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(Exact name of registrant as specified in its charter)  

 

ITEM 2. Acquisition or Disposition of Assets  

On September 29, 2000, CenturyTel, Inc. ("CenturyTel" or the "Company") consummated the final two of its four acquisitions of assets from 
affiliates of Verizon Communications, Inc. (successor to GTE Corporation). Collectively under these four acquisitions, the Company acquired 
over 490,000 access lines for approximately $1.5 billion in cash. The Company's Current Report on Form 8-K dated July 31, 2000 describes 
the first two Verizon acquisitions.  

Under the September 29, 2000 transactions:  

o The Company purchased approximately 70,500 telephone access lines and related local exchange assets comprising 42 exchanges throughout 
Wisconsin for approximately $194 million in cash.  

o Telephone USA of Wisconsin, LLC purchased approximately 62,900 telephone access lines and related local exchange assets comprising 35 
exchanges throughout Wisconsin for approximately $170 million in cash. The Company owns 89% of Telephone USA, which was organized to 
acquire and own these Wisconsin properties. At closing, the Company made an equity investment in Telephone USA of approximately $37.8 
million and financed substantially all of the remainder of the purchase price.  

To finance these September 29 acquisitions on a short-term basis, the Company borrowed $357 million on a floating-rate basis under its new 
$1.5 billion credit facility with Bank of America, N.A. and Citibank, N.A., as lenders, and Banc of America Securities LLC and Salomon 
Smith Barney Inc., as arrangers.  

The purchase price payable in connection with these acquisitions is subject to various post-closing adjustments to reflect, among other things, 
the actual amount of accounts receivable acquired by us. We do not expect the aggregate effect of these adjustments to be material.  

In addition to the continued provision of traditional local exchange telephone services, the Company intends to provide long distance, Internet 
access and other advanced technology services in certain of the acquired Wisconsin markets. The Company currently offers long distance and 
Internet access service in certain of the acquired Wisconsin markets, and plans to offer high-speed Digital Subscriber Line Internet access 
service in selected markets.  

For additional information regarding all four Verizon acquisitions, please see the historical financial statements, the pro forma financial 
information and the other materials filed herewith under Item 7 below.  
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Item 5. Other Events.  

Third Quarter 2000 Operating Results  

On September 29, 2000, the Company announced that it expects third quarter 2000 earnings per share, excluding one-time items, to equal or 
exceed FirstCall consensus estimates of $0.42 per share and that revenues will likely range from $470 million to $480 million for the quarter. 
For additional information, please see Exhibit 99.1 filed herewith under Item 7 below.  

Debt Ratings  

On September 19, 2000, Moody's Investors Service lowered CenturyTel's long- term debt rating to Baa2 (with a stable outlook) from Baa1 and 
on September 20, 2000, Standard & Poor's affirmed its rating of CenturyTel's long-term debt of BBB+ (with a negative outlook).  

* * * * * * * * * *  

Item 7. Financial Statements and Exhibits  

(a) Financial statements of properties acquired  

1. Report of Independent Public Accountants - GTE Arkansas Operations.  

2. Statements of Selected Assets, Liabilities and Parent Funding as of June 30, 2000, and December 31, 1999 - GTE Arkansas Operations.  

3. Statements of Income for the six months ended June 30, 2000, and for the year ended December 31, 1999 - GTE Arkansas Operations.  

4. Statements of Cash Flows for the six months ended June 30, 2000, and for the year ended December 31, 1999 - GTE Arkansas Operations.  

5. Statement of Parent Funding for the year ended December 31, 1999  
- GTE Arkansas Operations.  

6. Notes to Special Purpose Financial Statements - GTE Arkansas Operations.  

7. Report of Independent Public Accountants - GTE Missouri Operations.  

8. Statements of Selected Assets, Liabilities and Parent Funding as of June 30, 2000, and December 31, 1999 - GTE Missouri Operations.  

9. Statements of Income for the six months ended June 30, 2000, and for the year ended December 31, 1999 - GTE Missouri Operations.  

10. Statements of Cash Flows for the six months ended June 30, 2000, and for the year ended December 31, 1999 - GTE Missouri Operations.  

11. Statement of Parent Funding for the year ended December 31, 1999  
- GTE Missouri Operations.  

12. Notes to Special Purpose Financial Statements - GTE Missouri Operations.  

13. Report of Independent Public Accountants - Verizon Wisconsin I Operations.  

14. Statements of Selected Assets, Liabilities and Parent Funding as of June 30, 2000, and December 31, 1999 - Verizon Wisconsin I 
Operations.  

15. Statements of Income for the six months ended June 30, 2000, and for the year ended December 31, 1999 - Verizon Wisconsin I 
Operations.  

16. Statements of Cash Flows for the six months ended June 30, 2000, and for the year ended December 31, 1999 - Verizon Wisconsin I 
Operations.  

17. Statement of Parent Funding for the year ended December 31, 1999  
- Verizon Wisconsin I Operations.  

18. Notes to Special Purpose Financial Statements - Verizon Wisconsin I Operations.  



19. Report of Independent Public Accountants - Verizon Wisconsin II Operations.  

20. Statements of Selected Assets, Liabilities and Parent Funding as of June 30, 2000, and December 31, 1999 - Verizon Wisconsin II 
Operations.  

21. Statements of Income for the six months ended June 30, 2000, and for the year ended December 31, 1999 - Verizon Wisconsin II 
Operations.  

22. Statements of Cash Flows for the six months ended June 30, 2000, and for the year ended December 31, 1999 - Verizon Wisconsin II 
Operations.  

23. Statement of Parent Funding for the year ended December 31, 1999  
- Verizon Wisconsin II Operations.  

24. Notes to Special Purpose Financial Statements - Verizon Wisconsin II Operations.  

(b) Unaudited Pro Forma Consolidated Condensed Financial Information  

1. Introduction.  

2. Pro Forma Consolidated Condensed Balance Sheet as of June 30, 2000.  

3. Pro Forma Consolidated Condensed Statement of Income for the six months ended June 30, 2000.  

4. Pro Forma Consolidated Condensed Statement of Income for the year ended December 31, 1999.  

5. Notes to Unaudited Pro Forma Consolidated Condensed Financial Information.  

(c) Exhibits  

2.1 Amended and Restated Asset Purchase Agreement by and among GTE Arkansas Incorporated, GTE Midwest Incorporated, GTE 
Southwest Incorporated and CenturyTel, Inc. dated as of June 29, 1999 (incorporated by reference to Exhibit 99 to our Quarterly Report on 
Form 10-Q for the quarter ended June 30, 1999).  

2.2 Asset Purchase Agreement by and between GTE Midwest Incorporated and Spectra Communications Group, LLC dated as of July 8, 1999 
(incorporated by reference to Exhibit 2.2 of our Current Report on Form 8-K dated July 31, 2000).  

2.3 Asset Purchase Agreement by and between GTE North Incorporated and Telephone USA of Wisconsin, LLC dated as of August 19, 1999.  

2.4 Asset Purchase Agreement by and between GTE North Incorporated and CenturyTel, Inc. dated as of October 11, 1999.  

23.1 Consent of Arthur Andersen LLP.  

23.2 Consent of Arthur Andersen LLP.  

99.1 Press release announcing (i) certain third quarter 2000 results and (ii) closing of Verizon properties in Wisconsin.  

GTE Arkansas Operations  

Special Purpose Financial Statements  

As of June 30, 2000, and December 31, 1999  

Together with Report of Independent Public Accountants  

Report of Independent Public Accountants  

To the Board of Directors and Shareholders of CenturyTel Incorporated,  
GTE Arkansas Incorporated,  
GTE Midwest Incorporated,  
and GTE Southwest Incorporated:  



We have audited the accompanying special purpose financial statements of selected assets, liabilities, and parent funding of GTE Arkansas 
Operations (the "Company") as of December 31, 1999, and the related statements of income, parent funding and cash flows for the year then 
ended. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these 
financial statements based on our audit.  

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion.  

In our opinion, the special purpose financial statements referred to above present fairly, in all material respects, the selected assets, liabilities, 
and parent funding of the Company as of December 31, 1999, and the results of its operations and its cash flows for the year then ended in 
conformity with accounting principles generally accepted in the United States.  

 

The accompanying notes are an integral part of these special purpose financial  
statements.  

GTE Arkansas Operations  
(As Described in Note 1)  

Statements of Selected Assets, Liabilities, and Parent Funding  
As of June 30, 2000, and December 31, 1999  

(Dollars in Thousands)  
 

/s/ Arthur Andersen LLP 
 
 
Dallas, Texas, 
September 13, 2000 

                                                     June 30,       December 31,  
                                                       2000             1999 
--------------------------------------------------- -----------------------------  
                                                    (unaudited)      (audited) 
 
            SELECTED ASSETS 
            --------------- 
 
CURRENT ASSETS: 
    Receivables, less allowance of $6,483 
     and $4,608                                     $  23,762       $  31,014 
    Inventories and supplies                              583             592 
    Prepaid insurance and other                           360           1,714 
--------------------------------------------------- -----------------------------  
         Total current assets                          24,705          33,320 
--------------------------------------------------- -----------------------------  
 
PROPERTY, PLANT, AND EQUIPMENT, net                   195,531         202,862 
 
EMPLOYEE BENEFIT PLANS                                 19,428          15,529 
 
OTHER ASSETS                                              192             224 
--------------------------------------------------- -----------------------------  
         Total assets                               $ 239,856       $ 251,935 
=================================================== =============================  
 
   SELECTED LIABILITIES AND PARENT FUNDING 
   --------------------------------------- 
 
CURRENT LIABILITIES: 
    Accounts payable                                $   7,364       $   4,960 
    Advance billings and customer deposits              3,982           3,887 
    Accrued payroll costs                               2,276           2,108 
    Other                                               1,172             557 
--------------------------------------------------- -----------------------------  
         Total current liabilities                     14,794          11,512 
--------------------------------------------------- -----------------------------  
 
EMPLOYEE BENEFIT PLANS                                  7,840           7,828 
 
OTHER LIABILITIES                                          78              91 



 

GTE Arkansas Operations  
(As Described in Note 1)  

Statements of Income  
For the Six Months Ended June 30, 2000,  

And for the Year Ended December 31, 1999  
(Dollars in Thousands)  

 

GTE Arkansas Operations  
(As Described in Note 1)  

Statements of Cash Flows  
For the Six Months Ended June 30, 2000,  

And for the Year Ended December 31, 1999  
(Dollars in Thousands)  

--------------------------------------------------- -----------------------------  
         Total liabilities                             22,712          19,431 
--------------------------------------------------- -----------------------------  
 
PARENT FUNDING                                        217,144         232,504 
--------------------------------------------------- -----------------------------  
         Total liabilities and parent funding       $ 239,856       $ 251,935 
=================================================== =============================  

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (unaudited)      (audited) 
REVENUES AND SALES: 
    Local services                                  $  28,878       $  55,267 
    Network access services                            35,446          73,249 
    Toll services                                       9,633          19,762 
    Other services and sales                            9,063          20,541 
--------------------------------------------------- -----------------------------  
        Total revenues and sales                       83,020         168,819 
--------------------------------------------------- -----------------------------  
 
OPERATING COSTS AND EXPENSES: 
    Cost of services and sales                         35,691          70,776 
    Selling, general, and administrative                9,737          24,819 
    Depreciation and amortization                      19,642          38,078 
--------------------------------------------------- -----------------------------  
         Total operating costs and expenses            65,070         133,673 
--------------------------------------------------- -----------------------------  
 
OPERATING INCOME                                       17,950          35,146 
 
INTEREST EXPENSE, net                                   3,817           8,292 
--------------------------------------------------- -----------------------------  
 
INCOME BEFORE INCOME TAXES                             14,133          26,854 
 
INCOME TAXES                                            5,491          10,427 
--------------------------------------------------- -----------------------------  
 
NET INCOME                                          $   8,642       $  16,427 
=================================================== =============================  

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (unaudited)       (audited) 
 
CASH FLOWS FROM OPERATING ACTIVITIES: 
  Net income                                        $   8,642       $  16,427 
  Adjustments to reconcile net income 
   to net cash provided by operating activities- 
     Depreciation                                      19,003          37,320 
     Employee pension plans                            (3,887)         (5,599) 
     Provision for uncollectible accounts               2,716           6,946 
     Change in current assets and current 
      liabilities- 
        Receivables                                     4,536          (7,164) 
        Other current assets                            1,363           1,536 



 

The accompanying notes are an integral part of this special purpose financial statement.  

GTE Arkansas Operations  
(As Described in Note 1)  

Statement of Parent Funding For the Year Ended December 31, 1999  

 
(Dollars in Thousands)  

 

GTE Arkansas Operations  
(As Described in Note 1)  

Notes to Special Purpose Financial Statements  

1. Description of Business:  

The selected local telephone exchanges included in these special purpose financial statements (the "Exchanges") serve approximately 231,000 
switched access lines in the state of Arkansas. The Exchanges represent 100% of the assets of GTE Arkansas Incorporated ("GTE Arkansas") 
and a small percentage of the assets of GTE Midwest Incorporated ("GTE Midwest") and GTE Southwest Incorporated ("GTE Southwest"). 
GTE Arkansas, GTE Midwest, and GTE Southwest (collectively, the "Company") are wholly owned subsidiaries of GTE Corporation (GTE), 
which is a wholly owned subsidiary of Bell Atlantic Corporation ("Bell Atlantic"), d/b/a Verizon Communications ("Verizon") (see Note 11). 
Verizon provides a wide variety of communications services ranging from local telephone service for the home and office to highly complex 
voice and data services for various industries.  

On June 29, 1999, the Company entered into a purchase agreement with CenturyTel Incorporated ("CenturyTel") to sell approximately 231,000 
switched access lines in the state of Arkansas to CenturyTel. The sale was completed on July 31, 2000.  

2. Basis of Presentation:  

The accompanying special purpose financial statements have been prepared in accordance with accounting principles generally accepted in the 
United States using exchange specific information where available (e.g., most revenue and property, plant, and equipment (PP&E) related 
accounts) and allocations where data is not maintained on an exchange specific basis within the company's books and records (e.g., most 
operating expenses, assets other than PP&E, liabilities, and capital accounts). Because of the significant amount of allocations and estimates 
used to prepare these special purpose financial statements, they may not reflect the financial position and results of operations of the Exchanges 

        Other current liabilities                       3,282         (13,956) 
     Other, net                                            18          (3,731) 
--------------------------------------------------- -----------------------------  
        Net cash provided by operating activities      35,673          31,779 
--------------------------------------------------- -----------------------------  
 
CASH FLOWS FROM INVESTING ACTIVITIES: 
  Capital expenditures                                (11,671)        (24,541) 
--------------------------------------------------- -----------------------------  
        Net cash used in investing activities         (11,671)        (24,541) 
--------------------------------------------------- -----------------------------  
 
CASH FLOW FROM FINANCING ACTIVITIES: 
  Net transfers to GTE Corporation                    (24,002)         (7,238) 
--------------------------------------------------- -----------------------------  
        Net cash used in financing activities         (24,002)         (7,238) 
--------------------------------------------------- -----------------------------  
 
INCREASE IN CASH AND CASH EQUIVALENTS                       -               - 
 
CASH AND CASH EQUIVALENTS: 
  Beginning of year                                         -               - 
--------------------------------------------------- -----------------------------  
  End of year                                       $       -       $       - 
=================================================== =============================  

BALANCE, December 31, 1998                                          $ 223,315 
 
  Net income                                                           16,427 
 
  Net transfers to GTE Corporation                                     (7,238) 
--------------------------------------------------- -----------------------------  
BALANCE, December 31, 1999                                          $ 232,504 
=================================================== =============================  



after the acquisition by CenturyTel.  

The accompanying special purpose financial statements include only those assets, liabilities, and related operations of the Exchanges as 
historically incurred by the Company and exclude all other assets, liabilities, and related operations of Verizon and its subsidiaries, specifically 
cash, accrued interest, and tax-related balance sheet accounts. These special purpose financial statements also include expenses related to 
employees who support the Exchanges, some of which are expected to remain employees of the Company.  

Receivables related to end-user billings were identified by exchange using billing system data. Customer Advances and Deposits were 
allocated to the Exchanges based on total revenue. Receivables related to carrier and other miscellaneous billings were allocated to the 
Exchanges in proportion to carrier revenues.  

Accounts payable were allocated based on operating expenses and capital expenditures. Accrued payroll costs were allocated based on 
employee head count. Other current liabilities and other liabilities were allocated based on line count.  

The Exchanges' operating expenses include both amounts incurred within its operating territories that relate directly to its exchanges (the 
"Direct Expenses") and amounts incurred in centralized Verizon service centers that support multiple Verizon companies (the "Indirect 
Expenses"). The Direct Expenses correspond roughly with locally performed functions which will transfer to a buyer of the Exchanges. The 
Indirect Expenses correspond to substantial back-office, support, and overhead functions which will not transfer to the buyer, but that the buyer 
will need to replace in some form in order to operate the Exchanges. The Indirect Expenses have been allocated to the Company, and further to 
specific exchanges within the Company (including the Exchanges), based on estimates of usage, or benefits received from such services. The 
level of allocated Indirect Expenses may not be representative of a buyer's ongoing expenses for these functions. Depreciation and amortization 
were calculated by exchange using property, plant, and equipment data.  

3. Summary of Significant Accounting Policies and Other Disclosures:  

The notes which follow contain limited disclosure data where it can be reasonably estimated for the Exchanges.  

Revenue Recognition  

Revenues are recognized when earned. This is generally based on usage of local-exchange networks or facilities. For other products and 
services, revenues are generally recognized when services are rendered or products are delivered to customers.  

Verizon maintains its accounting records for revenues at the Federal Communications Commission (FCC) study area levels. The Exchanges 
being sold represent all operations in GTE's Arkansas study areas. Certain revenues that relate to intra-company activity or activity to be 
retained by Verizon are not included in the accompanying special purpose financial statements.  

Depreciation and Amortization  

Assets are depreciated using the remaining life methodology and straight-line depreciation rates. This method depreciates the remaining net 
investment in telephone plant, less anticipated net salvage value, over remaining economic asset lives. This method requires the periodic review 
and revision of depreciation rates.  

The economic asset lives used are as follows:  

 

When depreciable telephone plant is retired in the normal course of business, the amount of such plant is deducted from the respective plant 
and accumulated depreciation accounts. Gains or losses on dispositions are amortized with the remaining net investment in telephone plant.  

Employee Benefit Plans  

Pension and postretirement health care and life insurance benefits earned during the year as well as interest on projected benefit obligations are 
accrued currently. Prior service costs and credits resulting from changes in plan benefits are amortized over the average remaining service 
period of the employees expected to receive benefits. Curtailment gains and losses associated with employee separations are recognized when 
they occur. Settlement gains and losses associated with employee separations are recognized when the pension obligations are settled and the 
gain or loss is determinable.  

Valuation of Assets  

Average lives (in years) 
------------------------ 
 
Fiber-optic cable                        20  
Copper wire                              15  
Switching equipment                      10  
Circuit equipment                         8  



The impairment of tangible or intangible assets is assessed when changes in circumstances indicate that their carrying value may not be 
recoverable. Under the Financial Accounting Standards Board's (FASB) Statement of Financial Accounting Standards (SFAS) No. 121, 
"Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," a determination of impairment, if any, is 
made based on estimated future cash flows, salvage value, or expected net sales proceeds depending on the circumstances. Asset impairment 
losses, and any subsequent adjustments to such losses as initially recorded, as well as net gains or losses on sales of assets are recorded as a 
component of operating income.  

Income Taxes  

The Company's results are included in Verizon's consolidated federal income tax return. The Company participates in a tax-sharing agreement 
with Verizon and remits tax payments to Verizon based on its tax liability on a separate company basis.  

The Exchanges are not a taxable entity. The Exchanges' operating results are included with the Company for income tax purposes. Although 
the Exchanges contribute significant plant-related temporary differences (including investment tax credits) to the Company's deferred tax 
balances, the Company does not allocate income tax expense, income tax payables, or deferred income taxes to the Exchanges. As the buyer 
will most likely have a different tax scenario, no deferred tax assets or liabilities are presented within these special purpose financial 
statements. The provision for income taxes included in the accompanying special purpose financial statements for 1999 was calculated based 
on the income of the Exchanges and the Company's effective tax rate adjusted for permanent differences not attributable to the Exchanges.  

Inventories and Supplies  

Inventories and supplies are stated at the lower of cost, determined principally by the average cost method, or net realizable value.  

Software  

Software costs are recognized in accordance with the American Institute of Certified Public Accountants (AICPA) Statement of Position (SOP) 
98-1, "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use," which became effective in January 1999. The 
Company capitalizes costs associated with externally acquired software (including right-to-use fees) for internal use. Capitalized software is 
generally amortized on a straight-line basis over its useful life, not to exceed five years for non-network software or three years for network 
software.  

Comprehensive Income  

The Company had no comprehensive income components for the year ended December 31, 1999; therefore, comprehensive income is the same 
as net income for each of the periods.  

Recent Accounting Pronouncements  

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities," which establishes accounting 
and reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging 
activities. The statement requires entities that use derivative instruments to measure these instruments at fair value and record them as assets or 
liabilities on the balance sheet. It also requires entities to reflect the gains or losses associated with changes in the fair value of these 
derivatives, either in earnings or as a separate component of comprehensive income, depending on the nature of the underlying contract or 
transaction. The Company is currently assessing the impact of adopting SFAS No. 133, as amended, which is effective January 1, 2001.  

In December 1999, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin (SAB) No. 101, "Revenue Recognition in 
Financial Statements." SAB No. 101 provides additional guidance on revenue recognition as well as criteria for when revenue is generally 
realized and earned and also requires the deferral of incremental direct selling costs. This bulletin currently must be adopted by December 31, 
2000, and will require the Company to determine the effect of the accounting change as of January 1, 2000. The Company is currently 
assessing the impact of SAB No. 101.  

4. Employee Benefit Plans:  

Pursuant to SFAS No. 132, "Employers' Disclosures about Pensions and Other Postretirement Benefits," certain disclosures including 
components of pension credits, postretirement benefit costs and the funded status of the plans, including the actuarial present value of 
accumulated plan benefits, accumulated or projected benefit obligation and the fair value of plan assets have not been presented because the 
structure of the Verizon plans does not permit the plans' data to be readily disaggregated.  

Pension Plans  

The Company participates in noncontributory defined benefit pension plans sponsored by Verizon covering substantially all employees. The 
benefits to be paid under these plans are generally based on years of credited service and average final earnings. Verizon's funding policy, 
subject to the minimum funding requirements of employee benefit and tax laws, is to contribute such amounts as are determined on an actuarial 



basis to accumulate funds sufficient to meet the plans' benefit obligation to employees upon their retirement. The assets of the plans consist 
primarily of corporate equities, government securities, and corporate debt securities.  

The significant weighted-average assumptions used by Verizon for the pension measurements were as follows at December 31:  

 

The Company's net periodic benefit credit was $106 million for 1999. The Verizon plans are currently funded at levels significantly in excess 
of projected benefit obligations. Included in the net periodic benefit credit for 1999 was a net pension gain of $58.8 million, comprised of one-
time costs for special termination benefits provided under voluntary and involuntary separation programs, curtailment losses, and settlement 
gains. These curtailment losses and settlement gains are a result of the separation programs, as well as the required settlement gain or loss 
recognition due to the fact that in 1999, the Company's lump sum pension distributions surpassed the settlement threshold equal to the sum of 
the service cost and interest cost components of net periodic pension cost. Allocated on the basis of headcount, the Exchanges' net periodic 
benefit credit, including non-recurring settlement gains, was approximately $2.69 million for 1999 and $1.6 million (unaudited) for the six 
months ended June 30, 2000.  

Postretirement Benefits Other than Pensions  

Substantially all of the Company's employees are covered under postretirement healthcare and life insurance benefit plans sponsored by 
Verizon. The determination of benefit cost for postretirement health plans is generally based on comprehensive hospital, medical, and surgical 
benefit plan provisions. The Company intends to fund amounts for postretirement benefits as deemed appropriate.  

The weighted-average assumptions used by Verizon in the actuarial computations for postretirement benefits were as follows at December 31:  

 

The Company's postretirement benefit cost was $44.3 million for 1999. Allocated on the basis of headcount, the Exchanges' postretirement cost 
was approximately $1.92 million for 1999.  

Savings Plans  

The Company sponsors employee savings plans under section 401(k) of the Internal Revenue Code. The plans cover substantially all full-time 
employees. Under the plans, the Company provides matching contributions in Verizon common stock based on qualified employee 
contributions up to a certain predefined limit. Matching contributions attributable to the Exchanges' employees were included in these special 
purpose financial statements and may or may not correspond to the matching benefits provided to the employees of the buyer.  

5. Property, Plant, and Equipment:  

The company maintains continuing property records which identify specific property, plant, and equipment (PP&E) balances, depreciation 
reserves, and annual capital expenditure amounts for the Exchanges. The balances in the accompanying statements are based on these exchange 
specific amounts, and do not include any allocations of common assets utilized in providing the centralized services described in Note 2.  

PP&E is summarized as follows at December 31 (dollars in thousands):  

 

6. Parent Funding and Interest Expense:  

                                                199 9 
                                               ---- --  
Discount rate                                   8.0 0% 
Rate of compensation increase                   5.5 0% 
Expected return on plan assets                  9.0 0% 

                                                 19 99 
                                                --- ---  
Discount rate                                    8. 00% 
Expected return on plan assets                   8. 00% 

                                                         1999 
                                                     ----------- 
Land                                                 $       957 
Buildings                                                 23,317 
Plant and equipment                                      549,147 
Other                                                     19,943 
                                                     ----------- 
     Total                                               593,364 
Less- Accumulated depreciation                          (390,502)  
                                                     ----------- 
     Total property, plant, and equipment, net       $   202,862 
                                                     =========== 



For purposes of these statements, all funding requirements have been summarized as "Parent Funding," without regard to whether the funding 
represents debt or equity. No specific debt instruments can be directly associated with the Exchanges, nor are separate equity accounts 
maintained. As such, interest expense of the Company was allocated to the Exchanges based on the relative percentage of the Exchanges gross 
property, plant, and equipment balance to the gross property, plant and equipment balance for the Company.  

7. Transactions with Affiliates:  

Historically, extensive transactions have occurred between the Exchanges and affiliate entities. These transactions have included construction 
and maintenance services, data processing and management services, financing, and directories agreements.  

Verizon Supply (100% owned by Verizon) provides construction and maintenance equipment, supplies, and electronic repair services to the 
Exchanges. Such purchases and services are recorded at the lower of cost, including a return or fair market value.  

The Exchanges are billed for data processing services and equipment rentals, and receive management, consulting, research and development, 
and pension management services from other affiliated companies. The Exchanges' special purpose financial statements also include allocated 
expenses resulting from the sharing of certain executive, administrative, financial, accounting, marketing, personnel, engineering, and other 
support services being performed at consolidated work centers within Verizon. The amounts charged for these affiliated transactions are based 
on proportional cost allocation methodologies.  

GTE Funding Incorporated (an affiliate of the Company) provides short-term financing and investment vehicles and cash management services. 
GTE Midwest and GTE Southwest are contractually obligated to repay all amounts borrowed on its behalf by GTE Funding Incorporated.  

The Company has an agreement with Verizon Directories Corporation (Directories) (100% owned by Verizon), whereby the Company 
provides its subscriber lists, billing and collection, and other services to Directories. In addition, when Directories sells Yellow Page directory 
advertising to customers within the Company's franchise area, the Company records a portion of the sale as revenue. Also, the Company is 
billed for certain printing and other costs associated with telephone directories, including the cost of customer contact information pages which 
are included in the Company's White Pages directories.  

8. Regulatory and Competitive Matters:  

The Company's intrastate business is regulated by the state regulatory commission in Arkansas. The Company is also subject to regulation by 
the FCC for its interstate business operations.  

During 1999, regulatory and legislative activity at both the state and federal levels continued to be a direct result of the Telecommunications 
Act of 1996 (the "Telecommunications Act"). Along with promoting competition in all segments of the telecommunications industry, the 
Telecommunications Act was intended to preserve and advance universal service.  

Significant Customer  

The largest volume of the Company's services are provided to AT&T Corp. ("AT&T") and include amounts for access, billing, and collection. 
The Company's revenues from services provided to AT&T were 10% of total revenues for 1999. These concentrations may or may not 
correspond with the concentrations of the Exchanges.  

9. Commitments and Contingencies:  

The Exchanges have noncancelable operating leases covering certain buildings, office space, and equipment. The Exchanges' rental expense 
was $3.7 million in 1999. Minimum rental commitments under these noncancelable leases are approximately $62,512, $16,411, $3,450, and 
$2,550 for the years 2000-2003, respectively, and $10,300 in 2004 and thereafter.  

The Company is subject to a number of proceedings arising out of the conduct of its business, including those relating to regulatory actions, 
commercial transactions, and environmental, safety and health matters. Management believes that the ultimate resolution of these matters will 
not have a material adverse effect on the results of operations or the financial position of the Company.  

10. Segment Reporting:  

The Exchanges do not have separate reportable segments of their own. The Exchanges are part of GTE Arkansas, GTE Midwest, and GTE 
Southwest. These entities are part of the Domestic Wireline segment of Verizon's National Operations. The Domestic Wireline segment 
provides wireline communication services within franchised areas. These services include local telephone service and toll calls, as well as 
access services that enable long-distance carriers to complete calls to or from locations outside of the Exchanges' operating areas. This segment 
also provides complex voice and data services to businesses, billing and collection, and operator assistance services to other 
telecommunications companies and receives revenues in the form of a publication right from an affiliate that publishes telephone directories in 
its operating areas.  



11. Bell Atlantic - GTE Merger:  

On June 30, 2000, Bell Atlantic and GTE completed a merger of equals under a definitive merger agreement dated as of July 27, 1998. Under 
the terms of the agreement, GTE become a wholly owned subsidiary of Bell Atlantic. With the closing of the merger, the combined company 
began doing business as Verizon Communications.  

GTE Missouri Operations  

Special Purpose Financial Statements  

As of June 30, 2000, and December 31, 1999  

Together with Report of Independent Public Accountants  

Report of Independent Public Accountants  

To the Board of Directors and Shareholders of Spectra Communications Group LLC And GTE Midwest Incorporated:  

We have audited the accompanying special purpose financial statements of selected assets, liabilities and parent funding of GTE Missouri 
Operations (the "Company") as of December 31, 1999, and the related statements of income, parent funding and cash flows for the year then 
ended. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these 
financial statements based on our audit.  

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion.  

In our opinion, the special purpose financial statements referred to above present fairly, in all material respects, the selected assets, liabilities 
and parent funding of the Company as of December 31, 1999, and the results of its operations and its cash flows for the year then ended in 
conformity with accounting principles generally accepted in the United States.  

 

The accompanying notes are an integral part of these special purpose financial statements.  

GTE Missouri Operations  
(As Described in Note 1)  

Statements of Selected Assets, Liabilities and Parent Funding As of June 30, 2000, and December 31, 1999  

 
(Dollars in Thousands)  

/s/ Arthur Andersen LLP 
 
Dallas, Texas, 
September 13, 2000 

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
            SELECTED ASSETS 
            --------------- 
 
CURRENT ASSETS: 
   Receivables, less allowances of $1,407 
    and $1,261                                      $  12,167       $  16,938 
   Inventories and supplies                                65              59 
   Prepaid benefits and other                             205           1,028 
--------------------------------------------------- -----------------------------  
         Total current assets                          12,437          18,025 
--------------------------------------------------- -----------------------------  
 
PROPERTY, PLANT AND EQUIPMENT, net                    129,325         135,532 
 
EMPLOYEE BENEFIT PLANS                                  5,304           3,984 



 

The accompanying notes are an integral part of this special purpose financial statement.  

GTE Missouri Operations  
(As Described In Note 1)  

Statements of Income For the Six Months Ended June 30, 2000, and for the Year Ended December 31, 1999  

 
(Dollars In Thousands)  

 

The accompanying notes are an integral part of this special purpose financial statement.  

 
OTHER ASSETS                                              207             268 
--------------------------------------------------- -----------------------------  
         Total assets                               $ 147,273       $ 157,809 
=================================================== =============================  
 
    SELECTED LIABILITIES AND PARENT FUNDING 
    --------------------------------------- 
 
CURRENT LIABILITIES: 
   Accounts payable                                 $   2,424       $   6,493 
   Advance billings and customer deposits               1,583           1,509 
   Accrued payroll costs                                  682             729 
   Other                                                1,840             692 
--------------------------------------------------- -----------------------------  
         Total current liabilities                      6,529           9,423 
--------------------------------------------------- -----------------------------  
 
EMPLOYEE BENEFIT PLANS                                  2,312           2,247 
 
OTHER LIABILITIES                                          63              63 
--------------------------------------------------- -----------------------------  
        Total liabilities                               8,904          11,733 
--------------------------------------------------- -----------------------------  
 
PARENT FUNDING                                        138,369         146,076 
--------------------------------------------------- -----------------------------  
         Total liabilities and parent funding       $ 147,273       $ 157,809 
=================================================== =============================  

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
 
REVENUES AND SALES: 
   Local services                                   $   9,279       $  17,987 
   Network access services                             28,091          51,717 
   Toll services                                        6,137          11,828 
   Other services and sales                             3,279           7,334 
--------------------------------------------------- -----------------------------  
         Total revenues and sales                      46,786          88,866 
--------------------------------------------------- -----------------------------  
 
OPERATING COSTS AND EXPENSES: 
   Cost of services and sales                          13,296          27,742 
   Selling, general and administrative                  5,007          14,436 
   Depreciation and amortization                       11,109          20,505 
--------------------------------------------------- -----------------------------  
         Total operating costs and expenses            29,412          62,683 
--------------------------------------------------- -----------------------------  
 
OPERATING INCOME                                       17,374          26,183 
 
INTEREST EXPENSE, net                                   1,812           4,236 
--------------------------------------------------- -----------------------------  
 
INCOME  BEFORE INCOME TAXES                            15,562          21,947 
 
INCOME TAXES                                            5,949           8,390 
--------------------------------------------------- -----------------------------  
 
NET INCOME                                          $   9,613       $  13,557 
=================================================== =============================  



GTE Missouri Operations  
(As Described In Note 1)  

Statements of Cash Flows For the Six Months Ended June 30, 2000, and for the Year Ended December 31, 1999  

 
(Dollars In Thousands)  

 

The accompanying notes are an integral part of this special purpose financial statement.  

GTE Missouri Operations  
(As Described In Note 1)  

Statement of Parent Funding  
(Dollars In Thousands)  

 

The accompanying notes are an integral part of this special purpose financial statement.  

GTE Missouri Operations  
(As Described In Note 1)  

Notes to Special Purpose Financial Statements  

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
 
CASH FLOWS FROM OPERATING ACTIVITIES: 
   Net income                                       $   9,613       $  13,557 
   Adjustments to reconcile net income 
    to net cash provided by operating 
    activities- 
      Depreciation                                     10,734          19,956 
      Employee pension plans                           (1,255)         (1,908) 
      Provision for uncollectible accounts                691           1,671 
      Change in current assets and current 
       liabilities- 
        Receivables                                     4,080          (9,223) 
        Other current assets                              817              68 
        Other current liabilities                      (2,894)          4,212 
        Other, net                                         61           1,524 
--------------------------------------------------- -----------------------------  
         Net cash provided by operating activities     21,847          29,857 
--------------------------------------------------- -----------------------------  
 
CASH FLOWS FROM INVESTING ACTIVITIES: 
   Capital expenditures                                (4,527)         (9,303) 
--------------------------------------------------- -----------------------------  
         Net cash used in investing activities          4,527)         (9,303) 
--------------------------------------------------- -----------------------------  
 
CASH FLOW FROM FINANCING ACTIVITIES: 
   Net transfers to GTE Corporation                   (17,320)        (20,554) 
--------------------------------------------------- -----------------------------  
 
         Net cash used in financing activities        (17,320)        (20,554) 
--------------------------------------------------- -----------------------------  
 
INCREASE IN CASH AND CASH EQUIVALENTS                       -               - 
 
CASH AND CASH EQUIVALENTS: 
    Beginning of year                                       -               - 
--------------------------------------------------- -----------------------------  
    End of year                                     $       -       $       - 
=================================================== =============================  

BALANCE, December 31, 1998                                $  153,073 
  Net income                                                  13,557 
  Net transfers to GTE Corporation                           (20,554) 
                                                          ------------  
BALANCE, December 31, 1999                                $  146,076 
                                                          ============  



1. Description of Business:  

The selected local telephone exchanges included in these special purpose financial statements (the "Exchanges") serve approximately 127,000 
switched access lines in the state of Missouri. The Exchanges represent approximately 15% of the assets of GTE Midwest Incorporated ("GTE 
Midwest" or the "Company"). GTE Midwest is a wholly owned subsidiary of GTE Corporation (GTE), which is a wholly owned subsidiary of 
Bell Atlantic Corporation ("Bell Atlantic"), d/b/a Verizon Communications ("Verizon") (see Note 11). Verizon provides a wide variety of 
communications services ranging from local telephone service for the home and office to highly complex voice and data services for various 
industries.  

On July 8, 1999, GTE Midwest entered into a purchase agreement with Spectra Communications Group LLC ("Spectra") to sell approximately 
127,000 switched access lines in the state of Missouri to Spectra. The sale was completed on July 31, 2000.  

2. Basis of Presentation:  

The accompanying special purpose financial statements have been prepared in accordance with accounting principles generally accepted in the 
United States using exchange specific information where available (e.g., most revenue and property, plant and equipment (PP&E) related 
accounts) and allocations where data is not maintained on an exchange specific basis within the Company's books and records (e.g., most 
operating expenses, assets other than PP&E, liabilities, and capital accounts). Because of the significant amount of allocations and estimates 
used to prepare these special purpose financial statements, they may not reflect the financial position and results of operations of the Exchanges 
after the acquisition by Spectra.  

The accompanying special purpose financial statements include only those assets, liabilities, and related operations of the Exchanges as 
historically incurred by the Company and exclude all other assets, liabilities, and related operations of Verizon and its subsidiaries, specifically 
cash, accrued interest, and tax-related balance sheet accounts. These special purpose financial statements also include expenses related to 
employees who support the Exchanges, some of which are expected to remain employees of the Company.  

Receivables related to end-user billings were identified by exchange using billing system data. Customer Advances and Deposits were 
allocated to the Exchanges based on total revenue. Receivables related to carrier and other miscellaneous billings were allocated to the 
Exchanges in proportion to carrier revenues.  

Accounts payable were allocated based on operating expenses and capital expenditures. Accrued payroll costs were allocated based on 
employee head count. Other current liabilities and other liabilities were allocated based on line count.  

The Exchanges' operating expenses include both amounts incurred within its operating territories that relate directly to its exchanges (the 
"Direct Expenses") and amounts incurred in centralized Verizon service centers that support multiple Verizon companies (the "Indirect 
Expenses"). The Direct Expenses correspond roughly with locally performed functions which will transfer to the buyer of the Exchanges. The 
Indirect Expenses correspond to substantial back-office, support and overhead functions which will not transfer to the buyer, but that the buyer 
will need to replace in some form in order to operate the Exchanges. The Indirect Expenses have been allocated to GTE Midwest, and further to 
specific exchanges within GTE Midwest (including the Exchanges), based on estimates of usage, or benefits received from such services. The 
level of allocated Indirect Expenses may not be representative of the buyer's ongoing expenses for these functions. Depreciation and 
amortization were calculated by exchange using property, plant, and equipment data.  

3. Summary of Significant Accounting Policies and Other Disclosures:  

The notes which follow contain limited disclosure data where it can be reasonably estimated for the Exchanges.  

Revenue Recognition  

Revenues are recognized when earned. This is generally based on usage of local-exchange networks or facilities. For other products and 
services, revenues are generally recognized when services are rendered or products are delivered to customers.  

Revenues arising from the provision of local exchange services billed to end-users and revenues from the provision of access services billed to 
interexchange carriers are specifically identifiable for the study areas that encompass GTE Midwest and the Exchanges. Revenues arising from 
statewide inter-carrier agreements and settlement processes, and from sales of non-regulated products and services (collectively, the "Indirect 
Revenues") are identifiable to a specific study area, but not to specific exchanges. The Indirect Revenues have been allocated to the Exchanges 
based on a number of ratios. Revenues from non-regulated products, including discounts and related installation and maintenance agreements 
were allocated based on business lines. The revenues from public telephones were allocated based on number of public telephones. All other 
Indirect revenues were allocated based on the ratio between Indirect Revenues and Direct Revenues for the Exchanges.  

Depreciation and Amortization  

Assets are depreciated using the remaining life methodology and straight-line depreciation rates. This method depreciates the remaining net 
investment in telephone plant, less anticipated net salvage value, over remaining economic asset lives. This method requires the periodic review 



and revision of depreciation rates.  

The economic asset lives used are as follows:  

 

When depreciable telephone plant is retired in the normal course of business, the amount of such plant is deducted from the respective plant 
and accumulated depreciation accounts. Gains or losses on dispositions are amortized with the remaining net investment in telephone plant.  

Employee Benefit Plans  

Pension and postretirement health care and life insurance benefits earned during the year as well as interest on projected benefit obligations are 
accrued currently. Prior service costs and credits resulting from changes in plan benefits are amortized over the average remaining service 
period of the employees expected to receive benefits. Curtailment gains and losses associated with employee separations are recognized when 
they occur. Settlement gains and losses associated with employee separations are recognized when the pension obligations are settled and the 
gain or loss is determinable.  

Valuation of Assets  

The impairment of tangible or intangible assets is assessed when changes in circumstances indicate that their carrying value may not be 
recoverable. Under the Financial Accounting Standards Board's (FASB) Statement of Financial Accounting Standards (SFAS) No. 121, 
"Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," a determination of impairment, if any, is 
made based on estimated future cash flows, salvage value, or expected net sales proceeds depending on the circumstances. Asset impairment 
losses, and any subsequent adjustments to such losses as initially recorded, as well as net gains or losses on sales of assets are recorded as a 
component of operating income.  

Income Taxes  

The Company's results are included in Verizon's consolidated federal income tax return. The Company participates in a tax-sharing agreement 
with Verizon and remits tax payments to Verizon based on its tax liability on a separate company basis.  

The Exchanges are not a taxable entity. The Exchanges' operating results are included within the Company for income tax purposes. Although 
the Exchanges contribute significant plant-related temporary differences (including investment tax credits) to the Company's deferred tax 
balances, the Company does not allocate income tax expense, income tax payables or deferred income taxes to the Exchanges. As the buyer 
will most likely have a different tax scenario, no deferred tax assets or liabilities are presented within these special purpose financial 
statements. The provision for income taxes included in the accompanying special purpose financial statements for 1999 was calculated based 
on the income of the Exchanges and the Company's effective tax rate adjusted for permanent differences not attributable to the Exchanges.  

Inventories and Supplies  

Inventories and supplies are stated at the lower of cost, determined principally by the average cost method, or net realizable value.  

Software  

Software costs are recognized in accordance with the American Institute of Certified Public Accountants (AICPA) Statement of Position (SOP) 
98-1, "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use," which became effective in January 1999. The 
Company capitalizes costs associated with externally acquired software (including right-to-use fees) for internal use. Capitalized software is 
generally amortized on a straight-line basis over its useful life, not to exceed five years for non-network software or three years for network 
software.  

Comprehensive Income  

The Company had no comprehensive income components for the year ended December 31, 1999; therefore, comprehensive income is the same 
as net income for 1999.  

Recent Accounting Pronouncements  

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities," which establishes accounting 

Average lives (in years) 
------------------------ 
Fiber-optic cable                        20  
Copper wire                              15  
Switching equipment                      10  
Circuit equipment                         8  



and reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging 
activities. The statement requires entities that use derivative instruments to measure these instruments at fair value and record them as assets or 
liabilities on the balance sheet. It also requires entities to reflect the gains or losses associated with changes in the fair value of these 
derivatives, either in earnings or as a separate component of comprehensive income, depending on the nature of the underlying contract or 
transaction. The Company is currently assessing the impact of adopting SFAS No.133, as amended, which is effective January 1, 2001.  

In December 1999, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin (SAB) No. 101, "Revenue Recognition in 
Financial Statements." SAB No. 101 provides additional guidance on revenue recognition as well as criteria for when revenue is generally 
realized and earned and also requires the deferral of incremental direct selling costs. This bulletin currently must be adopted by December 31, 
2000, and will require the Company to determine the effect of the accounting change as of January 1, 2000. The Company is currently 
assessing the impact of SAB No. 101.  

4. Employee Benefit Plans:  

Pursuant to SFAS No. 132, "Employers' Disclosures about Pensions and Other Postretirement Benefits," certain disclosures including 
components of pension credits, postretirement benefit costs and the funded status of the plans, including the actuarial present value of 
accumulated plan benefits, accumulated or projected benefit obligation and the fair value of plan assets have not been presented because the 
structure of the Verizon plans does not permit the plans' data to be readily disaggregated.  

Pension Plans  

The Company participates in noncontributory defined benefit pension plans sponsored by Verizon covering substantially all employees. The 
benefits to be paid under these plans are generally based on years of credited service and average final earnings. Verizon's funding policy, 
subject to the minimum funding requirements of employee benefit and tax laws, is to contribute such amounts as are determined on an actuarial 
basis to accumulate funds sufficient to meet the plans' benefit obligation to employees upon their retirement. The assets of the plans consist 
primarily of corporate equities, government securities and corporate debt securities.  

The significant weighted-average assumptions used by Verizon for the pension measurements were as follows at December 31:  

 

The Company's net periodic benefit credit was $18.9 million for 1999. The Verizon plans are currently funded at levels significantly in excess 
of projected benefit obligations. Included in the net periodic benefit credit for 1999 was a net pension gain of $10.4 million, comprised of one-
time costs for special termination benefits provided under voluntary and involuntary separation programs, curtailment losses and settlement 
gains. These curtailment losses and settlement gains are a result of the separation programs, as well as the required settlement gain or loss 
recognition due to the fact that in 1999, the Company's lump sum pension distributions surpassed the settlement threshold equal to the sum of 
the service cost and interest cost components of net periodic pension cost. Allocated on the basis of headcount, the Exchanges' net periodic 
benefit credit, including non-recurring settlement gains, was approximately $1.2 million for 1999 and $1.3 million (unaudited) for the six 
months ended June 30, 2000.  

Postretirement Benefits Other than Pensions  

Substantially all of the Company's employees are covered under postretirement healthcare and life insurance benefit plans sponsored by 
Verizon. The determination of benefit cost for postretirement health plans is generally based on comprehensive hospital, medical and surgical 
benefit plan provisions. The Company intends to fund amounts for postretirement benefits as deemed appropriate.  

The weighted-average assumptions used by Verizon in the actuarial computations for postretirement benefits were as follows at December 31:  

 

The Company's postretirement benefit cost was $8.4 million for 1999. Allocated on the basis of headcount, the Exchanges' postretirement cost 
was approximately $.5 million for 1999.  

Savings Plans  

GTE Midwest sponsors employee savings plans under section 401(k) of the Internal Revenue Code. The plans cover substantially all full-time 
employees. Under the plans, the Company provides matching contributions in Verizon common stock based on qualified employee 

                                                         1999 
                                                        ------  
Discount rate                                            8.00%  
Rate of compensation increase                            5.50%  
Expected return on plan assets                           9.00%  

                                                         1999 
                                                        ------  
Discount rate                                            8.00%  
Expected return on plan assets                           8.00%  



contributions up to a certain predefined limit. Matching contributions attributable to the Exchanges' employees were included in these special 
purpose financial statements and may or may not correspond to the matching benefits provided to the employees of the buyer.  

5. Property, Plant and Equipment:  

The Company maintains continuing property records which identify specific property, plant and equipment (PP&E) balances, depreciation 
reserves and annual capital expenditure amounts for the Exchanges. The balance in the accompanying statements is based on these exchange 
specific amounts and does not include any allocations of common assets utilized in providing the centralized services described in Note 2.  

PP&E is summarized as follows at December 31 (dollars in thousands):  

 

6. Parent Funding and Interest Expense:  

For purposes of these statements, all funding requirements have been summarized as "Parent Funding," without regard to whether the funding 
represents debt or equity. No specific debt instruments can be directly associated with the Exchanges, nor are separate equity accounts 
maintained. As such, interest expense of the Company was allocated to the Exchanges based on the relative percentage of the Exchanges gross 
PP&E balance to the gross PP&E balance for the Company.  

7. Transactions with Affiliates:  

Historically, extensive transactions have occurred between the Exchanges and affiliate entities. These transactions have included construction 
and maintenance services, data processing and management services and financing and directories agreements.  

Verizon Supply (100% owned by Verizon) provides construction and maintenance equipment, supplies and electronic repair services to the 
Exchanges. Such purchases and services are recorded at the lower of cost, including a return realized by Verizon Supply, or fair market value.  

The Exchanges are billed for data processing services and equipment rentals, and receive management, consulting, research and development 
and pension management services from other affiliated companies. The Exchanges' special purpose financial statements also include allocated 
expenses resulting from the sharing of certain executive, administrative, financial, accounting, marketing, personnel, engineering and other 
support services being performed at consolidated work centers within Verizon. The amounts charged for these affiliated transactions are based 
on proportional cost allocation methodologies.  

GTE Funding Incorporated (an affiliate of the Company) provides short-term financing and investment vehicles and cash management services. 
The Company is contractually obligated to repay all amounts borrowed on its behalf by GTE Funding Incorporated.  

The Company has an agreement with Verizon Directories Corporation (Directories) (100% owned by Verizon), whereby the Company 
provides its subscriber lists, billing and collection and other services to Directories. In addition, when Directories sells Yellow Page directory 
advertising to customers within the Company's franchise area, the Company records a portion of the sale as revenue. Also, the Company is 
billed for certain printing and other costs associated with telephone directories, including the cost of customer contact information pages which 
are included in the Company's White Pages directories.  

8. Regulatory and Competitive Matters:  

The Company's intrastate business is regulated by the state regulatory commissions in Missouri. The Company is also subject to regulation by 
the Federal Communications Commission (FCC) for its interstate business operations.  

During 1999, regulatory and legislative activity at both the state and federal levels continued to be a direct result of the Telecommunications 
Act of 1996 (the "Telecommunications Act"). Along with promoting competition in all segments of the telecommunications industry, the 
Telecommunications Act was intended to preserve and advance universal service.  

In March 1998, the Missouri Public Service Commission (MPSC) initiated a generic universal service fund (USF) proceeding to establish a 
USF mechanism and rebalance rates. In December 1999, the MPSC issued an order requesting the information on the size of the fund and the 

                                                               1999 
                                                            ---------- 
    Plant and equipment                                   $   335,830 
    Buildings                                                  13,848 
    Land                                                          613 
    Other                                                         699 
--------------------------------------------------- -----------------------------  
         Total                                                350,990 
    Less - Accumulated depreciation                          (215,458) 
--------------------------------------------------- -----------------------------  
         Total property, plant and equipment, net         $   135,532 
=================================================== =============================  



amount to be assessed under various scenarios. The information was filed in February 2000. A June 2000 order established a series of 
workshops to begin in the third quarter 2000 to decide these issues.  

The Company became subject to state price cap regulation in February 1999. The first year of the plan allows for increases up to $1.50 per 
month to residential and business one-party services with corresponding reductions in intrastate access rates to a level not to exceed 150 
percent of the Company's interstate rates for similar services. In addition, a 10 percent reduction in intrastate toll rates is required in the first 
year of the plan. The Company plans to file the rebalancing plan with the MPSC in the third quarter of 2000. After January 2000, the Company 
is mandated to adjust local rates by the percent change in the Consumer Price Index. This adjustment will be incorporated into the rebalancing 
filing to minimize customer confusion.  

Significant Customer  

The largest volume of the Company's services are provided to AT&T Corp. ("AT&T") and include amounts for access and billing and 
collection. The Company revenues from services provided to AT&T were 14% of total revenues for 1999. This concentration may or may not 
correspond with the concentrations of the Exchanges.  

9. Commitments and Contingencies:  

The Exchanges have noncancelable operating leases covering certain buildings, office space and equipment. The Exchanges' rental expense 
was $1.7 million in 1999. Minimum rental commitments under these noncancelable leases are approximately $35,810, $10,595, $2,560, and 
$360 for the years 2000-2003, respectively, and $2,190 in 2004 and thereafter.  

The Company is subject to a number of proceedings arising out of the conduct of its business, including those relating to regulatory actions, 
commercial transactions, and environmental, safety and health matters. Management believes that the ultimate resolution of these matters will 
not have a material adverse effect on the results of operations or the financial position of the Company or the Exchanges.  

10. Segment Reporting:  

The Exchanges do not have separate reportable segments of their own. The Exchanges are part of GTE Midwest, which is part of the Domestic 
Wireline segment of Verizon's National Operations. The Domestic Wireline segment provides wireline communication services within 
franchised areas. These services include local telephone service and toll calls, as well as access services that enable long-distance carriers to 
complete calls to or from locations outside of the Exchanges' operating areas. This segment also provides complex voice and data services to 
businesses, billing and collection and operator assistance services to other telecommunications companies and receives revenues in the form of 
a publication right from an affiliate that publishes telephone directories in its operating areas.  

11. Bell Atlantic - GTE Merger:  

On June 30, 2000, Bell Atlantic and GTE completed a merger of equals under a definitive merger agreement dated as of July 27, 1998. Under 
the terms of the agreement, GTE became a wholly owned subsidiary of Bell Atlantic. With the closing of the merger, the combined company 
began doing business as Verizon Communications.  

Verizon Wisconsin I Operations  

Special Purpose Financial Statements  
As of June 30, 2000, and December 31, 1999  

Together with Report of Independent Public Accountants  

Report of Independent Public Accountants  

To the Board of Directors and Shareholders of Telephone USA of Wisconsin, LLC And Verizon North Inc.:  

We have audited the accompanying special purpose financial statements of selected assets, liabilities and parent funding of Verizon Wisconsin 
I Operations (the "Company") as of December 31, 1999, and the related statements of income, parent funding and cash flows for the year then 
ended. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these 
financial statements based on our audit.  

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion.  



In our opinion, the special purpose financial statements referred to above present fairly, in all material respects, the selected assets, liabilities 
and parent funding of the Company as of December 31, 1999, and the results of its operations and its cash flows for the year then ended in 
conformity with accounting principles generally accepted in the United States.  

 

The accompanying notes are an integral part of these special purpose financial statements.  

Verizon Wisconsin I Operations  
(As Described in Note 1)  

Statements of Selected Assets, Liabilities and Parent Funding As of June 30, 2000, and December 31, 1999  

 
(Dollars in Thousands)  

 

Verizon Wisconsin I Operations  
(As Described in Note 1)  

Statements of Income For the Six Months Ended June 30, 2000, and for the Year Ended December 31, 1999  

 
(Dollars in Thousands)  

/s/ Arthur Andersen LLP 
 
Dallas, Texas, 
September 13, 2000 

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
              SELECTED ASSETS 
              --------------- 
CURRENT ASSETS 
    Receivables, less allowances of $335 
     and $ 352                                      $   5,007       $   5,552 
    Inventories and supplies                               54              65 
    Prepaid benefits and other                            479             607 
--------------------------------------------------- -----------------------------  
         Total current assets                           5,540           6,224 
--------------------------------------------------- -----------------------------  
 
PROPERTY, PLANT AND EQUIPMENT, net                     63,909          63,130 
 
EMPLOYEE BENEFIT PLANS                                 10,140           8,432 
 
OTHER ASSETS                                              285             171 
--------------------------------------------------- -----------------------------  
         Total assets                               $  79,874       $  77,957 
=================================================== =============================  
 
   SELECTED LIABILITIES AND PARENT FUNDING 
   --------------------------------------- 
 
CURRENT LIABILITIES: 
    Accounts payable                                $   3,046       $     437 
    Advance billings and customer deposits              1,013             980 
    Accrued payroll costs                                 743             820 
    Other                                                 754             515 
--------------------------------------------------- -----------------------------  
         Total current liabilities                      5,556           2,752 
--------------------------------------------------- -----------------------------  
 
EMPLOYEE BENEFIT PLANS                                  2,379           2,350 
 
OTHER LIABILITIES                                         181              34 
--------------------------------------------------- -----------------------------  
         Total liabilities                              8,116           5,136 
--------------------------------------------------- -----------------------------  
 
PARENT FUNDING                                         71,758          72,821 
--------------------------------------------------- -----------------------------  
         Total liabilities and parent funding       $  79,874       $  77,957 
=================================================== =============================  



 

The accompanying notes are an integral part of this special purpose financial statement.  

Verizon Wisconsin I Operations  
(As Described in Note 1)  

Statements of Cash Flows For the Six Months Ended June 30, 2000, and for the Year Ended December 31, 1999  

 
(Dollars in Thousands)  

 

                                                     June 30,       December 31,  
                                                       2000             1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
REVENUES AND SALES: 
    Local services                                  $   8,801       $  17,657 
    Network access services                             6,608          14,874 
    Toll services                                       1,082           1,770 
    Other services and sales                            2,177           4,906 
--------------------------------------------------- -----------------------------  
         Total revenues and sales                      18,668          39,207 
--------------------------------------------------- -----------------------------  
 
OPERATING COSTS AND EXPENSES: 
    Cost of services and sales                          6,076          13,777 
    Selling, general and administrative                    33           3,181 
    Depreciation and amortization                       4,938           9,775 
--------------------------------------------------- -----------------------------  
         Total operating costs and expenses            11,047          26,733 
--------------------------------------------------- -----------------------------  
 
OPERATING INCOME                                        7,621          12,474 
 
INTEREST EXPENSE, net                                   1,124           2,622 
--------------------------------------------------- -----------------------------  
 
INCOME BEFORE INCOME TAXES                              6,497           9,852 
 
INCOME TAXES                                            2,628           3,986 
--------------------------------------------------- -----------------------------  
 
NET INCOME                                          $   3,869           5,866 
=================================================== =============================  

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
CASH FLOWS FROM OPERATING ACTIVITIES: 
   Net income                                       $   3,869       $   5,866 
   Adjustments to reconcile net income 
    to net cash provided by operating 
    activities- 
     Depreciation                                       4,904           9,739 
     Employee pension plans                            (1,679)         (2,373) 
     Provision for uncollectible accounts                 133             402 
     Change in current assets and current 
      liabilities- 
       Receivables                                        413             236 
       Other current assets                               140            (111) 
       Other current liabilities                        2,803             177 
     Other, net                                            33            (264) 
--------------------------------------------------- -----------------------------  
         Net cash provided by operating activities     10,616          13,672 
--------------------------------------------------- -----------------------------  
 
CASH FLOWS FROM INVESTING ACTIVITIES: 
   Capital expenditures                                (5,684)        (16,726) 
--------------------------------------------------- -----------------------------  
         Net cash used in investing activities         (5,684)        (16,726) 
--------------------------------------------------- -----------------------------  
 
CASH FLOW FROM FINANCING ACTIVITIES: 
   Net transfers from (to) GTE Corporation             (4,932)          3,054 
--------------------------------------------------- -----------------------------  
         Net cash provided by (used in) 
          financing activities                         (4,932)          3,054 



 

The accompanying notes are an integral part of this special purpose financial statement.  

Verizon Wisconsin I Operations  
(As Described in Note 1)  

Statement of Parent Funding For the Year Ended December 31, 1999  

 
(Dollars in Thousands)  

 

 

The accompanying notes are an integral part of this special purpose financial statement.  

Verizon Wisconsin I Operations  
(As Described in Note 1)  

Notes to Special Purpose Financial Statements  

1. Description of Business:  

The selected local telephone exchanges included in these special purpose financial statements (the "Exchanges") serve approximately 61,500 
switched access lines in the state of Wisconsin. The Exchanges represent approximately 1% of the assets of Verizon North Inc. ("Verizon 
North" or the "Company"), formerly GTE North Incorporated. Verizon North is a wholly owned subsidiary of GTE Corporation (GTE), which 
is a wholly owned subsidiary of Bell Atlantic Corporation ("Bell Atlantic"), d/b/a Verizon Communications ("Verizon") (see Note 11). Verizon 
provides a wide variety of communications services ranging from local telephone service for the home and office to highly complex voice and 
data services for various industries.  

On August 19, 1999, Verizon North entered into a purchase agreement with Telephone USA of Wisconsin, LLC ("Telephone USA") to sell 
approximately 61,500 switched access lines in the state of Wisconsin to Telephone USA. The sale is expected to close during 2000.  

2. Basis of Presentation:  

The accompanying special purpose financial statements have been prepared in accordance with accounting principles generally accepted in the 
United States using exchange specific information where available (e.g., most revenue and property, plant and equipment (PP&E) related 
accounts) and allocations where data is not maintained on an exchange specific basis within the Company's books and records (e.g., most 
operating expenses, assets other than PP&E, liabilities, and capital accounts). Because of the significant amount of allocations and estimates 
used to prepare these special purpose financial statements, they may not reflect the financial position and results of operations of the Exchanges 
after the acquisition by Telephone USA.  

The accompanying special purpose financial statements include only those assets, liabilities, and related operations of the Exchanges as 
historically incurred by the Company and exclude all other assets, liabilities, and related operations of Verizon and its subsidiaries, specifically 
cash, accrued interest, and tax-related balance sheet accounts. The special purpose financial statements also include expenses related to 
employees who support the Exchanges, some of which are expected to remain employees of the Company.  

Receivables related to end-user billings were identified by exchange using billing system data. Customer Advances and Deposits were 
allocated to the Exchanges based on total revenue. Receivables related to carrier and other miscellaneous billings were allocated to the 
Exchanges in proportion to carrier revenues.  

Accounts payable were allocated based on operating expenses and capital expenditures. Accrued payroll costs were allocated based on 

--------------------------------------------------- -----------------------------  
 
INCREASE IN CASH AND CASH EQUIVALENTS                       -               - 
 
CASH AND CASH EQUIVALENTS: 
   Beginning of year                                        -               - 
--------------------------------------------------- -----------------------------  
   End of year                                      $       -       $       - 
=================================================== =============================  

BALANCE, December 31, 1998                                  $ 63,901 
    Net income                                                 5,866 
    Net transfers from GTE Corporation                         3,054 
--------------------------------------------------- -----------------------------  
BALANCE, December 31, 1999                                  $ 72,821 
=================================================== =============================  



employee head count. Other current liabilities and other liabilities were allocated based on line count.  

The Exchanges' operating expenses include both amounts incurred within its operating territories that relate directly to its exchanges (the 
"Direct Expenses") and amounts incurred in centralized Verizon service centers that support multiple Verizon companies (the "Indirect 
Expenses"). The Direct Expenses correspond roughly with locally performed functions which will transfer to the buyer of the Exchanges. The 
Indirect Expenses correspond to substantial back-office, support and overhead functions which will not transfer to the buyer, but that the buyer 
will need to replace in some form in order to operate the Exchanges. The Indirect Expenses have been allocated to Verizon North and further to 
specific exchanges within Verizon North (including the Exchanges), based on estimates of usage, or benefits received from such services. The 
level of allocated Indirect Expenses may not be representative of the buyer's ongoing expenses for these functions. Depreciation and 
amortization were calculated by exchange using property, plant, and equipment data.  

3. Summary of Significant Accounting Policies and Other Disclosures:  

The notes which follow contain limited disclosure data where it can be reasonably estimated for the Exchanges.  

Revenue Recognition  

Revenues are recognized when earned. This is generally based on usage of local-exchange networks or facilities. For other products and 
services, revenues are generally recognized when services are rendered or products are delivered to customers.  

