ﬂ Corrected Transcript

06-Aug-2014

CenturyLink, Inc. ¢
Q2 2014 Earnings Call

FACTSET: callstreet Total Pages: 14
1-877-FACTSET www.callstreet.com Copyright © 2001-2014 FactSet CallStreet, LLC



CenturyLink, Inc. cm) @ corrected Transcript
Q2 2014 Earnings Call 06-Aug-2014

CORPORATE PARTICIPANTS

Tony Davis R. Stewart Ewing, Jr.

Vice President-Investor Relations, CenturyLink, Inc. Executive Vice President, Chief Financial Officer and Assistant
Secretary, CenturyLink, Inc.

GlenF. Post, Il

President, Chief Executive Officer & Director, CenturyLink, Inc. Karen A. Puckett

Chief Operating Officer & Executive Vice President, CenturyLink, Inc.

OTHER PARTICIPANTS

David W. Barden Eric Pan

Analyst, Bank of America Merrill Lynch Analyst, JPMorgan Securities LLC

Simon Flannery Michael L. McCormack

Analyst, Morgan Stanley & Co. LLC Analyst, Jefferies LLC

Batya Levi Frank G. Louthan

Analyst, UBS Securities LLC Analyst, Raymond James & Associates, Inc.

MANAGEMENT DISCUSSION SECTION

Operator: Good day, ladies and gentlemen, and welcometo CenturyLink's second quarter 2014 earnings
conferencecall. [OperatorInstructions] As areminder, this conference callis being recorded.

I would now like to turn the conference over to Mr. Tony Davis, Vice PresidentofInvestor Relations. Mr. Davis,
you may begin.

Tony Davis

Vice President-Investor Relations, CenturyLink, Inc.

Thank you, Sayid.Good afternoon, everyone, and welcome to our call today to discuss CenturyLink's second
quarter 2014 results, released earlier this afternoon. The slide presentation we will be reviewing during the
prepared remarks portion oftoday's call is available in the Investor Relations section of our corporat e website at
ir.centurylink.com. At the conclusion of our prepared remarks today, we will open the call for question -and-
answer.

On slide two, you will find our Safe Harbor language. We will be making certain forward-looking statements
today, particularly as they pertain to guidance for third quarter 2014 and other outlooks in our business. We ask
thatyoureview our disclosure found on this slide as well asin our press release and in our SEC filings, which
describefactorsthat could causeour actual results to differ materially from those projected by usin our forward-
looking statements.

We ask that you also note that our earnings release issued earlier this afternoon and the slide presentation and
remarks made during this call contain certain non-GAAP financial measures. Reconciliation between the non-

FACTSET:callstreet 2

1-877-FACTSET www.callstreet.com Copyright © 2001-2014 FactSet CallStreet, LLC



CenturyLink, Inc. cm) @ corrected Transcript
Q2 2014 Earnings Call 06-Aug-2014

GAAPfinancial measures and the GAAP financial measures are available in our earnings release and on our
website atir.centurylink.com.

Now turningto slide three, yourhost for today's call is Glen Post, Chief Executive Officer and President of
CenturyLink. Joining Glen will be Stewart Ewing, Century Link's Chief Financial Officer. And also available during
the question-and-answer portion oftoday's call will be: Karen Puckett, CenturyLink's ChiefOperating Officer; Bill
Cheek, President of Wholesale; and Jeff Von Deylen, President of CenturyLink Technology Solutions.

Our call today will be available for telephone replay through August 14, 2014, and the webcast replay of our call
will be availablethrough August28, 2014. Anyonelistening to ataped or webcast replay or reading a written
transcript ofthis call should notethat allinformation presentedis current only as of August 6, 2014, and should
be considered valid only as ofthis date regardless ofthe date heard or reviewed.

Aswemoveto slide four, I'll now turn the call overto Glen Post. Glen?

Glen F. Post, Il

President, Chief Executive Officer & Director, CenturyLink, Inc.

Thank you, Tony. Good afternoon, everyone, and thankyou for joining us today.

I am pleased with our strong financial performance for the second quarter. We continueto effectively execute
against our objectives and make investments that we believe will driveincreased revenues.

