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In this current report on Form 8-K, references ©@énturyTel,” “we,” “us” and “our” refer to CenturyTel, Inc.

Item 2.01. Completion of Acquisition or Disposition of Assets.

On July 1, 2009, pursuant to the terms and conditaf the Agreement and Plan of Merger, dated &ctdber 26, 2008 (the “Merger
Agreement”), among Embarq Corporation (“Embarq®n@iryTel and Cajun Acquisition Company, a wholyned subsidiary of CenturyTel
(“Merger Sub”), Merger Sub merged with and into Erdy with Embarq continuing as the surviving cogtimn and as a wholly owned
subsidiary of CenturyTel (the “Merger”).

As a result of the Merger, each outstanding shiEsmdbarg common stock was converted into the righeceive 1.37 shares of our
common stock (“CTL common stock”), with cash paidieu of fractional shares. As a result of the §tar we will deliver approximately $6.0
billion in CTL common stock to Embarg stockholddrased on the number of Embarq shares outstandiofjJune 30, 2009 and the closing
price of the CTL common stock on June 30, 2009.

As previously announced, we plan to begin condgdbusiness under the brand name CenturyLink inuration with consummating
the Merger. We plan to formally change our namé&tenturyLink, Inc.” upon receipt of shareholdepapval, which we expect to solicit in
May 2010.

The foregoing description does not purport to bmpglete and is qualified in its entirety by refererno the Merger Agreement, which
is incorporated by reference as Exhibit 2.1 to thisent report on Form 8-K and is incorporatedéfgrence herein. Copies of press releases
announcing the receipt of the final required retpriaapproval and the completion of the Mergerattached as Exhibit 99.1 and Exhibit 99.2,
respectively, to this current report on Form 8-K ame incorporated by reference herein.

The Merger Agreement contains representations arcthwties made by and to the parties thereto apetfific dates. The statements
embodied in those representations and warranties made for purposes of that contract betweendhies and are subject to qualifications
and limitations agreed upon by the parties, whighret necessarily reflected in the Merger Agreemiarconnection with negotiating the tel
of that contract. In addition, certain represeotatiand warranties were made as of a specified hatg be subject to a contractual standard of
materiality different from those generally applitato investors, or may have been used for thequerpf allocating risk between the parties
rather than establishing matters as facts.

Item 3.03. Material Modifications to Rights of Security Holders.

The information described under Iltem 5.03 belowmd®rporated by reference herein.

Item 5.01. Changes in Control of the Registrant.

As a result of the Merger, former Embarq stockhddesld approximately 66% of the outstanding CTimowon stock immediately
following the Merger.

Item 5.02. Departure of Directors or Certain Officers; Election of Directors; Appointment of Certain Officers;
Compensatory Arrangements of Certain Officers.

Appointment of New Directors Effective upon completion of the Merger, we axged the size of our Board of Directors from 12 to
15 members. At such time, pursuant to the Mergge@ment, our Board appointed the individuals eghfbelow (each of whom served as a
director of Embarq prior to the effective time bétMerger) to the respective classes and principalmittees of the Board specified below:

Name Class Principal Committee(s) Term Expires

William A. Owens I Nominating 2010
Stephanie M. Shern I Audit, Compensation 2010



Peter C. Brown Il Audit, Risk Evaluation 2011

Richard A. Gephardt Il Nominating 2011
Thomas A. Gerke Il - 2011
Steven A. Davis i Risk Evaluation 2012
Laurie A. Siegel 11 Compensation (Chair) 2012

In connection with their appointments as outsidedors, each of the new directors listed aboveredeive a grant of 3,161 restricted
shares of our common stock on July 2, 2009. Wtipect to each such restricted share award, thessbhrestricted stock will vest upon the
earlier of (i) one-third per year on each of May 2610, May 15, 2011 and May 15, 2012, (ii) theed&t director dies or becomes disabled, or
(iiif) the occurrence of a change of control, aldascribed further in our directors stock plan.adiition, these shares of restricted stock will
have such other terms as are set forth in ourtirestock plan and in the form of restricted stagkeement to be entered into with each
director.

In connection with being appointed Chairman ofBoard in accordance with the Merger Agreement, i@l A. Owens will
receive an additional grant of 6,321 restricteda®iaf our common stock on July 2, 2009. Theseeshaf restricted stock granted to Mr.
Owens have the same terms as the above-descritetd @f restricted stock to the new outside dimsgtexcept that all of his shares of
restricted stock will vest upon the earlier ofNiay 15, 2010, (ii) the date he dies or becomeshttisk or (iii) the occurrence of a change of
control, all as described further in our directstagck plan.

In connection with consummating the Merger, ourBlaguthorized a new form of indemnification agreanfer our directors and
officers. These agreements are intended to sugesthe existing indemnity agreements between ugaol of our directors and officers. Our
new form of indemnification agreement is attacherkto as Exhibit 99.3 to this current report onnF8rK and is incorporated by reference
herein.

Members of our Board are subject to our CorporateeBhance Guidelines, which, among other thingshipit a director from servir
on more than two additional unaffiliated public queny boards. In addition to serving on our Bo&idhard A. Gephardt, William A. Owens
and Stephanie M. Shern serve on the board of direof more than two unaffiliated public companié&s.connection with appointing each of
them to the Board, the Board waived compliancednhesuch individual with the above-described serlimitation, subject to the
understanding that this waiver permits such indigid to serve only on the boards of the unaffilatempanies on which they are currently
serving, unless and until the individual is peredtto accept a new directorship under our Corpd@sateernance Guidelines then in effect due
to any future reductions in the number of the iidiral’s directorships, any future changes in sugidejines, or any future additional waivers
granted by the Board.

Resignation of Directors Effective immediately prior to the completiontbeé Merger, each of William R. Boles, Jr., Cal@reschin
James B. Gardner and Jim D. Reppond retired fronBoard of Directors.

Other Changes in ManagemeniEor information on additional changes in managnmade in connection with the Merger, see Item
8.01 below.

Item 5.03. Amendments to Articles of Incorporation or Bylaws;Change in Fiscal Year.

On July 1, 2009, in connection with the Merger Agment and as approved by our shareholders on Ja2ua2009, we filed
Amended and Restated Articles of Incorporation)tel{minate our time-phase voting structure, whighviously entitled persons who
beneficially owned shares of our common stock cartiisly since May 30, 1987 to ten votes per stzané (i) increase the authorized number
of shares of our common stock from 350 million @®8nillion. As so amended and restated, our Aridf Incorporation provide that each
share of CTL common stock is entitled to one vaeghare with respect to each matter properly stibdnio shareholders for their vote,
consent, waiver, release or other action, and aigththe issuance of up to 800 million shares o €dmmon stock. These amendments
reflect changes contemplated or necessitated bylérger Agreement and are described in detail maat proxy statement-prospectus dated
December 22, 2008.

Effective July 1, 2009, we amended our bylaws featfa variety of changes, including the following:



. We amended Sections 1.1, 1.2 and 2.2 of Articliedun bylaws to (i) clarify the management posisdhat we are required or
permitted to maintain, (ii) eliminate various refaces to succession planning, (iii) provide forpbssibility of electing more
than one vice chairman and electing non-executiaérman or vice chairman, (iv) revise the scopthefpowers of the
Chairman and the Vice Chairmen, (v) authorize tbarl to periodically designate certain officeroasexecutive officers, (vi)
authorize multiple assistant secretaries and ifwéike clarifying changes to the powers and respditisib of certain officers.

. Pursuant to our obligations under the Merger Ageimwe added Article |, Section 3, of our bylaagptovide that William A
Owens will serve as our Chairman, and to provide itthe ceases to be Chairman at any time befdyel] 2010, his
replacement will be chosen from among Peter C. Byd@teven A. Davis, Richard A. Gephardt, Thoma&arke, Stephanie |
Shern or Laurie A. Siegel.

. We amended Sections 3.1 and 3.2 of Article Il aftloglaws to (i) provide that special board meetings/ be called by the
Chief Executive Officer, as well as the Chairmard &i) shorten the notice periods for calling Speboard meetings.

. We amended Atrticle 1, Section 10, of our bylawsémform our indemnification bylaw to the termstioé form of
indemnification agreement described above under §®2.

. We amended Atrticle Ill, Section 1, of our bylawsetoninate the Executive Committee of the Board.

. We amended Article Ill, Section 5, of our bylawsetominate the power of the Chairman to fill comteét vacancies when the
Board is not in session, and instead empowered¢minating and Corporate Governance Committeditarfy committee
vacancy that is not filled by the Board within 38yd (subject to a provision that requires, for eypear period ending on July
2010, any vacancy relating to a committee positic@viously held by a director who served CenturydrdEmbarqg immediately
prior to the Merger to be filled by another dirgotdho previously served CenturyTel or Embarq, retpely).

. We amended Atrticle IV, Section 3, of our bylawgptovide that special shareholder meetings may bedcanly by the Board
or, as previously provided, the holders of a mgjasf the total voting power.

. We amended Atrticle 1V, Section 6.1, of our bylawséduce the quorum required to organize our sliédehmeetings.
. We amended Article V of our bylaws to authorize¢asssue uncertificated shares of stock.
. We amended Atrticle VIII of our bylaws to authorieeecutive officers, as well as the Board, to destigrfficers with authority

to sign checks, drafts and notes on our behalf.

Our Amended and Restated Articles of Incorporatinod Amended and Restated Bylaws are incorporatedfbgence as Exhibits 3.1
and 3.2, respectively, to this current report om#8-K and are incorporated by reference herein.

Item 8.01. Other Events.
Change in Committee Responsibilities of Continuigectors. In connection with the Merger, eight of our indeent directors will

continue to serve as directors, each in the saass df directorship to which they were allocatethediately prior to the Merger. Listed below
are the new principal committee positions of theight incumbent directors:

Name Principal Committee(s)
Virginia Boulet Compensation, Nominating (Chair)
W. Bruce Hanks Audit (Chair), Risk Evaluation
Gregory J. McCray Nominating, Risk Evaluation

C. G. Melville, Jr. Nominating, Risk Evaluation (Chair)



Fred R. Nichols Audit, Compensation

Harvey P. Perry Compensation
Glen F. Post, llI —
Joseph R. Zimmel Audit

Change in Responsibilities of Executive Officer&len F. Post, Il and Karen A. Puckett contimoiserve as our principal executive
officer and principal operating officer, respechiveEffective upon completion of the Merger, Mio$® now serves as our Chief Executive
Officer and President, and Ms. Puckett now sergasua Executive Vice President and Chief Operabifficer.

Mike Maslowski, age 61, has announced his interttioretire later this year. Prior to then, Mr. Nbagski will assist our management
team with merger integration activities. Mr. Mag8ki served as one of our executive officers betwk®99 and the effective date of the
Merger.

R. Stewart Ewing, Jr., Stacey W. Goff and Daviddole continue to serve as executive officers wites and responsibilities
substantially similar to their titles and respoiilgibs prior to the effective date of the Merger.

Appointment of NewExecutive Officers Effective upon completion of the Merger, we aipped three former executives of Embarq
as executive officers of CenturyTel.

We have appointed Thomas A. Gerke as Executive 8l@@rman with supervisory responsibility for aflaur human resource
functions and all of our state and federal reguasztivities. From March 3, 2008 until the effigettime of the Merger, Mr. Gerke served as
President and Chief Executive Officer of Embartgragerving in the same role in an interim capagitigce December 2007. Mr. Gerke
previously served as General Counsel — Law andrExtéffairs for Embarg from May 2006 until Decemi#907, and had additional
responsibility for Embarg’s Wholesale Markets besunit from January 2007 to December 2007. Ryitren, Mr. Gerke served from
August 2005 until May 2006 as General Counsel — had External Affairs for the local telecommunioas division of Sprint Nextel
Corporation, Embarq’s former parent company. Fhay 2003 until August 2005, Mr. Gerke served asdbiee Vice President—General
Counsel and External Affairs of Sprint Corporatidvir. Gerke is 53 years of age.

We have also appointed Dennis G. Huber as ExecVine President — Network and Information Technglogrom July 2008 until
the effective time of the Merger, Mr. Huber seneaadChief Technology Officer of Embarg. Mr. Hubengd as Senior Vice President,
Corporate Strategy and Development for Embarq fBoember 2007 through June 2008 and as SeniorRresdent of Product Developm:
for Embarg from October 2006 until December 200. Huber served as Senior Vice President of Wa=lBolutions for Embarq from Aug
2006 until October 2006. From January 2003 to At@005, Mr. Huber served as President of SprimtiNBupply Company, an affiliate of
Embarqg’s former parent company. Mr. Huber is 48rgef age.

In addition, we have appointed William E. CheelPassident — Wholesale Operations. From May 2006 the effective time of the
Merger, Mr. Cheek served as President, Wholesal&étsfor Embarg. Mr. Cheek served in this roléhatlocal telecommunications division
of Sprint Nextel Corporation from August 2005 uiMiby 2006 and as Assistant Vice President, Strat8gles and Account Management in
Sprint Business Solutions from January 2004 untif 2005. Mr. Cheek is 53 years of age.

Announcement of Completion of MergetOn June 25, 2009, we issued a press releasemeing the receipt of the final regulatory
approval required to complete the Merger, and dy Du2009, we issued a press release announacingotimpletion of the Merger and related
events. Copies of these press releases are attastexhibit 99.1 and Exhibit 99.2, respectivetythis current report on Form 8-K and are
incorporated by reference herein.

Item 9.01. Financial Statements and Exhibits.

(@) Financial statements of business acquired.

The consolidated financial statements of Embarg@mtion for the quarterly periods ended MarchZ)9 and 2008 and the years



ended December 31, 2008, 2007 and 2006 are attashiexhibit 99.4 to this current report on Form 8-K

(b) Pro forma financial information.

CenturyTel intends to file unaudited pro forma camell condensed financial information reflecting Merger no later than 71
calendar days after the date that this currentrtegoForm 8-K is required to be filed.

(d)  Exhibits

The exhibits to this current report on Form 8-K ksted in the Exhibit Index, which appears at ¢imel of this report and is
incorporated by reference herein.



SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdctivrent report to be signed on
its behalf by the undersigned hereunto duly autieaki

CENTURYTEL, INC.

By: /s/ Neil A. Sweasy
Neil A. Sweasy
Vice President and Controller

Dated: July 1, 2009



EXHIBIT INDEX *

Exhibit No. Description

2.1

3.1

3.2

23.1

99.1

99.2

99.3

99.4

Agreement and Plan of Merger, dated as of Octo6e2@08, among CenturyTel, Inc., Embarg Corporagiod Cajun Acquisition
Company (incorporated by reference to Exhibit 98.@ur Current Report on Form 8-K filed on OctoB8r 2008).

Amended and Restated Articles of Incorporation effdryTel, Inc. (incorporated by reference to Eitt8bl of Amendment No. 3
to our Registration Statement on Form 8-A filedJaty 1, 2009).

Amended and Restated Bylaws of CenturyTel, Incdjiporated by reference to Exhibit 3.2 of Amendni¢nt 3 to our
Registration Statement on Form 8-A filed on Jul@09).

Consent of KPMG LLP, independent registered putdicounting firm for Embarg Corporation.

Press release dated June 25, 2009, announcingadgiptrof the final regulatory approval requirecttonplete the Merger.

Press release dated July 1, 2009, announcing thpletion of the Merger.

Form of Indemnification Agreement entered into lBn€iryTel, Inc. and its directors.

For the quarterly periods ended March 31, 2009288, the following consolidated financial statetsesf Embarq Corporation
are filed herewith:

a). Consolidated Balance Sheets as of March 319 28d December 31, 2008 (Unaudited)

b). Consolidated Statements of Operations and Celmepsive Income for the Quarterly Periods Ended:i&1, 2009 and 2008
(Unaudited)

c). Consolidated Statements of Cash Flows foQtharterly Periods Ended March 31, 2009 and 200&{dited)

d). Consolidated Statement of Stockholders’ Edgigtythe Quarterly Period Ended March 31, 2009 (utited)

e). Condensed Notes to Consolidated Financia®ents (Unaudited)

F or the years ended December 31, 2008, 2007 and, #¥®6ollowing consolidated financial statement€Embarg Corporatic
(retrospectively reclassified for all periods arates to report the financial results of Embarkpgistics business as discontin
operations) are filed herewith:

a). Report of KPMG LLP, Independent Registeredlieukccounting Firm

b). Consolidated Balance Sheets as of Decemb&0BB, and 2007

c). Consolidated Statements of Operations and Ceinepsive Income (Loss) for the Years Ended Decehe2008, 2007 and
2006

d). Consolidated Statements of Cash Flows folvésars Ended December 31, 2008, 2007 and 2006



e). Consolidated Statements of Stockholders’ Edoitthe Years Ended December 31, 2008, 2007 806 2

f). Notes to Consolidated Financial Statements.

* Each exhibit listed above is filed herewith, egtéor Exhibits 2.1, 3.1 and 3.2.



Exhibit 23.1

Consent of Independent Registered Public Accourinm

The Board of Directors
CenturyTel, Inc.

We consent to the incorporation by reference inRbgistration Statements (No. 333-91361 and No-1533.88) on Form S; the Registratic
Statements (No. 33-60061, No. 333-37148, No. 33D60 No. 333-150157, No. 333-124854 and No. 333t&8D on Form 3B, and th
Registration Statements (No. 33-48956, No. 333-5701d No. 333-155521) on Form4Ssef CenturyTel, Inc. of our report dated Februa®
2009, except for Note 1B, as to which the dateuigeJ17, 2009, with respect to the consolidatedrisalasheets of Embarg Corporation &
December 31, 2008 and 2007, and the related cdiasetl statements of operations and comprehensivenim (loss), stockholdersqguity, an
cash flows for each of the years in the three-pegiod ended December 31, 2008, which report isrparated by reference in the FornK&f
CenturyTel, Inc. expected to be filed on or abady 1, 2009. Our report on the consolidated finalhstatements refers to the adoption of
provisions of Statement of Financial Accountingrg@rds No. 157Fair Value Measurementsfor its financial assets and liabilities as
January 1, 2008, FASB Interpretation No. A8counting for Uncertainty in Income Taxes- an fiptetation of FASB Statement No. 108s o
January 1, 2007, and Statement of Financial AcéogrStandards No. 15&mployers Accounting for Defined Benefit Pensiod &the
Postretirement Plans, an amendment of FASB Statsrhkn 87, 88, 106 and 132(fas of December 31, 2006.

/s KPMG LLP

Kansas City, Missouri

June 30, 2009



Exhibit 99.1

For Immediate Release

Contacts:

For CenturyTel For EMBARQ

Analysts & Investors Analysts & Investors

Tony Davis Kevin Olin

318-388-9525 866-591-1964
tony.davis@centurytel.com investorrelations@embarg.com
Media Media

Annmarie Sartor Debra Peterson

318-388-9671 913-323-4881

annmarie.sartor @centurytel.com Debra.D.Peterson@embarg.com

FCC APPROVES CENTURYTEL AND EMBARQ MERGER

Transaction Has Now Received All Necessary Approvsl

MONROE, La. and OVERLAND PARK, Kan., June 25, 200€enturyTel, Inc. (NYSE: CTL) and Embarq Corpaat(NYSE: EQ) today
announced that CenturyTel's pending acquisitioBMBARQ has received approval from the Federal Cominations Commission
(FCC). The merger now has received all necesggsogals, and the companies expect the merger &ffeetive on July 1, 2009.

“The FCC'’s approval is a significant and excitingestone toward completing the merger,” said GleR&st Ill, CenturyTel's chairman and
chief executive officer. “It has been a rigorougies process and we are pleased to have the F@P®eal and recognition that the
combination of CenturyTel and EMBARQ offers manyéfits to our customers and the communities weesérv

“We have committed to the FCC that we will remainudsed on infrastructure development and broaddeptbyment after completion of the
merger,” said Tom Gerke, EMBARQ's chief executifféicer. “Our combined company is committed to istieg in our communities and
providing our customers high-quality, reliable commitations and expanded broadband services.”

