread Yield Price Spread Yield Price Spread Yield Price Spread Yield . ..-. ... - - - -  - --. ..-.... ... . .-..... . . .... . .. .. -. . ... . ...... . .. -. .- -. . . .. . . . . . . 

Alltel Corp. Sr Nts 07/01/12 7.000'; 5800.0 A2lA- 111.82 68 4.93"; 112.16 68 4.87% 111.98 72 4.90; 109.22 85 5.31'; 108.92 83 5.37'~ 107.97 75 5.481; 

Valor Sr Ntr 02/15/15 7.7506 5400.0 8116 98.50 375 7.985 97.00 406 8.216 97.50 399 8.138 99.W 347 7.90; 104.75 242 6.90 104.25 226 6.96~ 



JOINT APPLICANTS' RESPONSE TO CWA 
SUPPLEMENTAL DATA REQUEST NO. 3(A) 



Valor Communications Group Inc. 
Unaudited Pro Forrna Combined Condensed Statement of lncome 

For the Year Ended December 31,2005 

ALLTEL Pro Forrna 
Holding. Valor Add (Deduct) 

(Millions. except per share amounts) -- as reported as RepoFted "Adjustments Combined 
Revenues and sales 2,923.5 505 9 (15.9) (k) $ 3,423.5 

Costs and expenses: 
Cost of services 
Cost of products sold 
Selling, general, administrative and other 
Depreciation and amartization 
Royalty expense to Parent 
Restruduring and other charges 

Operating income 

Other income (expense), net 
intercompany interest income 
Interest expense 

lncome before income taxes 
lncome taxes 

796 1 107 6 903 7 
374 8 374.8 
336 1 1 3 9 7  (15.9) (k) 459 9 
474 2 89.9 135 (1) 577 6 
268.8 (268.8) (rn) 
35.7 -- 1.7 -- 6.1 (31.3) (n) 

11 5 (33 9) 3 0 (n) 
23 3 (23 3) (0) 

-- (83.2) (272.2) (p) 

Income before cumulative effect of accounting change $ 384.0 $ 35.6 $ (4.1) 

Earnings per share: 
Basic 
Diluted 

Average common shares outstanding: 
Basic 
Diluted 

69 4 404 8 (r) 474.2 
69 7 404 8 (r) 474.5 

The accompanying notes are an integral part of these unaudited pro forma combined condensed financial statements 
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Merged Wireline Business 
Statement of Cash Flows 
For the year ended December 31, 2005 

(in millions) 
Cash Provided from Operations: 
Net income 
Adjustments to rernncile net income to net cash 

provided from operations: 
Depreciation and amortization 
Other, net 
Changes in operating assets and liabilities, net 

Net rash provided from operations 

Cash Flows from Investing Operations: 
Additions to property, plant and equipment 
Proceeds from sale of investments 

Net cash used in investing activities 

Cash Flows from Financing Activities: 
Dividends on common stock 
Change in intercompany balance with Alltel 

Net cash used in financing activities 

Decrease in cash and short-term investments 
Cash and Short.Term Investments: 

Beginning of year 
End of year 



Preliminary Purchase Price Allocation 
as of December 31,2005 
(Dollars in thousands) 

Calculation of Deferred Taxes-Basis Differences ----- 
Book Tax Basis Deferred 
Basis - Basis Difference_- Taxes 

Plant and other tangible assets $ 869.0 $ 385.9 483.1 $ 188.0 
Current and long-term liabilities (563.3) (521 . I )  (42.2) (16.4) 
Customer list 81.0 a 81 "0 31.5 
Franchise rights 297.0 a 297.0 I 15.5 
Net operating losses (120.1) 
Valuation allowance-NOLs 4.0 
Goodwill 

Journal Entries: 

Current assets 
Property, plant and equipment 
!nvestments and other assets 
Customer list 
Franchise rights 
Goodwill 

Current liabilities 
Long-term debt 
Other liabilities 
Cash 
Common stock 
Additional paid-in capital 
Deferred income taxes 

Record preliminary purchase price allocation 

.- J o e  Entry 
Debit Credit ------ 

$ 132.8 

-. .---- 
Calculation of book goodwill: 

Total consideration given: 
Implied value of Valor business 
Value of Vabr treasury stock 
Transaction costs (legal, investment banker fees, etc.) 

Adjustments: 
Plant and other tangible assets 
Customer list 
Franchise rights 
Current liabilities 
Other liabilities 
Deferred tax (asset)/liability 

Book Goodwill -----.---* 
$ 1,154.9 -.---- $ 1,532.9 

(0.25) 
a-Based on preliminary estimates of fair value of acquired intangible assets. 
Tangible Assets and Liabilities Book and Tax Basis: 

Book Tax 

Current assets 
Wireless Property, Plant and Equipment: 

Nel Book Value 
Austria Write-Up 

Investments and bther assets 
Plant and other tangible assets 

Current liabilities 
Long-term debt 
Other liabilities 

Current and long-term liabilities 

.- Basis Basis 
$ 132.9 $ 132.8 



Merger Consideration: 
Shares of Valor stock outstanding at 12/31/05 
Average Valor stock price 
Market value of combined company 
Valor debt assumed in merger transaction 
Implied value of Valor bi~siness 

Value of customer list: 
Customers 
Value per customer 
Total value of customer list 
Assumed life 
Annual depreciation 

Value of franchise rights: 
Customers 
Value per customer 
Total value of franchise rights 

Value of bonds: 
Face value 
Market price 12/3 1/05 
Total value of bonds 

Shares of VCG stock, 12/31/05 
Shares to be issued to AT shareholders 
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Unaudited Pro Forma Combined Condensed Financial Information 
I 

The following unaudited pro forma combined condensed balance sheet as of December 3 1,2005 and the unaudited pro forn~a 
combined condensed statement of income for the year ended December 3 1,2005 are based on the historical financial statements 
of ALL.TEL Holding Corp. ("ALLTEL Holding"), a wholly-owned subsidiary of ALLTEL Corporation ("Alltel"), and Valor 
Communications Group, Inc. ('Valor"). ALLTEL I-Iolding represents Alltel's incumbent local exchange carrier, competitive 
local exchange camer, Internet, long-distance, telecommunications ixformation services, directory publishing, and product 
distribution operations. The unaudited pro forma combined condensed financial statements give effect to (1) the contribution of 
Alltel's wireline operations to ALL,TEL. Holding, (2) the spin off of ALLTEL. Holding to Alltel's stockholders and (3) the merger 
of ALL.TEL. Holding with Valor accounted for as a reverse acquisition of Valor by ALLTEL Holding, with AL.L.TEL. FIolding 
considered the accouiiting acquirer, based on the assumptions and adjustments described in the accompanying notes to the 
unaudited pro forma combined condensed financial statements. , 

The unaudited pro forma combined condensed financial statements have been prepared using the purchase method of accounting 
as if the transaction had been completed as of January 1,2005 for purposes of the combined condensed statement of income and 
on December 31,2005 for purposes of the combined condensed balance sheet. 

The unaudited pro forma combined condensed financiai statements present the combination of historical financial statements of 
ALLTEL Holding and Valor adjusted to (1) give effect to the transfer of certain assets and liabilities from Alltel to AL.LTEL 
Holding immediately prior to the spin off that are not included in ALLTEL. Holding's historical balance sheet as of December 31, 
2005, (2) give effect to the issuance of $4.9 billion of long-term debt by AL.LTEL I-Iolding as further discussed in Notes (b) and 
(0 below, (3) give effect to the spin off of ALLTEL Holding to Alltel's stockholders through a tax free stock dividend, payment 
of a special dividend by ALLSTEL Holding to Alltel in an amount not to exceed Alltel's tax basis in ALL.TEL Holding and the 
distribution by ALLTEL Holding of certain of its debt sccurities to Alltel, as further discussed in Note (b) below and (4) give 
effect to the merger of ALLTEL Holding with Valor. (See Note (i) below.) 

The unaudited pro forma combined condensed financial statements were prepared using (I)  the audited combined fmancial 
statements of ALL,TEL Holding as of December 3 1,2005 and 2004 and for the years ended December 31,2005,2004 and 2003 
included in this proxy statementlprospectus and (2) the consolidated financial statements of Valor included in Valor's Annual 
Report on Form 10-K for iLs fiscal year ended December 3 1,2005: as filed on February -, 2006, which are incorporated herein by 
reference. 

Although Valor will issue approximately 403 million of its common shares to effect the merger with ALL,TEL Holding, the 
business combination will be accounted for as a reverse acquisition with ALLTEL Ho!ding considered the accounting acquirer. 
As a result, the fair value of Valor's common stock issued and outstanding as of December 3 1,2005 will be allocated to the 
underlying tangible and intnngible assets and liabilities of Valor based on their respective fair market vnlues, with any excess 
?llocated to goodwill. The pro forma purchase price allocation was based on an estimate of tlrt: fair market value of the tangtE!e 
and intangibie assets arid liabilities of Valor. Certain assumptions have bcen made with respect to the fair market value of 
identifiable intangible assets as more fully described in the accompanying notes to the unaudited pro forma combined condensed 
financial statements As of the date of this filing, ALL.TEL. Holding has not commenced the appraisals necessary to arrive at the 
fair market value of the assets and liabilities to be acquired and the related allocations of purchase price. Once ALLTEL. Holding 
has completed the appraisals necessary to finalize the required purchase price allocation after the consummation of the merger, 
the final allocation of purchase price will be determined. The final purchase price allocation based on third party appraisals may 
be different than that reflected in the pro forma purchase price allocation, and this difference may be material. 

ALLTEL Holding, together with the management of the newly combined company, is developing a plan to integrate the 
operations of Valor and AL,L,TEI.. Holding after the merger. In connection with that plan, management anticipates that certain 
non-recurring charges, such as severance and relocation expenses and branding and signage costs, will be incur~ed in connection 
with this integration. Management cannot identify the timing, nature and amount of such charges as af the date of this proxy 

, , -,tte~~~t.nUprospectus. However, any such charge could affect the combined results of operations of ALLTEL Holding &id Valor 
in :he period in which such charges are recorded. The unaudited pro forma combined condensed financial statements do nor 
inch.': effects of the costs associated with any restructuring or integration activities resultir~g from the transaction. In 
addition, the unaudited pro forma combined condensed financial statements do not include the realization of any cost savings 
from operating efficiencies, synergies or other restructurings resulting from the transaction. 

The unaudited pro fonna combined condensed financial statements are not intended to represent or be indicative of the combined 
rcsults of operations or financial condition of ALLEL. Holding and Valor that would have been reported had the merger been 
completed as ofthe dates presented, and should not be taken as representative of the future consolidated results of operations or 
financial condition of ALLTEL. Holding and Valor. The unaudited pro forma combined condensed financial statements should be 
read in conjunction with the separate historical financial statements and accompanying notes of ALL'TEL Holding and Valor that 
are included or incorporated by reference in this proxy statement/prospectus. 



NOTES TO UNAUDITED PRO FORMA COMBINED CONDENSED FINANCIAL STATEMENTS 

a. Immediately prior to the effective date of the spin off, Alltel will transfer to ALLTEL Holding property, plant and equipment (net 
book value of $82.9 nlillion), pension assets ($1 82.8 million), additional other postretirement liabilities ($2.9 million) and 
deferred compensation obligations ($14.8 million) related to the wireline operations and associatied deferred income taxes ($88.2 
million deferred tax liability) In addition, ALLTEL Holding will transfer to Alltel certain tax contingency reserves that will be 
retained by Alltel pursuant to the spin agreement ($1 1 9 million), as well as certain international operations. The amounts of the 
transferred assets and liabilities reflected in the pro forma combined condensed balance sheet have been based upon the 
December 3 1, ZOO5 carrying values and are subject to change The actual carrying values of the transferred assets and liabilities 
will be determined as of the date ofthe spin off. In particular, the amounts of assets and liabilities associated with employee 
benefit plans were determined based on employees identified as of the allnouncement date (December 9,2005), which did not 
include employees performing a shared function at that time. As employees performing shared functions are identified to join 
ALL.TEL. Molding, those amounts may change 

b. Prior to the spin off and merger with Valor, AL.LTEL Holding will borrow approximately $4.9 billion through a new senior 
secured credit agreement and the issuance of unsecured debt securities in a private placement or through a public offering. 
Proceeds from the debt issuance will be used to pay a spec:ial dividend to Alltel in an amount not to exceed Alltel's tax basis in 
ALLTEL Holding, to distribute to Alltel $1 565 billion of AL.L,TEL Holding's debt securities, and for other purposes, including 
the repayment of certain debt obligations of Valor and ALLTEL Holding, as further discussed in Note ( f )  below. ALLTEI, 
Holding zxpec'. to ca?ita!ize $70.3 million of debt issuance costs 2ssocia:ecl with ihe issuance cf the $4.9 bi!lioii of ictng-temt 
debt 

Effective with the spin off, Alltel will distribute all of the assets and liabilities of its wireline business to ALLTEL Holding in 
exchange for the issuance to Alltel of AL.LTEL I-lolding's common stock to bc distributed pro rata to Alltel's stockholders as a 
tax free stock dividend, the payment of a special dividend to Alltel in an amount not to exceed Alltel's tax basis in ALLTEL. 
Holding (estimated to be $2 4 billion at December 3 1, 2005) and the distribution by ALLTEL. Holding of $1.565 billion of debt 
securities to Alltel Immediately after the consummation ot'the spin off, ALL.TEL. Holding will merge with and into Valor, with 
Valor continuing as the surviving corporation. As a result of the merger; all of the issued and outstanding shares of ALLTEL 
Holding common stock will be converted into the right to receive an aggregate number of shares of common stock of Valor that 
will result in Alltel's stockholders holding 85 percent of the outstanding equity interests of the surviving corporation immediately 
after the merger and the stockholders of Valor holding the remaining 15 percent of such equity interests It is presently estimated 
that 1.05 shares of Valor common stock will be distributed to Alltel stockholders for each share of AL.L.TEL. Holding common 
stock they are entitled to receive. The final number of shares of Valor common stock issued to effect the merger will be 
determined based on the actual number of Valor shares outstanding as of the merger date. 

c. This adjustment is to reclassify Valor's investments in certain wireless partnerships and RTFC equity certificates as of the merger 
date fiom other assets to investraents to conform to AL.LTEL Holding's financial svatement presentation. 

d. This adjustment is to eliminate as of the merger date the recorded values of Valor's goodwill of $1,057 0 xnillion and customer 
list of $0.5 nli!lion a ~ l d  to \vite-.off Valor's remaining marnortized deb? issuance c,iisis of $30 7 inijlioi.. 

e. This adjustment is to eliminate as of the merger date Valor's current and long-term portion of deferred activation fees of $3 1 
million and $2 2 million, respectively and the corresponding amounts of deferred acquisition costs in accordance with Emerging 
Issues Task Force ("EITF") No. 01-3, "Accounting in a Business Combination for Deferred Revenue of an Acquiree" 

f. Immediately following the merger, the surviving corporation will repay with available cash on hand all borrowings outstanding 
under Valor's existing credit facility ($780.6 million at December 3 I ,  2005) and $80.0 million of long-term debt obligations of 
ALL.TEL Holding. The following table presents the estimated long-term debt outstanding of the combined company immediately 
following the merger on a pro forma basis (amounts in millions): 



Rank Debt: 
Senior secured five-year revolving credit facility 
'Term loan A - 5 year maturity 
Term loan B - 7 year maturity 
Total bank debt 

Notes: 
ALLTEL. Holdings - 6.75%* due April 1,2028 
ALLTEL. Holdings - 6.50%: due in annual installments through November IS, 2013 
Valor - 7 75%, due November 15,201 5 
ALLTEL Holdings - I0 year fixed maturity 
Total notes 

Total bank debt and notes 
Current portion of long-term debt 

Total long-term debt I 

The above table presents the total pro forma long-term debt obligation of the combined company. The final amount of bank debt 
and notes that will be issued will be deternlined near close of the transaction. To the extent additional notes are issued, the bank 
debt will be reduced by a corresponding amount. 

g. This adjustment is to recognize, as of December 31,2005, Valor's u n h ~ d e d  pension and other postretirement benefits liabilities 
of $46 7 million and to eliminate Valor's pension assct of $0.3 n~illion and pension and other postretirement benefits liabilities of 
$22.5 million in accordance with SFAS No 87, "Employers' Accounting for Pensions" and SFAS No. 106, "Employers' 
Accounting for Postretiren~ent Benefits Other Than Pensions". 

11. This adjustment is to eliminate Valor's additional paid in capital, accumulated other comprehensive income, deferred equity 
compensation and retained deficit accounts as of the merger date. 

i. This adjustment represents the estimated purchase price allocation as of December 31,2005. For purposes of determining the 
purchase price allocation, the fair market value of all tangible and intangible assets and liabilities of Valor were estimated at 
December 3 1, 2005. The allocation of purchase price was as follows: 

Consideration: 
Value of Valor shares issued and outstanding at December 31, 2005 (I)  
Valor treasury stock 
Repayment of Valor credit facility 
Direct costs of acquisition (2) 
Total 

Allocated to: 
Current assets 
Property, plan1 and equipment 
Investments and other tangible assets 
Identifiable intangible assets (3) 
Current liabilities acquired 
L.ong-term debt assumed (including fair value adjustment) (4) 
Other long-term liabilities acquired (including deferred taxes) 
Goodwill (3) 

(1) The value of Valor's common stock was calculated on the basis of (1) 71,130,634 shares outstanding as of December 31,2005 
and (2) the closing price of Valor common stock on December 31, 2005 of $1 1.40. The final value of Valor shares will be based 
on the actual number of shares outstanding and the closing price of Valor stock as of the merger date. 

(2)Direct cash costs consist of estimates for professional fees (including banking f'eqs.) qnd oOle; .!iiec! costs of the transaction 
that are expected to be incurred and capitalized as part of the merger transaction. 



(3) The identifiable intangibles consisted of (1) value assigned to the Valor customer base as of December 3 1, 2005 of $8 1.0 
million and (2) value assigned to the Valor franchise rights as of December 3 I, 2005 of $297 0 million For purposes of 
preparing the unaudited pro forma combined condensed statement of income, ALLTEL. I-lolding expects to amortize the fair value 
of the customer base on a straight-line basis over its average estimated life of six years. The franchise rights have been classified 
as indefinite-lived intangible assets and are not subject to amortization because AI..LTEL Holding expects both the renewal by the 
granting authorities and the cash flows generated from the franchise rights to continue indefinitely. Goodwill of $1,154.9 million 
represents the excess of the purchase price of the acquired business over the fair value of the underlying identifiable net tangible 
and intangible assets at December 31: 2005. The premium paid by ALLTEL Holding in this transaction is due to the potential for 
greater long-term returns as the combination of ALL,TEL Holding and Valor will create the largest telecommunications carrier in 
the United States primarily focused on rural markets. Subsequent to this merger, due to the resulting increased s u e  and 
economies of scale, the combined company should have greater financial flexibility to develop and deploy products, expand the 
capacity of its network, respond to competitive pressures and improve the cost structure of its operations. The preliminary 
allocation of value to the intangible assets was based on assumptions as to the fair value of customers and franchise rights. 'These 
values were determined by use of a market approach, which seeks to measure the value of assets as compared to similar 
transactions in the marketplace. To determine market values, ALLTEL Holding utilized a third party valuation firm to derive 
current market values for the customer base (computed on a per customer basis) and franchise rights licenses (computed on a per 
access line basis) from publicly available data for similar transactions in the wireline industry. These valuations are preliminary 
and do not necessarily represent the ultimate fair value of such assets that \vill be determined by an independent valuation firm 
subsequent to the consummation of the merger. 

(4) Fair value adjustments of$!8.O million have been made to the izrrying value cf V ~ i l ~ i ' s  lozg term deb, rirsli was outstanding 
as of the merger date and not immediately repaid. The effect of the fair value adjustment to Valor's long-term debt will be 
amortized as a reduction to interest expense over the term of each debt issue. The effect of the fair value adjustment to long-term 
debt has been included in the adjustments to the unaudited pro forma combined condensed statement of income See Note (p) 

j This adjustment is to record the incremental deferred taxes required under SFAS No 109, "Accounting for Income Taxes", for 
the difference between the revised book basis, i e., fair value, of Valor's assets other than goodwill and liabilities recorded under 
purchase accounting and the carryover tax basis of those assets and liabilities Because certain of the identifiable intangible assets 
recognized in the purchase price allocation had no tax basis at the time of the transaction, a deferred tax liability has been 
recognized for the difference in book and tax basis of the identifiable intangible assets The pro forma adjustment to deferred 
income taxes was based on ALLTEL. Holding's effective tax rate of 38 9 percent 
A summary of the effects of the pro forma adjustments (c) to (i) on goodwill, other assets, other liabilities and additional paid in 
capital was as follows: 

Effects of pro forma adjustments on goodwill. 
Eliminate carrying value of Valor's goodwill -Note (d) 
Record goodwill in connection with AL.LTEL Holding's reverse acquisition of Valor - Note (i)(3) 
Vet mcrease in goodwill resulting from pro forrna adjustments 

Efkcts of pro fomla adjustments on other assets: 
Eliminate carrying value of Valor's unamortized dctt issuance cosrs - Xote (ilj S (30.7) 
Reclassification of Valor's investments in wireless partne~ships and RTFC equity certificates - Note (c) (15.7) 
Eliminate long-term portioil of Valor's deferred activation costs- Note (e) (2.2) 
Eliminate Valor's pension asset and customer list -Note (d) and Note (g) (0.8 ) 
Net decrease in other assets resulting from pro f o m  adjustments $-4) 

Effects of pro fomm adjustments on other liabilities: 
Eliminate long-term portion of Valor's deferred activation fees - Note (e) 
Record additional pension and other postretirement benefit liabilities - Note (g) 
Net increase in other liabilities resulting from pro forma acljustments 

Effects of pro forrna adjustrncnts on additional paid in capital 
Issuance of Valor common stock to etkct  the merger transaction - Note (i)(l) 
Eliminate Valor's additional paid in c?pital balance - Note (11) 
Xet increase in additional paid in capital resuiting from pro forma adjustments 

k. This adjustment is to eliminate the intercompany revenues and related expenses associated with ALLSTEL. Holding's agreement to 
provide customer billing services to Valor. 



I. This adjustment reflects the amortization of the finite-lived identifiable intangible assets recorded in this transaction as previously 
described in Note (i)(3) above. For purposes of determining the amount of the adjustment, the estimated life of Valor's customer 
base was assumed to be six years. 

m. This adjustment is to eliminate royalty expense charged to ALLTEL Holding by Alltel pursuant to a licensing agreement with an 
Alltel affiliate under which ALL.TEL, Holding's incumbent local exchange carrier subsidiaries were charged a royalty fee for the 
use ofthe Alltel brand name in marketing and distributing telecommunications products and services Following the spin off and 
merger with Valor, .AL,LTEL. Holding will no longer incur this charge, and accordingly, this expense has been eliminated in the 
pro forma combined condensed stztement of income 

This adjustment is to eliminate spin off-related costs incurred by ALL,TEL Holding and merger-related costs incurred by Valor 
during 2005. Following the spin off and merger, neither company will incur these charges, and accordingly, these expenses have 

n. been eliminated in the pro forma combined condensed statement of income. In addition, this adjustment is to eliminate the 
operating results of the international operations to be transferred from AL.L.EL, Holding to Alltel upon consummation of the 
merger as discussed in Note (a). 

o. This atljustment i s  to eliminate the intercompany interest income earned by ALLTEL I-lolding from Alltel on certain interim 
financing that A1.L.TEL Holding provides to Alltel in the normal course of business. In conjunction with the spin off, all 
intercompany balances between ALL.TEL Holding and Alltel will be repaid through the special dividcnd discussed in Note (b). 
Accordingly, the intercompany interest income has been e!iminated in the pro forma combined condensed staternat cf income 

p. The adjustment is to record ( 1 )  the estimated annual interest expense recognized on newly issued debt of dle combined company 
as calculaled below, (2) the amortization of debt issuance costs capitalized associated with the newly issued debt as computed 
below, (3) reversal of interest expense and anlortization of debt issuance costs related to pre-existing debt of ALLTEL. Holding 
and Valor that will be repaid immediately upon cons urn ma ti ox^ of the merger as discussed in Note (f) above, and (4) the effects of 
amortizing the fair value adjustment to Valor's long-term debt discussed in Note (i)(4) above. As of January 1 ,  2005, the fair 
value adjustment to Valor's long-term debt was estimated to be $18 million. 

Calculation of estimated annual interest expense for newly issued debt of the combined company is as follows: 
Senior secured five-year revolving credit facility $ 4.0 
Term loan A - 5 year maturity 30.2 
Term loan B - 7 year maturity 176.4 
Senior notes - 10 year fixed maturity 113.5 
Total $ 324.1 

Tlte weighted average interest rate for the newly issued debt was estimated to be 6 576'35, resulting in annual interest expense of 
$324 1 million. A change in the weighted average interest rate of one-eighth of one percent would change Interest by $6.2 
million 

Debt issuance costs are amortized over thc !ife of the related debt. Debt issuance costs, the related amortization period and cost 
per year are estimated as follows: 

Amortization 
Issuance Number Per 

Fee of Years Year 
Senior secured five-year revolving credit facility $ 5.0 5.0 $ 1.0 
Term loan A - 5 year maturity 6.0 5.0 1.2 
Term loan B - 7 year maturity 19.0 7 0 2.7 
Senior notes 40.3 10.0 4.0 
Totals $ 70.3 $ 8.9 

A sun~~nary of the effects of the adjustments on interest expense alc a> faliows: 
Estimated annual interest expense related to newly issued debt of the combined company (per move) $ 324.1 
Amortization of estimated capitallzed debt issuance costs asscc;rt!r!! :?ith fhe newly issued debt (per above) 8.9 
Reversal of interest expense and amortization of debt issuance costs related to repayment of borrowings 

outstanding under Valor's existing credit agreement and repurchase of certain debt obligations of 
ALL.TEL. 1-lolcling (59.0) 

Reduction in interest expense due to amortizing fair value adjustment - Note (i)(4) _(Is) 
Net increase in interest expense $ 272.2 - 

q. This adjustment is to reflect the tax effect of the pro forma adjustments described in Notes (k) through (0) above and was based 
on AL.L.TEL. Holding's effective tax rate of 38.9 percent. 



r. The adjustment to both the weighted average shares outstanding and the diluted weighted average shares outstanding is to reflect 
the additional Valor common shares of 403.1 issued to effect the merger with AL.LTEL. I-Iolding, as well as 1 7 nlillion shares of 
unvested restricted stock issued by Valor that will vest upon consummation of the merger 
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DISTRIBUTION AGREEMENT 

This DISTRIBUTION AGREEMENT (this "Agreement"), dated as of December 
8, 2005, by and betweeri ALL,TEL, Corporation, a Delaware corporatioli ("AT Co."), and 
ALL,TEL Holding Col-p., a newly fonned Delaware corporatioli and a wholly owned subsidiary 
of AT Co. ("Spinco"). 

RECITALS 

WHEREAS, AT Co., Spinco and Valor Com~nunications Group, IIIC., a Delaware 
corporatioli (the "Company"), have entered into a11 Agreement and Plan of Merger, of even date 
herewitli (the "Merger Agreement"), pursuant to which, at the Effective Time (as defined in the 
Merger Agreement), Spinco will merge with and into tlie Company, with the Colnpany 
continuing as the surviving corporatioli (the "Merger"); 

WHEREAS, this Agreement and the other Transaction Agreetnents (as defined 
hereill) set forth certain trallsactiolls that are col~ditions to col~sulnmation of the Merger; 

WHEREAS, prior to the Distribution Date (as defined herein), (i) pursuant to 
certain prelililillary restructuri~~g transactions, ilicludi~lg one or more distributiol~s andlor 
contributions of assets and equity securities, (A) AT Co. will transfer or cause to be transferred 
to one or Inore of the Spinco Subsidiaries (as defined herein) all of the Spinco Assets (as defined 
herein) not lield by Spinco or the Spinco Subsidiaries as of the date hereof, (B) AT Co. will 
transfer or cause to be trallsferred to one or more of the AT Co. Subsidiaries (as defined herein) 
all of tlie AT Co. Assets (as defined herein) not held by AT Co. or the AT Co. Subsidiaries as of 
the date hereof, (C) AT Co. will transfer or cause to be transferred to one or more of the Spillco 
Subsidiaries all of tlie Spinco Liabilities (as defined herein) not held by Spilico or the Spinco 
Subsidiaries as of the date hereof (and one or Inore of the Spinco Subsidiaries will assume or 
cause to be assurned such Spinco Lialilities), and (D) AT Co. will transfer or cause to be 
trallsfersed to one or more of the AT Co. Subsidiaries all of the AT Co. Liabilities (as defined 
herein) 11ot lield by AT Co. or the AT Co. Subsidiaries as of the date hereof (and one or lnore of 
the AT Co. Subsidiaries will assume or cause to be assurned such AT Co. Liabilities) 
(collectively, the "Preliminary Restructuring"), and (ii) in exchange for the contributio~~ to 
Spinco, directly or indirectly, of all of tlie issued and outstaridilig capital stock or other equity 
securities of the Spinco Subsidiaries, Spinco will issue to AT Co. the Spinco Cornrnon Stock (as 
defined herein), distribute to AT Co. the Spinco Exchange Notes (as defined herein) and pay to 
AT Co. the Special Dividend (as defined Iierei~i), all upon the tenns and subject to the coliditions 
set forth hereill (the transactions described in this clause (ii), collectively, the "Contribution"); 

WHEREAS, upon the terrns and subject to the conditions set forth in this 
Agreemelit, AT Co. will distribute (the "Distribution") all of the issued and outstanding shares of 
cornrnon stock, par value $.01 per share, of Spinco ("Spinco Colnmoll Stock") to the holders as 
of the Record Date (as defined Iierein) of the outstanding shares of colnlno~l stock, par value 
$1 .OO per share, of AT Co. ("AT Co. Comlnoll Stock"); and 



WHEREAS, the parties to this Agreement intend that the Contribution, together 
with the Debt Exchange (as defined herein), qualify as a tax-free reorganization under Section 
368 of the Intelxal Revenue Code of 1986, as amended (the "Code"), that the Distributioll 
qualify as a distribution of Spinco stock to AT Co. stockl~olders pursuant to Section 355 of the 
Code, and that the Merger qualify as a tax-free reorganization under Section 368 of the Code, 
and tllat no gain or loss be recognized as a result of such transactions for federal income tax 
pu~yoses by ally of AT Co., Spinco, the Company and their respective stockholders (except to 
the extent of cash received in lieu of fractional shares.). 

NOW, THEREFORE, in consideration of the promises, and of the representations, 
warranties, covenants and agreements set fol-th herein, and for other good and valuable 
consideration, the receipt and sufficiency of which are hereby acknowledged, the parties hereto 
hereby agree as follows: 

ARTICLE I 
DEFINITIONS 

Section 1.1 General. As used in this Agreement, the following terms shall 
have the followillg lneallillgs (sucl~ ~neanings to be equally applicable to both the singular and 
plural fonns of the terlns defined): 

Additional Spinco h~debtedness: as defined in Section 4.I(d) of this Agreement. 

Affiliate: lneans a Person that, directly or ir~directly, through one or more inte~~nediasies, 
colltrols or is controlled by, or is under common control with, a specified Person. The tell11 
"control" (including, with correlative meanings, the terms "controlled by" and "under colnlnon 
control with"), as applied to ally Person, lneans the possession, direct or indirect, of the power to 
direct or cause the direction of the mallagemellt and policies of such Person, whether tlu-ongl~ the 
ownersllip of voting securities or other ownership interest, by contract or otherwise; provided, 
however, that for purposes of this Agreement, from and after the Distribution Date, no lnernber 
of either Group shall be deemed an Affiliate of any lnelnber of the other Group. 

Agent: the distribution agent to be appoir~ted by AT Co. to distribute the shares of 
Spinco Colnlnon Stock pursuant to the Distribution. 

Agreement: as defined in the prealnble to this Agreement. 

Asset: ally and all assets, properties and rights, wherever located, wllether real, personal 
or mixed, tangible or intangible, including the followillg (in each case, whether or not recorded 
or reflected or required to be recorded or reflected on the books and records or financial 
statements of any Person): (i) notes and accounts and notes receivable (whetl~er cusrent or non- 



current); (ii) certificates of deposit, bankcl's acceptances, stock (including the capital stock or 
other equity securities in any Subsidiary), clebentures, bonds, notes, evidences of indebtedness, 
certificates of interest or participation in profit-sharing agseements, collateral-trust cel-tificates, 
preorganization certificates or subscriptions, transferable sllares, investment contracts, letters of 
credit and perfolmance and surety bonds, voting-trust certificates, puts, calls, straddles, options 
and otller securities of any kind, and all loans, advances 01- other extensions of credit or capital 
contributions to any other Person; (iii) intangible property rights, inventions, discoveries, know- 
how, IJnited States and foleigll patents and patent applications, trade secrets, confidential 
information, registered and umegistesed tradelnal ks, service marks, service names, trade styles 
and trade na111es and associated goodwill; statutory, common law and registered copyrights; 
applications for any of the foregoing, rights to use the foregoing and other rights in, to and under 
the foregoing; (iv) rights under leases (including Real Propelty Leases), contracts, licenses, 
pe~mlits, distributioll arrangements, sales and purchase agreen~ents, joint operating agreements, 
other agreements and business anangelnents; (v) Owned Real Property; (vi) L,eased Real 
Property, fixtul-es, trade fixtures, machinery, equipment (including oil and gas, transportation and 
office equipment), tools, dies and ful-nitul-e; (vii) office supplies, productiol~ supplies, spare parts, 
other rniscella~leous supplies and othel- tangible property of any kind, including all antennas, 
apparatus, cables, electrical devices, fixtures, equipment, funlituse, office equipment, broadcast 
towers, nlotor vel~icles and other transpoltation equipment, special and gelleral tools, test devices, 
translnitters and other tangible personal property; (viii) computers arid otller data processing 
equipment and software; (ix) raw materials, walk-in-process, finished goods, collsigned goods 
and other inventories; (x) prepaylnellts or pl-epaid expenses; (xi) clainls, causes of action, rights 
under express or implied wal-ranties, rights of recovery and rights of setoff of any kind; (xii) the 
right to receive mail, paylnellts on accounts receivable and other con~rnul~ications; (xiii) lists of 
custolners, records pertaining to customers and accounts, personnel records, lists and records 
pel-taining to customers, suppliers and agents, and all accounting and otlier books, records, 
ledgers, files and business records of every kind (whether in paper, microfilm, cornputer tape or 
disc, magnetic tape or any othel form); (xiv) advertising materials and other printed or wlitten 
materials; (xv) goodwill as a going concern and other intangible properties; (xvi) employee 
contracts, including any rights thereunder to restrict an enlployee fiom competing in certain 
respects; and (xvii) licenses and authorizations issued by ally governlnental autllority. "Assets" 
shall not include ally asset relating to Taxes, which shall be governed exclusively by Article VI 
of this Agreement, tlle Tax Sharing Agreement, and, to the extent applicable, the Merger 
Agreement or any asset relating to benefit plans, progran~s, agreements, and al-sangements, which 
sliall be governed exclusively by Alticle V of this Agreement, the Employee Benefits Agseement 
and, to the extent applicable, the Merger Agreement. 

Asset Separation Process: as defined in Section 2.8 of this Agreement. 

AT Co.: as defined in the pl-eamble to this Agreelnent. 

AT Co. Assets: collectively: (i) all of the right, title and interest of AT Co. and its 
Subsidiaries in all Assets lleld by tl~eln other than the Spinco Assets, (ii) the rights to use shared 
Assets as provided in Article I1 hereof, (iii) all other Assets of AT Co. and AT Co. Subsidiaries 



to the extent specifically assigned to or retained by any lnenlber of the AT Co. Group pursuant to 
this Agreement or any other Transaction Agreement, (iv) the capital stock of each AT Co. 
Subsidiary, (v) all rights of AT Co. under the Transaction Agreements and (vi) any additional 
Assets set forth on Section 1.1 (a) of the Disclosure Letter. 

