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CENTURYTEL

March 31, 2006

Dear Shareholder:

It is a pleasure to invite you to our 2006 AahMeeting of Shareholders on Thursday, May 1gjjriyeng at 2:00 p.m. local time, at our
headquarters in Monroe, Louisiana. | hope you dllable to attend.

As in the past, this booklet includes our falmotice of the meeting, our proxy statement amdamnual financial report.

Most of you have received with this booklgtraxy card that indicates the number of votes yoatwill be entitled to cast at the meeting
according to the records of CenturyTel or your lerodr other nominee. Each CenturyTel share thatawe “beneficially owned”
continuously since May 30, 1987 generally entijles to ten votes; each other share entitles yan#vote. Shares held through a broker or
other nominee are presumed to have one vote pex.dhdieu of receiving a proxy card, participaint®ur benefit plans have been furnished
with voting instruction cards. The reverse sidéhi$ letter describes our voting provisions in geeaetail.

Regardless of how many shares you own or vengfbu plan to attend the meeting in person,iinjgortant that your shares be voted at the
meeting. At your earliest convenience, please cetaphe enclosed proxy card (or voting instructiards) and return it or them promptly in
the enclosed return envelope.

Thank you for your interest and continued supp

Sincerely,
s AR
Glen F. Post, Il

Chairman of the Board ar
Chief Executive Office
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VOTING PROVISIONS

Shareholders

Record Shareholderdn general, shares registered in the name ohatyral person or estate that are representedrbfjoztes dated as
of or prior to May 30, 1987 are presumed to hawvevtetes per share and all other shares are presuniedye one vote per share. However,
the Company’s articles of incorporation (the retgvarovisions of which are reproduced below) sethfa list of circumstances in which the
foregoing presumptions may be refuted. If you hithat the voting information set forth on youoyy card is incorrect or a presumption
made with respect to your shares should not ajpjtase send a letter to the Company briefly deisgyithe reasons for your belief. Merely
marking the proxy card will not be sufficient natdtion to the Company that you believe the votirfgrmation thereon is incorrect.

Beneficial ShareholdersAll shares held through a broker, bank or ott@nimee are presumed to have one vote per shareCdm@anys
articles of incorporation set forth a list of cimstances in which this presumption may be refutethé person who has held since May 30,
1987 all of the attributes of beneficial ownersteferred to in Article 111(C)(2) reproduced belolfryou believe that some or all of your she
are entitled to ten votes, you may follow one of fpvocedures. First, you may write a letter toGmenpany describing the reasons for your
belief. The letter should contain your name (unigss prefer to remain anonymous), the name of tbkdryage firm, bank or other nominee
holding your shares, your account number with sumhinee and the number of shares you have beribficianed continuously since
May 30, 1987. Alternatively, you may ask your bmkeank or other nominee to write a letter to tleerpany on your behalf stating your
account number and indicating the number of shiasyou have beneficially owned continuously sinay 30, 1987. In either case, your
letter should indicate how you wish to have youwarsk voted.

Other. The Company will consider all letters receivembpto the date of the Annual Meeting and, wheetann address is provided in 1
letter, will advise the party furnishing such letté its decision, although in many cases the Compeill not have time to inform an owner or
nominee of its decision prior to the time the shane voted. In limited circumstances, the Compaay require additional information befc
a determination will be made. If you have any goestabout the Company’s voting procedures, pleaiéhe Company at (318) 388-9500.

Participants in Benefit Plans

Participants in the Company’s Employee Stoakn€rship Plan, Dollars & Sense Plan, Union RetingnSavings Plan, Union Group
Incentive Plan, or Security Systems Inc. 401(knPlave received voting instruction cards in liewagfroxy card. For additional information,
please refer to the materials supplied by thearusef the plans in which you patrticipate.

* % % %

Excerpts from the Company’s Articles of Incorporation
Paragraph C of Article Ill of the Company’sieles of incorporation provides as follows:

(1) Each share of Common Stock . . . whichldeen beneficially owned continuously by the saers@n since May 30, 1987 will entitle
such person to ten votes with respect to such sitaeach matter properly submitted to the sharehsldf the Corporation for their vote,
consent, waiver, release or other action . . .

(2) (a) For purposes of this paragraph C, a chan@eneficial ownership of a share of the Corporas stock will be deemed to have
occurred whenever a change occurs in any persgroap of persons who, directly or indirectly, thgbuany contract, arrangement,
understanding, relationship or otherwise has orezh@) voting power, which includes the power tdey or to direct the voting of such
share; (ii) investment power, which includes thevpoto direct the sale or other disposition of sslehre; (iii) the right to receive or ret
the proceeds of any sale or other disposition ofiglare; or (iv) the right to receive distribupimcluding cash dividends, in respect to
such share.

(b) In the absence of proof to the contragvited in accordance with the procedures refewad subparagraph (4) of this paragraph
C, a change in beneficial ownership will be deeteeldave occurred whenever a share of stock isfeaesl of record into the name of
any other person.

(c) In the case of a share of Common Stockheld of record in the name of a corporation,egahpartnership, limited partnership,
voting trustee, bank, trust company, broker, nomioeclearing agency, or in any other name exceptiaral person, if it has not been
established pursuant to the procedures referradgobparagraph (4) that such share was benefic@alhed continuously since May 30,
1987 by the person who possesses all of the atslnf beneficial ownership referred to in claugethrough (iv) of subparagraph (2)(a)
of this paragraph C with respect to such shareosfi@on Stock . . . then such share of Common Stockvill carry with it only one vote
regardless of when record ownership of such shasagquired.

(d) In the case of a share of stock held ocbré in the name of any person as trustee, ageatd@n or custodian under the Uniform
Gifts to Minors Act, the Uniform Transfers to MirsoAct or any comparable statute as in effect insate, a change in beneficial
ownership will be deemed to have occurred whenthaze is a change in the beneficiary of such tithstprincipal of such agent, the
ward of such guardian or the minor for whom sucétadian is acting.

(3) Notwithstanding anything in this paragraph Ghe contrary, no change in beneficial ownershilblvé deemed to have occurred
solely as a result of:

(a) any event that occurred prior to May 387, including contracts providing for options,hig of first refusal and similar
arrangements, in existence on such date to whigthalder of shares of stock is a pai



(b) any transfer of any interest in sharesto€k pursuant to a bequest or inheritance, byatiper of law upon the death of any
individual, or by any other transfer without vallebonsideration, including a gift that is madeyaod faith and not for the purpose of
circumventing this paragraph C;

(c) any change in the beneficiary of any trostany distribution of a share of stock from triy reason of the birth, death, marriag
divorce of any natural person, the adoption of matyral person prior to age 18 or the passagegofesn period of time or the attainment
by any natural person of a specified age, or that@n or termination of any guardianship or custoGrrangement; or

(d) any appointment of a successor trustesntaguardian or custodian with respect to a sbastock.

(4) For purposes of this paragraph C, all mheii@ations concerning changes in beneficial owriprgdr the absence of any such change,
be made by the Corporation. Written proceduresgdesi to facilitate such determinations will be bished by the Corporation and refined
from time to time. Such procedures will provide,arg other things, the manner of proof of facts thilitbe accepted and the frequency with
which such proof may be required to be renewed.Jdmporation and any transfer agent will be erditie rely on all information concerning
beneficial ownership of a share of stock cominthtr attention from any source and in any manaasonably deemed by them to be
reliable, but neither the Corporation nor any tfanagent will be charged with any other knowledgacerning the beneficial ownership of a
share of stock.

(5) Each share of Common Stock acquired byaraf any stock split or dividend will be deemedhaive been beneficially owned by the
same person continuously from the same date asthahich beneficial ownership of the share of Camrtock, with respect to which such
share of Common Stock was distributed, was acquired

* % % %

(8) Shares of Common Stock held by the Cortpmrs employee benefit plans will be deemed tdobeeficially owned by such plans
regardless of how such shares are allocated toted\by participants, until the shares are actudiitributed to participants.

* k k%
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TIME AND DATE

PLACE

ITEMS OF BUSINESS

RECORD DATE

ANNUAL REPORT

PROXY VOTING

March 31, 2006

CenturyTel, Inc.
100 CenturyTel Drive
Monroe, Louisiana 71203
(318) 388-9500

Notice of Annual Meeting of Shareholders

2:00 p.m. CST on Thursday, May 11, 2(

Corporate Conference Roc

CenturyTel Headquarte

100 CenturyTel Drive

Monroe, Louisiani

(1) To elect four Class Il directors for thr-year terms

(2) To ratify the appointment of KPMG LLP as our indagent auditor for
2006

(3) To transact such other business as may properly ¢mfore the annual
meeting and any adjournme

You can vote if you are a shareholder of recoréanch 17, 2006
Our 2005 annual report is in two pal

(1) our 2005 Financial Report, which is contained impApdix A to this Proxy
Statemen

(2) our 2005 Annual Report, which is enclosed with ¢hemterials as a
separate bookle

Neither of these documents are a part of our pemtigiting materials

Shareholders are invited to attend the annual mgetiperson. Even if you
expect to attend, it is important that you pleaga,glate and return the enclose
proxy card promptly. If you plan to attend and wislvote your shares
personally, you may do so at any time before yoarpis voted.

Stacey W. Goff
Secretary
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CenturyTel, Inc.
100 CenturyTel Drive
Monroe, Louisiana 71203
(318) 388-9500

PROXY STATEMENT
March 31, 2006

Our Board of Directors is soliciting proxies fuse at the CenturyTel, Inc. Annual Meeting c&&&iholders to be held at the time and place
described in the accompanying notice, and at ajpuatments thereof. Beginning on or about ApriP@06, we are mailing this proxy
statement to our shareholders of record as of Mar¢i2006.

As of March 17, 2006, the record date for dateing shareholders entitled to notice of anddtevat the Annual Meeting, we had
outstanding 115,591,380 shares of common stoclBaAMO0 shares of Series L preferred stock that tagfether with the common stock as a
single class on all matters. In this proxy statetiwe refer to these shares as our “Common Shares*Preferred Shares,” respectively, and
as our “Voting Shares,” collectively. Our restafeticles of Incorporation generally provide thatders of Common Shares that have been
beneficially owned continuously since May 30, 188& entitled to cast ten votes per share, suljemtrnpliance with certain procedures.
Article 11l of our Articles and the voting procedis that we have adopted thereunder contain squengkions governing the voting power of
Common Shares, including a presumption that eachn@n Share held by nominees or by any holder dttzar a natural person or estate
entitles such holder to one vote, unless the hdldeishes us with proof to the contrary. Applyitig presumptions described in Article IlI
and information known to us, our records indicat 189,746,533 votes are entitled to be castaf\tinual Meeting, of which 189,432,533
(99.9%) are attributable to the Common Shares. d3nd¢herwise indicated, we have calculated allgreegyes of voting power in this proxy
statement based on this number of votes.