The FCC memorandum and order approving the meagebe found on the FCC website at: _http://hrasmfoc.gov/edocs
public/attachmatch/FG0O9-54A1.doc. CenturyTel and EMBARQ have already received atlassary approvals from the states in which
CenturyTel and EMBARQ provide local service, ashaslthat of their respective shareholders, whowkelmingly approved all proposals
related to the merger on Jan. 27, 2009. On Nov2@d8, the companies also received early terminatfdhe waiting period required under the
Hart-Scott-Rodino Antitrust Improvements Act of 897

About CenturyTel

CenturyTel (NYSE: CTL) is a leading provider of commnications, high-speed Internet and entertainreernices in small-to-mid-size cities
through our broadband and fiber transport netwdriduded in the S&P 500 Index, CenturyTel delivadvanced communications with a
personal touch to customers in 25 states. Visétwsww.centurytel.com.

About EMBARQ

Embarq Corporation (NYSE: EQ), headquartered inrlane Park, Kansas, offers a complete suite of camoations services. EMBARQ has
operations in 18 states and is in the Fortune 508Rof America's largest corporations. For cansus, EMBARQ offers an innovative



portfolio of services that includes reliable loaad long distance home phone service, tsigbed Internet, wireless, and satellite TV fromt
Network(R)-- all on one monthly bill. For businesses, EMBAR&s a comprehensive range of flexible and intedrsgevices designed to help
businesses of all sizes be more productive and aoriwate with their customers. This service portfaticludes local voice and data services,
long distance, Business Class High Speed Intemiggless, satellite TV from DIRECTV(R), enhancedalaetwork services, voice and data
communication equipment and managed network sexviea more information, visit embarg.com.

Forward Looking Statements

Except for the historical and factual informati@ntained herein, the matters set forth in thispretease, including statements as to the
expected benefits of the acquisition such as efiicies, cost savings, enhanced revenues, gronehtpadf market profile and financial streng
and the competitive ability and position of the ddned company, and other statements identified dyda/such as "estimates,” "expects,”
"projects,” "plans," and similar expressions amvird-looking statements within the meaning of'tisafe harbor" provisions of the Private
Securities Litigation Reform Act of 1995. Theseward4{ooking statements are subject to risks and uniogiga that may cause actual result
differ materially, including the possibility thdte anticipated benefits from the acquisition carm@tully realized or may take longer to realize
than expected, the possibility that costs or ditfies related to the integration of EMBARQ opesas into CenturyTel will be greater than
expected, the ability of the combined company taineand hire key personnel, the impact of regujatcompetitive and technological changes
and other risk factors relating to our industrydatailed from time to time in each of CenturyTalsl EMBARQ's reports filed with the
Securities and Exchange Commission. There can lssirance regarding the timing or consummatiagheofmerger. You should not place
undue reliance on these forward-looking statemeviigsh speak only as of the date hereof. Unlesalliegequired, CenturyTel and EMBARQ
undertake no obligation to update publicly any farg:looking statements, whether as a result of inéeymation, future events or otherwise.



Exhibit 99.2

For Immediate Release

Contacts:

Analysts & Investors Media

Tony Davis Annmarie Sartor

318-388-9525 318-388-9671
tony.davis@centurytel.com annmarie.sartor@centurytel.com

Media

Debra Peterson

913-323-4881
Debra.D.Peterson@embarg.com

CenturyTel and EMBARQ Complete Merger
Serves Approximately 7.5 Million Customers in 383, Expects $400 Million in Annual Synergies

MONROE, La., July 1, 2009 €enturyTel, Inc. (NYSE: CTL) and Embarqg Corporat{dl¥ SE: EQ) announced today that they have comg
their merger. The combined company, which will b@wkn as CenturyLink, serves more than 2.1 millioweldband customers, more than
440,000 video subscribers and approximately 7.85anibccess lines in 33 states, based on operagidts as of March 31, 2009.

“The completion of this merger is a significaneavfor our customers, communities, investors angleyees,” said Glen F. Post Ill, president
and chief executive officer. “CenturyLink has tdvanced networks, the people and the financibllgyato deliver the reliable and innovative
services that our customers want and need. Weftowlard to this exciting new chapter in our compgarhjstory.”

CenturyLink expects to generate annual full rure-gterating and capital synergies of approxima®d§0 million by 2011. Based on this
synergy level and operating results of the two canigs for the twelve months ended Dec. 31, 2008tu@gTel would have had combined
revenue of more than $8 billion, combined operatiagh flow of over $4.2 hillion and combined freslc flow of approximately $1.9 billion.
The company expects to continue its current andivadend of $2.80 per share. The company anticgtite combination to be accretive to f
cash flow per share in 2010, the first full yeastpdosing. All figures and statements in this gaaph exclude the impact of one-time
integration costs.

In accordance with the terms of the Merger AgreanteMBARQ stockholders received 1.37 CenturyTelrshdor each share of EMBARQ
common stock they owned at closing. The transactias structured as a tax-free stock-for-stock argh. Other than assuming EMBARQ's
existing debt, the combined company has incurréthereany incremental debt nor any change to detturity schedules.

While the company’s corporate identity will immetdily change to CenturyLink, customer-facing opersgiand communications will continue
under the CenturyTel and EMBARQ brand names urftilldbrand conversion occurs later this year. €hmpany intends to formally change
its name to “CenturyLink, Inc.” upon receipt of sblaolder approval, which it expects to solicit im2010. The companystock continues
trade on the New York Stock Exchange under thestisgmbol “CTL.”

The corporate headquarters of the company will nefimaMonroe, La. Regional operating headquantéiisbe located in Las Vegas, Nev.,
Wentzville, Mo., Orlando, Fla., Wake Forest, N.&hd La Crosse, Wis. The company also maintaigrafisant presence in the Overland
Park, Kan. area, the former location of EMBARQ’spmrate headquarters.

About CenturyLink
CenturyLink is a leading provider of highusality voice, broadband and video services oweadvanced communications networks to consu



and businesses in 33 states. CenturyLink, headzredrtn Monroe, La., is an S&P 500 Company and esge be listed in the Fortune 500 list
of America’s largest corporations. For more infotima on CenturyLink, visit www.centurylink.com.

Forward Looking Statements

Except for the historical and factual informatia@ntained herein, the matters set forth in this doent, including statements as to the expected
benefits of the acquisition such as efficienciest savings, enhanced revenues, cash flow accretiowth potential, market profile and
financial strength, and the competitive ability graition of the combined company, and other statgmidentified by words such as
"estimates,” "expects," "projects,” "plans," "intst and similar expressions are forward-lookingesteents within the meaning of the "safe
harbor" provisions of the Private Securities Litiga Reform Act of 1995. These forward-looking staents are subject to risks and
uncertainties that may cause actual results terdiffaterially, including the possibility that theti@ipated benefits from the acquisition cannot
be fully realized or may take longer to realizentlexpected, the possibility that costs or diffimdtrelated to the integration of EMBARQ
operations into CenturyTel will be greater thaneotpd, the ability of the combined company to retaid hire key personnel, the possibility
that our brand conversion could take longer thgreeted, the impact of regulatory, competitive agahhological changes and other risk fac
relating to our industry as detailed from timeitoe in our reports filed with the Securities andcExnge Commission. You should not place
undue reliance on these forwdaobking statements, which speak only as of the Hateof. Unless legally required, we undertakeli@ation
to update publicly any forward-looking statememibether as a result of new information, future esem otherwise.



Exhibit 99.:
[Form of]
INDEMNI FICATION AGREEMENT
(with directors)

This Indemnification Agreement (theAgreement’) is made as of the 3day of July, 2009 (the Effective Date”), by and between
CenturyTel, Inc., a Louisiana corporation (th€drporation”), and (hdemnitee”).

In consideration of Indemnitee’s service as a dinreof the Corporation commencing on or beforedhge hereof, the Corporation and
Indemnitee do hereby agree as follows:

1. Agreement to Serve. Indemnitee agrees to serve or continue to seneedirector of the Corporation for so long as
Indemnitee is elected or appointed or until sudliegaime as Indemnitee tenders a resignationfiitirvg.

2. Definitions. As used in this Agreement:

(@) The term Change of Control’ shall mean (i) an acquisition by any person (wtthe meaning of Section 13(d)
(3) or 14(d)(2) of the Securities Exchange Act 884, as amended) of beneficial ownership of 20%ore of the combined voting
power of the Corporation's then outstanding vosiagurities; (ii) during any period of two conseeatyears, individuals who at the
beginning of such period constitute the Board akBlors of the Corporation and any new director sehelection by the Board of
Directors or nomination for election by the Corgara's shareholders was approved by a vote ofaat kvo-thirds of the directors
then still in office who either were directors lagtbeginning of the period or whose election or imation for election was
previously so approved, cease for any reason tetitote a majority thereof; or (jii) the consumnaatiof a merger or consolidation
involving the Corporation if the shareholders of torporation, immediately before such merger asobdation, do not own,
immediately following such merger or consolidatiomgre than 50% of the combined voting power ofdhtstanding voting
securities of the resulting entity in substantialig same proportion as their ownership of votiegusities immediately before such
merger or consolidation. Notwithstanding the faieg, a Change of Control shall not be deemed toilosolely because 20% or
more of the Corporatiog’then outstanding voting securities is acquire@)og trustee or other fiduciary holding secustiegnder on
or more employee benefit plans maintained by theo@wation or any of its subsidiaries or (2) anyitgrihat, immediately prior to
such acquisition, is owned directly or indirectly the shareholders of the Corporation in the sarapgstion as their ownership of
shares in the Corporation immediately prior to sactuisition.

(b) The term Claim ” shall mean any threatened, pending or complelgch¢ action, suit, or proceeding, including
discovery, whether civil, criminal, administratiebitrative or investigative and whether madegiadly or extra-judicially, or any
separate issue or matter therein, as the contguires, but shall not include any action, suit mgeeding initiated by Indemnitee
against the Corporation (other than to enforcedhms of this Agreement), or initiated by Inderaritagainst any director or officer
of the Corporation unless the Corporation has pbineor consented in writing to the initiation afch action, suit or proceeding.

(c) The term Determining Body’ shall mean (i) the Board of Directors by a majpxiote of a quorum of the entire
board consisting of directors who are not namepbaties to the Claim for which indemnification isilhg sought (‘Disinterested
Directors”), or (ii) if such a quorum is not obtainable, indegent legal counsel (A) selected by the Disintee8igectors, or (B) i
there are fewer than two Disinterested Directaleded by the Board of Directors (in which seleetilirectors who do not qualify
as Disinterested Directors may participaggpvided, however, that following a Change of Control, with resptxall matters
thereafter arising out of acts, omissions or eventsirring prior to or after the Change of Controhcerning the rights of
Indemnitee to seek indemnification, such deternomaghall be made by independent legal counsettsaldy the Board of
Directors in the manner described above in thidi@e@(c) (which selection shall not be unreasopalellayed or withheld) from a
panel of three counsel nominated by Indemniteech®ounsel shall not have otherwise performed sesvior the Corporation,
Indemnitee or their affiliates (other than serviassndependent counsel in connection with sinrmiatters) within the five years
preceding its engagementlidependent Counsé). If Indemnitee fails to nominate Independenu@sel within ten business days
following written request by the Corporation, thedd of Directors shall select Independent CounSekh counsel shall not be a



person who, under the applicable standards of gsafaal conduct then prevailing, would have a ¢ondif interest in
representing either the Corporation or Indemnitean action to determine Indemnitee’s rights uthisrAgreement, nor shall
Independent Counsel be any person who has beetiogettor censured for ethical violations of applite standards of professio
conduct. The Corporation agrees to pay the reédoif@es and costs of the Independent Counseteelféts above and to fully
indemnify such Independent Counsel against anyairekpenses, claims, liabilities and damagesragisut of or relating to this
Section 2(c) or its engagement pursuant heret@ DOdtermining Body shall determine in accordanad Bection 6 whether and to
what extent Indemnitee is entitled to be indemdifi@der this Agreement and shall render a writfgnion to the Corporation and
to Indemnitee to such effect.

(d) The term Disbursing Officer” shall mean, with respect to a Claim, the Chie¢&xive Officer of the
Corporation or, if the Chief Executive Officer iparty to the Claim as to which advancement ornmgiéication is being sought,
any officer who is not a party to the Claim and viddesignated by the Chief Executive Officer, whitesignation shall be made
promptly after the Corporation’s receipt of Indetae’s initial request for advancement or indematfan and communicated to
Indemnitee.

(e) The term Expenses' shall mean any reasonable expenses or costsidiimg, without limitation, attorneg’fees
fees of experts retained by attorneys, judgmenitsitipe or exemplary damages, fines and amounts$ ipaettlement) actually and
reasonably incurred by Indemnitee with respect@aam, except that Expenses shall not includeamgunt paid in settlement of a
Claim against Indemnitee (i) by or in the righttleé Corporation, or (ii) that the Corporation has approved, which approval will
not be unreasonably delayed or withheld.

® The term Standard of Conduct shall mean conduct by an Indemnitee with respeethich a Claim is asserted
that was in good faith and that Indemnitee readgrtaddieved to be in, or not opposed to, the batstrest of the Corporation, and, in
the case of a Claim that is a criminal action acpeding, conduct that the Indemnitee had no reddemrause to believe was
unlawful. The termination of any Claim by judgmemntder, settlement, conviction, or upon a pleaab contenderer its
equivalent, shall not, of itself, create a presuampthat Indemnitee did not meet the Standard ofdDot.

3. Limitation of Liabiliy.

To the fullest extent permitted by Article VIl dig Articles of Incorporation of the Corporationefiect on the Effective Date
and, if and to the extent the Articles of Incorgimma are amended to permit further limitationseffect at any time prior to the determination of
liability, Indemnitee shall not be personally lialih damages for breach of Indemnitee’s fiduciartyés a director or officer. The Board of
Directors of the Corporation will not take any actito effect any amendment to the Articles of Ipooation the effect of which would be to
deny, diminish or encumber Indemnitee’s right towdgation under this Section 3.

4, Maintenance of Insurance.

(@) The Corporation represents thatéspntly maintains in force and effect directors affiders liability insurance
(* D&O Insurance”) policies that provide primary and excess coverag behalf of the Corporation’s directors andogfifs on the
terms and conditions specified therein (tHasurance Policies’). Subject only to the provisions of Section 4figreof, the
Corporation hereby agrees that, so long as Indemsitall continue to serve as a director or offjoeshall continue at the request
of the Corporation to serve in any capacity refétein Section 6(a) hereof) and thereafter so lm¢ndemnitee shall be subject to
any possible Claim, the Corporation shall purcteas® maintain in effect for the benefit of Indemaitae or more valid and
enforceable policy or policies of D&O Insuranceyiding, in all respects, coverage reasonably coaigar(including Side A) to
that currently provided pursuant to the Insuranakckes, provided that the Corporation shall hageobligation to provide primary
coverage or excess coverage in excess of the arnboaverage provided on the Effective Date.

(b) The Corporation shall not be requite@gurchase and maintain the Insurance Policie$fact if D&O Insurance
is not reasonably available or if, in the reasoadhisiness judgment of a majority of the directdrhe Corporation, either (i) the
premium cost for such insurance is excessive Mt lf the amount of coverage or (ii) the coverag®s/ggled by such insurance is so



limited by exclusions, retentions, deductibles threowise that there is insufficient benefit frontBlnsurance.
5. Advancement of Expersse

(@) Subject to Indemnitee’s furnishing torporation with a written undertaking, in a fo@asonably satisfactory to
the Corporation, to repay such amount if it isro#itely determined that Indemnitee is not entitledar this Agreement to
indemnification therefor, the Corporation shall adee Expenses to Indemnitee in advance of thedispbsition of any Claim
involving Indemniteeprovided, howevethat Indemnitee will return, without interest, aych advance that remains unspent at the
disposition of the Claim to which the advance edatandorovided further, that advances of such Expenses by the Corpolstion
D&O Insurance carrier shall be treated, for purgasfethis Section 5(a), as advances by the Coriporafl he written undertaking |
Indemnitee must be an unlimited general obligatibmdemnitee but need not be secured and willdoeted by the Corporation
without reference to the financial ability of Indeitee to make repayment.

(b) Any request for advancement of Expsrghall be submitted by Indemnitee to the Dishgréfficer in writing
and shall be accompanied by a written descripticheExpenses for which advancement is requestéé. Disbursing Officer
shall, within 20 days after receipt of Indemnitee'guest for advancement, advance such Expensesurad, interest-free and
without regard to Indemnitee's ability to make ggpant,providedthat if the Disbursing Officer questions the readzaness of any
such request, that officer shall promptly advamcthé Indemnitee the amount deemed by that off@ée reasonable and shall
forward immediately to the Determining Body a caffythe Indemnitee's request and of the Disbursiffg€’s response, together
with a written description of that officer’s reasdior questioning the reasonableness of a portidheoadvancement sought. The
Determining Body shall, within 20 days after redeg/such a request from the Disbursing Officeredeine the reasonableness of
the disputed Expenses and notify Indemnitee an®isieursing Officer of its decision, which shall fieal, subject to Indemnitee’s
right under Section 7 to seek a judicial adjudmanf Indemnitee’s rights.

(c) Indemnitee's right to advancementeuritis Section 5 shall include the right to adwanent of Expenses incurt
by Indemnitee in a suit against the Corporationeur®ection 7 to enforce Indemnitee's rights unldisrAgreement. Such right of
advancement shall, however, be subject to Indewmiritibligation pursuant to Indemnitee’s undertakiagcribed in Section 5(a) to
repay such advances, to the extent provided ind@e¢t if it is ultimately determined in the enfernent suit that Indemnitee is not
entitled to indemnification for a Claim.

6. Indemnification.

(@) The Corporation shall, in the manpravided in this Section 6, indemnify and hold hkss Indemnitee against
Expenses incurred in connection with any Claim mgfdindemnitee (whether as a subject of or partgrt@a proposed or threatened
subject of or party to, the Claim) or in which Imdeitee is involved solely as a withess or persapuired to give evidence, by
reason of Indemnitee’s position:

(A) as a director or officer of the Coration,

(B) as a director or officer of any sutiary of the Corporation or as a fiduciary withpest to any employs
benefit plan of the Corporation, or

© as a director, officer, employee gemst of another corporation, partnership, limitedility company,
joint venture, trust, employee benefit plan or offee profit or not for profit entity or enterprisé such position is or was he
at the request of the Corporation,

whether relating to service in such position befarafter the Effective Date, if () Indemniteesisccessful in defense of the Claim on
the merits or otherwise, as provided in Sectior),6{d(y) Indemnitee has been found by the DeteimgiBody to have met the
Standard of Conducprovidedthat no indemnification shall be made in respecarof Claim by or in the right of the Corporationtas
which Indemnitee shall have been adjudged by at @fwompetent jurisdiction, after exhaustion dfagdpeals therefrom, to be liable



to the Corporation unless, and only to the exteehurt shall determine upon application that, despe adjudication of liability but
view of all the circumstances of the case, Indeeanis fairly and reasonably entitled to indemnéty Such Expenses as the court shall
deem proper, angrovided further, that Expenses incurred in connection with a Clinwhich Indemnitee has been reimbursed or
indemnified by the Corporation’s D&O Insurance @rshall be credited against the Corporation’sgation under this Section 6(a)
with respect to such Claim.

(b) Promptly upon becoming aware ofékistence of any Claim with respect to which Indéeemay seek
indemnification hereunder, Indemnitee shall notiifg Chief Executive Officer (or, if the Chief Exd¢ime Officer is the Indemnitee,
the next ranking executive officer who is not addmnitee with respect to the Claim) of the exis¢eoicthe Claim, who shall
promptly advise the Board of Directors that estdiifig the Determining Body will be a matter presdrdt the next regularly
scheduled meeting of the Board of Directors. Délayndemnitee in giving such notice shall not eseperformance by the
Corporation hereunder unless, and only to the ¢xiten, the Corporation did not otherwise learrthef Claim and such failure
results in forfeiture by the Corporation of subsiterdefenses, rights or insurance coverage. AfteDetermining Body has been
established, the Chief Executive Officer or thditcef’'s delegate shall inform Indemnitee theread &mdemnitee shall promptly
notify the Determining Body, to the extent requddiy it, of all facts relevant to the Claim knovwnlhdemnitee.