AT Co. Business: all of the businesses and operations conducted by AT Co. and the AT 
Co. Subsidiaries (other than the Spinco Business) at any time, whether prior to, on or after the 
Distribution Date. 

AT Co. Coinlnon Stock: as defined in the Recitals to this Agreernent. 

AT Co. Designees: as defined in Section 2.8 of this Agseernent. 

AT Co. Financial Instruments: all credit facilities, guaranties, colnrnercial paper, interest 
rate swap agreements, foreign currency forward exchange contracts, comfort letters, letters of 
credit and silnilar instruments related to the AT Co. Business under which any Inember of the 
Spil~co Group has any primary, secondal-y, contingent, joint, several or other Liability after the 
Distribution Date. 

AT Co. Group: AT Co. and the AT Co. Subsidiaries. 

AT Co. Inden~nitees: AT Co., each Affiliate of AT Co. ilnmediately after the 
Contribution and each of their respective present and fol-sner Representatives and each of the 
heirs, executors, successors and assigns of any of the foregoing. 

AT Co. Liabilities: collectively, (i) all Liabilities of AT Co. 01- any of the AT Co. 
Subsidiaries, including the Liabilities of AT Co. under the Transaction Agreements, in each case, 
other than the Spinco L,iabilities, (ii) all L,iabilities set forth on Section 1.1 (b) of the Disclosure 
Letter and (iii) all expenses allocated to AT Co. on Section 12.2 of the Disclosure L,etter. 

AT Co. Subsidialies: all direct and indirect Subsidialies of AT Co. imlnediately after the 
Distribution Date. 

AT Co. Tradelnarks: as defined in Section 8.7(c) of this Agreernent. 

AT Co./Spinco Designees: as defined in Section 2.8 of this Agreement. 

AT Excess Expenses: as defined in Section 12.2 of this Agreement. 



Business: the Spillco Business 01- the AT Co. Busil~ess, as the case may be. 

Business Day: any day other than a Saturday, Sunday or a day on whic1-1 banking 
institutions in the City of Little Rock, Arkansas or tlie City of New York, New York are 
authorized or obligated by law or executive order to close. 

Cash and Cash Equivalents: as defined in Section 4.1 ( f )  of this Agreement. 

Claims Ad~ninistration: the processing of claims made under tlie Policies, illcluding the 
repol-ting of claims to tlie insurance carrier, lna~~agelnellt and defense of claims, and pl-oviding 
for appropriate releases upon settlelmei~t of claims. 

Claims Made Policies: as defined in Section 8.6(a) of this Agreement. 

Closing Date: as defined in the Merger Agreement. 

Closing Net Spinco Indebtedness: as defined in Section 4.1 (a) of this Agreement. 

Closing Spinco Balance Sheet: as defined in Section 4. I (a) of this Agreement. 

Closing Statenlent: as defined in Section 4.1 (a) of this Agreement. 

Coder as defined in tlie Recitals to this Agreement. 

Company: as defined in the Recitals to this Agreement. 

corn pan^ Consent: the written consent of the Company, wl1ic1-1 consent shall not be 
unreasonably withheld, conditioned or delayed. 

Colnpany Designees: as defined in Section 2.8 of this Agreement. 

Co~~tsibution: as defined in the Recitals to this Agreement. 

Debt Excllange: as defined in Sectioll 2.6(b) of this Agreeinent. 



Delayed Transfer Assets: as defined in Section 2.5 of this Ageelnerit. 

Delayed Transfer Liabilities: as defined in Sectiori 2.5 of this Agreement 

Disclosure Letter: the schedule prepared and delivered by AT Co. to Spinco as of the 
date of this Agreement. 

Distribution: as defined in the Recitals to this Agreement. 

Distribution Date: the date and time that the Distribution shall become effective. 

Effective Time: as defined in the Merger Agreement. 

Employee Benefits Aneement: the Employee Beriefits Agreement to be entered into 
between AT Co. and Spinco, substalitially in the fonn of Exhibit A hereto. 

Final Adiust~nelit Amount: as defined in Section 4.1(d) of this Agreelnellt. 

Firial Closing Statement: as defined in Section 4.1 (b) or 4.1 (c) of this Agreement. 

Final Net Spilico Indebtedness: as defined in Section 4.1 (d) of this Agreement. 

GAAP: as defined ill Sectioli 4.1 (f) of this Agreement. 

Goverlllne~~tal Authoiity: as defined in the Merger Agreement. 

Group: the AT Co. Group or the Spinco Group, as the case may be. 

Indebtedness: as defined in Section 4.1 (f) of this Agreement. 

Illdelnnifiable Losses: all L,osses, L,iabilities, damages, claims, delnalids, judgments or 
settlen-~el~ts of ally nature or kind, including all costs and expenses (legal, accounting or 
otherwise) that are reasonably incurred relating thereto, suffered by an Indernriitee, ilicludillg ally 
costs or expenses of enforci~ig ally indemnity hereunder that are reasonably incurred and all 
Taxes resultillg fronl indemnification payments hereunder. 



Indernnifyirig Party: a Person that is obligated under this Agreelnent to provide 
indemnification. 

Indemnitee: a Person that may seek indemnification under this Agreement. 

Independent Accounting Finn: as defined in Section 4.1 (f) of this Agreement. 

Infor~nation: all records, books, contracts, instrun~ents, computer data and other data and 
illformation. 

Leased Real Propesty: all leasel~old or subleasehold estates and other rights to use or 
occupy any land, buildings, structures, improvements, fixtures or other interest in real property. 

Liability or Liabilities: all debts, liabilities and obligatioris whether absolute or 
contingent,  natured or umnatured, liquidated or ullliquidated, accrued or unaccrued, lcnown or 
unknown, whenever arising, and wl~ether or not the same would properly be reflected on a 
balance sheet. "Liabilities" shall not include any liabilities for or in respect of Taxes, which shall 
be govesried solely by Article VI of tliis Agreement, the Tax Sharing Agreement, and, to tlie 
extent applicable, tlie Merger Agreement, or any liabilities for or in respect of any benefit plans, 
progran~s, agreements, and an-angernents, whicli shall be governed exclusively by Article V of 
this Agreemelit, the E~nployee Benefits Agreen~ent and, to the extent applicable, the Merger 
Agreement. 

Litigation Matters: all pending or threatened litigation, investigations, clainls or other 
legal matters that have been or nlay be asserted against, or othenvise adversely affect, AT Co. 
andlor Spinco (or ~ n e r ~ ~ b e r s  of either Group). 

Losses: as defined in the Merger Agreement. 

Merger: as defined in the Recitals to this Agreement. 

Merger Agreement: as defined in the Recitals to tliis Agreement. 

Net Spirico Indebtedness: as defined in Section 4.1 (f) of this Agreement. 

Occul-rence Basis Policies: as defined in Section 8.6(a) of this Agreement. 



Owned Real Property: all land, together with all buildiiigs, structures, improvelnellts and 
fixtures located thereon, and all easelneiits and other rights and interests appui-tenant thereto that 
is owned. 

Person or person: a natural person, corporation, colnpany, partnership, limited 
partnership, limited liability compal~y, or any other entity, including a Goveminental Authority. 

Policies: all insurance policies, insurance contracts and claim administration co~itracts of 
any kind of AT Co. and its Subsidiaries (including inelnbers of the Spiilco Group) and their 
predecessors which were or are in effect at ally time at or prior to the Distributio~~ Date, 
includii~g primary, excess and umbrella, co~ninercial general liability, fiduciary liability, product 
liability, automobile, aircraft, property and casualty, busilless intei-ruption, directors and officers 
liability, employment practices liability, workers' compensation, crime, errors and omissioi~s, 
special accident, cargo and einployee dishonesty insurar~ce policies and captive ir~surance 
company arral~gelnents, together with all rights, betiefits aiid privileges thereunder, but not 
irlcludirlg any insurance policies, ii~suralice contracts or claim administratioi~ colltracts subject to 
the provisioils of the Ernployee Benefits Agreement. 

Prelimi~lary Restructuring: as defined in the Recitals to this Agreement. 

Prilne Rate: as defined in Section 4.1 (e) of this Agreement. 

Privileged Infonnatioi~: with respect to either Group, Inforrnatiorl regarding a inernber of 
such Group, or ally of its operations, Assets or L,iabilities (whether in doculne~lts or stored it1 ally 
other form or k ~ ~ o w n  to its elnployees or agents) that is or lnay be protected from disclosure 
pursua~lt to the attorney-client privilege, the work product doctrine or atlotlier applicable 
privilege, that a member of the other Group inay come into possessioll of or obtain access to 
pursuant to this Agreernerlt or otherwise. 

Real Property Leases: all leases, subleases, collcessioils and other agreeinelits (written or 
oral) pursua~lt to whicli ally Leased Real Property is held, includirlg tlie right to all security 
deposits and other amounts and insti-umel~ts deposited thereunder. 

Reclassification: as defined in Section 3.4 of this Agreement. 

Record Date: the close of busitless 011 the date to be detei~niiled by the Board of 
Directors of AT Co. as the record date for deterrni~liilg stockllolders of AT Co. elititled to receive 
the Distribution, which date shall be a busilless day preceding the day of the Effective Time. 



Registration Statement: the Registration Statement on F o m  S-4 to be filed by the 
Company with the SEC to effect the registration under tlie Securities Act of the issualice of the 
shares of Company Common Stock (as defined in tlie Merger Agreelnent) into which shares of 
Spinco Comlnon Stock will be convested pursuant to the Merger. 

Representative: with respect to ally Person, any of such Person's directors, managers or 
persons acting in a silililar capacity, officers, employees, agents, consulta~lts, financial and other 
advisors, accountants, attorl~eys and otlier representatives. 

m: tlie U.S. Securities and Exchange Commission. 

Securities Act: the Securities Act of 1933, as amended, together with the rules and 
regulations of the SEC prolnulgated thereunder. 

Sell-off Period: as defined in Section 8.7(c) of this Agreement. 

Senior Debt Com~nitrnent Letter: means tlie co~nlnitrnent letter attached hereto as 
Exhibit B. 

Shared Assets Agreement: has the rneariillg set forth in Section 2.l(b) of this Agreement. 

Shared Contracts Agreement: I~as the lneanilig set forth in Section 2.1 (c) of this 
Agreement. 

Special Dividend: a dividend in an alnount to be set fort11 in a cestificate delivered by AT 
Co. to Spinco, wit11 a copy to the Company, no later than thirty (30) days prior to the Distribution 
Date, wl~ich alnount shall not exceed AT Co.'s tax basis in Spinco, and whicli will be declared 
and paid by Spinco to AT Co. ill cash prior to the Distribution. 

Special Dividend Record Date: as defined in Section 2.6(a) of this Agreement. 

Spinco: as defined in the preamble to this Agreement; provided that with respect to any 
period following t l~e  Effective Time, all references to Spinco herein shall be deemed to be 
references to the Surviving Corporation. 

Spinco Assets: collectively, (i) all of the right, title and interest of AT Co. and its 
Subsidiaries in all Assets that are primarily used or held for use in, or prilna~ily relating to or 
arising fsom, t l ~ e  Spinco Business, including those set forth on the Spinco Audited Balance Sheet 



and those acquired by Spinco, any Spinco Subsidiary, AT Co. or ally AT Co. Subsidiary after the 
date of the Spinco Audited Balance Sheet, (ii) the rights to use shared Assets as provided in 
Article I1 hereof, (iii) all other Assets of Spinco and the Spi~lco Subsidiaries to the extent 
specifically assigned to or retained by any member of the Spinco Group pursuant to this 
Agreetnent or any other Transaction Agreement, (iv) the capital stock of each Spinco Subsidiary, 
(v) all rights of Spi~lco under the Transactioll Agreements, and (vi) ally additiollal Assets set 
forth on Section 1 .l (c) of the Disclosure Letter. 

Spinco Audited Balance Sheet: as defined in Section 4. I (f) of this Agreement. 

Spinto Business: t l~e  business col~ducted by AT Co. and its Subsidiaries engaged in the 
operation of AT Co.'s wireline telecommunications business, including AT Co.'s ILEC, CLEC 
and internet access operations, related marketing and sales operations, and other operatiorls 
comprising what is referred to in AT Co.'s Al~llual Report on Form 10-I< for tlie fiscal year erided 
Decelnber 3 1, 2004 as the Wireline Segment of AT Co., as well as all of AT Co.'s directory 
publishing operations, teleco~nmunication information services operations, product distributiol~ 
operations (other than any such operations supporting AT Co.'s wireless telecommu~iications 
busiiless, as set forth on Schedule 1.1 hereof), network ~nanagelnellt services operations, and 
wireline long-distallce services operations (other than the fiber backbone supporting those 
operations and the revenues attributable to AT Co.'s wireless telecolnrnuliications business as a 
result of its use of the fiber backbone), but excluding, for the avoidance of doubt, all other 
busillesses conducted by AT Co. and its Subsidiaries. 

Spil~co Credit A@-cement: ~neans the definitive loan agreelnent with respect to the senior 
credit facility of Spinco cotltait~irlg substantially the terms corltelnplated by the Senior Debt 
Com~nit~nent Letter. 

Spil~co Colnlnori Stock: as defined in the Recitals to this Agreement. 

Spinco Designees: as defined in Section 2.8 of this Agreement. 

S p i ~ ~ c o  Exchange Notes and Spillco Notes: lnealls the notes to be issued by Spinco, as 
detailed in Section 2.6 hereof. 

Spinco Financial Instruments: all credit facilities, guaranties, colnlnercial paper, interest 
rate swap agreements, foreign currency forward exchange contracts, comfort letters, letters of 
credit and si~nilar instrmnents related to the Spinco Business under whicll ally Inember of the AT 
Co. Group has any primary, secondary, contingent, joint, several or other L,iability after the 
Dist~ibutiol~ Date. 

S ~ i n c o  Financing: as defined in Section 2.6(c) of this Agreement. 



Spinco Group: Spillco and the Spinco Subsidiaries. 

Spinco Indernnitees: Spiilco, the Company, each Affiliate of Spinco and the Company 
iiniiiediately after the Contribution and each of their respective present and forlner 
Represelitatives and each of the heirs, executors, successors and assigns of any of the foregoing. 

Spillco Liabilities: collectively: (i) all Liabilities of AT Co. or any of its Subsidiaries 
(including Spirlco and the Spinco Subsidiaries) priinarily relating to or arising fioii~ the S ~ ~ I I C O  
Business, including the Liabilities set forth on the Spilico Audited Balance Sheet or arising after 
the date thereof and the Liabilities of Spillco under the Transactioli Agreements and (ii) all 
Liabilities set forth on Section 1.1 (d) of the Disclosure L,etter. 

Spillco Notes Offering: means the sale of Spinco Notes as part of the Spinco Finaiici~lg, 
if applicable, and the distributioll of Spillco Exchange Notes to AT Co. for purposes of effecting 
the Debt Exchange. 

Spinco Subsidiaries: all direct and indirect Subsidiaries of Spinco immediately after the 
Contribution. 

Steering Coinll~ittee: as defined in Section 2.8 of this Agreement. 

Subsidiarv: as defined in the Merger Agreement. 

Surviving Corporation: as defined in the Merger Agreement. 

Target Net Spinco Indebtedness: as defined in Section 4.1 (d) of this Agreement. 

Taxes: as defined in the Merger Agreement. 

Tax Sharing Agreernerlt: the Tax Shasilig Agreeinerit to be entered into between AT Co. 
and its Affiliates and Spinco and its Affiliates, substailtially in the f o m ~  of Exhibit C Iiereto. 

Third-Pasty Claim: any claim, suit, del-ivative suit, arbitration, inquiry, proceeding or 
illvestigatioll by or before ally coust, ally goveni~nerital or other regulatory or adrnil~istrative 
agency or coininission or ally arbitration tribunal asserted by a Person who or which is neitl~er a 
party hereto 110s an Affiliate of a party hereto. 



Transaction Agreements: this Agreement, the Ernployee Benefits Agree~nent, the Merger 
Agreernent, the Tax Sharing Agreement, the Shared Assets Agreement, the Shared Contracts 
Agreernent, and the Transition Services Agreement. 

Transitioli Services Ageement: the Transition Services Agree~nent to be entered into by 
and between AT Co. and Spinco, substantially oti the terms set forth in Exhibit D hereto. 

Wireline Subsidiaries: as defined in Section 2.1 (a) of this Agreement. 

Section 1.2 References to Time. All references in this Agreement to times of 
the day shall be to New York City time. 

ARTICLE I1 
PRELIMINARY TRANSACTIONS 

Section 2.1 Business Separation. 

(a) On or prior to the Distribution Date, AT Co. shall take or cause to 
be taken all actions necessary to cause the transfer, assignment, delivery and conveyalice to 
Spinco or one or more Spinco Subsidiaries designated by Spinco of (i) all of the stock of 
Subsidiaries of AT Co. that hold primarily Spinco Assets (the "Wireline Subsidiaries") (which 
such Subsidiaries are set forth on Schedule 2. I (a) hereof); provided that any AT Co. Assets or 
AT Co. Liabilities held by ally such Wireline Subsidiary shall be transferred fro111 such Wireline 
Subsidiary to AT Co. or an AT Co. Subsidiary prior to the Distribution Date, (ii) all of the 
Spinco Assets held by AT Co. or a subsidiary of AT Co. that are not transfel-red as a result of the 
transfer of a Wireline Subsidiary to Spinco and (iii) all Spinco Liabilities held by AT Co. or a 
subsidiary of AT Co. that are not transfen-ed as a result of the transfer of a Wireline Subsidiary to 
Spinco. Spinco shall assume or cause to be assumed, and thereafter timely pay, perform and 
discharge, or cause to be paid, perfonned and discharged, all of the Spinco Liabilities. 

(b) The separation of the AT Co. Assets and the Spinco Assets, as 
coritelnplated by this Agreement shall be effected in a manner that does not unreasona1)ly disrupt 
either the AT Co. Business or the Spinco Business. Notwithstanding the foregoing, AT Co. and 
Spinco agree, and agree to cause their respective Subsidiaries, to use their reaso~iable best efforts 
to obtain, before the Dist~ibution Date, any consent, approval or waiver from, and to satisfy any 
notification requirements to, any Governmental Authority or other third party. Prior to the 
Distribution Date, AT Co. and Spinco shall use their reasonable best efforts to identify all Assets 
that cannot be separated in a commercially reasonable manner, and Spinco and AT Co. will enter 
into appropriate arrangements regarding such shared Assets (the "Shared Assets Agreement"), 
including the costs related to the use of such shared Assets. 

(c) Prior to the Contribution, AT Co. and Spinco will use their 
respective reasonable best efforts to amend, in form and substance reasol~ably satisfactory to the 



Company, all contractual all-ange~nents between or among AT Co., Spinco, their respective 
Affiliates and ally other Person (other than the col~tractual a~l-angements relating to the 
Contribution, the Distribution arid the Merger) that either (i) relate to the AT Co. Business but 
relate prilnarily to the Spinco Business or (ii) relate solely to the Spinto Business, but, by their 
terms, contain provisions relating to a ~nelnber of the AT Co. Group, so that, after the 
Contribution, such contractual arrangelnents (x) will relate solely to the Spinco Business and (y) 
will eliminate any provisiolls relating to a member of the AT Co. Group and, in either event, will 
inure to the benefit of the Spinco Group on substal~tially the same ecol1olnic tenns as such 
arrangements exist as of the date hereof. Prior to the Contribution, AT Co. and Spinto will use 
their respective reasonable best efforts to amend, in fonn and substance reasonably satisfactory 
to the Company, all coritractual a~~a~lge~ner l t s  between or among AT Co., Spinco, their 
respective Affiliates and ally other Person (other than the contractual arrangements relating to the 
Contribution, the Distribution and the Merger) that either (i) relate to the Spinco Busilless but 
relate prilnarily to tlle AT Co. Busi~~ess or (ii) relate solely to the AT Co. Business, but, by their 
terns, contain provisiol~s relating to a lnelnber of tlle Spinco Group, so that, after the 
Contribution, such contractual arral~gelnelits (x) will relate solely to the AT Co. Busiliess and (y) 
will elilnillate any provisio~ls relating to a melnber of the Spinco Group and, in either event, will 
inure to the benefit of the AT Co. Group on substantially the same eco1101ilic terms as such 
all-a~~genients exist as of tlie date hereof. If, in any case, such amendment cannot be obtained, or 
if an attempted ali~endment thereof would be ineffective or would adversely affect tlie rights of 
AT Co. or Spinco thereunder, AT Co. and Spinco will cooperate in negotiating a lnutually 
agreeable arrangement with respect to such contractual arrangements (the "Shared Col~tracts 
Agreement"), in form and substance reasonably satisfactory to the Colnpany, under which AT 
Co. or Spinco, as applicable, will obtain the benefits and assume the obligatiolls thereunder. 
Notwithsta~ldi~lg the foregoing, no action will be required of AT Co. or Spinco that would cause 
the represe~ltatio~i contailled in Sectio1-1 2.1 (dl below to be breached. 

(d) AT Co. hereby represents and warsal~ts to Spinco that imlnediatel y 
followillg the Contribution, the Assets of Spinco and the Spinco Subsidiaries, taken together with 
the services available from AT Co. pursuailt to the Transition Services Agreement, the Shared 
Assets Agreement and the Shared Contracts Agreement, will constitute all of the Assets 
pri~narily used in or necessary for, and will be sufficient for the operation of, the Spillco Business 
in all inaterial respects as cull-ently conducted and as proposed to be collducted on the date the 
Col~tr-ibution is consulnrnated. The representations and warranties of AT Co. set forth in this 
Section 2.1 (d) will survive the execution and delivery of this Agreelnellt and the Distribution 
Date and will continue in full force and effect for two years following the Distribution Date. 

(e) From the date hereof until the Effective Tinie, AT Co. shall be 
entitled to use, retain or otherwise dispose of all cash generated by the Spilico Busi~iess and the 
Spinco Assets in accordance with the ordillary course operation of AT Co.'s cash management 
system. 

(f) Except as otherwise specifically set forth herein, the rights and 
obligatiolls of the parties with respect to Taxes shall be govel-ned exclusively by Article VI of 
this Agreement, the Tax S11aring Agree~nent and to the extent applicable, the Merger Agree~nent. 
Accordingly, Taxes shall not be treated as Assets or Liabilities for purposes of, or otherwise be 
governed by, this Section 2.1. I11 addition, except as otherwise specifically set fol-th herein, the 



rights and obligations of the parties with respect to benefit plans, programs, agreelnents and 
arrangements shall be govel-ned exclusively by Article V of this Agreement, the Employee 
Benefits Agreelnent and to the extent applicable, the Merger Agreement. ACCOI-dingly, assets 
and liabilities relating to any benefit plans, progsanls, agseelnents and arrange~iletits shall not be 
treated as Assets or L,iabilities for purposes of, or otherwise be govenled by, this Section 2.1. 

Section 2.2 Conveyancing and Assumption Agreements. In conllection with 
the transfer of the Spinco Assets and the assulnption of the Spinto Liabilities colltelnplated by 
this Article 11, AT Co. and Spinco shall execute, or cause to be executed by the appropriate 
entities, conveyancing and assumption il1strun1elits i l l  such forms as shall be reasoriably 
acceptable to AT Co., Spinco and the Company. 

Section 2.3 Certain Resignations. At or prior to the Distributioli Date, AT Co. 
shall cause each eniployee and director of AT Co. and its Subsidiaries who will not be employed 
by Spinco or a Spinco Subsidiary after the Distribution Date to resign, effective not later than the 
Distribution Date, fi-011-1 all boards of directors or sin~ilar governillg bodies of Spinco or ally 
Spinco Subsidiary on which they serve, and from all positions as officers of Spinco or any 
Spinco Subsidiary in which they serve. Spinto will cause each elnployee and director of Spinco 
and its Subsidiaries who will not be ernployed by AT Co. or a11 AT Co. Subsidiary after the 
Distribution Date to resign, effective not later than the Distribution Date, from all boards of 
directors or similar governing bodies of AT Co. or any AT Co. Subsidiary on which they serve, 
and fi-orn all positions as officers of AT Co. or any AT Co. Subsidiary in which they serve. 

Section 2.4 Other Agreenlelits. Each of AT Co. and Spilico shall, prior to the 
Distributiori Date, enter into, or cause the appropriate ~nembers of the Group of which it is a 
Inember to enter into, the other Transactioli Agreements. 

Section 2.5 Transfers Not Effected Prior to the Distribution; Transfers Deemed 
Effective as of the Distribution Date. Subject to Section 2.1 (d), to the extent that any transfers of 
Assets or Liabilities conternplated by this Article I1 shall not have been consurnmated on or prior 
to the Distribution Date, the pasties shall cooperate and use reasonable best efforts to effect the 
transfer of such Assets ("Delayed Transfer Assets") and such Liabilities ("Delayed Transfer 
Liabilities") as prolnptly following the Distribution Date as shall be practicable. On the Closing 
Date, AT Co. shall use its reasol~able best efforts to deliver to Spinco a schedule setting forth all 
material Delayed Transfer Assets and Delayed Transfer Liabilities existing as of the Closing 
Date. Nothing herein shall be deemed to require the transfel- of any Assets or the assumption of 
ally Liabilities which by their tel~ns or operation of law cannot be trarisferred or assumed until 
such time as all legal ilnpedirnents to such transfer or assumption have been removed; provided, 
however, that AT Co. and Spinco shall, and shall cause their respective Subsidialies to, use its 
reasonable best efforts to obtain any necessary corisents or approvals for the transfer of all Assets 
and the assulnption of all Liabilities conte~~~plated to be transferred or assurned pursuant to this 
Article 11. 111 the event that any such transfer of Assets or assulnption of Liabilities has not beer] 
consummated, effective on or before the Distribution Date, the pasty setairling such Asset or 
Liability shall thereafter hold such Asset in trust for the use and benefit of the party entitled 



tliereto (at the expense of the party entitled tliereto) and retain s~lch Liability for the account of 
the party by wlioln such Liability is to be assulned pursuant hereto, arid take such otlier action as 
]nay be reasonably requested by tlle party to which such Asset is to be transferred, or by wlioln 
such L,iability is to be assumed, as the case lnay be, in order to place such party, insofar as 
reasonably practicable, in substantially the same position as would have existed had such Asset 
or Liability been transfel~ed or assulned as contemplated hereby. As and when any such Asset 
becomes transferable or such Liability call be assumed, such transfer or assumption 
autolnatically and witl~out any further action shall be effected fortl~witli. Subject to tlie foregoing, 
the parties agree that, as of the Distribution Date (or such earlier time as any such Asset may 
llave been assigned or L,iability assulned), each party hereto shall be deemed to have acquired 
complete and sole beneficial ownership over all of the Assets, together with all rights, powers 
and privileges ilicident thereto, and sl~all be deelned to Iiave assulned in accordance with the 
tenns of this Agreement all of the Liabilities, and all duties, obligations and responsibilities 
incident thereto, which sucli party is entitled to acquire or required to assume pursuant to the 
terms of this Agreement. 

Section 2.6 Special Dividend; Spinco Financing; Debt Exchange. 

(a) The Spinco Board will establish a special dividend record date (the 
"Special Dividend Record Date") and will autl~orize Spilico to pay out of funds legally available 
therefor the Special Dividend ilnlnediately prior to the Distribution Date to AT Co., as the holder 
of record of Spinco Coin~non Stock as of the Special Dividend Record Date. 

(b) Prior to the Distribution Date, AT Co. sl~all enter into all necessary 
or appropriate arrangements regarding (i) the excllange of outstanding AT Co. short-term debt 
obligations (the "AT Co. Notes") having an aggregate fair market value as of tlie date of the Debt 
Exchange equal to the net proceeds of the Spinco Exchange Notes or (ii) other transfer of the 
Spinco Exchange Notes to the creditors of AT Co. (the "Debt Exchange"). The principal arnount 
of tlie Spinco Excllange Notes will be an amount equal to (x) $3.965 billion less (y) the alnount 
of the Special Dividend, with the precise aggregate principal alnount of the Spinco Exchange 
Notes to be exchanged or transfell-ed in the Deht Excl~ange to be set forth on a certificate to be 
delivered by AT Co. to Spinco, with a copy to the Company, no later tlian thirty (30) days prior 
to the Distribution Date. 

(c) At or prior to the Distribution Date, Spinco will (i) enter into the 
Spinco Credit Agree~nent and consumlnate the Spinco Notes Offering, pursuant to which Spinco 
will boll-ow up to $3.965 billion in the aggregate (the "Spinco Financing"), and use sucli 
proceeds to pay the Special Dividend and (ii) distribute Spinco Exchange Notes to AT Co., 
which AT Co. illtends to exchange for outstandirig AT Co. Notes or otherwise transfer in the 
Debt Excl~ange. 

(d) Notwithstanding the provisions of Sections 2.6(b) and 2.6(c), the 
alnounts of indebtedness set forth in this Section 2.6 are approximations based on facts and 
circumstances existing on the date hereof and are subject to change prior to the Distribution Date, 
it being understood that such amounts will at all tiines remain subject to the provisions of Section 
4.1 Ilereof. 



(e) AT Co. and Spinco shall use their respective reasonable best 
efforts to cause the Spinco Financing and the Debt Exchange to be col~su~nmated. Witllout 
limitillg the generality of the foregoing, each of AT Co. and Spinco shall use its reasonable best 
efforts to cause their respective employees, accountants, counsel and otller represe~itatives to 
reasot~ably cooperate with each other in cassying out the tra~lsactions contemplated by the Spinco 
Fi~ia~lcing and the Debt Exchange and in delivering all docu~nents and instrumel~ts deemed 
reasonably necessary by AT Co. or Spinco (includi~lg providing standard accountants' "co~nfort" 
letters and legal opinions and otherwise cooperating and assisting in satisfying the conditio~is to 
the S p i ~ ~ c o  Financing and the Debt Exchange and assisting with the sy~ldication or marketing of 
the Spinco Credit Agree~l~ent and the collsurn~natio~i of the Spinco Notes Offering i~~cluding, by 
(i) providing direct contact between prospective lenders and the officers and directors of each of 
AT Co. and Spii~co, (ii) providing assistance in preparatioll of co~lfide~~tial information 
melnoranda and other lnaterials to be used in con~lectio~l witli consulnmating the Spillco 
Financing and the Debt Exchange, (iii) disclosirlg the Debt Exchange and Spillco Fina~~cing, as 
required under the Securities Act, it] the Registration Statement and any other filings to be made 
with the SEC, and (iv) entering into such agreelnents and other arrange~nents as are reasollably 
required to effectuate any arrangements made by AT Co. wit11 respect to the exchange of Spinco 
Notes for AT Co. Notes ill col~nection with the Debt Exchange, and (v) talting all other actions 
reasonably ~~ecessary in collllection with the Spinco Fillancing and the Debt Exchange). Each of 
AT Co. and Spi~lco shall cooperate in connection with the preparation of all doculnellts and the 
making of all filings required in co~~nect io~l  with the Spinco Financing and the Debt Exchange 
and sllall use their respective reasonable best efforts to take, or cause to be taken, all actions and 
to do, or cause to be done, all other things necessary, proper or advisable to consu~n~nate t l ~ e  
Spinco Final~cing and the Debt Exchange and the transactions conte~nplated hereby. 

Section 2.7 Financial Instruments. 

(a) Spillco will, at its expense, tale or cause to be taken all actions, 
and enter into (or cause the Spinco Subsidiaries to enter into) such agreetnents and arrangements, 
as shall be reasonably necessary to effect the 

(b) release of and substitution for each member of the AT Co. Group, 
as of the Distribution Date, from all primary, secondary, contingent, joint, several and other 
Liabilities in respect of Spilico Fillallcia1 I~lstru~ne~lts to the extent related to the Spi~lco Group or 
the Spinco Business (it being understood that all such Liabilities in respect of Spiilco Financial 
Inst~uments are Spinco Liabilities). 

(c) AT Co. will, at its expense, take or cause to be talcell all actions, 
and enter into (or cause its Subsidiaries to enter into) such agreements and arrangements, as shall 
be liecessary to effect the release of and substitutio~l for each lnelnber of the Spinco Group, as of 
the Distribution Date, from all primary, seco~ldary, contingent, joint, several and other Liabilities, 
if any, in respect of AT Co. Fi~~a~lc ia l  Instrurnellts to the extent related to the AT Co. Group or 
the AT Co. Busiliess (it being understood that all such Liabilities in respect of AT Co. Financial 
I ~ ~ s t r u ~ n e ~ l t s  are AT Co. L,iabilities). 



(d) The pal-ties' obligatio~~s under this Section 2.7 will continue to be 
applicable to all Spinco Fina~~cial I~lstr-ulnents and AT Co. Financial Inst~-ume~~ts identified at any 
time by AT Co. or Spinto, whether before, at or after the Distribution Date. 

Section 2.8 Coordillatioll of Asset Separation Tra~lsactiol~s. As p~olnptly as 
practicable after the date hereof, AT Co. and Spinco shall establish a steering committee (the 
"Steering Committee") for the puspose of (i) overseeing the process of separating Spinco Assets 
from AT Co. Assets, (ii) reviewing the form, tenns and provisiolls of each agree~nent llecessary 
for the Prelimi~~ary Restructurilig and the Coritributiol~ to the extent not fillalized at or prior to 
the date hereof, (iii) reviewing ally proposed a~ne~ldrne~lts to ally such docu~llel~t that has 
previously been finalized, (iv) ilnplernenting the specific tenns of each of the Transactio~l 
Agreements, i~lcludil~g the Employee Benefits Agreement and (v) overseeing the implementatio~~ 
of the Spirlco Finallcing (collectively, the "Asset Separatioil Process"). The Steering Coln~nittee 
shall be colnprised of up to two (2) designees selected by AT Co. (the "AT Co. Designees"), up 
to two (2) designees selected by Spinco (the "Spi~~co Desimees" and, collectively with the AT 
Co. Designees, the "AT Co./Spinco Desi~nees") and up to two (2) designees selected by the 
Company, who sllall be reaso~lably acceptable to AT Co. and Spinco (the "Company Designees"). 
All material decisio~ls with respect to the Asset Separatio1.1 Process, includil~g the tenns of any 
breakage or tel-~nination fees payable by AT Co. or Spinco, any consent payments or silnilar 
anangements required in colll~ectio~l with the Asset Separatio~~ Process and the tel-112s of any 
material contract, agreement, arrangement or understanding to he entered illto with ally third 
party in co~lnectioll therewitll, sllall be subject to the review of the Steering Committee. In the 
event either Colnpany Designee in good faith asserts that ally contract, agreement, all-a~lgement 
or understandillg to be entered into between AT Co. and Spi~lco, which by its tenns will c o ~ ~ t i ~ l u e  
after the Distributio~l Date, would, illdividually or in the aggregate, ~naterially and adversely 
affect the ecollolnic benefits as a whole to be derived by the C o ~ n p a ~ ~ y  fsorn the Merger, the 
execution of such contract, agseernetlt, a ~ ~ a ~ l g e r n e ~ ~ t  or understanding shall require a Company 
Consent. 

ARTICLE 111 
THE DISTRIBUTION 

Sectio~l 3.1 Record Date and Distribution Date. Subject to the satisfaction, or 
to the extent pel~nitted by applicable Law, waiver, of the conditions set forth in Section 1 1.1, the 
Board of Directors of AT Co., co1lsiste11t with the Merger Agseeme~lt and Delaware law, shall 
establisll the Record Date and the Distribution Date and ally necessary or appropriate procedures 
in co~l~lection with the Distribution. 

Section 3.2 Spinco Reclassification. Ilnmediately prior to the Distributioll 
Date, AT Co. and Spinto shall take all actions llecessary to issue to AT Co. such llu~nber of 
shares of Spinto C o ~ n ~ n o ~ l  Stock, i~lcludil~g, if applicable, by reclassifyillg the outsta~ldillg sl~ares 
of Spinco Cornmo~l Stock or by declaring a dividend payable to AT Co. in shares of Spinco 
Coln~non Stock (the "Reclassification"), for the puspose of illcreasing the outstanding shares of 
Spinco COIII~OI-I Stock such that, immediately prior to the Distribution Date, Spinco will have an 



aggregate ilulnber of shares of S p i ~ ~ c o  Colninorl Stock to be determined by AT Co. and Spinto 
prior to the Distribution Date, all of which will be held by AT Co. 

