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Registrant s telephone number, including area code (501) 748-7000

(Former name, former address and former fiscal year, if changed since last report)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. p YES = NO

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). © YES =~ NO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of large accelerated filer , accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer p Accelerated filer ~ Non-accelerated filer ~ Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act). © YES p NO
Number of common shares outstanding as of April 30, 2009: 436,753,317

The Exhibit Index is located on page 46.
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WINDSTREAM CORPORATION

FORM 10-Q

PARTI FINANCIAL INFORMATION

Item 1. Financial Statements

CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

(Millions, except per share amounts)
Revenues and sales:

Service revenues

Product sales

Total revenues and sales

Costs and expenses:

Cost of services (excluding depreciation of $101.1 and $96.8, respectively, included below)
Cost of products sold

Selling, general, administrative and other

Depreciation and amortization

Restructuring charges

Merger and integration costs

Total costs and expenses
Operating income

Other income, net
Interest expense

Income from continuing operations before income taxes
Income taxes

Income from continuing operations
Discontinued operations, including tax expense

Net income

Basic and diluted earnings per share:
Income from continuing operations
Income from discontinued operations

Net income
See the accompanying notes to the unaudited interim consolidated financial statements.
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Three Months
Ended March 31,
2009 2008
$720.8 $ 760.1
34.2 39.9
755.0 800.0
251.2 253.5
30.3 35.0
89.0 914
132.0 121.6
0.1) 0.6
1.6
502.4 503.7
252.6 296.3
0.8 5.6
99.7) (105.0)
153.7 196.9
65.5 75.1
88.2 121.8
1.9
$ 88.2 $ 123.7
$ .20 $ 27
$ .20 $ 27
4
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(Millions)

Assets
Current Assets:
Cash and cash equivalents

Accounts receivable (less allowance for doubtful accounts of $15.8 and $16.3, respectively)

Inventories
Deferred income taxes
Prepaid expenses and other

Total current assets

Goodwill

Other intangibles

Net property, plant and equipment
Other assets

Total Assets

Liabilities and Shareholders Equity
Current Liabilities:

Current maturities of long-term debt
Current portion of interest rate swaps
Accounts payable

Advance payments and customer deposits
Accrued dividends

Accrued taxes

Accrued interest

Other current liabilities

Total current liabilities
Long-term debt
Deferred income taxes
Other liabilities
Total liabilities

Commitments and Contingencies (See Note 7)

Shareholders Equity:

Common stock, $0.0001 par value, 1,000.0 shares authorized, 438.3 and 439.4 shares issued and

outstanding, respectively

Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings

Total shareholders equity

Total Liabilities and Shareholders Equity

CONSOLIDATED BALANCE SHEETS

(Unaudited)

March 31,
2009

$ 3122
287.9

24.1

222

40.8

687.2

2,198.2
1,112.1
3,835.3
72.2

$ 7,905.0

$ 242
42.9
117.0
93.0
109.6
71.8
65.8
46.7

571.0
5,355.1
1,105.3

650.4
7,681.8

83.6
(326.5)
466.1

223.2
$ 7,905.0

See the accompanying notes to the unaudited interim consolidated financial statements.
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December 31,
2008

$ 296.6
316.6

30.8

30.8

339

708.7

2,198.2
1,132.2
3,897.1
73.1

$ 8,009.3

$ 243
40.5
134.0
94.0
109.9
48.0
138.4
76.2

665.3
5,358.2
1,070.6

662.9
7,757.0

101.5
(336.6)
487.4

2523
$ 8,003
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CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Three Months

Ended March 31,
(Millions) 2009 2008
Cash Provided from Operations:
Net income $ 882 $ 1237
Adjustments to reconcile net income to net cash provided from operations:
Depreciation and amortization 132.0 122.8
Provision for doubtful accounts 9.3 8.9
Stock-based compensation expense 5.2 4.6
Pension and postretirement benefits expense 24.5 3.7
Deferred taxes 36.4 15.6
Other, net 1.5 2.4)
Changes in operating assets and liabilities, net:
Accounts receivable 19.4 3.3)
Accounts payable 17.1) 1.2
Accrued interest (72.7) (68.9)
Accrued taxes 23.9 32.0
Other current liabilities (29.5) (15.4)
Other, net 6.1) (7.4)
Net cash provided from operations 215.0 215.1
Cash Flows from Investing Activities:
Additions to property, plant and equipment (62.8) (55.8)
Disposition of acquired assets held for sale 16.4
Other, net 9.2
Net cash used in investing activities (62.8) (30.2)
Cash Flows from Financing Activities:
Dividends paid on common shares (109.9) (113.6)
Stock repurchase (20.7) (100.2)
Repayment of debt 3.6) (88.6)
Debt issued, net of issuance costs 100.0
Other, net 2.4) (1.0)
Net cash used in financing activities (136.6) (203.4)
Increase (decrease) in cash and cash equivalents 15.6 (18.5)
Cash and Cash Equivalents:
Beginning of period 296.6 72.0
End of period $ 3122 $ 535