(c) Indemnitee shall be entitled to cactthe defense of the Claim and to make all deessivith respect thereto,
with counsel of Indemnitee’s choigerovidedthat in the event the defense of the Claim has hesamed by the Corporation
through its D&O Insurance carrier or otherwise ntlig Indemnitee will be entitled to retain separabunsel from the Corporation’s
Counsel (but not more than one law firm plus, iplagable, local counsel at the Corporation’s exgeifisout only if, Indemnitee
shall reasonably conclude that one or more legalindes may be available to Indemnitee that arerdifit from, or in addition to,
those available to the Corporation or other defatsleepresented by the Corporation through its D&&urance carrier or otherwi
and (ii) the Corporation will not, without the priaritten consent of Indemnitee, effect any settatrof the Claim unless such
settlement (x) includes an unconditional releasedémnitee from all liability that is the subjeuttter of such Claim, (y) does not
impose penalties or post-settlement obligationthdemnitee (except for customary confidentialityigétions), and (z) does not
require payment by Indemnitee of money in settldmen

(d) To the extent Indemnitee is sucadssi the merits or otherwise in defense of anyirGlandemnitee shall be
indemnified against Expenses incurred by Indemnitiéle respect to the Claim, regardless of whethdemnitee has met the
Standard of Conduct, and without the necessityngfdetermination by the Determining Body as to akeindemnitee has met the
Standard of Conduct. In the event Indemnitee ientirely successful on the merits or otherwisdefense of any Claim, but is
successful on the merits or otherwise in defensmgfclaim, issue or matter involved in the Claindemnitee shall be indemnified
for the portion of Indemnitee’s Expenses incurmeduch successful defense that is determined bR¢lbermining Body to be
reasonably and properly allocable to the clainmyds, or matters as to which Indemnitee was suttess

(e) Except as otherwise provided in ®eos(d), the Corporation shall not indemnify angémnitee under Section 6
(a) unless a determination has been made by theriging Body (or by a court upon application oaiproceeding brought by
Indemnitee under Section 7) with respect to a $ige€laim that indemnification of Indemnitee is pgssible because Indemnitee
has met the Standard of Conduct. In the everlesett of a Claim to which Indemnitee is a partg haen proposed Proposed
Settlement”), the Determining Body shall, promptly after subsidn to it but prior to consummation of the PragzbSettlement,
make a determination whether Indemnitee shall maethe Standard of Conduct. In the event suctragation is adverse to
Indemnitee, Indemnitee shall be entitled to refjeetProposed Settlement. In the event of fingdal#ion of a Claim other than by
settlement, the Determining Body shall, promptieabut not before such final disposition, makestedmination whether
Indemnitee has met the Standard of Conduct. loamés, the determination shall be in writing drallset forth in reasonable det
the basis and reasons therefor. The Determinirdy Bball, promptly after making such determinatipragvide a copy thereof to
both the Disbursing Officer and Indemnitee andlshatruct the former to (i) reimburse Indemniteesaon as practicable for all
Expenses, if any, to which Indemnitee has beereszrishined to be entitled and which have not preshipbheen advanced to
Indemnitee under Section 5 (or otherwise recovbsebhdemnitee through an insurance or other arnawegé provided by the
Corporation), and (ii) seek reimbursement from mdéee (subject to Indemnitee's rights under Sectjoof all advancements that
have been made pursuant to Section 5 as to whidsibeen so determined that Indemnitee is ndteshtd be indemnified.



7.

® Indemnitee shall cooperate with Betermining Body at the expense of the Corpordbpproviding to the
Determining Body, upon reasonable advance reqaegtdocumentation or information that is not pegiéd or otherwise protected
from disclosure and that is reasonably availabledemnitee and reasonably necessary to make stemunation.

(9) If the Determining Body makes a deti@ation pursuant to Section 6(e) that Indemnigeentitled to
indemnification, the Corporation shall be boundliigt determination in any judicial proceeding, altsedetermination by a court
that such indemnification contravenes applicable la

(h) In making a determination under #ec6(e), the Determining Body shall presume that$tandard of Conduct
has been met unless the contrary shall be shovenpogponderance of the evidence.

M The Corporation and Indemnitee skakp confidential, to the extent permitted by kwd their fiduciary
obligations, all facts and determinations provigedsuant to or arising out of the operation of thigeement, and the Corporation
and Indemnitee shall instruct their respective &gndo likewise.

Enforcement.
(@) The rights provided by this Agreemsimall be enforceable by Indemnitee in any couttamhpetent jurisdiction.
(b) If Indemnitee seeks a judicial adgadion of Indemnitee’s rights under, or to recodamages for breach of, this

Agreement, Indemnitee shall be entitled to recdsmm the Corporation, and shall be indemnified tiy €orporation against, any
and all Expenses incurred by Indemnitee in conaeatiith such proceeding, but only if Indemniteevaits therein. If it shall be
determined that Indemnitee is entitled to receiag put not all of the relief sought, then Inderaaishall be entitled to be
reimbursed for all Expenses incurred by Indemnitemnnection with such proceeding if the indenuafion amount to which
Indemnitee is determined to be entitled exceeds 6D#e amount of Indemnitee’s claim. Otherwi$e teimbursement of
Expenses incurred by Indemnitee in connection wiitth judicial adjudication shall be appropriatelgrated.

(c) In any judicial proceeding descriliedhis Section 7, the Corporation shall bear thiedbn of proving that
Indemnitee is not entitled to advancement or reirsdament of Expenses sought with respect to anyrClai

8. Saving Clause. If any provision of this Agreement is determin®da court having jurisdiction over the matter é¢gjuire

the Corporation to do or refrain from doing any thett is in violation of applicable law, the cosHall be empowered to modify or reform s
provision so that, as modified or reformed, suabvimion provides the maximum indemnification petedt by law and such provision, as
modified or reformed, and the balance of this Agrest, shall be applied in accordance with theimger Without limiting the generality of t
foregoing, if any portion of this Agreement shadl invalidated on any ground, the Corporation shallertheless indemnify Indemnitee to
full extent permitted by any applicable portiontlis Agreement that shall not have been invalidatedito the full extent permitted by law w
respect to that portion that has been invalidated.

9.

Non-Exclusivity. The indemnification and payment of Expenses plediby or granted pursuant to this Agreement shall

not be deemed exclusive of any other rights to Wwihiclemnitee is or may become entitled under aayts, article of incorporation, by-law,
insurance policy, authorization of shareholderdigectors, agreement or otherwise, including, withonitation, any rights authorized by the
Determining Body in its discretion with respecttatters for which indemnification is permitted undla. R.S. 12:83A. The parties recognize
that La. R. S. 12:83E presently provides that rdhsather indemnification measure shall permit inddiration of any person for the results of
such person's willful or intentional misconduct.

10. Subrogation. In the event of any payment under this AgreentéetCorporation shall be subrogated to the exikstich
payment to all of the rights of recovery of Indeteri Following receipt of indemnification paymeh&seunder, as further assurance,
Indemnitee shall execute all papers reasonablyinegjand, at the expense of the Corporation, tikecton reasonably necessary to secure
such subrogation rights, including execution ofrsdocuments as are reasonably necessary to ehalBotporation to bring suit to enforce



such rights.

11. Counterparts. This Agreement may be executed in any numbeoofterparts, each of which shall constitute thgioail.
12. Applicable Law. This Agreement shall be governed by and constimedcordance with the laws of the State of Lauiai
13. Successors and Binding Agreement.

(@) The Corporation shall require anycgssor (whether direct or indirect, by purchasegere consolidation,

reorganization or otherwise) to all or substantiall the business or assets of the Corporatioradrgement in form and substance
satisfactory to Indemnitee, expressly to assumeagnele to perform this Agreement in the same maameto the same extent the
Corporation would be required to perform if no ssaccession had taken place.

(b) Indemnitee’s right to indemnificatiand advancement of Expenses pursuant to this Agmeeshall continue
regardless of the termination of Indemnitee’s stasia director or officer of the Corporation, émd Agreement shall inure to the
benefit of and be enforceable by Indemnitee’s peabkor legal representatives, executors, adminssaspouses, heirs, assigns and
other successors.

(c) This Agreement is personal in natumd neither of the parties hereto shall, withoetghor written consent of tt
other, assign or delegate this Agreement or artsigr obligations hereunder except as expresshiged in Sections 13(a) and 13
(b).

(d) This Agreement shall be binding ujmd inure to the benefit of and be enforceablenbypiarties hereto and their

respective successors (including any direct or@udisuccessor by purchase, merger, consolidagonganization or otherwise to
or substantially all of the business or assethi®fQorporation), permitted assigns, spouses, ledegutors, administrators and
personal and legal representatives.

14, Amendment. No amendment, modification, termination or calat&ln of this Agreement shall be effective unlessde i
writing signed by the Corporation and Indemnitétwithstanding any amendment or modification totenmination or cancellation of tl
Agreement or any portion hereof, Indemnitee shalkehtitled to indemnification in accordance witle fhrovisions hereof with respect to
acts or omissions of Indemnitee which occur priosuch amendment, modification, termination or etlation.

15. Effective Date. This Agreement is effective as of the Effective @atupersedes in its entirety any prior indemni
indemnification agreements between the Corporatiwh Indemnitee, and covers Claims based on aatsfrences and omissions occurrin

any time prior to, on or after the Effective Date.

IN WITNESS WHEREOF , the parties hereto have caused this Agreemere thuly executed and signed as of the date andiystar
above written.

[Signature lines intentionally omitted]



Exhibit 99.¢

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS OF EMBAR Q CORPORATION

FOR THE YEAR TO DATE PERIODS ENDED MARCH 31, 2009 AND 2008

Consolidated Balance Sheets as of March 31, 200®acember 31, 2008 (Unaudited)

Page
Reference
F-2

Consolidated Statements of Operations and Comps@lemcome for the Year to Date Periods Ended K&d; 2009 and

2008 (Unaudited)
Consolidated Statements of Cash Flows for the YeBrate Periods Ended March 31, 2009 and 2008 (titead)
Consolidated Statement of Stockholders’ Equitythier Year to Date Period Ended March 31, 2009 (died)
Condensed Notes to Consolidated Financial Statenfeimaudited)

F-3
F-4
F-5
F-6

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS OF EMBAR Q CORPORATION

FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 20®

Report of KPMG LLP, Independent Registered Publicdunting Firm
Consolidated Balance Sheets as of December 31,&002007

Consolidated Statements of Operations and Compselemcome (Loss) for the Years Ended Decembe@08,

2006
Consolidated Statements of Cash Flows for the YEaded December 31, 2008, 2007 and 2006
Consolidated Statements of Stockholders’ EquityttierYears Ended December 31, 2008, 2007 and 2006
Notes to Consolidated Financial Stateme

EXPLANATORY NOTE

Page
Reference
F-12
F-13
2007 and
F-14
F-15
F-16
F-17

On March 12, 2009, Embarq Corporation (Embarq) deted the sale of its wholly owned subsidiary, Emglaogistics, Inc., pursuant to an
agreement previously entered into on January 289 2@onsequently, the consolidated financial statés of Embarq for the three years er
December 31, 2008 have been retrospectively réfitas$or all periods to report the financial retsubf Embarq Logisticghird party wholesa
distribution operations, which previously comprigdhd Logistics business segment, as discontinuethtipns pursuant to Statement of
Financial Accounting Standards (SFAS) No. 14dcounting for Impairment or Disposal of Long Livessets See Note 1B, Discontinued
Operations, of the Notes to Consolidated Finargfatements for the years ended December 31, 2008, 2nd 2006 for additional

information.
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EMBARQ CORPORATION

CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(millions, except per share data)

Assets
Current assets
Cash and equivalents

Accounts receivable, net of allowancedoubtful accounts of $55 and $54

Materials and supplies
Deferred tax assets

Prepaid expenses and other current assets
Current assets of discontinued operations

Total current assets

Gross property, plant and equipment
Accumulated depreciation

Net property, plant and equipment
Goodwill
Other assets
Noncurrent assets of discontinued operations
Total

Liabilities and Stockholders’ Equity
Current liabilities

Current maturities of long-term debt

Accounts payable

Payroll and employee benefits

Accrued operating taxes

Deferred revenue

Accrued interest

Other current liabilities

Current liabilities of discontinued opéoats

Total current liabilities

Noncurrent liabilities

Long-term debt

Deferred income taxes

Benefit plan obligations

Other noncurrent liabilities

Total noncurrent liabilities

Stockholders’ equity

Preferred stock, $.01 par value; 200 shatghorized; no shares issued
Common stock, $.01 par value; 1,250 shanéisorized; 154.6 and 154.2 sharssued; 142.8 and 14.

shares outstanding
Paid-in capital
Retained earnings
Accumulated other comprehensive loss

Treasury stock, 11.8 shares held in tngasu

As of March
31, As of Dec. 31
2009 2008
$ 95 107
444 494
51 52
72 89
7C 81
- 67
732 89C
20,96( 20,94¢
(13,709 (13,54°)
7,251 7,39¢
25 27
43 43
- 12
$ 8,051 8,371
$ 2 2
24E 27¢
19¢ 21¢
86 78
17t 184
13¢ 58
52 42
- 34
89t 89¢€
5,28¢ 5,74%
872 792
1,332 1,341
191 20€
7,68 8,08t
2 2
(1939 (1939
1,06 98¢
(89¢) (903)
(500) (500)




Total stockholders’ equity (527) (60¢)
Total $ 8,051 8,371

See accompanying Condensed Notes to Consolidatedi¢tal Statements (Unaudited)
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EMBARQ CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHESIVE INCOME (UNAUDITED)

(millions, except per share data)

Net Operating Revenue
Operating Expenses
Cost of services and products
Selling, general and administrative
Depreciation
Total operating expenses
Operating Income
Interest expense
Other income (expense), net
Income From Continuing Operations Before Income Teg
Income tax expense
Income From Continuing Operation:
Loss from discontinued operations (net of incomxes$a
Loss on sale of discontinued operations (net afrime taxes)
Net Income
Amortization (net of income taxes) of:
Employee benefit plans prior service cost and aiztlimsses
Cash flow derivative
Comprehensive Income, Net of Income Taxes

Basic Earnings per Common Shal
Continuing operations
Discontinued operations
Total

Diluted Earnings per Common Shar
Continuing operations
Discontinued operations
Total

Weighted Average Common Shares Outstanding
Basic
Potentially dilutive shares under equity incenfpans
Diluted

See accompanying Condensed Notes to Consolidatedi¢tal Statements (Unaudited)

Year to Date March 31,

2009 2008
$ 1,346 $ 1,45¢
362 422

32¢ 34¢

24/ 25C

93¢ 1,02(

41C 43€

(96) (104)

1 1

31F 33z

(115) (11)

20C 214

@) @)

(24) -

$ 174 $ 212
6 1

1 €]

$ 17¢ $ 212
$ 14C $ 1.3¢
(0.1¢) (0.01)

$ 12 $ 1.3¢
$ 13¢ $ 1.3¢
(0.1§) (0.01)

$ 121 $ 1.37
143.: 153.¢

0.3 0.5

143.F 154.°
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EMBARQ CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(millions)

Operating Activities
Net income
Adjustments to reconcile net income to net cashigesl by operating activities:
Loss from operations and sale of discontinued djmera
Depreciation
Provision for losses on accounts receivable
Deferred and noncurrent income taxes
Stock-based compensation expense
Other, net
Changes in assets and liabilities:
Accounts receivable
Materials and supplies and other current assets
Accounts payable and other current liabilities
Noncurrent assets and liabilities, net
Net cash provided by operating activities - contiguoperations
Discontinued operations
Net cash provided by operating activities
Investing Activities
Capital expenditures
Proceeds from construction reimbursements
Proceeds from sales of assets
Proceeds from sale of discontinued operations
Net cash used by investing activities
Financing Activities
Principal payments on long-term debt
Borrowings under revolving credit facility
Repayments under revolving credit facility
Proceeds from common stock issued
Repurchase of common stock
Dividends paid to stockholders
Tax effects of stock-based compensation
Other, net
Net cash used by financing activities
Increase (Decrease) in Cash and Equivalents
Cash and Equivalents at Beginning of Period

Cash and Equivalents at End of Period

See accompanying Condensed Notes to Consolidatedidtal Statements (Unaudited)

Year to Date March 31,

2009 2008
174 $ 212
26 2
244 25(
22 21
79 (20)
6 9
12 11
28 18
©) (21)
60 131
(14) (26)
634 587
- 6
634 592
(10¢) (179)
3 2

7 2
12 -
(86) (175)
(80) -
- 23(
(379 (438
1 4

- (115)
(100) (107)
(2) ©)
® )
(560) (43E)
(12 (17)
107 69
9% $ 52
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EMBARQ CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (UNUDITED)

. Accumulated
(millions, except per share data)

Other Total
Preferred Common Paid-in Retained Comprehensive Treasury  Stockholders’
Stock Stock Capital Earnings Loss Stock Equity
January 1, 2009 Balance $ -$ 2% (199% 98¢ $ (909)% (500) $ (608)
Net income - - - 174 - - 174
Dividends to shareholders ($0.6875 pel
share) - - - (98) - - (98)
Common stock issued - - 1 - - - 1
Stock-based compensation expense - - 6 - - - 6
Tax effects of stock-based compensatic - - (1) - - - (1)
Restricted stock units surrendered for t:
withholding - - (6) - - - (6)
Amortization (net of income taxes) of:
Employee benefit plans prior servic
cost and
actuarial losses - - - - 6 - 6
Cash flow derivative - - - - (1) - (1)
March 31, 2009 Balance $ -$ 2% (199$ 1,06 $ (896)$ (500) $ (527)

See accompanying Condensed Notes to Consolidatedi¢tal Statements (Unaudited)
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EMBARQ CORPORATION
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENSB
(Unaudited)

This information has been prepared according ta$ées and Exchange Commission (SEC) rules andlagigns. The consolidated
interim financial statements of Embarqg Corpora{iembarq) reflect all adjustments, consisting orfljpaermal recurring accruals needed to
fairly present Embarq’s consolidated financial piosi, results of operations and cash flows.

Certain information and footnote disclosures nolynakluded in consolidated financial statemengsgared in accordance with
accounting principles generally accepted in thetéthStates were condensed or omitted. As a résalie consolidated financial statements
should be read along with Embarq’s consolidatedrfaial statements for the three years ended Deae3db@008. Operating results for the
2009 year to date period do not necessarily repteke results that may be expected for the yedingrDecember 31, 2009.

Note 1. Background and Basis of Presentation

Background

Embarqg was incorporated in 2005 under the lawsaedéWare and was formerly a wholly owned subsidargprint Nextel Corporation
(Sprint Nextel). On May 17, 2006, Embarq was esthbl as a separate, stand-alone company upopeitatmns being spun off from Sprint
Nextel.

Embarq provides a suite of integrated communicatgervices including local and long distance vailzga, highspeed Internet, satelli
video, professional services and communicationgpegent to consumer and business customers primarifycal service territories in 18
states. Embarq also provides wholesale access ltucidl network and other communications servicaagrily to wireline and wireless service
providers.

As of March 31, 2009, Embarqg had approximatelyHtdusand active employees. Approximately 35% ofdlesployees were
represented by unions subject to collective barggiagreements. Of the union-represented emplog@gsoximately 21% have collective
bargaining agreements that will expire within orary There were no material changes related tealfgctive bargaining agreements during
the year to date period ended March 31, 2009.

Sale of Logistics Business

On March 12, 2009, Embarqg completed the sale affitslly owned subsidiary, Embarq Logistics, Inarguant to an agreement
previously entered into on January 29, 2009. Canesetly, the financial results of Embarq Logistittsrd party wholesale distribution
operations, which previously comprised the Logsstasiness segment, are now reported as discodtoperations for all periods presented
pursuant to Statement of Financial Accounting Saaasl (SFAS) No. 144 ccounting for Impairment or Disposal of Long Livkssets See
Note 2, Discontinued Operations, for additionabmnfiation.

