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State of Florida 
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Capital Circle Office Center 
2540 Shumard Oak Boulevard 
Tallahassee, FL 32399-0855 

A l l r E l  

March 16,1999 
Overnight 

RE: ALLTEL Florida, Inc. 
Year 2000 Readiness Disclosure 

Dear Ms. Flynn; 

Pursuant to the Public Service Commission’s Notice of Staff Workshop Issued March 5, 
1999, following is the response submitted on behalf of ALLTEL Florida, Inc. 

Additional information on the corporation and business units is included in ALLTEL’s 
website and may he accessed at www.alltel.comiv2k. This site has the capability of 
generating a customized letter on-line containing ALLTEL’s responses to frequently 
asked questions, as well as providing current information regarding ALLTEL’s Year 
2000 approach, efforts and activities. < ,  ~. 
If I can he of further assistance, please call. 

Sincerely, 

John C. (Jay) Bassett, I11 



YEAR 2000 READINESS DISCLOSURE 

UNDOCKETED - REVIEW OF REGULATED UTILITIES’ YEAR 2000 
PREPARATIONS AND READINESS (TELECOMMUNICATIONS) 

Year 2000 Readiness Workshop 
Questions for All Local Exchange Companies 
All Alternative Local Exchange Companies 

and All Interexchange Companies 

March 19,1999 - 9:30 a.m. 
Florida Public Service Commission 

Betty Easley Conference Center, Room 152 
4075 Esplanade Way 
Tallahassee, Florida 

This response is filed on behalf of ALLTEL Florida, Inc., a wholly owned subsidiary of 
ALLTEL Corporation (referred to herein as “ALLTEL ’7). ALLTEL has taken proactive 
measures to understand the nature and extent of the work required to make its systems, 
products and in+astructure - in those situations where ALLTEL is required to do so - 
Year 2000 compliant. Year 2000 compliance activities of ALLTEL Florida, Inc. are 
included in ALLTEL ’s Year 2000plan. 

1. What is the status of your company’s Year 2000 plans and preparations? Please 
report your company’s overall percentage of completion toward being fdly Year 
2000 compliant. 

ALLTEL began its Year 2000 efforts several years ago and plans to be substantially 
completed with those efforts by June 30, I999 and fully completed by August 31, 1999. 
ALLTEL’s Year 2000 plan consists of eight phases: (i) Awareness; (ii) Inventory; (iii) 
Third-party Strategies; (iv) Risk Assessment; (v) Planning; (vi) Remediation; (vii) 
Testing; and (viii) Implementation. 

For ALLTEL ’s internal computer systems and software, systems and services that 
ALLTEL provides to its customers and for which ALLTEL is responsible, the Awareness, 
Inventory and Third-party Strategies phases have been completed For these systems, 
software and services, ALLTEL has completed the Risk Assessment Phase and has 
commenced work on and plans to complete the Planning phase by March 31, 1999, the 
Remediation and Testing phases by June 30, 1999; and the Implementation phase by 
June 30, 1999. 

For ALLTEL s facilities infrastructure, ALLTEL has completed the Awareness and 
Inventory phases and has commenced work on and plans to complete the Third-party 
Strategies, Risk Assessment and Planning phases by March 31, 1999; and the 
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Remediation, Testing and Implementation phases by June 30, 1999. For ALLTEL ‘s 
remaining infrastructure, ALLTEL has completed the Awareness, Inventory, Third-party 
Strategies, and Risk Assessment phases and has commenced work on and plans to 
complete the Planning phase by March 31, 1999; and the Remediation, Testing, and 
Implementation phases by June 30, 1999. 

2. What specific timetables and milestones have you identified to prepare for Year 
2000? For each timetable and milestone, please report the following: (1) the 
percentage completed and expected full-completion date; (2) the specific tasks 
remaining to be completed; and (3) any specific problems anticipated. 

Please refer to Attachment 1. ALLTEL has numerous Year 2000plans that are in various 
stages of completion. Because ALLTEL’s Year 2000 efforts for its Florida operations are 
dependent on the efforts of other ALLTEL afiliates as well as third parties, ALLTEL 
believes it would be misleading to state a percentage of completion toward being Year 
2000 compliant. Please refer to the attached SEC IO-Q for the quarter ended September 
30, 1998 for additional information regarding the status ALLTEL S Year 2000 efforts. 

3. What is the status of the inventory phase of your company’s Year 2000 
preparations? Please report the following: (1) the percentage of this phase 
completed and expected full-completion date; (2) the specific tasks remaining to 
be completed; (3) problems found where corrective action(s) is being taken; and 
(4) the expected completion date for each problem identified. 

As discussed in the response to Question I ,  ALLTEL (including ALLTEL’s Florida 
operations) has completed the Inventory phase of its Year 2OOOplan. 

4. What is the status of the assessment phase of your company’s Year 2000 
preparations? Please report the following: (1) the percentage of this phase 
completed and expected full-completion date; (2) the specific tasks remaining to 
be completed; (3) problems found where corrective action@) is being taken; and 
(4) the expected completion date for each problem identified. 

Please refer to the response to Question I .  Because ALLTEL ‘s Year 2000 effortsfor its 
Florida operations are dependent on the efforts of other ALLTEL afiliates as well as 
third parties, ALLTEL believes it would be misleading to state a percentage of 
completion toward being Year 2000 compliant. Please refer to the attached SEC IO-Q 
for the quarter ended September 30, 1998 for additional information regarding the status 
ALLTELS Year 2000 efforts 

5. Which of your company’s hardware and software systems, such as billing, 
administrative, customer service, infrastructure, and operational support systems, 
do you consider critical? For each such system, what functions (in whole or part) 
are done via mainframe computers and which functions electronically interface 
with PC-based computers? How are these systems being remediated and tested? 
What problems have been identified that require additional work to make them 
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Year 2000 compliant? Please report estimated completion dated for each problem 
identified. 

Provided as attachment I (p.2) is a high-level list of mission critical systems used by 
ALLTEL to provide wireline communications services, as well as the Year 2000 status of 
those systems. 

6 .  What is the status of the remediation, or renovation, phase of your company’s 
Year 2000 preparations? Please report the following: (1) the percentage of this 
phase completed and expected full-completion date; (2) the specific tasks 
remaining to be completed; (3) problems found where corrective actions(s) is 
being taken; and (4) the expected completion date for each problem identified. 

ALLTEL is not using a single renovation method to achieve Year 2000 compliance. 
ALLTEL is using the following methodology for its Year 2000 efforts in connection with 
its wireline communications services: 

Discovery and Assessment - included in the Awareness and Inventory phases of 
ALLTEL ‘s Year 2000 plan (Consists of analyzing and assessing the changes required to 
become Year 2000 compliant, including inventory collection, application and 
environment definition, data selection and application inventory analysis, application 
group assessment, and conversion strategy and testing strategy activities). ALLTEL has 
completed discovery and assessment for its critical hardware and sofrware systems used 
to provide wireline communications services (including those systems used by ALLTEL 
Arkansas), including those that directly and immediately support the voice and data 
telecommunications services which ALLTEL offers, as well as those that support network 
provisioning, customer service provisioning, network administration, service 
administration and maintenance. ALLTEL has also completed discovery and assessment 
of ALLTEL facilities (including those facilities located in Arkansas), including the 
embedded systems. 

Analysis - included in the Third-party Strategies, Risk Assessment and Planning 
phases of ALLTEL ‘s Year 2000 plan - (Consists of scanning and analyzing program 
logic, where appropriate; identifiing required changes; designing change specifications; 
and preparing package test cases, test scripts and test data). ALLTEL is well underway 
with the analysis of its critical hardware and software systems used to provide wireline 
communications services, including those that directly and immediately support the voice 
and data telecommunications services which ALLTEL offers, as well as those that 
support network provisioning, customer service provisioning, network administration, 
service administration, maintenance and facilities. ALLTEL plans to complete the 
process by .March 31, 1999. 

Remediation and/or Replacement - included in the Remediation and Implementation 
phases ofALLTEL’s Year 2000plan - (Consists of either (A) changing the application to 
make it Year 2000 compliant (as defined by ALLTEL) and package testing those changes 
in a 19xx and simulated 20xx environment, as well as performing path analysis and 
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developing test cases to test date logic routines; or (E) installing Year 2000 compliant 
updates provided by the product manufacturer or replacing the application andor 
product, as appropriate). Many of ALLTEL 's billing, administrative and operational 
support systems are owned andor developed by ALLTEL Information Services, Inc,, a 
wholly owned subsidiary of ALLTEL. Remediation of those systems began in October 
1997 and is expected to be completed by March 31, 1999. Because ALLTEL does not 
manufacture or develop any of the equipment used to provide communications services to 
our customers, we must rely, to a significant extent, on the efforts of our vendors and 
suppliers to make their products Year 2000 compliant. Similarly, because ALLTEL uses 
software systems that are developed or owned by various third parties, ALLTEL is 
dependent on those third parties to make their products Year 2000 compliant. ALLTEL 
has begun the process of installing Year 2000 updates to its third-party systems, sofkware 
and equipment and currentlj plans to make its communications systems and 
infrastructure Year 2000 compliant no later than June 30, 1999, if the required Year 
2000 compliant hardware, prmware, software and other products are commercially 
available from our vendors and business partners by that time or as soon thereafter as is 
reasonably practicable. 

Unit Testing and Internal Systems Integration Testing - included in the Testing and 
Implementation phases of ALLTEL's Year 2000 plan - (Consists of testing the 
applications and/or products, their interfaces and their implementation procedures). 
ALLTEL began Unit Testing of ALLTEL 's proprietary billing, administrative and 
operational support systems in 1997, and both Unit Testing and Internal Systems 
Integration Testing of those proprietary systems is scheduled to be completed by March 
31. 1999. Unit testing of the third-party hardware and sojiware systems used by ALLTEL 
to support the voice and data telecommunications provided to customers began in May 
1998. Both Unit Testing (where possible) and Internal Systems Integration Testing 
(where appropriate) of those systems is currently scheduled to be completed by June 30, 
1999. ALLTEL is in the process of developing and documenting test and validation 
strategies and plans for the third-party-provided applications, interfaces and embedded 
technologies. Those testing and validation plans are dependent on the test data, 
including test scripts and results, received from ALLTEL 's vendors and business 
partners. Where possible and appropriate, the testing of the requisite network elements 
of the specific systems will be conducted in accordance with the vendors' published 
installation and implementation procedures for hardware/software applications and 
embedded technologies. These tests will be augmented by various ALLTEL validation 
practices developed for speciJc network elements and embedded technologies 

Enterprise Testing of ALLTEL 's proprietary Billing, Administration and Operational 
Support Systems, (Consists of establishing a testing environment, isolated from 
production, in which 20xu date scenarios can be tested). This isolated testing 
environment will include most of the software systems environment involved in the 
delivery of the business finctions relative to these sof iare systems. Enterprise testing 
also includes the actual execution of these software systems in a variety of 20xx date 
scenarios including but not limited to 9/9/1999, 12/31/1999-1/1/2000, 2/28/99-2/29/2000- 
3/1/2000, 12/31/2000 and I/VI/2001. ALLTEL has scheduled Enterprise Testing for its 
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proprietary billing, administrative and operational support systems in 1999 and is in the 
process of developing its Enterprise Testing plan. 

7 .  What is the status of the testing (both unit and system) phase of your company’s 
Year 2000 preparations? Please report the following; (1) the percentage of this 
phase completed and expected full-completion date; (2) the specific tasks 
remaining to be completed; (3) problems found where corrective action(s) is 
being taken; and (4) the expected completion date for each problem identified. 
What tests are being done or will be done on network elements and customer- 
affecting systems? Please describe your company’s testing process, including its 
approach and steps. 

Please refer to the responses to Questions I and 6. 

8. Please describe your company’s plans to address interoperability issues with other 
domestic carriers, such as LECs, IXCs, ALECs, CAPS, and wireless providers, 
and with interconnected networks and outside systems. Please describe the status 
of such plans and related discussion, including percentage of completion. 