Revenues arising from the provision of local exchange services billed to end-users and revenues from the provision of access services billed to 
interexchange carriers are specifically identifiable for the study areas that encompass Verizon North and the Exchanges. Revenues arising from 
statewide inter-carrier agreements and settlement processes, and from sales of non-regulated products and services (collectively, the "Indirect 
Revenues") are identifiable to a specific study area, but not to specific exchanges. The Indirect Revenues have been allocated to the Exchanges 
based on a number of ratios. Revenues from non-regulated products, including discounts and related installation and maintenance agreements 
were allocated based on business lines. The revenues from public telephones were allocated based on number of public telephones. All other 
Indirect revenues were allocated based on the ratio between Indirect Revenues and Direct Revenues for the Exchanges.  

Depreciation and Amortization  

Assets are depreciated using the remaining life methodology and straight-line depreciation rates. This method depreciates the remaining net 
investment in telephone plant, less anticipated net salvage value, over remaining economic asset lives. This method requires the periodic review 
and revision of depreciation rates.  

The economic asset lives used are as follows:  

 

When depreciable telephone plant is retired in the normal course of business, the amount of such plant is deducted from the respective plant 
and accumulated depreciation accounts. Gains or losses on dispositions are amortized with the remaining net investment in telephone plant.  

Employee Benefit Plans  

Pension and postretirement health care and life insurance benefits earned during the year as well as interest on projected benefit obligations are 
accrued currently. Prior service costs and credits resulting from changes in plan benefits are amortized over the average remaining service 
period of the employees expected to receive benefits. Curtailment gains and losses associated with employee separations are recognized when 
they occur. Settlement gains and losses associated with employee separations are recognized when the pension obligations are settled and the 
gain or loss is determinable.  

Valuation of Assets  

The impairment of tangible or intangible assets is assessed when changes in circumstances indicate that their carrying value may not be 
recoverable. Under the Financial Accounting Standards Board's (FASB) Statement of Financial Accounting Standards (SFAS) No. 121, 
"Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," a determination of impairment, if any, is 
made based on estimated future cash flows, salvage value, or expected net sales proceeds depending on the circumstances. Asset impairment 
losses, and any subsequent adjustments to such losses as initially recorded, as well as net gains or losses on sales of assets are recorded as a 
component of operating income.  

Average lives (in years) 
------------------------ 
 
Fiber-optic cable                        20  
Copper wire                              15  
Switching equipment                      10  
Circuit equipment                         8  



Income Taxes  

The Company's results are included in Verizon's consolidated federal income tax return. The Company participates in a tax-sharing agreement 
with Verizon and remits tax payments to Verizon based on its tax liability on a separate company basis.  

The Exchanges are not a taxable entity. The Exchanges' operating results are included within the Company for income tax purposes. Although 
the Exchanges contribute significant plant-related temporary differences (including investment tax credits) to the Company's deferred tax 
balances, the Company does not allocate income tax expense, income tax payables or deferred income taxes to the Exchanges. As the buyer 
will most likely have a different tax scenario, no deferred tax assets or liabilities are presented within these special purpose financial 
statements. The provision for income taxes included in the accompanying special purpose financial statements for 1999 was calculated based 
on the income of the Exchanges and the Company's effective tax rate adjusted for permanent differences not attributable to the Exchanges.  

Inventories and Supplies  

Inventories and supplies are stated at the lower of cost, determined principally by the average cost method, or net realizable value.  

Software  

Software costs are recognized in accordance with the American Institute of Certified Public Accountants (AICPA) Statement of Position (SOP) 
98-1, "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use," which became effective in January 1999. The 
Company capitalizes costs associated with externally acquired software (including right-to-use fees) for internal use. Capitalized software is 
generally amortized on a straight-line basis over its useful life, not to exceed five years for non-network software or three years for network 
software.  

Comprehensive Income  

The Company had no comprehensive income components for the year ended December 31, 1999; therefore, comprehensive income is the same 
as net income for 1999.  

Recent Accounting Pronouncements  

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities," which establishes accounting 
and reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging 
activities. The statement requires entities that use derivative instruments to measure these instruments at fair value and record them as assets or 
liabilities on the balance sheet. It also requires entities to reflect the gains or losses associated with changes in the fair value of these 
derivatives, either in earnings or as a separate component of comprehensive income, depending on the nature of the underlying contract or 
transaction. The Company is currently assessing the impact of adopting SFAS No.133, as amended, which is effective January 1, 2001.  

In December 1999, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin (SAB) No. 101, "Revenue Recognition in 
Financial Statements." SAB No. 101 provides additional guidance on revenue recognition as well as criteria for when revenue is generally 
realized and earned and also requires the deferral of incremental direct selling costs. This bulletin currently must be adopted by December 31, 
2000, and will require the Company to determine the effect of the accounting change as of January 1, 2000. The Company is currently 
assessing the impact of SAB No. 101.  

4. Employee Benefit Plans:  

Pursuant to SFAS No. 132, "Employers' Disclosures about Pensions and Other Postretirement Benefits," certain disclosures including 
components of pension credits, postretirement benefit costs and the funded status of the plans, including the actuarial present value of 
accumulated plan benefits, accumulated or projected benefit obligation and the fair value of plan assets have not been presented because the 
structure of the Verizon plans does not permit the plans' data to be readily disaggregated.  

Pension Plans  

The Company participates in noncontributory defined benefit pension plans sponsored by Verizon covering substantially all employees. The 
benefits to be paid under these plans are generally based on years of credited service and average final earnings. Verizon's funding policy, 
subject to the minimum funding requirements of employee benefit and tax laws, is to contribute such amounts as are determined on an actuarial 
basis to accumulate funds sufficient to meet the plans' benefit obligation to employees upon their retirement. The assets of the plans consist 
primarily of corporate equities, government securities and corporate debt securities.  

The significant weighted-average assumptions used by Verizon for the pension measurements were as follows at December 31:  

                                                          1999 
                                                         ------  



 

The Company's net periodic benefit credit was $280.6 million for 1999. The Verizon plans are currently funded at levels significantly in excess 
of projected benefit obligations. Included in the net periodic benefit credit for 1999 was a net pension gain of $131.7 million, comprised of one-
time costs for special termination benefits provided under voluntary and involuntary separation programs, curtailment losses and settlement 
gains. These curtailment losses and settlement gains are a result of the separation programs, as well as the required settlement gain or loss 
recognition due to the fact that in 1999, the Company's lump sum pension distributions surpassed the settlement threshold equal to the sum of 
the service cost and interest cost components of net periodic pension cost. Allocated on the basis of headcount, the Exchanges' net periodic 
benefit credit, including non-recurring settlement gains, was approximately $1.6 million for 1999 and $1.6 million (unaudited) for the six 
months ended June 30, 2000.  

Postretirement Benefits Other than Pensions  

Substantially all of the Company's employees are covered under postretirement healthcare and life insurance benefit plans sponsored by 
Verizon. The determination of benefit cost for postretirement health plans is generally based on comprehensive hospital, medical and surgical 
benefit plan provisions. The Company intends to fund amounts for postretirement benefits as deemed appropriate.  

The weighted-average assumptions used by Verizon in the actuarial computations for postretirement benefits were as follows at December 31:  

 

The Company's postretirement benefit cost was $67.5 million for 1999. Allocated on the basis of headcount, the Exchanges' postretirement cost 
was approximately $.4 million for 1999.  

Savings Plans  

Verizon North sponsors employee savings plans under section 401(k) of the Internal Revenue Code. The plans cover substantially all full-time 
employees. Under the plans, the Company provides matching contributions in Verizon common stock based on qualified employee 
contributions up to a certain predefined limit. Matching contributions attributable to the Exchanges' employees were included in these special 
purpose financial statements and may or may not correspond to the matching benefits provided to the employees of the buyer.  

5. Property, Plant and Equipment:  

The Company maintains continuing property records which identify specific property, plant and equipment (PP&E) balances, depreciation 
reserves and annual capital expenditure amounts for the Exchanges. The balance in the accompanying statements is based on these exchange 
specific amounts and does not include any allocations of common assets utilized in providing the centralized services described in Note 2.  

PP&E is summarized as follows at December 31 (dollars in thousands):  

 

6. Parent Funding and Interest Expense:  

For purposes of these statements, all funding requirements have been summarized as "Parent Funding," without regard to whether the funding 
represents debt or equity. No specific debt instruments can be directly associated with the Exchanges, nor are separate equity accounts 
maintained. As such, interest expense of the Company was allocated to the Exchanges based on the relative percentage of the Exchanges gross 
PP&E balance to the gross PP&E balance for the Company.  

7. Transactions with Affiliates:  

Discount rate                                             8.00%  
Rate of compensation increase                             5.50%  
Expected return on plan assets                            9.00%  

                                                          1999 
                                                         ------  
 
Discount rate                                             8.00%  
Expected return on plan assets                            8.00%  

                                                              1999 
                                                            -------- 
           Land                                          $       374 
           Buildings                                           7,452 
           Plant and equipment                               162,007 
           Other                                               6,276 
--------------------------------------------------- -----------------------------  
                      Total                                  176,109 
           Less- Accumulated depreciation                   (112,979) 
--------------------------------------------------- -----------------------------  
    Total property, plant, and equipment, net            $    63,130 
=================================================== =============================  



Historically, extensive transactions have occurred between the Exchanges and affiliate entities. These transactions have included construction 
and maintenance services, data processing and management services and financing and directories agreements.  

Verizon Supply (100% owned by Verizon) provides construction and maintenance equipment, supplies and electronic repair services to the 
Exchanges. Such purchases and services are recorded at the lower of cost, including a return realized by Verizon Supply, or fair market value.  

The Exchanges are billed for data processing services and equipment rentals, and receive management, consulting, research and development 
and pension management services from other affiliated companies. The Exchanges' special purpose financial statements also include allocated 
expenses resulting from the sharing of certain executive, administrative, financial, accounting, marketing, personnel, engineering and other 
support services being performed at consolidated work centers within Verizon. The amounts charged for these affiliated transactions are based 
on proportional cost allocation methodologies.  

GTE Funding Incorporated (an affiliate of the Company) provides short-term financing and investment vehicles and cash management services. 
The Company is contractually obligated to repay all amounts borrowed on its behalf by GTE Funding Incorporated.  

The Company has an agreement with Verizon Directories Corporation (Directories) (100% owned by Verizon), whereby the Company 
provides its subscriber lists, billing and collection and other services to Directories. In addition, when Directories sells Yellow Page directory 
advertising to customers within the Company's franchise area, the Company records a portion of the sale as revenue. Also, the Company is 
billed for certain printing and other costs associated with telephone directories, including the cost of customer contact information pages which 
are included in the Company's White Pages directories.  

8. Regulatory and Competitive Matters:  

The Company's intrastate business is regulated by the state regulatory commissions in Wisconsin. Interstate operations are subject to regulation 
by the Federal Communications Commission.  

During 1999, regulatory and legislative activity at both the state and federal levels continued to be a direct result of the Telecommunications 
Act of 1996 (the "Telecommunications Act"). Along with promoting competition in all segments of the telecommunications industry, the 
Telecommunications Act was intended to preserve and advance universal service.  

Significant Customer  

The largest volume of the Company's services are provided to AT&T Corp. ("AT&T") and include amounts for access and billing and 
collection. The Company revenues from services provided to AT&T were 9% of total revenues for 1999. This concentration may or may not 
correspond with the concentrations of the Exchanges.  

9. Commitments and Contingencies:  

The Exchanges have noncancelable operating leases covering certain buildings, office space and equipment. The Exchanges' rental expense 
was $95,270 in 1999. Minimum rental commitments under these noncancelable leases are approximately $21,311, $10,291, $8,631, and $3,366 
for the years 2000-2003, respectively, and $1,850 in 2004 and thereafter.  

The Company is subject to a number of proceedings arising out of the conduct of its business, including those relating to regulatory actions, 
commercial transactions, and environmental, safety and health matters. Management believes that the ultimate resolution of these matters will 
not have a material adverse effect on the results of operations or the financial position of the Company or the Exchanges.  

10. Segment Reporting:  

The Exchanges do not have separate reportable segments of their own. The Exchanges are part of Verizon North, which is part of the Domestic 
Wireline segment of Verizon's National Operations. The Domestic Wireline segment provides wireline communication services within 
franchised areas. These services include local telephone service and toll calls, as well as access services that enable long-distance carriers to 
complete calls to or from locations outside of the Exchanges' operating areas. This segment also provides complex voice and data services to 
businesses, billing and collection and operator assistance services to other telecommunications companies and receives revenues in the form of 
a publication right from an affiliate that publishes telephone directories in its operating areas.  

11. Bell Atlantic - GTE Merger:  

On June 30, 2000, Bell Atlantic and GTE completed a merger of equals under a definitive merger agreement dated as of July 27, 1998. Under 
the terms of the agreement, GTE became a wholly owned subsidiary of Bell Atlantic. With the closing of the merger, the combined company 
began doing business as Verizon Communications.  

Verizon Wisconsin II Operations  



Special Purpose Financial Statements  
As of June 30, 2000, and December 31, 1999  

Together with Report of Independent Public Accountants  

Report of Independent Public Accountants  

To the Board of Directors and Shareholders of CenturyTel Incorporated  
And Verizon North Inc.:  

We have audited the accompanying special purpose financial statements of selected assets, liabilities and parent funding of Verizon Wisconsin 
II Operations (the "Company") as of December 31, 1999, and the related statements of income, parent funding and cash flows for the year then 
ended. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these 
financial statements based on our audit.  

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion.  

In our opinion, the special purpose financial statements referred to above present fairly, in all material respects, the selected assets, liabilities 
and parent funding of the Company as of December 31, 1999, and the results of its operations and its cash flows for the year then ended in 
conformity with accounting principles generally accepted in the United States.  

 

The accompanying notes are an integral part of these special purpose financial statements.  

Verizon Wisconsin II Operations  
(As Described in Note 1)  

Statements of Selected Assets, Liabilities and Parent Funding As of June 30, 2000, and December 31, 1999  

 
(Dollars in Thousands)  

 

/s/ Arthur Andersen LLP 
 
Dallas, Texas, 
September 13, 2000 

                                                     June 30,       December 31,  
                                                       2000            1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
           SELECTED ASSETS 
           --------------- 
 
CURRENT ASSETS: 
    Receivables, less allowances of 
     $362 and $381                                  $   5,154       $   5,754 
    Inventories and supplies                                8               8 
    Prepaid benefits and other                            533             672 
--------------------------------------------------- -----------------------------  
         Total current assets                           5,695           6,434 
--------------------------------------------------- -----------------------------  
 
PROPERTY, PLANT AND EQUIPMENT, net                     58,149          57,556 
 
EMPLOYEE BENEFIT PLANS                                  8,424           7,005 
 
OTHER ASSETS                                              317             190 
--------------------------------------------------- -----------------------------  
         Total assets                               $  72,585       $  71,185 
=================================================== =============================  
 
  SELECTED LIABILITIES AND PARENT FUNDING 
  --------------------------------------- 
 
CURRENT LIABILITIES: 



 

The accompanying notes are an integral part of these special purpose financial statements.  

Verizon Wisconsin II Operations  
(As Described in Note 1)  

Statements of Income For the Six Months Ended June 30, 2000, and for the Year Ended December 31, 1999  

 
(Dollars in Thousands)  

 

 

The accompanying notes are an integral part of these special purpose financial statements.  

Verizon Wisconsin II Operations  
(As Described in Note 1)  

Statements of Cash Flows For the Six Months Ended June 30, 2000, and for the Year Ended December 31, 1999  

 

    Accounts payable                                $   2,192       $     314 
    Advance billings and customer deposits              1,096           1,060 
    Accrued payroll costs                                 617             681 
    Other                                                 839             574 
--------------------------------------------------- -----------------------------  
         Total current liabilities                      4,744           2,629 
--------------------------------------------------- -----------------------------  
 
EMPLOYEE BENEFIT PLANS                                  1,977           1,952 
 
OTHER LIABILITIES                                         202              38 
--------------------------------------------------- -----------------------------  
         Total liabilities                              6,923           4,619 
--------------------------------------------------- -----------------------------  
 
PARENT FUNDING                                         65,662          66,566 
--------------------------------------------------- -----------------------------  
 
         Total liabilities and parent funding       $  72,585       $  71,185 
=================================================== =============================  

                                                     June 30,       December 31,  
                                                       2000             1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
 
REVENUES AND SALES: 
    Local services                                  $  10,365       $  20,265 
    Network access services                             5,779          15,930 
    Toll services                                       1,015           1,638 
    Other services and sales                            2,060           4,598 
--------------------------------------------------- -----------------------------  
         Total revenues and sales                      19,219          42,431 
--------------------------------------------------- -----------------------------  
 
OPERATING COSTS AND EXPENSES: 
    Cost of services and sales                          6,785          15,350 
    Selling, general and administrative                    13           3,523 
    Depreciation and amortization                       4,546           8,976 
--------------------------------------------------- -----------------------------  
         Total operating costs and expenses            11,344          27,849 
--------------------------------------------------- -----------------------------  
 
OPERATING INCOME                                        7,875          14,582 
 
INTEREST EXPENSE, net                                   1,035           2,413 
--------------------------------------------------- -----------------------------  
 
INCOME BEFORE INCOME TAXES                              6,840          12,169 
 
INCOME TAXES                                            2,767           4,922 
--------------------------------------------------- -----------------------------  
 
NET INCOME                                          $   4,073       $   7,247 
=================================================== =============================  



(Dollars in Thousands)  

 

The accompanying notes are an integral part of this special purpose financial statement.  

Verizon Wisconsin II Operations  
(As Described in Note 1)  

Statement of Parent Funding For the Year Ended December 31, 1999  

 
(Dollars in Thousands)  

 

The accompanying notes are an integral part of these special purpose financial statements.  

Notes to Special Purpose Financial Statements  

Verizon Wisconsin II Operations  
(As Described in Note 1)  

Notes to Special Purpose Financial Statements  

1. Description of Business:  

                                                     June 30,       December 31,  
                                                       2000             1999 
--------------------------------------------------- -----------------------------  
                                                   (Unaudited)       (Audited) 
CASH FLOWS FROM OPERATING ACTIVITIES: 
   Net income                                       $   4,073       $   7,247 
   Adjustments to reconcile net income 
    to net cash provided by operating activities- 
      Depreciation                                      4,509           8,936 
      Employee pension plans                           (1,394)         (1,936) 
      Provision for uncollectible accounts                144             435 
      Change in current assets and current 
       liabilities- 
        Receivables                                       456             141 
        Other current assets                              140             (86) 
        Other current liabilities                       2,115             130 
      Other, net                                           36            (286) 
--------------------------------------------------- -----------------------------  
         Net cash provided by operating activities     10,079          14,581 
--------------------------------------------------- -----------------------------  
 
CASH FLOWS FROM INVESTING ACTIVITIES: 
   Capital expenditures                                (5,102)        (15,235) 
--------------------------------------------------- -----------------------------  
         Net cash used in investing activities         (5,102)        (15,235) 
--------------------------------------------------- -----------------------------  
 
CASH FLOW FROM FINANCING ACTIVITIES: 
   Net transfers from (to) GTE Corporation             (4,977)            654 
--------------------------------------------------- -----------------------------  
         Net cash provided by (used in) financing 
          activities                                   (4,977)            654 
--------------------------------------------------- -----------------------------  
 
INCREASE IN CASH AND CASH EQUIVALENTS                       -               - 
 
CASH AND CASH EQUIVALENTS: 
   Beginning of year                                        -               - 
--------------------------------------------------- -----------------------------  
   End of year                                      $       -       $       - 
=================================================== =============================  

BALANCE, December 31, 1998                                  $ 58,665 
    Net income                                                 7,247 
    Net transfers from GTE Corporation                           654 
--------------------------------------------------- -----------------------------  
BALANCE, December 31, 1999                                  $ 66,566 
=================================================== =============================  



The selected local telephone exchanges included in these special purpose financial statements (the "Exchanges") serve approximately 68,500 
switched access lines in the state of Wisconsin. The Exchanges represent approximately 1% of the assets of Verizon North Inc. ("Verizon 
North" or the "Company"), formerly GTE North Incorporated. Verizon North is a wholly owned subsidiary of GTE Corporation (GTE), which 
is a wholly owned subsidiary of Bell Atlantic Corporation ("Bell Atlantic"), d/b/a Verizon Communications ("Verizon") (see Note 11). Verizon 
provides a wide variety of communications services ranging from local telephone service for the home and office to highly complex voice and 
data services for various industries.  

On October 11, 1999, Verizon North entered into a purchase agreement with CenturyTel Incorporated ("CenturyTel") to sell approximately 
68,500 switched access lines in the state of Wisconsin to CenturyTel. The sale is expected to close during 2000.  

2. Basis of Presentation:  

The accompanying special purpose financial statements have been prepared in accordance with accounting principles generally accepted in the 
United States using exchange specific information where available (e.g., most revenue and property, plant and equipment (PP&E) related 
accounts) and allocations where data is not maintained on an exchange specific basis within the Company's books and records (e.g., most 
operating expenses, assets other than PP&E, liabilities, and capital accounts). Because of the significant amount of allocations and estimates 
used to prepare these special purpose financial statements, they may not reflect the financial position and results of operations of the Exchanges 
after the acquisition by CenturyTel.  

The accompanying special purpose financial statements include only those assets, liabilities, and related operations of the Exchanges as 
historically incurred by the Company and exclude all other assets, liabilities, and related operations of Verizon and its subsidiaries, specifically 
cash, accrued interest, and tax-related balance sheet accounts. The special purpose financial statements also include expenses related to 
employees who support the Exchanges, some of which are expected to remain employees of the Company.  

Receivables related to end-user billings were identified by exchange using billing system data. Customer Advances and Deposits were 
allocated to the Exchanges based on total revenue. Receivables related to carrier and other miscellaneous billings were allocated to the 
Exchanges in proportion to carrier revenues.  

Accounts payable were allocated based on operating expenses and capital expenditures. Accrued payroll costs were allocated based on 
employee head count. Other current liabilities and other liabilities were allocated based on line count.  

The Exchanges' operating expenses include both amounts incurred within its operating territories that relate directly to its exchanges (the 
"Direct Expenses") and amounts incurred in centralized Verizon service centers that support multiple Verizon companies (the "Indirect 
Expenses"). The Direct Expenses correspond roughly with locally performed functions which will transfer to the buyer of the Exchanges. The 
Indirect Expenses correspond to substantial back-office, support and overhead functions which will not transfer to the buyer, but that the buyer 
will need to replace in some form in order to operate the Exchanges. The Indirect Expenses have been allocated to Verizon North and further to 
specific exchanges within Verizon North (including the Exchanges), based on estimates of usage, or benefits received from such services. The 
level of allocated Indirect Expenses may not be representative of the buyer's ongoing expenses for these functions. Depreciation and 
amortization were calculated by exchange using property, plant, and equipment data.  

3. Summary of Significant Accounting Policies and Other Disclosures:  

The notes which follow contain limited disclosure data where it can be reasonably estimated for the Exchanges.  

Revenue Recognition  

Revenues are recognized when earned. This is generally based on usage of local-exchange networks or facilities. For other products and 
services, revenues are generally recognized when services are rendered or products are delivered to customers.  

Revenues arising from the provision of local exchange services billed to end-users and revenues from the provision of access services billed to 
interexchange carriers are specifically identifiable for the study areas that encompass Verizon North and the Exchanges. Revenues arising from 
statewide inter-carrier agreements and settlement processes, and from sales of non-regulated products and services (collectively, the "Indirect 
Revenues") are identifiable to a specific study area, but not to specific exchanges. The Indirect Revenues have been allocated to the Exchanges 
based on a number of ratios. Revenues from non-regulated products, including discounts and related installation and maintenance agreements 
were allocated based on business lines. The revenues from public telephones were allocated based on number of public telephones. All other 
Indirect revenues were allocated based on the ratio between Indirect Revenues and Direct Revenues for the Exchanges.  

Depreciation and Amortization  

Assets are depreciated using the remaining life methodology and straight-line depreciation rates. This method depreciates the remaining net 
investment in telephone plant, less anticipated net salvage value, over remaining economic asset lives. This method requires the periodic review 
and revision of depreciation rates.  



The economic asset lives used are as follows:  

 

When depreciable telephone plant is retired in the normal course of business, the amount of such plant is deducted from the respective plant 
and accumulated depreciation accounts. Gains or losses on dispositions are amortized with the remaining net investment in telephone plant.  

Employee Benefit Plans  

Pension and postretirement health care and life insurance benefits earned during the year as well as interest on projected benefit obligations are 
accrued currently. Prior service costs and credits resulting from changes in plan benefits are amortized over the average remaining service 
period of the employees expected to receive benefits. Curtailment gains and losses associated with employee separations are recognized when 
they occur. Settlement gains and losses associated with employee separations are recognized when the pension obligations are settled and the 
gain or loss is determinable.  

Valuation of Assets  

The impairment of tangible or intangible assets is assessed when changes in circumstances indicate that their carrying value may not be 
recoverable. Under the Financial Accounting Standards Board's (FASB) Statement of Financial Accounting Standards (SFAS) No. 121, 
"Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," a determination of impairment, if any, is 
made based on estimated future cash flows, salvage value, or expected net sales proceeds depending on the circumstances. Asset impairment 
losses, and any subsequent adjustments to such losses as initially recorded, as well as net gains or losses on sales of assets are recorded as a 
component of operating income.  

Income Taxes  

The Company's results are included in Verizon's consolidated federal income tax return. The Company participates in a tax-sharing agreement 
with Verizon and remits tax payments to Verizon based on its tax liability on a separate company basis.  

The Exchanges are not a taxable entity. The Exchanges' operating results are included within the Company for income tax purposes. Although 
the Exchanges contribute significant plant-related temporary differences (including investment tax credits) to the Company's deferred tax 
balances, the Company does not allocate income tax expense, income tax payables or deferred income taxes to the Exchanges. As the buyer 
will most likely have a different tax scenario, no deferred tax assets or liabilities are presented within these special purpose financial 
statements. The provision for income taxes included in the accompanying special purpose financial statements for 1999 was calculated based 
on the income of the Exchanges and the Company's effective tax rate adjusted for permanent differences not attributable to the Exchanges.  

Inventories and Supplies  

Inventories and supplies are stated at the lower of cost, determined principally by the average cost method, or net realizable value.  

Software  

Software costs are recognized in accordance with the American Institute of Certified Public Accountants (AICPA) Statement of Position (SOP) 
98-1, "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use," which became effective in January 1999. The 
Company capitalizes costs associated with externally acquired software (including right-to-use fees) for internal use. Capitalized software is 
generally amortized on a straight-line basis over its useful life, not to exceed five years for non-network software or three years for network 
software.  

Comprehensive Income  

The Company had no comprehensive income components for the year ended December 31, 1999; therefore, comprehensive income is the same 
as net income for 1999.  

Recent Accounting Pronouncements  

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities," which establishes accounting 
and reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging 
activities. The statement requires entities that use derivative instruments to measure these instruments at fair value and record them as assets or 

Average lives (in years) 
------------------------ 
 
Fiber-optic cable                        20  
Copper wire                              15  
Switching equipment                      10  
Circuit equipment                         8  



liabilities on the balance sheet. It also requires entities to reflect the gains or losses associated with changes in the fair value of these 
derivatives, either in earnings or as a separate component of comprehensive income, depending on the nature of the underlying contract or 
transaction. The Company is currently assessing the impact of adopting SFAS No.133, as amended, which is effective January 1, 2001.  

In December 1999, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin (SAB) No. 101, "Revenue Recognition in 
Financial Statements." SAB No. 101 provides additional guidance on revenue recognition as well as criteria for when revenue is generally 
realized and earned and also requires the deferral of incremental direct selling costs. This bulletin currently must be adopted by December 31, 
2000, and will require the Company to determine the effect of the accounting change as of January 1, 2000. The Company is currently 
assessing the impact of SAB No. 101.  

4. Employee Benefit Plans:  

Pursuant to SFAS No. 132, "Employers' Disclosures about Pensions and Other Postretirement Benefits," certain disclosures including 
components of pension credits, postretirement benefit costs and the funded status of the plans, including the actuarial present value of 
accumulated plan benefits, accumulated or projected benefit obligation and the fair value of plan assets have not been presented because the 
structure of the Verizon plans does not permit the plans' data to be readily disaggregated.  

Pension Plans  

The Company participates in noncontributory defined benefit pension plans sponsored by Verizon covering substantially all employees. The 
benefits to be paid under these plans are generally based on years of credited service and average final earnings. Verizon's funding policy, 
subject to the minimum funding requirements of employee benefit and tax laws, is to contribute such amounts as are determined on an actuarial 
basis to accumulate funds sufficient to meet the plans' benefit obligation to employees upon their retirement. The assets of the plans consist 
primarily of corporate equities, government securities and corporate debt securities.  

The significant weighted-average assumptions used by Verizon for the pension measurements were as follows at December 31:  

 

The Company's net periodic benefit credit was $280.6 million for 1999. The Verizon plans are currently funded at levels significantly in excess 
of projected benefit obligations. Included in the net periodic benefit credit for 1999 was a net pension gain of $131.7 million, comprised of one-
time costs for special termination benefits provided under voluntary and involuntary separation programs, curtailment losses and settlement 
gains. These curtailment losses and settlement gains are a result of the separation programs, as well as the required settlement gain or loss 
recognition due to the fact that in 1999, the Company's lump sum pension distributions surpassed the settlement threshold equal to the sum of 
the service cost and interest cost components of net periodic pension cost. Allocated on the basis of headcount, the Exchanges' net periodic 
benefit credit, including non-recurring settlement gains, was approximately $1.3 million for 1999 and $1.3 million (unaudited) for the six 
months ended June 30, 2000.  

Postretirement Benefits Other than Pensions  

Substantially all of the Company's employees are covered under postretirement healthcare and life insurance benefit plans sponsored by 
Verizon. The determination of benefit cost for postretirement health plans is generally based on comprehensive hospital, medical and surgical 
benefit plan provisions. The Company intends to fund amounts for postretirement benefits as deemed appropriate.  

The weighted-average assumptions used by Verizon in the actuarial computations for postretirement benefits were as follows at December 31:  

 

The Company's postretirement benefit cost was $67.5 million for 1999. Allocated on the basis of headcount, the Exchanges' postretirement cost 
was approximately $.3 million for 1999.  

Savings Plans  

Verizon North sponsors employee savings plans under section 401(k) of the Internal Revenue Code. The plans cover substantially all full-time 
employees. Under the plans, the Company provides matching contributions in Verizon common stock based on qualified employee 
contributions up to a certain predefined limit. Matching contributions attributable to the Exchanges' employees were included in these special 
purpose financial statements and may or may not correspond to the matching benefits provided to the employees of the buyer.  

                                                          1999 
                                                         ------  
Discount rate                                             8.00%  
Rate of compensation increase                             5.50%  
Expected return on plan assets                            9.00%  

                                                          1999 
                                                         ------  
Discount rate                                             8.00%  
Expected return on plan assets                            8.00%  



5. Property, Plant and Equipment:  

The Company maintains continuing property records which identify specific property, plant and equipment (PP&E) balances, depreciation 
reserves and annual capital expenditure amounts for the Exchanges. The balance in the accompanying statements is based on these exchange 
specific amounts and does not include any allocations of common assets utilized in providing the centralized services described in Note 2.  

PP&E is summarized as follows at December 31 (dollars in thousands):  

 

6. Parent Funding and Interest Expense:  

For purposes of these statements, all funding requirements have been summarized as "Parent Funding," without regard to whether the funding 
represents debt or equity. No specific debt instruments can be directly associated with the Exchanges, nor are separate equity accounts 
maintained. As such, interest expense of the Company was allocated to the Exchanges based on the relative percentage of the Exchanges gross 
PP&E balance to the gross PP&E balance for the Company.  

7. Transactions with Affiliates:  

Historically, extensive transactions have occurred between the Exchanges and affiliate entities. These transactions have included construction 
and maintenance services, data processing and management services and financing and directories agreements.  

Verizon Supply (100% owned by Verizon) provides construction and maintenance equipment, supplies and electronic repair services to the 
Exchanges. Such purchases and services are recorded at the lower of cost, including a return realized by Verizon Supply, or fair market value.  

The Exchanges are billed for data processing services and equipment rentals, and receive management, consulting, research and development 
and pension management services from other affiliated companies. The Exchanges' special purpose financial statements also include allocated 
expenses resulting from the sharing of certain executive, administrative, financial, accounting, marketing, personnel, engineering and other 
support services being performed at consolidated work centers within Verizon. The amounts charged for these affiliated transactions are based 
on proportional cost allocation methodologies.  

GTE Funding Incorporated (an affiliate of the Company) provides short-term financing and investment vehicles and cash management services. 
The Company is contractually obligated to repay all amounts borrowed on its behalf by GTE Funding Incorporated.  

The Company has an agreement with Verizon Directories Corporation (Directories) (100% owned by Verizon), whereby the Company 
provides its subscriber lists, billing and collection and other services to Directories. In addition, when Directories sells Yellow Page directory 
advertising to customers within the Company's franchise area, the Company records a portion of the sale as revenue. Also, the Company is 
billed for certain printing and other costs associated with telephone directories, including the cost of customer contact information pages which 
are included in the Company's White Pages directories.  

8. Regulatory and Competitive Matters:  

The Company's intrastate business is regulated by the state regulatory commissions in Wisconsin. Interstate operations are subject to regulation 
by the Federal Communications Commission.  

During 1999, regulatory and legislative activity at both the state and federal levels continued to be a direct result of the Telecommunications 
Act of 1996 (the "Telecommunications Act"). Along with promoting competition in all segments of the telecommunications industry, the 
Telecommunications Act was intended to preserve and advance universal service.  

Significant Customer  

The largest volume of the Company's services are provided to AT&T Corp. ("AT&T") and include amounts for access and billing and 
collection. The Company revenues from services provided to AT&T were 9% of total revenues for 1999. This concentration may or may not 
correspond with concentrations of the Exchanges.  

                                                             1999 
--------------------------------------------------- -----------------------------  
           Land                                            $     191 
           Buildings                                           5,775 
           Plant and equipment                               151,441 
           Other                                               4,690 
--------------------------------------------------- -----------------------------  
                      Total                                  162,097 
           Less- Accumulated depreciation                   (104,541) 
--------------------------------------------------- -----------------------------  
     Total property, plant, and equipment, net             $  57,556 
=================================================== =============================  



9. Commitments and Contingencies:  

The Exchanges have noncancelable operating leases covering certain buildings, office space and equipment. The Exchanges' rental expense 
was $68,460 in 1999. Minimum rental commitments under these noncancelable leases are approximately $11,969 $4,141, $1,405, and $200 for 
the years 2000-2003, respectively.  

The Company is subject to a number of proceedings arising out of the conduct of its business, including those relating to regulatory actions, 
commercial transactions, and environmental, safety and health matters. Management believes that the ultimate resolution of these matters will 
not have a material adverse effect on the results of operations or the financial position of the Company or the Exchanges.  

10. Segment Reporting:  

The Exchanges do not have separate reportable segments of their own. The Exchanges are part of Verizon North, which is part of the Domestic 
Wireline segment of Verizon's National Operations. The Domestic Wireline segment provides wireline communication services within 
franchised areas. These services include local telephone service and toll calls, as well as access services that enable long-distance carriers to 
complete calls to or from locations outside of the Exchanges' operating areas. This segment also provides complex voice and data services to 
businesses, billing and collection and operator assistance services to other telecommunications companies and receives revenues in the form of 
a publication right from an affiliate that publishes telephone directories in its operating areas.  

11. Bell Atlantic - GTE Merger:  

On June 30, 2000, Bell Atlantic and GTE completed a merger of equals under a definitive merger agreement dated as of July 27, 1998. Under 
the terms of the agreement, GTE became a wholly owned subsidiary of Bell Atlantic. With the closing of the merger, the combined company 
began doing business as Verizon Communications.  

* * * * * * * * * *  

CenturyTel, Inc. Unaudited Pro Forma Consolidated Condensed Financial Information  

Introduction  

Background. On July 31, 2000 and September 29, 2000, affiliates of CenturyTel, Inc. (the "Company") acquired over 490,000 telephone access 
lines and related assets from Verizon Communications, Inc. (successor to GTE Corporation) ("Verizon") in four separate transactions for 
approximately $1.5 billion in cash.  

Under these transactions:  

o On July 31, 2000, the Company purchased approximately 231,000 telephone access lines and related local exchange assets comprising 106 
exchanges throughout Arkansas for approximately $843 million in cash.  

o On July 31, 2000, Spectra Communications Group, LLC ("Spectra") purchased approximately 127,000 telephone access lines and related 
local exchange assets comprising 107 exchanges throughout Missouri for approximately $297 million cash. The Company owns 57.1% of 
Spectra, which was organized to acquire and operate these Missouri properties. At closing, the Company made a preferred equity investment in 
Spectra of approximately $55 million and financed substantially all of the remainder of the purchase price.  

o On September 29, 2000, the Company purchased approximately 70,500 telephone access lines and related local exchange assets comprising 
42 exchanges throughout Wisconsin for approximately $194 million in cash.  

o On September 29, 2000, Telephone USA of Wisconsin, LLC ("TelUSA") purchased approximately 62,900 telephone access lines and related 
local exchange assets comprising 35 exchanges throughout Wisconsin for approximately $170 million in cash. The Company owns 89% of 
Telephone USA, which was organized to acquire and own these Wisconsin properties. At closing, the Company made an equity investment in 
Telephone USA of approximately $37.8 million and financed substantially all of the remainder of the purchase price.  

To finance these acquisitions on a short-term basis, the Company borrowed $1.157 billion on a floating-rate basis under its new $1.5 billion 
credit facility with Bank of America, N.A. and Citibank, N.A., as lenders, and Banc of America Securities LLC and Salomon Smith Barney 
Inc., as arrangers, and borrowed $300 million on a floating-rate basis under its existing credit facility with Bank of America, N.A.  

The orders of the Arkansas and Wisconsin public service commissions approving the purchases of the Arkansas and Wisconsin assets remain 
subject to appeal, but those orders (and each other regulatory order necessary to authorize the Verizon acquisitions) are in full force and effect. 
The Company expects that the order of the Wisconsin Public Service Commission, when issued in writing, will contain several requirements 
relating to rates, service standards and other matters. In connection with authorizing the Wisconsin acquisitions, the Wisconsin Public Service 
Commission indicated its intent to review the possibility of regulating all of the Company's Wisconsin local exchange carriers on an unitary 
basis, which would reduce the Company's revenues in Wisconsin (unless and to the extent these reductions could be mitigated through rate 



adjustments or other revenue enhancements approved by the Wisconsin Public Service Commission).  

In addition to the continued provision of traditional local exchange telephone services, the Company intends to provide long distance, Internet 
access (including high-speed Digital Subscriber Line Internet access service) and other advanced technology services in certain of the acquired 
service areas. The Company currently offers long distance and Internet access service in certain Arkansas and Wisconsin communities adjacent 
to the acquired service areas.  

Pro forma information. The following unaudited pro forma consolidated condensed balance sheet as of June 30, 2000 and the unaudited pro 
forma consolidated condensed statements of income for the year ended December 31, 1999 and the six months ended June 30, 2000 are based 
on the historical results of operations and financial condition of CenturyTel, Inc., and its subsidiaries (the "Company") and the Verizon 
properties acquired and reflects the effects of the transactions described above. Pro forma adjustments, and the assumptions on which they are 
based, are described in the accompanying notes to the unaudited pro forma consolidated condensed financial information.  

The pro forma financial information has been prepared assuming that the aggregate purchase price of $1.504 billion will be financed with $1.0 
billion of proceeds from the issuance of senior long-term debt securities, $300 million of bank indebtedness due in 2002, $157 million of 
proceeds from a commercial paper issuance and $47 million of available cash.  

The pro forma financial information related to the Verizon acquisitions has been prepared using the purchase method of accounting and is 
based on the assumptions that the purchase of all of the Verizon properties took place as of June 30, 2000 for purposes of the pro forma balance 
sheet and as of January 1, 1999 for purposes of the pro forma statements of income. In accordance with the purchase method of accounting, the 
actual consolidated financial statements of the Company will reflect the Verizon acquisitions only from and after their respective dates of 
acquisition.  

This unaudited pro forma consolidated condensed financial data does not give effect to any potential revenue enhancements or cost synergies or 
other operating efficiencies that could result from the asset acquisitions including, but not limited to (i) charging higher access rates than those 
authorized for Verizon with respect to the acquired Arkansas properties, (ii) offering long distance, Internet access and other advanced 
technology services to an increased number of customers in the acquired markets and (iii) cost savings associated with operating and 
administering the acquired properties with the Company's existing personnel and operating assets.  

The pro forma information is presented for illustrative purposes only and is not necessarily indicative of the operating results or financial 
position that would have occurred if such transactions had been consummated on the dates and in accordance with the assumptions described 
above, nor is it necessarily indicative of future operating results or financial position. The historical Verizon financial information reflects the 
operating and management structure of Verizon and is not necessarily indicative of the results of operations that may be obtained with respect 
to the acquired properties under the Company's operating and management structure.  

You are urged to read the financial information below along with (i) the Company's publicly available historical consolidated financial 
statements and accompanying notes and (ii) the special purpose financial statements of the Verizon acquired operations, which are included 
elsewhere in this Current Report on Form 8-K.  

CENTURYTEL, INC.  

Pro Forma Consolidated Condensed Balance Sheet June 30, 2000  

 
(Unaudited)  

 

                                               As r eported 
--------------------------------------------------- -------------  Pro forma   Pro forma 
                                          CenturyTe l   Verizon   adjustments consolidated 
--------------------------------------------------- ---------------------------------------  
                                                       (Dollars in thousands) 
                                                             (See Notes A and B) 
ASSETS 
 
CURRENT ASSETS 
   Cash and cash equivalents             $    49,68 5               (27,000)        22,685 
   Accounts receivable                       207,73 3    46,090                    253,823 
   Materials and supplies, 
    at average cost                           24,69 9       710                     25,409 
   Other                                      10,48 4     1,577                     12,061 
--------------------------------------------------- -------------------------------------- 
     Total current assets                    292,60 1    48,377     (27,000)       313,978 
--------------------------------------------------- -------------------------------------- 
 
NET PROPERTY, PLANT AND EQUIPMENT          2,235,89 1   446,914     162,773      2,845,578 
--------------------------------------------------- -------------------------------------- 
 



 

See accompanying notes to unaudited pro forma consolidated condensed financial information.  

CenturyTel, Inc. Pro Forma Consolidated Condensed Statement of Income For the Six Months Ended June 30, 2000  

 
(Unaudited)  

 

INVESTMENTS AND OTHER ASSETS 
   Excess cost of net assets acquired      1,621,49 1               886,250      2,507,741 
   Other                                     571,88 4    44,297     (43,296)       572,885 
--------------------------------------------------- -------------------------------------- 
     Total investments and other assets    2,193,37 5    44,297     842,954      3,080,626 
--------------------------------------------------- -------------------------------------- 
 
TOTAL ASSETS                             $ 4,721,86 7   539,588     978,727      6,240,182 
=================================================== ====================================== 
 
LIABILITIES AND EQUITY 
 
CURRENT LIABILITIES 
   Short-term debt and current 
    maturities of long-term debt         $    75,02 2               157,000        232,022 
   Accounts payable                          110,18 6    15,026     (15,026)       110,186 
   Accrued expenses and other liabilities    117,26 9     8,923      (8,923)       117,269 
   Advance billing and customer deposits      34,23 5     7,674                     41,909 
--------------------------------------------------- -------------------------------------- 
     Total current liabilities               336,71 2    31,623     133,051        501,386 
--------------------------------------------------- -------------------------------------- 
 
LONG-TERM DEBT                             1,953,84 4             1,300,000      3,253,844 
--------------------------------------------------- -------------------------------------- 
 
DEFERRED CREDITS AND OTHER LIABILITIES       483,76 0    15,032      38,609        537,401 
--------------------------------------------------- -------------------------------------- 
 
PARENT FUNDING                                         492,933    (492,933) 
--------------------------------------------------- -------------------------------------- 
 
STOCKHOLDERS' EQUITY 
   Common stock                              140,54 0                              140,540 
   Paid in capital                           502,97 1                              502,971 
   Unrealized holding gain on investments, 
    net of taxes                              59,35 9                               59,359 
   Retained earnings                       1,240,70 6                            1,240,706 
   Unearned ESOP shares                       (4,00 0)                              (4,000)  
   Preferred stock - non-redeemable            7,97 5                                7,975 
--------------------------------------------------- -------------------------------------- 
     Total stockholders' equity            1,947,55 1                            1,947,551 
--------------------------------------------------- -------------------------------------- 
 
TOTAL LIABILITIES AND EQUITY             $ 4,721,86 7   539,588     978,727      6,240,182 
=================================================== ====================================== 

                                               As r eported 
--------------------------------------------------- -------------  Pro forma   Pro forma 
                                          CenturyTe l   Verizon   adjustments consolidated 
--------------------------------------------------- ---------------------------------------  
                                                       (Dollars in thousands) 
                                                             (See Notes A and C) 
OPERATING REVENUES 
   Telephone                             $   553,01 4   167,693                    720,707 
   Wireless                                  211,54 6                              211,546 
   Other                                      71,55 2                               71,552 
--------------------------------------------------- -------------------------------------- 
     Total operating revenues                836,11 2   167,693                  1,003,805 
--------------------------------------------------- -------------------------------------- 
 
OPERATING EXPENSES 
   Cost of sales and operating expenses      429,21 8    76,638                    505,856 
   Depreciation and amortization             170,58 0    40,235      19,848        230,663 
--------------------------------------------------- -------------------------------------- 
     Total operating expenses                599,79 8   116,873      19,848        736,519 
--------------------------------------------------- -------------------------------------- 
 
OPERATING INCOME                             236,31 4    50,820     (19,848)       267,286 
--------------------------------------------------- -------------------------------------- 
 
OTHER INCOME AND EXPENSE 



 

See accompanying notes to unaudited pro forma consolidated condensed financial information.  

CENTURYTEL, INC.  

Pro Forma Consolidated Condensed Statement of Income For the year ended December 31, 1999  

 
(Unaudited)  

 

   Interest expense                          (71,30 9)   (7,788)    (52,313)      (131,410)  
   Income from unconsolidated cellular 
    entities                                   8,01 6                                8,016 
   Minority interest                          (5,16 3)                  637         (4,526)  
   Gain on sale of assets                      9,91 0                                9,910 
   Other income and expense                    6,61 3                                6,613 
--------------------------------------------------- -------------------------------------- 
     Total other income (expense)            (51,93 3)   (7,788)    (51,676)      (111,397)  
--------------------------------------------------- -------------------------------------- 
 
INCOME BEFORE INCOME TAX EXPENSE             184,38 1    43,032     (71,524)       155,889 
 
Income tax expense                            77,25 2    16,835     (28,610)        65,477 
--------------------------------------------------- -------------------------------------- 
 
NET INCOME                               $   107,12 9    26,197     (42,914)        90,412 
=================================================== ====================================== 
 
BASIC EARNINGS PER SHARE                 $      0.7 6                                 0.64 
=================================================== ====================================== 
 
DILUTED EARNINGS PER SHARE               $      0.7 6                                 0.64 
=================================================== ====================================== 
 
AVERAGE BASIC SHARES OUTSTANDING             139,87 4                              139,874 
=================================================== ====================================== 
 
AVERAGE DILUTED SHARES OUTSTANDING           141,72 9                              141,729 
=================================================== ====================================== 

                                               As r eported 
--------------------------------------------------- -------------  Pro forma   Pro forma 
                                          CenturyTe l   Verizon   adjustments consolidated 
--------------------------------------------------- ---------------------------------------  
                                                       (Dollars in thousands) 
                                                             (See Notes A and D) 
OPERATING REVENUES 
   Telephone                             $ 1,126,11 2   339,323                  1,465,435 
   Wireless                                  422,26 9                              422,269 
   Other                                     128,28 8                              128,288 
--------------------------------------------------- -------------------------------------- 
     Total operating revenues              1,676,66 9   339,323                  2,015,992 
--------------------------------------------------- -------------------------------------- 
 
OPERATING EXPENSES 
   Cost of sales and operating expenses      819,78 4   173,604                    993,388 
   Depreciation and amortization             348,81 6    77,334      42,558        468,708 
--------------------------------------------------- -------------------------------------- 
     Total operating expenses              1,168,60 0   250,938      42,558      1,462,096 
--------------------------------------------------- -------------------------------------- 
 
OPERATING INCOME                             508,06 9    88,385     (42,558)       553,896 
--------------------------------------------------- -------------------------------------- 
 
OTHER INCOME AND EXPENSE 
   Interest expense                         (150,55 7)  (17,563)   (102,640)      (270,760)  
   Income from unconsolidated 
    cellular entities                         27,67 5                               27,675 
   Minority interest                         (27,91 3)                4,853        (23,060)  
   Gain on sale of assets                     62,80 8                               62,808 
   Other income and expense                    9,19 0                                9,190 
--------------------------------------------------- -------------------------------------- 
     Total other income (expense)            (78,79 7)  (17,563)    (97,787)      (194,147)  
--------------------------------------------------- -------------------------------------- 
 
INCOME BEFORE INCOME TAX EXPENSE             429,27 2    70,822    (140,345)       359,749 
 
Income tax expense                           189,50 3    27,725     (56,138)       161,090 



 

See accompanying notes to unaudited pro forma consolidated condensed financial information.  

Notes to Unaudited Pro Forma Consolidated Condensed Financial Information  

(A) Purchase of Verizon assets.  

Costs of acquisition. The total cash purchase price of the Verizon assets has been assumed to be approximately $1.504 billion.  

Operations. As explained further above, the pro forma adjustments do not consider the effect of possible revenue enhancements or cost 
synergies that may occur in connection with combining the operations of the acquired properties with the Company's operations.  

Other transactions. The pro forma adjustments do not reflect the effects of the Company's acquisitions and dispositions of certain other 
properties during 1999 and 2000, the aggregate effect of which is not material for pro forma purposes.  

(B) June 30, 2000 Balance Sheet Pro Forma Adjustments.  

The pro forma adjustments applicable to the acquisition of the Verizon properties with respect to the unaudited pro forma consolidated 
condensed balance sheet as of June 30, 2000, as set forth below, reflect preliminary allocations of the aggregate purchase price to the acquired 
properties. (These adjustments are in addition to those summarized below to reflect the effect of FAS 71, which is defined below). The 
preliminary estimates of the fair value of the noncurrent assets and liablities are subject to change upon completion of our valuation analysis, 
which could result in some of Verizon's intangible assets being amortized over a shorter life than the 40-year goodwill amortization period 
assumed hereunder. The pro forma financial information has been prepared assuming that the aggregate purchase price of $1.504 billion will be 
financed with $1.0 billion of proceeds from the issuance of senior long-term debt securities, $300 million of bank indebtedness due in 2002, 
$157 million of proceeds from a commercial paper issuance and $47 million of available cash. For pro forma purposes, the weighted average 
interest rate of the Company's financings is assumed to be 8.25%.  

 

Adjustment:  

(1) Reflects (a) borrowing $1.457 billion and (b) delivery of $1.504 billion to purchase assets of Verizon.  

(2) Reflects the elimination of Verizon's parent debt and equity funding and excess cost of net assets acquired.  

--------------------------------------------------- -------------------------------------- 
 
NET INCOME                               $   239,76 9    43,097     (84,207)       198,659 
=================================================== ====================================== 
 
BASIC EARNINGS PER SHARE                 $      1.7 2                                 1.43 
=================================================== ====================================== 
 
DILUTED EARNINGS PER SHARE               $      1.7 0                                 1.41 
=================================================== ====================================== 
 
AVERAGE BASIC SHARES OUTSTANDING             138,84 8                              138,848 
=================================================== ====================================== 
 
AVERAGE DILUTED SHARES OUTSTANDING           141,43 2                              141,432 
=================================================== ====================================== 

                                                                 Short-term 
                                                                  debt and 
                                 Net      Excess                  current                 Accrued                Deferred 
                              property,   cost of    Investments  maturities            expenses and    Long-    credits 
                              plant and  net assets    and other   of long-    Accounts     other        term    and other    Parent 
   Adjustment       Cash      equipment   acquired     assets     term debt    payable   liabilities    debt   liabilities   funding  
--------------------------------------------------- --------------------------------------------------- ------------------------------  
                                                                 (Dollars in thousands) 
 
(1) (a)         $ 1,457,000                                        157,000                           1 ,300,000 
    (b)          (1,504,000)             1,504,000 
 
(2)                                       (492,933)                                                                         (492,933)  
 
(3)                                         43,296     (43,296) 
 
(4)                            162,773    (162,773)  
 
(5)                                        (23,949)                            (15,026)     (8,923) 
 
(6)                  20,000                 18,609                                                                38,609 
--------------------------------------------------- --------------------------------------------------- ------------------------------  
                $   (27,000)   162,773     886,250     (43,296)    157,000    (15,026)     (8,923)   1 ,300,000    38,609   (492,933)  
=================================================== =================================================== ==============================  



(3) Reflects the elimination of excess pension assets, as such amounts are retained by Verizon. The Company has not reflected in the Pro 
Forma Consolidated Condensed Statements of Income any adjustments reflecting any income generated by these excess pension assets.  

(4) Reflects the increase in net property, plant and equipment and the related decrease in excess cost of net assets acquired resulting from 
conforming the net book value of the acquired assets to the amounts that would be required to be recorded if such assets had been accounted for 
under Statement of Financial Accounting Standards No. 71, "Accounting for the Effects of Certain Types of Regulation" ("FAS 71").  

(5) Reflects the elimination of Verizon's accounts payable and accrued expenses and other liabilities, as such liabilities are retained by Verizon. 

(6) Reflects the receipt of $20 million from minority investors and the establishment of minority interest liability to reflect the share of equity 
of Spectra (42.9%) and TelUSA (11%) attributable to the minority investors.  

(C) June 30, 2000 Income Statement Pro Forma Adjustments.  

Set forth below are the pro forma adjustments applicable to the acquisition of the Verizon assets with respect to the unaudited pro forma 
consolidated condensed statement of income for the six-month period ended June 30, 2000:  

 

(1) Use of an assumed rate .125% higher or lower than 8.25% would have changed net income by approximately $546,000.  

(D) December 31, 1999 Income Statement Pro Forma Adjustments.  

Set forth below are the pro forma adjustments applicable to the acquisition of the Verizon assets with respect to the unaudited pro forma 
consolidated condensed statement of income for the year ended December 31, 1999:  

                                                   Depreciation 
                                                       and        Interest   Minority   Income 
      Adjustment                                   amortization   expense    interest  tax expense  
--------------------------------------------------- -----------------------------------------------  
                                                              (Dollars in thousands) 
Amortization of excess cost of net 
 assets acquired (assuming a 40-year 
 amortization period)                               $  10,329 
 
Adjust depreciation expense to reflect 
 the application of FAS 71                              9,519 
 
Interest on borrowings of $1.457 billion at 
 an assumed rate of 8.25% (1)                                      60,101 
 
Eliminate Verizon interest expense 
 on parent funding                                                 (7,788) 
 
Record minority interest to reflect the 
 share of the pro forma losses of Spectra (42.9%) 
 and TelUSA (11%) attributable to the 
 minority investors                                                             (637) 
 
Tax benefit relating to pro forma 
 adjustments (assuming a 40% tax rate)                                                   (28,610) 
--------------------------------------------------- -----------------------------------------------  
                                                    $  19,848      52,313       (637)    (28,610) 
=================================================== ===============================================  

                                                   Depreciation 
                                                       and        Interest   Minority   Income 
         Adjustment                                amortization    expense   interest  tax expense  
--------------------------------------------------- -----------------------------------------------  
                                                              (Dollars in thousands) 
Amortization of excess cost of net 
 assets acquired (assuming a 40-year 
 amortization period)                                $ 20,659 
 
Adjust depreciation expense to reflect the 
 application of FAS 71                                 21,899 
 
Interest on borrowings of $1.457 billion at 
 an assumed rate of 8.25% (1)                                     120,203 
 
Eliminate Verizon interest expense 
 on parent funding                                                (17,563) 
 
Record minority interest to reflect the 
 share of the pro forma losses of Spectra (42.9%) 



 

(1) Use of an assumed rate .125% higher or lower than 8.25% would have changed net income by approximately $1.1 million.  

(E) Reclassifications.  

Certain reclassifications have been made to the historical financial information to conform to the presentation of the condensed pro forma 
information.  

(F) Verizon Historical Results.  

All amounts reflected above under the headings "As Reported - Verizon" are based on special purpose financial statements of the Verizon 
acquired operations. In connection with the preparation of these special purpose financial statements, Verizon made numerous assumptions and 
allocations where specific data was not available pertaining to the acquired assets. Because of the significant amount of allocations and 
estimates used to prepare these special purpose financial statements, they may not reflect the financial position and results of operations of the 
acquired properties after such properties are acquired by the Company. For additional information, see the special purpose financial statements, 
and the notes thereto, filed in connection with this Current Report on Form 8-K.  

FORWARD-LOOKING STATEMENTS  

In addition to historical information, this Current Report on Form 8-K includes certain forward-looking statements regarding events and 
financial trends that may affect the Company's future operating results and financial position. Such forward-looking statements are subject to 
uncertainties that could cause the Company's actual results to differ materially from such statements. Such uncertainties include, but are not 
limited to: the Company's ability to effectively manage its growth, including obtaining adequate financing on attractive terms, integrating 
newly acquired properties into its operations, hiring adequate numbers of qualified staff and successfully upgrading our billing and other 
information systems; the risks inherent in rapid technological change; the effects of ongoing changes in the regulation of the communications 
industry; the effects of greater than anticipated competition in our markets; possible changes in the demand for, and pricing of, our products 
and services; the Company's ability to successfully introduce new product or service offerings on a timely and cost-effective basis; and the 
effects of more general factors such as changes in general market conditions or in legislation, regulation or public policy. These and other 
uncertanties related to the business are described in greater detail in Item 1 to the Company's Annual Report on Form 10-K for the year ended 
December 31, 1999. You are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date 
hereof. The Company undertakes no obligation to update any of its forward- looking statements for any reason.  

SIGNATURE  

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized.  

CenturyTel, Inc.  

 

 and TelUSA (11%) attributable to the 
 minority investors                                                           (4,853) 
 
Tax benefit relating to pro forma 
 adjustments (assuming a 40% tax rate)                                                   (56,138) 
--------------------------------------------------- -----------------------------------------------  
                                                     $ 42,558     102,640     (4,853)    (56,138) 
=================================================== ===============================================  

By:  /s/ Neil A. Sweasy 
    ------------------------- 
    Neil A. Sweasy 
    Vice President and Controller 
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ASSET PURCHASE AGREEMENT  

THIS ASSET PURCHASE AGREEMENT (this "Agreement") is made and entered into as of the 19th day of August, 1999, by and between 
TELEPHONE USA OF WISCONSIN,  
LLC., a Delaware limited liability company ("Buyer"), and GTE NORTH INCORPORATED, a Wisconsin corporation ("Seller").  

RECITALS  

WHEREAS, Seller is in the business of providing regulated local exchange telephone service in certain areas of the state of Wisconsin; and  

WHEREAS, Seller desires to sell, convey, assign, transfer and deliver to Buyer, and Buyer desires to purchase and accept from Seller, certain 
of its telephone properties and related assets used in the provision of such service, upon the terms and conditions set forth in this Agreement.  

NOW, THEREFORE, the parties hereto, intending to be legally bound, agree as follows:  

ARTICLE 1. DEFINITIONS ARTICLE  

1.1 Terms. Terms. For purposes of this Agreement and any amendment hereto, the following terms are defined as set out below or in the 
Section referenced below:  

"Accounts Receivable Settlement Statement" is defined in Section 10.16(b).  

"Active Employees" is defined in Section 11.1.  

"Acquired Local Loop" means a local loop as defined in 47 C.F.R. Section 51.319(a) of the FCC's rules that is purchased by Buyer under this 
Agreement.  

"Affiliate" means, with respect to any Person, any other Person that, directly or indirectly, through one or more intermediaries, controls, is 
controlled by, or is under common control with, such Person provided that in connection with an ERISA Plan, Affiliate includes any Person 
required to be combined with another Person pursuant to Sections 414(b), (c), (m) or (o) of the IRC.  

"Allocation" is defined in Section 10.9.  

"Ancillary Documents" means the Transition Services Agreement, the Optional Services Agreement, the License Agreement, and the Bill of 
Sale and Assignment and Assumption Agreement.  

"Assigned Contracts" means Contracts to which Seller is a party (i) which relate primarily to the operation of the Business, other than the 
Excluded Contracts, Real Property Interests, Real Property Leases and Third Party Intellectual Property Contracts, and (ii) any other contract to 
which Seller is a party and is listed on Schedule 1.1-A.  

"Assigned Permits" means, to the extent assignable as described in the operative document or pursuant to law, all permits, licenses, franchises, 
approvals and authorizations of Seller issued or granted by any Governmental Authority that relate primarily to the operation of the Business, 
other than the FCC Licenses and the Excluded Permits.  

"Assumed Liabilities" is defined in Section 2.4.1  

"Automated Assets" when used in Section 8.1.21 means computer software, computer firmware, computer hardware (whether general or 
special purpose), documentation, data, and other similar or related items of the automated computerized, and/or software system(s) that are 
included in Licensed Intellectual Property or which is the subject of a Switch Software License as of the Closing Date.  

"Bargained Welfare Plans" is defined in Section 11.2.3(a).  

"Base Purchase Price" is defined in Section 3.1.  

"Bill of Sale and Assignment and Assumption Agreement" is defined in  
Section 7.2(a).  

"Bondholders" means the Persons listed on Schedule 8.1.7(b).  

"Business" means the business of providing in the geographic area comprising the Purchased Exchanges (i) local exchange, exchange access 
and intraLATA toll telecommunications services to end users, (ii) exchange access telecommunications services to interexchange carriers and 



other local exchange carriers, (iii) retail sales of telephone equipment and products, and (iv) non-tariffed public communications (pay 
telephones) and commercial telecommunications services facilities leasing.  

"Buyer Pension" is defined in Section 11.2.1(c)(iii)(B).  

 

"Buyer Welfare Plans" is defined in Section 11.2.3(a).  

"Buyer's Actuary" is defined in Section 11.2.1(d)(ii).  

"Buyer's Closing Certificate" is defined in Section 6.2.1.  

"Calendar-Related" when used in Section 8.1.21 means to the date values based on the Gregorian calendar, as defined in the Encyclopedia 
Britannica, 15th edition, 1982, page 602, and to all uses in any manner of those date values, including without limitation manipulations, 
calculations, conversions, comparisons and presentations.  

"Century Compliant" as used in Section 8.1.21 means that the Automated Assets satisfy the requirements set forth in Subsections 8.1.21(a), (b) 
and (c).  

"CERCLA" means the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended.  

"Closing" is defined in Section 7.1.  

"Closing Date" is defined in Section 7.1.  

"Closing Date Amount" is defined in Section 3.1.  

"Closing Date Statement" is defined in Section 3.2.  

"Confidentiality Agreement" means the Confidentiality Agreement dated as of December 17, 1998, between Buyer andSeller.  

"Construction Advances" means advances collected by Seller for the future performance of non-regulated construction in the Purchased 
Exchanges.  

"Contracts" means all contracts, leases, indentures, agreements, and other legally binding arrangements.  

"Customer Advances" means amounts arising from the operation of the Business that have been billed and collected by the Seller as of the 
Closing Date but that are unearned because they relate to the provision of service after the Closing Date.  

"Customer Deposits" is defined in Section 10.7.  

"Date Data" as used in Section 8.1.21 means any Calendar-Related data in the inclusive range January 1, 1900 through December 31, 2050, 
which the Automated Assets use in any manner.  

"Debtholder Consents" is defined in Section 4.2.  

