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Forward-Looking Statements

Any statements contained in this Report that atestadements of historical fact, including stateteebout our beliefs and
expectations, are forward-looking statements aodlshbe evaluated as such. The words “anticipateglieves”, “expects”,
“intends”, “plans”, “estimates”, “targets”, “proj&x’, “should”, “may”, “will” and similar words an@xpressions are intended to

identify forward-looking statements. These forwérdking statements are contained throughout thgoReincluding, but not

limited to, statements found in Part | — ltem 1 BuSiness”, Part Il — Item 5 — “Market for RegisttanCommon Equity, Related
Stockholder Matters and Issuer Purchases of E@dtyrities”, Part Il — Item 7 — “Management’s Dission and Analysis of
Financial Condition and Results of Operations”, adlt || — Iltem 7A — “Quantitative and Qualitatilesclosures about Market

Risk”. Such forward-looking statements reflect, agother things, our current expectations, plamategies and anticipated
financial results and involve a number of known anénown risks, uncertainties and factors that sayse our actual results to
differ materially from those expressed or impligdthese forward-looking statements. Many of théskesrare beyond our ability to
control or predict. All forward-looking statememtributable to us or persons acting on our bedra@fexpressly qualified in their
entirety by the cautionary statements containeabiginout this Report. Because of these risks, usiodis and assumptions, you
should not place undue reliance on these forwasllihg statements. Furthermore, forward-lookingestants speak only as of the
date they are made. Except as required under deediesecurities laws or the rules and regulatairike SEC, we do not undertake
any obligation to update or review any forward-lmgkinformation, whether as a result of new infotiora, future events or
otherwise.

Please see Part | — Item 1A — “Risk Factarkthis Report, as well as the other documentswieatile with the SEC from tinr
to time for important factors that could cause actual results to differ from our current expeatasi and from the forward-looking
statements discussed in this Report.

Market and Industry Data

Market and industry data and other information ubsedughout this report are based on independeisiny publications,
government publications, publicly available infotioa, reports by market research firms or otherlighkd independent sources.
Some data is also based on estimates of our mamagiewhich are derived from their review of intdrearveys and industry
knowledge. Although we believe these sources digbte, we have not independently verified the infation. In addition, we note
that our market share in each of our markets ootwrservices is not known or reasonably obtainghlen the nature of our
businesses and the telecommunications market iergefior example, wireless providers both compéth and complement local
telephone services).
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PART I
Iltem 1. Business

“Consolidated Communications” or the “Company” reféeo Consolidated Communications Holdings, Inonalor with its
wholly owned subsidiaries, as the context requiéisen this report uses the words “we,” “our,” os;uthey refer to the Company
and its subsidiaries unless the context othervegaires.

Website Access to Securities and Exchange CommigssiBeports

The Company’s Internet website can be founehatv.consolidated.comThe Company makes available free of charge on or
through its website its annual reports on Form 1@uarterly reports on Form 10-Q, current reportg-orm 8K, and amendments
those reports filed or furnished pursuant to Sectig(a) or 15(d) of the Securities Exchange Act@84 as soon as practicable after
the Company files them with, or furnishes thentlte, Securities and Exchange Commission.

Overview

Consolidated Communications is an established tacal exchange telephone company that providesraamcations services
to residential and business customers in lllinoid dexas. We offer a wide range of telecommunicatigervices, including local and
long distance service, custom calling featuresgpei line services, dial-up and high-speed Intesceess, digital TV, carrier access
services, network capacity services over our ragjitiher optic network, and directory publishing.dddition, we operate a number
of complementary businesses, including telemargedimd order fulfillment; telephone services to dgyails and state prisons;
equipment sales; operator services; and mobilecssryv

We are the 1% largest local telephone company in the United Stais of December 31, 2006, we had approximateB;6E9
local access lines, 52,732 high-speed Internefcsiliiess (which we refer to as digital subscribae$, or DSL) and 6,954 Internet
Protocol digital television (or IPTV) subscribers.

For the years ended December 31, 2006 and 2006a#/8320.8 million and $321.4 million of revenuespectively. In
addition, we generated net income of $13.3 milfamnthe year ended December 31, 2006 and had las¥ebf $4.5 million for 2005.
As of December 31, 2006, we had $594.0 millionotéltlong-term debt, an accumulated deficit of #8illion and stockholders’
equity of $115.0 million.

History of the Company

Founded in 1894 as the Mattoon Telephone Comparldgreat-grandfather of our Chairman, Richardl kmpkin, we began
as one of the nation’s first independent telephmmrapanies. After several subsequent acquisititiesivtattoon Telephone Company
was incorporated as lllinois Consolidated TelephGoepany, or ICTC, on April 10, 1924. On Septenib&r1997, McLeodUSA
acquired ICTC and all related businesses from timagkin family.

In December 2002, Mr. Lumpkin and two private egfiitms, Spectrum Equity and Providence Equity,gaised the capital
stock and assets of ICTC and several related basdiseback from McLeodUSA.

On April 14, 2004, we acquired TXU Communicationsntures Company, or TXUCV, from TXU Corporation. T&V ownec
rural telephone operations in Lufkin, Conroe, arady Texas, which through its predecessor compdradseen operating in those
markets for over 90 years. This acquisition appr@tely tripled the size of the Company.

On July 27, 2005, we completed the initial publifeong, or IPO, of our common stock. Concurrenthithe IPO, Spectrum
Equity sold its entire investment and Providencaifygsold 50 percent of its investment in ConsdkdaCommunications. On
July 28, 2006, the Company repurchased the rentasfiares owned by Providence Equity.
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Our Strengths
Stable Local Telephone Business

We are the incumbent local telephone company imire communities we serve, and demand for lagabhone services fro
our residential and business customers has belgle skaspite changing economic conditions. We opérah favorable regulatory
environment, and competition in our markets ist@di As a result of these favorable characteristies cash flow generated by our
local telephone business is relatively consistehfyear to year. Our long-standing relationshithweiur local telephone customers
provides us with an opportunity to pursue increasegnue per access line by selling additionalisesvto existing customers
through a bundling strategy, such as our triplg plfering of local voice service, DSL and IPTV.

Attractive Markets and Limited Competition

The geographic areas in which our rural teleph@mepanies operate are characterized by a balancedfrsiable, insular
territories in which we have limited competitiondagrowing suburban areas. Historically, we havellmited competition for basic
voice services from wireless carriers and non-féesl based providers using Voice Over Internetdtral, or VOIP. Cable providers
have also started offering a voice product. As e€&mber 31, 2006, Mediacom is the only cable opetathave launched a voice
product in our markets, by our estimate overlapgipgroximately 15% of our total access lines.

Our Lufkin, Texas and central lllinois markets haxperienced only nominal population growth over plast decade. As of
December 31, 2006, 121,554, or approximately 52d@f%6ur local access lines were located in thesekets. We have experienced
limited competition in these markets because thedostomer density and high residential componemehliscouraged the
significant capital investment required to offengee over a competing network.

Our Conroe, Texas and Katy, Texas markets are bahuwareas located on the outskirts of the Housteinapolitan area. As of
December 31, 2006, 112,135, or approximately 48d@6ur local access lines were located in thesékets. They have experienced
above-average population and business employmentlgiover the past decade as compared to Texatharndhited States as a
whole. According to the most recent census, theiandbusehold income in the primary county in oonf@e market was over
$50,000 per year and in our Katy market was ov& (B per year, both significantly higher thanttedian household income in
Texas of $39,927 per year.

Technologically Advanced Network

We have invested significantly over the last selgears in building a technologically advanced rartncapable of delivering a
broad array of reliable, high quality voice andadand video services to our customers on a costtefé basis. For example,
approximately 92% of our total local access lineseMDSL-capable as of December 31, 2006. Of our Efplable lines,
approximately 80% are capable of speeds of 6 mieg@édr second (Mbps) or greater. This is madeiplesby leveraging our
Internet Protocol, or IP, backbone network in Bimand Texas. We believe this IP network will piosi us with a lower cost, better
quality and flexible platform that will enable tdevelopment and delivery of new broadband apptoatio our customers. The
service options we are able to provide over ousteyg network allow us to generate additional rexenper customer. For example,
other than the provision of success-based setdapdfor subscribers, we believe our current ndtvisocapable of supporting
increased IPTV subscribers with limited additionatwork preparation.

Broad Service Offerings and Bundling of Services

We offer our residential and business customensgespoint of contact for access to a broad aafayoice, data, and video
services. We provide local and long distance sennuultiple speeds or tiers of DSL service andoausd IPTV video offering with
over 200 all digital channels. We also offer custmatiing services, carrier access services, netwapacity services and directory
publishing.
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We generate additional revenues per customer bglimgnservices. Bundling enables us to provide aenoomplete package of
services to our customers, which increases oumagearevenue per user, or ARPU, while adding additigalue for the consumer.
We also believe the bundling of services resulianéneased customer loyalty and higher customenti&mn. As of December 31,
2006, we had 43,175 customers who subscribed vicsedsundles that included local service, custottingafeatures, DSL and IPT?
Collectively, this represents an increase of appnately 17.9 % over the number of customers whestilbed to service bundles as
of December 31, 2005.

Favorable Regulatory Environment

We benefit from federal and Texas state subsidisggded to promote widely available, quality telepd service at affordable
prices in rural areas, which is also referred tar@sersal service. For the year ended Decembe2(®16 we received $28.1 million
payments from the federal universal service furdi$t0.5 million from the Texas universal serviceduln the aggregate, these
payments comprised 14.8 % of our revenues for ¢ae gnded December 31, 2006. For the year endeshiber 31, 2005, we
received $33.3 million from the federal universaivice fund and $20.6 million from the Texas unsatrservice fund. In the
aggregate, these payments comprised 16.8% of regdouthe year ended December 31, 2005. In 2006uhsidies included a net
refund of $1.3 million from us back to the univérsarvice funds for prior periods, and in 2005 subsidies included a net recovery
of $1.7 million in subsidy payments from the unsedrservice funds to us for prior periods.

Experienced Management Team with Proven Track Retor

With an average of over 20 years of experienceth begulated and non-regulated telecommunicatiiisiesses, our
management team has demonstrated the ability izedglrofitable growth while providing high leved$ customer satisfaction.
Specifically, our management team has:

. particular expertise in providing superior quaBsrvices to rural customers in a regulated envientr

. a proven track record of successful businesgiiat®ns and acquisitions, including the integmaid ICTC and several
related businesses into McLeodUSA in 1997, the ia¢teqpn of ICTC in 2002 and the TXUCV acquisitiondrelated
integration in 2004 and 2005; a

. a proven track record of launching and growing®iv services, such as DSL and IPTV, along withmlementary
services, such as operator, telemarketing and dutféiment services and directory publishir

Business Strategy
Increase Revenues Per Customer

We continue to focus on increasing our revenuespstiomer, primarily by improving our DSL and IPTarket penetration,
increasing the sale of other value-added servisdseacouraging customers to take advantage ofesuice bundles. We believe that
our strategy enables us to provide a more compkstkage of services to our customers and incraas&RPU, while improving the
value for the customer.

Over the last two years we have expanded our sehviadle with the introduction of IPTV in selectéithois and Texas
markets. Having made the necessary upgrades toetwork and purchased programming content, wedoed IPTV in 2005 in
lllinois and began a controlled launch in Texagiugust 2006. The product is currently availableim Conroe and Katy markets in
Texas. We have been marketing our “triple play”dienwhich includes local voice, DSL and IPTV sees. As of December 31,
2006, over 90% of the customers that have substtieur video service have taken our triple plégring. In total, we had 6,954
video subscribers and passed approximately 90,00(h at year-end 2006.
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Improve Operating Efficiency

Since acquiring our lllinois operations in DecemP@02 and our Texas operations in April 2004, weehaade significant
operating and management improvements. We haveatizatl many of our business and back office opmratinto one functional
organization with common work groups, processessystems. By providing these centrally manageduess, we have allowed
our management and customer service functionsciesfon the business and to better serve our cusiama cost-effective manner.

Maintain Capital Expenditure Discipline
We have successfully managed our capital expermditirorder to optimize our returns, while alloggtresources to maintain
and upgrade our network and enable new serviceeatgliThis was demonstrated by the completion eflthnetwork in both states
and the subsequent rollout of IPTV service. By apgrg the network to an IP based architecture we w&ble to provide not only a
more efficient network, but one that is capablefééring new services such as IPTV.
Pursue Selective Acquisitions

We intend to pursue a disciplined process of sekeeicquisitions of access lines or operating cargs Our acquisition
criteria include:

. attractiveness of the marke
. quality of the network
. our ability to integrate the acquired company égfitly;
. potential operating synergies; a
. cash flow accretive from day or
Source of Revenues
The following chart summarizes our primary sourceevenues for the last two years:

Year Ended December 31

2006 2005
% of Total % of Total
$ (millions) Revenues $ (millions) Revenues
Revenues
Telephone Operatior
Local calling service $ 85.1 26.6% $ 88.2 27.4%
Network access servic 68.1 21.2 64.4 20.C
Subsidies 47.€ 14.¢ 53.¢ 16.€
Long distance service 15.2 4.7 16.2 5.1
Data and internet servic 30.¢ 9.€ 25.¢ 8.C
Other service 33.E 10.5 33.7 10.5
Total Telephone Operatiol 280.< 87.4 282.c 87.¢
Other Operation 40.4 12.€ 39.1 12.2
Total operating revenus $ 320.¢ 100.( $ 321.¢ 100.(
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Telephone Operations

Our Telephone Operations segment consists of tatihg services, network access services, sulssittiag distance services,
data and internet services, and other servicesf Becember 31, 2006, our Telephone Operations seghad approximately:

. 233,689 local access lines in service, of whigbraximately 66% served residential customers a3d 8erved business
customers

. 148,181 total long distance lines, including Z3a, lines from within our service areas, which esgnted 56.0%
penetration of our local access lin

. 52,732 DSL lines, which represented approximad&lp% penetration of our primary residential asdaees.
Approximately 92% of our total local access lines BSL-capable

. 6,954 IPTV subscribers; ai

. 11,942 die-up Internet custome

Our Telephone Operations segment generated appiediyr$82.9 million and $76.9 million of cash flolvem operating
activities for the years ended December 31, 20062805, respectively. As of December 31, 2006, Talephone Operations had
total assets of approximately $865.2 million.

Local calling servicesinclude dial tone and local calling services. Waagally charge residential and business customers a
fixed monthly rate for access to the network arrdofiginating and receiving telephone calls witthieir local calling area. Custom
calling features consist of caller name and nunidbartification, call forwarding and call waiting.alle added services consist of
teleconferencing and voicemail. For custom calfgatures and value added services, we usually elafigit monthly fee, which
varies depending on the type of service. In addjtiee offer local private lines providing directroections between two or more
local locations primarily to business customeradtmonthly rates. In our Texas markets we offeali businesses a hosted VOIP
solution that delivers local, long distance, calfeatures, internet handsets and unified messadjiiigan attractive bundle.

Network access serviceallow the origination or termination of calls inrogervice area for which we charge long distance or
other carriers network access charges, which gidated. Network access fees also apply to prilags provisioned between a
customer in our service areas and a location autsidur service areas. Included in this categogysabscriber line charges, local
number portability and universal services surchagpgggd by the end user.

We record the details of the long distance andapeiline calls through our carrier access billiggtem and bill the applicable
carrier on a monthly basis. The network accessgehaates for intrastate long distance calls aneapgilines within Illinois and Texi
are regulated and approved by the lllinois Comme@ammission, or ICC, and the Public Utility Comniissof Texas, or PUCT,
respectively, whereas the access charge ratestéostate long distance calls and private linesegalated and approved by the
Federal Communications Commission, or FCC.

Subsidiesconsist of federal and state subsidies designedotmote widely available, quality telephone senataffordable
prices in rural areas. The subsidies are allocateddistributed to us from funds to which telecominations providers, including
local, long distance and wireless carriers, mustrdaute on a monthly basis. Funds are distribtitegs on a monthly basis based
upon our costs for providing local service in auotservice territories. In Illinois we receive fedebut not state subsidies, while in
Texas we receive both federal and state subsidies.

Long distance servicednclude services provided to subscribers to ougldistance plans to originate calls that terminate
outside the caller’s local calling area. We offeragiety of plans and charge our subscribers a awatibn of subscription and usage
fees.
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Data and Internet servicesnclude revenues from non-local private lines drelgrovision of access to the Internet by DSL, T-
1 lines and dialip access and IPTV. We also offer a variety of datnectivity services, including Asynchronous &fen Mode an
gigabit Ethernet products and frame relay netwdfkame relay networks are public data networks comynused for local area
network to local area network communications aaltrnative to private line data communicationsadidition, we launched IPTV
in selected lllinois markets in 2005 and selectedab markets in August 2006.

Other Serviceswithin our Telephone Operations segment includemees from telephone directory publishing, whokesal
transport services on a fiber optic network in T&alling and collection services, inside wiringngice and maintenance. It also
includes our limited partnership interests in thiéofving two cellular partnerships:

. GTE Mobilnet of South Texas, which serves thetgeHouston metropolitan area. We own approxing&ed% of this
partnership. Because of our minor ownership intexad our inability to influence the operationgtds partnership, we
account for this investment using the cost basssaAesult, income is recognized only on cashibigions paid to us up
our proportionate earnings in the partnership. @é®gnized income on cash distributions of $4.0iomiland $0.8 million
from this partnership for the years ended DecerBlbeP006 and 2005, respective

. GTE Mobilnet of Texas RSA #17, which serves aieasd around Conroe, Texas. We own approximdtél@% of the
equity of this partnership. Because of our owngrghtierest in this partnership, we account for thistment under the
equity method. As a result, we recognize incomedas the proportion of the earnings generatedhéyartnership that
would be allocated to us. Cash distributions acended as a reduction in our investment amounttf®year ended
December 31, 2006, we recognized income of $2.Bomiaind received cash distributions of $1.0 millioom this
partnership. In 2005, we recognized income of $lilBon and received cash distributions of $0.3limil from this
partnership

San Antonio MTA, L.P., a wholly owned partnershigGellco Partnership (doing business as Verizoneligas), is the general
partner for both partnerships.

Other Operations

Our Other Operations segment consists of complemgbusinesses including Public Services, BusiSgssems, Market
Response, Operator Services and Mobile ServicddicRservices provides local and long distanceiserand automated calling
service for correctional facilities. Business Sysdesells and installs telecommunications equipneemh as key and private branch
exchange telephone systems to residential anddmssazustomers. Market Response provides telemaglatid order fulfillment
services. Operator Services offers both live andraated local and long distance operator servindshational directory assistance
on a wholesale and retail basis. Mobile Servicesigdes one-way messaging service to residentiabaisthess customers and
includes revenues from our lllinois cellular ageopgrations.

Our Other Operations segment generated approxiyrn®te? million and $2.4 million of cash flows frooperating activities for
the years ended December 31, 2006 and 2005, rasgechs of December 31, 2006, our Other Operatibad total assets of
approximately $24.4 million.

Customers and Markets

Our lllinois local telephone markets consist ofg&mgraphically contiguous exchanges serving predamtiy small towns and
rural areas in an approximately 2,681 square méa grimarily in five central lllinois counties: &s; Christian; Montgomery;
Effingham; and Shelby. An exchange is a geogragtaa established for administration and pricingelifcommunications services.
We are the incumbent provider of basic telephonges within these exchanges, with approximat@y74 local access lines, or
approximately 29 lines per square mile, as of Ddmar31, 2006. Approximately 62% of our local acdesss serve residential
customers and the remainder serve business custo®r business customers are predominantly setail, rcommercial, light
manufacturing and service industry accounts, akagaliniversities and hospitals.




Table of Contents

Our 21 exchanges in Texas serve three principajrgebic markets: Lufkin, Conroe, and Katy, Texaarnrmapproximately
2,054 square mile area. Lufkin is located in e&stab and Conroe and Katy are located in the sulmfitdsuston and adjacent rural
areas. We are the incumbent provider of basic hele services within these exchanges, with apprabeiy 154,675 local access
lines, or approximately 75 lines per square miepDecember 31, 2006. Approximately 69% of ouxaelocal access lines served
residential customers and the remainder serveaéssicustomers. Our Texas business customersegienpinately manufacturing
and retail industries accounts, and our largeshkss customers are hospitals, local governmentsetmol districts.

The Lufkin market is centered primarily in Angeli@@aunty in east Texas, approximately 120 milesheast of Houston and
extends into three neighboring counties. Lufkithis largest town within this market, which alsolintes the towns of Diboll,
Hudson and Huntington. The area is a center folutmber industry and includes other significantustlies such as education, he
care, manufacturing, retail and social services.

The Conroe market is located primarily in Montgoyn€ounty and is centered approximately 40 milesmof Houston on
Interstate 1-45. Parts of the Conroe operatingtteyr extend south to within 28 miles of downtowputon, including parts of the
affluent suburb of The Woodlands. Major industiiethis market include education, health care, rfegturing, retail and social
services.

The Katy market is located in parts of Fort Bendrii$, Waller and Brazoria counties and is centeyguroximately 30 miles
west of downtown Houston along the busy and expanidiL0 corridor. The majority of the Katy markstdonsidered part of
metropolitan Houston with major industries incluglimdministrative, education, health care, managgmesfessional, retail,
scientific and waste management services.

Sales and Marketing
Telephone Operations
The key components of our overall marketing sthaiagur Telephone Operations segment includeaheviing:
. positioning ourselves as a single point of confacbour customer telecommunications neec

. providing our customers with a broad array of vaiod data services and bundling services wherehpes

. providing excellent customer service, includimgviding 24-hour, 7-day a week centralized custosugport to
coordinate installation of new services, repair arantenance function

. developing and delivering new services;

. leveraging our history and involvement with locammunities and expanding “Consolidated Commuitinat and
“Consolidate” brand recognition

Our sales strategy is focused on increasing DSLRMY service penetration in all of our serviceasecross-selling our
services, developing additional services to max@mevenues and increase ARPU, and

increasing customer loyalty through superior custoservice, local presence and motivated serviqa®mes.

Our Telephone Operations segment currently has thatkes channels: call centers, communication reatel commissioned
sales people. Our customer service call centeve sexthe primary sales channels for resident@lbarsiness customers with one or
two phone lines, whereas commissioned sales repgegaes provide customized proposals to largeimass customers. In 2006, we
formed a new team of commissioned sales people'Faat on the Street” team. This team canvasseteautory offering residential
customers our full suite of products, leading veitlr tripleplay bundled offering of voice, DSL and IPTV seesdc Beyond the strol
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sales point of contact, this sales channel alsoshed to identify and address customer servicessstiany, on a proactive face to
face basis. Our customers can also visit one ot communications centers for their various camications needs, including
new telephone, Internet service and IPTV purchasesbelieve that communication centers have heligedease our custometate
payments and bad debt due to their ability to payr hills easily at these centers. Our Telephoper&tions’ sales efforts are
supported by direct mail, bill inserts, newspapbreatising, public relations activities, sponsopsbf community events and website
promotions.

Directory Publishing is supported by a dedicatddsstorce, which spends a certain number of moatith year focused on
each of the directory markets in order to maxintimeadvertising sales in each directory. We beltbeedirectory business has been
an efficient tool for marketing our other serviegsl for promoting brand development and awareness.

Transport Services has a sales force that cordistsmmissioned sales people specializing in wiadéesansport products.
Other Operations

Each of our Other Operations businesses primasis @n independent sales and marketing team cadmfsledicated field
sales account managers, management teams ancegeptiesentatives to execute our sales and maglksttategy. These efforts are
supported by attendance at industry trade showseadership in industry groups including the Unig&tdtes Telecom Association,
the Associated Communications Companies of Amexnichthe Independent Telephone and Telecommunicafibiance.

Information Technology and Support Systems

Our information technology and support systemd saf seasoned organization that supports dayayoegerations and
develops system enhancements. The technology simpour Telephone Operations segment is centemealaore of commercially
available and internally maintained systems.

Over the past two years we successfully migratest miothe key business processes of our lllinot Bexas telephone
operations onto single, company-wide systems aafiopins including common network provisioning, netlwmanagement,
workforce management systems and financial syst®mssfinal project, Phase Three of billing integwat is scheduled to be
completed during the second half of 2007. Phaseéltmvolves the upgrade of our telephone billingtam in lllinois to our latest
version of our core billing software utilized byethest of telephone operations. Our core operatjstems and hardware platform
provide for significant scalability.

Network Architecture and Technology

Our local networks are based on a carrier serviag architecture. Carrier serving area architedgtugestructure that allows
access equipment to be placed closer to custoraariges enabling the customer to be connected techipment over shorter
copper loops than would be possible if all custaweere connected directly to the carrier's maindwiThe access equipment is
then connected back to that switch on a high capéiber circuit, resulting in extensive fiber degment throughout the network.
The access equipment is sometimes referred tal@gtal loop carrier and the geographic area thagives is the carrier serving ai

A single engineering team is responsible for therall architecture and interoperability of the wais elements in the combined
network of our lllinois and Texas telephone operati Our network operations center, or NOC, in iyfX, monitors the
performance of our communications network at assydevel, 24 hours per day, 365 days per year. ddnser is connected to our
customer facing NOC in Mattoon, lllinois which dealith customer specific issues and together thagtfon as one organization.
We believe these NOCs allow our lllinois and TeXatephone Operations to maintain high network peréoce standards, using
common network systems and platforms, which allos/$o efficiently handle weekend and after-hourgeecage between markets
and more efficiently allocate personnel to mandgetdiations in our workload volumes.
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Our network is supported by advanced 100% digutétiches, with a fiber network connecting 54 of &6rexchanges. These
switches provide all of our local telephone custmweith access to custom calling features, valwteddervices and dial-up Internet
access. We have four additional switches: one wéugiports feature rich Voice Over Internet Protdcawn as VOIP, two
dedicated to long distance service and one whippaus our Public Services and Operator Servicembases. In addition,
approximately 92% of our total local access linesserved by exchanges or carriers equipped waiitedisubscriber line access
multiplexers, or DSLAMs, and are within distanaaitiations for providing DSL service. DSLAMs are dtm®s designed to separate
voice-frequency signals from DSL traffic.

We commenced the network improvements needed fmosughe introduction of our IPTV service, whichfimctionally similar
to a digital cable television offering in our llbis markets in 2003 and in our Texas markets irb2Wke have since completed the
initial capital investments including associatecdekbone projects and developed the contenteakdtips necessary to provide
these services and introduced IPTV in selectedoili markets in 2005 and selected Texas markésigust 2006. Other than the
provision of success-based set-top boxes to siiessriwe do not anticipate having to make any rztesipital upgrades to our
network infrastructure in connection with our exgiam of IPTV in these markets. As of December D& IPTV was available to
approximately 90,000 homes in our markets. Our IRBUWscriber base has grown from 2,146 as of Dece81h&005 to 6,954 as of
December 31, 2006.

In Texas we operate a transport network which cbaisif approximately 2,500 route-miles of fiberiog@able. Approximately
54% of this network consists of cable sheath owmeds, either directly or through our majority-owingubsidiary East Texas Fiber
Line Incorporated and a partnership partly ownedidyFort Bend Fibernet. For most of the remaimmge-miles of the network, w
purchased strands on third-party fiber networkspaint to contracts commonly known as indefeasiglgs of use. In limited cases,
we also lease capacity on third-party fiber netwdkcomplete routes, in addition to these fibetes. These assets also support our
IPTV video product in Texas as well as our Texasgport services business.

Employees

As of December 31, 2006, we had a total of 1,12fleyees, of which 1,021 were full-time and 102 weagt-time.
Approximately 374 of the employees located in digare represented by the International Brothedtaddelectrical Workers undel
collective bargaining agreement that was reneweN@rember 15, 2005 for a period of three years.rApipnately 188 of the
employees located in Texas are represented bydh@nCinications Workers of America under a collechegegaining agreement that
was renewed on November 4, 2004 for a period @fetlyears. We believe that management currentla lga®d relationship with o
employees.

Competition
Local Telephone Market

In general, telecommunications service in ruraharie more costly to provide than service in uri@as because the lower
customer density necessitates higher capital exyead on a per customer basis. As a result,geigerally not economically viable
for competitors to overbuild in rural territorid3espite the barriers to entry for voice servicasalrtelephone companies face some
competition for voice services from new market @ants, such as cable providers, wireless provideldscampetitive telephone
companies. Cable providers are entering the telenamtations market by upgrading their networks \itter optics and installing
facilities to provide fully interactive transmissiof broadband voice, data and video communicatiGosnpetitive telephone
companies are competitors that have been grantedgston by a state regulatory commission to dffeal telephone service in an
area already served by a local telephone compdagtrie utility companies have existing assets wdcost access to capital that
may allow them to enter a market rapidly and ace&tenetwork development.
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VOIP service is increasingly being embraced byralustry participants. VOIP service essentiallyalves the routing of voice
calls, at least in part, over the Internet thropghbkets of data instead of transmitting the calkr ¢he existing telephone system.
While current VOIP applications typically completalls using incumbent telephone company infrastinecand networks, as VOIP
services obtain acceptance and market penetratisbteghnology advances further, a greater quantigpmmunication may be
placed without the use of the telephone systemM@rch 10, 2004, the FCC issued a Notice of Prop&sddmaking with respect to
IP-enabled Services. Among other things, the FG&@sidering whether VOIP Services are regulatietéemunications services
or unregulated information services. We cannotiptéble outcome of the FCC'’s rulemaking or the ictpan the revenues of our
rural telephone companies. The proliferation of POparticularly to the extent such communicatiomsdt utilize our rural
telephone companies’ networks, may result in asienoof our customer base and loss of access feksther funding.

Currently Mediacom, which serves the eastern porioour Illinois service territory, is providingpmpetition for basic voice
services with its VOIP offering. We estimate thatdiacom overlaps approximately 15% of our totakasdines. The major cable
television supplier in the western portion of adllinbis territory is Charter Communications. Ourxés properties face video and
DSL competition from Comcast and Suddenlink. WMiediacom is the only cable provider offering a ceatitve voice offering in
our service area, we are preparing for the lauricioice products by the other cable providers insrrvice area.

Wireless Service

Rural telephone companies face competition foressiervices from wireless carriers. However, riglghone companies
usually face less wireless competition than namal providers of voice services because wirefegg/orks in rural areas are gener:
less developed than in urban areas. Our servies aneConroe and Katy, Texas are exceptions tayineral rule due to their
proximity to Houston and, as a result, are facimggéased competition from wireless service prowdatthough we do not believe
that wireless technology represents a significlargat to our rural telephone companies in the texar, we expect to face increased
competition from wireless carriers as technologyel@ss network capacity and economies of scaledu®) wireless service prices
continue to decline and subscribers continue tresse.

Internet Service

The Internet services market in which we operatéghly competitive and there are few barriersritne Industry sources
expect competition to intensify. Internet serviaeganing both Internet access, wired and wirebss$,on-line content services, are
provided by cable providers, Internet service pievs, long distance carriers and satelhitsed companies. Many of these compe
provide direct access to the Internet and a vadégupporting services to businesses and indilgdlia addition, many of these
companies offer on-line content services consistingccess to closed, proprietary information neksoCable providers and long
distance carriers, among others, are aggressimgdying the Internet access markets. Both havetautis transmission capabilities,
traditionally carry data to large numbers of custosrand have a billing system infrastructure tleainits them to add new services.
Satellite companies are also offering broadbandsscto the Internet. We expect that competitionrftarnet services will increase.

Long Distance Service

The long distance telecommunications market isligobmpetitive. Competition in the long distancesimess is based primar
on price, although service bundling, branding, @ongr service, billing service and quality play enm customers’ choices.
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Other Competition

Our other lines of business are subject to suliatartmpetition from local, regional and nationahepetitors. In particular, our
directory publishing and transport businesses apénacompetitive markets. We expect that compuetitis a general matter in our
businesses will continue to intensify as new teétgies and new services are offered. Our businegs&mte in a competitive
environment where long-term contracts are eithéthmnorm or have cancellation clauses that atjoigk termination of the
agreements. Where long-term contracts are comrhep,are being renewed with shorter duration tefustomers in these
businesses can and do change vendors frequengjor@er business failures and consolidation of eosts through mergers and
buyouts can cause loss of customers.

Regulatory Environment

The following summary does not describe all presedtproposed federal, state and local legislatmal regulations affecting
the telecommunications industry. Some legislatimh regulations are currently the subject of judigaoceedings, legislative
hearings and administrative proposals that couldre the manner in which this industry operatesthdethe outcome of any of
these developments, nor their potential impact®rcan be predicted at this time. Regulation caange rapidly in the
telecommunications industry, and these changeshaag an adverse effect on us in the future. Sesk“Ractors — Regulatory
Risk¢”.

Overview

The telecommunications industry in which we opersitgubject to extensive federal, state and loaglilation. Pursuant to the
Telecommunications Act, federal and state regutadbare responsibility for implementing and enfogcétatutes and regulations
designed to encourage competition and the presemvand advancement of widely available, qualitggbone service at affordable
prices. At the federal level, the Federal Commuiacg Commission, or FCC, generally exercises glict®on over facilities and
services of local exchange carriers, such as aal telephone companies, to the extent they aré wesprovide, originate or
terminate interstate or international communicatidtate regulatory commissions, such as the |@QPUCT, generally exerci
jurisdiction over these facilities and serviceshe extent they are used to provide, originateoninate intrastate communicatio
In particular, state regulatory agencies have sutisi oversight over interconnection and netwarkess by competitors of our rural
telephone companies. In addition, municipalitied ather local government agencies regulate theiptights-of-way necessary to
install and operate networks.

The FCC has the authority to condition, modify, @gnterminate or revoke our operating authorityféglure to comply with
applicable federal laws or rules, regulations aoiéitjes of the FCC. Fines or other penalties alsy ime imposed for any of these
violations. In addition, the states have the authoo sanction our rural telephone companies oetwke our certifications if we
violate relevant laws or regulations.

Federal Regulation

Our rural telephone companies must comply with@Gbenmunications Act of 1934, as amended, or the Conirations Act,
which requires, among other things, that telecomioations carriers offer services at just and reabmrates and on non-
discriminatory terms and conditions. The amendmentse Communications Act enacted in 1996 andainad in the
Telecommunications Act dramatically changed, amdexipected to continue to change, the landscatte aélecommunications
industry.

Access Charges

A significant portion of our rural telephone comjei revenues come from network access chargeshydimhg distance and
other carriers for originating or terminating cadlghin our rural telephone companies’ service ardde amount of network access
charge revenues our rural telephone companiesveetebased on rates set by federal and stateateguicommissions, and these
rates are subject to change at any time. The FG@ates the prices our rural telephone companigsaiarge for the use of our
local telephone facilities in originating or terrating interstate and international transmissiom& FCC has structured these prices
as a combination of flat monthly charges paid lye¢hd-users and usage sensitive charges or flahipoate charges paid by long
distance or other carriers. Intrastate network s&charges are regulated by state commissionshwhiur case are the ICC and the
PUCT. Our lllinois rural telephone compasyhtrastate network access charges currently niimterstate network access charges
all but one element, local switching. In contrastaccordance with the regulatory regime in Texas,Texas rural telephone
companies currently charge significantly higheraatate network access charges than interstaterietscess charges.
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The FCC regulates levels of interstate network s&charges by imposing price caps on Regional@adrating Companies,
referred to as RBOC's, and large incumbent telepfmmmpanies. These price caps can be adjusted basedious formulae, such
as inflation and productivity, and otherwise thrbuggulatory proceedings. Small incumbent teleplammepanies may elect to base
network access charges on price caps, but areqoired to do so. Our lllinois rural telephone campand Texas rural telephone
companies elected not to apply federal price dagsead, our rural telephone companies employaiteturn regulation for their
network interstate access charges, whereby theyaefixed return on their investment over and abaperating costs. The FCC
determines the profits our rural telephone compao@n earn by setting the raterefurn on their allowable investment base, whit
currently 11.25%.

Traditionally, regulators have allowed network essceates to be set higher in rural areas thandiualecost of terminating or
originating long distance calls as an implicit mgai subsidizing the high cost of providing locahsce in rural areas. Following a
series of federal circuit court decisions in 200lng that subsidies must be explicit rather thaplicit, the FCC began to consider
various reforms to the existing rate structureifiterstate network access rates as proposed byuhieAssociation Group and the
Rural Task Force, each of which is a consortiumasfous telecommunications industry groups. Weevelithat the states will likely
mirror any FCC reforms in establishing intrastaténork access charges.

In 2001, the FCC adopted an order implementingptfggnning phases of the plan of the Multi AssoomtGroup to reform the
network access charge system for rural carriere. H®C reforms reduced network access charges #tetish portion of cost
recovery, which historically was based on minutesse and was imposed on long distance carrieffgttoate, monthly subscriber
line charges imposed on end-user customers. WHBIEECC has simultaneously increased explicit sidssithrough the universal
service fund to rural telephone companies, theeggge amount of interstate network access chaajddp long distance carriers to
access providers, such as our rural telephone auiegadas decreased and may continue to decrease.