Ifwe'll turnto slide five, we achieved total operating revenue, operating cash flow, and adjusted diluted earnings
per share that allexceeded ourguidance for the quarter. Forthe second quarter of2014, total operating revenues
of $4.54 billion increased by $16 million compared to the second quarterof2013. This 0.4%revenue growth
represents a significant improvement from the 1.9%declinein year-over-year revenues in the second quarter of
2013 and 1.2%decline in pro forma year-over-yearrevenues in the second quarter of2012.

Our dataintegration revenues were $20 million higher in the second quarterof2014than in the second quarter of
2013, primarily due to increased CPEor customer premise equipment sales. Our core revenues, which represents
strategic and legacy revenues combined, was $4.1 billion for the quarter and was nearly flat from the year-ago
period. This comparison alsorepresents a significant improvementfrom the 1.6%and 2.2% declines in year-over-
year core revenues in the second quarter of2013 and 2012 respectively.

Now continuing to slide six, I'd like to highlight the key drivers ofthis continued strongimprovement in our
revenuetrend. The improvement in core revenues was driven by the combination ofimprovedrate ofgrowth in
strategic revenue and the lowerrate ofdecline inlegacy revenue. Business and corerevenue grew sequentially and
year overyear,driven by business demand for high-bandwidth data services and our bundled service offerings
combining network, CPE, software applications, and managed services.

We also continued to see good growth in Ethernet services from our fiber-to-the-tower investments in our
wholesale business as we meet the growing data transport needs of wireless carriers. However, wholesale revenue
growth continues to be impacted by the migration from low-speed data services to fiber-based Ethernet as well as
increased network grooming by wireless carriers.

Managed hosting revenue, including cloud, grew 9.6%year over year while colocation revenue grew
approximately 2%, resulting in total hosting revenue growth of3.2%compared to the second quarterof2013.
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Additionally,ifyoulookat our combined business and hosting segment revenues, we have achieved year-over-
yearrevenue growthfor the last eight quarters.

Consumer revenue grew yearoveryear, fueled by continued strength in high-speed Internetand Prism TV
customer growth, priceincreases, and improved churn.

Now turning to slide seven, we continue to transformour company from a provider oftraditional network
communications to anintegrated provider of IP-enabled network, cloud, hosting, and IT services. And we're
refining our focus and executing on several strategic priorities. We believethese priorities are key to successfully
navigating the continued transformation of our company and driving long-term profitable growth and valuefor
our shareholders.

The first of these is to grow business network solutions. We expectto continueto focus on driving growth in high -
bandwidth data services, including MPLS, Ethernet, Wavelength, and voice-over-IP or VoIP services by providing
reliable connectivity to meet the growing bandwidth needs of our business customers. In the second quarter, we
experienced continued strength in sales for high-bandwidth data services.

Also, asannounced yesterday, we're expanding gigabitserviceto business customersin select locationsin 16 cities
through our fiber network, providing symmetrical broadband speeds up to 1 gigabit. This expansion provides
increased addressable market opportunities for our business sales team and ultra-fast Ethernet quality speeds to
our customers, allowing them to cloud-enabletheir businesses.

We also believe ourtargeted marketing approach, sales programs, and continued expansion of our sales team as
well as continued enhancementofour product portfolio position us well to driverevenue growth. For example,
we're seeing continued strong sales results associated with our launch ofManaged Office, a solution to integrate
network, voice-over-I1P,e-mail, and other key business applications for our business customers.

Although slowing somewhatfrom the levels ofthe last few years, we continued our fiber deployment to wireless
towers to capturethe growing demand from wireless carriers for data backhaul. During the secondquarter, we
completed fiber to 500 towers, for atotal ofnearly 19,700 total fiber builds.

With respect to our cloud and hosting business, we believe we have the rightassets to meet the growing demand
for cloud hosting and colocation services we're seeing from businesses ranging from small to global in scale. These
assets coupled with our robust network capabilities enable our salesteams to build integrated hosting and
network solutions that meet the customers'needs and lower their operating costs while better enabling them to
focus ontheir corebusinesses.

We continued to enhance ourhosting and cloud services platform during the second quarter with the launch of
our advanced CenturyLink cloud technology to our Toronto data center, bringing our total to 1 2 nodes with the
new technology. Additionally in the second quarter,we opened a new data center in Minneapolis, offering
colocation,cloud, and managed hosting services connected to CenturyLink's IPbackbone and global data center
footprint. We are further enhancing ourability to compete in the growth ofhosting services while building and
leveraging our broadIT capabilities to offer mid to large enterprise customers a complete portfolio of IT cloud
enablement consulting services.