"Deposit" is defined in Section 3.3.  

"Direct Claim" is defined in Section 12.4(b).  

"Earned End-User Accounts Receivable" means accounts receivable arising primarily from the operation of the Business that have been earned 
by Seller's provision of service on or before the Closing Date, excluding amounts billed through the carrier access billing system to 
interexchange carriers.  

     "Buyer  Pension  Plan" and "Buyer  Pension  Pl ans"  are  defined in Section  
11.2.1(b). 
 
     "Buyer  Savings  Plan" and "Buyer  Savings  Pl ans"  are  defined in Section  
11.2.2(b). 

     "Earned End-User Accounts  Receivable Amount" means the aggregate amount of  
all Earned End-User Accounts  Receivable as of the Closing Date, less a discount  
for anticipated  uncollectible  Earned End-User Acc ounts Receivable in an amount  



 

Receivable as of the Closing Date.  

"Employment Agreements" is defined in Section 8.1.16(a).  

"Environmental Requirements" means all federal, state, interstate and local government or agency Laws relating to pollution or protection of 
human health and safety or the environment (including, without limitation, air, surface water, ground water, land surface and subsurface strata), 
including, without limitation, laws and regulations relating to emissions, discharges, releases or threatened releases of Regulated Materials; or 
otherwise relating to the manufacture, processing, distribution, use, treatment, storage, disposal, transportation or handling of Regulated 
Materials.  

"ERISA" means the Employee Retirement Income Security Act of 1974, as amended.  

"ERISA Plans" is defined in Section 8.1.16(a).  

"Estimated Non-Regulated Construction Work in Process Amount" is defined in  
Section 3.1.  

"Estimated Regulatory Obligation Amount" is defined in Section 3.1.  

"Evaluation Material" is defined in the first paragraph of the Confidentiality Agreement.  

"Excluded Contracts" means all billing and collection agreements, interconnection agreements, national account agreements, billing media 
agreements, vehicle leasing agreements, and other agreements listed on Schedule 1.1-B.  

"Excluded Marks" means all trademarks, applications for trademark registration, service marks, applications for service mark registration, trade 
names, domain names and related registrations owned by Seller or an Affiliate of Seller, or licensed to Seller or an Affiliate of Seller by any 
Person, and any derivations of the foregoing.  

"Excluded Permits" means the permits, licenses, franchises, approvals and authorizations of Seller by Governmental Authorities that relate to 
the Excluded Property.  

"Excluded Property" is defined in Section 2.3.  

"Executive Officers" of an entity means the president and any vice president of the entity in charge of a principal business unit, division or 
function or regional president.  

"Existing Environmental Requirements" means those applicable provisions of any Environmental Requirements that are both in effect and 
required to be met by Seller prior to the Closing Date.  

"Expiration Date" is defined in Section 12.1(a).  

"FCC" means the Federal Communications Commission or any governmental agency succeeding to its jurisdiction in whole or in part.  

"FCC Consents" is defined in Section 4.4.  

"FCC Licenses" means all licenses, certificates, permits or other authorizations granted to Seller by the FCC that are necessary for the 
operation of the Business.  

"Financial Statements" is defined in Section 8.1.22  

"FRP" is defined in Section 11.2.3(e).  

"Future Capital Expenditure Obligations" is defined in Section 2.4.1(h).  

"Future Regulatory Obligations" is defined in Section 2.4.1(g).  

"GAAP" means United States generally accepted accounting principles.  

"GATT Grandfathered Participant" is defined in Section 11.2.1(c)(ii)(C).  

equal  to the  Uncollectible  Factor  multiplied  b y  Earned  End-User  Accounts  



"Governmental Authority" means any court or any federal, state or foreign governmental, legislative or regulatory body, agency, department, 
authority or instrumentality.  

"HSR Act" means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended.  

"Indemnifiable Losses" is defined in Section 12.3(a).  

"Indemnification Payment" is defined in Section 12.3(a).  

"Indemnifying Party" is defined in Section 12.3(a).  

"Indemnitee" is defined in Section 12.3(a).  

"Intellectual Property" means all inventions (whether patentable or not and whether or not such inventions are described or claimed in any 
patent or patent application), designs (useful or ornamental), and works subject to copyright protection, invention disclosures, specifications, 
manuals, drawings, functional or system block diagrams, flow charts, circuit diagrams, design or user documentation, engineering notebooks, 
schematics, test programs, documented procedures, documented processes, documented flows, devices, software (in any form), or firmware, 
and all intellectual property rights therein or based thereon, including patents, patent applications (including continuations, continuations-in-
part, divisions, reissues), reexamined patents and extensions thereof, copyrights (whether registered or unregistered), and trade secrets and any 
trademarks, service marks or trade names.  

"IRC" means the Internal Revenue Code of 1986, as amended.  

"IRS" means the Internal Revenue Service.  

"LTD Recipient" is defined in Section 11.7.  

"Law" or "Laws" means any statute, rule, regulation or ordinance of any Governmental Authority.  

"Leased Real Property" means the real property leased to Seller under the Real Property Leases.  

"License Agreement" means the license agreement attached hereto as Schedule 1.1-D pursuant to which Seller grants to Buyer certain rights 
and licenses under Licensed Intellectual Property.  

"Licensed Intellectual Property" means Intellectual Property (other than Excluded Marks) owned by Seller, and Third Party Intellectual 
Property licensed to Seller which Seller can sublicense to Buyer without the payment of compensation or other consideration to any Person, 
and which Intellectual Property and Third Party Intellectual Property that is located in and rightfully used by Seller in the geographical area of 
the Purchased Exchanges and are required for the use or maintenance (to the extent not provided by the owner or licensor of the Third Party 
Intellectual Property) of or are included in or with the Purchased Property in the operation of the Business as of the Closing; provided that 
Licensed Intellectual Property shall at all times be Excluded Property.  

"Lien" means any lien, charge, pledge, option, mortgage, security interest or other encumbrance.  

"LLC Agreement" means that certain limited liability company agreement of Buyer as in effect as of the date hereof or as may be amended 
pursuant to its terms from time to time.  

"Material Adverse Effect" means (i) a materially adverse effect on the Business or the Purchased Property whether or not insured, taken as a 
whole, or  
(ii) a catastrophic disruption in financial, banking or capital market conditions generally as a result of which the lenders under commitment are 
unable to provide the financing contemplated hereby, and substantially similar financing is unavailable from other lenders. Except as they may 
cause the effect described in clause (ii) above, neither changes in the United States economy generally and the state of Wisconsin in particular, 
or events or circumstances that affect the Business in the same manner and to the same extent as other businesses in the industry generally shall 
be deemed to constitute a Material Adverse Effect.  

"Material Consents" is defined in Section 6.1.6.  

"Material and Supply Inventory" is defined in the FCC's Part 32 Uniform System of Accounts.  

"Material Contracts" is defined in Section 8.1.11.  

"Merger" means the proposed merger involving GTE Corporation and Bell Atlantic Corporation and their respective Subsidiaries.  



"Non-Regulated Construction Work in Process Amount" means amounts expended by Seller for non-regulated construction work not 
completed as of Closing Date, net of Construction Advances related to such construction work. Non-Regulated Construction Work in Process 
Amount is billable by Buyer to third parties after closing Date.  

"Non-Union Welfare Plans" is defined in Section 11.2.3(a).  

"Optional Services Agreement" is defined in Section 9.2.  

"Owned Real Property" means the real property owned by Seller and used primarily in the operation of the Business, including all land, 
buildings, structures, appurtenances, improvements or privileges located thereon.  

"PBGC" means the Pension Benefit Guaranty Corporation. ----  

"PSCW" is defined in Section 8.1.15(c).  

"PSCW Authorizations" is defined in Section 8.1.15(c).  

"Pension Assets" is defined in Section 11.2.1(d)(i).  

"Permitted Encumbrances" means (i) liens for current taxes and assessments not yet delinquent, or the amount or validity of which is being 
contested in good faith by appropriate proceedings during which collection or enforcement against the relevant property is stayed, (ii) standard 
utility easements, covenants and restrictions of record that do not individually or in the aggregate materially interfere with the operation of the 
present Business on the Owned Real Property affected thereby, (iii) mechanics', carriers', workers', repairers' and other statutory liens, (iv) 
existing zoning or similar laws or ordinances that do not interfere with the operation of the Business, (v) leases otherwise disclosed herein, and 
(vi) any other Liens that do not materially interfere with the operations of the Purchased Property in a manner consistent with the current use by 
Seller.  

"Person" means an individual, corporation, partnership, trust, association, limited liability company or similar entity or organization.  

"Plans" is defined in Section 8.1.16(a).  

"Proration Periods" is defined in Section 10.5.  

"Purchase Price" is defined in Section 3.2(c).  

"Purchased Exchanges" means the telephone exchanges listed in Schedule 1.1-C.  

"Purchased Property" is defined in Section 2.2.  

"Real Property Interests" means all easements, rights of way, licenses or other interests in real property of Seller that are used primarily in the 
operation of the Business, other than Owned Real Property or Leased Real Property.  

"Real Property Leases" means the Leases set forth on Schedule 8.1.8.  

"Regulated Material" means (i) any "hazardous substance" as defined in CERCLA, (ii) any petroleum or petroleum substance, and (iii) any 
other pollutant, waste, contaminant, or other substance regulated under Environmental Requirements.  

"Regulatory Approvals" is defined in Section 4.1.  

"Regulatory Obligation Amount" is defined in Section 3.1.  

"Retained Books and Records" means, collectively, all corporate records and stock books of Seller and its Affiliates, the general ledger, all 
records required by Law to be retained by Seller and all books and records relating to  
(i) Tax Returns and Tax records, (ii) Excluded Property, (iii) attorney work product, and (iv) the Retained Liabilities.  

"Retained Future Regulatory Obligations" is defined in Section 2.4.1 (g).  

"Retained Liabilities" is defined in Section 2.4.2.  

"Seller Hourly Pension Plan" is defined in Section 11.2.1(a)(ii).  



"Seller Pension" is defined in Section 11.2.1(c)(iii)(B).  

"Seller Pension Plan" and "Seller Pension Plans" are defined in Section 11.2.1(a)(ii).  

"Seller Salaried Pension Plan" is defined in Section 11.2.1(a)(i).  

"Seller Savings Plans" is defined in Section 11.2.2(a).  

"Seller Welfare Plans" is defined in Section 11.2.3(a).  

"Seller's Actuary" is defined in Section 11.2.1(d)(ii).  

"Seller's Closing Certificate" is defined in Section 6.1.1.  

"Switch Software License" means any software license of any telephone switch software licensed to Seller which software is physically located 
within the geographical boundary of the Purchased Exchanges and is necessary to Seller's current operation and use of any telephone switching 
equipment in the Purchased Exchanges and which equipment is included in Telephone Plant.  

"Switch Software Consents" is defined in Section 4.6.  

"System Date" as used in Section 8.1.21 means any Calendar-Related data value in the inclusive range January 1, 1985 through December 31, 
2035 (including the natural transition between such values) which the Automated Assets shall be able to use as their current date while 
operating.  

"Tax Returns" means a report, return or other information statement required to be supplied to or filed with a Governmental Authority with 
respect to Taxes.  

"Tax(es)" means any foreign, federal, state, county or local income, sales, use, transfer, excise, franchise, stamp duty, custom duty, real and 
personal property, gross receipt, capital stock, business and occupation, disability, employment, payroll, recording, ad valorem, unemployment 
compensation, profits, registration, social security, estimated, add-on, minimum, or withholding tax relating to the Business or the Purchased 
Exchanges and any interest and penalties and additions to such taxes (civil or criminal) related thereto or to the nonpayment thereof and related 
notarial fees.  

"Telephone Plant" means (i) Owned Real Property, (ii) Real Property Interests, and (iii) the machinery, equipment, inventory, vehicles and all 
other assets and properties used exclusively in the operation of the Business, including all plant, systems, structures, construction work in 
progress, telephone cable (in the geographic area comprising the Purchased Exchanges and whether in service or under construction), 
microwave facilities (including frequency spectrum assignment and related licenses), telephone line facilities, machinery, furniture, fixtures, 
tools, implements, conduits, stations, substations, equipment (including central office equipment, subscriber station equipment and other 
equipment in general), instruments and house wiring connections (including such items as may be located outside the geographic area 
comprising the Purchased Exchanges, but only if such items exclusively serve the Purchased Exchanges). Without limiting the generality of the 
foregoing, Telephone Plant includes the assets that would be properly included in the fixed assets referenced in Part 32 of the FCC Rules and 
Regulations (47 CFR, Part 32), as such accounts are reflected in Schedule 8.1.17.  

"Third Party Claim" is defined in Section 12.4(a).  

"Third Party Intellectual Property" means Intellectual Property owned by any Person, other than Seller, without regard as to whether Seller has 
any rights therein or the right to assign such rights to Buyer.  

"Third Party Intellectual Property Contracts" is defined in Section 10.1.4.  

"Total Service Pension" is defined in Section 11.2.1(c)(iii)(B).  

"Transaction Taxes" is defined in Section 10.11.  

"Transferred Books and Records" means all of Seller's customer or subscriber lists and records, accounts and billing records, plans, blueprints, 
specifications, drawings, surveys, engineering reports, personnel records of Transferred Employees (where applicable) and all other documents, 
computer data and records, in each case relating primarily to the operation of the Business, the Purchased Property, the Transferred Employees 
or Assumed Liabilities, except for the Retained Books and Records.  

"Transferred Employees" is defined in Section 11.1.  

"Transition Services Agreement" is defined in Section 9.1.  



"Transitional Year" means any year (beginning with the year in which the Closing occurs) in which USF distributions are based upon the costs, 
whether historic costs or forward-looking economic costs, reported for a year in which Seller owned the Acquired Local Loops for any part of 
such year.  

"Uncollectible Factor" is defined in Section 10.16.  

1.2 Interpretation.  

(a) Unless the context otherwise requires, (i) all references to Sections, Articles or Schedules are to Sections, Articles or Schedules of or to this 
Agreement, (ii) each accounting term not otherwise defined in this Agreement has the meaning assigned to it in accordance with GAAP, (iii) all 
references to the "knowledge of Seller" are deemed to refer to the actual knowledge of the Executive Officers of Seller, (iv) the term 
"primarily" means primarily or exclusively, and (v) the term "including" means including without limitation. The provisions of this Agreement 
shall be interpreted in a reasonable manner to effect the intent of Buyer and Seller.  

(b) No provision of this Agreement will be interpreted in favor of or against either of the parties by reason of the extent to which any such party 
or its counsel participated in the drafting thereof or by reason of the extent to which any such provision is inconsistent with any prior draft of 
such provision or of this Agreement.  

ARTICLE 2. PURCHASE AND SALE OF ASSETS  

2.1 Purchase and Sale of Assets.1 Purchase and Sale of Assets. Upon the terms and subject to the conditions of this Agreement, Seller hereby 
agrees to sell, convey, transfer, assign and deliver to Buyer and Buyer hereby agrees to purchase, acquire and accept from Seller, in each case 
effective as of the Closing, all of Seller's right, title and interest in and to the Purchased Property, free and clear of all Liens (except for 
Permitted Encumbrances and security interests arising from operating leases covering office equipment) wherever located and whether or not 
reflected in Seller's corporate books.  

2.2 Purchased Property.2 Purchased Property. The term "Purchased Property" means all the following business, properties, assets and rights of 
Seller on the Closing Date, other than the Excluded Property:  

(i) Telephone Plant;  
(ii) Earned End-User Accounts Receivable;  
(iii) Material and Supply Inventories;  
(iv) Non-Regulated Construction Work in Process;  
(v) FCC Licenses and Assigned Permits;  
(vi) Assigned Contracts;  
(vii) Transferred Books and Records;  
(viii) Real Property Leases;  
(ix) All other business, property, assets and rights, tangible and intangible, of every kind, nature and description, whether real, personal or 
mixed, whether accrued, contingent or otherwise and whether now existing or hereinafter acquired of Seller on the Closing Date not described 
above that relate exclusively to the Purchased Exchanges; and  
(x) The rights and licenses granted pursuant to the License Agreement.  

2.3 Excluded Property.3 Excluded Property. For purposes of this Agreement, "Excluded Property" means the following:  

(a) Cash, cash equivalents (other than Earned End-User Accounts Receivable) and investments;  

(b) All rights of Seller and its Affiliates under this Agreement, the Ancillary Documents and the certificates and other documents delivered to 
Seller by Buyer in connection with this Agreement;  

(c) All records prepared in connection with the sale of the Business, including bids received from third parties and analysis relating to the 
Business;  

(d) All rights and obligations related to the Retained Liabilities;  

(e) The Retained Books and Records provided, however, that on reasonable advanced written notice and subject to the Confidentiality 
Agreement, Seller shall provide Buyer with reasonable access and the right to copy portions of the Retained Books and Records pertaining to 
the Purchased Property and the Business;  

(f) Seller's interests in any business other than the Business, including the provision of wireless service (cellular and PCS), long distance and 
internet service or internet related services, air-to-ground communications (air phone service), directory publishing and any Excluded Permits 
related thereto, and all assets of Seller and its Affiliates used in connection with any such business or related thereto, and all assets used by 
Seller and its Affiliates in rendering corporate services to Seller or the Business that are located outside the geographic area comprising the 
Purchased Exchanges;  



(g) Such other assets (i.e., encryption decoder devices, AWAS terminals, SODA, etc.), if any, as set forth on Schedule 2.3(g);  

(h) The Excluded Contracts;  

(i) The Excluded Marks;  

(j) Subject to the terms of the License Agreement, all Intellectual Property, including the Licensed Intellectual Property and Third Party 
Intellectual Property; and  

(k) All of Seller's insurance proceeds arising in connection with the operation of the Business or the Purchased Property on or prior to the 
Closing Date which are not required to be used pursuant to Section 5.2.1(e).  

2.4 Assumption of Liabilities  

2.4.1 Assumed Liabilities. Upon the terms and subject to the conditions of this Agreement, Buyer hereby agrees to assume, as of the Closing 
Date, and agrees, beginning on the day following the Closing Date to pay, perform and discharge when due, all liabilities, responsibilities and 
obligations relating to the Purchased Property other than the Retained Liabilities (subject to any different allocation of liability set forth in 
clause, (b) and (c) below) (the "Assumed Liabilities"), including the following:  

(a) Ordinary Course. All liabilities, responsibilities and obligations (including Taxes), arisingout of or accruing or resulting from the use or 
ownership of the Purchased Property in the ordinary course after the Closing Date;  

(b) Employment Matters. All liabilities, responsibilities and obligations that are to be assumed by Buyer as provided in Article 11 with respect 
to Transferred Employees;  

(c) Assigned Contracts, Real Property Interests and Real Property Leases. All liabilities, responsibilities and obligations that arise after the 
Closing Date in connection with the performance of the Assigned Contracts, Real Property Interests and the Real Property Leases;  

(d) Joint Construction Projects. All liabilities, responsibilities and obligations to third parties that relate to arrangements and commitments 
between Seller and a third party for the construction of mutual transmission facilities between various switching points included in the 
Purchased Exchanges, which projects are set forth on Schedule 2.4.1(d);  

(e) Construction in Progress. All liabilities, responsibilities and obligations relating to post-Closing engineering and construction required to 
complete scheduled construction and other capital expenditure projects for the Purchased Exchanges;  

(f) Customer Advances, Customer Deposits and Construction Advances. All liabilities, responsibilities and obligations relating to Customer 
Advances, Customer Deposits and Construction Advances;  

(g) Future Regulatory Obligations. All liabilities, responsibilities and obligations, other than Future Capital Expenditure Obligations, related to 
the Purchased Exchanges arising out of any rule, regulation, law, mandate, decision or order of the FCC or any other Governmental Authority 
after the Closing Date regardless of whether the action taken by the Governmental Authority is or purports to be based on conduct or actions 
that occurred at any time prior to the Closing Date ("Future Regulatory Obligations"), except that Buyer shall not be liable for any Future 
Regulatory Obligation arising directly out of (i) intentional misconduct or negligence of Seller that occurred prior to the Closing date, or (ii) 
material pre-Closing violation of Law by Seller; (the "Retained Future Regulatory Obligations");  

(h) Future Capital Expenditure Obligations. All liabilities, responsibilities and obligations related to the Purchased Exchanges arising out of 
any rule, regulation, law, mandate, decision or order of the FCC or any Governmental Authority requiring any capital expenditure after the date 
of this Agreement, regardless of whether the action taken by the Governmental Authority is or purports to be based on conduct, facts or actions 
that occurred at any time prior to the date of this Agreement ("Future Capital Expenditure Obligations"); except that Buyer shall not be liable 
for any Future Capital Expenditure Obligation arising directly out of (i) intentional misconduct or negligence of Seller that occurred prior to the 
Closing Date, or (ii) any material pre-closing violation of Law by Seller; (the "Retained Capital Expenditure Capital Obligations"). Seller shall 
notify Buyer of all material Future Capital Expenditure Obligations within a reasonable time after publication of said obligations by a 
Governmental Authority; and  

(i) Litigation and Claims. All liabilities and obligations arising out of (i) litigation and claims that arise out of an occurrence after the Closing 
Date, (ii) litigation and claims in respect of Future Regulatory Obligations (other than Retained Future Regulatory Obligations) regardless of 
when filed, and (iii) claims of a Governmental Authority arising from or related to a Future Regulatory Obligation (other than Retained Future 
Regulatory Obligations).  

Notwithstanding anything in this Section 2.4.1 to the contrary, "Assumed Liabilities" shall not include any liabilities, responsibilities or 
obligations expressly included in Retained Liabilities pursuant to Section 2.4.2.  

2.4.2 Retained Liabilities. Seller shall retain and shall pay, perform and discharge when due, the following liabilities, responsibilities and 



obligations of Seller (the "Retained Liabilities"):  

(a) Subject to Section 10.5, all trade payables of Seller as of the Closing Date;  

(b) All long-term debt of Seller (including the current portion thereof and indebtedness to the Bondholders) and debt of Seller owed to any one 
or more of its Affiliates;  

(c) Subject to Section 10.5, all federal, state and local income, franchise, gross receipts and similar taxes of Seller or its consolidated or 
combined group and all federal, state and local income, franchise, gross receipts and sales, use, property or other taxes relating to the operation 
of the Business on or before the Closing Date or the use, ownership or operation of the Purchased Property on or before the Closing Date;  

(d) Except to the extent otherwise provided in Article 11, all liabilities and obligations arising on or before the Closing Date with respect to the 
Transferred Employees, including (i) all liabilities, responsibilities and obligations arising on or before the Closing Date relating to collective 
bargaining agreements or other union contracts, and (ii) any such liabilities or obligations that arise after the Closing Date to the extent that 
such liabilities and obligations relate to facts, circumstances or conditions arising or occurring on or before the Closing Date, but excluding any 
Future Regulatory Obligations with respect to the Transferred Employees;  

(e) All liabilities, responsibilities and obligations arising out of litigation and claims that arise out of an occurrence prior to the Closing Date 
other than litigation and claims in respect of Future Regulatory Obligations (other than Retained Future Regulatory Obligations);  

(f) Any Retained Future Regulatory Obligations;  

(g) All liabilities, responsibilities and obligations with respect to the Excluded Property and the Excluded Contracts;  

(h) Subject to the provisions of Article 11, and not including any responsibilities, liabilities or obligations which are identified in Section 2.4.1 
as Assumed Liabilities, all liabilities, responsibilities and obligations arising on or before the Closing Date relating to (i) collective bargaining 
or other union contracts, (ii) the Transferred Employees, and (ii) the use or ownership of the Purchased Property or conduct of the Business on 
or before the Closing Date; and  

(i) All liabilities, responsibilities and obligations with respect to the exceptions to environmental representations identified on Schedules 8.1.19
(a) and 8.1.19(b).  

2.5 No Assignment Without Consent.5 No Assignment Without Consent. Notwithstanding anything to the contrary contained in this 
Agreement, to the extent that the sale, conveyance, transfer, assignment or delivery or attempted sale, conveyance, transfer, assignment or 
delivery to Buyer of any Purchased Property (including any Contract) is prohibited by any applicable Law or would require any governmental 
or third-party authorizations, approvals, consents or waivers and such authorizations, approvals, consents or waivers shall not have been 
obtained prior to the Closing, this Agreement shall not constitute a sale, conveyance, transfer, assignment or delivery, or an attempted sale, 
conveyance, transfer, assignment or delivery thereof, if any of the foregoing would constitute a breach of applicable Law or the rights of any 
third party; provided, however, that, except to the extent that a condition to Closing set forth in Article 6 relating to the foregoing shall not be 
satisfied, the Closing shall occur notwithstanding the foregoing without any adjustment to the Purchase Price on account of such required 
authorization. The parties shall use their commercially reasonable efforts, and shall cooperate with each other, to obtain promptly such 
authorizations, approvals, consents or waivers; provided, however, that neither Seller nor Buyer nor any of their respective Affiliates shall be 
required to pay any consideration therefor, other than filing, recordation or similar fees payable to any Governmental Authority, which fees 
shall be shared equally by Seller and Buyer. Refusal by such other third party to release Seller from a lease or Contract shall not excuse Seller 
from entering into an assignment of such lease or Contract unless the same is prohibited or void. From the Closing Date until such approval, 
consent or waiver is obtained to the extent permitted by such lease or Contract, Seller shall hold such lease or Contract, or ancillary rights as 
agent for Buyer, and preserve the benefit of and enforce the same as agent for Buyer to the fullest extent permissible under the applicable lease 
or Contract. Buyer and Seller agree that upon request by either party, at Closing, they will enter into an agency agreement in form and 
substance mutually satisfactory to each party specifying the terms and conditions upon which Seller will so act as Buyer's agent. If such 
authorization, approval, consent or waiver for the sale, conveyance, transfer, assignment or delivery of any such Purchased Property is 
obtained, Seller shall promptly convey, transfer, assign and deliver, or cause to be conveyed, transferred, assigned and delivered, such 
Purchased Property to Buyer.  

ARTICLE 3. PURCHASE PRICEARTICLE 3. PURCHASE PRICE  

3.1 Purchase Price.1 Purchase Price. The purchase price for the Purchased Property shall be the sum of (i) One Hundred Seventy Million 
Dollars ($170,000,000) (the "Base Purchase Price"), (ii) amounts expended by Seller to comply with Future Capital Expenditure Obligations 
(but excluding the Retained Capital Expenditure Obligations) less any amount of depreciation expense recognized by Seller with respect to 
Future Capital Expenditure Obligations (the "Regulatory Obligation Amount"), and (iii) Non-Regulated Construction Work in Process 
Amount. Not less than ten (10) business days prior to the Closing Date, Seller will give to Buyer a notice, setting forth Seller's good faith 
estimate as of the Closing Date of (i) the Regulatory Obligation Amount (the "Estimated Regulatory Obligation Amount"), and (ii) the Non-
Regulated Construction Work in Process Amount (the "Estimated Non-Regulated Construction Work in Process Amount"). As of the Closing 
Date, Buyer shall pay to Seller an amount equal to the sum of (v) the Base Purchase Price, (w) the Estimated Regulatory Obligation Amount, 
(x) the Estimated Non-Regulated Construction Work in Process Amount, less the Deposit amount and the Interest Amount or the Deposit L/C 



amount (the "Closing Date Amount"). If Buyer elects to deliver the Deposit L/C in lieu of cash, Seller shall draw down the full amount of the 
Deposit L/C at the Closing and pay such proceeds to Seller as a credit against the Base Purchase Price. The Closing Date Amount shall be paid 
by delivery on the Closing Date of immediately available funds in U.S. dollars by wire transfer to an account that Seller shall designate to 
Buyer at least two (2) business days prior to the Closing Date. Payments from Buyer to Seller for Earned End-User Accounts Receivable and 
from Seller to Buyer for Customer Advances and Customer Deposits will occur subsequent to Closing in accordance with Article 10.  

3.2 Closing Date Statement.2 Closing Date Statement.  

(a) Within sixty (60) days after Closing Date, Seller shall prepare and deliver to Buyer a written statement of the Base Purchase Price, 
Regulatory Obligation Amount, and Non-Regulated Construction Work in Process Amount ("Closing Date Statement").  

(b) Within thirty (30) days after receipt of the Closing Date Statement, Buyer shall, in a written notice to Seller, either accept the Closing Date 
Statement or describe in reasonable detail any proposed adjustments to the Closing Date Statement and the reasons therefore. If Seller shall not 
have received a notice of proposed adjustments within such thirty (30) day period, Buyer will be deemed irrevocably to have accepted such 
Closing Date Statement.  

(c) Upon the acceptance of any Closing Date Statement by Buyer, the parties shall, based thereupon, calculate the Base Purchase Price, 
Regulatory Obligation Amount, and Non-Regulated Construction Work in Process Amount, collectively the final "Purchase Price." If the 
Purchase Price as finally determined above is greater than the Closing Date Amount, Buyer shall promptly, but no later than three (3) business 
days after such acceptance by Buyer, pay to Seller the amount of such difference. If the Purchase Price as determined above is less than the 
Closing Date Amount, Seller shall promptly, but no later than three (3) business days after such acceptance by Buyer, pay to Buyer the amount 
of such difference.  

(d) If Buyer disputes any portion of the Closing Date Statement, the parties shall calculate the portion of Regulatory Obligation Amount and 
Non-Regulated Construction Work in Process Amount which is not the subject of any dispute or proposed adjustment. If the undisputed portion 
of Regulatory Obligation Amount and Non-Regulated Construction Work in Process Amount (a) is greater than the respective estimated 
amount paid on the Closing Date, Buyer shall promptly pay Seller the amount of such difference, or (b) is less than the respective estimated 
amount paid on the Closing Date, Seller shall promptly pay Buyer the amount of such difference. Payments with respect to any undisputed 
portions of these adjustments shall be made no later than three (3) business days after delivery of the notice of the proposed adjustments.  

(e) Seller and Buyer shall negotiate in good faith to resolve any disputes over any proposed adjustments to the Closing Date Statement, 
provided that if any such dispute is not resolved within thirty (30) days following Seller's receipt of the proposed adjustments, Buyer and Seller 
jointly shall select an independent public accounting firm that is nationally recognized in the United States to resolve such disputes in 
accordance with the standards set forth in this Section 3.2, which resolution shall be final and binding. The fees and expenses of such 
accounting firm shall be shared by Buyer and Seller in inverse proportion to the relative amounts of the disputed amount determined to be for 
the account of Buyer and Seller, respectively. Upon resolution of any dispute over any proposed adjustments as described above in this Section 
3.2(e), a party which is determined to owe the other party an amount shall pay that amount promptly, but no later than three (3) business days 
after resolution.  

(f) Any amount paid pursuant to this Section 3.2 following the Closing Date shall bear interest from the day after Closing Date until paid at a 
rate of eight percent (8%) per annum. Such interest shall accrue daily on the basis of a year of three hundred sixty-five (365) days and the 
actual number of days for which due and shall be payable together with the amount payable pursuant to this  
Section 3.2. All amounts payable pursuant to this Section 3.2 shall be paid by delivery of immediately available funds in U.S. dollars by wire 
transfer to, in the case of amounts payable by Buyer, the account identified by Seller as described in 3.1 above or to an alternate account that 
Seller may designate in the Closing Date Statement and, in the case of amounts payable by Seller, to such account of Buyer as Buyer shall 
designate in writing to Seller.  

3.3 Performance Deposit.  

(a) Upon failure of Buyer under certain circumstances to consummate the transactions contemplated by this Agreement, as more fully set forth 
in  
Section 13.3 hereof, Buyer shall pay to Seller a fee of Eight Million Five Hundred Thousand Dollars ($8,500,000) (the "Deposit"). Such 
Deposit shall be prepaid to Seller concurrently with the execution and delivery of this Agreement by wire transfer of immediately available 
funds. The Deposit shall be nonrefundable except as described in Section 13.3. Any interest earned as described in Section 13.3(a) by the Seller 
on the Deposit shall be the sole property of the Buyer, unless the Deposit is forfeited on termination of this Agreement in which event Seller 
shall retain the interest.  

(b) Buyer may elect to deliver the Deposit to Seller in cash or in the form of an irrevocable, clean, standby letter of credit for the same amount 
(the "Deposit L/C"). The Deposit L/C shall (i) be in a form reasonably acceptable to Seller, (ii) be issued in favor of Seller under this 
Agreement, and (iii) be issued by a bank that has a long-term unsecured debt rating of at least A+ by Standard & Poor's Rating Services and 
that is otherwise reasonably satisfactory to Seller. The Deposit L/C (and any replacement thereof furnished in accordance with this Section 3.3
(b)) shall have an expiration date no earlier than the first anniversary of the date of issuance thereof and shall be automatically renewed from 
year to year unless stated not to be so renewed by the issuer thereof in a written notice given to the Seller not less than thirty (30) days prior to 
the expiration thereof. In the event of the termination of the Deposit L/C (and any replacement thereof furnished in accordance with the 
provisions of this Section 3.3(b)), Buyer shall deliver to Seller a replacement letter or letters of credit in lieu thereof no later than thirty (30) 



days prior to the expiration of the preceding letter of credit. If Buyer shall fail to obtain any replacement of the Deposit L/C (and/or any 
replacement thereof furnished in accordance with the provisions of this Section 3.3(b)), then Seller shall draw down the full amount of the 
existing letter of credit and retain the same as security for the covenants, agreements and obligations of Buyer under this Agreement. Any 
replacement of any Deposit L/C shall be in a form reasonably acceptable to Seller. Buyer acknowledges that Seller has agreed to accept the 
Deposit L/C in lieu of a cash down payment against the Purchase Price solely as an accommodation to Buyer.  

ARTICLE 4. REQUIRED APPROVALS, CONSENTS AND NOTIFICATIONS  

4.1 State Regulatory Approval. Promptly after the date of this Agreement, Buyer and Seller shall file the appropriate applications and notices 
with the PSCW, seeking orders permitting the transfer of service in the Purchased Exchanges to Buyer including but not limited to permanent 
certification as a telecommunications utility (collectively, the "Regulatory Approvals"). Buyer will be responsible for establishing the tariff for 
its post-Closing operations in the Purchased Exchanges. The parties agree to use their commercially reasonable efforts to obtain the Regulatory 
Approvals and the parties agree to cooperate fully with each other and with the applicable regulatory agency to obtain the Regulatory 
Approvals at the earliest practicable date.  

4.2 Debtholder Consents. Seller shall use its commercially reasonable efforts to obtain from its Bondholders the termination or release at 
Closing, of all security agreements, mortgages and financing statements relating to the Purchased Property (such termination or release being 
hereinafter referred to as the "Debtholder Consents"). Buyer agrees to reasonably cooperate in good faith with Seller in obtaining the required 
Debtholder Consents, provided, however, Buyer shall not be required to assume any debts or obligations relating thereto or encumber any of 
the Purchased Property or pay any amount..2 Debtholder Consents. Seller shall use its commercially reasonable efforts to obtain from its 
Bondholders the termination or release, at Closing, of all security agreements, mortgages and financing statements relating to the Purchased 
Property (such termination or release being hereinafter referred to as the DebtholderConsents). Buyer agrees to cooperate in good faith with 
Seller in obtaining the required Debtholder Consents.  

4.3 Landlord Consents.3 Landlord Consents. Promptly after the date hereof, the parties shall use their commercially reasonable efforts to 
mutually seek the consent of the lessor to any Leased Real Property that requires consent as a condition to an assignment of the lease which 
consents are identified in Schedule 8.1.8. If a lessor refuses to consent to a lease assignment, and if the applicable lease permits a sublease 
without the consent of the lessor, the parties hereto shall, effective as of the Closing, enter into a sublease upon terms and conditions as similar 
and comparable to an assignment of the lease as is reasonably feasible.  

4.4 FCC Consents. Promptly after the date of this Agreement, the parties shall use their commercially reasonable efforts to obtain (i) the FCC's 
consent to the transfer of the FCC Licenses from Seller to Buyer, and (ii) the FCC waivers set forth on Schedule 4.4 (all such consents or 
waivers are collectively referred to as the "FCC Consents").  

4.5 HSR Act Review. Within fifteen (15) business days after the date of this Agreement, the parties will make such filings as may be required 
by the HSR Act with respect to the transactions contemplated by this Agreement. Thereafter, the parties will file as promptly as practicable all 
reports or other documents required or requested by the U.S. Federal Trade Commission or the U.S. Department of Justice pursuant to the HSR 
Act or otherwise and will comply promptly with any requests by the Federal Trade Commission or the U.S. Justice Department for additional 
information concerning such transactions, so that the waiting period specified in the HSR Act will expire as soon as reasonably possible after 
the execution and delivery of this Agreement. Without limiting the foregoing, Seller and Buyer agree to use their commercially reasonable 
efforts to cooperate and oppose any preliminary injunction sought by any Governmental Authority preventing the consummation of the 
transactions contemplated by this Agreement. Buyer agrees to pay all application fees required in connection with any filings under the HSR 
Act.  

Seller and Buyer shall cause their respective counsel to furnish each other such necessary information and reasonable assistance as the other 
may reasonably request in connection with its preparation of necessary filings or submissions under the provisions of the HSR Act. Seller and 
Buyer will cause their respective counsel to supply to each other copies of all correspondence, filings or written communications by such party 
or its Affiliates with any Governmental Authority or staff members thereof, with respect to the transactions contemplated by this Agreement 
and any related or contemplated transactions, except for documents filed pursuant to Item 4(c) of the Hart-Scott-Rodino Notification and 
Report Form or communications regarding the same documents or information submitted in response to any request for additional information 
or documents pursuant to the HSR Act which reveal Seller's or Buyer's negotiating objectives or strategies or purchase price expectations.  

4.6 Consent to Transfer Switch Software Licenses. Seller shall use its commercially reasonable efforts to obtain any required consent from 
licensors of Switch Software Licenses for transfer of such Switch Software Licenses to Buyer ("Switch Software Consents"). Seller shall pay or 
have waived and Buyer shall not be required to pay, any transfer fees that may be required by the Switch Software License. Buyer shall be 
required to pay the normal and ongoing right-to-use (usage) fees for Buyer's use of the licensed software after the Closing.  

ARTICLE 5. PRE-CLOSING COVENANTS  

5.1 Investigation by Buyer. Prior to the Closing, upon reasonable notice from Buyer to Seller given in accordance with this Agreement and 
subject to approval by Seller's appointed representative, Seller will afford to authorized representatives of Buyer reasonable access during 
normal business hours to the Transferred Books and Records and other books and records relating to the Purchased Property, the Owned Real 
Property and the Leased Real Property, so as to afford Buyer the opportunity to make such review, examination and investigation of the 
Business and the Purchased Property as Buyer may reasonably request; provided, however, that no environmental sampling or other testing 
shall be performed without Seller's prior written consent, which consent shall not be unreasonably withheld provided that Buyer shall agree to 



indemnify Seller for any damage to the Purchased Property resulting from Buyer's sampling or testing. Buyer will be permitted to make 
extracts from or copies of such books and records as may be reasonably required. Buyer will not contact any employee (other than a designated 
representative of Seller), customer or supplier of Seller with respect to this Agreement, the matters involved herein or the Purchased Property 
without the prior written consent of Seller. Nothing herein will obligate Seller to take actions that would unreasonably disrupt the normal 
course of the business of Seller or violate the terms of any applicable Law or any Contract to which Seller or any of its Affiliates is a party or to 
which any of its assets is subject. Any information or documentation provided to Buyer or acquired by Buyer during this investigation shall be 
deemed "Evaluation Material" as that term is defined in the Confidentiality Agreement and shall be subject in all cases to the terms of the 
Confidentiality Agreement.  

5.2 Operation of the Business in the Ordinary Course  

5.2.1 Preservation of Business.Except as contemplated on Schedule 5.2.1 or in connection with or relating to the Merger or as otherwise 
consented to by Buyer in writing prior to the Closing, from the date of this Agreement until the Closing Seller shall:  

(a) Conduct the Business in the ordinary course consistent with past practice and policy and shall keep available to the Business its services and 
the services of its Affiliates to the same extent generally available on the date hereof including preservation of all the Business' tariffs, 
certificates, FCC Licenses and other authorizations and other material rights issued by any Governmental Authority which are directed solely to 
the Business or Purchased Property;  

(b) Operate the Business in substantially the same manner as it is presently being conducted, and, with respect to the Business, refrain from 
entering into any material transaction or Contract other than in the ordinary course of business;  

(c) Not institute any proceeding with respect to, or otherwise change, amend or supplement any of its tariffs or make any other filings with the 
Wisconsin Commerce Commission except in the ordinary course of business, and except as disclosed on Schedule 8.1.15(a);  

(d) Maintain the Purchased Property in good repair, order and condition, reasonable wear and use excepted;  

(e) Maintain insurance with respect to the Purchased Property consistent with past practice. If any insured or indemnified loss, damage, 
impairment, confiscation, or condemnation of any of the Purchased Property occurs, Seller shall repair, replace, or restore the Purchased 
Property to its prior condition as soon as reasonably possible thereafter, and Seller shall use the proceeds of any claim under any property 
damage insurance policy or other recovery to repair, replace, or restore any of the Purchased Property that is lost, damaged, impaired or 
destroyed;  

(f) Make capital expenditures sufficient to support normal maintenance and customer growth in the Purchased Exchanges in a manner 
consistent with established regulatory performance objectives, which expenditures shall in calendar year 1999 not be less than Three Million 
Nine Hundred Five Thousand Dollars ($3,905,000) (the "Capital Expenditure Floor"). Other than with respect to capital expenditures resulting 
from Future Regulatory Obligations, Seller shall make all such other capital expenditures above the Capital Expenditure Floor that are 
necessary to maintain in substantially the same condition, reasonable wear and tear excepted, the Purchased Property, including, without 
limitation, that are necessary due to damages caused by natural disasters, vandalism and other unanticipated expenses;  

(g) Maintain the books and records of the Business substantially in accordance with prior practice, except as changes are mandated by 
Governmental Authorities or required by GAAP;  

(h) No Inconsistent Action. Seller shall not take any action that is inconsistent with its obligations under this Agreement in any material respect 
or that could reasonably be expected to hinder or delay the consummation of the transactions contemplated by this Agreement;  

(i) Books and Records. Seller shall maintain its books and records in accordance with past practices, except as reasonable changes may be 
required as a result of the transaction contemplated by this Agreement;  

(j) Notification. Seller shall promptly notify Buyer in writing of any substantial negative development with respect to the Business, other than 
developments arising from the United States economy generally and the state of Wisconsin in particular;  

(k) Compliance with Laws. Seller shall comply with Laws, except to the extent that any non-compliance would not reasonably be expected to 
have a Material Adverse Effect; and  

(l) Interim Operations Information. From the date of this Agreement until Closing, Seller shall furnish the Buyer monthly reports concerning 
the operating performance of the Business. Such reports shall contain such operating data as are typically reported to GTE management with 
respect to the Purchased Exchanges, including access line counts. Seller shall provide Buyer reasonable access to Seller's management in order 
to discuss such financial and operating data. Buyer shall use the reports and related information only for the purpose of transitioning the 
Business to Buyer and shall distribute such information only on a need-know-basis.  

5.2.2 No Material Changes. Except as contemplated by this Agreement or in connection with or relating to the Merger or as otherwise 
consented to by Buyer in writing prior to the Closing, from the date of this Agreement until the Closing, Seller will not:  



(a) Make any material change in the general nature of the Business;  

(b) Sell, lease or dispose of, or make any Contract for the sale, lease or disposition of any Purchased Property, other than in the ordinary course 
of business;  

(c) Materially increase the benefit provided under any Plans concerning employee benefits or the size of the Seller's work force, the general 
rates of compensation of the Active Employees (as defined in Section 11.1), except (i) as required by Law, (ii) as required by any Contract to 
which Seller is a party existing on the date hereof, (iii) in the ordinary course of business of Seller consistent with past practice, or (iv) as listed 
or described on Schedule 5.2.2(c);  

(d) (i) Materially amend, modify, waive or terminate any Material Contract or permit any of the foregoing to occur other than in the ordinary 
course of business; or (ii) sell, transfer or otherwise dispose of any Purchased Property other than in the ordinary course of business or as listed 
or described on Schedule 5.2.2(d), or encumber any Purchased Property, except for Permitted Encumbrances;  

(e) Enter into any new written employment agreement, or union agreement with, or commitment to, the Active Employees (including any new 
commitment to pay retirement or other benefits or other amendments to Seller's retirement plans), provided that Seller may enter into new 
union agreements to the extent the new union agreements succeed any union agreement that expires prior to the Closing and such new union 
agreement has, consistent with Seller's legal obligations, been received and approved by Buyer, which approval shall not be unreasonably 
withheld;  

(f) Voluntarily recognize any union as the collective bargaining representative for any of the Transferred Employees not already represented by 
such union as of the date of this Agreement; or  

(g) Make any commitment to take any actions prohibited by the provisions of this Section 5.2.2.  

5.3 Satisfaction of Conditions. Without limiting the generality or effect of any provision of Article 6.1, the Seller will use its commercially 
reasonable efforts to perform its obligations and satisfy promptly all the conditions required to be satisfied prior to the Closing. Without 
limiting the generality or effect of any provision of Article 6.2, the Buyer will use its commercially reasonable efforts to perform its obligations 
and satisfy promptly all the conditions required to be satisfied prior to the Closing.  

5.4 Approvals.  

(a) Between the date of this Agreement and the Closing Date, Buyer and Seller will (i) cooperate with one another and take all reasonable steps 
to obtain, as promptly as practicable, all consents, approvals, authorizations, waivers and permits of any Governmental Authorities required of 
either party to consummate the transactions contemplated by this Agreement, and (ii) provide such other information and communications to 
any Governmental Authority as may be reasonably requested. Notwithstanding anything contained to the contrary, Seller's and Buyer's 
obligations to obtain the necessary approvals and consents, including HSR approval or any FCC Consents, shall not require Buyer or Seller to 
assume or accept any special terms, conditions or restrictions that are materially adverse to Seller or Buyer.  

(b) To the extent that any consents, approvals, authorization or waiver of a third party with respect to any Assigned Contract is required in 
connection with the transactions contemplated by this Agreement, Seller shall use its commercially reasonable efforts to obtain such 
authorization, consent, approval or waiver prior to the Closing Date.  

5.5 Financial Statements. To the extent Buyer requires audited financial statements with respect to the Business in order to comply with the 
reporting requirements of the Securities and Exchange Commission under Regulations S-K and S-X, Seller will cooperate with the independent 
auditors chosen by Buyer to audit the Financial Statements delivered to Buyer in accordance with Section  
8.1.22. Seller's cooperation will include access to workpapers and other supporting documents used in the preparation of the Financial 
Statements as may be reasonably required by such auditors to render an opinion. Seller will bear the cost of preparation of the Financial 
Statements. Buyer will bear the cost of the audit. Buyer acknowledges that the Financial Statements and any supporting documents have been 
made available as an indication of the historical financial performance and condition of the Business. Except to the extent that the Financial 
Statements reflect intentional misrepresentation or fraud, Buyer agrees not to make any claims related to the performance of the Business after 
the periods reported in the Financial Statements on the basis of a comparison with the information or the performance of the Business for the 
periods reported in the Financial Statements.  

ARTICLE 6. CONDITIONS PRECEDENT TO THE CLOSING  

6.1 Conditions Precedent to Obligations of Buyer. The obligations of Buyer to consummate the Closing shall be subject to the satisfaction or 
waiver by Buyer, at or prior to the Closing, of each of the following conditions, any one or more of which may be waived at the option of 
Buyer:  

6.1.1 No Misrepresentation or Breach of Covenants and Warranties. Seller shall have complied in all material respects with its covenants to be 
performed in whole or in part prior to the Closing, and the representations and warranties of Seller in Sections 8.1 shall be true and correct as of 
the Closing, except for (i) such representations or warranties that are made expressly as of an earlier date and, (ii) to the extent that any breach 
of such representations and warranties has not, individually or in the aggregate, had a Material Adverse Effect; and Seller shall have delivered 



to Buyer a certificate ("Seller's Closing Certificate") in the form attached as Schedule 6.1.1, dated the Closing Date and signed by an Executive 
Officer of Seller, certifying each of the foregoing, or specifying those respects in which such covenants have not been performed or such 
representations and warranties are not true and correct.  

6.1.2 Documents. Seller shall have delivered to Buyer all documents required by Section 7.2.  

6.1.3 HSR. All required waiting periods under the HSR Act shall have expired or been terminated.  

6.1.4 No Legal Obstruction. Each of the Debtholder Consents shall have been obtained, and each of the required Regulatory Approvals and 
FCC Consents shall have been obtained, free of any special terms, conditions or restrictions that are materially adverse to Buyer (other than any 
such approvals or consents which, if not obtained, would not individually or in the aggregate have a Material Adverse Effect). For purposes of 
this Agreement, all such approvals and consents shall be deemed to have been obtained upon the expiration of any appeals period or period for 
reconsideration following grant (including periods for the granting authority to reconsider on its own motion); provided that no appeal, request 
for reconsideration, request for stay or similar request shall be pending as of the Closing Date other than any such appeal that Buyer and Seller 
shall mutually agree in writing is without merit. In addition, there shall not have been entered a preliminary or permanent injunction, temporary 
restraining order or other judicial or administrative order or decree in any jurisdiction, the effect of which prohibits the Closing.  

6.1.5 Material Adverse Effects. There shall not have occurred any event or condition, which individually or in the aggregate has resulted in, or 
could reasonably be anticipated to result in a Material Adverse Effect.  

6.1.6. Material Consents. Seller shall have received the consents set forth on Schedule 6.1.6 other than any such consents which if not obtained 
would not reasonably be anticipated individually or in the aggregate to have a Material Adverse Effect (the "Material Consents").  

6.2 Conditions Precedent to Obligations of Seller. The obligations of Seller to consummate the Closing shall be subject to the satisfaction or 
waiver by Seller, at or prior to the Closing, of each of the following conditions:  

6.2.1 No Misrepresentation or Breach of Covenants and Warranties. Buyer shall have complied in all material respects with its covenants to be 
performed in whole or in part prior to the Closing, and the representations and warranties of Buyer in Section 8.2 shall be true and correct in all 
material respects as of the Closing, except for representations or warranties made expressly as of some other date, which shall be true and 
correct in all material respects as of such other date, and Buyer shall have delivered to Seller a certificate ("Buyer's Closing Certificate") in the 
form attached as Schedule 6.2.1, dated the Closing Date and signed by an Executive Officer of Buyer, certifying each of the foregoing or 
specifying those respects in which such covenants have not been performed or such representations and warranties are not true and correct.  

6.2.2 Documents. Buyer shall have delivered to Seller all documents required by Section 7.3.  

6.2.3 Purchase Price. Buyer shall have delivered to Seller, in the manner specified in Section 3.1, the Closing Date Amount.  

6.2.4 HSR. All required waiting periods under the HSR Act shall have expired or been terminated.  

6.2.5 No Legal Obstruction. Each of the Debtholder Consents shall have been obtained, and each of the required Regulatory Approvals and 
FCC Consents shall have been obtained free of any special terms, conditions or restrictions that are materially adverse to Seller (other than any 
such approvals or consents which, if not obtained, would not individually or in the aggregate have a Material Adverse Effect). For purposes of 
this Agreement, all such approvals and consents shall be deemed to have been obtained upon the expiration of any appeals period or period for 
reconsideration following grant (including periods for the granting authority to reconsider on its own motion); provided that no appeal, request 
for reconsideration, request for stay or similar request shall be pending as of the Closing Date other than any such appeal that Buyer and Seller 
shall mutually agree in writing is without merit. In addition, there shall not have been entered a preliminary or permanent injunction, temporary 
restraining order or other judicial or administrative order or decree in any jurisdiction, the effect of which prohibits the Closing.  

ARTICLE 7. THE CLOSING  

7.1 The Closing. Subject to the terms and conditions of this Agreement, the closing of the purchase and sale of the Purchased Property and the 
assumption of the Assumed Liabilities (the "Closing") shall be held at 9  
A.M. local time at the offices of GTE Network Services at 600 Hidden Ridge, Irving, Texas 75038, on the date agreed upon by the parties, 
provided such date shall be (i) the last business day of the month, and (ii) at least ten (10) business days, but not more than ninety (90) days, 
after all required Regulatory Approvals, Debtholder Consents and FCC Consents have been obtained and Seller has so notified Buyer in 
writing (unless Buyer shall have waived such written notification), or at such other time and place as the parties may agree (the "Closing 
Date"). Such Closing shall be deemed to have occurred as of the close of business on the Closing Date. All business activity related to the 
Business and the Purchased Property immediately before and up to the Closing shall be attributable to Seller. Seller's ownership and operation 
of the Purchased Property shall be deemed to cease immediately prior to the Closing. All business activity related to the Business and the 
Purchased Property immediately after the Closing shall be attributable to Buyer.  

7.2 Seller's Obligations at Closing. At the Closing, Seller shall deliver to Buyer the following documents:  



(a) (i) Bill of Sale and Assignment and Assumption Agreement, (ii) subject to Permitted Encumbrances, warranty deeds in respect of the 
Owned Real Property and assignments of Real Property Leases , and (iii) subject to Section 2.5 and Section 6.1.6 assignments of the Assigned 
Contracts. For purposes of this Agreement, the term "Bill of Sale and Assignment and Assumption Agreement" means the form attached hereto 
as Schedule 7.2(a) executed by Seller;  

(b) A legal opinion from William Mundy, as counsel for Seller, dated as of the Closing Date and in the form of Schedule 7.2(b);  

(c) Seller's Closing Certificate;  

(d) Instruments of assignment or, to the extent set forth in Section 4.3, subleases for the Leased Real Property;  

(e) Mortgage satisfactions, UCC Form 3 Termination Statements, mechanics lien satisfactions, satisfactions of other Permitted Encumbrances 
to the extent they secure money obligations of Seller and other instruments necessary to remove, release and terminate all security interests held 
by the Bondholders and all others on the Purchased Property other than the security interests held by lessors of office equipment operating 
leases;  

(f) All of the documents and papers required of Seller as conditions to Closing pursuant to Section 6.1, including the Regulatory Approvals, 
Debtholder Consents and FCC Consents;  

(g) A certificate substantially in the form of Schedule 7.2(g) certifying that Seller is not a "foreign person" within the meaning of Section 1445
(b)(2) of the IRC; and  

(h) The License Agreement.  

7.3 Buyer's Obligations at Closing. At the Closing, Buyer shall deliver to Seller the following:  

(a) The Closing Date Amount in the manner specified in Section 3.1;  

(b) The Bill of Sale and Assignment and Assumption Agreement, executed by Buyer;  

(c) A legal opinion from Dow, Lohnes & Albertson, PLLC, counsel to Buyer dated as of the Closing Date and in the form of Schedule 7.3(c);  

(d) Buyer's Closing Certificate;  

(e) All other documents and papers required of Buyer as conditions of Closing pursuant to Section 6.2, including the Regulatory Approvals.  

ARTICLE 8. REPRESENTATIONS AND WARRANTIES  

8.1 Representations and Warranties of Seller. Seller represents and warrants to Buyer as follows:  

8.1.1 Authorization and Effect of Agreement. Seller has the requisite corporate power and authority to execute and deliver this Agreement and 
the Ancillary Agreements and to perform its obligations hereunder and thereunder. The execution and delivery by Seller of this Agreement and 
the Ancillary Agreements and the fulfillment of its obligations under this Agreement and the Ancillary Agreements have been duly authorized 
by all necessary corporate action on the part of Seller. This Agreement and the Ancillary Agreements have been duly executed and delivered by 
Seller and, assuming the due execution and delivery of this Agreement and the Ancillary Agreements by Buyer, constitute valid and binding 
obligations of Seller enforceable in accordance with their terms subject to bankruptcy, insolvency, reorganization, moratorium and other similar 
laws affecting the rights of creditors generally and subject to the exercise of judicial discretion in accordance with principles of equity.  

8.1.2 No Restrictions Against Sale of the Purchased Property. The execution and delivery of this Agreement and the Ancillary Agreements by 
Seller does not, and the fulfillment by Seller of its obligations under this Agreement and the Ancillary Agreements will not (i) conflict with or 
violate any provision of its certificate of incorporation or bylaws, (ii) subject to obtaining the approvals and or consents referred to in Section 
2.5, Article 4 and Schedule 8.1.11(a-f), conflict with, violate or result in the breach of any provision of any Material Contract, or (iii) result in 
the creation of any Lien (other than Permitted Encumbrances) upon any of the Purchased Property under (a) any Material Contract or (b) any 
Law applicable to any of the Purchased Property, except in the case of clauses (ii) or (iii) for any such conflicts, violations, breaches or Liens 
that would not individually or in the aggregate have a Material Adverse Effect.  

8.1.3 Consents and Approvals of Governmental Authorities. No consent, approval, order or authorization of, or registration, declaration or 
filing with, any Governmental Authority is required to be obtained or made by or with respect to Seller or in connection with the execution and 
delivery of this Agreement by Seller or the fulfillment by Seller of its obligations under this Agreement, except (i) FCC Consents and HSR Act 
clearance, (ii) the Regulatory Approvals, and (iii) any consent, approval, order or authorization or registration declaration or filing, which if not 
obtained or made would not individually or in the aggregate have a Material Adverse Effect.  



8.1.4 No Violation of Law. Except as indicated in Schedule 8.1.4, or as would not reasonably be expected to have a Material Adverse Effect, (i) 
the execution and delivery of this Agreement and the Ancillary Agreements and the fulfillment by Seller of its obligations under this 
Agreement and the Ancillary Agreements will not violate any applicable Law, (ii) the Seller is not in violation of any Law relating to or 
affecting the operation, conduct or ownership of the Business or the Purchased Property, and (iii) Seller has no knowledge of receipt within the 
last twelve (12) months of any written notice or written warning from any Governmental Authority with respect to any violation of alleged 
violation of any Law.  

8.1.5 Corporate Organization. Seller is a corporation duly organized, validly existing and in good standing under the laws of the state of 
Wisconsin, and is duly qualified to conduct business in Wisconsin. Seller has full power and authority to own its properties and to carry on the 
Business as it is now being conducted and to own, or hold under lease the Purchased Property. Seller holds valid permits, licenses, franchises, 
approvals and authorizations issued or granted by any Governmental Authority and adequate for the operation of the Business as currently 
conducted, except to the extent absence of any such permit, license, franchise, approval or authorization would not individually or in the 
aggregate have an Material Adverse Effect.  

8.1.6 Brokers. Seller has not paid or become obligated to pay any fee or commission to any broker, finder, investment banker or other 
intermediary in connection with the transactions contemplated by this Agreement in such a manner as to give rise to a valid claim against 
Buyer for any broker's or finder's fees or similar fees or expenses.  

8.1.7 Title to Owned Real Property. Seller has good fee simple title to all of the Owned Real Property, free and clear of any Lien other than 
Permitted Encumbrances and Liens of the Bondholders identified on Schedule  
8.1.7(b). As of the date hereof, the address and a general description of each item of Owned Real Property are set forth on Schedule 8.1.7(a). 
Except as set forth on Schedule 8.1.7(c), there are, as of the date of this Agreement, no pending condemnation proceedings, or to the 
knowledge of Seller, none threatened with respect to any part of the Owned Real Property.  

8.1.8 Real Property Leases. The Owned Real Property, Real Property Leases and the Real Property Interests, constitute all real property used or 
occupied by Seller in the Purchased Exchanges. As of the date hereof, set forth on Schedule 8.1.8 is a list of the Real Property Leases. Each of 
the leases for the Leased Real Property is enforceable in accordance with its terms, subject to bankruptcy, insolvency and other similar laws 
affecting the rights of creditors generally and subject to the exercise of judicial discretion in accordance with the principles of equity, and 
except as otherwise disclosed in Schedule 8.1.8, there is not under any lease any material default or a material breach of covenant by Seller.  

8.1.9 Tangible Assets. Except for operating leases of certain office equipment and vehicles, Seller owns and has good title to all of the tangible 
Purchased Property and all such Purchased Property is in substantially good operating condition and repair, normal wear and tear excepted. 
Except as set forth on Schedule 8.1.9, Seller has not received any written notice within the past twelve (12) months of a violation of any 
ordinances, regulations or building, zoning and other similar laws with respect to such assets that would have a Material Adverse Effect. 
EXCEPT AS EXPRESSLY PROVIDED IN THIS SECTION  
8.1.9, SELLER MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, AS TO THE CONDITION OR FITNESS 
OF THE TANGIBLE PURCHASED PROPERTY AND HEREBY DISCLAIMS ANY WARRANTY OF MERCHANTABILITY OR 
FITNESS FOR A PARTICULAR PURPOSE OR WARRANTY AGAINST INFRINGEMENT.  

8.1.10 No Material Adverse Change. Except as disclosed in Schedule 8.1.10 or as may be related to the Merger, between December 31, 1997 
and the date of this Agreement there has not occurred (i) any event or condition that would have a Material Adverse Effect; (ii) any increase in 
compensation payable or to become payable by Seller to any of its Transferred Employees or agents, other than normal merit or promotional 
increases other than payment under the retention pay program announced in connection with the network business repositioning of Seller and 
its Affiliates; or (iii) any amendment or termination by Seller of any Material Contract, FCC License or PSCW Permit except any amendment 
or termination in the ordinary course of business.  

8.1.11 Material Contracts. Except for the agreements set forth on Schedule 8.1.11  

(a) an agreement containing a non-compete agreement or other covenant that in either case would by its terms limit the freedom of Buyer 
following the Closing to compete in any material respect with respect to the Business with any third party other than any such agreement or 
covenant which does not materially impair the continued operation of the Business as it is currently conducted;  

(b) an agreement granting a Lien (other than a Permitted Encumbrance or Lien of a Bondholder identified on Schedule 8.1.7(b));  

(c) an agreement for the sale of any material Purchased Property or grant of any preferential rights to purchase any material Purchased 
Property;  

(d) an agreement for the provision of telephone service at public pay telephone locations;  

(e) an agreement other than as set forth above with respect to which the aggregate amount to be received or paid thereunder with respect to 
calendar year 1999 is (i) expected to exceed $50,000, or (ii) the sum total of all amounts paid to or received from a single party with respect to 
Assigned Contracts is expected to exceed $250,000; or  

(f) an agreement with an Affiliate.  



Except as set forth on Schedule 8.1.11 (a-f), to the knowledge of Seller, the Assigned Contracts referred to in the clauses (a) to (f) above 
(collectively the "Material Contracts") are valid, binding and in full force and effect and are enforceable by Seller or Seller's Affiliate, as 
applicable, in accordance with their terms, except for any failures to be valid, binding, in full force and effect or enforceable that are not 
reasonably likely individually or in the aggregate to have a Material Adverse Effect. Except as set forth on Schedule 8.1.11(a-f), to the 
knowledge of Seller, Seller and Seller's Affiliates have performed all material obligations required to be performed by them to date under the 
Material Contracts, and they are not (with or without the lapse of time or the giving of notice, or both) in breach or default thereunder and, to 
the knowledge of Seller, no other party to any Material Contract is (with or without the lapse of time or the giving of notice, or both) in breach 
or default in any respect thereunder, in each case except for such noncompliance, breaches and defaults that, individually or in the aggregate, 
are not reasonably likely to have a Material Adverse Effect. As of the date hereof, neither Seller nor any Seller's Affiliate has, except as 
disclosed on Schedule 8.1.11(a-f), received any written notice of the intention of any party to terminate any Material Contract. Complete and 
correct copies of all the Material Contracts, together with all schedules, exhibits, modifications and amendments thereto to the date of this 
Agreement, have been made available to Buyer or its representatives.  