If you are a participant in our Automatic Dieind Reinvestment and Stock Purchase Service dfraptoyee Stock Purchase Plans, our
enclosed proxy card covers shares credited to goeount under each plan, as well as any shareglgiregistered in your name. You should
not, however, use the proxy card to vote any shastsfor you in our Employee Stock Ownership P@allars & Sense Plan, Union
Retirement Savings Plan, Union Group Incentive Rarsecurity Systems Inc. 401(k) Plan. Insteadjgpants in these plans will receive
from the plan trustees separate voting instruatemas covering these shares. Plan participantddlomplete and return these voting
instruction cards in the manner provided in théritions that accompany such cards.

We will pay all expenses of soliciting proxies the Annual Meeting. Proxies may be solicitedgonally, by mail, by telephone or by
facsimile by our directors, officers and employeeiso will not be additionally compensated thereftfe will also request persons holding
Voting Shares in their names for others, such akdrs, banks and other nominees, to

1




Table of Contents

forward proxy materials to their principals anduest authority for the execution of proxies, andwilereimburse them for their expenses
incurred in connection therewith. We have retaimadisfree M&A Incorporated, New York, New York, &ssist in the solicitation of proxies,
for which we will pay Innisfree fees anticipatedi® $7,500 and will reimburse Innisfree for certafiits out-of-pocket expenses.

ELECTION OF DIRECTORS
(Item 1 on Proxy or Voting Instruction Card)

The Board of Directors has fixed the numbediodctors at 12 members, which are divided underAsticles of Incorporation into three
classes. Members of the respective classes hot dfr staggered terms of three years, with oasscklected at each annual shareholders’
meeting. The shareholders will elect four Clasgliléctors at the Annual Meeting. Acting upon theammendation of its Nominating and
Corporate Governance Committee, the Board of Diredtas nominated the four individuals listed betowerve as Class Il directors.
Unless authority is withheld, all votes attributld the shares represented by each duly executededivered proxy will be cast for the
election of each of these below-named nomineesetoar bylaw nominating procedures, these nomiaezshe only individuals who may
be elected at the Annual Meeting. For additionfdrimation on our nomination process, see “CorpoGdgernance- Director Nomination
Process.” If for any reason any such nominee shoedtine or become unable to stand for electioa disector, which we do not anticipate,
votes will be cast instead for another candidatégiated by the Board, without resoliciting proxies

The following provides certain information tvitespect to each nominee, each other directorevteom will continue after the Annual
Meeting, and each of our executive officers nammetthé compensation tables appearing elsewherenhéreless otherwise indicated, each
person has been engaged in the principal occupstiown for more than the past five years.

2
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Class Ill Directors (for terms expiring in 2009):
Fred R. Nichols, age 59; a director since May 2003; retired in@®8fler serving as Executive Vice President

of Operations of Cox Communications, Inc. from Asgli999 to February 2000 and as Chairman of thed3
President and Chief Executive Officer of TCA Cab\¢ Inc. from 1997 to August 1999.

Committee Membership: Audit; Compensation

Harvey P. Perry, age 61; a director since 1990; non-executive \Zhairman of the Board of Directors of
CenturyTel since January 1, 2004, retired from Gefitel on December 31, 2003 after serving as Exesut
Vice President and Chief Administrative Officer fdmost five years, as Secretary for 18 years ardemeral
Counsel for 20 years.

Committee Membership: Executive

Jim D. Reppond , age 64; a director since 1986; retired from Cefital in 1996 after serving as President-
Telephone Group (or a comparable predecessor gosftr several years.

Committee Memberships: Executive; Nominating and Corporate Governance

Joseph R. Zimmel , age 52; a director since January 2003; retire2DDR after serving as a managing director
of the investment banking division of The Goldmatiss Group, Inc. from 1996 to 2001; a director @fifas
Inc.

Committee Membership: Audit

The Board unanimously recommends a vote FOR each of these nominees.

3
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Class | Directors (term expires in 2007):

William R. Boles, Jr ., age 49; a director since 1992; an attorney with Boles Law Firm, as to which
Mr. Boles is an executive officer, director andamener.

Committee Memberships: Risk Evaluation (Chairman)

W. Bruce Hanks, age 51; a director since 1992; a consultant Gitstham, Bordelon and Co., Inc., an
investment management and financial planning compgince December 1, 2005; Athletic Director of the
University of Louisiana at Monroe from March 20@1June 2004; a senior or executive officer of Cefital
with operational or strategic development respalitsés for several years prior to such time; awiadry
director of IberiaBank Corporation.

Committee Membership: Risk Evaluation

C. G. Melville, Jr., age 65; a director since 1968; private investures1992; retired executive officer of an
equipment distributor.

Committee Memberships: Compensation (Chairman); Nominating and CorporateeBance

Glen F. Post, |11 , age 53; a director since 1985; Chairman of thar8of CenturyTel since June 2002 and
Chief Executive Officer of CenturyTel since 1993c.NRost also served as Vice Chairman of the Boam f
1993 to 2002 and President from 1990 to 2002.

Committee Membership Executive (Chairman)
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Class Il Directors (term expires in 2008):

Virginia Boulet , age 52; a director since 1995; Special Counsitlatms and Reese LLP, a law firm, since
March 2002; Partner, Phelps Dunbar, L.L.P., a lam,ffor 10 years prior to such time; President &nief
Operating Officer of IMDiversity, Inc., an on-limecruiting company, from March 2002 to February209
director of W&T Offshore, Inc.

Committee Memberships: Nominating and Corporate Governance (Chairpersomijt

Calvin Czeschin , age 70; a director since 1975; President andf&xiecutive Officer of Yelcot Telephone
Company and Ultimate Auto Group.

Committee Memberships: Executive; Risk Evaluation

James B. Gardner , age 71; a director since 1981; Senior Managingddr of the capital markets division of
Samco Capital Markets, a division of Penson Firar®érvices, Inc., since November 2001; Managing
Director of such division for over seven years ptsuch date; a director of Ennis, Inc.

Committee Memberships: Audit (Chairman); Executive; Compensation

Gregory J. McCray , age 43; a director since May 2005; Chief Exeeu@fficer of Antenova Limited, a

British company which develops and markets wiret@saponents, since January 2003; President of McCra
Consulting, a technology consulting company, fromréh 2002 to December 2002; Chief Executive Offaft
Pipinghot Networks Ltd., a wireless technology egsh and development company, from December 2000 to
February 2002.

Committee Memberships: Risk Evaluation
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Named Executive Officers Who Are Not Directors:

Karen A. Puckett , age 45; President and Chief Operating Officetesitugust 2002; Executive Vice President
and Chief Operating Officer from July 2000 to Aug2802.

R. Stewart Ewing, Jr. , age 54; Executive Vice President and Chief Firz@fficer.

David D. Cole, age 48; Senior Vice President — Operations.

Stacey W. Goff , age 40; Senior Vice President, General CounskeBatretary since August 2003; Vice
President and Assistant General Counsel from 20001y 2003.
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CORPORATE GOVERNANCE

Governance Guidelines

Listed below are excerpts from our corporateegnance guidelines, which the Board reviewsasdtlannually. For information on how y
can obtain a complete copy of these guidelines; seéccess to Information” below.

1. Director Qualifications

» The Board of Directors will have a majority oflependent directors. The Nominating and Corporawethance Committee is
responsible for reviewing with the Board, on anuwairbasis, the requisite skills and characterisifasew Board members as well as
the composition of the Board as a whole. This asseat will include members’ independence qualif@s, as well as consideration
of diversity, age, character, judgment, skills argderience in the context of the needs of the Bdaislthe general sense of the Board
that no more than two management directors shauiceson the Boarc

» The Board expects directors who change the jaksponsibility they held when they were electethtoBoard to volunteer to resign
from the Board. It is not the sense of the Boaad th every such instance the director should reegég leave the Board. There shot
however, be an opportunity for the Board, throdghNominating and Corporate Governance Committesview the continued
appropriateness of Board membership under therastances

» No director may serve on more than two other uliatifid public company boards, unless this protdhiis waived by the Board. M
director may be appointed or nominated to a nem féhe or she would be age 72 or older at the tifnthe election or appointmet

« The Nominating and Corporate Governance Commititeeview each director’s continuation on thedd at least once every three
years.

« Directors will be deemed to be “independenti)itiie Board affirmatively confirms that neitheettirector nor any organization with
which the director is affiliated receives any paytserom the Company other than Permissible DirscBobmpensation (as defined
below) and (ii) none of the disqualifying eventsconditions specified in Rule 303A(2)(b) of the NEY Bisted Company Manual apply
to the director. For purposes hereof, “Permisdibtectors Compensation” means (i) director and cdtei fees, (i) reimbursement
for an annual physical, continuing education, ttawel other out-of-pocket expenses in accordantetive Company’s applicable
policies and (iii) a pension or other form of deéet compensation for prior service, provided sumimgensation is not contingent in
any way on continued service. The Board may makerahénations or interpretations under this paralyy@povided that they are
consistent with the foregoing standatr
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Once the Board has determined that a directodiEpendent, the director may not engage in amg#etion with the Company, either
directly or indirectly through an immediate famityember or related entity, without such transactieing approved by the Boal

2. Director Responsibilitie

The Chairman will establish the agenda for eagar® meeting. Each Board member is free to suggeshclusion of items on the
agenda. Each Board member is free to raise at anydBneeting subjects that are not on the agenndadbmeeting. The Board will
review the Company'’s long-term strategic plans tedprincipal issues that the Company will facéhi future during at least one
Board meeting each ye:

The non-management directors will meet in exgeusiession at least quarterly. The director wheiges at these meetings will be an
independent director chosen annually by the nonag@ment directors, and his or her name will belakgdl in the annual proxy
statement

3. Board Committee

The Board will have at all times an Audit Commétt a Compensation Committee and a Nominating angofate Governance
Committee. All of the members of these committedkh& independent directors, as defined in Secti@bove