Please refer to Attachment I (p.3). As part of its Year 2000 plan, ALLTEL has 
implemented a third party management process and is continuing to contact its vendors, 
suppliers and other third parties upon which ALLTEL depends regarding their plans for 
making their products, services and systems Year 2000 compliant. ALLTELS ability to 
meet its target completion dates is dependent upon the timely provision of upgrades or 
other solutions porn its vendors and suppliers. Some third party upgrades and other 
solutions are not available resulting in delays in ALLTEL’s completion of the Risk 
Assessment and Planning Phases and potential delays in completion of the Remediation, 
Testing, and Implementation Phases. ALLTEL is also dependent upon other third parties 
who provide essential services (such as utilities, interexchange carriers, etc.) to make 
their critical systems Year 2000 compliant in a timely manner. Generally, ALLTEL does 
not have the ability to test those systems for Year 2000 compliance and, instead, must 
rely on the thirdparties’ representations. 

ALLTEL ’s telecommunications network consists of thousands of different network 
elements manufactured by a host of third party equipment vendors. These network 
elements are provided by and interconnected with other communications service 
providers including ILEC’s, CLEC’s, ISP’s, CMRS’s, and LXC’s. As discussed in (a) 
above, ALLTEL is dependent on its third party vendors to provide Year 2000 compliant 
products. However, even $ a  vendor provides what it considers to be a Year 2000 
compliant product, ALLTEL is also concerned whether that product can be adequately 
tested to verifL that the product will be Year 2000 compliant when installed as part of 
ALLTEL ’s network. Additionally, while ALLTEL and some communications service 
providers have the ability to test individual network components, no single carrier has 
the ability to test the entire network end-to-end. ALLTEL plans to address issues relating 
to network inferoperability testing by following the standard vendor processes for 
upgrades and by relying on testing performed by its vendors. As discussed above, 
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because ALLTEL does not control the network elements of other communications service 
providers, ALLTEL, like all other communications carriers, does not have the ability to 
test the network end-to-end. 

9. What network inter-operability testing has your company conducted or will your 
company conduct? Is your company working with ATIS and NIUC to perform 
network interoperability tests? Please report the following concerning such 
testing: (1) the percentage of this phase completed and expected full-completion 
date; (2) the specific tasks remaining to be completed; (3) problems found where 
corrective action(s) is being taken; and (4) the expected completion date for each 
problem identified. 

Please refer to the response to Question 8. 

10. What is your company doing to avoid network failures that could arise due to 
non-compliant network providers? What safeguards are being taken? What 
communications channels have been opened with other network providers? 

Contingency Planning to maintain and restore service in the event of a natural disaster, 
power failure, or sofrware related interruption has long been part of the Company’s 
standard business practices. The Company is working to leverage this experience in the 
development and implementation of its Year 2000 contingency plans. Additionally, 
ALLTEL is involved in the following industry associations: 

National Services Advisory Committee (NSAC) 
Alliance for Telecommunications Industry Solutions (ATIq 
United Stute Telecommunications Industry Association (USTA) 
Cellular Telecommunications Industry Association (CTIA) 

The above-listed industry groups are umbrella Organizations consisting of numerous 
committees and sub-committees in which ALLTEL personnel pariicipate. There are also 
several other state and federal regulatory groups in which ALLTEL participates that 
have stressed awareness of the Y2K problem. These multiple organizations provide 
opportunities for ALLTEL representatives to interact with those of other utilities as well 
as various governmental entifies. 

11. Please describe your company’s efforts to work with suppliers of your company’s 
critical hardware and software systems to ensure that each supplier’s equipment is 
Year 2000 compliant. Have you inventoried supplier and third-party products? 
Have you established compliance standards? What tests (unit and system) remain 
to be completed to verify that suppliers’ products are Year 2000 compliant, and 
when will they be completed? Please describe any contingency plants your 
company has developed to address the situation where a supplier’s product is 
found to be non-compliant. 

Because neither ALLTEL nor any of its afiliates (including ALLTEL’s Florida 
operations) manufacture or develop any of the equipment used to provide 
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communications services to our customers, we must rely, to a significant extent, on the 
efforts of our vendors and suppliers to make their products Year 2000 compliant. 
Similarly, because ALLTEL uses sofrware systems which are developed or owned by 
various third parties, ALLTEL is dependent on those third parties to make their produets 
Year 2000 compliant. 

As apart of its Year 2000plan, ALLTEL has contacted the vendors of its mission critical 
systems regarding their intent and plans for making their producis Year 2000 compliant. 
Some (but not all) of those vendors have represented either that their products are Year 
2000 compliant or that updates are currently available which will make those products 
Year 2000 compliant. ALLTEL has begun the process of installing and testing Year 2000 
updates that are commercially available and intends to install the required hardware, 
firmware, software and other products prior to June 30, 1999, if those products are 
commercially available from our vendors, business partners and suppliers by that time, 
or as soon as reasonably practicable thereafir. 

ALLTEL has implemented the following Vendor Management Process to address the 
issue of Year 2000 compliance of hardware, sofmare, and other products provided by 
third parties and used to provide communications services to its customers. ALLTEL has 
established a Year 2000 Project Ofice to implement its Year 2000 plan. The Project 
Ofice serves as a single-point-of contact for all third party and vendor communications 
and requirements dejnitions and several employees in the Project Office are dedicated 
solely to vendor management activities. All third party and vendor data are entered into 
a Vendor Management Database that provides logging of contact data, compliance 
requirements and timing, and routine reporting and follow-up. Routine follow-up and 
reporting are used to idenrib those vendors that are at risk of non-compliance. Those 
“at-risk” vendors, together with vendors of systems that are considered by ALLTEL to be 
mission critical, are the primary focus of the vendor management process. Any products 
that are not Year 2000 compliant will be addressed through ALLTEL’s contingency 
planning process. 

12. What efforts is your company making to contact and educate critical customers to 
ensure that their telecommunications services and customer premises equipment 
(CPE) are Year 2000 compliant? What tests are being conducted or can be 
conducted by a customer to test its equipment? 

ALLTEL hosts Community Council forums in selected markets. These Council forums 
are quarterly lunches for key customers and community leaders - hosted by ALLTEL 
local management. The goal of the ALLTEL Community Council is to provide this target 
audience with the most up-to-date information about today’s communications issues. 
Specifically, Year 2000 compliance issues are topics for select Community Council 
meetings. ALLTEL has also implemented the following outreach efforts: 

VIP Letters (March 1997 and March 1998). ALLTEL’s VIP customers in each market 
have received letters outlining Year 2000 compliance issues, including why the potential 
for problems exist, encouraging them to take action to prepare their own equipment and 
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assuring them that ALLTEL has plans in place and will take steps to address Year 2000 
compliance. Additional letters will be issued to ALLTEL S VIP customers informing them 
where ALLTEL and our vendors stand on Year 2000 compliance issues, as well as 
continuing to encourage customers to take action to prepare their own equipment for 
Year 2000 compliance issues. 

News Releases (March I997 and March 1998). News releases have been sent and will be 
sent to all newspapers in ALLTELS markets which outline Year 2000 compliance issues, 
including why the potential for problems exists, encouraging customers to take action to 
prepare their own equipment and assuring them that ALLTEL has plans in place and will 
take steps to address Year 2000 compliance issues. 

Business Quarterly newsletter (April 1997). An article ran in the Business Quarterly 
newsletter, a publication sent to all wireline business customers, which outlined Year 
2000 compliance issues, including why the potential for problems exist, encouraging 
them to take action to prepare their own equipment and assuring them that ALLTEL has 
plans in place and will take steps to address Year 2000 compliance issues. 

Inquiry Response Letter (Developed 4Ih Quarter 1997). A letter has been developed and 
implemented as a response to customer inquiries related to ALLTEL’s Year 2000 
compliance. The letter explains the establishment ofthe Year 2000 Program Ofice, as 
well as the establishment o f a  taskforce to address Year 2000 compliance issues. The 
letter jkrther explains that ALLTEL is contacting its vendors and suppliers of hardware, 
sojiware, equipment and other date-sensitive goods and services. 

Second Inquiry Response (On-going). A letter or postcard will be developed in response 
to any second inquiries received from the same customer. Most likely, second inquiries 
will require a much more detailed, individualized response. Tentatively, it is proposed 
that a business reply card will be sent to the inquiring customer requesting additional 
information. Upon receipt of the additional information, ALLTEL can then develop a 
tailored, individualized response to that particular customer. 

ALLTEL is also in the process of developing a detailed public information plan. The 
public is informed that they can obtain Year 2000 information regarding ALLTEL by 
visiting ALLTEL ‘s Year 2000 internet website at www.alltel.com/v2k. This website covers 
all pertinent Year 2000 compliance information which can be released. An individual or 
company interested in ALLTEL’s message on Year 2000 compliance and readiness can 
indicate the specific questions to which they would like answers, and a “customized” is 
then generated addressing the questions indicated. This site is updated as new 
information becomes available. When responding to customer inquiries about ALLTEL 
Year 2000 readiness, employees are directed to one of three options. These options 
include: ( I )  providing the website address to the inquirer; (2) creating a reply from the 
website and mailing or delivering it to the inquirer; or (3) providing the answers 
verbally, as they are written on the website. to the inquirer. 
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13. What communications channels has your company established with the 
Department of Emergency Services’ Emergency Operations Center? With other 
industries/companies that depend on your company’s services? 

Please refer to the responses to Questions 10 and 12. 

14. Please describe your company’s contingency or disaster recovery plans for Year 
2000 related network problems and the status of such plans. If such plans are still 
being developed, please report the expected completion date. If such plans are 
complete, please bring a copy to the workshop. If such plans are not yet 
complete, please submit a copy to this Commission Division of Communications 
prior to July I ,  1999. 

ALLTEL has developed a high-level contingency plan for mission critical processes and 
will continue to further dejine and mod$ the plan, as appropriate. ALLTEL initiated its 
formal contingency planning efforts in the fourth quarter of 1998. Contingency planning 
follows select industry models, adapted to meet ALLTEL ’s unique business requirements. 

Contingency planning under ALLTEL $ Year 2000 Program includes the following 
phases: 

Strategy Development 
High Level Status Measurement 
Compilation of Business Dependencies 
Impact Prioritization 
Assessment and Ranking 
Continuity / Recovery Development & Testing 
Implementation 

ALLTEL ‘s contingency planning is directed by business unit Year 2000 Project Ofices, 
supported by the Year 2000 Program Ofice staff Continuity/Recovery Development & 
Testing is scheduled to be substantially completed by third quarter 1999. Circumvention 
and continuity plans will be implemented in advance of the millennium or the relevant 
time horizon. Recovery plans will be implemented in the event of a Year 2000 failure 
based upon dejined criteria or at management discretion, as appropriate. 
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AlTACHMENT 1 
ALLTEL Florida, Inc. 

Mission Critical Believed Compliant 
Communications ApplicationslSystems Y/N 

In No Particular Order 

Switching Systems Y** 
Digital Loop Carrier (DLC) Systems 
Digital Access Cross-Connect Systems Y** 

Transport N* 
Building Integrated timing Supply (BITS) 
Signaling System 7 (SS7) and Signal 

Message Accounting Systems Y** 
E911 Systems N' 
Network Maintenance Center Y+* 
Voice Mail Systems Y** 

N" 

(DACS) 

Y** 
Y** 

Transfer Point (STP) 

* "N". ALLTEL does not consider an application/system to be Y2K compliant until 
validation is complete. ALLTEL Florida, Inc. plans to make its Communications 
Applications/Systems Year 2000 compliant prior to June 30, 1999, if the required 
hardware, firmware, software and other products are commercially available from our 
vendors, business partners and suppliers by that time or as soon thereafter as 
reasonably practicable. 

"Y responses indicate that ALLTEL has validated a compliant version of the 
requisite software. All systems upgrades will be installed by June 30, 1999. 
** 
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Mission Critical 
Operational Support ApplicationslSystems 

In No Particular Order 

TARP - Trouble Analysis Reporting 
System 
TRS - Trouble Reporting System 
E91 1 - Enhanced 91 1 
CAMS - Customer Account Management 

Estimated 
Compliance Date 

Believed Compliant 
YlN 

*** 

Y** 

Y** 
Y** 
Y** - 

System 
CABS - Carrier Access Billing 
MIROR - Mechanized Inventory Record 

* "N". ALLTEL does not consider an applicationlsystem to be Y2K compliant until 
validation is complete. ALLTEL Florida, Inc. plans to make its Operational Support 
ApplicationslSystems Year 2000 compliant prior to June 30, 1999, if the required 
hardware, firmware, software and other products are commercially available from our 
vendors, business partners and suppliers by that time or as soon thereafter as 
reasonably practicable. 

" Y  responses indicate that ALLTEL has validated a compliant version of the ** 

requisite software. All systems upgrades will be installed by June 30, 1999. 