See the accompanying notes to the unaudited interim consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS

(Millions, except per share amounts)

Balance at December 31, 2
Net income

008

Other comprehensive income, net of tax: (See Note 10)
Change in employee benefit plans
Unrealized holding losses on interest rate swaps

Comprehensive income
Stock repurchase
Stock-based compensation
Tax withheld on vested res

expense
tricted stock and other

Dividends of $0.25 per share declared to stockholders

Balance at March 31, 2009

Table of Contents

EQUITY (UNAUDITED)
Accumulated
Other
Additional
Comprehensive
Paid-In
Income
Capital (Loss)
$ 1015 $ (336.6)
10.5
0.4)
10.1
(20.7)
5.2
2.4)
$ 83.6 $ (326.5)

See the accompanying notes to the unaudited interim consolidated financial statements.

Retained

Earnings
$ 487.4
88.2

88.2

(109.5)
$ 466.1

Total
$ 2523
88.2

10.5

0.4)

98.3
(20.7)

24
(109.5)
$ 2232



Edgar Filing: WINDSTREAM CORP - Form 10-Q

Table of Conten

NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS

1. Preparation of Interim Financial Statements:

Formation of Windstream - In this report, Windstream Corporation and its subsidiaries are referred to as Windstream , we ,or the Company .On
July 17, 2006, Alltel Corporation ( Alltel ) completed the spin off of its wireline telecommunications division and immediately after the
consummation of the spin off merged with and into Valor Communications Group, Inc. ( Valor ), with Valor continuing as the surviving

corporation. The resulting company was renamed Windstream Corporation.

Windstream is a customer-focused telecommunications company that provides local telephone, high-speed Internet, long distance, network
access, and video services to approximately 3.0 million customers primarily located in rural areas in 16 states. In the first quarter of 2009, the
Company reorganized its operations to integrate the sales and administrative functions of the product distribution segment into its wireline
operations. As a result of this change, the chief operating decision maker no longer reviews the financial statements of the product distribution
operations on a stand alone basis, and the Company operates as a single reporting segment. As required by Statement of Financial Accounting
Standards ( SFAS ) No. 131 Disclosures about Segments of an Enterprise and Related Information , segment results of operations have been
retrospectively adjusted to reflect a single segment presentation for all periods presented. As such, separate segment reporting is no longer
required, and thus not included. Additionally, certain amounts previously reported have been reclassified to conform to the current year
presentation of the consolidated financial statements. These changes and reclassifications did not impact net or comprehensive income.

The accompanying unaudited consolidated financial statements have been prepared based upon Securities and Exchange Commission ( SEC )
rules that permit reduced disclosure for interim periods. Certain information and footnote disclosures have been condensed or omitted in
accordance with those rules and regulations. The accompanying consolidated balance sheet at December 31, 2008 was derived from audited
financial statements, but does not include all disclosures required by accounting principles generally accepted in the United States. In our
opinion, these financial statements reflect all adjustments that are necessary for a fair presentation of results of operations and financial condition
for the interim periods shown including normal recurring accruals and other items. The results for the interim periods are not necessarily
indicative of results for the full year. For a more complete discussion of significant accounting policies and certain other information, this report
should be read in conjunction with the consolidated financial statements and accompanying notes included in Windstream s Annual Report on
Form 10-K for the year ended December 31, 2008, which was filed with the SEC on February 19, 2009.

The preparation of financial statements, in accordance with accounting principles generally accepted in the United States, requires management
to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses and disclosure of contingent
assets and liabilities. The estimates and assumptions used in the accompanying consolidated financial statements and accompanying notes are
based upon management s evaluation of the relevant facts and circumstances as of the date of the consolidated financial statements. Actual
results may differ from the estimates and assumptions used in preparing the accompanying consolidated financial statements and accompanying
notes, and such differences could be material.

2. Accounting Changes:

Change in Accounting Estimate - Effective January 1, 2009, the Company prospectively changed its estimate of useful life for its franchise
rights from indefinite-lived to 30 years primarily due to the effects of increasing competition. Commensurate with this change, the Company
reviewed its franchise rights for impairment, and noted that no impairment existed as of January 1, 2009. As a result of this change, amortization
expense increased by $8.0 million, calculated on a straight line basis, and net income decreased $5.0 million or $.01 per share for the three
months ended March 31, 2009.