We have astrong public cloud product, but we are fully aware that there's strong competition in this space. We do
believethough that we are well positioned to compete and win in the hybrid cloud market as we offer the full
range ofnetwork, cloud, managed hosting, colocation, and IT services that we believe our customers want and
need. We are rapidly expanding and enhancing our capabilities in the managed hosting cloud spaceas well.
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Continuing onto slide eight and the consumersegment, we continueto see good results in tho se markets where
we have deployed higherbandwidth and IPTV services. For example, since our limited gigabit service deployment
in Omaha, the results continueto exceed our expectations in the consumer market, and we haveseen good results
in the small to medium business spaceas well.

Yesterday, along with our gigabit service expansion for businesses, we also announced the availability of gigabit
service to residential customersin select locations in nine cities, including some ofour larger markets like
Minneapolis/St. Paul, Denver, Seattle, Las Vegas, and Portland. We also expect to continue to invest in our Prism
TV capabilities, with plans to add approximately 300,000 Prism TV addressable homes in 2014. We continueto
monitor the success of Prism TV in our current markets and will consider furtherexpansion inthe months ahead.

Finally, we are focused on driving improved operating efficiency through a number of methods, including network
simplification and rationalization that should improve our end -to-end provisioning time and help drive
standardization. Also, we are focusing on process automation improvementthrough applications and work tools
that better driveloweroperating costs and that we expect to improvesales efficiency. We continueto moder nize
our network ofreplacing ATM with IP technology, which enables higherbroadband speeds for customers while
adding network capacity to our growing customer base. Since January, we haveadded over 2 terabytes to our IP
backbone, bringing our total capacity to 18 terabytes per second.

And we continue to manage expenses related to legacy services by aligning ourexpenses and reduced revenuesin
that sector.

Lastly, we havelaid the foundation to migrate our internal IT operations to our cloud platform by investingin
virtualization. Since 2011, we have consolidated our internal IT operations from morethan ten data centers to four
data centers.We are also using a cloud-first approach to rapidly deploy the same innovative platform
infrastructureand software-as-a-servicesolutions across our internal IT operations that we are selling to our
cloud and IThosting customers. We are ontrackto have 9o %ofall new and strategic internal ITapplications in
the cloud by the end ofthe 2015.

Overall, I'm pleased with the strong results for the quarter. We remain focused across all operating segments and
offering our customers high-value products and service solutions along with a high-quality customer experience
we believe createsloyalty and improves customer retention. And we continue to invest to drive growth in our
business.

With that, I'll turnthe call overto Stewart for anin-depthlookat our financial results and third quarter guidance.
Stewart?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

Thank you, Glen. I'll spend the next few minutes reviewing the financial highlights fromthe second quarter and
then conclude my remarks with an overview ofthe third quarter 2014 guidancewe included in our earnings
releaseissued earlierthis afternoon. Beginning on slide 10,1'd like to review some highlights from our strong
second quarterresults. I'1l be reviewing the results excluding special items, as outlined in the earnings release and
associated financial schedules.

AsGlen mentioned earlier, we generated strong operating revenues and cash flows in the quarter. Operating
revenues were $4.54billion on a consolidated basis,a 0.4%increase from second quarter 2013 operating
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revenues. Corerevenue, defined as strategicrevenue pluslegacy revenue, was $ 4.1 billion for the second quarter,
nearly flat from the year-ago period. Strategicrevenues grew 5.1%year over yearand now represent51%ofour
totalrevenueas compared to 48%a year ago. Strength in strategic products such as high-speed Internet, high-
bandwidth data services, Prism TV, and managed hosting services continues to drive this growth.

Additionally,customer growth was solid as we added approximately 16,000 Prism TV customers duringthe
second quarter. Due to typical seasonality, high-speed Internet customers declined 2,100 in the quarter, which
was better than the loss ofapproximately 8,400 customers in second quarter 2013.

We generated strong operating cash flow of approximately $1.81 billion for the second quarterand achieved an
operating cash flowmargin 0f39.9%. The year-over-year decreasein operating cash flow and operating cash flow
margin was primarily driven by higher customer premise equipmentsales, expenses related to the growth of
Prism TV, a higher USF contribution factor, and the continued decline in legacy revenues.