The FCC's 2001 access reform order had a negatipadt on the intrastate network access revenuesrdflinois rural
telephone company. Under lllinois network accegsilgions, our lllinois rural telephone companyigrastate network access rates
mirror interstate network access rates. lllinomybver, unlike the federal system, does not proaigexplicit subsidy in the form of
a universal service fund. Therefore, while subsidiem the federal universal service fund offskndis Telephone Operations’
decrease in revenues resulting from the reductiontérstate network access rates, there was camtrasponding offset for the
decrease in revenues from the reduction in inttrastatwork access rates. In Texas, because tlastate network access rate regime
applicable to our Texas rural telephone comparnes ot mirror the FCC regime, the impact of tHierras was revenue neutral.
The PUCT is continuing to investigate possible gfeato the structure for intrastate access changgshe Texas legislature is
expected to consider potential changes to raténgltive legislative session beginning in Januad{ 72

In recent years, long distance carriers and othen sarriers have become more aggressive in digpirnterstate access charge
rates set by the FCC and the applicability of a&chsirges to their telecommunications traffic. Vekdve that these disputes have
increased in part due to advances in technologgiwhiave rendered the identity and jurisdictionraffic more difficult to ascertain
and which have afforded carriers an increased appity to assert regulatory distinctions and clatm$ower access costs for their
traffic. For example in September 2003, Vonage hgisl Corporation filed a petition with the FCC t@empt an order of the
Minnesota Public Utilities Commission which haduied an order requiring Vonage to comply with theMisota Commission’s
order. The FCC determined that Vonage’s VOIP serwias such that it was impossible to divide it iimterstate and intrastate
components without negating federal rules and f@slicAccordingly, the FCC found it was an interstsgrvice not subject to
traditional state telephone regulation. While ti@CForder did not specifically address the issuthefapplication of intrastate access
charges to Vonage’s VOIP service, the fact thastreice was found to be solely interstate raisasdoncern. We cannot predict
what other actions that other long distance carmeay take before the FCC or with their local exgjeacarriers, including our rural
telephone companies, to challenge the applicalufigccess charges. To date, no long distanceher ofirrier has made a claim tc
contesting the applicability of network access gbarbilled by our rural telephone companies. Wactassure you, however, that
long distance or other carriers will not make sadlefims to us in the future nor, if such a clainmiade, can we predict the magnitude
of the claim. As a result of the increasing depleniof VOIP services and other technological change believe that these type:
disputes and claims will likely increase.
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On July 25, 2006 the FCC issued for comment CC Bo@k-92, Missoula Intercarrier Compensation Ptarthe Missoula
Plan. Consolidated is a signed supporter of thestdila Plan. Both the ICC and the PUCT have filadmoents in opposition to the
Missoula Plan. We continue to actively participatshaping intercarrier compensation and univessatice reforms through our
own efforts as well as through industry associatiand coalitions.

Removal of Entry Barriers

The central aim of the Telecommunications Act d@.& to open local telecommunications marketotapetition while
enhancing universal service. Prior to the enactroktite Telecommunications Act, many states limiteglservices that could be
offered by a company competing with an incumbeleptgone company. The Telecommunications Act pregthgise state and local
laws.

The Telecommunications Act imposes a number oféot@ection and other requirements on all localroomications
providers. All telecommunications carriers haveutydo interconnect directly or indirectly with tii&cilities and equipment of other
telecommunications carriers. Local exchange cariacluding our rural telephone companies, areired to:

. allow others to resell their service

» where feasible, provide number portabili

. ensure dialing parity, whereby consumers can sadloeir local or long distance telephone compamy which their calls
will automatically route without having to dial atdnal digits;

. ensure that competitors’ customers receive nondimatory access to telephone numbers, operetwice, directory
assistance and directory listir

. afford competitors access to telephone poles, dootsluits and righ-of-way;
. and establish reciprocal compensation arrangeni@ntise transport and termination of telecommundcet traffic.

Furthermore, the Telecommunications Act imposemonmbent telephone companies, other than rur@bleine companies that
maintain their so-called “rural exemption”, additad obligations, by requiring them to:

. negotiate any interconnection agreements in goiiat

. interconnect their facilities and equipment witly aaquesting telecommunications carrier, at angineally feasible poin
at nondiscriminatory rates and on nondiscriminatermns and condition:

. provide nondiscriminatory access to unbundlesvagk elements, commonly known as UNES, such ad looas and
transport facilities, at any technically feasibtgmn, at nondiscriminatory rates and on nondisanatory terms and
conditions;

. offer their retail services for resale at discodnigolesale rate:

. provide reasonable notice of changes in the inédion necessary for transmission and routing nfices over the
incumbent telephone compe's facilities or in the information necessary faetoperability;

. and provide, at rates, terms and conditionsahajust, reasonable and nondiscriminatory, foipthesical co-location of
equipment necessary for interconnection or accebNEEs at the premises of the incumbent telephongpany.
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The unbundling requirements have been some of ts aontroversial requirements of the Telecommuitna Act. The FCC,
in its initial implementation of the law, had gealty required incumbent telephone companies toel@awide range of unbundled
network elements to competitive telephone compawnienable delivery of services to the competitotistomers in combination
with the competitive telephone companies’ netwark®a recombined service offering on an unbundédork element platform,
commonly known as an UNEP. These unbundling remergs, and the duty to offer UNEs to competitargosed substantial costs
on, and resulted in customer attrition for, theuimbent telephone companies that had to comply théke requirements. In response
to a decision by the U.S. Court of Appeals forEh€. Circuit vacating portions of its UNE and UNERes, the FCC issued revised
rules on February 4, 2005 that reinstated somendiing requirements for incumbent telephone comgmttiat are not protected by
the rural exemption but eliminated certain othdsundling requirements. In particular, incumbengpdlone companies are no longer
required to offer the UNEP, although they are stitjuired to offer loop and transport UNESs in ntrosrkets.

Rural Exemption

Each of the subsidiaries through which we operatdaxal telephone businesses is an incumbenthetepcompany and
provides service in rural areas. The TelecommuigicatAct exempts rural telephone companies frortageof the more burdensol
interconnection requirements such as unbundlingebfork elements, information sharing and co-lagatOn March 31, 2006,
Sprint filed a petition with the PUCT to lift thenal exemption for both of the Texas rural teleghoaompanies and on July 25, 2006,
the PUCT has ordered the rural exemption be lifitedoth companies. The PUCT’s decision has beeeapd to the United States
District Court on the grounds that Sprint did noggerly make a request for interconnection or retioa of our rural exemptions a
a ruling is expected in mid 2007.

Promotion of Universal Service

In general, telecommunications service in rurahatie more costly to provide than service in urd@as because there is a
lower customer density and higher capital requireineompared to urban areas. The low customertgiénsuural areas means that
switching and other facilities serve fewer custosraanrd loops are typically longer requiring greatguital expenditure per customer
to build and maintain. By supporting the high aofsbperations in our rural markets, the federalarsal service fund subsidies our
rural telephone companies receive are intendedaim@te widely available, quality telephone senataffordable prices in rural
areas. In 2006 and 2005 we received $47.6 millmh$b63.9 million, respectively, in aggregate paytadérom the federal universal
service fund and the Texas universal service fund.

The administration of collections and distributiarigederal universal service fund payments isqrened by the National
Exchange Carrier Association, or NECA, which wasrfed by the FCC in 1983 to perform telephone ingustriff filings and
revenue distributions following the breakup of AT&IThe board of directors of NECA is comprised gfresentatives from the
RBOCs, large and small incumbent telephone compaarid other industry participants. NECA also penforarious other functions
including filing access charge tariffs with the FQBllecting and validating cost and revenues dasisting with compliance with
FCC rules and processing FCC regulatory fees.

NECA distributes federal universal service fundsidies only to carriers that are designated asbédigelecommunications
carriers, or ETCs, by a state commission. Eachuofural telephone companies has been designatad B C by the applicable
state commission. Under the Telecommunications Waever, competitors can obtain the same levidddral universal service
fund subsidies as we do, per line served, if the ¢€ PUCT, as applicable, determines that grargindn federal universal service
fund subsidies to competitors would be in the puiniterest and the competitors offer and adven#s&in telephone services as
required by the Telecommunications Act and the FO ICC has granted several petitions for ETCgiedions. We are not aware
of any having been filed in our Texas service arBasler current rules, the subsidies received byunal telephone companies are
not affected by any such payments to competitors.
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With some limitations, incumbent telephone compsunéeeive federal universal service fund subsidigsuant to existing
mechanisms for determining the amounts of such payson a cost per loop basis. The FCC has adaopitbdmodifications, the
proposed framework of the Rural Task Force forlrdmigh-cost universal service fund subsidies. FR& order modifies the
existing universal service fund mechanism for rteédphone companies and adopts an interim embeddédstorical, cost
mechanism for a five-year period that provides jutatile levels of support to rural carriers. ThedFiGtends to develop a long-term
plan based on forward-looking costs when the figaryperiod expires in 2006.

The FCC has made modifications to the universaiceisupport system that changed the sources piosuiand the method for
determining the level of support. These changegwlamong other things, removed the implicit supfrom network access
charges and made it explicit support, have beerergdly, revenue neutral to our rural telephone ganies’ operations. It is unclear
whether the changes in methodology will continuadourately reflect the costs incurred by our rteldphone companies and
whether it will provide for the same amount of werisal service support that our rural telephone @nigs have received in the past.
In addition, several parties have raised objecttorthe size of the federal universal service fand the types of services eligible for
support. A number of issues regarding the sourdeaamunt of contributions to, and eligibility foayments from, the federal
universal service fund need to be resolved in ta future. The FCC recently adopted new rules ngaitimore difficult for
competitors to qualify for federal universal seevaubsidies.

In December 2005, Congress suspended the appfiaztia law called the Anti Deficiency Act to the EG universal service
fund until December 31, 2006. The Anti DeficiencgtArohibits government agencies from making fianmommitments in excess
of their funds on hand. Currently, the universav®e fund administrator makes commitments to feeapients in advance of
collecting the contributions from carriers thatlvaidy for these commitments. The FCC has not deteanwhether the Anti
Deficiency Act would apply to payments to our ruelephone companies. Congress is now consideriregher to extend the curre
temporary legislation that exempts the universalise fund from the Anti Deficiency Act. If it doe®t grant this extension,
however, the universal service subsidy paymentsitaural telephone companies may be delayed arcestiin the future.

We cannot predict the outcome of any FCC rulemakingimilar proceedings. The outcome of any of ¢h@®ceedings or oth
legislative or regulatory changes could affectah®unt of universal service support received byrotal telephone companies.

State Regulation of CCI lllinois

lllinois requires providers of telecommunicatiomswces to obtain authority from the ICC prior tfesing common carrier
services. Our lllinois rural telephone companyegitied to provide local telephone services. Iditidn, lllinois Telephone
Operations’ long distance, operator services apglpane services subsidiaries hold the necessatifications in lllinois and the
other states in which they operate. In lllinoist tmng distance, operator services and payphomnécssrsubsidiaries are required to
file tariffs with the ICC but generally can chartye prices, terms and conditions stated in theiff¢son one day’s notice, with prior
notice of price increases to affected customers.llois Telephone Operations other servicesraresubject to any significant st:
regulations in lllinois. Our Other lllinois Operatis are not subject to any significant state reguiautside of any specific
contractually imposed obligations.

Our lllinois rural telephone company operates ds@nct company from an lllinois regulatory staody and is regulated und
a rate of return system for intrastate revenuethotigh the FCC has preempted certain state regugagiursuant to the
Telecommunications Act, as explained above, lIBn@itains the authority to impose requirementswrlbnois rural telephone
company to preserve universal service, protectipsbfety and welfare, ensure quality of service protect consumers. For
instance, our lllinois rural telephone company nfilsttariffs setting forth the terms, conditionsdaprices for their intrastate services
and these tariffs may be challenged by third psrtiur lllinois rural telephone company has not, texvever, a general rate
proceeding before the ICC since 1983.
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The ICC has broad authority to impose service tualid service offering requirements on our llisairal telephone compal
including credit and collection policies and praes, and to require our lllinois rural telephonenpany to take other actions in order
to insure that it meets its statutory obligatiorptovide reliable local exchange service. In patéc, we were required to obtain the
approval of the ICC to effect the reorganizationimplemented in connection with our IPO. As partha ICC's review of the
reorganization we implemented in connection with I®D, the ICC imposed various conditions as phitseapproval of the
reorganization, including (1) prohibitions on payrhef dividends or other cash transfers from IC®Qs$ if it fails to meet or exceed
agreed benchmarks for a majority of seven servigdity metrics and (2) the requirement that oundlis rural telephone company
have access to the higher of $5.0 million or itsently approved capital expenditure budget fohezadendar year through a
combination of available cash and amounts availabtier credit facilities. During 2007 we expect#tisfy each of the applicable
lllinois regulatory requirements necessary to pet@iC to pay dividends to us.

Any requirements or restrictions of this type coliit the amount of cash that is available to tasferred from our lllinois
rural telephone company to the Company and coutdradly impact our ability to meet our debt servieguirements and to pay
dividends on our common stock.

The lllinois General Assembly has made major revisiand added significant new provisions to the¢iqguos of the Illinois
Public Utilities Act governing the regulation anbligations of telecommunications carriers on asté¢lree occasions since 1985.
However, the lllinois General Assembly concludedsiéssion in May 2005 and made no changes to thentstate
telecommunications law except to extend the suttestet from July 1, 2005 to July 1, 2007. The govefras signed this extension
into law. As a result, we expect that the lllinGsneral Assembly will again consider amendmenteddelecommunications article
of the lllinois Public Utilities Act in 2007.

State Regulation of CCl Texas

Texas requires providers of telecommunicationsisesvto obtain authority from the PUCT prior toesfhg common carrier
services. Our Texas rural telephone companiesamte eertified to provide local telephone servicetheir respective territories. In
addition, our Texas long distance and transporsiglidries are registered with the PUCT as interange carriers. The transport
subsidiary also has obtained from the PUCT a semiovider certificate of operating authority (“SP&”) to better assist the
transport subsidiary with its operations in murétigreas. Recently, to assist with expanding sesviaéferings, Consolidated
Communications Network Services, Inc. also obtame&PCOA from the PUCT. While our Texas ruralgketime company servic
are extensively regulated by the PUCT, our otherises, such as long distance and transport sexvéare not subject to any
significant state regulation.

Our Texas rural telephone companies operate aaaisbmpanies from a Texas regulatory standp&ath Texas rural
telephone company is separately regulated by tHeTPib order to preserve universal service, propedtic safety and welfare,
ensure quality of service and protect consumersh Eaxas rural telephone company also must fileraaithtain tariffs setting forth
the terms, conditions and prices for its intrastsevices.

Currently, both Texas rural telephone companie liewnunity from adjustments to their rates, inchgdtheir intrastate
network access rates, due to their election ofritice regulation under the Texas Public UtilitiesgRlatory Act, or PURA. In order
to qualify for this incentive regulation, our rutalephone companies agreed to fulfill certaindefructure requirements and, in
exchange, they are not subject to challenge bPW@T regarding their rates, overall revenues, netur invested capital or net
income.

There are two different forms of incentive reguattesignated by PURA: Chapter 58 and Chapter BAeflly under either
election, the rates, including network access ratesncumbent telephone company may charge inestiom with basic local
services cannot be increased from the amount(f)eodate of election without PUCT approval. EvethRUCT approval, increases
can only occur in very specific situations. Pricftexibility under Chapter 59 is extremely limiteld. contrast, Chapter 58 allows
greater pricing flexibility on non-basic networkngiees, customer specific contracts and new sesvice

Initially, both Texas rural telephone companies®&d incentive regulation under Chapter 59 andlifedf the applicable
infrastructure requirements to maintain their etetstatus. Consolidated Communications of Texam@amny made its election on
August 17, 1997. Consolidated Communications of Bend Company made its election on May 12, 2000March 25, 2003, both
Texas rural telephone companies changed theii@hestatus from Chapter 59 to Chapter 58. Thefratzes for basic services with
respect to the current Chapter 58 elections ardalagpire on March 24, 2007. After the rate freedated to the Chapter 58
elections expires, the Texas telephone companéesliawed, with PUCT approval, additional pricingxibility for basic services.
Furthermore, the Texas telephone companies haee thke necessary steps to ensure the other pootectiforded by their
Chapter 58 elections continue after the initia fageze for basic services expires.

19




Table of Contents

In connection with the 2003 election by each of Bexas rural telephone companies to be governedriardincentive
regulation regime, our Texas rural telephone congsanere obligated to fulfill certain infrastructurequirements. While our Texas
rural telephone companies have met the currerdstriicture requirements, the PUCT could imposetiaddi or other restrictions of
this type in the future. Any requirements or resions of this type could limit the amount of cakht is available to be transferred
from our rural telephone companies to Texas Hoklimgd could adversely impact our ability to meetdabt service requirements
and repayment obligations.

In September 2005, the Texas Legislature adoptgrifisiant telecommunications legislation. This Egtion created, among
other provisions, a statewide video franchise ét@dommunications carriers, established a framefarlleregulation of the retail
telecommunications services offered by incumbetdlléelecommunications carriers, created requirgsnien incumbent local
telecommunications carriers to reduce intrastatesscharges upon the deregulation of markets ieectetl the PUCT to initiate a
study of the Texas Universal Service Fund. We exjext the Texas Legislature may further addresseis of importance to rural
telecommunications carriers in Texas, includingTle&as Universal Service Fund, in the 2007 Legisadession which commenced
in January, 2007.

Texas Universal Service

The Texas universal service fund was establishddwPURA and is administered by NECA. The law disethe PUCT to
adopt and enforce rules requiring local exchangeera to contribute to a state universal servigedfwhich assists
telecommunications providers in providing basialdelecommunications service at reasonable ratbigh cost rural areas. The
Texas universal service fund is also used to reisgtelecommunications providers for revenueskggiroviding Tel-Assistance
and to reimburse carriers for providing lifelinengdee. The Texas universal service fund is fundga Istatewide charge payable by
specified telecommunications providers at ratesrd@hed by the PUCT. Our Texas rural telephone @origs qualify for
disbursements from this fund pursuant to critesi@lglished by the PUCT. We received Texas univesesaice fund subsidies of
$19.5 million, or 6.0% of our revenues in 2006 $20.6 million, or 6.4% of our revenues in 2005. &nthe new PURA rules the
PUCT has reviewed the Texas universal service &unttlis in the process of collaborating with the dbegislature regarding
possible reforms to the fund. We are participatinthe current process and anticipate the Texaslétgre will take some action
regarding the Texas universal service fund durireg2007 legislative session. What specific actidhbe taken is uncertain at this
time.

Local Government Authorizations

In lllinois, we historically have been requireddbtain franchises from each incorporated munidpah which our lllinois rura
telephone company operates. Effective Januaryd3,2in lllinois state statute prescribes the feasd municipality may impose on
our lllinois rural telephone company for the prage of originating and terminating messages andrgdacilities within the
municipality. lllinois Telephone Operations mayakbse required to obtain from municipal authorifiesmits for street opening and
construction, or operating franchises to instatl arpand fiber optic facilities in specified rueakas and from county authorities in
unincorporated areas. These permits or other lgeosagreements typically require the paymenees f
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In Texas, incumbent telephone companies have faatlyrbeen required to obtain franchises from eacbrporated
municipality in which our Texas rural telephone gamies operate. In 1999, Texas enacted legislggorrally eliminating the need
for incumbent telephone companies to obtain frasehor other licenses to use municipal rights-of-fea delivering services.
Payments to municipalities for rights-of-way arengmistered through the PUCT and through a reponiragess by each incumbent
telephone company and other similar telecommuninatprovider. Incumbent telephone companies g#dnito obtain permits from
municipal authorities for street opening and caridton, but most burdens of obtaining municipahavizations for access to rights-
of-way have been streamlined or removed.

Our Texas rural telephone companies still operateyant to the terms of municipal franchise agregmi@ some territories
served by Consolidated Communications of Fort Beathpany. As the franchises expire, they are notdosnewed.

Broadband and Internet Regulatory Obligations

In connection with our Internet access offerings,aguld become subject to laws and regulationeesdre adopted or applied
to the Internet. To date, the FCC has treatedrieteéBervice Providers, or ISP’s, as enhanced sepriaviders, rather than common
carriers, and therefore ISPs are exempt from neslrfl and state regulation, including the requineinto pay access charges or
contribute to the federal USF. As Internet serviegsand, federal, state and local governments magtaules and regulations, or
apply existing laws and regulations to the Internet

In its September 23, 2005 Order, the FCC adopthrgprehensive regulatory framework for facilitiessbd providers of
wireline broadband Internet access service. The &€€rmined that facilities-based wireline broadbhriernet access service is an
information service. This decision places the fablexgulatory treatment of DSL service in parityhwihe federal regulatory
treatment of cable modem service. Facilities-bagieeline carriers are permitted to offer broadb&mernet access transmission
arrangements for wireline broadband Internet aceessces on a common carrier basis or a non-congaoier basis, but they must
continue to provide existing wireline broadbancdeinet access transmission offerings, on a graretathbasis, to unaffiliated ISPs
for a one-year transition period. Wireline broadibhémternet access providers must maintain theirecuiruniversal service
contribution levels attributable to the provisidnareline broadband Internet access service foerod of 270 days from the date of
the FCC Order. If the FCC is unable to complete newtribution rules within the 270-day period, #&C will take whatever action
is necessary to preserve existing funding levatduding extending the 27@ay period discussed above or expanding the caontitif
base.

The emerging technology application known as VQAR be used to carry voice communications serviges @ broadband
Internet connection. The FCC has ruled that soméP\@Prangements are not subject to regulationlaphene services. In 2004, the
FCC ruled that certain VOIP services are jurisditdilly interstate, and it preempted the abilityhaf states to regulate some VOIP
applications or providers. A number of state reguahave filed judicial challenges to that preeomptiecision. The FCC has
pending a proceeding that will address the appilitalbf various regulatory requirements to VOIRogiders, including the payment
of access charges and the support of programsasudimiversal Service and Enhanced-911. Expandedfus@IP technology could
reduce the access revenues received by local eyelwamriers like us. We cannot predict whether loem/OIP providers may be
required to pay or be entitled to receive acceasges or USF support, the extent to which uselssudistitute VOIP calls for
traditional wireline communications or the impattiee growth of VOIP on our revenues.

Our Internet access offerings may become subjewewdy adopted laws and regulations. Currentlyrdtexists only a small
body of law and regulation applicable to accesst@ommerce on, the Internet. As the significaoicthe Internet expands, federal,
state and local governments may adopt new ruleseandations or apply existing laws and regulatitmthe Internet. The FCC is
currently reviewing the appropriate regulatory feamork governing high speed access to the Intemmetigh telephone and cable
providers’ communications networks. We cannot preettie outcome of these proceedings, and they fffiegt aur regulatory
obligations and the form of competition for thesevices.
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Video service is lightly regulated by the FCC atatesregulators. Such regulation is limited to campregistration, broadcast
signal call sign management, fee collection andiaidtnative matters such as Equal Employment Opmitt reporting. IPTV rates
are not regulated.

Item 1A. Risk Factors
Risks Relating to Our Common Stock

You may not receive dividends because our boardicgctors could, in its discretion, depart from ehange our dividend policy at
any time.

We are not required to pay dividends, and our stolders are not guaranteed, and do not have ctmitasr other rights, to
receive dividends. Our board of directors may deeitany time, in its discretion, to decrease theunt of dividends, otherwise
change or revoke the dividend policy or discontieatérely the payment of dividends. Our board calggart from or change our
dividend policy, for example, if it were to determaithat we had insufficient cash to take advantdigeher opportunities with
attractive rates of return. In addition, if we dut pay dividends, for whatever reason, your shafesir common stock could become
less liquid and the market price of our commonlstmuld decline.

We might not have cash in the future to pay dividknin the intended amounts or at all.

Our ability to pay dividends, and our board of diges’ determination to maintain our dividend policy, wikpend on numero
factors, including the following:

. the state of our business, the environment irclvhie operate and the various risks we face, imufdut not limited to,
competition, technological change, changes in ndustry, regulatory and other risks summarizedi; Annual Report ¢
Form 1(-K;

. changes in the factors, assumptions and othesidemations made by our board of directors in ngirig and adopting the
dividend policy, as described unc“Dividend Policy and Restrictio” in Item 5 of the Annual Report on Form-K;

. our future results of operations, financial corafitiliquidity needs and capital resourc

. our various expected cash needs, including istened any future principal payments on our indifss, capital
expenditures, taxes, pension and other-retirement contributions and certain other costsl;

. potential sources of liquidity, including borrowinipder our revolving credit facility or possiblesassales

While our estimated cash available to pay divideiodshe year ended December 31, 2006 was suffitiepay dividends in
accordance with our dividend policy, if our futwestimated cash available to pay dividends weraltd&low our expectations, our
assumptions as to estimated cash needs are taar ifwther applicable assumptions were to prowsirect, we may need to:

. either reduce or eliminate dividenc

. fund dividends by incurring additional debt (betextent we were permitted to do so under theeageats governing our
then existing debt), which would increase our lager, debt repayment obligations and interest expand decrease our
interest coverage, resulting in, among other thingduced capacity to incur debt for other purppisetuding to fund
future dividend payment
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. amend the terms of our credit agreement or ingtentf our lenders agreed, to permit us to paydeinds or make other
payments if we are otherwise not permitted to dc

. fund dividends from future issuances of equityusities, which could be dilutive to our stockhatsland negatively effect
the price of our common stoc

. fund dividends from other sources, such as sadiyasset sales or by working capital, which wdeidre us with less
cash available for other purposes; i

. reduce other expected uses of cash, such as caxphditures

Over time, our capital and other cash needs withitably be subject to uncertainties, which codfda whether we pay
dividends and the level of any dividends we may ipaye future. In addition, if we seek to raiseléidnal cash from additional debt
incurrence or equity security issuances, we caassire you that such financing will be availableeasonable terms or at all. Each
of the results listed above could negatively afteat results of operations, financial conditioguiidity and ability to maintain and
expand our business.

Because we are a holding company with no operations will not be able to pay dividends unless oubsidiaries transfer funds
to us.

As a holding company we have no direct operationsaur principal assets are the equity interesthole in our respective
subsidiaries. In addition, our subsidiaries arallgglistinct from us and have no obligation tawster funds to us. As a result, we are
dependent on the results of operations of our dissgs and, based on their existing and future dgteements (such as the credit
agreement), state corporation law of the subsikaaind state regulatory requirements, their alidityansfer funds to us to meet our
obligations and to pay dividends.

You may not receive dividends because of restritdiin our debt agreements, Delaware and
lllinois law and state regulatory requirement

Our ability to pay dividends will be restricted byrrent and future agreements governing our debiyding our amended and
restated credit agreement and our indenture, Deéaarad lllinois law and state regulatory requiretaen

. Our credit agreement and our indenture restriciability to pay dividends. Based on the resultsperations from
October 1, 2005 through December 31, 2006, we woald been able to pay a dividend of $47.8 milbased on the
restricted payment covenants contained in our teggteement and indenture. This is based on thi¢yadfi the borrowers
under the credit facility (Consolidated Communiea$, Inc. and Texas Holdings) to pay to the Com %8 million in
dividends and the ability of the Company to paitd¢stockholders $84.5 million in dividends undeg general formula
under the restricted payments covenants of theninde, commonly referred to as the build-up amoAfier giving effect
to the dividend of $10.0 million which was declaiedNovember of 2006 but paid on February 1, 200¥ could pay a
dividend of $37.8 million under the credit facilignd $74.5 million under the indenture. The amatintividends we will
be able to pay under the build-up amount will bedar in part, on the amount of cash that may kellised by the
borrowers under the credit agreement to us. Intiagibased on the indenture provision relatingublic equity offerings
which includes our IPO that was completed JulyZBi05, we expect that we will be able to pay apprately $4.1 millior
annually in dividends, subject to specified comdli. This means that we could pay approximately 8#llion in
dividends under this provision in addition to whatewe may be able to pay under the build-up amaltitough a
dividend payment under this provision will redube amount we otherwise would have available tongieuthe build-up
amount for restricted payments, including divider
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. Under Delaware law, our board of directors matyanghorize payment of a dividend unless it isaifhaid out of our
surplus, as calculated in accordance with the Dadaweneral Corporation law, or the DGCL, or ifdeenot have a
surplus, it is paid out of our net profits for ttiecal year in which the dividend is declared andl'@ preceding fiscal year.
The lllinois Business Corporation Act also impobestations on the ability of our subsidiaries tlaae Illinois
corporations, including ICTC, to declare and payd#nds.

. The ICC and the PUCT could require our lllinomldl exas rural telephone companies to make minimonounts of
capital expenditures and could limit the amountash available to transfer from our rural telephoompanies to us. Our
rural telephone companies are ICTC, Consolidatedr@onications of Fort Bend Company and Consolidated
Communications of Texas Company. As part of the’$G€view of the reorganization consummated in emtion with
the completion of our IPO, the ICC imposed varioasditions as part of its approval of the reorgatian, including
(1) prohibitions on the payment of dividends orestbash transfers from ICTC, our lllinois ruraktghone company, to us
if it fails to meet or exceed agreed benchmarkaforajority of seven service quality metrics fog firior reporting year
and (2) the requirement that our Illinois rurakfghone company have access to the higher of $8i6mor its currently
approved capital expenditure budget for each calepeiar through a combination of available cashamdunts available
under credit facilities. In addition, the lllinoublic Utilities Act prohibits the payment of dieidds by ICTC, except out
of earnings and earned surplus, if IC$Capital is or would become impaired by paymenhefdividend, or if payment
the dividend would impair ICTC'’s ability to renderasonable and adequate service at reasonableunaliess the ICC
otherwise finds that the public interest requiragment of the dividend, subject to any conditianpased by the 1CC

We expect that our cash income tax liability willdrease in 2007 as a result of the use of, and tatibns on, our net operating
loss carryforwards, which will reduce our after-tapash available to pay dividends and may requireaseduce dividend
payments in future periods

We expect that our cash income tax liability wiltiease in 2007, which may limit the amount of casthave available to pay
dividends. Under the Internal Revenue Code, in ggni the extent a corporation has losses inssxoétaxable income in a taxable
period, it will generate a net operating loss orlNi@at may be carried back or carried forward aseduto offset taxable income in
prior or future periods. As of December 31, 2006,have approximately $11.0 million of federal npéting losses, net of
valuation allowances, available to us to carry fanavto periods beginning after December 31, 200&. dmount of an NOL that may
be used in a taxable year to offset taxable incorag be limited, such as when a corporation undergoe‘ownership changeinder
Section 382 of the Internal Revenue Code. We expeptnerate taxable income in the future, whidhbve offset by our NOLs,
subject to limitations, such as under Section 3B Internal Revenue Code as a result of ourdaR@prior ownership changes.
Once our NOLs have been used or have expired, Wbawequired to pay additional cash income taXé® increase in our cash
income tax liability will have the effect of redag our after-tax cash available to pay dividendsitare periods and may require us
to reduce dividend payments on our common stoskiah future periods.

If we continue to pay dividends at the level curtBnanticipated under our dividend policy, our abiif to pursue growtt
opportunities may be limited.

We believe that our dividend policy could limit,ttnot preclude, our ability to grow. If we continpaying dividends at the
level currently anticipated under our dividend pgliwe may not retain a sufficient amount of castd may need to seek financing,
to fund a material expansion of our business, bialg any significant acquisitions or to pursue gitowpportunities requiring capital
expenditures significantly beyond our current exgens. The risks relating to funding any dividendr other cash needs as a result
of paying dividends, are summarized above. In amdibecause we expect a significant portion oh@silable will be distributed
to the holders of our common stock under our divédpolicy, our ability to pursue any material exgian of our business will
depend more than it otherwise would on our abibtpbtain third party financing. We cannot asswa that such financing will be
available to us on reasonable terms or at all.
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Our organizational documents could limit or delayather party’s ability to acquire us and, therefgreould deprive our investors
of the opportunity to obtain a takeover premium ftreir shares.

A number of provisions in our amended and resteéetificate of incorporation and bylaws will makelifficult for another
company to acquire us. These provisions includ@ranothers, the following:

. dividing our board of directors into three class&hich results in only approximately one-thirdoof board of directors
being elected each ye:

. requiring the affirmative vote of holders of he$s than 75% of the voting power of our outstagdiommon stock to
approve any merger, consolidation or sale of aiudrstantially all of our asse

. providing that directors may only be removeddause and then only upon the affirmative vote ddéxs of not less than
two-thirds of the voting power of our outstanding conmstock;

. requiring the affirmative vote of holders of he$s than twdahirds of the voting power of our outstanding conmnstock tc
amend, alter, change or repeal specified provisiérmsir amended and restated certificate of inc@fimn and bylaws
(other than provisions regarding stockholder apakof any merger, consolidation or sale of all @bstantially all of our
assets, which shall require the affirmative vot@%#o of the voting power of our outstanding comrstotk);

. requiring stockholders to provide us with advanetce if they wish to nominate any persons fectbn to our board of
directors or if they intend to propose any matferconsideration at an annual stockholders megéing

. authorizing the issuance of so-called “blank &hgereferred stock without stockholder approval npuch terms as the
board of directors may determir

We are also subject to laws that may have a sireffact. For example, federal and lllinois telecoumications laws and
regulations generally prohibit a direct or indirgeinsfer of control over our business without pragulatory approval. Similarly,
section 203 of the DGCL prohibits us from engading business combination with an interested stolcldr for a period of three
years from the date the person became an interststekholder unless certain conditions are meta Assult of the foregoing, it wi
be difficult for another company to acquire us ahdyrefore, could limit the price that possibledgstors might be willing to pay in t

future for shares of our common stock. In additibe, rights of our common stockholders will be gabjo, and may be adversely
affected by, the rights of holders of any classanes of preferred stock that may be issued iriutige.

The concentration of the voting power of our commstock ownership could limit your ability to influece corporate matters.

On December 31, 2006, Central lllinois Telephonaedvapproximately 21.7% of our common stock. Initaatt our executive
management owned approximately 2.7%. As a residdset investors will be able to significantly infhee all matters requiring
stockholder approval, including:

. the election of director:

. significant corporate transactions, such as ajarasr other sale of our company or its assets) prevent any such
transaction

. acquisitions that increase our amount of indebtssloe sell reveni-generating asset
. corporate and management polici
. amendments to our organizational documents;

. other matters submitted to our stockholders forayed.
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This concentrated share ownership will limit yobility to influence corporate matters and, as altesie may take actions that
other stockholders do not view as beneficial, whiehy adversely affect the market price of our comstock.

Risks Relating to Our Indebtedness and Our Capitatructure

We have a substantial amount of debt outstandinglanay incur additional indebtedness in the
future, which could restrict our ability to pay digends.

We have a significant amount of debt outstandirgofADecember 31, 2006, we had $594.0 million tdlttong-term debt
outstanding and $115.0 million of stockholders gquiihe degree to which we are leveraged could rapertant consequences for
you, including:

. requiring us to dedicate a substantial portionwfaash flow from operations to make interest paysien our debt, whic

payments we currently expect to be approximateB:%4o $45.0 million in 2007, thereby reducing faraVailable for
operations, future business opportunities and githgsoses and/or dividends on our common st

. limiting our flexibility in planning for, or reaatig to, changes in our business and the industishinh we operate
. making it more difficult for us to satisfy our dedotd other obligation:

. limiting our ability to borrow additional fundey to sell assets to raise funds, if needed, fakimg capital, capital
expenditures, acquisitions or other purpo

. increasing our vulnerability to general adversenecaic and industry conditions, including changemiterest rates; ar

. placing us at a competitive disadvantage comparedit competitors that have less dt

We cannot assure you that we will generate suffiaievenues to service and repay our debt and suHfieient funds left over
to achieve or sustain profitability in our operaspmeet our working capital and capital expendingeds, compete successfully in
our markets or pay dividends to our stockholders.

Subject to the restrictions in our indenture aratlitragreement, we may be able to incur additideat. As of December 31,
2006, we would have been able to incur approximai82.0 million of additional debt. Although oudienture and credit agreement
contain restrictions on our ability to incur addital debt, these restrictions are subject to a mummbimportant exceptions. If we
incur additional debt, the risks associated withsubstantial leverage, including our ability tovsee our debt, would likely increas

We will require a significant amount of cash to sece and repay our debt and to pay dividends on oammon stock, and our
ability to generate cash depends on many factorgdsel our control.

We currently expect our cash interest expense &ppeoximately $43.5 to $45.0 million in fiscal y&907. Our ability to mak
payments on our debt and to pay dividends on ommmeon stock will depend on our ability to generaisttin the future, which will
depend on many factors beyond our control. We daasgure you that:

. our business will generate sufficient cash flownfroperations to service and repay our debt, pageiins on our comm
stock and to fund working capital and planned edgikpenditures
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future borrowings will be available under ourditdacilities or any future credit facilities imamount sufficient to enable
us to repay our debt and pay dividends on our comstack; or

we will be able to refinance any of our debt on cwgncially reasonable terms or at .