The Chair of each committee, in consultation wlith committee members, will determine the freqyeard length of the committee
meetings consistent with any requirements set farthe committee’s charter. The Chair of each catte, in consultation with
members of the committee and others specifieddrctimmitte’s charter, will develop the commit’s agends

The Board and each committee have the powerdomdependent legal, financial or other adviserthey may deem necessary,
without consulting or obtaining the approval of afficer of the Company in advanc

Each committee may meet in executive session ans aff it deems appropria

4. Director Access to Officers and Employs

Directors have full and free access to officers amgployees of the Compar

The Board welcomes regular attendance at each Boeeting of senior officers of the Compa

5. Director Compensatio

The form and amount of director compensation bélldetermined by the Nominating and Corporate @areee Committee on the
terms and conditior
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(and subject to the exceptions) set forth in i@rtdr, and such Committee will review director cemgation annually.
6. Director Orientation and Continuing Educat

» The Nominating and Corporate Governance Commitia# maintain an Orientation Program for new dioest All new directors mu
participate in the Company’s Orientation Prograrhiclv should be conducted as soon as practicatderadtv directors are elected or
appointed

« The Company will also maintain a Continuing EdicraProgram for directors, pursuant to which il wndeavor to periodically
update directors on industry, technological andilagry developments, and to provide adequate regeuo support directors in
understanding the Compé's business and matters to be acted upon at bodrcoammittee meeting

7. CEO Evaluation and Management Succes

« The Nominating and Corporate Governance Commititeonduct an annual review of the CEQ’s perfamme. The Nominating and
Corporate Governance Committee will provide a repbits findings to the Board of Directors (witp@ropriate recusals of the CEO
and other management directors, as necessaryabbectine Board to ensure that the CEO is provittiegbest leadership for the
Company in the lor- and shoi-term.

« The Nominating and Corporate Governance Commidtteelld report periodically to the Board on sucimesplanning. The entire
Board will consult periodically with the Nominatiramnd Corporate Governance Committee regarding pateuaccessors to the CEO.
The CEO should at all times make available hisasrracommendations and evaluations of potentialessors, along with a review of
any development plans recommended for such indisd

8. Annual Evaluatior

» The Board of Directors will conduct an annuaf-esfaluation to determine whether it and its conteai$ are functioning effectively.
The Nominating and Corporate Governance Commiti#teageive comments from all directors and remorhually to the Board with
an assessment of the Board’s performance, whidhwitliscussed with the full Board. The assessméhtocus on the Board’s
contribution to the Company and specifically foomsareas in which the Board or management belignatshe Board could improv

9. Standards of Business Conduct and Et

» All of the Company'’s directors, officers and eoy#es are required to abide by the Company’s léagding Corporate Compliance
Program, which includes standards of business aratd ethics. The Company’s program and relatedeuiures cover all areas of
professional conduct, including employment pol




Table of Contents

conflicts of interests, protection of confidi@l information, as well as strict adherenceltdasvs and regulations applicable to the
conduct of the Compa’s business

» Any waiver of the Company’s policies, principlasguidelines relating to business conduct or stfiac executive officers or directors
may be made only by the Audit Committee and wilpbemptly disclosed as required by applicable lawtock exchange regulatior

Independence

Based on the information made available tth&,Board of Directors has affirmatively deternairieat Virginia Boulet, James B. Gardner,
W. Bruce Hanks, C. G. Melville, Jr., Gregory J. Ma@, Fred R. Nichols, Jim D. Reppond and JosephiiRmel qualify as independent
directors under the standards referred to aboverurd Governance Guidelines.” In making these deteations, the Board, with assistance
from counsel, evaluated responses to a questi@anoampleted by each director regarding relatiorsshipd possible conflicts of interest. In its
review of director independence, the Board considi@tl commercial, consulting, legal, accountirftaritable, and familial relationships any
director may have with CenturyTel or its management

Committees of the Board
During 2005, the Board of Directors held foegular meetings and eight special meetings.

During 2005, the Board’s Audit Committee helde meetings. The Audit Committee’s functions described further below under
“Report of Audit Committee.”

The Board’s Compensation Committee held foaetimgs during 2005. The Compensation Committegeritive Awards Subcommittee
met once during 2005. Both the Compensation Coremand the Subcommittee are described further behaler “Executive Compensation
and Related Information — Compensation CommittepoRe’

The Board’s Nominating and Corporate Govergagdemmittee (which we refer to below as the “NortimgaCommittee”) met three times
during 2005. The Nominating Committee is respormsibl, among other things, (i) recommending toBlbard nominees to serve as directors
and officers, (i) monitoring the composition aridesof the Board and its committees, (iii) periadig reassessing our corporate governance
guidelines described above, (iv) leading the Bamiits annual review of the Board’s performance andeviewing annually the Chief
Executive Officer’s performance and reporting te Board on succession planning for senior execufifieers. For information on the
director nomination process, see “ — Director Noatiion Process” below.

Each of the committees listed above is compaséely of independent directors under the statsleaferred to above under * —
Governance Guidelines.”
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If you would like additional information onghresponsibilities of the committees listed abglease refer to the committees’ respective
charters, which can be obtained in the manner ibestbelow under “ — Access to Information.”

We expect all of our directors to attend aunwal shareholders meetings. Each director attetie®005 annual shareholders meeting,
except for one director who was recovering frongsuy.

Director Nomination Process

Nominations for the election of directors at annual shareholder meetings may be made bydhedBupon the receipt of
recommendations of the Nominating Committee) oaby shareholder of record who complies with ouatsd. Under our bylaws, any
shareholder of record interested in making a notitinayenerally must deliver written notice to Cewfiel’s secretary not more than 180 d
and not less than 90 days in advance of the fmsiversary of the preceding year’s annual sharetdaneeting. For the Annual Meeting this
year, the Board has nominated the four nominet=dlizbove unde‘Election of Directors” to stand for election asaS$ Il directors, and no
shareholders submitted any nominations. For fuitifermation on deadlines for submitting nominatidar our 2007 annual shareholders
meeting, see “Other Matters — Shareholder Nominatand Proposals.”

The written notice required to be sent by aogninating shareholder must include (i) the narge, dusiness address and residential
address of the nominating shareholder and any p#rson acting in concert with such shareholdBra (iepresentation that the nominating
shareholder is a record holder of Voting Shared,iarends to make his nomination in person, (iidescription of all agreements among the
nominating shareholder, any person acting in cdvegh him, each proposed nominee and any othesgpepursuant to which the nomination
or nominations are to be made and (iv) varioustaiplical information about each proposed nomiregtuding principal occupation,
holdings of Voting Shares and other informationuieed to be disclosed in our proxy statement. Téteca must also be accompanied by the
written consent of each proposed nominee to sexeedirector if elected, and an affidavit certifyithat the proposed nominee meets the
qualifications for service specified in the bylaarsd summarized below. We may require a proposednsanto furnish other reasonable
information or certifications. Shareholders intéeelsin bringing before a shareholders meeting aattenother than a director nomination
should consult our bylaws for additional procedwgegerning such requests. We may disregard anymaiian or submission of any other
matter that fails to comply with these bylaw process.

The Nominating Committee will consider candéanominated by shareholders in accordance witlylaws. Upon receipt of any such
nominations, the Committee will review the submassior compliance with our bylaws, including detéring if the proposed nominee meets
the bylaw qualifications for service as a direcfidrese provisions disqualify any person who failsespond satisfactorily to any inquiry for
information to enable us to make certificationsuieed by the Federal Communications Commission utideAnti-Drug Abuse Act of 1988,
or who has been arrested or convicted of certaaifipd drug offenses or engaged in actions thaldclead to such an arrest or conviction.
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In the past, the Nominating Committee has iclamed director candidates suggested by Commiterabers, other directors, senior
management and shareholders. In the recent pastidiminating Committee has retained, on an as-meleasis and at our expense, national
search firms to help identify potential directonda@ates. Each of our three newest directors wetially identified or screened by national
search firms retained by the Nominating Committee.

Under our corporate governance guidelinesNin@inating Committee assesses director candida®sd on their independence, diversity,
age, character, skills and experience in the cowtethe needs of the Board. Although the guidaipermit the Nominating Committee to
adopt additional selection guidelines or criteitidas chosen not to do so. Instead, the Nomin&ioigmittee periodically assesses skills and
characteristics then required by the Board basetsanembership and needs at the time of the assedsin evaluating the needs of the
Board, the Nominating Committee considers the fjoation of incumbent directors and consults withex members of the Board and senior
management. The Nominating Committee believedfiignble approach enables it to respond to chawgesed by director retirements and
industry developments.

Although we do not have a history of receivitigector nominations from shareholders, the NomimigagCommittee envisions that it would
evaluate any such candidate on the same term$éi@spbposed nominees, but would place a subst@némium on retaining incumbent
directors who are familiar with our management,rapens, business, industry, strategies and cotngeposition, and who have previously
demonstrated a proven ability to provide valualoetdbutions to the Board and CenturyTel.

Director Compensation

Cash and Stock Payments . Each director who is not employed (which we reéfeas outside directors or non-management dirgcier
paid an annual fee of $50,000 plus $2,000 for ditepeach regular board meeting, $2,500 for attepdach special board meeting and each
day of the Board’s annual planning session, anf0Blfor attending each meeting of a board commiteeside directors who attend a
director education program are credited with atiemein extra special board meeting (and are reisdalfor their related expenses).

Currently the Vice Chairman of the Board igdgsupplemental board fees at the rate of $100p@0¢ear. The Vice Chairman’s duties
include (i) assisting the Chairman by facilitatcgmmunications among the directors and monitottiegactivities of the Board’s committees,
(i) serving at the Chairman’s request on the badrany company in which we have an investmeri},rfionitoring our strategies and
(iv) performing certain executive succession fummtsi

Currently (i) the chair of the Audit Committeepaid supplemental board fees at the rate ofd8®0per year and (ii) the chair of the
Compensation Committee, the chair of the Nomina@ognmittee and the chair of the Risk Evaluation @uttee are each paid supplemental
board fees at the rate of $10,000 per year.
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In 2005, the shareholders approved the 20@&ckirs Stock Plan, which permits us to grant tiside directors options, restricted stock
and other types of equity awards. During 2005Gbepensation Committee authorized each outsidetdiréo receive $100,000 of
Restricted Stock (which were valued based on tlkees@e closing price of the Common Shares on eatttedf5 trading days preceding our
2005 annual meeting). This Restricted Stock wilitwvever a three-year period.