Additionally,we generated $ 677 million offree cash flow during the quarter, which is defined as operating cash
flowless cash paid for taxes, interest, and capital expenditures, and additional adjustments to otherincome. Our
strong cash flows continueto provide the financial strength and flexibility to meetour business objectives and
drive long-termshareholdervalue.

We continue to expect ourdividend payout ratiofor full year2014 to be approximately 45 %.

Adjusted diluted earnings per share for the second quarter was $0.72, including approximately $0.03 offavorable
one-time items. Ifyou excludetheseitems, we still exceeded our adjusted diluted EPSguidance for the quarter. As
we've discussed on prior earnings calls, adjusted diluted EPS excludes special items and certain non -cash
purchase accounting adjustments, as outlinedin our press release and associated supplemental finan cial
schedules.

We are pleased to announcethe completion of our $2 billion stockrepurchase program authorized by ourboard in
mid-February 2013. Although the program was originally slated for a two -year completion timeframe, we
executed opportunistically and repurchased 59.5 million sharesin less than 18 months. Also during the quarter,
we commenced the $1 billion follow-on program authorized by ourboard earlier this year. Across both programs,
we repurchased 4.5 million shares for an investment of $160 million during the second quarter, of which 1.2
million shares were underthe $1 billion follow-on program. From the end ofthe quarter through yesterday, we
repurchased an additional 1.4 million shares for approximately $ 52 million. We expectto continueour
opportunistic approach to repurchasing shares underthe current $1billion authorization.

Now turningto slide 11, the $16 million or 0.4%increasein second quarter 2014 operating revenues compared to
second quarter2013was primarily aresult ofgrowth in strategic and data integration revenues that was partially
offset by lower legacy revenues due to access line losses and lower minutes ofuse. The growth in our strategic
revenues was primarily driven by strength in high-speed Internet, high-bandwidth data services, Prism TV, and
hosting services. Although legacy revenues continue to decline, the declinein the second quarter 2014 was
approximately 25%lower than the secondquarterrevenue decline ayearago. Dataintegration revenues were
higher year over year due to increased CPEsales.

Now turningto slide 12, I'll discuss each ofour operating segments, beginning first with the consumersegment.
Consumer generated $1.5billion in operating revenues, which grew slightly from second quarter 2013. Strategic
revenues in this segment grew 8.6%year overyear to $709 million, driven by growth in high -speed Internet and
Prism TV customers, price increases, and improved churn. Legacy revenues for the segment declined 6% from
second quarter2013, asaccess line and long distancerevenue declines were partially offset by select price
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increases. The comparableyear-over-year declinein second quarter2013was 9.3%, so adecline inlegacy
revenues 0f9.3%second quarter ayear ago versus a 6%decline second quarterthisyear.

Our operating expensesincreased 4.4% compared to the same periodayear ago, primarily driven by higher Prism
TV costs.

Movingto slide 13, ourbusiness segment generated $1.56 billion in operating revenues during the second quarter,
whichincreased $39million or 2.6%from the same period ayearago. Second quarter strategic revenues for the
segment increasedby 7.8%to $663 million from second quarter ayear ago, driven primarily by strength in high -
bandwidth services such as MPLS, Ethernet, and Wavelength. We continue to generatesolid growth across the
enterprise customermix and we continue to see an opportunity for furtherinvestmentin the small and midsize
business space to improve our market shareand drive further growth.

Legacy revenues for the segment declined 3.9% from second quarter 2013, due primarily to continuing declinein
accesslines. Data integration revenues grew 12%in second quarter 2014 compared to second quarterayear ago,
driven by higher CPEsales.

Total business segment expenses wereup 6.6 %, primarily driven by higher CPE costs and facility costs associated
with the MPLS product growth along with higheremployee -related expenses.

The segment margin of37.9%declined from40.2%ayear ago. This decreasewas primarily due to the higher cost
I just mentioned along with the continued decline in business segmentlegacy revenue.

Now turningto slide 14, our wholesalesegment generated $866 million in operating revenues, a decline 0f4.8%
from second quarter2013. Strategicrevenues for wholesalewere $568 million, nearly flat with the second quarter
2013, as growth in Ethernet services and wireless bandwidth expansion was offset by DS1 disconnects. Legacy
revenues declined by 12.1%to $298 million, reflecting the continued declinein access and long distance minutes
of use and the implementation oflower access rates underthe CAF order.