Sectioil 3.3 Net Spiilco Indebtedness. Iinn~ediately prior to the Effective Tiine, 
after giving effect to the Contributioi1 and the other transactions contetnplated hereby other than 
the Merger and the refinancing of the Colnpany iildebtedness, Spinco shall have Net Spinco 
Indebtedness (as defined below) of not inore than the Target Net Spillco Indebtedness (as defined 
below). 

Section 3.4 The Anent. Prior to the Distributioil Date, AT Co. shall enter into 
ail agreeineilt with the Agent oil terms reasollably satisfactory to Spinco providing for, alllorig 
other things, the distributioi~ to the holders of AT Co. Comlnoll Stock in accordallce with this 
Article 111 of the shares of Coll~pany Corninon Stock illto which the shares of Spir~co Common 
Stock that would otherwise be distributed in the Distributiol1 will be converted pursuant to the 
Merger. 

Sectioi~ 3.5 Delivery of Shares to the Agent. At or prior to the Distributioil 
Date, AT Co. shall authorize the book-entry trallsfer by the Agent of all of the outstanding shares 
of Spinco Coinlnoll Stock to be distributed in connection with the Distribution. After the 
Distribution Date, upon the request of the Agent, Spinco shall provide all book-entry transfer 
authorizations that the Agent shall require in order to effect the distribution of the shares of 
Coinpatly Common Stock into which the shares of Spinco Common Stock that would otherwise 
be distributed in the Distribution will be cotlverted pursuant to the Merger. 

Section 3.6 The Distribution. Upon the tenns and subject to the conditions of 
this Agreement, followiilg consumination of the Reclassification, AT Co. shall declare and pay 
the Distribution of all of the shares of Spiilco Comil~on Stock held by AT Co. At the Effective 
Tiine (as defined in the Merger Agseemellt), all such shares of Spiilco Common Stock shall be 
coilvel-ted into the right to receive shares of Compaily Common Stock pursuant to, and in 
accordance with the tenns of, the Merger Agseeinent, ilnlnediately followii~g whicli the Agent 
shall distribute by book-entry transfer in respect of the outstalldi~lg shares of AT Co. Coinlnon 
Stock held by holders of record of AT Co. Con~mon Stock on the Record Date, all of the shares 
of Coinpally Colnlnol~ Stock into which the shares of Spinco Corninoll Stock that would 
otherwise be distributed in the Distribution have bee11 converted pursuant to the Merger. The 
Agent sl~all make cash paylnellts in lieu of any fi-actional shares resultilig froin the cor~versior-~ of 
Spiilco Corninoil Stock illto Coi~~pany Coinmo~~ Stock in the Merger pursuant to the tenns of tlie 
Merger Agreelnent. 



ARTICLE IV 
NET DEBT ADJUSTMENT 

Section 4. I Post-Closing Adiustlnent to Net Spinco Indebtedness. 

(a) Witliiti ninety (90) days after the Closillg Date (as defined in the 
Merger Agreement), the Susviving Corporatioli (as defined iri the Merger Agreement) shall cause 
to be prepared and delivered to AT Co. (i) a combined balance sheet of Spinco and the Spinco 
Subsidiaries as of 12:Ol a.m. on the Distributiol~ Date (the "Closing Spinco Balance Sheet") arid 
(ii) a statement derived from tlie Closing Spinco Balance Sheet and prepared in accordance with 
this Section 4.1 (the "Closing Statement"), setting forth t l~e  Net Spinco Indebtedness (as defined 
below) as of 12:01 a.m. on the Distl-ibution Date (the "Closing Net Spinco Indebtedness"), 
il~cluding reasonable detail regarding the calculation thereof. The Closing Spinco Balance Sheet 
sl~all be prepared ill accordalice with GAAP, consistently applied, utilizing the same 
methodology and adjustments as were utilized in preparing the Spinco Audited Balance Sheet, 
and tlie Closing Staternelit shall be derived from the Closing Spinco Balance Sheet. 

(b) Following the Distribution Date, each of AT Co. and Spinco shall 
give the other party and any representatives of sucl~ other pasty access at all reasonable times to 
the properties, books, I-ecords, working papers and personnel of the Spinco Business to the extent 
required to prepare and review the Closing Spinco Balance Sheet and the Closing Statement. AT 
Co. shall have thirty (30) days following delivery of tlie Closing Spinco Balance Sheet arid the 
Closing Statelnent during which to notify the Surviving Corporation of any dispute of any item 
contained in the Closing Statement, wliicl~ notice sliall (i) set fort11 in reasonable detail the nature 
and alnount of any sucli dispute and (ii) include only disputes based on mathematical errors or 
the calculatio~i of amounts not in accordance wit11 the procedures set forth in this Sectioli 4.1. If 
AT Co. fails to notify the Surviving Corporatioli of ally such dispute within such thirty (30) day 
period, or if the dispute il~volves amounts less than $5  lnillion in the aggregate, the Closing 
Staternent delivered to AT Co. sliall be deemed to be tlie "Filial Closing Statemelit," final, 
conclusive and billding 011 tlie parties hereto. In the event that AT Co. shall so riotify the 
Surviving Co1-poration of a dispute, AT Co. and the Surviving Corporation sliall cooperate in 
good faith to resolve such dispute as prolnptly as possible. 

(c) If AT Co. and the Surviving Colyoratioll do not resolve any such 
disputed item within thirty (30) days of the delivery of sucli notice, sucl.1 disputed item shall be 
resolved by tlie Independent Accounti~ig Fi11n (as defined below). In connectioli tlierewitli, the 
Independent Accoul~ting Finn shall address only items disputed by the parties and ]nay riot 
assign a11 amount to any disputed item greater than the greatest alnount for such item that is 
claimed by a pasty or less tl~an the slnallest alnount for sucli item that is claimed by a pasty. T l ~ e  
Independent Accounting Finn shall make its determinatioli with respect to any sucli disputed 
item as prolnptly as practicable and sucli detel~nination sliall be final, co~lclusive and binding on 
t l ~ e  parties and shall be ellforceable in any court of competent jurisdictioli alid may be entered as 
a judg~nelit in any sucli court. Any expenses relating to t l~e  engagement of the Independent 
Accounting Finn shall be shared equally between AT Co. and tlie Survivilig Cosporatioli. The 
Closing Statement, as modified by resolution of any disputed itelns between AT Co. and Spirlco 



or by the Illdependel~t Accouiltillg Firm, shall be the "Final Closill~ Statement," final, conclusive 
and binding on the parties he]-eto. 

(d) Provided that the Spinco Fillancil~g has been consummated, if the 
amour~t of the Net Spinco Indebtedness, as set forth in the Final Closing Statement (the "Final 
Net Spinco Indebtedness"), exceeds the sum of (x) $4.2 billiol~ plus (y) the pri~lcipal arnoullt of 
any additional Indebtedness (the "Additional Spilico Indebtedness") incurred in respect of the 
fees and expellses related to the Spinco Notes (the sum of clause (x) plus clause (y) being 
referred to hereill as "Tarpet Net Spinco Indebtedlless"), AT Co. shall pay to Spillco an amourit 
equal to such excess and if the amount of the Fil~al Net Spinco Illdebtedness is less than the 
amount of the Target Net Spinco Indebtedness, Spinco shall pay to AT Co. an arnourlt equal to 
such deficit (such payment amoullt being referred to herein as the "Final Adjustrnellt Amou~lt"). 

(e) Any payment to be made by AT Co. or the Su~vivillg Corporation, 
as the case rnay be, ill  respect of the Final Adjustment Arnount pursual~t to Section 4.1 (d) Ilereof 
sllall be made by wire transfel- of i~nr~~ediately available futlds within five (5) Business Days after 
the date up011 which the Closillg Statelnent becomes the Final Closing Statement (either up011 
mutual agreement pursuant to Section 4.1 (a) or by resolution of any dispute with respect to the 
Statelnellt in accordance with Sections 4.1 (b) atldlor 4.1 (c)) in an arnoullt detel~nilled pursuant to 
Section 4.1 (d) hereof, together with interest thereon from the Distributioll Date through the date 
such paylllerlt is made, at the prime lending rate as reported as of the date of such paylnent by 
The Wall Straeet Jozrr.nal (the "Prime Rate"). Notwithstanding the foregoing, ill the event that the 
aggregate arlount required to be paid by the Susvivillg Corporation to AT Co. pursuant to 
Section 4.1 (d) exceeds $50 million, the11 the Surviving Corporation (i) shall pay $50 ~nillioll of 
such alnount to AT Co. in cash as provided in the i~llmediately preceding sentence and (ii) sl~all 
pay the rernail~ir~g alnount due througll the issuance of a prornissory note Ilaving a maturity of 
not Inore than ninety (90) days and bearing interest at the Prime Rate, or tl~rougl~ any 
cornbination of the foregoing. 

(f) As used herein, the followi~lg terms shall have the following 
meanings: (i) "Net Spinco Indebtedness" sllall rnean (A) the aggregate amount of Illdebtedness 
(as defined below) of Spillco and its Subsidiaries immediately prior to the Distributio~l Date 
which shall remain a11 obligation of Spinco or ally of the Spinco Subsidiaries following the 
Distributio~l Date lnillus (B) the aggregate arnoul~t of Cash and Cash Equivalellts (as defined 
below) of Spil~co and the Spillco Subsidiaries as of the Distribution Date. The Net Spinco 
Indebtedness shall be calculated in good faith in accordance with GAAP, consistelltly applied, 
utilizing the same methodology and adjustlnents as were used in preparing the Spinco Audited 
Balallce Sheet; (ii) "Indebtedness" of any Person (as defined in the Merger Agreement) at any 
date shall lneall (x) any obligatioll of such Person (A) with respect to indebtedness of sucl~ 
Person for bor-rowed money or for the deferred purchase price of property or services, illcluding 
all accr-ued and ullpaid interest, prerniulns, pellalties and fees thereon (other tllan accounts 
payable, accrued expenses (including book overdrafts) and other current liabilities arising in the 
ordillary course of business), (B) evidenced by a note, bond, del~ellture or si~nilar illstrurnellt 
(including a purcl~ase money obligation) or (iii) under any lease or silnilar arrangement that 
would be required to be accounted for by the lessee as a capital lease in accordallce with GAAP; 
(y) ally guaral~tee (or keepwell agseelnent) by such Person of any it~del~tedness of others 
described in the preceding clause (x); and (z) all obligations to reimburse ally bank 01- other 



Person for amounts paid under a letter of credit or silnilar instrument; (iii) "Casll and Cash 
Equivalents" shall meall all casl~, cash equivalents, including certificates of deposit or bankers' 
acceptances ~naturing within one year from the date of acquisition thereof, marketable direct 
obligations issued by, or uricoriditio~ially guaranteed by, the United States government or an 
agency thereof, and investments in money market funds with assets of $5,000,000 or greater, alld 
other liquid il~vestments, including all deposited but uncleared hank deposits; (iv) "Spinco 
Audited Balance Sheet" shall mean the audited combined balance sheet of Spi~ico and the Spilico 
Subsidiaries as of December 3 1, 2004; (v) "GAAP" shall mean United States generally accepted 
accounting principles; and (vi) "Independent Accoulitilig Finn" sliall mean an inten~ationally 
recognized accounting fir111 mutually selected and agreed upon by AT Co. and Spinco. 

ARTICLE V 
EMPLOYEE BENEFIT MATTERS 

Section 5.1 Elnyloyee Benefit Matters. Subject to the terms and conditions set 
forth herein at or prior to the Distribution Date, AT Co. and Spinco shall each execute and 
deliver the Elnployee Benefits Agreement, substantially in tlle form of Exhibit A hereto. 

ARTICLE VI 
TAX SHARING 

Sectioli 6.1 Tax Slialing. Subject to the tenns and conditions set forth lierein 
at 01- prior to the Distribution Date, AT Co. and Spinco shall each execute and deliver the Tax 
Sharing Agreement, substantially in the fonn of Exhibit C hereto. 

ARTICLE VI1 
SURVIVAL AND INDEMNIFICATION 

Section 7.1 Survival of Agreements. Except as otherwise provided herein wit11 
respect to ally specific representation, warrality or covenant, all representations, warranties, 
covenants and agreements of the parties hereto contained in this Agreement shall sutvive the 
Distribution Date for a period of two (2) years. For the avoidance of doubt, this Section 7.1 shall 
in no event alter or otherwise affect the operation of Section 12.1 of the Merger Agreement. 

Section 7.2 Mutual Release. Effective as of the Distribution Date and except 
as otherwise specifically set foltll in tlie Transaction Agreements, each of AT Co., 011 behalf of 
itself and eacli of the AT Co. Subsidiaries, on the one Iland, and Spinco, on belialf of itself and 
each of the Spinco Subsidiaries, on the other hand, hereby releases and forever discharges the 
otlier party and its Subsidiaries, and its and their respective officers, directors, ~nanagers or otlier 
persons acting in a similar capacity, agents, record and beneficial security holders (including 



trustees and beneficiaries of trusts holdil~g such securities), advisors and Representatives (in each 
case, in their respective capacities as such) and their respective heirs, executor-s, administrators, 
successors and assigns, of and fro111 all debts, demands, actions, causes of action, suits, accounts, 
covenants, contracts, agreelnents, damages, claims and other L,iabilities whatsoever of every 
name and nature, both in law and in equity, wliich the releasing party has or ever had or ever will 
have, which exist or arise out of or relate to events, circumstances or actiolis talcen by such other 
party occurring or failing to occur or ally conditions existing at or prior to the Distribution Date 
whether or not know11 on the Distribution Date, illcluding in collnectioll with the tralisactions and 
all other activities to impleinelit the Contribution and the Distribution; provided, however, that 
the foregoing general release shall not apply to (i) any Liabilities or other obligations (illcluding 
Liabilities with respect to payment, rein~bursement, illdelnnification or contribution) under the 
Merger Agreelnent or the other Trallsactioll Agreemellts or any Contracts (as defined therein) 
contelnplated thereby, or assumed, transferred, assigned, allocated or arising urider any of tlie 
Merger Agreement or the other Trar~sactior~ Agreements or any Contract colitelnplated thereby 
(including any L,iability that the parties may have with respect to payment, performance, 
reirnburse~nent, indelnnification or contribution pursual~t to the Merger Agreement or any other 
Transaction Agreement or any Contract contemplated thereby for claims brought against the 
parties by third Persons or any Indemnitee), and the foregoil~g release will not affect any party's 
right to enforce the Merger Agreement or the other Transactioll Agreements or the Contracts 
contemplated thereby in accordance with their tenns or (ii) any Liability the release of whicll 
would result in the release of any Perso11 otlier than a Person released pursuant to this Section 7.2 
(provided, that the parties agree not to bring suit or pennit any of their Subsidiaries to bring suit 
against ally such Person with respect to any Liability to the extent such Person would be released 
with respect to such Liability by this Section 7.2 but for this clause (ii)). Each party to this 
Agreement agrees, for itself and each member of its Group, not to malce any claim or demalld or 
com~nence any action or assert any claim against any rnelnber of the otlier Party's Group with 
respect to the Liabilities released pursuant to this Section 7.2. 

Section 7.3 Indelnnification. 

(a) Except as specifically otherwise provided in the other Transaction 
Agreements, Spillco shall indemnify, defend and hold hal~nless the AT Co. Indernnitees from 
and against all Indelnnifiable Losses arising out of or due to the failure of any member of the 
Spinco Group (i) to pay or satisfy ally Spinco Liabilities (including the Spillco Group's Delayed 
Liabilities), or (ii) to perform ally of its obligations under this Agreement. 

(b) Except as specifically otherwise provided in the other Transactioll 
Agreements, AT Co. shall indemnify, defend and hold harmless the Spinco Indelnllitees from 
and against all Indemnifiable Losses arising out of or due to the failure of any lnernber of the AT 
Co. Group (i) to pay or satisfy any AT Co. Liabilities (including the AT Co. Group's Delayed 
Liabilities), (ii) to transfer to Spinco or ally member of the Spinco Group all of the Spinco Assets 
transferred or to be tralisferred to Spinco or the Spinco Group pursuant to Article I1 Ilereof, or (iii) 
to perform ally of its obligations under this Agreelnent. 

(c) Notwithstanding anything to the contrary set forth herein, 
indemnificatiol~ relating to any arrangements between any member of the AT Co. Group arid any 



member of the Spinco Group for the provision after the Distribution Date of goods and services 
in the ordinary course shall be governed by the tenns of such arrangements and not by this 
Section or as otherwise set forth in this Agreement and the other Transaction Agreements. 

(d) Indemnification for nlatters subject to the Tax Shaling Agreement 
is goven~ed by the terms, provisions and procedures of the Tax Sharing Agreement and not by 
this Article VII and ilidemriification for matters subject to the Merger Agreement is governed by 
the terms, provisions and procedures of the Merger Agreement and not by this Article VII. 

Section 7.4 Procedures for Indemnification for Third-Party Claims. 

(a) AT Co. shall, and sliall cause the other AT Co. Indenlnitees to, 
notify Spinco in writing prornptly after learning of any Third-Party Clainl for which ally AT Co. 
Indernnitee intends to seek irldelnliification from Spinco under this Agreement. Spinco shall, and 
shall cause the other Spinco Indemnitees to, notify AT Co. in writing promptly after learning of 
ally Third-Party Claim for which any Spinco lndemnitee intends to seek ilidemnification from 
AT Co. under this Agreement. The failure of any Indernnitee to give such notice shall not 
relieve any Indemnifying Party of its obligations under this Article VII except to the extent that 
such Indemnifying Party is actually prejudiced by such failure to give notice. Such notice shall 
desclibe such Third-Party Clairn in reasonable detail considering the 11-1fonnatio1i provided to the 
Indernnitee and shall indicate the amount (estimated if necessary) of the Indetnnifiable L,oss that 
has been clailned against or may be sustained by such Indemnitee. 

(b) Except as otherwise provided in paragraph (c) of this Section 7.3, 
a11 Inde~nnifying Pasty may, by notice to the llldemnitee and to AT Co., if Spinco is the 
Indemnifying Pasty, or to the Illdelnnitee and Spinco, if AT Co. is the Indelnnifyil~g Party, within 
30 days after receipt by such Indemnifying Party of such Indemnitee's notice of a Third-Party 
Clairn, undertake (itself or through another Inember of the Group of wliich the Indemnifying 
Pasty is a ~nember) the defense or settlement of such Third-Pasty Claim, at such l~lde~nnifying 
Party's own expense and by counsel reasonably satisfactory to the Inde~nnitee. If an 
Indemnifying Pasty undertakes the defense of any Third-Party Clairn, such Indeninifying Party 
shall control the investigation and defense or settlelnent thereof, and the lndemnitee may not 
settle or compromise such Third-Party Claim without the prior written consent of the 
Indemnifying Party, except that such Indemnifying Pasty shall not (i) require any Indemnitee, 
without its prior written conselit, to take or refrain from taking any action in connectioll with 
such Third-Party Claim, or make any public statement, which such Indelnnitee reasonably 
considers to be against its interests, or (ii) without the prior written consent of the Indemnitee 
and of AT Co., if the Indernnitee is an AT Co. Indemnitee, or the Indemnitee and of Spilico, if 
the lllde~r~nitee is a Spinco Indernnitee, conserlt to any settlement that does not include as a past 
tliereof an ullcoliditional release of the relevant Indelnnitees from liability with respect to such 
Third-Pasty Claim or that requires the Inderiinitee or any of its Representatives or Affiliates to 
make any payrnent that is not fully indelnllified under this Agreelnent or to be subject to any 
non-monetary remedy. Subject to the Indemnifying Pasty's control rights, as specified herein, 
the Indemnitees may participate in such investigation and defense, at their own expense. 
Followir~g the provisioli of notices to the Indemnifyilig Party, until such time as an Inden~nifying 
Pasty has undertaken the defense of ally Third-Pasty Clailn as provided herein, such Indelnnitee 



shall co~itrol the investigation and defense or settlement thereof, without prejudice to its right to 
seek indernnificatiol~ hereunder. 

(c) If an Illdelnllitee reasollably determines that tllcre ]nay be legal 
defenses available to it that are different from or in addition to those available to its 
Indemnifyil~g Party which make it illappropriate for the Indemnifying Party to undertake tlie 
defense or settlement tl~ereof, then such Indelnliifying Party shall not be entitled to undertake the 
defense or settlement of sucll Third-Party Claim; mid coul~sel for the Indelnnifying Party shall be 
entitled to collduct the defense of such Indemnifying Party and counsel for the Indemi~itee 
(selected by t l ~ e  Indemnitee) shall be elititled to col~duct tlie defense of suc11 Indemnitee, ill 
which case the reaso~lable fees, costs and expetlses of sucl~ c o u l ~ e l  for the Indernnitee (but not 
Inore than one cou~lsel (in addition to local counsel, if any) reasonably satisfactory to the 
Indel~inifying Party) shall be paid by sucli Ilidelnnifying Party, it being uliderstood that both sucl~ 
coulisel shall cooperate with each otlier to conduct the defense or settlement of such action as 
efficient] y as possible. 

(d) In no event shall an Indelnnifying Pasty be liable for the fees and 
expenses of more than one counsel for all llldelnllitees (in addition to local counsel and its own 
counsel, if any) in con~lection with ally one action, or separate but sirnilas or related actions, in 
the same julisdictioll arising out of the same general allegations or circumstances. 

(e) If the Indemnifying Party undertaltes the defense or settlement of a 
Third-Party Claim, the Illdernliitee shall make available to tlie Illdelnnifying Pal-ty and its coulisel 
all i~~fonnation and doculnellts reasonably available to it whicli relate to ally Third-Party Claim, 
and otherwise cooperate as ]nay reasol~ably be required i11 coliliectioll with the investigation, 
defense and settlement thereof, subject to the terms and conditiorls of a lnutually acceptable joint 
defense agreement. 

Section 7.5 Reductiolis for Insurance Proceeds, Tax Benefits and Other 
Recoveries. The arnount that any Illderniiifyillg Party is or ]nay be required to pay to ally 
Indelnllitee pursuant to this Article VII sllall be reduced (retroactively or prospectively) by (i) 
ally insural~ce proceeds or other a~noulits actually recovered fioln third parties by or on behalf of 
such Ilidelnllitee in respect of the related Indelnnifiable Losses (net of all costs of recovery, 
including deductibles, co-payments or other payment obligations) and (ii) any tax benefit 
actually realized by the Iildelnllitee ill respect of the related Indernnifiable Losses. The existence 
of a claim by an Indernnitee for il~surallce or against a tliird party in respect of ally Indernnifiable 
Loss or the availability of potential tax benefits shall not, I~owever, delay or reduce ally payrnent 
pursuant to the i~lden~llificatio~l provisiolls colltailied herein and otherwise detellnined to be due 
and owing by a11 Illdelnllifyilig Party. The Indemnifying Party shall liialte payment in full of 
sucli arnoullt so detennined to be due and owing by it and, if, and to the extent that, there exists a 
claiin against ally tliird party (other tllali an insurer) in respect of such I~ldemnifiable Loss, the 
Iride~nnitee shall assign such clailn against such third party to the Il~demnifyi~lg Party. Any tax 
benefit actually received by an Indelnnified Party sl~all be paid over to the Illdelnnifying Party to 
the extent such tax benefit relates to an Indeln~~ifiable Loss for which indemnification lias 
already been received. Notwithstanding any other provisions of this Agreement, it is the 



intentioli of the palties hereto that 110 illsurer or ally other third party shall be (i) entitled to a 
benefit it would not be entitled to receive in the absence of tlie foregoing indemnification 
provisions or (ii) relieved of the responsibility to pay ally claims for which it is obligated. If an 
Illdelnliitee shall have received the payment required by this Agree~nellt from a11 Ilidelnliifying 
Pasty in respect of any Indemnifiable L,osses and shall subsequently actually receive i~~surallce 
proceeds, tax benefits or other amounts in respect of such Indernnifiable Losses, then sucli 
Illdelnnitee shall hold such insurance proceeds in tl-ust for the benefit of such Indemnifyi~ig Party 
and shall pay to such Indelnl~ifyillg Party a sum equal to the amount of sucli insurance proceeds, 
tax benefits or other amounts actually received, up to tlie aggregate anloullt of any payments 
received froni such Indemnifying Pasty pursuant to this Agseement in respect of such 
Indelnnifiable Losses. 

Section 7.6 Consequelitial Damages. 117 110 event shall a11 Inde11111ifying Party 
be liable for special, punitive, exemplary, incidental, conseque11tial or indirect damages, or lost 
profits, whether based on contract, tost, strict liability, other law 01- otherwise. 

Section 7.7 Survival of Indemnities. Except as otherwise provided herein with 
respect to ally specific covel1allt or obligation, for a period of two (2) years from and after tlie 
Distribution Date, the obligatiolls of each of AT Co. and Spinco under tliis Article VII shall 
survive tlie sale or other transfer by it of any of its Assets or Business or the assignment by it of 
any of its Liabilities, with respect to ally Indenlnifiable L,oss of the other related to such Assets, 
Business or Liabilities. 

ARTICLE VIII 
CERTAIN ADDITIONAL COVENANTS 

Sectioli 8.1 Notices to Third Parties. I11 addition to the actiol~s desclibed ill 
Section 8.2, the members of the AT Co. Group and the members of the Spinco Group sllall use 
reasonable best efforts to ~nalce all other filings and give notice to and obtain colisellts from all 
third pasties that may be required to collsullllnate the transactiolls colltelnplated by this 
Agreement and the other Tra~~saction Agreements. 

Sectioli 8.2 Licenses arid Pennits. Each party hereto shall cause the 
appropriate members of its Group to prepare and file wit11 the appropriate licellsing and 
permitting authorities applicatio~~s for the transfer or issuance, as may be llecessary or advisable 
in colmection with the transactiolls conternplated by this Agreelnerit and the other Transaction 
Agreements, to its Group of all ~naterial gover~ime~~tal licenses and permits required for the 
lnernbers of its Group to operate its Business after the Distributioli Date. The members of the 
Spinco Group and the members of the AT Co. Group shall cooperate and use all commercially 
reasonable effol-ts to secure the transfer or issuance of such licenses and pennits. 



Section 8.3 Itltercoinpal1v Ameements; Intercolnpally Accounts. 

(a) Except as set forth 011 Section 8.3 of the Disclosure Letter or 
specifically provided herein or in the otller Transaction Agreements, all lnaterial contracts, 
licenses, agreelnents, commitinents and other al-sal~gelnents, fo~mal and itlfonnal, between any 
lilember of the AT Co. Group, 01.1 the one hand, and any rnetnber of the Spiilco Group, on the 
other I~and, ill existence as of the Distribution Date, sllall tenninate as of the close of busii~ess on 
the day prior to the Distribution Date. No such terminated contract, license, agreement, 
commit~neiit or other arrangemeilt (including any provision thereof that purports to survive 
te11ninatio11) shall be of any further force or effect after the Distributioll Date and all pal-ties shall 
be released froln all obligations thereunder. Fsom and after the Distribution Date, no member of 
either Group sllall have any rights under any such contract, licel-~se, agreement, comrnitlnelit or 
arraligerneiit with any Inember of the other Group, except as specifically provided herein or in 
the other Transaction Agreements or as  nay be agreed to at arms' length after the Distribution 
Date. 

(b) Effective ilnlnediately prior to the Distribution Date, all 
intercolllpany cash managelnent loan balallces between AT Co. and the AT Co. Subsidial-ies, on 
one hand, and Spinco and the Spinco Subsidiaries, oil the other hand, shall be ca~~celed. 

Section 8.4 Ful-ther Assurances. In additioli to the actions specifically 
provided for elsewhere in this Agreement, each of the parties hereto shall use its reasoilable best 
efforts to take, or cause to be taken, all actiolls, and to do, or cause to be done, all things 
reasol~ably necessary, proper or advisable under applicable laws, regulatiol~s and agreei~lents to 
corisum~nate and ~nalce effective the transactions co~lteinplated by this Agreelnent and the other 
Tralisactioll Agreements. Witl~out lilnitillg the foregoing, each party hereto shall cooperate with 
the other pai-ty, atid execute and deliver, or use its reasollable best efforts to cause to be executed 
aiid delivered, all instruments, and to make all fililigs with, and to obtain all consellts, approvals 
or authorizations of, ally Governinental Authority or any otl~er Person under ally pennit, licelise, 
agreerneiit, indenture or other instrument, and take all such other actions as such party ]nay 
reasoliably be requested to take by ally other party hereto from time to time, consistent with the 
terms of this Agreelnent and the other Trallsactioii Agreements, in order to effectuate the 
provisiolls and purposes of this Agreement. 

Section 8.5 Guarantee Obligatiolls and Liens. 

(a) AT Co. and Spinco shall cooperate, al1d shall cause their respective 
Groups to cooperate and use tl~eir respective reasollable best efforts to: (x) tenninate, or to cause 
a rnelnber of the Spinco Group to be substituted in all respects for any lnernber of the AT Co. 
Group in respect of, all obligatiol~s of ally menlber of the AT Co. Group under ally Spinco 
Liabilities for which such member of the AT Co. Group 111ay be liable, as guarantor, origillal 
tenant, priinary obligor or otherwise, and (y) tenninate, or to cause Spiilco Assets to be 
substituted in all respects for ally AT Co. Assets ill respect of, ally liens or encurnbrallces on AT 
Co. Assets which are securing ally Spinco Liabilities. If such a terlnillatioii or substitutiol~ is not 
effected by the Distributioll Date: (i) Spinco sllall illdelnliify and hold hamless the AT Co. 



Illdelnnitees for ally Indelnllifiable Loss arising frorn or relating thereto, and (ii) without the prior 
written consent of AT Co., fi-0111 and after the Distribution Date, Spinco shall not, and shall not 
pel-mit any ~ n e ~ n b e r  of the Spilico Group to, renew or extend the term of, increase its obligations 
under, or trallsfer to a third party, any loan, lease, colltract or other obligatio1-1 for which a 
member of the AT Co. Group is or 111ay be liable or for wl~ ic l~  any AT Co. Asset is or may be 
enculnbered unless all obligations of the AT Co. Group and all liens and etlculnbrallces on any 
AT Co. Asset with respect thereto are tl~ereupon terminated by documentation reasonably 
satisfactory in fonn and substance to AT Co. 

(b) AT Co. and Spinco shall cooperate, and shall cause their respective 
Groups to cooperate and use their respective reasollable best efforts to: (x) ter~ninate, or to cause 
a member of the AT Co. Group to be substituted in all respects for any member of Spillco Group 
in respect of, all obligatiolls of any Inember of the Spilico Group under any AT Co. Liabilities 
for whicl~ such lnelnber of the Spinco Group may be liable, as guarantor, original tenant, prilnary 
obligor or otherwise, and (y) temiinate, or to cause AT Co. Assets to be substituted in all respects 
for any Spinco Assets in respect of, ally liens or enculnbrances on Spinco Assets which are 
securing any AT Co. Liabilities. If such a tennillation or substitutio~~ is not effected by the 
Distribution Date: (i) AT Co. sllall indelrlnify and hold l~amless  the Spinco Indemnitees for any 
Indemnifiable L,oss arising fso~n or relating thereto, and (ii) without the prior written consel~t of 
Spinco, fio111 and after the Distribution Date, AT Co. sl~all not, and shall not permit any rnelnber 
of the AT Co. Group to, renew or extend the term of, increase its obligations under, or transfer to 
a third party, any loan, lease, contract or other obligatio~l for which a menlber of the Spinco 
Group is or nlay be liable or for which ally Spinco Asset is or may be enculnbered unless all 
obligatiolls of the Spillco Group and all liens and enculnbrances on any Spillco Asset with 
respect thereto are thereupori te~lninated by doculnentation reasonaldy satisfactory in fonn and 
substance to Spinco. 

Section 8.6 Insurance. 

(a) Rights 'Jizder Policies. Notwithstanding any other provision of 
this Agreement, from and after the Dist~ibution Date, Spillco and the Spinco Subsidiaries will 
have no rights with respect to any Policies, except that (i) Spinco ]nay assert claims, and AT Co. 
will use its reasonable best effol-ts to assist Spinco in asserting claims, for any loss, liability or 
damage with respect to the Spinco Assets or Spinco Liabilities under Policies with third-party 
insurers wl1ich are "occurrence basis" insurallce policies ("Occurre~lce Basis Policies") arising 
out of insured incidents occurring fro111 the date coverage thereunder first co~n~ner~ced ulitil the 
Distributio~~ Date to the extent that the tetlns and conditions of ally such Occurrence Basis 
Policies and agreen~ents relating thereto so allow arid (ii) Spinco may continue to prosecute, and 
AT Co. will use reasollable best efforts to assist Spinco to continue to prosecute, clailns with 
respect to Spinco Assets or Spinco Liabilities properly asserted with an insurer prior to the 
Distribution Date under Policies with third-party insurers wl~ich are insurance policies written or1 
a "claims made" basis ("Claims Made Policies") arising out of i~~sured illcidel~ts occursing from 
the date coverage thereullder first coln~nellced until the Distribution Date to the extent that the 
tenns and conditions of any such Claims Made Policies and agreelnellts relating thereto so allow; 
provided, that in the case of both clauses (i) and (ii) above, (A) all of AT CO.'S and each AT Co. 
Subsidiary's reasonable out-05-pocket costs and expenses illcurred in connection with the 



foregoing are promptly paid by Spinco, (B) AT Co. and the AT Co. Subsidiaries may, at any 
time, without liability or obligation to Spinco or any Spinco Subsidiary (other than as set fol-th in 
Section 8.6(c)), amend, commute, terminate, buy-out, extiilguisll liability under or otherwise 
lnodify any Occurrellce Basis Policies or Claiins Made Policies (and such claitns shall be subject 
to any such amendments, commutations, tenninatiolls, buy-outs, extinguishments and 
modifications), and (C) ally such claiin will be subject to all of the terms and conditiolls of the 
applicable Policy. AT CO.'S obligation to use its reasonable best efforts to assist Spinco in 
assertiilg clairns under applicable Policies will illclude using reasonable best efforts in assisting 
Spinco to establish its sight to coverage under such Policies (so long as all of AT Co.'s 
reasonable out-of-pocket costs and expenses in collilection tllerewith are prolnptly paid by 
Spinco). 111 the event that the terms and conditions of any Policy do not allow Spinco the light to 
assei-t or prosecute a claim as set forth in clause (i) or (ii) above, then in such case, AT Co. shall 
use its reasonable best efforts to pursue such clai111 under such Policy and Spinco shall promptly 
pay all of AT Co.'s and each AT Co. Subsidiary's reasol~able costs and expenses incur~ed in 
conliection therewith. 

(b) Assistance by AT Co. AT Co. will use reasonable best efforts to 
assist Spinco in coll~~ectiol~ with any efforts by Spinco to recover damages utlder any Policy with 
respect to the Spinco Busiiless for ilicidents occuning prior to the Distribution Date; provided, 
that all of AT Co.'s reasol~able out-of-pocket costs and expeilses incussed in connectioll with the 
foregoing are prolnptly paid by Spinco. 

(c) AT Cb. Actioi~s. In the event that after the Distribution Date, AT 
Co. or any AT Co. Subsidiary proposes to amend, colnmute, tenninate, buy-out, extinguish 
liability under or othenvise lnodify any Policies under which Spinco has rights to assert claims 
pursuant to Sectio~l 8.6(a) in a ~llanner that would adversely affect any such rights of Spinco 
(i) AT Co. will give Spiilco psior written notice thereof (it being understood that the decision to 
take any such action will be in the sole discretion of AT Co.) and (ii) AT Co. will pay to Spinco 
its equitable share (which shall be detenniiled by AT Co. in good faith based on the amount of 
premiums paid or allocated to the Spiilco business ill respect of the applicable Policy) of ally net 
proceeds actually received by AT Co. from tlle insurer under the applicable Policy as a result of 
such action by AT Co. (after deducting AT Co.'s reasonable costs and expei~ses incurred in 
co~lnection with such action). 