In connection with a comprehensive reviewlbbar nonqualified deferred compensation plansi¢ivlis more fully described below), in
late 2005 we terminated our Outside Directors Ratent Plan, which had previously committed us t&erension payments to outside
directors upon retirement. In 2002, we “froze” filen to limit participation to outside directors@sMay 31, 2002 and to limit benefits to
those accrued through such date. In connectiontesthinating the plan, we paid participants thepresent value of their accrued plan
benefits plus additional amounts necessary toglgrtompensate each participant for his or heoiine taxes payable as a result thereof.
Participants were offered a choice of receivingrtbepresent value of their accrued plan benefithé form of an annuity payable for life o
lump sum cash payment equal to the cost of theignnu

The table below summarizes the above-descidbehl and stock payments made to our outside diseict 2005:

2005 Compensation of Outside Directors

Recurring Cash Paymer Other Payment
Total Retiremen
Board Committes Recurring Restrictec Plan
Outside Annual Meeting Meeting Supplementi Cash Stock Terminatior
Director Retainel Fees Fees Fees Paymentt Grants(®) Paymen( Total
Mr. Boles $50,00( $30,50( $ 6,00C $ 10,00( $ 96,50( | $100,00( $166,77¢ | $363,27¢
Ms. Boulet 50,00( 33,00( 18,00( 10,00( 111,00( 100,00( 150,39! 361,39!
Mr. Czeschir 50,00( 45,50( 7,00( — 102,50( 100,00( 357,12¢ 559,62¢
Mr. Gardnel 50,00( 38,00( 21,50( 20,00( 129,50( 100,00( 339,02¢ 568,52¢
Mr. Hanks 50,00( 43,00( 6,00( — 99,00( 100,00( 18,44: 217,44:
Mr. McCray 37,50(®) 23,50( 6,00( — 67,00( 100,00( — 167,00(
Mr. Melville 50,00( 45,50( 10,50( 10,00( 116,00( 100,00( 313,64: 529,64:
Mr. Nichols 50,00( 35,50( 19,50¢( — 105,00( 100,00( — 205,00(
Mr. Perry 50,00( 40,50( — 100,00( 190,50( 100,00( — 290,50(
Mr. Repponc 50,00( 35,50( 1,50C — 87,00( 100,00( 183,44 370,42.
Mr. Zimmel 50,00( 33,00( 12,00( — 95,00( 100,00( — 195,00(

(1) As described further above, each outside direeiceived 3,256 shares of Restricted Stock in May2
(2) Most of these nc-recurring payments were funded by assets previdwedty by the trust for the terminated pl

(3) We prorated the 2005 annual retainer for Mr. McCrelyo was elected in May 20C
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Other Benefits. Each outside director is entitled to be reimbur@efbr expenses incurred in attending board androdtee meetings,
(i) for expenses incurred in attending directoueation programs and (iii) up to $5,000 per yeatlie cost of an annual physical
examination, plus related travel expenses andstimated income taxes incurred by the directominnection with receiving these medical
reimbursement payments.

Our bylaws require us to indemnify our direstand officers to the fullest extent permitteddoy so that they will be free from undue
concern about personal liability in connection vitikir service to CenturyTel. We have signed agesgmwith each of those individuals
contractually obligating us to provide these indédmation rights. We also provide our directors lwitustomary directors and officers liability
insurance.

Under our aircraft usage policy, neither dioes nor their families may use our aircraft forgmnal trips (except on terms generally
available to all of our employees in connectiontvédtmedical emergency). We have arranged a cleateice that our outside directors can
use at their cost for their personal air traveldsediarvey P. Perry used this charter service dndaeg 2005.

Presiding Director

As indicated above, the non-management direche@et in executive session at least quarterlg.ridnmanagement directors have sele
Fred R. Nichols to preside over such meetings du2D06. As explained further on our website, yoy m@ntact Mr. Nichols by writing a
letter to the Presiding Director, c/o Post OfficexB6061, Monroe, Louisiana 71211.

Access to Information

The following documents are filed as exhibit®ur Annual Report on Form 10-K for the year ehBecember 312005, and are posted
our website atvww.centurytel.com

» Corporate governance guidelir
» Charters of the Audit Committee, Compensation Cottemiand Nominating and Corporate Governance Coes
» Corporate compliance program (which includes owtecof ethics

We will furnish printed copies of these mattiupon the request of any shareholder.

RATIFICATION OF THE SELECTION OF THE INDEPENDENT AU DITOR
(Item 2 on Proxy or Voting I nstruction Card)

The Audit Committee of the Board has appoi®iG LLP as our independent auditor for the fisgedr ending December 31, 2006, |
we are submitting that appointment to our sharedslfor ratification at the Annual Meeting. Althdughareholder ratification of KPMG's
appointment is not legally required, we are subngtthis matter to the shareholders, as in the, pash matter of good corporate practice.
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If the shareholders fail to vote on an adwdwasis in favor of the appointment, the Audit Coittee will reconsider whether to retain
KPMG LLP, and may appoint that firm or another with re-submitting the matter to the shareholdeven if the shareholders ratify the
appointment, the Audit Committee may, in its discréion, select a different independent auditor at anyime during the year if it
determines that such a change would be in the besterests of the Company and its shareholderdn connection with selecting the
independent auditor, the Audit Committee revievesahditor's qualifications, control procedures,tcpsoposed staffing, prior performance
and other relevant factors.

In connection with the audit of the 2006 fineh statements, we entered into an engagemeet ieith KPMG LLP which sets forth the
terms by which KPMG will provide audit servicesus. That agreement is subject to alternative déspagolution procedures and excludes
punitive damage claims.

The following table lists the aggregate fered eosts billed to us by KPMG and its affiliates fioe 2004 and 2005 services identified
below:

Amount Billed

2004 2005

Audit Fees®) $4,600,00! $3,044,00!
Audit-Related Fee(@) 129,00( 83,00(
Tax Fee<®) 1,088,00! 528,00(
All Other Fees — —
Total Fees $5,817,00I $3,655,00!

(1) Includes the cost of (i) services rendered in cotioe with auditing our annual consolidated finaatatements, (ii) auditing our internal
control over financial reporting and managemernsgsegasment of its review of internal control ovaaficial reporting in accordance with
Section 404 of the Sarbanes-Oxley Act of 2002), (@viewing our quarterly financial statements) @uditing the financial statements of
several of our telephone subsidiaries, and (v)iseswendered in connection with reviewing our sergtion statements and issuing related
comfort letters

(2) Includes the cost of auditing our benefit plans gederal accounting consulting servic

(3) Includes costs associated with (i) assistanceapaning income tax returns (which were approxinya$di03,000 in 2004 and $209,000 in
2005); (ii) assistance with various tax audits @hhivere approximately $525,000 in 2004 and $237i0@D05); and (iii) general income
tax planning, consultation and compliance (whichenapproximately $143,000 in 2004 and $82,000 D62(

The Audit Committee maintains written procestuthat require it to annually review and pre-aperihe scope of all services to be
performed by our independent auditor. This revieelides an evaluation of whether the provisionaf-audit services by our independent
auditor is compatible with maintaining the audisoindependence in providing audit and audit-relatdices. The Committee’s procedures
prohibit the independent auditor from providing amon-audit services unless the service is permitteter applicable law and is pagprovec
by the Audit Committee or its Chairman. The Chainmsaauthorized to pre-approve projects expectabsd no more than $75,000, provided
the total cost of all projects pre-approved by@mairman during any fiscal quarter does not ex&i&5,000. The Audit Committee has pre-
approved the Company’s independent auditor to pgeoup to $40,000 per quarter of
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miscellaneous tax services that do not constitisierete and separate projects. The Chief Finafiffader is required periodically to advise
the full Committee of the scope and cost of sesvitet pre-approved by the full Committee. Althowgiplicable regulations waive these pre-
approval requirements in certain limited circumsts) the Audit Committee did not use these waivevipions in either 2004 or 2005.

KPMG has advised us that one or more of ittnpas will be present at the Annual Meeting. Weenstand that these representatives will
be available to respond to appropriate questiodsaalhhave an opportunity to make a statementéyt desire to do so.

Ratification of KPMGS$ appointment as our independent auditor for 20ll6equire the affirmative vote of at least a nmdtjp of the voting
power present or represented at the Annual Meeting.

The Board unanimously recommends a vote FOR this proposal.
REPORT OF AUDIT COMMITTEE

The Audit Committee of the Board of Directegurrently composed of four directors, all of wihqualify as independent directors under
our corporate governance guidelines. The Boardlateymined that James B. Gardner, Fred R. Nichaslaseph R. Zimmel are audit
committee financial experts, as defined under duerfal securities laws.

Management is responsible for our internatds and the financial reporting process. Our pefelent auditor is responsible for
performing an independent audit of our consolidéiteahcial statements and the effectiveness ofrtarnal control over financial reporting,
and to issue reports thereon. The Committee’s respility is to monitor and oversee these processed, subject to shareholder ratification,
to appoint the independent auditor.

In this context, the Committee has met and dedcussions with management and our internatensdand independent auditor for 2005,
KPMG LLP. Management represented to the Commititaedur consolidated financial statements weregrezpin accordance with generally
accepted U.S. accounting principles. The Commiigereviewed and discussed with management and KiPllGonsolidated financial
statements, and management’s report and KPMG’strapd attestation on internal control over finaugcieporting in accordance with
Section 404 of the Sarbanes-Oxley Act of 2002. Chenmittee also discussed with KPMG matters requindae discussed by Statements on
Auditing Standards No. 61 and 90 (Communicatiomwitidit Committees).

KPMG also provided to the Committee the writtisclosures required by Independence StandardsdiERtandard No. 1 (Independence
Discussions with Audit Committees). The Committesedssed with KPMG that firm’s independence, anmisaered the effects that the
provision of non-audit services may have on KPMiBdependence.

Based on and in reliance upon the reviewsdistlissions referred to above, and subject tarthitations on the role and responsibilities
the Committee referred to in its charter, the Cotreairecommended that the Board of Directors irelingé audited consolidated financial
statements in our Annual Report on Form 10-K ferykar ended December 31, 2005.
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If you would like additional information onghresponsibilities of the Audit Committee, pleaster to its charter, which you can obtain in
the manner described above under “Corporate Gomeena- Access to Information.”

Submitted by the Audit Committee of the Board céddors.

James B. Gardner (Chairma Fred R. Nichols
Virginia Boulet Joseph R. Zimmu

OWNERSHIP OF OUR SECURITIES

Principal Shareholders

The following table sets forth information eeding ownership of our Common Shares by each pdasown to us to have beneficially
owned more than 5% of the outstanding Common Slaareshave controlled more than 5% of the totaingopower on December 31, 2005.