With the exception of ASAP - Access Services and Provisioning, all of the 
applicationslsystems listed on the preceding table are owned andlor developed by 
ALLTEL Information Services, Inc., an affiliate of ALLTEL Florida, Inc. ALLTEL is 
therefore able to provide estimated compliance dates for those applicationslsystems. 

*** 

Y** 
Y** 

2 

and Order Reconciliation 
Frontware 
CClSC - Call CenterlService Center 
ASAP - Access Services & Provisioning 
WFM -Workforce Management 
CTS - Centralized Testing System 
DCRIS - Distributed Customer Record 
Information System 

Y* 
Y' 
N* 
Y* 
Y* 
Y* 



Mission Critical 
Interfaces 

In No Particular Order 

Earchcall Communications 
Equifax 
Excel Telecommunications Inc. 
Frontier 
FTI Communications 
GS Telecommunications Network Inc. 
Host Network Inc. 

Believed 
Compliant 

YIN 

Y# 
Y# 
Y# 
Y# 
Y# 
Y# 
Y# 

Intercontinental Long Distance 
International Communications Group 
IXC Communications Inc. 

Y# 
Y# 
Y# 
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US. South Communications 
Vartec Telecommunications 
Vista Group 
Winstar 
Working Assets Long Distance 
WnRl DYIIHANGF Communications 

# 
information. 

"Y" indicates a response is validated as compliant based upon third party 

Y# 
Y# 
Y# 
Y# 
Y# 
Y# 
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I I I 
Mission Critical 

Embedded Technology 
In No Particular Order 

ClimatelEnvironment 
Lighting 
Power 
Security 
Services 
Vehicles 

N@ 
N@ 
N@ 
N@ 
N@ 
NO 

@ 
validated the vendors compliance claims but intends to do so. 

"No" responses mean that ALLTEL has not received updates or has not 
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.ALLTEL CORPORATIOX 

FORM 10-0 

P.4RT I - FNASCIAL &FORNATIOX 

Item I .  Financial Statements 

The following consolidated financial statements of ALLTEL Carporation and subsidiaries. 
included in the interim repon of ALLTEL Corporation to its stockholders for periods ended 
September 30. 1998. a copy of which is atrached hereto. are incorporated herein by reference: 

Consolidated Statements of Income - for the three. nine and 
twelve months ended September 30. 1998 and 1997. 

Consolidated Balance Sheets - September 30. 1998 and 1997 and 
December 3 1. !997. 

Consolidated Statements of Cash Flows - for the nine 
and nvelve months ended September 30. 1998 and 1997. 
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.ALLTEL CORPORATIOS 

FORM 10-Q 

P.4RT I - FINANCIAL ST.ATE\lESTS 

- item 2 .  Slanaeement's Discussion and .Analvsis of Financial Cmdition and Results of Ooerations 

GENERAL 

The following is a discussion and analysis of the historical results of operations and financial condition 
of ALLTEL Corporation (-.\LLTEL" or the "Company"). This discussion should be read in conjunction 
with the unaudited consolidated financial statements. including the notes thereto. for the interim periods 
ended September 30. 1998 ana 1997. and the Company's Annuai Report on Form IO-K for the year ended 
December 3 1. 1997. 

Forward-Lookine Statements 

This Management's Discussion and Analysis of Financial Condition and Resuits of Operations includes. 
and future filings by the Company on Form IO-K. Form IO-Q and Form 8-K and future oral and written 
statements by the Company and its management may include. certain forward-looking statements. 
including (without limitationi statements with respect to anticipated future operating and financial 
performance, growth opportunities and growth rates, acquisition and divestitive opportunities, Year 2000 
compliance and other similar forecasts and statements of expectation. Words such as "expects." 
'' anticipates." " intends." " plans." "believes." " seeks." "estimates" and " should" , and variations of 
these words and similar expressions. are intended to identify these forward-looking statements. Forward- 
looking statements by the Company and its management are based on estimates. projections, beliefs and 
assumptions of management and are not guarantees of future performance. The Company disclaims any 
obligation to update or revise any forward-looking statement based on the occurrence of future events, the 
receipt of new information. or otherwise. 

Actual future performance. outcomes and results may differ materiaily from those expressed in 
forward-looking statements made by the Company and its management as a result of a number of 
important factors. Representative examples of these factors include (without limitation) rapid 
technological developments and changes in the telecommunications and information services industries; 
ongoing deregulation (and the resulting likelihood of significantly increased price and product/service 
competition) in the telecommunications industry as a result of the Telecommunications Act of 1996 and 
other similar federal and state legislation and the federal and state rules and regulations enacted pursuant 
to that legislation: regulatory limitations on the Company's ability to change its pricing for 
communications services: the possible future unavailability of SFAS 71 to the Company's wireline 
subsidiaries; continuing consolidation in certain industries, such as banking. served by the Company's 
information services business: the risks associated with relatively large. multi-year conuacts in the 
Company's information services business: and higher than anticipated expenditures associated with the 
Company's Year 2000 efforts. In addition to these factors. actual future performance. outcomes and 
results may differ materially because of other. more general. factors including (without limitation) 
general industry and market conditions and growth rates. domestic and international economic 
conditions. governmental and public policy changes and the continued availability of financing in the 
amounts. at the terms and on the conditions necessary to support the Company's future business. 

3 



COMPLETION OF MERGER 

On Julv  1. 1998. ALLTEL ;ompleted i t s  merger w r n  560° Cmxnunicarions i2rnoan)i (..360°”). The 
merger was accounted for as a pooiing o r  inrerests: and accordingly. ai! prior period financial 
information has been restated to include the ;60° operations. The financial statemenrs presented include 
Zertain eliminations and reclassification adjustments IO conform the accounting and financial reporting 
policies of ALLTEL and 360”. Sse note 2 ti3 the unaudited consolidated financiai statements for 
additional information regarding the merger transaction. As further discussed belo\\. results for the third 
quarter were affected by merger and integration expenses and other non-recurring ana unusual items. 

OVERVIEW-CONSOLIDATED RESULTS OF OPERiTIONS 

Revenues and sales increased S186.7 million or 16 percent. $457.7 million or i 4  percent and $548.7 
million or 12 percent for the three. nine and twelve month periods ended September 30. 1998. 
respectively. Growh in revenues and sales in the nine and nvelve month periods of 1998 was impacted 
by the sale of the Company’s s i r e  and cable subsidian. HWC Distribution Corp. I,‘. HWC”). The sale of 
information services‘ healthcare operations also impacted revenues and sales grown in the nvelve month 
period of 1998. Adjusted to exciude the soid operations. revenues and sales wouid have increased 
5500.6 million or 15 percent and $658.1 miiiion or 15 percent in the nine and nvelve months ended 
September 30. 1998. 

Operating income decreased $262.6 million or 95 percent $161.9 million or 22 percent and $1 15.0 
million or 12 percent for the three. nine and welve  month periods ended September 30. 1998, 
respectively. As further discussed below. operating income for all periods of 1998 was affected by 
meTer and integration expenses and other non-recumng charges to reduce the c a q i n g  value of certain 
assets. The sales of the HWC and healthcare operations also impacted operating income growh in the 
nine and nvelve month periods of 1998. Adjusted to exclude the results from operations for the asset 
dispositions. merger and integration expenses and asset tvrite-downs, operating income would have 
increased $44.4 million or 16 percent. $129.6 million or 17 percent and $183.7 million or 19 percent for 
the three. nine and twelve months ended September 30. 1998. respectively. 

In addition to reflecting the third quaner merser and integration expenses and asset write-downs. 
reported net income and earnings per share amounts for all periods of 1998 include gains realized from 
the sale of certain investments. As a result of the impact of all non-recurring and unusual items. reported 
net income decreased $178.9 million or I 19 percent 554. I million or 18 percent and 554.8 million or 10 
percent for the three, nine and twelve month periods ended September 30, 1998. respectively. Basic 
earnings per common share also decreased I 18 percent. I8 percent and 9 percent for the three. nine and 
twelve month periods ended September 30. 1998, respectively. Excluding the impact in each period of 
the asset dispositions and non-recurring and unusual items. net income would have increased $29.0 
million or 23 percenr 581.3 million or 23 percent and $1 14.5 million or 26 percent. \vhile basic earnings 
per share would have increased 24 percent. 25 percent and 28 percent in the three. nine and nvelve month 
periods ended September 30. 1998. respectively. 



Yet income and basic exnings per share adjusted for the asjet  dispositions ana the non-extraordinary, non- 
recurring and unusuai items are summarized in the following table: 

(Dollars in thousands. i‘xcent cer snare amounts1 
Three Months Ended Uine Months Ended Twelve Months Ended 

September 30. September j0. 
- 1998 - 1997 - 1998 - I997 - 1998 - 1997 

Yet income (loss). as reponed S(27.975) 5150.943 S373.713 SJ57.793 S505.301 $560.094 
Disposition of healthcare and 

Non-recurring and unusual items: 

and provision to reduce 
carrying value of certain assets 134.600 234.600 11,744 234.600 11,744 

Gain on disposal of assets (49.233) 1’2.569) 179.770) (111.485) (179.770) (121.485) 
Net income. as adjusted $157.392 S128.37J 5428.543 5347.214 S560.131 S445.627 

seatember 30. 

wire and cable operations (838) - (4,726) 

Merger and integration expenses 

S1.36 S 1.65 S1.84 $2.02 

(.02) - 

Basic earnings (loss I per snare. 
as reported 

Disposition of healthcare and 
wire and cable operations 

Non-recurring and unusual items: 
Merger and integration expenses 

and provision to reduce 
carrying value of certain assets .85 .85 .04 .85 .04 - 

Gain on disposal of assets (.18) (.09\ (.651 (.44\ r.oj)(.44) 
Basic earnings per share. as adjusted - $.46 - $1.56 - $2.04 &&I 

The net income and basic e m i n g s  per share impact of the asset dispositions and the non-recurring and 
unusual items has been presented as supplemental information only. The non-recurring items retlected in the 
above table are discussed in reference to the caption in the consolidated statements of income in which they 
are reponed. 

Mereer and Inteeration Expenses and Provision to Reduce Canvine Value of Certain Assets 

During the third quarter of 1998, the Company recorded transaction costs and one-time charges totaling 
$307 million related to the closing of its merger with 360’ and to changes in a customer care and billing 
contract with a major customer. The merger and inteeration expenses. which total $252 million on a pretax 
basis. include professional and financial advisors’ fees of $3 1.5 million, employee-related expenses of $48.7 
million and integration costs of $171.8 million. The inregarion costs include several adjusments resulting 
from the redirection o f a  number of strategic initiatives based on the merger with 360° and ALLTEL‘s 
expanded wireless presence. These adjustments include a \vrite-down in the carrying value of certain in- 
process software development assets. costs associated with the early termination of certain service 
obligations and a write-down in the carrying value of certain assets resulting from a revised Personal 
Communications Services (” PCS”) deployment plan. In addition. the Company recorded a 555 million 
charge - related to its contract with GTE Corporation (“GTE“ ). Due to its pending merger with Bell Atlantic 
Corporation. GTE has re-evaluated its billing and customer care requirements and modified its billing 
conversion plans and \vi11 purchase certain software usage rights and processing services from ALLTEL for 
an interim period. The net income impact of these transaction and one-time charges decreased net income 
$234.6 million or S.85 per share in the three. nine and nvelve month periods ended September j0. 1998. 
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During tne second quarter of 199’. tlis Company recorded a preta.. write-aoun oi516.9 million to retlect 
the fair value less cost to sell its wire ana cable subsidiary. HWC. X:e net income impact ofthis write-down 
resulted in a decrease in net income of 51 1 .-  :nillion or 5.04 per snare :n the nine and twelve month periods 
ended September 30. 1997. 

Gain on Disoosai of Assets and Other 

During the third quarter of 1998. the Company recorded a pretax gain of 580.9 million from the sale of a 
portion of its investment in MCI WorldCom. lnc. I” MCI WorldCom”‘~ common stock. This gain increased 
net income S49.2 million or 3.18 per share in the three month period ended September 30. 1998. In addition 
to including this gain. the nine and nvelve month periods of 1998 also include pretax gains of 5184.8 million 
resulting from additionai sales of MCI WorldCom common stock completed in the first and second q u w n  
of 1998. ana a preta.. gain of 530.5 million resulting from the sale of The Company‘s ownership interest in a 
cellular parmenhip serving the Omaha Nebraska market. The gains from the transactions recorded during 
the first nvo quarters of 1998 resulted in an increase in net income of S 130.6 million or S.47 in earnings per 
share. 