Operating expenses for the quarterdeclined $18 million or 6% compared to the sameperiod ayearago, driven by
lower employee-related and facility cost.

Nowmovingto slide 15 and our hosting segment, which includes all managed hosting, cloud services, colocation,
and hosting related network services revenue; this segment generated $358 million in operating revenues,
representing anincrease of3.2%from second quarter2013. Year-over-year managed hosting revenues including
cloud grew 9.6%, while colocation growth ofnearly 2% wasimpacted by customer churn and price erosion.

Hosting operating expenses increased 3.9%, primarily due to higher employee costs.

Second quarter segment margin for hosting was 26.3%, animprovement from 22.6%in first quarter 2014. We
anticipate further segment margin improvement for hosting in the last halfthe year. Overtime, we expectlon g-
term improvementin both revenue and margin trends across the hosting segment, and we continue to leverage
these assetsto drive additional revenuethrough cross-selling opportunities in our other segments.

Now turningto slide 16 and our third quarter 2014 guidance, for the third quarter 2014, we project total operating
revenues of $4.47 billion to $4.52 billion, core revenues of $4.06 billion to $4.11 billion, and operating cash flow
between $1.72billion and $1.77billion. Adjusted diluted EPSis expected to range from $0.58 to $0.63. We expect
third quarter 2014 revenues and operating cash flow to be lower than second quarter 2014, primarily due to the
continued decline oflegacy revenues and the increased operating expenses related to the normal seas onality of
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outside plant maintenance and utility costs. We expect $20 million to $30 million ofhigher seasonal outside plant
maintenance and utility cost in third quarter versus second quarter. We also anticipate an additional $0.02 to
$0.03 pershare negativeimpactin third quarter due to increased depreciation related to capital investment made
during the first half of the year.

Finally, as I mentioned earlier, there were approximately $0.03 per shareoffavorable one -timeitemsin second
quarter which will not occur in third quarter, including approximately $0.015 of operating expenses and $0.015
related to the adjusted effective tax rate and interest expense. So we got a benefitin the second quarter of $0.03
that will notrecur again in the third quarter. Our full-year 2014 guidance remains unchanged from that provided
onour February earnings call.

This concludes ourprepared remarks for today. So at this time, I'll ask the operator to provide instructions for the
Q&A portion ofthe call.

QUESTION AND ANSWER SECTION

Operator: Thankyou, sir. [Operator Instructions] Our first question is from David Barden from Bank of
America. Your line is open. Please go ahead, sir.

David W. Barden
Analyst, Bank of America Merrill Lynch

Hey, guys. Thanks for taking the questions. First I guess I haveto askthe obligatory question on your reaction to
the Windstream PLR [Private Letter Ruling] announcement, what they're planning on doingin terms of
separating the company into two parts, and howthey used that to finessea dividend cut into the business. Ifyou
canwalk us through what you thought along these lines and what you're thinking now that Windstream has this
PLR in the wild, it would be helpful.

Andthensecond,there'slots of math we canstart doing onthe guidance. But maybe, Stewart, just focusingon the
revenueguidance, ifI look at the third quarter guidance, do the math on the full year and the implied fourth
quarter revenueguidance, it implies at the midpoint somethinglike a $80 million step down inrevenues from 3Q
to 4Q which, based on the last eight quarters, seems pretty unlikely. So you're steering towards the high end ofthe
revenueguidance at the moment. Could you talkalittle bit about what are the focus issues for getting there, and is
it possible that we're actually going to see revenue growth this year ratherthan next? Thanks.

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

So, David, first areaction to the Windstream announcement. We see alot of opportunity to createvalue for
shareholdersby operating our assets as we do today. We're complete. We're pleased with our continued trend
toward revenue stability. However, we continually evaluate the bestway s to deliver long-term shareholder value.
And as such, we'll monitor the Windstream restructuring process as it moves forward. So we'lljust monitor it as
they move forward and evaluateit over time as opposed to the short time period we'vehad since its e nd market
reaction that we've had sincethey announced.