Amount and
Nature of
Beneficial Percent of Percent
Ownership of Outstanding of Voting
Name and Address Common Shares® Common Shares® Power ()
Goldman Sachs Asset Management, | 10,948,09G) 8.4% 5.2%
32 Old Slip
New York, New York 1000!
Barclays Global Investors, N 8,872,564 6.8% 4.2%
45 Fremont Stree
San Francisco, California 941
JPMorgan Chase & Ci 8,560,173 6.5% 4.1%
270 Park Avenu
New York, New York 1001
LSV Asset Managemel 6,698,605 5.1% 3.2%
1 N. Wacker Street, Suite 40
Chicago, lllinois 6060!
The Trust Company of Sterne, Agee & Leach, | 5,970,14 (™ 4.€% 28.7%

as trustee of the ESC
800 Shades Creek Parkway, Suite
Birmingham, Alabama 352(

(1) Determined in accordance with Rule 13d-3 of theuifes and Exchange Commission based upon infeométirnished by the persons
listed. In addition to Common Shares, we have aatiihg Preferred Shares that vote together witlfCilramon Shares as a single class
on all matters. One or more persons beneficiallp avore than 5% of the Preferred Shares; howevepéncentage of total voting power
held by such persons is immaterial. For additiamf@irmation regarding the Preferred Shares, see fiayf this proxy statemer

(2) Based on our records and, with respect to all shaetd of record by the ESOP Trustee, based ommaftion the ESOP Trustee
periodically provides to us to establish that dartd these shares entitle the ESOP Trustee tateastotes per shar

(3) Based on information contained in a Schedule 13@oRalated as of January 31, 2006 that this invd#éa with the Securities and
Exchange Commission. In this report, the investdidated that, as of December 31, 2005, it held goting power with respect to
7,814,825 of these shari
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(4) Based on information contained in a Schedule 13@oRalated as of January 31, 2006 that this investd three of its affiliates filed
with the Securities and Exchange Commission. Is riyport, the investor and its affiliates indicatiealt, as of December 31, 2005, they
held sole voting power with respect to 7,716,68%heke share

(5) Based on information contained in a Schedule 13@oRelated as of February 10, 2006 that this irordfied with the Securities and
Exchange Commission. In this report, the invesididated that, as of December 31, 2005, it andfiisates collectively held sole voting
power with respect to 6,852,329 of these sharesedhvoting power with respect to 1,517,116 of¢hsdsares, sole dispositive power with
respect to 6,967,420 of these shares, and shaedsitive power with respect to 1,569,204 of tresmes

(6) Based on information contained in a Schedule 13@oRalated as of February 10, 2006 that this irorefied with the Securities and
Exchange Commission. In this report, the investdidated that, as of December 31, 2005, it held goting power with respect to
4,681,706 of these shares and sole dispositive paitle respect to 6,565,506 of these sha

(7) Substantially all of the voting power attributabdethese shares is directed by the participaniseoESOP, each of whom is deemed,
subject to certain limited exceptions, to tendahsimstructions as a “named fiduciary” for all sm(except for PAYSOP shares) under
such plan, which requires the participants to ditleeir votes in a manner that they believe to gent and in the best interests of the
participants of the ESOI

Management and Directors

The following table sets forth information,@&she Record Date, regarding the beneficial owhigrof Common Shares by the below-
named officers, each director, and the executifieass and directors as a group. Except as othermaged, (i) none of the persons named
below beneficially owns more than 1% of the outdiag Common Shares or is entitled to cast more 18arof the total voting power and
(i) all beneficially owned shares are held witteseoting and investment power.

Components of Total Shares Owned

Options
Shares Unvested Exercisable Total Shares

Beneficially Restricted Within 60 Beneficially
Name Owned @) Stock (@) Days®) Owned
Named Officers:
Glen F. Post, Il 189,45¢ 152,10( 1,640,00! 1,981,554
Karen A. Pucket 13,8815 61,60( 369,99¢ 445,48
R. Stewart Ewing, J 70,38¢ 51,24( 453,00( 574,62¢
David D. Cole 41,6146 33,60( 409,00( 484,21!
Stacey W. Gof 5,081 33,60( 141,06! 179,74t
Outside Directors:
William R. Boles, Jr 6,062 3,25¢ 16,00( 25,31¢
Virginia Boulet 4,5617) 3,25¢ 6,00( 13,817
Calvin Czeschit 321,99°® 3,25¢ 16,00( 341,259
James B. Gardnt 3,50( 3,25¢ 16,00( 22,75¢
W. Bruce Hank: 68E 3,25¢ 46,00( 49,94:
Gregory J. McCra — 3,25¢ — 3,25¢
C.G. Melville, Jr. 8,022 3,25¢ — 11,27¢
Fred R. Nichols 2,00( 3,25¢ 12,00( 17,25¢
Harvey P. Perr 47,67¢ 3,25¢ 172,00( 222,93:
Jim D. Reppont 57,92( 3,25¢ 16,00( 77,17¢
Joseph R. Zimme 5,00( 3,25¢ 13,66 21,92:
All directors and executive officers as a group f&rsons 785,23(10) 401,55t 3,517,37. 4,704,16!
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(1) This column includes the following numbersbfares allocated to the person’s account undeE$@P and 401(k) Plan: 83,148 —
Mr. Post; 1,797 — Ms. Puckett; 38,398 — Mr. Ewi2§,538 — Mr. Cole; and 2,681 — Mr. Goff. Particitam the 401(k) Plan who
have attained 45 years of age or three years witgawnith us have investment power with respeclkshares held in their 401(k) Plan
account, and participants in the ESOP who havéenatlsh5 years of age and 10 years of participatidghe plan have investment power
with respect to a portion of the shares held iirtB8OP accounts. Participants in both these mam&ntitled to direct the voting of th
plan shares, as described in greater detail elgewtesein

(2) Constitutes unvested shares of Restricted Stockwelieh the person holds sole voting power butm@stment powe

(3) Constitutes shares that the person hasgheto acquire within 60 days of the Record Datespant to options granted under our
incentive compensation plar

(4) Constitutes 1.7% of the outstanding Common Shardsatitles Mr. Post to cast .5% of the total vgtiower.
(5) Includes 200 shares held by Ms. Puckett as custddiahe benefit of her childre

(6) Includes 4,927 Plan Shares beneficially lgldir. Cole’s wife as one of our former employee$fier accounts under the ESOP and 401
(k) Plan, as to which he disclaims beneficial ovshép.

(7) Includes 955 shares held by Ms. Boulet as custddiatine benefit of her childrel

(8) Includes 11,997 shares owned by Mr. Czesshinfe, as to which he disclaims beneficial owngrshlso includes 308,924 shares that
are pledged pursuant to a variable share pre-paicafd sale contract that expires February 15, 2PB7Czeschin holds voting but not
investment power as to such pledged sh:

(9) Constitutes .3% of the outstanding Common Shardsatitles Mr. Czeschin to cast 1.6% of the totaing power.
(10) Includes (i) 16,923 shares held of record or beradly by the spouses of certain of these individuas to which beneficial ownershig
disclaimed and (ii) 1,155 shares held as custdiathe benefit of children of such individua
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EXECUTIVE COMPENSATION AND RELATED INFORMATION

Compensation Tables

The following table sets forth certain infotima regarding the compensation of (i) our ChietE&ixtive Officer and (ii) each of our four
most highly compensated executive officers othanttihe Chief Executive Officer. In this proxy statmt, we refer to these five executive
officers as the “named officers.” Following thibka is additional information regarding option gisaand option exercises during 2005. For
additional information on the compensation sumneatizelow and other benefits, see “ — Compensatamr@ittee Report.”

Summary Compensation Table

Long-Term
Compensation Awards
Annual
Compensation Awards Payouts
No. of Long-Term
Other Restricted Securities Incentive
Name and Current Principal Annual Stock Underlying Plan All Other
Position Year Salary Bonus Compensation®) Awards Options Payouts®  Compensation4)
Glen F. Post, llI
Chairman of the Boar 200t $993,26¢ $ 774,75( $346,06¢ $1,953,90! 200,00( $ 0 $150,21.
and Chief Executivi 200¢ 961,54. 1,003,85: 48,89: 1,326,31. 160,00( 145,39 154,91t
Officer 200 904,84t 1,064,09 37,95( 0  320,00( 200,46¢ 131,46:
Karen A. Pucket® 200t 576,69¢  380,61¢ 276,57: 734,80( 75,00( 0 82,38t
President and Chie 200¢ 541,86(  518,56( 36,38¢ 623,48 75,00( 0 82,17
Operating Officel 200% 496,57t  535,30¢ 29,49« 0 150,00( 0 64,67¢
R. Stewart Ewing, Jr.
Executive Vice 200t 518,01: 279,72¢ 175,77: 611,22( 62,50( 0] 67,90¢
President and Chi¢ 200¢ 492,38: 385,53t 27,95( 518,62: 62,50( 43,78 68,65
Financial Officer 200 461,55¢  407,09: 27,88t 0 81,00( 60,32: 58,41:
David D. Cole 200t 373,05: 201,44¢ 240,89¢ 400,80( 40,50( 0 53,05¢
Senior Vice Preside— 2004 359,01¢ 281,10¢ 27,95( 340,08 40,50( 43,78 54,38¢
Operations Suppo 200 345,73: 304,93t 27,88t 0 81,00( 60,32: 46,88¢
Stacey W. Goffo
Senior Vice Presiden 200t 336,59¢ 181,76: 113,74 400,80( 40,50( 0 43,14(
General Counst 200¢ 286,57 224,38t 31,16: 340,08 40,50( 0 35,92¢
and Secretar 200: 180,42 159,40: 25,03¢ 0 79,00( 0 23,13:
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(1) The amounts shown in this column are comprised) tfi¢ payment of cash in lieu of previously-offégngerquisites, (ii) reimbursements
for the cost of an annual physical examination maated travel expenses, (iii) personal use ofaieraft and (iv) non-recurring
reimbursements for a portion of the taxes assatiaith one-time accelerated lump-sum payments niradennection with the
restructuring of our nonqualified deferred compdiosaplans described under * — Compensation ConemiReport — Restructuring of
Nonqualified Plan? in each case for and on behalf of the named offiasrfollows