(d) Adinirzistl*ntiorz. Fro111 and after the Distribution Date: 

(i) AT Co. or an AT Co. Subsidiary, as appropriate, 
will be responsible for the Claims Adinir~istration with respect to claims of AT Co. 
and the AT Co. Subsidiaries under the Policies; and 

(ii) Spinco or a Spinco Subsidiary, as appropriate, will 
be respollsible for the Claims Admirlistration with respect to claims of Spirico and 
tlle Spiilco Subsidiaries under the Policies. 

(e) Ir7surarzce P~*elnizmw. Subject to clause (B) of the proviso to 
Section 8.6(a), from and after the Distribution Date, AT Co. will pay all premiums 
(retrospectively-rated or othelwise) as required under the terms and collditions of the respective 



Policies in respect of periods prior to the Distributioll Date, whereupon Spillco will upoil the 
request of AT Co., forthwitl~ rei~nburse AT Co. for that portion of such premiuins paid by AT Co. 
as are reasonably deternilled by AT Co. to be attributable to the Spinco Business. 

(f) Agrceei~zerzt.for Waiver of  Conflict arzd Sl~ni-ed Defei~se. 111 the 
event that a Policy provides coverage for both AT Co. and/or an AT Co. Subsidiary, on the one 
hand, and Spinco and/or a Spinco Subsidiary, on the other hand, relating to the same occurrence, 
AT Co. and Spi~lco agree to defend jointly and to waive any conflict of interest ~~ecessary to the 
collduct of that joint defense. 

(g) Nothing in this Section 8.6 will be construed to limit 01- otherwise 
alter in any way the indein~~ity obligatiolts of the parties to this Agreement, including those 
created by this Agreement, by operation of law or otherwise. 

Section 8.7 Use of Names. 

(a) Any material showing any affiliation or connectioll of AT Co. or 
ally inember of the AT Co. Group wit11 Spillco or any illelnber of the Spinco Group shall not be 
used by AT Co. or any ~nelnber of the AT Co. Group after the Distribution Date, except that the 
restrictiol~s contained in this Section 8.7(a) shall not apply to filings, reports and other documents 
required by applicable law or regulatiol~s of securities exchanges to be filed al~d/or made publicly 
available. On and after the Distributiol~ Date, 11either AT Co. nor any AT Co. Subsidiary shall 
represent to third pal-ties that any of the111 is affiliated or colll~ected with Spinco or ally rnelrlber 
of the Spillco Group. 

(b) Subject to Section 8.7(c) below, any lnaterial showing ally 
affiliation of Spillco or ally member of the Spilico Group with AT Co. or ally tnelllber of the AT 
Co. Group shall not be used by Spinco or ally member of the Spinco Group after the Distribution 
Date, except that the restrictions contained in this Section 8.7(b) shall not apply to filings, reports 
and other documellts required by applicable law or regulations of securities exchanges to be filed 
and/or inade publicly available. On and after the Distl-ibution Date, neither Spinto nor any 
Subsidiary of Spinco shall represent to third pwies that ally of them is affiliated with AT Co. or 
any lnelrlber of the AT Co. Group. 

(c) The paities agree that, for a period of 120 days fro111 and after the 
Dist~ibution Date (the "Sell-off Period"), Spinto and its Subsidiaries shall be entitled to conti~iue 
to use all tradelnarks or other source identifiers owlled by AT Co. (the "AT Co. Tradelnarks") to 
the extent that such AT Co. Tradernarks are contained as of the Distributiol~ Date on any 
business cards, schedules, stationery, displays, signs, promotiorla1 materials, rnanuals, fonns, 
cornputer software and other ~nateiial used in the Spinco Business, without ally obligation 011 the 
part of Spinco or its Subsidiaries to pay royalties or silllilar fees to AT Co. dui-ing the Sell-off 
Period. Spinco agrees that, upon tei-mination of the Sell-off Period, Spinco and its Subsidiaries 
shall cease and desist frorn all further use of the AT Co. Trademarks except to the extent that 
such use is a "fair use" as a matter of law or as otherwise agreed by the parties. 



Section 8.8 Non Solicitatio~l of Employees. 

(a) AT Co. agrees not to (and to cause the other members of the AT 
Co. Group not to) solicit or recruit for hire any eniployee of Spinco or any other member of the 
Spinco Group for a period of one year following the Distribution Date or uritil three lnonths after 
such employee's ernploymelit with Spinco ol any other Inember of the Spinco Group tenninates, 
whichever occurs first. 

(b) Spinco agrees not to (and to cause the other rne~nbers of tlie Spinco 
Group not to) solicit or recruit for hire any employee of AT Co. or any other member of the AT 
Co. Group for a period of one year following the Distribution Date or uritil three months after 
such employee's employlnent with AT Co. or any other rnernber of the AT Co. Group telminates, 
whichever occurs first. 

(c) Notwithstanding the foregoing, such prohibitions on solicitation 
shall not restrict general recruitment effbrts carried out through a public or general solicitation. 

Section 8.9 Subseque~lt Transfers. In the event that following the Distribution 
Date a member of the AT Co. Group becomes aware that it possesses ally Spinco Assets (except 
(i) for assets, rights and propel-ties provided by lnelnbers of the AT Co. Group pursuant to the 
Transition Services Agreement or (ii) as otherwise conten~plated by the Transaction Agreements), 
AT Co. shall cause the pron~pt transfer of such assets, rights or properties to Spinco. Prior to any 
such tralisfer, AT Co. shall hold sucl~ Spinco Asset in trust for Spinco. 

ARTICLE IX 
ACCESS TO INFORMATION 

Section 9.1 Provision of Coworate Records. Prior to or as prolnptly as 
practicable after the Distribution Date, AT Co. shall deliver or make available to Spinco all 
corporate books arid records of the Spilico Group in its possession and conlplete and accurate 
copies of all relevant portions of all corporate books and records of the AT Co. Group relating 
directly and primarily to the Spinco Assets, the Spinco Business, or the Spirico Liabilities, 
including, in eacli case, all active agreements, active litigation files, gover~irne~it filings and 
returns or reports relating to Taxes for all ope11 periods. Subject to Section 9.5, AT Co. may 
retain complete and accurate copies of such books and records. Froin and after tlie Distribution 
Date, all such books, records and copies shall be the property of Spinco. Prior to or as promptly 
as practicable after the Distribution Date, Spinco shall deliver or make available to AT Co., all 
corporate books and records of the AT Co. Group in its possession and complete and accurate 
copies of all relevant portions of all corporate books and records of the Spilico Group relating 
directly and primarily to the AT Co. Assets, the AT Co. Business, or the AT Co. L,iabilities, 
including, ill each case, all active agreements, active litigatioli files, govern~nent filings and 
retul-ris or reports relating to Taxes for all open periods. Subject to Section 9.5, Spinco nlay 
retain complete and accurate copies of such books and records. From and after the Distributioli 
Date, all such books, records and copies shall be the property of AT Co. The costs and expenses 



incurred ill the provision of records or other infonnation to a party shall be paid for by the 
delivering party. 

Section 9.2 Access to Info~lnation. From and after the Distribution Date, each 
of AT Co. and Spinco shall afford to the other and to the other's Representatives reasonable 
access and duplicating rights during riorrnal business hours to all Infonnation within the 
possession or control of such party's Group relating to the other party's Group's pre-Distribution 
business, Assets or Liabilities or relating to or arisillg in col~nection with the relationship 
betweeti the Groups on or prior to the Distribution Date, insofar as such access is reasonably 
required for a reasonable purpose, subject to the provisiolis below regarding Privileged 
Illformation. Without limiting the foregoing, Ilifonnation may be requested under this Section 
9.2 for audit, accounting, regulatory, claims, litigation and tax purposes, as well as for purposes 
of fulfilling disclosure and reporting obligations. 

In furtherance of the foregoing: 

(a) Each pasty liereto acknowledges that: (i) each of AT Co. arid 
Spinco (and the members of the AT Co. Group and the Spilico Group, respectively) has or inay 
obtain Privileged Infonnation; (ii) there are andlor may be a number of Litigation Matters 
affecting each or both of AT Co. and Spinco; (iii) both AT Co. and Spi~ico have a comlnon legal 
interest in Litigation Matters, in the Privileged Infollnation arid in the preservation of the 
confidential status of the Privileged Infollnation, in each case relating to the pre-Distribution 
business of the AT Co. Group or the Spinco Group or relating to or arising ill coliliectiori with 
the relationship between the Groups on or prior to the Distribution Date; and (iv) both AT Co. 
and Spinco intend that the transactions contemplated hereby and by the Merger Agreement arid 
tlie other Transaction Agreements and ally transfer of Privileged Tnfoi~nation in connection 
therewith shall not operate as a waiver of any potentially applicable privilege. 

(b) Each of AT Co. and Spinco agrees, on behalf of itself and each 
rnetnber of the Group of wllicli it is a inetnber, not to disclose or otherwise waive any p~ivilege 
attachilig to any Privileged Itifo~lnation relating to the pre-Distributiol~ busir~ess of the other 
Group or relating to or arising in connection with the relationship between the Groups on or prior 
to the Distribution Date, without providing proinpt written notice to and obtaining the prior 
written consent of the other, which consent sliall not be u~~reasonably withheld, coliditioned or 
delayed and shall not be withheld, conditioned or delayed if the other party certifies that such 
disclosure is to be made in response to a likely threat of suspelision or debarment or similar 
action; provided, however, that AT Co. arid Spinco shall not be required to give any such riotice 
or obtain any such consent and may make such disclosure or waiver with respect to Privileged 
Inforination if such Privileged Infolmation relates solely to the pre-Distribution business of the 
AT Co. Group in the case of AT Co. or the Spinco Group in the case of Spinco. I11 the event of a 
disagreement between any member of the AT Co. Group and any ~nelnber of the Spinco Group 
concellling the reasonableness of withholdilig such consent, no disclosure shall be made prior to 
a resolution of such disagreelnent by a court of competent jurisdiction, provided that the 
limitations ill this sentence shall not apply in the case of disclosure required by law and so 
certified as provided ill the first sentelice of this paragraph. 



(c) Upotl any ~nernber of the AT Co. Group or any rnernber of the 
Spi~lco Group receiving any subpoena or other colnpulsory disclosure notice from a court, other 
govesn~nental agency or otherwise which requests disclosure of Privileged Infonnation, in each 
case relating to pre-Distribution business of tlie Spillco Group or the AT Co. Group, respectively, 
or relating to or arising in connection with the relationship between the Groups on or prior to the 
Dist~ibution Date, the recipient of the notice shall as prolnptly as practicable provide to tlie other 
Group (following the notice provisior~s set fort11 lierei11) a copy of such notice, the intended 
response, arid all materials or information relating to the other Group that might be disclosed. In 
the event of a disagreemetlt as to the intended response or disclosure, unless and until the 
disagreement is resolved as provided in paragraph (b) of this Section, the parties shall cooperate 
to assel-t all defenses to disclosure clai~ned by either pasty's Group, and shall not disclose any 
disputed ~ O C U I I I ~ I - I ~ S  or infonnatior~ until all legal defenses and claims of privilege have been 
fillally detennined, except as otherwise required by a court order requiring such disclosure. 

Section 9.3 Production of Witnesses. Subject to Section 9.2, after the 
Distributiori Date, each of AT Co. and Spinco shall, and shall cause each lnelnber of its 
respective Group to make available to Spinco or AT Co. or ally rne~nber of the Spinco Group or 
of the AT Co. Group, as the case  nay be, up011 reaso~lable prior written request, such Group's 
directors, managers or other persons acting in a similar capacity, officers, e~r~ployees and agents 
as witnesses to the extent that any such Person ]nay reaso~lably be required in connection with 
any L,itigation Matters, adrnillistrative or other proceedillgs in which the requesting party may 
fro111 time to time be involved and relating to the pre-Distribution business of the AT Co. Group 
or the Spinco Group or relating to or ill connection with the relationsl~ip between the Groups on 
or prior to the Dist~ibution Date. The costs and expenses illcurred in the provision of such 
witnesses shall be paid by the party requesting tlle availability of such persons. 

Sectioll 9.4 Retention of Records. Except as otherwise agreed in writing, or as 
otherwise provided in tlie other Transaction Agreements, each of AT Co. and Spinco shall, and 
shall cause the members of the Group of which it is a ~nernber to, retain all Infonnation in such 
party's Group's possession or under its control, relating directly and prirnarily to the pre- 
Dist~ibution business, Assets or Liabilities of the otller party's Group uutil such I~ifonnation is at 
least seven years old or until such later date as may be required by law, except that if, prior to the 
expiratio11 of such period, any member of either party's Group wishes to destroy or dispose of 
any such Infonnation that is at least three years old, prior to destroyillg or disposi~~g of any of 
such Infonnation, (a) the party whose Group is proposing to dispose of or destroy any such 
Infoni~ation shall provide no less tl~an 30 days' prior written notice to the other party, specifying 
the Infonnation proposed to be destroyed or disposed of, and (b) if, plior to the scheduled date 
for such destruction or disposal, the other party requests in writing that any of the Infonnation 
proposed to be destroyed or disposed of be delivered to such other party, the party whose Group 
is proposing to dispose of or destroy such Infonnation proinptly shall asrange for the delivery of 
the requested Infonnation to a location specified by, and at the expense of, the requesting party. 

Section 9.5 Confidentiality. Subject to Section 9.2, which shall govessl 
Privileged Infonnation, from and after the Distribution Date, each of AT Co. and Spinco shall 



hold, and shall use colnlnercially reasonable efforts to cause its Affiliates and Representatives to 
hold, in strict collfide~lce all I~lfonnatioll concerning the other party's Group obtained by it or 
ful-nished to it by such other party's Group pursuant to this Agseement or the other T r a ~ ~ s a c t i o ~ ~  
Agreelnellts and shall not release or disclose such Information to ally other Person, except its 
Affiliates and Representatives, who sllall be advised of the provisior~s of tllis Section 9.5, and 
each party shall be responsible for a breach by ally of its Affiliates or Representatives; provided, 
however, that ally member of the AT Co. Group or the Spil~co Group may disclose such 
I~lformation to the extent that (a) disclosure is colnpelled by judicial or administrative process or, 
based on advice of such Person's counsel, by other requirernellts of law or regulation, or (b) such 
party call show that such I~lfonnation was (i) in the public dornain tlrongh no fault of such 
Person or (ii) lawfully acquired by such Person from another source after the time tliat it was 
furnished to such Person by the other party's Group, and not acquired from such source sub~ect to 
any confidentiality obligation on the past of such source known to the acquiror. Notwithstanding 
the foregoing, each of AT Co. and Spillco shall be deemed to have satisfied its obligations under 
this Section 9.5 with respect to any Infonmation (other than Privileged Infonnation) if it exercises 
the same care with regard to such Infomation as it takes to preserve confidentiality for its own 
silnilar Infonmation. 

Section 9.6 Cooperatio~~ with Resvect to Gover~linent Reports and F i l i ~ ~ ~ s .  AT 
Co., on behalf of itself and each ine~nber of the AT Co. Group, agrees to provide any lnelnber of 
the Spinto Group, and Spinco, on behalf of itself and each member of the Spinco Group, agrees 
to provide any rnelnber of the AT Co. Group, with such cooperati011 and Infonnation as may be 
reasonably requested by the other in connectiol~ with the preparation or filing of ally govern~nent 
report or other gove~nlnent filing contemplated by this Agreement or in conducting any other 
goverlllne~lt proceeding relating to the pre-Distribution business of the AT Co. Group or the 
Spillco Group, Assets or Liabilities of either Group or relating to or in co1111ection with the 
relationship between the Groups on or prior to the Distribution Date. Such cooperati011 and 
Inforination shall i~~clude  proinptly forwarding copies of appropriate notices, fonns and other 
colnn~u~lications received from or sent to any govet~~me~l t  autllority which relate to the AT Co. 
Group, i11 the case of the Spinco Group, or the Spinco Group, in the case of the AT Co. Group. 
Each party shall lnalte its elnployees and facilities available during nonnal business hours and on 
reasonable prior notice to provide explanation of any doculne~lts or Information provided 
l~ereunder. 

Section 9.7 Tax Sharing A ~ e e ~ n e n t .  None of the provisio~~s of this Article IX 
are intended to supersede ally provision in the Tax Sharing Agsee~nent or the Merger Agseernent 
with respect to matters related to Taxes. In the event of any conflict between this Agreement and 
the Tax Sharing Agreelllent or the Merger Agreement, the Tax Sharing Agreement or the Merger 
Agreement, as the case ]nay be, shall co~ltrol with respect to matters related to Taxes. 



ARTICL,E X 
NO REPRESENTATIONS OR WARRANTIES 

Sectioli 10.1 No Representations or Warranties. Except as expressly set forth 
herein or in any other Transaction Agseernent, Spinco arid AT Co. understat1d and agree that no 
rneinber of the AT Co. Group is representiiig or wall-antiiig to Spinco or any melnber of the 
Spinco Group in ally way as to the Spinco Assets, the Spinco Business or the Spinco Liabilities. 
Except as expressly set fosth Ilerein or in any other Transaction Agreement, AT (30. and Spinco 
understand and agsee that no rnelnber of the Spiilco Group is representing or wari-anting to AT 
Co. or ally lneinber of the AT Co. Group in any way as to the AT Co. Assets, the AT Co. 
Business or the AT Co. Liabilities. 

ARTICLE XI 
CONDITIONS 

Section 1 1.1 Coiiditions to the Distribution. The obligations of AT Co, 
pursuant to this Agseernent to effect the Distribution shall be subject to the fulfilllnent (or waiver 
by AT Co.) on or prior to the Distribution Date (provided that certain of such conditions will 
occur substantially contelnporaneous with the Distribution) of each of the collditions set forth in 
Sections 9.1 and 9.2 of the Merger Agreement liaving bee11 satisfied or to the extent permitted by 
applicable Law, waived in writing, except the colisu~nlnation of the Contribution atid the 
Distribution and tlie other transactions coi1telnplated hereby. 

Section 11.2 Waiver of Conditions. To the extent permitted by applicable Law, 
the conditioil set fosth in Section 1 1 .I  hereof may be waived in tlie sole discretion of the AT Co. 
Board. The condition set forth in Section 11.1 is for the sole benefit of AT Co. and shall not give 
rise to or create any duty on the past of AT Co. or the AT Co. Board to waive or not waive any 
such conditions. 

Section 11.3 Disclosure. If at any time after tlie date Ilereof either of the parties 
shall become aware of any circu~nstar~ces that will or could reasonably be expected to prevent 
any or all of the conditions contained in Section 1 1.1 from being satisfied, it will promptly give 
to the other party wiitten notice of those circumstances. 

ARTICLE XI1 
MISCELLANEOUS 

Section 12.1 Colnplete Agreement. This Agreement, the Exhibits and the 
Disclosure Letter hereto, the other Transactioil Agreeinei~ts and other docunients referred to 
herein shall constitute the entire agreenlent between tlie parties hereto with respect to the subject 
inatter hereof and sliall supersede all previous negotiations, colnlnitinents and writings with 



respect to such subject matter. The Disclosure Letter delivered pursuant hereto is expressly 
made a part of, and illcosporated by reference into, this Agreement. 11.1 the case of any collflict 
between the tenns of this Agreement and the tenns of any other Transaction Agreement, the 
tenns of such other Tra~lsactio~l Agreetnent shall be applicable. 

Sectioll 12.2 Expenses. Except as set fort11 in Section 12.2 of the Disclosure 
Letter, whether or 11ot the Distribution is consumlnated, the costs and expenses incurred by AT 
Co. or Spinco or their respective Subsidiaries in collllectioll wit11 this Agreelnent, the Prelilnillary 
Restructuring col~templated hereby, the Cotltribution, the Special Dividend, the Debt Exchange, 
the Spinco Fillanciilg and the Merger (including (i) all underwriter's discounts, fees and expenses 
associated with the Spinco Financing and the Debt Exchange; and (ii) all broker, finder and 
similar advisory fees incurred by AT Co. or Spillco in connection with the trallsactions 
colltelnplated by this Agreement and the Merger Ageenlent ) shall be paid by Spinco; provided, 
however, that in the event that the aggregate alnoullt of all such expenses exceeds $1 15 rnillioll 
less the prillcipal amount of ally Additional Spinco Indebtedness, AT Co. shall pay such excess 
expellses (the "AT Excess Expenses"). For the avoidance of doubt, the expenses of AT Co. and 
Spillco shall not il~clude any expenses of the Coinpany's legal, accounting, fil~a~lcial and other 
advisors or any costs of refiilallcillg the Company's outstanding Illdebtedlless or ally other costs 
incul-sed by the Company in conllectioll wit11 the tl-ansactions col~templated llereby or by the 
Merger Agreell~ent. 

Section 12.3 Covenling Law. This Agreement shall be governed by and 
construed in accordance with the laws of the State of Delaware, witllout reference to its corlflicts 
of laws principles. 

Section 12.4 Notices. All notices and other colnlnu~licatiolls required or 
permitted to be given hereunder shall be in writing and shall be deemed given upon (a) a 
transmitter's confilmation of a receipt of a facsilnile transmissioll (but only if followed by 
confinned delivery of a standard ovenligl~t coulier the followil~g business day or if delivered by 
hand the followillg busilless day), (b) collfirmed delivery of a standard ovenlight courier or when 
delivered by hand or (c) the expiration of five business days after the date mailed by certified or 
registered lnail (retun] receipt requested), postage prepaid, to the parties at the following 
addresses (or at such other addresses for a party as shall be specified by like notice): 

If to AT Co. or any member of the AT Co. Group, to: 

ALLTEL Corporati011 
One Allied Drive 
Little Rock, Arkansas 72202 
Attention: Chief Executive Officer 
(with a copy to the Col-porate Secretary) 
Facsimile: (50 1 ) 905-5444 



If to Spinco or any member of the Spinco Group prior to the Distribution Date, to: 

AL,LTEL, Holding Corp. 
One Allied Drive 
Little Roclc, Arkansas 72202 
Attention: Chief Executive Officer 
(with a copy to the Chainnan) 
Facsi~nile: (501) 905-0962 

or to such other address as any pasty I~ereto may have furnished to the other 
parties by a notice in writing in accordance with this Section. 

Section 12.5 A~nendrnelit and Modificatio~i. This Agreement may be amended, 
modified or supplemented, and any provision hereunder may be waived, only by a written 
agree~nent signed by all of the parties hereto, together with (i) prior to the Effective Time, in the 
case of any ~naterial a~nendment, ~nodification or supplemel~t, a Company Consent and 
(ii) followillg the Effective Time, in the case of any ~naterial amendment, ~nodification or 
supplenient, the consent of a nlajority of the Surviving Col-poration's "independent" directors (as 
sucli term is defined in tlie regulatio~~s of the securities excllange in which the Surviving 
Corporation's securities then are listed. 

Section 12.6 Successors and Assigns; No Third-Pasty Beneficiaries. This 
Agreement and all of the provisions hereof shall be binding upon and inure to the benefit of the 
parties hereto and their successors and permitted assig~is, but neitl~er this Agreement nor any of 
the rights, interests and obligations l~ereunder sllall be assigned by any party hereto without the 
prior written consent of the otller parties and a Company Consent. Except for the provisions of 
Sections 7.3 and 7.4 relating to indenlnities, which are also for the benefit of the Indemnitees, 
this Agreement is solely for tlie benefit of AT Co., Spinco and the Company and their respective 
Subsidiaries and Affiliates and is not intended to confer upon any other Persons any rights or 
remedies hereunder; provided, however, that the Conlpany is and sllall be a stated and intended 
tliird party beneficiary hereof. 

Section 12.7 Cour~te~parts. This Agreernent ]nay be executed in counterparts, 
each of wliicll sl~all be deemed an origi~ial, but all of which together sllall constitute one and the 
same instrument. 

Section 12.8 Interpretation. The Article and Section I~eadings contained in this 
Agreement are solely for the pul-pose of reference, are not part of the agreement of tlie parties 
hereto and shall riot in ally way affect the meaning or interpretation of this Agreernent. 

Section 12.9 Severability. If ally provision of this Agreement or the application 
tllereof to ally perso11 or circu~nstance is determined by a court of conlpetelit jurisdiction to be 
invalid, void or unenforceal~le, the remaining provisions hereof, or the application of such 



provision to persons or circumstances other than those as to which it has been lield invalid or 
unenforceable, sllall relllain in full force and effect and shall in 110 way be affected, impaired or 
invalidated thereby, so long as the econo~nic or legal substance of the transactions contelnplated 
l~ereby is not affected in ally mani~er adverse to ally party. 

Section 12.10 References; Construction. Referellces to ally "Article," "Exhibit," 
"Scl~edule" or "Section," without more, are to Articles, Exhibits, Schedules and Sections to or of 
this Agreelneltt. 'CJnless otherwise expressly stated, clauses begin~iing with the term "including" 
or similar words set forth examples only and in no way linlit tlle generality of the matters thus 
exemplified. 

Section 12.1 1 Termination. Notwithstanding any provision hereof, followilig 
termination of the Merger Agreement, this Agreement inay be terminated and the Distribution 
abandolied at any time prior to the Distribution Date by and ill the sole discretion of the Board of 
Directors of AT Co. In the event of such tenninatiol~, no party hereto or to any other Tra~isaction 
Agreement (other than the Merger Agreement) shall have any L,iability to any Person by reason 
of this Agreement or ally otl~er Transaction Agreement (other than the Merger Agreement). 

Section 12.12 Collsent to Jurisdictio~l and Service of Process. Each of the parties 
to this Agreenlent hereby irrevocably and unconditionally (i) agrees to be subject to, and hereby 
consent and submits to, the jurisdiction of the courts of the State of Delaware and of the federal 
courts sitting in the State of Delawal-e, (ii) to the extent sucli party is not otherwise subject to 
service of process in the State of Delaware, hereby appoints the Corporation Service Compaliy as 
such party's agelit in the State of Delaware for acceptance of legal process and (iii) agrees that 
service made 011 any such agent set forth it1 (ii) above shall have the sa111e legal force and effect 
as if served upon such party personally within the State of Delaware. 

Section 12.13 Waivers. Except as provided in this Agreement, no action taken 
pursuant to this Agreement, including, without limitation, any investigation by or on behalf of 
any pasty, sllall be deemed to constitute a waiver by the party taking such action of colnpliance 
wit11 any representations, warranties, covenants or agreements contained in this Agreement. The 
waiver by ally party I~ereto of a breach of any provisiorl hereunder sllall not operate or be 
constlued as a waiver of any prior or subsequent breach of the same or ally other provision 
hereunder. 

Section 12.14 Specific Perfo~~nance. The parties hereto agree that irreparable 
damage would occur in the event any provision of this Agreement was not performed in 
accordance with the ternls hereof and that the parties sllall be entitled to specific perfol~nance of 
the tenns hereof, in addition to ally other remedy at law or in equity. 

Section 12.15 Waiver of Jury Trial. Each of the parties llereto irrevocably and 
unconditionally waives all right to trial by jury in any litigation, claim, action, suit, arbitration, 
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inquiry, proceeding, investigation or couilterclai~n (wl~etller based in contract, tort or otllerwise) 
arising out of or relating to this Ageernelit or the actioi~s of the parties llereto in the negotiation, 
admillistration, perfonnalice and er~force~~lellt thereof. 

SIGNATIIRE PAGE FOLLOWS 



IN WITNESS WHEREOF, the parties hereto have caused this Agreen~ent to be 
duly executed as of the date first above written. 

ALL,TEL CORPORATION 

By: 
Name: 
Title: 

AL,L,TEL HOLDING CORP 

By: 
Name: 
Title: 



JOINT APPLICANTS' RESPONSE TO A.G. 
SUPPLEMENTAL DATA REOUEST NO. 3 



Current industrial spreads by rating 

a Current spread [J Differential from BBB- 

72 72 

AAA AA 

Source: BLoomberg 

A- BBB+ BBB 

141 

BBB- 

229 

BB- 





Assumptions 
Interest Rate Assumptions 

Debt Instrument BBB- BB+ Notes 

ALLTEL Georgia 6.50% 6.50% No Change 
Aliant 6.75% 6.75% No Change 
Valor notes 7.50% 7.50% No Change 
Term loan A 6.04% 5.34% If Ba2JBB then Libor + 125 
Term loan B 5.60% 6.30% If Ba21BB then Libor + 150 
Revolver 6.04% 5.34% If Ba21BB then Libor + 125 
Newco notes 6.55% 7.25% Reduction of 70 Bps 



JOINT APPLICANTS' RESPONSE TO A.G. 
SUPPLEMENTAL DATA REQUEST NO. 4 





Sources Uses 

$500 million Revolving Credit Facility $63 Dividend to Alltel 

Term Loan A 500 Repay Valor Term Loan1 783 

Term Loan B 2,800 Transferred debt take-out2 92 

Term Loan c3 0 Debt-for-debt exchange bonds 1.538 

Debt-for-debt exchange bonds4 1,565 Assumed Alltel debt5 180 

Assumed Alltel debt5 180 Assumed Valor bonds 400 

Assumed Valor bonds 400 Transaction costs 115 

Total Sources . . - . -. . .... Total -- Uses 
Includes the payment of 
Includes fees 

3 Tranche C Term Loans will be funded to the extent that Valor's bonds are put to the Issuer pursuant to a change of control offer required under the applicable indenture 
Includes $27 million of fees 
Net of $81 million of refinanced debt 

Sources -- - - - -  
$500 million Revolving Credit Facility 

~200.5 PF Adj. EBITDA' 
- --- . - - - 

~ . O X  

Term Loan A 500 0 . 3 ~  

Term Loan B 2.800 1 . 6 ~  

Assumed Alltel debtz3 180 0 . 1 ~  

Assumed Valor bonds2 
Total Senior Secured Debt 

Exchanged bonds 1,565 0 . 9 ~  

Based on 2005 pro forma adjusted EBITDA of $1.705 million, which is adjusted to reflect $40 million of expected annual cost savlng synergies. Excludes transaction-related costs of 
$31.3 million and inciudes $6.1 million of restructuring and other charges not related to this transaction 
Assumes transferred ILEC debt and Valor bonds will be granted security 
Net of $81 million of refinanced debt 



Sources - - -- - - . - - - - - - -- -- - Uses - - - -- - - -- - -- -- - - - -- -- -- - - -- 

$500 million Revolving Credit Facility $63 Dividend to Alltel $2,400 

Term Loan A 500 Repay Valor Term Loan1 783 

Term Loan B 2.000 Transferred debt take-out2 92 

Debt-for-debt exchange bonds3 1,565 Debt-for-debt exchange bonds 1,538 

Assumed Alltel debt4 180 Assumed Alltel debt4 180 

Assumed Valor bonds 400 Assumed Valor bonds 400 

Sp~nCo bonds 800 Transaction costs 115 

2 Includes fees 
3 Includes $27 million of fees 
4 Net of $81 million of refinanced debt 

Sources x2005 PF Adj. EBITDA' 
0.ox 

Term Loan A 500 0 . 3 ~  

Term Loan B 2.000 1 . 2 ~  

Assumed Alltel debtzt3 

Assumed Valor bonds2 

Total Senior Secured Debt 

Exchangedbonds 

SpinCo bonds 

Total Debt 

1 Based on 2005 pro forrna adjusted EBITDA of $1.705 million, whlch 1s adjusted to reflect $40 million of expected annual cost saving synergles 
2 Assumes transferred ILEC debt and Valor bonds will be granted security 
3 Net of $81 million of refinanced debt 



Joint Bookrunners and Lead Arrangers: J.P, Morgan Securities Inc. and Merrill Lynch, Pierce. Fenner & Smith Incorporated 

Administrative Agent: JPMorgan Chase Bank, N.A. 

Purpose: Finance a $2.4 billion dividend to Alltel. refinance existing indebtedness and pay related fees and expenses 

Facilities: 

Amount: 

Tenor: 5 years 5 years 7 years 5 years 

Initial Drawn Pricing: 

If 2 Ba2lBB (stable/stable): L + 125.0 bps L + 125.0 bps L + 150.0 bps L + 125.0 bps 

Otherwise: L + 150.0 bps L + 150.0 bps L + 175.0 bps i + 150.0 bps 

Undrawn Pricing: 25.0 bps N A N A 25.0 bps 

Amortization: 

Security: 

Guarantees: 

Mandatory Prepayments: 

Financial Covenants: 

Bullet 0%. 5%. 10%. 15% and 1 % per annum. bullet at 0%. 5%. 10%. 15% and 
bullet at maturity maturity bullet at maturity 

e Perfected first-priority liens on substantially all personal property assets (subject to regulatory approval), capital 
stock and other equity interests in subsidiaries (but not more than 66% of the voting stock of any foreign 
subsidiary) 
Approximately $1 80 million of existing Alltel ILEC bonds and $400 million of Valor senior notes will get an equal 
and ratable security interest in certain assets per the terms of their indentures 

Guaranteed by each of the Borrower's present and future material direct and indirect domestic subsidiaries 

s 100% of asset sale proceeds 
M 100% of the proceeds of casualty insurance, condemnation awards and similar recoveries 

a Maximum Total Leverage of 4.50~ 
Irm Minimum Interest Coverage [2.75x] 
a Limitations on Capital Expenditures 

Other Terms and Conditions: H Usual and customary for financings of this type 
NewCo will have ability to pay dividend up to 100% of its Distributable Cash Flow to shareholders subject to 

Note: NewCo will have the abilitv to divfdend uo to 100% of its distributable cash to shareholders subiect to covenant com~liance 
4-month Delayed-Drawn Term Loan 4 



Issuer: 

Amount: 

Issue: 

Distribution: 

Maturity: 

Ranking: 

Guarantors: 

Redemption Structure: 

NewCo 

Senior Unsecured Notes 

144A with registration rights 

The Notes will be senior unsecured obligations of the Issuer and will rank pari passu with all 
present and future senior unsecured indebtedness of the Issuer 

Each of NewCo's present and future material direct and indirect domestic subsidiaries 

Non-call for [ ] years; 35% equity clawback 





JOINT APPLICANTS9 RESPONSE TO A.G. 
SUPPLEMENTAL DATA REOILTEST NO. 6 



ALSK CTCO CNSL FRP IWA CZN (a) CTL (b' CBB IC) Embarq (' Telecom -------- 
Bank Debt $434 $2,500 $672 

Bonds 

Total Debt 

Bank Debt: 

Swapped to Fix ($): 

Timing of Swaps: 

2006 

LTM Operating Statistics 

EBITDA $126 $1.133 $1,284 $477 $2.900 $173 

FCF 

FCF - Div 

Credit Statistics 

Bank Debt! EBITDA 

Total Debt I EBITDA 

Bank Debt I FCF 

Total Debt I FCF 

Bank Debt I (FCF - Div) 

Total Debt: (FCF - Div) 

EBITDA! Interest 

(EBITDA - Capex) ! Interest .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . .. . . . . .. .. . . .. . . 
Credit Ratings 

Sr. Secured Rating 

Sr. Unsecured Rating 

(b) As of September 30,2005, CTL had $500 million of vanable rate nedges related to its fixed rate debt. 
(c) AS of September 30,2005. CBB had $450 million of vanable rate hedges related to its h e d  rate debt. 
(dl Formerly Spr~nt ILEC. Assumes leverage o f 2 . 5 ~  EBITDA. 

2 
(el Adjusted for swaps. at~groupT 

corporate and 
investment banking 



JOINT APPLICANTS' RESPONSE TO A.G. 
SUPPLEMENTAL DATA REQUEST NO. 7 



Switching $25,676.3 $22,600.5 
Transport $27,755.7 $21,576.0 
Outside Plant $1 48,271.5 $1 47,167.4 
Outside Plant Electronics $27,215.0 $28,177.6 
Land & Buildings $7,381.3 $5,256.8 
Station Apparatus $2,005.0 $1,163.3 
Vehicles $7,735.0 $7,028.5 
Furniture & Office Equipment $1,266.5 $180.0 
Tools & Test Sets $2,707.2 $1,677.0 
DSL $44,311.1 $45,000.0 
Service Corp. $29,213.1 $31,767.6 

$8,755.3 $2,836.7 
$332,293.0 $31 4,431.4 

$10,106.1 
CLEC Capex $6,925.5 $4,949.8 
Internet Capex $12,652.9 $14,994.3 
Wireline IDSW $4,067.1 $336.9 

$355,938.5 $344,818.5 

$29,405.9 $34,518.3 
Outside Plant Electronics $6,464.3 $591 7.1 
Land & Buildings $4,598.2 $1,020.2 
Station Apparatus 
Vehicles 
Furniture & Office Equipment 
Tools & Test Sets $1,003.6 $247.7 

$8,051.5 $1 5,493.2 

$64,191.9 $69,372.0 

Note: Assume flat budget going into 2007, no detail available. 