So from the standpoint ofthe revenue guidancethen, we would expect to be towards the top end ofthe revenue
guidance that we gave for the full year. In fact, ifyoulook at all the guidance that we gave related to full year,
which we gave early February, we would expect to be at the upper end ofthat guidance or in at least the top halfof
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that guidance for each item with the exception of our operating cash flow. Andbasically the operating cash flow
we would expect to be moretowards the midpoint, the reason being expenses really related to the higher revenue
than we expected, primarily expenses related to CPEand Prism, our Prism TV content cost.

David W. Barden

Analyst, Bank of America Merrill Lynch

Perfect, thankyou. And ifI could just askone more clarification, Stewart, just on the numbers, you talked about a
$0.015benefit to the operating expense items, which I guess would be about $8.5million aftertaxes, maybe $12
million before taxes. Canyou talkabout where that shook out in the numbers we saw this quarter?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

Probably $0.01 ofitwasdue to ad valorem tax true-ups in operating expenses, and the other $0.005 really related
to employee benefits.

David W. Barden
Analyst, Bank of America Merrill Lynch

Perfect, all right. Thanks, guys.

Operator: Thankyou. Our next question comes from Simon Flannery from Morgan Stanley. Yourline is open.
Please go ahead.

Simon Flannery

Analyst, Morgan Stanley & Co.LLC

Great, thanks very much. Good evening. We've seen anumber oftransactions in the space, including in the CLEC
space and the data centerspaceover the last few weeks. Canyoujust comment on —I'm sure youlooked at some
ofthose —howyou're thinking about M&A right now and yourvarious parameters thereas you think about
deploying capital organically versus acquisition.

Andyouexpanded your 1-gigabit footprint. Can you give us a little bit more color around the scale ofthat, any
CapEx implications, and what was really the triggerthat got you comfortable with moving forward around the
business model for that? Thankyou.

GlenF. Post, llI

President, Chief Executive Officer & Director, CenturyLink, Inc.

Simon, first of all, really, M&A —how we look at that, first of all, we believe the investments we're makingin the
businesstoday are really positioning us well to compete and drive revenue growth. We've discussed today and
we've seeninour numbers, we enjoy the strategic service products we've developed and are selling and growing
well and moving us toward revenue stability. We are obviously monitoring and viewing with interest this
consolidation activity and look at numerous opportunities throughout the year.

AsI'vesaid, we are opento that. We think there are opportunities thatcould create growth and drive valuefor
shareholders. AsI've said before, our preferencefor inorganic growth would be for opportunities that fit well with
our strategicpriorities, thosethat can enhanceour revenueand cash flow trajectory in particular. We've
considered investments that would enhance our broadband offering for business or consumers or both. Welook at
opportunities that wouldimprove our metro fiber capability and opportunities for investments that would expand
our data hosting capabilities. We think all three ofthese could drive growth.
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But whateverthoseopportunities are, we will continue and have continued over the last year or two to use our
disciplined approach to these opportunities, which in our view requires several things; first of all, the right
strategic fit, especially the ability to improve our growth profile. Secondly, we haveto see free cash flow accretion
within a reasonableperiod oftime, and then a clear path to creating value for shareholders. So those are basically
the three criteria we use, and we look at every opportunity that comes ourway with those within that framework.
And we think there are potential deals out there,but nothing that we would talkabout right now.

Simon Flannery
Analyst, Morgan Stanley & Co.LLC

Thank you, and onthe 1-gig product?

GlenF. Post, lll

President, Chief Executive Officer & Director, CenturyLink, Inc.

On the 1-gig expansion,we expect to do that within our current budgetfirst ofall, within the $3 billion or so
budget we have, so we do not expect abudgetexpansion for that.

Secondly, we believe the 1-gig —just taking fiber-to-the-home and fiber to these businesses somewhat future-
proofs our company and our operations. We've looked at comparing that to fiber -to-the-node, and we believe that
in some ofthese cities we're in that we can drive greatergrowth and greater consistency o fgrowth through the 1-
gig product versus some ofthe fiber-to-the-node work we've done previously. So that's how we're considering this,
and we've had really goodsuccessin the markets we've entered with our gig product, so we expectto continueto
expand it. Not only that, we're starting this investment with going to the business by taking fiber and gig serviceto
our business customers throughout these markets, and going from thereinto offering our Prism service in these
residential areas as we can take the fiber networkwe're building for the businesses and take it to these residential
areasto drive ourfiber products. We're seeing good growth there as well, as we've talked about today already.