Cash Physical Tax

Name Year Allowance Exam Aircraft Use Reimbursemen

Mr. Post 200t $34,32( $ — $ 9,07 $ 302,67¢

200¢ 34,32( 1,97¢ 12,60( —

200¢: 34,32( 1,71C 1,92( —

Ms. Pucket 200t 27,95( 1,84z 4,22¢ 242 55¢

2004 27,95( — 8,43t —

200z 27,88t 1,60¢ — —

Mr. Ewing 200¢ 27,95( 2,697 — 145,12¢

200¢ 27,95( — — —

200z 27,88t — — —

Mr. Cole 200t 27,95( 2,552 6,89( 203,50¢

2004 27,95( — — —

200¢ 27,88t — — —

Mr. Goff 200¢ 27,95( — 1,17( 84,62
200¢ 27,95( 2,30: 91C

200z 23,95¢ — 1,08( —

(2) The Restricted Stock shown for 2004 and 2005 wsaseis as a portion of the officers’ long-term ineemtompensation awarded in the
first quarter of each such year. All of the ResticStock shown for 2004 will vest on March 15, 20€ubject to accelerated vesting in
certain events, including CenturyTel attaining artargets relating to its 2006 financial perfono@ The Restricted Stock shown for
2005 will vest in equal installments over five ygawith one-fifth of the shares vesting on March 2806, 2007, 2008, 2009 and 2010.
The chart below sets forth information as of Decen8i, 2005 regarding the named officers’ holdiofjRestricted Stock (excluding for
these purposes Restricted Stock outstanding onrBleze31, 2005 that vested in early 20(

Aggregate

Shares o Value at
Restrictec December 3:

Name Stock 2005

Mr. Post 93,60( $3,103,77
Ms. Pucket 39,60( 1,313,13
Mr. Ewing 32,94( 1,092,29
Mr. Cole 21,60( 716,25t
Mr. Goff 21,60( 716,25t

Dividends are paid currently with respect to alirds of Restricted Stock described above. Foriadditinformation regarding the
foregoing, see “ — Compensation Committee Report.”

(3) Reflects the value of Common Shares released wedsas a result of performanbased Restricted Stock and performance shares ed
to officers in 1998 and 1999 becoming vested onexhin early 2003 and 2004, respectively, basetth@m@ppreciation in the market value
of the Common Shares during the precedinc-year period

(4) The amounts shown in this column are comprisedio{ip matching contributions to the 401(k) Plas,sapplemented by matching
contributions under our Supplemental Dollars & $eRkan, and (ii) contributions pursuant to the ES@#ued as of December 31 of e
respective year (as supplemented by contributiodea supplemental defined contribution plan tetrecently terminated), in each ¢
for and on behalf of the named officers as follo
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401(k) Plar ESOP

Name Year Contribution: Contribution:

Mr. Post 200¢ $ 70,327 $ 79,88t
2004 73,89: 81,02¢

200z 62,75¢ 68,70¢

Ms. Pucket 200¢ 38,57t 43,81(
200¢ 39,08 43,081

200¢ 30,73( 33,94¢

Mr. Ewing 200t 31,76¢ 36,14
2004 32,67: 35,97¢

200: 28,98: 29,43:

Mr. Cole 200¢ 26,89: 26,16¢
200¢ 27,82¢ 26,55¢

200¢ 24,05. 22,83t

Mr. Goff 200t 20,70: 22,43¢
2004 18,08¢ 17,83¢

200: 12,55( 10,58:

(5) Ms. Puckef's employment with us commenced on July, 2000.
(6) We hired Mr. Goff in January 1998 and initially eled him as an officer in 200

Option Grants in Last Fiscal Year

Potential Realizable Value of
Options at Assumed Annual
Rates of Stock Price
Appreciation over Ten-Year

Individual Grants Option Term @)

Number of % of Total

Securities Options

Underlying Granted to

Options Employee: Exercise Expiration

Name Granted (1) in 2005 Price Date (5%) (10%)
Glen F. Post, II 200,00( 20% $33.4( 2/17/1¢ $  4,202,00 $ 10,646,00
Karen A. Pucket 75,00( 7% 33.4( 2/17/1¢F 1,575,75 3,992,25i
R. Stewart Ewing, J 62,50( 6% 33.4( 2/17/1¢ 1,313,12! 3,326,87!
David D. Cole 40,50( 4% 33.4( 2/17/1¢ 850,90! 2,155,81!
Stacey W. Gof 40,50( 4% 33.4( 2/17/1¢ 850,90! 2,155,81!
All Shareholder() 131,074,39 — 33.6¢ — $2,777,466,51 $7,037,384,48

(1) One-third of these options became exercisable bnugey 17, 2005, one-third became exercisable donuaey 17, 2006, and one-third
will become exercisable on February 17, 2(

(2) Based on the Black-Scholes valuation methodologyhave established the fair value of these grantsebruary 17, 2005, the date of
grant, to be $2,518,000 for Mr. Post’s options,4980 for Ms. Puckett’s options, $786,875 for Mwikg's options, $509,895 for
Mr. Cole’s options and $509,895 for Mr. G’s options

(3) The amounts shown as potential realizable valualf@hareholders, which are presented for companisirposes only, represent the
aggregate net gain for all holders of Common Shagsf December 31, 2005, assuming a hypothetj#in to acquire 131,074,399
Common Shares (the number of such shares outstpadiaf such date) granted at $33.69 per sharevéifghted average exercise price
of all options granted in 2005) on February 17,280d expiring on February 17, 2015, if the priE€ommon Shares appreciates at the
rates shown in the table. We cannot assure youhbaiotential realizable values shown in the tablebe achieved. We neither make |
endorse any prediction as to future stock perfora:
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Aggregated Option Exercises in Last Fiscal Year anffiscal Year-End Option Values

No. of
Shares Number of Securities Value of Unexercised
Acquired Underlying Unexercised in-the-Money Options at
on Value Options at December 31, 2005 December 31, 2005
Name Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
Glen F. Post, Il 199,22¢ $3,571,68. 1,737,98. 0 $6,211,14 0
Karen A. Pucket 120,00: 978,01« 469,99¢ 0 1,319,64. 0
R. Stewart Ewing, J 59,61¢ 1,323,52! 453,00( 0 1,190,63! 0
David D. Cole 32,751 689,42! 443,61¢ 0 1,765,14. 0
Stacey W. Gof 59,33t 455,50: 141,06! 0 128,15: 0

Compensation Committee Report

General. The Board’'s Compensation Committee monitors andaygs the compensation of our executive officedsjiaisters our
incentive compensation programs, and performs otlated tasks. The Committee is composed entireBoard members who qualify as
independent directors under our corporate govemgniaelines and “non-employee directors” undereRufib-3 promulgated under the
Securities Exchange Act of 1934. Through May 105@he Committee maintained an Incentive Awardsc8mmittee composed entirely of
Committee members who also qualify as “outsideatiines” under Section 162(m) of the Internal Reve@oede. If you would like additional
information on the responsibilities of the CompéimsaCommittee, please refer to its charter, widah be obtained in the manner described
above under “Corporate Governance — Access tonmition.”

Compensation ObjectiveBuring 2005, the Committee applied the followingmgensation objectives in connection with its delibens:

» compensating the executive officers with basargsd that are higher than those of similarly-s&dsexecutives at comparable
companies, if justified by corporate and individpalformance

» providing a substantial portion of the executiwesnpensation in the form of incentive compensatased principally upon our
performance and secondarily upon the execl’ individual performanc:

e encouraging team orientation, &
 providing sufficient benefit levels for executivasd their families in the event of disability, #iss or retiremen

In addition, to the extent that it is prachimand consistent with our executive compensathgjactives, the Committee seeks to comply
with Section 162(m) of the Internal Revenue Code the regulations adopted thereunder in orderdegive the tax deductibility of
performance-based compensation in excess of $ibmpker taxable year to each of our officers. ifnpdiance with Section 162(m) conflicts
with the Committee’s compensation objectives aistrary to the best interests of the shareholdeesCommittee will pursue its objectives,
regardless of the attendant tax implications. 16428nd 2005, the Subcommittee granted Restricieck$ihat does not qualify as
performance-based compensation under Section 162(m)
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Overview of 2005 Compensatioks described further below, in 2005 we compensatgdexecutives with:
» salary
+ an annual cash incentive bor
» long-term incentive compensation in the form of grartsestricted stock and stock options, ¢
« other benefits typically provided to executivesomparable companies, all as described furthembs
For each such component of compensation, our cosagien levels were compared with those of comparabinpanies.

Over the past decade, the Committee has estamiependent consulting firms every three yeamohduct a detailed review of
compensation philosophy, practices and progransijding the structure of our annual and long-temoentive compensation programs.
During these triennial reviews, the Committee lyascally sought to confirm that its philosophy gméctices are comparable to those of
similar companies and to establish the target amofulong-term incentive compensation to be graritedach executive officer during the
upcoming three-year period. The Committee anddtsaltants have typically designed these long-tgrants to have a value, determined
under commonly-used valuation methodologies, consuete with long-term incentive awards to similesifuated executives at comparable
companies. During the second and third year of eatiese three-year periods, the Committee camsuith its independent consultants to
determine if changes to the Company’s three-yeagrnam are necessary or appropriate, and to estahbssalary and annual incentive
compensation payable to the executives for thempapyear. Following deliberations with its indeplent consultants, the Committee
approved a three-year officer compensation prograearly 2005 covering 2005, 2006 and 2007.

In connection with this triennial review, tB@mmittee and its consulting firm compared ouragfficompensation to that of a national
group of companies. This group included a numbéeleCommunications companies (including severahefpeer companies referred to in
our stock performance graph appearing elsewhergrf)ebut also included other companies similairgo

At least once a year, the Committee reviewsahponents of the executive officers’ compensatiocluding
« current salary, bonus and Ic-term incentive compensatic

* realized and unrealized benefits from prior grarfitstock options and restricted stc

« the value of all perquisites and other personakbey

» accumulated benefits under our -qualified deferred compensation progre

» projected benefits under our defined benefits p(amduding our supplemental executive retiremdanp

» potential benefits under our cha-in-control agreement:

24




Table of Contents

The Committee also reviews the “internal pay equfyour compensation among the executive officara] between senior management and
lower levels of management.