JOINT APPLICANTS' Rl3SPONSE TO A.G. 
SUPPLEMENTAL DATA REQUEST NO. 8 



Switching $25,676.3 $22,600.5 
Transport $27,755.7 $21,576.0 
Outside Plant $148,271.5 $147,167.4 
Outside Plant Electronics $27,215.0 $28,177.6 
Land & Buildings $7,381.3 $5,256.8 
Station Apparatus $2,005.0 $1,163.3 
Vehicles $7,735.0 $7,028.5 
Furniture & Office Equipment $1,266.5 $180.0 
Tools & Test Sets $2,707.2 $1,677.0 
DSL $44,311.1 $45,000.0 
Service Corp. $29,213.1 $31,767.6 

$8,755.3 $2,836.7 
$332,293.0 $31 4,431.4 

$10,106.1 
CLEC Capex $6,925.5 $4,949.8 
Internet Capex $12,652.9 $14,994.3 
Wireline IDSW $4,067.1 $336.9 
C $355,938.5 $344,818.5 

Kentucky 2005 2006 2007 
Switching 
Transport 
Outside Plant 
Outside Plant Electronics 
Land & Buildings 
Station Apparatus 
Vehicles 
Furniture & Office Equipment 
Tools & Test Sets 
DSL 
Strategic Initiative 
Total 

Note: Assume flat budget going into 2007, no detail available. 



JOINT APPLICANTS' RESPONSE TO A.G, 
SUPPLEMENTAL DATA REQUEST NO. 9 



Global Credit Research 
Rating Action 

13 JAN 2005 

Rating Action: Valor Communications Group, Inc. (New) 

MOODY'S UPGRADES VALOR TELECOM'S SR. IMPLIED AND SR. SEC. RATINGS TO Ba3 FROM 82  AND 
ASSIGNS B1 RATING TO GTD. SR. UNSEC. NOTES. OUTLOOK ON ALL RATINGS IS STABLE. 

Approximately $f .7 billion i n  rated debt affected 

New York, January 13, 2005 -- Moody's Investors Service upgraded the senior implied and senior secured 
bank loan ratings of Valor Telecommunications Enterprises, LLC ("Valor"), as a result of the company's 
planned $499 million initial public offering (IPO) and resulting debt reduction. Moody's has also assigned a 
B1 rating to Valor's proposed $280 million guaranteed senior unsecured notes offering, which is jointly issued 
by Valor Telecommunications Enterprises Finance Corp ("Finance"). Moody's assumes that Valor will use the 
proceeds from the equity and new high yield offerings to prepay its $205 million second lien loan and $135 
million subordinate loan, thus reducing its aggregate outstanding debt from approximately $1,167 million to 
$860 million. As a result, Moody's is withdrawing the B3 and Caal ratings associated with the second lien 
and subordinate loans. The ratings also reflect Valor's strong operating margins and stable cash flow, as well 
as, its solid business risk profile as a rural local exchange carrier (RLEC) offset by the company's 
commitment to pay a substantial dividend. The outlook on all ratings is stable. 

Moody's has taken the following rating actions: 

Ratings Assigned: 

Valor Telecommunications Enterprises, LLC and Valor Telecommunications Enterprises Finance Corp. Ca- 
Issuers: 

$280 million Senior Unsecured Notes due in 2015 -- B1 

Ratings Upgraded: 

Valor Telecommunications Enterprises, LLC 

Senior Implied --to Ba3 from B2 

$100 million Senior Secured Revolving Facility due in 201 I-- to Ba3 from B2 (note: Valor 
Telecommunications Enterprises 11, LLC is no longer a co-borrower in this facility) 

$890 million (originally $1.2 billion) Senior Secured Term Loan due in 2012- to Ba3 from 82 (note: Valor 
Telecommunications Enterprises II, LLC is no longer a co-borrower in this facility) 

Issuer rating --to 82 from Caa1 

Ratings Withdrawn: 

$265 million Second Lien Loan due in 201 1 -from 83 to WR 

$135 million Subordinate Loan due in 2012 -from Caal to WR 

The rating upgrades acknowledge that the IPO transaction will meaningfully improve several of Valor's key 
credit metrics, among them net debt to EBITDA (leverage), which declines from 5 . 9 ~  to 4.1x, and EBITDA- 
Capex to interest (interest coverage), which improves from 2 . 1 ~  to 2.8~. In addition to improving these credit 
metrics, the proposed transaction should provide Valor better future access to public debt and equity 
markets, a critical source of liquidity. The rating upgrades are tempered by Moody's concern that sustaining a 
relatively high dividend may limit Valor's financial flexibility, curtail its ability to pursue new growth initiatives 
and weaken its long-term competitiveness, particularly vis-a-vis potential cable VolP service offerings. As a 
result of Valor's proposed dividend payout, FCF to net debt is expected to approximate 4%, which Moody's 
considers weak for the rating category. Moody's also believes the company's high leverage, reflected by its 
high debt relative to total access lines and cash flow further constrains the long-term ratings. 



The outlook on Valor's ratings is stable due to Moody's expectation that Valor will continue to generate stable 
and predictable pre-dividend free cash flow largely as a result of a favorable regulatory environment and low 
competition. Valor's long-term ratings will be negatively impacted if the company adopts an aggressive 
acquisition strategy that increases leverage to above 4 . 5 ~  or notably reduces available liquidity through 
extended unanticipated usage of its revolving credit facility. In addition, if as a result of the company's 
continued dividend policy free cash flow to debt falls below 2% and Moody's believes that debt reduction will 
continue to slow or network investment will lag, the ratings will likely fall. Similarly, prolonged free cash flow 
to debt of above 5% that is generated by EBITDA margin improvement will likely improve the ratings. 

On a pro-forma basis, Valor's senior secured bank debt will represent approximately 75% of company 
outstanding debt. As such, Moody's does not believe that the risk profile of this debt is not substantially 
different from that of the firm as a whole, and therefore, does not merit notching this debt above the 
company's Ba3 senior implied rating. The senior secured credit facilities do benefit from a priority claim on 
substantially all assets plus senior secured priority guarantees from the parent company, intermediate 
holding companies, and operating subsidiaries. The senior secured credit facilities effectively limit the 
company's ability to incur additional leverage, based on a 4.25~ debt to EBITDA incurrence test (as defined 
in the senior credit agreement). Therefore, Moody's has notched the $280 million senior unsecured note 
offering only one notch below the senior implied rating, to reflect its subordinated unsecured claim on the 
company's assets and unsecured guarantees. Valor's issuer rating at B2 is an additional notch below the B1 
$280 million senior unsecured note given the implied lack of guarantees even on an unsecured basis. 

Valor faces modest access line loss, limited threats from wireless and technology substitution, and cable 
competition in only its largest markets (currently). Moody's notes that Valor's markets are also less desirable 
for cable competition because of high current satellite penetration. Valor's ratings, however, may come under 
pressure if cable competition i~ltimately puts forth a stronger than expected VolP launch in Valor's key 
markets. The ratings also incorporate Valor's leading position in its incumbent markets, proven ability to 
generate stable and predictable revenue, and its improving capacity to drive operating cash flow. 

Valor derives approximately 24% of its revenues from state and federal universal service fund ("USF") 
subsidies, which is relatively high compared to other RLECs. While Moody's believes that universal service 
will remain a political priority for rural legislators, we are concerned that the current trend at the FCC, which 
favors increased competition, may ultimately lead to a long-term change in the competitive landscape for 
RLECs, particularly as related to the potential inclusion of wireless carriers. Valor's exposure to this 
regulatory risk is somewhat mitigated by the support and historical stability of the Texas Public Utilities 
Commission, which regulates approximately 20% of Valor's USF revenue. Valor's ratings may come under 
pressure to the extent that potentially adverse regulatory rulings result in a meaningful compression of Valor's 
margins and profitability. 

Moody's believes that Valor's liquidity is sufficient to meet its near term financial obligations. Moody's also 
believes that Valor's ability to generate significant and stable pre-dividend free cash flow, coupled with $100 
million available under its revolving credit facility, provides sufficient liquidity to weather operational shortfalls 
or unexpected capital needs. In Moody's opinion, Valor's relatively strong pre-dividend liquidity profile 
strengthens its ability to absorb market shock and thus supports the long term ratings. Moody's is concerned, 
however, that consistently high dividend payouts, currently set at 75%-80% of available rash, may limit the 
company's long term financial flexibility and ability to potentially pursue acquisitive growth strategies. Moody's 
bases its rating on the assumption that, after dividends and stable capital investment, Valor should be able to 
generate at least $25 million a year in free cash flow. 

Valor, headquartered in Irving, Texas, is a rural local exchange carrier that provides telecommunications 
services in four states in the South Western U.S. With approximately 556 thousand access line, Valor 
generates approximately $500 million in revenue annually. 

New York 
James Veneau 
Vice President - Senior Analyst 
Corporate Finance Group 
Moody's lnvestors Service 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 

New York 
William L. Hess 
Senior Vice President 
Corporate Finance Group 
Moody's lnvestors Service 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 

O Copyright 2006, Moody's lnvestors Service, Inc. andlor its licensors including Moody's Assurance Company, Inc. 
(together, "MOODY'S"). All rights reserved. 
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Global Credit Research 
Rating Action 
I JUN 2004 

Rating Action: Valor Communications Group, Inc. (Old) 

CORRECTION TO HEADLINE & TEXT: MOODY'S ASSIGNS (P)B2 TO VALOR'S PROPOSED SR. SEC.CREDIT 
FACILITY AND (P)B2 SR. IMPLIED RATING, AND AFFIRMS A NEGATIVE OUTLOOK FOR ALL RATINGS ( (P) 
ADDED TO PROP RTGS AND CORRECTED ISSR RTG B2 ON VALOR TELECOM. SW ) 

Approximately $890 million in  rated debt affected. 

New York, June 01, 2004 -- Moody's Investors Service assigns a (P)B2 to Valor Telecommunications, LLC's 
proposed senior secured bank credit facility. The new facility is part of a proposed recapitalization, which will 
include the issuance of Income Deposit Securities (IDS), a combined senior subordinate debt and common 
stock offering. The IDS will be issued at Valor Communications Group, Inc. (Valor), a newly farmed holding 
company. Moody's also assigns a (P)B2 senior implied rating to Valor. At the conclusion of Valor's IDS 
transaction, Moody's will withdraw the existing Ba3 senior secured rating for Valor Telecommunications 
Enterprises, LLC and B1 senior implied rating for Valor Telecommunications Southwest, LLC. The outlook for 
all ratings is negative. 

Moody's has assigned a lower senior implied rating to Valor because the rating agency believes the IDS 
structure increases the company's financial risk. Moody's believes that the anticipated quarterly distribution of 
capital to shareholders in the form of dividends will shift fundamental financial risk from equity holders to debt 
holders, as the company uses cash that would have been available for potential debt amortization or growth 
initiatives. Moody's believes that Valor's relatively strong operations should provide a reasonable basis for 
meeting its interest obligations and likely dividend payments. The favorable regulatory environment in which 
Valor operates and its low inherent business risk support the ratings on the proposed transaction. High 
leverage, however, which is not reduced in the recapitalization, constrains the ratings. 

As part of the recapitalization, Moody's will take the following ratings actions: 

Valor Telecommunications, LLC: 

Proposed $890 million senior secured bank credit facility -- (P)B2 - assigned 

Valor Communications Group, Inc.: 

Senior Implied Rating -- (P)B2 - assigned 

Issuer Rating - (P)B3 -- assigned 

Valor Telecommunications Enterprises, LLC: 

Ba3 Senior Secured Bank Credit Facility - (To be withdrawn) 

Valor Telecommunications Southwest, LLC: 

B l  Senior Implied Rating - (to be withdrawn) 

82 Issuer Rating -- (to be withdrawn) 

The rating outlook remains negative. 

Moody's believes that Valor's issuance of IDS significantly increases the company's financial risk because of 
an increased willingness to pay dividends and heightened refinancing risk. By issuing IDS, Valor is making 
an implicit economic commitment to pay a substantial percentage of free cash flow as dividends. Moody's 
notes that chronically low cash balances may increase the company's reliance on its revolving credit facility 
to fund any operational shortfalls, to the extent that financial covenants allow. While the non-amortizing 
nature of the proposed transaction effectively eliminates the company's near term maturities, it ultimately 
increases the company's refinancing risk. The proposed transaction will benefit Valor by diversifying its 
investor base through public equity market access and by recapturing tax shields that had been passed on to 
its investing partners. Moody's believes, however, that the company's long-term financial strength will 



deteriorate if it fails to reinvest adequately. 

The negative outlook reflects Moody's belief that the sustained dividends that drain the company's free cash 
flow may ultimately weaken its long-term competitiveness. The company will need to rely more heavily on 
increased future earnings to fund operational shortfalls or unforeseen credit shocks than it would have had it 
accumulated cash reserves or created debt capacity through amortization. 

The ratings are also constrained by the company's high leverage and the slow growth inherent in the RLEC 
industry. During the past three years, Valor has improved its operational efficiency by upgrading its network, 
refocusing its sale force, and reducing costs. Moody's acknowledges the company's success, which is 
reflected in profitability margins that are consistently in the top of its peer group. Moody's believes that the 
marginal value for future cost savings will diminish, however, as Valor continues to reduce operating 
inefficiencies. Moody's believes that growth opportunities are more likely to come from acquisitions, rather 
than future cost savings. Because the company plans to pay out substantially all of its free cash flow as 
dividends, any future acquisition strategy will likely increase leverage. Moody's also recognizes that EBITDA 
based financial covenants may restrain the company's ability to fund this strategy. 

Low business risk supports the ratings. Valor faces modest access line loss, limited threats from wireless and 
technology substitution, and cable competition in only its largest markets. With only an average of 11 homes 
per square mile, Valor's core services area lacks sufficient customer concentration to attract strong 
competition. In many of its markets, Valor is the only provider of local, long distance, and high-speed-data 
services, an advantage over potential competition in defending its market share. The rating incorporates 
Valor's leading position in its incumbent markets, proven ability to generate stable and predictable revenue, 
and its improving capacity to drive operating cash flow. 

Valor's stable operations are in part a function of a favorable state and federal regulatory environment. Texas 
Universal Service Fund (TUSF) revenues accounted for 21% of Valor's revenue mix in 2003, so the 
company's exposure to the Texas Public Utilities Commission is substantial. While Moody's believes that 
universal service will remain a political priority for rural legislators, the regulation is continually changing to 
address advancements in technology and to promote competition where it is feasible to do so. 

Moody's ratings assume that the proposed capital structure will include a senior secured back credit facility 
consisting of a $790 non-amortizing term loan and a $100 million revolving credit facility. The bank facility, 
like Valor's existing facility, has multiple borrowers. The senior secured lenders benefit from the first lien on 
the firm's assets in a distressed scenario, as well as the ability to require the deferral of both dividends and 
subordinate notes' interest in the company's financial covenants. The facility also benefits from parent and 
operating subsidiaries guarantees on a senior secured basis (where state regulation allows). The senior 
secured debt accounts for more than 50% of the firm's capitalization. Therefore, Moody's believes that the 
risk profile of this debt is not substantially different from that of the firm as a whole. As a result, Moody's does 
not notch the senior secured bank loan above Valor's B2 senior implied rating. 

Valor, headquartered in Irving, Texas, is a Rirral Local Exchange Carrier that provides telecommunications 
services in four states in the southwestern U.S. 

New York 
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Global Credit Research 
Rating Action 

8 OCT 2004 

Rating Action: Valor Communications Group, Inc. (Old) 

MOODY'S DOWNGRADES VALOR'S SR IMPLIED RATING TO 62 AND ASSIGNS NEW RATINGS FOR 

Apgroximateiy $1.7 billion in rated debt affected 

New York, October 08, 2004 -- Moody's Investors Service assigned new ratings for Valor 
Telecommunications Enterprises, LLC ("Valor") and Valor Telecommunications Enterprises 11, LLC ("Valor 
II"), in accordance with the company's proposed recapitalization. The company's senior implied rating was 
lowered to 82, from B1, proforma for the assumed successful completion of this planned recapitalization. 
Moody's also withdrew the former provisional ratings associated with the company's previously proposed 
income deposit securities (IDS) offering, which was never completed. 

The effective downgrade of Valor's senior implied rating to B2 from B1 predominantly reflects the increased 
leverage associated with the proposed recapitalization. Although Moody's views the business risk of rural 
local exchange carriers (RLECs) like Valor to be relatively benign, the company's weak balance sheet 
reflected by high debt relative to total access lines and cash flow constrains the long-term ratings. Moody's 
expects that the company's lack of financial flexibility may ultimately limit its ability to pursue new growth 
initiatives and weaken its long-term competitiveness, particularly vis-a-vis emerging VolP service offerings. 

The outlook for all ratings, which is contingent on the successful completion of the proposed transaction, is 
stable. The stable outlook reflects Moody's belief that despite increased competition and declining access 
lines Valor will continue to generate stable positive free cash flow. Since the senior credit facility requires a 
75% cash sweep, the company's leverage, and hence financial risk, should decrease, helping to offset 
potential competitive pressure. 

Moody's has taken the following rating actions: 

Ratings associated with the proposed recapitalization: 

Valor Telecommunications Enterprises, LLC and Valor Telecommunications Enterprises 11, LLC: 

Co-Borrowers under the facilities 

Senior Implied -- 82 

Issuer rating -- Caal 

$1400 million Senior Secured Credit Facility -- B2 

$205 million Second Lien Loan -- 83 

$1 35 million Subordinate Loan -- Caal 

Rating Outlook -- Stable 

The following ratings associated with the formerly announced IDS transaction have been withdrawn: 

Valor Telecommunications, LLC: 

$890 million senior secured bank credit facility - WR (formerly (P)B2) 

Valor Communications Group, Inc.: 

Senior lmplied Rating -- WR (formerly (P)B2) 

Issuer Rating - WR (formerly (P)B3) 



Moody's also withdrew the former senior implied and issuer ratings for Valor Telecommunications Southwest, 
LLC, and plans to withdraw the ratings for Valor's existing debt when it is refinanced with proceeds from the 
newly proposed transaction debt, both as outlined below. 

Valor Telecommunications Enterprises, LLC: 

Senior Secured Bank Credit Facility - Ba3 (to be withdrawn) 

Valor Telecommunications Southwest, LLC: 

Senior Implied Rating - WR (formerly B l )  

Issuer Rating - WR (formerly 82) 

The effective downgrade reflects the company's change in financial strategy rather than changes in industry 
dynamics, the company's strategic focus or competitive position. The ratings continue to be constrained by 
the slow growth inherent in the RLEC industry. Moody's also believes that growth opportunities are more 
likely to come from acquisitions, rather than future cost savings, and recognizes that the financial covenants 
in the Valor senior loan agreements may restrain the company's ability to fund future acquisitions. Relatively 
low perceived business risk and efficient execution continue to support the ratings. Valor's margins are 
consistently in the tap of its peer group. Valor faces modest access line loss, limited threats from wireless 
and technology substitution, and cable competition in only its largest markets (currently). The ratings also 
incorporate Valor's leading position in its incumbent markets, proven ability to generate stable and 
predictable revenue, and its improving capacity to drive operating cash flow. For a more detailed discussion 
of these key rating drivers, please see Maody's press release for Valor Communication Group, LLC dated 
June 1.2004. 

Valor's ratings may come under pressure if cable competition ultimately puts forth a stronger than expected 
VolP launch in Valor's key markets. Similarly, a potential adverse regulatory ruling that results in a 
meaningful compression of Valor's margins and hence profitability could strain the ratings. Moody's believes 
that Valor's liquidity is sufficient to meet its near term liquidity. Valor's long-term ratings will be negatively 
impacted if the company adopts an aggressive acquisition strategy that notably reduces its liquidity. The 
Valor ratings may improve if the company can reduce it debt relative to access lines to a level that brings it 
more in line with its peers, while maintaining stable margins. 

Maody's does not notch the senior secured bank loan above Valor's 82 senior implied rating. The senior 
secured credit facility benefits from a 1st priority claim on substantially all assets, and a senior secured 1st 
priority guarantee from the parent company and intermediate holding companies. The senior 1st priority 
secured debt accounts for more than 80% of the firm's capitalization. Therefore, Moody's believes that the 
risk profile of this debt is not substantially different from that of the firm as a whole. The 2nd lien loan is one 
notch below the senior implied rating. The 2nd lien loan benefits from a subordinate claim on the same asset 
as the 1st priority facility, and a 2nd priority guarantee from the parent company. Finally, the subordinate loan 
is two notches below the senior implied rating. Notably, the subordinate loan ranks pari passu with other 
senior obligations of the corporate entity, excluding permitted indebtedness as defined by the senior credit 
facilities, and is senior to other contractually subordinated obligations. 

Valor, headquartered in Iwing, Texas, is a rural local exchange carrier that provides telecommunications 
services in four states in the South Western 1J.S. 
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Research Update: Valor Communications Group Inc. 
Assigned 'BB-' Corporate Credit Rating; Other Ratings 
Assigned 
Publication date: 19 Jan-2005 
Primary Credit Analyst: Rosemarie Kaiinowski, New York (1) 212-438-7841; 

rosemarie-kalinowski@standardandpoors.com 

Credit Rating: BB-lNegativel- 

Rationale 
On Jan 19, 2005, Standard & Poor's Ratings Services assigned its 'BB-' 
corporate credit rating to Valor Communications Group Inc. (Valor), which 
will become the new parent company of Valor Telecommunications LLC upon 
the successful completion its initial public offering. The outlook is 
negative. 

Simultaneously, Standard & Poor's assigned its 'BB-' rating to Valor 
Telecommunications Enterprises LLC1s (VTE) proposed $965 million senior 
secured bank facility. A recovery rating of '3' also was assigned to the 
bank loan, indicating the expectation for a meaningful recovery of 
principal (50%-80%) in the event of a default or bankruptcy. VTE is an 
indirect subsidiary of Valor. Closing of the IPO is contingent upon 
completion of the new credit facility. 

In addition, Standard & Poor's assigned its 'B' rating to the $280 
million senior unsecured notes due 2015, to be issued under Rule 144A with 
registration rights by VTE and Valor Telecommunications Enterprises 
Finance Corp. (co-issuers). The IPO is not contingent upon the issuance of 
these notes. 

Cash proceeds of about $500 million from the IPO will be used to pay 
down the company's second-lien loan and senior subordinated loan. Proceeds 
from the new bank facility and senior unsecured notes will be used to 
repay the existing term loan. Ratings on the existing second-lien loan, 
senior subordinated loan, and senior secured term loan will be withdrawn 
upon completion of the proposed transactions. In addition, the corporate 
credit rating on Valor Telecommunications Enterprises LLC and Valor 
Telecommunications Enterprises LLC II will be withdrawn due to the 
guarantees provided by the new parent company of these subsidiaries' debt. 
If the proposed transactions are not completed, existing ratings will 
remain at their current levels; therefore, these ratings were removed from 
Creditwatch. 

The new ratings reflect the deleveraging impact of the proposed IPO. 
However, the negative outlook assigned to Valor addresses the potential 
longer-term impact of cable telephony on the company's competitive 
position. Pro forma for the transactions, total debt outstanding was about 
$1.2 billion as of Sept. 30, 2004. Valor plans to pay a significant annual 
dividend of about 75% of free cash flow. 

The equity-financed debt repayment significantly reduces the 
company's leverage to roughly 4 . 1 ~  debt to EBITDA, from about 5.3x, based 
on annualized results for the nine months ended Sept. 30, 2004. Reduced 
debt and a lower capital cost of bank debt improve interest coverage to 
the 3,Sx area from 2.4~. The refinancing also modestly improves the 
maturity profile. However, Standard & Poor's views the company's high 
percentage dividend (8.5%) common stock as having some debt-like 
characteristics akin to preferred stock. The ratings also remain 
constrained by the reduction in discretionary cash flow resulting from the 
dividend payout. 

Valor is a rural Local exchange carrier (RLEC) providing local, 
long-distance, Internet, and data services to about 548,000 access lines 
within the states of Oklahoma, Texas, New Mexico, and Arkansas. 
Approximately 75% of its total access lines are for residential customers. 
The company's business risk profile is characterized by its dominant 
market share in the rural areas it serves, the relatively stable cash 
flows of its historically well-protected telephone operations, growth 
potential from data services, and healthy EBITDA margins. These factors 
are tempered by Valor's aggressive shareholder-oriented financial policy 
with a commitment to a substantial dividend, low-growth revenue trends 
because of mature industry conditions, and the potential for rising 
competition from cable TV companies longer term. 

Although access lines declined by about 2% year over year for the 
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nine months ended Sept. 30, 2004, and are expected to decline about 
2.0%-2.5% annually in the near term, primarily due to the economy and 
replacement of second lines with digital subscriber lines (DSL), the 
company maintains a dominant market position in its service territory. 
Furthermore, the replacement of second lines by DSL results in higher 
incremental revenue, and potential growth in this product should help 
mitigate access line loss. The bundling of local, long-distance, Internet, 
and data services has also tempered the loss of access lines and increased 
average monthly revenue per access line to the mid $70 area. The rural 
nature of Valor's service terri.tory (only 11 homes per square mile) limits 
competition and helps sustain a healthy EBITDA margin, in the mid 50% 
area. Only 4% of Valor's revenue is derived from federal IJniversal Service 
Fund (USF) funding, the future status of which is uncertain. The remainder 
of the USF funding (which represents 20% of total revenue) is derived from 
the state of Texas, which has been very supportive of RLECs to date. 

Since the majority of network upgrades have been completed, capital 
expenditures are not expected to be significant in the near term, 
remaining in the low teens as a percentage of revenue. The company's cash 
flow generation should be sufficient to support these expenditures. Pro 
forma debt to EBITDA as of Sept. 30, 2004 is expected to be about 4 . 1 ~ .  
and to remain in the 4 . 0 ~  area in the near term. 

Liquidity. 
Given its relatively stable cash flows, room under the amended bank 
covenants, and no major debt maturities until 2012, Valor has an 
adequate liquidity position for the near term. Pro forma for the 
transaction, liquidity consists of about $18 million in cash and $100 
million available under the revolver. Cash available for debt 
reduction will likely be modest because of the substantial dividend. 
The board of directors' discretion to curtail dividends could provide 
additional liquidity, but Standard & Poor's does not expect the 
company to use this flexibility unless it is under financial stress. 
If debt leverage exceeds 5.0x, the dividend must be suspended 
according to the terms of the credit facility. 

Recovery analysis. 
Valor Telecommunications Enterprises LLC's $965 million senior 
secured credit facility is rated 'BB-', the same as the corporate 
credit rating. The recovery rating on the Loan is '3', denoting the 
expectation for a meaningful recovery of principal (50%-80%) in the 
event of a default or bankruptcy. The facility comprises an $865 
million term loan B, which matures in 2012 and a $100 million 
revolver, which matures in 2011. There is no amortization of the term 
loan. The credit agreement includes financial covenants and 
limitations of dividends that should give lenders negotiating 
strength in resolving credit weakness before substantial asset value 
deterioration can occur. 

The facility is guaranteed by the Valor Communications Group 
Tnc. (the ultimate parent) and each domestic subsidiary, including 
cross guarantees. The loan is secured by a first-priority perfected 
lien in the capital stock of each subsidiary, the intercompany debt 
of each subsidiary, and all assets of each subsidiary (except for 
Valor's assets in Arkansas, which represent only 3% of access lines, 
and minority ownership in two small wireless partnerships near 
Xerrville, Texas) . 

Standard & Poor's simulated default scenario contemplates an 
acceleration of access line losses greater than the historical 2%-3% 
rate and declining revenue per line because of increasing competition 
from cable telephony, together with economic weakness. Poor operating 
performance triggers covenant violations, which result in higher cost 
of capital; market interest rates are assumed to rise 3%. Valor is 
assumed to have ceased its dividend well before the time of default. 

A payment default is assumed to coincide with depletion of the 
revolving credit, which the company will have fully drawn to meet 
operating cash flow shortfalls. At the time of default, the access 
line base is estimated to be about 463,000, or 15% below the Sept. 
30, 2004 level, and EBITDA is assumed to have fallen to about $145 
million. The business would likely be sold as a going concern to 
another carrier or financial buyer. Based on a distressed 4x EBITDA 
multiple, applied by Standard & Poor's to other rural local exchange 
carriers, the enterprise value would result in a recovery of 
principal in the 50%-60% range. 

Outlook 
The outlook is negative. Although voice telephony from cable operators is 
currently not a chal.lenge, it is expected to be a potential threat longer 
term. This could result in pricing pressure and subsequent weakening in 
cash flow margins. 
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Ratings List 
V a l o r  C o m m u n i c a t i o n s  G r o u p  I n c .  

C o r p o r a t e  c r e d i t  r a t i n g  BE- / N e g a t i v e /  - -  

V a l o r  T e l e c o m m u n i c a t i o n s  E n t e r p r i s e s  LLC 
$965 m i l  s e c d  b a n k  l o a n  BB- ( R e c o v  r t g :  3 )  
$280  m i l  s r  u n s e c d  n t s  d u e  2015*  B 

* C o - i s s u e d  b y  V a l o r  T e l e c o m m u n i c a t i o n s  E n t e r p r i s e s  F i n a n c e  C o r p .  

C o m p l e t e  r a t i n g s  i n f o r m a t i o n  i s  a v a i l a b l e  t o  s u b s c r i b e r s  o f  R a t i n g s D i r e c t ,  
s t a n d a r d  & P o o r ' s  Web-based c r e d i t  a n a l y s i s  s y s t e m ,  a t  
w w w . r a t i n g s d i r e c t . c o m .  A l l  r a t i n g s  a f f e c t e d  b y  t h i s  r a t i n g  a c t i o n  c a n  b e  
f o u n d  o n  S t a n d a r d  & P o o r ' s  p u b l i c  Web s i t e  a t  www.standardandpoors.com; 
u n d e r  C r e d i t  R a t i n g s  i n  t h e  l e f t  n a v i g a t i o n  b a r ,  s e l e c t  F i n d  a R a t i n g ,  
t h e n  C r e d i t  R a t i n g s  S e a r c h .  

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities 
designed to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein 
are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make 
any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or 
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings 
Services. Other divisions of Standard & Poor's may have information that is not available to Ratings Services Standard & Poor's 
has established policies and procedures to maintain the confidentiality of non-public information received during the ratings 
process. 

Ratings Services receives compensation for its ratings Such compensation is normally paid either by the issuers of such 
securities or third parties participating in marketing the securities While Standard & Poor's reserves the right to disseminate the 
rating, i t  receives no payment for doing so, except for subscriptions to its publications Additional information about our ratings 
fees is available at www standardandpoors comlusralingsfees. 

Copyright O 1994 -2006 Standard & Poor's, a dlvlslon ol Tho McGraw-H I1 Companies All 
R~ghls Resowed Pr~vacy Nolice 



Global Credit Research 
Rating Action 

9 DEC 2005 

Rating Action: Valor Telecommunications Enterprise, LLC 

MOODY'S AFFIRMS VALOR'S RATINGS, CHANGES OUTLOOK TO POSITIVE FROM STABLE FOLLOWING 
ITS ANNOUNCED MERGER WITH ALLTEL'S WIRELINE OPERATIONS 

Approxirnateiy $3.2 billion of rated debt affected. 

New York, December 09, 2005 -- Moody's lnvestors Services has affirmed the ratings of Valor 
Telecommunications Enterprises, LLC (Valor) and changed the outlook of all ratings from stable to positive 
following the December 9, 2005 announcement of its merger with Alltel Corp.'s (Alltel) wireline operations in a 
reverse Morris Trust transaction. 

The following ratings have been affirmed: 

Valor Telecommunications Enterprises, LLC: 

Corporate Family Rating - Ba3 

Senior Secured Term Loan - Ba3 

Senior Secured Revolver - Ba3 

Senior Unsecured 7.75% notes due in 2015 - B1 (Valc 
Co-Issuer) 

Moody's has changed the outlook to positive from stable 

As part of this rating action, Moody's will withdraw Valor's 

The positive outlook on Valor's debt ratings is based on Mok 
deleveraging transaction for Valor; Moody's expects Valor to 
combining with a significantly larger company that will have a 

Moody's believes the wireline operations will remain highly lev€ 
management, r~ntinuing access line losses, balanced by the pr 
relatively lower capital needs. At the same time, we expect its b~ 
rapidly expanding competition. The ratings also recognize the cob 
challenges associated with integrating the assets of Valor and Alll .,,endent 
operating systems. 

Valor, headquartered in Irving, Texas, is a rural local exchange carrier that provides telecommunications 
services in four states in the South Western U.S. With approximately 525,000 access lines, Valor generates 
approximately $500 million in revenue annually. 
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New York 
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RESEARCH 

Research Update: Valor Communications Group lnc. 
Ratings Placed Olrs Watch Positive After Merger 
Announcement 
Publication date: 09-Dec-2005 
Primary Credit Analyst: Susan Madison, New York (1) 212-430-1516; 

susan-rnadison@standardandpoors.corn 

Credit Rating: BB-/Watch Posl- 

Rationale 
On Dec. 9 ,  2005, Standard & Poor's Ratings Services placed its rati,ngs on 
Valor Communications Group Inc., including the 'BB-' corporate credit 
rating, on CreditWatch with positive implications after the announcement 
that Valor will merge with the newly formed wireline company created by 
the spin-off of ALLTEL Corp.'s wireli.ne business. Valor, an Irving, 
Texas-based rural local exchange provider, has approximately $1.2 billion 
of outstanding debt. 

The CreditWatch placement reflects our expectation that the business 
and fi.nancia1 profiles for the new company will be stronger than Valor's 
current profi'es. The new company will be significantly larger and more 
geographically diverse, serving approximately 3.4 million access lines 
across 16 states. As a result, opportuni.ties for cost savings due to 
increased operating efficiencies and the elimination of duplicate overhead 
may result in improved margins. The enhanced geographic diversity and 
predominantly rural nature of the new company should also provide some 
protection from competitive pressure. 

Valor's debtholders will also benefit from the lower overall leverage 
of the proposed company. Pro forma for the proposed transaction, debt to 
EBITDA for the merged entity will be in the low 3x area, a material 
improvement from Valor's current 4 . 3 ~  leverage. The company has also 
identified a number of merger synergies, which should result in 
substantial cost savings. Given our expectation that the new company's 
dividend policy will be fairly aggressive, coupled with the competitive 
challenges currently facing the wireline sector, any potential upgrade is 
likely to remain in the speculative-grade category. 

Valor and ALLTEL expect to complete the proposed spin-off and merger 
transactions over the next 12 months. The merger is conditional upon 
numerous state and federal regulatory approvals, approval by Valor 
shareholders, and receipt of an 1RS ruling approving the tax-free 
treatment of the transactions. 

Standard & Poor's review will focus on the merged company's ability 
to integrate operations and realize synergies, the impact of wireless 
substituti.on and cable competition on the company's revenue base, the 
ability of the combined company to effectively market new products and 
services, and leverage and dividend policies. 

Ratings List 
Valor Communications Group Inc. 

To From 
Corporate credit rating BB-/Watch Pos/-- BB-/~egative/-- 

Valor Telecommunications Enterprises LLC 
To From 

Senior secured bank loan BB-/Watch Pos BB- 
Recovery rating 3/Watch Pos 3 

$400 mil. senior unsecured 
notes due 2015* B/Watch Pos B 

*Co-issued by Valor Telecommunications Enterprises Finance Corp. 