Simon Flannery
Analyst, Morgan Stanley & Co.LLC

Thank you.

Operator: Thankyou. And our next question comes from Batya Levifrom UBS. Yourline is open. Please go
ahead.

Batya Levi

Analyst, UBS Securities LLC

Great, thankyou. Maybe a follow up on the CapEx question, can you providealittle bit more color on the
breakdown? Which projects do you think will come offthe CapEx budget this year,and how much do youexpect
to spend on fiber nextyear? And how should we think about further IPTV investments? Thankyou.

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

So, Batya, if you thinkabout our capital budget for this year and what we expectto spend in 2014, which again,
includes the markets, spending for the markets that Glen just discussed,about halfofour capital budget is really
what we would consider to be revenue enablement. It's associated with Ethernet, EPLS enablement, our cloud
hosting, high-speed Internet enablement. So that would be the category thatthiswould fallin. About28%ofour
capital budgetis what we'd considerto be success-based, which really is just success-based sales, the fiber-to-the-
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tower, our national sales, set-top boxes, things like that. And then about 22% ofthe $ 3 billion is what we would
consider maintenance CapEx, which basically just keeps the lights on.

Batya Levi
Analyst, UBS Securities LLC

AndIPTV going forward?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

Our capital budget for next year, we would expect it to be within the $3 billion range plus or minus $100 million
orso probably.

Batya Levi
Analyst, UBS Securities LLC

Okay, thank you.

Operator: Thankyou. And our next question comes from Phil Cusick from JPMorgan.

Eric Pan

Analyst, JPMorgan Securities LLC

Hi, thisis Eric in for Phil. You guys have seen good growth the last couple of quarters in strategic services. What's
driving that momentum? Isit your sales forcebecoming moreeffective,or are you seeing a pickup in business
spending? Are you selling to new customers or existing customers for the most part?

GlenF. Post, Il

President, Chief Executive Officer & Director, CenturyLink, Inc.

Eric, I'll ask Karento addressthat.

Karen A. Puckett

Chief Operating Officer & Executive Vice President, CenturyLink, Inc.

First off, just the demand for bandwidth products like MPLS, Ethernet hasbeen very good growth for us. We
continue to I thinktake share thererelative to large global accounts as well as enterprise. So I would say that
would be the key. Our sales organization continues to perform. Our runrates continueto improve. We had stretch
targets onthem thisyear, and they're hitting those. And then ourmanaged office managed services,we're seeing —
we're very pleased with our file in terms ofjust IT organization, heads ofbusinesses, really very curious and
wanting to outsource moreoftheir IT or infrastructureservices. And so we're well positioned we believe there.

Eric Pan
Analyst, JPMorgan Securities LLC

Okay, great. And then your operating expenses werehigher probably because of CPE. How much ofthe growth in
strategic revenues arecoming from CPE sales versusdata and managed services? And how should we thinkabout
thatelevated level of operating expenses going forward?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.
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So about $29 million over what we had expected it to be, operating expenses to be for the quarter were CPE
expenses that were in excess of what we anticipated that weredriven by the higher sales and higher revenue.

GlenF. Post, llI

President, Chief Executive Officer & Director, CenturyLink, Inc.

Il just add to it onthe expense levels. What we're seeing driving most ofour expenses are strategic services such
as therollout of Prism. It'sdriving alot ofour expense growth as well as other strategic services. Ifyoulook at
where really the expense growth is coming from outside CPE, it's just the sales and marketing and cost of
providing these services.

Eric Pan
Analyst, JPMorgan Securities LLC

So should we expect thislevel to remain high going forward?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

Yes,asourrevenue grows with our strategic products, especially the Prism TV products and some ofthe out -of-
market MPLS networks that we're selling where we havethird -party costs associated with the last mile, the
margin onthat revenue is going to be lower than margins on ourlegacy revenue. So the expenses would grow over
time as the revenue grows.

Eric Pan
Analyst, JPMorgan Securities LLC

Great, thankyouvery much.

Operator: Thankyou. And our next question comes from Mike McCormack from Jefferies. Yourline is open.
Please go ahead.