During the third quarter of‘ 1997. the Company recorded a pretax Sam of 9 4 . 4  million primarilv related to 
the sale of its investment in a sotiware company. This gain increased net income 522.6 miilion or $.09 per 
share. fn the second quarter of 1997. the Company recorded a pretax gain ofS156.0 million from the sale of 
a portion of its investment in MCI WorldCom common stock. This transaction resulted in an increase of 
$88.1 million in net income and S.3 1 in earnings per share. During the first quarter of 1997, the Company 
recorded a pretax gain of $16.2 million from the sale of information services’ healthcare operations. In 
addition. the Company recorded a pretax gain ofS3.0 million from the divestiture of its ownership interest in 
nvo unconsolidated cellular partnerships. These first quarter transactions increased net income $10.8 million 
or S.04 per share. 

See notes 3 and 4 to the unaudited consolidated financial statements for additional information regardine the 
merger and integration expenses and other non-recurring and unusual items recorded during 1998. 

RESULTS OF OPERATIONS BY BUSINESS SEGMENT 

- 

Communications-Wireless Operations 

(Dollars in thousands) Sewtember 30. Seutember 30. Sewtember 30. 

Revenues and sales $554.738 SJ73.057 $1,575.308 S1.359.339 52.054.513 $1.774.053 
ODeratine income 6177.246 9134.920 $ 452.162 5 3J2.2?9 $ 570.386 S 424.967 

Three ihlonths Ended Nine lLlonths Ended Twelve Months Ended 

- 1997 - 1998 - 1997 - I998 _. 1998 

Wireless revenues and sales increased $81.7 million or 17 percenr S216.0 million or 16 percent and S280.5 
million or 16 percent for the three. nine and nvelve month periods ended September 30. 1998, respectively. 
Operating income increased 542.3 inillion or 3 1 percent. $109.9 million or 52 percent and $145.4 million or 34 
percent for the three. nine and twelve month periods ended September 30. 1998. respectively. During the past 
twelve month period. subscriber growth remained strong as the number of wireless customers grew to 
3,862.871 from 3,366.757. an increase of 15 percent. During the first nine months of 1998. the Company 
placed more than 1.029.000 gross units in service. compared to nearly 985.000 gross units for the s m e  period 
of 1997. Overall. the Company’s market penetration rate (number of iustomers as a percent of the total 
population in ALLTEL‘s service areas) increased to 11.6 percent as of September 30. 1998. Customer churn 
(average monthly rate of customer disconnects) increased slightly and was 2.2 percent. 2.1 percent and 2.1 
percent for the three. nine and twelve months ended September 30. 1998. respectively. compared to 2.0 percent 
for each of the same three periods in 1997. 
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Wireiess revenues and sales increased in aii periods primarily due to the growrh in the Company's customer 
base. Increases in iocal airrime. roaming ana long-oistance revenues. rerlecting higner volumes of network 
usage. also contribured to the growh in revenues 3nd sales in all periods. Tile increased usage ofthe 
C0mpany.s nenvori; iaciiiries boosred the a\ erage revenue per customer per montn far the third quarter of 1998 
to $49 compared to 548 for the third quarter or' 1997. Average revenue per customer per month was $48 and 
947 for the nine and nvelve months ended Ssptember ;O. 1998. respectiveiy. On a comparative basis, average 
revenue per customer per month \vas $48 for 00th the nine and nvelve month periods ended September 30, 
1997. Growth in average revenue per customer per month for all periods of 1998 \vas affected by the industry- 
wide trends of decreased roaming revenue rates and continued penetration into lower-usage market segments. 
The Company expects these trends to continue. In addition. the growth rate of new customers is expected to 
decline as the Company's wireless customer base grows. Accordingly, funtre revenue growth will be 
dependent upon ALLTEL's success in maintaining customer growth in existing markets. increasing customer 
usage of the Company's network and providing customers with enhanced products and services. 

The growh in operating income for all periods of 1998 primarily reflects the increases in revenues and 
sales noted above. Improved margins realized on the sale of wireless equipment. o reduction in branding and 
other advertising costs and a decline in losses sustained from fraud also contributed to the growh in operating 
income in ali periods. Partially offsetting tnese increases in operating income in all periods were increases in 
sales commissions. customer service-related expenses. and general administrative expenses consistent with 
the overall growrh in revenues and sales. In addition. depreciation and amortization expense increased in all 
periods primarily due to growth in wireless piant in service. The reduction in branding and other advertising 
costs reflects savings realized as a result of the merger, as the Company ceased promotion of the 360° brand 
name during the third quaner. The decline in losses sustained from fraud reflects the Company's continuing 
efforts IO control unauthorized usage of its customers' wireless telephone numbers that results in unbitlable 
fraudulent roaming activity. 

Cost to acquire a new wireless customer XIS S254  $286 and $282 for the three. nine and twelve month 
periods ended September 30. 1998. respectively. compared to $281. S28O and $252 for the same periods of 
1997. The significant decrease in the cost to acquire a new customer in the three month period was primarily 
due to the reduction in branding and advertising costs noted above, as well as dismbuting costs over a larger 
number of customers acquired when compared IO the corresponding prior year period. The increase in the 
cost to acquire a new customer in the nine month period primariiy resulted from increased commissions paid 
to national dealers. retlecting increased sales from external distribution channels. Although the Company 
intends to continue to utilize its large dealer network. the Company has expanded its internal sales distribution 
channels to include its own retail stores and kiosks located in shopping malls and other retail outlets. 
Incremental sales costs at a Company retail store or kiosk are significantly lower than commissions paid to 
national dealers. Accordingly, the Company intends to manage the costs of acquiring new customers by 
continuing to expand and enhance its internal distribution channels. 

Communications-Wireline Ooerations 

(Dollars in thousands) Seotember 30. Seotember 50. Seotember 30. 
Three Months Ended Nine Months Ended Twelve Months Ended 

- 1998 - I997 - 1998 lees leez 
$148.621 9135.721 $432,865 Si96.109 j 572,610 S 524,925 Local service 

Network access and long-distance 160,160 154.667 473,750 450,785 632.325 592,392 
Miscellaneous 22.715 12.083 69.735 65.881 92.608 89.127 

Total revenues and sales 5331.559 S312.171 $976.350 5912.775 51.297343 51206,444 
Ooerarinz income $115.433 SI 13.278 947.841 5329.517 S 468,299 $ 430.822 
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Wireline revenues ana saies increased 519.1 miilion or o percent. S63.6 million or 7 percent and 391.1 
million or 8 percent for the three. nine and nvelve months ended September 30. 1998. respectively. Wireline 
operating income increased S2.2 :niilion or ?. percenr. SlS.3 rntilion or 6 percent and $37.3 million or 9 
percent for the three. nine ana nveive month periods ended Septemoer ;3. 1998. respectively. 

Local service revenues increased S12.9 million or 10 percent. 536.8 miilion or 9 percent and S47.7 
million or 9 percent in the three. nine and nvelve month periods ended September 50. 1998. respectively. 
Customer access lines increased more than 6 percent during the past nvelve month period. including the 
sales of residential and second access lines. Growh in custom calling and other enhanced services revenues 
also contributed to the increases in local service revenues in ail periods of 1998. 

Network access and long-distance revenues increased S5.5 million or 4 percent. S23.0 million or 5 
percent and $39.9 million or 7 percent for the three. nine and nvelve month periods ended September 30, 
1998, respectively. The increases in all periods primarily retlect higher volumes of access usage and growth 
in customer access lines. These increases were partially offset by a reduction in intrastate toll revenues. 

Miscellaneous revenues increased $0.7 million or 3 percent. 52.8 million or 6 percent and $3.5 million or 
4 percent for the three. nine and twelve month periods ended September 50. 1998. respectively. The increases 
in all periods reflect increases in directory advertising ana equipment rental revenues. 

As more fully discussed in note 8 to the unaudited interim consolidated financial statements. the Georgia 
Public Service Commission (.‘Georgia PSC”) issued an order requiring that ALLIEL’s wireline subsidiaries 
which operate within its jurisdiction reduce their annual network access charges by $24 million, 
prospectively, effective July I ,  1996. The Company appealed the Georgia PSC order. In November 1996, 
the Superior Court of Fulton County, Georgia, (the ;‘ Superior Court”) rendered its decision and reversed the 
Georgia PSC order. finding. among other macters. that the Georgia PSC had exceeded its authority by 
ordering the rate reductions. The Superior Court did not rule on a number of other assertions made by the 
Company as grounds for reversal of the Georgia PSC order. The Georgia PSC appealed the Superior Court’s 
decision. and in July 1997. the Georgia Court of Appeals (the ‘. Appellate Court“) reversed the Superior 
COUR‘S decision. The Company appealed the Appellate Court‘s decision to the Georgia Supreme Court. On 
October 5. 1998. the Georgia Supreme C o u n  in a 4-3 decision. upheld the Appellate Court’s ruling that the 
Georgia PSC had the authority to order the rate reductions. The case will now return to the Superior Court 
for a hearing on the merits and provide ALLTEL the opponunicy to challenge the Georgia PSC’s order by 
asserting a number of additional federal and state constitutional and other legal grounds. Since the Company 
believes that it will prevail in this case. the Company has  not implemented any revenue reductions or 
established any reserves for refund related to this matter at this time. 

Operating income for the three month period reflects the increases in wireline operating revenues and 
sales, partially offset by increases in data processing charges. network-related expenses. depreciation and 
amortization. and general administrative expenses. Depreciation and amortization expense increased in the 
three month period primarily due to growth in wireline plant in service. The growth in wireline operating 
income for the nine and twelve month periods of 1998 primarily reflects the increases in revenues and sales 
noted above. 

ALLTEL’s wireline subsidiaries follow the accounting for regulated enterprises prescribed by Statement 
of Financial Accounting Standards No. 71. “Accounting for the Effects of Certain Types of  Regulation” 
(“SFAS 71”). If ALLTEL’s wireline subsidiaries no longer qualified for the provisions of SFAS 71, the 
accounting impact to the Company would be an extraordinary non-cash charge to operations of an amount 
that could be material. Criteria that would give rise to the discontinuance of SFAS 71 include ( I )  increasing 
competition that restricts the wireline subsidiaries’ ability to establish prices to recover specific costs and (2) 
significant change in the manner in which rates are set by regulators from cost-based regulation to another 
form of regulation. The Company periodically reviews these criteria to ensure the continuing application of 
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jFAS 71 is appropriate. .\j a resuit firfne passage o l the  Telecommunications Act of 1996 (the "96 
.ict")and state telecommunications reform legislation. ALLTEL's \vireiine subsidiaries couid begin IO 

2sperience increased competition i n  rneir iocal senice areas. TG date. competition has not had a significant 
idverse elfect on the operations 01 .\LLTEL's wireiine subsidiaries. 

In August 1996. the FCC issued reguiations impiementing the locai competition provisions of the 96 Act. 
These regulations established pricing rules for state regulatory commissions to follow with respect to entry 
bv competing carriers into the local. intrastate markets of incumbent local exchange carriers ('. ILECs") and 
addressed interconnection. unbundled network elements and resaie rates. The FCC's authority to adopt such 
pricing mles. including permitting nen- entrants to "pick and choose" among the terms and conditions of 
approved interconnection agreements. \vas challenged in federal coun by various ILECs and state regulatory 
commissions. On July 18. 1997. the E.S. Eighth Circuit Court or' Appeals (the "Eighth Circuit Court") 
issued its decision and vacated the FCC'j pricing rules including the '.pick and choose" provisions. finding, 
amone - other matters. that the FCC had exceeded its jurisdiction in establishing pricing rules for intrastate 
communications services. In responding to petitions for rehearing of its earlier decision. the Eighth Circuit 
Coun ruled on October 14. 1997. that ILECs are not required by the 96 Act to recombine network elements 
purchased by requesting carriers on an unbundled basis. The FCC asked the US. Supreme Coun ("Supreme 
Coun") to review w o  interconnection decisions of the Eighth Circuit Coun. and the Supreme Coun agreed 
to review these decisions. Oral arguments were held before the Supreme Court on October i j. 1998. 