A commercial agreement was also completed whetsbpayer will provide certain logistics and supphain services to Embarq’s
telecommunications operations. While there is noimiim purchase obligation associated with this ement, Embarg agreed to continue to
purchase certain products and services exclusfuaty the buyer. Based on Embarq’s requirementeeér2008 fourth quarter, costs over the
four-year term of this agreement may approximat&0$illion.

Pending Merger with CenturyT

On October 26, 2008, Embarg and CenturyTel Incn{@gTel), a Louisiana corporation, entered intoerger agreement whereby a
wholly owned subsidiary of CenturyTel, will mergéhvand into Embarq. As a result of the merger, Brgtwill continue as a wholly owned
subsidiary of CenturyTel. At the effective datettod merger, each share of Embarg’s common stockighae $0.01 per share, will be
converted into the right to receive 1.37 shareSerituryTel common stock, par value $1.00 per shiws, cash in lieu of fractional shares. It is
expected that the merger will qualify as a tax-fre@rganization for U.S. Federal income tax purpobeconjunction with this transaction,



Embarg may incur additional costs including, butlitoited to potential asset impairments; emplogetention and severance costs; and
other merger and integration costs.

On January 23, 2009, Embarqg entered into an amemtdmenodify its existing credit agreement, whicti wnly become effective upon
consummation of the merger with CenturyTel andstitgsfaction of other customary conditions. Amotigeo matters, the amendment would
cause the credit agreement to remain in place edt@summation of the merger; reduce the size ofahelving credit facility to $800 million
from $1.5 billion (and the sulimit for letters of credit to $100 million from $® million); and require repayment in full of thatstanding tern
borrowings of $280 million as of March 31, 2009arbefore the closing date of the merger. See MdfSubsequent Events, for additional
information.
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On January 27, 2009, the Embarqg and CenturyTekbbéters approved the matters required to comthet&ransaction as proposed in
the merger agreement. Completion of the mergeows subject to approval by the Federal Communicati@ommission (FCC) and various
state regulatory agencies as well as other cusioolesing conditions, and is expected to occurruthe 2009 second quarter.

Basis of Presentatiol

The accompanying consolidated financial statemesfisct all the accounts of Embarg and its whollyned subsidiaries. All
intercompany transactions have been eliminated.

The consolidated financial statements were prepasety accounting principles generally acceptetthénUnited States. These principles
require management to make estimates and assum hianaffect the reported amounts of assets abdities, the disclosure of contingent
assets and liabilities and the reported amountswehues and expenses. Actual results could differ those estimates.

Certain prior year amounts have been reclassifiewihform to the current year presentation. Theskssifications had no effect on the
results of operations or stockholders’ equity avjmusly reported.

Change in Reported Business Segments

As a result of the sale of Embarq Logistics, Embmopntinuing operations are now comprised solelysaklecommunications busine
Accordingly, information about this business is n@presented by Embarq’s consolidated financiaitiposand results from continuing
operations.

Universal Service Fund

Embarq records federal and state Universal Sefuicel (USF) surcharges on a gross basis. The totliat of surcharges recorded in
net operating revenue was as follows:

Year to Date March 31,
2009 2008
(millions)
Federal and state USF surcharges $ 18 $ 21

Depreciation Rate Adjustmer

On an annual basis, Embarq performs an analysieakemaining life depreciation rates. Depreciatates were adjusted principally for
packet switching equipment in 2009 and for digialtching equipment, digital loop carrier equipmantl high-speed Internet equipment in
2008, which resulted in depreciation expense begdgced by the following:

Year to Date March 31,
2009 2008
Depreciation expense reduction (millions) $ 7% 12
Basic and diluted earning per common share increase 0.0z 0.0t

Adoption of New Accounting Pronounceme

Financial Accounting Standards Board Staff Posi{le8P) Emerging Issues Task Force (EITF), 03-Betermining Whether
Instruments Granted in She-based Payment Transactions are Participating Séesr-On January 1, 2009, Embarg adopted this standard,
which concluded that unvested share-based paymemtia that contain a nonforfeitable right to reeaividends, whether paid or unpaid, are



participating securities and should be includethencomputation of basic earnings per share. Agired by this statement, prior period
earnings per share and weighted average commoesshatstanding were adjusted to conform to theigiavs of this standard.
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The impact to basic and diluted earnings per saadeweighted average common shares outstandingsvadiows:

Year to Date Period Ended March 31, 2008

Previously
As Adjusted Reported Difference

Total Earnings per Common Share

Basic $ 1.3¢ $ 1.3¢ $ (0.01
Diluted 1.37 1.3¢ (0.07)
Weighted Average Common Shares Outstanding

Basic (millions) 153.¢ 152.7 11
Diluted (millions) 154.: 154.1 0.2

FSP SFAS No. 132(R)-Employers Disclosures about Postretirement Beddih Assets ©On January 1, 2009, Embarq adopted this
standard, which expands the disclosures requirésH#S No. 132(R)Employers’ Disclosures about Pensions and Othetriebeement
Benefitsto discuss the assumptions and risks used to canfigintvalue of each category of plan assets. Ab&muses a year end
measurement date to value plan assets, all disel®saquired by this standard will initially be gtied as of December 31, 2009.

SFAS No. 141(R)Business CombinationgOn January 1, 2009, Embarq adopted this standdnidhwnaintains the fundamental
guidance provided under SFAS No. 1Biisiness CombinationBut requires the acquirer to recognize all acquireskts and liabilities,
including goodwill, at fair value at the acquisitidate as opposed to the announcement date. lticeddihe standard requires most transaction
related costs to be expensed as incurred as wetbagles expanded disclosure requirements for gacisactions in the financial statements.
Prior to completion of the pending merger with CeyTel, Embarqg does not expect the adoption ofdtdadard to have a material impact on
its financial position, results of operations quiidity.

FSP SFAS No. 157-Effective Date of FASB Statement No. 1&mbarq elected to defer until January 1, 2008 atthoption of SFAS
No. 157 for all nonfinancial assets and liabilitieat are recognized or disclosed at fair valudhénfinancial statements on a nonrecurring b
This includes goodwill and nonfinancial long-livadsets that are measured at fair value in impairtesting and asset retirement obligations
initially measured at fair value. The adoption &% No. 157 for those nonfinancial assets andlites within the scope of FSP SFAS
No. 1572 did not have a material impact on Embarq’s foialnposition, results of operations or liquidity.

Recently Issued Accounting Pronouncem

FSP SFAS No. 107-1 and Accounting Principles BdafB) 28-1,Interim Disclosures about Fair Value of Financiaktruments This
standard amends SFAS No. 10isclosures about Fair Value of Financial Instruntggtand APB Opinion No. 28nterim Financial Reporting
to require disclosures about the fair value ofriicial instruments for interim periods as well asiimual financial statements. Although Emt
has historically provided most of these disclosumdts interim financial statements, this standailli be formally adopted for periods ending
after June 15, 2009.

FSP SFAS No. 157-fetermining Fair Value When the Volume and Levédiivity for the Asset or Liability Have Signifitdy
Decreased and Identifying Transactions That Are Qiaterly - This standard clarifies the application of SFA& 157, Fair Value
Measurement, when the volume and activity of the asset artllitg has significantly decreased and reemphasdizatsfair value is the price
that would be received to sell an asset or paghility in an orderly transaction between marketipgants at the measurement date. In
addition, it requires additional disclosures notihg inputs and valuation techniques used forsaléts and liabilities measured at fair value and
the major security types for any debt or equityusities. Embarg will adopt this standard for pes@hding after June 15, 2009. Embarq does
not expect the adoption of this standard will hawaaterial impact on its financial position, resuf operations or liquidity.

Note 2. Discontinued Operations



On March 12, 2009, Embarg completed the sale affitslly owned subsidiary, Embarq Logistics, Ina.gixchange for an initial cash
payment and future contingent consideration. Assallt of the sale, the financial results of EmHdasgistics’ third party wholesale distribution
operations, which previously comprised the Logsshasiness segment, are now reported and dischaséidcontinued operations for all
periods presented.



The results of operations reclassified to disca@thoperations were as follows:

Year to Date March 31,

2009 2008
(millions)
Net operating revenut $ 58 $ 11F
Operating expenses 62 117
Loss before income taxes 4 2
Income tax benefit 2 -
Loss from discontinued operations $ 2 $ &)

For the year to date period ended March 31, 20@9lass on the sale of discontinued operationfydimtg severance and benefit plan
curtailments associated with the sale, was $24anithet of an income tax benefit of $12 million.

Note 3. Commitments and Contingencies

Litigation, Claims and Assessmen

Seven former manufactured gas plant sites haveideatified that may have been owned or operateeriiyies acquired by Embarg’s
subsidiary, Centel Corporation (Centel), before twempany was acquired by Sprint Nextel. These site not currently owned or operated by
either Sprint Nextel or Embarg. On three sites, Bmtand the current landowners are working withEheironmental Protection Agency
(EPA) pursuant to administrative consent orderqebxlitures pursuant to the orders are not expécted material. On five sites, including the
three sites where the EPA is involved, Centel msred into agreements with other potentially resjade parties to share costs. Further, S
Nextel has agreed to indemnify Embarq for mostyf @ventual liability arising from all seven of Heesites

In early December 2008, an individual shareholdedfsuit in Johnson County Kansas District Cogdiast Embarq, each of its
directors and CenturyTel, challenging the pendirggear with CenturyTel and alleging that the defensldailed to maximize shareholder
value, made misleading proxy statements and olitgiresonal benefits in the form of positions wie tombined company. To avoid the
expense and uncertainty of litigation, a settleniemptrinciple has been reached between plaintiff dafendants where additional disclosures
regarding the transaction were made in a publiegfiand a limited amount of legal costs will bambursed. A definitive settlement agreement
will be executed following confirmatory discovegnd the final settlement must be approved by thetco

In December 2007, a group of retirélesl fa putative class action lawsuit in the Uni&édtes District Court for the District of Kansas,
challenging the decision to make certain modifmatito Embarq’s retiree benefits programs geneedibctive January 1, 2008. Defendants
include Embarg Corporation, certain of its benglffins, its Employee Benefits Committee and its pldministrator. Additional defendants
include Sprint Nextel and certain of its benefans. In addition, a complaint in arbitration haerbéled by 15 former Centel executives,
similarly challenging the benefits changes. Emlzard other defendants intend to vigorously conteste claims and charges.

In addition, Embarq is subject to various otherdaits, regulatory proceedings against Embarq amer @laims typical for a business
enterprise. While it is not possible to determine tltimate disposition of each of these proceedanyl whether they will be resolved
consistent with Embarq’s expectations, Embarq espbat the outcome of these proceedings, indiVigloa in the aggregate, will not have a
material adverse effect on its financial conditicasults of operations or liquidity.

Note 4. Debt and Financial Instruments
During the year to date period ended March 31, 2B888barq repaid the $375 million balance outstagdinder its revolving credit

facility. Additionally, Embarq repaid $80 milliorf dborrowings outstanding under its term credit fiaciSee Note 10, Subsequent Events, for
additional information.



As of March 31, 2009, Embarq’s lorigrm debt had a carrying value of approximately8$sllion and a fair value of approximately $:
billion. This fair value was computed primarily lealson quoted market prices.



Note 5. Income Taxes

The differences that caused Embarq’s effectiverimetax rates to vary from the 35% federal statutaty for income taxes related to
continuing operations were as follows:

Year to Date March 31,

2009 2008
(millions)

Income tax expense at the federal statutory rate $ 11C $ 11€
Effect of:

State income taxes, net of federal income tax effec 6 2

Other, net (1) 1
Income tax expense $ 115 $ 11¢
Effective income tax rate 36.5% 35.7%

During the year to date period ended March 31, 2B808barqg received consent from the Internal Rev&ueargice to modify its
accounting method for income tax purposes relatedpairs and maintenance expenditures. This chavigeh became effective on January 1,
2008, will allow certain costs to be deducted imiataly rather than capitalized and depreciateda Assult, approximately $100 million of
income tax liabilities were reclassified from otleairrent liabilities to deferred income taxes ia thonsolidated Balance Sheets.

Note 6. Employee Benefit Plans

The components of net periodic benefit cost wer®ksns:

Year to Date March 31, 200¢ Year to Date March 31, 200¢

Other Post- Other Post-
Pension retirement Pension retirement
Benefits Benefits Benefits Benefits
(millions)

Service cost $ 12 $ 2 $ 14 $ 2
Interest cost 53 4 51 4
Expected return on plan assets (67) - (69) (1)
Amortization of prior service cost (benefit) 3 (14) 3 (13
Amortization of actuarial losses 14 3 9 3
Contractual retirement benefits 1 - - -
Net cost (benefit) $ 16 $ 5) $ 8 $ (5)

For the year to date period ended March 31, 20@9assets in the plantrust declined due to negative market conditlmnan addition:
$157 million, as compared to December 31, 2008s Tkcline has not been recognized in the consetidaalance sheet as of March 31, 2009,
pursuant to the provisions of SFAS No. Bmployers’ Accounting for PensionEmbarg made no contributions to the plan’s tdusing the
year to date period ended March 31, 2009. See Nit8ubsequent Events, for additional informat

Note 7. Stock-based Compensation
On February 18, 2009, approximately 0.1 milliontnieted stock units were granted to executive efficand other executive level

employees as a result of performance and markestmignts to unvested awards granted under thel@f@+term incentive program. These
restricted stock units vested on February 22, 2009.



On February 27, 2009, approximately 0.3 milliortrieged stock units were granted to certain noncakge employees as part of
Embarqg’s 2008 short-term incentive program. Thesards are scheduled to vest in full on Decemb@009. In addition, approximately
0.7 million restricted stock units were grante@gxecutive officers and other executive level emplsyas part of Embarg’s 2009 long-term
incentive program. These awards will vest 34% dor&rary 27, 2010, and 33% will vest on FebruaryZ,1 and 2012. The fair value of each
of these awards was $34.97 per restricted stodk uni

Total compensation expense related to all of thardsvnoted above was $33 million, which is expetddae recognized over a weighted
average vesting period of 1.6 years. Compensakparee for these awards, as well as remaining tew@svards related to previous grants,
will be recognized over a shorter period in therg\@ a change in control related to the pendinggmewith CenturyTel.
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Note 8. Business Segment Information

Embarq provides a suite of integrated communicatgervices to consumer and business customersrpyiindocal service territories
in 18 states. Embarq also provides wholesale adoétslocal network and other communications Bew primarily to wireline and wireless
service providers. As a result of the sale of Emhangistics in March 2009, Embarq’s continuing gems are now comprised solely of its
telecommunications business.

Embarqg’s net operating revenues for its servicelspainducts were as follows:

Year to Date March 31,

2009 2008
(millions)
Voice $ 91€¢ $ 1,02¢
Data 20< 19¢
High-speed Internet 142 13¢
Other 84 101
Total net operating revenues $ 1,346 $ 1,45¢

Voice revenues are principally derived from locadl dong distance services, switched access chargeb/SF receipts. Data revenues
are principally derived from various data protoantl special access services. Other revenues inptofiessional services, intelligent network
database services, billing and collection servisaks agency commissions and sales of custommiggequipment.

Note 9. Supplemental Cash Flow Information and NorGash Activities

Embarq’s supplemental cash flow information and-nash activities were as follows:

Year to Date March 31,

2009 2008
(millions)
Supplemental Cash Flow Information
Cash paid for interest, net of amounts capitalli $ 16 $ 25
Cash paid (refunded) for income taxes @)
Non-Cash Activities
Capital expenditure accrual $ | $ (14)

Pending settlement of repurchases of commark sto - 20

Note 10. Subsequent Events Through May 7, 2009
Pension Trust Contributior

During April 2009, Embarg made a discretionary dbntion of $15 million to its pension plan’s tru&mbarq continues to expect total
contributions in 2009 to approximate $150 million.

Term Loan Repayment

In April 2009, Embarq repaid in full the remainiig80 million balance under its term credit facilityhich satisfies the repayment
requirement under the January 23, 2009, crediteageat amendment related to the pending mergerQ@atituryTel.

Dividend Declaration



On May 6, 2009, Embarg announced that its boadirettors declared a dividend of $0.6875 per spagable June 30, 2009 to
stockholders of record on June 16, 2009. Paymethi®flividend will only occur if the pending mergeith CenturyTel has not been
consummated by the June 16, 2009 record date.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Embarq Corporation:

We have audited the accompanying consolidated balaheets of Embarg Corporation and subsidiaries Qompany) as of December
2008 and 2007, and the related consolidated statsnoé operations and comprehensive income (Iessgkholdersequity, and cash flows f
each of the years in the thrgear period ended December 31, 2008. These coasatidinancial statements are the responsibilityhe
Company’s management. Our responsibility is to egpran opinion on these consolidated financiatstants based on our audits.

We conducted our audits in accordance the standdrtiee Public Company Accounting Oversight Boathhifed States). Those stand:
require that we plan and perform the audit to obt@asonable assurance about whether the finastaééments are free of mate
misstatement. An audit includes examining, on tliasis, evidence supporting the amounts and disis in the financial statements. An &
also includes assessing the accounting princied and significant estimates made by managenemtekhas evaluating the overall finan:
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeneferred to above present fairly, in all materégspects, the financial position of Emk
Corporation and subsidiaries as of December 318 20@ 2007, and the results of their operationstheil cash flows for each of the year
the three-year period ended December 31, 200&rifoomity with U.S. generally accepted accountinggiples.

As discussed in Note 1A to the consolidated finainstatements, the Company adopted the provisibi8tatement of Financial Accounti
Standards No. 15Fair Value Measurementsfor its financial assets and liabilities as ofidary 1, 2008. Also, as discussed in Notes 1A ¢
to the consolidated financial statements, the Comalopted the provisions of FASB Interpretation. M8, Accounting for Uncertainty
Income Taxe- an interpretation of FASB Statement No. 1@8 of January 1, 2007. Lastly, as discussed te Bdo the consolidated financ
statements, the Company adopted the provisiongatér8ent of Financial Accounting Standards No. E58ployers Accounting for Defin
Benefit Pension and Other Postretirement Plansamendment of FASB Statements No. 87, 88, 106 &{R).as of December 31, 2006.