Complete ratings information is available to subscribers of RatingsDirect, 
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Global Credit Research 
Rating Action 

9 DEC 2005 

Rating Action: Valor Communications Group, Inc. (New) 

MOODY'S AFFIRMS VALOR'S RATINGS, CHANGES OUTLOOK TO POSITIVE FROM STABLE FOLLOWING 
ITS ANNOUNCED MERGER WITH ALLTEL'S WIRELINE OPERATIONS 

Approximately $1.2 billion of rated debt affected. 

New York, December 09,2005 -- Moody's lnvestors Services has affirmed the ratings of Valor 
Telecommunications Enterprises, LLC (Valor) and changed the outlook of all ratings from stable to positive 
following the December 9, 2005 announcement of its merger with Alltel Corp.'s (Alltel) wireline operations in a 
reverse Morris Trust transaction. 

The following ratings have been affirmed: 

Valor Telecommunications Enterprises, LLC: 

Corporate Family Rating - Ba3 

Senior Secured Term Loan - Ba3 

Senior Secured Revolver - Ba3 

Senior lJnsecured 7.75% notes due in 2015 - B1 (Valor Telecommunications Enterprises Finance Corp. as 
Co-Issuer) 

Moody's has changed the outlook to positive from stable. 

As part of this rating action, Moody's will withdraw Valor's B2 issuer rating. 

The positive outlook on Valor's debt ratings is based on Moody's belief that this merger will be a somewhat 
deleveraging transaction for Valor; Moody's expects Valor to realize, over time, operational synergies by 
combining with a significantly larger company that will have a lower relative debt level. 

Moody's believes the wireline operations will remain highly leveraged given prior guidance by Alltel's 
management, continuing access line losses, balanced by the predictability of cash flow generation and 
relatively lower capital needs. At the same time, we expect its business to grow slowly, if at all, as it is facing 
rapidly expanding competition. The ratings also recognize the company's plans to address operational 
challenges associated with integrating the assets of Valor and Alltel and the development of independent 
operating systems. 

Valor, headquartered in Irving, Texas, is a rural local exchange carrier that provides telecommunications 
services in four states in the South Western U.S. With approximately 525,000 access lines, Valor generates 
approximately $500 million in revenue annually. 

New York 
Gerald Granovsky 
Vice President - Senior Analyst 
Corporate Finance Group 
Moody's lnvestors Service 
JOIJRNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 

New York 
Julia Turner 
Managing Director 
Corporate Finance Group 
Moody's lnvestors Service 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 
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Global Credit Research 
Rating Action 

8 OCT 2004 

Rating Action: Valor Telecommunications, I L C  

MOODY'S DOWNGRADES VALOR'S SR IMPLIED RATING TO 82 AND ASSIGNS NEW RATINGS FOR 
PROPOSED DEBT OFFERINGS 

Approximately $1.7 billion in rated debt affected 

New York, October 08, 2004 -- Moody's Investors Service assigned new ratings for Valor 
Telecommunications Enterprises, LLC ("Valor") and Valor Telecommunications Enterprises II, LLC ("Valor 
II"), in accordance with the company's proposed recapitalization. The company's senior implied rating was 
lowered to B2, from B1, proforma for the assumed successful completion of this planned recapitalization. 
Moody's also withdrew the former provisional ratings associated with the company's previously proposed 
income deposit securities (IDS) offering, which was never completed. 

The effective downgrade of Valor's senior implied rating to B2 from 81 predominantly reflects the increased 
leverage associated with the proposed recapitalization. Although Moody's views the business risk of rural 
local exchange carriers (RLECs) like Valor to be relatively benign, the company's weak balance sheet 
reflected by high debt relative to total access lines and cash flow constrains the long-term ratings. Moody's 
expects that the company's lack of financial flexibility may ultimately limit its ability to pursue new growth 
initiatives and weaken its long-term competitiveness, particularly vis-a-vis emerging VolP service offerings. 

The outlook for all ratings, which is contingent on the successful completion of the proposed ' 
stable. The stable outlook reflects Moody's belief that despite increased competition r" 
lines Valor will continue to generate stable positive free cash flow. Since the sp-' 
75% cash sweep, the company's leverage, and hence financial risk, shol" 
potential competitive pressure. Lo if- 

Moody's has taken the following rating actions: 
/ \ a -  I@ 

Ratings associated with the proposed recapitalization. 
r \ o (  

Valor Telecommunications Enterprises, LLC and Valor 1 
/J GJ', 

Co-Borrowers under the facilities 

Senior implied -- 82 

lssuer rating -- Caal 

$1400 million Senior Secured Credit Facility -- 82 

$205 million Second Lien Loan -- 83 

$135 million Subordinate Loan -- Caal 

Rating Outlook -- Stable 

The following ratings associated with the formerly announced IDS transaction have been withdrawn: 

Valor Telecommunications, LLC: 

$890 million senior secured bank credit facility -- WR (formerly (P)B2) 

Valor Communications Group, Inc.: 

Senior Implied Rating -- WR (formerly (P)B2) 

Issuer Rating -- WR (formerly (P)B3) 



Moody's also withdrew the former senior implied and issuer ratings for Valor Telecommunications Southwest, 
LLC, and plans to withdraw the ratings for Valor's existing debt when it is refinanced with proceeds from the 
newly proposed transaction debt, both as outlined below. 

Valor Telecommunications Enterprises, LLC: 

Senior Secured Bank Credit Facility - Ba3 (to be withdrawn) 

Valor Telecommiinicatians Southwest, LLC: 

Senior Implied Rating - WR (formerly B1) 

Issuer Rating - WR (formerly 82) 

The effective downgrade reflects the company's change in financial strategy rather than changes in industry 
dynamics, the company's strategic focus or competitive position. The ratings continue to be constrained by 
the slow growth inherent in the RLEC industry. Moody's also believes that growth opportunities are more 
likely to come from acquisitions, rather than future cost savings, and recognizes that the financial covenants 
in the Valor senior loan agreements may restrain the company's ability to fund future acquisitions. Relatively 
low perceived business risk and efficient execution continue to support the ratings. Valor's margins are 
consistently in the top of its peer group. Valor faces modest access line loss, limited threats from wireless 
and technology substitution, and cable competition in only its largest markets (currently). The ratings also 
incorporate Valor's leading position in its incumbent markets, proven ability to generate stable and 
predictable revenue, and its improving capacity to drive operating cash flow. For a more detailed discussion 
of these key rating drivers, please see Moody's press release for Valor Communication Group, 1-LC dated 
June 1, 2004. 

Valor's ratings may come under pressure if cable competition ultimately puts forth a stronger than expected 
VolP launch in Valor's key markets. Similarly, a potential adverse regulatory ruling that results in a 
meaningful compression of Valor's margins and hence profitability could strain the ratings. Moody's believes 
that Valor's liquidity is sufficient to meet its near term liquidity. Valor's long-term ratings will be negatively 
impacted if the company adopts an aggressive acquisition strategy that notably reduces its liquidity. The 
Valor ratings may improve if the cnmpany can reduce it debt relative to access lines to a level that brings it 
more in line with its peers, while maintaining stable margins. 

Moody's does not notch the senior secured bank loan above Valor's 82 senior implied rating. The senior 
secured credit facility benefits from a 1st priority claim on substantially all assets, and a senior secured 1st 
priority guarantee from the parent company and intermediate holding companies. The senior 1st priority 
secured debt accounts for more than 80% of the firm's capitalization. Therefore, Moody's believes that the 
risk profile of this debt is not substantially different from that of the firm as a whole. The 2nd lien loan is one 
notch below the senior implied rating. The 2nd lien loan benefits from a subordinate claim on the same asset 
as the 1st priority facility, and a 2nd priority guarantee from the parent company. Finally, the subordinate loan 
is two notches below the senior implied rating. Notably, the subordinate loan ranks pari passu with other 
senior obligations of the corporate entity, excluding permitted indebtedness as defined by the senior credit 
facilities, and is senior to other contractually subordinated obligations. 

Valor, headquartered in Irving, Texas, is a rural local exchange carrier that provides telecommunications 
services in four states in the South Western U.S. 
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Global Credit Research 
Rating Action 

1 JUN 2004 

Rating Action: Valor Telecommunications, LLC 

CORRECTION TO HEADLINE & TEXT: MOODY'S ASSIGNS (P)B2 TO VALOR'S PROPOSED SR. SEC.CREDIT 
FACILIN AND (P)B2 SR. IMPLIED RATING, AND AFFIRMS A NEGATIVE OUTLOOK FOR ALL RATINGS ( (P) 
ADDED TO PROP RTGS AND CORRECTED ISSR RTG 82  ON VALOR TELECOM. SW ) 

Approximately $890 million in rated debt affected. 

New York, June 01, 2004 -- Moody's Investors Service assigns a (P)B2 to Valor Telecommunications, LLC's 
proposed senior secured bank credit facility. The new facility is part of a proposed recapitalization, which will 
include the issuance of Income Deposit Securities (IDS), a combined senior subordinate debt and common 
stock offering. The IDS will be issued at Valor Communications Group, Inc. (Valor), a newly formed holding 
company. Moody's also assigns a (P)B2 senior implied rating to Valor. At the conclusion of Valor's IDS 
transaction, Moody's will withdraw the existing Ba3 senior secured rating for Valor Telecommunications 
Enterprises, LLC and 01 senior implied rating for Valor Telecommunications Southwest, LLC. The outlook for 
all ratings is negative. 

Moody's has assigned a lower senior implied rating to Valor because the rating agency believes the IDS 
structure increases the company's financial risk. Moody's believes that the anticipated quarterly distribution of 
capital to shareholders in the form of dividends will shift fundamental financial risk from equity holders to debt 
holders, as the company uses cash that would have been available far potential debt amortization or growth 
initiatives. Moody's believes that Valor's relatively strong operations should provide a reasonable basis for 
meeting its interest obligations and likely dividend payments. The favorable regulatory environment in which 
Valor operates and its low inherent business risk support the ratings on the proposed transaction. High 
leverage, however, which is not reduced in the recapitalization, constrains the ratings. 

As part of the recapitalization, Moody's will take the following ratings actions: 

Valor Telecommunications, LLC: 

Proposed $890 million senior secured bank credit facility -- (P)B2 - assigned 

Valor Communications Group, Inc.: 

Senior Implied Rating -- (P)B2 - assigned 

Issuer Rating - (P)B3 -- assigned 

Valor Telecommunications Enterprises, LLC: 

Ba3 Senior Secured Bank Credit Facility - (To be withdrawn) 

Valor Telecommunications Southwest, LLC: 

51 Senior Implied Rating - (to be withdrawn) 

B2 lssuer Rating -- (to be withdrawn) 

The rating outlook remains negative. 

Moody's believes that Valor's issuance of IDS significantly increases the company's financial risk because of 
an increased willingness to pay dividends and heightened refinancing risk. By issuing IDS, Valor is making 
an implicit economic commitment to pay a substantial percentage of free cash flow as dividends. Moody's 
notes that chronically low cash balances may increase the company's reliance on its revolving credit facility 
to fund any operational shortfalls, to the extent that financial covenants allow. While the non-amortizing 
nature of the proposed transaction effectiveiy eliminates the company's near term maturities, it ultimately 
increases the company's refinancing risk. The proposed transadion will benefit Valor by diversifying its 
investor base through public equity market access and by recapturing tax shields that had been passed on to 
its investing partners. Moody's believes, however, that the company's long-term financial strength will 



deteriorate if it fails to reinvest adequately. 

The negative outlook reflects Moody's belief that the sustained dividends that drain the company's free cash 
flow may ultimately weaken its long-term competitiveness. The company will need to rely more heavily on 
increased future earnings to fund operational shortfalls or unforeseen credit shocks than it would have had it 
accumulated cash reserves or created debt capacity through amortization. 

The ratings are also constrained by the company's high leverage and the slow growth inherent in the RLEC 
industry. During the past three years, Valor has improved its operational efficiency by upgrading its network, 
refocusing its sale force, and reducing costs. Moody's acknowledges the company's success, which is 
reflected in profitability margins that are consistently in the top of its peer group. Moody's believes that the 
marginal value for future cost savings will diminish, however, as Valor continues to reduce operating 
inefficiencies. Moody's believes that growth opportunities are more likely to come from acquisitions, rather 
than future cost savings. Because the company plans to pay out substantially all of its free cash flow as 
dividends, any future acquisition strategy will likely increase leverage. Moody's also recognizes that EBITDA 
based financial covenants may restrain the company's ability to fund this strategy. 

Low business risk supports the ratings. Valor faces modest access line loss, limited threats from wireless and 
technology substitution, and cable competition in only its largest markets. With only an average of 11 homes 
per square mile, Valor's core services area lacks sufficient customer concentration to attract strong 
competition. In many of its markets, Valor is the only provider of local, long distance, and high-speed-data 
services, an advantage over potential competition in defending its market share. The rating incorporates 
Valor's leading position in its incumbent markets, proven ability to generate stable and predictable revenue, 
and its improving capacity to drive operating cash flow. 

Valor's stable operations are in part a function of a favorable state and federal regulatory environment. Texas 
Universal Service Fund (TUSF) revenues accounted for 21% of Valor's revenue mix in 2003, so the 
company's exposure to the Texas Public Utilities Commission is substantial. While Moody's believes that 
universal service will remain a political priority for rural legislators, the regulation is continually changing to 
address advancements in technology and to promote competition where it is feasible to do so. 

Moody's ratings assume that the proposed capital structure will include a senior secured back credit facility 
consisting of a $790 non-amortizing term loan and a $100 million revolving credit facility. The bank facility, 
like Valor's existing facility, has multiple borrowers. The senior secured lenders benefit from the first lien on 
the firm's assets in a distressed scenario, as well as the ability to require the deferral of both dividends and 
subordinate notes' interest in the company's financial covenants. The facility also benefits from parent and 
operating subsidiaries guarantees on a senior secured basis (where state regulation allows). The senior 
secured debt accounts for more than 50% of the firm's capitalization. Therefore, Moody's believes that the 
risk profile of this debt is not substantially different from that of the firm as a whole. As a result, Moody's does 
not notch the senior secured bank loan above Valor's 82 senior implied rating. 

Valor, headquartered in Irving, Texas, is a Rural Local Exchange Carrier that provides telecommunications 
services in four states in the southwestern US. 
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Research Update: Valor %elecomrnuniications LLC 
Publication date: 04 Jun-2004 
Credit Analyst: Rosemarie Kalinowski, New York (1) 212-438-7841 

Credit Rating: BHNegativeI- 

Rationale 
On June 4, 2004, Standard & Poor's Ratings Services affirmed its 'Bt' 
corporate credit rating on Valor Telecommunications LLC and removed it 
from CreditWatch, where it was placed with negative implications May 18, 
2004. The outlook is negative. The previous CreditWatch placement followed 
the S-1 filing by Valor Communications Group (parent of Valor 
Telecommunications LLC) for $875 million of income deposit Securities 
(IDSs), due to concerns about the impact of the related high dividend 
payout rate on the company's cash flow. The rating affirmation reflects 
the determination that the incremental weakening in the company's free 
cash flow available for debt repayment is not significant enough to 
warrant a downgrade. However, the negative outlook incorporates the 
potential pressure to maintain the high dividend payout rate and its 
impact on the company's financial flexibility to withstand unforeseen 
regulatory or competitive challenges. 

Simultaneously, Standard & Poor's assigned its 'B+' bank loan rating 
and its recovery rating of '2' to Valor Telecommunications LLC's $890 
million secured credit facility. 

In addition, Standard & Poor's assigned its 'CCC+' rating to newly 
formed public entity Valor Communications Group Inc.'s senior subordinated 
notes due 2019, to be issued under its proposed $875 million of IDSs. This 
IDS filing also includes Class A common equity. A 'Bt' corporate credit 
rating was also assigned to Valor Communications Group. The outlook is 
negative. Although the specific mix of debt and equity to be issued under 
the IDS has yet to be determined, the final amount of senior subordinated 
notes is not expected to affect Valor Communications Group's corporate 
credit rating or the rating on the senior subordinated notes. The rating 
on the notes is three notches below the corporate credit rating. This 
reflects the substantial amount of priority obligations, mainly bank debt, 
relative to the estimated value of the assets and the deferral of interest 
at the discretion of the board. 

The rating on subsidiary Valor Telecommunications Enterprises LLC's 
bank loan (which was not previously on Creditwatch) will be withdrawn upon 
the completion of Valor Telecommunications LLC's recapitalization, as the 
company's debt will be retired. 

.Proceeds from the public IDS offering and the new bank facility, 
along with those from an IDS offering for existing shareholders, will be 
used to refinance existing debt as part of Valor Telecommunications LLC's 
recapitalization and provide a cash distribution to existing shareholders. 
Pro forma for these transactions, as of March 31, 2004, total debt 
outstanding is about $1.4 billion, unchanged from the current level. For 
analytical purposes, Standard & Poor's consolidates the operations of 
Valor Commrrnications Group and Valor Telecommunications LLC (collectively 
referred to as Valor Telecom). 

Valor Telecom is a rural local exchange company (LEC) providing 
local, long distance, Internet, and data services to more than 550,000 
access lines within the states of Oklahoma, Texas, New Mexico and 
Arkansas. Approximately 75% of its total access lines are residential 
customers. 

The ratings on Valor Telecom reflect its relatively high debt 
leverage, reduced financial flexibility following the IDS issuance due to 
the dividend obligation, and some exposure from the high percentage of 
revenue derived from universal service funding. This is mitigated somewhat 
by the company's dominant market share in the rural areas it serves, the 
relatively stable cash flows of its telephone operations, and limited 
competition within its rural service area. As a result of the IDS 
issuance, debt to EBITDA is expected to remain in the 5x area over the 
next few years, higher than previously expected by Standard & Poor's. This 
is attributable to the lower amount of free cash flow as a result of the 
dividend associated with the common stock portion of the IDS offering. 
Universal service funding (USF) represents about 24% of total revenue. 
Some uncertainty exists as to the future status of the federal portion of 
USF, which represents only 3% of the company's total revenue. The 
remainder of the company's USF revenue is derived from the state of Texas 
which has been very supportive of rural LECs to date, 



[04-Jun-20041 Research Update: Valor Telecommunications LLC Page 2 of 3 

Although access lines declined by about 2.6% in 2003, primarily due 
to the economy and replacement of second lines with digital subscriber 
lines (DSL), the company maintains a dominant market position in its 
service territory. Furthermore, the replacement of second lines by DSL 
results in higher incremental revenue. The bundling of local, long 
distance, Internet, and data services has mitigated the loss of access 
lines and increased average monthly revenue per access line to the high 
$70 area. In the first quarter of 2004, access lines started to exhibit 
some growth due to the improving economy and the aggressive marketing of 
bundled services. The rural nature of Valor's service territory (only 11 
homes per square mile) limits competition and helps sustain a healthy 
EBITDA margin, in the 50% area. Since the majority of network upgrades 
have been completed, capital expenditures are not expected to be 
significant in the near term, remaining in the low teens as a percentage 
of revenue. Pro forma for the IDS offering, EBITDA coverage of interest is 
2.3x, while EBITDA coverage of interest and dividends is a low 1.4~. 

Recovery analysis. 
The bank loan rating on Valor Telecommunications LLC's $890 million 
secured credit facility due 2009 is at the same level as the 
corporate credit rating. The recovery rating on the loan is '2'. 
denoting the expectation for a substantial recovery of principal 
(80%-100%) in the event of a default. The facility is secured by a 
first-priority perfected lien in the capital stock of each Valor 
Communications Group subsidiary, the intercompany debt of each 
subsidiary, and all assets of each subsidiary, except for the Texas 
subsidiary (which represents about 5% of total assets) due to Texas 
Public Utility Commission restrictions. The obligations of each 
borrower under the facility is guaranteed by Valor Communications 
Group and each of its subsidiaries, including each other borrower. 
Due to Texas Public Utility Commission restrictions, the Texas 
subsidiary cannot cross-guarantee the obligations for the other 
borrowers. 

A hypothetical default situation could occur if Valor 
Telecommunications LLC's cash flows were adversely affected by 
intense competition and the company was unable to refinance the bank 
debt when it matures in 2009. However, Standard & Poor's estimates 
that even in this default situation, the company would be able to 
reorganize (as reflected in the '2' recovery rating) due to its 
market position and the discrete value of assets used as collateral 
in the credit facility's security package. The credit facility has 
the standard covenant package. 

Liquidity. 
Given its relatively stable cash flows and headroom under the bank 
covenants, Valor has an adequate liquidity position for the near 
term, until 2009 when refinancing of the bank facility will be 
required. Pro forma for the IDS offering, liquidity consists of $5 
million in cash and $100 million available under the $890 million 
secured credit facility, which matures in 2009. However, given the 
antici.pated high dividend payout associated with the IDS, any 
significant changes in the competitive or regulatory environment 
could adversely impact liquidity. 

Outlook 
The outlook is negative. In light of the high initial dividend rate 
associated with the IDS offering and the potential pressure to maintain 
this payout level, free cash flow is not expected to be significant in the 
first few years. Therefore, the IDS structure could limit the company's 
ability to weather unforeseen regulatory or competitive challenges. These 
events could adversely affect the company's credit quality and result in a 
ratings downgrade. 

Ratings List 
Ratings Assigned 

Valor Telecommunications LLC 
$890 million secured bank facility due 2009 Bi 

Valor Communications Group Inc. 
Corporate credit rating 
Senior subordinated notes due 2019 

Ratings Affirmed and Removed from Creditwatch 
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Research Update: Valor Telecommunications LLC 
Publication date: 
Credit Analyst: 

18-May -2004 
Rosemarie Kalinowski, New York (1) 212-438-7841 

Credit Rating: B+IWatch Negl- 

Rationale 
On May 18, 2004, Standard & Poor's Ratings Services placed its 'B+' 
corporate credit rating on Irving, Texas-based Valor Telecommunications 
LLC (Valor Telecom) on CreditWatch with negative implications. The ratings 
for subsidiary Valor Telecommunications Enterprises LLC are not placed on 
CreditWatch because all of its rated debt will be retired should Valor 
Telecom complete its proposed recapitalization. 

The CreditWatch placement follows Valor Telecom's recent S-1 filing 
to register income deposit securities (IDSs), which comprise class A 
common stock and senior subordinated notes due in 2014, The company is 
also expected to put in place a new senior secured credit facility, issue 
class B common stock, and issue additional senior subordinated notes that 
are separate from the TDSs. Proceeds from all of the above are expected to 
refinance essentially all existing bank debt and privately held 
subordinated debt. 

Standard & Poor's believes that the IDS structure indicates a more 
aggressive financial policy for Valor Telecom. Although the amount of the 
consolidated company's debt outstanding is expected to be relatively 
unchanged after the IDS offering, Valor Telecom's financial flexibility 
could be meaningfully reduced by the anticipated high divi.dend payout 
rate. Even though the common dividend may be reduced or suspended at the 
company's discretion, there is potential pressure to maintain the 
initially established level since the IDSs are marketed as providing a 
specific yield. As a result, the IDS structure could limit Valor's ability 
to weather unforeseen regulatory, competitive, or acquisition-related 
chal.lenges in the longer term. 

The CreditWatch listing will be resolved upon review of the details 
of the IDSs, the new bank credit facility, and Valor Telecom's new 
business plan. Factors that Standard & Poor's will consider in the 
CreditWatch resolution include free cash Elow prospects after adjusting 
for the dividend and the terms of the new bank agreement. 

Valor Telecom is the incumbent telecommunications service provider to 
more than 550,000 access lines in rural Texas, New Mexico, Oklahoma, and 
Arkansas. Services offered include local voice, long distance, and digital 
subscriber line (DSL). Markets served are extremely rural, with an average 
of about 11 access lines per square mile, and have median incomes below 
the national average. The company launched operations in June 2000 by 
acquiring about 560,000 access lines from GTE Corp. in the states of 
Oklahoma, Texas, and New Mexico for about $1.7 billion. 

Ratings List 
Valor Telecommunications LLC 
Corporate credit rating B+/Watch Neg/-- 

Complete ratings information is available to subscribers of RatingsDirect, 
Standard & Poor's Web-based credit analysis system, at 
www.ratingsdirect.com. All ratings affected by this rating action can be 
found on Standard & Poor's public Web site at www.standardandpoors.com; 
under Credit Ratings in the left navigation bar, select Find Ratings, then 
Credit Ratings Search. 

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities 
designed to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein 
are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any securilies or make 
any other investment decisions. Accordingly, any user of theinformation contained herein should not rely on any credit rating or 
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings 
Services. Other divisions of Standard & Poor's may have information that is not availabfe to Ratings Services. Standard 8 Poor's 
has established policies and procedures to maintain the confidentiality of non-public information received during the ratings 
process. 
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fees is available at www standardandpoors.comlusratingsfees. 
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Valor Telecommunications LLC 
Publication date: 06-Nov-2003 
Credit Analyst: Rosemarie Kalinowski, New York (1) 212-438-7841 

ISSUER CREDIT RATINGS 
Valor Telecommunications LLC 
Corporate Credit Rating B+lStable/- 
Valor Telecommunications Enterprises LLC 
Corporate Credit Rating B+/Stablel- 

Business profile: 
Below average 
Financial policy: 
Aggressive 
Bank IineslLiquid assets: 
As of June 30, 2003, Valor had $962.000 of cash and $190 million available under its $1.3 billion secllred bankfacility. 
The facility consists of a $300 million revolver that matures in 2007 and a series of term loans that mature between 
2007 and 2009. The credit facility is secured by all assets of the company and the equity interests in its subsidiaries. 
The facility contains a senior debt leverage ratio that must be less than 5.75~ through 2003 and drops to 5 .00~  in 
2004. It also contains an interest coverage ratio that must be greater than 1 .50~ through 2004. 
Corporate credit rating history: 
July 14, 2000 Bc 

Major Rating Factors 

Strengths: 
Stable cash flows from local properties 
Limited competition 
Favorable regulation 

Weaknesses: 
High debt leverage 

0 Declining voice access lines 
The longer-term impact of wireless substitution is unknown 

Watiionale 
The ratings on privately heid Valor Telecommunications LLC reflect the company's high debt leverage and longe~term 
challenge to access line growth from wireless substitution. These factors are partially mitigated by the strong cash 
flows from its rural local telephone markets, as well as increased demand for digital subscriber line (DSL) services. As 
of June 30, 2003, total debt outstanding was about $1 "4 billion. 

The Irving, Texas-based company launched operations in June 2000 by acquiring ab0tlt 560.000 access lines from 
GTE Corp. in the states of Oklahoma, Texas, and New Mexico for about $1.7 billion. Financing for this transaction was 
accomplished via the company's $1.34 billion senior secured credit facility and about $650 million in commitments 
made by its equity sponsors. 

Although access lines declined about 3% year over year for second-quarter 2003, due primarily to wireless substitution 
and replacement of second lines by DSL, Valor still maintains a dominant position in the fairly protected rural markets 
it serves. To mitigate line loss, the company has been aggressively marketing bundled service offerings, including 
high-speed data, and increasing penetration of vertical services. Furthermore, the replacement of second lines by DSL 
results in higher incremental revenues. 

Cash flow margins have been very good, in the 50% area, due to the company's strong incumbent local exchange 
carrier (ILEC) revenue base, favorable regulation, and cost controls. As a result of the slowdown in telecom demand, 
management closed down the company's nascent competitive local exchange carrier (CLEC) operations in January 
2002, and turned its focus to increasing revenue growth at the ILEC operations. 

In second-quarter 2003, total annualized debt to EBITDA, although fairly high, declined to about 5.7x, compared with 
about 7 . 2 ~  for secondquarter 2002. Senior debt to EBITDA, which is a covenant under the bank facility, declined to 
4 . 5 ~  from 5 . 4 ~  and continued to meet the specified covenant benchmark. EBITDA to total interest expense improved 
moderately, to 1 . 9 ~  from the 1 . 5 ~  area in second-quarter 2002, because of a year-over-year increase in EBITDA of 
more than 20%. 

Liquidity. 
Valor has adequate liquidity, with about $190 million available under the $1.3 billion secured bank facility, as well as 
the stable cash flows from the ILEC access lines. In addition. the company generated free cash flow of about $54 
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million for the first six months of 2003. Free cash flow totaled about $55 million for fiscal 2002. 

The bank facility is secured by all the assets of the company and the equity interests in its subsidiaries. The facility 
consists of a $300 million revolver that matures in 2007 and a series of term loans that mature between 2007 and 
2009. The facility contains senior leverage and interest coverage ratio covenants, in addition to material adverse 
change language. Valor was in compliance with the covenants in  second-quarter 2003. 

The senior subordinated debt does not pay cash interest until the company's pro forma fixed-charge coverage is  equal 
to or greater than one to one. It is anticipated that this could occur in late 2003, requiring an annual increase of about 
$30 million in cash interest expense and simultaneously decreasing free cash flow. Accretion on the subordinated debt 
will end when the notes go cash pay. With an improvement in EBITDA and a decline in capital expenditures, the 
company should be able to meet increasing debt maturities through 2006, taking into account the approximate $30 
million increase in cash interest expense. 

Outlook 
While some line loss to wireless substitution is expected, the threat of intense competition from a major CLEC is 
mitigated by the rural characteristics of the company's service territory. Barring any acquisitions, internally generated 
funds are anticipated to support capital expenditures and debt service through at least 2006. 

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities 
designed to preserve the independence and objectivity of ratings opinions The credit ratings and 0bSe~ationS contained herein 
are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make 
any other investment decisions Accordingly, any user of the information contained herein should not rely on any credit rating or 
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings 
Services. Other divisions of Standard & Poor's may have information that is not available to Ratings Services. Standard & Poor's 
has established policies and procedures to maintain the confidentiality of non-public information received during the ratings 
process 

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such 
securities or third parties participating in marketing the securities While Standard 8 Poor's reserves the right to disseminate the 
rating, it receives no payment for doing so, except for subscriptions to its publications Addilional information about our ratings 
fees is available at www standardandpoors comlusratingsfees 

Copyright Q 1994-2006 Standard 8 Poor's, a division of The McGraw-Hill Companies. All 
Righls Resewed. Privacy Notlce 
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Research Update: Valor Telecommunications LLC 
Publication date: 18-Qct-2004 
Primary Credit Analyst: Rosemarie Kalinowski, New York (I) 212-438-7841; 

rosernarie-kalinowski@standardandpoors.com 

Credit Rating: B+INegativel- 

Rationale 
On Qct. 18, 2004, Standard & Poor's Ratings Services assigned its 'B+' 
bank loan rating to the $1.4 billion senior secured bank loan facility of 
Valor Telecommunications Enterprises LLC and Valor Telecommunications 
Enterprises TI LLC (co-borrowers). In additlon, a recovery rating of '4' 
was assigned to the loan, indicating the expectation for a marginal 
(25%-50%) recovery of principal in the event of a default. 

A 'B-' bank loan rating was assigned to the $205 million second-lien 
loan of the co-borrowers. This loan was assigned a recovery rating of '5', 
indicating the expectation of a negligible recovery of principal (0%-25%) 
in the event of a default. A 'B-' rating was also assigned to the 
co-borrowers' $135 million subordinated unsecured loan facility. The 
co-borrowers are intermediate holding companies of Valor 
Telecommunications LLC. The newly assigned ratings are based on 
preliminary documentation. 

The 'B+' corporate credit rating on Valor Telecommunications LLC and 
Valor Telecommunications Enterprises LLC was affirmed, and a 'B+' 
corporate credit rating was assigned to Valor Telecommunications 
Enterprises 11 LLC. The outlook is negative. 

Proceeds of the transactions will be used to refinance existing debt, 
pay an approximate $210 million distribution to shareholders, and pay 
related fees and expenses. Pro forma for the refinancing, total debt 
outstanding is about $1.6 billion. 

Valor's previously proposed income deposit securities (IDS) issuance 
was viewed by Standard & Poor's as a ratings negative due to the impact to 
cash flow that would have resulted from the high dividend payout rate 
associated with the offering. However, the IDS offering has been 
cancelled. Nevertheless, the negative outlook remains because the 
currently proposed refinancing structure provides a lump sum distribution 
to shareholders, which otherwise could be used for debt repayment. 

The ratings on Valor reflect the company's relatively aggressive 
fxnancial policy, high debt leverage, and some exposure from the high 
percentage of revenue derived from universal service funding (USF). This 
is tempered somewhat by Valor's dominant market share in the rural areas 
it serves, the relatively stable cash flows of its telephone operations, 
and limited competition within its rural service area. Standard & Poor's 
considers the company's financial policy to be aggressive because a 
portion of the debt refinancing will be used to make a dividend payment to 
its equity holders. In addition, although the refinancing reduces the debt 
maturity level, leverage will remain high, with debt to EB'ETDA at 5x-6x 
over the next two years. 

USF represents about 24% of total revenues. Some uncertainty exists 
as to the future status of the federal portion of DSF, which represents 
only 3% of Valor's total revenue. The remainder of the company's USF 
revenues is derived from the State of Texas, which has been very 
supportive oE rural local exchange carriers (RLECs) to date. 

While access lines declined by about 2.6% in 2003 and are expected to 
decline about 2% in 2004, primarily due to the economy and replacement of 
second lines with digital subscriber lines (DSL), the company maintains a 
dominant market position in its service territory. Furthermore, the 
replacement of second lines by DSL results in higher incremental revenues. 
The bundling of local, long-distance, Internet, and data services has 
mitigated the loss of access lines and increased average monthly revenue 
per access line to the mid $70 area. The rural nature of Valor's service 
territory (only 11 homes per square mile) limits competition and helps 
sustain a healthy EBITDA margin, in the mid 50% area. But a few more 
densely populated areas could be targeted for telephony offerings by the 
incumbent cable companies. Since the majority of network upgrades have 
been completed, capital expenditures are not expected to be significant in 
the near term, and will likely remain in the low teens as a percentage of 
revenue. Pro forma for the refinancing, EBITDA coverage of interest is 
about 2.4~. 

Valor Telecom is an RLEC providing local, long-distance, Internet, 
and data services to more than 550,000 access lines within the states of 
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Oklahoma, Texas, New Mexico, and Arkansas. Approximately 75% of its total 
access lines are residential customers. 

Liquidity. 
Given its relatively stable cash flows and headroom under its bank 
covenants, Valor has an adequate liquidity position until 2011, when 
refinancing of the bank facil.ity will be required. Pro forma for the 
aforementioned transactions, liquidity consists of a $100 million 
undrawn revolver. Also, the company generates free cash flow of 
approximately $90 million annually that will be used to retire the 
term loan. 

R e c o v e r y  analysis. 
The $1.4 billion senior secured facility (first-priority lien) of 
Valor Telecommunications Enterprises LLC and Valor Telecommunications 
Enterprises I1 LLC (co-borrowers) is rated 'Bt', the same as the 
corporate credit rating. The recovery rating on the loan is '4', 
denoting the expectation for a marginal recovery of principal 
(25%-50%) in the event of a default. The facility comprises a $1.3 
billion term loan B and a $100 million revolver, which matures in 
October 2011. The term loan B amortizes 1% per year until maturity. 

The $1.4 billion facility is guaranteed by the co-borrowers and 
each of their subsidiaries, including cross guarantees. The facility 
is secured by a first-priority perfected lien in the capital stock of 
each subsidiary of the co-borrowers, the intercompany debt of each 
subsidiary, and all assets of each subsidiary. There is an 
intercreditor agreement between the first-lien and second-lien bank 
lenders. This agreement has a 180-day stand-still provision, after 
which the second-lien holders can exercise remedies in the event of 
default. 

Standard & Poor's simulated default scenario contemplates a 10% 
decrease of access lines over the next five years due to accelerated 
competition from cable telephony, resulting in a 35% decline in 
EBITDA. Standard & Poor's applied a 4x EBTTDA multiple, reflecting 
the limited growth opportunity available to a potential buyer given 
our simulated default scenario. Despite our assumption of limited 
growth potential, we nevertheless expect that Valor would maintain a 
base level of operations, generating stable cash flow, albeit 
substantially lower than existing levels. Given this assumption, we 
expect that the company would emerge from bankruptcy. 

The second-lien loan and the subordinated loan are rated two 
notches below the corporate credit rating due to the substantial 
amount of priority obligations (including the first-lien secured bank 
debt) ahead of it. The second-lien loan was assigned a recovery 
rating of ' S t ,  denoting the expectation for negligible recovery of 
principal(O%-25%) in the event of a default. 