Salary. The salary of the Chief Executive Officer and eattter executive officer is based primarily on tffiécer’s level of responsibility
and comparisons to prevailing salary levels forilsinofficers at comparable companies. Based upovey data, recommendations of the
Committees independent consulting firm and the Chief Exeeu@fficer, and other considerations, the Commiiteléebruary 2005 increas
the salary of the Chief Executive Officer by 2.684t,000,000, and the salaries of each of the otiered officers by between 4.0% to 5.7%
(other than the General Counsel, whose salary mazsased 16.7% to raise it to an amount closeistpders at comparable companies). The
Committee believes these 2005 raises were consigttinits primary objective of ensuring that theeeutive officers receive salaries in
excess of median salaries of similarly-situateccatiges when warranted by corporate and indivighemformance. In early 2006, the
Committee elected to hold the annual salary ofGhief Executive Officer at $1,000,000, and increltee annual salaries of the other named
officers an additional 4.0% (other than the Gen€@lnsel, whose salary was increased 7.0%).

Annual Incentive Bonus Programs. We maintain (i) a shareholder-approved short-teroemtive program for certain of the executive
officers and (ii) an annual incentive bonus progfanother officers and managers. In connectiomwitth of these bonus programs, the
Compensation Committee, either directly or throighncentive Awards Subcommittee, annually essdigls target performance levels and
the amount of bonus payable if these targets atewihéch typically is defined in terms of a percage of each officer’s salary. For 2005, the
Committee recommended target bonuses ranging fintd 65% of each executive officer’s salary if thegets were met, with up to triple
these amounts if the targets were substantiallgeded and no bonuses if certain minimum targebpeegnce levels were not attained. The
target bonus payable to the Chief Executive Offfoe2005 performance was based solely upon Cengéligttaining targeted levels of
operating cash flow (weighted 50%), revenue (waidi0%) and improved survey scores measuring sidamrtial customers’ satisfaction
with our services in 2005 (weighted 10%), subjedhe “negative discretion” of the Committee toueel the bonus payment. The bonuses
payable to each other executive officer were bapeth the same corporate performance goals estadlfsih the Chief Executive Officer,
subject to the “negative discretion” of the Chie®eEutive Officer to reduce the bonus payment baselis assessment of the officer’s
performance during 2005, including an assessmettieaflegree to which such officer attained hisarihdividual performance goals for
2005.

Based on the Company’s 2005 performance, tief Executive Officer received a bonus equal t&o#& his 2005 salary. Applying the
standards described above, each other named aficeived a bonus between 54% and 66% of his a20@5 salary. The Committee elected
to pay these 2005 incentive bonuses in cash.

Long-Term Equity I ncentive Programs. Our current long-term incentive compensation prograuthorize the Incentive Awards
Subcommittee to grant stock options and variousradtock-based incentives to key personnel. Ambhadsubcommittee’s central goals with
respect
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to stock incentive awards is to strengthen theioglahip between compensation and growth in thekataorice of the Common Shares and
thereby align the executive officers’ financialargsts with those of the shareholders and to atiratretain executive talent.

Incentives granted under these programs beexereisable based upon criteria established bgtieommittee. The Subcommittee
generally determines the size of option grants dasethe recipient’s responsibilities and dutiex] an information furnished by the
Subcommittee’s consultants regarding equity ineemnpractices among comparable companies. The Caesisigeneral philosophy is to
provide long-term incentive compensation at thép@rcentile of that paid to similarly-situated offis at comparable companies. Since
2001, the Committee or Subcommittee has electesvérd annual incentive grants as opposed to langdti-year grants.

In early 2005, the Subcommittee awarded ednigntive grants for the first year of the thresayprogram developed and approved by the
Committee and its independent advisors in 2005e8a% data compiled by the Committee’s consulting,fthe Subcommittee determined
that the target amount of long-term compensatitabdished during the 2005 triennial review proogas consistent with its goal of granting
long-term incentive awards commensurate with tipzsd to similarly-situated executives at comparaolepanies. The Subcommittee
elected to pay these long-term incentive grantsihatock options and half in restricted stocle thrms of which are further described
elsewhere herein.

On December 14, 2005, the Compensation Comenittcelerated the vesting of approximately 1.4iltfomunvested stock options
outstanding under our management incentive comftiengalans, effective as of December 31, 2005. T0& 646 unvested options held by
our six executive officers had a weighted averagease price of $30.35, and the closing price@@mmon Share on December 14, 2005
was $34.25. The Committee accelerated the vesériggs to eliminate our recognition of compensa#spense under new accounting
standards which took effect beginning in the fipsarter of 2006. To offset unintended personal fietoethe executive officers, Common
Shares received upon exercise of an acceleratemhdpt an executive officer may not be sold or ottige transferred prior to the expiration
of the option’s original vesting period. For addiital information, please see the Current Repofam 8-K that we filed with the Securities
and Exchange Commission on December 20, 2005.

Restructuring of Nonqualified Plans. In 2004 Congress adopted Section 409A of the IatéRevenue Code, which significantly changed
the taxation of nonqualified deferred compensatiouring 2005 we undertook a comprehensive reviethefimpact of Section 409A on our
nonqualified plans. Based on this review, in Noven005 the Compensation Committee approved assefigctions relating to our benefit
plans, including amending several nonqualified plemcomply with Section 409A and transferringpiering active participants the right to
transfer, some or all of their accrued benefitsaundrious nonqualified plans to qualified planghwgimilar purposes. The Compensation
Committee also authorized the following:

» Our Supplemental Defined Contribution Plan was teated and the account balance of each participaatpaid to him or her in cas
plus an additional amou

26




Table of Contents

calculated to place the participant in thesafter-tax position as if the plan remained fieetfand paid benefits as scheduled (which
we sometimes refer to as“tax assistance paym”).

» With respect to our Supplemental Executive Ret@et Plan, (i) active participants with accruedddfis eligible for transfer to a
qualified plan were given the choice of transfegriuch benefits to a qualified plan or to a newAt68mpliant nonqualified plan and
(i) participants with accrued benefits ineligilite transfer to a qualified plan were given theickaf retaining such benefits in the
new 409A compliant plan or receiving a lump sumhgasyment equal to the present value of the acdreadfit.

» With respect to our Supplemental Dollars and 8dHan, (i) active participants with balances elgifor transfer to a qualified plan
were given the choice of receiving a cash paymetiteir account balance or transferring such badana qualified plan or to a new
409A compliant nonqualified plan and (ii) partiaipga with account balances ineligible for transéeatqualified plan were given the
choice of transferring their account balances éontw 409A compliant plan or receiving a cash payroétheir account balance, plus
a tax assistance payme

« Our Outside Directors Retirement Plan was tertethand each participant received the cash paymestsibed above under
“Corporate Governan— Director Compensatic”

For information on tax assistance payments ma@@@5 to our named officers in connection with thglsé restructuring payments, please
see the Summary Compensation Table appearing above.

Perquisites. Since 1999, we have made cash payments to ouerfin lieu of previously-offered perquisites.
The officers are entitled to be reimbursedtifier cost of an annual physical examination, pilested travel expenses.

Under our aircraft usage policy, our Chief &xtive Officer may use our aircraft for personalvl without reimbursing us, and each other
executive officer may use our aircraft for up t®EDO0 per year in personal travel without reimbgsis (calculated in accordance with
applicable guidelines of the Securities and Excea@dgmmission). In all such cases, personal traveéimitted only if aircraft is available
and not needed for superseding business purposes.

For more information on each of the items urbis heading, see footnote 1 to the Summary Cosgi®n Report appearing above.

Other Benefits. We maintain certain broad-based employee beneditgin which the executive officers are generadisngtted to
participate on terms substantially similar to thosating to all other participants, subject totagr legal limitations on the compensation on
which benefits and contributions may be based.Bderd has determined to have CenturyTel's
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matching contribution under the 401(k) Plan invésteCommon Shares so as to further align employmesshareholderdinancial interest:
We also maintain the ESOP, which serves to furign employees’ and shareholders’ interests.

Prior to the Sarbanes-Oxley Act of 2002, wadied supplemental life insurance benefits to oficefs in excess of those generally
afforded to employees. These benefits were provideguant to endorsement “split-dollar” insurangeeaments between us and our officers.
Under each of these agreements, CenturyTel anafficer’s beneficiaries shared the death beneftgaple upon the officer’'s death under a
life insurance policy procured by us, with the feriaries receiving pre-retirement death benefftéoar times the officer’s annual salary less
group life insurance benefits (or post-retiremezdtth benefits of two times the officer’'s annuaapaless group life insurance benefits), and
CenturyTel receiving all remaining death benefitsresponse to uncertainties as to whether theaagements with executive officers
violated the Sarbanes-Oxley Act, in mid-2002 wepsuasied the payment of further premiums under thkt-dollar” policies insuring the
lives of its executive officers. In November 20€8 Compensation Committee approved restructurath@ements with the executive offic
in order to alleviate such uncertainties, as welbatential adverse tax consequences of new takatéans adopted in 2003. Under these
restructured arrangements with each executiveesffize are authorized to (i) surrender the inswegticy insuring such officer in exchange
for cash from the policy equal to the aggregatenpuens we had previously paid to fund such polidy t¢rminate our prior “split-dollar”
insurance agreement with such officer and trarmfgrership of the related policy to such officeii) forfeit our right to receive death benel
under such related policy and (iv) adopt a new plaviding substitute supplemental life insuraneedfits for the executive officers. This
new plan, among other things, would obligate usap premiums on the executive officers’ respeadtngeirance policies sufficient to provide
the same death benefits available under the pgi@eanents, and entitle the executive officers telpase additional post-retirement coverage
at their cost and to receive related tax grossagh payments in amounts sufficient to compensata for income and employment taxes
incurred as a result of our premium payments. Impletation of these restructured arrangements wasrdé principally to enable the
officers to complete estate planning. Now that thisomplete, we expect to implement these restradtarrangements and re-commence
paying premiums in 2006.

Additionally, we make available to our offiserarious defined benefit retirement plans (whiehdescribed below under “ — Pension
Plans”), various nonqualified supplemental berfdéins (several of which we recently restructurediasussed under “- Restructuring of
Nonqualified Plar”), and a disability salary continuation plan.

Compensation of Chief Executive Officer. The criteria, standards and methodology used bZtremittee and Subcommittee in
reviewing and establishing the Chief Executive €fis salary, bonus and other compensation arsaime as those used with respect to all
other executive officers, as described above. 8sutised above under “— Salary,” based on its regfedata compiled by the Committee’s
independent consulting firm and other informatit® Committee raised the annual salary of the Ewefcutive Officer by 2.6% during 20!
to $1,000,000. The Chief Executive Officer alsceiieed a cash bonus of $774,750 for 2005 performander the Company’s shareholder-
approved short-term incentive plan. In additiorrjrly 2005 the Chief Executive Officer was grantgtians to purchase 200,000 shares and
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58,500 shares of Restricted Stock, as describéeiuherein. As indicated above, the Committeetetbn early 2006 to hold the salary of
Chief Executive Officer at $1,000,000.