In May 1997. the FCC issued regulations relating to access charge reform and universal service. The 
access charge reform regulations are applicable mainly to price cap regulated local exchange companies. 
Since ALLTEL's wireline subsidiaries are not price cap regulated companies, the access charge regulations. 
with few exceptions. are not currently applicable to them. However. the FCC instituted a rulemaking in June 
1998 in which it proposed to amend the access charse rules for rate-of-return LECs in a manner similar to 
that earlier adopted for price cao LECs. The FCC's proposal involves the modification of the transport rate 
structure. the reallocation or  costs in tine transport interconnection charge. and amendments to rerlect changes 
necessary to implement universal service. The issue of additional pricing flexibility for rate-of-return LECs 
is expected to be addressed in a subsequent phase of the proceeding. Comments and reply comments on the 
FCC's proposal were filed August 17th and September 17th. respectively. Once the access charge rules for 
rate-of-return LECs are tinalized. ALLTEL will assess the impact. if any, the new rules will have on its 
wireline operations. Based upon ALLTEL's review of the FCC's regulations concerning the universal 
service subsidy. it is unlikely that material changes in the universal service funding for ALLTELs wireline 
subsidiaries will occur prior to 2001. In 2001. the universal service subsidy is scheduled to change from 
being based on actual costs to being based on a proxy model. Since the FCC has not yet determined the 
content of any such proxy model. the impact if any, of this change in the universal service funding for 
ALLEL 'S  wireline subsidiaries cannot be determined at this time. The impact of the FCC's universal 
service order on ALLEL 'S  other telecommunications operations continues to be evaluated. Appeals of  
certain aspects of the universal sewice order are before the US. Fifth Circuit Coun of Appeals. 

On October 5. 1998. the FCC began a proceeding to consider a represcription of the authorized rate of  
return for the interstate access services of approximately 1,300 ILECs. including ALLTEL's wireline 
subsidiaries. The currently prescribed rate of return is I 1.25 percent. The purpose of the FCC's proceeding 
is to determine whether the prescribed rate of return corresponds IO current market conditions and whether 
the mte should be changed. A decision by the FCC related to this m a m r  is not expected until 1999. 

As resolution of the regulatory matters discussed above that are currently under FCC and/or judicial 
review is uncertain and regulations to implement other provisions of the 96 Act have yet to be issued. 
ALLTEL cannot predict at this time the specific effects that the 96 . k t  and future competition will have on 
its wireline operations. 
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Communic~tions-Emergine Businesses 
Three hlontns Ended Vine Montns Ended Twelve hlonths Ended 

(Dollars i n  rnousandsi Seotemner >@. Seoten ber 3 0. yeorember 30. 
- i 998 - I997 - I998 - I991 - i 998 - 1997 

Revenues and sales S 28.168 513.544 5 68.803 5 ;3.410 S 87.395 $39,193 
Ooeratins ioss 5(1 ?.:I 3 Y6.475) 5119.881 \ F(17.98l) v34.049) y22.587) 

Emerging businesses consist of the Company's long-distance. competitive local exchange carrier 
("CLEC" ). Internet access. nenvork management and PCS operations. Long-distance and Internet access 
services are currently marketed to residential and business customers in the majority of states in which 
ALLTEL provides communications services. l l le Company began rrroviding PCS service in Jacksonville, 
Florida in March 1998. and ALLTEL expects IO beein offering PCS service in other markets in the near 
future. XLLTEL has begun to offer local access and nenvork management services in select markets outside 
its traditional service areas to business customers. 

Emerging businesses' revenues and sales increased 514.6 million or 108 percent. $35.4 million or 106 
percent ana S48.2 million or 125 percent for the three. nine and nvelve month periods ended September 30, 
1998. Tiis growh in revenues ana sales in 311 periods primarily retlects growth in the lone-distance 
operations. Due to the start-up nature of these operations. operating losses sustained by ernereing businesses 
increased 56.2 million or 96 percent. SI 1.9 million or 66 percent and $1 1.5 million or 5 I percent for the three. 
nine and nvelve month periods of 1998. respectively. 

Information Services 

(Dollars in thousands) September 30. Seotember 30. Seotember 30. 
- 1998 _. 1997 - 1998 - I997 - 1998 - I997 

Revenues and sales $292.169 $244.256 S856.221 S710.003 S1.120.369 $964,663 
Ooeratinc income S 40.417 3 34.944 S116.609 S104.202 3 157.335 $147.420 

Three Months Ended Nine Months Ended Twelve Months Ended 

Information services' revenues and sales increased $47.9 million or 20 percent. $146.2 million or 21 
percent and 5155.7 million or 16 percent for the three. nine and nvelve month periods ended September 30, 
1998. respectively. Growth in revenues and sales for the twelve month period was impacted by the sale of the 
healthcare operations completed in January 1997. Excluding the sold healthcare operations. revenues and 
sales would have increased $189. I million or 20 percent in the nvelve month period ended September 30. 
1998. Revenues and sales increased in all periods of 1998. primarily due to growth in the financial services, 
international and telecommunications outsourcing operations. reflecting volume growth in existing data 
processing contracts and the addition of new outsourcing agreements. The increases in revenues and sales in 
both periods were panially offset by lost operations from contract terminations due primarily to the merger 
and consolidation activity in the domestic financial services marker. The domestic financial services industry 
continues to experience consolidation due to mergers. 

Operating income increased $5.5 million or 16 percent. $11.4 million or  12 percent and $9.9 million or 7 
percent for the three. nine and nvelve month periods ended September 30. 1998, respectively. Excluding the 
impact oithe sold healthcare operations. operating income would have increased $15.2 million or I I percent 
forthe nvelve months ended September 30. 1998. The increases in operating income for all periods of 1998 
reflect the growth in revenues and sales noted above. additional fees collected from the early termination of 
contracts and improved profit margins realized from the international financial services business. The 
increases in operating income in all periods attributable to revenue growh. termination fees and increased 
profitability of the international operations were partially offset by lower margins realized by the 
telecommunications operations. The decrease in telecommunications operating margins reflects increases in 
depreciation and amonization expense and increases in software maintenance and other operating costs. 
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Depreciation and amortization expense increased in both pericas orimariiy due to the acquisition of additional 
data processing equipment and due to an increase in amonizarim o t  internailv developed sofnvare. 

Other doerations 

I Dollars in thousandsi Seotember 30. Seotem ber j 0. 

Revenues and sales S178.593 S109.517 S425.155 5371.747 

Three Months Ended Kine Montns Ended Twelve Months Ended 
Seotember 30. 

- I998 - I997 - 1998 - 1997 - I998 - 1997 
S532.330 $502,463 

Ooeratinz income S 6.975 S 5.249 S 19.242 5 18.187 5 22.994 S 25.596 

Other operations consist of the Company's product distribution and directory publishing operations. 
Revenues and sales increased 469.1 million or 63 percent. 953.4 million or 14 percent and $29.9 million or 6 
percent for the three. nine and nvelve month periods ended September 30. 1998. respectively. Operating 
income increased $1.7 million or 33 percent. increased $1.1 million or 6 percent and decreased $2.6 million or 
IO percent for the three. nine and ndve  month periods ended September 30. 1998. respectively. Revenues 
and sales and operating income for the nine and nvelve month periods of 1997 include the operating results of 
HWC. xhich was sold in May 1997. as previously discussed. Escluding the impact of the HWC operations in 
:ach period. revenues ana sales \rouid have increased 996.3 lniilion or 29 percent and 4105.9 million or 25 
percent. while operating income would have increased 92.5 miilion or i 5 percent and S0.7 million or 3 percent 
for the nine and nvelve month periods ended September 30. 1998. respectively. 

Revenues and sales increased in all periods of 1998 primarily due to growth in sales of telecommunications 
and data products to both affiliated and non-affiliated customers. including increased retail sales of these 
products at the Company's counter showrooms. Sales to affiliates increased $60.5 million, $76.1 million and 
$80.8 million in the three. nine and nvelve month periods ended September 30, 1998. The increases in 
affiliate sales in all periods was primarily due to additional purchases made by the Comoany's wireless 
subsidiaries. reflecting the merger with 360' and the expansion of ALLTEL Supply's proaucr lines to include 
wireless equipment. The increases in other operations' revenues and sales in the nine and nvelve month 
periods of 1998 attributable to ALLTEL Supply's operations were partially offset by decreses  in directory 
publishing revenues. primarily retlecting the loss of one large directory publishing contract. 

Operating income increased in the three and nine month periods of 1998 primarily due to the increases in 
revenues and sales noted above. Growth in other operations' operating income for all periods of 1998 was 
impacted by lower gross profit margins realized by ALLTEL Supply, reflecting a reducrion in margins earned 
on affiliated sales and increased competition from other distributors and h m  d i m  sales by manufacturrrs. 
Excluding the impact of the HWC operations. operating income would have increased in the nvelve month 
period of 1998 primarily due to the increase in ALLTEL Supply's sales. partially offset by increased selling 
and marketing expenses and the impact of the lower gross profit margins discussed above. The incrcase in 
selling and marketing expenses reflects additional costs incurred by the Company to open several new counter 
showroom facilities during the last six months of 1997. 

Cornorate Exoenses 

(Dollars in thousands) Seotember 30. Seotem ber 3 0. Seotember 30. 
I997 

Corporate operating expenses S 6.765 35.686 S 12.731 S11.106 S 19.041 615,378 
Merger and integration expenses 

Three iMonths Ended Uine Months Ended Twelve Months Ended 

- 1998 14es - - 1998 

and provision to reduce carrying 
value of certain assets 307.000 - 207.000 16.874 307.000 16.874 

Total cornorate exoenses S3 13.765 95,686 5: 19.73 1 527.980 5326.041 $32.252 



.;j indicated in the above :able. corporate expenses ror ail periods of 1998 inciude the 3307 million of 
merger and integration expenses and one-rime charges related to changes in N E ' S  customer care and billing 
contract. as previously discussed. CGrporate expenses for the nine and nvelve month periods ended 
Ssprember 30. 1997 include rne write-down otS16.9 iniilion IO rerlect the fair value less cost to sell the 
HWC operations recorded in [ne second auaner of 1997. Excluding the impact of the mereer and integration 
expenses and asset write-downs iii each period. corporate expenses would have increased S 1.1 million or 19 
percent. S 1.7 million or 15 percent and S3.7 million or 24 percent for the three. nine and nvelve month 
periods ended September 30. 1998. Sst of the merger and inregration expenses and asset write-downs, the 
increases in corporate expenses in all periods of 1998 retlect increases in corporate advertising and employee 
benefit costs. 

OTHER FINANCIAL STATEMENT ITEMS 

Other Income. Net 

Other income. net increased $122  million or 247 percent. S31.1 million or 303 percent and $27.3 million 
or 300 percent for the three. nine and nvelve month periods ended September 30. 1998. respectively. The 
increases in all periods primariiy rerlecr growth in equity income recognized by the Company on its 
investments in wireless parmerships. partially offset by an increase in the minority interest in earnings of the 
Company's wireless operations by others. Increases in capitalized interest COSIS also conmbuted to the 
5 vowth in other income. net for the nine and nvelve month periods of 1998. Capitalized interest costs 
increased in the nine and nvelve month periods of 1998 primarily due to the acquisition of the  PCS licenses, 
as interest related to the license cost is capitalized for those markets not yet operational. 

Interest Exoense 

Interest expense increased 30.3 miilion or less than 1 percenr increased $5.0 miilion or 3 percent and 
increased $12.7 million or 5 percent for the three. nine and hvelve month periods ended September 30, 1998, 
respectively. The increases in interest expense in the nine and nvelve month periods reflect increases in both 
the average amount of borrowings outstanding and weighted average borrowing rates applicable to the 
Company's revolving credit agreement. In addition. the issuance of $100 million of6.65 percent notes in 
January 1998, also contributed to the increase in interest expense in the nine and nvelve month periods ended 
September 30. 1998. 

Income Taxes 

Income ta.. expense decreased $25.1 million or 25 percent. increased $24.7 million or 8 percent and 
increased $40.8 million or I 1  percent for the three. nine and h V e l V e  month periods ended September 30, 
1998. respectively. The changes in income tax expense in all periods primarily retlect the tax-related impact 
of the merger and integration expenses and the other non-recurring and unusual items previously discussed. 
Excluding the impact on tax expense of these items in each period. income tax expense would have increased 
$27.5 million or  32 percent. 563.7 million or 28 percent and $79.8 million or 27 percent in the three. nine and 
nvelve month periods ended September 30. 1998. respectively. consistent with the overall growth in the 
Company's eamings from continuing operations before non-recurring and unusual items. 