Michael L. McCormack
Analyst, Jefferies LLC

Hey, guys, thanks. Stewart, maybe just to expand upon that last comment because it looks like the revenue offset
is getting to be a flattish ty pe year-over-year growth had an almost equal decline inlegacy asimprovement in
strategic. And EBITDA was down only about $25 million year over year. I'm just trying to get a sense. I know
you've spoken about the significant margin differences in those revenue streams. It wouldappearbased upon the
EBITDA decline that the incremental margins might be alittle bit tighter than we thought. Alternatively, SG&A
mightbethedriver there. I'm trying to get a sense for what kind of pressure we can see downward on SG&A as we
go forward. Thanks.

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

Mike, I think it's more the mix of CPE revenue and the growth that we've seen there over ayear ago —or over the
lastyearisreally driving the expense growth that you're seeing thereand the margin pressure.

Michael L. McCormack
Analyst, Jeffenies LLC
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Okay. And justsecondly onthe working capital side, itlookslike you had a bit ofa headwind in the quarter. Is that
justa timing difference that willeven out asthe yeargoeson?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

Yes,itis.

Michael L. McCormack
Analyst, Jeffenies LLC

Okay.Thanks, guys.

Operator: Thankyou. And our next question comes from Frank Louthan from Raymond James.Y ourline is
open. Please go ahead.

Frank G. Louthan

Analyst, Raymond James & Associates, Inc.

Great, thankyou. So looking at some ofthe improvements in the declines in the legacy revenue,can you give us
some coloronthat?Isitjust more ofa shrinking base there?Isthere somethingelse you're doing? And then also
onthe costside, youmentioned managing someofthe costsin that business. What specific tactics are you doing
to take the cost out ofthat part ofthe business?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.

So, Frank, onthe revenue side, so the second quarter —as the first quarter benefited, the second quarteralso
benefited from some priceincreases that we did in third quarter ayear ago on some ofthe legacy products. So
we'll cyclethrough that afterthe second quarter ofthis year, and the comps will be alittle bit tougherin third
quarter. Additionally, we did some priceincreases early part of this year toothat benefited second quarter as well.
So I think that's what you're seeing that's helping the revenue decline on the legacy. Additionally, our accessline
lossrate or our customer loss rate continues to decline somewhat.

GlenF. Post, Il

President, Chief Executive Officer & Director, CenturyLink, Inc.

Frank, onthe cost side, we're doing continual cost improvement programs, and I talked aboutsome ofthose; just
one from our network, getting away from —replacing ATM with IP technology. We have consolidated data centers
over thelastyear, which are impacted by the legacyrevenue losses. We're moving more to cloud-type IT services.
That's reducing our cost as well. So we have alot ofthese things that are going on that we're specifically targeting,
especially areas that arecostdriversinthelegacy areas.

Frank G. Louthan

Analyst, Raymond James & Asscciates, Inc.

Okay, thanks. Just to follow up, are there any othercost increases you might be ableto push through onsome of
thoselegacy products that have relatively reasonably favorableimpacts on the churnrelative to some other things
or any CAF-induced or authorized priceincreases that we might be able to expect overthe next12 months?

R. Stewart Ewing, Jr.

Executive Vice President, Chief Financial Officer and Assistant Secretary, CenturyLink, Inc.
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So, Frank, with the access ratereductions that went into effectJuly 1, we expect to really pretty much be able to
offsetthat through additional ARC[Access Recovery Charge] that we will charge our customers, which effectively
is a price increaseto the customers. We're also looking at some ofour otherproducts too that we could potentially
tweak pricesonalittle bit in the latter halfof the year, but nothing significant.

Frank G. Louthan

Analyst, Raymond James & Asscciates, Inc.

Okay, thanks.

Operator: Thankyou and I'm showing no further questions at this time. I would like to hand the conference back
overto Mr. Glen Post for any closing remarks.

Glen F. Post, Il

President, Chief Executive Officer & Director, CenturyLink, Inc.

Thank you, Sayid.Overall, we're all pleased with oursecond quarter operating and financial results and continued
improvement especially in our revenue trend. We believe the investments in our business continueto transform
our company and position us to effectively compete in the marketplaceand drive revenue growth from our
strategic products and services in the months and years ahead. Thankyou for joining our call today and we look
forward to speaking with you in the coming weeks.

Operator: Ladies and gentlemen, thankyoufor participating in today's conference. This concludes our program
for today. You may all disconnect and have a wonderful day. Thankyou.
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