/s KPMG LLP

Kansas City, Missouri

February 12, 2009, except for

Note 1B, as to which the date
is June 17, 2009
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EMBARQ CORPORATION
CONSOLIDATED BALANCE SHEETS
(millions, except per share data)

Assets
Current assets
Cash and equivalents
Accounts receivable, net of allowance for doubéfttounts of $54 and $58
Materials and supplies
Deferred tax assets
Prepaid expenses and other current assets
Current assets of discontinued operations
Total current assets
Gross property, plant and equipment
Accumulated depreciation
Net property, plant and equipment
Goodwill
Prepaid pension asset
Other assets
Noncurrent assets of discontinued operations
Total

Liabilities and Stockholder’ Equity

Current liabilities
Current maturities of long-term debt
Accounts payable
Payroll and employee benefits
Accrued income taxes
Accrued operating taxes
Deferred revenue
Accrued interest
Other current liabilities
Current liabilities of discontinued operations

Total current liabilities

Noncurrent liabilities
Long-term debt
Deferred income taxes
Benefit plan obligations
Other noncurrent liabilities

Total noncurrent liabilities

Stockholders’ equity

Preferred stock, $.01 par value; 200 shares au#tiirno shares issued and outstanding

Common stock, $.01 par value; 1,250 shares aurahrii’s4.2 and 153.1 shares issued; 142.4 an
153.1 shares outstanding

Paid-in capital

Retained earnings

Accumulated other comprehensive income (loss)

Treasury stock, 11.8 and no shares held in treasury

As of December 31,

2008 2007
107 $ 69
494 582

52 73
89 76
81 84
67 102
89C 08¢
20,94¢ 20,66
(13,54 (12,939
7,39¢ 7,73¢
27 27

- 10¢

43 31
12 15
8,371 $ 8,901
2 % 99
27¢ 34z
21¢ 274
- 27

78 97
184 202
58 56
42 46
34 54
89¢€ 1,19¢
5,74¢ 5,77¢
79z 1,13(
1,341 32¢
20€ 21(
8,08: 7,43¢
2 2
(199) (231)
08¢ 622
(909) (130)

(500)




Total stockholders’ equity (60€) 264
Total $ 8,371 $ 8,901

See accompanying Notes to Consolidated FinancéBients.
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EMBARQ CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEBIVE INCOME (LOSS)
(millions, except per share data)

For the Years Ended December 31,

2008 2007 2006
Net Operating Revenue $ 568¢ $ 589¢ $ 5,83
Operating Expenses
Cost of services and products 1,65¢ 1,77¢ 1,70¢
Selling, general and administrative 1,39¢ 1,567 1,54¢
Depreciation 1,00( 1,04¢ 1,01¢
Total operating expenses 4,05( 4,39:¢ 4,27:
Operating Income 1,63¢ 1,50¢ 1,56(
Interest expense (404) (432) (329
Other income (expense), net 3 2 15
Income From Continuing Operations Before Income Tex 1,23¢ 1,07¢ 1,251
Income tax expense (464) (397 (456)
Income From Continuing Operation: 774 68E 79E
Loss from discontinued operations (net of incdenes) (5) 2 (11)
Net Income $ 76 $ 68: $ 784
Remeasurements of and amendments to engplbgaefit plans (net of income
taxes) (779) 232 -
Amortization of employee benefit plan®pservice cost and actuarial losses (ne
income taxes) 3 5 =
Unrealized holding gains on cash flowivktives (net of income taxes) - - 39
Amortization of cash flow derivatives {roé income taxes) 3) (4) (1)
Comprehensive Income (Loss), Net of Income Taxes $ 4 $ 91€ $ 822
Basic Earnings per Common Shal (Pro forma)
Continuing operations $ 53C $ 451 $ 5.3¢
Discontinued operations (0.0%) (0.0 (0.07)
Total $ 527 $ 45C $ 5.2¢
Diluted Earnings per Common Shatr
Continuing operations $ 52t $ 448 $ 5.2¢
Discontinued operations (0.09) (0.07) (0.07)
Total $ 52z $ 44, $ 5.21
Weighted Average Common Shares Outstanding
Basic 146.( 151.¢ 149.2
Potentially dilutive shares under equity indenplans 14 2.C 1.2
Diluted 147.¢ 153.¢ 150.¢

See accompanying Notes to Consolidated Financa#éBtents.
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EMBARQ CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(millions)

Operating Activities
Net income

Adjustments to reconcile net income to net caskigesl by operating activities:

Loss from discontinued operations
Depreciation
Provision for losses on accounts receivable
Deferred and noncurrent income taxes
Stock-based compensation expense
Net losses (gains) on sales of assets
Other, net

Changes in assets and liabilities:
Accounts receivable
Materials, supplies and other current assets
Accounts payable and other current liabilities
Noncurrent assets and liabilities, net

Net cash provided by operating activit— continuing operations

Discontinued operations
Net cash provided by operating activit

Investing Activities

Capital expenditures

Proceeds from construction reimbursements
Proceeds from sales of assets

Net cash used by investing activit

Financing Activities

Issuance of long-term debt

Principal payments on long-term debt
Borrowings under revolving credit agreement
Repayments under revolving credit agreement
Net cash paid to Sprint Nextel associated withsghie-off
Proceeds from common stock issued
Repurchase of common stock

Dividends paid to stockholders

Dividends paid to Sprint Nextel

Tax effects of stock-based compensation
Other, net

Net cash used by financing activiti

Increase (Decrease) in Cash and Equivalel
Cash and Equivalents at Beginning of Period
Cash and Equivalents at End of Period

See accompanying Notes to Consolidated FinanciéB8ients.

For the Years Ended December 31,

2008 2007 2006
76¢ 682 784
5 2 11
1,00( 1,04¢ 1,01¢
101 95 54
102 (50) (64)
47 50 31
C)] (7) (7)

53 45 39
(13) (94) (57)
(24) (31) 33
(16€) (86) 241
(129 (78) (26)
1,73¢ 1,571 2,04¢
13 47 8
1,74¢ 1,62¢ 2,05:
(686) (829) (922)
11 10 10

11 25 33
(664) (794) (880)
- - 1,60(

(99) (787) (492)
1,15( 1,43( 92¢
(1,185 (1,220 (720)
- - (2,209)

14 11€ 20
(500) (2 -
(404) (367) (150)
- - (194)

1) 25 2
(29 ©) @
(1,046) (814) (1,229)
38 16 (50)
69 53 102
107 69 53
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EMBARQ CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(millions, except per share data)

PreferredCommon Paid-in

Retained Comprehensive Business TreasuryStockholders

Accumulated
Other

Total

Stock  Stock Capital Earnings Income (Loss) Equity Stock Equity
January 1, 2006 balance (525) 5,37 4,85:
Net income 32 32
Dividends paid to Sprint Nextel (194 (194
Cash flow derivatives, net of tax 3 3!
Net transfer to Sprint Next: : (467 51 (5,509 - (5,459
May 17, 2006 balance 1 (467 3 - (436)
Net income 45! 45!
Dividends paid to shareholders ($1.00 per
share) (150 (150
Common stock issued 2 2|
Stock-based compensation expense 3 3
Tax effect of stock-based compensation - - 7 - - - - |
Amortization of cash flow derivative (net of
tax) @a @a
Adoption of SFAS No. 158 (net of tax) - - - - (392 - - (392
December 31, 2006 balance : 1 (414 30¢ (363 (468
Cumulative effect of adoption of FIN 48 (n
of tax) = = = 1 = = = 1
January 1, 2007 Balance - 1 (414, 30¢ (363) - - (467
Net income - - - 683 - - - 68<
Dividends to shareholders ($2.375 per she - - - (369) - - - (369
Common stock issued - 1 11¢% - - - - 11€
Stock-based compensation expense - - 50 - - - - 50
Tax effect of stock-based compensation - - 25 - - - - 25
Restricted stock units surrendered for tax
withholding - - (20) - - - - (10)
Remeasurements of and amendments to
employee benefit
plans (net of tax) - - - - 232 - - 232
Amortization (net of tax) of:
Employee benefit plans prior service cc
and actuarial losses - - - - 5 - - 5
Cash flow derivative - - - - 4 - - 4)
Repurchase of common stock - - - - - - (2) (2
Issuance of treasury stock - - - - - - 2 2
Other - - 3 - - - - 3
December 31, 2007 Balance $ $ ¢$ (231 3 62. $ (130 % $ 26.
Net income - - - 76¢ - - - 76¢
Dividends to shareholders ($2.75 per shar - - - (406) - - - (406
Common stock issued - - 14 - - - - 14
Stock-based compensation expense - - 47 - - - - 47



Tax effect of stock-based compensation
Restricted stock units surrendered for tax
withholding
Remeasurement of employee benefit plan:
(net of tax)
Amortization (net of tax) of:
Employee benefit plans prior service cc
and actuarial losses
Cash flow derivative
Repurchase of common stock

December 31, 2008 Balance

Shares Outstanding

Beginning shares outstanding
Stock issued under equity incentive pl

Repurchase of common stock

Ending shares outstanding

See accompanying Notes to Consolidated FinancéBtents.

(1) - - - - (1)

(22) - - - - (22)

- - (773) - - (773,

- - 3 - - 3

- - 3) - - 3)

- - - - (500 (500,

$ (193 98 (903 $ $ (500 $ (608
2008 2007 2006

153.1  149.7 149.1

1.1 3.4 0.€

(11.8 - i

142.¢  153.1 149.7
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EMBARQ CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1A. Background, Basis of Presentation and Sigitant Accounting Policies

Background

Embarq was incorporated in 2005 under the lawsedé®are and was formerly a wholly owned subsid@rgprint Nextel Corporation
(Sprint Nextel). On May 17, 2006, Sprint Nextel spff its local communications business and prodiigtribution operations, thereby
establishing Embarq as a separate, stand-aloneasgmp

Embarq provides a suite of integrated communicats®rvices including local and long distance vaiega, highspeed Internet, satelli
video, professional services and communicationgpegent to consumer and business customers primaritycal service territories in 18
states. Embarq also provides wholesale access lticil network and other communications servicesgrily to wireline and wireless service
providers.

As of December 31, 2008, Embarqg had approximatélthdusand active employees. Approximately 34%eéé¢ employees were
represented by unions subject to collective barggiagreements. Of the union-represented emplogggsoximately 27% have collective
bargaining agreements that will expire during 200%re were no material changes related to anya@raplcollective bargaining agreements
during 2008.

Pending Merger with CenturyT

On October 26, 2008, Embarg and CenturyTel, a liandgscorporation, entered into a merger agreemhbateby a wholly owned
subsidiary of CenturyTel, will merge with and iflfabarg. As a result of the merger, Embarq willtoare as a wholly owned subsidiary of
CenturyTel. Pursuant to the merger agreementgeatffective date of the merger, each share of Eqfgoaommon stock, par value $0.01 per
share, will be converted into the right to recelv@7 shares of CenturyTel common stock, par valu@@per share, plus cash in lieu of
fractional shares. It is expected that the mengkbiqualify as a tax-free reorganization for UFderal income tax purposes. In conjunction
with this transaction, Embarg may incur additiooasts prior to closing including, but not limitea gotential impairments of duplicate systems
and technology; employee retention and severarsts;cand other merger and integration costs

Basis of Presentatiol

The accompanying consolidated financial statemefitsct all the accounts of Embarq and its whollyned subsidiaries. All
intercompany transactions have been eliminated.

On March 12, 2009, Embarg completed the sale aflitslly owned subsidiary, Embarq Logistics, InconSequently, the financial
results of Embarq Logistics’ third party wholesdistribution operations, which previously comprigkd Logistics business segment, are now
reported as discontinued operations for all perfm@sented pursuant to Statement of Financial Autdogl Standards (SFAS) No. 144,
Accounting for Impairment or Disposal of Long Livesket:. See Note 1B, Discontinued Operations, for add#ionformation.

The consolidated financial statements were prepasety accounting principles generally acceptetthénUnited States. These principles
require management to make estimates and assumptianaffect the reported amounts of assets abdities, the disclosure of contingent

assets and liabilities and the reported amountswehues and expenses. Actual results could differ those estimates.

Certain prior year amounts have been reclassifiewihform to the current year presentation. Theskssifications had no effect on the
results of operations or stockholders’ equity as/jmusly reported.

Significant Accounting Policies



Cash and Equivalents
Cash and equivalents include cash and highly liquidstments with original maturities of three ntmbr less.
Revenue Recognitic

Embarg recognizes revenue in accordance with SABLR4,Revenue RecognitioBmbarq collects fees for fixed rate services, agh
local, unlimited long distance, high-speed Interared certain data services, in advance and defeesitue recognition until these services are
provided to the customer. Variable rate billingvéegs, including minute driven long distance, data access revenue, are billed in arrears.
Embarqg has multiple billing cycles spread througheach month resulting in trade accounts receigadhel deferred revenue balances at the
end of each reporting periodin the event that the variable rate usage datatiaveilable at the end of a reporting period, Emglvaill estimate
revenue based on historic and other relevant factor
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Revenue for bundled services is allocated to aivimhgal unit of accounting based on the relativie ¥alue of each individual service
when it is regularly sold on a stand-alone basigrascribed by Emerging Issues Task Force (EIT$dNo. 00-21Revenue Arrangements
with Multiple DeliverablesCash incentives given to customers are recognigedductions to revenue ratably over the averdg®lithe
customer in accordance with EITF 01A%counting for Consideration Given by a Vendor ©ustomer (Including a Reseller of the Vendor’s
Products)and other applicable guidance. Service activatimhiastallation fees are deferred and amortized straight-line basis over the
average life of the customer.

Embarq records revenue from services offered thraagious wholesale, sales agency and other piofedsservice arrangements on
either a gross or net basis in accordance with E$§te No. 99-1Reporting Revenue Gross as a Principal versus si@haAgen t

Embarq records federal and state USF surchargaggooss basis. The total amount of surchargesdedadn net operating revenue was
as follows:

For the Years Ended December 31,
2008 2007 2006
(millions)
Federal and state USF surcharges $ 86 $ 92 $ 08

Net operating revenues include certain revenuevesdor billing disputes and errors and returnpmduct sales. These reserves rec
management’s judgment and are based on many facstbusling historical trending, contract and taififterpretations and developments during
the resolution process.

Allowance for Doubtful Accoun

Allowance for doubtful accounts represents thenestié of accounts receivable that are deemed todalactible. This allowance
typically reflects Embarq’s best estimates basetlistoric credit losses and aged account receivadiknces at the end of the reporting period.
These estimates are subject to management’s juddrased on payment terms, industry norms and rétagof current economic indicators
and may be increased to include the entire accoan&vable balance when specific collection risists.

Property, Plant and Equipme

Embarq records property, plant and equipment &biigsl cost. Repair and maintenance costs arensgokeas incurred. Embarq
capitalizes software in accordance with Americastitate of Certified Public Accountants StatemenPosition 98-1Accounting for the Costs
of Computer Software Developed or Obtained forrmieUse,and EITF Issue No. 97-138ccounting for Costs Incurred in Connection with a
Consulting Contract or an Internal Project that Chimes Business Process Reengineering and Informa@gehnology Transformatian

Embarq categorizes its property, plant and equiprimém three main categories: network assets; mgkland improvements; and
administrative and other. Network assets princjpedinsist of metallic cable and wire facilitiedydr optic cable facilities, switching equipme
conduit, poles and other central office equipmBuildings and improvements principally consist efred general office facilities and
leasehold improvements. Administrative and otheetssprincipally consist of land, furniture, infation technology equipment and vehicles.

The costs of homogeneous units of property, pladtegjuipment are aggregated to form groups of afisat are depreciated on a
straight-line basis over the estimated remainirefuldife established for each specific group. Esties and assumptions used in establishing
the depreciation rates associated with each grreipased on internal studies of use, industry datées, recognition of technological
advancements and understanding of business strategymptions are evaluated annually. Generallgnghs in depreciation rates are effected
through changes in the remaining depreciable bf¢ke applicable group assets and are considerad@unting estimate in accordance with
SFAS No. 154Accounting Changes and Error Corrections.

Ordinary asset retirements are generally chargathsigaccumulated depreciation with no gain or fesegnized. Ordinary asset
retirements totaled $382 million in 2008 and $49Biom in 2007. Embarg recognizes gains and losseanusual or unanticipated asset



dispositions. See Note 10, Sale of Propertiesadiolitional information.
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Embarq’s gross property, plant and equipment aadaated range of estimated remaining useful lbxesategory were as follows:

As of December 31,

Range of Estimated Remaining

Useful Lives 2008 2007
(years) (millions)
Network assets 31to 35 $ 19,35 $ 18,90(
Buildings and improvements 5to 30 1,031 1,031
Administrative and other assets 3to 15 564 73€
Gross property, plant and equipment $ 20,94¢ $ 20,66

Embarqg evaluates property, plant and equipmeritrfpairment whenever indicators of impairment exdgtcounting standards require
that if an impairment indicator is present, Embauuast assess whether the carrying amount of thé issszoverable by estimating the sum of
the future undiscounted cash flows, excluding edecosts, expected to result from the assetel€#rying amount is more than the
recoverable amount, an impairment charge mustdmgrezed based on the fair value of the asset.udb Bnpairments occurred during 2008,
2007 or 2006.

On an annual basis, Embarq performs an analysieakmaining life depreciation rates. Depreciatates for various digital switching
equipment, digital loop carrier equipment and higleed Internet equipment were adjusted in each wséch resulted in depreciation expense
being reduced by the following:

For the Years Ended December 31,
2008 2007 2006
Depreciation expense reduction (millions) $ 50 $ 48 $ 27
Basic and diluted earnings per share 0.21 0.2C 0.11
(1) Pro forma earnings per share information. I$See 1A,Earnings per Common Shayéor additional information.

Goodwill

Embarqg accounts for goodwill in accordance with SMo. 142 Goodwill and Other Intangible Asset§&oodwill represents the excess
of the purchase price over the fair value of thieassets acquired in business combinations acabdmtes purchases. The book value of
goodwill was $27 million at December 31, 2008 af@2with $12 million related to United Telephoneu8east LLC and $11 million related
to acquisitions completed by Centel, both subsieanf Embarg. The remaining $4 million was relai@darious other Embarg businesses.

Embarq evaluates goodwill for impairment on an ahibasis and whenever events or circumstancesatedgoodwill may be impaired.
Embarg determines impairment by comparing net aggdahe reporting unit to its respective fair valiln the event the unit’s net assets exceed
its fair value, an implied fair value of goodwillust be determined by assigning the unit’s fair gatueach asset and liability of the unit. The
excess of the fair value of the reporting unit o¥er amounts assigned to its assets and liabiigitee implied fair value of goodwill. An
impairment loss is measured by the difference betwibe goodwill carrying value and the implied faatue. No such impairments occurred
during 2008, 2007 or 2006.

Derivatives

Embarq recognizes derivative instruments as eéihgets or liabilities in the Consolidated Balankee$s and measures those instrun
at fair value in accordance with SFAS No. 188¢counting for Derivative Instruments and Hedgirgivities as Amende@hanges in the fair
value of derivatives are recorded each period inecti earnings or other comprehensive income (ldspgnding on the use of the derivative
and whether it qualifies for hedge accounting.



Embarq uses derivative instruments only for hedgingd risk management purposes. Hedging activity neagone for the purpose of
mitigating the risks associated with an assetjlitgbcommitted transaction or probable forecadieshsaction. Embarq is primarily exposed to
the market risk associated with unfavorable movameninterest rates. Embarq does not enter intvaléve transactions for speculative or

trading purposes.

At inception and on an ogeing basis, Embarq assesses whether each deeivhtivqualifies for hedge accounting continudsetdighly
effective in offsetting changes in the cash floWshe hedged item. If and when a derivative instairis no longer expected to be highly
effective, hedge accounting is discontinued. Hadg#ectiveness, if any, is included in currentipdrearnings.
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Treasury Stock

Shares of common stock repurchased by Embarq #eetesl as treasury stock on the trade date andaareed at cost, including any
direct third-party fees. Embarq uses the weightestagye cost method for the issue of common stawk freasury. In the event shares are not
retired and subsequently issued from treasury -agépital will increase for any gains and paictapital, or retained earnings in the event of
negative paid-in capital, will decrease for anyskss

Workforce Actions

Embarq provides severance benefits for involuntaeifminated employees. Such benefits are recdrdadcordance with SFAS
No. 112 Employers’ Accounting for Postemployment Benefifsluntary offers for separation or other contuattseparation benefits are
recorded in accordance with SFAS No. B&jployers’ Accounting for Settlements and Curtaiita@f Defined Benefit Pension Plans and for
Termination.Other one-time benefit arrangements or exit céwtsdre part of an organized restructuring planmrecerded in accordance with
SFAS No. 146Accounting for Costs Associated with Exit or Disgddctivities.

In order to better align organizational resourcél @mbarq’s business needs as well as to imprisvavierall cost structure, Embarq has
taken various steps, including both voluntary analuntary reductions in its workforce. Relatedhese reductions, Embarqg recognized the

following charges (including $13 million of conttaal early retirement benefits for the year endedédnber 31, 2008):

For the Years Ended December 31,

2008 2007 2006
(millions)
Cost of services and products $ 37 % 37 $ 20
Selling, general and administrative 38 40 10
Total severance expense $ 75 $ 77 % 30

Legal and Other Contingent Liabilitie

Embarq accrues loss contingencies for legal, enmiental and other contingent liabilities in accorelawith SFAS No. 5Accounting
for Contingencie.. See Note 3, Commitment and Contingencies, foitiadd! information.

Leases

Embarg accounts for capital and operating leasasdordance with SFAS No. 18¢ccounting for LeasesSee Note 3, Commitments ¢
Contingencies, for additional information.

Advertising

Embarq recognizes advertising expenses as incurteslincludes production, media and other pronm&i@nd sponsorship costs. Total
advertising expense was as follows:

For the Years Ended December 31,
2008 2007 2006
(millions)
Advertising expense $ 91 $ 93 $ 102

Income Taxe

Embarqg accounts for income taxes in accordance SFAS No. 109Accounting for Income Taxe8efore spin-off, Embarg’s



operations were included in the consolidated fddecame tax return and certain combined or considid state income tax returns of
Sprint Nextel. In accordance with Sprint Nex$etax sharing arrangement, income tax expenseecasded and charged to Embarg on the
of filing separate returns in each taxing jurisidict After spin-off, Embarq was subject to incoragds as a stand alone entity.

As of January 1, 2007, Embarq adopted FINA&;ounting for Uncertainty in Income Taxes — aeifiptetation of FASB Statement
No. 108. This interpretation clarifies the accounting @mcertainty in income taxes recognized in an ent®|s financial statements in
accordance with SFAS No. 108¢ccounting for Income Taxe&IN 48 prescribes a recognition threshold andsuesament attribute for the
financial statement recognition and measuremeattak position taken or expected to be taken axadturn. FIN 48 also provides guidanct
derecognition, classification, interest and pesaltaccounting in interim periods, disclosure aaddition. As prescribed by the interpretation,
the cumulative effect of applying these provisioras reported as an adjustment to the opening talfn@tained earnings.
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Embarq records interest associated with thesditiabias interest expense. Associated penalteesemmorded as income tax expense. The
total amount of interest and penalties recognizetkvas follows:

Interest Penalties
2008 2007 2008 2007
(millions)
Recognized in the Consolidated Balance Sheet $ 9 $ 4 $ - 0% 2
Recognized in the Consolidated Statement of Qipasa and
Comprehensive Income (Loss) 5 3 2 2

Asset Retirement Obligatio

Embarq recognizes Asset Retirement Obligation8R®, in accordance with SFAS No. 148;counting for Asset Retirement
Obligationsand FIN 47, Accounting for Conditional Asset Retirement Cddiigns.

Embarq has recognized an ARO related to the renandbisposal of the asbestos in company buildigspval and environmental
cleanup of fuel storage tanks used in standby psweply systems and decommissioning of leasedibgilpaces. The fair value of the assets
legally restricted to settle the ARO and the cqroesling liability was as follows:

As of December 31,
2008 2007
(millions)
ARO assets $ 4 $ 4
ARO liability 34 32

In addition, an ARO liability exists, but was netopgnized, in situations where Embarq has beenegt@aasements and rights-of-way by
the United States government, municipalities amgape landowners to route its cable facilities. Mosble facilities are buried, however, some
metallic and fiber cable are above-ground on compamed poles. In addition, Embarq contracts witheo utilities to connect cable and wire
to their poles. As of December 31, 2008, an estrhaettlement date for these obligations was imohétate.

Stock-based Compensation

Effective January 1, 2006, Sprint Nextel adoptedSNo. 123R Share-Based Paymennttilizing the modified prospective method. The
revised standard requires the recognition of cors@ion cost of unvested share-based awards gramerdployees before January 1, 2003,
which were outstanding as of January 1, 2006. Tibeated impact of the adoption of this standard wmamaterial to Embarqg because Sprint
Nextel had previously accounted for st-based awards in accordance with SFAS No. 128counting for Stock Compensaticgs amended
by SFAS No. 148, Accounting for Stock Compensation — Transitiod Bisclosure as of January 1, 2003, using the prospective odeth
Following the spimeff, Embarqg implemented the provisions of SFAS N23R related to the options, nonvested stock andesied stock uni
held by its employees. As SFAS No. 123R was adopsety the modified prospective method, no retrospe application of net income was
required for awards granted prior to January 132€fat were vested in prior years.

Embarg recognizes compensation expense relatdthte-based awards with graded vesting that onlg bhaservice condition on a
straight line basis over the requisite serviceqebfor the entire award. See Note 7, Stock-Basedpgemsation, for additional information.

Earnings per Common Sha
Embarq calculates basic and diluted earnings pesh accordance with SFAS No. 1E&rnings per Shard-or purposes of

calculating pro forma basic and diluted earningsspare for the year ended December 31, 2006, Epdsmumed that the total common shares
issued at spimff, as well as its related potential dilutive seties, were outstanding for the period from Jaguar2006, through May 17, 20(



The dilution effect on Embarq’s common stock haasrbgrimarily related to outstanding stock optiond eestricted stock units. The
following represents stock options that had an@serprice that was above the average annual mpariket of Embarq stock and were not
included in the computation of diluted earnings gieare:

As of December 31,
2008 2007 2006
(millions)
Stock options 5.2 2.1 Sk
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Adoption of SFAS No. 1!

On January 1, 2008, Embarq adopted SFAS No. A&7 Value Measurementdor its financial assets and liabilities. Embargtoption
of SFAS No. 157 did not impact its financial pasitj results of operations, liquidity or disclosurembarq does not have financial assets or
liabilities that are measured at fair value onaurgng basis. In accordance with Financial AccoumStandards Board Staff Position
(FSP) SFAS No. 157-Effective Date of FASB Statement No. Fanparq elected to defer until January 1, 2009att@ption of SFAS No. 1!
for all nonfinancial assets and liabilities thag aot recognized or disclosed at fair value infili@ncial statements on a recurring basis. This
includes goodwill and nonfinancial long-lived asstiiat are measured at fair value in impairmenintgsnd asset retirement obligations
initially measured at fair value. The adoption &% No. 157 for those nonfinancial assets andliteds within the scope of FSP SFAS No.
157-2 is not expected to have a material impadEmbarg’s financial position, results of operationgiquidity.

Recently Issued Accounting Pronouncem

FSP EITF 03-6-1Determining Whether Instruments Granted in ShareebaPayment Transactions are Participating Se@sifihis
standard concluded that unvested share-based pagmards that contain a nonforfeitable right toefiee dividends, whether paid or unpaid,
are participating securities and should be includetie computation of earnings per share purstmatiite two-class method prescribed under
SFAS No. 128Earnings per Sharelhis standard is effective for fiscal years begignafter December 15, 2008, with early adoption
prohibited. Embarg does not expect the adoptichisfstandard to have a material impact on basiiloted earnings per share.

FSP SFAS No. 132(R)-Employers Disclosures about Postretirement B efiddih Assets This standard expands the disclosures
required by SFAS No. 132(Rgmployers’ Disclosures about Pensions and Othetriétieement Benefitdp discuss the assumptions and risks
used to compute fair value of each category of pksets. Although early adoption is permitted, Enaplpdans to adopt this standard when it
becomes effective for fiscal years ending afterddelger 15, 2009. Embarqg does not expect the adogptitiris standard to have a material
impact to on the financial position, results of igi®ns or liquidity.

SFAS No. 141(R)Business CombinationsThis standard maintains the fundamental guidanceigeed under SFAS No. 14Business
Combinationsbut requires the acquirer to recognize all acquirgskts and liabilities, including goodwill, atrfadlue at the acquisition date as
opposed to the announcement date. In additiorstdmelard requires all transition related coststedpensed as incurred as well as provides
expanded disclosure requirements for such tramsecin the financial statements. This standardféctve for business combinations where
the acquisition date is on or after the first anmaporting period beginning after December 15,2®¥ior to completing the proposed merger
with CenturyTel, Embarq does not expect the adapticthis standard to have a material impact orfitiencial position, results of operations
or liquidity.

Note 1B. Discontinued Operations

On March 12, 2009, Embarg completed the sale affitslly owned subsidiary, Embarq Logistics, Ina.gixchange for an initial cash
payment and future contingent consideration. Camsetly, the financial results of Embarq Logistittsrd party wholesale distribution
operations, which previously comprised the Loggssegment, are now reported and disclosed as diisaed operations for all periods
presented.

A commercial services agreement was also compietedeby the buyer will provide certain logisticglasupply chain services to
Embarqg’s telecommunications operations. While tla@eeno minimum purchase obligations with this agrent, Embarg agreed to continue to
purchase certain products and services exclusfuety the buyer. Based on Embarq’s requirementkér2008 fourth quarter, costs over the
four-year term may approximate $450 million.
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The results of operations presented in discontiropetations were as follows:

For the Years Ended December 31,

2008 2007 2006
(millions)
Net operating revenut $ 43t $ 46€ $ 53C
Operating expenses 441 46€ 54¢€
Operating loss (6) 2 (16)
Other income (expense) - 1 (1)
Loss before income taxes (6) (1) (17)
Income tax benefit (expense) 1 (1) 6
Loss from discontinued operations (net of incomesa $ 5) $ 2 $ (11)

In the 2009 first quarter, Embarq recognized a tosthe sale of discontinued operations of $24iomjlincluding severance and benefit
plan curtailments associated with the sale ansheonie tax benefit of $12 million.

The major classes of assets and liabilities preskintdiscontinued operations were as follows (iions):

As of December 31,

2008 2007
Accounts receivable, net of allowance for doubéfttounts of $3 and $2 $ 26 $ 36
Inventory, net of allowance of $5 and $6 41 65
Prepaid expenses and other current assets - 1
Total current assets of discontinued operation $ 67 $ 10z
Gross property, plant and equipment $ 13t % 13t
Accumulated depreciation (229 (121)
Other assets - 1
Total noncurrent assets of discontinued oferat $ 12 $ 15
Accounts payable $ AN 45
Payroll and employee benefits 3 4
Other current liabilities 2 5
Total current liabilities of discontinued opgons $ 34 $ 54

Note 2. Spin-off from Sprint Nextel

In December 2004, Sprint Nextel announced its tidarto spineff its local communications business and prodistridution operatior
from its other businesses in a tax-free transactionMay 17, 2006, the date of the spin-off, inkexage for, and as a condition to, the transfer
of assets and the assumption of liabilities describelow, Embarq (1) issued to Sprint Nextel 148illion shares of company common stock
and (2) issued to Sprint Nextel $4.5 billion of Eandp senior notes and (3) transferred to Sprint &le$.1 billion in cash. In exchange for, and
contemporaneously with, the issuance of Embargisncon stock and transfer of debt and cash, Sprirtdlé&ansferred the Embarq assets,
consisting of Sprint Nexted’local communications operations, wholesale prodistribution operations and consumer and ceftaginess lon
distance customers located in its local servicgtéeies; and Embarg assumed certain liabilitidatesl to its business. The spin-off was
completed through a pro rata distribution to SpKaktel shareholders consisting of one share of&mbommon stock for every 20 shares of
Sprint Nextel voting and non-voting shares ownedpyint Nextels shareholders as of the close of business on M290®, the record date
the distribution.



The impacts of the spin-off have been reflectethéconsolidated financial statements for peridtis ghe spin-off. Accordingly, the
revenues and related expenses from the transflemgdiistance customers and the interest expesseiated with the spin-related borrowings
are reflected only in periods after the spin-offiditionally, while management believes these cadated financial statements include all
historical costs; periods before the spin-off dbinolude all the expenses that would have beemriad had Embarq been a separate, stand-
alone entity. Thus, Embarq’s results of operatimnd cash flows before the spin-off are not fullynp@rable to those after the spin-off.
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Relationship with Sprint Nexte

Before the spin-off, Embarqg provided to and recgifrem Sprint Nextel a variety of services that &eonsidered related party
transactions. Services provided to Sprint Nextal thake up related party revenues, which was $lii@min 2006 before the spin-off,
included, but were not limited to, voice, accesgadind sale of telecommunications equipment, #sawdilling and collection and lease of
network facilities. Services Sprint Nextel providedEmbarg included charges for facilities, infotina services, marketing and certain
corporate and administrative services. Sprint Neditectly assigned, where possible, related cbased on Embarg’s use of these services.
Where direct assignment was not possible, or pactsprint Nextel used indirect methods, includiinge studies and headcounts, to allocate
shared service costs to Embarg. The services @dwg Sprint Nextel were generally accounted fareldaon fully distributed costs, which
Embarq believes approximated fair value. Embarqgeized a total of $488 million in expenses reldtethese services in 2006 before the
spin-off.

In connection with Embarg’s spin-off, Embarqg entkir@o certain agreements with Sprint Nextel. Thg terms of the principal
agreements that continue to be operative are suirgdaelow:

Tax Sharing Agreementn connection with the spinff, Embarg entered into a tax sharing agreemetit $print Nextel. The tax shari
agreement covers, among other things, Embarq’'Sanidt Nextel’s rights and obligations with respextaxes for both the pre- and post-spin-
off periods. As of December 31, 2008, settlemenhefparties’ rights and obligations relating totam pre-spin-off periods is still pending.
Embarq has reflected the estimated amounts thatwalye from or to Sprint Nextel, pursuant to Haseement in the Consolidated Balance
Sheets. These estimates are based on preliminiagtations, which are still subject to further astiment based on the agre@gbn processes
resolve these matters, including arbitration.

Embarqg has an obligation to indemnify Sprint Nekbeltaxes resulting from the spin-off if that teesults from (1) an issuance of our
equity securities, a redemption of our equity sii@sror our involvement in other acquisitions of @quity securities, (2) other actions or
failures to act by us (such as those describedeglmv(3) any of our representations or undertakiederred to in the tax sharing agreement
being incorrect or violated.

Intellectual Property Agreements$n connection with the spin-off, Embarq enteret ia patent agreement, software and proprietary
information agreement and a trademark assignmehli@nse agreement with Sprint Nextel. These ageses govern Embarq’s relationship
with Sprint Nextel with respect to ownership of ars of intellectual property.

Commercial Service Agreement&mbarg and Sprint Nextel entered into commeraatise agreements pursuant to which each
company obtains services from one another. Theipahagreements are described below:

. Embarq entered into a non-exclusive wholesale ageag which Embarq refers to as the MVNO agreemwiti, Sprint Nextel.
Under this agreement, for a period of 7 years, Emisable to resell certain CDMA-based wirelesg@a@nd data services in
Embarq’s local service territories.

. Under a 5 year wholesale master services agreemign&print Nextel, which Embarq refers to as thed distance agreement,
Embarqg has the ability to market and sell its owamdded wireline long distance voice and data sesvio consumer and small
business customers. Under this agreement, Embasgputchase a minimum of 95% of certain categafets domestic and
international long distance voice and data serviim@a Sprint Nextel.

In addition to the MVNO agreement and long distaageeement, Embarq also entered into a sales aggmegment with Sprint Nextel
to sell certain Sprint Nextel-branded wireless a@line voice and data services to business custentEmbarq also entered into agreements
with Sprint Nextel where Embarq is providing cemtaervices to Sprint Nextel, including calling nadsabase services, toll free rehome
services and special access services.

Note 3. Commitments and Contingencies



Litigation, Claims and Assessmen

Seven former manufactured gas plant sites haveiteatified that may have been owned or operatedntifies acquired by Embarq’s
subsidiary, Centel, before that company was acduiyeSprint Nextel. These sites are not currentiped or operated by either Sprint Nextel
or Embarg. On three sites, Embarq and the curagwiolwners are working with the EPA pursuant to adistrative consent orders.
Expenditures pursuant to the orders are not exgecotbe material. On five sites, including the thsites where the EPA is involved, Centel
entered into agreements with other potentially oesfble parties to share costs. Further, Sprint&dsas agreed to indemnify Embarq for v
of any eventual liability arising from all seventbgse sites.

In early December 2008, an individual shareholded fsuit in Johnson County Kansas District Cogdiast Embarq, each of its
directors and CenturyTel, challenging the propasedger with CenturyTel and alleging that the defartid failed to maximize shareholder
value, made misleading proxy statements, and aedgdersonal benefits in the form of positions wiith combined company. To avoid the
expense and uncertainty of litigation, a settlenireprinciple has been reached between plaintiff @efendants where additional disclosures
regarding the transaction were made in a publitdfilA definitive settlement agreement will be exted following confirmatory discovery and
the final settlement must be approved by the court.
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In December 2007, a group of retirees filed a pugatlass action lawsuit in the United States Mist€ourt for the District of Kansas,
challenging the decision to make certain modifaatito Embarq’s retiree benefits programs geneedictive January 1, 2008. See Note 6,
Employee Benefit Plans, for additional informati@efendants include Embarg Corporation, certaiitsdbenefits plans, its Employee Benefits
Committee and its plan administrator. Additionaleshelants include Sprint Nextel and certain of #adfits plans. In addition, a complaint in
arbitration has been filed by 15 former Centel exiges, similarly challenging the benefits chande®barg and other defendants intend to
vigorously contest these claims and charges.

In addition, Embarq is subject to various otherdaits, regulatory proceedings against Embarq amer @laims typical for a business
enterprise. While it is not possible to determine tltimate disposition of each of these proceedamy whether they will be resolved
consistent with Embarqg’s expectations, Embarq etspbat the outcome of these proceedings, indiVigoa in the aggregate, will not have a
material adverse effect on its financial conditicesults of operations or liquidity.

Purchase Commitment

Embarq has minimum purchase commitmevite various vendors through 2015. These outstgnadiommitments represent non-
cancelable commitments to purchase goods and sspwonsisting primarily of network maintenance agdipment, information technolc
services, customer support provided by third partied other expenses related to normal businesatmpes. Amounts actually paid will like
be higher due to variable components of certaieegents which include hours contracted, subscridmedsother factors. As of December
2008, outstanding minimum fixed purchase commitmémbe paid in future years were as follows:

(millions)
2009 $ 15€
2010 70
2011 65
2012 61
2013 39
Thereafter 47

The total amounts of purchase commitments paidithdtan original term in excess of one year werfelbsvs:

For the Years Ended December 31,
2008 2007 2006
(millions)
Purchase commitments paid $ 75 $ 51 $ 17

Leases

Embarq leases various equipment, office facilitteil outlets, switching facilities, and othetwerk sites. These leases, with few
exceptions, provide for automatic renewal optiomd @scalations that are either fixed or based erdmsumer price index. Any rent
abatements, along with rent escalations, are iecui the computation of rent expense calculated simaight-line basis over the lease term.
The lease term for most leases includes the imitialcancelable term plus at least one renewabggegis the exercise of the related renewal
option or options is reasonably assured.

Embarq’s gross rental expense was as follows:

For the Years Ended December 31,
2008 2007 2006
(millions)
Gross rental expense $ 13€ $ 128 $ 11C
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As of December 31, 2008, our rental commitmentoferating leases were as follows:

(millions)
2009 $ 31
2010 23
2011 17
2012 11
2013 4
Thereafter 6

Note 4. Long-term Debt and Financial Instruments

The following table summarizes Embarq’s long-terbt

As of December 31,

Interest Rate Maturing 2008 2007
(millions)
Senior notes
Notes due 2013 6.7% 201 g 1,00 $ 1,00(
Notes due 2016 7.1% 201 2,00( 2,00(
Notes due 2036 8.0% 20z 1,48¢ 1,48¢
1.0% an
Term credit facility 5.5% 201 36C 36C
1.6% ani
Revolving credit facility 5.4% 201 37¢ 41C
Other 6.8% to 9.89 2009 to 202 52¢ 627
Total debt $ 574 $ 5,87¢
Current maturities (2) (99)
Total long-term debt $ 574 $ 5,77¢

In connection with the spin-off, Embarq issued senbtes in an aggregate amount of $4.5 billiore $énior notes will mature in three
tranches, with the earliest maturity in 2013. Idi&idn to the senior notes issued, Embarg entereda credit agreement with certain financial
institutions. The credit agreement expires in M8gRand originally consisted of a $1.6 billion tefawility and a $1.5 billion revolving credit
facility, with a $200 million sub-limit for lettersf credit. The credit agreement provides for ies¢rates equal to a base rate or London
Interbank Offered Rate (LIBOR), plus an applicabl@rgin. The applicable margin is based on Embargiscredit enhanced long-term senior
unsecured debt rating. The credit agreement insladstomary covenants that, among other thingsjnree§mbarg to maintain certain financ
ratios and restrict its ability to incur additionatlebtedness. See Note 12, Subsequent Eventgjdafonal information.

Various subsidiaries of Embarqg have outstandirgj firortgage bonds or unsecured debentures. Thissdielsluded in “Other” in the
above table. Each issue of first mortgage bondsdsired by substantially all of the property, pkamd equipment of the issuing subsidiary. In
the aggregate, approximately 50% of Embarq’s pitgpptant and equipment is pledged to secure omeare issues of first mortgage bonds.
As of December 31, 2008, approximately $325 milldriirst mortgage bonds were outstanding.

Embarg was in compliance with all applicable finahcovenants associated with Embarqg’s borrowidgsof December 31, 2008,
Embarq had letters of credit issued under the wvglcredit facility of approximately $42 million.