If we cannot generate sufficient cash from our apens to meet our debt service and repayment atidigs, we may need to
reduce or delay capital expenditures, the developwfeour business generally and any acquisititfrfer any reason we are unable
to meet our debt service and repayment obligatieasyould be in default under the terms of the egrents governing our debt,
which would allow the lenders under our creditlities to declare all borrowings outstanding todoee and payable, which would in
turn trigger an event of default under our indeatlf the amounts outstanding under our creditifees or our senior notes were to
be accelerated, we cannot assure you that oursassatd be sufficient to repay in full the moneyasto the lenders or to our other
debt holders.

Our indenture and credit agreement contain covenariat limit the discretion of our management in egating our business and
could prevent us from capitalizing on business opjmities and taking other corporate actions.

Our indenture and credit agreement impose sigmifioperating and financial restrictions on us. Buestrictions limit or
restrict, among other things, our ability and théity of our subsidiaries that are restricted bgde agreements to:

incur additional debt and issue preferred st

make restricted payments, including paying dividead, redeeming, repurchasing or retiring our eapiock;
make investments and prepay or redeem (

enter into agreements restricting our subsidi’ ability to pay dividends, make loans or transfexeés to us
create liens

sell or otherwise dispose of assets, includingtabpiock of subsidiarie:

engage in transactions with affiliate

engage in sale and leaseback transact

make capital expenditure

engage in business other than telecommunicatiosisdsses; an

consolidate or merg:

In addition, our credit agreement requires, andfatyre credit agreements may require, us to comjitly specified financial
ratios, including ratios regarding total leveraggnior secured leverage and fixed charge cove@geability to comply with these
ratios may be affected by events beyond our cariftatse restrictions:

limit our ability to plan for or react to markednditions, meet capital needs or otherwise rdgitic activities or business
plans; anc

adversely affect our ability to finance our ofiEnas, enter into acquisitions or to engage in othesiness activities that
would be in our interes
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In the event of a default under the amended andtesbcredit agreement, the lenders could foreaosthe assets and capital
stock pledged to them.

A breach of any of the covenants contained in oedit agreement, or in any future credit agreememtsur inability to compl'
with the financial ratios could result in an evehtlefault, which would allow the lenders to deelall borrowings outstanding to be
due and payable, which would in turn trigger anné\aé default under the indenture. If the amountstanding under our credit
facilities or our senior notes were to be accedslaive cannot assure you that our assets wouldffieient to repay in full the mone
owed to the lenders or to our other debt holders.

We face the risks of either not being able to refitce our existing debt if necessary or doing sadtigher interest expense.

Our senior notes mature in 2012 and our creditifids mature in full in 2011. We may not be alde¢finance our senior notes
or renew or refinance our credit facilities, or aepewal or refinancing may occur on less favoraéddms. If we are unable to
refinance or renew our senior notes or our creditlifies, our failure to repay all amounts duetio@ maturity date would cause a
default under the indenture or the credit agreemeraddition, our interest expense may increageificantly if we refinance our
senior notes or our amended and restated creditiéscon terms that are less favorable to us th@nexisting terms of our senior
notes or credit facilities, which could impair ability to pay dividends. As of December 31, 2006, senior notes bear interest at 9
3/ 4% per year and our credit facilities bear integgdtIBOR + 2.0%. On February 26, 2007, we complatedpricing amendment to
our credit facilities, which lowers our intereste@o LIBOR + 1.75%.

Risks Relating to Our Business

The telecommunications industry is generally sulfjéa substantial regulatory changes, rapid develogmhand introduction of
new technologies and intense competition that coaltlise us to suffer price reductions, customer kssreduced operating
margins or loss of market share.

The telecommunications industry has been, and \Wevieewill continue to be, characterized by sevémhds, including the
following:

. substantial regulatory change due to the pasmad@mplementation of the Telecommunications Adtiolv included
changes designed to stimulate competition for bathl and long distance telecommunications sery

. rapid development and introduction of new technigiegnd service:

. increased competition within established market® current and new market entrants that may ple@eompeting or
alternative service:

. the blurring of traditional dividing lines betweeand the bundling of, different services, sucloaal dial tone, long
distance, wireless, cable, data and Internet sssyanc

. an increase in mergers and strategic allianasattow one telecommunications provider to offeareased services or
access to wider geographic marki

We expect competition to intensify as a result@ircompetitors and the development of new techmedogroducts and

services. Some or all of these risks may cause hawve to spend significantly more in capital expigmes than we currently
anticipate to keep existing and attract new custeme
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Many of our voice and data competitors, such ategatoviders, Internet access providers, wirelesgise providers and long
distance carriers have brand recognition and fihngersonnel, marketing and other resourcesatesignificantly greater than
ours. In addition, due to consolidation and striatatliances within the telecommunications industwg cannot predict the number of
competitors that will emerge, especially as a tesfubxisting or new federal and state regulatariegislative actions. Such increas
competition from existing and new entities couldddo price reductions, loss of customers, redopedating margins or loss of
market share.

The use of new technologies by other, existing camies may increase our costs and cause us to lestamers and revenues.

The telecommunications industry is subject to ramd significant changes in technology, frequemt service introductions
and evolving industry standards. Technological tgments may reduce the competitiveness of outicgesand require unbudgeted
upgrades, significant capital expenditures anchtbeurement of additional services that could hgeesive and time consuming.
New services arising out of technological developtaenay reduce the competitiveness of our serviteg fail to respont
successfully to technological changes or obsolescenfail to obtain access to important new tetdies, we could lose customers
and revenues and be limited in our ability to attreew customers or sell new services to our exgjstustomers. The successful
development of new services, which is an elemepuofusiness strategy, is uncertain and depematemany factors, and we may
not generate anticipated revenues from such serwidgich would reduce our profitability. We canpogdict the effect of these
changes on our competitive position, costs or oofitability.

In addition, part of our marketing strategy is lthea market acceptance of DSL and IPTV. We exgw®ttan increasing
amount of our revenues will come from providing D&id IPTV. The market for high-speed Internet agé¢estill developing, and
we expect current competitors and new market etsttarintroduce competing services and to devetp technologies. Likewise,
the ability to deliver high quality video servicees traditional telephone lines is a new developntiest has not yet been proven. The
markets for these services could fail to developwgmore slowly than anticipated or become satdratiéh competitors with
superior pricing or services. In addition, our D&id IPTV offerings may become subject to newly aedpaws and regulations. We
cannot predict the outcome of these regulatory ldpweents or how they may affect our regulatory giditions or the form of
competition for these services. As a result, wddcbave higher costs and capital expenditures, iadexenues and greater
competition than expected for DSL and IPTV services

Our possible pursuit of acquisitions could be exére, may not be successful and, even if it is @ssful, may be more costly thi
anticipated.

Our acquisition strategy entails numerous riske parsuit of acquisition candidates could be expersnd may not be
successful. Our ability to complete future acqiasg will depend on our ability to identify suitabhcquisition candidates, negotiate
acceptable terms for their acquisition and, if 3segy, finance those acquisitions, in each cagerdany attractive candidates are
purchased by other parties, some of whom may hesagey financial and other resources than us. Véhethnot any particular
acquisition is closed successfully, each of thesiwities is expensive and time consuming and wdilkely require our management
to spend considerable time and effort to accomplism, which would detract from their ability tonrour current business. We may
face unexpected challenges in receiving any red@pprovals from the FCC, the ICC, or other appleastate regulatory
commissions, which could result in delay or our lbeing able to consummate the acquisition. Althowghmay spend considerable
expense and effort to pursue acquisitions, we neay@ successful in closing them.

If we are successful in closing any acquisitions,would face several risks in integrating themadidition, any due diligence
we perform may not prove to have been accurateeample, we may face unexpected difficulties itegng markets in which we
have little or no direct prior experience or in geating expected revenue and cash flow from theiesd| companies or assets.

If we do pursue an acquisition or other strategiogactions and any of these risks materialize, tbald have a material

adverse effect on our business and our abilitycldeve sufficient cash flow, provide adequate wagktapital, service and repay our
indebtedness and leave sufficient funds to payddiwils.
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Poor economic conditions in our service areas ifirlbis and Texas could cause us to lose local ascses and revenue!

Substantially all of our customers and operatiaed@cated in lllinois and Texas. The customer aséelecommunications
services in each of our rural telephone comparsies/ice areas in lllinois and Texas is small ammbgaphically concentrated,
particularly for residential customers. Due to gaographical concentration, the successful operatial growth of our business is
primarily dependent on economic conditions in auat telephone companies’ service areas. The ecisarvhthese areas, in turn,
are dependent upon many factors, including:

. demographic trend:

. in lllinois, the strength of the agricultural rRats and the light manufacturing and services itréss continued demand
from universities and hospitals and the level ofeayament spending; ar

. in Texas, the strength of the manufacturing, thezdre, waste management and retail industriesamihued demand
from schools and hospital

Poor economic conditions and other factors beyamdtontrol in our rural telephone companies’ senaceas could cause a
decline in our local access lines and revenues.

A system failure could cause delays or interrupt®af service could cause us to lose custom

In the past, we have experienced short, localizediptions in our service due to factors such &decdamage, inclement
weather and service failures of our third partyger providers. To be successful, we will needdotmue to provide our customers
reliable service over our network. The principaks to our network and infrastructure include:

. physical damage to our central offices or locakasdines
. disruptions beyond our contrc

e  power surges or outages; &

+  software defects

Disruptions may cause interruptions in serviceeoluced capacity for customers, either of which@d@aluse us to lose
customers and incur unexpected expenses, and yhadebrsely affect our business, revenue and dash f

Loss of a large customer could reduce our revenuesaddition, a significant portion of our revenuegom the State of lllinois is
based on contracts that are favorable to the goveent.

Our success depends in part upon the retentionrdhoge customers such as AT&T and the Statdiobls. AT&T accounted
for 8.4% and 5.0% and the State of Illinois accedrfbr 6.0% and 5.8% of our revenues during 20@624105, respectively. In
general, telecommunications companies such asfacgghe risk of losing customers as a result ofre@t expiration, merger or
acquisition, business failure or the selectionradther provider of voice or data services. In addijtwe generate a significant port
of our operating revenues from originating and faeating long distance and international telephasiésdor the long distance
divisions of AT&T and Verizon, which have recenligen acquired or experienced substantial finadéffidulties. We cannot assu
you that we will be able to retain lc-term relationships or secure renewals of shortrtiexiationships with our customers in the
future.
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In 2006 and 2005, 47.0% and 46.2%, respectivelpuofOther Operations revenues were derived fronredationships with
various agencies of the State of lllinois, prindipthe Department of Corrections through Publicv&zs. Our relationship with the
Department of Corrections accounted for 93.3% &)%), respectively, of our Public Services reverdiging 2006 and 2005. Our
predecessor’s relationship with the Departmentaféttions has existed since 1990 despite changgsviernment administrations.
Nevertheless, obtaining contracts from governmganhaies is challenging, and government contrassolur contracts with th
State of lllinois, often include provisions thaedavorable to the government in ways that arestastdard in private commercial
transactions. Specifically, each of our contradth the State of lllinois:

. includes provisions that allow the respectivéestayency to terminate the contract without causkevdthout penalty under
some circumstance

. is subject to decisions of state agencies thaswgct to political influence on renew
. gives the State of lllinois the right to renew tumtract at its option but does not give us theesdaght; anc

. could be cancelled if state funding becomes unalksl

The failure of the State of lllinois to perform wrdhe existing agreements for any reason, orrtewethe agreements when tl
expire, could have a material adverse effect orreugnues. For example, the State of lllinois, Wwhigpresented 40.8% of the
revenues of our Market Response business for 20@drded the renewal of the lllinois State Toll Higly Authority contract, the
sole source of those revenues, to another provider.

If we are unsuccessful in obtaining and maintainingecessary right-of-way for our network, our operations may be imtepted
and we would likely face increased costs.

We need to obtain and maintain the necessary rigfhtgy for our network from governmental and qugsvernmental entities
and third parties, such as railroads, utilitieateshighway authorities, local governments andsitauthorities. We may not be
successful in obtaining and maintaining these sigiftway or obtaining them on acceptable terms tdrein existing or new service
areas. Some of the agreements relating to theses+ig-way may be short-term or revocable at waitid we cannot be certain that we
will continue to have access to existing rightsaafy after they have expired or terminated. If ahgwr rights-of-way agreements
were terminated or could not be renewed, we maptoed to remove our network facilities from undlee affected rights-of-way or
relocate or abandon our networks. We may not be tebinaintain all of our existing rights-afay and permits or obtain and maint
the additional rights-of-way and permits needeiiriplement our business plan. In addition, our f&lto maintain the necessary
rights-of-way, franchises, easements, licensepanuits may result in an event of default underaimended and restated credit
agreement and other credit agreements we may iatten the future and, as a result, other agreésngoverning our debt. As a
result of the above, our operations may be intéedipnd we may need to find alternative rights-afrand make unexpected capital
expenditures.

We are dependent on third party vendors for ouranfnation and billing systems. Any significant disption in our relationship
with these vendors could increase our costs anceffour operating efficiencies.

Sophisticated information and billing systems dtal¥o our ability to monitor and control costdl] bustomers, process
customer orders, provide customer service and eeluperating efficiencies. We currently rely oreimtal systems and third party
vendors to provide all of our information and presiag systems. Some of our billing, customer seraitd management information
systems have been developed by third parties fandsmay not perform as anticipated. In additiam, mans for developing and
implementing our information and billing systembynerimarily on the delivery of products and seesddy third party vendors. Our
right to use these systems is dependent upon écagreements with third party vendors. Some ofetlaggeements are cancelable by
the vendor, and the cancellation or nonrenewallier@®f these agreements could impair our abititpriocess orders or bill our
customers. Since we rely on third party vendorgravide some of these services, any switch in vendould be costly and affect
operating efficiencies.
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The loss of key management personnel, or the indépito attract and retain highly qualified managemeand other personnel in
the future, could have a material adverse effectaur business, financial condition and results operations.

Our success depends upon the talents and effokiesyahanagement personnel, many of whom have bé&brow company and
our industry for decades, including Mr. Lumpkin,bdeat J. Currey, Steven L. Childers, Joseph R. Div&leven J. Shirar, C. Robert
Udell, Jr. and Christopher A. Young. The loss of anch management personnel, due to retiremertherwise, and the inability to
attract and retain highly qualified technical andnagement personnel in the future, could have anabhadverse effect on our
business, financial condition and results of openat

Regulatory Risks

The telecommunications industry in which we operasesubject to extensive federal, state and loaulation that could change
in a manner adverse to us.

Our main sources of revenues are our local telephosinesses in lllinois and Texas. The laws agdlations governing these
businesses may be, and in some cases have belienged in the courts, and could be changed by €msg state legislatures or
regulators at any time. In addition, new regulaicould be imposed by federal or state authoriie®asing our operating costs or
capital requirements or that are otherwise adviersis. We cannot predict the impact of future depelents or changes to the
regulatory environment or the impact such develagmer changes may have on us. Adverse rulingsl&ign or changes in
governmental policy on issues material to us cautdease our competition, cause us to lose cus®tmarompetitors and decrease
our revenues, increase our costs and decreaseapititfy.

Our rural telephone companies could lose their rdrstatus under interconnection rules, which woulddrease our costs and cou
cause us to lose customers and the associated g&to competitors.

The Telecommunications Act imposes a number oféot@nection and other requirements on local comopatitins providers,
including incumbent telephone companies. Each@stibsidiaries through which we operate our logaphone businesses is an
incumbent telephone company that provides servicaral areas. The Telecommunications Act exemptd telephone companies
from some of the more burdensome interconnectiqnirements such as unbundling of network elememdssaaring information
and facilities with other communications providéFhese unbundling requirements and the obligatiasffer unbundled network
elements, or UNESs, to competitors, impose substhrnsts on, and result in customer attrition floe, incumbent telephone
companies that must comply with these requiremer@s. March 31, 2006, Sprint filed with the PUCTIifothe rural exemption for
both of the Texas rural telephone companies antliyn25, 2006, the PUCT ordered the rural exemgimiifted for both
companies. The PUCT's decision has been appeatbeé tdnited States District Court on the groundg Sprint did not properly
make a request for interconnection or revocatioouwfrural exemptions and a ruling is expected it 2007. To the extent that the
applicable rural exemption is removed or is terrtédaand the applicable state commission does lwt als adequate compensation
for the costs of providing interconnection or UNBsr administrative and regulatory costs couldease significantly and we could
suffer a significant loss of customers and revenaexisting or new competitors. However, themidtiof the rural exemption would
not impact the company’s rural status as it pestédnraccess and universal service.

Legislative or regulatory changes could reduce dimgnate the revenues our rural telephone companieseive from networl
access charges.

A significant portion of our rural telephone comjeei revenues come from network access chargeshydihg distance and
other carriers for originating or terminating catisour rural telephone companies’ service arehs.dmount of network access
charge revenues that our rural telephone compamiesve is based on interstate rates set by thedf@Gntrastate rates set by the
ICC and PUCT. The FCC has reformed, and continuesform, the federal network access charge sysiaththe states, including
lllinois and Texas, often establish intrastate meknaccess charges.
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Traditionally, regulators have allowed network asceates to be set higher in rural areas thandiualacost of originating or
terminating calls as an implicit means of subsidizihe high cost of providing local service in taeeas. In 2001, the FCC adopted
rules reforming the network access charge systemufal carriers, including reductions in pmiaute access charges and increas
both universal service fund subsidies and flat;natenthly per line charges on end-user customeuslithois rural telephone
company’s intrastate network access rates mirtersiate network access rates. lllinois does rmtige, however, an explicit
subsidy in the form of a universal service fundliale to our lllinois rural telephone company. &sesult, while subsidies from 1
federal universal service fund have offset lllindeephone Operationdecrease in revenues resulting from the reductiontérstat
network access rates, there was not a corresponéisegj for the decrease in revenues from the mémlu intrastate network access
rates.

The FCC is currently considering even more sweepaotgntial changes in network access charges. Diapgon the FCC's
decisions, our current network access charge re@soould be reduced materially, and we do not kwbether increases in other
revenues, such as federal or Texas subsidies anthipdine charges, will be sufficient to offsetyasuch reductions. The ICC and
the PUCT also may make changes in our intrastateonie access charges, which may also cause redisdatioour revenues. To the
extent any of our rural telephone companies becaubgect to competition and competitive telephormapanies increase their
operations in the areas served by our rural telepltompanies, a portion of long distance and athgiers’ network access charges
will be paid to our competitors rather than to oompanies. In addition, the compensation our comegareceive from network
access charges could be reduced due to compédtiionwireless carriers.

In addition, VOIP services are increasingly beintbeaced by cable companies, incumbent telephon@aoies, competitive
telephone companies and long distance carriersFOis considering whether VOIP services are iagdltelecommunications
services or unregulated information services ambisidering whether providers of VOIP servicesakgated to pay access
charges for calls originating or terminating onuntbent telephone company facilities. We cannotiptélde outcome of the FCC'’s
rulemaking or the impact on the revenues of oualri@lephone companies. The proliferation of VQi&rticularly to the extent such
communications do not utilize our rural telephonepanies’ networks, may cause significant redustionour rural telephone
companies’ network access charge revenues.

We believe telecommunications carriers, such asdatistance carriers or VOIP providers, are dispugimnd/or avoiding their
obligation to pay network access charges to rurelephone companies for use of their networks. Ifrdars successfully dispute or
avoid the applicability of network access chargesy revenues could decrease.

In recent years, telecommunications carriers, ssclong distance carriers or VOIP providers, ha@ne more aggressive in
disputing interstate access charge rates set byGiteand the applicability of network access chsitgeheir telecommunications
traffic. We believe that these disputes have irsgdan part due to advances in technology that heveered the identity and
jurisdiction of traffic more difficult to ascertagind that have afforded carriers an increased tymior to assert regulato
distinctions and claims to lower access costsHeir traffic. As a result of the increasing deplamhof VOIP services and other
technological changes, we believe that these tgpdisputes and claims will likely increase. In #iioh, we believe that there has
been a general increase in the unauthorized ustéegbmmunications providers’ networks without paymof appropriate access
charges, or so-called “phantom traffic”, due intpgaradvances in technology that have made it etsigse networks without having
to pay for the traffic. As a general matter, wedad that this phantom traffic is due to unintendsédge and, in some cases, fraud.
We cannot assure you that there will not be mdteldms made against us contesting the applidgimfi network access charges
billed by our rural telephone companies or contthaeincreased phantom traffic that uses our nééwathout paying us for it. If
there is a successful dispute or avoidance ofppéacability of network access charges, our revermald decrease.
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Legislative or regulatory changes could reduce dimgnate the government subsidies we recei

The federal and Texas state system of subsidias, frhich we derive a significant portion of our eeues, are subject to
modification. Our rural telephone companies recsigaificant federal and state subsidy payments.

. For the year ended December 31, 2006, we receinedjgregate $47.6 million from the federal ursaéservice fund and
the Texas universal service fund, which compris€8% of our revenues for the ye

. In 2005, we received an aggregate of $53.9 milliom the federal universal service fund and tegak universal service
fund, which comprised 16.8% of our revenues forytbar.

During the last two years, the FCC has made madifios to the federal universal service fund sydtesh changed the sources
of support and the method for determining the |@fedupport recipients of federal universal senfiged subsidies receive. It is
unclear whether the changes in methodology wiltiooie to accurately reflect the costs incurred biraral telephone companies
and whether we will continue to receive the samewhof federal universal service fund support thatrural telephone companies
have received in the past. The FCC is also cugrenthsidering a number of issues regarding thecgoand amount of contributions
to, and eligibility for payments from, the fedeuwaliversal service fund, and these issues may @&gsbebsubject of legislative
amendments to the Telecommunications Act.

In December 2005, Congress suspended the appfiaattio law called the Anti Deficiency Act to the EG universal service
fund until December 31, 2006. The Anti DeficiencgtArohibits government agencies from making fianmommitments in excess
of their funds on hand. Currently, the universav®e fund administrator makes commitments to feeapients in advance of
collecting the contributions from carriers thatlvaidy for these commitments. The FCC has not deteanwhether the Anti
Deficiency Act would apply to payments to our ruelephone companies. Congress is now consideriregher to extend the curre
temporary legislation that exempts the universalise fund from the AntiDeficiency Act. If it doa®t grant this extension,
however, the universal service subsidy paymentaitoural telephone companies may be delayed arceztin the future. We cant
predict the outcome of any federal or state letjii®@aaction or any FCC, PUCT or ICC rulemaking ionitar proceedings. If our rur
telephone companies do not continue to receiverdédad state subsidies, or if these subsidieseaheced, our rural telephone
companies will likely have lower revenues and maylre able to operate as profitably as they haswtically. In addition, if the
number of local access lines that our rural teleghmompanies serve increases, under the rulesrgogehe federal universal serv
fund, the rate at which we can recover certainfadeiversal service fund payments may decredsis.may have an adverse effect
on our revenues and profitability.

In addition, under the Telecommunications Act, competitors can obtain the same level of federalarsal service fund
subsidies as we do if the ICC or PUCT, as appleatétermines that granting these subsidies to etrags would be in the public
interest and the competitors offer and advertistairetelephone services as required by the Telemanications Act and the FCC.
Under current rules, any such payments to our ctitopewould not affect the level of subsidies figed by our rural telephone
companies, but they would facilitate competitivérgimto our rural telephone companies’ serviceaarand our rural telephone
companies may not be able to compete as effectorabtyherwise continue to operate as profitability.

The high costs of regulatory compliance could makenore difficult for us to enter new markets, maleequisitions or change ou
prices.

Regulatory compliance results in significant cdetsus and diverts the time and effort of managemed our officers away
from running our business. In addition, becauselegipns differ from state to state, we could faigmnificant costs in obtaining
information necessary to compete effectively iftweto provide services, such as long distanceicesyin markets in different
states. These information barriers could cause usctir substantial costs and to encounter sigmifiobstacles and delays in ente
these markets. Compliance costs and informationdrarcould also affect our ability to evaluate @odpete for new opportunities
to acquire local access lines or businesses asatisxy,
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Our intrastate services are also generally sulbpecertification, tariff filing and other ongoingage regulatory requirements.
Challenges to our tariffs by regulators or thirdtigs or delays in obtaining certifications andulegory approvals could cause us to
incur substantial legal and administrative expen$esiccessful, these challenges could adverdédgtahe rates that we are able to
charge to customers, which would negatively aféeotrevenues.

Legislative and regulatory changes in the telecommuations industry could raise our costs by faciitng greater competitiol
against us and reduce potential revenues.

Legislative and regulatory changes in the telecomioations industry could adversely affect our bassby facilitating greater
competition against us, reducing our revenuesisingour costs. For example, federal or stateslatiires or regulatory commissic
could impose new requirements relating to standardgiality of service, credit and collection p@is, or obligations to provide new
or enhanced services such as high-speed accéssltteérnet or number portability, whereby conswgream keep their telephone
number when changing carriers. Any such requiresemtild increase operating costs or capital remergs.

The Telecommunications Act provides for significahtinges and increased competition in the telecarimations industry.
This federal statute and the related regulationsane subject to judicial review and additional rakkings of the FCC, as well as to
implementing actions by state commissions.

Currently, there exists only a small body of lavd aagulation applicable to access to, or commenceéhe Internet. As the
significance of the Internet expands, federalestaid local governments may adopt new rules andatons or apply existing laws
and regulations to the Internet. The FCC is culyaetiiewing the appropriate regulatory framewodvgrning broadband consumer
protections for high speed access to the Intehmetigh telephone and cable providers’ communicatiggtworks. The outcome of
these proceedings may affect our regulatory obtigatand costs and competition for our serviceskbbuld have a material
adverse effect on our revenues.

Because we are subject to extensive laws and regria relating to the protection of the environmemtatural resources ant
worker health and safety, we may face significaiatilities or compliance costs in the future.

Our operations and properties are subject to fédstede and local laws and regulations relatingrttection of the
environment, natural resources and worker healthsafety, including laws and regulations goverrang creating liability relating
to, the management, storage and disposal of harardaterials, asbestos, petroleum products and @felated materials. We also
are subject to environmental laws and regulatiangming air emissions from our fleets of vehiclks.a result, we face several
risks, including the following:

. Under certain environmental laws, we could bel iable, jointly and severally and without regéodault, for the costs of
investigating and remediating any actual or thmeadeenvironmental contamination at currently arrchierly owned or
operated properties, and those of our predecessutdpr contamination associated with disposal$gr our
predecessors of hazardous materials at third péppsal sites. Hazardous materials may have lseased at certain
current or formerly owned properties as a resuhiistoric operations

. The presence of contamination can adversely taffiecvalue of our properties and our ability td aay such affected
property or to use it as collater

. We could be held responsible for third party ety damage claims, personal injury claims or ratigsource damage
claims relating to any such contaminati

e The cost of complying with existing environmentdjuirements could be significa

. Adoption of new environmental laws or regulatianshanges in existing laws or regulations orrtherpretations could
result in significant compliance costs or as yentified environmental liabilities
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. Future acquisitions of businesses or propertibgest to environmental requirements or affecteeéiwironmental
contamination could require us to incur substamiiets relating to such matte

. In addition, environmental laws regulating wetlaneisdangered species and other land use and nasioairce issues m
increase costs associated with future businesspamsion opportunities, delay, alter or interferghguch plans, or
otherwise adversely affect such pla

As a result of the above, we may face significatiilities and compliance costs in the future.
Item 1B. Unresolved Staff Comments

None

Item 2. Properties

Our headquarters and most of the administrativieesffor our Telephone Operations are located ittdda, lllinois.

The properties that we lease are pursuant to l¢haeexpire at various times between 2007 and 20lé& following chart
summarizes the principal facilities owned or leasgdis as of December 31, 2006.

Leased ol Approximate

Location Primary Use Owned Operating Segment Square Feel
Conroe, TX Regional Office Owned Telephone & Othe 51,90(
Mattoon, IL Corporate Headquarte Leasec  Telephone & Othe 49,10(
Mattoon, IL Operator Services and Operati Owned Telephone & Othe 36,30(
Charleston, IL Communications Center and Office Operations Leased Telephone & Other

Distribution 34,00(
Mattoon, IL Center Leasec  Telephon & Other 30,90(
Mattoon, IL Sales and Administration Offic Leasec  Telephone & Othe 30,70(
Lufkin, TX Regional Office Owned Telephone & Othe 30,10(
Conroe, TX Warehouse & Plar Owned Telephone & Othe 28,50(
Lufkin, TX Office Owned Telephone & Othe 23,20(
Mattoon, IL Order Fulfillment Leasec Other Operation 20,00(
Taylorville, IL Office and Communications Center Operations Owned  Telephone & Othel

Distribution 15,90(
Taylorville, IL Center Leasec  Telephone & Othe 14,70(
Lufkin, TX Warehoust Owned Telephone & Othe 14,20(
Katy, TX Warehoust Owned Telephone & Othe 14,00(
Lufkin, TX Office and Data Cent¢ Owned  Telephone & Othe 11,90(
Taylorville, IL Operator Services Call Cent Leasec Other Operation 11,50(
Conroe, TX Office Owned  Telephone & Othe 10,65(
Mattoon, IL Office Owned  Telephone & Othe 10,10¢(

In addition to the facilities listed above we owrhave the right to use approximately 500 additigmaperties consisting of
equipment at point of presence sites, central edficemote switching sites and buildings, towassismall offices, storage sites and
parking lots. Some of the facilities listed abolsoaserve as central office locations.
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Item 3. Legal Proceedings

We currently are, and from time to time may be jetttto claims arising in the ordinary course ofiness. However, we are
not currently subject to any such claims that wieelbe could reasonably be expected to have a mahtadiverse effect on our results
of operations or financial condition.

Item 4. Submission of Matters to a Vote of Securityolders
No matters were submitted to a vote of securitgéid during the fourth quarter of 2006.
PART II
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie
Our common stock is quoted on the NASDAQ Global kéaunder the symbol “CNSL.” As of March 5, 2007 kaad 110
stockholders of record. Because many of our shafresisting common stock are held by brokers am@minstitutions on behalf of

stockholders, we are unable to estimate the totalber of stockholders represented by these readddts. Dividends declared and
the low and high reported sales prices per shaoeiofommon stock are set forth in the followinglésfor the periods indicated:

Dividends
Quarter Ended Low High Declared
September 30, 2005 (beginning July 27, 2( $ 13.2( $ 15.1( $ 0.41
December 31, 20C $ 12.0¢ $ 14.1¢ $ 0.3¢
March 31, 200¢ $ 12.41 $ 16.3: $ 0.3¢
June 30, 200 $ 14.5( $ 17.0C $ 0.3¢
September 30, 20( $ 14.6¢ $ 19.5¢ $ 0.3¢
December 31, 20C $ 16.61 $ 21.1¢ $ 0.3¢

Dividend Policy and Restrictions

Our board of directors has adopted a dividend pdhat reflects its judgment that our stockholdeosild be better served if we
distributed to them a substantial portion of thehcgenerated by our business in excess of our #geash needs rather than
retaining it or using the cash for other purposesh as to make investments in our business oaf@macquisitions. We expect to
continue to pay quarterly dividends at an annual 08 $1.5495 per share during 2007, but only & emthe extent declared by our
board of directors and subject to various restirdion our ability to do so. Dividends on our commnstock are not cumulative.

Although it is our current intention to pay qualyatividends at an annual rate of $1.5495 per sf@ar2007, stockholders may
not receive dividends in the future, as a resuéirof of the following factors:

. Nothing requires us to pay divident

. While our current dividend policy contemplates thistribution of a substantial portion of the cgsherated by our
business in excess of our expected cash needpgdliiy could be changed or revoked by our boardifctors at any
time, for example, if it were to determine that gl insufficient cash to take advantage of oth@odpnities with
attractive rates of retur

. Even if our dividend policy is not changed oroked, the actual amount of dividends distributedeurthis policy, and the
decision to make any distributions, is entirelyteg discretion of our board of directo
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«  The amount of dividends distributed will be subjectovenant restrictions in the agreements goxgraur debt, includin
our indenture and our amended and restated crg@iement, and in agreements governing any futuse

. We might not have sufficient cash in the futweay dividends in the intended amounts or atalk ability to generate
this cash will depend on numerous factors, inclgdire state of our business, the environment irchwviie operate and tl
various risks we face, changes in the factors,maptians and other considerations made by our boldirectors in
reviewing and adopting the dividend policy, ouwiat results of operations, financial conditionul@jty needs and capital
resources and our various expected cash n

e The amount of dividends distributed may be limigdstate regulatory requiremen
»  The amount of dividends distributed is subjectestrictions under Delaware and lllinois le
. Our stockholders have no contractual or other leght to receive dividend:

The cash requirements of the expected dividendyalie in addition to our other expected cash ndeuth of which we expect
to be funded with cash flow from operations. Iniéidd, we expect we will have sufficient availabjlunder our amended and
restated revolving credit facility to fund dividepdyments in addition to any expected fluctuationgorking capital and other cash
needs, although we do not intend to borrow undserftitility to pay dividends.

We believe that our dividend policy will limit, babt preclude, our ability to grow. If we continpaying dividends at the level
currently anticipated under our dividend policy, may not retain a sufficient amount of cash, angt meed to seek refinancing, to
fund a material expansion of our business, inclg@diny significant acquisitions or to pursue groaiportunities requiring capital
expenditures significantly beyond our current exaens. In addition, because we expect a sigmfipartion of cash available will
be distributed to holders of common stock underdividend policy, our ability to pursue any matégapansion of our business will
depend more than it otherwise would on our abititpbtain third-party financing.

Issuer Purchases of Common Stock During the QuarteEnded December 31, 2006

During the quarter ended December 31, 2006 we eaxjdi 600 common shares surrendered to pay taxemirection with
employee vesting of restricted common shares issnddr our stock based compensation plan. Furtteil @f the acquired shares

follows:
Total number of Maximum number
shares purchasec of shares that may
Total number of Average price paic as part of publically yet be purchasec
Purchase period shares purchase per share announced plans  under the plans
October 13, 200 2,64¢ $ 19.1¢ Not applicable Not applicable
November 10, 200 1,952 $ 18.51 Not applicable Not applicable

Item 6. Selected Financial Data

The selected financial information set forth beloawe been derived from the audited consolidateahfiral statements of the
Company as of and for the years ended Decemb&088, 2005, 2004 and 2003 and the audited combfinadcial statements of
ICTC and related businesses as of and for thegreded December 31, 2002. We believe the operabioliSTC and the related
businesses prior to December 31, 2002 represepréuecessor of the Company. The following selehiswrical financial
information should be read in conjunction with It&r'Managemens Discussion and Analysis of Financial Conditiod &esults ¢
Operations,” and the Item 8 “Financial Informatemd Supplementary Data.”
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CClI Holdings Predecesso
Year Ended December 31
2006 2005 2004 2003 2002
($'s in millions)

Consolidated Statement of

Operations

Data:

Telephone operations revent $ 280.¢ $ 282.% $ 230.¢ $ 90.2 $ 76.7
Other operations revenu 40.4 39.1 39.2 42.C 33.2
Total operating revenut 320.¢ 321.¢ 269.¢ 132.: 109.¢

Cost of services and products
(exclusive of depreciation and
amortization shown separately

below) 98.1 101.1 80.€ 46.% 35.¢
Selling, general and administrative

expense: 94.7 98.¢ 87.¢ 42.F 35.€
Intangible assets impairme 11.2 — 11.€ — —
Depreciation and amortizatic 67.4 67.4 54.t 22.F 24.€
Income from operatior 49.2 54.1 35.C 21.C 13.¢
Interest expense, net ( (42.9 (53.9 (39.6) (11.9 (1.6)
Other, net (2 .3 5.7 3.7 0.1 0.4
Income (loss) before income tax 13.7 6.4 (0.9 9.2 12.7
Income tax expens (0.9 (10.9) (0.9) (3.7 (4.7
Net income (loss 13.2 (4.5 (1. 5.2 $ 8.C
Dividends on redeemable preferred

shares — (10.2) (15.0 (8.5 —
Net income (loss) applicable to

common share $ 13.5 $ 149 % (16.)) $ (3.0 —
Net income (loss) per common shi

Basic $ 0.4¢ $ 0.8y % 279 $ (0.39) —

Diluted $ 0.47 $ 08y % 179 $ (0.39) —

Consolidated Cash Flow Data:

Cash flows from operating activitic ~ $ 84.€ $ 79.2 $ 79. $ 28.¢ $ 28.t
Cash flows used in investing

activities (26.7) (31.7) (554.)) (296.7) (14.7)
Cash flows from (used in) financing

activities (62.7) (68.9) 516.: 277.¢ (16.€)
Capital expenditure 33.4 31.1 30.C 11.2 14.1

Consolidated Balance Sheet Data:

Cash and cash equivalel $ 26.7 $ 31.¢ $ 52.1 $ 10.1 $ 1.1
Total current asse 74.2 79.C 98.¢ 39.€ 23.2
Net plant, property & equipment ( 314.¢ 335.1 360.¢ 104.€ 105.1
Total asset 889.¢ 946.( 1,006.: 317.¢ 236.4
Total long-term debt (including

current portion) (4 594.( 555.( 629.¢ 180.¢ 21.C
Redeemable preferred sha — — 205.t 101.t —

Stockholders’ equity/Members’
deficit/Parent company investm:

(5) 115.( 199.2 (18.¢) (3.5 174.F
Other Financial Data:
Consolidated EBITDA (6 $ 139.¢ $ 136.¢ $ 115.¢ $ 45k $ 38.t

Other Data (as of end of period):
Local access lines in servi

Residentia 155,35 162,23: 168,77¢ 58,46: 60,53:
Business 78,33¢ 79,79:¢ 86,43( 32,42¢ 32,47
Total local access line 233,68 242,02 255,20¢ 90,88 93,00¢
IPTV subscriber: 6,954 2,14¢ 101 — —
DSL subscriber: 52,73: 39,19: 27,44 7,951 5,761

Total connection 293,37! 283,36 282,75¢ 98,83¢ 98,76¢
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(1)

()

(3)

(4)

(5)

(6)

Interest expense includes amortization aritevaff of deferred financing costs totaling $3.8limn, $5.5 million, $6.4 million
and $0.5 million for the years ended December 80622005, 2004 and 2003, respectiv

In June 2005, we recognized $2.8 million ef proceeds in other income due to the receipegifrkan life insurance proceeds
relating to the passing of a former TXUCV employ

Property, plant and equipment are recordemsit The cost of additions, replacements and miajorovements is capitalized,
while repairs and maintenance are charged to egpeki¢hen property, plant and equipment are retimd our regulated
subsidiaries, the original cost, net of salvageharged against accumulated depreciation, withaio or loss recognized in
accordance with composite group life remaining rodttlogy used for regulated telephone plant as

In connection with the TXUCV acquisition orpil 14, 2004, we issued $200.0 million in aggregatincipal amount of senior
notes and entered into credit facilities. In corioecwith the IPO, we retired $70.0 million of sennotes and amended and
restated our credit facilitie

In July 2006, we repurchased and retired approxém&@.8 million shares of our common stock for apgimately $56.7 millior
or $15.00 per share. We financed this transactimguapproximately $17.7 million of cash on hand &89.0 million of
additional terr-loan borrowings

We present Consolidated EBITDA because wizbelit is a useful indicator of our historical delapacity and our ability to
service debt and pay dividends and because itges\a measure of consistency in our financial tegprWe also present
Consolidated EBITDA because covenants in our cfaditities contain ratios based on ConsolidatedTEBA.

Consolidated EBITDA is defined in our creditifay as: Consolidated Net Income, which is defirne our credit facility,

(a) plus the following to the extent deducted invamg at Consolidated Net Income (i) interest exge amortization or write-
off of debt discount and non-cash expense incurr@dnnection with equity compensation plans;gijvision for income
taxes; (iii) depreciation and amortization; (iv)moash charges for asset impairment; and (v) fedsapenses incurred in
connection with the repurchase of our common stk Providence Equity in July 2006 and the bormaywf the new term D
loans in connection therewith; (b) minus (in theecaf gains) or plus (in the case of losses) galass on sale of assets; (c) f
(in the case of losses) and minus (in the caseaoinne) non-cash minority interest income or lodsp(us (in the case of items
deducted in arriving at Consolidated Net Income) minus (in the case of items added in arrivinGatsolidated Net Income)
non-cash charges resulting from changes in accountingiples; (e) plus, extraordinary losses and miextsaordinary gains i
defined by GAAP; (f) minus interest income; and§y)s as defined in our credit facilities and anmaedts to the credit facility
certain costs associated with the integration of &@ Texas Holdings, severance and start up esstsciated with
documentation to become compliant with the Sarb&ndsy Act. If our Consolidated EBITDA were to died below certain
levels, covenants in our credit facilities that based on Consolidated EBITDA, including our tatet leverage, senior secured
leverage and fixed charge coverage ratios covenauatg be violated and could cause, among othegshia default or
mandatory prepayment under our credit facilitiesiesult in our inability to pay dividend

We believe that net cash provided by operadittiyities is the most directly comparable finahai@asure to Consolidated
EBITDA under generally accepted accounting prirespiConsolidated EBITDA should not be consideredatation or as a
substitute for consolidated statement of operatorscash flows data prepared in accordance witARzAonsolidated
EBITDA is not a complete measure of an entity'sfipability because it does not include costs angemses identified above;
nor is Consolidated EBITDA a complete net cash floeasure because it does not include reductionsafr payments for an
entity’s obligation to service its debt, fund itesking capital, make capital expenditures and nadauisitions or pay its
income taxes and dividenc
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The following table sets forth a reconciliation@dish Provided by Operating Activities to ConsokdbEBITDA:

CCI Holdings Predecesso
Year Ended December 31,
2006 2005 2004 2003 2002
Historical EBITDA:
Net cash provided by operati
activities $ 84.¢ $ 79.c $ 79.¢ $ 28.¢ $ 28.t
Adjustments
Compensation from restricted share
plan (2.5 (8.6) — — —
Other adjustments, net ( (8.2 (18.0 (22.0) (7.3 3.1
Changes in operating assets and
liabilities 6.7 10.Z (4.4 6.4 1.C
Interest expense, n 42.€ 53.4 39.€ 11.¢ 1.€
Income taxe: 0.4 10.€ 0.2 3.7 4.7
Historical EBITDA (b) 124.( 127.2 93.2 43.t 38.¢

Adjustments to EBITDA
Integration, restructuring and
Sarbane-Oxley (c) 3.7 7.4 7.C — —

Professional service fees | — 2.6 4.1 2.C —
Other, net (e (7.2) (3.0 (3.7 — (0.9
Investment distributions ( 5.k 1.€ 3.€ — —
Pension curtailment gain ( — (7.9 — — —
Intangible assets impairment | 11.2 — 11.€ — —
Non-cash compensation ( 2.5 8.€ — — —
Consolidated EBITDA $ 139.¢ $ 136.¢ $ 115.¢ $ 45.k $ 38.t

(@) Other adjustments, net includes $11.3 miliod $11.6 million of asset impairment charges/&ars ended December 31, 2006
and December 31, 2004, respectively. Upon completfoour 2006 annual impairment review and as alre$ a decline in
estimated future cash flows in the telemarking eperator services business, we determined thatalve of the customer lists
associated with these businesses was impairedrésult of our 2004 impairment testing we determitieat the goodwill of
our operator services business and the tradenahoes telemarking and mobile services business wepaired. Non-cash
impairment charges are excluded in arriving at ©bdated EBITDA under our credit facilit

(b) Historical EBITDA is defined as net earnir{fiss) before interest expense, income taxes, digpien and amortization on a
historical basis

(c) In connection with the TXUCV acquisition, Wwave incurred certain expenses associated withritiag and restructuring the
businesses. These expenses include severance yempébocation expenses, Sabanes-Oxley sfadssts, costs to integrate
technology, administrative and customer servicetions, billing systems and other integration coftese expenses are also
excluded from Consolidated EBITDA under our créadility.

(d) Represents the aggregate professional sefiegésepaid to certain large equity investors piaoour initial public offering. Upon
closing of the initial public offering, these agneents terminatec

(e) Other, netincludes the equity earnings foaminvestments, dividend income and certain othiscellaneous non-operating

items. Key man life insurance proceeds of $2.8iomilteceived in June 2005 are not deducted toeaivConsolidated
EBITDA.
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(f For purposes of calculating Consolidated HBN, we include all cash dividends and other castrithutions received from our
investments

(9) Represents a $7.9 million curtailment gaisoagted with the amendment of our Texas pensiam. dlhe gain was recorded in
general and administrative expenses. However, Isedde gain is n«-cash, it is excluded from Consolidated EBITL

(h) Represents compensation expenses in connetilo our Restricted Share Plan, which becaugkefhon-cash nature of the
expenses, are being excluded from Consolidated BBI

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

We present below Management's Discussion and Asaf&inancial Condition and Results of Operatig¢tidD&A") of
Consolidated Communications Holdings, Inc. anditbsidiaries on a consolidated basis. The followdisgussion should be read in
conjunction with our historical financial statemsrand related notes contained elsewhere in thiDRep

Overview

We are an established rural local exchange comghatyprovides communications services to residkeatid business
customers in lllinois and Texas. Our main sourdagwenues are our local telephone businesseblnnil and Texas, which offer an
array of services, including local dial tone, custealling features, private line services, longatise, dial-up and higpeed Internt
access, which we refer to as Digital SubscribeelanDSL, inside wiring service and maintenancerigaaccess, billing and
collection services, telephone directory publishigigl-up internet access, and wholesale transport sareicea fiber optic network
Texas. In addition, we launched our Internet Pratdaital video service, which we refer to as IPTiW selected lllinois markets in
2005 and selected Texas markets in August 2006alg¢eoperate a number of complementary businessish offer telephone
services to county jails and state prisons, opessvices, equipment sales and telemarketing eaet dulfillment services.

Initial Public Offering

On July 27, 2005, we completed our IPO. The IPGsixted of the sale of 6,000,000 shares of comnamk stewly issued by
the Company and 9,666,666 shares of common stddiogaertain of our selling stockholders. The sisasf common stock were
sold at an initial public offering price of $13.0@r share resulting in net proceeds to us of ajmately $67.6 million.

We used the net proceeds from the IPO, togethéramitiitional borrowings under our credit faciliteasd cash on hand to:

. repay in full outstanding borrowings under oumntdoan A and C facilities, together with accrued bnpaid interest
through the date of repayment and associated febsxpenses

. redeem $70.0 million of the aggregate principabant of our senior notes and pay the associatéshrption premium of
$6.8 million, together with accrued but unpaid ietd through the date of redemption; i

. partially fund integration and restructuring cagkaiting to the 2004 TXUCV acquisitio
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Share Repurchase

On July 28, 2006, we completed the repurchase/®23379, or 12.7% of the outstanding shares, froowiBence Equity for
$56.7 million, or $15.00 per share. The repurchess funded with $17.7 million of cash on hand a88.8 million of new
borrowings under our existing credit facility.

The effect of the transaction was an annual ineref$3.0 million of cash flow due to the:
. reduction in our annual dividend obligation of $f#lion;

. an increase in our after tax net cash intere$2d million due to the increased borrowings imedr an increase in the
interest rate on our credit facility of 25 basisr® and a decrease of cash on hi

Factors Affecting Results of Operations
Revenues

Telephone Operations and Other Operatioii® date, our revenues have been derived printraiy the sale of voice and data
communications services to residential and busioestomers in our rural telephone companies’ seraieas. We do not anticipate
significant growth in revenues in our Telephone @pens segment due to its primarily rural sendcea, but we do expect relativt
consistent cash flow from year-to-year due to sta@bistomer demand, limited competition and a géigesapportive regulatory
environment.

Local Access Lines and Bundled Servitegal access lines are an important element obasiness. An “access line” is the
telephone line connecting a person’s home or basiteethe public switched telephone network. Thetirlyg recurring revenue we
generate from end users, the amount of trafficumetwork and related access charges generatedofitter carriers, the amount of
federal and state subsidies we receive and most melienue streams are directly related to the eumblocal access lines in
service. We had 233,689, 242,024 and 255,208 wmadss lines in service as of December 31, 20@% and 2004, respectively.

Many rural telephone companies have experiencedsadf local access lines due to challenging ecanoomditions, increased
competition from wireless providers, competitivedbexchange carriers and, in some cases, cablggieln operators. We have not
been immune to these conditions. We also lost laced¢ss lines due to the disconnection of secdaphtene lines by our residential
customers in connection with their substituting Dlcable modem service for dial-up Internet aceesbwireless service for
wireline service. As of December 31, 2006, 2005 20@4, we had 7,756, 9,144 and 11,115 second liesgectively. The
disconnection of second lines represented 20.2%3arid% of our residential line loss in 2006 and®0@spectively. We expect to
continue to experience modest erosion in access.lin

We have mitigated the decline in local access limiés increased average revenue per access lifieciging on the following:

. aggressively promoting DSL servic

. bundling value-adding services, such as DSL @MRvith a combination of local service, customlica features,
voicemail and Internet acce:

. maintaining excellent customer service standaraigiqularly as we introduce new services to exgsttastomers; an

. keeping a strong local presence in the communiteserve
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We have implemented a number of initiatives to gaw local access lines and retain existing locaéss lines by enhancing
the attractiveness of the bundle with new servféerings, including unlimited long distance, ana@miotional offers like discounted
second lines. In January 2005 we introduced IPTseilected lllinois markets. The initial rallit was initiated in a controlled mant
with little advertising or promotion. Upon complarti of back-office testing, vendor interoperabilitgtween system components and
final network preparation, we began aggressivelyketing our “triple play” bundle, which includesdal service, DSL and IPTV, in
our key lllinois exchanges in September 2005. ligyst 2006 we introduced IPTV service in selectexb§amarkets. As of
December 31, 2006, IPTV was available to approxge80,000 homes in our markets. Our IPTV subsciizse has grown from
2,146 as of December 31, 2005 to 6,954 as of DeeeSth 2006. In addition to our access line anéwinhitiatives, we intend to
continue to integrate best practices across anoifl and Texas regions. These efforts may actitigaie the financial impact of any
access line loss we may experience.

Because of our promational efforts, the number 8f.Bubscribers we serve grew substantially. We%#%d32, 39,192 and
27,445 DSL lines in service as of December 31, 22065 and 2004, respectively. Currently over 92%uw rural telephone
companieslocal access lines are DSL capable. The penetredierfor DSL lines in service was approximately084 of our primary
residential access lines at December 31, 2006.

We have also been successful in generating TelepBmerations revenues by bundling combinationsaillservice, custom
calling features, voicemail and Internet access.s@wice bundles totaled 43,175, 36,627 and 30e4&3cember 31, 2006, 2005
and 2004, respectively.

Our plan is to continue to execute our customentein program by delivering excellent customeviserand improving the
value of our bundle with DSL and IPTV. Howeverthiese actions fail to mitigate access line lossy@experience a higher degree
of access line loss than we currently expect,ulechave an adverse impact on our revenues anthgarn

The following sets forth several key metrics ashef end of the periods presented:

December 31

2006 2005 2004

Local access lines in servic

Residentia 155,35« 162,23: 168,77¢

Business 78,33¢ 79,79: 86,43(
Total local access line 233,68 242,02 255,20¢
IPTV subscriber: 6,954 2,14¢ 101
DSL subscriber: 52,73: 39,19: 27,44*
Broadband connectiot 59,68¢ 41,33¢ 27,54¢
Total connection 293,37! 283,36 282,75«
Long distance line 148,18: 143,88. 138,67
Dial-up subscriber 11,94 15,97: 21,18«
Service bundle 43,17¢ 36,627 30,48¢

Expenses

Our primary operating expenses consist of cosenfises, selling, general and administrative expsrasd depreciation and
amortization expenses.

Cost of Services and Products
Our cost of services includes the following:

. operating expenses relating to plant costs, dictuthose related to the network and general sugpsts, central office
switching and transmission costs and cable andfaaitities;
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. general plant costs, such as testing, provisiometwork, administration, power and engineeringt
»  the cost of transport and termination of long distaand private lines outside our rural teleph@mrapanie’ service arec

We have agreements with carriers to provide lostadice transport and termination services. Theseawents contain various
commitments and expire at various times. We belieeavill meet all of our commitments in these agneets and believe we will |
able to procure services for future periods. Wecareently procuring services for future periodsg at this time, the costs and
related terms under which we will purchase longadise transport and termination services have @en lletermined. We do not
expect, however, any material adverse affects iagnchanges in any new service contract.

Selling, General and Administrative Expenses
In general, selling, general and administrativeemges include the following:

» selling and marketing expens:
. expenses associated with customer ¢
. billing and other operating support systems;

. corporate expenses, including professional seffeies, and nc-cash stock compensatic

Our Telephone Operations segment incurs sellingketiag and customer care expenses from its custeargice centers and
commissioned sales representatives. Our customacaseenters are the primary sales channels gideatial and business
customers with one or two phone lines, whereas dseiomed sales representatives provide customizgzbpals to larger business
customers. In addition, we use customer retailazsrfor various communications needs, including tefephone, Internet and
paging service purchases in lllinois.

Each of our Other Operations businesses primasig an independent sales and marketing team cedmfgledicated field
sales account managers, management teams ancegeptiesentatives to execute our sales and maglksttiategy.

We have operating support and back office systéisare used to enter, schedule, provision an## thastomer orders, test
services and interface with trouble managemengritory, billing, collections and customer care gEnsystems for the local access
lines in our operations. We have migrated mosthkgsiness processes of our lllinois and Texas odpasabnto single, companyide
systems and platforms. Our objective is to imprnpkaitability by reducing individual company cosksough centralization,
standardization and sharing of best practicesth®years ended December 31, 2006, 2005 and 208peve $2.9 million,
$7.4 million and $7.0 million, respectively, onegration and restructuring expenses (which inclygtegects to integrate our supp
and back office systems). We expect to continuérttegration of our lllinois and Texas billing sgsts through September 2007.

Depreciation and Amortization Expenses
We recognize depreciation expenses for our reglilglephone plant using rates and lives approvetidyCC and the PUCT.

The provision for depreciation on nonregulated propand equipment is recorded using the straigktrhethod based upon the
following useful lives:

Years
Buildings 15-35
Network and outside plant facilitie 5-3C
Furniture, fixtures and equipme 3-17
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Amortization expenses are recognized primarilydior intangible assets considered to have finitéulfiges on a straight-line
basis. In accordance with Statement of Financialodating Standards, or SFAS, No. 1&odwill and Other Intangible Assets
goodwill and intangible assets that have indefingeful lives are not amortized but rather areetbannually for impairment.
Because trade names have been determined to hdefanite lives, they are not amortized. Customéatienships are amortized over
their useful life, at a weighted average life opagpximately 12 years.

The following summarizes our revenues and operaipgnses on a consolidated basis for the yeaesiddelcember 31, 2006,
2005 and 2004:

Year Ended December 31

2006 2005 2004
% of Total % of Total % of Total
$ (millions)  Revenues $ (millions)  Revenues $ (millions)  Revenues

Revenues
Telephone Operatior

Local calling service $ 85.1 26.€% $ 88.2 27.2%  $ 74.¢ 27.€%

Network access servic 68.1 21.2 64.4 20.C 56.¢ 21.1

Subsidies 47.€ 14.¢ 53.¢ 16.€ 40.5 15.C

Long distance service 15.2 4.7 16.2 5.1 14.7 5.E

Data and internet servic 30.€ 9.€ 25.¢ 8.C 20.¢ 7.8

Other service 33.t 10.t 33.7 10.t 22.€ 8.4
Total Telephone Operatiol 280.¢ 87.4 282.c 87.¢ 230.¢ 85.t
Other Operation 40.4 12.€ 39.1 12.2 39.2 14.t
Total operating revenut 320.¢ 100.( 321.. 100.( 269.¢ 100.(
Expenses
Operating expense

Telephone Operatior 155.2 48.4 165.( 51.@ 133t 49.F

Other Operation 48.€ 15.2 34.¢€ 10.€ 46.€ 17.:

Depreciation and amortizatic 67.4 21.C 67.4 21.C 54.t 20.2
Total operating expens 271t 84.€ 267.3 83.7 234.¢ 87.C
Income from operatior 49.2 15.4 54.1 16.¢ 35.C 13.C
Interest expense, n (42.9 (13.9 (53.9 (16.€) (39.6) (24.9)
Other income, ne 7.2 2.3 5.7 1.8 3.7 14
Income tax expens (0.9 (0.7) (10.9) (3.9 (0.2 (0.7)
Net income (loss $ 13.5 41% $ (4.5) (1.4%) $ (1.7 (0.4%)

Segments

In accordance with the reporting requirement of SBo. 131 Disclosure about Segments of an Enterprise andt&ttla
Information, the Company has two reportable business segnielepphone Operations and Other Operations. Thatsesf
operations discussed below reflect our consolidegsdlts.
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Results of Operations
For the Year Ended December 31, 2006 Compared todbaber 31, 2005
Revenues

Our revenues decreased by 0.2%, or $0.6 millio$3®0.8 million in 2006, from $321.4 million in 2B00ur discussion and
analysis of the components of the variance follows:

Telephone Operations Revenues

Local calling servicesrevenues decreased by 3.5% or $3.1 million, to2$88llion in 2006 compared to $88.2 million in 2005
The decrease is primarily due to the decline imllaccess lines as previously discussed under “teFaffecting Results of
Operations.”

Network access servicegevenues increased by 5.7%, or $3.7 million, to.$6&illion in 2006 compared to $64.4 million in
2005. The increase was primarily driven by incrdasemand for point-to-point circuits and other natwaccess services.

Subsidiesrevenues decreased by 11.7%, or $6.3 million, #6&illion in 2006 compared to $53.9 million in(® The
decrease is primarily due to the timing of out efipd settlements in 2005 compared to 2006. In 2005eceived $1.7 million in
prior period receipts and we refunded $1.3 milli2006. The remainder of the decrease is attridati declines in Universal
Service Fund draws associated with lower recoverakpenses and an increase in the national aveoageer loop, which resulted
in lower subsidies to rural carriers.

Long distance servicesevenues decreased by 6.7%, or $1.1 million, toZdllion in 2006 compared to $16.3 million in
2005. This was driven by general industry trendsthe introduction of our unlimited long distanadling plans. While these plans
are helpful in maintaining existing customers attthating new customers, they have also led to sextent to a reduction in long
distance services revenues as heavy users of mgidistance services take advantage of the fixiethpgroffered by these service
plans.

Data and Internet revenues increased by 19.8%, or $5.1 million, 1©.$3nillion in 2006 compared to $25.8 million inG&
The revenue increase was due to increased DSLRAM penetration. The number of DSL lines in seniteceased from 39,192 as
of December 31, 2005 to 52,732 as of December@16.2PTV customers increased from 2,146 at Dece@bge2005 to 6,954 at
December 31, 2006. These increases were partiddigtdy erosion of our dial-up Internet base, Whiecreased from 15,971
subscribers at of December 31, 2005 to 11,942 e¢mber 31, 2006.

Other Servicesrevenues remained relatively steady at $33.5 miliin2006 compared to $33.7 million in 2005.
Other Operations Revenue

Other Operations revenues increased by 3.3%, 8rifiilllion, to $40.4 million in 2006 compared to $8%nillion in 2005.
Revenues from our telemarketing and order fulfilitneusiness increased by $1.5 million due to ireedasales to existing custom
Our prison systems unit generated increased revefrb@8 million for the period from increased mii@si of use. These increases
were partially offset by a net $1.0 million decreas revenues associated with our other ancillagrations, primarily from our
operator services business which experienced lakseo increased competition.
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Operating Expenses

Our operating expenses increased by 1.6%, or $#lidammto $271.5 million in 2006 compared to $28illion in 2005. Our
discussion and analysis of the components of thiarnvee follows:

Telephone Operations Operating Expense

Operating expenses for Telephone Operations dextdns5.9%, or $9.8 million, to $155.2 million i@ compared to
$165.0 million in 2005. Effective April 30, 200%he CCI Texas pension and other post-retiremensplgare amended to freeze
benefit accruals for all non-union participantse$& amendments resulted in the recognition of @@ilion curtailment gain
(reduction in operating expenses) in May 2005 amgbang quarterly savings of approximately $1.0 imill The 2005 results include
$8.4 million of non-cash compensation expense coetpt $2.4 million in 2006. The 2005 results afsdude $3.1 million of costs
associated with a litigation settlement compare®® million of settlement costs in 2006 relatec different dispute. During 2006,
we realized savings of $2.9 million due to the tieation of the professional services agreements ot chairman, Richard
Lumpkin, Providence Equity and Spectrum Equityammection with our IPO. During 2006 we also berefi$4.5 million from
lower integration and severance costs versus 200&wvalso contributed to lower overall net opemibosts between 2006 and 20

Other Operations Operating Expenses

Operating expenses for Other Operations increagd® 4%, or $14.0 million, to $48.9 million in 20@6mpared to
$34.9 million in 2005. In 2006, the Operator Seegiand Market Response businesses recognizedzariliion and $1.1 million
intangible asset impairment, respectively. The impant primarily resulted from customer attritioritinin these two business units
which has significantly outpaced our original estied life of the customer lists values. Excluding impairment charges, operating
expenses for Other Operations increased by 8.0%pmoximately $2.8 million. This increase primaigame from increased costs
required to support the growth in our telemarketind public services revenues coupled with inffaiy increases in wages and
general operating costs associated with supporacitiary operations.

Depreciation and Amortization

Depreciation and amortization expenses remainestanhat $67.4 million for both 2006 and 2005 asaapital spending has
remained relatively steady over the last two years.

Non-Operating Income (Expense)
Interest Expense, Net

Interest expense, net of interest income, decredagd®.7%, or $10.5 million, to $42.9 million in @® compared to
$53.4 million in 2005. The decline is primarily digea redemption premium of $6.8 million and deddrfinancing cost write-off of
$2.5 million, each incurred upon redeeming $70.0ioniof our senior notes in 2005. We also bendffrom lower average interest
bearing debt during 2006 which was partially offsgtigher average interest rates during 2006. étdinber 31, 2006 and 2005,
weighted average interest rate, including swapsuwroutstanding term debt was 6.61% and 5.72%upenm, respectively.

Other Income (Expense)

Other income, net increased by 28.1%, or $1.6 oniJlio $7.3 million in 2006 compared to $5.7 millim 2005. During 2006,
we recognized $7.7 million of investment income paned to $3.2 million in 2005. The increased inwvesit income is primarily th
result of increased performance and distribution2006 from our investments in cellular partnershipuring 2005 we recognized
$2.8 million in other income from the receipt ofykenan life insurance proceeds relating to the passf a former employee.
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Income Taxes

Provision for income taxes decreased by $10.5anillo $0.4 million in 2006 compared to $10.9 millim 2005. The effective
tax rate was 3.0% and 168.9%, for 2006 and 20@pectively.

The low effective tax rate during 2006 resultedraniily from a change in enacted tax legislationmyi2006 in the State of
Texas. The most significant impact of the new liegjisn for us was the modification of our Texasfrhise tax calculation to a new
“margin tax” calculation used to derive taxabledn®. This new legislation resulted in a reductibowr net deferred tax liabilities
and corresponding credit to our state tax provisibapproximately $6.0 million.

The exceptionally high effective rate during 2085ulted from the following circumstances. Undéndis tax law,
Consolidated Communications Texas Holdings, Inciemdirectly owned subsidiaries joined Consolida@ommunications lllinois
Holdings, Inc and its directly owned subsidiarieshe Illinois unitary tax group during 2005. Thad#ion of our Texas entities to ¢
lllinois unitary group changed the Compasigtate deferred income tax rate. This changecistéite deferred income tax rate rest
in approximately $3.3 million of additional incortex expense in 2005. The additional expense wagnezred due to the impact of
applying a higher effective deferred income ta tatpreviously recorded deferred tax liabiliti€ee $3.3 million charge is a non-
cash expense. A change in the state deferred intaarate applied as a result of the separate coynpexas filings resulted in an
additional $1.3 million of non-cash expense. Iniadd, taxes were higher during 2005 due to staterne taxes owed in certain
states where we were required to file on a sepérgte entity basis as well as differences betwsmk and tax treatment of naast
compensation expense of $8.6 million, life insumpooceeds of $2.8 million, and a litigation setigt of $3.1 million.

For the Year Ended December 31, 2005 Compared todbaber 31, 2004
Revenues

Our revenues increased by 19.2%, or $51.8 milio$321.4 million in 2005, from $269.6 million i®@4. Had our Texas
Telephone Operations been included for the enérimgd, we would have had an additional $53.9 millad revenues for the year
ended December 31, 2004, which would have resirteads2.1 million decrease in our revenues betva®94 and 2005. Revenues
fluctuations are discussed below.

Telephone Operations Revenues

Local calling servicesrevenues increased by 17.8%, or $13.3 million,8®.% million in 2005 compared to $74.9 million in
2004. Had our Texas Telephone Operations beendedlfor the entire period in 2004, we would have &a additional
$16.9 million of revenues, which would have reddiiiea $3.6 million decrease in our local callimg\sces revenues between 2004
and 2005. The decrease would have been primaréytathe decline in local access lines.

Network access servicesevenues increased by 13.4%, or $7.6 million, t#.&énillion in 2005 compared to $56.8 million in
2004. Had our Texas Telephone Operations beendedlfor the entire period in 2004, we would have &a additional
$10.6 million of revenues, which would have regliifea $3.0 million decrease in network accessiseswevenues between 2004
and 2005. The decrease would have been primaréyaligher than normal revenues for 2004 duedaebognition in 2004 of
$3.1 million of non-recurring interstate accesseraves previously reserved during the FCC's pria-y#ar monitoring period. The
current regulatory rules allow recognition of reues earned when the FCC has deemed those revemdask |

Subsidiesrevenues increased by 33.1%, or $13.4 million 58.$ million in 2005 compared to $40.5 million i6@. Had our
Texas Telephone Operations been included for ttieegeeriod in 2004, we would have had an additi&id.0 million of revenues,
which would have resulted in a $2.4 million incre@s subsidies revenues between 2004 and 2005sulisdy settlement process
relates to the process of separately identifyingieed assets that are used to provide interséatéces and, therefore, fall under the
regulatory regime of the FCC, from regulated asigelifinois used to provide local and intrastagg\sces, which fall under
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the regulatory regime of the ICC. Since our lllmoiral telephone company is regulated under aofateturn system for interstate
revenues, the value of all assets in the interst@se is critical to calculating this rate of retand, therefore, the subsidies our llir
rural telephone company will receive. In 2004, Blimois rural telephone company analyzed its reged assets and associated
expenses and reclassified some of these assetxpeadses purposes of its regulatory filings. Duhi®reclassification, we received
$5.1 million of incremental payments from the sdiggpool in 2005, which was partially offset by auwetion of $2.7 million in prior
period subsidy receipts.

Long distance servicesevenues increased by 10.9%, or $1.6 million, .3 illion in 2005 compared to $14.7 million in
2004. Had our Texas Telephone Operations beendedltor the entire period in 2004, we would have &a additional $3.5 million
of revenues, which would have resulted in a deere&$1.9 million in our long distance revenuesasstn 2004 and 2005. Our long
distance lines increased by 3.6%, or 5,205 lime&005. Despite the increase in long distance Jlioeslong distance revenues would
have decreased due to a reduction in the averégeeaminute of use.

Data and Internet revenues increased by 23.4%, or $4.9 million, 6.2 2005 compared to $20.9 million in 2004. Had
Texas Telephone Operations been included for thieegaeriod in 2004, we would have had an additi&329 million of revenues,
which would have resulted in a $1.0 million incre@s our data and Internet revenues between 2002@05. The revenue increase
was due to increased DSL penetration. The numbBSaflines in service increased from 27,445 as eéénber 31, 2004 to 39,192
as of December 31, 2005. The increase in DSL silfesaevenue was partially offset by a portion of cesidential customers
substituting DSL or competitive broadband serviceur dial-up Internet service as well as a daseein revenue from dedicated
lines for our business customers.

Other Servicesrevenues increased by 49.1%, or $11.1 million,3®.%, million in 2005 compared to $22.6 milliond604.
Had our Texas Telephone Operations been includetthéoentire period in 2004, we would have haddditenal $8.0 million of
revenues, which would have resulted in a $3.1 omillncrease in our other services revenue betw@é#d 2nd 2005. The increase
was primarily due to $1.5 million of additional éatory revenues. In addition to increased salesiirTexas markets, we generated
new revenue by publishing our own directories lindis in 2005. The remainder of the increase heoservices revenue was
primarily due to increased equipment, inside wiramgl maintenance contracts in our Texas operations.

Other Operations Revenue

Other Operations revenues decreased by 0.3%, bm$i0ion, to $39.1 million in 2005 compared to $3%nillion in 2004.
Because of the additional sites being served acreéased usage at current sites, our Public Serviteégenerated increased revenue
of $1.1 million for the period. However, revenuea our Market Response business decreased byr#ilioh resulting from the
loss of the lllinois State Toll Highway agreeman®004. Decreased revenue in Operator Service aimdl®&Services, which
accounted for the remainder of the loss, was deenapetitive pricing adjustments and declines istamer usage.

Operating Expenses

Our operating expenses increased by 13.9%, or $8&idn, to $267.3 million in 2005 compared to $28 million in 2004.
Had our Texas Telephone Operations operating exgdreen included for the entire period in 2004yweald have had an additior
$47.5 million of operating expenses, which woulgéheesulted in a $14.8 million decrease in opegatixpenses for the year. As
detailed below, the 2005 results are impacted bgraétransactions that occurred as a result ofR@eand from our integration
efforts, while the 2004 results were affected byUC¥ sale related costs and an intangible assetirmpat charge.
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Telephone Operations Operating Expense

Operating expenses for Telephone Operations inedeas 23.6%, or $31.5 million, to $165.0 million2605 compared to
$133.5 million in 2004. Had our Texas Telephone 1@pens’ operating expenses been included for tiieeeperiod in 2004, we
would have had an additional $39.4 million of Télepe Operations operating expenses, which would hesulted in a $7.9 million
decrease in our operating expenses for the yefarctivie April 30, 2005, our Texas pension and oftwst-retirement plans were
amended to freeze benefit accruals for all non+upiarticipants. These amendments resulted in arfilli®n non-cash curtailment
gain and additional savings of approximately $3illian for the remainder of 2005 through reducedigien and other post-
retirement expense. In addition, due to the tertiinaof the professional services agreement with IMmpkin, Providence Equity
and Spectrum Equity, we saved an additional $11Bomin 2005. The 2004 results contained TXUCVesadlated costs of
$8.2 million for severance, transaction and othest< that did not recur in 2005. Offsetting themarsys was a non-cash
compensation expense of $8.4 million associateld thi2¢ amendment of our restricted share plan imection with the IPO, as well
as a $3.1 million litigation settlement.

Other Operations Operating Expenses

Operating expenses for Other Operations decreas28.ih%, or $11.7 million, to $34.9 million in 20@6mpared to
$46.6 million in 2004. In 2004, the Operator Seegiand Mobile Services businesses recognized ab #iillion and $0.1 million
intangible asset impairment, respectively, whictissussed in more detail below under “—Valuatidéoodwill and Tradenames”.
Our 2005 results contain non-cash compensationnesepef $0.2 million associated with grants underreatricted share plan.

Depreciation and Amortization

Depreciation and amortization expenses increasekl By million to $67.4 million in 2005 compared®64.5 million in 2004.
Had our Texas Telephone Operations’ depreciatiahaamortization expenses been included for theeeptriod in 2004, we would
have had an additional $8.1 million of depreciatima amortization expenses, which would have regult a $4.8 million increase
our depreciation and amortization expenses bet@66a and 2005. As a result of the purchase prioeation, the value of most of
our tangible and intangible assets in Texas inedashich resulted in higher depreciation and airatibn expense.

Non-Operating Income (Expense)
Interest Expense, Net

Interest expense increased by 33.8%, or $13.5amjltb $53.4 million in 2005 compared to $39.9 ioillin 2004. Had the
results of our Texas Telephone Operations beended for the entire period in 2004, we would haad An additional $3.2 million
of interest expense, which would have resulted$i@3 million increase in our interest expensébeéween 2004 and 2005. In
connection with the redemption of $70.0 millionsahior notes in 2005, we paid a redemption prenafif$6.8 million and wrote off
$2.5 million of deferred financing costs that haei incurred previously and were being amortizest twe life of the notes. In
addition, the additional debt incurred in connettigth the TXUCV acquisition was included for thetiee period in 2005 but only
for the period after the April 14, 2004 acquisitidate for 2004. The increase in 2005 interest esqp@ras partially offset by a
$4.2 million write-off of deferred financing costs2004 and a $1.9 million pre-payment penalty,alihivere incurred in connection
with the acquisition in 2004.

Other Income (Expense)

Other income and expense increased by 42.5%, @mfillion, to $5.7 million in 2005 compared to $4rfllion in 2004. Had
the results of our Texas Telephone Operations leduded for the entire period in 2004, we wouldédaad an additional
$1.1 million of other income, which would have riésd in a $0.6 million increase in other incomevizstn 2004 and 2005. The
increase was primarily due to the recognition aB$Rillion of net proceeds in other income from theeipt of key-man life
insurance proceeds in June 2005 relating to theimasef a former TXUCV employee. Offsetting thisrgavas a $2.3 million
decrease in income recognized from our investmargsllular partnerships and the East Texas Filiree.L
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Income Taxes

Provision for income taxes increased by $10.7 amilio $10.9 million in 2005 compared to $0.2 millim 2004. The effective
tax rate was 168.9% and 25.6%, for 2005 and 2@3pectively. Immediately prior to the Company’diadipublic offering in
July 2005, Consolidated Communications Texas Hgklitnc. and Consolidated Communications lllino@dihgs, Inc. engaged ir
tax-free reorganization, allowing the two formeshparate consolidated groups of companies todike single federal consolidated
group. The federal tax benefits of the reorganiratvhich were achieved by allowing the taxable mecof certain subsidiaries to be
offset by the taxable losses of other subsidiani¢ke determination of the Company’s federal inedaxes are reflected as a
reduction in both cash taxes paid for the curreatryand current income taxes payable at Decembh@085.

Additionally, under lllinois tax law, Consolidatéebmmunications Texas Holdings, Inc and its direothned subsidiaries
joined Consolidated Communications lllinois Holdéndnc and its directly owned subsidiaries in tiadis unitary tax group durin
2005. The addition of our Texas entities to oundlis unitary group changed the Company’s staterdedl income tax rate. This
change in the state deferred income tax rate egbultapproximately $3.3 million of additional irne tax expense in the current
year. The additional expense was recognized dtletompact of applying a higher effective deferimcbme tax rate to previous
recorded deferred tax liabilities. The $3.3 millicmarge is a non-cash expense. A change in treedgérred income tax rate applied
as a result of the separate company Texas filiegsited in an additional $1.3 million of non-cagpense.

In addition to the deferred tax adjustment descridgove, the change is due to state income taxed owcertain states where
we are required to file on a separate legal ebtsis as well as differences between book anddakment of the non-cash
compensation expense of $8.6 million, life insumpooceeds of $2.8 million, and a litigation setitent of $3.1 million, including
legal fees.

Critical Accounting Policies and Use of Estimates

The accounting estimates and assumptions discusseid section are those that we consider to bentbst critical to an
understanding of our financial statements becéwesginherently involve significant judgments andertainties. In making these
estimates, we considered various assumptions atat$athat will differ from the actual results aeted and will need to be analyzed
and adjusted in future periods. These differencag Inave a material impact on our financial conditi@sults of operations or cash
flows. We believe that of our significant accougtjpolicies, the following involve a higher degrdgumlgment and complexity.

Subsidies Revenues

We recognize revenues from universal service sidssahd charges to interexchange carriers for bedt@nd special access
services. In certain cases, our rural telephonepamies, ICTC, Consolidated Communications of Téasipany and Consolidated
Communications of Fort Bend Company, participatmiarstate revenue and cost sharing arrangemefisred to as pools, with
other telephone companies. Pools are funded bygebkanade by participating companies to their résmecustomers. The revenue
we receive from our participation in pools is basadur actual cost of providing the interstate/es. Such costs are not precisely
known until after the year-end and special juriidital cost studies have been completed. Thesestuddies are generally completed
during the second quarter of the following yeartdiled rules for cost studies and participatiothia pools are established by the
FCC and codified in Title 47 of the Code of Fedd&abulations.

Allowance for Uncollectible Accounts

We evaluate the collectibility of our accounts igable based on a combination of estimates andgstions. When we are
aware of a specific customer’s inability to mestfinancial obligations, such as a bankruptcy dilor substantial down-grading of
credit scores, we record a specific allowance agamounts due to set the net receivable to an mimaibelieve is reasonable to be
collected. For all other customers, we reserveragmage of the remaining outstanding accountsvalle balance as a general
allowance based on a review of specific customkrtas, trends and our experience with prior red#és, the current economic
environment and the length of time the receivabtespast due. If circumstances change, we reviewmdequacy of the allowance to
determine if our estimates of the recoverabilitgnfounts due us could be reduced by a material amauDecember 31, 2006, our
total allowance for uncollectible accounts forlalkiness segments was $2.1 million. If our estimegiee understated by 10%, the
result would be a charge of approximately $0.2iamilto our results of operations.
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Valuation of Intangible Assets

Intangible assets not being amortized are revidaetnpairment as part of our annual business prapoycle in the fourth
guarter. We also review all intangible assetsrigpairment whenever events or circumstances makeri likely than not that
impairment may have occurred. Several factors ctriigger an impairment review such as:

. a change in the use or perceived value of our trades

« significant underperformance relative to expectistbhical or projected future operating resu
« significant regulatory changes that would impattife operating revenue

» significant changes in our customer bg

e significant negative industry or economic trendz

e significant changes in the overall strategy in vahiee operate our overall busine

We determine if impairment exists based on a metifaging discounted cash flows. This requires rgangnt to make certe
assumptions regarding future income, royalty rates discount rates, all of which affect our impanncalculation. After
completion of our impairment review in December @Md as a result of a decline in the future eséchaash flows in our Operator
Services and Market Response businesses; we reedgnipairment losses of $10.2 million and $1.liam| respectively, in
connection with our preparation of our consoliddirencial statements for the year ended Decembge2®06.

Pension and Postretirement Benefits

The amounts recognized in our financial statemfamtpension and postretirement benefits are detexchon an actuarial basis
utilizing several critical assumptions.

A significant assumption used in determining oungien benefit expense is the expected long-terenafiteturn on plan assets.
Our pension investment strategy is to maximize {terg return on invested plan assets while miningjzisk of volatility.
Accordingly, we target our allocation percentagg@ to 60% in equity funds with the remainderikefl income and cash
equivalents. Our assumed rate considers this imergtmix as well as past historical trends. We w@seeighted average expected
long-term rate of return of 8.0% in both 2006 agd%

Another significant estimate is the discount rateduin the annual actuarial valuation of our pemsiad postretirement benefit
plan obligations. In determining the appropriatecdiunt rate, we consider the current yields on Qigdity corporate fixed-income
investments with maturities that correspond toegected duration of our pension and postretirerbengfit plan obligations. For
2006 and 2005, we used a weighted average discatendf 6.0% and 5.9%, respectively.

In 2006 we contributed $0.4 million to our penspans and $1.0 million to our other post retirem@ans. In 2005, we
accelerated approximately $1.1 million of requifetdire contributions in order to meet certain regaly thresholds and to provide
with future funding flexibility. In total, we conbuted $5.3 million to our pension plans and $1iBion to our other post retirement
plans in 2005.
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The following table summarizes the effect of chanigeselected assumptions on our estimate of pempdéms expense and
other post retirement benefit plans expense:

Percentage December 31, 2006 Obligatic 2006 Expense¢
Assumptions Point Change Higher Lower Higher Lower
(in millions)

Pension Plan Expens

Discount rate + or-0.5 pts $ 79 % 8.1 $ 02 % 0.2

Expected return on asst + or- 1.0 pts $ — $ — $ 09 % 0.¢
Other Postretirement Expen:

Discount rate +or-05pts $ @xn % 1.¢ $ 021 $ 0.1

Liquidity and Capital Resources
General

Historically, our operating requirements have beeewed from cash flow generated from our businesktarrowings under o
credit facilities. As of December 31, 2006, we $&94.0 million of debt. Our $30.0 million revolvidige of credit, however,
remains unused. We expect that our future operatiqgirements will continue to be funded from cistv generated from our
business and borrowings under our revolving crieditity. As a general matter, we expect that aguibity needs in 2007 will arise
primarily from: (i) dividend payments of $40.3 niolih, reflecting quarterly dividends at an annu&é ief $1.5495 per share;

(i) interest payments on our indebtedness of $48lkon to $45.0 million; (iii) capital expendites of approximately $32.0 million
to $34.0 million; (iv) taxes; and (v) certain otluarsts. These expected liquidity needs are predémt format which is consistent
with our prior disclosures and are a componentuoftotal expenses as summarized above under “Rasféecting Results of
Operations—Expenses”. In addition, we may use aashincur additional debt to fund selective acdiss. However, our ability to
use cash may be limited by our other expected afseash, including our dividend policy, and ourldpito incur additional debt will
be limited by our existing and future debt agreetsien

We believe that cash flow from operating activitiegether with our existing cash and borrowingailable under our
revolving credit facility, will be sufficient forgproximately the next twelve months to fund oumrently anticipated uses of cash.
After 2007, our ability to fund these expected uskesash and to comply with the financial covenamtder our debt agreements will
depend on the results of future operations, perioca and cash flow. Our ability to do so will b&jset to prevailing economic
conditions and to financial, business, regulattagislative and other factors, many of which angdmel our control.

We may be unable to access the cash flow of owsidiabies since certain of our subsidiaries aréigmto credit or other
borrowing agreements that restrict the paymenfiwélends or making intercompany loans and investmeand those subsidiaries
are likely to continue to be subject to such restmns and prohibitions for the foreseeable futlmeaddition, future agreements that
our subsidiaries may enter into governing the tesfrindebtedness may restrict our subsidiarieditgtio pay dividends or advance
cash in any other manner to us.

To the extent that our business plans or projestarange or prove to be inaccurate, we may requidéional financing or
require financing sooner than we currently anti@p&ources of additional financing may include owmercial bank borrowings, oth
strategic debt financing, sales of nonstrategietassendor financing or the private or public saléequity and debt securities. We
cannot assure you that we will be able to genexafficient cash flow from operations in the fututieat anticipated revenue growth
will be realized or that future borrowings or egugsuances will be available in amounts suffictenprovide adequate sources of
cash to fund our expected uses of cash. Failuobtiin adequate financing, if necessary, couldirequs to significantly reduce our
operations or level of capital expenditures whiobld have a material adverse effect on our findrdgadition and the results of
operations.
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The following table summarizes our sources and aseash for the periods presented:

Year Ended December 31

2006 2005 2004
(In millions)
Net Cash Provided by (Used for):
Operating activitie: $ 84.¢ $ 79.2 $ 79.¢
Investing activities (26.7) (31.]) (554.7)
Financing activitie: (62.7) (68.9) 516.:

Operating Activities

Net income adjusted for non-cash charges is ourgi source of operating cash. For 2006, net incadjested for non-cash
charges generated $91.3 million of operating cBahtially offsetting the cash generated were chaumgeertain working capital
components. Accounts receivable used $4.0 millimeiuding $5.1 million to cover our normal bad delperience offset by
$1.1 million from a slight improvement in our dagades outstanding. We also used $2.8 million ol ¢agrimarily fund increased
inventory supplies and miscellaneous prepaid exgens

For 2005, net income adjusted for non-cash chaggeerated $82.7 million of operating cash. Paytiaffsetting the cash
generated were changes in certain working capit@ponents. Accounts receivable increases, dueteased fourth quarter
business system sales and the timing of certaimarktrelated billings, used $6.2 million of caslridg the period. In addition,
accrued expenses and other liabilities decreas&d ymillion primarily as a result of lower acclmassociated with TXUCV
integration activities in 2005 as well as the caostiph of our IPO and senior note exchange offeth loé which had accrued
professional fees as of December 31, 2004.

For 2004, a net loss of $1.1 million adjusted f86.%$ million of non-cash charges accounted fomtlagority of our
$79.8 million of operating cash flows. The primanpmponent of our non-cash charges is depreciatidraenortization, which was
$54.5 million in 2004. In addition, we recorded $Linillion of intangible asset impairment charged aur provision for bad debt
expense was $4.7 million. We also recorded non-tashest expense of $2.3 million for the amoriatbof deferred financing costs
and wrote off $4.2 million of deferred financingst® upon entering into our prior credit facilitiesconnection with the TXUCV
acquisition.

Investing Activities

Cash used in investing activities has traditionbtygn for capital expenditures and acquisitionsh@esed in investing activities
of $26.7 million in 2006, consisted of capital ergditures of $33.4 million partially offset by $anillion in proceeds from the sale
assets. Cash used in investing activities of $8fillion in 2005, was entirely for capital expendis. Of the $554.1 million used for
investing activities in 2004, $524.1 million (ndtaash acquired and including transaction costs) fwathe acquisition of TXUCV.
We used $30.0 million for capital expenditures @®2.

Over the three years ended December 31, 2006, @k381.5 million in cash for capital investmentseTnajority of our
capital spending was for the expansion or upgrddeiside plant facilities and switching assetsc&ese our network is modern and
has been well maintained, we do not believe weswitistantially increase capital spending beyondeatitevels in the future. Any
such increase would likely occur as a result oisamed growth or expansion plan, if it all. We ectpeur capital expenditures for
2007 will be approximately $32.0 million to $34.0llion, which will be used primarily to maintain drupgrade our network, central
offices and other facilities and information tecloyy for operating support and other systems.
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Financing Activities

In 2006, we used $62.7 million of cash for finamcactivities. We paid $44.6 million of cash to @ammon stockholders in
accordance with the dividend policy adopted bylmard of directors. We expect to continue to pagrtguly dividends at an annual
rate of $1.5495 per share during 2007, but onénd to the extent declared by our board of direcaod subject to various
restrictions on our ability to do so. Our dividgpalicy is outlined in more detail in under Partltem 5 of this report, under the
section entitled “Dividend Policy and RestrictionBuring July 2006, we entered into an agreemergparchase and retire
approximately 3.8 million shares of our common ktisom Providence Equity for approximately $56.7limn, or $15.00 per share.
The transaction closed on July 28, 2006. With tit@iesaction, Providence Equity sold its entire f@siin our company, which, prior
to the transaction, totaled approximately 12.7 @erof our outstanding shares of common stock. Wais a private transaction and
did not decrease our publicly traded shares. Wanfied this repurchase using approximately $17 I[fomibf cash on hand and
$39.0 million of additional term loan borrowings.

In 2005, we used $68.9 million of cash for finamcactivities. The IPO generated net proceeds oféb@ifllion. Using these
proceeds, together with additional borrowings uralercredit facilities and cash on hand, we redee$¥®.0 million of our senior
notes. In addition, we had a $4.4 million net dasesin our londerm debt and capital leases during the year, raduinancing cost
of $5.6 million in connection with the amendmentl aastatement of our credit facility and made alp@ distribution of
$37.5 million to our former preferred stockholdeige also paid our first dividend in the amount @2® million to our common
stockholders in accordance with the dividend poéidgpted by our board of directors in connectiotitie IPO.

For 2004, net cash provided by financing activitiess $516.3 million. In connection with the TXUC¥Yaiisition in
April 2004, we incurred $637.0 million of new lotgrm debt, repaid $178.2 million of debt and reedi$89.0 million in net capital
contributions from our former preferred stockhokdén addition, we incurred $19.0 million of expesdo finance the TXUCV
acquisition. New long-term debt of $8.8 million walso repaid after the TXUCV acquisition in 2004.

Debt
The following table summarizes our indebtednessf @ecember 31, 2006:

Indebtedness as of December 31, 2006

(In Millions)
Balance Maturity Date Rate (1)
Revolving credit facility (2 $ — April 14,2010  LIBOR + 2.25%
Term loan D (2 464.C  October 14,201 LIBOR + 2.00%
Senior note! 130.( April 1, 2012 9.75%

(1) As of December 31, 2006, the-day LIBOR rate was 5.369
(2) On February 26, 2007 our credit facility was amehttelower our Term loan D rate to LIBOR + 1.75

Credit Facilities

Borrowings under our credit facilities are our sgnsecured obligations that are secured by sutistigrall of the assets of the
borrowers (Consolidated Communications, Inc. anxb$d-Holdings) and the guarantors (the Company aol ef the existing
subsidiaries of Consolidated Communications, Ind @onsolidated Communications Ventures, other I8diC, and certain future
subsidiaries). The credit agreement contains cumtp@aifirmative covenants, which require us andsubsidiaries to furnish
specified financial information to the lenders, gdynwith applicable laws, maintain our propertieglassets and maintain insurance
on our properties, among others, and contains gwsionegative covenants which restrict our andsoibsidiaries’ ability to incur
additional debt and issue capital stock, creates)ieepay other debt, sell assets, make investirieatss, guarantees or advances, pay
dividends, repurchase equity interests or maker atfstricted payments, engage in affiliate trarieast make capital expenditures,
engage in mergers, acquisitions or consolidatientgr into sale-leaseback transactions, amendfigsedocuments, enter into
agreements that restrict dividends from subsidseaied change the business we conduct. In additiergredit agreement requires us
to comply with specified financial ratios that a@mmarized below under “—Covenant Compliance”.
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As of December 31, 2006, we had no borrowings uttderevolving credit facility. Borrowings underratredit facilities bear
interest at a rate equal to an applicable margis, @t the borrowers’ election, either a “base’ratd. IBOR. The applicable margin
based upon the borrowers’ total leverage ratioof3ecember 31, 2006, the applicable margin farigst rates was 2.00% and
2.25% on LIBOR based term D loans and the revoleneglit facility, respectively. The applicable miarfpr alternative base rate
loans was 1.00% per year for the term loan D tgcilnd 1.25% for the revolving credit facility. Becember 31, 2006, the weighted
average interest rate, including swaps, on our teht was 6.61% per annum. Effective February 8672the applicable margins
for interest rates on LIBOR based term D loans ngdsiced from 2.00% to 1.75%, and on alternative bate term D loans was
reduced from 1.00% to 0.75%.

Derivative Instruments

On July 11, 2006, we executed a $50.0 million mal@mount of floating to fixed interest rate svempangement that became
effective on December 29, 2006 and expires on Dbee3il, 2008. In addition, on December 21, 200@&xexuted $150.0 million
notional amount of floating to fixed rate swapshw#0.0 million becoming effective on January 202@nd $110.0 million
becoming effective on May 21, 2007 to replace $Q@4dillion of expiring swaps. The new swaps will kah75.0 million expiring
each of December 31, 2009 and December 31, 201€x. git/ing effect to the swap arrangements, appnately 86% of our
$464.0 million credit facility will be fixed rate.

Senior Notes

The senior notes are our senior, unsecured oldigatiThe indenture contains customary covenantsebtict our, and our
restricted subsidiaries’ ability to, incur debt dssue preferred stock, engage in business othartdlecommunication businesses,
make restricted payments (including paying dividead, redeeming, repurchasing or retiring our ehpitbck), enter into agreeme
restricting our subsidiaries’ ability to pay divitts, make loans, or transfer assets to us, ernteliéns, enter into a change of control
without making an offer to purchase the senior siatell or otherwise dispose of assets, includapital stock of subsidiaries,
engage in transactions with affiliates, and cowlsté or merge.

Covenant Compliance

In general our credit agreement restricts our fgttii pay dividends to the amount of our AvailaBlash accumulated after
October 1, 2005, plus the amount necessary tohmaglividends on November 1, 2005 and February @6 2Rvailable Cash is
defined in our credit facility as Consolidated EBIA (a) minus, to the extent not deducted in thedeination of Consolidated
EBITDA, (i) interest expense net of amortizatiordebt issuance costs incurred in connection withrimr to our IPO; (ii) capital
expenditures from internally generated funds; ¢iéish income taxes paid; (iv) scheduled principghpents of indebtedness;

(v) prepayments of indebtedness; (vi) net increasesitstanding revolving loans; and (vii) the casists of any extraordinary or
unusual losses or charges, (b) plus, to the ert@rincluded in Consolidated EBITDA, (i) cash imstincome; (ii) the cash amount
realized in respect of extraordinary or unusuahsgjaand (iii) net decreases in revolving loans.d8lasn the results of operations fri
October 1, 2005 through December 31, 2006, we wiale been able to pay a dividend of $47.8 milliader the credit facility
covenant. After giving effect to the dividend ofd$Q million which was declared in November of 2@ paid on February 1, 2007,
we could pay a dividend of $37.8 million under tnedit facility covenant.

We are also restricted from paying dividends uriderindenture governing our senior notes. Howetberjndenture restriction
is less restrictive than the restriction contaiiredur credit agreement. That is because the ctstipayments covenant in our credit
agreement allows a lower amount of dividends tpdid from the borrowers (CCl and Texas Holdingghe® Company than the
comparable covenant in the indenture (referredtiha build-up amount) permits the Company to payststockholders. However,
the amount of dividends the Company will be ablemtike under the indenture in the future will bedolsn part, on the amount of
cash distributed by the borrowers under the caggliéement to the Company.
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Under our credit agreement, if our total net legereatio (as such term is defined in the credieagrent), as of the end of any
fiscal quarter, is greater than 4.75:1.00, we beéllrequired to suspend dividends on our commork stoless otherwise permitted by
an exception for dividends that may be paid frompbrtion of proceeds of any sale of equity notiusemake mandatory
prepayments of loans and not used to fund acquisiticapital expenditures or make other investméntsng any dividend
suspension period, we will be required to repayt debn amount equal to 50.0% of any increase ailable cash (as such term is
defined in our credit agreement) during such dir@tlsuspension period, among other things. In additive will not be permitted to
pay dividends if an event of default under the itragreement has occurred and is continuing. Armmathgr things, it will be an event
of default if:

. our senior secured leverage ratio, as of the erahpfiscal quarter is greater than 4.00 to 1.0(
. our fixed charge coverage ratio as of the end pffacal quarter is not at least 1.75 to 1.

As of December 31, 2006, we were in compliance withdebt covenants. The table below presentsatimsras of
December 31, 2006:

Total net leverage rati 4.1:1.0(
Senior secured leverage ra 3.3:1.0(
Fixed charge coverage ra 2.9:1.0(

The description of the covenants above and of mditagreement and indenture generally in thisdRegre summaries only.
They do not contain a full description, includingfiditions, of the provisions summarized. As sublese summaries are qualified in
their entirety by these documents, which are fidedxhibits to this report.

Dividends

The cash required to fund dividend payments istamidio our other expected cash needs, both oftwivie expect to be funded
with cash flow from operations. In addition, we egpwe will have sufficient availability under camended and restated revolving
credit facility to fund dividend payments in addiiito any expected fluctuations in working capatadl other cash needs, although
do not intend to borrow under this facility to pdiyidends.

We believe that our dividend policy will limit, babt preclude, our ability to grow. If we continpaying dividends at the level
currently anticipated under our dividend policy, may not retain a sufficient amount of cash, angt need to seek refinancing, to
fund a material expansion of our business, inclgi@diny significant acquisitions or to pursue groaiportunities requiring capital
expenditures significantly beyond our current exatens. In addition, because we expect a sigmfipartion of cash available will
be distributed to holders of common stock underdividend policy, our ability to pursue any matégapansion of our business will
depend more than it otherwise would on our abititpbtain third-party financing.

Surety Bonds

In the ordinary course of business, we enter igtety, performance, and similar bonds. As of Decandd, 2006, we had
approximately $2.1 million of these bonds outstagdi
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Table of Contractual Obligations and Commitments

As of December 31, 2006, our material contractbdibations and commitments were:

Payments Due by Period (in thousands)

Total 2007 2008 2009 2010 2011 Thereafter

Long-term debt (a $594000 $ — $ — $ — $ — $464,000 $ 130,00(

Operating lease 11,25¢ 3,241 2,33t 1,914 1,714 1,09¢ 952

Pension and other p-retirement obligations (k 49,46( 2,98: 5,19¢ 5,44 5,692 5,971 24,17¢
Total contractual cash obligations and

commitments $654,71! $6,22¢ $7531 $7,35€ $7,40¢ $471,07( $ 155,12¢

(@) This item consists of loans outstanding urdercredit facilities totaling $464.0 million awdir senior notes totaling
$130.0 million. The credit facilities consist o$464.0 million term loan D facility maturing on @ber 14, 2011 and a
$30.0 million revolving credit facility, which wdslly available but undrawn as December 31, 2(

(b) Pension funding is an estimate of our minimum fagdiequirements to provide pension benefits forleyges based on serv
through December 31, 2006. Obligations relatingtteer post retirement benefits are based on esthfature benefit
payments. Our estimates are based on forecastisuoé foenefit payments which may change over tioetd a number of
factors, including life expectancy, medical cosid &ends and on the actual rate of return on lue @ssets, discount rates,
discretionary pension contributions and regulatafgs.

Recent Accounting Pronouncements

In June 2006, FASB issued Financial Interpretablion 48, “Accounting for Uncertainty in Income Taxes, an jptetation of
FASB Statement No. 1" (“ FIN 48"). FIN 48 clarifies the accounting for cartainty in income taxes recognized in a company’s
financial statements and prescribes a recogniticeshold and measurement attribute for the finhistaement recognition and
measurement of a tax position taken or expectée tiaken in a tax return. FIN 48 also provides gna® on description,
classification, interest and penalties, accounitinigterim periods, disclosure and transition. We r@quired to adopt FIN 48
effective January 1, 2007 and are currently evadgahe impact of adopting FIN48 on our future fesaf operations and financial
condition.

In September 2006, FASB issued Statement of FinhAcicounting Standards No. 157Fair Value Measurementy“SFAS
157"). SFAS 157 defines fair value, establishesaméwork for measuring fair value in generally gted accounting principles, and
expands disclosures about fair value measurematgsre required to adopt SFAS 157 effective JanLlia®p08 and are currently
evaluating the impact of adopting SFAS 157 on ature results of operations and financial condition

In September 2006, FASB issued Statement of FinhAcicounting Standards No. 158:Mmployers’ Accounting for Defined
Benefit Pension and Other Postretirement P” (“SFAS 158"). SFAS 158 requires an employer to gegpe the overfunded or
underfunded status of a defined benefit postretir@rplan as an asset or liability in its statenodrinancial position and to
recognize changes in that funded status in theipeahich the changes occur through comprehensieeme. SFAS 158 also
requires an employer to measure the funded sthtuplan as of the date of its year-end statemgfimancial position. We adopted
SFAS 158 effective as December 31, 2006; howekierréquirement to measure plan assets and behgfiations as of the date of
our fiscal year end is required to be effectivefalBecember 31, 2008. The adoption of SFAS 158ltexin a $518 net increase in
our combined pension and postretirement benebtliiees as of December 31, 2006 and a decreaaedomulated other
comprehensive income of $324 net of $194 of taxes.
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In September 2006, the Securities and Exchange Gssion issued Staff Accounting Bulletin No. 108 6nsidering the
Effects of Prior Year Misstatements When Quantjfjitisstatements in Current Year Financial States” (“SAB 108"). SAB 108
provides interpretive guidance on the consideratiohe effects of prior year misstatements in difiging current year
misstatements for the purpose of assessing métgriahB 108 is effective for fiscal years endinftea November 15, 2006. We
adopted SAB 108 as of December 31, 2006 with n@ahpn our results of operations or financial ctodi

ltem 7A. Quantitative and Qualitative Disclosures @&out Market Risk

We are exposed to market risk from changes inestaates on our long-term debt obligations. Wenede our market risk
using sensitivity analysis. Market risk is defiredthe potential change in the fair market valua fiked-rate long-term debt
obligation due to hypothetical adverse changeterast rates and the potential change in intesgsrese on variable rate long-term
debt obligations due to a change in market inteedss. The fair value on long-term debt obligagicndetermined based on
discounted cash flow analysis, using the ratestlamdnaturities of these obligations compared tm$eaind rates currently available
long-term debt markets. The potential change ier@dt expense is determined by calculating thetedfiethe hypothetical rate
increase on the portion of variable rate debtithabt hedged through the interest swap agreendestsibed below and assumes no
changes in our capital structure. As of DecembeRB06, approximately 81.5% of our long-term ddiitgations were fixed rate
obligations and approximately 18.5% were variabte obligations not subject to interest rate swapements.

As of December 31, 2006, we had $464.0 millionefhtdbutstanding under our credit facilities. Oup@sure to fluctuations in
interest rates was limited by interest rate swapeagents that effectively converted a portion afvariable debt to a fixed-rate
basis, thus reducing the impact of interest ratangks on future interest expenses. On Decemb@086, we had interest rate swap
agreements covering $354.1 million of aggregateggval amount of our variable rate debt at fixeBQOR rates ranging from 3.26%
to 5.51% and expiring on May 19, 2007, Decembe2808, and September 30, 2011. In addition, on Déee 21, 2006 we
executed $40.0 million of notional floating to ftkeate swaps that will be effective on Januaryd®72and $110.0 million that will
effective May 19, 2007 to replace swaps that apgrieng. The new swaps have fixed LIBOR rates ragdimom 4.807% to 4.888%
and will expire equally on December 31, 2009 anddbaber 31, 2010. After giving effect to the new psa89.23% of our total debt
and 86.21% of the debt outstanding under our cfadilities will be fixed rate. As of December 2006, we had $109.9 million of
variable rate debt not covered by interest ratqpsagaeements. If market interest rates averagéd higher than the average rates
that prevailed from January 1, 2006 through DecerBlhe2006, interest expense would have increagegpproximately $1.0 millio
for the period. As of December 31, 2006, the falue of interest rate swap agreements amounted asset of $2.2 million, net of
taxes.

As of December 31, 2006, we had $130.0 millionggragate principal amount of fixed rate long-terebtdobligations with an
estimated fair market value of $138.5 million basachn overall weighted average interest rate ©@8%. and an overall weighted
maturity of 5.25 years, compared to rates and riti@sicurrently available in long-term debt markets
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Item 8. Financial Statements and Supplementary Data
Management’s Report On Internal Control Over Finandal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahaorting. The
Company’s internal control over financial reportisg process designed to provide reasonable assuragarding the reliability of
financial reporting and the preparation of finahstatements in accordance with generally accemtedunting principles for exterr
purposes. The Company’s internal control over fai@reporting includes those policies and proceduhat: (i) pertain to the
maintenance of records that, in reasonable detlrately and fairly reflect the transactions disgositions of the assets of the
Company; (ii) provide reasonable assurance thas#éetions are recorded as necessary to permitratapaof financial statements
accordance with generally accepted accounting ipties; and that receipts and expenditures of thegamy are being made only in
accordance with authorizations of management amdtdirs of the Company; and (iii) provide reasoeassurance regarding
prevention or timely detection of unauthorized asitjon, use, or disposition of the Company’s ass$leat could have a material
effect on the financial statements.

Internal control over financial reporting, becao$dés inherent limitations, may not prevent oretgtmisstatements. Also,
projections of any evaluation of effectivenessuttufe periods are subject to the risk that contmdy become inadequate because of
change in conditions, or that the degree of comp#awith the policies or procedures may deteriofdEnagement conducted an
assessment of the effectiveness of the Compganternal control over financial reporting basedloe framework set forth in Interr
Control — Integrated Frameworkssued by the Committee of Sponsoring Organizatidriee Treadway Commission. Based on the
Company’s assessment, management has concludedtématl control over financial reporting as ofd@enber 31, 2006 was
effective.

Our management’s assessment of the effectivengbhe @ompany’s internal control over financial repw as of

December 31, 2006 has been audited by Ernst & YaWwRy an independent registered public accountimg,fas stated in their
report below.
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Report of Independent Registered Public Accountindrirm
On Internal Control Over Financial Reporting

To the Shareholders and Board of Directors of
Consolidated Communications Holdings, Inc.

We have audited management’s assessment, inclndbed accompanying Management’s Report on Inteoatrol over
Financial Reporting, that Consolidated Communicstibloldings, Inc. maintained effective internal wohover financial reporting
as of December 31, 2006, based on criteria eshedalign Internal Control — Integrated Framework esby the Committee of
Sponsoring Organizations of the Treadway Commisgtoe COSO criteria). Consolidated Communicationgdihgs, Inc.’s
management is responsible for maintaining effeatiternal control over financial reporting and ftrassessment of the
effectiveness of internal control over financighogting. Our responsibility is to express an opingm management’s assessment and
an opinion on the effectiveness of the Companyt&riral control over financial reporting based on audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting OversightriBq@nited States).
Those standards require that we plan and perfoenadidit to obtain reasonable assurance about wheffieetive internal control
over financial reporting was maintained in all nmterespects. Our audit included obtaining an usidading of internal control ov
financial reporting, evaluating management’s asaess, testing and evaluating the design and operafifectiveness of internal
control, and performing such other procedures asamsidered necessary in the circumstances. Wevieetihat our audit provides a
reasonable basis for our opinion.

A company'’s internal control over financial repodiis a process designed to provide reasonableamesuregarding the
reliability of financial reporting and the prepacat of financial statements for external purposeadcordance with generally
accepted accounting principles. A company’s intecoatrol over financial reporting includes thos#igies and procedures that
(1) pertain to the maintenance of records thate@sonable detail, accurately and fairly refleettiiansactions and dispositions of the
assets of the company; (2) provide reasonable @sseithat transactions are recorded as necesgagyriit preparation of financial
statements in accordance with generally acceptealiating principles, and that receipts and expenett of the company are being
made only in accordance with authorizations of nganaent and directors of the company; and (3) pewadsonable assurance
regarding prevention or timely detection of unauited acquisition, use, or disposition of the comps assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @étisstatements. Also,
projections of any evaluation of effectivenessuttufe periods are subject to the risk that contmdy become inadequate because of
changes in conditions, or that the degree of caampé with the policies or procedures may detemorat

In our opinion, management’s assessment that Cidasadi Communications Holdings, Inc. maintaine@e&tife internal
control over financial reporting as of December 106, is fairly stated, in all material respebsed on the COSO criteria. Also, in
our opinion, Consolidated Communications Holdirlgs, maintained, in all material respects, effeztivternal control over financi
reporting as of December 31, 2006, based on theGCO&eria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
consolidated balance sheets of Consolidated Contatimins Holdings, Inc. as of December 31, 20062005, and the related
consolidated statements of operations, changesdktwlders’ equity, and cash flows for each oftthree years in the period ended
December 31, 2006, and our report dated March ®7 28pressed an unqualified opinion thereon.

/sIErnst & Young LLP

Chicago, lllinois
March 5, 2007
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Report of Independent Registered Public Accountindrirm

To the Shareholders and Board of Directors of
Consolidated Communications Holdings, Inc.

We have audited the accompanying consolidated balsineets of Consolidated Communications Holdimgs,and
subsidiaries (the Company) as of December 31, 20062005, and the related consolidated statemépizeoations, changes in
stockholders’ equity, and cash flows for each efttiree years in the period ended December 31, ZD@6audits also included the
financial statement schedule listed in the Indetteah 15. These financial statements and schedaltha responsibility of the
Company’s management. Our responsibility is to egpian opinion on these financial statements ametisite based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamBigUnited States).
Those standards require that we plan and perfoenadidit to obtain reasonable assurance about witethénancial statements are
free of material misstatement. An audit includeamaixing, on a test basis, evidence supporting tih@uats and disclosures in the
financial statements. An audit also includes assgdbe accounting principles used and signifiesiimates made by management,
as well as evaluating the overall financial statetpeesentation. We believe that our audits progideasonable basis for our
opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial
position of Consolidated Communications Holdinges, lat December 31, 2006 and 2005, and the comsetidesults of their
operations and their cash flows for each of thedtyears in the period ended December 31, 20@®nformity with U.S. generally
accepted accounting principles. Also, in our opinithe related financial statement schedule, wioaisidered in relation to the basic
consolidated financial statements taken as a wipodsents fairly, in all material respects, th@infation set forth therein.

As discussed in Notes 3 and 13 to the consolidataedcial statements, the Company adopted certavigions of Statement «
Financial Accounting Standards No. 1E8nployers’ Accounting for Defined Benefit Pensiad ®ther Postretirement Plans — an
Amendment of FASB Statements No. 87, 88, 106 &{&), which changed its method of accounting for pemsiod postretirement
benefits as of December 31, 2006.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
effectiveness of the Company’s internal controlrdirancial reporting as of December 31, 2006, dasethe criteria established in
Internal Control — Integrated Framework issuedhi®y €ommittee of Sponsoring Organizations of theadway Commission
(COSO0), and our report dated March 5, 2007 expdeasainqualified opinion thereon.

/sIErnst & Young LLP

Chicago, lllinois
March 5, 2007
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Consolidated Communications Holdings, Inc.
Consolidated Balance Sheets
(Amounts in thousands, except share amounts)

December 31,

2006 2005

ASSETS
Current asset:

Cash and cash equivalel $ 26,67: $ 31,40¢

Accounts receivable, net of allowance of $2,110 $2@25, respectivel 34,39¢ 35,50¢

Inventories 4,17( 3,42(

Deferred income taxe 2,081 3,111

Prepaid expenses and other current a: 6,89¢ 5,592
Total current asse 74,217 79,03t
Property, plant and equipment, | 314,38: 335,08t
Intangibles and other asse

Investment: 40,31« 44,05¢

Goodwill 316,03¢ 314,24

Customer lists, ne 110,27: 135,51!

Tradename 14,29 14,54¢

Deferred financing costs and other as 20,06¢ 23,46’
Total asset $ 889,57¢ $ 945,95(
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:

Accounts payabl $ 11,00¢ $ 11,74

Advance billings and customer depo: 15,30: 14,20:

Dividends payabli 10,04( 11,531

Accrued expense 29,39¢ 30,37¢
Total current liabilities 65,74¢ 67,85¢
Long-term debt 594,00( 555,00(
Deferred income taxe 55,89: 66,22¢
Pension and postretirement benefit obligati 54,18 53,18t
Other liabilities 1,10C 1,47¢
Total liabilities 770,92t 743,744
Minority interest 3,69¢ 2,974
Stockholder equity

Common stock, $0.01 par value, 100,000,000 shatherzed, 26,001,872 and

29,775,010 issued and outstanding in 2006 and 2@8pectively 26C 297

Additional paid in capita 199,85¢ 254,16:

Accumulated defici (87,367) (57,539

Accumulated other comprehensive inca 2,202 2,30z
Total stockholdel equity 114,95¢ 199,22¢
Total liabilities and stockholde’ equity $ 889,57¢ $ 945,95(

See accompanying notes
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Consolidated Communications Holdings, Inc.
Consolidated Statements of Operations
(Dollars in thousands, except per share amounts)

Year Ended December 31,

2006 2005 2004

Revenue: $ 320,76 $ 321,42 $ 269,60!
Operating expense

Cost of services and products (exclusive of deptixi and amortization

shown separately belov 98,09: 101,15¢ 80,57:

Selling, general and administrative exper 94,69: 98,79 87,95¢

Intangible assets impairme 11,24( — 11,57¢

Depreciation and amortizatic 67,43( 67,37¢ 54,52
Income from operatior 49,31: 54,10( 34,98:
Other income (expense

Interest incom 974 1,06¢€ 384

Interest expens (43,879) (54,509 (39,939

Investment incom 7,691 3,21¢ 3,78¢

Minority interest (727) (682) (327)

Other, ne 29C 3,28¢ 201
Income (loss) before income tax 13,67: 6,47: (917)
Income tax expens 40t 10,93t 232
Net income (loss 13,261 (4,462 (1,149
Dividends on redeemable preferred shi — (10,267) (14,965
Net income (loss) applicable to common stockhol $ 13,26" $  (14,72H $ (16,109
Net income (loss) per common sh-

Basic $ 0.4¢ $ (0.8 % (1.79)

Diluted $ 0.47 $ 089 % (1.79
Cash dividends declared per common sl $ 1.5¢ $ 0.41 $ —

See accompanying notes
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Consolidated Communications Holdings, Inc.
Consolidated Statement of Changes in StockholderEquity
Year Ended December 31, 2006, 2005 and 2004
(Dollars in thousands, except share amounts)

Balance, January 1, 2004

Net loss

Shares issued under employee g

Dividends on redeemable preferred shi

Minimum pension liability, net of ($174) of te

Unrealized loss on marketable securities, net 838 $f tax

Change in fair value of cash flow hedges, net g0$Q of
tax

Balance, December 31, 20C

Net loss

Dividends on redeemable preferred shi

Dividends on common stoc

Reorganization and conversion of redeemable peerr
shares to common stock in connection with initiablic
offering

Issuance of common sto

Shares issued under employee ¢

Non-cash stock compensati

Purchase and retirement of common st

Minimum pension liability, net of ($130) of te

Change in fair value of cash flow hedges, net 682 of
tax

Balance, December 31, 2005

Net income

Dividends on common stoc

Shares issued under employee plan, net of forfs

Non-cash stock compensati

Purchase and retirement of common st

Reversal of minimum pension liability upon adoptin
SFAS 158, net of $303 of t:

Recognition of funded status upon adoption of SHAS,
net of ($194) of ta:

Unrealized gain on marketable securities, net df &3ax

Change in fair value of cash flow hedges, net 40g) of
tax

Balance, December 31, 20C

Common Stock

Additional

Accumulated
Other

Accumulated Comprehensive

Comprehensive

Shares  Amount Paid in Capital Deficit Income Total  Income (Loss)
9,975,000 $ —$ — 3 (3,009 $ (515) $ (3,519

— — — (1,143 — (1,149 $ (1,143

25,00( — 58 — — 58 —

_ — — (14,96%) — (14,969 —

— — — — (283 (283) (283

— — — — (49 (49) (49)

— — — — 1,10¢ 1,10¢ 1,10¢

10,000,00 — 58 (19,11)) 256 (18,79 $ (370

— — — (4,467) — (4,462 $ (4,467)

— — — (10,269) — (10,269 —

— — — (23,69) —  (23,69) —

13,692,51 237 177,99° — — 178,23: —
6,000,00! 60 67,52¢ — —  67,58¢

87,50( — — — — — —

— — 8,59( — — 8,59( —

(5,000 — (12 — — (12) —

— — — — (149 (144) (149

— — — — 2,18¢ 2,18¢ 2,18¢

29,775,01 297 254,16: (57,539 2,30z 199,22 $ (2,419

— — — 13,267 — 13,267 $ 13,267

_ — — (43,096) — (43,09 -

13,84: — — — — — —

— — 2,48 — — 2,48 —

(3,786,97) (37) (56,78¢) — — (56,82 —

— — — — 427 427 —

— — — — (329 (329) —

— — — — 49 49 49

— — — — (252 (252) (252

26,001,87 $ 26C $ 199,85( $ (87,369 $ 2,20z $114,95¢( $ 13,06¢

See accompanying notes

66




Table of Contents

Consolidated Communications Holdings, Inc.
Consolidated Statements of Cash Flows

OPERATING ACTIVITIES
Net income (loss

(Dollars in thousands)

Year Ended December 31,

Adjustments to reconcile net income (loss) to qaslvided by operating

activities:
Depreciation and amortizatic
Provision for uncollectible accour
Deferred income ta
Intangible assets impairme
Pension curtailment ga
Partnership incom
Non-cash stock compensati
Minority interest in net income of subsidie
Penalty on early termination of de
Amortization of deferred financing cos
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Other asset
Accounts payabl
Accrued expenses and other liabilit
Net cash provided by operating activit
INVESTING ACTIVITIES
Proceeds from sale of investme
Proceeds from sale of ass
Acquisition, net of cash acquirt
Capital expenditure
Net cash used in investing activiti
FINANCING ACTIVITIES
Proceeds from issuance of stc
Proceeds from lor-term obligations
Payments made on lo-term obligation:
Payment of deferred financing co
Purchase of treasury sha
Distribution to preferred shareholde
Dividends on common stoc

Net cash provided by (used in) financing activi

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of the

Cash and cash equivalents at end of the

Supplemental cash flow informatit
Interest paic

Income taxes paid (refunde

2006 2005 2004
$ 13267 $ (4469 $ (1,149
67,43( 67,37¢ 54,52:
5,05¢ 4,48 4,66¢
(9,305) 10,23: 201
11,24( — 11,57¢
— (7,880) —
(2,897) (1,809) (1,289)
2,487 8,59( —
721 682 327

— 6,82" —

3,26( 5,48z 6,47¢
(3,957) (6,166) (3,499
(750) 10¢ (249
(2,08() 15€ 4,401
(739) 567 (2,689

852 (4,886) 6,46:
84,59: 79,30¢ 79,76¢
5,921 — —
81F — —

— — (524,09)
(33,389 (31,099 (30,010)
(26,657 (31,099 (554,10)
— 67,58¢ 89,05¢
39,00( 5,68¢ 637,00
— (86,932 (190,82f)

(262) (5,557) (18,95¢)
(56,829 (12) —
— (37,500) —
(44,599 (12,160) —
(62,679) (68,88) 516,27
(4,737 (20,675 41,94;
31,40¢ 52,08« 10,14:
$ 26670 $  3140¢ $ 52,08
$  4450¢ $ 53068 $ 27,75t
$ 823 $ 61 $ (509)

See accompanying notes
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CONSOLIDATED COMMUNICATIONS HOLDINGS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except share and per sharereunts)

1. Description of Business

Consolidated Communications Holdings, Inc. anavitelly owned subsidiaries (the “Company”) operatader the name
Consolidated Communications. The Company is arbksiieed rural local exchange company (“RLEC”) pdirg communications
services to residential and business custometbriai$ and Texas. With approximately 234,000 loaetess lines and approximately
53,000 digital subscriber lines (“DSL”) and 7,00Qithl television subscribers, Consolidated Commations offers a wide range of
telecommunications services, including local antyldistance service, custom calling features, [eiline services, dial-up and high-
speed Internet access, digital TV, carrier accessces, network capacity services over our rediibar optic network, and
directory publishing. The Company also operatesraber of complementary businesses, including telketiag and order
fulfillment; telephone services to county jails astdte prisons; equipment sales; operator sendgcesmobile services.

2. Initial Public Offering

On July 27, 2005, the Company completed the inptiddlic offering of its common stock (the “IPO"The IPO consisted of the
sale of 6,000,000 shares of common stock newlesy the Company and 9,666,666 shares of commck sbld by certain
selling stockholders. The shares of common stoale weld at an initial public offering price of $08.per share resulting in net
proceeds, after deduction of offering costs, toGoenpany of $67,589. The Company did not receiweparaceeds from the sale of
common stock by the selling stockholders.

On July 29, 2005, the underwriters naotified the @any of their intention to fully exercise their agut to purchase an additior
2,350,000 shares of the Compagbmmon stock from the selling stockholders airifial public offering price of $13.00 per she
less the underwriters’ discount. The sale of therallotment shares closed on August 2, 2005. Tdragany did not receive any
proceeds from the sale of the over-allotment shaydke selling stockholders.

3. Summary of Significant Accounting Policies
Principles of Consolidation
The consolidated financial statements include tumants of Consolidated Communications Holdings, &nd its wholly-
owned subsidiaries and subsidiaries in which itdnaentrolling financial interest. All material @ccompany balances and
transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfiztttae reported amounts of assets and liaksliied disclosure of contingent
assets and liabilities at the date of the finanstalements and the reported amounts of revenukesxqenses during the reporting
periods. Actual results could differ from the esttes and assumptions used.
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CONSOLIDATED COMMUNICATIONS HOLDINGS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share and per sharereunts)

Regulatory Accounting

Certain whollyewned subsidiaries, ICTC, Consolidated Communicatiaf Texas Company and Consolidated Communice
of Fort Bend Company, are independent local exchaagriers (“ILECs”) which follow the accountingrfregulated enterprises
prescribed by Statement of Financial Accountingn@ads No. 71, Accounting for the Effects of Certain Types of Regn
" (“SFAS 71"). SFAS 71 permits rates (tariffs) to be set at leirglsnded to recover estimated costs of providegutated services
products, including capital costs. SFAS 71 requinesILECs to depreciate wireline plant over thefuklives approved by the
regulators, which could be different than the ukkfes that would otherwise be determined by mamagnt. SFAS 71 also requires
deferral of certain costs and obligations basedgmprovals received from regulators to permit vecp of such amounts in future
years. Criteria that would give rise to the disammence of SFAS 71 include (1) increasing comptitiestricting the wirelin
business’ ability to establish prices to recovexcfic costs and (2) significant changes in the neauby which rates are set by
regulators from cost-base regulation to anothenfof regulation.

Cash Equivalents

Cash equivalents consist of short-term, highlyitigavestments with a remaining maturity of threentns or less when
purchased.

Investments

Investments in equity securities that have readferminable fair values are categorized as avaifab sale securities and are
carried at fair value. The unrealized gains ordsssn securities classified as available for sadéreluded as a separate component
of stockholders’ equity. Investments in equity sé@s that do not have readily determinable failues are carried at cost.

Investments in affiliated companies that the Comypdaes not control but does have the ability tareige significant influence
over operations and financial policies are accalifde using the equity method. Investments in iafiid companies, that the
Company does not control and does not have thityatioilexercise significant influence over operatand financial policies, are
accounted for using the cost method.

To determine whether an impairment of an investreaidts, the Company monitors and evaluates tladial performance of
the business in which it invests and comparesdhgiog value of the investment to quoted markatgw if available or the fair valt
of similar investments, which in certain circumstes, is based on traditional valuation modelsziij multiple of cash flows. Whe
circumstances indicate that a decline in the falue of the investment has occurred and the deinther than temporary, the
Company records the decline in value as realizgrhirment loss and a reduction in the cost of tkestment.

Accounts Receivable and Allowance for Doubtful Acots

Accounts receivable consist primarily of amounts thuthe Company from normal activities. Accoumtsaivable are
determined to be past due when the amount is oedydsed on the payment terms with the customeertain circumstances, the
Company requires deposits from customers to méigatential risk associated with receivables. Then@any maintains an
allowance for doubtful accounts to reflect managet'seest estimate of probable losses inherertératcounts receivable balance.
Management determines the allowance balance baskwdoovn troubled accounts, historical experienad @ther currently available
evidence. Accounts receivable are written off wheanagement of the Company determines that theviaadeiwill not be collected.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share and per sharer®unts)

Inventory

Inventory consists mainly of copper and fiber cahk will be used for network expansion and upgsag@ind materials and
equipment used in the maintenance and installafidelephone systems. Inventory is stated at thveld®f cost or market using the
average cost method.

Goodwill and Other Intangible Assets

In accordance with Statement of Financial Accoun@tandards No. 142,Goodwill and Other Intangible Ass€et§'SFAS
142", goodwill and intangible assets that haveefimdte useful lives are not amortized but rather tested at least annually for
impairment. Tradenames have been determined toihdeénite lives; thus they are not being amodibait are tested annually for
impairment using discounted cash flows based @lief from royalty method. The Company evaluatesdarrying value of goodw
in the fourth quarter of each year. As part ofélhealuation, the Company compares the carrying viaueach reporting unit with
their fair value to determine whether impairmensesx If impairment is determined to exist, anyatetl impairment loss is calculated
based upon fair value.

SFAS 142 also provides that assets which havefiivies be amortized over their useful lives. Costolists are being
amortized on a straight-line basis over their eatéd useful lives based upon the Company’s histbexperience with customer
attrition and the recommendation of an independpptaiser. The estimated lives range from 10 tpel8s. In accordance with
Statement of Financial Accounting Standards No, 14kcounting for the Impairment or Disposal of Lomget Assets” (“SFAS
144"y , the Company evaluates the potential impairmefindé-lived acquired intangible assets when appiede. If the carrying
value is no longer recoverable based upon the coudiged future cash flows of the asset, the amoiuthie impairment is the
difference between the carrying amount and theviire of the asset.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at €bst cost of additions, replacements, and majpravements is capitalized,
while repairs and maintenance are charged to egp&epreciation is determined based upon the asstitmated useful lives using
either the group or unit method.

The group method is used for depreciable asseisated to providing regulated telecommunicatiorviees, including the
majority of the network and outside plant facilti®&Jnder the group method, a specific asset grasmh average life. A depreciati
rate is developed based on the average usefiibliftne specific asset group as approved by regilagencies. This method
requires periodic revision of depreciation ratefiéWan individual asset is sold or retired undergioup method, the difference
between the proceeds, if any, and the cost ofghetas charged or credited to accumulated depi@tjavithout recognition of a ga
or loss.

The unit method is primarily used for buildingstrfiture, fixtures and other support assets. Unldeunit method, assets are
depreciated on the straight-line basis over thenastd useful life of the individual asset. Wheniradividual asset is sold or retired
under the unit method, the cost basis of the aswktelated accumulated depreciation are remowendl fihe accounts and any
associated gain or loss is recognized.

Estimated useful lives are as follows:

Years
Buildings 15-35
Network and outside plant faciliti¢ 5-3C
Furniture, fixtures, and equipme 3-17
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share and per sharereunts)

Revenue Recognitio

Revenue is recognized when evidence of an arrangjesrests, the earnings process is complete areotiblility is reasonably
assured. The prices for regulated services am ifil¢ariffs with the appropriate regulatory bodikat exercise jurisdiction over the
various services. Marketing incentives, includinmélle discounts, are recognized as revenue redgdticthe period the service is
provided.

Local calling services including local dial ton@hanced calling features such as caller name amthewidentification, special
access circuits, long distance flat rate calliranpl and most data services are billed to end ursadvance. Billed but unearned
revenue is deferred and recorded in advance killargl customer deposits.

Revenues for providing usage based services, supbraminute long distance service and access ehitied to other
telephone carriers for originating and terminatioigg distance calls on the Company’s network, dtedoin arrears. Revenues for
these services are recognized in the period sergicerendered. Earned but unbilled usage baseideseare recorded in accounts
receivable.

Subsidies, including Universal Service revenuesgavernment sponsored support received in asgntiaith providing
service in mostly rural, high cost areas. Thesemaes are typically based on information providgdhe Company and are
calculated by the government agency responsibladorinistering the support program. Subsidies eregnized in the period the
service is provided and out of period subsidy adjesits are recognized in the period they are degradzhble and estimable.

Operator services, paging services, telemarketidgoader fulfillment services are recognized monts services are provided.
Telephone equipment revenues generated from oftaiinels are recorded at the point of sale. Telegaamtations systems and
structured cabling project revenues are recognigpet completion and billing of the project. Maird@ge services are provided on
both a contract and time and material basis andeaarded when the service is provided. Print athieg and publishing revenues
are recognized ratably over the life of the relat@dctory, generally twelve months.

Advertising Costs

The costs of advertising are charged to expenseaged. Advertising expenses totaled $1,266, 33 @nd $1,521 in 2006,
2005 and 2004, respectively.

Income Taxes

Consolidated Communications Holdings, Inc. anavitelly owned subsidiaries file a consolidated fedl@rcome tax return ar
its majority owned subsidiary, East Texas FiberLimcorporated files a separate federal incomeetxn. State income tax returns
are filed on a consolidated or separate legalyebéisis depending on the state. Federal and siatene tax expense or benefit is
allocated to each subsidiary based on separattdyndimed taxable income or loss.

Amounts in the financial statements related to inedaxes are calculated in accordance with Stateofi€tinancial Accountini
Standards No. 109,Accounting for Income Tax&4“SFAS 109"). Deferred income taxes are provided for the tempatdferences
between assets and liabilities recognized for fit@nmeporting purposes and such amounts recogifiarddx purposes as well as I¢
carryforwards. Deferred income tax assets andliligisi are measured using enacted tax rates expaxggpply to taxable income in
the years in which those temporary differencesapected to be recovered or settled. The Compamyds a valuation allowance
for deferred income tax assets when, in the opinfananagement, it is more likely than not thatedefd tax assets will not be
realized.
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Provisions for federal and state income taxes al@itated on reported pre-tax earnings based aemutax law and also may
include, in the current period, the cumulative efffef any changes in tax rates from those usedqusly in determining deferred tax
assets and liabilities. Such provisions may dififem the amounts currently receivable or payableahbse certain items of income
and expense are recognized in different time periodfinancial reporting purposes than for inca@re purposes. Significant
judgment is required in determining income tax mns and evaluating tax positioiThe Company establishes reserves for income
tax when, despite the belief that its tax positiaresfully supportable, there remain certain prédaicome tax contingencies that v
be challenged and possibly disallowed by variodbaities. The consolidated tax provision and edatccruals include the impact
of such reasonably estimated losses. To the etitahthe probable tax outcomes of these mattensgeisa such changes in estimate
will impact the income tax provision in the periodwhich such determination is made.

Stock Based Compensation

The Company maintains a restricted share plan toceertain employees of the Company restrictedneomshares of the
Company as an incentive to enhance their long-parformance as well as an incentive to join or rienadth the Company. In
December 2004, the Financial Accounting Standaated(“FASB”) issued Statement of Financial AccangtStandards No. 123
Revised, “Share Based Paymeh{‘SFAS 123R"), which replaced SFAS No. 123Atcounting for Stock-Based Compensation
" (“SFAS 123") and superseded Accounting Princifesrd (“APB”) Opinion No. 25, ‘Accounting for Stock Issued to Employées
SFAS 123R requires all share-based payments toogegs, including grants of employee stock optitmee recognized in the
financial statements based on their fair valueASE23R was adopted by the Company effective JuBOD5 using the modified-
prospective transition method. Under the guidelimeSFAS 123R, the Company recognized gash stock compensation expens
$2,482 in 2006 and $8,590 in 2005.

Financial Instruments and Derivatives

As of December 31, 2006, the Company’s financisiriiments consist of cash and cash equivalentsuatreceivable,
accounts payable and long-term debt obligation©@&tember 31, 2006 and 2005 the carrying valubedd financial instruments
approximated fair value, except for the Compangisiar notes payable. As of December 31, 2006, ding/ing value and fair value
of the Company’s senior notes approximated $130z0@0$138,500, respectively.

Derivative instruments are accounted for in accecdavith Statement of Financial Accounting Standatd. 133, “Accounting
for Derivative Instruments and Hedging Activ’ (“SFAS 133"). SFAS 133 provides comprehensive aadsistent standards for the
recognition and measurement of derivative and meggctivities. It requires that derivatives be releal on the consolidated balance
sheet at fair value and establishes criteria fdighe of changes in fair values of assets, liaddlitr firm commitments, hedges of
variable cash flows of forecasted transactionstautes of foreign currency exposures of net investsin foreign operations. To
the extent that the derivatives qualify as a césl hedge, the gain or loss associated with thecéffe portion is recorded as a
component of Accumulated Other Comprehensive Incfiross). Changes in the fair value of derivativest o not meet the criteria
for hedges are recognized in the consolidatedmataits of operations. Upon termination of interast swap agreements, any
resulting gain or loss is recognized over the @t the remaining original term of the hedgingtiament or the remaining life of
the underlying debt obligation. Since the Compairmyterest rate swap agreements are with major €iahimstitutions, the Company
does not anticipate any nonperformance by any eopaity.

Recent Accounting Pronouncements

In June 2006, FASB issued Financial Interpretalion 48, “Accounting for Uncertainty in Income Taxes, an jptetation of
FASB Statement No. 1" (“ FIN 48"). FIN 48 clarifies the accounting for cartainty in income taxes recognized in a company’s
financial statements and prescribes a recogniticeshold and measurement attribute for the finhstaement recognition and
measurement of a tax position taken or expectée tiaken in a tax return. FIN 48 also provides gnad on description,
classification, interest and penalties, accounitingterim periods, disclosure and transition. Th@mpany is required to adopt FIN
48 effective January 1, 2007 and is currently eatithg the impact of adopting FIN48 on its futureuks of operations and financial
condition.
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In September 2006, FASB issued Statement of FinhAcicounting Standards No. 157Fair Value Measurementy“SFAS
157"). SFAS 157 defines fair value, establishesamnéwork for measuring fair value in generally gted accounting principles, and
expands disclosures about fair value measuremBemesCompany is required to adopt SFAS 157 effectaruary 1, 2008 and is
currently evaluating the impact of adopting SFAS % its future results of operations and financaidition.

In September 2006, FASB issued Statement of FinhAcicounting Standards No. 158Employers’ Accounting for Defined
Benefit Pension and Other Postretirement P” (“SFAS 158"). SFAS 158 requires an employer to gegpe the overfunded or
underfunded status of a defined benefit postretir@rplan as an asset or liability in its statenodrinancial position and to
recognize changes in that funded status in theipeahich the changes occur through comprehensisene. SFAS 158 also
requires an employer to measure the funded sthaplan as of the date of its yeamd statement of financial position. The Comy
adopted certain provisions of SFAS 158 effectiv®asember 31, 2006; however, the requirement tesaregplan assets and benefit
obligations as of the date of the CompanfyScal year end is required to be effective aB@tember 31, 2008. The adoption of SF
158 resulted in a $518 net increase in the Compatymbined pension and postretirement benefitlitizdsi as of December 31, 20
and a decrease to accumulated other comprehensiomé of $324 net of $194 of taxes.

In September 2006, the Securities and Exchange Gssion issued Staff Accounting Bulletin No. 108 6nsidering the
Effects of Prior Year Misstatements When Quantifjitisstatements in Current Year Financial States” (“SAB 108"). SAB 108
provides interpretive guidance on the consideratioihe effects of prior year misstatements in difiging current year
misstatements for the purpose of assessing métgriahB 108 is effective for fiscal years endinfgea November 15, 2006. The
Company adopted SAB 108 as of December 31, 2006neitmpact on its results of operations or finahcondition.

4. Acquisition

On April 14, 2004, the Company, through its whalyned subsidiary Consolidated Communications Técaglisition, Inc.
(“Texas Acquisition”), acquired all of the capistbck of TXU Communications Ventures Company (“TXWTfrom Pinnacle One
Partners L.P. (“Pinnacle One”). By acquiring alltleé capital stock of TXUCV, the Company acquiradstantially all of the
telecommunications assets of TXU Corp., including tural local exchange carriers (“RLECSs"), thajdther serve markets in
Conroe, Katy and Lufkin, Texas, a directory pulilighbusiness, a transport services business theid®s connectivity within Texe
and minority interests in two cellular partnerships

The Company accounted for the TXUCV acquisitiomgghe purchase method of accounting. Accordirthly financial
statements reflect the allocation of the total pase price to the net tangible and intangible assjuired based on their respective
fair values. The purchase price, including acqaisitosts and net of $9,897 of cash acquired, Wasatéed to assets acquired and
liabilities assumed as follows:

Current assetl $ 27,47¢
Property, plant and equipme 264,57¢
Customer lis 108,20(
Goodwill 226,34!
Other asset 43,29:
Liabilities assumei (145,800
Net purchase pric $ 524,09(
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The aggregate purchase price was derived from @etitive bidding process and negotiations and wHsédnced by the
Company’s assessment of the value of the overal@X business. The significant goodwill value refiethe Company’s view that
the TXUCV business can generate strong cash flahsates and earnings following the acquisition.dflthe goodwill recorded as
part of this acquisition is allocated to the telepd operations segment. In accordance with SFASthé25226,345 in goodwill
recorded as part of the TXUCV acquisition is nahgeamortized, but is tested for impairment attiesmually. The customer list is
being amortized over its estimated useful lifehofteen years. The goodwill and other intangibkesoaiated with this acquisition did
not qualify under the Internal Revenue Code as cidula for tax purposes.

The Companys consolidated financial statements include thelt®sf operations for the TXUCV acquisition sirtbe April 14
2004, acquisition date. Unaudited pro forma rexflgperations data for the year ended Decembe2(@¥ as if the acquisition had
occurred at the beginning of the period presenteda follows:

Total revenue $ 323,46.
Income from operatior $ 37,53¢
Proforma net los $ 2,95¢)
Proforma net loss applicable to common shareho $ (20,146
Loss per shar— basic and dilute: $ (2.29

5. Prepaids and other current assets

Prepaids and other current assets consist of tlwsvfog:

December 31,

2006 2005
Deferred charge $ 992 $ 431
Prepaid expenst 4,70z 4,38t
Other current asse 1,204 77€
$ 6,89¢ $ 5,592
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6. Property, plant and equipment
Property, plant, and equipment, net consist ofalewing:

December 31

2006 2005

Property, plant and equipme
Land and building: $ 49,34¢ $ 48,01¢
Network and outside plant faciliti¢ 670,79: 657,30¢
Furniture, fixtures and equipme 74,08 75,16
Work in proces: 4,124 6,48(
798,34: 786,96«
Less: accumulated depreciati (483,967 (451,876
Net property, plant and equipme $ 314,38: $ 335,08t

Depreciation expense totaled $53,170, $53,089 48¢6%2 in 2006, 2005 and 2004, respectively.
7. Investments
Investments consist of the following:

December 31

2006 2005

Cash surrender value of life insurance poli $ 1,37¢ $ 1,25¢
Cost method investment

GTE Mobilnet of South Texas Limited Partners 21,45( 21,45(

Rural Telephone Bank stor — 5,921

CoBank, ACB stocl 2,251 2,071

Other 18 19
Equity method investment

GTE Mobilnet of Texas RSA #17 Limited PartnersHif.02% owned 15,08( 13,17¢

Fort Bend Fibernet Limited Partnership (39.06% oaiy 13¢ 161

$ 40,31« $ 44,05¢

The Company has a 2.34% ownership of GTE Mobilfi@auth Texas Limited Partnership (the “Mobilneug8oPartnership”).
The principal activity of the Mobilnet South Pantsieip is providing cellular service in the Houst@glveston and Beaumont, Texas
metropolitan areas.

The Company has a 17.02% ownership of GTE Mobifidiexas RSA #17 Limited Partnership (the “MobilRSA
Partnership”)The principal activity of the Mobilnet RSA Partnkis is providing cellular service to a limited rleaea in Texas. Tt
Company has some influence on the operating amaddial policies of this partnership and accountgHs investment on the equity
basis. Summarized financial information for the Mioét RSA Partnership was as follows:
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2006 2005

For the year ended December 31:

Total revenue $ 49,29¢ $ 42.03:
Income from operatior 15,16: 10,95¢
Income before income tax 15,63: 11,26(
Net income 15,63: 11,26(
As of December 31

Current assetl 14,40¢ 10,14(
Non-current assel 34,39¢ 29,18:
Current liabilities 2,46¢ 2,72z
Non-current liabilities 24¢ 137
Partnership equit 46,09 36,46¢

The Company received partnership distributionditage$1,099 and $379 from its equity method invesiits in 2006 and 2005,
respectively.

8. Minority Interest

East Texas Fiber Line, Inc. (“ETFL") is a joint ware owned 63% by the Company and 37% by EastecoCEITFL provides
connectivity to certain customers within Texas cadiber optic transport network.

9. Goodwill and Other Intangible Assets

In accordance with SFAS 142, goodwill and tradersare not amortized but are subject to an annyzdiiment test, or to
more frequent testing if circumstances indicate they may be impaired. In December 2006 and 20@5Company completed its
annual impairment test, using a discounted cash filethod, and the test indicated no impairmentoafdyvill existed. In December
2004, the Company completed its annual impairmesitand determined that goodwill was impaired ie ofits reporting units
within the Other Operations segment of the Compang,a resulting goodwill impairment charge of $40, was recognized. The
goodwill impairment was limited to the CompasyOperator Services reporting unit, and was dwedecline in current and projec
cash flows for this reporting unit.

The following table presents the carrying amoungaddwill by segment:

Telephone Other

Operations Operations Total
Balance at January 1, 20 $ 309,52° $ 8,95¢ $ 318,48:
Finalization of TXUCV purchase accounting and othagjustments, ne (4,23%) — (4,23%)
Balance at December 31, 2C 305,28 8,95¢ 314,24:
Adjustment for change in estimate of tax basisopfuired assel 1,791 — 1,791
Reclassificatior 1,77C (1,770 —
Balance at December 31, 2C $ 308,85( $ 7,18¢ $ 316,03
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The Company’s most valuable tradename is the fégdeegistered mark CONSOLIDATED, which is usedassociation with
our telephone communication services and is a dedignterlocking circles. The Company’s corporatanding strategy leverages a
CONSOLIDATED naming structure. All business unitglaeveral product/services nhames incorporate @SOLIDATED name.
These tradenames are indefinitely renewable inbd@g)i In December 2006, the Company completeditsia impairment test usir
discounted cash flows based on a relief from rgymkthod and determined that the recorded valits tfadename was impaired in
the Operator Services reporting unit within the @t®perations segment of the Company, and a neguftipairment charge of $255
was recognized. In December 2005, similar testiicated no impairment of the Compasiyfadenames existed. In December 2
the Company determined that the recorded values afddename was impaired in two of its reportingsuwithin the Other
Operations segment of the Company, and a resuitipgirment charge of $1,431 was recognized. Thel 2G@lename impairment
was limited to the Company’s Operator ServicesMpbile Services reporting units. Both the 2006 #r&l2004 tradename
impairments were due to lower than previously andited revenues within the applicable reportingsuni

The carrying value of the Company’s tradenamedadtf14,291 and $14,546 at December 31, 2006 ad%l, 28spectively.
The value of the tradenames was allocated to thméss segments as follows: $10,557 to the Telepfperations and $3,734 to
the Other Operations as of December 31, 2006.

The Company’s customer lists consist of an estadticore base of customers that subscribe toritges. In December 2006,
the Company identified a decline in current andguted cash flows from customers associated walctistomer lists within two of
its reporting units. The Company completed an impant test and determined that the value of itsotner list was partially
impaired and a resulting impairment charge of $89,®as recognized. The customer list impairment mgited to the Company’s
Operator Services and Telemarketing Services rigygounits within the Other Operations segment ef@mpany.

The carrying amount of customer lists is as follows

December 31,

2006 2005
Gross carrying amoul $ 156,64¢ $ 167,63:
Less: accumulated amortizati (46,37%) (32,119
Net carrying amour $ 110,27: $ 135,51!

The net carrying value of the customer lists wélacated to the business segments as follows: $80 7o the Telephone
Operations and $3,192 to the Other Operations Beoémber 31, 2006. The aggregate amortizationnsepassociated with
customer lists for the years ended December 316,200D5 and 2004 was $14,260, $14,290 and $11r83pectively. Customer lis
are being amortized using a weighted average fisgpproximately 12 years. The estimated annual tizadion expense is $12,436
for each of the next five years.

10. Affiliated Transactions

Agracel, Inc., or Agracel, is a real estate investhtompany of which Richard A. Lumpkin, Chairmdrihee Company,
together with his family, beneficially owns 49.7%.addition, Mr. Lumpkin is a director of Agracdigracel is the sole managing
member and 50% owner of LATEL LLC (“LATEL"). Mr. Lmpkin directly owns the remaining 50% of LATEL. TB®@mpany
leases certain office and warehouse space from ILATEe leases are triple net leases that requer€€thmpany to pay substantially
all expenses associated with general maintenartcespair, utilities, insurance and taxes associaiétithe leased facilities. The
Company recognized rent expense of $1,320, $1,88%4,251 during 2006, 2005 and 2004, respectivelgonnection with these
operating leases. There is no associated leasblpadyalance outstanding at December 31, 2006. 8dsek expire in
September 2011.
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Agracel is the sole managing member and 66.7% oofIACC, LLC (“MACC"). Mr. Lumpkin, together witthis family,
owns the remainder of MACC. The Company leasesicedffice space from Agracel. The Company recogphient expense in the
amount of $132, $139 and $123 during 2006, 2005280d, respectively, in connection with this lease.

Mr. Lumpkin, together with members of his familyerteficially owns 100% of SKL Investment Group, LIGKL"). The
Company charged SKL $45 in 2006 and $77 in bottb20@ 2004 for use of office space, computersphelre service and other
office related services.

Mr. Lumpkin also has an ownership interest in Rl&d-1llinois Bancshares, Inc. (“First Mid-1llinof$ which provides the
Company with general banking services, includingas&ory, disbursement and payroll accounts arickraent plan administrative
services, on terms comparable to those availabi¢hter large business accounts. The Company previeigain telecommunications
products and services to First Mid-lllinois. Thasgvices are based upon standard prices for sitdiaginess customers. Following
is summary of the transactions between the CompadyFirst Mid-lllinois:

Year ended December 31

2006 2005 2004
Fees charged from First M-llinois for:
Banking fees $ 10 $ 6 $ 5
401K plan adminstratio 10C 69 77
Interest income earned by the Company on depddisst Mid-lllinois 20¢€ 442 17C
Fees charged by the Company to F
Mid-Illinois for telecommunication servict 542 514 47€

A wholly owned insurance brokerage subsidiary e$tHilid-1llinois maintains a co-brokerage arrangemgith Arthur J.
Gallagher Risk Management Services, Inc. (“AJG Rignagement”). The Company paid insurance premifragproximately
$2,000, $2,210 and $2,015 during 2006, 2005 and 2@8pectively, to independent insurance providader policies brokered by
AJG Risk Management.

Prior to the IPO, the Company and certain of itss@iaries maintained two professional servicesafgreements. The
agreements required the Company to pay to Richatdimpkin, Chairman of the Company, Providence Boaind Spectrum Equit
professional services fees to be divided equallgragrthem, for consulting, advisory and other preifasal services provided to the
Company. The Company recognized fees totaling $2a8@l $4,135 during 2005 and 2004, respectiveBo@ated with these
agreements. These fees are included in sellinggrgeand administrative expenses in the Consolid&tatements of Operations.
Effective July 27, 2005, in connection with the |Rese agreements were cancelled.
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11. Income Taxes

The components of the income tax provision ar@bsvis:

Year ended December 31

2006 2005 2004
Current:

Federal $ 10,15: $ 24C $ 39z
State 1,632 1,042 673
11,78 1,282 1,06¢€

Deferred:
Federal (4,56¢) 4,97: (305)
State (6,811) 4,681 (529)
(11,379 9,65¢ (834)
Income tax expens $ 40& $ 10,93t $ 232

Following is reconciliation between the statutoegdral income tax rate and the Company’s overgdttfe tax rate:

Year ended December 31

2006 2005 2004

Statutory federal income tax rate (bene 35.(% 35.(% (35.(%)
State income taxes, net of federal ber 2.1 5.7 15.1
Stock compensatia 6.4 46.4 —
Litigation settlemen — 16.€ —
Life insurance proceec — (15.0 —
Other permanent differenc 3.3 4.€ 28.¢
Derivative instrument — — 24.¢
Change in valuation allowan: — 4.9 (5.7
Change in deferred tax re (43.9) 71.2 —
Other — (0.6) (2.2

3.C% 168.9% 25.€%

Cash paid (refunded) for federal and state incares was $8,237, $613 and $(509) during 2006, 26652004, respectively.
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Net deferred taxes consist of the following compuse

December 31,

2006 2005
Current deferred tax asse
Reserve for uncollectible accoul $ 73¢ $ 1,06(
Accrued vacation pay deducted when g 1,01z 1,21t
Accrued expenses and deferred reve 32¢ 83€
2,081 3,111
Noncurrent deferred tax asse
Net operating loss carryforwar 6,322 18,58¢
Pension and postretirement obligatis 19,97: 21,02¢
Alternative minimum tax credit carryforwa 76€ 1,04t
Valuation allowanct (5,349 (16,040
21,718 24,62:
Noncurrent deferred tax liabilitie
Goodwill and other intangible (29,359 (36,867)
Derivative instrument (1,489 (1,449
Partnership investme (5,470 (7,070
Property, plant and equipme (41,295 (43,727)
Basis in investmer (1,74
(77,606 (90,850
Net nor-current deferred tax liabilitie (55,897 (66,228
Net deferred income tax liabilitie $ (53,81 % (63,117

In assessing the realizability of deferred tax ssspanagement considers whether it is more likeyn not that some portion or
all of the deferred tax assets will not be realiZHte ultimate realization of deferred tax assetdependent upon the generation of
future taxable income during the periods in whizhse temporary differences become deductible. Mamagt considers the
scheduled reversal of deferred tax liabilities jgcted future taxable income and tax planning etyias in making this assessment. In
order to fully realize the gross deferred tax asdde Company will need to generate future taxafgeme in increments sufficient
recognize net operating loss carryforwards pricexpiration as described below. Based upon thd t#vastorical taxable income
and projections for future taxable income overghgods that the deferred tax assets are deduatifzZieagement believes it is more
likely than not that the Company will realize thenefits of these deductible differences, net ofetkisting valuation allowance at
December 31, 2006. The amount of the deferreddsata considered realizable, however, could becegtin the near term if
estimates of future taxable income during the ctoryard period are reduced. There is an annuatdtion on the use of the NOL
carryforwards, however the amount of projectedriitaxable income is expected to allow for fullinéition of the NOL
carryforwards (excluding those attributable to ETdd described below).

Consolidated Communications Holdings and its whoikned subsidiaries, which file a consolidated falmcome tax return,
estimates it has available NOL carryforwards ofragjnately $11,033 for federal income tax purpasesffset against future
taxable income. The federal NOL carryforwards exfiom 2023 to 2025.

East Texas Fiber Line Incorporated (“ETFL"), a nomsolidated subsidiary for federal income tax mefaurposes, estimates it
has available NOL carryforwards of approximately082 for federal income tax purposes to offsetragieiiture taxable income.
The federal NOL carryforwards expire from 2008 @22.

The valuation allowance is primarily attributedféderal tax loss carryforwards and the deferrecatmets related to ETFL, for
which no tax benefit is expected to be utilizedt Becomes evident that sufficient taxable incamilebe available in the jurisdictiol
where these deferred tax assets exist, the Companlg release the valuation allowance accordingly.
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If subsequently recognized, the tax benefit atteble to $5,315 of the valuation allowance for defé taxes would be allocat
to goodwill. This valuation allowance relates priityato pre-acquisition tax operating loss carryfiards and deferred tax assets
where, it is more likely than not that the benefit not be realized. During 2006, a portion of teduation allowance maintained
against our net deferred tax assets was reduc88,021 as a result of a reduction in our net defetax assets.

During the second quarter of 2006, the State oh$enacted new tax legislation. The most significapact of this legislation
on the Company was the modification of the Texasdhise tax calculation to a new “margin tax” cédton used to derive taxable
income. This new legislation resulted in a reductd our net deferred tax liabilities and corresgiog credit to our state tax
provision of approximately $5,979.

12. Accrued Expenses
Accrued expenses consist of the following:

December 31

2006 2005
Salaries and employee bene $ 10,25¢ $ 10,04(
Taxes payabl 10,39¢ 7,94¢
Accrued interes 4,22¢ 8,124
Other accrued expens 4,517 4,26¢€

$ 29,39¢ $ 30,37¢

13. Pension Costs and Other Postretirement Benefits

The Company has several defined benefit pensiorsavering substantially all of its hourly emplegeand certain salaried
employees, primarily those located in Texas. Th@plprovide retirement benefits based on yearsrofce and earnings. The
pension plans are generally noncontributory. Then@amy’s funding policy is to contribute amountsfigignt to meet the minimum
funding requirements as set forth in employee heapfl tax laws.

The Company currently provides other postretirenbemiefits (“Other Benefits”) consisting of healdre and life insurance
benefits for certain groups of retired employeestir@es share in the cost of health care ben&étree contributions for health care
benefits are adjusted periodically based upon edbkective bargaining agreements for former hperhployees and as total cost:
the program change for former salaried employelks.dompany'’s funding policy for retiree health tfésds generally to pay
covered expenses as they are incurred. Postretitdifecinsurance benefits are fully insured.

The Company used a September 30 measurement détegtans in lllinois and a December 31 measurdrdate for its plans
in Texas.

81




Table of Contents

CONSOLIDATED COMMUNICATIONS HOLDINGS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share and per sharereunts)

The following tables present the benefit obligatiplan assets and funded status of the plans:

Pension Benefits Other Benefits
December 31 December 31
2006 2005 2004 2006 2005 2004

The change in benefit obligatior
Projected benefit obligation,

beginning of yea $ 124,33 $ 117,64 $ 55,52¢ $ 27,83 $ 35,74 $ 8,951
TXUCV acquisition — — 60,98 — — 26,62¢
Service cos 2,022 2,69¢ 2,93( 84z 91C 98¢
Interest cos 7,012 7,00z 5,90z 1,34¢ 1,63¢ 1,57¢
Plan participant contributior — — — 10¢ 19¢ 15¢
Plan amendmen — — — — (2,85)) (2,657)
Plan curtailment — (4,72¢) — — (7,88)) (772
Benefits paic (6,66€) (6,7272) (7,237%) (2,150 (1,882) (1,747%)
Administrative expenses pa — — (410 — (147 —
Actuarial (gain) / los! 20€ 8,44 (57) (1,989 2,09t 2,612
Projected benefit obligation, end of

year $ 126,91 $ 124,33 $ 117,641 $ 26,99 $ 27,83 $ 35,74
Accumulated benefit obligatic $ 125,37 $ 115,63( $ 105,45:
The change in plan assets
Fair value of plan assets, beginnin

of year $ 100,44¢ $ 94,29. $ 50,70¢ $ — $ — $ —
TXUCV acquisition — — 40,63: — — —
Actual return on plan asse 9,68t 7,751 6,71¢t — — —
Employer contribution: 40z 5,37 3,88 1,041 1,82 1,58¢
Plan participant contributior — — — 10¢ 19¢€ 15¢
Administrative expenses pa (77) (259) (410 — (147 —
Benefits paic (6,66¢€) (6,727) (7,237) (1,150 (1,887) (1,747)
Fair value of plan assets end of y $ 103,79 $ 100,44t $ 94,29: $ — $ — $ —
Funded status
Projected benefit obligatic $(126,91) $(124,339) $(117,640) $ (26,999 $ (27,83) $ (35,74)
Fair value of plan asse 103,79( 100,44t 94,29: — — —
Employer contributions after

measurement date and before end

of year — — — 13€ 15¢ 27¢
Funded statu (23,120 (23,88¢) (23,34¢) (26,85¢) (27,679) (35,472)
Unrecognized prior service cost

(credit) (164) — — (1,75%) (2,469 91¢
Unrecognized net actuarial

(gain) loss 1,37¢ 3,36¢ (177) 1,064 2,98¢ (115)
Net amount recognize $ (21,90 $ (20520 $ (2352H $ (2755) $ (27,159 $ (34,669
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Pension Benefits Other Benefits
December 31, December 31,
2006 2005 2004 2006 2005 2004

Amounts recognized in the balanc

sheet consist of noncurrent

liabilities $ (23,120 $ (21,250 $ (23,98) $ (26,859 $ (27,159 $ (34,669
Amounts in accumulated other

comprehensive income:

Unrecognized prior service cost

(credit) (164) — — (1,75¢) — —
Unrecognized net actuarial lo 1,37¢ 73C 457 1,064 — —
$ 1,217 $ 73C $ 457 $ 699 $ = $ —

Amortization of prior service credits of $13 forrsgon benefits and $711 for other post retirememnifits are expected to be
recognized during 2007.

The Company’s pension plan weighted average aseatons by investment category are as follows:

December 31

2006 2005
Plan assets by categor
Equity securitie: 56.2% 56.€%
Debt securitie: 35.9% 39.71%
Other 7.8% 3.7%
100.(% 100.(%

The Company'’s investment strategy is to maximizgtterm return on invested plan assets while mizimgirisk of market
volatility. Accordingly, the Company targets it@htion percentage at 50% to 60% in equity fundk thie remainder in fixed
income funds and cash equivalents.

The Company expects to contribute approximatel$33 o its pension plans and $1,460 to its othstrpirement plans in
2007. The Company’s expected future benefit paysienbe paid during the years ended December 3dsdi@lows:

Pension Other

Benefits Benefits
2007 $ 7,361 $ 1,46(
2008 7,47 1,64¢
2009 7,57 1,692
2010 7,700 1,742
2011 7,871 1,821
2012 through 201 42,31 8,64¢

Effective as of April 30, 2005, the Company’s BoafDirectors authorized amendments to severat®Qompany’s benefit
plans. The Consolidated Communications Texas pemdan was amended to freeze benefit accrualdifpagicipants other than
union participants and grandfathered participarte rate of accrual for grandfathered participamtbis plan was reduced. A
grandfathered participant is defined as a partitipge 50 or older with 20 or more years of seragef April 30, 2005. The

83




Table of Contents

CONSOLIDATED COMMUNICATIONS HOLDINGS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share and per sharereunts)

Consolidated Communications Texas retiree medieal was amended to freeze the Company subsidyéonipm coverage as of
April 30, 2005 for all existing retiree participaniThis plan was also amended to limit future cagerto a select group of future
retires who attain at least age 55 and 15 yeassmice, but with no Company subsidy. The amendsienthe retiree medical plan
resulted in a $7,880 curtailment gain that wasuidet! in general and administrative expenses d200%.

The following table presents the components ofpeeibdic benefit cost for the years ended DecerBheP006, 2005 and 20C

Pension Benefits Other Benefits

2006 2005 2004 2006 2005 2004
Service cos $ 2,02« $ 2,69¢ $ 2,93 $ 84z $ 91C $ 98¢
Interest cos 7,012 7,00: 5,90z 1,34¢€ 1,63¢ 1,57¢
Expected return on plan ass (7,790 (7,387%) (6,439 — — —
Curtailment gair — — — — (7,880 —
Other, ne 544 48 (2 (772) (471) (19)
Net periodic benefit cost (incom $ 1,79 $ 2,360 $ 2,39 $  1,41¢ $ (5809 $  2,54¢

The weighted average assumptions used in meagheng@ompany’s benefit obligations as of Decembe2806, 2005 and
2004 are as follows:

Pension Benefits Other Benefits

2006 2005 2004 2006 2005 2004
Discount rate 6.C% 5.9% 6.C% 6.C% 5.9% 6.C%
Compensation rate incres 3.2% 3.2% 3.5% — — —
Return on plan asse 8.(% 8.C% 8.2% — — —
Initial heathcare cost trend r¢ — — — 10.(% 10.5% 10.(%
Ultimate heathcare cost re — — — 5.C% 5.0% 5.C%
Year ultimate trend rate reach — — — 2011to 201; 2011to201. 2010 to 201:

Weighted average actuarial assumptions used tondieie the net periodic benefit cost for 2006, 2888 2004 are as follows:
discount rate — 5.9%, 6.0% and 6.0%, expected teng-rate of return on plan assets — 8.0%, 8.0%8a8ftb, and rate of
compensation increases — 3.3%, 3.5% and 3.9%, cteply.

In determining the discount rate, the Company aw®rsithe current yields on high quality corporated income investments
with maturities corresponding to the expected domadf the benefit obligations. The expected retmrplan assets assumption was
based upon the categories of the assets and theig@asy of the return on the assets. The compmmseate increase is based upon

past history and long-term inflationary trends. we@ercentage point change in the assumed headtitast trend rate would have
the following effects on the Company’s other pdsteenent benefits:

1% Increase 1% Decrease
Effect on 2006 service and interest c¢ $ 273 $ (221
Effect on accumulated postretirement benefit obilges as of December 31, 20 $ 2,81z $ (2,299¢)
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The effects of the adoption of SFAS 158 on the Gbdated Balance Sheet at December 31, 2006 weidlaws:

Prior to Effect of

Adopting Adopting
SFAS 158 SFAS 158 As Reportec
Liabilities for pension and postretirement benefitigations $ 53,66¢ $ 51¢ $ 54,18
Deferred income tax liabilitie 56,08’ (199 55,89:
Total liabilities 770,60: 324 770,92t
Accumulated other comprehensive inca 2,52¢ (329 2,20z
Total stockholder equity $ 115,28. $ (3249 $ 114,95

14. Employee 401k Benefit Plans and Deferred Compsation Agreements
401k Benefit Plans

The Company sponsors several 401(k) defined caioib retirement savings plans. Virtually all emyses are eligible to
participant in one of these plans. Each employegefect to defer a portion of his or her compemsatsubject to certain limitations.
The Company provides matching contributions basedualified employee contributions. Total Companytcibutions to the plans
were $2,277, $2,077 and $1,223 in 2006, 2005 afd,2@spectively.

Deferred Compensation Agreements

The Company has deferred compensation agreemethtsh@iformer board of directors of TXUCV'’s predssar company,
Lufkin-Conroe Communications, and certain formepyees. The benefits are payable for up to 15syealife and may begin as
early as age 65 or upon the death of the partitidrese plans were frozen by TXUCV'’s predecessorgany prior to the
Company'’s assumption of the related liabilities #ngs accrue no new benefits to the existing ppdits. Company payments
related to the deferred compensation agreemertigtdoapproximately $609, $564 and $336 in 2006520 2004, respectively.
The net present value of the remaining obligattotasled approximately $4,209 and $4,781 as of Déezr@l, 2006 and 2005,
respectively, and is included in pension and ptistraent benefit obligations in the accompanyinabee sheet.

The Company maintains life insurance policies amaie of the participating former directors and doyees. In June 2005, the
Company recognized $2,800 of net proceeds in datiseme due to the receipt of life insurance prosaethted to the passing of a
former employee. The excess of the cash surreradee wf the Company’s remaining life insurance ge$ over the notes payable
balances related to these policies totaled $1,8d654,259 as of December 31, 2006 and 2005, regelyctand is included in other
assets in the accompanying balance sheet.
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15. Long-Term Debt
Long-term debt consists of the following:

December 31

2006 2005
Senior Secured Credit Facili
Revolving loar $ — $ —
Term loan D 464,00( 425,00(
Senior note: 130,00( 130,00(
594,00( 555,00(

Less: current portio — —
$ 594,00( $ 555,00(

Future maturities of long-term debt as of Decen#igr2006 are as follows: 2011 — $464,000 and 20121-30,000.
Senior Secured Credit Facility

The Company, through its wholly-owned subsidianmajntains a credit agreement with various findraistitutions, which
provides for borrowings of $494,000 consisting &4®&4,000 term loan facility and a $30,000 revavimedit facility. Borrowings
under the credit facility are the Company’s senseGured obligations that are secured by substigralhof the assets of the
Company. The term loan has no interim principaluriits and thus matures in full on October 14,200he revolving credit facilit
matures on April 14, 2010.

At the Companys election, borrowings under the credit facilitesar interest at a rate equal to an applicable imafgs either
“base rate” or LIBOR. The applicable margin is lwhapon the Company’s total leverage ratio. As ofé&mber 31, 2006, the
applicable margin for interest rates was 2.00%288% on LIBOR based term D loan and revolving itriedtility, respectively. Th
applicable margin for alternative base rate loaas %00% per year for the term loan D facility 4mi2b% for the revolving credit
facility. At December 31, 2006 and 2005, the weggh&verage rate, including swaps, of interest erCthmpanys term debt facilitie
was 6.61% and 5.72% per annum, respectively. Isttésgayable at least quarterly.

The credit agreement contains various provisiomscavenants, which include, among other itemsrictisins on the ability to
pay dividends, incur additional indebtedness, ande capital stock, as well as, limitations onreizapital expenditures. The
Company has also agreed to maintain certain fimanafios, including fixed charge coverage, tott leverage and senior secured
leverage ratios, all as defined in the credit age.

On July 28, 2006, the Company entered into Amendmen4 to its credit facilities which provides f@mong other things, tt
following: (1) an increase in the size of the tddnipan available by up to $45,000 (subject to deréajustments); (2) an increase in
the applicable margin on the entire amount of tBrfnans outstanding from 175 basis points to 2Gdyaoints; (3) an amendment
to the definition of “cumulative available cash”dgclude the impact of its repurchase of sharéts @ommon stock pursuant to the
Stock Repurchase Agreement, dated July 13, 2008n8yamong us and Providence Equity Partners IVdnB Providence Equity
Operating Partners IV L.P. (the “Share Repurchagd))an amendment to the definition of “consolehEBITDA” to add back
certain one-time expenses related to the SharerBlegme, severance, billing integration and compéanith the Sarbanédxley Act
of 2002; and (5) a reduction by $1,500 of the qarirtamount of restricted payments (as definedhéndredit agreement) that the
Company may pay out of cumulative available caghauit triggering mandatory loan prepayments.
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On February 26, 2007, the Company entered into Aimemt No. 5 to its credit facilities which providies a decrease in the
applicable margin on the entire amount of the tleram D facility from 200 basis points to 175 bagsisnts.

Senior Notes

On April 14, 2004, the Company, through its whallyned subsidiaries, issued $200,000 &f £6 Senior Notes due on
April 1, 2012. The senior notes are the Compangiséa, unsecured obligations and pay interest semisally on April 1 and
October 1. During August 2005, proceeds from th@ Virere used primarily to redeem $65,000 of the egggpe principal amount of
the Senior Notes along with a redemption premiurapgfroximately $6,338. During December 2005 antamidil $5,000 of the
aggregate principal amount of the Senor Notes edsamed along with a redemption premium of apprateiy $488.

Some or all of the remaining senior notes may deemed on or after April 1, 2008. The redemptidoepplus accrued interest
will be, as a percentage of the principal amoud4.875% from April 1 2008 through March 31, 20092 438% from April 1, 2009
through March 31, 2010 and 100% from April 1, 2@h@ thereafter. In addition, holders may requieerdpurchase of the notes
upon a change in control, as such term is defingtle indenture governing the senior notes. Thertute contains certain provisic
and covenants, which include, among other itensificions on the ability to issue certain typesituick, incur additional
indebtedness, make restricted payments, pay dig&gland enter other lines of business.

Derivative Instruments

The Company maintains interest rate swap agreertaatteffectively convert a portion of the floatirgte debt to a fixed-rate
basis, thus reducing the impact of interest ratangks on future interest expense. At December@®lg,2he Company has interest
rate swap agreements covering $354,126 in aggregatgpal amount of its variable rate debt at fitdBOR rates ranging from
3.26% to 5.51%. The swap agreements expire on Magd07, December 31, 2008 and September 30, Zii December 21, 200
the Company entered into agreements to hedge atioadti$40,000 of notional floating to fixed rageaps that will be effective as
of January 2, 2007 and $110,000 that will be efffedlay 19, 2007 to replace swaps that are expifling new swaps have fixed
LIBOR rates ranging from 4.81% to 4.89% and wilpeg equally on December 31, 2009 and Decembe?@1Q. After giving effec
to the new swaps, 89.2% of the Company’s total dalt86.2% of the debt outstanding under the cfadilities will be fixed rate.

The fair value of the Company’s derivative instrurtse comprised solely of interest rate swaps, arealio an asset of $3,730
and $4,117 at December 31, 2006 and 2005, respBctithe fair value is included in deferred finargicosts and other assets. The
Company recognized a net reduction of $295 andaditi3net increase of $228 in interest expense dihetimeffectiveness of certain
swaps during 2006, 2005 and 2004, respectivelgtadlto its derivative instruments. The changé&éarket value of derivative
instruments, net of related tax effect, is recorteaccumulated other comprehensive income. Thepgaomrecognized
comprehensive loss of $252 and comprehensive inadr$i2,188 and $1,105 during 2006, 2005 and 20&shectively.

16. Restricted Share Plan

The Company maintains a Restricted Share Plan wirmbides for the issuance of common shares toeekegloyees and as an
incentive to enhance their long-term performanceebsas an incentive to join or remain with then@many. In connection with the
IPO, the Company amended and restated its Resti$ttare Plan. The vesting schedule of outstandirrgds was modified such tt
an additional 25% of the outstanding restrictedehgranted became vested. The amendment anderastdtalso removed a call
provision contained within the original plan. Asesult, the accounting treatment changed from bt plan, for which expense
was
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recognized based on a formula, to a fixed plawfoich expense is recognized based upon fair valtteeameasurement date under
the guidelines of SFAS 123R. The amendment andtaraent represented a modification to the terniseéquity awards, resulting
in a new measurement date and non-cash compensatiense of $6,391 as of July 27, 2005. The $6,88fsents the fair value of
the vested shares as of the new measurement datéaif value was determined based upon the IPc2 jofi $13.00 per share. An
additional $2,199 was recognized as non-cash cosapien expense during the period from July 28, 2005ugh December 31,
2005 and $2,482 was recognized as non-cash contjzeneapense during the 2006 calendar year. Thesunement date value of
remaining unvested shares is expected to be readjais non-cash compensation expense over theniagaesting period, less a
provision for estimated forfeitures.

The following table presents the restricted stadivdy by year:

2006 2005 2004
Restricted shares outstanding, beginning of pe 422,06! 750,00( 975,00(
Shares grante 18,00( 87,50( 25,00(
Shares veste (187,000 (408,665) (250,000
IPO conversion adjustme — 1,779 —
Shares forfeited or retire (4,320) (5,000 —
Restricted shares outstanding, end of pe 248,74! 422,06! 750,00(

The shares granted under the Restricted ShareaRdazonsidered outstanding at the date of gratheasecipients are entitled
dividends and voting rights. As of December 31,8860d 2005, there were 248,745 and 422,065 of rtedeestricted shares
outstanding with a weighted average measuremeatfdmtvalue of $12.95 and $12.94 per share, res@dye. The 18,000 shares
granted during 2006 had a weighted average measutatate fair value of $13.30 per share. Sharegepasubsequent to the IPO
vest at the rate of 25% per year on the anniversiityeir grant date. There was approximately $3,@2total unrecognized
compensation cost related to the 248,745 nonvesiaicts outstanding at December 31, 2006. Thatlesstan estimated allowance
of $32 for forfeitures, is expected to be recogdibased upon future vesting as non-cash stock awagien in the following years:
2007 — $2,460, 2008 — $335, 2009 — $335 and 201$66-

17. Redeemable Preferred Shares

At December 31, 2004, the Company had authoriz€y0D® class A preferred shares of which 182,00€eshaere issued and
outstanding. The preferred shares were redeemalie tholders with a preferred return on their @giontributions at the rate of
9.0% per annum. On June 7, 2005, the Company m&d&,800 cash distribution to holders of its redalelm preferred shares. On
July 27, 2005, all of the outstanding redeemabédepred shares, with a liquidation preference itogahpproximately $178,234, were
exchanged for 13,710,318 shares of the Companysmumn stock which was computed based upon theliofiiering price of
$13.00 per common share.
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18. Accumulated Other Comprehensive Income
Accumulated other comprehensive income is compiigede following components:

December 31

2006 2005
Fair value of cash flow hedg $ 4,00¢ $ 4,752
Pension liability adjustments, including the impatadopting SFAS 158 in 20( (51¢) (730
Unrealized loss on marketable securi — (83)
3,49( 3,93¢
Deferred taxe (1,289 (1,637%)
Accumulated other comprehensive inca $ 2,202 $ 2,30z

19. Environmental Remediation Liabilities

Environmental remediation liabilities were $817 &&B80 at December 31, 2006 and 2005, respectivielyaee included in
other liabilities. These liabilities relate to ampiated remediation and monitoring costs in respétwo small, vacant sites and are
undiscounted. The Company believes the amount eddsuadequate to cover its remaining anticipatestisoof remediation.

20. Commitments and Contingencies
Legal proceedings

From time to time the Company is involved in litiga and regulatory proceedings arising out objierations. The Company
is not currently a party to any legal proceedirlgs,adverse outcome of which, individually or irgeegate, management believes
would have a material adverse effect on the Conmipdimancial position or results of operations.

Operating leases

The Company has entered into several operating egieements covering buildings and office spadesgnipment. Rent
expense totaled $4,381, $5,047 and $4,515 in 20 and 2004, respectively. Future minimum leasenents under existing
agreements for each of the next five years an@dfier are as follows: 2007 — $3,241 2008— $2,2889 — $1,914, 2010 —
$1,714, 2011 — $1099, thereafter — $952.

21. Share Repurchase

During July 2006, the Company completed the ShamuRhase of approximately 3.8 million shares®©tdmmon stock for
approximately $56,736, or $15.00 per share. Thestetion closed on July 28, 2006. With this tratisacProvidence Equity sold i
entire position in the Company, which, prior to trensaction, totaled approximately 12.7 percerthefCompany’s outstanding
shares of common stock. This was a private traisaand did not decrease the Company’s publiclgadashares. The Company
financed this repurchase using approximately $ gf3ash on hand and $39,000 of additional teram-loorrowings.

89




Table of Contents

CONSOLIDATED COMMUNICATIONS HOLDINGS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share and per sharereunts)

22. Net Income (Loss) per Common Share

The following table sets forth the computation ef income (loss) per common share:

December 31

2006 2005 2004
Net income (loss) applicable to common stockhol $ 13,267 $  (14,72H $ (16,109
Basic weighted average number of common sharetaodisag 27,739,69 17,821,60 9,000,68!
Effect of dilutive securitie 430,80« — —
Diluted weighted average number of common shareganding 28,170,50 17,821,60 9,000,68!
Basic earnings (loss) per shi $ 0.4¢ $ (087 % (1.79)
Diluted earnings (loss) per she $ 0.47 $ (0.8 % (1.79)

For the years ended December 31, 2005 and 2004vesiad shares issued pursuant to the Restrictae $han (Note 16) are
not considered outstanding for the computationasidand diluted net loss per share as their effastanti-dilutive.

23. Business Segments

The Company is viewed and managed as two sepatathighly integrated, reportable business segmé&hesephone
Operations” and “Other Operations”. Telephone Ojpema consists of local and long distance servastom calling features,
private line services, dial-up and high-speed heenccess, digital TV, carrier access servicdsyori& capacity services over our
regional fiber optic network, and directory pubirgih. All other business activities comprise “Otl@erations” including
telemarketing and order fulfillment; telephone $e#s to county jails and state prisons; equipmaletss operator services; and
mobile services. Management evaluates the perfarenahthese business segments based upon reveasg hgargins, and net
operating income.
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The business segment reporting information is Bevig:

Telephone Other
Operations Operations Total

Year ended December 31, 200!
Operating revenue $ 280,33 $ 40,43¢ $ 320,76
Cost of services and produt 71,74: 26,35! 98,09

208,59: 14,08: 222,67:
Operating expenst 83,39 11,30( 94,69:
Intangible assets impairme — 11,24( 11,24(
Depreciation and amortizatic 62,06¢ 5,36¢ 67,43(
Operating income (los: $ 63,13¢ $ (13829 % 49,31:
Capital expenditure $ 33,38 $ = $ 33,38
Year ended December 31, 200!
Operating revenue $ 282,28 $ 39,14« $ 321,42
Cost of services and produt 75,88¢ 25,27¢ 101,15¢

206,40: 13,86¢ 220,27(
Operating expense 89,04: 9,74¢ 98,79:
Depreciation and amortizatic 62,25¢ 5,12¢ 67,37¢
Operating income (los: $ 55,10¢ $ (1,009 $ 54,10(
Capital expenditure $ 30,46¢ $ 63C $ 31,09
Year ended December 31, 200:
Operating revenue $ 230,40: $ 39,20" $ 269,60¢
Cost of services and produt 56,33¢ 24,23 80,57:

174,06: 14,97 189,03t
Operating expense 77,12 10,83: 87,95¢
Intangible assets impairme — 11,57¢ 11,57¢
Depreciation and amortizatic 49,06: 5,461 54,52
Operating income (los: $ 47,87¢ $ (1289) $ 34,98:
Capital expenditure $ 28,77¢ $ 1,231 $ 30,01(
As of December 31, 200¢
Goodwill $ 308,85l $ 7,184 $ 316,03
Total asset $ 865,23 $ 24,34¢ $ 889,57
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24. Quarterly Financial Information (unaudited)

2006

Revenue:

Operating expense
Cost of services and produt
Selling, general and administrative exper
Intangible assets impairme
Depreciation and amortizatic

Total operating expens

Income from operatior

Other expenses, n

Income (loss) before income tax

Income tax expense (benel

Net income (loss

Net income (loss) per common sh

2005

Revenue:

Operating expense
Cost of services and produt
Selling, general and administrative exper
Depreciation and amortizatic

Total operating expens

Income from operatior

Other expenses, n

Income (loss) before income tax

Income tax expense (benel

Net income (loss

Dividends on redeemable preferred shi

Net income (loss) applicable to common sharehol

Net income (loss) per common sh

Notes:

March 31 June 30 September 3| December 3.
$ 79,42¢ $ 79,34( $ 80,32: $ 81,67¢
24,67 23,95 24,14( 25,32¢
22,51: 24,67 23,76¢ 23,74¢

— — — 11,24(

17,07: 16,84« 16,96 16,55¢
64,25¢ 65,46¢ 64,86¢ 76,86¢
15,17( 13,87 15,45¢ 4,80¢

8,69/ 8,73¢ 9,563( 8,671

6,47¢ 5,13¢ 5,92¢ (3,869

2,92¢ (3,089 3,918 (3,349

$ 3,54¢ $ 8,22 $ 2,01t $ (521)
$ 0.12 $ 0.2¢ $ 0.07 $ (0.02)
$ 79,77: $ 78,26 $ 82,16¢ $ 81,22t
24,417 24,35 25,95: 26,43¢
26,19¢ 16,90: 32,41¢ 23,27
16,81¢ 17,11« 16,92( 16,52:
67,43: 58,36 75,29: 66,237
12,34: 19,89¢ 6,87¢ 14,98¢
11,05¢ 8,351 18,37 9,851
1,287 11,54« (11,499 5,137

58€ 4,38¢ (1,270 7,23¢

701 7,15¢ (10,22% (2,097

(4,629 (4,49 (1,147 —

$ (3,92) % 2,661 $ (11,36) $ (2,097)
$ 042 % 0.27 $ 049 $ (0.07)

During the second quarter of 2006, the State oh$enacted new tax legislation which resultedriedaiction of our net

deferred tax liabilities and corresponding credlibtir state tax provision of approximately $5,979 .

Amendments to one of the Company’s retiree medindllife insurance plans resulted in a $7,880 dovéant gain that was
included in general and administrative expensemduhe quarter ended June 30, 2005.

In June 2005, the Company recognized $2,800 gbrmeeteeds in other income due to the receipt ofrkan life insurance

proceeds relating to the passing of a former engaoy
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Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure
None

Iltem 9A. Controls and Procedures

Our management, with the participation of our Clrécutive Officer and Chief Financial Officer, heasluated the
effectiveness of the Company’s disclosure contols procedures (as such term is defined in Rulel58a) under the Exchange
Act) as of December 31, 2006, the end of the Coryipdiscal year, and determined that, as of Decartie 2006, such controls and
procedures were effective in timely making knownhem material information relating to the Compasaguired to be included in
the Company'’s periodic filings under the Exchangt @nd that there were no material weaknesse®oaettlisclosure controls and
procedures. They have also indicated that duriagbmpany’s fourth quarter of 2006 there were ranges which would have
materially affected, or are reasonably likely tteef, the Company’s internal controls over finahogoorting.

Management’s Report on Internal Control Over FimalrReporting and the Report of Independent Regist®ublic
Accounting Firm thereon are set forth in Partténh 8 of the Annual Report on Form 10K.

Iltem 9B. Other Information

None
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PART IlI
Item 10. Directors, Executive Officers and Corpora¢ Governance

The Company has adopted a code of ethics thategpigliall of its employees, officers, and directorsluding its principal
executive officer, principal financial officer, apdincipal accounting officer. The text of the Caang’s code of ethics is posted on
its website at www.Consolidated.com within the Gogie Governance portion of the Investor Relatgstdion.

Additional information required by this Item is onporated herein by reference to our proxy staterneebe issued in
connection with the Annual Meeting of our Stockteskito be held on May 8, 2007, which proxy statemaihbe filed within
120 days of the end of our fiscal year.

Item 11. Executive Compensation

The information required by this Item is incorp@éherein by reference to our proxy statement igdaeed in connection with
the Annual Meeting of our Stockholders to be heldvay 8, 2007, which proxy statement will be filwithin 120 days of the end of
our fiscal year.

Item 12. Security Ownership of Certain Beneficial @vners and Management

The information required by this Item is incorp@éherein by reference to our proxy statement tigdaeed in connection with
the Annual Meeting of our Stockholders to be heldviay 8, 2007, which proxy statement will be filwithin 120 days of the end of
our fiscal year.

Item 13. Certain Relationships and Related Transa@ns, and Director Independence

The information required by this Item is incorp@éherein by reference to our proxy statement igdaeed in connection with
the Annual Meeting of our Stockholders to be heldviay 8, 2007, which proxy statement will be filwithin 120 days of the end of
our fiscal year.

Item 14. Principal Accounting Fees and Services

The information required by this Item is incorpedherein by reference to our proxy statement tisdaeed in connection with
the Annual Meeting of our Stockholders to be heldviay 8, 2007, which proxy statement will be filwithin 120 days of the end of
our fiscal year.
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Part IV
Item 15. Exhibits and Financial Statement Schedules
Exhibits
See the Index to Exhibits following the signatuypage of this Report.
Financial Statement Schedules

The consolidated financial statements of the Remistare set forth under Item 8 of this Report.€sicies not included have
been omitted because they are not applicable aetidred information is included elsewhere herein.

Schedule Il — Valuation Reserves is set forth below

The financial statements of the Registrant’s 50%ss owned companies that are deemed to be mateder Rule 3-09 of
Regulation S-X include GTE Mobilnet of Texas RSA’#imited Partnership are also set forth below.
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CONSOLIDATED COMMUNICATIONS HOLDINGS, INC.
SCHEDULE Il — VALUATION RESERVES
(Dollars in thousands)

December 31,

2006 2005 2004
Allowance for Doubtful Accounts:
Balance at beginning of ye $ 2,82t $ 2,61 $ 1,83
TXUCV acquisition — — 1,31¢€
Provision charged to expen 5,05¢ 4,48( 4,66¢
Write-offs, less recoverie (5,779 (4,26¢) (5,20€)
Balance at end of ye $ 2,11( $ 2,82¢ $ 2,61%
Inventory reserves:
Balance at beginning of ye $ 63C $ 54¢ $ 14z
TXUCV acquisition — 264 32¢
Provision charged to expen — 70 12¢€
Write-offs (207) (259) (48)
Balance at end of ye $ 42¢ $ 63C $ 54¢
Income tax valuation allowance:
Balance at beginning of ye $ 16,04( $ 17,13¢ $ —
TXUCV acquisition — — 12,33:
Adjustment to goodwil — (1,419 6,142
Reduction of related deferred tax as (5,027) — —
Provision charged to expen (289) 317 (52
Release of valuation allowan (5,387) — (1,28%)
Balance at end of ye $ 5,34¢ $ 16,04( $ 17,13¢
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Partners of GTE Mobilnet of Texas #17 Limifartnership:

We have audited the accompanying balance she&3BfMobilnet of Texas #17 Limited Partnership (tRartnership”) as of
December 31, 2006 and 2005, and the related staterEoperations, changes in partners’ capital,aash flows for each of the
three years in the period ended December 31, Z06&se financial statements are the responsibilithe Partnershig managemer
Our responsibility is to express an opinion on ¢hizsancial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Tho
standards require that we plan and perform thet émdibtain reasonable assurance about whethdinthecial statements are free of
material misstatement. The Partnership is not redub have, nor were we engaged to perform, ait afids internal control over
financial reporting. Our audit included considesatof internal control over financial reportingabasis for designing audit
procedures that are appropriate in the circumstarg not for the purpose of expressing an opiniothe effectiveness of the
Partnershigs internal control over financial reporting. Accimmgly, we express no such opinion. An audit alsudes examining, o

a test basis, evidence supporting the amounts ianlbsures in the financial statements, asseshm@dcounting principles used and
significant estimates made by management, as welValuating the overall financial statement preséemn. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such financial statements presainlyf in all material respects, the financial gimsi of the Partnership as of
December 31, 2006 and 2005, and the results op#sations and its cash flows for each of the tlgeses in the period ended
December 31, 2006, in conformity with accountingpgiples generally accepted in the United State&roérica.

/sl Deloitte & Touche LLP

Atlanta, Georgia
February 23, 2007
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GTE MOBILNET OF TEXAS #17 LIMITED PARTNERSHIP

BALANCE SHEETS
DECEMBER 31, 2006 AND 2005
(Dollars in Thousands)

ASSETS 2006 2005
CURRENT ASSETS
Accounts receivable, net of allowance of $329 aBgE $ 2,60z $ 2,38:
Unbilled revenu 1,047 90¢
Due from General Partn 10,747 6,83t
Prepaid expenses and other current a: 13 14
Total current asse 14,40¢ 10,14(
PROPERTY, PLANT AND EQUIPMEN—Net 34,39¢ 29,18:
TOTAL ASSETS $ 48,80¢ $ 39,32:¢

LIABILITIES AND PARTNERS ' CAPITAL
CURRENT LIABILITIES:

Accounts payable and accrued liabilit $ 1,84« $ 2,10¢
Advance billings and customer depo: 621 617
Total current liabilities 2,46t 2,722
LONG TERM LIABILITIES 24¢€ 137
Total liabilities 2,711 2,85¢
COMMITMENTS AND CONTINGENCIES (see Notes 6 and
PARTNERS CAPITAL 46,09’ 36,46
TOTAL LIABILITIES AND PARTNERS' CAPITAL $ 48,80¢ $ 39,32!

See notes to financial statements.
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GTE MOBILNET OF TEXAS #17 LIMITED PARTNERSHIP

STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004
(Dollars in Thousands)

2006 2005 2004
OPERATING REVENUES (see Note 5 for Transactionswffiliates and
Related Parties
Service revenue $ 45,29: $ 38,39¢ $ 32,68
Equipment and other revent 4,00z 3,63: 2,51¢
Total operating revenu 49,29¢ 42,03 35,20:
OPERATING COSTS AND EXPENSES (see Note 5 for Tratisas with
Affiliates and Related Parties
Cost of service (excluding depreciation and amatin related to
network assets included belo 13,53¢ 12,31¢ 9,89¢
Cost of equipmer 3,70¢ 3,33¢ 2,49(
Selling, general and administrati 12,40: 11,417 10,14«
Depreciation and amortizatic 4,491 4,004 3,03¢
Total operating costs and expen 34,13: 31,07 25,56
OPERATING INCOME 15,16: 10,95¢ 9,63¢
OTHER INCOME:
Interest income, ne 472 301 48C
Total other incom: 472 301 48C
NET INCOME $ 15,63 $ 11,26( $ 10,11¢
Allocation of Net Income
Limited partners $ 12,50¢ $ 9,001 $ 8,09:
General partne $ 3,12¢ $ 2,25: $ 2,02¢

See notes to financial statements.
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GTE MOBILNET OF TEXAS #17 LIMITED PARTNERSHIP

STATEMENTS OF CHANGES IN PARTNERS’ CAPITAL
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(Dollars in Thousands)

BALANCE—January 1, 200
Distributions
Net income
BALANCE—December 31, 20C
Distributions
Net income
BALANCE—December 31, 20C
Distributions
Net income
BALANCE—December 31, 20C

See notes to financial statements.

General

Partner Limited Partners

San Eastex Consolidated ALLTEL San

Antonio Telecom Telecomr Communications Communications Antonio Total
MTA, Investments  Supply, Transport Investments, MTA, Partners'
L.P. L.P. Inc. Company Inc. L.P. Capital

$ 441¢ $ 3,76 $ 3,76( $ 3,76C $ 3,76C $ 2,632 $ 22,08¢
(1,000 (851) (851) (851) (851) (59€) (5,000
2,02: 1,722 1,722 1,722 1,722 1,20t 10,11¢
5,43¢ 4,631 4,631 4,631 4,631 3,241 27,20«
(400) (341) (34)) (341) (341) (236) (2,000
2,25¢% 1,917 1,917 1,915 1,915 1,33¢ 11,26(
7,292 6,207 6,207 6,207 6,207 4,344 36,46¢
(1,209 (1,02)) (1,02)) (1,02)) (1,02)) (715) (6,000
3,12¢ 2,66( 2,66( 2,66( 2,66( 1,86¢ 15,63

$ 9,22 $ 7,84€ $ 7.84¢ $ 7,846 $ 7,84¢ $ 549: $ 46,09
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GTE MOBILNET OF TEXAS #17 LIMITED PARTNERSHIP

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004
(Dollars in Thousands)

2006 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 15,63 $ 11,26( $ 10,11¢
Adjustments to reconcile net income to net caskigeal by operating
activities:
Depreciation and amortizatic 4,491 4,00¢ 3,03¢
Provision for losses on accounts receiv: 717 931 79:
Changes in certain assets and liabilit
Accounts receivabl (937) (1,257) (939
Unbilled revenue (138 (197) (179
Prepaid expenses and other current a: 1 3 2
Accounts payable and accrued liabilit 76 283 76
Advance billings and customer depo: 4 77 85
Long term liabilities 10¢ 137 —
Net cash provided by operating activit 19,95¢ 15,24( 12,99:
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures, including purchases froniiafés, ne! (20,04 (20,069 (11,84
Change in due from General Partner, (3,919 (3,176 3,854
Net cash used in investing activiti (13,956 (13,240 (7,999
CASH FLOWS FROM FINANCING ACTIVITIES
Distributions to partner (6,000 (2,000 (5,000
Net cash used in financing activiti (6,000 (2,000 (5,000
CHANGE IN CASH — — —
CASH—Beginning of yea — — —
CASH—ENd of yeal $ — $ — $ —
NONCASH TRANSACTIONS FROM INVESTING AND FINANCING ATIVITIES:
Accruals for Capital Expenditurt $ 214 $ 87¢ $ 251

See notes to financial statements.
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YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004
(Dollars in Thousands)

1. ORGANIZATION AND MANAGEMENT

GTE Mobilnet of Texas #17 Limited Partnership-GTE Mobilnet of Texas #17 Limited Partnership (tRartnership”) was
formed on June 13, 1989. The principal activityhef Partnership is providing cellular service ia ffrexas #17 rural service ar

The partners and their respective ownership peagestas of December 31, 2006, 2005 and 2004 $oHags:

General Partne

San Antonio MTA, L.P.* 20.0000%0
Limited Partners

Eastex Telecom Investments, L 17.021%

Telecom Supply, Inc 17.021%

Consolidated Communications Transport Comg 17.021%

ALLTEL Communications Investments, Ir 17.021%

San Antonio MTA, L.P.* 11.9140%

*San Antonio MTA, L.P. (“General Partner”) is a wlysowned subsidiary of Cellco Partnership (“Cellcdoing business as
Verizon Wireless.

2. SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates—The preparation of financial statements in conforwith accounting principles generally acceptedhe
United States of America requires management toemneakimates and assumptions that affect the repanmunts of assets and
liabilities and the disclosure of contingent assetd liabilities at the date of the financial stagmts and the reported amounts of
revenues and expenses during the reporting pekicidal results may differ from those estimatesiriates are used for, but not
limited to, the accounting for: allocations, allavea for uncollectible accounts receivable, unbiliegdenue, fair value of financ
instruments, depreciation and amortization, usefas and impairment of assets, accrued expenesds;a@ntingencies. Estimates
and assumptions are periodically reviewed and fileets of any material revisions are reflectedha financial statements in the
period that they are determined to be neces

Revenue Recognitio—The Partnership earns revenue by providing adoetbe network (access revenue) and for usageeof th
network (airtime/usage revenue), which includesniog and long distance revenue. In general, acgesgsue is billed one
month in advance and is recognized when earnedjrtearned portion is classified in advance billinfgstime/usage revenue,
roaming revenue and long distance revenue are meztywhen service is rendered and included inlietbievenue until billed.
Equipment sales revenue associated with the sal@reless handsets and accessories is recognized tlik products are
delivered to and accepted by the customer, assthiznsidered to be a separate earnings procensltiesale of wireless
services. The roaming rates charged by the Pahiipetis Cellco do not necessarily reflect currentketirates. The Partnership
will continue to re-evaluate the rates on a pedduisis (see Note 5). The Partnership’s revenwgnétion policies are in
accordance with the Securities and Exchange Coronisg“SEC”) Staff Accounting Bulletin No. 10Revenue Recognition in
Financial Statement, and Staff Accounting Bulletin No. 10Revenue Recognitic.
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Operating Costs and Expenses-Operating expenses include expenses incurredtigitecthe Partnership, as well as an
allocation of certain administrative and operatogts incurred by Cellco or its affiliates on bélwdlthe Partnership. Employees
of Cellco provide services performed on behalfhef Partnership. These employees are not employd¢les Bartnership and
therefore, operating expenses include direct dodated charges of salary and employee benefis dosthe services provided to
the Partnership. The General Partner believesallmtations, principally based on the Partnershig'scentage of total customers,
customer gross additions or minutes-of-use, arsoreable. The roaming rates charged to the ParipdrglCellco do not
necessarily reflect current market rates. The Restip will continue to re-evaluate the rates gerodic basis (see Note 5).

Income Taxes—The Partnership is not a taxable entity for febanal state income tax purposes. Any taxable incomess is
apportioned to the partners based on their resgeptirtnership interests and would be reportedhémtindividually.

Inventory —Inventory is owned by Cellco and held on consigniiy the Partnership. Such consigned inventonptsecorded
on the Partnership’s financial statements. Upoe, $hE related cost of the inventory is transfetoethe Partnership at Cellco’s
cost basis and included in the accompanying Statenoé Operations.

Allowance for Doubtful Accounts—The Partnership maintains allowances for uncabdéeticcounts receivable for estimated
losses resulting from the inability of customersrtake required payments. Estimates are based @gthg of the accounts
receivable balances and the historical write-offeience, net of recoveries.

Property, Plant and Equipment—~Property, plant and equipment primarily representts incurred to construct and expand
capacity and network coverage on Mobile TelephamigcBing Offices (“MTSOs") and cell sites. The cadtproperty, plant and
equipment is depreciated over its estimated usiggulising the straight-line method of accountihgasehold improvements are
amortized over the shorter of their estimated udefes or the term of the related lease. Major ioygments to existing plant and
equipment are capitalized. Routine maintenancegpairs that do not extend the life of the plart aguipment are charged to
expense as incurred.

Upon the sale or retirement of property, plant aqdipment, the cost and related accumulated depigtior amortization is
eliminated from the accounts and any related galoss is reflected in the Statements of Operations

Network engineering costs incurred during the amesion phase of the Partnership’s network and estdte properties under
development are capitalized as part of propergnthnd equipment and recorded as constructiomeigress until the projects are
completed and placed into service.

FCC Licenses- The Federal Communications Commission (“FCC")igsslicenses that authorize cellular carriers twipie
service in specific cellular geographic serviceaardhe FCC grants licenses for terms of up tyéams. In 1993, the FCC adop
specific standards to apply to cellular renewatsictuding it will reward a license renewal to alaklr licensee that meets certain
standards of past performance. Historically, th€f@as granted license renewals routinely. All veissllicenses issued by the
FCC that authorize the Partnership to provide taliservices are recorded on the books of Cellbe. durrent term of the
Partnership’s FCC license expires in December 2G@8co believes it will be able to meet all reguirents necessary to secure
renewal of the Partnership’s cellular license.

Valuation of Assets— Long-lived assets, including property, plant @odiipment and intangible assets with finite liag,
reviewed for impairment whenever events or chamyegcumstances indicate that the carrying amafditihe asset may not be
recoverable. The carrying amount of a long-liveskaiss not recoverable if it exceeds the sum ofitidiscounted cash flows
expected to result from the use and eventual dispo®f the asset. The impairment loss, if detemdito be necessary, would be
measured as the amount by which the carrying amafuthe asset exceeds the fair value of the asset.
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As discussed above, the FCC license under whicR#nmership operates is recorded on the bookglkdC Cellco does not
charge the Partnership for the use of any FCCdieeacorded on its books (except for the annualafdk76 related to the
spectrum lease, as discussed in Note 5). Howewticdbelieves that under the Partnership agreeinbas the right to allocate,
based on a reasonable methodology, any impairmestécognized by Cellco for all licenses inclutte@ellco’s national
footprint. Accordingly, the FCC licenses, includitige license under which the Partnership operatesyded on the books of
Cellco are evaluated for impairment by Cellco, urttie guidance set forth in Statement of Finang@dounting Standards
(“SFAS”) No. 142,Goodwill and Other Intangible Assets

The FCC licenses are treated as an indefiniterltengible asset on the books of Cellco under theipions of SFAS No. 142 and
are not amortized, but rather are tested for inmpamt annually or between annual dates, if eventsroumstances warrant. All of
the licenses in Cellco’s nationwide footprint ageted in the aggregate for impairment under SFASIM®. When testing the
carrying value of the wireless licenses in 2004 20@3 for impairment, Cellco determined the failueaof the aggregated wirele
licenses by subtracting from enterprise discountesh flows (net of debt) the fair value of all b&tother net tangible and
intangible assets of Cellco, including previousfyecognized intangible assets. This approach isrgéin referred to as the
residual method. In addition, the fair value of #ygregated wireless licenses was then subjecigdgasonableness analysis u
public information of comparable wireless carridfshe fair value of the aggregated wireless Is@snas determined above was
less than the aggregated carrying amount of tke@dies, an impairment would have been recognizé&ebgo and then may have
been allocated to the Partnership. During 20042208, tests for impairment were performed withmpairment recognized.

On September 29, 2004, the SEC issued a Staff Arcemnent No. D-108Jse of the Residual Method to Value Acquired Assets
other than Goodwill This Staff Announcement requires SEC registrameglopt a direct value method of assigning vadue t
intangible assets, including wireless licensesumed in a business combination under SFAS No. Bdiness Combinations
effective for all business combinations completitdreSeptember 29, 2004. Further, all intangibkets including wireless
licenses, valued under the residual method prithitoadoption are required to be tested for impait using a direct value
method no later than the beginning of 2005. Anyadimpent of intangible assets recognized upon agiitin of a direct value
method by entities previously applying the residuathod should be reported as a cumulative effe@tobhange in accounting
principle. Under this Staff Announcement, the resification of recorded balances from wirelessngss to goodwill prior to the
adoption of this Staff Announcement is prohibited.

Cellco evaluated its wireless licenses for potéitipairment using a direct value methodology aBetember 15, 2006 and
December 15, 2005 in accordance with SEC Staff Annement No. D-108. The valuation and analysesgpeebin connection
with the adoption of a direct value method and sghsnt revaluation resulted in no adjustment tactlreying value of Cellco’s
wireless licenses and, accordingly, had no effadtofinancial statements. Future tests for impaint will be performed at least
annually and more often if events or circumstaneasant.

Concentrations—To the extent the Partnership’s customer recedsabécome delinquent, collection activities commeeho
single customer is large enough to present a sigunif financial risk to the Partnership. The Parthig maintains an allowance 1
losses based on the expected collectibility of antoreceivable.

Cellco and the Partnership rely on local and loistpdce telephone companies, some of whom aredefedrties, and other
companies to provide certain communication servidétiough management believes alternative telecamoations facilities
could be found in a timely manner, any disruptibthese services could potentially have an advienpact on the Partnership’s
operating results.
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Although Cellco and the General Partner attemphaintain multiple vendors for its network assetd mwventory, which are
important components of its operations, they areetitly acquired from only a few sources. Certdithese products are in turn
utilized by the Partnership and are important conepts of the Partnership’s operations. If the Sepphlre unable to meet
Cellco’s needs as it builds out its network infrasture and sells service and equipment, delaysramdased costs in the
expansion of the Partnership’s network infrastreetar losses of potential customers could resuitclwvwould adversely affect
operating results.

Financial Instruments —The Partnership’s trade receivables and payalbéeshortterm in nature, and accordingly, their carry
value approximates fair value.

Due from General Partner—Due from General Partner principally representsRartnershi cash position. Cellco manages
behalf of the General Partner, all cash, inventimyesting and financing activities of the Partigos As such, the change in due
from General Partner is reflected as an investatiyity or a financing activity in the Statementfs@ash Flows depending on
whether it represents a net asset or net liabditthe Partnership.

Additionally, administrative and operating costsurred by Cellco on behalf of the General Partagnyell as property, plant, and
equipment transactions with affiliates, are changetthe Partnership through this account. Intéresime or interest expense is
based on the average monthly outstanding balanitgsimccount and is calculated by applying thegda&iiPartner’s average cost
of borrowing from Verizon Global Funding, a wholbyvned subsidiary of Verizon Communications, Inchjck was
approximately 5.4%, 4.8% and 5.9% for the yearedrdecember 31, 2006, 2005 and 2004, respectiveljuded in net interest
income is interest income of $477, $308 and $48&he years ended December 31, 2006, 2005 and g&fpkctively, related to
the due from General Partner.

Distributions — The Partnership is required to make distributittngs partners on a quarterly basis based upp®#rtnership’s
operating results, cash availability and finanaiegds as determined by the General Partner atteetithe distribution.

Recently Issued Accounting Pronouncementsin September 2006, the FASB issued SFAS No. E&if,Value Measurement
(SFAS No. 157). SFAS No. 157 defines fair valugands disclosures about fair value measuremenédlisbes a framework for
measuring fair value in generally accepted accagrrinciples, and establishes a hierarchy thagaizes and prioritizes the
sources to be used to estimate fair value. Then®asttip is required to adopt SFAS No. 157 effecliaeuary 1, 2008 on a
prospective basis. The Partnership is currentlyuesisg the impact this new standard will have tsrfinancial statements.

105




Table of Contents

GTE MOBILNET OF TEXAS #17 LIMITED PARTNERSHIP
NOTES TO FINANCIAL STATEMENTS (Continued)
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004
(Dollars in Thousands)

3. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of the fahg as of December 31, 2006 and 2C

Useful lives 2006 2005

Buildings and improvemen 10-40years $ 13,92 $ 9,991
Cellular plant equipmer 3-15 years 44,85( 40,32(
Furniture, fixtures and equipme 2-5 years 10€ 65
Leasehold improvemen 5 years 2,411 1,65

61,28¢ 52,03:
Less accumulated depreciation and amortize 26,88¢ 22,85(
Property, plant and equipment, | $ 3439 $ 29,18

Capitalized network engineering costs of $641 a@@B%vere recorded during the years ended Decenib@086 and 2005,
respectively. Construction-in-progress includedeéntain of the classifications shown above, prialtypcellular plant
equipment, amounted to $1,909 and $2,504 at DeaeBih@006 and 2005, respectively. Depreciationandrtization
expense for the years ended December 31, 2006,8103004 was $4,491, $4,004 and $3,034, respBctive

4. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities consigheffollowing:

2006 2005
Accounts payabl $ 964 $ 1,22¢
Non-income based taxes and regulatory f 64C 59¢
Accrued commission 24C 27¢
Accounts payable and accrued liabilit $ 184«  $ 2,10¢

5. TRANSACTIONS WITH AFFILIATES AND RELATED PARTIES

Significant transactions with affiliates (Celland its related entities) and other related @syrtncluding allocations and direct
charges, are summarized as follows for the yeadedDecember 31, 2006, 2005 and 2(

2006 2005 2004
Service revenues (i $ 15,81 $ 12,75¢ $ 10,24
Equipment and other revenues (27¢) (53 (239
Cost of service (c 10,83¢ 9,55¢ 7,56¢€
Cost of equipment (¢ 531 36¢ 34¢
Selling, general and administrative 6,712 5,64¢ 5,43(

(&) Service revenues include roaming revenelesimg to customers of other affiliated marketsid distance, paging, data and
allocated conti-revenues including revenue concessi

106




Table of Contents

GTE MOBILNET OF TEXAS #17 LIMITED PARTNERSHIP
NOTES TO FINANCIAL STATEMENTS (Continued)
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004
(Dollars in Thousands)

(b) Equipment and other revenues include s#Elbéandsets and accessories and allocated congatres including equipment
concessions and coupon reba

(c) Cost of service includes roaming coststiigto customers roaming in other affiliated mask@aging, switch usage and
allocated cost of telecom, long distance and harajgdications

(d) Cost of equipment includes handsets, accessoridsj@grades and allocated warehousing and fre

(e) Selling, general and administrative expsriselude commissions and billing, and allocatdteftelecom, customer care,
billing, salaries, sales and marketing, advertisargl commission:

All affiliate transactions captured above, are bdame actual amounts directly incurred by Cellcdbehalf of the Partnership
and/or allocations from Cellco. Revenues and exgenere allocated based on the Partnership’s pagenf total customers
or gross customer additions or minutes of use, gshpplicable. The General Partner believes theatilins are reasonable. 1
affiliate transactions are not necessarily condlietearm’s length.

The Partnership had net purchases involving pfaoperty, and equipment with affiliates of $2,698,269 and $8,050 in 20(C
2005 and 2004, respectively.

On January 1, 2005, the Partnership entered ildase agreement for the right to use additionadtsppe owned by Cellco. The
initial term of this agreement was one year, withwal renewal terms. The Partnership renewed #eeléor the year ended
December 31, 2007. The annual lease commitmerit®f&presents the costs of financing the spectameh does not
necessarily reflect the economic value of the sess/received. No additional spectrum purchasesasel commitments, other
than the $76, have been entered into by the Pahipeas of December 31, 2006.

6. COMMITMENTS

The General Partner, on behalf of the Partigraind the Partnership itself have entered in&raiing leases for facilities and
equipment used in its operations. Lease contractade renewal options that include rent expenggsadents based on the
Consumer Price Index as well as annual and endasfel term adjustments. Rent expense is recordedtoaight-line basis.
The noncancellable lease term used to calculatartfuant of the straight-line rent expense is gdlyedatermined to be the
initial lease term, including any optional reneweins that are reasonably assured. Leasehold iraprents related to these
operating leases are amortized over the shortieafestimated useful lives or the noncancelléddese term. For the years
ended December 31, 2006, 2005 and 2004, the Psintpeecognized a total of $1,601, $1,575 and $88fectively, as rent
expense related to payments under these operatisgd, which was included in cost of service irtmmpanying Statements
of Operations

107




Table of Contents

GTE MOBILNET OF TEXAS #17 LIMITED PARTNERSHIP
NOTES TO FINANCIAL STATEMENTS (Continued)
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004
(Dollars in Thousands)

Aggregate future minimum rental commitments underaancelable operating leases, excluding renewadrapthat are not
reasonably assured, for the years shown are asviall

Years Amount

2007 $ 1,53¢
2008 1,50¢
2009 1,45¢
2010 60z
2011 31E&
2012 and thereaftt 91¢
Total minimum payment $ 6,34:

From time to time the General Partner enters imtclpase commitments, primarily for network equipimen behalf of the
Partnership.

7. CONTINGENCIES

Cellco is subject to various lawsuits and ottiaims including class actions, product liabilipatent infringement, antitrust,
partnership disputes, and claims involving relaiarith resellers and agents. Cellco is also defentdiwsuits filed against its
and other participants in the wireless industrggitig various adverse effects as a result of vésepdone usage. Various
consumer class action lawsuits allege that Celtead¢hed contracts with consumers, violated cestiaite consumer protection
laws and other statutes and defrauded customensghrconcealed or misleading billing practices t&lerof these lawsuits and
other claims may impact the Partnership. Theggalitbn matters may involve indemnification obligai$ by third parties and/
affiliated parties covering all or part of any patial damage awards against Cellco and the Pahtipeasid/or insurance
coverage. All of the above matters are subjectaoyruncertainties, and outcomes are not predictaittheassurance

The Partnership may be allocated a portiomefdtamages that may result upon adjudication cktheatters if the claimants
prevail in their actions. Consequently, the ultiemkdbility with respect to these matters at Decengi, 2006 cannot be
ascertained. The potential effect, if any, on tharicial statements of the Partnership, in theogen which these matters are
resolved, may be materi

In addition to the aforementioned matters, €ei$ subject to various other legal actions aathtd in the normal course of
business. While Cellco’s legal counsel cannot gissurance as to the outcome of each of these mattenanagement’s
opinion, based on the advice of such legal coutiselultimate liability with respect to any of tleegctions, or all of them
combined, will not materially affect the financ&thtements of the Partnerst
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8. RECONCILIATION OF ALLOWANCE FOR DOUBTFUL ACCOUNT S

Accounts Receivable Allowance
2006
2005
2004

Balance at Additions Write-offs Balance at

Beginning Charged ta Net of End

of the Year Operations Recoveries of the Year

$ 38¢ $ 717 $ (779 9 32¢
26¢ 931 (814 38t
244 79z (769) 26¢

*kkkkk
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the Regyigthas duly caused this
report to be signed on its behalf by the undersighereunto duly authorized.

Consolidated Communications Holdings, Inc.
(Registrant)

Date: March 5, 2007 By: /s/ Robert J. Currey
Robert J. Currey
President and Chief Executive Officer
(Principal Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons
on behalf of the Registrant and in the capacitid&cated thereunto duly authorized as of March0B,;72

Signature Title

/sl Robert J. Currey President , Chief Executive Officer and Director
Robert J. Curre (Principal Executive Officer)

/s/ Steven L. Childers Chief Financial Officer

Steven L. Childer (Principal Financial and Accounting Officer)

/sl Richard A. Lumpkin Chairman of the Board of Directors

Richard A. Lumpkir

/s/ Jack W. Blumenstein Director
Jack W. Blumenstei

/sl Roger H. Moore Director
Roger H. Moore

/s/ Maribeth S. Rahe Director
Maribeth S. Rah
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Number

2.1

2.2

3.1

3.2

4.1

4.2

10.1

10.2

10.3

10.4

INDEX TO EXHIBITS

Description

Stock Purchase Agreement, dated January 15, 2604eén Pinnacle One Partners, L.P. and Consolidated
Communications Acquisitions Texas Corp. (f/k/a Hb@ase Acquisition Texas Corp.) (incorporated byrexiee to
Exhibit 2.1 to Form -4 dated October 26, 200-

Reorganization Agreement, dated July 21, 2005, gn@onsolidated Communications lllinois Holdings;.In
Consolidated Communications Texas Holdings, Inomidbase Acquisition, LLC, and the equity holdenmed therein
(incorporated by reference to Exhibit 99.1 to F&-K dated August 2, 2005

Form of Amended and Restated Certificate of Incration (incorporated by reference to Exhibit 3.JAtmendment
No. 7 to Form -1 dated July 19, 200&

Form of Amended and Restated Bylaws (incorporajedeference to Exhibit 3.1 to Amendment No. 7 torr&-1
dated July 19, 2005

Specimen Common Stock Certificate (incorporateddigrence to Exhibit 3.1 to Amendment No. 7 to F&+h dated
July 19, 2005)

Indenture, dated April 14, 2004, by and among Clidateed Communications lllinois Holdings, Inc., Gatidated
Communications Texas Holdings, Inc., Homebase Asitjoin, LLC and Wells Fargo Bank, N.A., as Trusteéh
respect to the 8/4% Senior Notes due 2012 (incorporated by referémé&shibit 4.1 to Form S-4 dated October 26,
2004).

Second Amended and Restated Credit Agreement, 8atadiary 23, 2005, among Consolidated Communitgitio
lllinois Holdings, Inc., as Parent Guarantor, Cdiseded Communications, Inc. and Consolidated Cominations
Acquisition Texas, Inc., as Co-Borrowers, the lesdeferred to therein and Citicorp North Amerite,., as
Administrative Agent (incorporated by referencéetdnibit 10.1 to Amendment No. 4 to Forr-1 dated May 19, 2005

Amendment No. 1, dated April 22, 2005, to the SecAmended and Restated Credit Agreement, datefl as o
February 23, 2005, and Waiver under the Existingd@rAgreement among Consolidated Communicatidimois
Holdings Inc., Consolidated Communications, In@néblidated Communications Acquisition Texas, Itfee,lenders
referred to therein and Citicorp North America,.lfincorporated by reference to Exhibit 10.2 to Awhement No. 4 to
Form &1 dated May 19, 2005

Amendment No. 2, dated as of June 3, 2005, toi}lerédit Agreement dated as of April 14, 2004aasended and
restated as of October 22, 2004 and (ii) the Seéondnded and Restated Credit Agreement, dated Bshstiary 23,
2005, as amended on April 22, 2005, among Homehbegaeisition, LLC, Consolidated Communications lis
Holdings, Inc., Consolidated Communications Texadgs, Inc., Consolidated Communications, Inansblidated
Communications Acquisition Texas, Inc., the lendefsrred to therein and Citicorp North America;.I{incorporated
by reference to Exhibit 10.3 to Amendment No. 5éom $-1 dated June 8, 200

Amendment No. 3, dated as of November 25, 200fheadi) Credit Agreement dated as of April 14, 208¢ amended
and restated as of October 22, 2004, (ii) the Seeéanended and Restated Credit Agreement dated eslotiary 23,
2005, as amended on April 22, 2005 and as furtmenaed June 3, 2005, among Consolidated Commuorisati
Holdings, Inc., Consolidated Communications, I@onsolidated Communications Acquisition Texas,,Itiee lenders
referred to therein as Citicorp North America, Ifincorporated by reference to Exhibit 10.4 to FA®rK for the year
ended December 31, 200

111




Table of Contents

Exhibit
Number

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Description

Form of Amended and Restated Pledge Agreementl datef February 23, 2005, among Consolidated
Communications Holdings, Inc., Consolidated Comroatidns, Inc., Consolidated Communications AcgiisiTexas,
Inc., the subsidiary guarantors named therein atico@p North America, Inc., as Collateral Agemdorporated by
reference to Exhibit 10.3 to Amendment No. 4 tonlk&-1 dated May 13, 2005

Form of Amended and Restated Security Agreemeteddss of February 23, 2005, among Consolidated
Communications Holdings, Inc., Consolidated Comroatidns, Inc., Consolidated Communications AcgiaisiTexas,
Inc., the subsidiary guarantors name therein atida@p North America, Inc., as Collateral Agentd@mporated by
reference to Exhibit 10.4 to Amendment No. 4 tonlk&-1 dated May 13, 2005

Form of Amended and Restated Guarantee Agreemeatet] @s of February 23, 20p@&mong Consolidated
Communications Holdings, Inc., Consolidated Comroatibns Acquisition Texas, each subsidiary of ezfch
Consolidated Communications, Inc. and Consolid&@echmunications Acquisition Texas, Inc. signatorgréio and
Citicorp North America, Inc., as Administrative Aggincorporated by reference to Exhibit 10.5 togxdment No. 4
to Form &1 dated May 13, 2005

Lease Agreement, dated December 31, 2002, betw&€EIL, LLC and Consolidated Market Response, Inc.
(incorporated by reference to Exhibit 10.11 to F&-4 dated October 26, 200:

Lease Agreement, dated December 31, 2002, betw&€EIL, LLC and lllinois Consolidated Telephone Compa
(incorporated by reference to Exhibit 10.12 to F&-4 dated October 26, 200:

Master Lease Agreement, dated February 25, 200&eba General Electric Capital Corporation and TXU
Communications Ventures Company (incorporated Bgreace to Exhibit 10.13 to Forn-4 dated October 26, 200«

Amendment No. 1 to Master Lease Agreement, datedubey 25, 2002, between General Electric CapitapGration
and TXU Communications Ventures Company, dated Mag&; 2002 (incorporated by reference to Exhibil40o
Form ¢-4 dated October 26, 200:

Amended and Restated Consolidated Communicatiofdings, Inc. Restricted Share Plan (incorporateddfgrence t
Exhibit 3.1 to Amendment No. 7 to Forr-1 dated July 19, 200&

Form of 2005 Long-term Incentive Plan (incorporatgdeference to Exhibit 3.1 to Amendment No. Féom S-1
dated July 19, 2005

Stock Repurchase Agreement, dated July 13, 2008ntyamong Consolidated Communications Holdings, In
Providence Equity Partners IV L.P. and Providengeify Operating Partners IV L.P. (incorporated bference to
Exhibit 10.1 to Form -K dated July 17, 2006

Amendment No. 4, dated as of July 28, 2006, tdSeond Amended and Restated Credit Agreement datefl
February 23, 2005, as amended as of April 22, 200% 3, 2005 and November 25, 2005, among the &wynp
Consolidated Communications Inc. and Consolidatech@unications Acquisition Texas, Inc., as borrow#rs lender
referred to therein and Citicorp North America,.lfincorporated by reference to Exhibit 10.01 torfF&-K dated
August 2, 2006)
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List of Subsidiaries of Consolidated Communicationgioldings, Inc.

Subsidiary

EXHIBIT 21

State of Incorporation

Consolidated Communications, Ir

lllinois Consolidated Telephone Compe
Consolidated Communications Acquisition Texas,
Consolidated Communications Ventures Comg.
Consolidated Communications of Texas Comg
Consolidated Communications of Fort Bend Comg.
Consolidated Communications Services Comg
Consolidated Communications Telecom Services oAF&ompan'
Consolidated Communications Transport Comg
Consolidated Communications Network Services,
Consolidated Communications Operator Services,
Consolidated Communications Business Systems
Consolidated Communications Mobile Services,
Consolidated Communications Public Services,
Consolidated Communications Market Response,
East Texas Fiber Line, Incorporated (63% owners

lllinois
Illinois
Delaware
Delaware
Texas
Texas
Texas
Texas
Texas
Delaware
Delaware
Delaware
Delaware
lllinois
lllinois
Texas






EXHIBIT 23.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRbgistration Statement (Form S-8 No. 333-135440mning to the 2005
Long Term Incentive Plan of Consolidated Commuracet Holdings, Inc. of our reports dated March @2, with respect to the
consolidated financial statements and scheduleoot@lidated Communications Holdings, Inc., and @bdated Communications
Holdings, Inc. management’s assessment of thetafé@ess of internal control over financial repogti and the effectiveness of
internal control over financial reporting of Consalted Communications Holdings, Inc., includedténAnnual Report (Form 10-K)
for the year ended December 31, 2006.

/sl Ernst & Young LLP

Chicago, lllinois
March 5, 2007






EXHIBIT 23.2

Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference ini®egion Statement No. 333-135440 on Form S-8unfreport dated February 23,
2007, relating to the financial statements of GT&bithet of Texas #17 Limited Partnership, appeaiinthis Annual Report on
Form 10-K of Consolidated Communications Holdings, for the year ended December 31, 2006.

/sl Deloitte & Touche LLP

Atlanta, Georgia
March 9, 2007






Exhibit 31.1

Certification Pursuant To
18 U.S.C. ss. 1350,
As Adopted Pursuant To
Section 302 of the Sarbanes-Oxley Act of 2002

I, Robert J. Currey, certify that:
1. | have reviewed this annual report on Forr-K of Consolidated Communications Holdings, Ir

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this reg

3. Based on my knowledge, the financial statemertd other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this repol

4.  The registrant’s other certifying officer alhare responsible for establishing and maintaimlisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti{as defined in
Exchange Act Rules 1-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and phaes, or caused such disclosure controls and guoes to be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiastigularly during the period in which this rep@tbeing preparec

(b) Designed such internal control over finahcéporting, or caused such internal control diveancial reporting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples, ant

(c) Evaluated the effectiveness of the regitsadisclosure controls and procedures and preddntthis report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation, .

(d) Disclosed in this report any change inrdggistrant’s internal control over financial repiogt that occurred during the
registrant’s most recent fiscal quarter (the regrts fourth fiscal quarter in the case of an aimeaport) that has
materially affected, or is reasonably likely to evally affect, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer anave disclosed, based on our most recent evafuafiinternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

(@) All significant deficiencies and materiataknesses in the design or operation of internatabover financial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial
information, anc

(b) Any fraud, whether or not material, thatatves management or other employees who havendisant role in the
registran’'s internal control over financial reportir

March 5, 2007 /s/ Robert J. Currey
Robert J. Currey
President and Chief Executive Officer
(Principal Executive Officer’







Exhibit 31.2

Certification Pursuant To
18 U.S.C. ss. 1350,
As Adopted Pursuant To
Section 302 of the Sarbanes-Oxley Act of 2002

I, Steven L. Childers, certify that:
1. | have reviewed this annual report on Forr-K of Consolidated Communications Holdings, Ir

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this reg

3. Based on my knowledge, the financial statemertd other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this repol

4.  The registrant’s other certifying officer alhare responsible for establishing and maintaimlisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti{as defined in
Exchange Act Rules 1-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and phaes, or caused such disclosure controls and guoes to be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiastigularly during the period in which this rep@tbeing preparec

(b) Designed such internal control over finahcéporting, or caused such internal control diveancial reporting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples, ant

(c) Evaluated the effectiveness of the regitsadisclosure controls and procedures and preddntthis report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation, .

(d) Disclosed in this report any change inrdggistrant’s internal control over financial repiogt that occurred during the
registrant’s most recent fiscal quarter (the regrts fourth fiscal quarter in the case of an aimeaport) that has
materially affected, or is reasonably likely to evally affect, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer anave disclosed, based on our most recent evafuafiinternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

(@) All significant deficiencies and materiataknesses in the design or operation of internatabover financial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial
information, anc

(b) Any fraud, whether or not material, thatatves management or other employees who havendisant role in the
registran’'s internal control over financial reportir

March 5, 2007 /s/ Steven L. Childers
Steven L. Childers
Chief Financial Officer
(Principal Financial Officer and
Chief Accounting Officer)







Exhibit 32.1

Certification Pursuant To
18 U.S.C. ss. 1350,
As Adopted Pursuant To
Section 906 of the Sarbanes-Oxley Act of 2002

Pursuant to 18 U.S.C. Section 1350, as adoptedigoirso Section 906 of the Sarbanes-Oxley Act @220Section 906"),
Robert J. Currey and Steven L. Childers, PresidedtChief Executive Officer and Chief Financial iGéf, respectively, of
Consolidated Communications Holdings, Inc., eactifgehat to his knowledge (i) the Annual Report Borm 10-K for the fiscal
year ended December 31, 2006 fully complies withriquirements of Section 13(a) or 15(d) of theuBtes Exchange Act of 193
as amended and (ii) the information contained thseport fairly presents, in all material respgttie financial condition and results
of operations of Consolidated Communications Hadjrinc.

/sl Robert J. Currey

Robert J. Currey

President and Chief Executive Officer
(Principal Executive Officer’

March 5, 200:

/sl Steven L. Childers

Steven L. Childers

Chief Financial Officer
(Principal Financial Officer and
Chief Accounting Officer)
March 5, 2007