Submitted by the Compensation Committee of thedBafdDirectors.
C. G. Melville, Jr. (Chairman) James B. Gardner é#. Nichols Jim D. Reppond*

* Member of the Compensation Committee through May2095

Compensation Committee Interlocks and Insider Parttipation

Jim D. Reppond served on the Compensation Gteethrough May 12, 2005. Mr. Reppond was arceffof CenturyTel prior to his
retirement in 1996. Mr. Reppond did not serve asemmber of the CommittegIncentive Awards Subcommittee, which through May200%
administered our incentive compensation plans aagrams and was comprised solely of Committee mesnbko qualified as “outside
directors” under Section 162(m) of the Internal &awe Code (which we discuss above).

Pension Plans

Supplemental Executive Retirement Plan . We maintain a Supplemental Executive Retireméar Pursuant to which certain officers w
have completed at least five years of service anelly entitled to receive a monthly payment upttaining early or normal retirement age
under the plan. The following table reflects thpragimate annual retirement benefits that a padici with the indicated years of service and
compensation level may expect to receive undeStimplemental Executive Retirement Plan assuminmgneg¢nt at age 65. Early retirement
may be taken at age 55 by any participant withotemore years of service, with reduced benefits.

Years of Servici

Compensatiol 5 10 15 20 25
$400,00C $ 60,00( $120,00( $140,00( $160,00( $180,00(
600,000 90,00( 180,00( 210,00( 240,00( 270,00(
800,000 120,00( 240,00( 280,00( 320,00( 360,00(
1,000,00C 150,00( 300,00( 350,00( 400,00( 450,00(
1,200,00C 180,00( 360,00( 420,00( 480,00( 540,00(
1,400,00C 210,00( 420,00( 490,00( 560,00( 630,00(
1,600,00C 240,00( 480,00( 560,00( 640,00( 720,00(
1,800,00C 270,00( 540,00( 630,00( 720,00( 810,00(
2,000,00C 300,00( 600,00( 700,00( 800,00( 900,00(

The above table reflects the annual benefiymble upon normal retirement under the Supplerh&mxtecutive Retirement Plan assuming
such benefits will be paid in the form of a montlifgtime annuity and before reductions relatingtte receipt of Social Security benefits
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as described below. The actual amount of an officaonthly payment under the Supplemental ExecuRetrement Plan is equal to (i) 3%
of the officer’s “average monthly compensation”f{ded below) times the officer’'s years of serviagidg his first ten years with ysus (ii)

1% of the officer’s “average monthly compensatitinies his years of service after his first ten gesith us (up to a maximum of 15
additional years)minus(iii) 4% of his estimated monthly Social Securigriefits times his years of service with us (up maximum of

25 years). Payments to retired officers underftirisiula are increased by 3% per year to reflect abbving increases. “Average monthly
compensation” means the officer's average montbiyensation during the 36 consecutive month peritiin his last ten years of
employment in which he received his highest comatms. Participants added to the plan after JanliaP00 receive credit only for service
while a plan participant.

Under the Supplemental Executive RetiremeanPthe number of credited years of service at Bes 31, 2005 was 25 years for
Mr. Post, five years for Ms. Puckett, 23 yearsNr Ewing, 23 years for Mr. Cole and three yearsh. Goff. The compensation upon
which benefits are based under such plan is theeggte amount of compensation reported for 2008dch respective officer under the
columns in the Summary Compensation Table appeatioge that are entitled “Salary” and “Bonus.”

In connection with the 2005 restructuring of aonqualified plans, the Compensation Commitfeauthorized management to redesign
the Supplemental Executive Retirement Plan durD@62o integrate it with other qualified and nonigfied pension plans and (ii) authorized
accelerated lump-sum payments of accrued benefitsrithis plan to our named officers in late 2084r. additional information, see “ —
Compensation Committee Report — Restructuring aidNmlified Plans” and the Summary Compensationéappearing above.

Broad-Based Defined Benefit Plan . We also maintain a qualified defined benefit ghamsuant to which most of our employees (inclu
officers) who have completed at least five yearsasfiice are generally entitled to receive paymapts attaining early or normal retirement
age under the plan. We also maintain a non-qudldigfined benefit plan designed to pay supplemeatmement benefits to officers in
amounts equal to the benefits that such officersldvotherwise forego under our qualified defineddd# plan due to federal limitations or
amount of benefits payable to highly compensatetiggzants of qualified plans.

The following table reflects the approximaitat annual retirement benefits that a participeitth the indicated years of service and annual
compensation level may expect to receive in theeggge under our qualified and nonqualified defihedefit plans assuming retirement at
age 65 during 2006. Upon attaining age 55, paditip with at least five years of service may elececeive reduced early retirement
benefits.
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Years of Servic

Compensatiol 5 10 15 20 25 30
$400,00C $19,00( $ 38,00( $ 56,00( $ 75,00( $ 94,00( $113,00(
600,000 29,00( 58,00( 86,00( 115,00( 144,00( 173,00(
800,000 39,00( 78,00( 116,00( 155,00( 194,00( 233,00(
1,000,00C 49,00( 98,00( 146,00( 195,00( 244,00( 293,00(
1,200,00C 59,00( 118,00( 176,00( 235,00t 294,00( 353,00(
1,400,00C 69,00( 138,00( 206,00( 275,00( 344,00( 413,00(
1,600,00C 79,00( 158,00( 236,00( 315,00t 394,00( 473,00(
1,800,00C 89,00( 178,00( 266,00( 355,00( 444.,00( 533,00(
2,000,00C 99,00( 198,00( 296,00( 395,00( 494.,00( 593,00(

The above table approximates the aggregateshbenefits payable under our qualified and notifiec defined benefit plans assuming
addition to the assumptions stated above) that sankfits will be paid in the form of a monthlyetifme annuity. The actual amount of a
participant’s total monthly payment is equal to suen of (i) the participant’s number of years afvsze under the qualified plan (up to a
maximum of 30 years) multiplied by 0.5% of his fiaaerage pay plus (ii) the participant’'s numbeyeérs of service under the nonqualified
plan (up to a maximum of 30 years) multiplied b§%.of his final average pay in excess of his corsptan subject to Social Security taxes
(as determined by reference to tables publishedalynby the Internal Revenue Service). For thagpgses, “final average pay” means the
participant’s average monthly compensation durirg@0 consecutive month period within his lastytears of employment in which he
received his highest compensation.

Under our qualified and non-qualified defirtezhefit plans, each named officer other than Msket began to receive credit for years of
service on January 1, 1999. Ms. Puckett beganviagetredit for years of service on July 24, 2000.

Under our qualified and non-qualified defirmzhefit plans, the compensation upon which benafésased is the aggregate amount
reported for 2005 for each such officer under thlerons in the Summary Compensation Table appeatioge that are entitled “Salary” and
“Bonus.”

In connection with our 2005 restructuring af monqualified plans, we amended our nonqualifiefined benefit plan to comply
prospectively with Section 409A of the Internal Reue Code and transferred accrued benefits foregpéirticipants of such nonqualified
plan to our qualified defined benefit plan. For iiddal information, see “- Compensation CommitReport - Restructuring of Nonqualified
Plans.”

Change-in-Control Arrangements

We have agreements with each of our execoffieers which entitle any such officer who is témated without cause or resigns under
certain specified circumstances within three ye&i@ny change in control of CenturyTel to (i) reeea lump sum cash severance payment
equal to three times the sum of such officer’'s ahsalary and bonus, (ii) receive any such addititex gross-up cash payments as may be
necessary to compensate him or her for any
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federal excise taxes imposed upon contingent chisngantrol payments and (iii) continue to recedegtain welfare benefits for three years.

Under the above-referenced agreements, a ehimncontrol” of CenturyTel would be deemed towagpon (i) any person (as defined in
the Securities Exchange Act of 1934) becoming @heeficial owner of 30% or more of the outstandirap®hon Shares or 30% or more of
combined voting power of our voting securities), éiimajority of our directors being replaced, @)nsummation of certain mergers,
substantial asset sales or similar business cortitnirsa or (iv) approval by the shareholders ofjailiation or dissolution of CenturyTel.

In the event of a change in control of Cenfigly our benefit plans provide, among other thirlgat all restrictions on outstanding
restricted stock will lapse, all outstanding stogitions will become fully exercisable, and postrezhent health and life insurance benefits
will vest with respect to certain current and forremployees. In addition, participants in the Sepmntal Executive Retirement Plan who
terminated without cause or resign under certagtifipd circumstances within three years of thengieain control will receive a cash
payment equal to the present value of their plarefies (after providing age and service creditspto three years), determined in accord:
with actuarial assumptions specified in the plan.

Performance Graph

The graph below compares the cumulative gitateholder return on the Common Shares with theutative total return of the S&P 500
Index and the S&P Integrated Telecommunicationgxrfdr the period from December 31, 2000 to Decer8hie2005, in each case assun
(i) the investment of $100 on January 1, 2001 @dinh prices on December 31, 2000, and (ii) reitmest of dividends.

$150.00 -

—ip— ConiuryTel, nc.
—l- Standard & Poor's 500

—ik— SA&P 500 Integrated Telacom

$100.00

$50.00 -

£0.00 i - : i {
2000 2001 2002 2003 2004 2005
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December 31

2000 2001 2002 2003 2004 2005
CenturyTel, Inc $100.0( $ 92.3¢ $ 83.31 $ 93.1¢ $102.0: $ 97.62
S&P500 Indey 100.0( 88.12 68.6¢€ 88.3¢ 97.9¢ 102.7+
S&P Telecom Inde® 100.0¢( 90.5¢ 63.0¢ 62.9¢ 71.61 63.3i

(1) The S&P Integrated Telecommunications Indexsists of AT&T Corporation, BellSouth Corporati@enturyTel, Inc., Citizens
Communications Company, Qwest Communications latanal Inc. and Verizon Communications Inc. Thaeix is publicly available

Certain Transactions

In exchange for legal services rendered tim 2905, we paid fees of $737,905 to The Boles Eam, a law firm co-owned by William R.
Boles, