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Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yesp Noo

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso Nop

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. b

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

Large Accelerated Filer p  Accelerated Filer o Non-Accelerated Filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nop

The aggregate market value at June 30, 2005, the last day of our most recently completed second quarter, of shares of
the Registrant s common stock held by non-affiliates of the registrant was approximately $1,738,302,202.

The registrant is a wholly-owned subsidiary of R.H. Donnelley Corporation. As of March 15, 2006, R.H. Donnelley
Corporation owned all 1,000 outstanding shares of the registrant s common stock, par value $0.01 per share.

THE REGISTRANT MEETS THE CONDITIONS SET FORTH IN GENERAL INSTRUCTIONS I(1)(a) AND
(b) OF FORM 10-K AND IS THEREFORE FILING THIS FORM WITH THE REDUCED DISCLOSURE
FORMAT.
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Discussion and Analysis of Financial condition and Results of Operations has been omitted and (ii) the registrant
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PART L.
Cautionary Note Regarding Forward-Looking Statements

This annual report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the
Exchange Act ). These statements relate to Dex Media s expectations as to future events and its future financial
performance. In some cases, you can identify these forward-looking statements by terminology such as may, will,
should, expects, intends, plans, anticipates, believes, estimates, predicts, potential, continue,
negative of these terms or other comparable words. These statements are only predictions. Actual events or results
may differ materially. In evaluating these statements, you should specifically consider various factors, including the
risks described in this annual report. These factors may cause Dex Media s actual results to differ materially from any
of Dex Media s forward-looking statements.

These risks and uncertainties are described in detail in Item 1A Risk Factors. In summary, these risks and
uncertainties include, without limitation: (i) our substantial indebtedness, which could impair our ability to operate our
business; (ii) the terms of our subsidiaries credit facilities and indentures, which may restrict our access to cash flow
and our ability to pursue our business strategies; (iii) the fact that we or our subsidiaries may incur more debt; (iv) the
significant competition that we face, which could reduce our market share and harm our financial performance; (v) the
loss of any of our key agreements with Qwest; (vi) adverse outcomes resulting from bankruptcy proceedings against
Qwest; (vii) possible future changes in Qwest s directory publishing obligations, which may increase our costs;

(viii) declining usage of printed yellow page directories; (ix) our inability to renew customer advertising contracts;

(x) risks related to the start-up of new print or Internet directories and media services; (xi) our reliance on, and
extension of credit to, small and medium-sized enterprises; (xii) our dependence on third-party providers of printing,
distribution and delivery services; (xiii) the impact of fluctuations in the price or availability of paper; (xiv) the impact
of turnover among sales representatives or the loss of key personnel; (xv) the fact that our sales of advertising to
national accounts is coordinated by third parties that we do not control; (xvi) the occurrence of strikes or work
stoppages; (xvii) general economic factors and business conditions; (xviii) disruption resulting from our merger with
R.H. Donnelley Corporation, making it more difficult to maintain relationships with customers, employees or
suppliers; and (xix) uncertainties regarding Donnelley s ability to successfully integrate Dex Media s business. For
additional information, see Item 1A Risk Factors.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity or performance. These forward-looking statements are made as of the date
of this annual report and, except as required under the federal securities laws and the rules and regulations of the
Securities and Exchange Commission (the SEC ), we assume no obligation to update or revise them or to provide
reasons why actual results may differ.

We do not undertake any responsibility to release publicly any revisions to these forward-looking statements to take
into account events or circumstances that occur after the date of this annual report. Additionally, we do not undertake
any responsibility to update you on the occurrence of any unanticipated events which may cause actual results to
differ from those expressed or implied by the forward-looking statements contained in this annual report.

We utilize the deferral and amortization accounting method, under which revenue and expenses are recognized over
the lives of the directories. See Item 7  Management s Narrative Analysis of Results of Operations. A few of our
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competitors may utilize the point of publication accounting method of recognizing revenue and expenses, under which
revenue and expenses are recognized when a directory is published. As a result, while we believe that the information

presented herein with respect to ourselves and our competitors is comparable, comparisons made beyond the scope of

those made in this annual report may be affected by these differing accounting methods.
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The following trademarks referred to in this annual report are registered trademarks of Dex Media, Inc.: DEX,
DexOnline.cofi and Dex Kno®s The following trademarks referred to in this annual report are registered

trademarks of Qwest Communications International Inc. and are used by us under license: QWEST DEX and
QWEST DEX ADVANTAGE.

Certain Definitions

As used in this annual report, the following terms shall have the following respective meanings, unless the context
requires otherwise.

Dex Media, we, our and us refers collectively to Dex Media, Inc. and its consolidated subsidiaries and their
predecessors;

Donnelley refers to R.H. Donnelley Corporation;

Dex Media East refers to Dex Media East LLC, an indirect wholly-owned subsidiary of Dex Media;

Dex Media West refers to Dex Media West LLC, an indirect wholly-owned subsidiary of Dex Media;

Dex East States refers to Colorado, Iowa, Minnesota, Nebraska, New Mexico, North Dakota, and South Dakota;
Dex West States refers to Arizona, Idaho, Montana, Oregon, Utah, Washington and Wyoming;

Dex States refers collectively to the Dex East States and the Dex West States;

Qwest refers to Qwest Communications International Inc. and its subsidiaries, including Qwest Corporation, the
local exchange carrier subsidiary of Qwest Communications International Inc.; and

Qwest Dex refers collectively to Qwest Dex, Inc. and its parent, Qwest Dex Holdings, Inc.

2
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ITEM 1. BUSINESS
Recent Development

On January 31, 2006, our predecessor, Dex Media, Inc., merged with and into Forward Acquisition Corporation

( FAC ), a wholly owned subsidiary of Donnelley. In the merger, each share of Dex Media, Inc. common stock was
converted into the right to receive $12.30 in cash and 0.24154 of a share of Donnelley common stock. Donnelley also
assumed all Dex Media, Inc. s outstanding indebtedness on January 31, 2006 with a fair value of $5.7 billion. In
connection with the consummation of the merger, the name of FAC was changed to Dex Media, Inc. As a result of the
merger, we became a wholly owned subsidiary of Donnelley.

The Company

We are the exclusive publisher of the official yellow pages and white pages directories for Qwest in the following
states where Qwest is the primary incumbent local exchange carrier: Arizona, Colorado, Idaho, lowa, Minnesota,
Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming. We have
been publishing directories for over 100 years. Our contractual agreements with Qwest grant us the right to be the
exclusive incumbent publisher of the official yellow pages and white pages directories for Qwest in the Dex States
until November 2052 and prevent Qwest from competing with us in the directory products business in the Dex States
until November 2042.

We are the largest directory publisher in the Dex States and, together with our parent, Donnelley, the third largest
directory publisher in the United States. In 2005 and 2004, we published 293 and 269 directories, respectively, and
printed approximately 51.8 and 44.5 million copies of these directories, respectively, for distribution to virtually all
business and residential consumers throughout the Dex States. In addition, our Internet-based directory,
DexOnline.com, further extends the distribution of our advertisers content. DexOnline.com, which is offered both
bundled with our print directories and on a stand-alone basis, includes approximately 20 million business listings and
124 million residential listings from across the United States. Our other products and services include the sale of direct
marketing lists and the sale of Dex directories and other publishers directories outside the normal delivery schedule.

We seek to bring buyers together with our advertising customers through a cost-effective, bundled advertising solution
that includes print, Internet-based and CD-ROM directories. The majority of our advertising customers are local small
and medium-sized enterprises ( SMEs ) and national businesses with a local presence. We believe that our advertising
customers value: (i) our ability to provide consumers with an authoritative and diverse reference source to search for
products and services across multiple platforms; (ii) our broad distribution to potential buyers of our advertisers
products and services; (iii) our lower cost per usage compared with most other directories and a higher return on
investment than other forms of local advertising; and (iv) the quality of our client service and support.

For the year ended December 31, 2005, we generated approximately 97% of our total revenue from the sale of

bundled print and Internet directory advertising. Our other products and services accounted for the remaining 3% of

our total revenue. For the years ended December 31, 2005 and 2004, we generated $1,658.4 million and

$1,602.9 million in revenue, respectively. Excluding the effects of purchase accounting, as described in

Item7  Management s Narrative Analysis of Results of Operations, we generated $1,649.7 million in revenue for the
year ended December 31, 2004. For complete information concerning our financial performance, see Item 8  Financial
Statements and Supplementary Data.

Our History

Table of Contents 9
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On August 19, 2002, Dex Holdings, LLC ( Dex Holdings ), the former parent of Dex Media, entered into two purchase
agreements with Qwest to acquire the directory business of Qwest Dex, the directory services subsidiary of Qwest, in
two separate phases, for an aggregate consideration of approximately $7.1 billion (excluding fees and expenses). In
connection with the first phase, Dex Holdings assigned its right to purchase the directory business in the Dex East

States to its indirect subsidiary, Dex Media East. Dex Media East consummated the first phase of the acquisition on
November 8, 2002 (the Dex East Acquisition ) and

Table of Contents 10



Edgar Filing: DEX MEDIA INC - Form 10-K

Table of Contents

currently operates the acquired directory business in the Dex East States. In connection with the second phase, Dex
Holdings assigned its right to purchase the directory business in the Dex West States to its indirect subsidiary, Dex
Media West. Dex Media West consummated the second phase of the acquisition on September 9, 2003 (the Dex West
Acquisition and together with the Dex East Acquisition, the Acquisitions ) and currently operates the acquired
directory business in the Dex West States. Dex Holdings was dissolved effective January 1, 2005.

In connection with the Acquisitions, we, Dex Media East and Dex Media West entered into a number of contractual
agreements with Qwest. For a summary of the principal terms of certain of such agreements, see Agreements Between
Us, Dex Media East and/or Dex Media West and Qwest in this Item 1.

On October 3, 2005, our predecessor, Dex Media, Inc., entered into an Agreement and Plan of Merger with Donnelley
and FAC pursuant to which each issued and outstanding share of Dex Media, Inc. common stock was to be converted
into $12.30 in cash and 0.24154 of a share of Donnelley common stock. On January 31, 2006, that merger was
completed and Dex Media, Inc. merged with and into FAC, a wholly owned subsidiary of Donnelley. Donnelley also
assumed all Dex Media, Inc. s outstanding indebtedness on January 31, 2006 with a fair value of $5.7 billion. In
connection with the consummation of the merger, the name of FAC was changed to Dex Media, Inc. As a result of the
merger, we became a wholly owned subsidiary of Donnelley.

Markets

In 2005, we published 293 directories and printed approximately 51.8 million copies of these directories for
distribution to virtually all business and residential consumers in the metropolitan areas and local communities in the
Dex States. Our directories are generally well established in their communities and cover contiguous geographic areas
to create a strong local market presence and achieve selling efficiencies.

We derive a significant portion of our directory services revenue from the sale of directory advertising to businesses in
large metropolitan areas. For the year ended December 31, 2005, approximately 45% and 62% of our directory
services revenue was derived from the sale of directory advertising in our 5 and 10 largest geographic markets,
respectively.

Products and Services

We deliver a portfolio of advertising products focused on bringing buyers and sellers together, distributing relevant
information across multiple platforms to assist in the buying decision. Our bundled print and Internet directory
services generated approximately 97% of our total revenue for the year ended December 31, 2005.

Print Directories

In almost every market that we serve, Dex Media publishes both a white pages section and a yellow pages section in
its print directory products. In 2005, we published 293 print directories, including directories that contained both white
and yellow pages, directories that contained only yellow pages and directories that contained only white pages.
Whenever practicable, we combine the two sections into one directory. In large markets where it is impractical to
combine the two sections into one volume, separate stand-alone white and yellow pages directories are normally
published at the same time.

Our print directories are designed to meet the advertising needs of local and national businesses and the informational
needs of local consumers. The diversity of advertising options available enables us to create customized advertising
programs that are responsive to specific customer needs and financial resources. Our yellow pages and white pages
directories are also efficient sources of information for consumers, featuring a comprehensive list of businesses in the
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local market that are conveniently organized under thousands of directory headings.

We serve a diverse group of communities in our 14-state region, many of which have a number of consumers for
whom English is not their primary language. In order to better serve our diverse base of consumers and further extend
the reach of our advertisers, during 2005 we published Spanish language Yellow
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Pages in 22 markets. We expect to continue evaluating the needs of our multi-lingual communities and develop
targeted segment products that best serve those communities.

Dex Media has two primary types of printed directories: core directories and community directories. Core directories
generally cover large population or regional areas, whereas community directories typically focus on a sub-section of
the areas addressed by a corresponding core directory. Most core directories contain yellow pages, white pages and
specialty sections. Our print directory advertising products can be broken down into three basic categories: Yellow
Pages, White Pages and Awareness Products.

Yellow Pages Directories. We offer all businesses a basic listing at no charge in the relevant edition of our yellow
pages directories. This listing includes the name, address and telephone number of the business and is included in
alphabetical order in the relevant classification. In addition, we offer a range of paid advertising options in our yellow
pages directories, as set forth below:

Listing Options. An advertiser may enhance its complimentary listing in several ways. It may pay to have its
listing highlighted or printed in bold or super bold text, which increases the visibility of the listing. An
advertiser may also purchase extra lines of text to convey information such as hours of operation or a more
detailed description of its business.

In-column Advertising Options. For greater prominence on a page, an advertiser may expand its basic
alphabetical listing by purchasing advertising space in the column in which the listing appears. The cost of
in-column advertising depends on the size and type of the advertisement purchased and the heading under which
it will be placed. In-column advertisements may include such features as bolding, special fonts, color and
graphics.

Display Advertising Options. A display advertisement allows businesses to include a wide range of

information, illustrations, photographs and logos. The cost of display advertisements depends on the size and
type of advertisement purchased and the heading under which it will be placed. Display advertisements are
usually placed at the front of a heading, and are prioritized first by size and then by advertiser seniority. This
process of prioritizing provides a strong incentive to advertisers to increase the size of their advertisements and
renew their advertising purchases from year to year to ensure that their advertisements receive priority
placement. Display advertisements range in size from a quarter column to as large as two pages (a double truck
advertisement) and three pages (a triple truck advertisement). Various levels of color sophistication, including
spot-four color, enhanced color, process photo and hi-impact are available for display products.

White Pages Directories. State public utilities commissions require Qwest, as the local exchange carrier in its local
service area, to have white pages directories published to serve its local service areas. Qwest has contracted with us to
publish these directories until November 7, 2052. By virtue of this agreement, we provide a white pages listing to
every residence and business in a given area that sets forth the name, address and phone number of each residence or
business, unless they have requested to be non-listed.

Adpvertising options include bolding and highlighting for added visibility, extra lines for the inclusion of supplemental
information and in-column and display advertisements.

Awareness Products. Our line of awareness products allows businesses to advertise in a variety of highly visible

locations on or in a directory. Each directory has a limited inventory of awareness products, which provide high value
to advertisers and are priced at a premium to in-column and display advertisements. Our awareness products include:
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Premium location advertisements that are available on the front cover, inside front and back cover and

the outside back cover of a directory.

Spines

Premium location advertisements that are available on the spine of yellow and white pages directories.

5
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Tabs A full-page, double-sided, hard stock, full-color insert that is bound inside and that separates key sections
of the directory. These inserts enable advertisers to achieve prominence and increase the amount of information
displayed to directory users.

Tip-Ons Removable paper or magnet coupons that are placed on the front cover of a directory.

Banners  Advertisements sold at the top margin of a page in the Community or Government section of the
directory.

Delivery Bags Premium awareness space located on the bags used in the delivery of most print directories, with
between one and three advertisers per bag.

Ride-alongs Premium insert programs through which businesses deliver messages and promotional offers to
customers in conjunction with directories delivered right to the mailbox or doorstep. Advertisers can choose
between total market coverage inserts that ride-along with the new edition of directories as they are delivered to
users, or new mover delivery inserts reaching the lucrative market of new movers within a few days of their new
phone service connection.

Online Products

During 2003, we began to bundle our print and Internet display advertisements, providing advertisers with an effective
means to extend their messages through DexOnline.com for one unified price. With this bundling strategy, we were
able to collect and digitize our print directory advertising, making a proprietary structured database of content
available to consumers searching for local products and services through DexOnline.com.

We have entered into content agreements and distribution agreements with various search engines, portals and local
community destination web sites. These agreements are intended to provide additional distribution of our advertising,
thereby enhancing the value proposition offered to advertisers.

DexOnline.com. DexOnline.com incorporates free-text ( multi-dimensional ) search capability with a single search box
similar in design and functionality to many popular search engines. In addition, DexOnline.com provides a search

option based on popular business headings or categories with dynamically generated preferences, providing users the
ability to refine their searches using criteria that include such things as specific product and brand names, hours of
operation, payment options and locations.