Averaee Common Shares Outstandine 

The average number of common shares outstanding decreased 1 percent in each of the three. nine and 
nvelve month periods ended September 30. 1998. The decreases in all periods were primarily due to the 
Company's repurchase of its common stock on the open market in 1997. partially offset by additional shares 
issued in connection with the acquisition o f a  wireline propem. in the State of Georgia and by additional 
jhares issued under the Company's stock option plans. 
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FINAXCIXL CONDITION. LIQUIDIm .AND CAI'lT.\L RESOURCES 

.ALLTEL's total capital structure \\'as 56.6 billion at September 30. 1998. retiecting 45 percent common 
and preferred equi? and 5 5  percent debt. This compares to a capital structure of S6.j  billion at December 3 1. 
1997. retlecting 42 percent common and preferred eauin. and 58 percent debt. The Company has adequate 
internal and external resources available to finance its ongoing operating requirements. including capital 
expenditures. business development and the payment of dividends. 

Cash provided from operations continues to be ALLTEL's pr iman source of liquidity. Cash provided 
from operations was 5835.6 million and $1.238.6 million for the nine and twelve month periods ended 
September 30. 1998. respectively. compared to 577X.i million and 51.136.7 million for the same periods in 
1997. The increases in the nine and twelve month periods retlect growth in the earnings of the Company, 
changes in working capital requirements and the timing of additional income ta.. payments associated with 
gains realized from the sale of a portion of ALLTEL's investment in MCI WorldCom common stock. 

Capital expenditures for the nine and nvelve month periods of  1998 were 5559.5 million and $863.0 
million. respectively. compared to $523.4 million and S764.3 million for the same periods in 1997. Durine 
the past two-year period. the Company funded the majorin. of its capital expenditures through internally - generated funds. Capital expenditures were incurred to continue to modernize and upgrade ALLTEYs 
telecommunications nenvork and to expand into existing information services markets. In addition, capita1 
expenditures were incurred to construct additional nenvork facilities to provide PCS and to offer other 
communications services. including long-distance. Internet and local competitive access services. Capital 
expenditures are forecast at approximately 5850 million for 1998, which are expected to be funded 
primarily from internally generated funds. 

- 

Cash flows from investing activities for the nine and hveive month periods of 1998 include cash outlays 
for the acquisition of property of S55.1 million and S6J. I million. respectively. Cash outlays for the nine 
months ended September 30. 1998, include 934.6 million related to the acquisition of two wireless 
properties in Georgia and $20.5 million related to the acquisition of  additional ownership interests in 
wireless properties in North Carolina and Texas. In addition to these acquisitions. cash outlavs for the 
twelve months ended September 30. 1998 include the purchase of a wireline property in Georgia. Cash 
flows from investing activities for the nine and twelve month periods of 1997 include a cash outlay of 
5146.5 million related to the acquisition of PCS licensing rights. The Company acquired PCS licensing 
rights for 73 markets in I2 states. Cash flows from investins activities for the nine month period of 1997 
also include cash outlays of  $103.8 million for the acquisition of  two wireless properties in Alabama and the 
purchase of additional ownership interests in 16 wireless properties. In addition to these acquisitions, cash 
flows from investing activities for the twelve month period of 1997 also include a cash outlav of $243.0 
million related to the acquisition of Independent Cellular Network. Inc. (" ICN"). ICN owned and 0- 
cellular systems serving more than 140.000 customers in Ohio. Kentucky, Pennsylvania and West Virginia 

Cash flows from investing activities for both the nine and twelve month periods ended September 30. 
1998 include proceeds of $290.9 million primarily from the sale of  a ponion of the Company's investment 
in MCI WorldCom common stock. Cash flows from investing activities for the nine and twelve month 
periods ended September 30. 1997 also include proceeds ofS185.9 million from the sale of MCI WorldCom 
common stock. In addition. cash flows from investing activities for both the nine and twelve month periods 
of 1997 include proceeds ofS202.3 million from the sale of propem. principally consisting of t h m  non- 
strategic operations. In September 1997. ALLTEL received cash proceeds of $48.7 million from the sale of 
an investment in a sofware company. In May 1997. the Company completed the sale of HWC for 
approximately $45.0 million in cash; and in January 1997. ALLTEL received cash proceeds of $104.9 
million in connection \vith the sale of its healthcare operations. The proceeds from these asset sales were 
used primarily to reduce borrowings under the Company's revolving credit agreement. 
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Included in cash flows from financing activities are dividend payments ana thc reourchase by the 
Company o i  its common stock. Common and preferred dividend payments for the nine and twelve month 
periods ended September :O. 1998 were 5161.0 miilion and S212.3 iniilion. respectively. compared to $ 1  j4.9 
million ana 5104.4 million for the same periods in i997. The increases in dividend payments in both periods 
reflect the October 1997 action ofthe Board of Directors to increase the quarteri?. common stock dividend. 
On October 22. 1998. the Board of Directors approved a 5.2  percent increase in the quarterly common stock 
dividend rate from $ 2 9  to 5.305 per snare. This action raised the annualized dividend to $1.22 per share and 
marked the j8th consecutive year in which ALLTEL has increased its common stock dividend. Under a 
share repurchase program initiated in I996 and expanded in 1997. the Company repurchased approximately 
2.7 million of its common shares at a total cost of 595.2 million during the nvelve month period ended 
September 30. 1998. ALLTEL did not repurchase any of its common stock during the first nine months of 
1998. Durine the twelve month period ended September 30. 1997. the Company repurchased approximately 
6.4 million of its common shares at a total cost ofS195.2 million. Of this total. SI 16.8 million was spent 
during the first nine months of 1997. 

The Company has a 5 1 billion line of credit under a revolving credit agreement. Borrowings outstanding 
under this agreement at September j0.  1998 were 5633.6 million. compared to S8J7.9 million that were 
amtandine at December 3 I .  1997. Borrowings outstanding under this agreement at September 30. 1997 
were $750.3 million. The weighted average interest rate on borrowings outstanding under this agreement at 
September 30. 1998. was 5.6 percent. .As previously discussed. proceeds from the sales of MCI WorldCom 
common stock and the HWC and healthcare operations were used primarily to reduce the amount of 
borrowings outstanding under the revolving credit agreement. The net reduction in revolving credit 
borrowings for the nine and nvelve months ended September 30. 1998, represents a portion of the long-term 
debt retired in those periods. Scheduled long-term debt retirements. net of the revolving credit agreement 
activity, amounted to $29.0 million and $46.7 million for the nine and twelve month periods ended 
September 30. 1998. respectivelv. As previously indicated. in January 1998. the Company issued $100 
million of6.65 percent notes due 2008. This debt issuance represents substantially all of the long-term 
debt issued in the nine and nvelve month periods ended September 30. 1998. Long-term debt issued in 
the nine month period of 1997 primarily consists of the issuance of SI00 million of 7.6 percent notes due 
2009. Proceeds from both the SI00 million and E O 0  million debt issues were used to reduce borrowings 
outstanding under the revolving credit agreement. Long-term debt issued in the nvelve month period of 
1997 also includes the issuance of subordinated promissory notes anti other debt issued in connection 
with the LCN acquisition. 

Year 2000 Corndiance 

The Year 2000 issue affects the Company's internal computer systems and infrastructure, as well as 
certain software. systems and services that the Company provides to its cusmtners. The Company began 
its Year 2000 compliance efforts several years ago and plans to achieve Year 2000 compliance by 
June 30, 1999. The Company's Year 2000 plan consists of eight phases: ( 0  Awareness; (ii) Inventory: 
(iii) Third-party Strategies: 1 iv) Risk Assessment: ( v )  Planning; (vi) Remediation: (vii) Testing; and 
(viii) Implementation. 

For the Company's internal computer systems and software. systems and services that the Company' 
provides to its customers and for which the Company is responsible. the Awareness and Inventory 
phases have been completed. The Company has commenced work on and plans to complete the Third- 
Party Strategies phase by November 30. 1998. the Planning phase by December 15. 1998, the Risk 
Assessment phase by January 15. 1999. and the Remediation. Testing and Implementation phases by 
June 30. 1999. 
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For the Company's infrastructure. inciuding raciiities and embedded technoiogies. the Company has 
completed the Awareness phase and has commencei work on and plans to compiete the Third-Parry 
Strategies. Planning and Risk Assessment cnases by Yovember 30. 1998. and the Remediation. Testing 
and Implementation phases by June 30. 1099. 

.AS part of its Year ZOO0 plan. the Company has implemented a rhird p a m  management process and is 
continuing to contact its vendors. suppliers and other third parties upon which the Company depends 
regardine their plans for making their products. services and systems Year ZOO0 compliant. The Company's 
ability to meet its target completion dates is dependent upon the timely provision of upgrades or other 
solutions from its vendors and suppliers. Some third party upgrades or other solutions may not be available 
until early 1999. which may delay the Company's completion of its Remediation. Testing, and 
Implementation phases. The Company is  also dependant upon other third parties \vho provide essential 
services (such as utilities. interexchange carriers. etc.) to make their critical systems Year 2000 compliant in a 
timely manner. Generally. the Company does not have the ability to test those systems for Year 2000 
compliance and. instead. must rely on the third parties' representations. 

Contingency planning to maintain and restore service in the event of a natural disaster. power 
failure. or software related interruption has long been pan of the Company's standard business 
practices. The Company is working to l e w a g e  this experience in the development and implementation 
of its Year 2000 contingency plans. which assess the potential for business disruption in various 
scenarios. including a possible. but unlikely. "worst case" scenario involving the interruption of 
telecommunications and data processing services and/or interruption of customer billing, operating and 
other information systems. and provide for key-operation back-up and alternative solutions for 
recovery. The Company expects to complete contingency planning for its crirical systems by 
December 3 1, 1998. 

The Company estimates the total cost ot  its Year 7000 effons to be approximately $80 million. As 
of September 30. 1998. the Company has incurred approximarely S40 million of that amount. Of the 
total Year 2000 cost to be incurred. approximately one-half of the cost will be capitalized and 
subsequently amortized over a 3 to 5 year period. including costs relating to the remediation of the 
Company's software products. Some Year 2000 costs are not incremental. but rather represent the 
redeployment of existing resources. The estunated costs associated with making customers' systems 
Year 2000 compliant. in those situations where the Company is obligated to do so. has been treated as 
a contract cost and is not included in the Company's estimated Year 2000 costs. The Company 
continues to evaluate the estimated costs associated with its Year 2000 efforts based on actual 
experience. While the efforts involve additional costs. the Company believes, based on available 
information. that these costs will not have a material adverse effect on its results of operations. 

The above information is based on the Company's current best estimates using numerous 
assumptions of future events. Given the complexity of the Year 2000 issues and possible unidentified 
risks. actual results may vary from those anticipated and discussed above. 

Other Financial Information 

During the first nine months of 1998. there were no material changes in the market risks discussed in 
the Company's Annual Report on Form IO-K for the year ended December 3 1. 1997. 
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Recenriv Issued .4ccountinc Pronouncements 

In June 1998. the Financial Accounting Standards Boaro 1'. F.-\SB") issued Statement of Financial 
.+,ccounting Standards Xo. 1 ;3. '. .kcounting for Derivative instruments ana for Hedeing Activities" . 
(-'SFAS 133"). This Statement establishes accounting ana reponing standards requiring that every 
derivative instrument be recorded on the balance sheet as sither an asset or liability measured at fair value. 
SFAS 13; requires that changes in a derivative's fair value be recognized currently in earnings unless 
specific hedge accounting criteria are met. Special accounting for qualifiing hedges allows a derivative's 
gains and losses to offset related results on the hedged item in the income statement. and requires that a 
company must formally document. designate and assess the effectiveness of transactions that receive hedge 
accounting. SFAS I33 is effective for fiscal years beginning after June 15. 1999. and cannot be applied 
retroactively. ALLTEL has not yet quantified the impacts of adopting SF.U 133 on its financial 
statements: however. SFAS 153 could increase the volatilir). of reponed earnings and other comprehensive 
income once adooted. 
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.ALLTEL CORPORATIOS 

FORM IO-Q 

Part I1 - OTHER NFOFJvIXTIOS 

Item 6 .  Exhibits ana Reaorts on Form 8-K 

See the exhibits specified on rhe Index of E.xhibits located at Page 19 

- 
(a) 

(b) Reports on Form 8-K: 

On September 2.  1998. ALLTEL filed under Form & L A .  .Amendment No. I to its Current 
Repon on Form 8-K dared June 30. 1998. reponing under Item 7, Financial Statements. 
Pro Forma Financial Information and E'xhibits. The Form 8-K/A included the required 
historical financial statements of 360'required pursuant to Rule 3-05 of Regulation S-X 
and the pro forma tinanciai information required pursuant to Article 1 I of Regularion S-X. 