8.1.12 Insurance. The Purchased Property of an insurable nature and of a character usually insured by companies carrying on similar businesses 
is insured under insurance policies or self insured in such amounts and against such losses or casualties as is (i) usual in Seller's industry, and 
(ii) required under any Contracts. On the Closing Date, the coverage under the insurance policies and programs applicable to the Purchased 
Property will be terminated, and Buyer will be responsible for providing all insurance coverage for the Purchased Property. Following the 
Closing, Seller shall be responsible for any additional premiums that might be required by Seller's insurance company for insurance coverage 
prior to Closing relating to Purchased Property.  

8.1.13 Taxes. Except as disclosed on Schedule 8.1.13, (i) all Tax Returns required to be filed by Seller on or before the Closing Date have or 
will have been timely filed, all such Tax Returns were or will be true, correct and complete in all material respects when filed, and all Taxes 
shown as due and payable on such Tax Returns have been or will be paid by Seller when required by law; (ii) no deficiencies or assessments 
for any Taxes have been asserted in writing or assessed against Seller that remain unpaid and that individually or in the aggregate are material 
to the Business or the Purchased Property; (iii) Seller has withheld all required federal, state and local payroll taxes relating to the Business and 
the Purchased Property, and has remitted or will remit all amounts required to be remitted to the appropriate Governmental Authorities;  
(iv) there are no Tax liens upon any of the Purchased Property except for statutory liens covering Taxes not yet due and payable; and (v) Seller 
is not a "foreign person" within the meaning of Section 1445(b)(2) of the IRC and shall provide to Buyer at or prior to Closing an appropriate 
certificate pursuant to  
Section 1445(b)(2) of the IRC.  

8.1.14 No Material Claims or Suits. Except as disclosed in Schedule 8.1.14 or with respect to Taxes, there are no claims, actions, lawsuits or 
legal proceedings , or, to the knowledge of Seller threatened against or affecting the Business or Purchased Property that in Seller's opinion, if 
determined adversely to Seller, would reasonably be expected individually or in the aggregate to have a Material Adverse Effect on the 
Business or materially adversely affect the ability of Seller to consummate the transactions contemplated hereby.  

8.1.15 Tariffs; FCC Licenses and PSCW Permits.  

(a) The regulatory tariffs applicable to the Business stand in full force and effect on the date of this Agreement in accordance with all terms, 
and there is no outstanding notice of cancellation or termination or, to Seller's knowledge, any threatened cancellation or termination in 
connection therewith, nor is Seller subject to any restrictions or conditions applicable to its regulatory tariffs that limit or would limit the 
operation of the Business (other than restrictions or conditions generally applicable to tariffs of that type). Each such tariff has been duly and 
validly approved by the regulatory agency with jurisdiction over the services contained in the subject tariff. Seller is not in material default 
under the terms and conditions of any such tariff and there is no basis for any claim of default by Seller in any material respect under any such 
tariff. Except as disclosed on Schedule 8.1.15(a), there are no applications by Seller or complaints or petitions by others or proceedings pending 
or threatened before the state regulatory authority relating to the Business or its operations or the regulatory tariffs. To the knowledge of Seller, 
there are no material violations by subscribers or others under any such tariff. A true and correct copy of each tariff applicable to the Business 
has been delivered or made available to Buyer.  

(b) Listed on Schedule 8.1.15(b) are the FCC Licenses held by Seller and used in the operation of the Business. Each such FCC License is in 
full force and effect on the date of this Agreement in accordance with its terms, and there is no outstanding notice of cancellation or termination 
or, to Seller's knowledge, any threatened cancellation or termination in connection therewith, nor are any of such FCC Licenses subject to any 
restrictions or conditions that limit the operation of the Business (other than restrictions or conditions generally applicable to licenses of that 
type). Subject to the Communications Act of 1934, as amended, and the regulations thereunder, the FCC Licenses are free from all security 
interests, liens, claims, or encumbrances of any nature whatsoever. Except as disclosed on Schedule 8.1.15(b), there are no applications by 
Seller or complaints or petitions by others or proceedings pending or threatened before the FCC relating to the Business or the FCC Licenses 
that would reasonably be expected individually or in the aggregate to have a material adverse impact on the Business. All of the microwave 
paths of Seller in respect of which a filing is required under rules and regulations of the FCC have been constructed and are currently operated 
in all material respects as required by Law. All antenna supporting structures used in the operations of the Business pursuant to the FCC 
Licenses are subject to valid "no hazard" determinations by the Federal Aviation Administration and are registered with the FCC to the full 
extent required by the rules and regulations of the FCC.  

(c) Listed on Schedule 8.1.15(c) are the certificates, licenses and permits and other authorizations issued by the Public Service Commission of 
Wisconsin (the "PSCW") for the operation of the Business (the "PSCW Authorizations"). Except for such certificates, licenses and permits the 
absence of which would not reasonably be expected individually or in the aggregate to have a Material Adverse Effect, there is no certificate, 
license or permit issued by the PSCW and required by the PSCW for the operation of the Business other than the PSCW Authorizations. Other 



than as identified on Schedule 8.1.15(c) there are no applications by Seller or complaints or petitions by others or proceedings pending or 
threatened before the PSCW relating to the Business or the PSCW Authorizations that would reasonably be expected individually or in the 
aggregate to have a Material Adverse Effect on the Business.  

8.1.16 Employee Matters.  

(a) Schedule 8.1.16(a) lists (and identifies the sponsor of) each material "Employee Pension Benefit Plan," as that term is defined in Section 3
(2) of ERISA, each material "Employee Welfare Benefit Plan," as that term is defined in Section 3(1) of ERISA (such plans being hereinafter 
referred to collectively as the "ERISA Plans"), and each other material retirement, pension, profit-sharing, money purchase, deferred 
compensation, incentive compensation, bonus, stock option, stock purchase, severance pay, unemployment benefit, vacation pay, savings, 
medical, dental, post-retirement medical, accident, disability, weekly income, salary continuation, health, life or other insurance, fringe benefit, 
or other employee benefit plan, program, agreement, or arrangement maintained or contributed to by Seller or its Affiliates in respect of or for 
the benefit of any Transferred Employee or former employee of Seller, excluding any such plan, program, agreement, or arrangement 
maintained or contributed to solely in respect of or for the benefit of Transferred Employees or former employees employed or formerly 
employed by Seller outside of the United States, as of the date hereof (collectively, together with the ERISA Plans, referred to hereinafter as the 
"Plans"). Schedule 8.1.16(a) also includes a list of each material written employment, severance, termination or similar-type agreement 
between Seller and its Affiliates and any Transferred Employee (the "Employment Agreements"). Except for retention bonuses paid in 
connection with the closing of the transactions contemplated by this Agreement and except as otherwise disclosed on Schedule 8.1.16(a), the 
execution and delivery of this Agreement by Seller and the performance of this Agreement by Seller will not directly result now or at any time 
in the future in the payment to any Transferred Employee of any severance, termination, or similar-type payments or benefits being paid to any 
Transferred Employee.  

(b) Except as set forth on Schedule 8.1.16(b):  

(i) Neither Seller nor any of its Affiliates, any of the ERISA Plans, any trust created thereunder, or any trustee or administrator thereof, has 
engaged in any transaction as a result of which Seller, any of its Affiliates or the Business could be subject to any material liability pursuant to 
Section 409 of ERISA or to either a civil penalty assessed pursuant to  
Section 502(i) of ERISA or a tax imposed pursuant to Section 4975 of the IRC; and  

(ii) Since the effective date of ERISA, no material liability under Title IV of ERISA has been incurred or is reasonably expected to be incurred 
by Seller, any of its Affiliates or the Business (other than liability for premiums due to the PBGC), unless such liability has been, or prior to the 
Closing Date will be, satisfied in full.  

(c) Except as set forth on Schedule 8.1.16(c), with respect to the Plans other than those Plans identified on Schedule 8.1.16(d) as 
"multiemployer plans":  

(i) the PBGC has not instituted proceedings to terminate any Plan that is subject to Title IV of ERISA (the "Retirement Plans");  

(ii) none of the ERISA Plans has incurred an "accumulated funding deficiency" (as defined in Section 302 of ERISA and Section 412 of the 
IRC), whether or not waived, as of the last day of the most recent fiscal year of each of the ERISA Plans ended prior to the date of this 
Agreement;  

(iii) each of the Plans has been operated and administered in all material respects in accordance with its provisions and with all applicable laws; 

(iv) each of the ERISA Plans that is intended to be "qualified" within the meaning of Section 401(a) of the IRC and, to the extent applicable,  
Section 401(k) of the IRC, has been determined by the IRS to be so qualified, and nothing has occurred since the date of the most recent such 
determination (other than the effective date of certain amendments to the IRC, the remedial amendment period for which has not yet expired) 
that would adversely affect the qualified status of any of such ERISA Plans; and  

(v) there are no pending material claims by or on behalf of any of the Plans, by any employee or beneficiary covered under any such Plan, or 
otherwise involving any such Plan (other than routine claims for benefits and routine expenses).  

(d) Except as set forth on Schedule 8.1.16(d), none of the ERISA Plans is a "multiemployer plan," as that term is defined in Section 3(37) of 
ERISA, and with respect to any such multiemployer plans (as so defined) listed in Schedule 8.1.16(d), neither Seller nor any of its Affiliates 
have not made or incurred a "complete withdrawal" or a "partial withdrawal," as such terms are respectively defined in Sections 4203 and 4205 
of ERISA that would result in the incurrence of a material liability by Seller, any of its Affiliates or the Business, and the transactions 
contemplated herein shall not constitute a "complete withdrawal" or a "partial withdrawal" as such terms are defined in Sections 4203 and 4205 
of ERISA, respectively.  

(e) Except as set forth on Schedule 8.1.16(e), (i) none of the Transferred Employees are represented by a labor union or labor organization, and 
(ii) Seller is not subject to any collective bargaining agreement covering any Transferred Employee. There are currently no strikes, slowdowns, 
work stoppages or lockouts by or with respect to any Transferred Employee covered by collective bargaining agreements. Except as set forth 
on Schedule 8.1.16(e), to the best knowledge of Seller, during the twelve (12) months preceding the date of this Agreement, there have not 
been any union organizational campaigns by or directed at Transferred Employees.  



(f) Seller will make available to Buyer, prior to the Closing Date, a list of those Transferred Employees that Seller believes to have participated 
in the health or dependent care reimbursement accounts of Seller, together with the elections made prior to the Closing Date with respect to 
such accounts through the Closing Date.  

8.1.17 Schedules of Telephone Plant. Schedule 8.1.17 sets forth a true and accurate list of the Telephone Plant (except for Real Property 
Interests and Real Property Leases) as of June 30, 1999.  

8.1.18 Schedule of Real Property Interests. To the knowledge of Seller and as of the date of this Agreement, Schedule 8.1.18 sets forth a true 
and accurate list of all its Real Property Interests.  

8.1.19 Environmental Matters.  

(a) Except as set forth in Schedule 8.1.19(a), Seller has materially complied with all Laws concerning the environment, public health and 
safety, and employee health and safety, and no charge, complaint, action, suit, proceeding, hearing, claim, demand or notice has been filed or 
commenced against Seller alleging any failure to comply with any such Law.  

(b) Except as set forth in Schedule 8.1.19(b), Seller has no material liability (and there is no reasonable basis for any present or future charge, 
complaint, action, suit, proceeding, hearing, investigation, claim, or demand against Seller giving rise to any such material liability) under the 
Occupational Safety and Health Act, as amended, or under any other Law concerning employee health and safety.  

(c) Except as set forth in Schedule 8.1.19(c), Seller has obtained or has filed all required documents to obtain material environmental permits, 
authorizations and licenses required to operate the Business or the Purchased Property.  

8.1.20 FIRPTA. Seller is not, and for the five years preceding the Closing Date has not been a "United States real property holding corporation" 
within the meaning of Section of 897(c)(2) of the IRC.  

8.1.21 Year 2000 Compliance.  

(a) As of the Closing Date, in connection with Calendar-Related data and Calendar-Related processing of Date Data or of any System Date, the 
Automated Assets will not, as a direct result of such processing, malfunction, cease to function, or produce incorrect results which have a 
Material Adverse Effect on the Business.  

(b) As of the Closing Date, the Automated Assets will represent dates without ambiguity as to century when providing Calendar-Related data 
to other automated, computerized and/or software systems and users by way of user interfaces, electronic interfaces, and data storage provided 
such other systems.  

(c) The Automated Assets shall meet the requirements set forth in subsections (a) and (b), above, provided that all Buyer or third-party supplied 
computer software, computer firmware, and computer hardware that directly interfaces with the Automated Assets, co-exist with the 
Automated Assets, or indirectly influence the operation of the Automated Assets are also demonstrated to comply with subsections (a) and (b).  

(d) Seller warrants that, as of the Closing Date, the Automated Assets will be Century Compliant.  

(e) Seller shall be deemed to be in satisfaction of the requirements of this Section 8.1.21 to the extent that Seller has (i) performed on or before 
the Closing Date any modification or remediation in accordance with applicable manufacturer or vendor recommendations for achieving Year 
2000 compliance or Year 2000 readiness, or (ii) received on or before Closing Date reasonable assurances from the applicable manufacturer or 
vendor that an Automated Asset, without modification or remediation, is Year 2000 compliance or Year 2000 ready.  

8.1.22 Financial Statements. Schedule 8.1.22(a), 8.1.22(b) and 8.1.22(c) present the estimated income statement, estimated balance sheet and 
estimated statement of cash flows, respectively for the Business for the years ended December 31,1997 and December 31, 1998 (collectively 
the "Financial Statements") The Financial Statements have been prepared based on the books and records of GTE North Incorporated. Such 
books and records have been maintained in accordance with GAAP, or the applicable regulations of the FCC or state regulatory authorities. 
However, because the Business represents only a portion of GTE North Incorporated, the Financial Statements are based on the extensive use 
of estimates and allocations. Seller believes these estimates have been performed in a reasonable basis. However, Buyer acknowledges that (i) 
the Financial Statements themselves may not be consistent with GAAP, or the applicable regulations of the FCC or state regulatory authorities, 
and (ii) because the Business represents only a portion of GTE North Incorporated, the Buyer is not acquiring significant support elements 
located outside the Purchased Exchanges, and Buyer will operate under new tariffs, carrier contracts and other conditions that will significantly 
impact the future revenue of the Business, the Financial Statements may not be representative of the financial performance of the Business 
during future periods.  

8.2 Representations and Warranties of Buyer. Buyer represents and warrants to Seller as follows:  

8.2.1 Limited Liability Company Organization.2.1 Corporate Organization. Buyer is a limited liability company duly organized, validly 
existing and in good standing under the laws of the state of Delaware, and is duly qualified to conduct business in Wisconsin and has the 



requisite limited liability company power and authority to own, lease or otherwise hold the assets owned, leased or held by it.  

8.2.2 Authorization and Effect of Agreement.2.2 Authorization and Effect of Agreement. Buyer has the requisite limited liability company 
power and authority to execute and deliver this Agreement and the Ancillary Agreements, to carry on the Business as presently conducted and 
to fulfill all other obligations of Buyer under this Agreement and the Ancillary Agreements. The execution and delivery by Buyer of this 
Agreement and the Ancillary Agreements, and the fulfillment by it of its obligations under this Agreement and the Ancillary Agreements have 
been duly authorized by all necessary limited liability company action on the part of Buyer. Buyer has the requisite legal capacity to purchase, 
own and hold the Purchased Property upon the consummation of the sale of the Purchased Property. This Agreement and the Ancillary 
Agreements have been duly executed and delivered by Buyer and, assuming the due execution and delivery of this Agreement and the 
Ancillary Agreements by Seller, constitute valid and binding obligations of Buyer enforceable in accordance with their terms subject to 
bankruptcy, insolvency, reorganization, moratorium and other similar laws affecting the rights of creditors generally and subject to the exercise 
of judicial discretion in accordance with principles of equity.  

8.2.3 No Restrictions Against Purchase of the Purchased Properties.2.3 No Restrictions Against Purchase of the Purchased Properties. The 
execution and delivery of this Agreement and the Ancillary Agreements by Buyer do not, and the fulfillment by Buyer of its obligations under 
this Agreement and the Ancillary Agreements will not, conflict with, violate or result in the breach of any provision of the certificate of 
formation or the LLC Agreement of Buyer or, conflict with, violate or result in the breach of any contract to which Buyer is a party. No 
material consent, approval, order or authorization of, or registration, declaration or filing with, any Governmental Authority is required to be 
obtained or made by or with respect to Buyer in connection with the execution and delivery of this Agreement by Buyer or the fulfillment by 
Buyer of its obligations under this Agreement, except the filings and approvals described in Article 4.  

8.2.4 No Violation of Law.2.4 No Violation of Law. The execution and delivery of this Agreement and the Ancillary Agreements and the 
fulfillment by Buyer of its obligations under this Agreement and the Ancillary Agreements will not violate any Law except to the extent any 
such violation would not have a material adverse effect on the ability of Buyer to fulfill its obligations hereunder and thereunder.  

8.2.5 Financial Capacity.2.5 Financial Capacity. Buyer is relying upon financing to be provided by third parties in order to pay a portion of the 
Purchase Price in the manner specified in Section 3.1 and all related fees and expenses.  

Buyer is similarly relying upon financing to operate the Business after the Closing Date; that is, Buyer is relying on third party financing to 
satisfy any applicable requirement relating to financial capacity or capital imposed by any Governmental Authority in any state in which the 
Business is conducted. Other than as described above, Buyer is solvent, is able to pay its debts as they become due, and owns property that has 
both a fair value and a fair saleable value in excess of the amount required to pay its debts as they become due.  

8.2.6 Brokers. Buyer has not paid or become obligated to pay any fee or commission to any broker, finder, investment banker or other 
intermediary in connection with the transactions contemplated by this Agreement in such a manner as to give rise to a valid claim against Seller 
for any broker's or finder's fees or similar fees or expenses.  

8.2.7 Consents and Approvals of Governmental Authority. Subject to Article 4 with respect to Regulatory Approvals and FCC Consents, no 
consent, approval or authorization of, or declaration, filing or registration with, any Governmental Authority or regulatory authority is required 
in connection with the execution, delivery and performance of this Agreement by Buyer or the consummation by Buyer of the transactions 
contemplated herein, except for filings with the Federal Trade Commission and Department of Justice pursuant to the HSR Act, if required.  

ARTICLE 9. CONTINUING BUSINESS RELATIONSHIPS  

9.1 Transition Services Agreement. The parties agree to cooperate with each other to ensure that the transition of the ownership of the 
Purchased Property proceeds with minimal disruption to the services being provided to subscribers. The parties agree that it may be necessary 
for Seller to assist Buyer in converting Seller's systems and processes with respect to the Purchased Property to Buyer's systems and processes. 
Seller and Buyer agree to execute a separate "Transition Services Agreement" substantially in the form attached hereto as Schedule 9.1 for the 
provision of such services.  

9.2 Optional Services Agreement. It is understood and agreed that Buyer may not have for a period of time after Closing Date, certain systems 
or processes necessary to provide some basic customer services. Seller will at Buyer's request and for the fees described in Schedule 9.2 
provide any or all of the services described in a separate "Optional Services Agreement" signed by the parties substantially in the form attached 
hereto as Schedule 9.2.  

9.3 Directory Publishing.  

9.3.1 Assumption of Certain Directory Publishing Agreement Rights and Obligations. Seller is party to a directories publishing agreement with 
GTE Directories Service Corporation n/k/a GTE Directories Corporation and GTE Directories Corporation as purchaser of the rights and 
interests of Associated Directory Services, Inc. f/k/a Mast Advertising and Publishing, Inc. herein "Publisher." These agreements are identified 
in Schedule 9.3.1 attached hereto ("Publishing Agreements"). Pursuant to these agreements Publisher has the exclusive right and obligation to 
sell advertising, and to publish, print and distribute directories containing telephone numbers relating to the Purchased Exchanges.  

At Seller's option, Buyer agrees to execute an agreement effective as of the Closing to assume and appropriately amend the Publishing 



Agreements as they relate to the Purchased Exchanges, which agreement will extend the length of the term of the Publishing Agreements to 
expire not earlier than December 31, 2001.  

9.3.2 Co-Bound Directories Acknowledgement. Buyer acknowledges that Publisher may have a pre-existing obligation (which Publisher may 
choose to continue) to sell advertising, publish, print and distribute the telephone numbers of third party local exchange telephone companies in 
the same directory as the Purchased Exchanges ("Co-Bound" directory). Co-Bound directory agreements are identified on Schedule 9.3.2.  

9.3.3 Meeting to Discuss Directory Publication. Within ninety (90) days following the date of this Agreement, Buyer agrees to meet with Seller 
and Publisher for the purpose of having an initial discussion about the first directory publication after the Closing Date. This meeting may be 
held at Publisher's address or by telephone unless otherwise agreed between the parties and Publisher. Buyer, Seller and Seller's Affiliate shall 
employ their respective commercially reasonable efforts to ensure that directory publication is not interrupted following the Closing Date.  

9.3.4 Right of Refusal for Future Directories Publications. Buyer hereby grants to Publisher the following rights:  

(a) Publisher shall have the right to participate on terms and conditions at least as good as any other potential directory publisher, in any 
negotiation or bidding process with respect to a new publishing agreement for the Purchased Exchanges which immediately succeeds the 
Publishing Agreement identified in Schedule 9.3.1 whether or not such new publishing agreement is for the publication of directories for a 
single year or multiple years. Buyer agrees to give Publisher reasonable advance notice of the initiation of any such process, and to meet with 
Publisher in advance of such process to discuss Buyer's expectations.  

(b) Publisher shall have the right to match the material terms of any offer submitted by another party with respect to the new publishing 
agreement for the Purchased Exchanges which immediately succeeds the Publishing Agreement whether or not such new publishing agreement 
is for the publication of directories for a single year or multiple years. Buyer must submit the material terms of such offer to Publisher in 
writing within (15) days after it receives same, and the right of first refusal shall be exercised by Publisher within thirty (30) days after receipt 
by Publisher of such written notice of terms.  

ARTICLE 10. ADDITIONAL COVENANTS OF THE PARTIES  

10.1 Intellectual Property.  

10.1.1 No License. Buyer and Seller agree and understand that except as expressly set forth in writing in the License Agreement and Section 
10.1.3, Seller has not granted any rights or licenses, express or implied, of, and nothing shall constitute or be construed as a license of Seller 
under any Intellectual Property (including the Excluded Marks) now or hereafter owned, obtained or licensable by Seller or under any Third 
Party Intellectual Property.  

10.1.2 Infringement.  

(a) Notwithstanding anything in this Agreement to the contrary, Seller shall have no obligation to defend, indemnify or hold harmless Buyer or 
any of its Affiliates, from any damages, costs or expenses resulting from any obligation, proceeding or suit based upon any claim that any 
activity subsequent to the Closing Date engaged in by Buyer, a customer of Buyer's or anyone claiming under Buyer, constitutes direct or 
contributory infringement, misuse of, or misappropriation of, or inducement to infringe, any Third Party Intellectual Property.  

(b) Buyer shall defend, indemnify and hold harmless Seller and its Affiliates from and against any and all Indemnifiable Losses resulting from 
any obligation, proceeding or suit based upon any claim alleging or asserting direct or contributory infringement, or misuse or misappropriation 
of or inducement to infringe by Seller or any of its Affiliates of any Third Party Intellectual Property, to the extent that such claim is based on, 
or would not have arisen but for, activity conducted or engaged in subsequent to the Closing Date by Buyer, a customer of Buyer's, or anyone 
claiming under Buyer.  

(c) Seller shall defend, indemnify and hold harmless Buyer and its Affiliates from and against any damages, costs or expenses resulting from 
any obligation, proceeding or suit based upon any claim alleging or asserting direct or contributory infringement, or misuse or misappropriation 
of or inducement to infringe by Seller or any of its Affiliates of any Third Party Intellectual Property, to the extent that such claim is based on, 
or would not have arisen but for, activity conducted or engaged in on or prior to the Closing Date by Seller or anyone claiming under Seller 
(other than the transactions contemplated by this Agreement).  

10.1.3 Trademark Phaseout.  

(a) Buyer acknowledges that Seller or its Affiliates are the owners of Excluded Marks that qualify as Excluded Property under Section 2.3. 
Buyer understands and agrees that the Excluded Marks, or any right to or license of the Excluded Marks, are not being transferred pursuant to 
this Agreement. Buyer acknowledges the exclusive and proprietary rights of Seller and its Affiliates in the use of the Excluded Marks, and 
Buyer agrees that it shall not use the Excluded Marks (or any names, domain names, marks or indicia confusingly similar to the Excluded 
Marks) except and to the extent expressly set forth in this  
Section 10.1.3 or assert any rights or claims in such Excluded Marks (or in any names, domain names, marks or when confusingly similar to 
the Excluded Marks). After the Closing, all Excluded Marks of Seller and its Affiliates shall be replaced by Buyer, at Buyer's expense, as soon 
as possible, but in no event later than sixty (60) days after the Closing Date (the "Phase Out Date") for items with Excluded Marks affixed to 



them which Buyer has continued to use in Buyer's operation of the Business, including buildings, vehicles, heavy equipment, hard hats, tools, 
tool boxes, kits (safety and others), signs, public  
(pay) telephones, manual covers and notebooks. Subject to the provisions of this  
Section 10.1.3, Seller grants to Buyer a non-exclusive, nontransferable and personal license to use the Excluded Marks in Buyer's operation of 
the Business in the Purchased Exchanges until the Phase Out Date. After the Closing, Buyer will not use, and will destroy or deliver to Seller, 
all such items with Excluded Marks affixed to them that have no valid continuing use in Buyer's operation of the Business, including items 
affecting customer or employee relations or items that do not reflect Buyer's true identity. Specific items to be destroyed or returned include 
items with Excluded Marks affixed to them including giveaways; order, purchase or materials forms; requisitions; invoices; statements; time 
sheets/labor reports; bill inserts; stationery; personalized note pads; maps; organization charts; bulletins/releases; sales/price literature; manuals 
or catalogs; report covers/folders; program materials; and materials such as media contact lists/cards. The sixty (60) day time period for 
replacement of Excluded Marks affixed to telephone directories that were already published or closed for publication at the Closing Date shall 
be extended to the expiration date of such directories.  

(b) Buyer recognizes the great value of the goodwill associated with the Excluded Marks, and acknowledges that the Excluded Marks and all 
rights therein and the goodwill pertaining thereto belong exclusively to Seller and that the Excluded Marks have a secondary meaning in the 
minds of the public. Buyer further agrees that any and all permitted use of the Excluded Marks pursuant to this Agreement shall inure to the 
sole and exclusive benefit of Seller.  

(c) Buyer agrees that any permitted use of the Excluded Marks in the operation of the Business after the Closing shall be provided in 
accordance with all applicable federal, state and local laws, and that the same shall not reflect adversely upon the good name of Seller or its 
Affiliates, and that the operation of the Business will be of a high standard and skill.  

(d) Buyer acknowledges that its failure to cease use of the Excluded Marks as provided in this Agreement, or its improper use of the Excluded 
Marks, will result in immediate and irreparable harm to Seller and its Affiliates. Buyer acknowledges and admits that there is no adequate 
remedy at law for such failure to terminate use of the Excluded Marks, or for such improper use of the Excluded Marks. Buyer agrees that in 
the event of such failure or improper use, Seller and its Affiliates shall be entitled to equitable relief by way of temporary restraining order, or 
preliminary or permanent injunction, or any other relief available under this Agreement.  

(e) Buyer will not contest the ownership or validity of any rights of Seller or its Affiliates in the Excluded Marks.  

10.1.4 Third Party Software. To the extent that the transfer of Purchased Property by Seller to Buyer under this Agreement results in the 
transfer of possession to Buyer of software that at the Closing Date is Third Party Intellectual Property, which software was rightfully used by 
Seller prior to the Closing Date in the normal and ordinary operation of the Business pursuant to Contracts with the owners or licensors of such 
software ("Third Party Intellectual Property Contracts"), then subject to Section 2.5, effective as of the Closing and provided that no payments 
to any Person are thereby required, Seller hereby assigns to Buyer, and Buyer hereby accepts all rights and licenses if any to possess and use 
such software pursuant to such Third Party Intellectual Property Contracts. Buyer agrees that the acceptance by Buyer of such assignment of 
the Third Party Intellectual Property Contracts includes the assumption by Buyer of obligations under such Third Party Intellectual Property 
Contracts, including all obligations necessary or incidental to the transfer of such rights and licenses. Buyer understands and agrees that except 
as provided above in this Section 10.1.4, or as expressly provided elsewhere in this Agreement or in another written agreement between Buyer 
and Seller, no rights or licenses to use or possess such software or any Third Party Intellectual Property are transferred to Buyer. Buyer shall 
properly dispose of, and shall not use, any software of which Buyer acquires possession in connection with Purchased Property and which, 
after the Closing Date, Buyer knows, or reasonably should know, is not the subject of a Third Party Intellectual Property Contract that has been 
rightfully transferred to Buyer. Seller makes no warranty or representation that any Third Party Intellectual Property Contract or any right 
therein is assignable in whole or in part to Buyer.  

10.2 Effect of Due Diligence and Related Matters. Buyer represents that it is a sophisticated entity that was advised by knowledgeable counsel 
and financial advisors and, to the extent it deemed necessary, other advisors in connection with this Agreement and has conducted its own 
independent review and evaluation of the Purchased Property. Accordingly, Buyer covenants and agrees that (i) except for the representations 
and warranties set forth in this Agreement and the Ancillary Documents, Buyer has not relied and will not rely upon any document or written 
or oral information furnished to or discovered by it or its representatives, including any financial data, (ii) there are no representations or 
warranties by or on behalf of Seller or its Affiliates or representatives except for those expressly set forth in this Agreement and the Ancillary 
Documents, and (iii) to the fullest extent permitted by law, Buyer's rights and obligations with respect to all of the foregoing matters will be 
solely as set forth in this Agreement and the Ancillary Documents.  

10.3 Confidentiality. Whether or not the Closing occurs, the parties hereto and their respective officers, directors, employees and 
representatives will comply with the Confidentiality Agreement, the provisions of which are expressly incorporated herein in their entirety by 
this reference.  

10.4 Further Assurances. After the Closing, Seller will use its commercially reasonable efforts to furnish to Buyer such other instruments and 
information as Buyer may reasonably request in order to convey to Buyer title to the Purchased Property, to be delivered from time to time 
upon Buyer's reasonable request.  

10.5 Prorations. The following liabilities shall be prorated between Seller and Buyer: (i) utility charges (which shall include water, sewer, 
electricity, gas and other utility charges) with respect to the Owned Real Property, the property subject to the Real Property Leases and 
customer owned equipment, (ii) rental charges (which shall include rental charges and other lease payments under the Real Property Leases), 



(iii) personal services (these services are charged for a period which includes the Closing Date; this shall include contract labor), and (iv) real 
and personal property taxes, ad valorem taxes, and franchise fees or taxes. With respect to measurement periods during which the Closing Date 
occurs (all such periods of time being hereinafter called "Proration Periods"), the liabilities described in clauses (i), (ii) and (iii) of the 
preceding sentence shall be apportioned between Seller and Buyer as of the Closing Date, with Buyer bearing only the expense thereof in the 
proportion that the number of days remaining in the applicable Proration Period after the Closing Date bears to the total number of days 
covered by such Proration Period. Real and personal property taxes and ad valorem taxes shall be prorated between Buyer and Seller based on 
the relative periods the Purchased Property was owned by each respective party during the fiscal period for which such taxes were imposed by 
the taxing jurisdiction (as such fiscal period is reflected on the bill rendered by such taxing jurisdiction). Buyer and Seller shall pay or be 
reimbursed for real and personal property taxes (including instances in which such property taxes have been paid before the Closing Date) on 
this prorated basis. If a payment on a tax bill is due after the Closing, the party that is legally required to make such payment shall make such 
payment when due and forward an invoice to the other party for its pro rata share, if any, within thirty (30) days of such payment. The other 
party shall pay the invoice within thirty (30) calendar days of receipt of the invoice. If the invoice amount is not timely paid, the unpaid amount 
of such invoice shall bear interest at the rate of eight percent (8%) per annum until paid. Similarly, all prepayments made by Seller with respect 
to service or maintenance agreements with third parties or license or other fees payable to third parties shall be prorated on an appropriate basis 
between Seller and Buyer and the prorated amount of such prepayments shall be paid to Seller within thirty (30) days after Closing.  

10.6 Cost Studies/NECA Matters.  

10.6.1 Prior to Closing. Seller agrees that, with respect to all toll revenues, settlements, pools, separations studies or similar activities, Seller 
shall be responsible for (and shall receive the benefit or suffer the burden of) any adjustments to contributions, or receipt of funds, by Seller 
resulting from any such activities that are related to the operation of the Business or the ownership or operation of the Purchased Property prior 
to the Closing Date. Specifically, this paragraph shall apply, but shall not be limited to, any matters related to the National Exchange Carrier 
Association ("NECA") including the Universal Service Fund ("USF"), Long Term Support ("LTS"), and Telecommunications Relay Services 
funds.  

10.6.2 From and After Closing.  

(a) Rural and non-rural carriers currently receive USF funds based on historic costs computed pursuant to Subpart F of Part 36 of the FCC's 
rules. Beginning July 1, 1999 or a date thereafter determined by the FCC, non-rural carriers shall not receive USF funds pursuant to Part 36 of 
the FCC rules, but will receive support based on forward-looking economic costs pursuant to Part 54 of the FCC's rules. Seller will take all 
steps necessary to ensure that, for each Transitional Year, Buyer receives a pro rata share of any USF funds distributed during such year. 
Buyer's pro rata share of such USF funds for a given Transitional Year shall be determined, for each Acquired Local Loop, by multiplying the 
USF funds attributable to that Acquired Local Loop for that year times the number of months of that year that such Loop is owned by the 
Buyer.  

(b) Buyer shall make all USF filings that are required under FCC rules after the Closing Date, and Seller shall provide such reasonable 
assistance as is required in order to make such filings.  

(c) Notwithstanding the foregoing, Buyer's right to receive a pro rata share of USF is conditioned upon Buyer's payment, from and after the 
Closing Date, of a pro rata share of the annual universal service contribution liability assessed by the Universal Service Administrative 
Company (USAC) based on end-user retail revenues for the previous year generated by assets being sold. The resulting Buyer's annual USF 
obligation for assets purchased shall be prorated in proportion to the number of months in the year from and after the Closing Date.  

10.7 Customer Deposits. Within thirty (30) days after Closing, Seller agrees to transfer to Buyer the customer deposits together with any 
interest accrued thereon (collectively "Customer Deposits"), together with all of Seller's obligations and rights to hold the Customer Deposits of 
the Business, up to the Closing Date, and Buyer agrees to hold, disburse and retain such deposits so delivered to it as if it were Seller.  

10.8 Access to Books and Records.  

(a) After the Closing, Seller will retain all Retained Books and Records for a period of three (3) years.  

(b) After the Closing, upon reasonable notice and subject to the Confidentiality Agreement, the parties will give to the representatives, 
employees, counsel and accountants of the other, access, during normal business hours, to books and records relating to the Business and the 
Purchased Property, and will permit such persons to examine and copy such records, in each case to the extent reasonably requested by the 
other party in connection with tax and financial reporting matters (including any Tax Returns and related information, but not attorney work 
product), audits, legal proceedings, governmental investigations and other business purposes (including such financial information and any 
receipts evidencing payment of taxes as may be requested by Seller to substantiate any claim for tax credits or refunds); provided, however, 
that nothing herein will obligate any party to take actions that would unreasonably disrupt the normal course of its business or violate the terms 
of any Contract to which it is a party or to which it or any of its assets is subject. Seller and Buyer will cooperate with each other in the conduct 
of any Tax audit or similar proceedings involving or otherwise relating to the Business (or the income therefrom or assets thereof) with respect 
to any Tax and each will execute and deliver such powers of attorney and other documents as are necessary to carry out the intent of this 
Section 10.8(b).  

10.9 Purchase Price Allocation. No later than ninety (90) days subsequent to the Closing Date, Buyer and Seller shall use their good faith 
efforts to agree to the allocation (the "Allocation") of the Purchase Price, the Assumed Liabilities and other relevant items (including, for 



example, adjustments to the Purchase Price) to the individual assets or classes of assets within the meaning of Section 1060 of the IRC. If 
Buyer and Seller agree to such Allocation prior to Closing, Buyer and Seller covenant and agree that (i) the values assigned to the assets by the 
parties' mutual agreement shall be conclusive and final for all purposes, and (ii) neither Buyer nor Seller will take any position before any 
Governmental Authority or in any judicial proceeding that is in any way inconsistent with such Allocation. Notwithstanding the foregoing, if 
Buyer and Seller cannot agree to an Allocation, Buyer and Seller covenant and agree to file and to cause their respective Affiliates to file, all 
Tax Returns and schedules thereto (including, for example, amended returns, claims for refund, and those returns and forms required under 
Section 1060 of the IRC and any Treasury regulations promulgated thereunder) consistent with each of Buyer and Seller's good faith 
Allocations, unless otherwise required because of a change in applicable Law.  

10.10 Owned Real Property Transfers. Within sixty (60) days of the date of this Agreement, Seller shall deliver to Buyer copies of all existing 
title insurance policies covering the Owned Real Property. Thereafter, no later than sixty (60) days before the Closing Date, Seller shall deliver 
(at its expense) to Buyer a preliminary title binder (on a standard form) issued by a title insurance company reasonably acceptable to Buyer, 
with respect to all Owned Real Property included in the Purchased Property and in which Seller purports to own fee title. Such title binders 
shall be reasonably satisfactory to counsel, subject to the standard exceptions set forth in the following sentence, for Buyer. Such title binders 
shall reflect that, upon consummation of the sale contemplated by this Agreement, Buyer will be vested with good, fee simple, indefeasible and 
insurable title to such Owned Real Property, subject only to Permitted Encumbrances. If a preliminary title binder indicates an exception other 
than a Permitted Encumbrance, Seller shall, at its expense, cause such exception to be removed on or before the Closing Date. With respect to 
each parcel of Owned Real Property covered by a preliminary title binder, the amount of title insurance provided by Seller shall be the real 
estate valuation amount shown on Seller's continuous property records. Seller shall also deliver to Buyer (at Seller's expense and on or prior to 
the Closing Date) a certified current survey. By no later than forty-five (45) days after the Closing Date, Seller shall deliver to Buyer a final 
title insurance policy paid for by Seller covering the Owned Real Property included in the preliminary title binder.  

10.11 Transaction Taxes. Buyer shall bear and be responsible for paying any sales, use, transfer, documentary, registration and other similar 
taxes imposed by any Governmental Authorities with respect to the transfer of Purchased Property to Buyer ("Transaction Taxes"), regardless 
of whether the Tax authority seeks to collect such Taxes from Seller or Buyer. Buyer shall also be responsible for (i) administering the payment 
of such Transaction Taxes, (ii) defending or pursuing any proceedings related thereto, and (iii) paying any expenses related thereto. Seller shall 
give prompt written notice to Buyer of any proposed adjustment to or assessment of any Transaction Taxes, or of any examination of the 
transaction consummated pursuant to this Agreement in a sales, use, transfer or similar Tax audit. In any proceedings, whether formal or 
informal, Seller shall permit Buyer to participate in and control the defense of such proceeding, and shall take all actions and execute all 
documents required to allow such participation. Seller shall not negotiate a settlement or compromise of any Transaction Taxes. Seller agrees to 
cooperate with Buyer in all respects with regard to the payment of such Transaction Taxes and the conduct of any proceedings relating thereto, 
and such cooperation shall include Seller's retention of all books and records relating to the Purchased Property for a period of two (2) years 
following the Closing Date. Seller also agrees, upon request by Buyer, to use commercially reasonable efforts to obtain any certificate or other 
document from any Governmental Authority or other person as may be necessary to mitigate, reduce or eliminate any such Transaction Taxes.  

10.12 Bulk Sales Laws. Seller and Buyer waive compliance with applicable laws under any version of Article 6 of the Uniform Commercial 
Code adopted by any state or any similar law relating to the sale of inventory, equipment or other assets in bulk in connection with the sale of 
the Purchased Property.  

10.13 Prepaid Non-Regulated Maintenance Agreements. Within thirty (30) days following Closing, Seller shall pay to Buyer an amount equal 
to the pro rata portion of all prepaid but unearned revenues from Seller's customers for all non-regulated maintenance agreements as of the 
Closing Date.  

10.14 Vehicle Registration. Buyer agrees to use its commercially reasonable efforts to file promptly the appropriate vehicle title applications 
and registrations to change the name of the titled owner on each vehicle title certificate and change the motor vehicle registration (with respect 
to license plate information) on each vehicle being transferred to Buyer from Seller pursuant to this Agreement. Buyer agrees that it shall 
remove and destroy Seller's existing license plates from all vehicles received upon the earlier of receipt of new license plates or sixty (60) days 
following Closing.  

10.15 Carrier Access Billing. Seller shall render its own final carrier access bills to its interexchange carriers for minutes, messages and other 
applicable charges up to and including the Closing Date. Seller shall be responsible for collecting and settling any disputes associated with its 
final bills to the interexchange carriers.  

10.16 End-User Billing and Accounts Receivable Transition. Buyer agrees to purchase Seller's Earned End-User Accounts Receivable and 
make payment to Seller for those accounts in the manner described below.  

(a) Seller shall transfer, as soon as reasonably available after Closing (but in no event later than ten (10) days following the Closing Date), all 
open end-user customer account records to Buyer as of the end of business on the Closing Date. Following the Closing, Buyer will be 
responsible for administering those records including the application of cash receipts to customer accounts, whether related to services rendered 
before or after the Closing. Seller will promptly forward to Buyer all customer payments and related remittance documents received by Seller 
after the Closing for processing by Buyer.  

(b) Within twenty (20) days following the Closing, Seller will provide an accounting to Buyer of the Earned End-User Accounts Receivable 
and the Customer Advances, as well as the most recent twelve (12) month history of Seller's uncollectible net writeoffs expressed as a 
percentage of billings for the Business (the "Uncollectible Factor"). This data and the resulting calculation of the Earned End-User Accounts 



Receivable Amount will be summarized in an accounts receivable settlement statement (the "Accounts Receivable Settlement Statement"). 
Within thirty (30) days following the Closing, Buyer will remit to Seller an amount equal to 80% of the Earned End-User Accounts Receivable 
Amount less 100% of the Customer Advances. Within sixty (60) days following the Closing, Buyer will remit an additional 15% of the Earned 
End-User Accounts Receivable Amount and within ninety (90) days will remit the final 5%.  

(c) Not later than ten (10) days prior to the due dates for the sixty  
(60) and ninety (90) day payments referred to in Section 10.16(b) above, Seller will provide Buyer with an updated Accounts Receivable 
Settlement Statement reflecting any adjustments based upon non-sufficient funds checks, billing adjustments or other facts that have become 
known after the original statement that relates to pre-closing activity.  

(d) If at any time during the ninety (90) day period following the Closing, Buyer or Seller discovers any material discrepancy in the Accounts 
Receivable Settlement Statement, Seller and Buyer agree to use commercially reasonable efforts to resolve any discrepancy in a timely manner, 
and also agree to make payments related to any undisputed amounts as set forth above.  

(e) At any time between ninety (90) and two hundred seventy (270) days following the Closing, Buyer may prepare an analysis of actual bad 
debt write-off experience related to the Earned End-User Accounts Receivable purchased from Seller. If such analysis reasonably demonstrates 
that write-offs have exceeded the estimated amount in the final Accounts Receivable Settlement Statement (as had been calculated using the 
Uncollectible Factor) by more than ten percent (10%), Seller will pay to Buyer the full amount of the difference within thirty (30) days of 
receipt of Buyer's request for payment, together with Buyer's write-off analysis. Buyer will provide Seller sufficient detail in its write-off 
analysis, and as reasonably necessary, access to billing and collection records, to allow Seller to validate the accuracy of Buyer's request. Any 
disputes regarding the amounts of such request shall be settled using the procedure described in Section 3.2(d).  

10.17 Risk of Loss Prior to Closing. If any material damage or destruction of any sort occurs prior to the Closing to any of the tangible or real 
properties that constitute the Purchased Property, Seller will promptly apply any insurance proceeds to the repair of the Purchased Property. If 
the damage or destruction reduces the value of the Purchased Property by an amount in excess of one million dollars ($1,000,000), Seller shall 
promptly notify Buyer thereof (the "Casualty Notice").  

10.18 Further Assurances. After the Closing, Seller will furnish to Buyer such other instruments and information as Buyer may reasonably 
request in order to convey to Buyer title to the Purchased Property, to be delivered from time to time upon Buyer's reasonable request.  

10.19 Customer Proprietary Network Information. Seller agrees that upon Closing, Seller will not use or make available for the use of third 
parties, including Seller's Affiliates, customer proprietary network information, as that term is defined by Law, for the purpose of marketing 
any service offering to persons within the Purchased Exchanges who are not customers of Seller or any Seller Affiliate after the Closing Date.  

ARTICLE 11. EMPLOYEES AND EMPLOYEE MATTERS  

11.1 Employment of Transferred Employees. All Active Employees of Seller employed in the Business, and all Active Employees of Seller and 
its Affiliates who are associated with the Business, on the Closing Date (hereinafter collectively referred to as "Transferred Employees") shall 
be employed by (or become the responsibility of, as applicable) Buyer as of the Closing Date in the same or comparable positions, and at the 
same or comparable total compensation (including base pay and bonus (exclusive of any retention bonus)), as were in effect on the Closing 
Date, except as otherwise provided in this Agreement. The term "Transferred Employees" shall include only those individuals described in the 
preceding sentence who are identified as such on Schedule 11.1. For purposes of the first sentence, the term "Active Employees" shall include 
all full-time and part-time employees, employees on workers' compensation, military leave, maternity leave, leave under the Family and 
Medical Leave Act of 1993, short-term disability, non-occupational disability, on layoff with recall rights, and employees on other approved 
leaves of absence with a legal or contractual right to reinstatement. Buyer also shall employ any employee of Seller or its Affiliates who on the 
Closing Date is an LTD Recipient (as defined in Section 11.7) and who immediately before his active employment with Seller or its Affiliates 
ceased was employed in or in association with the Business and whose primary work location is within the areas serviced by the Purchased 
Exchanges, provided such employee returns to active employment within one (1) year of the Closing Date. For a period of six (6) months 
following the Closing Date, Buyer shall not employ, and Buyer shall not permit any of its Affiliates to employ, any person who retires or 
otherwise terminates from any employment at or in association with the Business during the six-month period beginning three  
(3) months before the Closing Date. All Transferred Employees and LTD Recipients (as defined in Section 11.7) shall be identified on 
Schedule 11.1 to be prepared by Seller and submitted to Buyer at least fifteen (15) days prior to the Closing Date; such Schedule 11.1 shall 
identify, as of the date of such Schedule, the employees who have terminated employment as described in the preceding sentence; and such 
Schedule 11.1 shall be updated as of the date that is three months after the Closing to identify any employees who terminated employment as 
described in the preceding sentence after the date of the original Schedule 11.1.  

11.1.1 Assumption of Collective Bargaining Agreement Obligations. On and after the Closing Date, Buyer, as successor employer to Seller 
(subject to Seller's Retained Liabilities in Section 2.4.2(d)), shall assume all of the employer's obligations under, and be bound by the 
provisions of, each collective bargaining agreement covering Transferred Employees. Each such collective bargaining agreement relating to 
Transferred Employees shall be identified on a Schedule 11.1.1 to be prepared by Seller and submitted to Buyer at least fifteen  
(15) days prior to the Closing Date. Seller shall cooperate with Buyer in Buyer's efforts to contact the unions representing Transferred 
Employees. If a union representing Transferred Employees objects to Buyer's assumption of, or refuses to allow Buyer to assume, the 
provisions of any existing collective bargaining agreement that covers such Transferred Employees immediately before the Closing Date, or 
objects to any change in or termination of employee benefits on or after the Closing Date, Seller and its Affiliates shall have no liability or 
obligation to Buyer by reason of such objection or refusal. If, on or before the Closing Date, an employee objects, or refuses to assent, to the 



consummation of the transactions contemplated by this Agreement insofar as the Agreement affects the employee, Seller and its Affiliates shall 
have no liability or obligation to the employee or any other party by reason of the employee's objection or refusal to assent, and Buyer shall be 
responsible for any liability or obligation that arises by reason of the employee's objection or refusal to assent (other than any liability or 
obligation that results from Seller's failure to comply with this Agreement and that does not result from Buyer's failure to comply with this 
Agreement).  

11.1.2 Assumption of Employment and Other Agreements. On and after the Closing Date, except as otherwise provided in this Agreement or in 
Schedule 11.1.2, Buyer, as successor employer to Seller (subject to Seller's Retained Liabilities in Section 2.4.2(d)), shall assume all 
obligations under and be bound by the provisions of each offer of employment by Seller relating to the Business, each employment agreement 
or any other agreement by Seller relating to conditions of employment, employment separation, severance, or employee benefits in connection 
with the Business. All obligations described in this Section 11.1.2 assumed by and binding Buyer shall be identified on a Schedule 11.1.2 to be 
prepared by Seller and submitted to Buyer at least fifteen (15) days prior to the Closing Date.  

11.1.3 Recognition of Transferred Employee Service. On and after the Closing Date, and subject to the provisions of any applicable collective 
bargaining agreement, Buyer shall recognize the service of each Transferred Employee for all employment-related purposes (other than an 
employee achievement award, within the meaning of Section 274(j) of the IRC) determined in accordance with the practices and procedures of 
Seller in effect on the Closing Date, as if such service had been rendered to Buyer. Schedule 11.1 to be prepared by Seller and submitted to 
Buyer no later than fifteen (15) days prior to the Closing Date shall list the service of each Transferred Employee for the employment-related 
purposes referred to in the preceding sentence.  

11.1.4 Assumption of Obligation to Pay Bonuses. Except as otherwise expressly provided in this Agreement, Transferred Employees shall not 
accrue benefits under any employee benefit policies, plans, arrangements, programs, practices, or agreements of Seller or any of its Affiliates 
after the Closing Date. For the year in which the Closing Date occurs, the Transferred Employees shall be paid any bonuses that would have 
been payable to the Transferred Employees for that year had the Transferred Employees remained employees of Seller or one of its Affiliates, 
in accordance with the provisions of the policy, plan, arrangement, program, practice or agreement under which the bonus would have been 
paid (the "Seller's Bonus Plans"). Seller shall pay to Transferred Employees that portion of any such bonus that is attributable to service during 
such year on or before the Closing Date, and Buyer shall pay to Transferred Employees that portion of any such bonus that is attributable to 
service during such year after the Closing Date. In determining the amount of the bonus to be paid by Buyer in accordance with the preceding 
sentence, Buyer shall apply criteria that are substantially comparable to the criteria established as of the Closing Date under the Seller Bonus 
Plans under which the bonus would have been paid had the Transferred Employees remained employees of Seller or one of its Affiliates. Seller 
shall identify the Seller Bonus Plans on a Schedule 11.1.4 to be delivered to Buyer no later than fifteen (15) days prior to the Closing Date.  

11.1.5 No Duplicate Benefits; Dependents and Beneficiaries. Nothing in this Agreement shall cause duplicate benefits to be paid or provided to 
or with respect to a Transferred Employee under any employee benefit policies, plans, arrangements, programs, practices, or agreements. 
References herein to a benefit with respect to a Transferred Employee shall include, where applicable, benefits with respect to any eligible 
dependents and beneficiaries of such Transferred Employee under the same employee benefit policy, plan, arrangement, program, practice or 
agreement.  

11.1.6 Affiliate Employees. If any employee identified in Schedule 11.1 is an employee of an Affiliate of Seller, he or she shall be considered a 
Transferred Employee and shall be treated under this Agreement in a manner that is comparable to the treatment given to the Transferred 
Employees who are employed by Seller, except that his or her service as of the Closing Date shall be determined in accordance with the 
practices and procedures of his or her employer, as in effect on the Closing Date.  

11.1.7 Term of Assumed Obligations. Except as otherwise expressly provided in this Agreement, Buyer's obligations with respect to 
Transferred Employees under this Article 11 shall continue for a period of not less than one year after the Closing Date.  

11.2 Transferred Employee Benefit Matters.  

11.2.1 Defined Benefit Plans.  

(a) Seller's Pension Plans. As of the date of this Agreement, Seller participates in the following single-employer defined benefit pension plans 
maintained in the United States:  

(i) the GTE Service Corporation Plan for Employees' Pensions (the "Seller's Salaried Pension Plan"); and  

(ii) the GTE North Incorporated Pension Plan for Hourly-Paid Employees' of Wisconsin (collectively, the "Seller's Hourly Pension Plan").  

The plans identified in this Section 11.2.1(a) shall be referred to collectively in this Agreement as the "Seller's Pension Plans," and each such 
plan shall be referred to individually as a "Seller's Pension Plan."  

(b) Buyer Obligations. Buyer shall take all actions necessary and appropriate to ensure that, as soon as practicable after the Closing Date, Buyer 
maintains or adopts one or more pension plans (hereinafter referred to in the aggregate as the "Buyer Pension Plans" and individually as the 
"Buyer Pension Plan") effective as of the Closing Date and to ensure that each Buyer Pension Plan satisfies the following requirements as of 
the Closing Date: (i) the Buyer Pension Plan is a qualified, single-employer defined benefit plan under Section 401(a) of the IRC; (ii) any 



Buyer Pension Plan that was in effect before the Closing Date shall not have any "accumulated funding deficiency," as defined in  
Section 302 of ERISA and Section 412 of the IRC, whether or not waived, immediately before the Closing Date; (iii) the Buyer Pension Plan is 
not the subject of termination proceedings or a notice of termination under Title IV of ERISA; (iv) the Buyer Pension Plan does not exclude 
Transferred Employees from eligibility to participate therein; (v) the Buyer Pension Plan does not violate the requirements of any applicable 
collective bargaining agreement; and (vi) with respect to Transferred Employees who were participants in the Seller's Hourly Pension Plan on 
the Closing Date, the terms of the Buyer Pension Plan are substantially identical in all material respects to the terms of the Seller's Hourly 
Pension Plan. Within the 30-day period immediately preceding any transfer of assets and liabilities from a Seller's Pension Plan to a Buyer 
Pension Plan pursuant to this Section 11.2.1(b), Buyer shall provide Seller with a written certification, in a form acceptable to Seller, that the 
Buyer Pension Plan satisfies each of the requirements set forth in this Section 11.2.1(b).  

(c) Transfer of Liabilities.  

(i) In accordance with the provisions of this Section 11.2.1, Buyer shall cause the Buyer Pension Plans to accept all liabilities for benefits under 
the Seller Pension Plans, whether or not vested, that would have been paid or payable (but for the transfer of assets and liabilities pursuant to 
this  
Section 11.2.1) to or with respect to the Transferred Employees under the terms of the Seller's Pension Plans, including, but not limited to, all 
liabilities for "Section 411(d)(6) protected benefits" (as defined by Section 411(d)(6) of the IRC and the regulations thereunder) that have 
accrued under the Seller's Pension Plans to or with respect to the Transferred Employees based on accredited service and compensation under 
the Seller's Pension Plans as of the Closing Date. Buyer shall not amend the Buyer Pension Plans, or permit the Buyer Pension Plans to be 
amended, to eliminate any benefit, whether or not vested, that is a "Section 411(d)(6) protected benefit" (as defined by Section 411(d)(6) of the 
IRC and the regulations thereunder). Seller or an Affiliate thereof may, in its sole discretion on or prior to the transfer of liabilities, take action 
to fully vest Transferred Employees in their benefits (if any) under the Seller's Pension Plans.  

(ii) (A) For purposes of eligibility and vesting under the Buyer Pension Plans, each Transferred Employee whose accrued benefit is transferred 
from a Seller's Pension Plan to a Buyer Pension Plan shall be credited with service and compensation as of the Closing Date as determined 
under the terms of the Seller's Pension Plan. The benefit under the Buyer Pension Plan for each Transferred Employee who, on the Closing 
Date, participates in the Seller's Hourly Pension Plan, shall be calculated under terms of the Buyer Pension Plan that are substantially identical 
in all material respects to the terms of the Seller's Hourly Pension Plan. The benefit for each Transferred Employee who, on the Closing Date, 
participates in the Seller's Salaried Pension Plan, shall not be less than the greater of (x) the sum of the Transferred Employee's "Seller's 
Pension" and "Buyer Pension," or (y) the Transferred Employee's "Total Service Pension," each as determined under the rules set forth in 
subsection (c)(iii)(B) of this Section 11.2.1.  

(B) Each Transferred Employee who, as of the Closing Date, participates or formerly participated in the Seller's Salaried Pension Plan and 
who, under the terms of the Seller's Salaried Pension Plan, has at least 15 years of accredited service and combined years of age and accredited 
service of at least 74 as of June 1, 1999, shall be eligible, after the Transferred Employee's employment with the Buyer and its Affiliates is 
terminated and after the Transferred Employee's combined years of age and years of accredited service equal or exceed 76, to receive his or her 
"Seller's Pension" (as determined under the rules set forth in subsection (c)(iii) of this Section 11.2.1) as an immediate early retirement pension 
under the applicable Buyer Pension Plan in accordance with early retirement provisions that are no less favorable to the Transferred Employee 
than the early retirement provisions of the Seller's Salaried Pension Plan as of the Closing Date. For a period of at least five (5) years following 
June 1, 1999, Buyer shall cause the Buyer Pension Plan to retain early retirement provisions that are no less favorable to the Transferred 
Employees than the early retirement provisions of the Seller's Salaried Pension Plan to which they were subject as of the Closing Date; 
provided, however, that a Transferred Employee shall be entitled to consent to the provision to such Transferred Employee of a different and 
less favorable early retirement benefit.  

(C) Notwithstanding the foregoing provisions of this subsection (c) (ii), if a lump-sum distribution is available under the Buyer Pension Plan, 
the benefit under the Buyer Pension Plan of a GATT Grandfathered Participant, when expressed in the form of a lump sum, shall not be less 
than the benefit under the Buyer Pension Plan determined without regard to the changes to Section 417 of the IRC made by the Uruguay Round 
Agreements Act. The method used to convert a GATT Grandfathered Participant's accrued benefit into a lump-sum amount under the Buyer 
Pension Plan after 1999 shall be not less favorable to a GATT Grandfathered Participant than the method used for similar purposes by the 
Seller Pension Plans. For purposes of this paragraph (c)(ii)(C), "GATT Grandfathered Participant" shall mean a Transferred Employee (x) with 
respect to whom liabilities are transferred pursuant to this subsection (c) and  
(y) who, taking service from Buyer into account as service with Seller, would have been eligible under the Seller's Pension Plan, but for the 
transfer of liabilities pursuant to this subsection (c), to have his benefit under the Seller's Pension Plan (when expressed in the form of a lump 
sum) determined without regard to the changes to Section 417 of the IRC made by the Uruguay Round Agreements Act.  

(D) For a period of five (5) years following June 1, 1999, Buyer shall cause the Buyer Pension Plan to retain early retirement provisions that 
are no less favorable to the Transferred Employees than the early retirement provisions of the Seller's Hourly Pension Plan to which they were 
subject as of the Closing Date; provided, however, that a Transferred Employee shall be entitled to consent to the provision to such Transferred 
Employee of a different and less favorable early retirement benefit.  

(iii) (A) The Buyer Pension Plan benefit of a Transferred Employee who, on the Closing Date, participates in the Seller's Hourly Pension Plan, 
shall be calculated as set forth in paragraph (c)(ii)(a) of this Section 11.2.1.  

(B) The Buyer Pension Plan benefit of a Transferred Employee who, on the Closing Date, participates in the Seller's Salaried Pension Plan, 
shall be calculated by applying the benefit formula set forth in paragraph  



(c)(ii)(A) of this Section 11.2.1, in accordance with the rules described in the remainder of this paragraph (B). A Transferred Employee's 
"Seller's Pension" shall be calculated by applying the benefit formula under the Seller's Salaried Pension Plan (as in effect on the Closing Date) 
to the Transferred Employee's service and compensation credited under the Seller's Salaried Pension Plan as of the Closing Date. A Transferred 
Employee's "Buyer Pension" shall be not less than an amount calculated by applying the benefit formula under the Buyer Pension Plan to the 
Transferred Employee's total accredited service and compensation under the Buyer Pension Plan (including service and compensation credited 
under the Seller's Salaried Pension Plan as of the Closing Date as if such service and compensation had been earned under the Buyer Pension 
Plan and service and compensation credited under the Buyer Pension Plan after the Closing Date), multiplied by the ratio of accredited service 
earned after the Closing Date to such total accredited service; provided that for a period of at least five (5) years following June 1, 1999, Buyer 
shall cause the benefit formula used in determining such "Buyer Pension" to provide benefits at least as valuable as were provided under the 
benefit formula applicable to the Transferred Employee under the Seller's Salaried Pension Plan on the Closing Date. A Transferred 
Employee's "Total Service Pension" shall be calculated by applying the benefit formula under the Buyer Pension Plan to the Transferred 
Employee's accredited service (including service and compensation credited with the Seller under the Seller's Salaried Pension Plan as of the 
Closing Date as if such service and compensation was earned under the Buyer Pension Plan and service and compensation credited under the 
Buyer Pension Plan on and after the Closing Date). Solely for purposes of computing a Transferred Employee's "Total Service Pension," 
compensation received by such a Transferred Employee from the Seller shall be treated as compensation received from the Buyer. The Seller's 
Pension, the Buyer Pension, and the Total Service Pension shall take into account the Transferred Employee's actual age and entire period of 
service (including service credited under the Seller's Salaried Pension Plan as of the Closing Date and service credited under the Buyer Pension 
Plan on and after the Closing Date) for vesting and benefit eligibility purposes.  

(C) Each Transferred Employee who is eligible to receive a benefit under the Buyer Pension Plan may elect to receive the portion of said 
benefit that is equal to the Seller's Pension in any form, and with any early retirement or other actuarial subsidy, that was available under the 
Seller's Pension Plan on the Closing Date, without regard to whether the Transferred Employee is eligible to elect or receive, or does elect or 
receive, the same form of payment or early retirement or actuarial subsidy for the remainder of the pension under the Buyer Pension Plan.  

(iv) As soon as practicable after the Closing Date, Seller shall deliver to Buyer a list reflecting each Transferred Employee's service and 
compensation under each of the Seller's Pension Plans and each Transferred Employee's accrued benefit thereunder as of the Closing Date.  

(d) Transfer of Assets.  

(i) In accordance with the provisions of subsection (d)(i) of this Section 11.2.1 and subject to the provisions of subsection (d)(vi) of this  
Section 11.2.1, Seller shall direct the trustee of the Seller's Pension Plans to transfer to the trustee or funding agent of the applicable Buyer 
Pension Plan an amount in cash determined as provided in the following sentence (the "Pension Assets") with respect to the Transferred 
Employees whose accrued benefits are transferred to a Buyer Pension Plan pursuant to Section (c) of this Section  
11.2.1. The value of the Pension Assets to be transferred by the Seller's Pension Plans shall be equal in value to the projected benefit obligation, 
as defined in paragraph 17 of Statement of Financial Accounting Standards No. 87 ("FAS 87"), under the Seller's Pension Plans for the 
Transferred Employees whose accrued benefits are transferred to a Buyer Pension Plan pursuant to Section (c) of this Section 11.2.1, 
determined in each case on an on-going plan basis as of the Closing Date, and on the basis of the assumptions used for the fiscal year which 
includes the Closing Date in Seller's determination of pension expense for the Seller's Pension Plans in accordance with FAS 87; provided, 
however, that in no event shall the value of the Pension Assets be less than the amount required to be transferred by Section 414(l) of the Code 
and the regulations thereunder determined using the assumptions used by the PBGC with respect to a plan termination occurring on the Closing 
Date. The Pension Assets shall be in the form of cash or marketable obligations. Under no circumstances shall Seller or the Seller's Pension 
Plans be liable to transfer any additional amount to Buyer or a Buyer Pension Plan or any other person in respect of the accrued benefits 
transferred to a Buyer Pension Plan pursuant to Section (c) of this Section 11.2.1, including but not limited to any circumstance under which 
any person (including a governmental agency) states a claim to some portion or all of the Pension Assets.  

(ii) Seller shall appoint an actuary ("Seller's Actuary") to determine the amount to be transferred pursuant to subsection (d)(i) of this  
Section 11.2.1 and shall provide such determination to Buyer. Buyer shall appoint an actuary ("Buyer's Actuary") who shall have the right to 
audit and review the determination made by Seller's Actuary. Within thirty (30) days of the date Seller informs Buyer of the amount of the 
Pension Assets, Seller's Actuary shall provide Buyer's Actuary with a computer file containing all the employee data used by Seller's Actuary 
to calculate the Pension Assets. If Buyer's Actuary is unable to agree with Seller's Actuary on the amount of the transfer within sixty (60) days 
after Seller informs Buyer of the amount to be transferred, Seller and Buyer shall jointly select a third actuary, whose determination shall be 
binding on Seller and Buyer. Each of Seller and Buyer shall bear the fees, costs and expenses of their respective actuaries, and the fees, costs, 
and expenses of the third actuary shall be borne one-half by Seller and one-half by Buyer.  

(iii) The Pension Assets shall be credited with interest from the Closing Date to the actual date of transfer at the assumed discount rate used in 
accordance with paragraph (i) of this Section (d); provided that any Pension Assets that are distributed from the Seller's Pension Plans before 
the date of transfer pursuant to subsection (d)(vi) of this Section 11.2.1 shall be credited with interest (such interest to be credited to the Buyer 
Pension Plans) only from the Closing Date to the date of distribution.  

(iv) Under the terms of each Buyer Pension Plan, the accrued benefit of each Transferred Employee immediately after the transfer of assets and 
liabilities pursuant to this Section 11.2.1 shall not be less than the sum of each Transferred Employee's accrued benefits under the Seller's 
Pension Plan and the Buyer Pension Plan immediately before the transfer of assets and liabilities. Neither Seller nor its Affiliates nor the 
Seller's Pension Plans nor any trustee thereof shall retain any liability for benefits under the Seller's Pension Plans for any Transferred 
Employee with respect to whom cash or marketable obligations have been transferred to a Buyer Pension Plan pursuant to this Section 11.2.1 
or distributed pursuant to subsection (d)(vi) of this  
Section 11.2.1 (other than any additional liability that results from Seller's (or its Affiliates') failure to comply with this Agreement, the Seller's 



Pension Plan or applicable Law and that does not result from any failure of Buyer or its Affiliates to comply with this Agreement, the Buyer 
Pension Plan or applicable Law).  

(v) In connection with the transfer of assets and liabilities pursuant to this Section 11.2.1, Seller and Buyer shall cooperate with each other in 
making all appropriate filings required by the IRC or ERISA and the regulations thereunder, and the transfer of assets and liabilities pursuant to 
this Section 11.2.1 shall not take place until as soon as practicable after the latest of (i) the expiration of the 30-day period following the filing 
of any required notices with the IRS pursuant to Section 6058(b) of the IRC, or (ii) the date Buyer has delivered to Seller (xx) a copy of the 
Buyer Pension Plan and a copy of the most recent determination letter from the IRS to the effect that the Buyer Pension Plan is qualified under 
Section 401(a) of the IRC, together with documentation reasonably satisfactory to Seller of the due adoption of any amendments to the Buyer 
Pension Plan required by the IRS as a condition to such qualification and a certification from Buyer that no events have occurred that adversely 
affect the continued validity of such determination letter (apart from the enactment of any Federal law for which the remedial amendment 
period under  
Section 401(b) of the IRC has not yet expired), and (yy) information enabling the enrolled actuary for the Buyer Pension Plan to issue the 
certification required by Section 6058(b) of the IRC.  

(vi) (A) If, after the Closing Date and before the date of transfer of assets and liabilities from the Seller's Pension Plans pursuant to this Section 
11.2.1, the accrued benefit as of the Closing Date becomes payable under a Seller's Pension Plan to or with respect to a Transferred Employee, 
Buyer shall (xx) furnish GTE Service Corporation with a copy of a properly completed application for such benefits, and (yy) direct GTE 
Service Corporation to instruct the trustee of the Seller's Pension Plan to make benefit payments in the form and amount determined by GTE 
Service Corporation in accordance with the properly completed application for benefits. Seller shall cause GTE Service Corporation to comply 
with any such direction.  

(B) To the extent that any reasonable custodial, trustee, asset management, or other plan administration expenses attributable to the Pension 
Assets and to the period ending on the date of the transfer of assets and liabilities from the Seller's Pension Plans pursuant to this Section 11.2.1 
are allocable to the assets and liabilities to be so transferred, Buyer shall reimburse the trustee of the Seller's Pension Plans in the amount of 
such allocable expense if the expense is to be paid from assets then held by the trustee of the Seller's Pension Plans or, if the expense is not to 
be paid from assets then held by the trustee of the Seller's Pension Plans, Buyer shall reimburse GTE Service Corporation in the amount of the 
expense, in each case within fifteen (15) days of the date on which Buyer receives a statement therefor from GTE Service Corporation.  

(C) Notwithstanding anything herein to the contrary, the assets and liabilities to be transferred from the trustee of the Seller's Pension Plans to 
the trustee or funding agent of the Buyer Pension Plan pursuant to this Section 11.2.1 shall be reduced, as provided in this subsection (vi), to 
reflect any benefit payments made pursuant to this subsection (vi) regardless of the form in which paid and any expenses described in 
paragraph (B) of this subsection (vi) that have not otherwise been paid pursuant to this subsection (vi).  

11.2.2 Savings Plans.  

(a) As of the date of this Agreement, Seller participates in the GTE Savings Plan and the GTE Hourly Savings Plan (collectively referred to as 
the "Seller's Savings Plans"). Except as provided in Section (g) of this Section 11.2.2, Transferred Employees shall not be entitled to make 
contributions to or to benefit from matching or other contributions under the Seller's Savings Plans on and after the Closing Date.  

(b) Buyer shall take all action necessary and appropriate to ensure that, as soon as practicable after the Closing Date, Buyer maintains or adopts 
one or more savings plans (hereinafter referred to in the aggregate as the "Buyer Savings Plans" and individually as the "Buyer Savings Plan") 
effective as of the Closing Date and to ensure that the Buyer Savings Plans satisfy the following requirements as of the Closing Date: (i) each 
Buyer Savings Plan is a qualified, single-employer individual account plan under Section 401(a) of the IRC; (ii) at least one (1) Buyer Savings 
Plan does not exclude Transferred Employees from eligibility to participate therein; (iii) at least one (1) Buyer Savings Plan permits 
Transferred Employees to make before-tax contributions (under Section 401(k) of the IRC) and provides for matching contributions by the 
Buyer at a rate of match determined solely in the discretion of Buyer; and (iv) the Buyer Savings Plan does not violate the requirements of any 
applicable collective bargaining agreement to which it is subject. Within the thirty (30) day period immediately preceding any transfer of assets 
and liabilities from a Seller's Savings Plan to a Buyer Savings Plan pursuant to this Section 11.2.2, Buyer shall provide Seller with a written 
certification, in a form acceptable to Seller, that the Buyer Savings Plan satisfies each of the requirements set forth in this Section (b).  

(c) (i) Seller shall direct the trustee of the Seller's Savings Plans to transfer to the trustee or funding agent of the Buyer Savings Plan designated 
by Buyer an amount in cash equal in value to the account balances of the Transferred Employees covered by the Seller's Savings Plans as of the 
date of the transfer; provided that to the extent the account balances to be transferred consist in whole or in part of outstanding participant loans 
which comply with the provisions of the IRC and ERISA (the "Participant Loans"), Seller shall direct the trustee of the Seller's Savings Plans 
to transfer to the trustee or funding agent of the Buyer Savings Plans, in lieu of cash, the promissory notes and related documents evidencing 
such Participant Loans. Buyer and Seller shall take such actions as may be required to effect the assignment of such loans by the trustee of the 
Seller's Savings Plan to the trustee or funding agent of the Buyer Savings Plan, and Buyer shall cause the trustee or funding agent of the Buyer 
Savings Plan to accept the assignment of such Participant Loans.  

(ii) After the date of the transfer of assets and liabilities pursuant to this Section 11.2.2, Buyer shall assume all liabilities for the benefits 
payable to or with respect to such Transferred Employees under the Seller's Savings Plans, and Seller and the Seller's Savings Plans and their 
implementing trust shall retain no liability for such benefits (other than any additional liability that results from Seller's (or its Affiliate's) 
failure to comply with this Agreement, the Seller's Savings Plan or applicable Law and that does not result from any failure of Buyer or its 
Affiliates to comply with this Agreement, the Buyer Savings Plan or applicable Law).  



(d) For purposes of eligibility and vesting under the Buyer Savings Plans, each Transferred Employee shall be credited with service as of the 
Closing Date as determined under the terms of the Seller's Savings Plans. As soon as practicable after the Closing Date, Seller shall cause GTE 
Service Corporation to deliver to Buyer a list of the Transferred Employees covered by the Seller's Savings Plans, together with each 
Transferred Employee's service under each of the Seller's Savings Plans as of the Closing Date.  

(e) In connection with the transfer of assets and liabilities pursuant to this Section 11.2.2, Seller and Buyer shall cooperate with each other in 
making all appropriate filings required by the IRC or ERISA and the regulations thereunder, and the transfer of assets and liabilities pursuant to 
this Section 11.2.2 shall not take place until as soon as practicable after the latest of (i) the expiration of the thirty (30) day period following the 
filing of any required notices with the IRS pursuant to Section 6058(b) of the IRC, and (ii) the date Buyer has delivered to Seller (xx) a copy of 
the Buyer Savings Plan and a copy of the most recent determination letter from the IRS to the effect that the Buyer Savings Plan is qualified 
under Sections 401(a) and 401(k) of the IRC, together with documentation reasonably satisfactory to Seller of the due adoption of any 
amendments to the Buyer Savings Plan required by the IRS as a condition to such qualification and a certification from Buyer that no events 
have occurred that adversely affect the continued validity of such determination letter (apart from the enactment of any Federal law for which 
the remedial amendment period under Section 401(b) of the IRC has not yet expired).  

(f) As soon as practicable after the Closing Date, Seller shall cause GTE Service Corporation to deliver to Buyer a list of the Transferred 
Employees who have outstanding Participant Loans under the Seller's Savings Plans, together with copies of said Transferred Employees' 
notes, disclosure statements, and security agreements under the Seller's Savings Plans. Subject to obtaining the consent of the applicable 
Transferred Employee if required by law, from the Closing Date until the earliest of (i) the actual date of transfer of assets and liabilities 
pursuant to this Section 11.2.2; (ii) the full amortization of the Transferred Employee's indebtedness; (iii) the distribution of the entire balance 
of the Transferred Employee's accounts; or (iv) the last date on which Buyer or one of its Affiliates pays remuneration to the Transferred 
Employee, Buyer or its Affiliate shall (x) continue the payroll deductions pursuant to which each such Transferred Employee is discharging 
indebtedness to a Seller's Savings Plan and (y) remit the deducted funds to Fidelity Management Trust Company, the trustee of the Seller's 
Savings Plans, as soon as practicable, but in no event more than thirty (30) days, after the date of deduction, together with an accounting that 
identifies the Transferred Employees with respect to whom the funds were deducted and the amount deducted for each Transferred Employee. 
All such remitted funds shall be transferred to the appropriate Seller's Savings Plan and applied to reduce the appropriate Transferred 
Employee's outstanding indebtedness. Buyer's obligations under this  
Section (f) are limited to payroll deductions of Participant Loans repayments by the Transferred Employees and remittance of those funds, and 
nothing herein shall be construed to obligate Buyer to repay to Seller any portion of the outstanding indebtedness of the Transferred Employees 
that are not otherwise discharged by the Transferred Employees themselves.  

(g) Seller shall make all required matching contributions with respect to the Transferred Employees' contributions to the Seller's Savings Plans 
that are (i) eligible for matching and (ii) made before, or relate to a period ending on or prior to, the Closing Date. Such matching contributions 
shall be made not later than the date on which all other matching contributions are made to the Seller's Savings Plans with respect to 
contributions made at the same time as the Transferred Employees' contributions.  

11.2.3 Welfare Plans.  

(a) Buyer shall take all action necessary and appropriate to ensure that, as soon as practicable after the Closing Date, Buyer maintains or adopts, 
as of the Closing Date, one or more employee welfare benefit plans, including medical, health, dental, flexible spending account, accident, life, 
short-term disability, and long-term disability and other employee welfare benefit plans (including retiree medical and life) for the benefit of (i) 
the non-bargained Transferred Employees (the "Non-Union Welfare Plans") and (ii) the union-represented Transferred Employees in 
accordance with the provisions of applicable collective bargaining agreements (the "Bargained Welfare Plans"). The Non-Union Welfare Plans 
and the Bargained Welfare Plans are hereinafter referred to collectively as the "Buyer Welfare Plans." The Buyer Welfare Plans shall provide 
as of the Closing Date pre-retirement benefits to Transferred Employees (and their dependents and beneficiaries) that, in the aggregate, are 
comparable to the pre-retirement benefits to which they were entitled under the corresponding employee welfare benefit plans maintained by 
Seller on the Closing Date. For purposes of determining eligibility to participate in each Buyer Welfare Plan, each Transferred Employee shall 
be credited with service, determined under the terms of the corresponding welfare plans maintained by Seller on the Closing Date (hereinafter 
referred to collectively as the "Seller's Welfare Plans"). Any restrictions on coverage for pre-existing conditions or requirements for evidence of 
insurability under the Buyer Welfare Plans shall be waived for Transferred Employees, and Transferred Employees shall receive credit under 
the Buyer Welfare Plans for co-payments and payments under a deductible limit made by them and for out-of-pocket maximums applicable to 
them during the plan year of the Seller's Welfare Plan in accordance with the corresponding Seller's Welfare Plans. As soon as practicable after 
the Closing Date, Seller shall deliver to Buyer a list of the Transferred Employees who had credited service under a Seller's Welfare Plan, 
together with each such Transferred Employee's service, co-payment amounts, and deductible and out-of-pocket limits under such plan.  

(b) (i) Except as otherwise provided in subsection (b)(ii) of this  
Section (b) or in an applicable collective bargaining agreement, Buyer shall provide or cause to be provided retiree medical, health, and life 
benefits to each Transferred Employee (or the dependents or beneficiaries of such Transferred Employee, as the case may be) under 
substantially comparable terms and conditions as apply to other comparable employees of Buyer, and Seller shall have no obligation to provide 
retiree medical, health and life benefits in respect of any Transferred Employee on or after the Closing Date.  

(ii) Subject to Section 11.4 below, following the retirement from Buyer and its Affiliates or any successor thereof of a Transferred Employee 
who is not subject to a collective bargaining agreement as of the Closing Date, who has combined age and years of accredited service (within 
the meaning of the Seller's Pension Plan) as of June 1, 1999, equal to at least 66, and who as of his or her retirement has combined age and 
years of accredited service (within the meaning of the Seller Pension Plan) equal to at least 76 and at least 15 years of accredited service 
(within the meaning of the Seller's Pension Plan) (a "Retired Non-Union Transferred Employee"), Seller shall provide or cause to be provided 



to each such Retired Nonunion Transferred Employee (and/or his or her dependents and beneficiaries) retiree medical, health, and life benefits 
under terms and conditions that are substantially identical to the terms and conditions under the corresponding programs offered by Seller to its 
similarly situated noncollectively bargained employees retiring as of the Closing Date; provided that nothing in this subsection (b)(ii) shall be 
construed to prevent any Retired Non-Union Transferred Employee (or his or her dependents or beneficiaries) from voluntarily relinquishing 
such benefits. Buyer shall reimburse Seller, in accordance with this subsection (b)(ii), for the cost of the retiree medical, health, and life 
coverage for which Seller is responsible and that Seller actually provides pursuant to this subsection (b)(ii). For each year for which Buyer is 
required to reimburse Seller under this subsection  
(b)(ii), Buyer shall pay Seller annually in arrears, within 30 days after Seller provides a statement therefor to Buyer, (A) $4,500 with respect to 
each Retired Non-Union Transferred Employee who has not yet attained age 65 during the year for which the payment is made and $4,500 with 
respect to each spouse who is covered with respect to a Retired Non-Union Transferred Employee and who has not yet attained age 65 during 
the year for which the payment is made, and (B) $2,000 with respect to each Retired Non-Union Transferred Employee who has attained at 
least age 65 during the year for which the payment is made and $2,000 with respect to each spouse who is covered with respect to a Retired 
Non-Union Transferred Employee and who has attained at least age 65 during the year for which the payment is made. No reimbursement shall 
be due with respect to any dependent, other than a spouse, covered with respect to a Retired Non-Union Transferred Employee. The 
reimbursement obligation for partial years shall be prorated based on the portion of the year covered by the obligation. Each Retired Non-
Union Transferred Employee (or his or her dependent or beneficiary, as the case may be) who is provided benefits by Seller under this 
subsection (b)(ii) shall be required to pay to Seller any premium, contribution or other payment required under, and shall be subject to any 
copayment or deductible required under, the terms of Seller's applicable retiree medical, health, or life benefit plan; to the extent that any 
amount constituting such a payment is deducted from any plan, program, or arrangement maintained by Buyer or one of its Affiliates or is 
otherwise paid to Buyer or one of its Affiliates by such person, Buyer shall cause such amount to be paid to Seller as soon as administratively 
practicable.  

(iii) Benefits provided pursuant to subsection (b)(ii) of this  
Section (b) shall take into account service with and compensation increases from Buyer on and after the Closing Date in the same manner as if 
such post-Closing Date service was performed with, or such compensation was provided by, Seller. Buyer shall provide Seller with such 
information as shall be required to implement the immediately preceding sentence.  

(c) Buyer shall refer to GTE Service Corporation and GTE Service Corporation shall assume responsibility for any valid claim under a Seller's 
Welfare Plan for disability, medical, dental or other benefits made by a Transferred Employee on or after the Closing Date arising from a loss 
incurred on or before the Closing Date. Nothing in this Section 11.2.3 shall require Seller, any Affiliate of Seller, or the Seller's Welfare Plans 
to make any payment or to provide any benefit not otherwise provided by the terms of the Seller's Welfare Plans.  

(d) Seller, Buyer, their respective Affiliates, and the Seller's Welfare Plans and the Buyer Welfare Plans shall assist and cooperate with each 
other in the disposition of claims made under the Seller's Welfare Plans pursuant to subsection (c) of this Section 11.2.3, and in providing each 
other with any records, documents, or other information within its control or to which it has access that is reasonably requested by any other as 
necessary or appropriate to the disposition, settlement, or defense of such claims.  

(e) Except for GTE Flexible Reimbursement Plan (the "FRP") account balances described in Section 11.2.3(f), nothing in this Agreement shall 
require Seller or its Affiliates to transfer assets or reserves with respect to the Seller's Welfare Plans to Buyer or the Buyer Welfare Plans.  

(f) As of the Closing Date, Seller shall cause the portion of the FRP applicable to Transferred Employees to be segregated into a separate 
component and all account balances of the Transferred Employees in the FRP shall be transferred to a flexible reimbursement plan that Buyer 
shall cause to be maintained for the duration of the calendar year in which the Closing Date occurs.  

(g) On and for a period of at least three (3) years after the Closing Date, Transferred Employees not subject to a collective bargaining 
agreement shall be eligible for benefits under a Buyer severance or separation pay policy or plans that are the same as or comparable to the 
severance or separation pay policy benefits that are provided by Seller (or the applicable Affiliate, if the Transferred Employee is employed by 
an employer other than the Seller) or a Seller's Pension Plan as of the Closing Date. Buyer shall recognize the service of each such Transferred 
Employee with Seller and its Affiliates for eligibility, vesting, and benefit determinations under the Buyer severance or separation pay policy or 
plan. Transferred Employees subject to a collective bargaining agreement shall be eligible for severance or separation pay benefits in 
accordance with the terms of the applicable collective bargaining agreement.  

11.3 Miscellaneous Benefits.  

11.3.1 Loans.  

Buyer shall (i) obtain at its own expense newly executed payroll deduction authorization forms from all Transferred Employees to whom Seller 
has made outstanding education loans, mortgage loans, and relocation loans (excluding any Participant Loans under the Seller's Savings Plans), 
(ii) subject to obtaining the consent of the applicable Transferred Employee if required by law, continue the payroll deductions pursuant to 
which such Transferred Employees are discharging such indebtedness, and (iii) as soon as practicable, but in no event more than thirty (30) 
days, after the date of deduction, remit such funds (together with an accounting that identifies the Transferred Employees with respect to whom 
the funds were deducted and the amount deducted for each Transferred Employee) to Seller for application by Seller to the Transferred 
Employees' outstanding indebtedness. Buyer's obligation with respect to each respective Transferred Employee pursuant to the preceding 
sentence shall commence as of the Closing Date and continue until the earlier of the full amortization of the Transferred Employee's 
indebtedness or the last date on which Buyer or one of its Affiliates pays remuneration to the Transferred Employee. Seller shall not seek to 



accelerate, cancel or otherwise change the terms of any education loans, mortgage loans, or relocation loans made by Seller to such Transferred 
Employees, except in the case of a default by a Transferred Employee. Buyer's obligations under this Section 11.3.1 are limited to payroll 
deductions of loan repayments by the Transferred Employees and remittance of those funds and the related accounting, and nothing herein shall 
be construed to obligate Buyer to repay to Seller any portion of the outstanding indebtedness of the Transferred Employees that are not 
otherwise discharged by the Transferred Employees themselves; provided that, notwithstanding anything to the contrary in Article 12 of this 
Agreement or Section 11.6 of this Agreement, Seller shall indemnify and hold harmless Buyer for all claims, demands, actions, proceedings, 
causes of action, liability, loss, cost, damage, and expense (including reasonable attorney's fees) in any way arising from or incurred as a result 
of Buyer's administration of the outstanding indebtedness or the payroll deduction authorization process as described above. All Transferred 
Employees with outstanding indebtedness as described in this Section 11.3.1 and the amount and nature of this indebtedness shall be identified 
on a Schedule 11.3.1 to be prepared by Seller and submitted to Buyer before the Closing Date.  

11.3.2 Vacation.  

(a) On or after the Closing Date, Buyer shall allow Transferred Employees to receive paid time off in the calendar year of the Closing for any 
unused vacation time accrued, with respect to the calendar year of the Closing, prior to the Closing Date. Except as provided in the following 
sentence, Seller and its Affiliates shall have no liability to Transferred Employees for the vacation payments described in this Section 11.3.2. 
Seller shall pay Transferred Employees any banked vacation on or before the Closing Date. Schedule 11.1 to be prepared by Seller and 
submitted to Buyer on or before the Closing Date shall list the accrued but unused vacation pay, as of the Closing Date, of each Transferred 
Employee for the calendar year in which the Closing Date occurs.  

(b) For purposes of determining a Transferred Employee's eligibility for vacation under Buyer's vacation plan, a Transferred Employee shall be 
credited, as of the first day of the first calendar year that begins after the calendar year in which the Closing Date occurs, with service for the 
calendar year in which the Closing Date occurs in an amount equal to the aggregate of the Transferred Employee's service with both Seller and 
Buyer during the calendar year in which the Closing Date occurs.  

(c) At the time of Closing, all vacation for Transferred Employees for the calendar year of Closing shall be prorated and the net liability related 
thereto shall be an adjustment to the Purchase Price (the "Vacation Proration Amount"). The adjustment shall be determined by crediting the 
Buyer with an amount equal to the accrued and unused vacation for Transferred Employees. In determining said net liability, Seller shall 
receive a credit against the total liability for any vacation used in excess of the accrued vacation for Transferred Employees as of the Closing 
Date.  

11.4 Employee Rights.  

Nothing herein expressed or implied shall confer upon any employee of Seller or its Affiliates, or Buyer or its Affiliates, or upon any legal 
representative of such employee, or upon any collective bargaining agent, any rights or remedies, including any right to employment or 
continued employment for any specified period, of any nature or kind whatsoever under or by reason of this Agreement.  

Nothing in this Agreement shall be deemed to confer upon any person (nor any beneficiary thereof) any rights under or with respect to any 
plan, program, or arrangement described in or contemplated by this Agreement, and each person (and any beneficiary thereof) shall be entitled 
to look only to the express terms of any such plan, program, or arrangement for his or her rights thereunder.  

Nothing in this Agreement shall cause Buyer or its Affiliates, nor Seller or its Affiliates to have any obligation to provide employment or any 
employee benefits to any individual who is not a Transferred Employee or, except as otherwise provided in Section 11.1.2 with respect to 
employment agreements, to continue to employ any Transferred Employee for any period of time following the Closing Date.  

11.5 WARN Act Requirements.  

On and after the Closing Date, Buyer shall be responsible with respect to Transferred Employees and their beneficiaries for compliance with 
the Worker Adjustment and Retraining Notification Act of 1988 and any other applicable Law, including any requirement to provide for and 
discharge any and all notifications, benefits, and liabilities to Transferred Employees and government agencies that might be imposed as a 
result of the consummation of the transactions contemplated by this Agreement or otherwise.  

11.6 Indemnification.  

11.6.1 Indemnification of Seller. Notwithstanding anything to the contrary in Article 12 of this Agreement, Buyer shall indemnify and hold 
harmless Seller, its Affiliates, and their respective directors, officers, employees, agents, and assigns, and each employee benefit plan or 
arrangement maintained or contributed to by Seller or an Affiliate thereof (whether or not such plan or arrangement is an "employee benefit 
plan" within the meaning of  
Section 3(3) of ERISA) and its administrators, fiduciaries, and agents, from and against any and all claims, demands, actions, administrative or 
other proceedings, causes of action, liability, loss, cost, damage, and expense (including reasonable attorneys' fees) (i) in any way arising out of 
or incurred as a result of any action by Buyer, its Affiliates, their respective directors, officers, employees, or agents, the administrators or 
fiduciaries of any employee benefit plan maintained or contributed to by Buyer or an Affiliate thereof (whether or not such plan or arrangement 
is an "employee benefit plan" within the meaning of Section 3(3) of ERISA), or any of their successors, to change, reduce contributions to, 
terminate, fail to continue, fail to pay benefits under, or fail to manage or administer properly any employee benefit plan or arrangement 



(whether or not such plan or arrangement is an "employee benefit plan" within the meaning of Section 3(3) of ERISA) on or after the Closing 
Date, or (ii) in any way arising out of or incurred as a result of any action that is a breach of any the covenants, representations, warranties, or 
obligations of any such person under this Agreement.  

11.6.2 Indemnification of Buyer. Notwithstanding anything to the contrary in Article 12 of the Agreement, Seller shall indemnify and hold 
harmless Buyer, its Affiliates, and their respective directors, officers, employees, agents, and assigns, and each employee benefit plan or 
arrangement maintained or contributed to by Buyer or an Affiliate thereof (whether or not such plan or arrangement is an "employee benefit 
plan" within the meaning of  
Section 3(3) of ERISA) and its administrators, fiduciaries, and agents, from and against any and all claims, demands, actions, administrative or 
other proceedings, causes of action, liability, loss, cost, damage, and expense (including reasonable attorneys' fees) (i) in any way arising out of 
or incurred as a result of any action by Seller, its Affiliates, their respective directors, officers, employees, or agents, the administrators or 
fiduciaries of any employee benefit plan maintained or contributed to by Seller or an Affiliate thereof (whether or not such plan or arrangement 
is an "employee benefit plan" within the meaning of Section 3(3) of ERISA), or any of their successors, to change, reduce contributions to, 
terminate, fail to continue, fail to pay benefits under, or fail to manage or administer properly any employee benefit plan or arrangement 
(whether or not such plan or arrangement is an "employee benefit plan" within the meaning of Section 3(3) of ERISA) before, or relating to a 
period before, the Closing Date, or (ii) in any way arising out of or incurred as a result of any action that is a breach of any the covenants, 
representations, warranties, or obligations of any such person under this Agreement.  

11.7 Special Provisions For Certain Employees.  

Any individual employed in or in association with the Business and whose primary work location is within the areas serviced by the Purchased 
Exchanges who as of the Closing Date either (i) is currently receiving long-term disability benefits under a long-term disability plan of the 
Seller or one of its Affiliates (the "Seller's LTD Plan"), (ii) has been approved for receipt of long-term disability benefits under the Seller's LTD 
Plan, or (iii) is receiving a disability pension under a Seller's Pension Plan (collectively, an "LTD Recipient") shall be treated as a Transferred 
Employee if and when the LTD Recipient recovers from his or her disabling condition and returns to active service with the Buyer. The term 
"LTD Recipients" shall include only those individuals described in the preceding sentence who are identified on Schedule 11.1.  

Any Transferred Employee described in the preceding paragraph (whether or not identified on Schedule 11.1 as an "LTD Recipient") shall 
continue to receive benefits under Seller's LTD Plan (or, if applicable, a disability pension under a Seller's Pension Plan) after the Closing Date 
to the extent provided under Seller's LTD Plan (or the applicable Seller's Pension Plan). As long as such individual remains eligible to receive 
benefits under Seller's LTD Plan (or the applicable Seller's Pension Plan), the Buyer shall not be required to provide coverage or benefits to the 
individual under the employee benefit plans or programs maintained by the Buyer.  

If any LTD Recipient recovers from his or her disabling condition, Seller shall have no obligation to offer or provide any employment to such 
LTD Recipient, and absent a legal or contractual right to reemployment and except as otherwise provided in Section 11.1, Buyer shall have no 
obligation to offer or provide any employment to such LTD Recipient. If an LTD Recipient who received disability benefits under the Seller's 
LTD Plan (or the applicable Seller's Pension Plan, as the case may be) returns to active service with the Buyer or one of its Affiliates, the LTD 
Recipient's period of disability covered under the Seller's LTD Plan (or the applicable Seller's Pension Plan, as the case may be) shall be treated 
as a period of service under the employee benefit plans and programs of the Buyer and its Affiliates to the same extent that the period of 
disability is treated as a period of service under the employee benefit plans and programs of Seller and its Affiliates.  

ARTICLE 12. INDEMNIFICATION  

12.1 Survival of Representations. Warranties and Covenants.  

(a) The representations and warranties contained in Sections 8.1.6 and 8.2.6 will survive the Closing and remain in full force and effect 
indefinitely. The representations and warranties in Sections 8.1.7 and 8.1.13 shall remain in full force and effect until that day which is thirty 
(30) days beyond the applicable statute of limitations. Each of the other representations and warranties contained in Article 8 or elsewhere in 
this Agreement will terminate, without further action, on the date which is the later of (i) one (1) year following the Closing Date, or (ii) the 
completion of Buyer's first audit cycle (in either case the "Expiration Date") following the Closing Date, however that the Expiration Date shall 
under no circumstances occur more than fifteen (15) months following the Closing Date.  

(b) This Article 12 shall survive any termination of this Agreement and the Ancillary Agreements and the indemnification contained in this 
Article 12 shall survive the Closing and shall remain in effect (i) indefinitely, with respect to any Indemnifiable Claim related to the breach of 
any representation or warranty which pursuant to Section 12.1(a) survives indefinitely, (ii) indefinitely, with respect to any Indemnifiable 
Claim arising under Section  
12.2(a)(iii) (Retained Liabilities) or 12.2(b)(iii) (Assumed Liabilities), (iii) thirty days beyond the applicable statute of limitations, with respect 
to any claims arising under Section 8.1.7 or 8.1.13, and (iv) until the Expiration Date for any Indemnifiable Claims that are not specified in any 
of the preceding clauses. Unless a claim for indemnification with respect to any alleged breach of any representation or warranty is asserted by 
notice given as herein provided that specifically identifies a particular breach and the underlying facts relating thereto, which notice is given 
within the applicable period of survival for such representation or warranty, such claim may not be pursued and is irrevocably waived after 
such time. Without limiting the generality or effect of the foregoing, no claim for indemnification with respect to any representation or 
warranty will be deemed to have been properly made except (i) to the extent it is based upon a Third Party Claim made or brought prior to the 
expiration of the survival period for such representation or warranty, or (ii) to the extent based on Indemnifiable Losses incurred by an 
Indemnitee prior to the expiration of the survival period for such representation or warranty.  



12.2 Indemnification.  

(a) Following the Closing and subject to the other sections of this Article 12, Seller will indemnify, defend and hold harmless Buyer and its 
Affiliates and their respective directors, officers, and agents from and against all Indemnifiable Losses relating to, resulting from or arising out 
of (i) any inaccuracy in any of the representations and warranties made by Seller in  
Section 8.1 of this Agreement and the Ancillary Documents, (ii) a breach by Seller of any covenant of Seller contained in this Agreement, 
which covenant requires performance by Seller at or after the Closing, and (iii) any of the Retained Liabilities.  

(b) Following the Closing and subject to the other sections of this Article 12, Buyer will indemnify, defend and hold harmless Seller and its 
Affiliates and their respective directors, officers, and agents from and against all Indemnifiable Losses relating to, resulting from or arising out 
of (i) any inaccuracy in any of the representations or warranties made by Buyer in Section 8.2 of this Agreement, (ii) a breach by Buyer of any 
covenant of Buyer contained in this Agreement, which covenant requires performance by Buyer at or after the Closing, and (iii) any of the 
Assumed Liabilities.  

(c) Payments made under this Section 12.2 shall be treated by Buyer and Seller as purchase price adjustments and Buyer and Seller shall file all 
Tax Returns consistent with such treatment. Notwithstanding anything to the contrary contained herein, Buyer shall not be indemnified or 
reimbursed for any Tax consequences arising from the receipt or accrual of an indemnity payment hereunder including any Tax consequences 
arising from adjustments to the basis of any asset resulting from an adjustment to the Purchase Price or any additional or reduced taxes 
resulting from any such basis adjustment.  

12.3 Limitations on Liability.  

(a) For purposes of this Agreement, (i) "Indemnification Payment" means any amount of Indemnifiable Losses required to be paid pursuant to 
this Agreement, (ii) "Indemnitee" means any person or entity entitled to indemnification under this Agreement, (iii) "Indemnifying Party" 
means any person or entity required to provide indemnification under this Agreement, and  
(iv) "Indemnifiable Losses" means any losses, liabilities, damages, costs and expenses (including reasonable attorneys' fees and expenses) 
incurred in connection with any actions, suits, demands, assessments, judgments and settlements, in any such case (x) reduced by (i) the 
amount of insurance proceeds recovered from any person or entity with respect thereto, and (ii) any Tax benefits to the Indemnitee as a result 
of the Indemnifiable Losses involved and (y) excluding any such losses, liabilities damages, costs and expenses to the extent that the 
underlying liability or obligation is the result of any action taken or omitted to be taken by any Indemnitee unless the Indemnitee took or 
omitted to take such actions in reasonable reliance on the representations and warranties made by the Indemnitor. For purposes of this 12.3(a), 
the amount of any Tax benefits to the Indemnitee shall be deemed to be equal to the net present value amount of the reduction in federal, state 
and local income or franchise taxes or the increase of a Tax loss or credit determined on the basis of the maximum applicable marginal Tax rate 
in effect for the taxable period when payment is made by the Indemnifying Party(regardless of whether the Indemnitee realizes or will realize 
an actual reduction in federal, state or local income or franchise taxes).  

(b) Notwithstanding anything to the contrary contained in this Agreement, if the Closing occurs, (i) no claim for indemnification may be 
asserted under Section 12.2(a) with respect to any matter discovered by or known to Buyer on or before the date of this Agreement, (ii) no 
claim for indemnification may be asserted under Section 12.2(b) with respect to any matter discovered by or known to Seller on or before the 
Closing Date, and (iii) no claim for indemnification may be asserted under Section 12.2(a) with respect to any matter discovered or known by 
Buyer between the date hereof and the Closing Date unless Buyer notifies Seller in writing prior to the Closing Date.  

(c) As between Seller and any Affiliate of Seller, on the one hand, and Buyer and any Affiliate of Buyer, on the other hand, the remedies, rights 
and obligations set forth in this Article 12, Sections 10.1.2, 11.2.2, 11.6, 13.3 and the Ancillary Agreements will be the exclusive remedies, 
rights and obligations with respect to the liabilities and obligations referred to in  
Section 12.2 and any breach of the representations, warranties or covenants set forth in this Agreement. Without limiting the foregoing, as a 
material inducement to entering into this Agreement, to the fullest extent permitted by law, each of the parties waives any claim or cause of 
action that it otherwise might assert, and any breach of the representations, warranties or covenants set forth in this Agreement, except for 
claims or causes of action brought under and subject to the terms and conditions of this Article 12 and Sections 10.1.2, 11.2.2, 11.6 and 13.3.  

(d) Notwithstanding any other provision of this Agreement or of any applicable Law, no Indemnitee will be entitled to make a claim against an 
Indemnifying Party under Sections 10.1.2, 11.2.2, 11.6, 12.2(a) or 12.2(b) until:  

(i) the amount of Indemnifiable Losses incurred by the Indemnitee for any individual occurrence giving rise to such Indemnifiable Losses 
exceeds twenty-five thousand dollars ($25,000), and  

(ii) the aggregate amount of claims that may be asserted for such Indemnifiable Losses pursuant to Section 12.3(d)(i) exceeds an amount equal 
to one and one-half percent (1.5%) of the Purchase Price, but only to the extent such amount, if any, is less than the amount set forth in Section 
12.3(e). If the aggregate amount of Indemnifiable Losses that may be asserted pursuant to  
Section 12.3(d)(i) exceeds one and one-half percent (1.5%) of the Purchase Price, the Indemnifying Party shall be obligated to indemnify the 
Indemnitee for all Indemnifiable Losses without regard to the one and one-half percent (1.5%) threshold amount, subject only to the limitation 
of Section 12.3(e).  

(e) Notwithstanding any other provision of this Agreement, the indemnification obligations of Seller under Section 12.2(a) (except with respect 
to indemnification for inaccuracies of the representations contained in Sections 8.1.1 through 8.1.6) or the indemnification obligation of Buyer 



under Section 12.2(b) will not exceed the amount of an amount equal to ten percent (10%) of the Purchase Price respectively.  

(f) No Indemnifying Party shall be liable to or obligated to indemnify any Indemnitee hereunder for any consequential, special, multiple, 
punitive or exemplary damages including, but not limited to, damages arising from loss or interruption of business, profits, business 
opportunities or goodwill, loss of use of facilities, loss of capital, claims of customers, or any cost or expense related thereto, except to the 
extent such damages have been recovered by a third person and are the subject of a Third Party Claim for which indemnification is available 
under the express terms of this Section 12.  

(g) Seller and Buyer shall cooperate with each other with respect to resolving any claim or liability with respect to which one party is obligated 
to indemnify the other party hereunder, including by making commercially reasonable efforts to mitigate or resolve any such claim or liability.  

12.4 Defense of Claims.  

(a) If any Indemnitee receives notice of the assertion of any claim or of the commencement of any action or proceeding by any entity that is not 
a party to this Agreement or an Affiliate of such a party (a "Third Party Claim") against such Indemnitee, with respect to which an 
Indemnifying Party is obligated to provide indemnification under this Agreement, the Indemnitee will give such Indemnifying Party reasonably 
prompt written notice thereof, but in any event not later than ten (10) business days after receipt of notice of such Third Party Claim; provided, 
however, that the failure of the Indemnitee to notify the Indemnifying Party shall only relieve the Indemnifying Party from its obligation to 
indemnify the Indemnitee pursuant to this Article 12 to the extent that the Indemnifying Party is materially prejudiced by such failure (whether 
as a result of the forfeiture of substantive rights or defenses or otherwise). Upon receipt of notification of a Third Party Claim, the 
Indemnifying Party shall be entitled, upon written notice to the Indemnitee, to assume the investigation and defense thereof with counsel 
reasonably satisfactory to the Indemnitee. Whether or not the Indemnifying Party elects to assume the investigation and defense of any Third 
Party Claim, the Indemnitee shall have the right to employ separate counsel and to participate in the investigation and defense thereof; 
provided, however, that the Indemnitee shall pay the fees and disbursements of such separate counsel unless (i) the employment of such 
separate counsel has been specifically authorized in writing by the Indemnifying Party, (ii) the Indemnifying Party has failed to assume the 
defense of such Third Party Claim within reasonable time after receipt of notice thereof with counsel reasonably satisfactory to such 
Indemnitee, or (iii) the named parties to the proceeding in which such claim, demand, action or cause of action has been asserted include both 
the Indemnifying Party and such Indemnitee and, in the reasonable judgment of counsel to such Indemnitee, there exists one or more defenses 
that may be available to the Indemnitee that are in conflict with those available to the Indemnifying Party. Notwithstanding the foregoing, the 
Indemnifying Party shall not be liable for the fees and disbursements of more than one counsel for all Indemnified Parties in connection with 
any one proceeding or any similar or related proceedings arising from the same general allegations or circumstances. Without the prior written 
consent of the Indemnitee, the Indemnifying Party will not enter into any settlement of any Third Party Claim that would lead to liability or 
create any financial or other obligation on the part of the Indemnitee unless such settlement includes as an unconditional term thereof the 
release of the Indemnitee from all liability in respect of such Third Party Claim. If a settlement offer solely for money damages is made by the 
applicable third party claimant, and the Indemnifying Party notifies the Indemnitee in writing of the Indemnifying Party's willingness to accept 
the settlement offer and pay the amount called for by such offer without reservation of any rights or defenses against the Indemnitee, the 
Indemnitee may continue to contest such claim, free of any participation by the Indemnifying Party, and the amount of any ultimate liability 
with respect to such Third Party Claim that the Indemnifying Party has an obligation to pay hereunder shall be limited to the lesser of (A) the 
amount of the settlement offer that the Indemnitee declined to accept plus the Losses of the Indemnitee relating to such Third Party Claim 
through the date of its rejection of the settlement offer or (B) the aggregate Losses of the Indemnitee with respect to such claim.  

(b) Any claim by an Indemnitee on account of an Indemnifiable Loss that does not result from a Third Party Claim (a "Direct Claim") will be 
asserted by giving the Indemnifying Party reasonably prompt written notice thereof, but in any event not later than thirty (30) calendar days 
after the incurrence thereof or the time Indemnitee knew or should have known of the incurrence thereof, and the Indemnifying Party will have 
a period of thirty (30) calendar days following the receipt of written notice within which to respond in writing to such Direct Claim. If the 
Indemnifying Party does not so respond within such thirty (30) calendar day period, the Indemnifying Party will be deemed to have rejected 
such claim, in which event the Indemnitee will be free to pursue such remedies as may be available to the Indemnitee on the terms and subject 
to the provisions of this Article 12.  

(c) If after the making of any Indemnification Payment the amount of the Indemnifiable Loss to which such payment relates is reduced by 
recovery, settlement or otherwise under any insurance coverage, or pursuant to any claim, recovery, settlement or payment by or against any 
other entity, the amount of such reduction (less any costs, expenses, premiums or taxes incurred in connection therewith) will promptly be 
repaid by the Indemnitee to the Indemnifying Party. Upon making any Indemnification Payment, the Indemnifying Party will, to the extent of 
such Indemnification Payment, be subrogated to all rights of the Indemnitee against any third party that is not an Affiliate of the Indemnitee in 
respect of the Indemnifiable Loss to which the Indemnification Payment relates; provided that (i) the Indemnifying Party shall then be in 
compliance with its obligations under this Agreement in respect of such Indemnifiable Loss, and (ii) until the Indemnitee recovers full payment 
of its Indemnifiable Loss, all claims of the Indemnifying Party against any such third party on account of said Indemnification Payment will be 
subrogated and subordinated in right of payment to the Indemnitee's rights against such third party. Without limiting the generality or effect of 
any other provision of this Article 12, each such Indemnitee and Indemnifying Party will duly execute upon request all instruments reasonably 
necessary to evidence and perfect the above-described subrogation and subordination rights.  

12.5 No Indemnifiable Claims Resulting From Governmental Authority Action. Buyer has no indemnifiable or otherwise compensable claim 
that any of Seller's representations or warranties in Section 8.1 is inaccurate, or that any covenant has been breached, if such claim is predicated 
on any change, revision, new or different interpretation of existing Law or the passing of a new Law by a Governmental Authority (other than a 
tax authority) undertaken after Closing or any action a Governmental Authority (other than a tax authority) requires Seller to undertake after 
Closing pursuant to a change, revision, new or different interpretation of existing Law or the passing of a new Law.  



ARTICLE 13. TERMINATION  

13.1 Termination Rights. This Agreement may be terminated at any time prior to the Closing Date:  

(a) at any time by mutual written consent of the parties;  

(b) by Buyer if any of the conditions provided in Section 6.1 of this Agreement have not been met within eighteen (18) months after execution 
of this Agreement and have not been waived by Buyer;  

(c) by Seller if any of the conditions provided in Section 6.2 of this Agreement have not been met within eighteen (18) months after execution 
of this Agreement and have not been waived by Seller; or  

(d) by Seller if any obligations of Buyer provided in Article 3 become incapable of being fulfilled provided that Seller shall have first given 
Buyer written notice of its intent to terminate the Agreement pursuant to this subsection and Buyer has failed to cure its incapacity to Seller's 
reasonable satisfaction within thirty (30) days of receipt of such notice.  

13.2 Good faith Performance. Neither party shall be entitled to exercise any right of termination pursuant to subsection 13.1(b), (c) or (d) above 
if such party shall not have performed diligently and in good faith the obligations required to be performed by such party hereunder prior to the 
date of termination.  

13.3 Effect of Termination.  

(a) If this Agreement is terminated as a result of a Material Adverse Effect or Section 13.1(a), this Agreement shall be of no further force and 
effect and there shall be no further liability hereunder (except the obligations under the Confidentiality Agreement and the liability for breach 
of such obligations) on the part of either party or their respective Affiliates, directors, officers, shareholders, agents or other representatives. 
Upon such a termination, Seller shall promptly refund the Deposit to Buyer and shall pay to Buyer an additional amount (the "Interest 
Amount") equal to the interest that would have been accrued on the Deposit during the period beginning on receipt by Seller of the Deposit and 
ending on the date of termination hereof if the deposit had borne interest at the rate per annum of five percent (5%).  

(b) If this Agreement is terminated by Buyer pursuant to Section 13.1(b), this Agreement shall be of no further force and effect and there shall 
be no further obligations or liability hereunder (except the obligations under the Confidentiality Agreement and the liability for breach of such 
obligations) on the part of either party or their respective Affiliates, directors, officers, shareholders, agents or other representatives; provided, 
however, that no such termination shall relieve Seller of liability for any claims, damages or losses suffered by Buyer as a result of the 
negligent or willful failure of Seller to perform any obligations required to be performed by it hereunder on or prior to the date of termination. 
Seller shall promptly refund the Deposit following such termination and shall pay the Buyer the Interest Amount. Notwithstanding anything 
herein to the contrary, in no event shall any act or omission of Seller in connection with the Merger be deemed to be a breach of the terms and 
conditions of this Agreement for purposes of this Section 13.3(b).  

(c) If this Agreement is terminated by Seller pursuant to Section 13.1(c) or (d), this Agreement shall be of no further force and effect and there 
shall be no further obligations or liability hereunder (except the obligations under the Confidentiality Agreement and the liability for breach of 
such obligations) on the part of either party or their respective Affiliates, directors, officers, shareholders, agents or other representatives and 
Seller shall return the Deposit and Interest Amount; provided, however, that in the event such termination is the result of the negligent or 
willful failure of Buyer to perform any obligations required to be performed by it hereunder on or prior to the date of termination, then Seller 
shall retain the Deposit and Interest Amount as liquidated damages. Such liquidated damages is designed to compensate Seller for its lost 
opportunity costs and reliance damages caused by such termination.  

(d) If this Agreement is terminated by either party pursuant to a Material Adverse Effect arising directly from the Merger, and not through any 
fault of Buyer, in addition to the Seller's obligations described in Section 13.3(a), Seller shall pay Buyer the amount of Buyer's reasonable out-
of-pocket expenses incurred in connection with this Agreement.  

(e) Upon any termination of the Agreement, each of the parties shall promptly comply with the obligations of the Confidentiality Agreement 
regarding return or destruction of Evaluation Material of the other party.  

(f) Notwithstanding anything to the contrary contained herein, the provisions of this Section 13.3 and of Sections 14.1, 14.2, 14.3, 14.8, 14.11, 
14.13 and 14.14, shall survive any termination of this Agreement.  

ARTICLE 14. MISCELLANEOUS  

14.1 Notices. All notices and other communications required or permitted hereunder shall be in writing and, unless otherwise provided in this 
Agreement, will be deemed to have been given when delivered in person or dispatched by electronic facsimile transfer (confirmed in writing by 
certified mail, concurrently dispatched) or one business day after having been dispatched for next-day delivery by a nationally recognized 
overnight courier service to the appropriate party at the address specified below:  



(a) If to Buyer, to:  

 
Telephone USA of Wisconsin, LLC  

109 Indian Trail  
Oak Brook, Illinois 60523  

Facsimile No.: (708) 633-0382  
Attention: Joseph A. Stroud  

With a copy to (which shall not constitute notice):  
Dow, Lohnes & Albertson PLLC 1200 New Hampshire Avenue, N.W.  

Suite 800  
Washington, D.C. 20036  

Facsimile No.: (202) 776-2222  
Attention: John R. Feore, Jr.  

(b) If to Seller, to:  

 
William M. Edwards, III  

Vice President - Property Repositioning  
600 Hidden Ridge, HQE02J27  

Irving, TX 75038  
Facsimile No. (972) 719-7062  

With a copy to:  
Dale R. Chamberlain  

Legal Counsel - Property Repositioning  
600 Hidden Ridge, HQE02J34  

Irving, TX 75038  
Facsimile No. (972) 719-7162  

or to such other address or addresses as any such party may from time to time designate for itself by like notice.  

14.2 Information Releases. The parties shall consult with each other (and allow the other party notice, and a reasonable time to comment) in 
preparing any employee announcement, press release, public announcement, news media response or other form of release of information 
concerning this Agreement or the transactions contemplated hereby that is intended to provide such information to the employees generally, 
news media or the public. Neither party shall issue or cause the publication of any press release, public announcement or media response 
without the prior written consent of the other party; provided, however, that, after allowing the other party notice and a reasonable time to 
comment prior to issuance, nothing herein will prohibit either party from making an employee announcement, or issuing or causing publication 
of any press release, public announcement or media response to the extent that such action is required by applicable Law or the rules of any 
national stock exchange applicable to such party or its Affiliates.  

14.3 Expenses. Whether or not the transactions contemplated hereby are consummated and except as otherwise expressly provided herein, each 
party will pay any expenses (including attorneys' fees) incurred by it incidental to this Agreement and in consummating the transactions 
provided for herein.  

14.4 Successors and Assigns. This Agreement will be binding upon and inure to the benefit of the parties hereto and their respective successors 
and permitted assigns, but is not assignable or delegable by any party without the prior written consent of the other party; provided, that Seller 
may assign this Agreement to an Affiliate of Seller if Seller guarantees such Affiliate's obligations under this Agreement without the consent of 
Buyer including, on and after the closing of the Merger, the ultimate parent entity of the successor corporation to such merger or any entity 
controlled thereby and, provided further, that Buyer may assign this Agreement to a subsidiary without the consent of Seller if (i) Buyer 
guarantees such subsidiary's obligations under this Agreement, and (ii) such subsidiary would meet one of more of the FCC's designated entity 
rules and standards including but not limited to 47CFR 24.720(c) and 47CFR1.2110.  

14.5 Amendments. This Agreement may be amended or modified only by a subsequent writing signed by authorized representatives of both 
parties.  

14.6 Captions. The captions set forth in this Agreement are for conven- ience only and shall not be considered as part of this Agreement, nor as 
in any way limiting or amplifying the terms and provisions hereof.  

14.7 Entire Agreement. The term " Agreement" shall mean collectively this document, the Schedules hereto and any agreements expressly 
incorporated herein. This Agreement supersedes and revokes any prior discussions and representations, other agreements, commitments, 



arrangements or understandings of any sort whatsoever, whether oral or written, that may have been made or entered into by the parties relating 
to the matters contemplated hereby. This Agreement, the Confidentiality Agreement and the Ancillary Documents constitute the entire 
agreement by and among the parties with respect to the subject matter hereof, and there are no representations, warranties, agreements, 
commitments, arrangements or understandings except as expressly set forth herein.  

14.8 Waiver. Except as otherwise expressly provided in this Agreement, neither the failure nor any delay on the part of any party to exercise 
any right, power or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise or waiver of any such right, 
power or privilege preclude any other or further exercise thereof, or the exercise of any other right, power or privilege available to each party at 
law or in equity.  

14.9 Third Parties. Except as expressly provided herein, nothing contained in this Agreement is intended to confer upon any Person, other than 
the parties hereto and their successors and permitted assigns, any rights or remedies under or by reason of this Agreement.  

14.10 Counterparts. This Agreement may be executed in two or more counterparts, any or all of which shall constitute one and the same 
instrument.  

14.11 Governing Law. This Agreement and the Ancillary Agreements shall in all respects be governed by and construed in accordance with the 
laws of the State of New York (except that no effect shall be given to any conflicts of law principles of the State of New York that would 
require the application of the laws of any other jurisdiction). The parties irrevocably submit to the exclusive jurisdiction of any New York State 
Court or any Federal Court located in the borough of Manhattan in the City of New York for purposes of any suit, action or other proceeding 
arising out of this Agreement, the Ancillary Agreements or any transaction contemplated hereby or thereby. The parties agree that service of 
process, summons or notice or document by U.S. registered mail to such party's respective address set forth in Section 14.1 shall be effective 
service of process for any action, suit or proceeding in New York with respect to any matters to which it has submitted to jurisdiction as set 
forth above in the immediately preceding sentence. The parties hereto irrevocably and unconditionally waive trial by jury in any legal action or 
proceeding relating to this Agreement or any other agreement entered into in connection therewith and for any counterclaim with respect 
thereto. In the event of any breach of the provisions of this Agreement or any other agreement entered into in connection therewith, the non-
breaching party shall be entitled to equitable relief, including in the form of injunctions and orders for specific performance, where the 
applicable legal standards for such relief in such courts are met, in addition to all other remedies available to the non-breaching party with 
respect thereto at law or in equity.  

14.12 Further Assurances. From time to time, as and when requested by one of the parties, the other party will use its commercially reasonable 
efforts to execute and deliver, or cause to be executed and delivered, all such documents and instruments as may be reasonably necessary or 
appropriate, in the reasonable opinion of counsel for Seller and Buyer, to consummate and make effective the transactions contemplated by this 
Agreement.  

14.13 Severability. If any provision of this Agreement is determined to be invalid, illegal or unenforceable by any Governmental Authority, the 
remaining provisions of this Agreement to the extent permitted by Law shall remain in full force and effect provided that the essential terms 
and conditions of this Agreement for both parties remain valid, binding and enforceable and provided that the economic and legal substance of 
the transactions contemplated is not affected in any manner materially adverse to any party. In the event of any such determination, the parties 
agree to negotiate in good faith to modify this Agreement to fulfill as closely as possible the original intents and purposes hereof. To the extent 
permitted by Law, the parties hereby to the same extent waive any provision of Law that renders any provision hereof prohibited or 
unenforceable in any respect.  

Intentionally left blank.  



14.14 Representation by Counsel. Seller and Buyer each acknowledge that each party to this Agreement has been represented by counsel in 
connection with this Agreement and the transactions contemplated by this Agreement.  

IN WITNESS WHEREOF, the parties, acting through their duly authorized agents, have caused this Agreement to be duly executed and 
delivered as of the date first above written.  

GTE NORTH INCORPORATED TELEPHONE USA OF WISCONSIN, LLC  

 

By:  ______________________________      By:  _____ ________________________  
 
Name:  ____________________________      Name:  ___ ________________________  
 
Title:  ___________________________      Title:  __ ________________________  
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ASSET PURCHASE AGREEMENT  

THIS ASSET PURCHASE AGREEMENT (this "Agreement") is made and entered into as of the 7th day of October, 1999, by and between 
CenturyTel, Inc., a Louisiana corporation ("Buyer"), and GTE North Incorporated, a Wisconsin corporation ( "Seller").  

RECITALS  

WHEREAS, Seller is in the business of providing regulated local exchange telephone service in certain areas of the state of Wisconsin; and  

WHEREAS, Seller desires to sell, convey, assign, transfer and deliver to Buyer, and Buyer desires to purchase and accept from Seller, certain 
of its telephone properties and related assets used in the provision of such service, upon the terms and conditions set forth in this Agreement.  

NOW, THEREFORE, the parties hereto, intending to be legally bound, agree as follows:  

ARTICLE 1  
DEFINITIONS  

1.1 Terms. For purposes of this Agreement and any amendment hereto, the following terms are defined as set out below or in the Section 
referenced below:  

"Accounts Receivable Settlement Statements" is defined in Section 10.16(b).  

"Acquired Local Loop" means a "Local Loop" as defined in 47 C.F.R.  
Section 51.319(a) of the FCC's rules, which Local Loop is part of the Purchased Exchanges.  

"Active Employees" is defined in Section 11.1.  

"Advanced Billings" means amounts arising primarily from the operation of the Business that have been billed by Seller as of the Closing Date 
but that are unearned because they relate to provision of service after the Closing Date.  

"Affiliate" means, with respect to any Person, any other Person that, directly or indirectly, through one or more intermediaries, controls, is 
controlled by, or is under common control with, such Person.  

8.1.8             Real Property Leases 
8.1.9             Title Exceptions for Tangible Pur chased Property 
8.1.10            Material Adverse Changes 
8.1.11(a)         Material Contracts - Limitations on Competition 
8.1.11(b)         Material Contracts - Liens 
8.1.11(c)         Material Contracts - Sale of Purc hased Property 
8.1.11(d)         Material Contracts - Ordinary Cou rse 
8.1.13            Exceptions to Tax Return Filings 
8.1.14            State and Federal Claims/Suits 
8.1.15(a)         Tariff Proceedings 
8.1.15(b)         FCC Licenses 
8.1.16(a)         Employee Matters - Seller's Emplo yee Benefit Plans 
8.1.16(b)         Employee Matters - Seller's Mater ial Liabilities under ERISA  
8.1.16(c)         Employee Matters - Seller's ERISA  Plans - Compliance 
8.1.16(d)         Employee Matters - Seller's Multi employer Plans 
8.1.16(e)         Employee Matters - Seller's Union  Representation 
8.1.17            Telephone Plant 
8.1.18            Real Property Interests List 
8.1.19            Environmental Matters 
8.1.20            Joint Construction Projects 
8.1.21(a)         Financial Statement - Estimated I ncome Statement 
8.1.21(b)         Financial Statement - Estimated B alance Sheet 
8.1.21(c)         Financial Statement - Estimated S tatement of Cash Flows 
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                  and LTD Recipients 
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"Allocation" is defined in Section 10.9.  

"Ancillary Documents" means the Transition Services Agreement, the Optional Services Agreement, the License Agreement and the Bill of 
Sale and Assignment and Assumption Agreement.  

"Assigned Contracts" means Contracts to which Seller is a party (i) which relate primarily to the operation of the Business, other than the 
Excluded Contracts, Real Property Interests, Real Property Leases and Third Party Intellectual Property Contracts, and (ii) any other Contract 
to which Seller or its Affiliates are a party and is listed on Schedule 1.1-A.  

"Assigned Permits" means, to the extent assignable, all permits, licenses, franchises, approvals and authorizations of Seller issued or granted by 
any Governmental Authority that relate primarily to the operation of the Business, other than the FCC Licenses and the Excluded Permits.  

"Assumed Liabilities" is defined in Section 2.4.1  

"Automated Assets" is defined in Section 8.1.22.  

"Bargained Welfare Plans" is defined in Section 11.2.3(a).  

"Base Purchase Price" is defined in Section 3.1.  

"Bill of Sale and Assignment and Assumption Agreement" is defined in  
Section 7.2(a).  

"Bondholder Consents" is defined in Section 4.2.  

"Bondholders" means the Persons listed on Schedule 8.1.7(b).  

"Business" means the business of providing in the geographic area serviced by the Purchased Exchanges (i) local exchange (including extended 
community calling and extended area service), exchange access, switched, dedicated, special access, tandem, end office switching service and 
intra-LATA toll telecommunications services to end users, (ii) exchange access telecommunications services to interexchange carriers and 
other local exchange carriers, (iii) retail sales, leasing and maintenance of telephone equipment and products (including customer premises 
equipment), (iv) non-tariffed public communications (pay telephones) and commercial telecommunications services facilities leasing, and (v) 
provision of subscriber listing information (including directory services).  

"Buyer Pension" is defined in Section 11.2.1(c)(iii)(B).  

"Buyer Pension Plan" and "Buyer Pension Plans" are defined in Section 11.2.1(b).  

"Buyer Savings Plan" and "Buyer Savings Plans" are defined in Section 11.2.2(b).  

"Buyer Welfare Plans" is defined in Section 11.2.3(a).  

"Buyer's Actuary" is defined in Section 11.2.1(d)(ii).  

"Buyer's Closing Certificate" is defined in Section 6.2.1.  

"Calendar-Related" is defined in Section 8.1.22.  

"Capital Expenditure Amount" is defined in Section 5.6.  

"Capital Expenditure Deficiency" is defined in Section 5.6.  

"CERCLA" means the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended.  

"Closing" is defined in Section 7.1.  

"Closing Date" is defined in Section 7.1.  

"Closing Date Amount" is defined in Section 3.2(b).  

"Closing Date Statement" is defined in Section 3.3.  



"CLTA" is defined in Section 10.10.  

"Co-Bound Directories" is defined in Section 9.3.2.  

"Confidentiality Agreement" means the Confidentiality Agreement dated as of August 24, 1998, between Buyer, Seller and certain Affiliates of 
Seller.  

"Construction Advances" means advances collected by Seller for the future performance of non-regulated construction in the Purchased 
Exchanges.  

"Contracts" means all contracts, leases, indentures, agreements, and other legally binding arrangements.  

"Customer Advances" means amounts arising from the operation of the Business that have been billed and collected by Seller as of the Closing 
Date but that are unearned because they relate to the provision of service after the Closing Date.  

"Customer Deposits" is defined in Section 10.7.  

"Date Data" is defined in Section 8.1.22.  

"Deposit" is defined in Section 3.4.  

"Deposit L/C" is defined in Section 3.4.  

"Direct Claim" is defined in Section 12.4(b).  

"DOJ" is defined in Section 4.5.  

"Due Diligence Materials" means all materials contained in the ___ volumes delivered to Buyer on ________, 1999.  

"Earned End-User Accounts Receivable" means accounts receivable arising primarily from the operation of the Business that have been earned 
by Seller's provision of service on or before the Closing Date excluding amounts billed through the carrier access billing system to 
interexchange carriers.  

"Earned End-User Accounts Receivable Amount" means the aggregate amount of all Earned End-User Accounts Receivable as of the Closing 
Date, less a discount for anticipated uncollectible Earned End-User Accounts Receivable in an amount equal to the Uncollectible Factor 
multiplied by the Earned End-User Accounts Receivable as of the Closing Date.  

"Employment Agreements" is defined in Section 8.1.16(a).  

"Environmental Requirements" means all federal, state, interstate and local government or agency Laws relating to pollution or protection of 
human health and safety or the environment (including, without limitation, air, surface water, ground water, land surface and subsurface strata), 
including, without limitation, Laws relating to emissions, discharges, releases or threatened releases of Regulated Materials; or otherwise 
relating to the manufacture, processing, distribution, use, treatment, storage, disposal, transportation or handling of Regulated Materials.  