DexOnline.com has grown to include fully searchable content from more than 475,000 Dex Media Yellow Pages
advertisements. In addition, we purchase information from other national databases to supply out-of-region listings
(although these out-of-region listings are not as rich as our in-region information). DexOnline.com includes
approximately 20 million business listings and more than 124 million residential listings from across the United
States. DexOnline.com was the number one local search site within our 14-state region for the past eight quarters, as
measured by comScore, a market research firm.

Arrangements with Search Engines and Other Third Parties. During 2005, our proprietary database of advertising
content was made available to a number of popular Internet search engines and portals. These arrangements made our
advertisers marketing messages available to the users of those search engines and portals. In addition, we have entered
into distribution agreements with various local community web sites throughout the Dex States to make our structured
database of content available to users of those local web sites. These agreements provide us with access to important
channels as we enhance our distribution network on behalf of our advertisers. We believe this enhanced distribution
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will lead to increased usage among consumers and greater utility to our advertisers.

Dex Web Clicks™. In February 2005, we introduced Dex Web Clicks throughout our 14-state region. Designed as an
affordable solution for SMEs, Dex Web Clicks allows advertisers to begin participating in auction-based, paid search
Internet advertising across multiple search engines and portals at fixed monthly prices. Dex Web Clicks provides
advertisers with a guaranteed number of references, or clicks, to their web site over the contract term for a fixed
monthly price. In addition, Dex Web Clicks offers web site design and hosting services to advertisers, in case they do
not already have a web site. The guaranteed references are provided by a network of search engines and portals.

6

Table of Contents 16



Edgar Filing: DEX MEDIA INC - Form 10-K

Table of Contents
Other Services

We sell direct marketing lists of residents and businesses in the Dex States that allow our customers to purchase
accurate lists for their direct mail and telemarketing activities. We also have an extensive New Mover list that
provides businesses access to the most current new business and/or residence lists in the Dex States. The lists we sell
comply with do- not-call and do-not-mail requirements for the industry. In addition, these lists do not include any
private, non-published or non-listed information.

We also have insert programs through which we help businesses deliver messages and promotional offers to users of
our directories. Advertisers can choose between Total Market Coverage directory inserts, which go to all households
and businesses within the Dex States and New Mover Delivery inserts, which reach the lucrative market of new
movers within a few days of their new phone service connection.

Business cycle overview

Our directories usually have a 12-month directory cycle period. A publication process generally takes 15 to 20 months
from the beginning of the sales cycle to the end of a directory s life and the sales stage closes approximately 70 days
prior to publication.

Sales

We believe that we have one of the most experienced sales forces in the U.S. directory advertising industry. Our sales
activities are conducted through a local sales channel and a national sales channel.

Local Sales Channel

Our local sales force is comprised of approximately 1,000 quota-bearing sales representatives, who average
approximately seven years of employment with us. For the year ended December 31, 2005, approximately 82% of our
directory services revenue came through the local sales channel.

We assign our customers among premise representatives and telephone representatives based on a careful assessment
of a customer s expected advertising expenditures. This practice allows us to deploy our local sales force in an
effective manner. Dex Media s local sales force is decentralized and locally based, operating throughout the Dex States
in their local service areas. We believe that our locally based sales force facilitates the establishment of personal,
long-term relationships with local advertisers that are necessary to maintain a high rate of customer renewal.

The local sales channel is divided into three sales sub-channels: premise sales, telephone sales and centralized sales.

Premise sales representatives  conduct sales calls face-to-face at customers business locations and typically
handle higher dollar and more complex accounts.

Telephone sales representatives handle lower dollar value accounts and typically interact with customers over
the telephone.

Centralized sales includes multiple types of sales efforts, including centralized sales representatives, prospector
sales representatives and a letter renewal effort. These sales mechanisms are used to contact very low dollar
value customers that in many cases have renewed their account for the same product for several years. Some of
these centralized efforts are also focused on customer win-back initiatives.
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We believe that formal training is important to maintaining a highly productive sales channel. Our sales personnel
undergo ongoing training, with new sales representatives receiving approximately eight weeks of training in their first
year, including classroom training on sales techniques, our product portfolio, customer care and administration, and
standards and ethics. Following classroom training, they are accompanied on sales calls by experienced sales
personnel for further training. Ongoing training and our commitment to developing the best sales practices are
intended to ensure that sales representatives are able to give advertisers high-quality service and advice on appropriate
advertising products and services.
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In addition to its locally based sales personnel, Dex Media utilizes a separate sales channel to serve its national
advertisers. For the year ended December 31, 2005, approximately 14% of our directory services revenue came
through the national sales channel. National advertisers are typically national or large regional chains such as rental
car companies, insurance companies and pizza businesses that purchase advertisements in many yellow pages
directories in multiple geographic regions. In order to sell to national advertisers, we contract with third party
Certified Marketing Representatives ( CMRs ). CMRs design and create advertisements for national companies and
place those advertisements in relevant yellow pages directories nationwide. Some CMRs are departments of general
advertising agencies, while others are specialized agencies that focus solely on directory advertising. The national
advertiser pays the CMR, which then pays us after deducting its commission. We accept orders from approximately
155 CMRs and employ seven national account managers to manage our selling efforts to national customers. Dex
Media relies particularly on one of its CMRs, TMP Worldwide Inc. ( TMP ), whose billings were approximately 24%
(excluding Qwest) of Dex Media s national revenue for the year ended December 31, 2005.

Marketing

Our sales and marketing processes are closely related and managed in an integrated manner. We believe that a
bifurcated marketing process, composed of both centralized and decentralized strategies and responsibilities, best suits
our needs.

Our marketing process includes the functions of market management, product development and management,
marketing research, pricing, advertising and public relations. The market management function is decentralized and
coordinates with local sales management to develop market plans and products that address the needs of individual
local markets. The other marketing functions are centralized and provide support to all markets as needed. Advertising
programs are targeted to advertisers and consumers and are determined by specific market and include television,
radio, newspaper and outdoor ad placements.

Publishing and information services

Pre-press publishing activities include canvass and assignment preparation, sales order processing, graphics and ad
composition, contract processing, white and yellow pages processing, database management and pagination. We
provide comprehensive tools and information to effectively conduct sales and marketing planning, sales management,
sales compensation and customer service activities. Once an individual sales campaign is complete and final
advertisements have been produced, white and yellow pages are paginated, proofed and prepared for printing. Most of
these functions are accomplished through an Amdocs® publishing system, a leading industry system considered to be
the standard. Dex Media s information technology is managed from facilities in Omaha, Nebraska and Englewood,
Colorado, with production and graphics activities located in Aurora, Colorado and six other locations throughout the
Dex States.

Printing and Distribution

All our directories are printed by either R.R. Donnelley & Sons Company ( RRD ) or Quebecor World Directory Sales
Corporation ( Quebecor ). In general, RRD prints our larger, higher-circulation directories and Quebecor prints those
directories that are smaller and have a more limited circulation. Dex Media s agreements with RRD and Quebecor do
not contain any volume guarantees, and prices are adjusted annually based on changes to the consumer price index.

Our contracts with RRD and Quebecor expire on December 31, 2011 and December 31, 2014, respectively. No
common ownership or other business affiliation exists between RRD and Donnelley.
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Nearly all copies of our directories are distributed by Product Development Corporation ( PDC ). Although prices
under Dex Media s agreement with PDC are fixed, they may be renegotiated under some circumstances, such as new
service specifications or to match more favorable prices offered by PDC to other customers. Our contract with PDC
expires on May 31, 2009. We rely on Matson Integrated Logistics
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( Matson ) to manage the logistics of transporting our printed directories from our printers locations to PDC. Our
contract with Matson expires on December 31, 2008.

Raw Materials

Paper is our principal raw material. Substantially all the paper that we use (other than for covers) is supplied by

Nippon Paper Industries USA, Co., Ltd. ( Nippon ) and Catalyst Paper Corporation ( Catalyst ), formerly Norske Skog
Canada (USA), Inc. Prices under these two agreements are negotiated each year based on prevailing market rates,
which have been declining consistent with general U.S. market trends for directory paper over the last three years.
Since the second half of 2004, pulp prices have been increasing at rates higher than the general inflation rate. This has
resulted in upward pressure on Dex Media s paper prices. The effect of such upward price pressure, however, has been
moderated due to the fact that prices under both Dex Media s paper agreements are subject to certain price escalation
limits. Furthermore, Dex Media purchases paper used for the covers of its directories from Spruce Falls, Inc. ( Spruce
Falls ). Pursuant to an agreement between Spruce Falls and Dex Media, Spruce Falls is obligated to provide 100% of
Dex Media s annual cover stock paper requirements. Prices under this agreement are negotiated each year. If, in a
particular year, the parties are unable to agree on repricing, either party may terminate this agreement. This agreement
expires on December 31, 2006.

Fuel is an indirect and minor part of Dex Media s cost structure. However, rising fuel prices could impact the
transportation and distribution of Dex Media s print directories at the current service and cost levels. Dex Media s
existing transportation contract caps the diesel fuel surcharge well below the spot market diesel fuel surcharges.
Although there is no current impact on Dex Media s service levels and transportation/distribution costs, rising fuel
costs could have a negative impact on us.

Credit Collections and Bad Debt Expense

Because most directories are published on 12-month cycles and most of our advertising customers are billed over the
course of that 12-month period, we effectively extend credit to our customers. Many of these customers are SMEs
with default rates that usually exceed those of larger businesses. Our policies toward the extension of credit and
collection activities are market-specific and designed to manage the expected level of bad debt while accommodating
reasonable sales growth.

Local advertising customers spending above identified levels as determined appropriate by management for a
particular market may be subject to a credit review that includes, among other criteria, evaluation of credit or payment
history with us, third party credit scoring, credit checks with other vendors along with consideration of credit risks
associated with particular headings. Where appropriate, advance payments (in whole or in part) and/or personal
guarantees from business owners may be required. Beyond efforts to assess credit risk prior to extending credit to
advertising customers, we employ well-developed collection strategies utilizing an integrated system of internal,
external and automated means to engage customers concerning payment obligations. In some markets, we charge back
commissions to sales representatives when advertisers do not pay their local advertising charges.

Fees for national advertisers are typically billed upon issue of each directory in which advertising is placed by CMRs.
Because we do not usually enter into contracts with our national advertisers directly, we are subject to the credit risk
of CMRs on sales to those advertisers, to the extent we do not receive fees in advance. Dex has historically achieved
favorable credit experience with CMRs.

For the year ended December 31, 2005, bad debt expense for all of our customers amounted to approximately 3.2% of
revenue.
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In connection with the Acquisitions, we, Dex Media East and Dex Media West entered into a number of contractual
agreements with Qwest. Certain of these agreements are summarized below.
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Publishing Agreement. Pursuant to a publishing agreement, Qwest granted us the right to be the exclusive
official directory publisher of listings and classified advertisements of Qwest s telephone customers in the
geographic areas in the Dex States in which Qwest provides local telephone service. This agreement granted us
the right to identify ourselves (including on our web sites) as Qwest s exclusive official directory publisher for
its legally required directories, as well as certain other directories in Qwest s service areas in the Dex States. This
agreement will remain in effect for 50 years from November 8, 2002 and will automatically renew for additional
one year terms unless either Qwest or we provide 12 months notice of termination.

Non-Competition and Non-Solicitation Agreement. Under a non-competition and non-solicitation agreement,
Qwest agreed, for a period of 40 years after November 8, 2002, not to sell directory products consisting
principally of listings and classified advertisements for subscribers in the geographic areas in the Dex States in
which Qwest provides local telephone service directed primarily at customers in those geographic areas. The
non-solicitation provisions contained in this agreement have expired.

Billing and Collection Services Agreement. Pursuant to a billing and collection services agreement (which was
renewed effective November 1, 2004), Qwest will continue until December 31, 2008 to bill and collect, on our
behalf, amounts owed with respect to our directory services by our accounts that are also Qwest local telephone
customers. In 2005, Qwest billed approximately 28% of our local revenue on our behalf, and we billed the
remaining 72% directly. Qwest bills the account on the same billing statement on which it bills the customer for
local telephone service. We have developed and continue to maintain the ability to transition from the Qwest
billing and collection system to our own billing and collection system, for those accounts billed by Qwest,
within approximately two weeks should we choose to do so.

Advertising Agreement. Pursuant to an advertising agreement, Qwest agreed to purchase an aggregate of

$20 million of advertising per year through 2017 from Dex Media East and/or Dex Media West. In the event
that Qwest purchases more than $20 million of advertising from Dex Media East and/or Dex Media West in any
one year, up to $5 million of the excess will be carried over to the subsequent year s minimum advertising
purchase requirement. The pricing will be on terms at least as favorable as those offered to similar large
customers.

Master Telecommunications Commitment Agreement. Under a master telecommunications commitment
agreement, we must purchase from Qwest and its affiliates, on an exclusive basis, those telecommunications
services and products that we use from time to time. Our obligation to purchase such telecommunications
services from Qwest is subject to Qwest s ability to offer pricing and service terms that are not, in the aggregate,
materially less favorable than the terms generally available in the market to us from other telecommunications
services providers that are nationally or regionally recognized as being highly reputable. Furthermore, Qwest is
required to offer the telecommunications services to us on terms and conditions that are no less favorable than
the terms and conditions that Qwest provides similar services, at similar volumes and for similar time periods,

to other customers in the applicable service area. The term of the master telecommunications commitment
agreement extends until November 8, 2017.

Additional agreements with Qwest related to intellectual property are described below in Intellectual Property in this
Item 1.

Competition

The competitive dynamics in the vast majority of our markets are stable. Most markets have two to three existing
publishers. Incumbent publishers benefit from pricing and efficiencies.
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We face competition from other yellow pages publishers and from other types of media, including broadcasting,
newspaper, radio and emerging technologies (e.g., Internet yellow pages). However, we believe that the preference for
directory advertising is due to its relatively low cost, broad demographic and geographic distribution, directional and
permission-based nature and high consumer usage rates. Directory advertising is
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attractive because consumers view directories as a free, comprehensive, non-intrusive single source of locally relevant
information. Also, while overall advertising tends to track a local economy s business cycle, directory advertising
tends to be more stable and does not fluctuate as widely with economic cycles due to this preference by SMEs. Given
the mature state of the directory advertising industry and our position in most of its markets, independent competitors
are typically focused on aggressive pricing to gain market share.

The Internet has also emerged as a medium for advertisers. Although advertising on the Internet still represents only a
small part of the total U.S. advertising market, as the Internet grows and high-speed Internet access becomes more
mainstream, it has increasingly become important as an advertising medium. Most major yellow pages publishers
operate an Internet-based directory business. From 1997 to 2000, overall references to print yellow pages directories
in the U.S. declined; however, overall references to print yellow pages directories remained relatively stable from
2000 through 2005. We believe the past decline was primarily a result of demographic shifts among consumers,
particularly the increase of households in which English was not the primary language spoken. We also believe that
the past decline was attributable to increased usage of Internet-based directory products, particularly in
business-to-business and retail categories, as well as the proliferation of very large retail stores for which consumers
and businesses may not reference the yellow pages.

Directory publishers, including us, have increasingly bundled online advertising with their traditional print offerings
in order to enhance total usage and advertiser value. In this regard, we compete through our Internet site,
DexOnline.com. Through DexOnline.com, we compete with the Internet yellow pages directories of independent and
other incumbent directory publishers, and with other Internet sites, including those available through wireless
applications, that provide classified directory information, such as Switchboard.com, Citysearch.com and Zagat.com,
and with search engines and portals, such as Yahoo!®, Google®, MSN® and others, some of which have entered into
affiliate agreements with other major directory publishers. We compete with all of these online competitors based on
value, local relevance and features.

The yellow pages directory advertising business is subject to changes arising from developments in technology,
including information distribution methods and users preferences. The use of the Internet and wireless devices by
consumers as a means to transact commerce may result in new technologies being developed and services being
provided that could compete with our traditional products and services. National search companies such as Google
and Yahoo! are focusing and placing large priorities on local commercial search initiatives. Our growth and future
financial performance may depend on our ability to develop and market new products and services and create new
distribution channels, while enhancing existing products, services and distribution channels, to incorporate the latest
technological advances and accommodate changing user preferences, including the use of the Internet and wireless
devices.

Intellectual Property

We own and license a number of patents, copyrights and trademarks in the United States. The only trademarks we
consider material to our operations are the DEX, DexOnline.com and Dex Knows trademarks, which are owned by us
and are used by Dex Media, Dex Media East and Dex Media West. We do not consider any individual patent or other
trademark to be material to our operations.