Outlook 
The outlook is negative. The upfront dividend payment to shareholders 
reduces cash flow that could be applied to debt reduction. Although the 
company's service area is very rural, cable telephony could pose a 
significant threat as the economics for voice over Internet protocol 
deployment become more favorable. Consequently, Valor's line loss could 
accelerate along with material pricing pressure. 

Ratings List 

Ratings Assigned 

Valor Telecommunications Enterprises LLC 
Valor Telecommunications Enterprises I1 LLC 
(co -borrowers) 
$1.4B sr secd bank ln due Oct 2011 B+ (Recov rtg: 4) 
$205M 2nd-lien secd bank In due Oct 2011 B- (Recov rtg: 5) 
$135M sub unsecd loan fac due April 2012 B- 

Valor Telecommunications Enterprises I1 LLC 
Corporate credit rating B+/Negative/-- 

Ratings Affirmed 

Valor Telecommunications LLC 
Corporate credit rating 
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ALLTEL Corporation 

Significant changes in AllteB's business model have created rating pwsslrre 
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On Decenll~er 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 p~elecommunications (Valor) in a reverse Morris Trust 
transaction, a transaction structured to be tax free to Alltel. Moody's expects the transacno~l will close in the middle of 
2006, and that substantially all existing debt will remain unchanged at Alltel. As a result of the announcement, 
Moody's afirmed Alltel's A2 long-ten11 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 bifixcation 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 casll flow. 

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

0 Wave a minimal impact on the daily operations, product marketing, and customer retention of the wireless 
business. Alltcl has not emphasized bundling wireless and wireline product, ancl 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, tilroilgh both organic subscriber growth and acquisitions. Moody's considers the recent acqui- 
sition of Western Wireless 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 spjnoff, Alltel will also retain certain Communication Support Serviccs, specifically 
those related to Communication Products and tlle Interexchange Network. Moody's believes that the truc benefit of 
retaining these operations will be a lower sustainable wireless cost structure, rather than the profitability associated 
with these individual product lines. 

Mcpod~*s ilnvesfoes Sewice '4 Global Credit Research 



c: '- Allte! has increased its exposure to a higher growth industry segment. 
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Moody's considers wireless services a relatively high growth segment withill the telecommunications industry, gowing 
on average 13.9% in the last two years, in terms of subscribers. Across the industry, increasing market penetration, 
conplcd with increased customer penetration, i.e., a higher number of products sold to each sut)scriber, is driving 
strong top-line growth. 

The significant steps Alltel has taken, specifically, the reccnc acquisition of W V ,  an exchange of wireless proper- 
ties with Cingular, the pending acquisition of ~Midwcst, 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 
compa~~y'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 itsctf 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. 

, 

, In Millions 
Wireless - A Hiqh Growth Industry .;. 10 

10-03 2Q-03 30-03 40-03 1Q-04 2Q-04 3Q-04 4Q-04 10-05 2Q-05 3Q-05 
-Total Subscribers -Nllel Subscribers 

Source: Company Filings &Moody's Estimates. Market defined as Sprint Nextel. Cingular, VZ Wireless. US Cell. T-Mobile & Alltel 

- 
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 Alltel's ability ta 
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 con~petitors enjoy. 

The Westmt Wireless and Mdwest Wireless msets iwtprove AlZteZ's wireless market position. 
Alltel's acquisition of Western Wireless in August: 2005 and the announced acquisition of I\?idViJest 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 stzztes 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 partner. This significmtly 
strengthened its negotiating position vis-h-vis other carriers. 
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Alltel's U.S. Wireless Coverage 

w 
Source: Allfel 

By reraining certain support senices and its long-haul network, the spinoff of Alltel's wireline assets should not 
disrupt the campany's current low wireless cost structure. Furthermore, Moocly's believes that anticipated operational 
synergies should also Lower the cost structure of the wireless company over the longer term because: 

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

* Mtel's relative exposure to rural/suburban markets increased from 64% to 70% of revenues with recent 
acquisitions. Higher rural exposure should improve chum rates and margins. 
As the largest rural cellular provider, Alltel should be an attractive roaming partner for the four national 
players. 

v 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 i~nproved pro fornla footprint 
should result in lower overall roaming costs for the company. 

Moody's believes AIltel will face significant integration risk as it assjmjlates WW and Midwest. Alltel's strong track 
record for effectively integrating acquisitions partially offsets some of this risk 
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Maintaining market share has proven challenging for Alltel. 
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Alltel's ability to offer price competitive national coverage gives it an edge over certllin regional carriers, and places it 
on even footing with other national carriers. Nonetheless, from the beginning of 2003, Alltel's subscriber has 
lagged other providers despite acquisitions, as its market share dropped from 6.2% in Q1-03 to 5.4% in Q3-0.5. The 
company's ratings will strengthen to the extent it can reverse this trend ar~d successfully gain market share, which has 
proven to be challenging vis-l-vis the national carriers. 

Alltel's Market Share - Net Additions and Total Subscribers 
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Revenue and cash flow growth, coupled with low leverage, support the rating. 
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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 Row generation, which provides the means to reduce leverage after- 
wards. 

Overall, Moody's anticipates that the operating performance of Alltel's wireless business will re~nain 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 cornpany should benefit from lower churn rates and high margins afforded by lower coin- 
petition. Alltel's relative exposure to ruravsuburban markets increased to over 70% on a proforma basis from 64% as a 
result of recent acquisitions. Alltel wiII still, however, derive 30% of its wireless revenue from large more-conipetitive 
urban markets. Moody's is also concerned that price colnpression associated with roaming rates, which has modcrated 
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 invesrment. 

AIIteZ maintains high 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 distrihltion 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 minutas of use without n pro- 
portionate rise in revenue per MOU, Moody's anticipates that the company will maintain its competitive position in 
the inter~nediate term as it completes the integration of WRJ and continues to take advantage of 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, Alltel is among the market leaders in terms of monthly operating income per subscriber and as11 
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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Monthly Monthly Cash 
Average Wireless Operating Operating 

Number of 0 eratin DeprlAmort per Income per Income per 
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- .  8% 50.59 32.26 8.25 10.08 18.33 
Veriron Wireless 45.7 49.65 29.07 8.58 11.99 20.57 
Cingular . - 50.7 49.67 35.85 10.24 3.58 13.82 
Sprint , 33.9 64.57 41.01 11.81 11,75 23.56 
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Source! Company reporti, Moody's Esnn~imx - 

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 consolidatiorl 
In the third quarter of 2005, hlltel's churn increased due to handset conversion problems. The loss of sixty-seven 

thousand customers in the 3rd quarter of LO05 in properties acquired from Cingular in April 2005 contributed to 34 
bps increase in average cparterly sequential churn. Moody's expects Alltel to complete the handset transitions by the 
end of 2005, and chum to return to lower levels. In the event that hture integration creates an unexpected drain on 
the company2 managerial and financial resources such that wireless cash flow generation is impaired, Alltel's rating will 
likely coke ,mder 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 thc 
improvement in operating cash flow to drive free cash flow to over 20% of adjusted debt over thc intermediate term. 
We also expect fund from operations interest coverage (FFO + interest expense)/interest expense to exceed 7 . 5 ~  ovcr 
the intermediate term. 

Change in AT'S financial strategy has changed Moody's rating outlook to negative. 
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In the December 9,2005 press release which announced the spinoff of its wireline assets, Alltel announced its plan for 
an open niarlcct $3 billio~t share repurchase program. 

Moody's considers the company's willingness to return to shareholders proceeds associatcd ~ 4 t h  the spinoff a 
change in AUtel's long-followed conservative financial policy. To the extent Alltel increases its distribution to share- 
holders bcyond the announced share repurchase plan, the ratings may come under pressurc. Moody's believes Alltel's 
senior management is still committed to maintaining the company's &!/I?-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's 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. Afkr 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 options, 
including another wireless acquisition, that precludes the company from restoring free cash flow to 20% of adjusted 
debt over the intermediate term, the ratings could fall. 

Alltel will continue to benefit from strong wireline cash flow until dhrestiture is comgllete. 
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At the same time, Moody's expccts Wtel's wireline busincss to grow slowly, if at all, as it is facing rapidly expanding 
conlpetitive challenges from wireless, broadband substitution, and cable companies. Riloody's believes strong DSL 
growth, generally favorable regulation, and an iniproved 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 360IC, representing 18% penetration 
rate of addressable lines. Given Alltel's high wireline ERITDA 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 illcreases in wireline cash flow are likely to result from margin improvement given Moody's expccmtions for 
stable revenues and capital expenditures. 
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On Jan. 18,2006. Standard & Poor's Ratings Services lowered the ratings on Little Rock, Ark-based 

diversified communications camer ALLTEL Corp., including its long-term corporate credit rating to 

'A-' from 'A' and its short-term corporate credit rating to 'A-2' h m  'A-1'. The ratings were 

simultaneously removed from CreditWatch with negative implications. The outlook is stable. 

However, the corporate credit rating and senior unsecured debt rating on ALLTEL's local exchange 

carrier subsidiaries ALLTEL Georgia Cornmunications Corp. andAlltcl Communications I-Ioldings of 

the Midwest Inc., remain on CreditWatch with negative implications, because debt at these entities 

will be assumed by a new holding company to be formed by the combination of the ALLTEL. wireline 

business and that of local exchange camer Valor Cominunications Group Inc. (BB-Natch Pod-1. 

Ratings had initially been placed on CreditWatch on Sept. 23,2005, with developing indications due 

to management's pursuit of strategic alternatives for its wireline business. The implications wen 

subsequently revised to negative on Dec. 9,2005 with the amounced plan to spin off and mcrge the 

wireline business with that of Valor. Pro forma for the spin-off of ALLTEL's wireline business, 

including an associated debt exchange, ALLTEL will have about $4 billion of dcbt before 

implementation of an anticipated $1 billion post spin-off debt rcduction plan. 

The downgrade reflects heightened business risk ascribed to the company as a regional wireless 

provider competing against larger national wireless carriers in an environment of slowing subscriber 

giowth. This has kanslated into reduced subscriber additions, especially in the third quarter of 2005 

when the company exhibited a relatively low growth level of less than 5% on an annualized basis for 
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its more mature heritage markets. This performance weakening more than offsets the favorable effect of the 

divestiture of the company's smaller, mature wireline business. 

ALLTEL benefits from a satisfactory busincss position, given the scale it has achieved over the past several 

years through acquisitions and new market buildouts, and currently has a network that covers about 75 million 

controlled population equivalents (pops) and has about 10 million customers, including about 1.4 million 

acquired in Auyst 2005 with the purchase of Western Wireless. Through on-going marlceting and retention 

efforts, the company has been able to maintain and expand this base, albeit modestly in recent periods, and its 

postpaid chum is in line with industry averages at 1.9%. Yet, despite its satisfactory business position, its ability 

to grow and retain its subscriber base over the next year will be challenged by expectations fool increased 

competition from the national carriers. 

Despib lieigiikxld business risk and the attendant downgrade, ALVI'EL continues to benefit from significant 

financial strength and expectation that it will continue to generate substantial net free cash flow after capital 

expenditures and dividends, post spin-off of its wireline business. As a result, the company continues to benefit 

from very good liquidity and a solid balance sheet. With the spin-off of the wireline business, along with about 

$262 million of debt, and receipt of a $2.4 billion casl~ dividend from the spun off wireline entity, AI.LTEL is 

expected to pay down about $I billion of debt. As a result, ALI,TEL's total debt to EBITDA is expected to be 

about 1.25~ for 2006, pro forma for the 1 1 1  year spin-off of the wireline business. 

Short-term credit factors 

Our short-term rating on AI.LTEL was lowered to 'A-2' from 'A-l ' due to the dow~~grade of the long term 

rating to 'A-' from 'A'. While the company has strong liquidity and significant access to capital, it has indicated 

that it also plans to repurchase about $3 billion of its common stock over the two-year period following the 

spin-off of the wireline business, which will utilize a significant amount of its excess liquidity. Pro fonna for 

the spin-off of the wireline business and related financial transactions, the Midwest Wireless acquisition and 

sale of its international assets, and a $1 billion planned debt reduction, AL.I,TEL will have a cash balance of 

about $1.8 billion. Net Gee cash flow, after working capital, capital expenditures, and common and preferred 

dividends, is expected to be in the area of $450 million for 2006. This magnitude of net free cash flow provides 

the company ample resources to repay future maturities. The company also has relatively modest long-term 

debt maturities of $183 million for 2006, pro forma for the anticipated $1 billion post wirelinc spin-off debt- 

reduction plan. The company also has access to borrowings under its $1.5 billion in revolving credit facililics, 

which mature in 2009 and its $700 million revolving credit maturing in July 2006. 

While the company's short-term liquidity is very strong, its ability to access borrowings under its bank facility 

contains certain limitations. Under the company's $1.5 billion commercial paper program, borrowings are 

deducted from the revolving credit agreements in determining the amount available for borrowing under those 

agreements. Accordingly, h e  total amount outstanding under the commercial paper program and the 

indebtedness incurred under the revolving credit agreements may not exceed $1.5 billion. The revolving credit 

agreements contain various covenants and restrictions, including a requirement that, at the end of each calendar 

quarter, ALLTEL maintain a total debt-to-capitalifation ratio of less than 65%. 

Standard & Poor's I 
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The outlook is stable. The company continues to face the challenge of cxpanding its subscriber base and 

operating cash flows in increasingly competitive wireless markek, especinlly for customers desiring national 

wireless plans, In particular, pricing competition is expected to continue to place pressures on overall ARPU 

and EBITDA margins and limit growth prospects for such metrics. Yet, the company is expected to be very 

canservatively levenged, pro forma for the spin-off of the wireline business, with a debt to EBITDA of around 

the low-lx area. In addition, given the company's on-going subscriber base of more than 10 n~illion and 

expectations that this base will continue to provide fairly significant levels of net kee cash flow kom operations 

after capital expenditures, the conlpany has a good ability to reduce leverage even Wher  over thc next few 

y e a ,  even with anticipated stock repurchases in the area of $3 billion. IIowever, if the company's operating 

perfonnancc does not improve in 2006, then its outlook would be revised to negative. Longer term, the outlook 

could be revised to positive if the company is able to demonstrate that it can maintain profitability metrics in the 

face of heightened competitive threats. 

Ratings List 
Ratings Lowered, Off CreditWatch 

AI.LTE1, Corp. To From 

Corporate credit rating A-IStabldA-2 M a t c h  NegIA- l 

Senior unsecured debt A- A/Watch Neg 

Preferred stock BBB BB+/Watch Neg 

Ratings Lowered, Remain On CreditWatch 

ALLTEI, Georgia Communications Corp. 

Corporate credit rating A-/Watch Ned- M a t c h  Ned- 

Senior unsecured debt A-/Watch Neg AlWatch Neg 

ALLTEL Communications Holdings of the Midwest Inc. 

Corporate credit rating A-/Watch Ned-- M a t c h  Ned- 

Senior unsecured debt A-/Watch Neg AlWatch Neg 

Complete ratings information is available to subscribers of 
RatingsDirect, Standard & Poor's Web-based credi.t ana1.ysi.s system, at 
www.ratingsdirect.com. All ratings affected by this rating action can 
be found on Standard & Poor's public Web site at 
www.standardandpoors.com; under Credit Ratings in the left navigation 
bar, select Find a Rating, then Credit Ratings Search. 
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Profile 

i ALITEL IS the largest reyonal wlreless 

t / carner m the Untted Stales with a customer 
base of approx~mntely 10.4 million 
subscriberj. coverlng 75.4 million POPS. 
ALLTEL is also the second-largest 
~ndependent incumbent local exchnngc cnrrier 
(ILEC) with 2.9 million l i e s  and 1.8 m~llion 
long-distance customers 

Related Research 
Press Release, Dec. 9,2005. . Credit Update, Nov. 29,2005 . Press Release. NOV. 18,2005. 
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Mnter~al FCF generation of wrelcss 
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Significant detcvcmgtng resulting from 
planned spin-off . hfanagcrnentleam has mnde salld value- 
oncnted busmess declslons 

Key Credit Concerns . Increased buslnas nsk as a mono-tlIIe 

1 . %::I mesourccs of much lager 
comprtltors 
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new capital structWe. 

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. 

PI 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 &om its operations. which on a LTM basis 

of its investment in Fidelity Nat~onal 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 
millicn senior notes due 2013 as .::ell as a related 
consent solicitation to amend the indenture governing 
the notes. On Aug. 12, ALLTEL indicated that 
approximately 97% of bondholders tiad tendered, and 
the price for those 97% early tender; was $1,140.75 
oer $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 Austrlan business, telexing, 
from a subsidiary of Deutsche Telekom AG. 
ALLTEL is currently waiting for theEuropean Union 
to conclude its review of the transaction. 

was approximately $800 million. Following the ALLTEL has a billion, five-year credit facility 
separation of the wireline operations, Fitch expects maturing in 2009. On Aug. 1,2005, ALLTEL entered 
Alltel to initiate the following programs: into an additional $700 million, 364-day revolving 

credit agreement that expires on July 3 1,2006. As of 
--A $1 billion debt reduction program. Sepr 30, 2005, the company bad $928 million 
-A $1.5 billion debt exchange. outstanding under its commercial paper (CP) 
--A $3 billion multi-year share repurchase program. program ALLTEL also has approximately $23 
-Annual dividend of $0.50 per share. m~l l~on m current maturities of long-term debt. 

Given consideration to the above shareholder 
initiatives, Fitch expects Alttel's leverage to 
approximate 1 . 0 ~  by the end of2006 

ALLTEL was active during the first half of 2005 to 
ensure that the company had enough fmancial 
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 
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SpinCs 
KY A 6  Response item #12a 
ILEC Total ARPU * 
Dec-05 

ILEC, by state 
AL Alabama - ILEC 

Arkansas - ILEC 
Florida - ILEC 
Georgia - ILEC 
Kentucky - ILEC 
Missouri - ILEC 
Mississippi - ILEC 
North Carolina - ILEC 
Nebraska - ILEC 
New York - ILEC 
Ohio - ILEC 
Oklahoma - ILEC 
Pennsylvania - ILEC 
South Carolina - ILEC 
Texas - ILEC 

Note: Only Total ARPU for each Alltel state is available, not residential ARPU only 
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SpinCo 
KK AG Response Item #12c 
Average Investment per Access Line, by state * 
As of December 31,2005 

SpinCo AL 
AR 
FL 
GA 
KY 
MO 
MS 
NC 
ME 
NY 
OH 
OK 
PA 
SC 
TX 

Total SpinCo 

Alabama - ILEC 
Arkansas - ILEC 
Florida - ILEC 
Georgia - ILEC 
Kentucky - ILEC 
Missouri - ILEC 
Mississippi - ILEC 
North Carolina - ILEC 
Nebraska - ILEC 
New York - ILEC 
Ohio - ILEC 
Oklahoma - ILEC 
Pennsylvania - ILEC 
South Carolina - ILEC 
Texas - ILEC 

Accumulated 
Total Plant in Sewice Depreciation Net 
$ 85,692,206 $ (44,472,375) $ 41,219.832 
$ 346,614,549 $ (1 97,750,357) $ 148,864,193 
$ 254,239,222 $ (193,745,966) $ 60,493,256 
$ 1,892,449,251 $ (1,239,594,397) $ 652,854,854 
$ 879,057,756 $ (267,958,205) $ 61 1,099,550 
$ 206,342,625 $ (1 03,484,093) $ 102,858,533 
$ 35,359,253 $ (25,246,729) $ 10,112,524 
$ 559,220,356 $ (307,319,470) $ 251,900,886 
$ 655,630,494 $ (463,588,283) $ 192,042,211 
$ 199,038,016 $ (1 20,746,036) $ 78,291,980 
$ 81 2,559.31 0 $ (561,730,767) $ 250,828,543 
$ 139,627,897 $ (59,538,389) $ 80,089,508 
$ 567.51 1,501 $ (378,835,867) $ 188,675,633 
$ 163,193,624 $ (1 15,557,377) $ 47,636,246 
$ 278,740,679 $ (164,642,298) $ 1 14,098,382 
$ 7,075,276,739 $ (4,244,210,607) $ 2,831,066,132 

Access Lines 
28,206 

Average 
Investment per 
Access Line * 

$ 1,461 
$ 1,446 
$ 649 
$ 1,130 
$ 1,137 
$ 1,514 
$ 818 
$ 4.116 
$ 701 
$ 888 
$ 82 1 
$ 2,409 
$ 839 
$ 834 
$ 1,053 
B 1.034 

* Note: Calculated by taking end of year net PP&E and dividing by end of year access lines. 
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Valor Telecomtnunications 
Capital Expenditures per Access Line 
For the Period Ended December 31,2005 

Capital Expenditurees* 57,385,000 
Less Non Telco Cap Ex 5,641,785 
Telco Cap EX 51,743,215 

Access Investment Investment 
Lines Per State Per Line 

Texas 331,985 28,983,350 87.30 
New Mexico 91,497 14,052,991 153.59 
Oklahoma 94,974 8,706,874 91.68 

1 I 

*As reported in 2005 10-K filing 
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Guide to Corporate Debt Ratings 

Investment Grade 
Aaa AAA 
Aal AA+ 

A3 
Baal 
Baa2 
Baa3 

Bal 
Ba2 
Ba3 
B1 
82 
B3 

Caal 
Caa2 
Caa3 

Ca 
C 

A- 

BBB+ 
BBB 
BBB- 

Hiah Yield 
BB+ 
BB 

BB- 

CCC+ 
CCC 

CCC- 
CC 
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Weighted Average Cost of Capital 
December 31,2005 

Total Capitalization ( in thousands) 
Sh: Shares Outstanding (fully diluted) 

P: Market Price 
E: Value of Equity (Sh*P) 
D: Debt (includes CP) 

TC: Total Capitalization (E+D) 
% of Equity 
% of Debt 

Cost of Debt 

ALLTEL - 9/30/05 
367,794 

ALLTEL Wireless Wireline 
C: Weighted Average Coupon (includes CP) 6.1 9% 6.19% 6.19% 
t: Corporate Tax Rate 38% 38% 38% 

Rd: After-Tax Cost of Debt 3.84% 3.8470 3.84% 

Cost of Eauity Re = Rf + B (Rm - Rf) I 
Rf: Risk free rate (30 year Treasury Bond Yld as of 12/31/05) 4.54% 4.54% 4.54% 
B: Relevered Betas 0.85 0.88 0.81 

(Rm-Rf): Equity Risk Premium 7.00% 7.00% 7.00% 
Re: Cost of Equity 10.46% 10.70% 10.23% 

Weiahted Averaae 
Cost of Capital: 

WACC = (D/TC)*(l-trRd + (E/TC)*Re = X% I 
DRC: Target Ratio of Debt to Total Capitalization 

Rd: Cost of Debt 
EITC: Target Ratio of Equity to Total Capitalization 

Re: Cost of Equity 

WACC: Weighted Average Cost of Capital 9.13% 9.33% 8.95% 
1 I 

- -  - 

Note: WACC should be compared to the after-tax returns from proposed capitat projects. 

Say.. . 9.50% 9.50% 9.00% 1 
- 



Alltel Corporation 
Rate To Maturity and Yield To Maturity 

As of December 31,2005 

Instrument ID Instrument Description Face Rate Principal Balance Weighted Avg Rate 

002000000 -Western Wireless LLC 
WWCONV4625 Subordinated Notes 4.63% $1 15,000,000.00 $5,318,750.00 
KANSAS45 Manhattan, KS Note 4.50% $62,170.75 $2,797.68 

$1 15,062,170.75 4.6249% 

026000000 - ALLTEL New York, lnc. 
NEWYORK914 Sinking Fund Debentures 9.14% $4,910,000.00 $448,774.00 

NEWYORK944 Sinking Fund Debentures 9.44% $3,455,150.00 $326,166.16 
$8,365,150.00 9.2639% 

042000000 - ALLTEL Georgia Communications 
ALLTELGA Sinking Fund Debentures 6.50% $80,000,000.00 $5,200,000.00 

$80,000,000.00 6.5000% 

043000000 - Georgia ALLTEL, Inc. 
LINCOLN 
METROLIFE 
MINNMUTUAL 
MU'TUALTRST 
NATIONWIDE 
NATLTRAVL 

SALKELD 
TEACHERS1 

Senior Note 
Senior Note 
Senior Note 

Senior Note 
Senior Note 
Senior Note 

Senior Note 
Senior Note 

046000000 - ALLTEL New York, Inc. 
NEWYORK955 Sinking Fund Debentures 

080000000 -Western Reserve Telephone Co. 
1 METROLIFE Senior Note 
1 MINNMUTUA Senior Note 
1 MUTUATRU Senior Note 
INATIONWID Senior Note 

1 NATLTRAVL Senior Note 
ITRANSAMER Senior Note 
ZTRANSAMER Senior Note 
LINCOLNCPR Senior Note 
LINCOLNFPR Senior Note 
LINCOLNREO Senior Note 
LONDONLIFE Senior Note 
SALKELDI Senior Note 
TEACHERS3 Senior Note 

083000000 - ALLTEL Pennsylvania, Inc. 
ALLTELPASO Sinking Fund Debentures 



Instrument ID Instrument Description - Face Rate Principal Balance Weighted Avq Ra& 

131000000 - Texas ALLTEL, Inc. 

TEXAS81 1 Senior Note 

243000000 - Teleview, Inc. 

BVILLE 
HAIGHT 

401000000 - Aliant, Inc. 
ALIANT 

Bank Note Actual1365 
Bank Note Actual1365 

Senior Note 

445000000 - ALLTEL Ohio Limited Partnrshp 
ALLTELOHIO Debenture 

649000000 - 360" Communications 

ICNNOTES ICN Notes 
360COMM665 Senior Note 
360COMM760 Senior Note 

999000000 - ALLTEL Corporation 
ALLTEL2012 
ALLTEL2032 

SDISNEY 
ALLTEL625 
ALLTEL650 
ALLTEL680 
ALLTEL700 
ALLTELIRB 

ALLTEL 2012 7% Bond 
ALLTEL 2032 7.875% Bond 

Bank Note 301360 
Convertible Bond 
Debenture 
Debenture 
Debenture 
Industrial Revenue Bonds 

Commercial Paper* CP Outstanding 4.337% $1,000,000,000.00 $43,374,000.00 
4.337vr 

"Total -All Portfolios (txcluding Commercral Paper) 6.5- 

Total - All ~orttol~os (Includ~ng Commerctal Paper) 6.1 9m"T 
--- - - 

"Weighted Average "All In" Rate of all outstanding issues is used for Commercial Paper calculations 
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STaPULATED NOTICE OW VIOLATION Q P U B 1 1 9 C U T I L f P 1 4 ; Q ~ ~ H  
OF BUC SICISST. It. 2634 AND 8 FILING CLERK 
SETTLEMENT AGREEMENT BY VALOR 8 OF TEXAS 
TELECQIM (RELATING TO SERMCE Q 
QBJECllrvleS AND PERFORMANCE) 8 

ORDER 

This Order approves the Stipulated Notice of Violation and Settlement Agreement 

(Agreement) 'between Commission St& (Staff) of the Public Utility Commission of Texas 

(Commission) and Valor Telmrtunddons of Texas, LB &/a Vdor Tellecom (Valor) 
(~~Uectively, Parties). The Parties entered into and a g r d  upon the tams of this Agreement 

which terminated the investigation into alfeged violations by Valor of P.U.C. SWT. R 26.54 

and any related rules or underlying provisions of the Public Utility Regulatory Act, '.EX. Urn. 

CODE ANN. (j(j 1 1.001 et seq. (Vernon 1998 & Supp. 2004) (PURA). This docket was processed 
in accordance with applicable statutes and Commission d e s .  The Agreement resolved all of the 

issues in this proceeding. The Agreement is unopposed a d  provides for a reasonable resolution 

to the h a  in this proceeding. %he Agreemeat is appved. 

The Commission adopts the following finding offad and condusions of law: 

I. bdinge of Fact 

1. Valor is a local exchange company (LEC) that provides tdeoomrnunication setvices in 

Tern. 

2. On Much 5, 203, the Commission quested StafT to investigate poteatid issues 

regarding the service quality, h c i : a l  integrity, and customer service of Valor. 

3. On March 7, 2003, Staff initiated Investigation of Telephone Service Quallrb, Related 

Performance of Valor Telecom (Investigation), Project No. 27474. 

4.' On April 29, 2003, Staff traveled to T d a n a ,  Texas, to gather i n f o d o n  for the 

HnvesQigatioa A public meeting was held that evening in the dty council chamber of the 

Texarha City Mall. 
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5. During the public meeting, individual customers expressed concerns regarding the 

following issues: (1) billing, (2) service interruption, (3) the inability to speak to a Call 

Center supervisor, (4) Touchtone Dialing Service charges, (5) long distance charges, 

(6) line noise, (7) long lines at the retail office to pay bills, (8) discontinuance of senrice, 

(9) noise and static during periods of rain, (10) problems with yellow page listings, 

(1 1) failure to install service timely, (12) billing of "!&O" information service calls, and 

(11 3) the cost of TI lines. 

6. Valor cooperated with the Staff investigation, including: participation in the Texarkana 

town rnwting an$ subsequent investigation of Valor's facilities in Texarkana; responding 

in a timely manner to requests for documents and interrogatories; producing data 

regarding Valor's financial performance and structure; and, making subject matter 

experta, managers and executives available to meet with Staff on specific issues on 

s e v d  occasions. 

7. On July 18,2003, Staff filed an investigation Report on Service Related Issues of Valor 

Telecom (Staff Report). 

8. The Staff Report contained 18 findings and recommen&tiom related to some of the 

service issues identified in Fin'ding of Fact No. 5 above. 

9. In response to the Staff Repost, on July 21, 2003, Valor filed a letter identi-g 19 

initiatives it asserted that had already been imjplementd in reslponse to the Staff 

Investigation. Valor also identified and proposed impltementation of, or agreed to provide 

additional information related to, 16 areas of concern expressed in the StaRRegort. 

118, Dmhg the time mod July 21, 2003 through February 13, 2004 (the Negotiations 

Period), the Staff" and repremtatives fiom Vdor engaged in settlement discussions to 

resolve the issues identified in the Staff Report and other issues raised during the 

Negotiations Period, including additional allegations made by Staff regarding Valor's 

failure to meet some of the Commissionys Quatity of Service Standards during 2002 on a 
stblkwide basis. 



DOCKET NO. 29567 ORDER PAGE 3 

1 1. Because of the settlement negotiations, Vdor and Commission staff haviagreed to settIe 

and resolve in accordance with the terms of this Agreement all outstanding issues raised 

by or related to the Staff Report and the additional issues discussed herein. 

Hlt. Conclusions ofLaw 

1 .  The Commission has jurisdiction and authority over this proceeding pursuant to PURA 

88 15.023 - 15.027. 

2. No evidentiary hearing is necawy because there is no genuine issue as to any material 

fact and no &positive issue remains in dispute. 

3, This proceeding was processed in accordance with the requirements of PURA and the 

Admi~staative Procedure Act, TEX. W ' T  CODE ANN. 5 2001.056 w o n  2000 & 

Supp. 2004) (APA). 

111. Ordering Paragrapha 

In accordance with these W i g s  of fact and conclusions of law, the Commission issues 

the following order: 

1. The Agreement, which is included as Attachment 1 to this Order, is 

approved. In addition, although not attached to this Order, confidential 

documents titled "-cture Capitall Investment Projects," "Audit of 

Performance Mearmre Benchmarks," and "Contingent In-e 

Investment Projects: are included by reference as part of the Agreement. 

2. Consistent with the Agreement, the Parties shall fblly comply with a l l  of 

the obligations and cmmitnaents described herein. 

3. Consistent with the Agreement, all claims or allegations raised by or 

related to this Docket or alleged violations of Texas statutory or 

C d s s i o n  regulatory provisions or orders governing Vdor pursuant to 

the terms and conditions set forth herein are settled and finally resolved. 



DQCKET NO. 29567 ORDER 

4. Entry of this Order does not indicate the Commission's endorsement or 
approval of any principa? or methodology that may underlie the 

Agreement Neither should the entry of an order consistent with the 

Agreement be regarded as a binding holding or precedent as to the 

appropriateness of any principle underlying the Agreement. 

5. All oths motions, requests for entry of apeciflc findings of fact and 

conclusions of law, and any other request for general or specific relief, if 

not expressly granted hexeh, are deaied. 

SIGNED AT AUSTM, TEXAS on tbe&daY of June 2004. 

SSION OF TEXAS 

& , 7 7 5 f l L  
BGRR'PT. sM[ITHERMAN, COMMISSIONER 
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STIPULATED NOTICE OF VI(SLA1TION OF 8 
PVC SUBST. R 126.54 AND SElTUMENT 4 P U B W C U ~ ~ ~ ~ & # # ~ ' ~ ~  
AGREEMENT BY VALOR aEUECOM 8 
(RELA'ITNG 'FO SERVICE OBJECTIVES AND (f QFgl&xA8 , 

B m m A N a ]  8 

STIPULATED NOTICE OF VIOL~OPJ 
SE.TJUMltNT AGREE- 

NOW COMES the Staff of the Public Utility Commission of Taw (the 

"Commission Staff" or "SStaflr? and Valor Te)ecomuoicalions of Texq-I.@ dWa Valor 

Telmm ('IIdor" or the 'lCompany")(wllactivcfy d d  to &njb aa "Pdaa"), who 

hereby enta hta and agree u p  tlhe tcrms of this Stipulated Notice of Violation and 

Settlement Agrternmt ("Agreement") t e r m h a  the invdgetion by the SbE into 

elleged violations by thc Comjwny of Sections 26.54 of the Commisdm's Suhstentive 

Rules, and any relaled rulw or underlying prwimonr of tbs PubIie Utility Replatory Act 

2003). In consideration of Ihe mutual covenants d commitmantu set forth Mow, the 

Commission Staf'f asld the Company hcTcby stipulate and agm as follows: ' 

1.  Vdor is a jod exchaagc company ("LBC') thuf provides telecommunication 

2. On March 5, 2003, the Public Utility Cornismon of Texas (the Commiesion) 

rcqucsladl the Commission SW fo investigate polatid issues regarding lthe scnrice 

quality, financial integrity, end cwtoma service of Valor. 

3. On March 7,9003, Staff initiated Pmgact No. 27474, Inwtigation qf Telephone 



4. Qn A$], 29,2003, ~ t a i r b v ~ 1 , d  to Texdana, Taras, to gather idonnation for 

the hvcrstigation. A public meeting was hdd that e v d g ' i n  the city council &amber of . 

ule Tcxarkana City HalL 

5. D&g the public me&& hdiddual wslomm apnssed coacerne regding the 

following issues: (1) biJling, (2) savice intemption, (3) tho inability to qmk to a Cult 

Canter @sar, (4) Touchtone Bdhg Service charges, (5) fong distance chargeP, (6) 

line noise, (7) long llinu, at Ihe retail office to gay bills, (8) discontinuance of sovice, (9) 

aoietr end static duhg pdads of rain, (10) probluns with yellow page listin@, (11) 

failure to iW1 service timely, (12) billing of "900" i n f d o n  service calls, aab (13) 

Qo caet of TI lina. 

6. The Company coopaatad with tbe StaR invatjgatjw, including: participation in 

the Texarkana town meeting and subaquent invcstlgation of tho Company's facilities in 

Tmarkans; tespondiq in a tinsly mmer to request8 for documents and htmgatories; 

prodlucing 61ri tegardiag tge CampanyPs fmancial pcrformancc and strucnac; and, 

mskmg m ~ o c t  matter cxput~, manegem md exccutivcrp available to meat with StaIf on 

 pacific issum on ecvcral occasions. 

7. On July 18,2003, Staff filed aa Jnvesligition RalpoJI on Savicc Rdatd ]Issues of 

Vdar Te~ocom (SMW). 

8. I'h Staff Report contained ciateen tZadhgo and recommende~ons aelatd to 

soma of the, ~ ~ c e  Issues idmdlicd in pmgraph 5 above. 

9. In rtsgonac lo the Staff Repoxt, on July 211,2003, Vdor filed a letter jdendfjhg 

nhedeen jnjtiadves it asserted that bad already been implcmenlted in rcsponee to the Staff 



Invmoption, Vdor also idatifid and proposed implementation of, or agreed to provide 

edlditiod information rtjatcd 10, sixteen artss of cancan expressed in the SIaffRagort. 

10. During the time period July21,2003 through Febmary 13,20041 (the Ncgotistiws 

Period), the Staff and ~ t a t i v t s  fram Valor engaged ia settlaacmt discussion8 to 

resolve the ittaw identified in (he Staff Rcpm( d o k  ilausl ra id  during (hc 

Negotiations Period, including additional alleg~tions made by Staff regarding Valor'8 

failun to mcGt some ofthc Commission's Quality of Swice  Standards during 2002 on a 

stat W d e  basis. 

I f ,  Becaw ofthe settlement negotiation& the Campany and ~ d d m  Staff have 

a g r d  to settle and m l v e  in a c c o r m  with Ihe term of thia Agreemat dl. 

outstanding issues raised by or related to tbc Strff Rgn,ri and the additional issum 

12. JIurhdSCPSorn. Valor admits that the eomnu"ssion lbaa jurisdiction o v a  the Bartie8 

and fie tabjwa mom ofti& AgrannstrR 

13, Waiw. Udcrs specificdly provided for in thfs Agreaaent, Valar expraosly 

waives all noiice requhmts prodded in $8 15.023-15,025 of tbe Public Utility 

~ e g ~ u h r ~ y  A& ~ U R A ~ ~  m ~ t h  AQ? TBx. ~ m .  CODE ANN. 50 1 1 . ~ 1  d sq. 

(Vernon 1999 & Supp. 2003), and P.U.C."hRoc. R 22.246. By U h  waiver, Valor 

specifically aagreerP ihrt iRc Commission muy,  or Oo lbe crcpiration of tgK: pdods 

contain& h PURA and Commlsdon &err, related to this promeding,, mtca ca Final dhrdw 



14. Specific Terms. Wbite Valor doerr not believe it engaged in conduct in violation 

of Commission Rules and, specificalb, Valor denies the occurrence of eadh and evmy 

violletian sllcgd by tRe St& in order to avoid tbe time, expense and &stredion of  

litigation, the Compeny agrtes to resolve dl customer related issues identified during the 

Staff lavatigation, raised in the Staff Report or during the Negotietions Pdod or 

(a) Toucbtone DIallng Service, All customas who we* billed a mandatory 

chergc for touch dialha service ("touchtonet') and that not billed far the 

service jnior lo January of 2003, and, wbo were not advised that n separsfe c b q e  

for touchtone would apply to lhtit service, will reccive credits fm such chergtsr aa 

provided for below (Impacted Cus(omas). hpaeted Customen will be classifid 

by one of the four following catc80ry typar: 
I 

1. Responeiive Cuetamem, 
2. Unreep0nsr"vc Cuamn~~8 ttm,ugb Octok 15,2003, 
3. Unresponsive Customas fiom Octok IS, 2003, thmugh Order date; 
4. Unnnqnmeive Customas aAm Order date. 

Valor contacted the Impacted eustomas during the period between August 21 

and Decon&r 16, 2003. The mount of &its applied in 2003 to Ims,~cted 

Customam was 'S346,W. The p i f i c  amount of credits d v d  by each 

category of Impectadl Customers is detcrmind as follows: 

Category 1 Responrlve Curaomcnr 

i. Valor calculetcd and rcilectcd on customa bills credit8 Pmm the 
dete touchtonc was placed on tRc customer's bill until the date the 
Impacted Cuetomem infomcd Valor that t h y  wanted or did not 
want touclabne did scrsrice. 



Category 2 U~rerponsjve Cusforners lbrougb October 15,2003 I 
ii. A h  npcstcd attempts to cmWt impacted Custom& by . 

telephone, Valor still could not cootact am>mximately 4,847 
customers to determine whether such Impacted Customen wantad 
to continue d v i n g  touchtone d m .  Vdw cakulalad 
refiectcd on thcac Unresponsive Customess' bills credits 1Erom the 

I 
datc touchlonc was pieced on th: ctnttorw's bill h u &  Oczobca 
15, 2003. ahe amount of wed311 applied b Umneiarc 
eustomm h u p h  Bciobar 15,2003 wtu $62,) 68. 

iii. In ordu to f&iy mrolvt the touchtom irme with Pwged to thorn 
Wwnsive Cudomem that Vdor oould not contact, Vdor MU 
send w h  such Unresponeivc Cuetoma a Iatta advieing the 
customer that Valor will continue to pmide tDHi bill the 
Umesponaive Cuetamer far touchtom service until mch time that 
the Uiucsponsivc Customer contecta Vdor to cancel toucbtwe 
BWice. 

h. The notice provided fba &OW Wl b limited to inhning thc 
U&VC Cwtamao of the nesd for touchtone d m  fix 
lpurgoaecr of conoleatin~ witb 91 1 rdm via residenh"a1 teIcghone 
nrdce. 

Category 3 U~rergo~rfvc Cudomen from October 15, 2003, 
tbrough Order date 

v. With mped to the UmsespCmnive Custmao nceiving nolice 
pursuant to rmbpan~greph jv sbovc, Valor MI issue a d i t t o  any 
such Unresponsive Cuetomas r d v i n g  the notice fiam the data 
tbc touchtone scrvicc d t  d c l c n i '  in aubpnragqh iii was 
calrmlatcd and reflected on thorn U m s i v e  Customcss9 bills, 
lhrougb the earlier of tbc dule the Unrc~podve Cuslrrmm 
contacted VPllar to dimtinuc touohione 8aVic-s or the effetive 
date of ibis Settlement. 

vi, In the eveat tbd the Unrespcwsive Customdls idat i f id  in 
s u b p m ~  Iv indicate tba ddn lo tenninatc touchtone swn'oe 
a& the afladivc date of StttlmCQt, Valor ehdl immadinte1(y 
taninate sucb d c e ;  howavcl, the Unresgo~ve Cuslomm 
shall not receive a d t  from the effative datc of lhis order 
through the date of norificetion to Valor to terminate such service, 

(b] Infra8trodure Capital Iavrrunent hojem. Valor will enhance its 



hfhstructun: Capital Investment Projeds ( n f d  to herein as " I c ~ J " ~ ~  j,th 

associatad annual expenses, within the time fiamas indicated and in the amounts 

projected in tbe Confidential Exhibit 1 filed huewith: 

ii. Investment sssouatd with 
irnp1~llmtation of additional 
4Tc) units for 100% routine t&8 in 2004. 

=a JCIP mlatm to a nis~himia loop testing ay~tem ~ l a t  will ~ H Q W  Vdor to 
conduct automated line h8ulation tests snd to revjcw pca oall test failun messages 
fwnr electronic ~)witc?hq mtms and use the data to identi@ probable a m  of 
trouble m tbc outside plant. 

ii. Invmtment appociatcd with monitoring 
pawlm and line conditions on 
remote  system^ in 2004, 

This ICIP involves the Mallation of hardwanc aad software thst will provide 
Valor the ability to proactively monitor the pawar and line conditions on its 
remote m t a  in order far it to take ampraIprjate and timely mcrasuras in 
comcthg mhcn'ba 1osgnSatd problepas. 

This 1CIP is necamy to provide s reliable intmflscc tranllporll witwork fw 
handling cdlo between Taxarkam and &&cent cxchanges on the Valor natwarls 
and othu cturh' networke. Essentially by deploying redundant fiber optic 
Mlitice the inta nxchange trafhc will continue to be -tted cvea if one of 
the fiber muta ie phydcally cut. 

iv. ~ ~ a a t ,  by the end of calendar year 2005, of a 
rn- laog tartiag ad Imaaitm 
8- k its ndw& to tart s u W k  
loop and pff i t ivc ly  monitor emd dm 
trouble conditiom in its netwe with tamdated muall 
expcadituns. 

T)a's JCIP is nacessPry to pmb'vcly monitor tlhe powar and line condition8 <yn 

Velor's remote systems, ia orda to lakc nppoppiatc end h d y  measures in 
c o ~ t h g  subscrii loop related pblans .  This project has tbe potential to 
reduce: troubllc rqporte and speed ug restoratian of senice for customan, smad 
through remote M i t s  in 'fex*ana and the 8um)unding areas 



v. Create a new Cania Serving 
h o n R t . 4 0 1  intheDcXxlb 
exchmp. It will eliminate two system 
of subscn i  carrier and nplace undasiztd 
cables. A new UMC I000 240/180 W/E coppa 
fed cotted (with associated Cmtnal Officc lErminat equipmcmt) 
NGDLC will be deployed in 2004. 

vi. Blaco a T e f W  1144)n W/B fa! 
cotted isybtem in the Hagansporl cmmdv. 
The primary COT WFwill be addcdl on project 
7UN46U). This p j a  will add an expansion 
COT &elf onto wristhag facilides in 2004. 

The two ICIh Jistcd above will upgrade and aupnent outside plant faoif ti% both 
feeder and distribution, by adharing to c d e r  savica am ddgn. By c a n f i g  
to the carrier savice area design camp$ the voica quality and ths ability to 
transmit higher speed data or fa through a voice band modem o v a  tbc network 
sbould improve. 

Each of tho ICIPs, when complete, individually sad in coordination should enable 

Valor's cutnornets in Texas ro experifglee improved quality of suvjct. 

p d d I t i a n a l 1 ~  for Notlbenst T ~ E x c b n a e q  

In addition to the lWs doscribad above, Valor eball identify .and implement 

additional IClPs for the Ncuthcesi Texas exchan~m with in-eavica dates befm 

December 31,2005. Valor shall demonstrate that these additional l W s  repawent 

ambunte in ex- of its prajactbd 2005 capita) budget. Thm addiiinna8 1CIPs 

slhalI b non-revenue genaating-quality of s ~ c a r c l a t e d  pmjeets d ohdl be 

identified before or not later than Novemk 50,2004. 

For purposes of this Agreemag the tan "inn-service" means tRe date e project is 

completed in its entirety and incldea dl planning, engineering, Auniehing of 

materials and installation, and t d n g  to enam that the systems and facililim ara 

15~~ 
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filly. Wmctional, operationd, and providing telacommrmication -ce or 

enfiances atiisiing td-llrSca~on s d c e  to end use customers. 

retail PaoSect Corn Valor estirnatea that it wil l  will& $2.466 million to conrg16tcs 

all of the lClPs d d b e d  above, including the Additional lCIPs for tho Northeaet 

Texrur Exchanges. The 52.466 miltion to complate and implement the abovb 

enumerated projbcte fmd network enhancanente ovu the next 2 yeate are in 

addition to Valor's projected capital budgeted amounts for the two-year period 

(2004-2005). Tbe capital costa md annual expense associated with tho network 

enhancemenle shaN be treckcd in accodmct with tlhe rneUlodology sst fm?b in 

Exhibit I anached b m o .  In addition, the earncrated ICIPe and netwoak 

enhancements rib11 not be considwed for purpow of satisfLing any preexisting 

infrastructure obligations or capital investment project8 required by c i h r  fdd  

or Btste Btatutcs or orden issued by anotber regulatory Commission that may 

@ate ?he teams of clhis Settlement Agreement. All work performed in 

camgleting the I W u  dull C O D f i  to Be applicable Laws, Rules endl IRcguBation 

@dW, Statc, snds Locat), cudca and industry standmh. 

(c) Audlt of Pcrfonnance Measart Bencbmrrkr. Tbe Pertias agree that 

Valor will engage and pay for h pc~*ces  of an Indeptndart Auditor to conduct 

an audit of the Valor's pafommce mcammcats for the annual reparting period 

ending Decembar 31,2003. The P d e s  agnc that Valor will sped no mate than 

the amount reflected in Confidential Exhibit 4 attached to tlds Agreement for the 

hdqpmdmt Auditor to concilUa the audit. The agreed upon audit procdutas am 

set PoPtlh in Exhgbit 2 ettecbed lhcxeto. 9Ae approved audit placduns contained in. I 



Exhibit 2 shall be edoptd and imrporated, as if fblw set forth lhercia, fnto any 

contract for audit services resulting &om the approval of ihh Agreemerit. " 

. . Selection of the Auditor provided for in Ulis provision shall b in the sole 

(d) Settlement Perfad. With the exception of issues rclatod to VBfOr'8 

compliance with the temrs of Ulls Agreement, this Agreement is intended to 

nsolve all !met related to any claims. thd the Staff made OT could make 

regarding Valor's failure to m a  the Commislrionss aarvice quality Btandards for . 

2002 and 2003, the jesucs identified in Paragraph 5, above, the i m w  identified 

in S W s  Report discussed in pllaasrephr 7 and 8 above and any other issues 

r a i d  by Staflldwing the Negotiations Paiod. 

15. lBdminlrtratlve Peapity. In addition do the terns Mentifiacil in paragraph 14 

above, Valor to pay an administrative pen Jty of thret hundred fitly thousand and 

no1100 dollars ($350,000.00) to resolve and settle any rwd all jsaoes, comglsfntq or 

alleged violatiom a g u  the Campmy that wm identified in the Zn~~gatian,  raised in 

Uhc Rwtt or during the Negotiations Paiod or that an diemresad herein. Pepant of this 

amount shell be due no later than thixty daye after the Cammimion R a a  cntwtd an orclcr 

coniattnt with this.Ajpwsncnt. This amount shall be tmdercd in the fom of8 check or 

wire transfur payable to the Texas Comptrullu of Public Accounts. Upon payment of 

this amount, the Compauy shall file an &davit attesthg that this paymant h a  hem 

timdy made. This slfrdavit sMl be filed in thc compliance dooktt to b estabrinhcd for 

this proceeding and shalt be fild no later than forty-five days after the Commission has 

signed aa odor condolent with this Agraananf. 



16, Co~rjderat~oma Tbe Partits d w h  to compromise and scttle the complaints, 

sflegad violatione, and issues nefhed to in pmgrsphe 5,7,8,9,10, 14 and 15 above in . 

order to (a) avoid the tima, eort ,  sod cxpenst of administrative litigation Wore SOAH -. 

and thc Commission aud of any appeah from the ~ a 8 i O n v s  find order or otdae 

deciding said issum; and (b) to enable the Comgany to focus its resources and energies 

u p  the ccyntjinuous improvement of its nepwd, thereby further reducing customer 

comg1&trr. 

17. Approval of Hsal Order. This Agreement M y  end finally nsalvas, pursuant to 

the tarnu and conditiom st forth herein, any and all clrrims, allegations, and customer 

complaints d d b d  in paragraphs 5, 7, 8, 9, 10, 14 Bnd 15 above. AccordingIy, the 

Parties agra to entry of a final ordm of the C d ~ s i t m  consisten! with this Agreement. 

18. Erclurhte Remtdb, With the exception of issues refated to Valor's compliance 

with the terms of tbis Agrmat,  Cornhion Staff aprcrw that it will not seek Wor 

administrative penalties or take any other enforcement actions against Valor with regard 

to the complaints, alleged violationg or issum dc8criba-I In paragraph 5, 7, 8,9, 10, 14 

and IS above. 

19. Rcnervatfonr. By cntaiag into this Agnxment, paying 'the administrative pcxlalty 

pm16rOadl for her& and Btrfonning Its other obligatians under 1&jle Agrtememt, V a h  

does not admit 40 any ~iolation of my atatq fedled, or Pod law or rule by it or my of it8 

affiliates, officas, agent8, emplloym, r ~ ~ s d v e e ,  indqperufent mtractm, 

maikdcra, ~ e c e s s o n ,  or m'gm 

20. RPgbQ lo Rercind. In the event the Commission mattrially attm the lamre of this 

Ageancat in its final order, the disadvantaged party shall be entitled to withdraw from 



this Agreement and proceed to a contested Rearing before S O M  on any or all issum 

addrewxl in UB Agreemat. 

21. Effective Date. The P d e s  a p  that this Agreement &all become cfltbcriva on 

the date the Commission aims its final order amsirfeat herewith. 

22. Entirety of Ihe Agreement. This Agrmnolt contain8 the entire agnmrcnt 

betwear Commission Staff and Valor tu to the matten addressed bucin. 

23. Autborfty end Multfplt Counterpnrtr, Each paeon txecutiag thiq 

Agrecmcnt repnsents that lie has autho&ation to sign on behalf of the gartbyrqmmadl. 

Facsimile copits of signeturea an valid folr purposes of evhkacing such exemdon. 'IWB 

Agraamcat may be txecutcd in multiple countcrparte, esch of which ia deemed an 

original but all of which mutitute one and the same insbummt. 

EXEcWTJZD by (he Padm on Qh 74% day of April 2004, by .Ild Uvough 

meis auth- rcpresontativ&a rlldgaeted bdow. 

Legal & B n f i m t  Divim'on 



. EXHlBJT 1 

TRACKING OFJNFRASTRUCrURE CAPITAL INPIESTMEW P R O J E m  

I. SCOPE 

This Tracking of Jnfranrnrtere Capital lavestment Project8 (ICIP) shall apply 

to the ICIPe idustifieti to Paragraph I4(b). Eacb project or requirement ahall be &ped 

scprrrrtc project numbera for em of tracking cxpenditurm 

PROCEDURES 

A. Within -(lo) days afkcr the & d v e  date of the Commissian'a Ordm . 

approving the A m a a t ,  as sgtcified by P a m e  211 ofthc Agreement, Valm sM1 fife 

the Jmuaay 29, 2004 rtsolutioa fmm the B o d  of Managem of Valor 

Telecommunications Southwest, LLC appving the expenditure of capital in 2004 over 

andl above that which the Board approved in the CompanyPa 20011 capital budget in order' 

to h i d  thorn 2004 projects idcntifiod in this Agraament. The filing required by this 

paragmph ahall be made unda seal and filed in the Compliance Pmjjact identified in the 

Cornmiasion's Final Orda in this docket. 

EP. 'Valor shall file status reports on tge JCIPs andl alll other oblfgatians, (;onhirndi 

in this Agreement on a gnnrtaiy baois. Tbe atatun reports shell include tbe following 

1. The amounts e x p d c d  detail J by exchange and project number each month, 
2. A narrative explanation of the status of each projcct, andl 
3, $~#:ibic idendfiation of any delay b jmplemmtation of h e  projects 
compared to llhe inOb'ell timetine provided to the PUCC in compliance witb 113. 
above. 

4. With regsad to the tequiremmte reflected in paragraph %4(b)(iv) of the 
Stipulation, Vsllor MI: 



(a) Account f' 811 reamruble and necwaary expenses in a w d m  with 
the allocation ionnula established by the F c d d  Communicationrr 
Cornmidm in cflm on thc &a the mgnaton'e8 execute this Apeemant, ' 

and 

(b) Provide all work papem andl other documentation necessary to 
repljcate the cdcufation and a l h b o n  of wpu16e9 reported in compliance 
with paraprsph 14(b)(v) ofthe Stipulation. 

The updates Wl be provided not lata  than 30 days following the cloec of each calendar 

qwuta and should be filed in tbc project m f d  in Paragraph II.A., above. 

D. Within 1Oaays of receiving a written request, Valor shalt provide sdditioml 

infarmation on tbe eocounting for the expenditurea or otber tecBnica) detailr refated to the 

capital projGcte d annurf expense amounte as requaitad by M, 811d with or without 

noticre dlow a tita inopedon duhg nonnal businws born by Staff to meem progrcs8 of 

In the wont Valor foils to plaoe in e d c e  0x18 of or more of the projscto in 

accodBrnOG with the thndinse idatif id in Pmgntgh D. above nnd in Pamgmph 14(b) 

of b e  Agn#mca& md if Valor carmat demonstrate Ocdl Cause as to why tBe project tuus 

ad & v d  in 8~~0rdanw with such t i m ~ ,  Valor shall be aseeestd m additional 

addnieeneti"vc penally equal to onehalf of @a value of the uncomplctcd pottion of such 
' 

project. For purpooeo of this section, ''GGood Cam'' shill include: periods of cmarpmy, 

camlmphe, nahmal daastu, wae stm or 0 t h  oven111 affecting large n u m b  of 

~el~mmunications cutitoman, including but not limit& to: civil mwt, rbikm, work 

Spoppagao, ceble cuta; by third parties, vandalism and issws, condidom or delay8 cinwcd 

or prompted by the actione of othcr ~elecammunica~nns Camem, vendors or wgpliass . 
outside of Vdor's conwll, Valor may request a variance f b m  the Commission of the 

1 



timelines identified in Paragr~ph ZIJB upon the filing of a Petition demonstrating Good 

Caw. If Valor files such a Petition p'or to its failum to med one of !he milestones - 

within the thoelin08 identified in pariBraph DB, tbo Commission shall determine ' 

whether good Cause is prescat md, ff it fin& Good C a w  is not present, tbe amount, if 

. any, of pcnnlty that Valor W1 be required to pay. 

In the event V h a  saefc r good cause wdw fbr failure fo wjtb the 

c~np1dion schcdulc, or in the event Valor pays a d d i t i d  administrative pahim, Valor 

remrrins obligated to comptctt cacb of the IClPs and associated cxpcnee items idantifid 

in paragraph 14 of the Agnemeat. If Valor files far a good cl~lse waiva, tbe waiver 

application shall contain a detailed project completjon schcduk; with milestones, If it 

becomes n c m m y  to calculate addjtjanrl eQniniPtrstive penalties under thin pvisioa,  

Ydor mua c q l c t e  the outstPnding pn$crci(s) within a thebame mutually &t&d 
I 

by Mdar and Commission Sw 

' U b i t  3 and Paragraphs 1405) of the Agreement me lcrss than the projected csfimatcd 

2004 aggmgete project Goats idcntifisd in Exhibit 3 of fie Agreement, Valor shall 

panti@ the 2004 e&d Md 20019 e p h t c d  aggregate witsP and, if Ihe 2004 d m a t d  

aggregate mtrs arced the 2006 actual aggregate costs, noti@ the Commisdoa of elgd 

amount within 10 days following the completion ofthe 2004 projacts. This same p e a s  

shall upply in 2005 for the Additional IClPa for Northcast Texas Exchanges discussed in 



I 
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In raddilion to ohe notification requirement above, at such time Vdor also &dl 

provide ibc Commi~sion with a wmk schedule detailing the mil at on^ for completion of ' , 

applicable contingent capitd projects identified in Confidential Exhibit 5, in the orda set 

fortb t h d n ,  in d a  to m l e  additional capital expardinataeoqual to the Bfl' 

between 2004 estimated rglgrgate COW for the 2009 capital projects idintified in 

P m m  14(b) and Exhibit 3 and tbc 2004 actual agpgatc costs for those aame 

projacts. Val@ shaJ1 sssuma all risk associated witb cost6 for complctim of contingent 

capital KIP8 m excess of the tstimofed pject  wits. 

y. C Q N P W a ~ G  

Within thirty days afta compldian of atll projects i d d f i e d  in Paragraph I above# 

Vdor eball file an afIidavit a11mthg to the compliance with tbt thelines and spending 

tuquirmasote refleeled in this Exhiit and thc Agnaamt. Ihe affidavit shall vaifjy the 

data odcomgletion and the total f h b  expended fbr cacb p~ojed identified in Pmgrnpb 

S ~~ 



AUDIT PIAN TO VERIFY CERTAIN SERVICE QUALITY PERFORMANCE DATA PURSUANT 
~RIUGRAPH 3E OF THE STIPULATION AND SET~EMENT AGREEMENT 

I.  Thilr audit will take the form of en attestation audit of &w 
quality reports filed by Valor Telecommunications of Texas, LP 
d/b/a Valor Telecom (Valor) during the year 2003. Valor agnaa to 
aU tbe pl.ocedures as sat out in the glm and to be us#l by the 
independent auditor, selcotcd by &a Commis~oa S W  to to8t or 
validate tba matten covered by % audit. 

B. Rose ofthe Partfar; Access to Data rad Auditor Work Product 

1. TRe audit will be conducted by a third party acting undcr the 
direction and supdeion of the Commission Staff, 

2, Spscific mechsni~ms fin w o w  with and ovmc~l'ng the auditor 
will be detmincd aftso the auditor has be& selected. The work 
will be cmdudcd in ru& a fashion m to p d d e  a r n ~ ~  and 
equal oppbmity for Valor to provide fdback to the auditor as 
the wo& grogmww; id preliminmy obwations are made. 

3, Vdor shall provide awes6 to dl data to be nviewad by thcr auditor. 
It- for which accws will be p d t t e d  ahdl include but not be . 
limited to grogmmmin8 cods nnd systams documentation for 
Valor's i n t d  Monaatiom Technology Sysiens and I'rocmw. 
V h  provide dll infonnath and data regarding ita data 

.cdladiona sptam u d  in tspntin% ib ratdl gaformsnw data to 
the Cdmdon,  

4. Prior to my on-site wbljt at Valor's gnmisea, the auditor will 
idmtifi to Valor the objectha of sucb work end the tMPr#i of 
information to be o ~ e d  or collected dwjng 8uch w o k  except 
and to the extent that the auditor deuns unamwund 
ariaitdobranrado~~ ncc- to the audit. The auditor will 
documca!, and will provide the Commkdon Staff witb ooccso to, 
all infannation obaavedl or collected duritlg on-site wodc at 
Vdor's praniees. 'We auditor will document this infinmation in 
suEdcart detail for a rcvbving to & able b unduntand bow 
the hfmation was wed by the auditor in reachin8 any 
conclusions or findings and to make an independent assessment of 

Dx 



whether the infonnadon supports or dots not mgport the auditor's 
use of the information to reach those conclusions or findings. 

5.  Valor will beat all expenses associated with the audit up to the 
maximum limit set forth in Exhibit 4. 

C. Role and Report ofthe Audjlor 

1. The sclectcd auditor will develop a "testn for eacb objective set out 
in this plan. The auditor's detamination regarding mattate of audit 
methodology is eubject to revim by the Commiesian at the aeqlucst 
of Valor, but may w t  be ovemantd except on a &awing by Valor 
that the auditor's determination is contrary to this Plan or contrary 
to reasonable, professional auditing practices, taking account the 
circumstanca and subject matter of lhis audit. 

2. The auditor's report will include a complete dmaiption of the 
results of the teat for each objective, including but not limited to 
sample size, population size, number of samples that failed to meet 
the objective, dc. 

3. The auditor will report all finding6 or ixregularjties that result firom 
applying the agned-upon procedm in the fonn of findings, The 
auditor will not .apply a standadd of materiality in determining 
whether to report it$ findings. 

4. If the auditor n p ~ ~ l  findings or irregularities that are determined 
to be material under the preceding paragnq,h, Valor shall be 
required to prepare a medial plau detdling the m t  muso of the 
irregularity and the mannerdin wbich it pmpoaea to correct mch 
irregularity. AAcr the Cornmidon has r e v i e d  said mdal 
plan, Valor agrees on the procedures n c c e w q  to validate the root 
cause and to take corrective actions. Thc aelacted auditor will then 
verifL the agreed-upon procedurts to emme that the medial plan 
has bban implcmatbdl. 

A. Purgose: To ddminc 1) thal during year 2003 Valor reported comdyB in 
accordance with the PUC Subtantive Rule 26.54~1, the monthly gdonnance data 
far the ptrEortnance measurements listed Wow both on a company-wide, and on an 
individual exchange basis, 2) restate the rprtcidl data ea required by'the auditor after 
consultation and agreanent with Commission Stafi'to ven'@ rhat Valor has complied 
with the standard established in PUC Substantive Rule 26.54(e), and 3) review the 
dala collection and reporting methodology and note my dcficicnciea obsaved. The 
ptrfmancc neamvemtnts requiring audit are as follows: 



a. 95% of t h e m  Service butallation Completed in 5 working  day^ 

b. 9% of the Custom& due date commitments md 

c. Trouble Report Rate shell not Exceed 3% of the Access Lime 

d. Raped Trouble Regorts shall not arced 22% 

a. 90% of the Outsf-Senice trouble nports c l e d  within u8n workhg 
bows. 

8: 90% of Bwinewl Office and Repair Service calls are a n s w d  within 20 
ueimnda. ' 

B. The Independent Auditor shall also evaluate and provide an analysis of !he data 
security, internal ccmtro1 ad, dala integrity of Valor's sentice quality reporting 
m d m ,  



JOINT APPLICANTS9 HPESPONSE TO A.G. 
SUPPLEMENTAL DATA WlEOUEST NO. 100 





Sources Uses 

$500 million Revolving Credit Facility $63 Dividend to AIltel 

Term Loan A 500 Repay Valor Term Loan1 783 

Term Loan B 2.800 Transferred debt take-out2 92 

Term Loan c3 
Debt-for-debt exchange bonds4 

Assumed Alltel debt5 

0 Debt-for-debt exchange bonds 

1,565 Assumed Alltel debt5 

180 Assumed Valor bonds 

Assumed Valor bonds 400 Transaction costs 115 

Total sources _ - - - -- - $5,508-_ _-_ Lot-_- - -- - -  - A5_,50* 
17zudes the payment of related premtums 

Includes fees 
3 Tranche C Term Loans wll be funded to the extent that Valor's bonds are put to the Issuer pursuant to a change of control offer requtred under the appltcable tndenture 
4 Includes $27 m~llton of fees 
5 Net of $81 mtliton of reftnanced debt 

Sources - -- - -- -- . - - - - - -- 

$500 million Revolving Credit Facility 
x2005 PF Adj. EBITDA' 
- - -- - -- - - --- .- 

0.ox 

Term Loan A 500 0 . 3 ~  

Term Loan B 2,800 1 . 6 ~  

Assumed Alltel debtz3 

Assumed Valor bonds" 

Total Senior Secured Debt 

1 Based on 2005 pro f o n a  adjusted EBITDA of $1,705 million, which is adjusted to reflect $40 million of expected annual cost saving synergtes. Excludes transaction-related costs of 
$31.3 million and includes $6.1 million of restructuring and other charges not related to thls transaction 

2 Assumes transferred ILEC debt and Valor bonds will be granted security 
3 Net of $81 million of refinanced debt 



Sources - 

$500 million Revolving Credit Facility 

Term Loan A 

Term Loan B 

Debt-for-debt exchange bonds3 

Assumed Alltel debt4 

Assumed Valor bonds 

SpinCo bonds 

Total S o u r ' s  
Includes the payment of related premiums 
Includes fees 

3 Includes $27 million of fees 
4 Net of $81 million of refinanced debt 

Uses - ----- - -- - -- -- - -- - - . - - - - - 

Dividend to AIItel $2.400 

Repay Valor Term Loan1 783 

Transferred debt take-ou? 92 

Debt-for-debt exchange bonds 

Assumed Alltel debt4 

Assumed Valor bonds 400 

Transaction costs 715 

Sources 
$500 million Revolving credit Facility 

Term Loan A 

Term Loan B 

Assumed Alltel debt"' 

Assumed Valor bonds2 

Total Senlor Secured Debt 

x2005 PF -- Adj. - EBITDA' 
0.ox 

Exchangedbonds 1,565 0 . 9 ~  

SpinCo bonds 800 0 . 5 ~  

2 Assumes transferred ILEC debt and Valor bonds will be granted security 
3 Net of $81 million of refinanced debt 



Borrower: NewCo 

Joint Bookrunners and Lead Arrangers: J.P. Morgan Securities Inc. and Merrill Lynch. Pierce, Fenner & Smith Incorporated 

Administrative Agent: JPMorgan Chase Bank, N.A. 

Purpose: Finance a $2.4 billion dividend to Alltel, refinance existing indebtedness and pay related fees and expenses 

Facilities: 

Amount: 

Revolver Term Loan A Term Loan B Term Loan C' 

Tenor: 5 years 5 years 7 years 5 years 

Initial Drawn Pricing: 

If 2 Ba2lBB (stablelstable): L + 125.0 bps L + 125.0 bps L + 150.0 bps L + 125.0 bps 

Otherwise: L + 150.0 bps L + 150.0 bps L + ' 75.0 bps L + 150.0 bps 

Undrawn Pricing: 25.0 bps N A N A 25.0 bps 

Amortization: 

Security: 

Guarantees: 

Mandatory Prepayments: 

Financial Covenants: 

Bullet 0%. 5%. 10%. 15% and 1 % per annum, bullet at 0%. 5%. 10%. 15% and 
bullet at maturity maturity bullet at maturity 

li Perfected first-priority liens on substantially all personal property assets (subject to regulatory approval), capital 
stock and other equity interests in subsidiaries (but not more than 66% of the voting stock of any foreign 
subsidiary) 
Approximately $180 million of existing Alltel ILEC bonds and $400 million of Valor senior notes will get an equal 
and ratable security interest in certain assets per the terms of their indentures 

Guaranteed by each of the Borrower's present and future material direct and indirect domestic subsidiaries 

m 100% of asset sale proceeds 
s 100% of the proceeds of casualty insurance, condemnation awards and similar recoveries 

m Maximum Total Leverage of 4 .50~  
li Minimum Interest Coverage [2.75x] 
ka Limitations on Capital Expenditures 

Other Terms and Conditions: B Usual and customary for financings of this type 
NewCo will have ability to pay dividend up to 100% of its Distributabie Cash Flow to shareholders subject to 
covenant compliance 

I 4-month Delayed-Drawn Term Loan 4 
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JOINT APPLICANTS' RESPONSE TO A.G. 
SUPPLEMENTAL DATA REOUEST NO. 107 



List of Respondents for Initial Data Requests from 
Communication Workers of America 

Responsive to AG Supplement Request No. 107 

Answer provided by Brent Whittington 

Answer provided by Jeff Gardner 

Answer provided by Jeff Gardner 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Rob Clancy 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Rob Clancy 

Answer provided by Brent Whittington 

Answers provided by Brent Whittington 

Answer provided by Brent Whittington 

Answers provided by Jeff Gardner 

Answer provided by Robert Boyd 

Answer provided by Robert Boyd 

Answers provided by Robert Boyd 

Answers provided by Robert Boyd 

Answer provided by Susan Bradley 

Answer provided by Susan Bradley 

Answer provided by Susan Bradley 

Answer provided by Susan Bradley 

Answer provided by Susan Bradley 

Answer provided by Susan Bradley 

Answer provided by Brent Whittington 

Answer provided by Robert Boyd 

Answer provided by Marshall Nash 

Answer provided by Darren Decker 



Answer provided by Brent Whittingtan 

Answer provided by Mike Skudin 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Mike Skudin 

Answer provided by Mike Skudin 

Answer provided by Robert Priebe 

Answer provided by Robert Priebe 

Answer provided by Darren Decker 

Answer provided by Mike Skudin 

Answer provided by David Cameron 

Answer provided by Brent Whittington 

Answer provided by Rob Clancy 

Answer provided by Brent Whittington 

Answer provided by David Cameron 

Answer provided by Brent Whittington 

Answer provided by Rob Clancy 

Answer provided by Rob Clancy 

Answer provided by Rob Clancy 

Answer provided by Rob Clancy 

Answer provided by Jeff Gardner 

Answer provided by Rob Clancy 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Rob Clancy 

Answer provided by multiple respondents 

Answer provided by Brent Whittington 

Answer provided by Brent Whittington 

Answer provided by Rob Clancy 

Answer provided by Rob Clancy 



65.  Answer provided by Rob Clancy 

66. Answer provided by Rob Clancy 

67. Answer provided by Rob Clancy 

68. Answer provided by Rob Clancy 

69. Answer provided by Cesar Caballero 



JOINT APPLICANTS' RESPONSE TO A.G. 
SUPPLEMENTAL DATA REQUEST NO. 109 



Valor Telecommunications 
CAPEX Breakdown ($ in Millions) 

Switching 
Transport (Transmission) 
Outside Plant 
Outside Plant Electronics (Access) 
Land and Building 
Station Apparatus (Service Drops) 
Vehicles 
Furniture and Office Equipment 
Tools and Test Equipment 
DSL (Data) 
Service Corp. 
Strategic Initiative 

CLEC CAPEX 0.1 $ 
Internet CAPEX 0.7 2.1 

1) Service Corp. includes ATMICore. 

AG Supplement #109.a Valor Capital Ex Breakdown.xls 
Summary Page 1 of 1 