Recently Adopted Accounting Standards

Adoption of SFAS No. 141(R) - SFAS No. 141(R), Business Combinations , a revision of SFAS No. 141, became effective January 1, 2009. The
adoption of this statement did not have a material impact on Windstream s consolidated financial statements. However, the Company will
continue to assess the effects of this pronouncement on any future business combinations as they occur. Under SFAS No. 141(R), an acquiring
entity is required to recognize all the assets acquired and liabilities assumed in a transaction at the acquisition-date fair value with limited
exceptions. SFAS No. 141(R)
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

2. Accounting Changes, Continued:

changed the accounting treatment for certain specific items, including acquisition costs, acquired contingent liabilities, restructuring costs,
deferred tax asset valuation allowances and income tax uncertainties after the acquisition date. SFAS No. 141(R) also included a substantial
number of new disclosure requirements.

In April 2009, the Financial Accounting Standards Board ( FASB ) issued FASB Staff Position No. ( FSP ) FAS 141R-1, Accounting for Assets
Acquired and Liabilities Assumed in a Business Combination That Arise from Contingencies . FSP FAS 141R-1 amends and clarifies SFAS

No. 141(R) on initial recognition and measurement, subsequent measurement and accounting, and disclosure of assets and liabilities arising from
contingencies in a business combination. It is effective for, and will be applied to, all future combinations. There was no impact to Windstream s
consolidated financial statements upon adoption.

Adoption of SFAS No. 160 - Windstream adopted SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements - An
Amendment of ARB No. 51 on January 1, 2009. Since Windstream does not have any non-controlling interests, the adoption of SFAS No. 160
did not impact the Company s consolidated financial statements.

Adoption of SFAS No. 161 - On January 1, 2009, Windstream adopted SFAS No. 161, Disclosures about Derivative Instruments and Hedging
Activities . SFAS No. 161 required companies with derivative instruments to disclose information to enable financial statement users to
understand how and why a company uses derivative instruments, how derivative instruments and related hedged items are accounted for under
SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities , as amended, and how derivative instruments and related hedged
items affect a company s financial position, financial performance and cash flows. See Notes 5, 6 and 10 for the disclosures required by SFAS
No. 161.

Adoption of FSP FAS 142-3 - Windstream adopted FSP FAS 142-3, Determination of the Useful Life of Intangible Assets on January 1, 2009.
Windstream s historical experience in renewing the Company s franchise rights is consistent with previous renewal assumptions used in the
determination of useful lives. Thus, the adoption of FSP FAS 142-3 did not impact Windstream s consolidated financial statements. FSP FAS
142-3 amended the factors that should be considered in developing

renewal or extension assumptions used to determine the useful life of a recognized intangible asset under SFAS No. 142, Goodwill and Other
Intangible Assets . Under FSP FAS 142-3 an entity is required to consider its own historical experience in renewing similar arrangements, or
market participant assumptions in the absence of historical experience. FSP FAS 142-3 also required disclosures to enable users of financial
statements to assess the extent to which the expected future cash flows associated with the asset are affected by the entity s intent and/or ability to
renew or extend the arrangement.

Adoption of FSP EITF 03-6-1 - On January 1, 2009, the Company adopted FSP Emerging Issues Task Force Issue No. ( EITF ) 03-6-1

Determining Whether Instruments Granted in Share-Based Payment Transactions Are Participating Securities . Under FSP EITF 03-6-1,
Windstream s non-vested share-based payment awards that contain a nonforfeitable right to receive dividends, whether paid or unpaid, are
considered participating securities and have been included in the computation of basic earnings per share pursuant to the two-class method
prescribed under SFAS No. 128, Earnings per Share and are no longer considered potentially dilutive. Basic and diluted earnings per share have
been retrospectively adjusted as a result of the adoption of FSP EITF 03-6-1. See Note 11 for the calculation of earnings per share.

Adoption of SFAS No. 162 - In the fourth quarter of 2008, Windstream adopted Statement of Financial Accounting Standards ( SFAS ) No. 162,

The Hierarchy of Generally Accepted Accounting Principles . SFAS No. 162 identifies a consistent framework, or hierarchy, for selecting
accounting principles to be used in preparing financial statements for nongovernmental entities that are presented in conformity with generally
accepted accounting principles in the United States. The hierarchical guidance provided by SFAS No. 162 did not impact the Company s
consolidated financial statements.

Adoption of SFAS No. 157 - The adoption of SFAS No. 157, Fair Value Measurements on January 1, 2008 for financial assets and liabilities and
non-financial assets and liabilities recognized or disclosed at fair value on a recurring basis and the adoption of FSP FAS 157-2, Effective Date
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of FASB Statement No. 157 on January 1, 2009 for non-financial assets and liabilities recognized or disclosed at fair value on a non-recurring
basis did not have a material impact on our consolidated financial statements. SFAS No. 157 clarified the definition of fair value, established a
framework for measuring fair value
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

2. Accounting Changes, Continued:

and expanded the disclosures related to fair value measurements that are included in a company s financial statements. It emphasized that fair
value is a market-based measurement and not an entity-specific measurement, and that it should be based on an exchange transaction in which a
company sells an asset or transfers a liability. SFAS No. 157 also established a fair value hierarchy in which observable market data would be
considered the highest level, while fair value measurements based on an entity s own assumptions would be considered the lowest level. FSP
FAS 157-2 deferred the implementation of SFAS No. 157 for non-financial assets and liabilities, except items recognized or disclosed at fair
value on an annual or more frequently recurring basis, for one year.

Windstream adopted FSP FAS 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not Active , effective
July 1, 2008. FSP FAS 157-3 did not have a material impact on our consolidated financial statements. FSP FAS 157-3 clarified the application

of SFAS No. 157 in an inactive market by allowing companies to use judgment in addition to market information in certain circumstances when
valuing assets which have inactive markets. Additionally, FSP FAS 157-3 provided an example to illustrate key considerations in determining

the fair value of a financial asset in an inactive market. See Note 6 for information and related disclosures regarding Windstream s fair value
measurements.

Adoption of SFAS No. 159 - Windstream adopted SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities Including
an Amendment of FASB Statement No. 115 , on January 1, 2008, but did not elect the fair value option for any of its eligible financial assets and
liabilities. Therefore, the adoption of SFAS No. 159 did not impact the Company s consolidated financial statements. SFAS No. 159 allowed the
measurement at fair value of eligible financial assets and liabilities that are not otherwise required to be measured at fair value. If the fair value
option for an eligible item is elected, unrealized gains and losses for that item are reported in current earnings at each subsequent reporting date.
SFAS No. 159 also established presentation and disclosure requirements designed to draw comparison between the different measurement
attributes the company elects for similar types of assets and liabilities.

Recently Issued Accounting Pronouncements
ESP FAS 132(R)-1 - In December 2008, the FASB issued FSP FAS 132(R)-1, Employers Disclosures about Postretirement Benefit Plan Assets

which provides guidance on an employer s disclosures about plan assets of a defined benefit pension or other postretirement plan. FAS 132(R)-1
requires employer s to disclose:

the fair value of each major category of plan assets as of each annual reporting date for which a statement of financial position is
presented,

the inputs and valuation techniques used to develop fair value measurements of plan assets at the annual reporting date, including the
level within the fair value hierarchy in which the fair value measurements fall as defined by SFAS No. 157,

investment policies and strategies, including target allocation percentages, and

significant concentrations of risk in plan assets.
FSP FAS 132(R)-1 is effective for fiscal years ending after December 15, 2009. Upon implementation, Windstream will provide expanded
disclosures in its December 31, 2009 Form 10-K.
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ESP FAS 107-1 and APB 28-1 - On April 9, 2009, the FASB issued FSP FAS 107-1 and Accounting Principles Board Opinion No. ( APB ) 28-1,
Interim Disclosures about Fair Value of Financial Instruments . This pronouncement extends the annual disclosures required under SFAS

No. 107, Disclosures about Fair Value of Financial Instruments to interim reporting periods. FSP FAS 107-1 and APB 28-1 are effective for

interim reporting periods ending after June 15, 2009 with early adoption permitted for periods ending after March 15, 2009. Upon

implementation, Windstream will provide expanded disclosures in its June 30, 2009 consolidated financial statements.

ESP FAS 157-4 - On April 9, 2009, the FASB issued FSP FAS 157-4, Determining the Fair Value When the Volume and Level of Activity for
the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly , which provides additional guidance for
estimating fair value in accordance with SFAS No. 157 when the volume and level of activity for the financial asset or liability have
significantly decreased. FSP FAS 157-4 also provides guidance on identifying circumstances that indicate a transaction is not orderly. FSP FAS
157-4 is effective for interim and annual reporting periods ending after June 15, 2009 with early adoption permitted for periods ending after
March 15, 2009. Windstream is currently evaluating the impact, if any, that FSP FAS 157-4 will have on its consolidated financial statements.
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

3. Dispositions:

Disposition of Wireless Business On November 21, 2008, Windstream completed the sale of its wireless business to AT&T Mobility II, LLC
for approximately $56.7 million. The transaction included approximately 52,000 wireless customers, spectrum licenses and cell sites covering a
four-county area of North Carolina with a population of approximately 450,000, and six retail locations. Revenues and operating income from
these operations totaled $11.7 million and $2.6 million, respectively, during the three months ended March 31, 2008, and have been separately
presented as discontinued operations in the accompanying unaudited interim consolidated statements of income.

Disposition of Acquired Assets Held for Sale Certain assets acquired from CT Communications, Inc. ( CTC ), including the corporate
headquarters building and a license for wireless spectrum, were sold during the first quarter of 2008. Windstream received net proceeds of $16.4
million, which approximated the fair value at the date of acquisition.