The following table represents schedgledcipal payments of Embarq’s long-term debt EB@cember 31, 2008:



(millions)

2009 $ 2
2010 2
2011 73t
2012 -
2013 1,11¢
Thereafter 3,89¢

In anticipation of issuing its senior notes attihge of spin-off, Embarq took steps in the 2005rtbwuarter to limit its interest rate risk
by entering into cash flow hedge transactions. Gy 2, 2006, the hedge instruments entered in2®@% were terminated. The accumulated
other comprehensive income associated with thedgdsewas $51 million, or $30 million net of tax.i¥amount is being amortized using the
effective interest method and reclassified to Egeexpense as a yield adjustment of the hedgedaserual interest payment for ten years as
follows:
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For the Years Ended December 31,
2008 2007 2006
(millions)
Reduction in interest expense $ 5 $ 5 $ 3

At December 31, 2008, Embarq had no outstandinigatares.
Fair Value of Financial Instruments

The estimated fair value of lortgrm debt was $4.5 billion as of December 31, 2008, $6.1 billion as of December 31, 2007. Thes:
values were primarily based on quoted market prithe carrying value of Embarg’s other financiatmments, primarily cash and
equivalents, accounts receivable and accounts pyatproximate fair value as of December 31, 28082007, due to their shdgrm nature
Embarg has no significant concentrations of créskt related to its accounts receivable. See NpEntployee Benefit Plans, and Note 7,
Stock-based Compensation, for additional infornratilated to fair value.
Note 5. Income Taxes

Embarqg’s income tax expense (benefit) related tdicoing operations consisted of the following:

For the Years Ended December 31,

2008 2007 2006
(millions)

Current income tax expense

Federal $ 34z $ 392 ¢ 442

State 18 49 77
Total current 361 441 52(
Deferred and non-current income tax expense (bgnefi

Federal 85 (19 (57)

State 18 (31) (7)
Total deferred and non-current income tax expebse(fit) 10z (50) (64)
Total $ 464 $ 391 $ 45€

The differences that caused Embarq’s effectiverimetax rates to vary from the 35% federal statutatyg for income taxes related to
continuing operations were as follows:

For the Years Ended December 31,

2008 2007 2006
(millions)

Income tax expense at the federal statutory rate $ 432 % 377 $ 43¢
Effect of:

State income taxes, net of federal income taxceffe 28 24 46

Nonrecurring federal and state deferred tax adjasts, net - (12 (16)

Other, net 3 2 (12)
Income tax expense $ 464 $ 391 $ 45€
Effective income tax rate 37.4% 36.2% 36.5%

In 2008, Embarq increased its valuation allowanc&18 million, resulting primarily from the impaot the decline in the value of
pension plan assets on the estimated realizatistaté net operating loss carryforwards. See NoEartployee Benefit Plans, for additional



information regarding the decline in the value efgion plan assets. In 2007, Embarg modified @allentity structure, which resultec
state income tax expense being reduced by $14m#ind a nonrecurring deferred tax adjustment ohén. Also, a favorable state ruling
2007 resulted in a nonrecurring deferred tax adjest of $6 million. In the 2006 fourth quarter, necurring deferred tax adjustments of
approximately $16 million were required to properflect Embarq’s deferred income tax liabiliti@iese adjustments related to periods prior
to 2006. In addition, other, net in 2006 includ&drillion in favorable deferred tax adjustmentsrei@ng from enacted state legislation.
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Income tax expense (benefit) allocated to othenstevhich have been recorded directly in accumdlatber comprehensive income
(loss), was as follows:

For the Years Ended December 31,

2008 2007 2006
(millions)
Remeasurements of and amendments to employee thelaes $ @477 $ 15C $ -
Amortization of employee benefit plans prior seeveosts and actuarial loss 2 4 -
Additional minimum pension liability - - 321
Adoption of SFAS No. 158 - - (24¢)
Unrealized holding gains on cash flow derivatives - - 27
Amortization of cash flow derivatives (D D 2

Embarq recognizes deferred income taxes for thpaeany differences between the carrying amountsafssets and liabilities for
financial statement purposes and their tax bades sdurces of the differences that give rise teredl income tax assets and liabilities, along
with the income tax effect of each, were as follows

As of December 31,

2008 2007
Current Noncurrent Current Noncurrent
(millions)

Deferred Tax Assets

Benefit plan obligations $ - $ 491 $ - $ 79
Accruals and other liabilities 89 12 73 11
Stock based compensation - 30 - 33
Net operating loss carryforwa - 33 - 35
Intangibles - 26 - 28
Other, net - 6 3 16
Total deferred tax assets before valuation allowanc 8¢ 59¢ 76 20z
Valuation allowance - (23) - (10)
Total deferred tax assets 89 57E 76 19¢
Deferred Tax Liabilities

Property, plant and equipment - 1,36¢ - 1,328
Total deferred tax liabilities - 1,36¢ - 1,328
Current Deferred Tax Asset $ 89 % - $ 76 $ -
Noncurrent Deferred Tax Liability $ - % 792 $ - $ 1,13(C

In conjunction with the spin-off, Sprint Nextel iigferred to Embarq certain assets and liabilitiggch resulted in the transfer or
establishment of a net deferred tax liability oB$&illion. This amount includes a deferred tax 8$&268 million related to the transfer from
Sprint Nextel of property, plant, and equipmenstomer transfers, postretirement obligations ahérdtabilities, offset by a $321 million
deferred tax liability related to the eliminatiohtbe additional minimum pension liability.

As of December 31, 2008, Embarg did not have adgrid net operating loss carryforwards. Howeverb&m had state net operating
loss carryforwards of approximately $485 milliorel&ed to these loss carryforwards are state tagflie of $33 million before consideration
of valuation allowance. The loss carryforwards exjn varying amounts through 2028.

Management believes it is more likely than not thase deferred income tax assets, net of the ti@tuallowance, will be realized bas
on current income tax laws and expectations ofréutaxable income stemming from the reversal aftéxg deferred tax liabilities.



Uncertainties surrounding income tax law chandaiftssn operations between state taxing jurisditsi and future operating income
levels may, however, affect the ultimate realizatid all or some of these deferred income tax as¥éhen Embarq evaluated these and other
gualitative factors and uncertainties concerniagritiustry, it was determined that they providetioming evidence requiring the valuation
allowance, which was recognized related to thezatidn of the tax benefit of the net operatingsloarryforwards as of December 31, 2008.

F-28



FIN 48

As of January 1, 2007, Embarq adopted FIN 48 byyaimg uncertain tax positions for tax periods praomd subsequent to spaff. As ol
December 31, 2008, the total liability for uncemttdx positions was $89 million. The total amouhtierecognized tax benefit changes during
2008 was as follows:

(millions)
Unrecognized tax benefits as of January 1, 2008 $ 34C
Increase (decrease) as a result of tax positickesti prior years (1)
Increase (decrease) as result of tax positionsitelueing the current year @
Unrecognized tax benefits as of December 31, 2008 $ 33E

The total amount of unrecognized tax benefits wasarily related to the tax treatment of USF retipVhile the ultimate recognition
of USF receipts in taxable income is highly certdirere is uncertainty about the timing and natdreuch recognition. As of December 31,
2008, approximately $38 million represented undertti@x positions that could result in a potentiglife obligation. Additionally,
approximately $245 million represents refund claibse to the uncertainty of these refund claimspbirg has not recognized the impact to
current or deferred taxes in its consolidated faiastatements.

Embarq expects it is reasonably possible the ltgbdr uncertain tax positions related to USF viniérease by $10 million to $15 millic
in 2009.

It is reasonably possible that settlements willrsle with various tax authorities related to tagifpens taken on prior year returns.
These positions relate to tax accounting methodtdEq expects that the negotiated settlement skthetters will result in a $30 million to
$40 million reduction of the unrecognized tax béniaf2009.

Additionally, Embarqg has unrecognized tax beneétated to various other tax positions that areimdizidually significant. Embarq
believes that it is reasonably possible that tliteses may be settled during 2009 resulting in aicidn of the unrecognized tax benefit up t
million.

For 2001 and prior years, Embarq is generally mgéo subject to examination by U.S. federal, staté, local tax authorities, either as a
component of Sprint Nextel's income tax return®om stand-alone basis. However, Embarg and thé#¥R8 agreed that Embarqg may file
amended returns on a specific tax issue relatinygéos as early as 1990. These amended returnsd Wewdubject to IRS examination.

The total amount of unrecognized tax benefit tiagcognized, would impact the effective tax ratgs $23 million for these tax
positions.

Note 6. Employee Benefit Plans
Assets and liabilities recognized in the ConsokdaBalance Sheets relating to Embangarious employee benefit plans were as follc
As of December 31,
2008 2007

(millions)
Prepaid pension asset $ - $ 10¢

Benefit plan obligations
Defined benefit pension liability $ 1,08: $ 32



Postretirement benefit liability 227 21¢
Other benefit obligations 36 69

Total $ 1,341 $ 32C

Defined Benefit Pension Plan

Concurrent with the spin-off, Embarq establishewacontributory defined benefit pension plan. Pem&ienefits for plan participants
represented by a collective bargaining agreemenbased on negotiated schedules. All other paaiit§) pension benefits are based on each
individual participant’s years of service and comgetion. Embarg also established certain otherumlifepd defined benefit plans to provide
supplemental benefits to certain executives. Embaes a December 31 measurement date for the plans.
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Embarq initially measured the plans at May 17, 2@@6ed on actual plan assets and their respeatoreed benefit obligations
transferred from Sprint Nextel. Upon the final ma&asnents, an additional $326 million in pensiongdtion was transferred to Embarg from

Sprint Nextel, which was recognized through paidapital.

During the 2008 first quarter, Embarg became awhtensactions that involved the inadvertent ngcef funds by the plan sponsors
from the assets of the defined benefit pensionspliamvhich Embarqg’s employees and retirees cuigqrgtticipate, and in which they
participated before the spin-off. These transastiarhich began in 2002 and continued through MaaB, require payments to the plans’
trusts. With respect to the period following thénspff, Embarqg paid amounts owed to its plan’s trfsapproximately $14 million in the 2008
second quarter. For the period before the spinteéf Embarq plan’s trust may receive additionatiBifrom the Sprint Nextel plan’s trust
related to these transactions. As of February Q@92Sprint Nextel has not confirmed its intentigrith respect to the ultimate disposition of
the pre-spin-off amount. Accordingly, no amountgenbeen reflected in the accompanying ConsolidBadnce Sheets as of December 31,
2008. The eventual outcome is not expected to hauaterial adverse effect on Embarq’s financialdition, results of operations or liquidity.
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The following table presents information relatedtobarq’s defined benefit pension plans since théial measurements:

Accumulated

Projected Unrecognizec Unamortized Other Comp.
Benefit Plan Funded Unrecognizec Prior Service  Transition Income
Recognized

(millions) Expense Obligation Assets  Status  Net Loss® Cost @ Asset @
May 17, 2006 $ - $ (3149% 3,08 $ (59 $ 74z $ 74 $ @ s 81t
Service cost 31 (31) - (31) - - - -
Interest cost 121 (121) - (121) - - - -
Expected return on assets (16€) - - - 16€ - - 16€
Amortization of actuarial
losses 24 - - - (24) - - (24)
Amortization of prior
service cost 10 - - - - (10) - (10)
Actuarial losses - (84) - (84) 84 - . 84
Plan amendment® . (15) . (15) . 15 . 15
Actual return on assets - - 24¢ 24¢ (249 - - (249
Benefit payments - 10€ (10€) - - - - -
Employer contributions - - 2 2 - - - -
December 31, 2008 20 (3,299 3,23 (59) 71¢ 79 © 797
Service cost 55 (55) - (55) - - - -
Interest cost 19¢ (199) - (19¢) - - - -
Expected return on assets (269) - - - 262 - - 262
Amortization of actuarial
losses 46 - - - (46) - - (46)
Amortization of prior
service cost 16 - - - - (16) - (16)
Actuarial gains - 10 - 10 (10) - - (10)
Plan amendment® ; (12) ; (12) ; 12 ; 12
Actual return on assets - - 314 314 (314) - - (314)
Benefit payments - 207 (207) - - - - i
Employer contributions - - 77 77 - - - -
December 31, 2007 53 (3,347)  3,41f 76 612 75 1) 68€
Service cost 53 (53) - (53) - - - -
Interest cost 20€ (206) - (206) - - - -
Expected return on assets (277 - - - 277 - - 277
Amortization of actuarial
losses 35 - - - (35) - - (35)
Amortization of prior
service cost 13 - - - - (13) - (13)
Actuarial loss - (20) - (20) 20 - - 20
Plan amendment® . (17) . (17) . 17 . 17
Actual return on assets - - (928) (928) 92¢ - - 92¢
Benefit payments - 19¢ (19<) - - - - -
Contractual retirement
benefits® 13 13) ; 13 ) ) ) )
Employer contribution€” - - 78 78 - - - -




December 31, 2008 $ 43 $  (3459)%  2,36¢ $ (1,089 $ 1,80: $ 79 $ @ $ 1,88(

D The adoption of SFAS No. 158 on December 31, 268fliired the recognized pension obligation taa¢the funded status of the plans as
measured by the difference between the projectadfti@bligations and the plans asset values. fidsalted in an increase in the obligatior of
$797 million. In combination with the associatediedieed tax impact of $307 million, this adjustmeatluced stockholder’s equity by $490
million.

@) plan amendments were a result of collective banggiagreement renewals, which impacted certainruaiaployee benefit schedules.

® The accumulated benefit obligation was $3,179 arillit December 31, 2006.

“ The accumulated benefit obligation was $3,228 oniliat December 31, 2007.

®) additional pension costs related to contractualyegtirement benefits for certain participantseated by workforce reductions.

® Total contributions include $14 million in repayntemo the plan’s trusts.

™ The accumulated benefit obligation was $3,356 amliat December 31, 2008.
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Plan Asset Allocations Targeted Actual Expected Future Benefit Payments

2008 2008 2007 (millions)
Equity securities 50% to 65% 52% 57% 2009 $ 20
Debt securities 15% to 30% 24% 23% 2010 21
Real estate 5% to 15% 11% 10% 2011 21
Other 5% to 15% 13% 10% 2012 22
Total 100% 100% 100% 2013 23
2014-2018 1,28

Embarg’s investment strategy is to maintain a diied asset portfolio. For 2008, the actual liosthe value of the pension plamasse!
was $928 million. These losses were primarily bttiable to 2008 general and economic market camditaffecting the underlying securities.

Contributions to Embarq’s defined benefit pensitanare expected to approximate $150 million in@200

Postretirement Benefit Plan

Concurrent with spin-off, Embarg established itsxquostretirement benefit plans that provide poséetent benefits, principally
medical and life insurance, to its eligible forneenployees. The plans allow eligible employeesingtibefore certain dates to benefits at no or
reduced cost. Employees retiring after certainslate eligible for benefits on a shared cost b&sitharg generally funds and expects to
continue funding its postretirement obligationdasefits are paid. Embarq uses a December 31 negasat date for the plans.

Embarq initially measured the plans at May 17, 2@@&ed on actual plan assets and their respeatoreed benefit obligations
transferred from Sprint Nextel. Upon final measueets, an additional postretirement liability of $hélion was transferred to Embarg from
Sprint Nextel, which was recognized through paidapital.

During the 2007 second quarter, Embarq amendedh&s postretirement medical and life insurancapta eliminate medical coverage
and Medicare premium subsidies for Medicare-el@ietirees and Medicare-eligible beneficiaries eyl the maximum amount of life
insurance benefits through the company-sponsosetfpt qualified retirees at $10 thousand, effecflanuary 1, 2008. In addition, effective
September 1, 2007, Embarq eliminated company-pea\ide insurance coverage for retirees who alse lienefits through a separate

subsidiary company-sponsored plan.

The amendment caused Embarq to remeasure thesetjpestent benefit plans as of June 30, 2007. Tearaulated postretirement
benefit obligations were reduced by $301 millionhaa corresponding amount of other comprehensieene, net of tax. The reduction in the
obligation will be amortized to other postretirerhbanefit cost over the remaining average lifeatirees.
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The following table presents information relatedite Embarq’s postretirement benefit plans sineg thitial measurements:

Accumulated Accumulated
Projected Unrecognizec Unamortized Other Comp.
Benefit Plan Funded Unrecognizec Prior Service Transition Income
Recognized
(millions) Expense Obligaton  Assets  Status  Net Loss™® Cost® Asset® @
May 17, 2006 $ - $ (601) $ 43 $ (559 $ 172 $ (350) $ 6)$ (183)
Service cost 5 (5) - (5) - - - -
Interest cost 23 (23) - (23) - - - -
Expected return on assets 2 - - - 2 - - 2
Amortization of actuarial
losses 11 - - - (11) - - (11)
Amortization of prior
service cost (37) - - - - 37 - 37
Employer contributions - - 27 27 - - - -
Benefit payments - 28 (29) - - - - -
Actual return on assets - 4 4 4 - - 4
Actuarial gains or losses - (2) - (2) 2 - - 2
December 31, 2006 - (603) 46 (557) 162 (319) (6) (157)
Service cost 8 (8) - (8) - - - -
Interest cost 26 (26) - (26) - - - -
Expected return on assets (?) - - - 3 - - 3
Amortization of prior
service cost (69) - - - - 68 - 68
Amortization of actuarial
losses 15 - - - (15) - - (15)
Amortization of transition
asset D - - - - - 1 1
Employer contributions - - 37 37 - - - -
Benefit payments - 39 (39 - - - - .
Plan amendments - 301 - 301 - (301) - (301)
Actual return on assets - - 3 3 (3) - - ©))
Actuarial gains or losses - 31 - 31 (31) - - (31)
December 31, 2007 $ (23) $ (266) $ 47 $ (219 $ 11€ $ (546) $ (5)$ (43F)
Service cost 8 (8) - (8) - - - -
Interest cost 16 (16) - (16) - - - -
Expected return on assets ©) - - - 3 - - 3
Amortization of prior
service cost (53) - - - - 53 - 53
Amortization of actuarial
losses 13 - - - (13) - - (13)
Amortization of transition
asset (1) - - - - - 1 1
Employer contributions - - 26 26 - - - -
Benefit payments - 28 (28) - - - - -
Plan amendments - 13 - 13 - (13) - (13)
Actual return on assets - - (13) (13) 13 - - 13

Actuarial gains or losses - (5) - (5) 5 - - 5




December 31, 2008 $ (20) $ (254) $ 32 % (229 % 124 $ (506) $ (4 $ (38€)

D The adoption of SFAS No. 158 as of December 316 2@#juired the recognized post-retirement beoéfigation to equal the funded
status of the plans as measured by the differeetveden the accumulated projected benefit obligatimhthe plan asset value. This resulte 1 in
a decrease in the obligation of $157 million. Imddnation with the associated deferred tax impa&5® million, this adjustment increased

stockholder’s equity by $98 million.
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Plan Asset Allocations Actual Expected Future Benefit Payments

2008 2007 (millions)
Equity securities 55% 67% 2009 $ 3
Debt securities 45% 33% 2010 3
Total 100% 100% 2011 21
2012 2!
2013 2!
2014-2018 12(

Embarq is expecting to contribute appnately $30 million to their postretirement bebhefans in 2009.

Assumptions and Other Informatiol

Accounting for long term obligations such as ddfibenefit pension and postretirement benefit obibga requires the use of the
following assumptions:

« Discount rate based on a hypothetical portfolidonds rated AA-or better that produce a cash flow matching thgepted benef
payments of the plans.

« Expected rate of future pay raises based on a welgdverage of past experience and industry peepgurvey data.
» Expected long-term return on plan assets deterntigembnsidering both historical and forward-lookiegtimates of the expected long-
term returns for a portfolio invested accordinghe pension trust target investment policy. These estimates wexeldped usin

independent data and were corroborated by compatisbenchmarks.

« Health care cost increases and assumed healtlcastreends based on a review of surveys of empdbgapectations of medical c
increases and a spot survey of the retiree meiditation assumptions expected to be used by qitser sponsors.

The following weighted average assumptions werel tseletermine the benefit obligation and net biéeetts related to the defined
benefit pension plans and postretirement benefitgl

Benefit Obligation Assumption 2008 2007

Discount rate 6.4% 6.3%
Rate of compensation increase 3.5% 4.0%
Health care cost increases in the following year 8.0% 7.9%
Net Benefit Cost Assumptior 2008 2007

Discount raté" 6.3% 6.1%
Rate of compensation increase 4.0% 4.0%
Long-term expected return on plan assets 8.5% 8.5%
Health care cost increases in the current year 7.9% 8.6%

(1) The June 30, 2007 remeasurement of the ottergiivsement benefit expense used a discount faiel®o

The ultimate assumed health care trend rate useal¢anlating the 2008 and 2007 net benefit costisthe 2007 benefit obligation was
5% and is expected to be reached in 2012. Thauszt@ in calculating the 2008 benefit obligatioB% and is expected to be reached in 2017.
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Assumed health care cost trend rates have a signtfeffect on the amounts reported for the hezlte plans. A 100 basis point change
in assumed health care cost trend rates would theviollowing effects:

2008 2007
Health Care Cost Trend Rate Sensitivity: (millions)
Effect on service and interest cost - 100 basistgncrease $ - 0% 1
Effect on service and interest cost - 100 basietpigcrease - (1)
Effect on APBO - 100 basis point increase 4 4
Effect on APBO - 100 basis point decrease (4) (4)

Subsequent to the adoption of SFAS No. 158, theuatm@cognized in accumulated other comprehenss&related to Embarqg’s
defined benefit pension plans and postretiremenétiteplans was equivalent to the unrecognizedosst, unrecognized prior service cost
(credit) and the unamortized transition asset &mheespective plan as of December 31, 2008. TTakamount of amortization related to these
items that are expected to be recognized into egbgic benefit cost in 2009 is as follows:

Defined Benefi Postretirement
Pension Plan Benefits

(millions)
Amortization of net losses $ 54 $ 12
Amortization of prior service cost (credit) 13 (59)
Amortization of net transition asset (credit) - (1)

Defined Contribution Plan

Embarqg sponsors defined contribution employee sgvilans where participants may contribute portmfrtheir eligible pay. Embarq
typically matches contributions for non-union eny@es and union-represented employees in cash. 2607 and 2006, however, Embarq
matched contributions for certain union-represeetegloyees in company stock. Embarg may, at theretisn of the Employee Benefits
Committee, and subject to a respective collectarghining agreement, provide matching contributioased on the performance of Embarq
stock compared to the Standards & Poor’s Integragédcom Index. The matching contribution was eqo@5% of participantontributions
up to 6% of their pay, in 2008 and 2007 and waskmu28% of participants’ contributions, up to @¥their pay, in 2006. Embarq recognized
$10 million of expense in both 2008 and 2007 and$Bon in 2006 related to these plans.

Allocated Benefit Plan Cost

Before spin-off, a substantial number of Embarq leyges were covered as part of Sprint Nextel's natributory defined benefit
pension plan and postretirement benefit plans. Egwwas allocated plan assets, benefit obligationsreet periodic benefit costs from Sprint
Nextel related to individuals that could be identifas supporting Embe's operations. For the year ended December 31,,Z00®arq
recognized allocated defined benefit pension cb$26 million and allocated postretirement benedist of $2 million.

Before spin-off, certain Embarq employees partigdan Sprint Nextel's defined contribution plarhish had similar matching
contributions to Embarq’s plan. Prior to 2006, 8pNextel matched participants’ contributions inri8pNextel stock. Embarq recognized
allocated contribution charges of $5 million foe thre-spin-off 2006 period.

Other Benefit Obligations

Other benefit obligations recognized in the Coraild Balance Sheets, mainly represent certaintlenmg disability obligations
recognized in accordance with SFAS No. 1H&ployers’ Accounting for Postemployment Benefits

During the 2008 fourth quarter, a nonrecurring atient of approximately $26 million was requirededuce certain long-term



disability obligations. This adjustment relatecbtriods prior to 2006 and was reflected as a réstuci selling, general and
administrative expense in the Consolidated Stat¢wfe@perations and Comprehensive Income (Loss).

Note 7. Stock-based Compensation
Share-based Payment Plans
2008 Equity Incentive Plan

In May 2008, Embarq shareholders approved the EHity Incentive Plan (the 2008 Plan) which becangesole plan for granting
share-based incentive compensation to eligible Eqémployees and non-employee directors. UndePtais, Embarqg can grant a wide range
of awards including stock options, nonvested stoa stock units, otherwise referred to as resttisteck and stock units, stock appreciation
right awards, performance share awards and perfarenanit awards. The compensation committee obtiaed of directors of Embarg may
award options to purchase common stock and st#teaterms and conditions of the options, excefttti&option exercise price per share shall
be no less than the fair market value of a shaomafmon stock on the date of grant. In additiom,dbmpensation committee has discretion to
set the vesting schedule for the options whichlware a term not to exceed ten years and may estahk terms and conditions of the awards
including the satisfaction of performance and mbagaals.
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Under the 2008 Plan, 15 million shares were reskfor the issuance of Embarq common stock. Foptinpose of calculating this
aggregated limit, a single stock option or stocgrapiation rights will be counted as one share evbdch restricted stock unit, performance
share award or performance unit award will courthese shares. As of December 31, 2008, substigraiall5 million shares remained
available under the 2008 Plan.

2006 Equity Incentive Plan

Prior to adoption of the 2008 Plan, Embarq grastete-based payment awards under the 2006 Equitytine Plan (the 2006 Plan).
The type of awards that could be issued under @ Plan as well as the restrictions for issuitglsbptions is generally the same as the -
Plan. Under the 2006 Plan, 24.5 million common etavere reserved. As of the adoption of the 20@8,RFio further awards will be granted
under the 2006 Plan except for any incrementaleshaecessary to satisfy the performance and meniketia specified in the 2008 and 2007
long-term incentive program. As of December 31,&Gpproximately 1 million shares remain to satitbigse performance and market criteria.

Employee Stock Purchase P!

In May 2008, Embarq shareholders approved the adopf the 2008 Employee Stock Purchase Plan @98 Purchase Plan). The 2(
Purchase Plan allows eligible employees to dedu¢b 20% of eligible compensation to purchase comsfares of stock at a price equal to
90% of its fair market value on the last businemg af each offering period. The aggregate numbshafes an employee may purchase cannot
exceed 15 thousand shares or the equivalent oftf2@and in any calendar year, subject to limitetimnposed by Section 423 of the Internal
Revenue Code. Under this plan, 0.9 million commueres were reserved for issuance, of which apprateiy 0.8 million remained available
at December 31, 2008.

The 2008 Purchase Plan replaced the Employee $achase Plan approved in May 2006 (the 2006 Psechian). The 2006 Purche
Plan was substantially the same as the 2008 plegpethe aggregate number of shares an employe@unelyase cannot exceed the equive
of $25 thousand in any calendar year. During 200Bmillion shares had been purchased by eligibiipleyees under the 2006 Purchase Plan.

Stock Options

Embarg uses the Black-Scholes-Merton model to eséirthe fair value of stock options. The risk-freterest rate was determined using
the yield available on the option grant date faeeo-coupon U.S. Treasury security with a termesjeint to the expected life of the option.
The dividend yield was determined based upon estithannual dividends and the fair value and shauestanding of Embarq’s stock on the
option grant date. Due to Embarg’s relatively stifetas an independent company, the expectedilitfatas based on a blend of the historic
and implied volatility of Embarq’s peer group. Tésgpected life for options granted in 2008 was deiieed by applying the simplified method
as described by SAB No. 110Share-Based Paymengind SAB No. 107, Share-Based Paymenfpr awards granted prior to 2008.

The weighted average grant date fair value wass$6.2008, $12.02 in 2007 and $13.62 in 2006 fboptlions converted or granted.
These fair values were based on the following weiglaverage assumptions:

2008 2007 2006
Risk-free interest rate 2.9% 4.7% 5.C%
Expected dividend yield 6.6% 3.5% 4.4%
Expected volatility 30.6% 24.2% 22.5%
Expected term (years) 6.C 6.C 47

A summary of the activity related to Embarq’s stogitions for 2008 is presented below:

Weighted Average
Options Exercise Price

(millions)
Beginning balance outstanding 6.4 $ 56.5



Granted
Exercised

Forfeited/expired

Ending balance outstanding
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1. 41.9¢
0.2 36.2:
0.5 61.1¢f
6.7 $ 547




The total amount of options exercisalid expected to vest, net of expected forfeitlaeBecember 31, 2008, was:

Weighted
Average
Aggregate Remaining
Intrinsic  Contractual Weighted Average

Options Value Term Exercise Price
(millions) (years)
Exercisable 4.¢ $ 4 3.2 $ 578
Expected to vest, net of expected forfeitures 1.7 - 8.3 $ 45.8

The consolidated financial statement impact relédestock options exercised was as follows:

For the Years Ended December 31,

2008 2007 2006
(millions)
Cash received $ 8 $ 10¢ $ 21
Tax benefit realized 1 22 3
Intrinsic value 2 60 8

The number and weighted average fair value of aptiested during the year was as follows:

For the Years Ended December 31,
2008 2007 2006

Weighted average fair value $ 1192 $ 1162 $ 18.9¢
Number of fully vested options (million 1.C 1.C 0.1

As of December 31, 2008, there was $7 million ¢dltanrecognized compensation cost related to uedesock options that is expected
to be recognized over a weighted-average periédd/oyears.

Restricted Stock Unit

Since 2007, the fair value of restricted stocksimihere vesting was dependent only on service tiondiwas calculated using the
closing stock price on the day of grant. Prior @72, the fair value of these awards was calculasia the average of the high and low pric
Embarq stock on the day of grant. Awards grantati¢cbntained market and performance conditionsatfiact factors other than vesting was
determined based on their expected outcome a€ @rtnt date.

The weighted average grant date fair value forigtetl stock units granted in 2008 was $42.41,4b%H 2007 and $43.86 in 2006. A
summary of the activity related to the restrictextk units for 2008 was as follows:

Weighted Average

Unit Award Fair Value
(millions)

Beginning balance nonvested 16 $ 46.87
Granted 0.9 42.41
Vested 1.2 43.8¢
Forfeited 0.1 45.6¢€

Ending balance nonvested 12 $ 46.64




As of December 31, 2008, there was $18 millionotdlitunrecognized compensation cost related toictesd stock units that is expected
to be recognized over a weighted-average peridd®years.

The total intrinsic value of restricted stock uniested during 2008 was $45 million, $42 millior2®07 and $1 million in 2006.
Performance and Market Provisions Awa

In March 2008, Embarq granted approximately O.4iomilrestricted stock units that had performance market provisions, which cot
result in the initial number of awards granted beircreased up to 200% or decreased to zero. Tineecsion ratios related to these awards are
equally weighted to the performance and market itiomd for the three year performance period enddegember 31, 2011.

In February 2007, Embarqg granted 0.5 million retgd stock units that had performance and marketigions which could result in the

initial number of awards granted being increasetbu#00% or decreased to zero. The conversionsragiated to these awards are equally
weighted to the performance and market conditionshfe two and three year performance periods ebegsgmber 31, 2008 and 2009.
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Compensation Expense

After the spin-off, stock-based compensation expeves calculated on the direct method based oneraployee’s individual grant.
Before the spin-off, stock-based compensation es@eras allocated to Embarq by Sprint Nextel basetthe total Embarg employee
headcount as a percentage of Sprint Nextel’s &otgdloyees.

A summary of the total expense and income tax lilergddited to equity plans was as follows:

For the Years Ended December 31,

2008 2007 2006
(millions)

Compensation Expense

Post spin-off direct expense $ 47 $ 50 $ 31
Pre spin-off allocated expense - - 22
Total $ 47 $ 50 $ 53
Income Tax Benefit

Post spin-off direct expense $ 17 $ 18 $ 11
Pre spin-off allocated expense - - 8
Total $ 17 $ 18 $ 18

Resignation of Chief Executive Officer (CEC

In December 2007, Embarqg’s CEO resigned, resuitirige forfeiture of 0.6 million stock options af@dl million restricted stock units.
These forfeitures resulted in the reversal of $1I2an in compensation expense recognized in 200 @rior years and reduced unearned
compensation expense by $11 million as of Decer@be2007.

Resignation of Chief Operating Officer (COC

On December 19, 2006, Embarq eliminated the pos@fdCOO and as a result recognized $8 milliontols-based compensation
expense associated with this event.

The general release and agreement entered intmimection with the position elimination provideatt:mbarqg will vest those portions
of the former COQS equity grants that remain unvested at the emisdf8 month severance period, which included 48%dck option awarc
and 63,045 restricted stock unit awards. This veassiclered to be a modification of vesting termauingag a revaluation of the modified
awards. The fair value for the modified stock opsiovas $11.37 per option and $51.22 per unit ferdstricted stock units. Of the total $8
million stock compensation charge recognized rdlédethis event, approximately $4 million was ttedue associated with the modified awa

Spin-off from Sprint Nextel

The employee matters agreement provided that ataffyi Sprint Nextel options held by Embarg empleyevould be converted into
options to purchase shares of Embarq common séd@pin-off, Embarg employees held approximatelymi8ion Sprint Nextel stock options
which were converted into approximately 8 milliomBEarq stock options. These options had substantial same terms and conditions as
those of the underlying Sprint Nextel options. Auially, a special equity award of Embarq resgitcstock units was granted to Embarq
employees who had their Sprint Nextel options caieekinto Embarg options. These awards vest otleree year service period and were
valued at the closing market value of Embarq stotkhe first business day following the grant date.incremental compensation expense
resulted from this modification event.

Note 8. Business Segment Information



Embarq provides a suite of integrated communicatgervices to consumer and business customersrpyiindocal service territories
in 18 states. Embarq also provides wholesale atoétslocal network and other communications me&w primarily to wireline and wireless
service providers. As a result of the sale of Emliagisitics in March 2009, Embarg’s continuingeogtions are now comprised solely of its
telecommunications business.
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Embarqg’s net operating revenues for each of itséiges and products were as follows:

2008 2007 2006
(millions)
Voice $ 391t $ 4,23t $ 4,34¢
Data 801 76E 70€
High-speed Internet 54¢ 48¢ 39¢
Other 424 407 38¢
Total net operating revenues $ 568¢ $ 589¢ $ 5,83:

Voice revenues are principally derived from locadl dong distance services, switched access chargeb/SF receipts. Data revenues
are principally derived from various data protoantl special access services. Other revenues inphofiessional services, intelligent network
database services, billing and collection servisaks agency commissions and sales of custommiggequipment.

Note 9. Supplemental Cash Flow Information and NorGash Activities

Embarq’s supplemental cash flow information and-nash activities was as follows:

2008 2007 2006
(millions)
Supplemental Cash Flow Information
Cash paid for interest, net of amounts capitalli $ 407 $ 437 $ 29(
Cash paid for income taxes 38= 44¢ 34¢
Non-Cash Activities
Capital expenditure accrual $ 4 $ 1 $ 3
Dividends accrued 2 2 -
Cash held in escrow from the sale of assets 10 1
Proceeds due from sale of assets 6 - -
Extinguishment of debt - 3 -
Issuance of treasury stock to the EmployeekStarchase Plan - 2 -
Transactions with Sprint Nextel associated \sfim-off:
Distribution of senior notes - - (4,48%)
Transfer of notes receivable - - 46C
Transfer and subsequent adjustment ofgrtgpplant and equipment, net - 4 313
Transfer of post-retirement and other fieobligations - - (35€)
Elimination of additional minimum pensibability and pension intangible - - 837
Transfer and subsequent adjustment of atbsets and liabilities, net - 2) 35
Deferred taxes related to assets anditiabitransferred and subsequently adjuste: - 1 (53)

Note 10. Sale of Properties

In the 2008 second quarter, Embarq completed tleeogdts distribution center in Dayton, Ohio fot@million. This sale resulted in a
pre-tax gain of $9 million that was reflected agduction of operating expenses in the ConsolidStatements of Operations and
Comprehensive Income (Loss). Of this amount, $6aniwas attributed to continuing operations, witle remaining $3 million attributable to
discontinued operations.

In the 2006 first quarter, Embarq finalized theesafl 13 exchanges including approximately 5,20@ssdines in north central Kansas
approximately $18 million in cash. This sale resdlin a pre-tax gain of approximately $6 milliordamas reflected as a reduction of selling,
general and administrative expense in the Condeliddtatements of Operations and Comprehensivena¢hoss).



In the 2006 fourth quarter, Embarq finalized thie sd 12 exchanges in north central Kansas, serappyoximately 5,400 access lines.
Proceeds from this sale were approximately $17aniliwhich generated a pre-tax gain of $6 millidhis gain was reflected as a reduction of
selling, general and administrative expense indbesolidated Statements of Operations and Compsaleemcome (LosS).
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Note 11. Quarterly Financial Data (Unaudited)

Net operating revent
Operating income

Income from continuing operations
Income (loss) from discontinued operations (néhobme taxes)

Net income

Basic earnings per share
Continuing operations
Discontinued operations
Total

Diluted earnings per share
Continuing operations
Discontinued operations
Total

Net operating revent
Operating income

Income from continuing operations
Income (loss) from discontinued operations (néhobme taxes)
Net income
Basic earnings per share
Continuing operations
Discontinued operations
Total

Diluted earnings per share
Continuing operations
Discontinued operations
Total

Note 12. Subsequent Events Through February 12, 290

Amendment to Credit Agreement and Shareholder Apmbof the Merget

2008 Quarters

1 st ) nd 3 rd 4 th
(millions, except per share data)
1,45¢ $ 1,43¢ $ 1,40¢ $ 1,38¢
43€ 424 35E 424
214 202 162 19¢
(&) 4 (&) Q)
212 $ 20€ $ 16C $ 191
14C $ 137 $ 1.1 $ 1.3¢
(0.07) 0.0 (0.07) (0.09)
1.3¢ 1.4C 1.17 1.34
13¢ $ 13t % 112 $ 1.37
(0.07) 0.0: (0.07) (0.0%)
1.3¢ 1.3¢ 1.11 1.34
2007 Quarters
1 st 2 nd 3 rd 4 th
(millions, except per share data)

148C $ 1,48: $ 147 $ 1,46¢
374 39¢ 36E 371
162 174 15¢ 191
2 2 ) )
16C $ 17¢ $ 157 $ 19C
1.0¢ $ 1.1t $ 1.0 $ 1.2¢
(0.07) 0.01 (0.07) (0.07)
1.07 1.1¢€ 1.0Z 1.24
1.0 $ 112 $ 1.0z $ 1.24
(0.07) 0.01 (0.07) (0.07)
1.0¢ 1.1¢ 1.01 1.2

On January 23, 2009, Embarq entered into an amemdmenodify its existing credit agreement. SeeeNgtLong-term Debt and
Financial Instruments, for additional informatidhe amendment will only become effective upon comsation of the merger with

CenturyTel and the satisfaction of other custontarnyditions, and provides for the following:

« the credit agreement will remain in place aftermonmation of the merger, with scheduled maturitylay 2011;



the size of the revolving credit facility will beduced to $800 million from $1.5 billion, and theébdimit for letters of credit wil
be reduced to $100 million from $200 million;

the outstanding term borrowings of $360 millioncd®ecember 31, 2008 will be repaid in full on @fdre the closing date of 1
merger;

the leverage ratio financial covenant will becom&rerestrictive, along with other covenant modificas; and

the interest rates and fees payable on outstamdimgwings and commitments will be increased.
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The amended credit agreement will replace Centuiypeeviously arranged $800 million bridge fagilifThe bridge facility would have
been available to refinance outstanding borrowungder Embarq’s existing credit agreement, as nacgsspon consummation of the merger.

On January 27, 2009, the Embarq and CenturyTekbbétters approved the matters required to comgheté&ransaction as proposed in

the merger agreement. Completion of the mergeovs subject to approval by the FCC and variouggtegulatory agencies as well as other
customary closing conditions. Subject to theseiremqents, the transaction is expected to closendulie 2009 second quarter.
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