Pursuant to an intellectual property contribution agreement, Qwest assigned, in certain cases, and licensed, in other
cases, to us the Qwest intellectual property used in the Qwest directory services business. We currently own all of
Qwest s former right, title and interest in certain Dex trademarks, including DEX and DexOnline.com. We also own
specific patents and other intellectual property of Qwest Dex previously owned by Qwest and used in the directory
services business, as well as all of Qwest s former right, title and interest in registered copyrights for printed directories
in the Qwest service areas in the Dex States and certain non-public data created by Qwest Dex regarding advertising
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Pursuant to a trademark license agreement, Qwest licensed to us the right to use the QWEST DEX and QWEST DEX
ADVANTAGE marks until November 2007 in connection with directory products and related marketing materials in
the Dex States. Qwest also licensed to us the right to use these marks in connection with DexOnline.com. Each of
these licenses is generally exclusive for a period of time with respect to the sale
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of directory products consisting principally of listings and classified advertisements directed primarily at customers in
the geographic areas in the Dex States in which Qwest provides local telephone service. We may terminate this
agreement upon 30 days notice and Qwest may terminate this agreement in the event of an uncured material breach by
us. In addition, this agreement may terminate if we cease using the licensed trademarks for a substantial period of
time, or if the publishing agreement terminates before the expiration of the five-year term of this agreement.

Under license agreements for the use of directory publisher lists and directory delivery lists, Qwest granted to each of
Dex Media East and Dex Media West a non-exclusive, non-transferable restricted license of listing and delivery
information for persons and businesses that order and/or receive local exchange telephone services at prices set forth
in the agreements. Dex Media East and Dex Media West may use the listing information solely for publishing
directories and the delivery information solely for delivering directories. The initial term of the agreement with Dex
Media East expired in November 2005, at which time it was automatically renewed for an additional 18-month term.
The agreement with Dex Media West will remain in effect until September 2006. Each agreement is subject to
automatic renewal for additional 18-month periods until either Qwest or Dex Media East or Dex Media West, as
applicable, terminates the applicable agreement by providing 18 months notice. Our publishing agreement with
Qwest, however, requires Qwest to continue to license the listing and delivery information to Dex Media East and
Dex Media West for as long as the publishing agreement is in effect. Pursuant to license agreements for the expanded
use of subscriber lists, Qwest granted to each of Dex Media East and Dex Media West a non-exclusive,
non-transferable restricted license of listing information for persons and businesses that order and/or receive local
exchange telephone services at prices set forth in the agreements. Dex Media East and Dex Media West may use this
information for the sole purpose of reselling the information to third party entities solely for direct marketing
activities, database marketing, telemarketing, market analysis purposes and internal marketing purposes, and for our
use in direct marketing activities undertaken on behalf of third parties. Each of these agreements will be in effect until
November 2007, subject to automatic renewal for additional one-year terms until either Qwest, on the one hand, or
Dex Media East or Dex Media West, as applicable, on the other hand, terminates such agreement by providing six
months notice.

Employees

As of December 31, 2005, we employed approximately 2,400 employees, of which approximately 66% were
represented by labor unions covered by two collective bargaining agreements. Our collective bargaining agreement
with the International Brotherhood of Electrical Workers (the IBEW ), which covered approximately 33% of our
unionized workforce as of December 31, 2005, expires in May 2006. Our collective bargaining agreement with the
Communications Workers of America (the CWA ), which covered approximately 67% of our unionized workforce as
of December 31, 2005, expires in October 2006. Dex Media Service LLC, a bankruptcy-remote entity owned 49% by
Dex Media East, Inc., 49% by Dex Media West, Inc. and 2% by Dex Media, employs all of our non-senior
management employees and makes them available to Dex Media East and Dex Media West. Dex Media Service LLC
was formed as a bankruptcy-remote entity pursuant to the terms of Dex Media West s credit facilities and Dex Media
East s credit facilities in order to mitigate the risk of not having available to Dex Media West or Dex Media East the
services of our non-management employees if the other entity merges, is acquired or files for bankruptcy. Effective
January 1, 2005, all non-senior management employees in the state of Washington became employees of Dex Media
West.

Web Site Access
Our web site address is www.dexmedia.com. You may obtain free electronic copies of our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports at our

investor relations web site, www.dexmedia.com/investors/overview.html, under the heading SEC Filings. These reports
are available on our investor relations web site as soon as reasonably practicable after we electronically file them with
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www.sec.gov. The information on our web site or the SEC web site is not part of this annual report and is not
incorporated by reference herein.

We have adopted the Dex Media Code of Business Ethics and Conduct, which applies to all officers, directors and
employees. The Code of Business Ethics and Conduct is available on our corporate web site at www.dexmedia.com
under the heading Code of Conduct.

ITEM 1A. RISK FACTORS

You should carefully consider the risks described below as well as the other information contained in this annual
report. Any of the following risks could materially adversely affect our business, financial condition or results of
operations.

The loss of any of our key agreements with Qwest could have a material adverse effect on our business.

We, Dex Media East and Dex Media West are party to several agreements with Qwest, including a publishing
agreement, a non-competition agreement and billing and collection services agreements. We also have a hosting
agreement with Qwest. The Qwest non-competition agreement prohibits Qwest from selling directory products
consisting principally of listings and classified advertisements for subscribers in the geographic areas in the Dex
States in which Qwest provides local telephone service that are directed primarily at customers in those geographic
areas. However, under state and federal law, a covenant not to compete is only enforceable:

to the extent it is necessary to protect a legitimate business interest of the party seeking enforcement;
if it does not unreasonably restrain the party against whom enforcement is sought; and
if it is not contrary to the public interest.