No other reports on Form 8-K have been tiled during the quarter for which this report is 
filed. 
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SIGN ATCRE 

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

.ALLTEL CORPOR.4TION 
(Registrant I 

s i  Dennis .I. Ferra 
Dennis J. Fern 
Senior Vice President and 

(Principal Financial Officer) 
November 13, 1998 

Chief Administrative Officer 
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ALLTEL CORF'ORATIOT 
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Interim Repon to Stockholders and 
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NOTES TO UNAUDITED COKSOLIDATED FINANCIAL ST.4TEJIENTS 

Financial Statement Presentation: 
The consoiidated tinanciai statements at Seotember 3.0. 1998 ana i 5 W  and for the three. nine ana n w v e  month periods then 
:nded are unaudited ana rerlect ail adjustments Iconsisting oni?. of normal recurring adjustments) which are. in the opinion of 
management. necessary for a fair presentation oithe financiai position ana operating resuits ior the inrenm penods. Certain 
?rior year amounts have been reciassiried to coniorm with rhe 1998 financiai srarement presentation. 

Merger: 
On July i. 1998. ALLTEL compieted its merger wi th  360' Communications Company l"360"") under a definitive merger 
agreement entered into on March 16. 1998. Under tne terms ofthe merger agreement. 3.60' became a wholly-ownedsubsidiarv 
of ALLTEL. and each outstanding share ot360' common stock was convened into the right IO receive .7J shares of ALLTEL 
common stock. 89.8 million common shares in the aggregate. The merger qualified as a tax-free reorganization and has been 
accounted for as a pooiing of interests. The accompanying interim inancia1 statements have been restated to include the 
accounts and results of 360' for ail periods presented. The combined results include certain eiiminations and reclmifica"0n 
adjusanents to conform the accounting and financial reponing poiicies of ALLTEL and 360'. Separate and combined resuits of 
operations for certain interim periods are as follows: 

Six Months Three Months Nine Months Twelve Months 
Ended Ended Ended Ended 

(In thousands. exceot oer share amountsl June 30. September. 3.0. September 30. Seotember 30. 

Revenues and sales: 
ALLTEL 
360' 
Eliminations and reciassifications 
Combined 

Net income: 
ALLTEL 
360" 
Eliminations and reclassifications 
Combined 

Basic 
Diluted 

Combined earnings per share: 

I997 - - I998 - 1997 

S I .78 I A54 
753.448 
(46.454) 

S2.488.448 

S 320.449 
81,239 

s 401.688 

$1.46 
S 1.45 

S 813.746 
347,509 
(I 5.746) 

S1.145.509 

$ 122.064 
28,879 

S 15P941 

6.55 
5.54 

S2.414.9; 1 
994.6 I 7  
(46.677) 

S3.362.871 

S 397.662 
60.131 

s 457.703 

S1.65 
S 1.64 

- 1997 

S3221.2j2 
1.294.945 

(61.985) 
$4.454.192 

5 494394 
65,500 

S 560.094 

$2.02 
$2.00 

- 

Merger and Integration Expenses and Provision to Reduce Carrying Value of Certain Assets: 
During the third quaner of 1998. the Company recorded transaction costs and one-time charges totaling S307 million related to 
the closing of its merger with 360" and to changes in a customer care and billing contract with a maJor customer. The meqer 
and integration expenses. which total $252 million on a pretax basis. include professional and fmancial advisors' f e a  ofS31.5 
million. severance and employee-related expenses of $48.7 million and integration costs of $171.8 miilion. The Company's 
merger and integration plan. as approved by ALLTEL's Board of Directors. provides for a reduction of 447 empioyns. 
primarily in the corporate suppon functions. to be completed by the fmt quarur of 1999. As of September 30. 1998. the 
Company had paid $4.2 million in severance and employee-related expenses and 40 out of the tDWi 447 employee reductions 
had been completed. The integration costs include several adjustments resulting from the redireaion of a number of strategic 
initiatives based on the merger with 360' and ALLTEL's expanded wireleu presence. These adjustments include a write-down 
in the carrying value of certain in-process software development assets. costs associated with the early termination of certain 
service obligations and a write-down in the carrying value of certain assets resulting from a revised Personal Communications 
Services deployment plan. The Company expects to complete its integration plan by the m d  of 1999. The following is a 
summary of activity related to the Company's merger and integration accrual: 

[In Millions) 
s2s2.0 

Cash outlays (68.7) 
Noncash write-down of assets 

S108.5 Accrued reserve balance at September 30, 1998 

Total merger and integration costs 

- 
During the third quaner. the Company recorded a non-recurring operating expense associated with a contingeney reserve on an 
unbilled receivable of 555 million related to its contract with GTE Corporation ("GTF). Due m its pendine memer with Bell 
Atlantic Corporation. GTE has re-evaluated its billing and customer care requirements and modified its billing converrion pians, 

The net income impact of these transaction and one-time charges decreased net income 5234.6 million or S.85 per share. 
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NOTES TO tih.4LIDITED CO>SOLIDATED FINANCIAL ST.~TE~lENTS-(Continuedl 

1. Gain on Disposal of Assets ana Other: 
During ine third quarter o i  1998. the Company recorded a >retax gain oiSS0.9 miiiion irom me sale o i a  ponion of is 
invesrment in MCI WorldCom. lnc. 1 formeri!. iVorldCorn. 1nc.r. Proceeds irom tnls sale amounted to 587.6 million. rhis 
rransaction increased net income SJ9.2 miiiion or 3.18 per snare. During the secona quarter of 1998. the Company recorded a 
pretax gain of S148.2 million irom the sale o i a  portion oiirs investment in MCI \VoridCom. Inc. common stock. Proceeds 
irom this sale amounted to 5162.6 million. illis transaction increased net income S90.2 million or S.3; per share, During the 
first quarter of 1998. the Company recorded a pretax gain of S36.6 rntilion primartiy from the sale of a ponion of is 
investment in MCI WorldCom. inc. common stock. Proceeas from the Sale ofstoclc amounted IO $40.7 million. In addition. 
the Company recorded a prerax gain ofS30.5 rniilion irom the sale Of its ownership interest in a cellular partnership serving the 
Omaha. Nebraska market. The gams from these transactions resulted in an increase oiS40.4 million in net income and $.I4 in 
earnings per share. 

5. Earnings per Share: 
A reconciliation oithe net income and number of shares used in computing basic and diluted earnings per share for the thm. 
nine and twelve month periods ended September 30. 1998 and 1997 was as follows: 

Three Months Ended 
SeDtem ber 30. 
1998 

(In thousands. exceot Der share amounts 1 

Basic earnings (loss) per share: 
I997 

S 150.692 

- - 
Net income ilossj appiicable to common snares 5 (28.214) 

Weighted average common shares 
outstanding for the period 274.293 276.467 

S.55 Basic earnings (loss) per share s.(10) - 
Diluted earnings (loss) per share: 

Net income (loss) applicable to common shares S (28.214) 
Adjustments for convertible securities: 

Net income applicable to common shares 

$ 150,692 

Prefixred stocks 45 51 

assuming conversion of above securities S (28.169) S 150.74: 

Weighted average common shares 
outstanding for the period 274.293 176.467 

Exercise of stock options ?.>03 1.248 
Conversion of convertible preferred stocks 465 520 

assuming conversion of above securities 277.061 378.235 

s.54 

Increase in shares which wouid result from: 

Weighted average common sham 

Diluted earnings (loss) per share - 

Nine h.lonths Ended 
Seatember 30. 
I998 1997 

S 373.003 S 457.028 

- - 

274.127 277.321 

$1.65 - $1.36 - 
S 373.003 3 457.028 

a '19 157 

S 373.132 3 457.185 

274.127 277.321 

3.384 1,304 
47 1 533 

276.982 279.158 

- 51.35 &g 

Twelve Months Ended 
Seutmber 30. 
1998 - 1997 - 

S 504.548 $ 559.071 

274. I52 277.454 

- 61.84 32.02 

S 504348 $ 559,071 

1'8 ?!I 

S 504.526 S 559.282 

274.152 277.454 

2,195 1,274 
476 538 

276.823 2l9.266 

- $1.82 &!I!? 
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,\u r E j  TO ~ J , \ A ~ I ) I T E U  LUAXJLIDA I ED t.'lhA~\tCiAL ~T.~TEhlESTS-lContinueo) - 
i. Comprehensive Income: 

Effective January i .  :998. ALLTEL adopted St:rement o r  Financiai Accounting Standards Xo. I30 "Reponmg Comprehensive 
Income" ("SFAS l>Y'). AMuai imanciai statements 01 ALLTEL for prior periods will be reciassified to conform to SFAS 
130's presentation reauuements. Comprehensive income lor the three. nine ana nvelve montn periods ended September 30. 
1998 ana  1997 was as ioilows: 

(Dollars in thousands I 

Net income I loss I 
Other comprehensi\e income [loss): 

Unrealized holding gains on 

Income tax expense 

Less: Reclassification adjustments for 

Income tax expense 

Other comprehensive income (iossl 

Income tax expense I benefit) 
Other comprehensive income iloss) 
Comprehensive income I loss) 

investments arising during the period 

gains inciuded in net income 

before ta..es 

Three Uonths Ended 
Sewtemoer 30. 

i 997 
327.9-5) S150.943 

- 1998 - 

57.649 64,209 
12.624 25.186 
35.025 39.023 

(80.90 I I 
31.733 
(49.168) 

(23.252) 64.209 

Nine Months Ended Twelve Months Ended 
Seotember 20. 

~~ 

I997 
S373.71: SJ57.7Q3 
- I 998 - 

376,912 170.380 
148.725 71.085 
228.187 99.295 

(265,644) (155.99;) 
104.199 68.188 

(161.4JV 157.805) 

I 1 1.268 14.387 
44.526 3.597 
66.742 I 1.490 

3440.455 SJ69.283 -- 

Sewtembn 30. - 1998 - 1997 
S505.301 S560.094 

110.480 111.878 
165.501 183.349 
(265,644) (155.993) 
104. I99 68.188 

(87.805) 

10,337 139234 
6.281 43.690 

$509.357 3655.638 

7. Business Segment loformntion: 
In 1997, the FASB issued Statement of Financial Accounting SWndards No. 13 1 "Disclosures about Segments of an Entaprire 
and Related Information" ("SFAS 13 I"), which requires reporting segment information consistent with the way managmrmt 
internaiiy disaggregates an entity's operations to access performance and to allocate resources. As pnmined, the Comppny 
early adopted the provisions of SFAS I3 1 in its interim financial statements for the weriods ended September 30. 1998 and 
1997; and ALLTEL has resraud its prior year segncnt iniormation to conform to 5F.G i j  i's requrrements. 

ALLTEL disaggregates its business operations based upon differences in products and services. The Company's 
communications operations consists of its wireless. wireline and emeqing businesses segments. Wireless comunicarions 
and paging services are provided in 22 states in four major markers: Southeasr Mid-Atlantic. Midwest and West The 
Company's wireiine subsidiaries provide p r i m e  iocai service and network access in 14 states. Emerging businesses include 
the Company's long-distance. iocai competitive access. internet access, network management and PCS o p d o n s .  Long- 
distance and internet access services are marketed in the majoriry of states in which A L L E L  provides comunicarions 
services. The Company is currrntly providing local competitive access, PCS and network management services in selcn 
arms within its geographically focused communications markets. Information services provida information procarin& 
outsourcing services and application sofnvare primarily to financial and telecommunications cusmmm. The principal 
markets for information services' products and services are commercial banks, imancial institutions and te lecomunidons 
companies in the United States and major international markets. Otha opemions consin of the C o m p y ' s  pmdm 
dimibution and directory publishing operations. Corporare items represent general corporate expenses hcadquancrr facilities 
and equipment. investments. goodwill and other non-recuming and unusual items not allocated to the segments. 

The accounting poiicies used in measuring segment assets and operating results are the same as those used in prrparing the 
interim consolidated imancial statements. The non-recurring and unusual items discussed in Notes 3 and 4 m not sild 
to the segments ana are included in corporate operations. The Company evaluates performance of the regmmo baKd on 
segment operating income, excluding non-recuning and unusual items. The Company accounts for intersegment sales at 
c-nt market prices or in acsordance with regulatoy requirements. 

The wireline subsidiaries purchase equipment and materials from ALLTEL Supply. [nc. The cost of such equipment and 
materials is included. principally in wireline plant in the consolidated financial statements. A L L E L  Information Services. Inc. 
provides data processing services to the wireline subsidiaries. Directory publishing services are provided the wireline 
subsidiaries by ALLTEL Publishing Corporation ( "  Publishing"). Wireline revenues and sales include d-ry royalty 
payments received *om Publishing. Intercompany prorir to the extent not offset by depreciation on the capiralw cost of 
equipment and mare::als. has not been eliminated in preparing the consolidated financial statements. because prices charged by 
the suppiy and infornation services subsidiaries are recovered through the regulatory process. 
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-. Business Segment Information. (continuedl: 
Segment operating results were as iollows: 

( I n  thousands) 

Revenues and Sales from External Customers: 
Wireless 
Wireline 
Emerging businesses 

[nformation services 
Other operations 

Total communicauions 

Total business segments 
lntersegrnenr Revenues and Sales: 

Wireless 
Wireline 
Emerging businesses 

Information services 
Other operations 

Total communications 

Total business segments 
Total Revenues and Sales: 

Wireless 
Wireline 
Emerging businesses 

Information services 
Other operations 

Less: intercompany eliminations 

Total communications 

Total business segments 

Consolidated revenues and sales 
Operating Income (Lou): 

Wireless 
Wireline 
Emerging businesses 

Information services 
Other operations 

Total communications 

Total business segments 
Corporate operating expenses . .  . . .  , . .  I 

Merger and integration expenses and provision 
to reduce carrying value of certain assets (307.000) - 1307.000) (16.874) 1307.000) (16.874) 

Consolidated operating income S 13.644 S 276.227 S 586.242 S 748.184 S 858.924 S 973.966 
Total corporate expenses 13 13.765) (5.686) (319.731) 117.980) 1326.041) 

Three Months Ended Nine Months Ended Twelve Months Ended 
Seoternaer 30. Seatember 30. Seutember 30. 

1998 I997 - 1998 I998 - 1997 I997 - - - - 
S 354.738 S -173.057 

322.877 304.043 
51.575.508 S1.359.339 

950.617 587.814 
18.168 13,544 

905.783 790.644 
254.662 312.002 

9 1.072 82.496 
$1.251.5 I7 S1.085.142 

S - s  
8.682 8.428 

8.682 8,428 
37.507 22.254 
87.521 27.02 I 

S 13?.710 S 67.703 

S 554.758 S 473.057 
331.559 312,471 
28.168 13,544 

914,465 799,072 
292,169 244,256 
178.593 109,517 

1.385.227 1.152.845 
53,060 7.336 

S1.332.!67 51.145.509 

S 177.246 S 134,920 
115.483 I13278 
(12.712) (6.478) 
280.017 241.720 . ~. 
40.4 I7 34.944 

68.803 ?3.4lO 
394.728 2.150.563 

740;626 613.472 
255.937 278.619 

S3.59l.29 1 S3.172.654 

S - S  
25.733 24.961 

25,733 24.961 
115,595 96.53 1 
169.218 93.128 

5 310.546 S 214.610 

51.575.308 $1.359.339 
976,350 9 12.775 
68.803 33.410 

2,620,461 2305.524 
856221 710.003 
425.155 371.747 

3.901.837 3.3 87.274 ,~ ~ ~~ . .  
8 1 222 24.403 

53.820.6 I 7  53.361.371 

S 452,162 S 341.229 
347,841 329.527 
129.881) (17.980 
770.122 633.775 
116.609 104.202 

S2.054.513 s1.774.053 
! 263.275 I ,  173,488 

87.395 39.193 
3.405.183 2,986.734 

972.458 837.51 1 
332.923 384.588 

54.710.564 $4.208.833 

s - $  
34,268 32,956 

34,268 32,956 
147.911 127,152 
199.407 ! 17.875 

S 381.586 S '277.983 

S2.054.513 S1.774.053 
1.297343 I ,106.W 

87.395 39.193 
3.439.451 3.019.690 
1,120.369 964,663 

532.330 502.463 
5,092,150 4,486,816 

89.266 32.624 
55.002.884 $4.451 lo? 

S 570.386 16 424,967 
468.299 430.822 
134.049) (22.587) 

1.004.636 833.202 
157.335 147,420 

5,249 19.242 18.187 22.994 25.596 
327.409 281.913 905.973 776.164 1.184.965 1.006.218 

6,975 

(6,765) (5,686) (12.731) (11.106) (19.041) 115378) 
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-. Business segment Information. (continue0 I: 
Segment assets as of Septemoer 30. 1998 ana 1997 were as tollows. 

Wireless 
Wireline 
Emerging businesses 

Information services 
Other operations 

.Add Corporate assets not allocated to segnents: 

Total communications 

Total business segments 

Headquarters futed assets. net of accumulated depreciation 
Investments 
Goodwill. net of amortization 
Other assets 

Less: elimination of intersegment receivables 
Consolidated assets 

f l n  thousands) - 1998 1997 
SJ.128.25j Sj.990.993 
2.751.781 1,728.641 

19.616 27.428 
6.959.650 6.747.062 

865.975 767.709 

- 

193.173 133.517 
8,018,798 7,648.288 

129,860 110,514 
680,627 729.918 
105,679 91,563 
58,352 39,802 

(66.472) (40.152) 
$8.926.844 S8.579.933 

8. Litigation-Claims and Assessments: 
On July 12. 1996. the Georgia Public Service Commission 1"Georgia PSc"'I issued an order requiring that ALLTEL's 
wireline subsidiaries which operate within its jurisdiction reduce their annuai nenvork access charges by S24 million. 
prospectively. effective July I ,  1996. The Georgia PSC's action was in response to the Company's election to move from a 
rate-oi-return method of pricing to an incentive rate smcnue. as provided by a 1995 Georgia telecommunications law. The 
Company appealed the Georgia PSC order. On November 6. 1996. the Superior Court of Fulton County, Georgia, 
(the " Superior Court" ) rendered its decision and reversed the Georgia PSC order. finding, among other manm, that the 
Georgia PSC had exceeded its authority by conducting a rate proceeding after the Company's election o i  alternative 
regulation. The Superior Court did not rule on a number of other assertions made by the Company as grounds for reversal of 
the Georgia PSC order. The Georgia PSC appealed the Superior Court's decision. and on July 3,1997. the Georgia Court of 
Appeals reversed the Superior Court's decision. On August 5. 1997. the Comoanv tiled with the Georgia Suoreme Court a 
petition ior writ of certiorari requesting tnat the Georgia Court of Appeals' decision be reversed On October 5. 1998. the 
Georgia Supreme Court, in a 4-; decision. upheld the Georgia Court of Appeals' ruling that the Georgia PSC had the 
authority to order the rate reductions. The case will now r e m  to the Superior Coun for a hearing on the merits and provide 
A L L E L  the oppormnity to challenge the Georgia PSC's order by asserting a number of additional federai and state 
constitutional and other legal grounds. Since the Company believes that it will prevail in this case. the Company has not 
implemented any revenue reductions or established any reserves for remnd related to this maner at this time. 



TO ALLTEL STOCKHOLDERS: 

..\LLTEL's record third quarter 1998 financiai resuits from current businesses. which exciude one-time adjustments. 
produced revenues ana earnings per share frowrh of I6 percent and 2.1 percent. respectively. to SI 2 billion and 57 cents 
per share. 

Forthe first time. results include the operations oi the former 260' Communications. which merged with ALLTEL 

Among the highlights from current businesses in the third quaner: - Net income grew to $157 million. an increase of 23 percent from the same quarter last year. 

July 1.  Prior periods have been restated to retlect 360" Communications' operations. 

Communications and Infomation Senvices produced double-digit revenue growth of 14 percent and 20 percent. 

Wireless average revenue per customer increased 2 percent over third quarter of last year. - The company rebranded the 360' markets in nearly 200 cities to reflect the ALLTEL brand. 
* Wireless operations added 100,173 customers. - Wireline access line growth exceeded 6 percent for the fourth consecutive quarter. 

We are pleased to report record revenues and earnings per share fiom current businesses. We believe these results 

respective ly. 

Operating income from Information Services grew 16 percent. 

demonstrate our ability to execute our chosen strate:?... while integrating the former 360" operations. We are excited 
about the outstanding results and progress w e  have achieved since the merger. And we remain committed to delivering 
the merger's many benefits to our customers and stockholders. Through the merger, we have continued to enhance our 
ability to deliver bundled communications services across our geographically focused markets. and we remain on nack 
to realize forecasted savings related to the merger synergies. 

ALLTEL's wireless operations made a significant contribution to the company's third quarter performance. 
Thousands of customers per day are purchasing our wireless services, and many are choosing to buy additional 
products like long-distance, paging, local phone service and Internet access from ALLTEL. Today, ALLTEL's wireless 
business serves 3.9 million customers. up 15 percent from 3.4 million at Sepr. 30. 1997. 

In almost every category of performance we exceeded expectations and produced outstanding wireless results. The 
company reported a market penetration rate of 11.6 percent compared with 10.3 percent at Sept. 30. 1997. The average 
monthly chum rate was 2.2 percent compared to 2.0 percent in the third quarter of 1997. 

ALLTEL continues to aggressively introduce digital wireless service in many of our markets. During the third 
quarter. the company launched digital wireless service in six markets including: Norfolk and Richmond. Va.: 
Greensboro. N.C.: Greenville. S.C.: Toledo. Ohio: and Gainesville. Fla. By year-end. ALLTEL will have digital service 
in 13 of our largest markets. 

ALLTEL grew wireline access lines more than 6 percent for the fourth consecutive quaner. The company serves 
more than 1.8 million access lines in 14 states. The growth in access tines was partially driven by the increase in 
second access lines that customers use for purposes such as fax machines, Internet access, and teen lines. 

same quarter last year. driven by ALLTEL's CLEC. PCS and long-distance services. These emerging businesses 
continue to be a key part of ALLTEL's growth strategy in delivering a bundled array of products and services to our 
customers. 

ALLTEL's Information Services business continues to produce double-digit growth in revenue and oprraring 
income. This growth is coming from existing and new customers such as Green Tree Financial COT. and GNpa Pekao 
SA, Poland's largest bank. 

sale of 1.7 million shares of MCI WorldCom stock. 

360° merger and changes in GTE's customer care and billing contract with ALLTEL. Included in this charge is $55 
million related to ALLTEL'S contract with GTE Corp. Due to its pending merger with Bell Atlantic. GTE has re- 
evaluated its billing and customer care requirements and will purchase certain software usage rights and processing 
services from ALLTEL for an interim period. 

Revenue from emerging businesses grew more than 100 percent during the third quarter when compared to the 

ALLTEL's reported results for the third quarter include an $81 million pre-tax gain resulting from the company's 

T h i i  quarter reported results also include approximately $307 million in one-time, pre-tax charges relatcd to the 
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The merger-related expenses. which total $252 million pre-tas. include professional ana financial advisors' fees. 
zmployee-related expenses and other integration costs. The onetime expenses also include several adjustments 
resulting from the redirection of a number of strategic initiatives based on the merger with 360" and ALLTEL's 
-xpanded Lvireless presence. 

from the early termination of certain sewice obligations. Results also include adjustments resulting from the 
company's PCS deployment schedule. 

These adjustments include an adjustment in the c a v i n g  value of certain duplicate sofnvare assets as well as costs 

In total. the one-time items reduced third quarter earnings per share by 67 cents. after =xes. 
Our record results for the third quarter from current operations exceeded expectations. Our team, while integrating 

two successful companies. continued to focus on the business -delivering strong financial results and bringing 
additional products and services to our customers. 

Board Increases Dividends 
ALLTEL's Board of Directors increased the regular quarterly common dividend from 29 cents to 30.5 cents per share. 
The new indicated annual dividend rate will be S 1.22 per common share. an increase of 6 cents or approximately 5.2 
percent over the previous rate. This is the 38th consecutive annual dividend increase since the company's founding. 

The 30.5 cent dividend is payable January 4, 1999 to stockholders of record as of December 7, 1998. 
Dividends were also declared on all series of the Company's preferred stock. Preferred dividends are payable 

December 15. 1998 to stockholders of record as of November 20. 1998. 

Joe T. Ford 
Chairman and Chief Executive Oficer 
October 22. 1998 
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