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1Q10 Preview: Awaiting
Embarqg Synergy/Integration
Update and Additional Color
on Qwest Deal

Investment conclusion: CenturyLink (formerly Cen-
turyTel) has a track record of beating and raising annual
guidance when it releases quarterly results; only in two
out of the last 16 quarters (2Q09 and 3Q09, before and
after closing the Embarq deal) it did not do so (see side
table). As such, we expect management to increase its
2010 EPS guidance ($3.10 to $3.20) when it reports 1Q
results next Wednesday. Last's week announcement of
CenturyLink's deal with Qwest implies that the integra-
tion of the Embarq properties is tracking ahead of
schedule, and thus, management has more visibility into
2010 earnings.

On the Qwest transaction itself, we expect to get some
additional granularity during the call around synergy
targets and timeframes as well as details on the state
approval process, including what states will need to
grant formal approval to the deal and likely timelines.
(For more on our views on the deal please see “Cen-
turyLink/Qwest Merger Creates a New Scale Player in
Telecom” published on April 23, 2010.)

What's new: 1Q results are due on Wednesday, May 5
(call: 11:30AM ET, dial-in: 866-219-5631). Qur 1Q EPS
estimate of $0.89 is three cents above FactSeat con-
sensus and one cent above the top end of the
$0.84-$0.88 guidance.

Where we differ: We remain concerned about secular
pressures facing the wireline sector, but believe that
CenturylLink is well positioned, given its merger driven
strategy. We are already seeing signs of a recovery in
legacy Embarqg’s consumer segment and we believe
that a recovering economy could help demand recover
in the enterprise sector.

What's next: Qwest and Windstream will also release
1Q results on Wednesday. We'll get a full picture of the
RLEC space once Frontier reports on Thursday,
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Key Ratios and Statistics

Reuters: CTL.N Bloomberg: CTL US
Telecom Services / United States of America

Price target +
Shr price, close (Apr 29, 2010} $34.10
Mkt cap, curr (mm) $10,198
52-Week Range $37.15-26.72
Fiscal Year ending 12108 1209 12M0e 12/11e
ModelWare EPS ($) 3.35 3.78 3.35 i
Prior ModelWare EPS {$) - - - -
PIE 8.2 9.6 10.2 10.6
Consensus EPS ($)§ 3.37 3.60 3.25 3.20
Div yld (%} 10.2 7.7 8.5 87

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare
framework (please sae explanation faler in this note).

§ = Consensus dala is provided by FactSet Estimates.

e = Morgan Stanley Research aesfimates

++ = Sfock Rating, Price Target or Estimates are not available or have been
removed due 0 applicabie law and/or Morgan Stanley policy.

Guidance — A History of Beat and Ralse, Partly
Helped by Buyback Activity

ANNUAL GUIDANCE DIFFERENCE

RANGE vs 10 GUIDANCE
DATE  YEAR | oW HIGH ACTUAL LOW-END HIGH-.END

2-Feb-06 2006 | 220 235
27-Apr-06 230 240
27-Jul-06 235 245
2-Nov-06 245 2,50 2.53 0.33 0.18
15-Feb-07 | 2007 |2.60 270
3-May-07 2.75 2.85
2-Aug-07 290 3.00
1-Nov-07 3.00 3.05 3.17 0.57 0.47
14-Feb-08| 2008 |280 3.00
1-May-08 3.05 3.20
31-Jul-08 3.20 3.30
27-Oct-08 3.28 3.33 3.37 0.47 0.37
19-Feb-09| 2009 [320 3.30
30-Apr-0g NA  NA
6-Aug-00 3.20 3.30
5-Nov-09 345 3.50 3.50 0.30 0.20
25-Feb-10| 2010 |3.10 3.20

Source: Company data, Morgan Stanay Resaarch
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- disclosures, refer to the Disclosure Section,
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1Q Preview: Awaiting Embarq Synergy/Integration Update and Addi-

tional Color on Qwest Deal

Investment Debates Co

1. Are the Embarq and Qwest synergy térgets realistic?

Market view: Yes. Investors are comfortable with the synergy reali-
zation at Embarqg, while the Qwest synergy target looks conservative,
Our view: They seem conservative, Management's commentary
points to an earlier than expected realization of Embarg synergies. We
would not rule out if the targat/timing ($375M within the first 3'years)
is updated in the next months. The Qwest cost synergies also look
conservative when compared to other deals (7.3% of Qwest's 2009
cash opex compared to 10.3% in the Embarq deal and +20% in
other recent telecom deals).

Where we could be wrong: {1) The Emba@ énd Qwest deals are much
larger and involve more urban properties than prior deals. (2} Dete-
rioration of macro trends forces synergy realignment. (3) Qwast man-
agement has already taken a large portion of costs out of the business.

2. Can Revenue Generating Unit (RGU) erosion be stammead?
Market view: Not really. Footprint is now more urban/suburban with
Embarg and will be more so with Qwest.