4. Goodwill and Other Intangible Assets:

As of January 1, 2009, the Company completed its annual impairment review of goodwill and franchise rights in accordance with the guidance
contained in SFAS No. 142 Goodwill and Other Intangible Assets and determined that no write-down in the carrying value of these assets was
required. Commensurate with its change from multiple segments to a single reporting segment as discussed further in Note 1, the Company no
longer uses a combination of the discounted cash flows and the calculated market values of comparable companies to determine the fair value of
a reporting unit. Rather, the Company assesses impairment of its goodwill by evaluating the carrying value of its shareholder s equity against the
current fair market value of its outstanding equity, where the fair market value of the Company s equity is equal to its current market
capitalization plus a control premium estimated through the review of market observable transactions. During the three months ended March 31,
2009, there were no changes in the carrying amounts of goodwill.

As discussed in Note 2, effective January 1, 2009, the Company prospectively changed its assessment of useful life for its franchise rights from
indefinite-lived to 30 years. Amortization of these franchise rights will be calculated on a straight line basis, in accordance with the way in
which these operations are expected to contribute to the undiscounted cash flows of the Company.

Intangible assets subject to amortization were as follows:

March 31, 2009

Gross Accumulated Net Carrying
(Millions) Cost Amortization Value
Franchise rights $ 955.0 $ (8.0) $ 947.0
Valor customer list 210.0 (102.5) 107.5
CTC customer list 45.0 (13.7) 31.3
Other customer list 67.6 (42.6) 25.0
Cable franchise rights 22.5 (21.2) 1.3

$1,300.1 $ (188.0) $ L1121

December 31, 2008

Gross Accumulated Net Carrying
(Millions) Cost Amortization Value
Valor customer list $ 210.0 $ 94.4) $ 115.6
CTC customer list 45.0 (11.7) 33.3
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Other customer list 67.6 (40.9) 26.7
Cable franchise rights 22.5 (20.9) 1.6

$ 345.1 $ (1679 $ 177.2
Amortization expense for intangible assets subject to amortization was $20.1 million and $13.4 million for the three months ended March 31,

2009 and 2008, respectively. Amortization expense for intangible assets subject to amortization is estimated to be $78.2 million in 2009, $71.1
million in 2010, $65.4 million in 2011, $59.7 million in 2012 and $47.4 million in 2013.
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

5. Debt and Derivative Instruments:
Long-term debt was as follows:

March 31, December 31,

(Millions) 2009 2008
Issued by Windstream Corporation:

Senior secured credit facility, Tranche A  variable rates, due July 17, 2011 $ 2833 $ 283.3
Senior secured credit facility, Tranche B variable rates, due July 17, 2013 1,375.5 1,379.0
Senior secured credit facility, Revolving line of credit variable rates, due July 17, 2011 (a) 150.0 150.0
Debentures and notes, without collateral:

2016 Notes  8.625%, due August 1, 2016 (c) 1,746.0 1,746.0
2013 Notes  8.125%, due August 1, 2013 (c) 800.0 800.0
2019 Notes  7.000%, due March 15, 2019 (¢) 500.0 500.0

Issued by subsidiaries of the Company:
Valor Telecommunications Enterprises LLC and Valor Telecommunications Finance Corp. 7.75%, due

February 15, 2015 (b) (c) 400.0 400.0
Windstream Holdings of the Midwest, Inc.  6.75%, due April 1, 2028 (b) (c) 100.0 100.0
Debentures and notes, without collateral:
Windstream Georgia Communications LLC  6.50%, due November 15, 2013 50.0 50.0
Teleview, LLC  7.00%, due January 2, 2010 and May 2, 2010 0.2 0.3
Discount on long-term debt, net of premiums (25.7) (26.1)
5,379.3 5,382.5
Less current maturities (24.2) (24.3)
Total long-term debt $ 53551 $ 53582

(a) During the first quarter of 2009, the Company did not incur additional borrowings from its revolving line of credit in its senior secured
credit facilities. The revolving line of credit s variable interest rates ranged from 1.59 percent to 2.45 percent, and the weighted average
rate was 1.76 percent during the first quarter of 2009. Letters of credit are deducted in determining the total amount available for
borrowing under the revolving credit agreement. Accordingly, the total amount outstanding under the letters of credit and the
indebtedness incurred under the revolving credit agreement may not exceed $500.0 million. At March 31, 2009, the amount available
for borrowing under the revolving credit agreement was $343.2 million.

(b) The Company s collateralized Valor debt is equally and ratably secured with debt under the senior secured credit facilities. Debt held
by Windstream Holdings of the Midwest, Inc., a subsidiary of the Company, is secured solely by the assets of the subsidiary.

(c) Certain of the Company s debentures and notes are callable by the Company at various premiums on early redemption.
The terms of the credit facility and indentures include customary covenants that, among other things, require Windstream to maintain certain
financial ratios and restrict its ability to incur additional indebtedness. These financial ratios include a maximum leverage ratio of 4.5 to 1.0 and
a minimum interest coverage ratio of 2.75 to 1.0. In addition, the covenants include restrictions on capital expenditures, which must not exceed a
specified amount for any fiscal year (for 2009 this amount is $582.5 million, which includes $132.5 million of unused capacity from 2008). The
Company was in compliance with these covenants as of March 31, 2009.

Table of Contents 16



Edgar Filing: WINDSTREAM CORP - Form 10-Q

Maturities for debt outstanding as of March 31, 2009 for each of the twelve month periods ended March 31, 2010, 2011, 2012, 2013, and 2014
are $24.2 million, $32.3 million, $445.5 million, $24.0 million and $2,133.0 million, respectively.

10
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

5. Debt and Derivative Instruments, Continued:

Interest expense was as follows for the three months ended March 31:

Three Months Ended
(Millions) 2009 2008
Interest expense related to long-term debt $89.3 $101.1
Impacts of interest rate swaps 10.8 4.5
Other interest expense 0.1 0.1
Less capitalized interest expense 0.5) 0.7)
Total interest expense $99.7 $105.0

On July 17, 2006, in conjunction with issuing debt, Windstream entered into four identical pay fixed, receive variable interest rate swap
agreements totaling $1,600.0 million in notional value in order to mitigate the interest rate risk inherent in its variable rate senior secured credit
facilities. The four interest rate swap agreements amortize quarterly to a notional value of $906.3 million at maturity on July 17, 2013. The
variable rate received resets on the seventeenth day of each quarter to the three-month LIBOR (London-Interbank Offered Rate). The Company s
interest rate swap agreements are designated as cash flow hedges of the interest rate risk created by the variable interest rate paid on Tranche B

of the senior secured credit facilities, which matures on July 17, 2013. The variable interest rate paid on Tranche B is based on the three-month
LIBOR, and it also resets on the seventeenth day of each quarter.

After the completion of a refinancing transaction in February 2007, a portion of one of the four interest rate swap agreements with a notional
value of $125.0 million ($102.5 million as of March 31, 2009) was de-designated as the corresponding hedged item was repaid. Therefore, the
undesignated portion of the swap agreement was no longer an effective hedge of the variable interest rate paid on Tranche B.

Set forth below is information related to the Company s interest rate swap agreements:

December 31,

March 31,
(Millions, except for percentages) 2009 2008
Unamortized notional value:
Designated portion $1,147.5 $ 1,176.2
Undesignated portion $ 1025 $ 105.0
Fair value of interest rate swap agreements (see Note 6):
Designated portion $ (144.8) $ (144.8)
Undesignated portion $ (8.6 $ (8.6)
Weighted average fixed rate paid 5.60% 5.60%
Variable rate received 1.14% 4.55%

The effectiveness of the Company s cash flow hedges is assessed each quarter using the Change in Variable Cash Flow Method , or Method 1,
described in Derivatives Implementation Group ( DIG ) Issue No. G7, Cash Flow Hedges: Measuring the Ineffectiveness of a Cash Flow Hedge
under Paragraph 30(b) When the Shortcut Method Is Not Applied . Method 1 utilizes the matched terms principle of measuring effectiveness, and
requires the floating-rate leg of the swap and the hedged variable cash flows of the asset or liability to be based on the same interest rate index. It
also requires the variable interest rates of both instruments to reset on the same dates. Furthermore, there should be no other differences in the
terms of the hedge and the hedged item, and the likelihood of default by the interest rate swap counterparties must be assessed as being unlikely

in order to conclude that there is no ineffectiveness in the hedging relationship. The Company performs and documents this assessment under
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Method 1 each quarter, and it concluded at March 31, 2009 that there was no ineffectiveness to be recognized in earnings in any of its four
interest rate swap agreements that are designated as hedges.

11
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

5. Debt and Derivative Instruments, Continued:

In accordance with SFAS No. 133, the Company recognizes all derivative instruments at fair value in the accompanying consolidated balance
sheets as either assets or liabilities depending on the rights or obligations under the related contracts.

Changes in fair value of these derivative instruments were as follows for the three months ended March 31:

(Millions) 2009 2008
Decrease in fair value of effective portion, net of tax (a) $(0.4) $(27.0)
Change in fair value of undesignated portion (b) $ $ 3.9

(a) Included as a component of other comprehensive income (loss) and will be reclassified into earnings as the hedged transaction affects
earnings.

(b) Represents non-cash income (loss) recorded in other income, net in the accompanying consolidated statement of income.
Net amounts due related to interest rate swap agreements are recorded as adjustments to interest expense in the accompanying unaudited interim
consolidated statements of income when earned or payable.

6. Fair Value Measurements:

Windstream utilizes market data or assumptions that market participants would use in valuing its assets and liabilities, including assumptions
about risk and the risks inherent in the inputs to the valuation technique. These inputs can be readily observable, market corroborated, or
generally unobservable. Valuation techniques that maximize the use of observable inputs and minimize the use of unobservable inputs are used,
and the fair value balances are classified based on the observability of those inputs. The highest priority is given to unadjusted quoted prices in
active markets for identical assets or liabilities (level 1 measurement) and the lowest priority is given to unobservable inputs (level 3
measurement). As required by SFAS No. 157, assets and liabilities are classified in their entirety based on the lowest level of input that is
significant to the fair value measurement. The Company s assessment of the significance of a particular input to the fair value measurement
requires judgment and may affect the valuation of fair value assets and liabilities and their placement within the fair value hierarchy levels.

The Company s non-financial assets and liabilities include goodwill, other indefinite-lived intangible assets and asset retirement obligations

( AROs ) that are measured at fair value on a non-recurring basis. No event occurred during the three months ended March 31, 2009 requiring
goodwill or other indefinite-lived intangible assets to be recognized at fair value (see Notes 2 and 4). The fair value measurements for AROs
were insignificant during the three months ended March 31, 2009.

The Company s financial instruments consist primarily of cash and cash equivalents, accounts receivable, accounts payable, long-term debt and
interest rate swaps. Cash equivalents and interest rate swaps are measured at fair value on a recurring basis in accordance with the fair value
measurement provisions of SFAS No. 157.

12
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

6. Fair Value Measurements, Continued:

The fair values of the Company s cash equivalents and interest rate swaps were determined using the following inputs:

March 31, 2009
Quoted Price Significant

in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
(Millions) Fair Value Carrying Amount Level 1 Level 2 Level 3
Cash equivalents (a) $ 3069 $ 306.9 $306.9 $ $
Interest rate swaps (b) (see Note 5) $ (153.4) $ (153.4) $ $ (153.4) $

December 31, 2008
Quoted Price Significant

in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
(Millions) Fair Value Carrying Amount Level 1 Level 2 Level 3
Cash equivalents (a) $ 296.6 $ 296.6 $296.6 $ $
Interest rate swaps (b) (see Note 5) $ (153.4) $ (153.4) $ $ (153.4) $

(a) Included in cash and cash equivalents on the unaudited consolidated balance sheets.

(b) Included in current portion of interest rate swaps and other liabilities on the unaudited consolidated balance sheets.
The Company s cash equivalents are primarily highly liquid, actively traded money market funds with next day access. The fair values of the
interest rate swaps were determined based on the present value of expected future cash flows using LIBOR swap rates which are observable at
commonly quoted intervals for the full term of the swaps using discount rates appropriate with consideration given to the Company s
non-performance risk. As of March 31, 2009 and December 31, 2008, the fair value of the Company s interest rate swaps were reduced by $10.6
million and $17.4 million, respectively, to reflect the Company s non-performance risk. The Company s non-performance risk is assessed based
on the current trading discount of its Tranche B senior secured credit facility as the swap agreements are secured by the same collateral. In
addition, the Company routinely monitors and updates its evaluation of counterparty risk, and based on such evaluation has determined that the
swap agreements continue to meet the requirements of an effective cash flow hedge. The counterparty to each of the four swap agreements is a
bank with a current credit rating at or above A+.

7. Commitments and Contingencies:

During the third quarter of 2007, the staff of a state Public Utility Commission ( PUC ) notified the Company that the PUC Staff believed the
Company had been over-compensated from its state universal service fund dating back to 2000 by the amount of $6.1 million plus interest in the
amount of $1.2 million (for a total $7.3 million). On December 11, 2008, the Administrative Law Judge recommended that the Company
reimburse $8.0 million (including interest) to the fund to account for the alleged overpayments, but that no administrative penalties should be
imposed. On January 29, 2009, the PUC adopted the Administrative Law Judge s recommendation and on March 6, 2009, the Company paid an
amount deemed to be an over-payment plus interest. All of this payment had been fully accrued and included in other current liabilities of the
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accompanying consolidated balance sheet as of December 31, 2008.

The Company is party to various other legal proceedings. Although the ultimate resolution of these various proceedings cannot be determined at
this time, management of the Company does not believe that such proceedings, individually or in the aggregate, will have a material adverse
effect on the future consolidated results of income, cash flows or financial condition of the Company.

In addition, management of the Company is currently not aware of any environmental matters that, individually or in the aggregate, would have
a material adverse effect on the consolidated financial condition or results of operations of the Company.
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NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

8. Employee Benefit Plans and Postretirement Benefits Other Than Pensions:

Windstream maintains a non-contributory qualified defined benefit pension plan, which covers substantially all employees. Prior to establishing
the pension plan pursuant to the spin off in 2006, the Company s employees participated in a substantially equivalent plan maintained by Alltel.
Future benefit accruals for all eligible nonbargaining employees covered by the pension plan ceased as of December 31, 2005 (December 31,
2010 for employees who had attained age 40 with two years of service as of December 31, 2005). The Company also maintains supplemental
executive retirement plans that provide unfunded, non-qualified supplemental retirement benefits to a select group of current and former
management employees. Additionally, the Company provides postretirement healthcare and life insurance benefits for eligible employees.
Employees share in, and the Company funds, the costs of these plans as benefits are paid.

The components of pension (including provision for executive retirement agreements) and postretirement expense were as follows for the three
months ended March 31:

Pension Benefits Postretirement Benefits
Three Months Ended Three Months Ended

(Millions) 2009 2008 2009 2008
Benefits earned during the year $ 35 $ 4.0 $ $ 0.1
Interest cost on benefit obligation 14.2 13.9 2.3 33
Amortization of transition obligation 0.2
Amortization of net actuarial loss 17.6 1.0 0.1 0.2
Amortization of prior service (credit) cost 0.7) 0.5
Expected return on plan assets (12.5) (19.5)
Net periodic benefit expense (income) $ 228 $ (0.6) $ 1.7 $ 43

Windstream contributed $4.7 million to the postretirement plan during the three months ended March 31, 2009, and expects to contribute $15.4
million for postretirement benefits in 2009, excluding amounts that will be funded by participant contributions to the plans. The Company does
not expect to make any contributions to the qualified pension plan in 2009.

9. Merger, Integration and Restructuring Charges:
The following is a summary of the merger, integration and restructuring charges recorded in the three months ended March 31:

Three Months Ended
(Millions) 2009 2008
Transaction costs associated with the acquisition of CTC $ $ 0.1
Computer system separation and conversion costs 1.5
Total merger and integration costs 1.6
Severance and employee benefit costs 0.1) 0.6
Total merger, integration and restructuring charges $ (0.1 $ 22

Costs triggered by strategic transactions, including transaction costs, rebranding costs and system conversion costs are unpredictable by nature.
Restructuring charges, consisting primarily of severance and employee benefit costs, are triggered by the Company s continued evaluation of its
operating structure and identification of opportunities for increased operational efficiency and effectiveness and should not necessarily be
viewed as non-recurring. They are reviewed regularly by the Company s decision makers and are included as a component of compensation
targets.
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Transaction costs primarily include charges for accounting, legal, broker fees and other miscellaneous costs associated with the acquisition of
CTC and the disposition of the publishing business. Other merger and integration costs include computer system and conversion costs. These
costs are considered indirect or general and are expensed when incurred in accordance with SFAS No. 141 Business Combinations .
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9. Merger, Integration and Restructuring Charges, Continued:

NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

The following is a summary of the activity related to the liabilities associated with the Company s merger, integration and restructuring charges
for the three months ended March 31, 2009:

This unpaid merger, integration and restructuring liability totaling $1.3 million consists of costs associated with Valor lease termination costs

(Millions)
Balance, beginning of period

Merger, integration and restructuring charges, net of non-cash charges

Cash outlays during the period

Balance, end of period

$ 83
0.1)
(6.9)

$13
The Company recorded a $0.1 million reduction in liabilities to reflect differences between estimated and actual costs paid associated with a
work force reduction initiated during the fourth quarter of 2008.

and is included in other current liabilities in the accompanying unaudited interim consolidated balance sheet as of March 31, 2009. Valor lease
payments will be made over the remaining term of the lease, which expires in the third quarter of 2010. Each of these payments will be funded
through operating cash flows.

10. Comprehensive Income (Loss):

Other comprehensive income (loss) was as follows for the three months ended March 31:

(Millions)
Net income

Other comprehensive income:
Defined benefit pension plans:

Amounts included in net periodic benefit cost:

Amortization of net actuarial loss
Income tax expense (benefit)

Change in pension plan

Postretirement plan:

Amounts included in net periodic benefit cost:

Amortization of transition obligation
Amortization of prior service costs (credits)
Amortization of net actuarial loss

Income tax expense

Change in postretirement plan
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Three Months Ended
2009 2008
$88.2 $123.7
17.6 1.6
(6.8) 0.7)
10.8 0.9
0.2

0.7) 0.5
0.1 0.2
0.3 5.1
0.3) 6.0
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Change in employee benefit plans

Unrealized holding losses on interest rate swaps
Income tax (expense) benefit

Unrealized holding losses on interest rate swaps

Comprehensive income
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10.5 6.9
(43.7)
(0.4) 16.7
0.4) (27.0)

$98.3 $103.6

26



Edgar Filing: WINDSTREAM CORP - Form 10-Q

Table of Conten

NOTES TO UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

10. Comprehensive Income (Loss), Continued:

Accumulated other comprehensive loss was as follows:

March 31, December 31,
(Millions) 2009 2008
Pension and postretirement plans $ (237.8) $ (248.3)
Unrealized holding losses on interest rate swaps:
Designated Portion (87.0) (86.6)
Undesignated Portion (1.7) (1.7)
Accumulated other comprehensive loss $ (326.5) $ (336.6)

11. Earnings per Share:

Basic 