"ERISA" means the Employee Retirement Income Security Act of 1974, as amended.  

"ERISA Plans" is defined in Section 8.1.16(a).  

"Estimated Non-Regulated Construction Work in Process Amount" is defined in Section 3.2(a).  

"Estimated Regulatory Obligation Amount" is defined in Section 3.2(a).  

"Evaluation Material" is defined in the first paragraph of the Confidentiality Agreement.  

"Excluded Contracts" means all billing and collection agreements, interconnection agreements, National Account Agreements, billing media 
agreements, vehicle leasing agreements, except to the extent expressly listed on Schedule 1.1-A, and (ii) such other agreements as are listed on 
Schedule 1.1-B.  

"Excluded Marks" means all trademarks, applications for trademark registration, service marks, applications for service mark registration, trade 
names, domain names and related registrations owned by Seller or an Affiliate of Seller, or licensed to Seller or an Affiliate of Seller by any 
Person, and any derivations of the foregoing.  



"Excluded Permits" means the permits, licenses, franchises, approvals and authorizations of Seller by Governmental Authorities that relate to 
the Excluded Property.  

"Excluded Property" is defined in Section 2.3.  

"Executive Officers" of Seller means the regional president of the region that includes the Purchased Exchanges, the general manager and the 
director of infrastructure provisioning for the Purchased Exchanges and the general manager of customer operations for the Purchased 
Exchanges.  

"Expiration Date" is defined in Section 12.1(a).  

"FCC" means the Federal Communications Commission.  

"FCC Consents" is defined in Section 4.4.  

"FCC Licenses" means all licenses, certificates, permits or other authorizations granted to Seller by the FCC that are used primarily in the 
operation of the Business.  

"Final Order" is defined in Section 6.1.4.  

"Financial Statements" is defined in Section 8.1.21.  

"FRP" is defined in Section 11.2.3(e).  

"FTC" is defined in Section 4.5.  

"Future Capital Expenditure Obligations" is defined in Section 2.4.1(h).  

"Future Regulatory Obligations" is defined in Section 2.4.1(g).  

"GAAP" means United States generally accepted accounting principles.  

"GATT Grandfathered Participant" is defined in Section 11.2.1(c)(ii)(C).  

"Governmental Authority" means any court or any federal, state or foreign governmental, legislative, administrative or regulatory body, 
agency, department, authority or other instrumentality.  

"HSR Act" means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended.  

"Indemnifiable Losses" is defined in Section 12.3(a).  

"Indemnification Payment" is defined in Section 12.3(a).  

"Indemnifying Party" is defined in Section 12.3(a).  

"Indemnitee" is defined in Section 12.3(a).  

"Intellectual Property" means all inventions (whether patentable or not and whether or not such inventions are described or claimed in any 
patent or patent application), designs (useful or ornamental), and works subject to copyright protection, invention disclosures, specifications, 
manuals, drawings, functional or system block diagrams, flow charts, circuit diagrams, design or user documentation, engineering notebooks, 
schematics, test programs, documented procedures, documented processes, documented flows, devices, software (in any form), or firmware, 
and all intellectual property rights therein or based thereon, including patents, patent applications (including continuations, continuations-in-
part, divisions, reissues), reexamined patents and extensions thereof, copyrights (whether registered or unregistered), and trade secrets.  

"IRC" means the Internal Revenue Code of 1986, as amended.  

"IRS" means the Internal Revenue Service.  

"Joint Construction Projects" is defined in Section 2.4.1(d).  

"LTD Recipient" is defined in Section 11.7.  



"Law" or "Laws" means any statute, rule, regulation, mandate, decree, decision, order or ordinance of any Governmental Authority.  

"Leased Real Property" means the real property leased to Seller under the Real Property Leases.  

"License Agreement" means the license agreement attached hereto as Schedule 1.1-D pursuant to which Seller grants to Buyer certain rights 
and licenses under Licensed Intellectual Property.  

"Licensed Intellectual Property" means Intellectual Property owned by Seller, and Third Party Intellectual Property licensed to Seller which 
Seller has the right to sublicense to Buyer and its Affiliates without the payment of compensation or other consideration to any Person, and 
which Intellectual Property and Third Party Intellectual Property (i) are required for the use or maintenance (to the extent not provided by the 
owner or licensor of the Third Party Intellectual Property) of the Purchased Exchanges, (ii) are located in the geographic area of the Purchased 
Exchanges, and (iii) are used in the operation of the Business as of the Closing; provided that Licensed Intellectual Property shall at all times be 
Excluded Property.  

"Lien" means any lien, charge, pledge, option, mortgage, security interest, right of first refusal or other encumbrance.  

"Material Adverse Effect" means a materially adverse effect on the Business or the Purchased Property, taken as a whole, other than effects 
relating to or arising from (i) the execution of this Agreement, (ii) the United States economy generally or Wisconsin in particular, or (iii) 
events or circumstances that affect the Business in the same manner and to the same extent as other businesses in the industry generally.  

"Material and Supply Inventory" is defined in the FCC's Part 32 Uniform System of Accounts.  

"Material Consents" is defined in Section 4.3.  

"Material Contracts" is defined in Section 8.1.11.  

"Merger" means the proposed merger involving GTE Corporation and Bell Atlantic Corporation and their respective Subsidiaries.  

"National Account Agreements" means agreements between Seller or its Affiliates with those customers listed on Schedule 1.1-E.  

"NECA" is defined in Section 10.6.1.  

"Non-Regulated Construction" means all construction related to non-tariffed activities, including PBX, CPE and related construction activities.  

"Non-Regulated Construction Work in Process Amount" means amounts expended by Seller for non-regulated construction work not 
completed as of Closing Date, net of Construction Advances related to such construction work. Non-Regulated Construction Work in Process 
Amount is billable by Buyer to third parties after Closing Date.  

"Non-Union Welfare Plans" is defined in Section 11.2.3(a).  

"Optional Services Agreement" is defined in Section 9.2.  

"Owned Real Property" means the real property (i) owned in fee by Seller, (ii) located in the geographic area of the Purchased Exchanges and 
(iii) used primarily in the operation of the Business, including all land, buildings, structures, appurtenances and improvements located thereon.  

"Participant Loans" is defined in Section 11.2.2(c)(i).  

"PBGC" means the Pension Benefit Guaranty Corporation.  

"Pension Assets" is defined in Section 11.2.1(d)(i).  

"Periodic Taxes" is defined in Section 10.5.  

"Permitted Encumbrances" means (i) Liens for current Taxes and assessments not yet delinquent, or the amount or validity of which is being 
contested in good faith by appropriate proceedings during which collection or enforcement against the relevant property is stayed, (ii) standard 
utility easements, covenants and restrictions of record that do not individually or in the aggregate materially interfere with the operation of the 
Business as currently conducted on the Owned Real Property affected thereby, (iii) mechanics', carriers', workers', repairers' and other statutory 
Liens, satisfaction of which has not come due in the ordinary course of business, (iv) existing zoning or similar Laws or ordinances that do not 
interfere with the operation of the Business, (v) leases otherwise disclosed herein, and (vi) any other Liens that do not materially interfere with 
the operations of the Purchased Property in a manner consistent with the current use by Seller.  



"Person" means an individual, corporation, partnership, trust, association, limited liability company or similar entity or organization.  

"Plans" is defined in Section 8.1.16(a).  

"Price-Cap Regulation Entity" means an entity subject to price-cap regulation within the meaning of 47 C.F.R Section 61.41(c)(2) (the "all-or-
nothing" rule).  

"Proration Periods" is defined in Section 10.5.  

"PSCW" shall mean the Public Service Commission of Wisconsin.  

"Publisher" is defined in Section 9.3.1.  

"Publishing Agreement" is defined in Section 9.3.1.  

"Purchase Price" is defined in Section 3.3(c).  

"Purchased Exchanges" means the telephone exchanges listed in Schedule 1.1-C.  

"Purchased Property" is defined in Section 2.2.  

"Rate-of-Return Regulation Entity" means an entity not subject to price-cap regulation within the meaning of 47 C.F.R. Section 61.41(c)(2) 
(the "all-or-nothing" rule).  

"Real Property Interests" means all easements, rights of way, licenses or other interests in real property of Seller that are used primarily in the 
operation of the Business, and are located in the geographic area of the Purchased Exchanges, other than Owned Real Property or Leased Real 
Property.  

"Real Property Leases" means the Leases set forth on Schedule 8.1.8.  

"Regulated Material" means (i) any "hazardous substance" as defined in CERCLA, (ii) any petroleum or petroleum substance, and (iii) any 
other pollutant, waste, contaminant, or other substance regulated under Environmental Requirements.  

"Regulatory Approvals" is defined in Section 4.1.  

"Regulatory Obligation Amount" is defined in Section 3.1.  

"Retained Books and Records" means, collectively, all corporate records and stock books of Seller and its Affiliates, the general ledger, all 
records required by Law to be retained by Seller and all books and records relating to (i) Tax Returns and Tax records, (ii) Excluded Property, 
(iii) attorney work product, and (iv) the Retained Liabilities; provided that where reasonably necessary or prudent, "Retained Books and 
Records" shall also include copies of the Transferred Books and Records.  

"Retained Future Capital Expenditure Obligations" is defined in  
Section 2.4.1(h).  

"Retained Future Regulatory Obligations" is defined in Section 2.4.1(g).  

"Retained Liabilities" is defined in Section 2.4.2.  

"Retired Non-Union Transferred Employee" is defined in Section 11.2.3(b)(ii).  

"Seller's Actuary" is defined in Section 11.2.1(d)(ii).  

"Seller's Bonus Plans" is defined in Section 11.1.4.  

"Seller's Closing Certificate" is defined in Section 6.1.1.  

"Seller's Hourly Pension Plan" is defined in Section 11.2.1(a)(ii).  

"Seller's LTD Plan" is defined in Section 11.7.  



"Seller's Pension" is defined in Section 11.2.1(c)(iii)(B).  

"Seller's Pension Plan" and "Seller's Pension Plans" are defined in  
Section 11.2.1(a)(ii).  

"Seller's Salaried Pension Plan" is defined in Section 11.2.1(a)(i).  

"Seller's Savings Plans" is defined in Section 11.2.2(a).  

"Seller's Welfare Plans" is defined in Section 11.2.3(a).  

"Switch Software" means any telephone switch software licensed to Seller which software is necessary to Seller's current operation and use of 
any telephone switching equipment in the Purchased Exchanges and which equipment is included in Telephone Plant.  

System Date" is defined in Section 8.1.22.  

"Tax Returns" means a report, return or other information statement required to be supplied to or filed with a Governmental Authority with 
respect to Taxes.  

"Tax(es)" means any foreign, federal, state, county or local income, sales, use, transfer, excise, franchise, stamp duty, custom duty, real and 
personal property, gross receipt, capital stock, business and occupation, disability, employment, payroll, recording, ad valorem, unemployment 
compensation, profits, registration, social security, estimated, add-on, minimum, or withholding tax relating to the Business or the Purchased 
Exchanges and any interest and penalties and additions to such taxes (civil or criminal) related thereto or to the nonpayment thereof and related 
notarial fees.  

"Telephone Plant" means (i) Owned Real Property, (ii) Real Property Interests, and (iii) the machinery, equipment, inventory, vehicles 
(whether currently owned or leased by Seller) and all other assets and properties used primarily in the operation of the Business, including all 
plant, systems, structures, construction work in progress, telephone cable (whether in service or under construction), microwave facilities 
(including frequency spectrum assignment), telephone line facilities, machinery, furniture, fixtures, tools, implements, conduits, stations, 
substations, equipment (including central office equipment, subscriber station equipment, network connection equipment and other equipment 
in general), instruments, house wiring connections and other personal property used primarily in the operation of the Business and located in 
the Purchased Exchanges, other than Excluded Property. Without limiting the generality of the foregoing, Telephone Plant includes the assets 
that would be properly included in the fixed assets referenced in Part 32 of the FCC Rules and Regulations (47 CFR, Part 32), as such accounts 
are reflected in Schedule 8.1.17.  

"Third Party Claim" is defined in Section 12.4(a).  

"Third Party Intellectual Property" means Intellectual Property owned by any Person, other than Seller, without regard as to whether Seller has 
any rights therein or the right to assign such rights to Buyer.  

"Third Party Intellectual Property Contracts" is defined in Section 10.1.4.  

"Total Service Pension" is defined in Section 11.2.1(c)(iii)(B).  

"Transaction Taxes" is defined in Section 10.11.  

"Transferred Books and Records" means all of Seller's customer or subscriber lists and records, accounts and billing records, plant and 
continuing property records, plans, blueprints, specifications, drawings, surveys, engineering reports, personnel records of Transferred 
Employees (where applicable), tariffs, orders or other material correspondence or records relating to regulation of the Business by any 
Governmental Authority, and all other documents, computer data and records, in each case relating primarily to the operation of the Business, 
except for the Retained Books and Records.  

"Transferred Employees" is defined in Section 11.1.  

"Transition Services Agreement" is defined in Section 9.1.  

"Transitional Year" means any calendar year (beginning with the calendar year in which the Closing occurs) in which USF distributions are 
based upon the costs, whether historic costs or forward-looking economic costs, reported for a calendar year in which Seller owned the 
Acquired Local Loop for any part of such calendar year.  

"Uncollectible Factor" is defined in Section 10.16.  



"USAC" is defined in Section 10.6.1.  

"USF" is defined in Section 10.6.1.  

"Vacation Proration Amount" is defined in Section 11.3.2.  

"Year 2000 Compliant" is defined in Section 8.1.22.  

1.2 Interpretation.  

(a) Unless the context otherwise requires, (i) all references to Sections, Articles or Schedules are to Sections, Articles or Schedules of or to this 
Agreement, (ii) each accounting term not otherwise defined in this Agreement has the meaning assigned to it in accordance with GAAP, (iii) all 
references to the "knowledge of Seller" are deemed to refer to the actual knowledge of the Executive Officers of Seller, (iv) the term 
"primarily" means primarily or exclusively, and (v) the term "including" means including without limitation.  

(b) No provision of this Agreement will be interpreted in favor of or against either of the parties by reason of the extent to which any such party 
or its counsel participated in the drafting thereof or by reason of the extent to which any such provision is inconsistent with any prior draft of 
such provision or of this Agreement.  

(c) Except as otherwise provided in this Agreement, in the event of any dispute concerning the "knowledge" of a party to this Agreement, the 
burden of proof shall be on the party asserting that another party had such knowledge.  

ARTICLE 2.  

PURCHASE AND SALE OF ASSETS  

2.1 Purchase and Sale of Assets. Upon the terms and subject to the conditions of this Agreement, Seller hereby agrees to sell, convey, transfer, 
assign and deliver to Buyer and Buyer hereby agrees to purchase, acquire and accept from Seller, in each case effective as of the Closing, all of 
Seller's right, title and interest in and to the Purchased Property.  

2.2 Purchased Property. The term "Purchased Property" means all the following business, properties, assets and rights of Seller on the Closing 
Date, other than the Excluded Property:  

(i) Telephone Plant;  
(ii) Earned End-User Accounts Receivable;  
(iii) Material and Supply Inventory  
(iv) Non-Regulated Construction Work In Process  
(v) FCC Licenses and Assigned Permits;  
(vi) Assigned Contracts;  
(vii) Transferred Books and Records;  
(viii) Real Property Leases;  

 

not exceed the replacement cost of such Purchased Property; and  
(xi) All other business, property, assets and rights of Seller on the Closing Date not described above that relate primarily to the Purchased 
Exchanges.  

2.3 Excluded Property. For purposes of this Agreement, "Excluded Property" means the following:  

(a) Cash, cash equivalents and investments;  

(b) All rights of Seller and its Affiliates under this Agreement, the Ancillary Documents and the certificates and other documents delivered to 
Seller by Buyer in connection with this Agreement;  

(c) All records prepared in connection with the sale of the Business, including bids received from third parties and analysis relating to the 
Business;  

(ix)     Advance Billings; 
(x)      Insurance  proceeds of Seller  arising  fr om 
         any loss, damage or destruction of Purchas ed 
         Property  between  the date  hereof  and t he 
         Closing  Date,  to the extent  that (1) su ch  
         Purchased  Property has not been replaced by  
         Seller,  and (2) such insurance  proceeds do 



(d) All rights and obligations related to the Retained Liabilities;  

(e) The Retained Books and Records;  

(f) Seller's interests in any business other than the Business, including the provision of wireless service (cellular and PCS), inter-LATA long 
distance and internet service or internet related services, air-to-ground communications (air phone service), and any Excluded Permits related 
thereto, and all assets of Seller and its Affiliates used in connection with any such business or related thereto, and all assets used by Seller and 
its Affiliates in rendering corporate services to Seller or the Business that are located outside the geographic area serviced by the Purchased 
Exchanges;  

(g) Such other assets (i.e., encryption decoder devices, AWAS terminals, SODA, etc.), if any, as set forth on Schedule 2.3(g);  

(h) The Excluded Contracts;  

(i) The Excluded Marks;  

(j) All Intellectual Property, including the Licensed Intellectual Property and Third Party Intellectual Property (except for such rights to possess 
and use Third Party Intellectual Property as may be assigned in accordance with Section 10.1.4); and  

(k) All of Seller's insurance proceeds arising in connection with the operation of the Business or the Purchased Property prior to the Closing, 
except as described in Section 2.2(x).  

2.4 Assumption of Liabilities.  

2.4.1 Assumed Liabilities. Upon the terms and subject to the conditions of this Agreement, Buyer hereby agrees to assume, as of the Closing 
Date, and agrees, beginning on the day following the Closing Date, to pay, perform and discharge when due the following (the "Assumed 
Liabilities"):  

(a) Ordinary Course. All liabilities, responsibilities and obligations (including Taxes), arising out of or accruing or resulting from the use or 
ownership of the Purchased Property in the ordinary course after the Closing Date;  

(b) Employment Matters. All liabilities, responsibilities and obligations of Buyer as provided in Article 11 with respect to Transferred 
Employees;  

(c) Assigned Contracts, Real Property Interests and Real Property Leases. All liabilities, responsibilities and obligations that arise after the 
Closing Date in connection with the performance of the Assigned Contracts, Real Property Interests and the Real Property Leases;  

(d) Joint Construction Projects. All liabilities, responsibilities and obligations to third parties that relate to arrangements and commitments 
between Seller and a third party related to post-Closing engineering and construction required to complete scheduled construction of mutual 
transmission facilities between various switching points included in the Purchased Exchanges ("Joint Construction Projects");  

(e) Construction in Progress. All liabilities, responsibilities and obligations relating to post-Closing engineering and construction required to 
complete scheduled construction and other capital expenditure projects for the Purchased Exchanges;  

(f) Customer Advances, Advance Billings, Customer Deposits and Construction Advances. All liabilities, responsibilities and obligations 
relating to Customer Advances, Advance Billings, Customer Deposits and Construction Advances;  

(g) Future Regulatory Obligations. All liabilities, responsibilities and obligations, other than Future Capital Expenditure Obligations, related to 
the Purchased Exchanges arising out of any Law promulgated or issued by a Governmental Authority after the Closing Date or other action 
taken by a Governmental Authority after the Closing Date, regardless of whether such Law or action is or purports to be based on conduct or 
actions that occurred at any time prior to the Closing Date ("Future Regulatory Obligations"), except that Buyer shall not be liable for any such 
Future Regulatory Obligation arising directly out of any intentional misconduct by Seller or conduct by Seller that was not reasonably prudent 
based on the circumstances prevailing at the time that occurred prior to the Closing Date ("Retained Future Regulatory Obligations"); provided 
that (i) Seller's reliance on reasonable interpretation of existing Law or practice shall be deemed reasonably prudent, and (ii) Seller shall not 
retain any liability for Future Regulatory Obligations to the extent that the costs associated with such obligations are included in Buyer's rate 
base for the Purchased Exchanges;  

(h) Future Capital Expenditure Obligations. All liabilities, responsibilities and obligations related to the Purchased Exchanges arising out of 
any Law promulgated or issued by a Governmental Authority or other action taken by a Governmental Authority requiring any capital 
expenditure (other than a Future Regulatory Obligation) after the date of this Agreement, regardless of whether such Law or action is or 
purports to be based on conduct, facts or actions that occurred at any time prior to the date of this Agreement ("Future Capital Expenditure 
Obligations"), except that Buyer shall not be liable for any such Future Capital Expenditure Obligation arising directly out of any intentional 
misconduct by Seller or conduct by Seller that was not reasonably prudent based on the circumstances prevailing at the time ("Retained Future 



Capital Expenditure Obligations"); provided that (i) Seller's reliance on reasonable interpretation of existing Law or practice shall be deemed 
reasonably prudent, and (ii) Seller shall not retain any liability for Future Capital Expenditure Obligations to the extent that the costs associated 
with such obligations are included in Buyer's rate base for the Purchased Exchanges. Prior to the Closing Date, Seller shall notify Buyer of all 
material Future Capital Expenditure Obligations within a reasonable time after publication of said obligations by a Governmental Authority; 
and  

(i) Litigation and Claims. All liabilities and obligations arising out of (i) litigation and claims that arise out of an occurrence after the Closing 
Date, (ii) litigation and claims in respect of Future Regulatory Obligations (other than Retained Future Regulatory Obligations) regardless of 
when filed, and (iii) claims of a Governmental Authority arising from or related to a Future Regulatory Obligation (other than Retained Future 
Regulatory Obligations).  

Notwithstanding anything in this Section 2.4.1 to the contrary, "Assumed Liabilities" shall not include any liabilities, responsibilities or 
obligations expressly included in Retained Liabilities pursuant to Section 2.4.2.  

2.4.2 Retained Liabilities. Seller shall retain and shall pay, perform and discharge when due, the following liabilities, responsibilities and 
obligations of Seller (the "Retained Liabilities"); provided that Retained Liabilities shall not include any liability, responsibility or obligation 
with respect to any matter that is the subject of a representation, warranty or covenant by Seller (breaches of which shall be handled in 
accordance with Article 12):  

(a) Subject to Section 10.5, all trade payables and other accrued payment obligations of Seller as of the Closing Date; (b) All debt of Seller 
(including indebtedness to the Bondholders) and debt of Seller owed to any one or more of its Affiliates;  

(c) Subject to Section 10.5, all federal, state and local income, franchise, gross receipts and similar Taxes of Seller or its consolidated or 
combined group and all federal, state and local income, franchise, gross receipts and sales, use, property or other Taxes relating to the operation 
of the Business on or before the Closing Date or the use, ownership or operation of the Purchased Property on or before the Closing Date;  

(d) Except to the extent otherwise provided in Article 11, all liabilities and obligations arising on or before the Closing Date with respect to the 
Transferred Employees, including (i) all liabilities responsibilities and obligations arising on or before the Closing Date relating to collective 
bargaining agreements or other union Contracts, and (ii) any such liabilities or obligations that arise after the Closing Date to the extent that 
such liabilities and obligations relate to facts, circumstances or conditions arising or occurring on or before the Closing Date, but excluding any 
Future Regulatory Obligations with respect to the Transferred Employees;  

(e) All liabilities, responsibilities and obligations resulting from (i) litigation and claims that arise out of an occurrence prior to the Closing 
Date, (ii) litigation and claims in respect of Retained Future Regulatory Obligations and (iii) litigation and claims in respect of Retained Future 
Capital Expenditure Obligations;  

(f) Any Retained Future Regulatory Obligations and any Retained Future Capital Expenditure Obligations; and  

(g) All liabilities, responsibilities and obligations with respect to the Excluded Property and Excluded Contracts.  

2.5 No Assignment Without Consent. Notwithstanding anything to the contrary contained in this Agreement, to the extent that the sale, 
conveyance, transfer, assignment or delivery or attempted sale, conveyance, transfer, assignment or delivery to Buyer of any Purchased 
Property (including any Contract) is prohibited by any applicable Law or would require any governmental or third-party authorizations, 
approvals, consents or waivers and such authorizations, approvals, consents or waivers shall not have been obtained prior to the Closing, this 
Agreement shall not constitute a sale, conveyance, transfer, assignment or delivery, or an attempted sale, conveyance, transfer, assignment or 
delivery thereof, if any of the foregoing would constitute a breach of applicable Law or the rights of any third party; provided, however, that, 
except to the extent that a condition to Closing set forth in Article 6 relating to the foregoing shall not be satisfied, the Closing shall occur 
notwithstanding the foregoing without any adjustment to the Purchase Price on account of such required authorization. Following the Closing, 
the parties shall use their commercially reasonable efforts, and shall cooperate with each other, to obtain promptly such authorizations, 
approvals, consents or waivers; provided, however, that neither Seller nor Buyer nor any of their respective Affiliates shall be required to pay 
any consideration therefor, other than filing, recordation or similar fees payable to any Governmental Authority, which fees shall be shared 
equally by Seller and Buyer. Pending or in the absence of such authorization, approval, consent or waiver, the parties shall cooperate with each 
other in any reasonable and lawful arrangements to provide to Buyer the benefits and liabilities of use of such Purchased Property including, if 
permitted by the terms of any applicable Real Property Lease or applicable Material Contract, through a sublease or subcontract in accordance 
with Article  
4. If such authorization, approval, consent or waiver for the sale, conveyance, transfer, assignment or delivery of any such Purchased Property 
is obtained, Seller shall promptly convey, transfer, assign and deliver, or cause to be conveyed, transferred, assigned and delivered, such 
Purchased Property to Buyer.  

ARTICLE 3.  
PURCHASE PRICE  

3.1 Purchase Price. The purchase price for the Purchased Property shall be the sum of (i) One Hundred Ninety-Five Million Dollars 
($195,000,000) (the "Base Purchase Price"), (ii) amounts expended by Seller to comply with Future Capital Expenditure Obligations between 



the date of this Agreement and the Closing Date (the "Regulatory Obligation Amount"), and (iii) the Non-Regulated Construction Work in 
Process Amount, minus (iv) any Capital Expenditure Deficiency and (v) any Vacation Proration Amount (assuming that Buyer receives a credit 
under Section 11.3.2, but if Seller receives a credit, the Vacation Proration Amount shall be added to the Purchase Price).  

3.2 Closing Date Estimate.  

(a) Not less than three (3) business days prior to the Closing Date, Seller will give to Buyer a notice, setting forth Seller's good faith estimate as 
of the Closing Date of (i) the Regulatory Obligation Amount (the "Estimated Regulatory Obligation Amount"), (ii) the Non-Regulated 
Construction Work in Process Amount (the "Estimated Non-Regulated Construction Work in Process Amount"), (iii) any Capital Expenditure 
Deficiency and (v) any Vacation Proration Amount.  

(b) On the Closing Date, Buyer shall pay to Seller an amount equal to the sum of (i) the Base Purchase Price, (ii) the Estimated Regulatory 
Obligation Amount, and (iii) the Estimated Non-Regulated Construction Work in Process Amount, minus (iv) any Capital Expenditure 
Deficiency and (v) any Vacation Proration Amount (assuming that Buyer receives a credit under Section 11.3.2, but if Seller receives a credit, 
the Vacation Proration Amount shall be added to the Purchase Price) (the "Closing Date Amount"). The Closing Date Amount shall be paid by 
delivery on the Closing Date of immediately available funds in U.S. dollars by wire transfer to an account that Seller shall designate to Buyer at 
least two (2) business days prior to the Closing Date. Payments from Buyer to Seller for Earned End-User Accounts Receivable and from Seller 
to Buyer for Customer Advances and Customer Deposits will occur subsequent to Closing in accordance with Article 10.  

3.3 Closing Date Statement.  

(a) Within sixty (60) days after Closing Date, Seller shall prepare and deliver to Buyer a written statement (with appropriate supporting 
documentation) of the Base Purchase Price, Regulatory Obligation Amount, Non-Regulated Construction Work in Process Amount, any 
Capital Expenditure Deficiency and any Vacation Proration Amount ("Closing Date Statement").  

(b) Within thirty (30) days after receipt of the Closing Date Statement, Buyer shall, in a written notice to Seller, either accept the Closing Date 
Statement or describe in reasonable detail any proposed adjustments to the Closing Date Statement and the reasons therefore. If Seller shall not 
have received a notice of proposed adjustments within such thirty (30) day period, Buyer will be deemed irrevocably to have accepted such 
Closing Date Statement.  

(c) Upon the acceptance of any Closing Date Statement by Buyer, the parties shall, based thereupon, calculate the Base Purchase Price, 
Regulatory Obligation Amount and Non-Regulated Construction Work in Process Amount (collectively, the "Purchase Price"). If the Purchase 
Price as finally determined above is greater than the Closing Date Amount, Buyer shall promptly, but no later than three (3) business days after 
such acceptance, pay to Seller the amount of such difference. If the Purchase Price as determined above is less than the Closing Date Amount, 
Seller shall promptly, but no later than three (3) business days after such acceptance, pay to Buyer the amount of such difference.  

(d) Seller and Buyer shall negotiate in good faith to resolve any disputes over any proposed adjustments to the Closing Date Statement, 
provided that if any such dispute is not resolved within thirty (30) days following Seller's receipt of any proposed adjustments delivered by 
Buyer pursuant to Section 3.3(b) , Buyer and Seller jointly shall select an independent public accounting firm that is nationally recognized in 
the United States to resolve such disputes in accordance with the standards set forth in this Section 3.3, which resolution shall be final and 
binding. The fees and expenses of such accounting firm shall be shared by Buyer and Seller in inverse proportion to the relative amounts of the 
disputed amount determined to be for the account of Buyer and Seller, respectively.  

(e) If Buyer disputes any portion of the Closing Date Statement, the parties shall calculate the portion of the Closing Date Statement that is not 
the subject of any dispute or proposed adjustment. If the undisputed portion of the Closing Date Statement (i) is greater than the respective 
estimated amounts paid on the Closing Date, Buyer shall promptly pay Seller the amount of such difference, or (ii) is less than the respective 
estimated amounts paid on the Closing Date, Seller shall promptly pay Buyer the amount of such difference. Payments with respect to any 
undisputed portions of these adjustments shall be made no later than three (3) business days after delivery of the notice of the proposed 
adjustments. Upon resolution of any dispute over any proposed adjustments as described above in Section 3.3(d), a party which is determined 
to owe the other party an amount shall pay that amount promptly, but no later than three (3) business days after resolution.  

(f) Any amount payable pursuant to this Section 3.3 after the date which is ninety (90) days following the Closing Date shall bear interest from 
such ninetieth day through but excluding the date of payment, at a rate of eight percent (8%) per annum. Such interest shall accrue daily on the 
basis of a year of three hundred sixty-five (365) days and the actual number of days for which interest is due and shall be payable together with 
the amount payable pursuant to this Section 3.3. All amounts payable pursuant to this Section 3.3 shall be paid by delivery of immediately 
available funds in U.S. dollars by wire transfer to, in the case of amounts payable by Buyer, the account identified by Seller as described in 3.2 
above or to an alternate account that Seller may designate on the Closing Date Statement and, in the case of amounts payable by Seller, to such 
account of Buyer as Buyer shall designate in writing to Seller.  

3.4 Performance Deposit.  

(a) Concurrently with the execution and delivery hereof, Buyer shall pay to Seller by wire transfer of immediately available funds the sum of 
Nine Million Seven Hundred Fifty Thousand Dollars ($9,750,000), an amount equal to five percent (5%) of the Base Purchase Price (the 
"Deposit"), to be held by Seller against payment of the Purchase Price and as security for the performance by Buyer of its obligations under this 



Agreement.  

(b) Buyer may elect to deliver the Deposit to Seller in cash or in the form of an irrevocable, clean, standby letter of credit for the same amount 
(the "Deposit L/C"). The Deposit L/C shall (i) be in a form reasonably acceptable to Seller, (ii) be issued in favor of Seller under this 
Agreement and  
(iii) be issued by a bank that has a long-term unsecured debt rating of at least A+ by Standard & Poor's Rating Services and that is otherwise 
reasonably satisfactory to Seller. The Deposit L/C (and any replacement thereof furnished in accordance with this Section 3.4(b) shall have an 
expiration date no earlier than the first anniversary of the date of issuance thereof and shall be automatically renewed from year to year unless 
stated not to be so renewed by the issuer thereof in a written notice given to the Seller not less than 30 days prior to the expiration thereof. In 
the event of the termination of the Deposit L/C (and any replacement thereof furnished in accordance with the provisions of this Section 3.4
(b)), Buyer shall deliver to Seller a replacement letter or letters of credit in lieu thereof no later than 30 days prior to the expiration of the 
preceding letter of credit. If Buyer shall fail to obtain any replacement of the Deposit L/C (and/or any replacement thereof furnished in 
accordance with the provisions of this Section 3.4(b)), then Seller shall draw down the full amount of the existing letter of credit and retain the 
same as security for the covenants, agreements and obligations of Buyer under this Agreement. Any replacement of any Deposit L/C shall be in 
a form reasonably acceptable to Seller. Buyer acknowledges that Seller has agreed to accept the Deposit L/C in lieu of a cash down payment 
against the Purchase Price solely as an accommodation to Buyer.  

(c) If the transfer of the Purchased Property as contemplated hereunder is consummated, then the Deposit shall be paid to Seller at the Closing 
and credited against the Base Purchase Price. If Buyer elects to deliver the Deposit L/C in lieu of cash, Seller shall draw down the full amount 
of the Deposit L/C at the Closing and pay such proceeds to Seller as a credit against the Base Purchase Price.  

(d) Seller acknowledges that, upon two (2) business days prior written notice to Seller, Buyer shall have the right to deliver to Seller a cash 
payment of $9,750,000, and upon receipt of such payment, Seller shall return to Buyer the Deposit L/C.  

(e) The parties hereto acknowledge and agree that their respective rights and obligations related to the Deposit are described in  
Section 13.3.  

ARTICLE 4.  
REQUIRED APPROVALS, CONSENTS AND NOTIFICATIONS  

4.1 State Regulatory Approval. Promptly after the date of this Agreement, Buyer and Seller shall file the appropriate applications and notices 
with the PSCW, seeking orders permitting the transfer of service in the Purchased Exchanges to Buyer (collectively, the "Regulatory 
Approvals"). Buyer will be responsible for establishing the tariff for its post-Closing operations in the Purchased Exchanges. Buyer agrees to 
use its commercially reasonable efforts to obtain the Regulatory Approvals and Seller agrees to cooperate fully with Buyer and with the 
applicable regulatory agency to obtain the Regulatory Approvals at the earliest practicable date.  

4.2 Bondholder Consents.Seller shall use its commercially reasonable efforts to obtain from its Bondholders the termination or release, at 
Closing, of all security agreements, mortgages, financing statements or other Liens running in favor of the Bondholders and relating to the 
Purchased Property (such termination or release being hereinafter referred to as the "Bondholder Consents"). Buyer agrees to cooperate in good 
faith with Seller in obtaining the required Bondholder Consents.  

4.3 Material Consents. Promptly after the date hereof, the parties shall use their commercially reasonable efforts to mutually seek the consent of 
the lessor under any Real Property Lease with respect to a central office or any license with respect to Switch Software which lease or license 
requires consent as a condition to an assignment, and which is identified on Schedule 4.3 or Schedule 8.1.8 (the "Material Consents"). If a 
lessor or licensor refuses to consent to an assignment, and if the applicable lease or license permits a sublease or sublicense without the consent 
of the lessor or licensor, the parties hereto shall, effective as of the Closing, enter into a sublease or sublicense upon terms and conditions as 
similar and comparable to an assignment of the lease or license as is reasonably feasible.  

4.4 FCC Consents. Promptly after the date of this Agreement, the parties shall use their commercially reasonable efforts to obtain (i) the FCC's 
consent to the transfer of the FCC Licenses from Seller to Buyer, (ii) the FCC consents and waivers set forth on Schedule 4.4 and (iii) the FCC 
Final Orders (all such consents, waivers or orders are collectively referred to as the "FCC Consents").  

4.5 HSR Act Review. Within thirty (30) business days after the date of this Agreement, the parties will make such filings as may be required by 
the HSR Act with respect to the transactions contemplated by this Agreement. Thereafter, the parties will file as promptly as practicable all 
reports or other documents required or requested by the U.S. Federal Trade Commission ("FTC") or the U.S. Department of Justice ("DOJ") 
pursuant to the HSR Act or otherwise and will comply promptly with any requests by the FTC or the DOJ for additional information 
concerning such transactions, so that the waiting period specified in the HSR Act will expire as soon as reasonably possible after the execution 
and delivery of this Agreement. Without limiting the foregoing, Seller and Buyer agree to use their commercially reasonable efforts to 
cooperate and oppose any preliminary injunction sought by any Governmental Authority preventing the consummation of the transactions 
contemplated by this Agreement. Buyer agrees to pay all application fees required in connection with any filings under the HSR Act.  

Seller and Buyer shall cause their respective counsel to furnish each other such necessary information and reasonable assistance as the other 
may reasonably request in connection with the preparation of necessary filings or submissions under the provisions of the HSR Act. Seller and 
Buyer will cause their respective counsel to supply to each other copies of all correspondence, filings or written communications by such party 
or its Affiliates with any Governmental Authority or staff members thereof, with respect to the transactions contemplated by this Agreement 



and any related or contemplated transactions, except for documents filed pursuant to Item 4(c) of the Hart-Scott-Rodino Notification and 
Report Form or communications regarding the same documents or information submitted in response to any request for additional information 
or documents pursuant to the HSR Act which reveal Seller's or Buyer's negotiating objectives or strategies or purchase price expectations.  

4.6 Notification. Each of the parties agrees to notify the others promptly upon learning of any fact or set of circumstances that would be 
reasonably likely to delay or prevent receipt of a Regulatory Approval, Bondholder Consent, FCC Consent, HSR clearance or other consent or 
approval referred to in Article 4.  

4.7 GTE/Bell Atlantic Merger. Notwithstanding anything else con- tained in this Agreement, Seller and its Affiliates shall not be obligated to 
take any action that would violate the terms of their agreements regarding the Merger, or that would interfere with, delay or prevent the 
consummation of the Merger; provided that Buyer shall not be obligated to proceed with the Closing if the Merger has resulted in a Material 
Adverse Effect.  

ARTICLE 5.  
PRE-CLOSING COVENANTS  

5.1 Investigation by Buyer. Prior to the Closing, upon reasonable notice from Buyer to Seller given in accordance with this Agreement and 
subject to approval by Seller's appointed representative (which shall not be unreasonably withheld), Seller will afford to the authorized 
representatives of Buyer reasonable access during normal business hours to the Transferred Books and Records, the Owned Real Property and 
the Leased Real Property, so as to afford Buyer the opportunity to make such review, examination and investigation of the Business and the 
Purchased Property as Buyer may reasonably request; provided, however, that no environmental sampling or other testing shall be performed 
without Seller's prior written consent, which consent may be given or withheld in Seller's sole discretion. Buyer will not contact any employee, 
customer or supplier of Seller with respect to this Agreement, the matters involved herein or the Purchased Property without the prior written 
consent of Seller. Nothing herein will obligate Seller to take actions that would unreasonably disrupt the normal course of the business of Seller 
or violate the terms of any applicable Law or any Contract to which Seller or any of its Affiliates is a party or to which any of their assets is 
subject. Any information or documentation provided to Buyer or acquired by Buyer during this investigation shall be deemed "Evaluation 
Material" as that term is defined in the Confidentiality Agreement and shall be subject in all cases to the terms of the Confidentiality 
Agreement.  

5.2 Operation of the Business in the Ordinary Course.  

5.2.1 Preservation of Business. Except as contemplated on Schedule 5.2.1 or in connection with or relating to the Merger (and disclosed to 
Buyer) or as otherwise consented to by Buyer prior to the Closing, from the date of this Agreement until the Closing, Seller shall:  

(a) Conduct the Business in the ordinary course consistent with past practice and shall keep available to the Business its services and the 
services of its Affiliates to the same extent generally available on the date hereof;  

(b) Operate the Business in substantially the same manner as it is presently being conducted, and, with respect to the Business, refrain from 
entering into any Contract that would be a Material Contract without the prior consent of Buyer (which shall not be unreasonably withheld);  

(c) Not institute or participate in any proceeding with respect to, or otherwise change, amend or supplement any of its tariffs or make any other 
filings (other than periodic reports) with the PSCW without the prior consent of Buyer (which shall not be unreasonably withheld) except as 
disclosed on Schedule 8.1.15(a);  

(d) Maintain the Purchased Property in good repair, order and condition, reasonable wear and use excepted;  

(e) Maintain insurance with respect to the Purchased Property consistent with past practice;  

(f) Make capital expenditures in accordance with Section 5.6; and  

(g) Maintain the books and records of the Business substantially in accordance with prior practice, except as changes are mandated by 
Governmental Authorities or required by GAAP, in which event Seller shall promptly notify Buyer.  

5.2.2 No Material Changes. Except as contemplated by this Agreement or in connection with or relating to Merger (and disclosed to Buyer) or 
as otherwise consented to by Buyer prior to the Closing, from the date of this Agreement until the Closing, Seller will not:  

(a) Make any material change in the general nature of the Business;  

(b) Sell, lease or dispose of, or make any Contract for the sale, lease or disposition of any Purchased Property, other than in the ordinary course 
of business consistent with past practice;  

(c) Increase the number of Active Employees other than in a manner consistent with past practice, or increase the benefit provided under any 
plans concerning employee benefits or increase the general rates of compensation of its Transferred Employees, except (i) as required by Law, 



(ii) pursuant to any Contract to which Seller is a party existing on the date hereof, (iii) in the ordinary course of business of Seller consistent 
with past practice, or (iv) as listed or described on Schedule 5.2.2(c);  

(d) (i) Enter, amend, modify or terminate any Material Contract or permit any of the foregoing to occur other than in the ordinary course of 
business; or (ii) sell, transfer or otherwise dispose of any Purchased Property other than in the ordinary course of business or as listed or 
described on Schedule 5.2.2(d), or encumber any Purchased Property, except for Permitted Encumbrances;  

(e) Enter into any new written employment agreement, or union agreement with, or commitment to, the Transferred Employees (including any 
new commitment to pay retirement or other benefits or other amendments to Seller's retirement plans), provided that Seller may enter into new 
union agreements to the extent the new union agreements succeed any union agreement that expires prior to the Closing; or  

(f) Except as contemplated by this Agreement or the Ancillary Agreements, enter into any transaction with any of its Affiliates that 
contemplates (i) the transfer of any Purchased Property; or (ii) any other contractual arrangement that will survive the Closing and not be 
terminable at will by, and with no cost to, Buyer subsequent to the Closing.  

5.3 Satisfaction of Conditions. Without limiting the generality or effect of any provision of Article 6, the parties will use their commercially 
reasonable efforts to satisfy promptly all the conditions required to be satisfied prior to the Closing.  

5.4 Approvals.  

(a) Between the date of this Agreement and the Closing Date, Buyer and Seller will (i) cooperate with one another and take all reasonable steps 
to obtain, as promptly as practicable, all consents, approvals, authorizations, waivers and permits of any Governmental Authorities required of 
either party to consummate the transactions contemplated by this Agreement and  
(ii) provide such other information and communications to any Governmental Authority as may be reasonably requested.  

(b) To the extent that any consents, approvals, authorization or waiver of a third party with respect to any Assigned Contract is required in 
connection with the transactions contemplated by this Agreement, Seller shall use its commercially reasonable efforts to obtain such 
authorization, consent, approval or waiver prior to the Closing Date.  

5.5 Financial Statements. Seller will cooperate with the independent auditors chosen by Buyer to audit the Financial Statements delivered to 
Buyer in accordance with Section 8.1.21. Seller's cooperation will include access to workpapers and other supporting documents used in the 
preparation of the Financial Statements as may be reasonably required by such auditors to render an opinion, and cooperation with respect to 
such other financial statements as Buyer may require with respect to the Business in order to comply with the reporting requirements of the 
Securities and Exchange Commission under Regulations S-K and S-X. Seller will bear the cost of preparation of the Financial Statements. 
Buyer will bear the cost of the audit and the cost of preparation of any financial statements other than the Financial Statements. Buyer 
acknowledges that the Financial Statements and any supporting documents have been made available as an indication of the historical financial 
performance and condition of the Business. Except to the extent that the Financial Statements reflect intentional misrepresentation or fraud, or 
to the extent that Seller has breached its representations and warranties under Section 8.1.21, Buyer agrees not to make any claims related to the 
performance of the Business after the date of the Financial Statements on the basis of a comparison to the Financial Statements.  

5.6 Capital Expenditures. Seller shall be obligated to make capital expenditures with respect to the Telephone Plant required to support normal 
maintenance and customer growth in a manner consistent with established regulatory performance objectives, which expenditures (exclusive of 
any Future Capital Expenditure Obligations or Future Regulatory Obligations) shall not be less than Three Million One Hundred Thousand 
dollars ($3,100,000) during calendar year 1999, and which amount shall be discounted on a pro rata daily basis to the extent that the Closing 
Date occurs prior to December 31, 1999 (the "Capital Expenditure Amount"). The Purchase Price shall be adjusted down, on a dollar-for-dollar 
basis, to the extent that Seller's actual capital expenditures are less than the Capital Expenditure Amount (a "Capital Expenditure Deficiency"). 
In the event the Closing does not occur prior to January 1, 2000, the Capital Expenditure Amount shall be increased on a pro rata daily basis 
and Seller shall be obligated to make capital expenditures during fiscal year 2000 in the same relative amount, and the Purchase Price shall be 
adjusted in the same manner described above for any Capital Expenditure Deficiency occurring during the period after January 1, 2000. 
Between the date of this Agreement and the Closing Date, Seller will notify Buyer of any project involving Non-Regulated Construction Work 
in Process in excess of $100,000.  

5.7 Delivery of Interim Information. From the date of this Agreement until the Closing, Seller shall furnish Buyer monthly reports concerning 
the operating performance of the Business. Such reports shall contain such data as typically reported to GTE management with respect to the 
Purchased Exchanges, including revenue, access line counts, trouble indices, total year-to-date capital expenditure actuals (on a quarterly basis 
only) indices and other service measures. All information provided in accordance with this Section 5.7 shall be subject to compliance with the 
Confidentiality Agreement and to compliance with applicable antitrust Laws.  

5.8 Cooperation with Respect to Like-Kind Exchange. Buyer agrees that Seller's transfer of the Purchased Property may, at Seller's election, be 
accomplished in a manner enabling such transfer to qualify as part of a like-kind exchange of property covered by Section 1031 of the IRC. If 
Seller so elects, Buyer shall cooperate with Seller (but without being required to incur any out-of-pocket costs in the course thereof) in 
connection with Seller's efforts to effect such like-kind exchange, which cooperation shall include, without limitation, taking such actions as 
Seller requests in order to enable Seller to qualify such transfer as part of a like-kind exchange of property covered by Section 1031 of the IRC 
(including any actions required to facilitate the use of a "qualified intermediary" within the meaning of the United States Treasury 
Regulations), and Buyer agrees that Seller may assign all or part of its rights (but no obligations) under this Agreement to a person or entity 



acting as a qualified intermediary to qualify the transfer of the Purchased Property as part of a like-kind exchange of property covered by 
Section 1031 of the IRC. Buyer and Seller agree in good faith to use reasonable efforts to coordinate the transactions contemplated by this 
Agreement with any other transactions engaged in by either Buyer or Seller; provided that such efforts are not required to include an 
unreasonable delay in the consummation of the transactions contemplated by this Agreement.  

ARTICLE 6.  
CONDITIONS PRECEDENT TO THE CLOSING  

6.1 Conditions Precedent to Obligations of Buyer. The obligations of Buyer to consummate the Closing shall be subject to the satisfaction or 
waiver by Buyer, at or prior to the Closing, of each of the following conditions, any one or more of which may be waived at the option of 
Buyer:  

6.1.1 No Misrepresentation or Breach of Covenants and Warranties. Seller shall have complied in all material respects with its covenants to be 
performed in whole or in part prior to the Closing, and the representations and warranties of Seller in Section 8.1 shall be true and correct as of 
the Closing, except for (i) such representations or warranties that are made expressly as of and only as of an earlier date, which shall have been 
true and correct as of such earlier date except as would not have a Material Adverse Effect, and (ii) to the extent that any breach of such 
representations and warranties has not had and is not reasonably likely to have, individually or in the aggregate, a Material Adverse Effect; and 
Seller shall have delivered to Buyer a certificate ("Seller's Closing Certificate") in the form attached as Schedule 6.1.1, dated the Closing Date 
and signed by an Executive Officer of Seller, certifying each of the foregoing, or specifying those respects in which such covenants have not 
been performed or such representations and warranties are not true and correct.  

6.1.2 Documents. Seller shall have delivered to Buyer all documents required by Section 7.2.  

6.1.3 HSR. All required waiting periods under the HSR Act shall have expired or been terminated.  

6.1.4 No Legal Obstruction. Each of the required Bondholder Consents shall have been obtained, each consent required under Section 4.3 shall 
have been obtained and each of the required Regulatory Approvals and FCC Consents shall have been obtained, free of any special terms, 
conditions or restrictions that are materially adverse to Buyer (other than any such approvals or consents which, if not obtained, would not have 
a Material Adverse Effect); provided that any Regulatory Approval that would have the effect of converting Buyer from a Rate-of-Return 
Regulation Entity to a Price-Cap Regulation Entity shall be deemed to have a Material Adverse Effect. For purposes of this Agreement, all 
such approvals and consents shall be deemed to have been obtained upon the granting thereof, and the expiration of any appeals period (a 
"Final Order"). In addition, there shall not have been entered a preliminary or permanent injunction, temporary restraining order or other 
judicial or administrative order or decree in any jurisdiction, the effect of which prohibits the Closing.  

6.1.5 No Material Adverse Effect.There shall not have occurred any event or condition, which individually or in the aggregate has resulted, or 
could reasonably be expected to result, in a Material Adverse Effect.  

6.2 Conditions Precedent to Obligations of Seller. The obligations of Seller to consummate the Closing shall be subject to the satisfaction or 
waiver by Seller, at or prior to the Closing, of each of the following conditions:  

6.2.1 No Misrepresentation or Breach of Covenants and Warranties. Buyer shall have complied in all material respects with its covenants to be 
performed in whole or in part prior to the Closing, and the representations and warranties of Buyer in Section 8.2 shall be true and correct in all 
material respects as of the Closing, except for (i) representations or warranties made expressly as of and only as of an earlier date, which shall 
have been true and correct as of such earlier date except as would not have a Material Adverse Effect, and (ii) to the extent that any breach of 
such representations and warranties has not, individually or in the aggregate, had a Material Adverse Effect, and Buyer shall have delivered to 
Seller a certificate ("Buyer's Closing Certificate") in the form attached as Schedule 6.2.1, dated the Closing Date and signed by an Executive 
Officer of Buyer, certifying each of the foregoing or specifying those respects in which such covenants have not been performed or such 
representations and warranties are not true and correct.  

6.2.2 Documents. Buyer shall have delivered to Seller all documents required by Section 7.3.  

6.2.3 Delivery of Closing Date Amount. Buyer shall have delivered to Seller, in the manner specified in Section 3.2, the Closing Date Amount.  

6.2.4 HSR. All required waiting periods under the HSR Act shall have expired or been terminated.  

6.2.5 No Legal Obstruction. Each of the required Bondholder Consents shall have been obtained, and each of the required Regulatory 
Approvals and FCC Consents shall have been obtained free of any special terms, conditions or restrictions that are materially adverse to Seller 
based upon good faith business concerns that are not commercially unreasonable (other than any such approvals or consents which, if not 
obtained, would not have a Material Adverse Effect). For purposes of this Agreement, all such approvals and consents shall be deemed to have 
been obtained upon the granting of a Final Order. In addition, there shall not have been entered a preliminary or permanent injunction, 
temporary restraining order or other judicial or administrative order or decree in any jurisdiction, the effect of which prohibits the Closing.  

ARTICLE 7.  
THE CLOSING  



7.1 The Closing. Subject to the terms and conditions of this Agreement, the closing of the purchase and sale of the Purchased Property and the 
assumption of the Assumed Liabilities (the "Closing") shall be held at 9  
A.M. local time at the offices of GTE Network Services at 600 Hidden Ridge, Irving, Texas 75038, on the date agreed upon by the parties, 
provided such date shall be (i) the last business day of the month, and (ii) at least five (5) business days, but not more than ninety (90) days, 
after the date either party notifies the other in writing of its determination that all required Regulatory Approvals, Bondholder Consents, the 
Material Consents and FCC Consents have been obtained, or at such other time and place as the parties may agree (the "Closing Date"). Such 
Closing shall be deemed to have occurred as of 11:59 P.M., local time, on the Closing Date. Seller's ownership and operation of the Purchased 
Property shall be deemed to cease immediately prior to the Closing.  

7.2 Seller's Obligations at Closing. At the Closing, Seller shall deliver to Buyer the following documents:  

(a) (i) The Bill of Sale and Assignment and Assumption Agreement, (ii) subject to Permitted Encumbrances, special warranty deeds in respect 
of the Owned Real Property, and (iii) subject to Section 2.5, assignments of the Assigned Contracts or to the extent set forth in Section 4.3, 
sublicenses of certain Assigned Contracts. For purposes of this Agreement, the term "Bill of Sale and Assignment and Assumption Agreement" 
means the form attached hereto as Schedule 7.2(a) executed by Seller;  

(b) A legal opinion from William Mundy, general counsel for GTE Network Services, as counsel for Seller, dated as of the Closing Date and in 
the form of Schedule 7.2(b);  

(c) Seller's Closing Certificate;  

(d) Instruments of assignment of the Real Property Leases and Real Property Interests or, to the extent set forth in Section 4.3, subleases for the 
Leased Real Property;  

(e) Mortgage satisfactions, UCC Form 3 Termination Statements and other instruments necessary to remove, release and terminate all Liens 
held by any party on the Purchased Property (except for Permitted Encumbrances);  

(f) All of the documents and papers required of Seller as conditions to Closing pursuant to Section 6.1, including the Regulatory Approvals, 
Bondholder Consents and FCC Consents;  

(g) A certificate substantially in the form of Schedule 7.2(g) certifying that Seller is not a "foreign person" within the meaning of Section 1445
(b)(2) of the IRC;  

(h) The License Agreement;  

(i) All documentation and information required to be delivered by Seller prior to Closing pursuant to Article 11; and  

(j) Such other documents as Buyer may reasonably request.  

7.3 Buyer's Obligations at Closing. At the Closing, Buyer shall deliver to Seller the following:  

(a) The Closing Date Amount in the manner specified in Section 3.2;  

(b) The Bill of Sale and Assignment and Assumption Agreement and the Ancillary Agreements executed by Buyer;  

(c) A legal opinion from Boles, Boles & Ryan, counsel to Buyer dated as of the Closing Date and in the form of Schedule 7.3(c);  

(d) Buyer's Closing Certificate;  

(e) All other documents and papers required of Buyer as conditions of Closing pursuant to Section 6.2, including the Regulatory Approvals; 
and  

(f) Such other documents as Seller may reasonably request.  

ARTICLE 8.  
REPRESENTATIONS AND WARRANTIES  

8.1 Representations and Warranties of Seller. Seller represents and warrants to Buyer as follows:  

8.1.1 Authorization and Effect of Agreement. Seller has the requisite corporate power and authority to execute and deliver this Agreement and 
the Ancillary Agreements and to perform its obligations hereunder and thereunder. The execution and delivery by Seller of this Agreement and 
the Ancillary Agreements and the fulfillment of its obligations under this Agreement and the Ancillary Agreements have been duly authorized 



by all necessary corporate action on the part of Seller and, to the extent required by Law, any entity that controls the Seller. This Agreement 
and the Ancillary Agreements have been or will be duly executed and delivered by Seller and, assuming the due execution and delivery of this 
Agreement and the Ancillary Agreements by Buyer, constitute valid and binding obligations of Seller enforceable in accordance with their 
terms subject to bankruptcy, insolvency, reorganization, moratorium and other similar laws affecting the rights of creditors generally and 
subject to the exercise of judicial discretion in accordance with principles of equity  

8.1.2 No Restrictions Against Sale or Assignment of the Purchased Property. The execution and delivery of this Agreement and the Ancillary 
Agreements by Seller do not, and prior to Closing will not, and the fulfillment by Seller of its obligations under this Agreement and the 
Ancillary Agreements will not (i) conflict with or violate any provision of its certificates of incorporation or bylaws, (ii) subject to obtaining 
the approvals and or consents referred to in Section 2.5, Article 4 and Schedule 8.1.11(a-d), conflict with, violate or result in the breach of any 
provision of any Material Contract, or (iii) result in the creation of any Lien (other than Permitted Encumbrances) upon any of the Purchased 
Property under (a) any Material Contract or (b) any Law applicable to any of the Purchased Property, except in the case of clauses (ii) or (iii) 
for any such conflict, violation, breach or Lien that would not have a Material Adverse Effect.  

8.1.3 Consents, Approvals and Permits of Governmental Authorities. Except as set forth in Schedule 8.1.3:  

(a) No consent, approval, order or authorization of, or registration, declaration or filing with, any Governmental Authority is required to be 
obtained or made by or with respect to Seller or in connection with the execution and delivery of this Agreement and the Ancillary Agreements 
by Seller or the fulfillment by Seller of its obligations under this Agreement and the Ancillary Agreements, except (i) FCC Consents and HSR 
Act clearance, (ii) the Regulatory Approvals, and (iii) any consent approval, order or authorization or registration declaration or filing, which if 
not obtained or made would not have a Material Adverse Effect.  

(b) Seller holds valid permits, licenses, franchises, approvals and authorizations issued or granted by any Governmental Authority and adequate 
for the operation of the Business as currently conducted, except to the extent absence of any such permit, license, franchise, approval or 
authorization would not have an Material Adverse Effect.  

8.1.4 No Violation of Law. Except as indicated in Schedule 8.1.4, the execution and delivery of this Agreement and the Ancillary Agreements 
and the fulfillment by Seller of its obligations under this Agreement and the Ancillary Agreements will not violate any applicable Law, except 
where such violation would not reasonably be expected to have a Material Adverse Effect.  

8.1.5 Corporate Organization. Seller is a corporation duly organized, validly existing and in good standing under the laws of the state of 
Wisconsin, and is duly qualified to conduct business in Wisconsin. Seller has full power and authority to own its properties and to carry on the 
Business as it is now being conducted and to own, or hold under lease or Contract the Purchased Property.  

8.1.6 Brokers. Seller has not paid or become obligated to pay any fee or commission to any broker, finder, investment banker or other 
intermediary in connection with the transactions contemplated by this Agreement in such a manner as to give rise to a valid claim against 
Buyer or any of the Purchased Property for any broker's or finder's fees or similar fees or expenses.  

8.1.7 Title to Owned Real Property. As of the date hereof, the address and a general description of each item of Owned Real Property are set 
forth on Schedule 8.1.7(a). Seller has good fee simple title to all of the Owned Real Property, free and clear of any Lien other than Permitted 
Encumbrances and Liens of the Bondholders identified on Schedule 8.1.7(b). Seller represents that the only creditors that have a Lien (other 
than any Permitted Encumbrances) on any of the Owned Real Property are the Bondholders identified on Schedule  
8.1.7(b). The Owned Real Property set forth on Schedule 8.1.7(a) constitutes substantially all of the Owned Real Property used in the Business 
during calendar year 1998 and located in the Purchased Exchanges, except as such (i) has been disposed of since January 1, 1998 in the 
ordinary course of business, or (ii) would not have a Material Adverse Effect.  

8.1.8 Real Property Leases. Schedule 8.1.8 sets forth (i) a list of all Real Property Leases as of the date hereof and, except for such Real 
Property Leases as may have been executed or terminated in accordance with  
Section 5.2, as of the Closing Date, and (ii) all Real Property Leases used in the Business and with respect to property located in the Purchased 
Exchanges during calendar year 1998 except such as (1) have been executed or terminated since January 1, 1998 in the ordinary course of 
business, or (2) would not have a Material Adverse Effect. Each of the leases for the Leased Real Property is enforceable in accordance with its 
terms, subject to bankruptcy, insolvency and other similar laws affecting the rights of creditors generally and subject to the exercise of judicial 
discretion in accordance with the principles of equity, and except as otherwise disclosed in Schedule 8.1.8, there is not under any lease any 
material default or a material breach of covenant by Seller.  

8.1.9 Tangible Assets. All of the tangible Purchased Property is in substantially good operating condition and repair, normal wear and tear 
excepted. Except as set forth on Schedule 8.1.9 or elsewhere in this Agreement, Seller has, or as of Closing will have, good title to each item of 
tangible Purchased Property (other than Real Property Interests, representations with respect to which are included in Section 8.1.7 and 8.1.8 
hereof, and office equipment or vehicles subject to leases) with a fair market value in excess of $10,000, free and clear of any Lien (other than 
Permitted Encumbrances). Seller has not received any written notice within the past twelve(12) months of a violation of any ordinances, 
regulations or building, zoning or other Laws with respect to such assets that would have a Material Adverse Effect. EXCEPT AS 
EXPRESSLY PROVIDED IN THIS SECTION 8.1.9, SELLER MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESS OR 
IMPLIED, AS TO THE CONDITION OR FITNESS OF THE TANGIBLE PURCHASED PROPERTY AND HEREBY DISCLAIMS ANY 
WARRANTY OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR WARRANTY AGAINST 
INFRINGEMENT.  



8.1.10 No Material Adverse Change. Except as disclosed in Schedule 8.1.10 or as may be related to the Merger (and disclosed to Buyer), 
between December 31, 1997 and the date of this Agreement there has not occurred  
(i) any event or condition that would have a Material Adverse Effect; (ii) any increase in compensation payable or to become payable by Seller 
to any of its Transferred Employees or agents, other than normal merit or promotional increases made in the ordinary course of business 
consistent with past practice, other than Seller's obligation to make payments for service prior to Closing under the retention pay program 
announced in connection with the network business repositioning of Seller and its Affiliates; or (iii) any amendment or termination by Seller of 
any Material Contract, except any amendment or termination in the ordinary course of business.  

8.1.11 Material Contracts. Except for the agreements set forth on Schedule 8.1.11 subparts (a) through (d) (all such contracts being referred to 
herein as the "Material Contracts"), there is no Assigned Contract (other than the Assigned Contracts entered into after the date of this 
Agreement in the ordinary course of business) that is:  

(a) an agreement containing a non-compete agreement or other covenant that in either case would by its terms limit the freedom of Buyer 
following the Closing to compete in any material respect with respect to the Business with any third party, other than any such agreement or 
covenant which does not materially impair the continued operation of the Business as it is currently conducted;  

(b) an agreement granting a Lien with respect to any of the Purchased Property (other than a Permitted Encumbrance or Lien of a Bondholder);  

(c) an agreement for the sale, lease or encumbrance (other than a Permitted Encumbrance or Lien of a Bondholder) of any material Purchased 
Property (including any interconnection agreements) or grant of any preferential rights to purchase any material Purchased Property in each 
case outside the ordinary course of business; or  

(d) an agreement other than as set forth above with respect to which the aggregate amount to be received or paid thereunder with respect to 
calendar year 1999 is expected to exceed $100,000 based on the payments which have been made under such agreement with respect to 
calendar year 1998, to the extent applicable.  

Except as set forth on Schedule 8.1.11, to the knowledge of Seller, each of the Material Contracts is valid, binding and in full force and effect 
and is enforceable by Seller or Seller's Affiliates, as applicable, in accordance with its terms, except for any such failure to be valid, binding, in 
full force and effect or enforceable that is not reasonably likely to have a Material Adverse Effect. Except as set forth on Schedule 8.1.11, to the 
knowledge of Seller, Seller and Seller's Affiliates have performed all material obligations required to be performed by them to date under the 
Material Contracts, and they are not (with or without the lapse of time or the giving of notice, or both) in breach or default thereunder and, to 
the knowledge of Seller, no other party to any Material Contract is (with or without the lapse of time or the giving of notice, or both) in breach 
or default in any respect thereunder, in each case except for such noncompliance, breaches and defaults that, individually or in the aggregate, 
are not reasonably likely to have a Material Adverse Effect. As of the date hereof, neither Seller nor any Seller's Affiliate has, except as 
disclosed on Schedule 8.1.11, received any written notice of the intention of any party to terminate any Material Contract. Except as set forth in 
Schedule 8.1.11, no consents or approvals are required from third parties with respect to the assignment of any Material Contract. Complete 
and correct copies of all the Material Contracts, together with all modifications and amendments thereto to the date of this Agreement, have 
been made available to Buyer or its representatives.  

8.1.12 Insurance. The Purchased Property of an insurable nature and of a character usually insured by companies carrying on similar businesses 
is insured under insurance policies or self insured in such amounts and against such losses or casualties as is usual in Seller's industry. Effective 
at 11:59 P.M. on the Closing Date, the coverage under the insurance policies and programs applicable to the Purchased Property will be 
terminated. Thereafter, Buyer will be responsible for providing all insurance coverage for the Purchased Property.  

8.1.13 Taxes. Except as disclosed on Schedule 8.1.13, (i) all Tax Returns required to be filed by Seller on or before the Closing Date have or 
will have been filed, and all Taxes shown as due and payable on such Tax Returns have been or will be paid by Seller when required by law; 
(ii) no deficiencies or assessments for any Taxes have been asserted in writing or assessed against Seller that remain unpaid and that 
individually or in the aggregate are material to the Business; (iii) Seller has withheld all required federal, state and local payroll Taxes relating 
to the Business and have remitted or will remit all amounts required to be remitted to the appropriate Taxing authorities; (iv) there are no Tax 
Liens upon any of the Purchased Property except for statutory liens covering Taxes not yet due and payable; (v) Seller is not a "foreign 
persons" within the meaning of Section 1445(b)(2) of the IRC and shall provide an appropriate certificate for purposes of Section 1445(b)(2) of 
the IRC; and  
(vi) there are no material, current audits or material audits for which written notice has been received or, to the knowledge of Seller, for which 
verbal notice has been received (in either case, specifically with respect to the Business).  

8.1.14 No Material Claims or Suits. Except as disclosed in Schedule 8.1.13 or Schedule 8.1.14, there are no claims, actions, lawsuits or legal 
proceedings pending before any Governmental Authority, or, to the knowledge of Seller threatened, against or affecting the Business or 
Purchased Property that in Seller's opinion, if determined adversely to Seller, would reasonably be expected to have a Material Adverse Effect 
on the Business or materially adversely affect ability of Seller to consummate the transactions contemplated hereby.  

8.1.15 Tariffs; FCC Licenses.  

(a) Schedule 8.1.15(a) sets forth a list of all regulatory tariffs applicable to the Business. Such tariffs stand in full force and effect on the date of 
this Agreement in accordance with all terms, and there is no outstanding notice of cancellation or termination or, to Seller's knowledge, any 
threatened cancellation or termination in connection therewith, nor is Seller subject to any restrictions or conditions applicable to its regulatory 



tariffs that limit or would limit the operation of the Business (other than restrictions or conditions generally applicable to tariffs of that type). 
Each such tariff has been duly and validly approved by Seller's regulatory agency. Seller is not in material default under the terms and 
conditions of any such tariff and there is no basis for any claim of default by Seller in any material respect under any such tariff. Except as 
disclosed on Schedule 8.1.15(a), there are no applications by Seller or complaints (other than end-user complaints), or petitions by others or 
proceedings pending or threatened before the PSCW relating to the Business or its operations or the regulatory tariffs. To the knowledge of 
Seller, there are no material violations by subscribers or others under any such tariff. A true and correct copy of each tariff set forth on 
Schedule 8.1.15(a) has been delivered or made available to Buyer.  

(b) Schedule 8.1.15(b) sets forth a list of all FCC Licenses held by Seller and used in the operation of the Business. Except as set forth on 
Schedule 8.1.15(b), (i) each such FCC License is in full force and effect on the date of this Agreement in accordance with its terms, (ii) there is 
no outstanding notice of cancellation or termination or, to Seller's knowledge, any threatened cancellation or termination in connection 
therewith, nor (iii) are any of such FCC Licenses subject to any restrictions or conditions that limit the operation of the Business (other than 
restrictions or conditions generally applicable to licenses of that type). Subject to the Communications Act of 1934, as amended, and the 
regulations thereunder, the FCC Licenses are free from all security interests, liens, claims, or encumbrances of any nature whatsoever. There 
are no applications by Seller or complaints (other than individual end-user complaints that would not cause a Material Adverse Effect) or 
petitions by others or proceedings pending or threatened before the FCC relating to the Business or the FCC Licenses that, in Seller's opinion, 
would reasonably be expected to have a Material Adverse Effect on the Business.  

8.1.16 Employee Matters.  

(a) Seller has provided by letter of even date herewith the name, annual compensation, incentive compensation target, job title, job location and 
collective bargaining unit status as of September 30, 1999 of each person employed by Seller at a location in the Purchased Exchanges who is 
expected to be a Transferred Employee. Schedule 8.1.16(a) lists (and identifies the sponsor of) each material "Employee Pension Benefit Plan," 
as that term is defined in Section 3(2) of ERISA, each material "Employee Welfare Benefit Plan," as that term is defined in Section 3(1) of 
ERISA (such plans being hereinafter referred to collectively as the "ERISA Plans"), and each other material retirement, pension, profit-sharing, 
money purchase, deferred compensation, incentive compensation, bonus, stock option, stock purchase, severance pay, unemployment benefit, 
vacation pay, savings, medical, dental, post-retirement medical, accident, disability, weekly income, salary continuation, health, life or other 
insurance, fringe benefit, or other employee benefit plan, program, agreement, or arrangement maintained or contributed to by Seller or its 
Affiliates in respect of or for the benefit of any Transferred Employee or former employee of Seller, excluding any such plan, program, 
agreement, or arrangement maintained or contributed to solely in respect of or for the benefit of Transferred Employees or former employees 
employed or formerly employed by Seller outside of the United States, as of the date hereof (collectively, together with the ERISA Plans, 
referred to hereinafter as the "Plans"). Schedule 8.1.16(a) also includes a list of each material written employment, severance, termination or 
similar-type agreement between Seller and its Affiliates and any Transferred Employee (the "Employment Agreements"). Except for retention 
bonuses paid in connection with the closing of the transactions contemplated by this Agreement and except as otherwise disclosed on Schedule 
8.1.16(a), the execution and delivery of this Agreement by Seller and the performance of this Agreement by Seller will not directly result now 
or at any time in the future in the payment to any Transferred Employee of any severance, termination, or similar-type payments or benefits 
being paid to any Transferred Employee.  

(b) Except as set forth on Schedule 8.1.16(b):  

(i) Neither Seller nor any of its Affiliates, any of the ERISA Plans, any trust created thereunder, or any trustee or administrator thereof, has 
engaged in any transaction as a result of which Seller, any of its Affiliates or the Business could be subject to any material liability pursuant to 
Section 409 of ERISA or to either a civil penalty assessed pursuant to  
Section 502(i) of ERISA or a tax imposed pursuant to Section 4975 of the IRC; and  

(ii) Since the effective date of ERISA, no material liability under Title IV of ERISA has been incurred or is reasonably expected to be incurred 
by Seller, any of its Affiliates or the Business (other than liability for premiums due to the PBGC), unless such liability has been, or prior to the 
Closing Date will be, satisfied in full.  

(c) Except as set forth on Schedule 8.1.16(c), with respect to the Plans other than those Plans identified on Schedule 8.1.16(d) as 
"multiemployer plans":  

(i) the PBGC has not instituted proceedings to terminate any Plan that is subject to Title IV of ERISA (the "Retirement Plans");  

(ii) none of the ERISA Plans has incurred an "accu- mulated funding deficiency" (as defined in Section 302 of ERISA and Section 412 of the 
IRC), whether or not waived, as of the last day of the most recent fiscal year of each of the ERISA Plans ended prior to the date of this 
Agreement;  

(iii) each of the Plans has been operated and administered in all material respects in accordance with its provisions and with all applicable laws; 

(iv) each of the ERISA Plans that is intended to be "qualified" within the meaning of Section 401(a) of the IRC and, to the extent applicable, 
Section 401(k) of the IRC, has been determined by the IRS to be so qualified, and nothing has occurred since the date of the most recent such 
determination (other than the effective date of certain amendments to the IRC, the remedial amendment period for which has not yet expired) 
that would adversely affect the qualified status of any of such ERISA Plans; and  



(v) there are no pending material claims by or on behalf of any of the Plans, by any employee or beneficiary covered under any such Plan, or 
otherwise involving any such Plan (other than routine claims for benefits and routine expenses).  

(d) Except as set forth on Schedule 8.1.16(d), none of the ERISA Plans is a "multiemployer plan," as that term is defined in Section 3(37) of 
ERISA, and with respect to any such multiemployer plans (as so defined) listed in Schedule 8.1.16(d), neither Seller nor any of its Affiliates 
have not made or incurred a "complete withdrawal" or a "partial withdrawal," as such terms are respectively defined in Sections 4203 and 4205 
of ERISA that would result in the incurrence of a material liability by Seller, any of its Affiliates or the Business, and the transactions 
contemplated herein shall not constitute a "complete withdrawal" or a "partial withdrawal" as such terms are defined in Sections 4203 and 4205 
of ERISA, respectively.  

(e) Except as set forth on Schedule 8.1.16(e), (i) none of the Transferred Employees are represented by a labor union or labor organization, and 
(ii) Seller is not subject to any collective bargaining agreement covering any Transferred Employee. There are currently no strikes, slowdowns, 
work stoppages or lockouts by or with respect to any Transferred Employee covered by collective bargaining agreements. Except as set forth 
on Schedule 8.1.16(e), to the best knowledge of Seller, during the twelve (12) months preceding the date of this Agreement, there have not 
been any union organizational campaigns by or directed at Transferred Employees.  

(f) Seller will make available to Buyer, prior to the Closing Date, a list of those Transferred Employees that Seller believes to have participated 
in the health or dependent care reimbursement accounts of Seller, together with the elections made prior to the Closing Date with respect to 
such accounts through the Closing Date.  

8.1.17 Schedules of Telephone Plant.Schedule 8.1.17 sets forth, as of December 31, 1998 and, except for such changes as may occur pursuant 
to  
Section 5.2, as of the Closing Date, a materially accurate summary of the book value of the Telephone Plant (except for Real Property Interests 
and Real Property Leases) and Material and Supply Inventory as reflected in Seller's continuing property records. Schedule 8.1.17 summarizes 
substantially all Telephone Plant used in the Business (other than Excluded Property) during calendar year 1998 and located in the Purchased 
Exchanges, except such as (i) has been disposed of in the ordinary course of business since January 1, 1998, or (ii) would not have a Material 
Adverse Effect.  

8.1.18 Schedule of Real Property Interests. To the knowledge of Seller and as of the date of this Agreement, Schedule 8.1.18 sets forth a true 
and accurate list of all its Real Property Interests.  

8.1.19 Environmental Matters. Except as set forth in Schedule  
8.1.19 (which Seller may supplement within 30 days of the date hereof with respect to Leased Real Property):  

(a) Seller's current use of the Owned Real Property or Leased Real Property materially complies with Environmental Requirements;  

(b) No Liens under any Environmental Requirement have been or are imposed on any of the Owned Real Property, except for such Liens as 
would not have a Material Adverse Effect;  

(c) No action, proceeding, revocation proceeding, procedure, writ, injunction or claim is pending, or to Seller's knowledge threatened, 
concerning any Environmental Requirement and relating to any of the Owned Real Property, except as would not have a Material Adverse 
Effect;  

(d) Seller has obtained or filed for all permits, licenses, registrations, and other approvals and has made all reports and notifications required 
under any Environmental Requirements in connection with the Owned Real Property, except as would not have a Material Adverse Effect; and  

(e) There are no present actions, activities, circumstances, conditions, events, or incidents relating to Seller's use of any of the Owned Real 
Property or Leased Real Property that would reasonably be expected to involve Seller in any material litigation under the Environmental 
Requirements, or impose upon Seller any material liability related to any Environmental Requirements.  

8.1.20 Schedule of Joint Construction Projects. Schedule 8.1.20 sets forth a list of all Joint Construction Projects for which Buyer is to assume 
liability as of the Closing.  

8.1.21 Financial Statements. Schedules 8.1.21(a), 8.1.21(b) and 8.1.21(c) present the estimated income statement, estimated balance sheet and 
estimated statement of cash flows, respectively for the Business for the years ended December 31, 1997 and December 31, 1998 (collectively, 
the "Financial Statements"). The Financial Statements have been prepared based on the books and records of Seller. Such books and records 
have been maintained in accordance with GAAP. However, because the Business represents only a portion of Seller, the Financial Statements 
are based on the extensive use of estimates and allocations. Seller believes these estimates and allocations have been performed on a reasonable 
basis and such Financial Statements materially reflect the results of operations for the periods set forth therein. However, Buyer acknowledges 
that (i) the Financial Statements themselves may not be consistent with the applicable regulations of the FCC or state regulatory authorities, 
and  
(ii) because the Business represents only a portion of Seller, the Buyer is not acquiring significant support elements located outside the 
Purchased Exchanges, and Buyer will operate under new tariffs, carrier contracts and other conditions that may significantly impact the future 
revenue of the Business, the Financial Statements may not be representative of the financial performance of the Business during future periods.  



8.1.22 Year 2000 Compliance.  

(a) As of the Closing Date, Seller shall have caused the modification or remediation of the Automated Assets in accordance with applicable 
manufacturer or vendor recommendations such that the Automated Assets are Year 2000 Compliant; provided that any and all Buyer or third-
party supplied computer software, computer firmware and computer hardware that directly interfaces with the Automated Assets, co-exists 
with the Automated Assets, or indirectly influences the operation of the Automated Assets are also demonstrated to be Year 2000 Compliant.  

(b) Seller shall be deemed to be in satisfaction of the requirements of subsection (a) of this Section 8.1.22 to the extent that Seller has (i) 
performed on or before the Closing Date any modification or remediation in accordance with applicable manufacturer or vendor 
recommendations for achieving Year 2000 compliance or Year 2000 readiness, or (ii) received on or before the Closing Date reasonable 
assurances from the applicable manufacturer or vendor that an Automated Asset, without modification or remediation, is Year 2000 Compliant 
or Year 2000 ready.  

(c) When used in this Section 8.1.22, the following terms shall have the respective meanings given below:  

"Automated Assets" means the computer software, computer firmware, computer hardware (whether general or special purpose), 
documentation, data, and other similar or related items of the automated, computerized, and/or software system(s) that are provided by Seller to 
Buyer as part of the Purchased Exchanges pursuant to this Agreement.  

"Calendar-Related" refers to the date values based on the Gregorian calendar, as defined in Encyclopedia Britannica, 15th edition, 1982, page 
602, and to all uses in any manner of those date values, including without limitation manipulations, calculations, conversions, comparisons and 
presentations.  

"Date Data" means any Calendar-Related data in the inclusive range January 1, 1900 through December 31, 2050, which the Automated Assets 
use in any manner.  

"System Date" means any Calendar-Related data value in the inclusive range January 1, 1985 through December 31, 2035 (including the 
natural transition between such values) which the Automated Assets shall be able to use as their current date while operating.  

"Year 2000 Compliant" means:  

(i) As of the Closing Date, in connection with Calendar-Related data and Calendar-Related processing of Date Data or of any System Date, the 
Automated Assets will not malfunction, will not cease to function and will not produce incorrect results; and  

(ii) As of the Closing Date, the Automated Assets will represent dates without ambiguity as to century when providing Calendar-Related data 
to and accepting Calendar-Related data from other automated, computerized and/or software systems and users by way of user interfaces, 
electronic interfaces and data storage.  

8.1.23 Access Line Count. As of December 31, 1998, the Purchased Exchanges served a total of 64,798 access lines.  

8.2 Representations and Warranties of Buyer. Buyer represents and warrants to Seller as follows:  

8.2.1 Corporate Organization. Buyer is a corporation duly organized, validly existing and in good standing under the laws of the state of 
Louisiana, and is duly qualified to conduct business in Wisconsin and has the requisite corporate power and authority to own, lease or 
otherwise hold the assets owned, leased or held by it.  

8.2.2 Authorization and Effect of Agreement. Buyer has the requisite corporate power and authority to execute and deliver this Agreement and 
the Ancillary Agreements, to carry on the Business as presently conducted and to fulfill all other obligations of Buyer under this Agreement 
and the Ancillary Agreements. The execution and delivery by Buyer of this Agreement and the Ancillary Agreements, and the fulfillment by it 
of its obligations under this Agreement and the Ancillary Agreements have been duly authorized by all necessary corporate action on the part 
of Buyer. Buyer has the requisite legal capacity to purchase, own and hold the Purchased Property upon the consummation of the sale of the 
Purchased Property. This Agreement and the Ancillary Agreements have been duly executed and delivered by Buyer and, assuming the due 
execution and delivery of this Agreement and the Ancillary Agreements by Seller, constitute valid and binding obligations of Buyer 
enforceable in accordance with their terms subject to bankruptcy, insolvency, reorganization, moratorium and other similar laws affecting the 
rights of creditors generally and subject to the exercise of judicial discretion in accordance with principles of equity.  

8.2.3 No Restrictions Against Purchase of the Purchased Properties. The execution and delivery of this Agreement and the Ancillary 
Agreements by Buyer do not, and the fulfillment by Buyer of its obligations under this Agreement and the Ancillary Agreements will not, 
conflict with, violate or result in the breach of any provision of the certificate of incorporation or bylaws of Buyer or, conflict with, violate or 
result in the breach of any contract to which Buyer is a party. No material consent, approval, order or authorization of, or registration, 
declaration or filing with, any Governmental Authority is required to be obtained or made by or with respect to Buyer in connection with the 
execution and delivery of this Agreement by Buyer or the fulfillment by Buyer of its obligations under this Agreement, except the filings and 
approvals described in Article 4.  



8.2.4 No Violation of Law. The execution and delivery of this Agreement and the Ancillary Agreements and the fulfillment by Buyer of its 
obligations under this Agreement and the Ancillary Agreements will not violate any Law except to the extent any such violation would not 
have a material adverse effect on the ability of Buyer to fulfill its obligations hereunder and thereunder.  

8.2.5 Financial Capacity.  

(a) Buyer has sufficient cash or other sources of funds to pay the Purchase Price in the manner specified in Section 3.1 and all related fees and 
expenses.  

(b) Buyer has sufficient financial resources to operate the Business after the Closing Date. Without limiting the generality of the foregoing, 
Buyer has sufficient financial resources to satisfy any applicable requirement relating to financial capacity or capital imposed by any 
Governmental Authority in any state in which the Business is conducted. Buyer is solvent, is able to pay its debts as they become due, and 
owns property that has both a fair value and a fair saleable value in excess of the amount required to pay its debts as they become due.  

8.2.6 Brokers. Buyer has not paid or become obligated to pay any fee or commission to any broker, finder, investment banker or other 
intermediary in connection with the transactions contemplated by this Agreement in such a manner as to give rise to a valid claim against Seller 
for any broker's or finder's fees or similar fees or expenses.  

8.2.7 Consents and Approvals of Governmental Authority. Subject to Article 4 with respect to Regulatory Approvals and FCC Consents, no 
consent, approval or authorization of, or declaration, filing or registration with, any Governmental Authority or regulatory authority is required 
in connection with the execution, delivery and performance of this Agreement by Buyer or the consummation by Buyer of the transactions 
contemplated herein, except for filings with the FTC and DOJ pursuant to the HSR Act, if required.  

ARTICLE 9.  
CONTINUING BUSINESS RELATIONSHIPS  

9.1 Transition Services Agreement. The parties agree to cooperate with each other to ensure that the transition of the ownership of the 
Purchased Property proceeds with minimal disruption to the services being provided to subscribers. The parties agree that it may be necessary 
for Seller to assist Buyer in converting Seller's systems and processes with respect to the Purchased Property to Buyer's systems and processes. 
Seller and Buyer agree to execute a separate "Transition Services Agreement" substantially in the form attached hereto as Schedule 9.1 for the 
provision of such services.  

9.2 Optional Services Agreement. It is understood and agreed that Buyer may not have for a period of time after Closing Date, certain systems 
or processes necessary to provide some basic customer services. Seller will at Buyer's request and for the fees described in Schedule 9.2 
provide any or all of the services described in a separate "Optional Services Agreement" signed by the parties substantially in the form attached 
hereto as Schedule 9.2.  

9.3 Directory Publishing.  

9.3.1 Assumption of Certain Directory Publishing Agreement Rights and Obligations. Seller is party to a directories publishing agreement with 
GTE Directories Service Corporation n/k/a GTE Directories Corporation herein "Publisher." These agreements are identified in Schedule 9.3.1 
attached hereto ("Publishing Agreements"). Pursuant to these agreements Publisher has the exclusive right and obligation to sell advertising, 
and to publish, print and distribute directories containing telephone numbers relating to the Purchased Exchanges.  

At Seller's option, Buyer agrees to execute an agreement effective as of the Closing to assume and appropriately amend the Publishing 
Agreements as they relate to the Purchased Exchanges, which agreement will extend the length of the term of the Publishing Agreements to 
expire not earlier than December 31, 2001. Buyer agrees to allow Publisher to participate in any process for negotiating future directory 
publishing agreements on terms no less favorable than any other participant.  

9.3.2 Co-Bound Directories Acknowledgement. Buyer acknowledges that Publisher may have a pre-existing obligation (which Publisher may 
choose to continue) to sell advertising, publish, print and distribute the telephone numbers of third party local exchange telephone companies in 
the same directory as the Purchased Exchanges ("Co-Bound" directory). Co-Bound directory agreements of which Seller is aware, if any, are 
identified on Schedule 9.3.2.  

9.3.3 Meeting to Discuss Directory Publication. Within ninety  
(90) days following the date of this Agreement, Buyer agrees to meet with Seller and Publisher for the purpose of having an initial discussion 
about the first directory publication after the Closing Date. This meeting will be held at Publisher's address unless otherwise agreed between 
the parties and Publisher. All parties shall employ their respective commercially reasonable efforts to ensure that directory publication is not 
interrupted following the Closing Date.  

ARTICLE 10.  
ADDITIONAL COVENANTS OF THE PARTIES  



10.1 Intellectual Property.  

10.1.1 No License. Buyer and Seller agree and understand that except as expressly set forth in writing in the License Agreement and Section 
10.1.3, Seller has not granted any rights or licenses, express or implied, of, and nothing shall constitute or be construed as a license of Seller 
under any Intellectual Property now or hereafter owned, obtained or licensable by Seller or under any Third Party Intellectual Property.  

10.1.2 Infringement.  

(a) Notwithstanding anything in this Agreement to the contrary, Seller shall have no obligation to defend, indemnify or hold harmless Buyer or 
any of its Affiliates, from any damages, costs or expenses resulting from any obligation, proceeding or suit based upon any claim that any 
activity subsequent to the Closing Date engaged in by Buyer, a customer of Buyer's or anyone claiming under Buyer, constitutes direct or 
contributory infringement, misuse of, or misappropriation of, or inducement to infringe, any Third Party Intellectual Property.  

(b) Buyer shall defend, indemnify and hold harmless Seller and its Affiliates from and against any and all Indemnifiable Losses resulting from 
any obligation, proceeding or suit based upon any claim alleging or asserting direct or contributory infringement, or misuse or misappropriation 
of or inducement to infringe by Seller or any of its Affiliates of any Third Party Intellectual Property, to the extent that such claim is based on, 
or would not have arisen but for, activity conducted or engaged in subsequent to the Closing Date by Buyer, a customer of Buyer's, or anyone 
claiming under Buyer.  

10.1.3 Trademark Phaseout.  

(a) Buyer acknowledges that Seller or its Affiliates are the owners of Excluded Marks that qualify as Excluded Property under Section 2.3. 
Buyer understands and agrees that the Excluded Marks, or any right to or license of the Excluded Marks, are not being transferred pursuant to 
this Agreement. Buyer acknowledges the exclusive and proprietary rights of Seller and its Affiliates in the use of the Excluded Marks, and 
Buyer agrees that it shall not use the Excluded Marks (or any names, domain names, marks or indicia confusingly similar to the Excluded 
Marks) except and to the extent expressly set forth in this Section 10.1.3 or assert any rights or claims in such Excluded Marks (or in any 
names, domain names, marks or when confusingly similar to the Excluded Marks). After the Closing, all Excluded Marks of Seller and its 
Affiliates shall be replaced by Buyer, at Buyer's expense, as soon as possible, but in no event later than ninety (90) days after the Closing Date 
for items with Excluded Marks affixed to them which Buyer has continued to use in Buyer's operation of the Business, including buildings, 
vehicles, heavy equipment, hard hats, tools, tool boxes, kits (safety and others), signs, public (pay) telephones, manual covers and notebooks. 
After the Closing, Buyer will not use, and will destroy or deliver to Seller, all such items with Excluded Marks affixed to them that have no 
valid continuing use in Buyer's operation of the Business, including items affecting customer or employee relations or items that do not reflect 
Buyer's true identity. Specific items to be destroyed or returned include items with Excluded Marks affixed to them including giveaways; order, 
purchase or materials forms; requisitions; invoices; statements; time sheets/labor reports; bill inserts; stationery; personalized note pads; maps; 
organization charts; bulletins/releases; sales/price literature; manuals or catalogs; report covers/folders; program materials; and materials such 
as media contact lists/cards. The ninety (90) day time period for replacement of Excluded Marks affixed to telephone directories that were 
already published or closed for publication at the Closing Date shall be extended to the expiration date of such directories.  

(b) Buyer recognizes the great value of the goodwill associated with the Excluded Marks, and acknowledges that the Excluded Marks and all 
rights therein and the goodwill pertaining thereto belong exclusively to Seller and that the Excluded Marks have a secondary meaning in the 
minds of the public. Buyer further agrees that any and all permitted use of the Excluded Marks pursuant to this Agreement shall inure to the 
sole and exclusive benefit of Seller.  

(c) Buyer agrees that any permitted use of the Excluded Marks in the operation of the Business after the Closing shall be provided in 
accordance with all applicable federal, state and local laws, and that the same shall not reflect adversely upon the good name of Seller or its 
Affiliates, and that the operation of the Business will be of a high standard and skill.  

(d) Buyer acknowledges that its failure to cease use of the Excluded Marks as provided in this Agreement, or its improper use of the Excluded 
Marks, will result in immediate and irreparable harm to Seller and its Affiliates. Buyer acknowledges and admits that there is no adequate 
remedy at law for such failure to terminate use of the Excluded Marks, or for such improper use of the Excluded Marks. Buyer agrees that in 
the event of such failure or improper use, Seller and its Affiliates shall be entitled to equitable relief by way of temporary restraining order, or 
preliminary or permanent injunction, or any other relief available under this Agreement.  

(e) Buyer will not contest the ownership or validity of any rights of Seller or its Affiliates in the Excluded Marks.  

10.1.4 Third Party Software. To the extent that the transfer of Purchased Property by Seller to Buyer under this Agreement results in the 
transfer of possession to Buyer of software that at the Closing Date is Third Party Intellectual Property, which software was located in and 
rightfully used by Seller in the geographical areas of the Purchased Exchanges prior to the Closing Date in the normal and ordinary operation 
of the Business pursuant to Contracts with the owners or licensors of such software ("Third Party Intellectual Property Contracts"), then subject 
to Section 2.5 and the receipt of any required consents from Switch Software vendors, effective as of the Closing and provided that no 
payments to any Person other than a Switch Software vendor are thereby required, Seller hereby assigns to Buyer, and Buyer hereby accepts all 
rights and licenses, if any, to possess and use such software pursuant to such Third Party Intellectual Property Contracts. Buyer agrees that the 
acceptance by Buyer of such assignment of the Third Party Intellectual Property Contracts includes the assumption by Buyer of obligations 
under such Third Party Intellectual Property Contracts, including all obligations necessary or incidental to the transfer of such rights and 
licenses. Buyer understands and agrees that except as provided above in this Section 10.1.4, or as expressly provided elsewhere in this 



Agreement or in another written agreement between Buyer and Seller, no rights or licenses to use or possess such software or any Third Party 
Intellectual Property are transferred to Buyer. Buyer shall properly dispose of, and shall not use, any software of which Buyer acquires 
possession in connection with Purchased Property and which, after the Closing Date, Buyer knows, or reasonably should know, is not the 
subject of a Third Party Intellectual Property Contract that has been rightfully transferred to Buyer. Seller makes no warranty or representation 
that any Third Party Intellectual Property Contract or any right therein is assignable in whole or in part to Buyer.  

10.2 Effect of Due Diligence and Related Matters.  

(a) Buyer represents that it is a sophisticated entity that was advised by knowledgeable counsel and financial advisors and, to the extent it 
deemed necessary, other advisors in connection with this Agreement and has conducted its own independent review and evaluation of the 
Purchased Property. Accordingly, Buyer covenants and agrees that (i) except for the representations and warranties set forth in this Agreement, 
Buyer has not relied and will not rely upon any duty to disclose or any document or written or oral information furnished to or discovered by it 
or its representatives, including any financial data, (ii) there are no representations or warranties, express or implied, statutory or otherwise, by 
or on behalf of Seller or its Affiliates or representatives except for those expressly set forth in this Agreement, and  
(iii) to the fullest extent permitted by law, Buyer's rights and obligations with respect to all of the foregoing matters will be solely as set forth in 
this Agreement. Buyer further acknowledges and agrees that Seller is not under any duty to make any inquiry regarding any matter that may or 
may not be known to Seller or any of its officers, directors, employees or representatives.  

(b) Upon the Closing, Buyer shall be deemed to have waived any claim with respect to a breach of any representation, warranty, covenant or 
obligation of Seller, or any failure of a condition, hereunder of which Buyer had actual knowledge on or prior to the date hereof; provided that 
Buyer shall be deemed to have actual knowledge on or prior to the date hereof of the information made available to Buyer and/or its 
representatives during Buyer's due diligence review, and which information is contained in the Due Diligence Materials.  

(c) After the date of this Agreement and prior to the Closing Date, Buyer shall promptly notify Seller if Buyer obtains actual knowledge of any 
actual or prospective breach of any representation, warranty, covenant or obligation of Seller, or any actual or prospective failure of a 
condition, hereunder of which Buyer obtains actual knowledge. Failure to provide timely notice of any such breach of which Buyer obtains 
actual knowledge after the date hereof shall be deemed to constitute a waiver with respect to such breach.  

10.3 Confidentiality. Whether or not the Closing occurs, the parties hereto and their respective officers, directors, employees and 
representatives will comply with the Confidentiality Agreement (to the extent not inconsistent with this Agreement), the provisions of which 
are expressly incorporated herein in their entirety by this reference.  

10.4 Further Assurances. After the Closing, Seller will use its commercially reasonable efforts to furnish to Buyer such other instruments and 
information as Buyer may reasonably request in order to convey to Buyer title to the Purchased Property, to be delivered from time to time 
upon Buyer's reasonable request.  

10.5 Prorations. The following liabilities that call for periodic payments shall be prorated between Seller and Buyer: (i) utility charges (which 
shall include water, sewer, electricity, gas and other utility charges) with respect to the Owned Real Property, the property subject to the Real 
Property Leases and customer owned equipment, (ii) rental charges (which shall include rental charges and other lease payments under the Real 
Property Leases and Real Property Interests), (iii) personal services (these services are charged for a period which includes the Closing Date; 
this shall include contract labor), and  
(iv) any Taxes that are imposed on a periodic basis and are payable for a taxable period that includes (but does not end on) the Closing Date, 
including but not limited to real and personal property Taxes, ad valorem Taxes, and franchise fees or Taxes ("Periodic Taxes"). With respect 
to measurement periods during which the Closing Date occurs (all such periods of time being hereinafter called "Proration Periods"), the 
liabilities described in clauses (i), (ii) and  
(iii) of the preceding sentence shall be apportioned between Seller and Buyer as of the Closing Date, with Buyer bearing only the expense 
thereof in the proportion that the number of days remaining in the applicable Proration Period after the Closing Date bears to the total number 
of days covered by such Proration Period. Real and personal property Taxes and ad valorem Taxes shall be prorated between Buyer and Seller 
based on the relative periods the Purchased Property was owned by each respective party during the fiscal period for which Periodic Taxes 
were assessed by the Taxing jurisdiction (as such fiscal period is reflected on the bill rendered by such taxing jurisdiction). Buyer and Seller 
shall pay or be reimbursed for Periodic Taxes (including instances in which such property Taxes have been paid before the Closing Date) on 
this prorated basis. If a payment on a Periodic Tax bill is due after the Closing, the party that is legally required to make such payment shall 
make such payment and promptly forward an invoice to the other party for its pro rata share, if any. If the other party does not pay the invoice 
within thirty (30) calendar days of receipt, the amount of such payment shall bear interest at the rate of eight percent (8%) per annum. 
Similarly, all prepayments made by Seller under Assigned Contracts with respect to service or maintenance agreements requiring periodic 
payments with third parties or license or other fees payable to third parties shall be prorated on an appropriate basis between Seller and Buyer.  

10.6 Cost Studies/NECA Matters.  

10.6.1 Prior to Closing. Seller agrees that, with respect to all toll revenues, settlements, pools, separations studies or similar activities, Seller 
shall be responsible for (and shall receive the benefit or suffer the burden of) any adjustments to contributions, or receipt of funds, by Seller 
resulting from any such activities that are related to the operation of the Business or the ownership or operation of the Purchased Property prior 
to the Closing Date. Specifically, this paragraph shall apply, but shall not be limited to, any matters related to the National Exchange Carrier 
Association ("NECA") or the Universal Service Administration Company ("USAC") including the Universal Service Fund ("USF"), Long 
Term Support ("LTS"), and Telecommunications Relay Services funds established by the FCC.  



10.6.2 From and After Closing.  

(a) In the case of Purchased Exchanges that comprise less than an entire Study Area, the following shall apply:  

(i) Rural and non-rural carriers currently receive USF funds based on historic costs computed pursuant to Subpart F of Part 36 of the FCC's 
rules. Beginning July 1, 1999 or a date thereafter determined by the FCC, non-rural carriers shall not receive USF funds pursuant to Part 36, 
but will receive support based on forward-looking economic costs pursuant to Part 54. Seller will take all steps necessary to ensure that, for 
each Transitional Year, Buyer receives a pro rata share of any USF funds distributed during each year. Buyer's pro rata share of such USF 
funds for a given Transitional Year shall be determined for each Acquired Local Loop by multiplying the USF funds attributable to such loop 
for that year times the number of months of that year that such loop is owned by the Buyer.  

(ii) Buyer shall make all USF filings that are required under FCC rules after the Closing Date, and Seller shall provide such reasonable 
assistance as is required in order to make such filings.  

(iii) Notwithstanding the foregoing, Buyer's right to receive a pro rata share of USF is conditioned upon Buyer's payment, from and after the 
Closing Date, of a pro rata share of the annual universal service contribution liability assessed by the USAC based on end-user retail revenues 
for the previous year generated by assets being sold. The resulting Buyer's annual USF obligation for assets purchased shall be prorated in 
proportion to the number of months in the year from and after the Closing Date.  

(b) In the case of Purchased Exchanges that comprise an entire Study Area, the following shall apply:  

(i) Buyer shall receive all USF funds, from and after the Closing Date, as determined by USAC from data submitted by Seller prior to Closing 
Date pursuant to FCC Rules and Regulations as stated in Part 36.611 and Part 36.612 for rural carriers and Part 54 for non-rural carriers. After 
Closing Date Buyer shall make all submissions and filings for USF funds for all years for which Seller had not made a submission prior to 
Closing Date in accordance with FCC Rules and Regulations. Within a reasonable time after Buyer's written request, Seller shall furnish to 
Buyer such necessary information regarding Seller's ownership of the Purchased Property during any year for which Buyer shall make a 
submission, and such reasonable assistance as required in connection with Buyer's preparation of necessary filings or submissions.  

(ii) Notwithstanding the foregoing, Buyer's right to receive all USF revenue is conditioned upon Buyer's payment, from and after the Closing 
Date, of all universal service contribution liability assessed by USAC based on end-user retail revenues for the previous year generated by 
assets being sold.  

10.7 Customer Deposits and Construction Advances. Within thirty (30) days after Closing, Seller agrees to transfer to Buyer the customer 
deposits together with any interest accrued thereon (collectively "Customer Deposits") and Construction Advances, together with all of Seller's 
obligations (exclusive of pre-Closing disputes with respect thereto) and rights to hold the Customer Deposits and Construction Advances of the 
Business, up to the Closing Date, and Buyer agrees to hold, disburse and retain such deposits so delivered to it, and to perform related 
construction, as the case may be, as if it were Seller.  

10.8 Access to Books and Records.  

(a) After the Closing, Seller will retain all Retained Books and Records for a period of three (3) years from the date hereof, except for Tax 
Returns and supporting documentation, which Seller shall retain until the later to occur of (i) sixty (60) days subsequent to the expiration of the 
applicable statute of limitations or any extensions thereof, or (ii) the expiration of three (3) years from the date hereof.  

(b) After the Closing, upon reasonable notice and subject to the Confidentiality Agreement, the parties will give to the representatives, 
employees, counsel and accountants of the other, access, during normal business hours, to books and records relating to the Business and the 
Purchased Property, and will permit such persons to examine and copy such records, in each case to the extent reasonably requested by the 
other party in connection with Tax and financial reporting matters (including any Tax Returns and related information, but not attorney work 
product), audits, legal proceedings, governmental investigations and other business purposes (including such financial information and any 
receipts evidencing payment of Taxes as may be requested by Seller to substantiate any claim for Tax credits or refunds); provided, however, 
that nothing herein will obligate any party to take actions that would unreasonably disrupt the normal course of its business or violate the terms 
of any Contract to which it is a party or to which it or any of its assets is subject. Seller and Buyer will cooperate with each other in the conduct 
of any Tax audit or similar proceedings involving or otherwise relating to the Business (or the income therefrom or assets thereof) with respect 
to any Tax and each will execute and deliver such powers of attorney and other documents as are necessary to carry out the intent of this 
Section 10.8(b).  

10.9 Purchase Price Allocation. No later than ninety (90) days subsequent to the Closing Date, Buyer and Seller shall use their good faith 
efforts to agree to the allocation (the "Allocation") of the Purchase Price, the Assumed Liabilities and other relevant items (including, for 
example, adjustments to the Purchase Price) to the individual assets or classes of assets within the meaning of Section 1060 of the IRC. If 
Buyer and Seller agree to such Allocation prior to Closing, Buyer and Seller covenant and agree that (i) the values assigned to the assets by the 
parties' mutual agreement shall be conclusive and final for all purposes, and (ii) neither Buyer nor Seller will take any position before any 
Governmental Authority or in any judicial proceeding that is in any way inconsistent with such Allocation. Notwithstanding the foregoing, if 
Buyer and Seller cannot agree to an Allocation, Buyer and Seller covenants and agrees to file and to cause its respective Affiliates to file, all 
Tax Returns and schedules thereto (including, for example, amended returns, claims for refund, and those returns and forms required under 



Section 1060 of the IRC and any Treasury regulations promulgated thereunder) consistent with each of Buyer and Seller's good faith 
Allocations, unless otherwise required because of a change in applicable Law.  

10.10 Owned Real Property Transfers. Within sixty (60) days of the date of this Agreement, Seller shall deliver to Buyer copies of all existing 
title insurance policies in Seller's possession covering the Owned Real Property. Thereafter, no later than thirty (30) days before the Closing 
Date, Seller shall deliver (at Seller's expense) to Buyer title commitments for owners' policies of title insurance prepared by a title insurance 
company reasonably acceptable to Buyer and a certified current survey, with respect to all Owned Real Property included in the Purchased 
Property and in which Seller purports to own fee title. Buyer acknowledges that such title commitments shall be for California Land Title 
Association ("CLTA") owners' policies of title insurance (or its equivalent) unless Buyer has requested in writing, prior to the date hereof, that 
such commitments be issued for other forms of title insurance (in which event, Buyer shall bear all costs and premiums for such title insurance 
to the extent attributable to such coverage being in excess of CLTA coverage or its equivalent). Such title commitments shall reflect that upon 
the consummation of the sale to Buyer contemplated by this Agreement and the payment of all premiums and charges due for such title 
insurance, Buyer will be vested with good, fee simple title to such Owned Real Property, subject only to the exceptions show thereon, the title 
company's standard exceptions and exclusions, and such matters that arise after the date and time of such title commitment. Except as provided 
in the following sentence, in the event that Buyer requires endorsements to such title commitments or the applicable title insurance policies, 
such endorsements shall be obtained at Buyer's sole cost and expense and shall not be a condition to Closing. On the Closing Date, Seller shall 
convey the Owned Real Property to be transferred to Buyer subject only to Permitted Encumbrances, provided that Seller may transfer such 
property subject to one or more exceptions that are not Permitted Encumbrances if Seller commits in writing, in form and substance reasonably 
acceptable to Buyer, on or before the Closing Date, to cause any such exception that is not a Permitted Encumbrance to be removed, insured or 
bonded over to Buyer's reasonable satisfaction, or if Seller indemnifies Buyer with respect to such exceptions to Buyer's reasonable satisfaction 
on or before the Closing Date. With respect to each parcel of Owned Real Property covered by a title commitment referenced above, the 
amount of title insurance provided under the applicable title insurance policy shall be the fair market value of the applicable property, which 
shall be determined by Buyer at its sole cost and expense using commercially reasonable methods of valuation, provided that all such 
valuations shall be consistent with all allocations of the Purchase Price made hereunder or pursuant to this Agreement, and shall be acceptable 
to the title insurance company. The determination of fair market value shall be made in a timely manner such that the title commitments can be 
issued in a timely manner prior to the Closing Date. Seller agrees that prior to Closing it will provide the title company with such instructions, 
authorizations, affidavits, and indemnities as may be reasonably necessary for the title company to issue title policies to Buyer, dated as of the 
Closing Date, for all of the Owned Real Property with so-called non-imputation endorsements. By no later than forty-five (45) days after the 
Closing Date, Seller shall deliver to Buyer a final title insurance policy covering each parcel of the Owned Real Property covered by the title 
commitments. Buyer will use its commercially reasonable efforts to work with the title company between the date hereof and forty-five (45) 
days after Closing Date to resolve any issues with respect to such title commitments. Seller shall be responsible for the payment of all title 
insurance premiums attributable to the CLTA portion of the coverage afforded by each such policy obtained, and Buyer shall be responsible for 
the payment of all title insurance premiums in excess of such amount and for the payment of all endorsement charges and other fees and costs 
imposed by the title company.  

10.11 Transaction Taxes. Buyer shall bear and be responsible for paying any sales, use, transfer, documentary, registration, business and 
occupation and other similar Taxes (including related penalties (civil or criminal), additions to Tax and interest) imposed by any Governmental 
Authorities with respect to the transfer of Purchased Property to Buyer (including the Owned Real Property) ("Transaction Taxes"), regardless 
of whether the Tax authority seeks to collect the such Taxes from Seller or Buyer. Buyer shall also be responsible for (i) administering the 
payment of such Transaction Taxes, (ii) defending or pursuing any proceedings related thereto, and (iii) paying any expenses related thereto. 
Seller shall give prompt written notice to Buyer of any proposed adjustment or assessment of any Transaction Taxes with respect to the 
transaction, or of any examination of said transaction in a sales, use, transfer or similar Tax audit. In any proceedings, whether formal or 
informal, Seller shall permit Buyer to participate and control the defense of such proceeding, and shall take all actions and execute all 
documents required to allow such participation. Seller shall not negotiate a settlement or compromise of any Transaction Taxes without the 
written consent of Buyer, which consent shall not be unreasonably withheld.  

10.12 Bulk Sales Laws. Seller and Buyer waive compliance with applicable Laws under any version of Article 6 of the Uniform Commercial 
Code adopted by any state or any similar Law relating to the sale of inventory, equipment or other assets in bulk in connection with the sale of 
the Purchased Property.  

10.13 Prepaid Non-regulated Maintenance Agreements. Within thirty (30) days following Closing, Seller shall pay to Buyer an amount equal to 
the pro rata portion of all prepaid but unearned revenues from Seller's customers for all non-regulated maintenance agreements as of the 
Closing Date.  

10.14 Vehicle Registration. Buyer agrees to use its com- mercially reasonable efforts to file promptly the appropriate vehicle title applications 
and registrations to change the name of the titled owner on each vehicle title certificate and change the motor vehicle registration (with respect 
to license plate information) on each vehicle being transferred to Buyer from Seller pursuant to this Agreement. Buyer agrees that it shall 
remove and destroy Seller's existing license plates from all vehicles received promptly upon the receipt of new license plates.  

10.15 Carrier Access Billing and Accounts Receivable Transition. Seller shall render its own final carrier access bills to its interexchange 
carriers for minutes, messages and other applicable charges up to the Closing Date. Seller shall be responsible for collecting and settling any 
disputes associated with its final bills to the interexchange carriers.  

10.16 End-User Billing and Accounts Receivable Transition. Buyer agrees to purchase Seller's Earned End-user Accounts Receivable and 
make payment to Seller for those accounts in the manner described below.  



(a) Seller shall transfer to Buyer, as soon as reasonably available after Closing, all open end-user customer account records as of the end of 
business on the Closing Date. Following the Closing, Buyer will be responsible for administering those records including the application of 
cash receipts to customer accounts, whether related to services rendered before or after the Closing. Seller will promptly forward to Buyer all 
customer payments and related remittance documents received by Seller after the Closing for processing by Buyer.  

(b) Within twenty (20) days following the Closing, Seller will provide an accounting to Buyer of the Earned End-User Accounts Receivable 
and the Customer Advances, as well as the most recent twelve (12) month history of Seller's uncollectible net writeoffs expressed as a 
percentage of billings for the Business (the "Uncollectible Factor"). This data and the resulting calculation of the Earned End-User Accounts 
Receivable Amount will be summarized in an accounts receivable settlement statement (the "Accounts Receivable Settlement Statement"). 
Within thirty (30) days following the Closing, Buyer will remit to Seller an amount equal to 80% of the Earned End-User Accounts Receivable 
Amount less 100% of the Customer Advances. Within sixty (60) days following the Closing, Buyer will remit an additional 15% of the Earned 
End-User Accounts Receivable Amount and within ninety (90) days will remit the final 5%.  

(c) Not later than ten (10) days prior to the due dates for the sixty (60) and ninety (90) day payments referred to in Section 10.16(b) above, 
Seller will provide Buyer with an updated Accounts Receivable Settlement Statement reflecting any adjustments based upon non-sufficient 
funds checks, billing adjustments or other facts that have become known after the original statement that relate to pre-closing activity.  

(d) If at any time during the ninety (90) day period following the Closing, Buyer or Seller discovers any material discrepancy in the Accounts 
Receivable Settlement Statement, Seller and Buyer agree to use commercially reasonable efforts to resolve any discrepancy in a timely manner, 
and also agree to make payments related to any undisputed amounts as set forth above.  

10.17 Cooperation. Subsequent to the Closing Date, Buyer and Seller agree that they shall cooperate, each with the other, in order to facilitate 
the orderly transfer of the operation of the Business from Seller to Buyer; provided that except as may be otherwise required under that 
Agreement, no party shall be required to pay any out-of-pocket costs associated with their respective obligations hereunder.  

ARTICLE 11.  
EMPLOYEES AND EMPLOYEE MATTERS  

11.1 Employment of Transferred Employees. All Active Employees of Seller employed in the Business, and all Active Employees of Seller and 
its Affiliates who are associated with the Business, on the Closing Date (hereinafter collectively referred to as "Transferred Employees") shall 
be employed by (or become the responsibility of, as applicable) Buyer as of the Closing Date in the same or comparable positions, and at the 
same or comparable total compensation (including base pay and bonus (exclusive of any retention bonus)), as were in effect on the Closing 
Date, except as otherwise provided in this Agreement. The term "Transferred Employees" shall include only those individuals described in the 
preceding sentence who are identified as such on Schedule 11.1. For purposes of the first sentence, the term "Active Employees" shall include 
all full-time and part-time employees, employees on workers' compensation, military leave, maternity leave, leave under the Family and 
Medical Leave Act of 1993, short-term disability, non-occupational disability, on layoff with recall rights, and employees on other approved 
leaves of absence with a legal or contractual right to reinstatement. Buyer also shall employ any employee of Seller or its Affiliates who on the 
Closing Date is an LTD Recipient (as defined in Section 11.7) and who immediately before his active employment with Seller or its Affiliates 
ceased was employed in or in association with the Business and whose primary work location is within the areas serviced by the Purchased 
Exchanges, provided such employee returns to active employment within one (1) year of the Closing Date. For a period of six (6) months 
following the Closing Date, Buyer shall not employ, and Buyer shall not permit any of its Affiliates to employ, any person who retires or 
otherwise terminates from any employment at or in association with the Business during the six-month period beginning three (3) months 
before the Closing Date. All Transferred Employees and LTD Recipients (as defined in Section 11.7) shall be identified on Schedule 11.1 to be 
prepared by Seller and submitted to Buyer at least fifteen (15) days prior to the Closing Date; such Schedule 11.1 shall identify, as of the date 
of such Schedule, the employees who have terminated employment as described in the preceding sentence; and such Schedule 11.1 shall be 
updated as of the date that is three months after the Closing to identify any employees who terminated employment as described in the 
preceding sentence after the date of the original Schedule 11.1.  

11.1.1 Assumption of Collective Bargaining Agreement Obligations. On and after the Closing Date, Buyer, as successor employer to Seller 
(subject to Seller's Retained Liabilities in Section 2.4.2(d)), shall assume all of the employer's obligations under, and be bound by the 
provisions of, each collective bargaining agreement covering Transferred Employees. Each such collective bargaining agreement relating to 
Transferred Employees shall be identified on a Schedule 11.1.1 to be prepared by Seller and submitted to Buyer at least fifteen (15) days prior 
to the Closing Date. Seller shall cooperate with Buyer in Buyer's efforts to contact the unions representing Transferred Employees. If a union 
representing Transferred Employees objects to Buyer's assumption of, or refuses to allow Buyer to assume, the provisions of any existing 
collective bargaining agreement that covers such Transferred Employees immediately before the Closing Date, or objects to any change in or 
termination of employee benefits on or after the Closing Date, Seller and its Affiliates shall have no liability or obligation to Buyer by reason of 
such objection or refusal. If, on or before the Closing Date, an employee objects, or refuses to assent, to the consummation of the transactions 
contemplated by this Agreement insofar as the Agreement affects the employee, Seller and its Affiliates shall have no liability or obligation to 
the employee or any other party by reason of the employee's objection or refusal to assent, and Buyer shall be responsible for any liability or 
obligation that arises by reason of the employee's objection or refusal to assent (other than any liability or obligation that results from Seller's 
failure to comply with this Agreement and that does not result from Buyer's failure to comply with this Agreement).  

11.1.2 Assumption of Employment and Other Agreements. On and after the Closing Date, except as otherwise provided in this Agreement or in 
Schedule 11.1.2, Buyer, as successor employer to Seller (subject to Seller's Retained Liabilities in Section 2.4.2(d)), shall assume all 
obligations under and be bound by the provisions of each offer of employment by Seller relating to the Business, each employment agreement 



or any other agreement by Seller relating to conditions of employment, employment separation, severance, or employee benefits in connection 
with the Business. All obligations described in this Section 11.1.2 assumed by and binding Buyer shall be identified on a Schedule 11.1.2 to be 
prepared by Seller and submitted to Buyer at least fifteen  
(15) days prior to the Closing Date.  

11.1.3 Recognition of Transferred Employee Service. On and after the Closing Date, and subject to the provisions of any applicable collective 
bargaining agreement, Buyer shall recognize the service of each Transferred Employee for all employment-related purposes (other than an 
employee achievement award, within the meaning of Section 274(j) of the IRC) determined in accordance with the practices and procedures of 
Seller in effect on the Closing Date, as if such service had been rendered to Buyer. Schedule 11.1 to be prepared by Seller and submitted to 
Buyer no later than fifteen (15) days prior to the Closing Date shall list the service of each Transferred Employee for the employment-related 
purposes referred to in the preceding sentence.  

11.1.4 Assumption of Obligation to Pay Bonuses. Except as otherwise expressly provided in this Agreement, Transferred Employees shall not 
accrue benefits under any employee benefit policies, plans, arrangements, programs, practices, or agreements of Seller or any of its Affiliates 
after the Closing Date. For the year in which the Closing Date occurs, the Transferred Employees shall be paid any bonuses that would have 
been payable to the Transferred Employees for that year had the Transferred Employees remained employees of Seller or one of its Affiliates, 
in accordance with the provisions of the policy, plan, arrangement, program, practice or agreement under which the bonus would have been 
paid (the "Seller's Bonus Plans"). Seller shall pay to Transferred Employees that portion of any such bonus that is attributable to service during 
such year on or before the Closing Date, and Buyer shall pay to Transferred Employees that portion of any such bonus that is attributable to 
service during such year after the Closing Date. In determining the amount of the bonus to be paid by Buyer in accordance with the preceding 
sentence, Buyer shall apply criteria that are substantially comparable to the criteria established as of the Closing Date under the Seller Bonus 
Plans under which the bonus would have been paid had the Transferred Employees remained employees of Seller or one of its Affiliates. Seller 
shall identify the Seller Bonus Plans on a Schedule 11.1.4 to be delivered to Buyer no later than fifteen (15) days prior to the Closing Date.  

11.1.5 No Duplicate Benefits; Dependents and Beneficiaries. Nothing in this Agreement shall cause duplicate benefits to be paid or provided to 
or with respect to a Transferred Employee under any employee benefit policies, plans, arrangements, programs, practices, or agreements. 
References herein to a benefit with respect to a Transferred Employee shall include, where applicable, benefits with respect to any eligible 
dependents and beneficiaries of such Transferred Employee under the same employee benefit policy, plan, arrangement, program, practice or 
agreement. 11.1.6 Affiliate Employees. If any employee identified in Schedule 11.1 is an employee of an Affiliate of Seller, he or she shall be 
considered a Transferred Employee and shall be treated under this Agreement in a manner that is comparable to the treatment given to the 
Transferred Employees who are employed by Seller, except that his or her service as of the Closing Date shall be determined in accordance 
with the practices and procedures of his or her employer, as in effect on the Closing Date.  

11.1.7 Term of Assumed Obligations. Except as otherwise expressly provided in this Agreement, Buyer's obligations with respect to 
Transferred Employees under this Article 11 shall continue for a period of not less than one year after the Closing Date.  

11.2 Transferred Employee Benefit Matters.  

11.2.1 Defined Benefit Plans.  

(a) Seller's Pension Plans. As of the date of this Agreement, Seller participates in the following single-employer defined benefit pension plans 
maintained in the United States:  

(i) the GTE Service Corporation Plan for Employees' Pensions (the "Seller's Salaried Pension Plan"); and  

(ii) the GTE North Incorporated Pension Plan for Hourly -Paid Employees' of Wisconsin (collectively, the "Seller's Hourly Pension Plan").  

The plans identified in this Section 11.2.1(a) shall be referred to collectively in this Agreement as the "Seller's Pension Plans," and each such 
plan shall be referred to individually as a "Seller's Pension Plan."  

(b) Buyer Obligations. Buyer shall take all actions necessary and appropriate to ensure that, as soon as practicable after the Closing Date, Buyer 
maintains or adopts one or more pension plans (hereinafter referred to in the aggregate as the "Buyer Pension Plans" and individually as the 
"Buyer Pension Plan") effective as of the Closing Date and to ensure that each Buyer Pension Plan satisfies the following requirements as of 
the Closing Date: (i) the Buyer Pension Plan is a qualified, single-employer defined benefit plan under Section 401(a) of the IRC; (ii) any 
Buyer Pension Plan that was in effect before the Closing Date shall not have any "accumulated funding deficiency," as defined in Section 302 
of ERISA and Section 412 of the IRC, whether or not waived, immediately before the Closing Date; (iii) the Buyer Pension Plan is not the 
subject of termination proceedings or a notice of termination under Title IV of ERISA; (iv) the Buyer Pension Plan does not exclude 
Transferred Employees from eligibility to participate therein; (v) the Buyer Pension Plan does not violate the requirements of any applicable 
collective bargaining agreement; and  
(vi) with respect to Transferred Employees who were participants in the Seller's Hourly Pension Plan on the Closing Date, the terms of the 
Buyer Pension Plan are substantially identical in all material respects to the terms of the Seller's Hourly Pension Plan. Within the 30-day period 
immediately preceding any transfer of assets and liabilities from a Seller's Pension Plan to a Buyer Pension Plan pursuant to this Section 11.2.1
(b), Buyer shall provide Seller with a written certification, in a form acceptable to Seller, that the Buyer Pension Plan satisfies each of the 
requirements set forth in this Section 11.2.1(b).  



(c) Transfer of Liabilities.  

(i) In accordance with the provisions of this Section 11.2.1, Buyer shall cause the Buyer Pension Plans to accept all liabilities for benefits under 
the Seller Pension Plans, whether or not vested, that would have been paid or payable (but for the transfer of assets and liabilities pursuant to 
this Section 11.2.1) to or with respect to the Transferred Employees under the terms of the Seller's Pension Plans, including, but not limited to, 
all liabilities for "Section 411(d)(6) protected benefits" (as defined by Section 411(d)(6) of the IRC and the regulations thereunder) that have 
accrued under the Seller's Pension Plans to or with respect to the Transferred Employees based on accredited service and compensation under 
the Seller's Pension Plans as of the Closing Date. Buyer shall not amend the Buyer Pension Plans, or permit the Buyer Pension Plans to be 
amended, to eliminate any benefit, whether or not vested, that is a "Section 411(d)(6) protected benefit" (as defined by Section 411(d)(6) of the 
IRC and the regulations thereunder). Seller or an Affiliate thereof may, in its sole discretion on or prior to the transfer of liabilities, take action 
to fully vest Transferred Employees in its benefits (if any) under the Seller's Pension Plans.  

(ii) (A) For purposes of eligibility and vesting under the Buyer Pension Plans, each Transferred Employee whose accrued benefit is transferred 
from a Seller's Pension Plan to a Buyer Pension Plan shall be credited with service and compensation as of the Closing Date as determined 
under the terms of the Seller's Pension Plan. The benefit under the Buyer Pension Plan for each Transferred Employee who, on the Closing 
Date, participates in the Seller's Hourly Pension Plan, shall be calculated under terms of the Buyer Pension Plan that are substantially identical 
in all material respects to the terms of the Seller's Hourly Pension Plan. The benefit for each Transferred Employee who, on the Closing Date, 
participates in the Seller's Salaried Pension Plan, shall not be less than the greater of (x) the sum of the Transferred Employee's "Seller's 
Pension" and "Buyer Pension," or (y) the Transferred Employee's "Total Service Pension," each as determined under the rules set forth in 
subsection (c)(iii)(B) of this Section 11.2.1.  

(B) Each Transferred Employee who, as of the Closing Date, participates or formerly participated in the Seller's Salaried Pension Plan and 
who, under the terms of the Seller's Salaried Pension Plan, has at least 15 years of accredited service and combined years of age and accredited 
service of at least 74 as of June 1, 1999, shall be eligible, after the Transferred Employee's employment with the Buyer and its Affiliates is 
terminated and after the Transferred Employee's combined years of age and years of accredited service equal or exceed 76, to receive his or her 
"Seller's Pension" (as determined under the rules set forth in subsection (c)(iii) of this  
Section 11.2.1) as an immediate early retirement pension under the applicable Buyer Pension Plan in accordance with early retirement 
provisions that are no less favorable to the Transferred Employee than the early retirement provisions of the Seller's Salaried Pension Plan as of 
the Closing Date. For a period of at least five (5) years following June 1, 1999, Buyer shall cause the Buyer Pension Plan to retain early 
retirement provisions that are no less favorable to the Transferred Employees than the early retirement provisions of the Seller's Salaried 
Pension Plan to which they were subject as of the Closing Date; provided, however, that a Transferred Employee shall be entitled to consent to 
the provision to such Transferred Employee of a different and less favorable early retirement benefit.  
(C) Notwithstanding the foregoing provisions of this subsection (c) (ii), if a lump-sum distribution is available under the Buyer Pension Plan, 
the benefit under the Buyer Pension Plan of a GATT Grandfathered Participant, when expressed in the form of a lump sum, shall not be less 
than the benefit under the Buyer Pension Plan determined without regard to the changes to Section 417 of the IRC made by the Uruguay Round 
Agreements Act. The method used to convert a GATT Grandfathered Participant's accrued benefit into a lump-sum amount under the Buyer 
Pension Plan after 1999 shall be not less favorable to a GATT Grandfathered Participant than the method used for similar purposes by the 
Seller Pension Plan. For purposes of this paragraph  
(c)(ii)(C), "GATT Grandfathered Participant" shall mean a Transferred Employee  
(x) with respect to whom liabilities are transferred pursuant to this subsection  
(c) and (y) who, taking service from Buyer into account as service with Seller, would have been eligible under the Seller's Pension Plan, but for 
the transfer of liabilities pursuant to this subsection (c), to have his benefit under the Seller's Pension Plan (when expressed in the form of a 
lump sum) determined without regard to the changes to Section 417 of the IRC made by the Uruguay Round Agreements Act.  

(D) For a period of five (5) years following June 1, 1999, Buyer shall cause the Buyer Pension Plan to retain early retirement provisions that 
are no less favorable to the Transferred Employees than the early retirement provisions of the Seller's Hourly Pension Plan to which they were 
subject as of the Closing Date; provided, however, that a Transferred Employee shall be entitled to consent to the provision to such Transferred 
Employee of a different and less favorable early retirement benefit.  

(iii) (A) The Buyer Pension Plan benefit of a Transferred Employee who, on the Closing Date, participates in the Seller's Hourly Pension Plan, 
shall be calculated as set forth in paragraph (c)(ii)(a) of this Section 11.2.1.  

(B) The Buyer Pension Plan benefit of a Transferred Employee who, on the Closing Date, participates in the Seller's Salaried Pension Plan, 
shall be calculated by applying the benefit formula set forth in paragraph (c)(ii)(A) of this Section 11.2.1, in accordance with the rules 
described in the remainder of this paragraph (B). A Transferred Employee's "Seller's Pension" shall be calculated by applying the benefit 
formula under the Seller's Salaried Pension Plan (as in effect on the Closing Date) to the Transferred Employee's service and compensation 
credited under the Seller's Salaried Pension Plan as of the Closing Date. A Transferred Employee's "Buyer Pension" shall be not less than an 
amount calculated by applying the benefit formula under the Buyer Pension Plan to the Transferred Employee's total accredited service and 
compensation under the Buyer Pension Plan (including service and compensation credited under the Seller's Salaried Pension Plan as of the 
Closing Date as if such service and compensation had been earned under the Buyer Pension Plan and service and compensation credited under 
the Buyer Pension Plan after the Closing Date), multiplied by the ratio of accredited service earned after the Closing Date to such total 
accredited service; provided that for a period of at least five (5) years following June 1, 1999, Buyer shall cause the benefit formula used in 
determining such "Buyer Pension" to provide benefits at least as valuable as were provided under the benefit formula applicable to the 
Transferred Employee under the Seller's Salaried Pension Plan on the Closing Date. A Transferred Employee's "Total Service Pension" shall be 
calculated by applying the benefit formula under the Buyer Pension Plan to the Transferred Employee's accredited service (including service 
and compensation credited with the Seller under the Seller's Salaried Pension Plan as of the Closing Date as if such service and compensation 



was earned under the Buyer Pension Plan and service and compensation credited under the Buyer Pension Plan on and after the Closing Date). 
Solely for purposes of computing a Transferred Employee's "Total Service Pension," compensation received by such a Transferred Employee 
from the Seller shall be treated as compensation received from the Buyer. The Seller's Pension, the Buyer Pension, and the Total Service 
Pension shall take into account the Transferred Employee's actual age and entire period of service (including service credited under the Seller's 
Salaried Pension Plan as of the Closing Date and service credited under the Buyer Pension Plan on and after the Closing Date) for vesting and 
benefit eligibility purposes.  