Qur view: Difficult; but data points are Increasingly encouraging.
Generally agree with consensus. RGU erosion could ultimately impact
revenues, profitability and FCF. Yet, we have seen encouraging line
loss trends at AT&T and Verizon, suggesting a trough in urban markets
is @ possibility. CenturyLink has had very good results'in Embarq’s
footprint with only 6 months after closing the deal. In 4Q, the annual
RGU rate of decline was 5.0%, a marked improvement from the 5.5%
seen in 3Q and the lowest since 4Q08. '

Where we could be wrong: Unemployment is not under control yet; in
March, the unemployment rate in Nevada and Florida stood at 13.4%
and 12.3%, up from 13.2% and 12.2% respectively in February

3. Is the dividend sustalnable?

Market vigw; Mixed. Secular pressures are ultimately a-risk to FCF
generation. Video/wireless stralegies are uncertain and also a risk.
Our view: It is sustainable. The Embarg.deal is expected to be FCF
accretive in the first full year after closing. The Qwaest deal is expecied
to be FCF accretive immediately after closing. Moreover, management
declided to leave the dividend unchanged, but more impartantly, the
payout ratio is expacted to be relatively unchange'diloo. The proforma
2009 FCF, including synergies, was $3.4B, implying a 45.1% dividend
payout, With respect fo the video and wireless strategy, management
has a track record of baing prudent in launching new products, and it
may very well choose, in the case of wireless, to expand the existing
‘agency’ relalionship that exists between Qwest and Verizon Wireless.
Where we could be wrong: Management pursues a facilitios based
wiraloss strategy and either purchases more spectrum that the FCG is
looking to redeploy, or to acquires a national wireless operator.

Morgan Stanley is acting as financial advisor to Qwest Com-
munications International inc. ("Qwest") in connection with its
merger with CenturyTel Inc. ("CenturyTel"), as announced on
April 22, 2010. The proposed merger is subject to the approval
of CenturyTel and Qwest shareholders, as welf as regulatory
approvals and other customary closing conditions.

This report and the information provided herein is not intended
to (i} provide voting advice, (ii) serve as an endorsement of the
proposed transaction, or (iff) result in the procurement, with-
holding or revocation of a proxy or any other action by a secu-
rity holder,

Qwest has agreed to pay fees to Morgan Stanley for its finan-
cial services, including transaction fees that are subject to the
consummation of the proposed fransaction.

Please rofer to the notes at the end of the report.

Exhibit 1
Morgan Stanley 1Q10 Estimates
Centurylink 100% 4G09 1Q10E
EPS $0.95 $0.98 $0.89
Revenue {$M) 1,910 1,839 1,810
% growth na -6.9% -5.2%
EBITDA ($M} 960 944 912
% margin 50.3% 51.3% 50.4%
Capex ($M) 96 337 217
% of Rev _ 5.0% 18.3% 12.0%
Access lines (000) 7,543 7,039 6,901
% growth na -8.8% 8.5%
Incremental losses (000) (172) (146) (138)
% growth 16.7% «24.2% -19.8%
DSL subs {000) 2,117 2,236 2,284
Net adds (000) 64 47 48
% growth -31.89% 27.0% -25.0%
FCF (OCF - capex) 809 334 420
Dividend Payout % 21% 63% 52%
FCF {calc by company) 558 306 402
Dividend Payout % 31% 68% 54%

Seurce: Company data, Morgan Stanley Research

Questions for Management

Qwaes! deal: Can you provide us with a more granular detail on
synergy targets and expected realization timelines? What states
require an approval and what are the likely timelines? When do you
expect to file the proxy?

Embarqg integration/synergies: Management expected to realize
additional incremental operating cost synergies of approx. $10M in
1Q10 and approx. $200M for the full year. Any updates on this?



Morgan Stanley

Once the North Carolina conversion is completed, which states will
follow? |s management still expecting to have 80% of the integra-
tion done by the end of 20107 When is it expected to be com-
pleted?

Economy: How did the economic environment play out in 1Q107
Management mentioned that it had seen some stabilization in Las
Vegas and Fiorida markets. |s this still the case?

Guidance: Any updates/changes to the 2010 outlook {refer to
Exhibit 2)? When providing 2010 guidance, management said it
expected $0.08 to $0.10 in pressure related to reduced interstate
USF revenue and $0.06 to $0.08 in pressure from the “expected
migration of network traffic from a wireless carrier customer”. Any
updates?

Broadband stimulus/Regulatory: What are the company’s thoughts
on the FCC’s National Broadband Plan released in March?

Spectrum: The Company mentioned that it plans to do a trial with
LTE, “semetime toward the end of the year”. Any updates on this?

Cable/wireless competifion: What percentage of access lines were
lost to cable versus wireless substitution? Did cable competition

increase/decrease in the quarter?
Leverage: What is the company's target leverage?

Uses of cash: Management believed that the company should pay
off approx. $500M of debt maturities this year and address the best
use of FCF next year, when there are no significant debt maturities.
Is this still the case?

Broadband/Access | ings: The Company added 47,000
high-speed customers in 4Q09. Any updates for 1Q107? How did

net adds trend in the Embarg markets? Any updates on the rate of
line loss in the most urban markets?

Pension: CenturyLink expected to make a voluntary pre-tax con-
tribution of $300M to one of its pension plans in 1Q10. Any up-
dates?

Video/IPTV: How did video adds trend in 1Q10? Management
mentioned that CenturyLink plans to launch IPTV in five additional
markets in 2010. Does the Qwest deal change these plans?

Wireless strategy: Any updates to management's wireless strategy,
and in particular to the intended use of the 700MHz spectrum?
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Regulatory/Other: What are management's expectations on divi-
dend taxation, bonus depreciation, and the national broadband
plan implementation?

Exhibit 2
Guidance vs. Morgan Stanley Estimates

2010 Guidance
5.5% to 6.5% low er than 2009

QOperating revenues pro forma -5.7%
$3.101t0 3.20 $3.35

$1.4758 to $1.5258 $1.556B

$825M to $875M $852M

implied Y/Y change -12.8% to -17.7% -15.0%
Div Payout 57% to 59% 56%
Line loss 7.5% to 8.5% -7.9%

1010 Guidance
Revenues $1.778 to $1.80B
EPS $0.84 to $0.88 $0.89

Source: Company data, Morgan Stanlay Research

Exhibit 3
Average Quarterly EPS Beat of 5 Cents Since 1Q06

CENTURYLINK
QUARTERLY EPS BEAT

Ev. Top End of Guidance & v, Consensus

Gz
0,10 - average baeat of $0.05

{both v. guidance and v.
0.08  consensus)

0 ] ‘
0.4

cebline

-0.02

-0.04

FEPSSESSSPFEPPP S

Sourca: Company data, Morgan Stantey Research

* In 3Q08 management noted that samings from its interast in an unconsolidated wirsless
parinership ware ~$4M [ower for than it had anticipated, due to 2007 audit adjustments
recorded by the parinership's general partner Iate in 3Q. Excluding the adjustments, diluted
EPS in 3Q08 would have baen $0.025 higher and wauld have likely beat consensus and the
top end of the guidance range.

Morgan Stanley is currently acting as financial advisor to Ver-
izon Wirelass with respect to the proposed acquisition of cer-
tain of its wireless assets by AT&T, Inc. and Atiantic
Tele-Network, as required by the conditions of tha regulatory
approvals granted for Verizon Wireless' purchase of Alftel
Corporation earlier this year, The propased acquisitions are
subject to customary regulafory approvals, as well as othar
customary closing conditions. Verizon Wireless has agreed to
pay fees to Morgan Stanley for its financial services. Please
refer fo the notes at the end of the report.
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Exhibit 4
CenturyLink Pro-forma Income Statement
ProlF drna forEQ ! {ProLF oG foF EQti
2008 (1) 2009 2010E 2011E 2012E 2013E 1409 2009 2009 4G09  1Q10E  20M0E  2Q10E  4Q10F
Total revenuas 8,236 7,530 7008 6910 6708 6,517 1016 1,906 1,874 1,839 1810 4,785 1,760 1,743
% growth -3.2% na| -57%  .26% -29% -2.9% na na na  -68%| -52% -63% 61% -52%
% growth gfg 34%  02%  1.7%  -1.9%|  -1.6%  .14%  -14%  -1.0%
Oparating Expanses
Cos? of servicas and products 2869 2552 2417 2383 2,308 2,255 636 629 663 604 608 e11 602 596
% growth 0.5% naj -5.3% % na na na X -3.0% -11.8%
% of revenues 324%  33.9%|  34.0% | ,g[u;r 33.3% 33.0% 384% BBk R LR T L
Salling, general and administrative 1722 1,177 1,146 1119 313 310 262
% growth -13.8% na -26% -2.3% na na na
% of revenues 208%  15.6%)  16.1% B TE29 AR s 164% 16.3%  14.0% T
Depreciation and amortization 1647 1463 1,408 1,401 1394 1,387 372 372 362 56 355 353 351 ‘49
% growth 6.2% -11.2%[ -38%  -05%  -D.5%  -0.5% na na na na| <48% -5.3% -3.1%  -2.0%
Total expensas 6037 5192 4971 4,384 4802 4.4 1,322 1,312 1,307 1,282] 1,252 1,251 1,238 1229
% growths -5.8%  -14.0%|  43%  -18%  -AT% -1.6% na na na  -B6%| -52% -47% -52% -1.8%
% revenuas 73.3%  69.0%| 70O% _ 70.7%  T46%  72.5% 69.2% ©68.8%  69.7% 68 1%L 70.3% _ 70.5%
Total operating Income z,1sa 2338 2,128 2,027 1,907 1,794 589 584 563 587 522 513
% growth 63%| -80%  47%  -59% -6.0% na na na  -33% 81% -126%

31 0%
i

1
su.s%

30.8% 31.2%

i e e
s

29.5%
‘.

m 2 t
Other Income (expense)

Intarest expense (805) (572) (549} (522} (507) 470) (144) {140) {143) (144) (141) (137) {136) {135)
Other income and expense a5 30 17 17 17 17 -] ) ] ] 5 4 4 4
Incomae before taxes 1,629 1,796 1,595 1,522 1,417 1,341 450 460 434 452 421 401 a0 383
Income tax expensa (807) (870) (594} {566) {927) (499) {168) {173) {164) (165) (157} (149) (145) {142}
% PBT {implied tax rate} 37.3% 37.3%| 37.2% 2%  IT2%  3IT2% 37.3%  IN5%  IT9% 36.4%| 37.2% I7.2% 972%
% Statutory Tax Rate 35.0% 35.0%| 35.0% 35.0%  35.0%  35.0% 350%  350%  35.0% 35.0%| 35.0% 35.0%  35.0%
Nat Income (tctal) 1,022 1,126 1,002 958 B0 [TT3 282 288 269 297 265 282 245

14.9% na| -11.0% -4.6% -8.9% -5.4% na ta na 1.3%! -6.2% -124% -9.0%

12.4% 15.0% 14.1% 13.8% 13.3% 12.9% 14.8% 15.1% 14.4% 15,8% 14.6% 14.1% 13. 9%
(0.3)  (0.4) (o 4 o8 (0.4)

LSBT 28 i e

E Bk EUE AN G ;

. . - na na 1 2 ga% -1z5% . 1%
% margin 124%  149%| 141%  138%  132%  129% 14.8%  151%  14.4%  156%| 14.8% 141%  135%  138%
EPS - Basic $3.37 S8 §3.35 sa 21 $3.00  $2.86 so.ss $0.97  $0.00  $0.96 $0.8v  $0.84  $0.82  $0.80
% growin » 198%  na -11.§% 5.8% & -4.9% 14.6%  26.3% .o.w;l 7.3% -13.0% -91% -16.2%
Difi i EHEHNPER T acas el § 21Efiti flisa)raeg [inen u!i fHiLE LA L1 ERR T H 80,
21.6% .2% 65%  -4.9% na na - .0.3%| 72% -129% 9.1% -16.0%
Diluted sharas outstarding 305 298 298 297 298 204 2957 2973 2984 2093 2086 2086 2084 2980
% growth yiy -58%  -23%[  02%  -p4%  -05%  05% T0%  -36%  01%  15%| 1.0%  04%  00% -0.4%
% grawih a/q 03% 05% 04%  03% 03% 03% 03% 03%

Source: Company data, Morgan Stanley Research. (1) 2008 proforma by us; 1Q09 and 2Q09 are proforma calculated by us. 2009 is proforma provided by the company
E= Margan Stanley Research estimates
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Exhibit §
CenturyLink Pro-forma Balance Sheet

Rro-Farma for Bl i

pA |
2005 2009 2010F 2011€ 2012E 2013E 1Q09 20109 1G10F 2Q100
Aszats
Cash and cash equivalents 350 162 3a4 1,048 1.081 B73 156 4 531 162 "7z 155 259 384
Actounts receivabla 750 686 B850 632 6814 596 638 740 an 6686 675 665 656 650
Other current assats 345 276 282 255 247 240 258 290 256 276 7z 268 264 262
Total current asasts $1,445 $1,124 $1,293 $1,835 $1,942 1,510 1,052 1,070 1,458 1,124 1,062 1,088 1,179 1,285
Gross PPEE 30,125 15,557 16,408 17,335 18,274 19,198 30,103 30,323 15,609 15,557 15,174 15,928 16,199 16,409
Actumulated depraciation (12,818) (6460  (7.887)  (9,268)  (10,662) (12,049 {20,030) (20331) (6245 {(6480)) (5814) (76T} (7.518)  (7.667)
Net PPE 20,307 £.007 B.5d1 £.060 7612 L13 pleferk) 2.942 2363 2,007 5360 £.821 8.681 £.041
Goodwill 7,880 10,252 10,2582 16,252 10,252 10,252 9,615 9615 10,034 10,262] 10,252 10,252 10,252 10,252
Investments and othar assets 2,044 2090 2,080 2,090 2,000 2,050 2219 2219 2,102 2,090 2,080 2.080 2,080 2,090
Taotal assets 21,676 22,563 22178 22,344 21,806 24,002 22,959 22,848 22,057 22,563 22,365 22,252 22,202 22,178
Liabllities
STDebt and currant maturitias of LTD 2 500 25 25 25 25 22 73 T68 500 250 100 50 25
Accounts payable 443 395 ase 381 72 364 370 436 332 395 358 399 394 350
Accrued expenses and other liabilities 889 812 788 780 764 T48 218 824 1048 812 814 814 B804 758
Total current liabilitias 51,354 1,707 $1.212 $1,186 51,181 $1,136 1310 1,281 2,149 1,707 1,482 1,314 1,248 1212
Long-term dabt 9,037 7,254 1,254 7,420 7053 6,299 8,120 7,958 7,455 1254 7,254 7.254 7,254 7,284
Cefarrad credits and other liabilities 3,809 4,135 4,135 4,135 4,135 4,135 4,334 4,334 3989 4135 4,135 4,135 4,135 4,135
Total liabllitles 14,201 13,008 12,602 12,742 12,340 11,570 13,764 13,571 13,593 13,006 12,850 12,702 12,837 11,602
Sharsholdars® aquity
Common stock 295 299 209 299 283 299 297 297 297 209 299 299 299 299
Paid-in capital 4,829 5,014 6,014 6,014 6,014 6,014 5,867 5,867 5958 8014 6014 6014 €014 6014
Treasury Stock 0 2 25). . - (75) (128) (475) [ [ [\ 9 0 0 125 25
Accumulated OCI (net of tax} (857) (85} (85) (85) (85} {85) 1y (11 112) (85)| (85) (85) (85) (85)
Retained eamings 3,238 3233 3,3e8 3,443 3,439 3,373 3143 3223 3212 3,233 3281 3316 3,344 3,368
Non-contraling intarest 0 L] 6 -] & 6 5 -] 7 € 8 B 6 [}
Tatal sharshoiders’ equity 7,475 9,467 9,577 9,602 9,548 9,432 9198 8275 8384 9487| 9518  oss0  sEes 9577
Total liskdlities and SE 21,676 22,563 2178 22,344 21,888 $21,003 22,959 22,848 22,957 22,563 22,365 21,252 22,202 2178
Source: Company data, Morgan Stanley Research. E= Morgan Stanley Research estimates
Exhibit 6
CenturyLink Pro-forma Cash Flow Statement
Pre-Forta fir EQ Bio:Fomma orEQ
2008 009 2010k 2011E 2012E  2013E 10309 1Q10L  2Q10E
Opaerating activities from continuing operaticns
Net incoma 1,135 1,126| 1,000 954 888 840 282 287 269 287 264 251 245 240
Adjustments to recancila net income {c net cash provided Q [
1} o
Income from discontinued oparations, nat of tax 0 26 26 0
Deapreciation and amortization 1,527 1,483 1,408 1401 1,394 1,387 arz a3z 362 356 355 353 351 349
Income from unconsalidated cellular entities (12} (0} 1) a
Minority interest 0 1]
Defarrad income taxes 166 233 96 9 12 118
Nonrecurring gains and losses 76 40 40 0
Changes in current assets and current Jiabllities: 1] ]
Accounts receivable {13) (89) 36 17 18 18 64 (5) 25 (173) 1 9 9 &
Accounts payable (169) 65 (5} ] {9} {9) 50 15 3 4 €) (4)
Other accrued taxes (65) 3 (i4) {18} 17 {16) 19 12 2 V] {10) 8)
Other current assels and other current liabilities, net (15) 6) 14 7 7 7 (15) g 4 4 4 3
Increase (dacrease) in other noncurrent assets (147) 25 {17 1 (11) 52
Other, nat 118 (21} {11) 14 (57} 33
Net cash (usad In} - operating activities cont, ops 2601 2891 2438 2,352 2,282 2,07 905 714 601 L1 839 618 593 588
Investing actlvities from continulng oparations 4] 0
Acquisitions, net of cash acquired (149) 637 0 i} 0 419 218 V] 0 0 0
Paymants for praparty, plant and equipment (Capex) (962) (1,003)| (852) (926) (939) {926) {96) (283) (286) (337) (217) (214) (211} (209)
Procesds from sale of assets 44 12 12 0
Invastment in unconsolidated cellular entilias 0 0 0 4]
Cther, net 14 7 7 0
Nst cash{used In} - investing acllvities cont. ops {1,053) (347} (B52) (926) (939) (925) (76) (283) 133 {120} 217) {214} {211) (209}
Financing activities from continuing operations 0 0
Proceeds from issuance {payments) of debt 144 {1,306} (475} 167 {368} (754) {74T) (335) 245 (470) (250) (150} {50) {25)
Proceads from issuance {repurchases) of common stock (829) 153 (25) {60} (50) (50) {0) 4 93 57 0 o {13) {13)
Cash dividands (B24)  (758)| (885) (879) (882) (906) {170)  (170) (209}  {209) (216) (218) (216} (218}
Other, net [} {821) {108)  (45) (a7y) (298)
Net cash (usad In} - financing activites cont. ops {1.304) (2,733 (1,385) (762) (1.310) (1,709) {1,023}  (5486) (243) {821) {467) {366) (279) (254)
Nat Increase (decreass) in cash and cash squivalents A7 {189) 222 554 33 {408) {1M) (115) 491 (359) (#45) 38 103 125
Cash at the baginning of parind 103 as0 162 384 1,048 1,081 350 156 41 531 162 1"? 155 259
Cash at the end of periad $350 $162 3384 51,048 $1.081 5673 $158 41 $53 $162 $117 $155 $259 $384
©na tima ilema related to EQ acglintagrations . 5 L Eoone e L 121
Ad] Dlv Payout as % of FCF (QCF - capex} 38.1% CA02%] S545% C 61.8% 66.4% - 59.6% Y% W% 28% 683% S1% 53% 5% 5%
Dividend Payout (as defined by CTL) 39.3%  478%| B68% B1.5% 665%  69.6% H%  4AE% 1% 88% 54% 6% 56% 57%

Source: Company dafa, Morgan Stanley Research. E= Margan Stanley Research estimates
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MORGAN STANLEY Morgan Stanley ModelWare is a proprietary analytic framework that helps clients un-
cover vatue, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating

O e a re leases (where their use is significant), and converts inventory from LIFO costing to a FIFQ
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a mere complete view of how a company generates earnings.

Disclosure Section

The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. Incorparated, and/or Morgan Stanley C.T.V.M. S.A,
and their affiliates (collectively, "Morgan Stanley”), o ) )

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA.
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that tr?e 'have Fr}ot received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this
report; Simon Flannery.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Manadgement Policy

Mergan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.cam/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies

As of March 31, 2010, Morgan Stanley beneficially awned 1% or more of a class of common equity securities of the following companies covered in
Morgan Stanley Research: AT&T, Inc., CenturyTel, Equinix Inc., Level 3 Communications, Inc., Rackspace Hosting, Inc., SBA Communications,
Verizon Communications, Windstream Co?..
As of March 31, 2010, Margan Stanley held a net long or short position of US$1 million or more of the debt securities of the following issuers covered
in Morgan Stanley Research (including where guarantor of the securities): American Tower Corp., AT&T, Inc., BCE Inc., CenturyTel, Cincinnatl Ball
Inc., Grown Castle Corp,, FairPoint Communications, Frontier Communications Corp, Leap Wireless, Level 3 Communications, Inc., MetraPCS
Communications, Qwest Communications Int'l, Rogers Communications, Inc., Sprint Nextel Corporation, Telephone & Data Systems, TELUS Corp.,
tw telecom inc, US Cellular Corporation, Verizon Communications, Windstream Corp..

Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offeringe:of securities of American Tower Corp.,
_Cenbi.lvn_'y'gez, CInCi(l:'lnati Bell Inc., Clearwire Comporation, Crown Castle Corp., Frontier Communications Corp, Qwest Communications lnt', tw telecom
inc, Windstream Corp..
Within the last 12 mopnlhs. Morgan Stanley has received compensation for investment banking services from Amaerican Tower Corp., AT&T, Inc.,
CenturyTel, Cincinnati Bell Inc., Clearwire Carporation, Crown Castle Corp., Equinix Inc., Fai >cint Communications, Frontier Communications Corp,
Leve! 3 Communications, Inc., Qwest Communications int'l, TELUS Corp., tw telecom ing, Verizon Communications. Windstream Corp..

In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from American Tower Corp.,
ATAT, Inc., BCE Inc., CenturyTel, Cincinnati Bell Inc., Clearwire Corparation, Crown Castle Corp., Equinix Ing., FairPoint Communications, Frontier
Communications Corp. lowa Telecom, Leap Wireless, Level 3 Communications, Inc., MetroPCS Communications, Neutral Tandem, Inc., Clwest
Communications Intl, Rackspace Hosting, Inc., Rogers Communications, Inc., SAVVIS Inc., SBA Communications, Sprint Nextel Corporation,
Telephone & Data Systemns, TELUS Corp., tw telecom inc, Verizon Communications, Windstream Corp..

Within the last 12 months, Morgan Stanley & Co. Incorporated has received compsnsation for products and services ofher than investment banking
services from ATA&T, Inc., BCE Inc., Crown Castle Corp., Sprint Nextel Corporation, Verizon Communications,

Within the last 12 months, Morgan Stanley has q_rovided or is providing investment banking services 1o, or has an investment banking client rela-
tionship with, the following company: American Tower Corp., AT&T, Inc., BCE Inc., CenturyTel, Cincinnati Bell Inc., Clearwire Corporation, Crown
Castle Corp., Equinix Inc., FairPoint Communications, Frontier Communications CorE. lowa Telecom, Leap Wireless, Level 3 Communicatiens, Inc.,
MetroPCS Communications, Neutral Tandem, Inc., Qwest Communications int'l, Rac! space Hosting, Inc., ers Communications, Inc., SAVVIS Inc.,
SBA Communications, Sprint Nextel Corporation, Telephone & Data Systems, TELUS Corp., tw telecom inc, Verizon Communications, Windstream

Corp..

Within the last 12 months, Morgtan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the past
has entered into an agreement to provide services or has a client relationship with the following company: American Tower Corp., AT&T, Inc., BCE Inc.,
Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Curf:\.. FairPoint Communications, Frontier Communications Corp, Level 3 Communications,
Inc., Qwest Communications Int'l, Rogers Communications, Inc., Sprint Nextel Corporation, Verizan Communications.

An employee, director or consultant of Morgan Stanley Is a director of AT&T, Inc., Sprint Nexte! Corporation, Verizon Communications.

Morgan Stanley & Co. Incorgorated makes a market in the securities of American Tower Carp., AT&T, Inc., CenturyTel, Cincinnati Bell Inc., Clearwire
Corporation, Crown Castle Corp., Equinix Inc., Frontier Communications Coer. lowa Telecom, Leap Wireless, Level 3 Communications, Inc.,
MetroPCS Communications, Neutral Tandem, Inc., PAETEC Holdin? Corp., Qwest Communications Int'l, Rackspace Hosting, Inc., SAVVIS Inc., SBA
Communications, Sprint Nextel Corforation. Telephone & Dala Systems, tw telecom inc, US Cellular Corporation, Verizon Communications.

The equity research analysts or strategists principally resPonsibIe o the preparation of Morgan Stanley Research hava raceived compensation based
upoE various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment
banking revenues.

The fixed income research analysts or strategists principally respansible for the preparation of Morgan Stanley Research have received compensation
based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income tra ing and
capital markets profitability or revenues), client feedback and competitive factars, Fixed Income Research analysts' or strate?ists' compeansation is not
linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks.
Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making,
providing liquidity and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit,
investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in
Morgan Stanley Research on a principal basis. Morgan Stanléy may have a position in the dabt of the Company or instruments discussed in this report,
Certain disclosures listed above are also for compllance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions balow).
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Qverweight, Equal-weight, Not-Rated and Underweight are not the
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eguivalent of buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research, In addition, since
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley Re-
search, in its entirety, and not infer the contents from the ratin?l algne. In any case, ratinf;s (ot research) should not be used or relied upon as in-
vctehstment a_gvicet'. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investar's existing holdings) and
other considerations.

Global Stock Ratings Distribution
(as of March 31, 2010)

For disclosure gurposes anly (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we
cover. Qverweight, Equal-wel?ht, Not-Rated and Underweight are not the &quivalent of buy, hold, and sell but represent recommended relative
weightings (see definitions below). To satisfy regulatory requirements, we carrespond Overweight, our most positive stock rating, with a buy rec-
ommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Coverage Universe  Investment Banking Clients (IBC)

% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 1042 41% 325 43% 3%
Equal-weight/Hold 1095 43% 348 46% 32%
Not-Rated/Hold 15 1% 4 1% 27%
Underweight/Sell 373 15% 87 11% 23%
Total 2,525 764

Data include common stock and ADRs currently assigned ratings. An investor's dacision to buy or sell a stock should depend on individual circum-
stancas {such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley or
an affiliate received investment banking compensation in the last 12 months.

Analyst Stock Ratings

Overweight (O). The stock’s total return is expected to excead the average fotal return of the analyst's industry {or industry team’s) coverage universe,
on a risk-adjusted basis, over the next 12-18 months,

Equal-weight (E}. The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Not-Rated (NR?. Currently the analyst does not have adequate conviction about the stock’s total return relative to the average total return of the
analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underwaight {U). The stock's total return is expected to be below the average total return of the analyst's industry {or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Aftractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant braad market benchmark, as indicated below. .

In-Line (1): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market henchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution ve. the ralevant
broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSC| country index or MSCI Latin America Index;
Europe - MSC! Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers

Citi Investment Research & Analysis (CIRA) research reports may be available about the companias or tapics that are the subject of Morgan Stanley Research. Ask your
Financial Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports.

Important disclosures regardirﬁ the relationship batween the companies that are the subject of Morgan Stanle\éResearch and Morgan Staniey Smith Barney LLC, Morgan
Stanley and Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney disclosure websits at
www.morganstanleysmithbarney.com/researchdisclosures.

For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/rasearchdisclosures and
hitps/iwww.citigroupgeo.com/geopublic/Disclosures/indax_a.mmi.

Each Margan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the
same person who reviews the Equity Research report on behalf of Morgan Stanley. This cotld create a conflict of interest.

Other Important Disclosures

Morgan Stanley produces an equity research product called a *Tactical Idea.” Views contained in a "Tactical Idea” on a particular stock may be contrary to the recom-
mendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologles, market events, or cther factors. For alt
research available on a particular stock, please contact your sales reprasentative or go 1o Client Link at www.morganstanley.com.

For a discussion, if applicable, of the valuation methods and the risks related to any price targets, please refer to the latest relevant published research on these stocks.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prapared without regard to the individual financial
cireumstances and objectives of persans wha receive it. Morgan Stanley recommends that Investors independently evaluate particular investments and strategias, and
ancourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual circum-
stances and objectives. The securities, instruments, or strategies discussad in Morgan Stanley Research may not be suitable for all investors, and certain investors may not
be eligible to purchase or participate in some or all of them.

Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer fo buy or sall any sacurity/instrument or to participate in any particular trading strategy.
The "Impartant US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned whera Morgan Stanley owns 1% or
more of a class of common equity securities of the companies. For all ather companies mentioned in Moggan Stanley Research, Morgan Stanley may have an investment
ofless than 1% in securlties/instruments or derivatives of securitiesfinstruments of companies and may trade them in ways different from those discussed in Morgan Stanley
Research. Employees of Morgan Stanley not invelved in the preparation of Morgan Stanlay Research may have investments in securities/instruments or derivatives of
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sacurities/instruments of comdpanies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research, Derivatives may be issued by
Morgan Stanley or associated persons

With the exception of information regarding Morgan Stanley, Margan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable,
comprehensiva information, but we make no representation that it s accurate or complets. We have no obligation to tell you when opinions or information in Morgan Stanley
Research change apart from when we intend to discantinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have
not been reviewed by, and may not reflact information known 1o, professionals in other Morgan Stanley business areas, including investment banking personnel.

?durgar;] Stanley Research personnel conduct site visits from time to tima but are prohibited from accepting payment or reimbursement by the company of travel expenses
or such visits,

The value of and income from your investments may vary bacause of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securi-
ties/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other
rights in securities/instruments transactions. Past performance is not necessarily a guide 1o futura parfarmance. Estimates of future performance are based on assumptions

that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the prisnary exchange for the subject company’s securi-
tiesfinstruments.

Morgan Stanley may make investment decisions ar take proprietary positions that are inconsistent with the recommendations or views in this report.

To our readers in Taiwan: Information on securitiesfinstruments that trada in Taiwan Is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your
reference only. Information on any securities/instruments issued by a company ownad by the government of or incorporated in the PRC and listed in on the Stock Exchange
of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK"Y's Hang Seng China Enterprise
Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in the PRC and
traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is dis-
tributed only to Taiwan Securities Investment Trust Enterprises ("SITE”). The reader should independently evaluate tha investment risks and is solely responsible for their
investment decisions. Morgan Stanley Research may not be distibuted to the public media or quoted or used by the public media without the express written consent of
Morgan Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construad as a recommendation or a
solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.

Te our readers in Hong Kong: Infarmation is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated
activiies in Hang Kong, If you have any queries concerning Morgan Sianley Research, please contact cur Hong Kong sales representatives.

Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.: in Heng Kon by Morgan Stanley Asia Limited {(which accepts respon-
sibilitlg for its contents); in Singapore by Morgan Stanley Asia {Singapare) Pte, (Registration number 199206298 ) andfor Morgan Stanley Asia (Singapore) Securities Pte
Ltd (Registration number 200008434H), regutated by the Monetary Authority of Singapore, which accepls resgonsibility for its contents; in Australia 1o "wholesale clients”
within the meaning of the Australian Corporaticns Act by Morgan Stanley Australia Limited A.B.N. 67 003734 5 6, holder of Australian financial services licanse No, 233742,
which accepts responsibility for its contents; in Australia to "wholasale cliants* and "retail clients” within the meaning of the Australian Corporations Act by Morgan Stanley
Smith Barney Australia Pty Ltd (A,B.N. 19 008 145 555, holder of Australian financial services licanse No. 240813, which accepts responsibility for its contents; in Korea by
Morgan Stanley & Co International plc, Secul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has
approved of, and has agreed to take respansibility for, the contents of Margan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main
and Morgan Stanlay Private Waealth Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fuer Finanzdienstieistungsaufsicht (BaFin); in Spain by
Morgan Stanley, S.V., 8.A., a Morgan Stanley group company, which is supsrvised by the Spanish Securitiss Markets Commission {CNMV) and states that Morgan Stanley
Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United
States by Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents. Morgan Stanley & Co. International plc, authorized and ragulated by the
Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets
Act 2000, research which has bean prepared by any of its affiliates. Morgan Stanley Private Wealth anagement Limited, authorized and regulated by the Financial
Services Authority. alse disseminates Morgan Stanley Research in the UK. Private U.K. investors should omtain the advice of their Morgan Stanley & Co. International plc
or Mt:jgan Stanley Private Wealth Managament representative about the investments concerned. RMB Morgan Stanley {Proprietary) Limited is a member of the JSE
Limited and regulated by the Financial Services Board in South Africa. RME Morgan Stanley (Proprietaryg Limited is a joint venture owned equally by Morgan Stanley
International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is whoily owned by FirstRand Limitad.

The informatian in Morgan Stanley Research is being communicated by Morgan Stantey & Co. International plc {(DIFC Branch), regulated by the Dubai Financial Services

Authority (the DFSA), and is directed at Professional Glisnts only, as defined by the DFSA. The financial products or financial services to which this research relates will only
be made available to a customer who we are satisfied meats the regulatory criteria to be a Professional Client.

The Information in Morgan Stanley Research is being communicated by Morgan Stanley & Co, International plc {QFC Branch), reaulated by the Qatar Financial Centre
ga%uéitory Authority {the QFCRA?. and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the
i .

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these com-
ments and recommendations, These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by ralying
solely to this information stated hera may not bring about culcomes that fit your expactations.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warmranties or
representations of any kind relating to the accuracy, completenass, or timeliness of the data they provide and shall nat hava liability for any damages of any kind relating to
such data, The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.

Morgan Stanley Research, or any portion therecf may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

Morgan Stanley Rasearch is disseminated and available primarily efectronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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Industry Coverage:Telecom Services

Company (Ticker) Rating (as of) Price* (04/29/2010)

Simon Flannery

ATAT, Inc., (T.N) O (03/08/2006) $26.14
American Towear Corp. (AMT.N) E {03/12/2009) $41.05
BCE Inc. (BCE.TO) O (11/21/2008) €$30.88
CenturyTel (CTL.N) ++ $34.1
Cincinnati Bell Inc. {CBB.N) E {11/03/2006) $3.48
Clearwire Corporation {CLWR.0) U (12/08/2008) $7.7
Crown Castle Corp. (CCILN) O (11/11/2000) $38.34
Equinix tnc. (EQIX.0) E (05/13/2009) $101.35
FairPoint Communications NA (10/29/20G7) §.08
(FRCMQ.PK)

Frontier Communications Corp E (05/07/2007) $8.07
(FTR.N)

lowa Telecom (IWA.N) E (11/25/2009) $16.85
Leap Wireless {LEAP.O) E (D8/07/2009) $18.5
Level 3 Communications, Ing, U (02/14/2008) $1.53
(LVLT.O)

MetroPCS Communications E (08/07/200%) $7.79
{PCS.N}

Neutral Tandem, Inc. (TNDM.O) E (01/22/2010) $17.45
PAETEC Holding Corp. (PAET.C) E (06/26/2008) $5.28
Qwest Communications Intl (Q.N) ++ $5.28
Rackspace Hosting, Inc. (RAX.N) 0 {09/23/2009) $18.39
Rogers Communications, Inc. O (04/27/2005) C$35.84
(RCIL.TQY}

SAWIS Inc. (SVVS.0) E (04/28/2010) $18.,98
SBA Communications (SBAC.O) E {03/12/2009) $35.5
Sprint Nextel Corporation (S.N) U (10/19/2009) $4.39
TELUS Corp. (T.TO) E (12/19/2008) C$37.94
Telephone & Data Systems U (02/19/2009) $35.33
(TDS.N)

US Callular Corporation (USM.N) E (03/10/2008} $42.78
Verizan Communications (VZ.N} E {01/22/2009) $29.22
Windstream Corp. {WiN,Q) 0 (04/17/2006) $11.14
tw telecom inc (TWTC.O} E {06/26/2008) $17.88

Stock Ratings are subject to change. Please see latest research for sach company.
" Historical prices are not split adjusted,

@ 2010 Morgan Stanley