Enforceability of a non-competition covenant is determined by a court based on all of the facts and circumstances of
the specific case at the time enforcement is sought. For this reason, it is not possible for us to predict whether, or to
what extent, a court would enforce Qwest s covenants not to compete against us during the term of the
non-competition agreement. If a court were to determine that the non-competition agreement is unenforceable, Qwest
could compete directly against us in the previously restricted markets. Our inability to enforce the non-competition
agreement with Qwest could have a material adverse effect on our financial condition or results of operations.

Under the Qwest publishing agreement, Dex Media is the exclusive official publisher of directories for Qwest in the
Dex States until November 7, 2052. Under the billing and collection services agreements, as amended, Qwest has
agreed until December 31, 2008 to continue to bill and collect, on behalf of Dex Media East and Dex Media West,
amounts owed by Dex Media s accounts, which are also Qwest local telephone customers, for Dex Media s directory
services. In 2005, Qwest billed approximately 28% of our local revenue on Dex Media s behalf as part of Qwest s
telephone bill and held these collections in joint accounts with Qwest s own collections. Under the hosting agreement,
Qwest has agreed until October 1, 2009 to provide dedicated hosting services, including backup and recovery of data
hosted on Dex Media s servers in Qwest s data centers. The termination of any of these agreements or the failure by
Qwest to satisfy its obligations under these agreements could have a material adverse effect on our business.

Adverse outcomes resulting from bankruptcy proceedings against Qwest could adversely affect our financial
results.
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Qwest is currently highly leveraged and has a significant amount of debt service obligations over the near term and
thereafter. In addition, Qwest has faced and may continue to face significant liquidity issues as well as issues relating
to its compliance with certain covenants contained in the agreements governing its indebtedness. Based on Qwest s
public filings and announcements, Qwest has taken measures to improve its near-term liquidity and covenant
compliance. However, Qwest still has a substantial amount of indebtedness outstanding and substantial debt service
requirements. Consequently, it may be unable to meet its debt service

13

Table of Contents 30



Edgar Filing: DEX MEDIA INC - Form 10-K

Table of Contents

obligations without obtaining additional financing or improving operating cash flow. Accordingly, we cannot assure
you that Qwest will not ultimately seek protection under U.S. bankruptcy laws. In any such proceeding, our
agreements with Qwest, and Qwest s ability to provide the services under those agreements, could be adversely
impacted. For example:

Qwest, or a trustee acting on its behalf, could seek to reject our agreements with Qwest as executory contracts
under U.S. bankruptcy law, thus allowing Qwest to avoid its obligations under such contracts. Loss of
substantial rights under these agreements could effectively require us to operate our business as an independent
directory business, which could have a material adverse effect on our business.

Qwest could seek to sell certain of its assets, including the assets relating to Qwest s local telephone business, to
third parties pursuant to the approval of the bankruptcy court. In such case, the purchaser of any such assets
might be able to avoid, among other things, our publishing agreement and non-competition agreement with
Qwest.

We may have difficulties obtaining the funds collected by Qwest on our behalf pursuant to the billing and
collection service agreements at the time such proceeding is instituted, although pursuant to such agreements,
Qwest prepares settlement statements 10 times per month for each state in the Dex States summarizing the
amounts due to Dex Media East and Dex Media West and purchases Dex Media East s and Dex Media West s
accounts receivable billed by it within approximately nine business days following such settlement date.
Further, if Qwest continued to bill our customers pursuant to the billing and collection services agreement
following any such bankruptcy filing, customers of Qwest may be less likely to pay on time, or at all, bills
received, including the amount owed to us. Qwest has completed the preparation of its billing and collection
system so that we will be able to transition from the Qwest billing and collection system to our own billing and
collection system within approximately two weeks should we choose to do so. See Agreements between Us,
Dex Media East and/or Dex Media West and Qwest  Billing and Collection Services Agreements in Item 1.

Our substantial indebtedness could adversely affect our financial condition and impair our ability to operate our
business.

We are a highly leveraged company. As of December 31, 2005, our total indebtedness was $5,292.7 million, including
$1,960.2 million of indebtedness under our subsidiaries credit facilities, $1,135.0 million of our subsidiaries senior
notes, $1,103.1 million of our subsidiaries senior subordinated notes, $500.0 million of our 8% notes due 2013 and
$594.5 million ($750.0 million at maturity) of our 9% discount notes due 2013. For the year ended December 31,
2005, our ratio of total indebtedness to stockholders equity was 7.7 to 1.0. This level of indebtedness could have
important consequences, including the following:

the agreements governing our indebtedness substantially limit our ability to access the cash flow and value of
our subsidiaries and, therefore, to pay interest and/or principal on the indebtedness of Dex Media;

our indebtedness limits our ability to borrow money or sell stock to fund our working capital, capital
expenditures, acquisitions and debt service requirements;

our interest expense could increase if interest rates in general increase because a substantial portion of our
indebtedness bears interest at floating rates;

our indebtedness may limit our flexibility in planning for, or reacting to, changes in our business and future
business opportunities;
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our indebtedness may make us more vulnerable to a downturn in our business or the economys;
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a substantial portion of our cash flow from operations is dedicated to the repayment of our indebtedness,
including indebtedness we may incur in the future, and will not be available for other purposes; and

there would be a material adverse effect on our business and financial condition if we were unable to service our
indebtedness or obtain additional financing, as needed.

Despite our substantial indebtedness, we may still incur significantly more debt. This could exacerbate the risks
described above.

Although covenants under: (i) the indentures governing the subsidiary notes limit the ability of our subsidiaries to

incur additional indebtedness; (ii) our subsidiaries credit facilities limit our abilit