(C) Each Transferred Employee who is eligible to receive a benefit under the Buyer Pension Plan may elect to receive the portion of said 
benefit that is equal to the Seller's Pension in any form, and with any early retirement or other actuarial subsidy, that was available under the 
Seller's Pension Plan on the Closing Date, without regard to whether the Transferred Employee is eligible to elect or receive, or does elect or 
receive, the same form of payment or early retirement or actuarial subsidy for the remainder of the pension under the Buyer Pension Plan.  

(iv) As soon as practicable after the Closing Date, Seller shall deliver to Buyer a list reflecting each Transferred Employee's service and 
compensation under each of the Seller's Pension Plans and each Transferred Employee's accrued benefit thereunder as of the Closing Date.  

(d) Transfer of Assets.  

(i) In accordance with the provisions of subsection  
(d)(i) of this Section 11.2.1 and subject to the provisions of subsection  
(d)(vi) of this Section 11.2.1, Seller shall direct the trustee of the Seller's Pension Plans to transfer to the trustee or funding agent of the 
applicable Buyer Pension Plan an amount in cash determined as provided in the following sentence (the "Pension Assets") with respect to the 
Transferred Employees whose accrued benefits are transferred to a Buyer Pension Plan pursuant to Section (c) of this Section 11.2.1. The value 
of the Pension Assets to be transferred by the Seller's Pension Plans shall be equal in value to the projected benefit obligation, as defined in 
paragraph 17 of Statement of Financial Accounting Standards No. 87 ("FAS 87"), under the Seller's Pension Plans for the Transferred 
Employees whose accrued benefits are transferred to a Buyer Pension Plan pursuant to Section (c) of this Section 11.2.1, determined in each 
case on an on-going plan basis as of the Closing Date, and on the basis of the assumptions used for the fiscal year which includes the Closing 
Date in Seller's determination of pension expense for the Seller's Pension Plans in accordance with FAS 87; provided, however, that in no event 
shall the value of the Pension Assets be less than the amount required to be transferred by Section 414(l) of the Code and the regulations 
thereunder determined using the assumptions used by the PBGC with respect to a plan termination occurring on the Closing Date. The Pension 
Assets shall be in the form of cash or marketable obligations. Under no circumstances shall Seller or the Seller's Pension Plans be liable to 
transfer any additional amount to Buyer or a Buyer Pension Plan or any other person in respect of the accrued benefits transferred to a Buyer 
Pension Plan pursuant to  
Section (c) of this Section 11.2.1, including but not limited to any circumstance under which any person (including a governmental agency) 
states a claim to some portion or all of the Pension Assets.  

(ii) Seller shall appoint an actuary ("Seller's Actuary") to determine the amount to be transferred pursuant to subsection  
(d)(i) of this Section 11.2.1 and shall provide such determination to Buyer. Buyer shall appoint an actuary ("Buyer's Actuary") who shall have 
the right to audit and review the determination made by Seller's Actuary. Within thirty (30) days of the date Seller informs Buyer of the amount 
of the Pension Assets, Seller's Actuary shall provide Buyer's Actuary with a computer file containing all the employee data used by Seller's 
Actuary to calculate the Pension Assets. If Buyer's Actuary is unable to agree with Seller's Actuary on the amount of the transfer within sixty 
(60) days after Seller informs Buyer of the amount to be transferred, Seller and Buyer shall jointly select a third actuary, whose determination 
shall be binding on Seller and Buyer. Each of Seller and Buyer shall bear the fees, costs and expenses of their respective actuaries, and the fees, 
costs, and expenses of the third actuary shall be borne one-half by Seller and one-half by Buyer.  

(iii) The Pension Assets shall be credited with interest from the Closing Date to the actual date of transfer at the assumed discount rate used in 
accordance with paragraph (i) of this Section (d); provided that any Pension Assets that are distributed from the Seller's Pension Plans before 
the date of transfer pursuant to subsection (d)(vi) of this Section 11.2.1 shall be credited with interest (such interest to be credited to the Buyer 
Pension Plans) only from the Closing Date to the date of distribution.  

(iv) Under the terms of each Buyer Pension Plan, the accrued benefit of each Transferred Employee immediately after the transfer of assets and 
liabilities pursuant to this Section 11.2.1 shall not be less than the sum of each Transferred Employee's accrued benefits under the Seller's 
Pension Plan and the Buyer Pension Plan immediately before the transfer of assets and liabilities. Neither Seller nor its Affiliates nor the 
Seller's Pension Plans nor any trustee thereof shall retain any liability for benefits under the Seller's Pension Plans for any Transferred 
Employee with respect to whom cash or marketable obligations have been transferred to a Buyer Pension Plan pursuant to this Section 11.2.1 
or distributed pursuant to subsection  
(d)(vi) of this Section 11.2.1 (other than any additional liability that results from Seller's (or its Affiliates') failure to comply with this 
Agreement, the Seller's Pension Plan or applicable Law and that does not result from any failure of Buyer or its Affiliates to comply with this 
Agreement, the Buyer Pension Plan or applicable Law).  

(v) In connection with the transfer of assets and liabilities pursuant to this Section 11.2.1, Seller and Buyer shall cooperate with each other in 
making all appropriate filings required by the IRC or ERISA and the regulations thereunder, and the transfer of assets and liabilities pursuant to 
this Section 11.2.1 shall not take place until as soon as practicable after the latest of (i) the expiration of the 30-day period following the filing 
of any required notices with the IRS pursuant to Section 6058(b) of the IRC, or (ii) the date Buyer has delivered to Seller (xx) a copy of the 
Buyer Pension Plan and a copy of the most recent determination letter from the IRS to the effect that the Buyer Pension Plan is qualified under  
Section 401(a) of the IRC, together with documentation reasonably satisfactory to Seller of the due adoption of any amendments to the Buyer 



Pension Plan required by the IRS as a condition to such qualification and a certification from Buyer that no events have occurred that adversely 
affect the continued validity of such determination letter (apart from the enactment of any Federal law for which the remedial amendment 
period under Section 401(b) of the IRC has not yet expired), and (yy) information enabling the enrolled actuary for the Buyer Pension Plan to 
issue the certification required by Section 6058(b) of the IRC.  

(vi) (A) If, after the Closing Date and before the date of transfer of assets and liabilities from the Seller's Pension Plans pursuant to this Section 
11.2.1, the accrued benefit as of the Closing Date becomes payable under a Seller's Pension Plan to or with respect to a Transferred Employee, 
Buyer shall (xx) furnish GTE Service Corporation with a copy of a properly completed application for such benefits, and (yy) direct GTE 
Service Corporation to instruct the trustee of the Seller's Pension Plan to make benefit payments in the form and amount determined by GTE 
Service Corporation in accordance with the properly completed application for benefits. Seller shall cause GTE Service Corporation to comply 
with any such direction.  

(B) To the extent that any reasonable custodial, trustee, asset management, or other plan administration expenses attributable to the Pension 
Assets and to the period ending on the date of the transfer of assets and liabilities from the Seller's Pension Plans pursuant to this Section 11.2.1 
are allocable to the assets and liabilities to be so transferred, Buyer shall reimburse the trustee of the Seller's Pension Plans in the amount of 
such allocable expense if the expense is to be paid from assets then held by the trustee of the Seller's Pension Plans or, if the expense is not to 
be paid from assets then held by the trustee of the Seller's Pension Plans, Buyer shall reimburse GTE Service Corporation in the amount of the 
expense, in each case within fifteen (15) days of the date on which Buyer receives a statement therefor from GTE Service Corporation.  

(C) Notwithstanding anything herein to the contrary, the assets and liabilities to be transferred from the trustee of the Seller's Pension Plans to 
the trustee or funding agent of the Buyer Pension Plan pursuant to this Section 11.2.1 shall be reduced, as provided in this subsection  
(vi), to reflect any benefit payments made pursuant to this subsection (vi) regardless of the form in which paid and any expenses described in 
paragraph (B) of this subsection (vi) that have not otherwise been paid pursuant to this subsection (vi).  

11.2.2 Savings Plans.  

(a) As of the date of this Agreement, Seller participates in the GTE Savings Plan and the GTE Hourly Savings Plan (collectively referred to as 
the "Seller's Savings Plans"). Except as provided in Section (g) of this Section 11.2.2, Transferred Employees shall not be entitled to make 
contributions to or to benefit from matching or other contributions under the Seller's Savings Plans on and after the Closing Date.  

(b) Buyer shall take all action necessary and appropriate to ensure that, as soon as practicable after the Closing Date, Buyer maintains or adopts 
one or more savings plans (hereinafter referred to in the aggregate as the "Buyer Savings Plans" and individually as the "Buyer Savings Plan") 
effective as of the Closing Date and to ensure that the Buyer Savings Plans satisfy the following requirements as of the Closing Date: (i) each 
Buyer Savings Plan is a qualified, single-employer individual account plan under  
Section 401(a) of the IRC; (ii) at least one (1) Buyer Savings Plan does not exclude Transferred Employees from eligibility to participate 
therein; (iii) at least one (1) Buyer Savings Plan permits Transferred Employees to make before-tax contributions (under Section 401(k) of the 
IRC) and provides for matching contributions by the Buyer at a rate of match determined solely in the discretion of Buyer; and (iv) the Buyer 
Savings Plan does not violate the requirements of any applicable collective bargaining agreement to which it is subject. Within the thirty (30) 
day period immediately preceding any transfer of assets and liabilities from a Seller's Savings Plan to a Buyer Savings Plan pursuant to this 
Section 11.2.2, Buyer shall provide Seller with a written certification, in a form acceptable to Seller, that the Buyer Savings Plan satisfies each 
of the requirements set forth in this Section (b).  

(c) (i) Seller shall direct the trustee of the Seller's Savings Plans to transfer to the trustee or funding agent of the Buyer Savings Plan designated 
by Buyer an amount in cash equal in value to the account balances of the Transferred Employees covered by the Seller's Savings Plans as of the 
date of the transfer; provided that to the extent the account balances to be transferred consist in whole or in part of outstanding participant loans 
which comply with the provisions of the IRC and ERISA (the "Participant Loans"), Seller shall direct the trustee of the Seller's Savings Plans 
to transfer to the trustee or funding agent of the Buyer Savings Plans, in lieu of cash, the promissory notes and related documents evidencing 
such Participant Loans. Buyer and Seller shall take such actions as may be required to effect the assignment of such loans by the trustee of the 
Seller's Savings Plan to the trustee or funding agent of the Buyer Savings Plan, and Buyer shall cause the trustee or funding agent of the Buyer 
Savings Plan to accept the assignment of such Participant Loans.  

(ii) After the date of the transfer of assets and liabilities pursuant to this Section 11.2.2, Buyer shall assume all liabilities for the benefits 
payable to or with respect to such Transferred Employees under the Seller's Savings Plans, and Seller and the Seller's Savings Plans and its 
implementing trust shall retain no liability for such benefits (other than any additional liability that results from Seller's (or its Affiliate's) 
failure to comply with this Agreement, the Seller's Savings Plan or applicable Law and that does not result from any failure of Buyer or its 
Affiliates to comply with this Agreement, the Buyer Savings Plan or applicable Law.  

(d) For purposes of eligibility and vesting under the Buyer Savings Plans, each Transferred Employee shall be credited with service as of the 
Closing Date as determined under the terms of the Seller's Savings Plans. As soon as practicable after the Closing Date, Seller shall cause GTE 
Service Corporation to deliver to Buyer a list of the Transferred Employees covered by the Seller's Savings Plans, together with each 
Transferred Employee's service under each of the Seller's Savings Plans as of the Closing Date.  

(e) In connection with the transfer of assets and liabilities pursuant to this Section 11.2.2, Seller and Buyer shall cooperate with each other in 
making all appropriate filings required by the IRC or ERISA and the regulations thereunder, and the transfer of assets and liabilities pursuant to 
this Section 11.2.2 shall not take place until as soon as practicable after the latest of (i) the expiration of the thirty (30) day period following the 



filing of any required notices with the IRS pursuant to Section 6058(b) of the IRC, and  
(ii) the date Buyer has delivered to Seller (xx) a copy of the Buyer Savings Plan and a copy of the most recent determination letter from the IRS 
to the effect that the Buyer Savings Plan is qualified under Sections 401(a) and 401(k) of the IRC, together with documentation reasonably 
satisfactory to Seller of the due adoption of any amendments to the Buyer Savings Plan required by the IRS as a condition to such qualification 
and a certification from Buyer that no events have occurred that adversely affect the continued validity of such determination letter (apart from 
the enactment of any Federal law for which the remedial amendment period under Section 401(b) of the IRC has not yet expired).  

(f) As soon as practicable after the Closing Date, Seller shall cause GTE Service Corporation to deliver to Buyer a list of the Transferred 
Employees who have outstanding Participant Loans under the Seller's Savings Plans, together with copies of said Transferred Employees' 
notes, disclosure statements, and security agreements under the Seller's Savings Plans. Subject to obtaining the consent of the applicable 
Transferred Employee if required by law, from the Closing Date until the earliest of (i) the actual date of transfer of assets and liabilities 
pursuant to this Section 11.2.2; (ii) the full amortization of the Transferred Employee's indebtedness; (iii) the distribution of the entire balance 
of the Transferred Employee's accounts; or (iv) the last date on which Buyer or one of its Affiliates pays remuneration to the Transferred 
Employee, Buyer or its Affiliate shall (x) continue the payroll deductions pursuant to which each such Transferred Employee is discharging 
indebtedness to a Seller's Savings Plan and (y) remit the deducted funds to Fidelity Management Trust Company, the trustee of the Seller's 
Savings Plans, as soon as practicable, but in no event more than thirty (30) days, after the date of deduction, together with an accounting that 
identifies the Transferred Employees with respect to whom the funds were deducted and the amount deducted for each Transferred Employee. 
All such remitted funds shall be transferred to the appropriate Seller's Savings Plan and applied to reduce the appropriate Transferred 
Employee's outstanding indebtedness. Buyer's obligations under this  
Section (f) are limited to payroll deductions of Participant Loans repayments by the Transferred Employees and remittance of those funds, and 
nothing herein shall be construed to obligate Buyer to repay to Seller any portion of the outstanding indebtedness of the Transferred Employees 
that are not otherwise discharged by the Transferred Employees themselves.  

(g) Seller shall make all required matching contributions with respect to the Transferred Employees' contributions to the Seller's Savings Plans 
that are (i) eligible for matching and (ii) made before, or relate to a period ending on or prior to, the Closing Date. Such matching contributions 
shall be made not later than the date on which all other matching contributions are made to the Seller's Savings Plans with respect to 
contributions made at the same time as the Transferred Employees' contributions.  

11.2.3 Welfare Plans.  

(a) Buyer shall take all action necessary and appropriate to ensure that, as soon as practicable after the Closing Date, Buyer maintains or adopts, 
as of the Closing Date, one or more employee welfare benefit plans, including medical, health, dental, flexible spending account, accident, life, 
short-term disability, and long-term disability and other employee welfare benefit plans (including retiree medical and life) for the benefit of (i) 
the non-bargained Transferred Employees (the "Non-Union Welfare Plans") and (ii) the union-represented Transferred Employees in 
accordance with the provisions of applicable collective bargaining agreements (the "Bargained Welfare Plans"). The Non-Union Welfare Plans 
and the Bargained Welfare Plans are hereinafter referred to collectively as the "Buyer Welfare Plans." The Buyer Welfare Plans shall provide 
as of the Closing Date pre-retirement benefits to Transferred Employees (and their dependents and beneficiaries) that, in the aggregate, are 
comparable to the pre-retirement benefits to which they were entitled under the corresponding employee welfare benefit plans maintained by 
Seller on the Closing Date. For purposes of determining eligibility to participate in each Buyer Welfare Plan, each Transferred Employee shall 
be credited with service, determined under the terms of the corresponding welfare plans maintained by Seller on the Closing Date (hereinafter 
referred to collectively as the "Seller's Welfare Plans"). Any restrictions on coverage for pre-existing conditions or requirements for evidence of 
insurability under the Buyer Welfare Plans shall be waived for Transferred Employees, and Transferred Employees shall receive credit under 
the Buyer Welfare Plans for co-payments and payments under a deductible limit made by them and for out-of-pocket maximums applicable to 
them during the plan year of the Seller's Welfare Plan in accordance with the corresponding Seller's Welfare Plans. As soon as practicable after 
the Closing Date, Seller shall deliver to Buyer a list of the Transferred Employees who had credited service under a Seller's' Welfare Plan, 
together with each such Transferred Employee's service, co-payment amounts, and deductible and out-of-pocket limits under such plan.  

(b) (i) Except as otherwise provided in subsection (b)(ii) of this Section (b) or in an applicable collective bargaining agreement, Buyer shall 
provide or cause to be provided retiree medical, health, and life benefits to each Transferred Employee (or the dependents or beneficiaries of 
such Transferred Employee, as the case may be) under substantially comparable terms and conditions as apply to other comparable employees 
of Buyer, and Seller shall have no obligation to provide retiree medical, health and life benefits in respect of any Transferred Employee on or 
after the Closing Date.  

(ii) Subject to Section 11.4 below, following the retirement from Buyer and its Affiliates or any successor thereof of a Transferred Employee 
who is not subject to a collective bargaining agreement as of the Closing Date, who has combined age and years of accredited service (within 
the meaning of the Seller's Pension Plan) as of June 1, 1999, equal to at least 66, and who as of his or her retirement has combined age and 
years of accredited service (within the meaning of the Seller Pension Plan) equal to at least 76 and at least 15 years of accredited service 
(within the meaning of the Seller's Pension Plan) (a "Retired Non-Union Transferred Employee"), Seller shall provide or cause to be provided 
to each such Retired Nonunion Transferred Employee (and/or his or her dependents and beneficiaries) retiree medical, health, and life benefits 
under terms and conditions that are substantially identical to the terms and conditions under the corresponding programs offered by Seller to its 
similarly situated noncollectively bargained employees retiring as of the Closing Date; provided that nothing in this subsection (b)(ii) shall be 
construed to prevent any Retired Non-Union Transferred Employee (or his or her dependents or beneficiaries) from voluntarily relinquishing 
such benefits. Buyer shall reimburse Seller, in accordance with this subsection (b)(ii), for the cost of the retiree medical, health, and life 
coverage for which Seller is responsible and that Seller actually provides pursuant to this subsection  
(b)(ii). For each year for which Buyer is required to reimburse Seller under this subsection (b)(ii), Buyer shall pay Seller annually in arrears, 
within 30 days after Seller provides a statement therefor to Buyer, (A) $4,500 with respect to each Retired Non-Union Transferred Employee 



who has not yet attained age 65 during the year for which the payment is made and $4,500 with respect to each spouse who is covered with 
respect to a Retired Non-Union Transferred Employee and who has not yet attained age 65 during the year for which the payment is made, and 
(B) $2,000 with respect to each Retired Non-Union Transferred Employee who has attained at least age 65 during the year for which the 
payment is made and $2,000 with respect to each spouse who is covered with respect to a Retired Non-Union Transferred Employee and who 
has attained at least age 65 during the year for which the payment is made. No reimbursement shall be due with respect to any dependent, other 
than a spouse, covered with respect to a Retired Non-Union Transferred Employee. The reimbursement obligation for partial years shall be 
prorated based on the portion of the year covered by the obligation. Each Retired Non-Union Transferred Employee (or his or her dependent or 
beneficiary, as the case may be) who is provided benefits by Seller under this subsection (b)(ii) shall be required to pay to Seller any premium, 
contribution or other payment required under, and shall be subject to any co-payment or deductible required under, the terms of Seller's 
applicable retiree medical, health, or life benefit plan; to the extent that any amount constituting such a payment is deducted from any plan, 
program, or arrangement maintained by Buyer or one of its Affiliates or is otherwise paid to Buyer or one of its Affiliates by such person, 
Buyer shall cause such amount to be paid to Seller as soon as administratively practicable.  

(iii) Benefits provided pursuant to subsection (b)(ii) of this Section (b) shall take into account service with and compensation increases from 
Buyer on and after the Closing Date in the same manner as if such post-Closing Date service was performed with, or such compensation was 
provided by, Seller. Buyer shall provide Seller with such information as shall be required to implement the immediately preceding sentence.  

(c) Buyer shall refer to GTE Service Corporation and GTE Service Corporation shall assume responsibility for any valid claim under a Seller's 
Welfare Plan for disability, medical, dental or other benefits made by a Transferred Employee on or after the Closing Date arising from a loss 
incurred on or before the Closing Date. Nothing in this Section 11.2.3 shall require Seller, any Affiliate of Seller, or the Seller's Welfare Plans 
to make any payment or to provide any benefit not otherwise provided by the terms of the Seller's Welfare Plans.  

(d) Seller, Buyer, their respective Affiliates, and the Seller's Welfare Plans and the Buyer Welfare Plans shall assist and cooperate with each 
other in the disposition of claims made under the Seller's Welfare Plans pursuant to subsection (c) of this Section 11.2.3, and in providing each 
other with any records, documents, or other information within its control or to which it has access that is reasonably requested by any other as 
necessary or appropriate to the disposition, settlement, or defense of such claims.  

(e) Except for GTE Flexible Reimbursement Plan (the "FRP") account balances described in Section 11.2.3(f), nothing in this Agreement shall 
require Seller or its Affiliates to transfer assets or reserves with respect to the Seller's Welfare Plans to Buyer or the Buyer Welfare Plans.  

(f) As of the Closing Date, Seller shall cause the portion of the FRP applicable to Transferred Employees to be segregated into a separate 
component and all account balances of the Transferred Employees in the FRP shall be transferred to a flexible reimbursement plan that Buyer 
shall cause to be maintained for the duration of the calendar year in which the Closing Date occurs.  

(g) On and for a period of at least three (3) years after the Closing Date, Transferred Employees not subject to a collective bargaining 
agreement shall be eligible for benefits under a Buyer severance or separation pay policy or plans that are the same as or comparable to the 
severance or separation pay policy benefits that are provided by Seller (or the applicable Affiliate, if the Transferred Employee is employed by 
an employer other than the Selles) or a Seller's Pension Plan as of the Closing Date. Buyer shall recognize the service of each such Transferred 
Employee with Seller and its Affiliates for eligibility, vesting, and benefit determinations under the Buyer severance or separation pay policy or 
plan. Transferred Employees subject to a collective bargaining agreement shall be eligible for severance or separation pay benefits in 
accordance with the terms of the applicable collective bargaining agreement.  

11.3 Miscellaneous Benefits.  

11.3.1 Loans.  

Buyer shall (i) obtain at its own expense newly executed payroll deduction authorization forms from all Transferred Employees to whom Seller 
has made outstanding education loans, mortgage loans, and relocation loans (excluding any Participant Loans under the Seller's Savings Plans), 
(ii) subject to obtaining the consent of the applicable Transferred Employee if required by law, continue the payroll deductions pursuant to 
which such Transferred Employees are discharging such indebtedness, and (iii) as soon as practicable, but in no event more than thirty (30) 
days, after the date of deduction, remit such funds (together with an accounting that identifies the Transferred Employees with respect to whom 
the funds were deducted and the amount deducted for each Transferred Employee) to Seller for application by Seller to the Transferred 
Employees' outstanding indebtedness. Buyer's obligation with respect to each respective Transferred Employee pursuant to the preceding 
sentence shall commence as of the Closing Date and continue until the earlier of the full amortization of the Transferred Employee's 
indebtedness or the last date on which Buyer or one of its Affiliates pays remuneration to the Transferred Employee. Seller shall not seek to 
accelerate, cancel or otherwise change the terms of any education loans, mortgage loans, or relocation loans made by Seller to such Transferred 
Employees, except in the case of a default by a Transferred Employee. Buyer's obligations under this Section 11.3.1 are limited to payroll 
deductions of loan repayments by the Transferred Employees and remittance of those funds and the related accounting, and nothing herein shall 
be construed to obligate Buyer to repay to Seller any portion of the outstanding indebtedness of the Transferred Employees that are not 
otherwise discharged by the Transferred Employees themselves; provided that, notwithstanding anything to the contrary in Article 12 of this 
Agreement or  
Section 11.6 of this Agreement, Seller shall indemnify and hold harmless Buyer for all claims, demands, actions, proceedings, causes of action, 
liability, loss, cost, damage, and expense (including reasonable attorney's fees) in any way arising from or incurred as a result of Buyer's 
administration of the outstanding indebtedness or the payroll deduction authorization process as described above. All Transferred Employees 
with outstanding indebtedness as described in this Section 11.3.1 and the amount and nature of this indebtedness shall be identified on a 



Schedule 11.3.1 to be prepared by Seller and submitted to Buyer before the Closing Date.  

11.3.2 Vacation.  

(a) On or after the Closing Date, Buyer shall allow Transferred Employees to receive paid time off in the calendar year of the Closing for any 
unused vacation time accrued, with respect to the calendar year of the Closing, prior to the Closing Date. Except as provided in the following 
sentence, Seller and its Affiliates shall have no liability to Transferred Employees for the vacation payments described in this Section 11.3.2. 
Seller shall pay Transferred Employees any banked vacation on or before the Closing Date. Schedule 11.1 to be prepared by Seller and 
submitted to Buyer on or before the Closing Date shall list the accrued but unused vacation pay, as of the Closing Date, of each Transferred 
Employee for the calendar year in which the Closing Date occurs.  

(b) For purposes of determining a Transferred Employee's eligibility for vacation under Buyer's vacation plan, a Transferred Employee shall be 
credited, as of the first day of the first calendar year that begins after the calendar year in which the Closing Date occurs, with service for the 
calendar year in which the Closing Date occurs in an amount equal to the aggregate of the Transferred Employee's service with both Seller and 
Buyer during the calendar year in which the Closing Date occurs.  

(c) At the time of Closing, all vacation for Transferred Employees for the calendar year of Closing shall be prorated and the net liability related 
thereto shall be an adjustment to the Purchase Price (the "Vacation Proration Amount"). The adjustment shall be determined by crediting the 
Buyer with an amount equal to the accrued and unused vacation for Transferred Employees. In determining said net liability, Seller shall 
receive a credit against the total liability for any vacation used in excess of the accrued vacation for Transferred Employees as of the Closing 
Date.  

11.4 Employee Rights.  

Nothing herein expressed or implied shall confer upon any employee of Seller or its Affiliates, or Buyer or its Affiliates, or upon any legal 
representative of such employee, or upon any collective bargaining agent, any rights or remedies, including any right to employment or 
continued employment for any specified period, of any nature or kind whatsoever under or by reason of this Agreement.  

Nothing in this Agreement shall be deemed to confer upon any person (nor any beneficiary thereof) any rights under or with respect to any 
plan, program, or arrangement described in or contemplated by this Agreement, and each person (and any beneficiary thereof) shall be entitled 
to look only to the express terms of any such plan, program, or arrangement for his or her rights thereunder.  

Nothing in this Agreement shall cause Buyer or its Affiliates, nor Seller or its Affiliates to have any obligation to provide employment or any 
employee benefits to any individual who is not a Transferred Employee or, except as otherwise provided in Section 11.1.2 with respect to 
employment agreements, to continue to employ any Transferred Employee for any period of time following the Closing Date.  

11.5 WARN Act Requirements.  

On and after the Closing Date, Buyer shall be responsible with respect to Transferred Employees and their beneficiaries for compliance with 
the Worker Adjustment and Retraining Notification Act of 1988 and any other applicable Law, including any requirement to provide for and 
discharge any and all notifications, benefits, and liabilities to Transferred Employees and government agencies that might be imposed as a 
result of the consummation of the transactions contemplated by this Agreement or otherwise.  

11.6 Indemnification.  

11.6.1 Indemnification of Seller. Notwithstanding anything to the contrary in Article 12 of this Agreement, Buyer shall indemnify and hold 
harmless Seller, its Affiliates, and their respective directors, officers, employees, agents, and assigns, and each employee benefit plan or 
arrangement maintained or contributed to by Seller or an Affiliate thereof (whether or not such plan or arrangement is an "employee benefit 
plan" within the meaning of  
Section 3(3) of ERISA) and its administrators, fiduciaries, and agents, from and against any and all claims, demands, actions, administrative or 
other proceedings, causes of action, liability, loss, cost, damage, and expense (including reasonable attorneys' fees) (i) in any way arising out of 
or incurred as a result of any action by Buyer, its Affiliates, their respective directors, officers, employees, or agents, the administrators or 
fiduciaries of any employee benefit plan maintained or contributed to by Buyer or an Affiliate thereof (whether or not such plan or arrangement 
is an "employee benefit plan" within the meaning of Section 3(3) of ERISA), or any of their successors, to change, reduce contributions to, 
terminate, fail to continue, fail to pay benefits under, or fail to manage or administer properly any employee benefit plan or arrangement 
(whether or not such plan or arrangement is an "employee benefit plan" within the meaning of Section 3(3) of ERISA) on or after the Closing 
Date, or (ii) in any way arising out of or incurred as a result of any action that is a breach of any the covenants, representations, warranties, or 
obligations of any such person under this Agreement.  

11.6.2 Indemnification of Buyer. Notwithstanding anything to the contrary in Article 12 of the Agreement, Seller shall indemnify and hold 
harmless Buyer, its Affiliates, and their respective directors, officers, employees, agents, and assigns, and each employee benefit plan or 
arrangement maintained or contributed to by Buyer or an Affiliate thereof (whether or not such plan or arrangement is an "employee benefit 
plan" within the meaning of  
Section 3(3) of ERISA) and its administrators, fiduciaries, and agents, from and against any and all claims, demands, actions, administrative or 



other proceedings, causes of action, liability, loss, cost, damage, and expense (including reasonable attorneys' fees) (i) in any way arising out of 
or incurred as a result of any action by Seller, its Affiliates, their respective directors, officers, employees, or agents, the administrators or 
fiduciaries of any employee benefit plan maintained or contributed to by Seller or an Affiliate thereof (whether or not such plan or arrangement 
is an "employee benefit plan" within the meaning of Section 3(3) of ERISA), or any of their successors, to change, reduce contributions to, 
terminate, fail to continue, fail to pay benefits under, or fail to manage or administer properly any employee benefit plan or arrangement 
(whether or not such plan or arrangement is an "employee benefit plan" within the meaning of Section 3(3) of ERISA) before, or relating to a 
period before, the Closing Date, or (ii) in any way arising out of or incurred as a result of any action that is a breach of any the covenants, 
representations, warranties, or obligations of any such person under this Agreement.  

11.7 Special Provisions For Certain Employees.  

Any individual employed in or in association with the Business and whose primary work location is within the areas serviced by the Purchased 
Exchanges who as of the Closing Date either (i) is currently receiving long-term disability benefits under a long-term disability plan of the 
Seller or one of its Affiliates (the "Seller's' LTD Plan"), (ii) has been approved for receipt of long-term disability benefits under the Seller's 
LTD Plan, or (iii) is receiving a disability pension under a Seller's Pension Plan (collectively, an "LTD Recipient") shall be treated as a 
Transferred Employee if and when the LTD Recipient recovers from his or her disabling condition and returns to active service with the Buyer. 
The term "LTD Recipients" shall include only those individuals described in the preceding sentence who are identified on Schedule 11.1.  

Any Transferred Employee described in the preceding paragraph (whether or not identified on Schedule 11.1 as an "LTD Recipient") shall 
continue to receive benefits under Seller's LTD Plan (or, if applicable, a disability pension under a Seller's Pension Plan) after the Closing Date 
to the extent provided under Seller's LTD Plan (or the applicable Seller's Pension Plan). As long as such individual remains eligible to receive 
benefits under Seller's LTD Plan (or the applicable Seller's Pension Plan), the Buyer shall not be required to provide coverage or benefits to the 
individual under the employee benefit plans or programs maintained by the Buyer.  

If any LTD Recipient recovers from his or her disabling condition, Seller shall have no obligation to offer or provide any employment to such 
LTD Recipient, and absent a legal or contractual right to reemployment and except as otherwise provided in Section 11.1, Buyer shall have no 
obligation to offer or provide any employment to such LTD Recipient. If an LTD Recipient who received disability benefits under the Seller's 
LTD Plan (or the applicable Seller's Pension Plan, as the case may be) returns to active service with the Buyer or one of its Affiliates, the LTD 
Recipient's period of disability covered under the Seller's LTD Plan (or the applicable Seller's Pension Plan, as the case may be) shall be treated 
as a period of service under the employee benefit plans and programs of the Buyer and its Affiliates to the same extent that the period of 
disability is treated as a period of service under the employee benefit plans and programs of Seller and its Affiliates.  

ARTICLE 12.  
INDEMNIFICATION  

12.1 Survival of Representations, Warranties and Covenants.  

(a) The representations and warranties contained in Sections 8.1.6 and 8.2.6 will survive the Closing and remain in full force and effect 
indefinitely. The representations and warranties contained in Section 8.1.13 will terminate upon the expiration of the applicable statute of 
limitations. Each of the other representations and warranties contained in Article 8 will terminate, without further action, on the date which is 
(i) the later of one (1) year following the Closing Date, or (ii) the completion of Buyer's first audit cycle following the Closing Date, however, 
that such cycle is completed within fifteen (15) months following the Closing Date (in each case, the applicable date of expiration of such 
representations and warranties is referred to herein as an "Expiration Date").  

(b) This Article 12 shall survive any termination of this Agreement and the Ancillary Agreements and the indemnification contained in this 
Article 12 shall survive the Closing and shall remain in effect (i) indefinitely, with respect to any Indemnifiable Claim related to the breach of 
any representation or warranty which pursuant to Section 12.1(a) survives indefinitely, (ii) indefinitely, with respect to any Indemnifiable 
Claim arising under Section 12.2(a)(iii) (Retained Liabilities) or 12.2(b)(iii) (Assumed Liabilities) and (iii) until the date Expiration Date for 
any Indemnifiable Claims that are not specified in any of the preceding clauses. Unless a claim for indemnification with respect to any alleged 
breach of any representation or warranty is asserted by notice given as herein provided that specifically identifies a particular breach and the 
underlying facts relating thereto, which notice is given within the applicable period of survival for such representation or warranty, such claim 
may not be pursued and is irrevocably waived after such time. Without limiting the generality or effect of the foregoing, no claim for 
indemnification with respect to any representation or warranty will be deemed to have been properly made except (i) to the extent it is based 
upon a Third Party Claim made or brought prior to the expiration of the survival period for such representation or warranty, or (ii) to the extent 
based on Indemnifiable Losses actually incurred, or after due inquiry, reasonably expected to be incurred, by an Indemnitee prior to the 
expiration of the survival period for such representation or warranty.  

12.2 Indemnification.  

(a) Following the Closing and subject to the other sections of this Article 12, Seller will indemnify, defend and hold harmless Buyer and its 
Affiliates and their respective directors, officers, and agents from and against all Indemnifiable Losses relating to, resulting from or arising out 
of (i) any inaccuracy in any of the representations and warranties made by Seller in  
Section 8.1 of this Agreement, (ii) a breach by Seller of any covenant or agreement of Seller contained in this Agreement, and (iii) any of the 
Retained Liabilities.  



(b) Following the Closing and subject to the other sections of this Article 12, Buyer will indemnify, defend and hold harmless Seller and its 
Affiliates and their respective directors, officers, and agents from and against all Indemnifiable Losses relating to, resulting from or arising out 
of (i) any inaccuracy in any of the representations or warranties made by Buyer in Section 8.2 of this Agreement, (ii) a breach by Buyer of any 
covenant or agreement of Buyer contained in this Agreement, and (iii) any of the Assumed Liabilities.  

(c) Payments made under this Section 12.2 shall be treated by Buyer and Seller as purchase price adjustments and Buyer and Seller shall file all 
Tax Returns consistent with such treatment. Notwithstanding anything to the contrary contained herein, Buyer shall not be indemnified or 
reimbursed for any Tax consequences arising from the receipt or accrual of an indemnity payment hereunder including any Tax consequences 
arising from adjustments to the basis of any asset resulting from an adjustment to the Purchase Price or any additional or reduced taxes 
resulting from any such basis adjustment.  

12.3 Limitations on Liability.  

(a) For purposes of this Agreement, (i) "Indemnification Payment" means any amount of Indemnifiable Losses required to be paid pursuant to 
this Agreement, (ii) "Indemnitee" means any person or entity entitled to indemnification under this Agreement, (iii) "Indemnifying Party" 
means any person or entity required to provide indemnification under this Agreement, and  
(iv) "Indemnifiable Losses" means any losses, liabilities, damages, costs and expenses (including reasonable attorneys' fees and expenses and 
reasonable costs of investigation) actually incurred in connection with any actions, suits, demands, assessments, judgments and settlements, in 
any such case (x) reduced by  
(i) the amount of insurance proceeds recovered from any person or entity with respect thereto, and (ii) any Tax benefits to the Indemnitee as a 
result of the Indemnifiable Losses involved and (y) excluding any such losses, liabilities, damages, costs and expenses to the extent that the 
underlying liability or obligation is the result of any action taken or omitted to be taken by any Indemnitee. For purposes of this 12.3(a), the 
amount of any Tax benefits to the Indemnitee shall be deemed to be equal to the net present value amount of the reduction in federal, state and 
local income or franchise Taxes or the increase of a Tax loss or credit determined on the basis of the maximum marginal Tax rates in effect for 
the Taxable period when payment is made by the Indemnifying Party (regardless of whether the Indemnitee realizes or will realize an actual 
reduction in federal, state or local income or franchise Taxes).  

(b) Notwithstanding anything to the contrary contained in this Agreement, if the Closing occurs, (i) no claim for indemnification may be 
asserted under Section 12.2(a)(i) or Section 12.2(a)(ii) with respect to any matter (x) known to Buyer on or before the date of this Agreement, 
or (y) after the date of this Agreement and on or before the Closing Date to the extent that such matter became known to Buyer prior to Closing 
and Buyer did not provide timely notice to Seller of the existence of such claim or condition in accordance with Section 10.2(c), and (ii) no 
claim for indemnification may be asserted under Section 12.2(b)(i) or Section 12.2(b)(ii) with respect to any matter discovered by or known to 
Seller on or before the date of this Agreement.  

(c) As between Seller and any Affiliate of Seller, on the one hand, and Buyer and any Affiliate of Buyer, on the other hand, the remedies, rights 
and obligations set forth in this Article 12, Sections 10.1.2, 11.2.2, 11.7, 13.3 and the Ancillary Agreements will be the exclusive remedies, 
rights and obligations with respect to the liabilities and obligations referred to in  
Section 12.2 and any breach of the representations, warranties or covenants set forth in this Agreement. Without limiting the foregoing, as a 
material inducement to entering into this Agreement, to the fullest extent permitted by law, each of the parties waives any claim or cause of 
action that it otherwise might assert, and any breach of the representations, warranties or covenants set forth in this Agreement, except for 
claims or causes of action brought under and subject to the terms and conditions of this Article 12 and Sections 10.1.2, 11.7 and 13.3, and 
claims based on common law fraud.  

(d) Notwithstanding any other provision of this Agreement or of any applicable Law, no Indemnitee will be entitled to make a claim against an 
Indemnifying Party under Sections 11.2.2, 11.7, 12.2(a)(i), 12.2(a)(ii), 12.2(b)(i) or 12.2(b)(ii) until:  

(i) the aggregate amount of Indemnifiable Losses incurred by the Indemnitee for any individual occurrence giving rise to such Indemnifiable 
Losses exceeds $25,000, and  

(ii) the aggregate amount of claims that may be asserted for such Indemnifiable Losses pursuant to Section 12.3(d)(i) exceeds an amount equal 
to two percent (2%) of the Purchase Price, but only to the extent such amount, if any, (a) exceeds an amount equal to two percent (2%) of the 
Purchase Price, or in the case of claims for breaches of Section 8.1.19 only, exceeds an amount equal to $2,000,000 (provided that 
Indemnifiable Losses with respect to breaches of Section 8.1.19 shall be payable as Indemnifiable Losses in excess of the $2,000,000 basket or 
the two percent (2%) basket, but not both), and (b) is less than the amount set forth in Section 12.3(e).  

(e) Notwithstanding any other provision of this Agreement, the indemnification obligations of Seller under Section 12.2(a) (except with respect 
to indemnification for inaccuracies of the representations contained in Sections 8.1.1 through 8.1.6) or the indemnification obligation of Buyer 
under Section 12.2(b) will not exceed the amount of an amount equal to ten percent (10%) of the Purchase Price respectively, after subtracting 
the floor amount specified in  
Section 12.3(d)(ii).  

(f) No Indemnifying Party shall be liable to or obligated to indemnify any Indemnitee hereunder for any consequential, special, multiple, 
punitive or exemplary damages including, but not limited to, damages arising from loss or interruption of business, profits, business 
opportunities or goodwill, loss of use of facilities, loss of capital, claims of customers, or any cost or expense related thereto, except to the 
extent such damages have been recovered by the Indemnifying Party under its insurance or have been received by a third person and are the 



subject of a Third Party Claim for which indemnification is available under the express terms of this Section 12.  

(g) Notwithstanding anything in this Agreement to the contrary, Seller shall not be liable to or obligated to indemnify Buyer or any other 
Indemnitee hereunder for any claim that any of Seller's representations or warranties in Section 8.1 is inaccurate, or that any covenant has been 
breached, if such claim is predicated on any action by a Governmental Authority (other than a Tax authority) undertaken after Closing or any 
action a Governmental Authority (other than a Tax authority) requires Seller to undertake after Closing.  

(h) From the date hereof through the Expiration Date, Buyer shall not be eligible to seek indemnification from Seller with respect to any 
resulting Indemnifiable Losses, and shall indemnify Seller from any losses, liabilities, damages, costs and expenses (including reasonable 
attorneys' fees and expenses and reasonable costs of investigation) actually incurred in connection with any resulting actions, suits, demands, 
assessments, judgments and settlements in the event that Buyer, without the prior written consent of Seller: (i) undertakes any environmental 
remediation activity with respect to any Owned Real Property; or (ii) contacts, or causes or permits any of its subsidiaries, affiliates, agents, 
employees, officers or directors to contact on its behalf, any Governmental Authority for the purpose of initiating any investigation or inquiry 
as to the compliance by Seller with Environmental Requirements with respect to the Owned Real Property, except in each case as is required to 
comply with applicable Environmental Requirements.  

(i) Seller and Buyer shall cooperate with each other with respect to resolving any claim or liability with respect to which one party is obligated 
to indemnify the other party hereunder, including by making commercially reasonable efforts to mitigate or resolve any such claim or liability.  

12.4 Defense of Claims.  

(a) If any Indemnitee receives notice of the assertion of any claim or of the commencement of any action or proceeding by any entity that is not 
a party to this Agreement or an Affiliate of such a party (a "Third Party Claim") against such Indemnitee, with respect to which an 
Indemnifying Party is obligated to provide indemnification under this Agreement, the Indemnitee will give such Indemnifying Party reasonably 
prompt written notice thereof, but in any event not later than ten (10) calendar days after receipt of notice of such Third Party Claim; provided, 
however, that the failure of the Indemnitee to notify the Indemnifying Party shall only relieve the Indemnifying Party from its obligation to 
indemnify the Indemnitee pursuant to this Article 12 to the extent that the Indemnifying Party is materially prejudiced by such failure (whether 
as a result of the forfeiture of substantive rights or defenses or otherwise). Upon receipt of notification of a Third Party Claim, the 
Indemnifying Party shall be entitled, upon written notice to the Indemnitee, to assume the investigation and defense thereof with counsel 
reasonably satisfactory to the Indemnitee. Whether or not the Indemnifying Party elects to assume the investigation and defense of any Third 
Party Claim, the Indemnitee shall have the right to employ separate counsel and to participate in the investigation and defense thereof; 
provided, however, that the Indemnitee shall pay the fees and disbursements of such separate counsel unless (i) the employment of such 
separate counsel has been specifically authorized in writing by the Indemnifying Party, (ii) the Indemnifying Party has failed to assume the 
defense of such Third Party Claim within reasonable time after receipt of notice thereof with counsel reasonably satisfactory to such 
Indemnitee, or (iii) the named parties to the proceeding in which such claim, demand, action or cause of action has been asserted include both 
the Indemnifying Party and such Indemnitee and, in the reasonable judgment of counsel to such Indemnitee, there exists one or more defenses 
that may be available to the Indemnitee that are in conflict with those available to the Indemnifying Party. Notwithstanding the foregoing, the 
Indemnifying Party shall not be liable for the fees and disbursements of more than one counsel for all Indemnified Parties in connection with 
any one proceeding or any similar or related proceedings arising from the same general allegations or circumstances. Without the prior written 
consent of the Indemnitee, the Indemnifying Party will not enter into any settlement of any Third Party Claim that would lead to liability or 
create any financial or other obligation on the part of the Indemnitee unless such settlement includes as an unconditional term thereof the 
release of the Indemnitee from all liability in respect of such Third Party Claim. If a settlement offer solely for money damages is made by the 
applicable third party claimant, and the Indemnifying Party notifies the Indemnitee in writing of the Indemnifying Party's willing-ness to accept 
the settlement offer and pay the amount called for by such offer without reservation of any rights or defenses against the Indemnitee, the 
Indemnitee may continue to contest such claim, free of any participation by the Indemnifying Party, and the amount of any ultimate liability 
with respect to such Third Party Claim that the Indemnifying Party has an obligation to pay hereunder shall be limited to the lesser of (A) the 
amount of the settlement offer that the Indemnitee declined to accept plus the Losses of the Indemnitee relating to such Third Party Claim 
through the date of its rejection of the settlement offer or (B) the aggregate Losses of the Indemnitee with respect to such claim.  

(b) Any claim by an Indemnitee on account of an Indemnifiable Loss that does not result from a Third Party Claim (a "Direct Claim") will be 
asserted by giving the Indemnifying Party reasonably prompt written notice thereof, but in any event not later than thirty (30) calendar days 
after the receipt of notice thereof, and the Indemnifying Party will have a period of thirty (30) calendar days within which to respond in writing 
to such Direct Claim. If the Indemnifying Party does not so respond within such thirty (30) calendar day period, the Indemnifying Party will be 
deemed to have rejected such claim, in which event the Indemnitee will be free to pursue such remedies as may be available to the Indemnitee 
on the terms and subject to the provisions of this Article 12.  

(c) If after the making of any Indemnification Payment the amount of the Indemnifiable Loss to which such payment relates is reduced by 
recovery, settlement or otherwise under any insurance coverage, or pursuant to any claim, recovery, settlement or payment by or against any 
other entity, the amount of such reduction (less any costs, expenses, premiums or taxes incurred in connection therewith) will promptly be 
repaid by the Indemnitee to the Indemnifying Party. Upon making any Indemnification Payment, the Indemnifying Party will, to the extent of 
such Indemnification Payment, be subrogated to all rights of the Indemnitee against any third party that is not an Affiliate of the Indemnitee in 
respect of the Indemnifiable Loss to which the Indemnification Payment relates; provided that (i) the Indemnifying Party shall then be in 
compliance with its obligations under this Agreement in respect of such Indemnifiable Loss, and (ii) until the Indemnitee recovers full payment 
of its Indemnifiable Loss, all claims of the Indemnifying Party against any such third party on account of said Indemnification Payment will be 
subrogated and subordinated in right of payment to the Indemnitee's rights against such third party. Without limiting the generality or effect of 
any other provision of this Article 12, each such Indemnitee and Indemnifying Party will duly execute upon request all instruments reasonably 



necessary to evidence and perfect the above-described subrogation and subordination rights.  

ARTICLE 13.  
TERMINATION  

13.1 Termination Rights. This Agreement may be terminated at any time prior to the Closing Date:  

(a) at any time by mutual written consent of the parties;  

(b) by Buyer if any of the conditions provided in Section 6.1 of this Agreement have not been met within eighteen (18) months after execution 
of this Agreement and have not been waived by Buyer;  

(c) by Seller if any of the conditions provided in Section 6.2 of this Agreement have not been met within eighteen (18) months after execution 
of this Agreement and have not been waived by Seller; or  

(d) by Seller if any obligations of Buyer provided in Article 3 become incapable of being fulfilled.  

13.2 Good Faith Performance. Neither party shall be entitled to exercise any right of termination pursuant to subsection 13.1(b), (c) or (d) 
above if such party shall not have performed diligently and in good faith the obligations required to be performed by such party hereunder prior 
to the date of termination.  

13.3 Effect of Termination.  

(a) If this Agreement is terminated as a result of a Material Adverse Effect or Section 13.1(a), this Agreement shall be of no further force and 
effect and there shall be no further liability hereunder (except the obligations under the Confidentiality Agreement and the liability for breach 
of such obligations) on the part of either party or their respective Affiliates, directors, officers, shareholders, agents or other representatives.  

(b) If this Agreement is terminated by Buyer pursuant to Section 13.1(b), this Agreement shall be of no further force and effect and there shall 
be no further obligations or liability hereunder (except the obligations under the Confidentiality Agreement and the liability for breach of such 
obligations) on the part of either party or their respective Affiliates, directors, officers, shareholders, agents or other representatives; provided, 
however, that (i) in the event that such termination is the result of one or more Seller's willful or negligent failure to fulfill its conditions to 
Closing under Section 6.1 and Buyer has fulfilled its conditions to Closing under Section 6.2, and Seller has failed to cure such non-
performance within a reasonable period after notice from Buyer, then Seller shall pay Buyer liquidated damages in an amount equal to the 
Deposit, and (ii) Seller shall promptly refund the Deposit following such termination. Payment of the amount of the Deposit by Seller as 
liquidated damages and return of the Deposit to Buyer shall be Buyer's sole and exclusive remedy. Seller shall promptly pay such amount to 
Buyer in immediately available funds following such termination. Notwithstanding anything herein to the contrary, in no event shall any act or 
omission of Seller in connection with the Merger be deemed to be a breach of the terms and conditions of this Agreement for purposes of this 
Section 13.3(b).  

(c) If this Agreement is terminated by Seller pursuant to  
Section 13.1(c) or (d), this Agreement shall be of no further force and effect and there shall be no further obligations or liability hereunder 
(except the obligations under the Confidentiality Agreement and the liability for breach of such obligations) on the part of either party or their 
respective Affiliates, directors, officers, shareholders, agents or other representatives; provided, however, that Seller shall be entitled to retain 
the Deposit as liquidated damages as Seller's sole and exclusive remedy if such termination is (i) the result of Buyer's willful or negligent 
failure to fulfill its conditions to Closing under Section 6.2 and Seller has fulfilled its conditions to Closing under Section 6.1, and Buyer has 
failed to cure such non-performance within a reasonable period after notice from Seller; or (ii) the result of Buyer's incapacity to fulfill its 
obligations under Article 3.  

(d) Upon any termination of the Agreement, each of the parties shall promptly comply with the obligations of the Confidentiality Agreement 
regarding return or destruction of Evaluation Material of the other party.  

(e) Notwithstanding anything to the contrary contained herein, the provisions of this Section 13.3 and of Sections 14.1, 14.2, 14.3, 14.8, 14.11, 
14.13 and 14.14, shall survive any termination of this Agreement.  

ARTICLE 14  
MISCELLANEOUS  

14.1 Notices. All notices and other communications required or permitted hereunder shall be in writing and, unless otherwise provided in this 
Agreement, will be deemed to have been given when delivered in person or dispatched by electronic facsimile transfer (confirmed in writing by 
certified mail, concurrently dispatched) or one business day after having been dispatched for next-day delivery by a nationally recognized 
overnight courier service to the appropriate party at the address specified below:  

(a) If to Buyer, to:  



CenturyTel, Inc.  
100 Century Park Drive  
Monroe, LA 71203  
Facsimile No.: 318-388-9488 Attention: R. Stewart Ewing, Jr.  

 
Executive Vice President and  

Chief Financial Officer  

Stacey W. Goff  
General Counsel's Office  

With a copy to:  

William R. Boles, Jr.  

Boles, Boles & Ryan  
1805 Tower Drive  
Monroe, LA 71201  

Facsimile No.: 318-329-9150  

(b) If to Seller, to:  

William M. Edwards, III  
Vice President - Property Repositioning 600 Hidden Ridge, HQE02J27 Irving, TX 75038  
Facsimile No. (972) 719-7062  

With a copy to:  

Dale R. Chamberlain  
Legal Counsel - Property Repositioning 600 Hidden Ridge, HQE02J34 Irving, TX 75038  
Facsimile No. (972) 719-7162  

or to such other address or addresses as any such party may from time to time designate for itself by like notice.  

14.2 Information Releases. The parties shall consult with each other (and allow the other party notice, and a reasonable time to comment) in 
preparing any employee announcement, press release, public announcement, news media response or other form of release of information 
concerning this Agreement or the transactions contemplated hereby that is intended to provide such information to the employees generally, 
news media or the public. Neither party shall issue or cause the publication of any press release, public announcement or media response 
without the prior written consent of the other party; provided, however, that, after allowing the other party notice and a reasonable time to 
comment prior to issuance, nothing herein will prohibit either party from making an employee announcement, or issuing or causing publication 
of any press release, public announcement or media response to the extent that such action is required by applicable Law or the rules of any 
national stock exchange applicable to such party or its Affiliates.  

14.3 Expenses. Whether or not the transactions contemplated hereby are consummated and except as otherwise expressly provided herein, each 
party will pay any expenses (including attorneys' fees) incurred by it incidental to this Agreement and in consummating the transactions 
provided for herein.  

14.4 Successors and Assigns. This Agreement will be binding upon and inure to the benefit of the parties hereto and their respective successors 
and permitted assigns, but is not assignable or delegable by any party without the prior written consent of the other party; provided, that (i) 
Seller may assign this Agreement to an Affiliate of Seller without the consent of Buyer including, on and after the closing of the Merger, the 
ultimate parent entity of the successor corporation to such merger or any entity controlled thereby and (ii) Buyer may assign its rights under 
this Agreement to one or more wholly-owned subsidiaries, provided that Buyer shall remain responsible for all of its obligations under this 
Agreement.  

14.5 Amendments. This Agreement may be amended or modified only by a subsequent writing signed by authorized representatives of both 
parties.  

14.6 Captions. The captions set forth in this Agreement are for convenience only and shall not be considered as part of this Agreement, nor as 
in any way limiting or amplifying the terms and provisions hereof.  

14.7 Entire Agreement. The term " Agreement" shall mean collectively this document, the Schedules hereto and any agreements expressly 



incorporated herein. This Agreement supersedes and revokes any prior discussions and representations, other agreements, commitments, 
arrangements or understandings of any sort whatsoever, whether oral or written, that may have been made or entered into by the parties relating 
to the matters contemplated hereby, except the Confidentiality Agreement. This Agreement, the Confidentiality Agreement and the Ancillary 
Documents constitute the entire agreement by and among the parties with respect to the subject matter hereof, and there are no representations, 
warranties, agreements, commitments, arrangements or understandings except as expressly set forth herein.  

14.8 Waiver. Except as otherwise expressly provided in this Agreement, neither the failure nor any delay on the part of any party to exercise 
any right, power or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise or waiver of any such right, 
power or privilege preclude any other or further exercise thereof, or the exercise of any other right, power or privilege available to each party at 
law or in equity.  

14.9 Third Parties. Except as expressly provided herein, nothing contained in this Agreement is intended to confer upon any Person, other than 
the parties hereto and their successors and permitted assigns, any rights or remedies under or by reason of this Agreement.  

14.10 Counterparts. This Agreement may be executed in two or more counterparts, any or all of which shall constitute one and the same 
instrument.  

14.11 Governing Law. This Agreement and the Ancillary Agreements shall in all respects be governed by and construed in accordance with the 
laws of the State of New York (except that no effect shall be given to any conflicts of law principles of the State of New York that would 
require the application of the laws of any other jurisdiction). The parties irrevocably submit to the exclusive jurisdiction of any Wisconsin 
District Court or any Federal Court located in Wisconsin for purposes of any suit, action or other proceeding arising out of this Agreement, the 
Ancillary Agreements or any transaction contemplated hereby or thereby. The parties agree that service of process, summons or notice or 
document by U.S. registered mail to such party's respective address set forth in Section 14.1 shall be effective service of process for any action, 
suit or proceeding in Wisconsin with respect to any matters to which it has submitted to jurisdiction as set forth above in the immediately 
preceding sentence. The parties hereto irrevocably and unconditionally waive trial by jury in any legal action or proceeding relating to this 
Agreement or any other agreement entered into in connection therewith and for any counterclaim with respect thereto. In the event of any 
breach of the provisions of this Agreement or any other agreement entered into in connection therewith, the non-breaching party shall be 
entitled to equitable relief, including in the form of injunctions and orders for specific performance, where the applicable legal standards for 
such relief in such courts are met, in addition to all other remedies available to the non-breaching party with respect thereto at law or in equity.  

14.12 Further Assurances. From time to time, as and when requested by one of the parties, the other party will use its commercially reasonable 
efforts to execute and deliver, or cause to be executed and delivered, all such documents and instruments as may be reasonably necessary or 
appropriate, in the reasonable opinion of counsel for Seller and Buyer, to consummate and make effective the transactions contemplated by this 
Agreement.  

14.13 Severability. If any provision of this Agreement is determined to be invalid, illegal or unenforceable by any Governmental Authority, the 
remaining provisions of this Agreement to the extent permitted by Law shall remain in full force and effect provided that the essential terms 
and conditions of this Agreement for both parties remain valid, binding and enforceable and provided that the economic and legal substance of 
the transactions contemplated is not affected in any manner materially adverse to any party. In the event of any such determination, the parties 
agree to negotiate in good faith to modify this Agreement to fulfill as closely as possible the original intents and purposes hereof. To the extent 
permitted by Law, the parties hereby to the same extent waive any provision of Law that renders any provision hereof prohibited or 
unenforceable in any respect.  

14.14 Representation by Counsel; Interpretation. Seller and Buyer each acknowledge that each party to this Agreement has been represented by 
counsel in connection with this Agreement and the transactions contemplated by this Agreement. Accordingly, any rule of Law or any legal 
decision that would require interpretation of any claimed ambiguities in this Agreement against the party that drafted it has no application and 
is expressly waived. The provisions of this Agreement shall be interpreted in a reasonable manner to effect the intent of Buyer and Seller.  

IN WITNESS WHEREOF, the parties, acting through their duly authorized agents, have caused this Agreement to be duly executed and 
delivered as of the date first above written.  

 

 

Property Repositioning Title:  

    GTE NORTH INCORPORATED                    CENTURYTEL, INC. 
 
 
By:  /s/                                  By: /s/ 
    -------------------------------           --------------------------- 

Name:  William M. Edwards, III            Name: 
      -----------------------------             --- ----------------------  
 
Title:   Vice President- 



Consent of Independent Public Accountants  

As independent public accountants, we hereby consent to the incorporation of our reports included in this Form 8-K into the Company's 
previously filed Registration Statement No. 333-35432.  

 

/s/ Arthur Andersen LLP 
 
Dallas, Texas 
September 26, 2000 



Consent of Independent Public Accountants  

As independent public accountants, we hereby consent to the use of our reports and to all references to our Firm included in or made a part of 
this prospectus.  

 

/s/ Arthur Andersen LLP 
 
Dallas, Texas 
September 26, 2000 



FOR IMMEDIATE RELEASE: FOR MORE INFORMATION CONTACT:  
September 29, 2000 Media: Patricia Cameron (318) 388-9674 patricia.cameron@centurytel.com Investors: Jeffrey S. Glover (318) 388-9648 
jeff.glover@centurytel.com  

CenturyTel Completes Purchase of 133,000 Wisconsin Access Lines; Expects Strong Third Quarter Earnings  

MONROE, La. ...CenturyTel, Inc. (NYSE Symbol: CTL) has completed the purchase of approximately 133,000 telephone lines from Verizon 
Communications (formerly GTE) in Wisconsin for approximately $364 million in cash in two separate transactions. CenturyTel paid Verizon 
about $194 million in cash for 70,500 access lines in 42 Wisconsin exchanges. In a separate transaction, CenturyTel, as part of a joint venture 
with Telephone USA Investments, Inc., purchased an additional 62,900 access lines in 35 Wisconsin exchanges from Verizon at a cost of 
approximately $170 million. CenturyTel will own 89 percent of the venture.  

"We are pleased to close the last remaining acquisition of access lines from Verizon. These growing markets represent excellent assets and 
provide a good strategic fit with our existing Wisconsin operations," said Glen F. Post, III, CenturyTel President and Chief Executive Officer.  

Of the newly-acquired properties, 83 percent are covered by CenturyTel's cellular operations while the remaining 17 percent fall under 
CenturyTel's PCS licenses. Together these two transactions include plant that is 100 percent digitally switched with more than 1,000 route 
miles of fiber.  

CenturyTel Anticipates Solid Third Quarter Earnings  

Separately, CenturyTel expects third quarter 2000 earnings per share, excluding one time items, to equal or exceed FirstCall consensus 
estimates of $.42 per share. Revenues will likely range from $470 million to $480 million for the quarter.  

"CenturyTel is on track to achieve solid third quarter results. We have successfully integrated the Arkansas and Missouri access lines, achieved 
strong wireless performance and have experienced continued growth in our long distance operations," Post said.  

CenturyTel's results have been driven by the integration of the 360,000 telephone access lines purchased from Verizon in Arkansas and 
Missouri on July  
31. The company continued its aggressive rollout of DSL access during the quarter and expects strong demand for high-speed Internet access.  

Contract customer growth, strong roaming revenues and improving average revenue per user (ARPU) have driven CenturyTel's wireless 
revenue growth. The company projects adding between 20,000 and 22,000 net contract customers during the quarter fueled by demand for the 
company's new digital rate plans. CenturyTel continues to lessen its focus on prepaid customers and anticipates disconnecting approximately 
30,000 non-revenue-generating prepaid subscribers during the third quarter.  

CenturyTel expects to add between 20,000 to 23,000 long distance customers during the quarter.  

In addition to historical information, this release includes certain forward-looking statements, estimates and projections that are subject to a 
number of risks, uncertainties and assumptions, many of which are beyond the control of CenturyTel. Actual events and results may differ 
materially from those anticipated, estimated or projected if one or more of these risks or uncertainties materialize, or if underlying assumptions 
prove incorrect. Factors that could affect actual results include but are not limited to the Company's ability to effectively manage its growth, 
including obtaining adequate financing on attractive terms, integrating newly acquired businesses into the Company's operations, hiring 
adequate numbers of qualified staff and successfully upgrading its billing and other information systems; the risks inherent in rapid 
technological change; the effects of ongoing changes in the regulation of the communications industry; the effects of greater than anticipated 
competition in the Company's markets; possible changes in the demand for, or pricing of, the Company's products and services; the Company's 
ability to successfully introduce new product or service offerings on a timely and cost-effective basis; and the effects of more general factors 
such as changes in general market or economic conditions or in legislation, regulation or public policy. These and other uncertainties related to 
the Company's business are described in greater detail in the Company's Annual Report on Form 10-K for the year ended December 31, 1999.  

CenturyTel, Inc. provides integrated communications services including local exchange, wireless, long distance, Internet access and security 
monitoring services to nearly 3 million customers in 21 states. The company, headquartered in Monroe, Louisiana, is publicly traded on the 
New York Stock Exchange under the symbol CTL. CenturyTel is the 8th largest local exchange telephone company, based on access lines, and 
the 8th largest cellular company, based on population equivalents owned, in the United States.  

Visit CenturyTel's corporate Web site at (www.centurytel.com)  
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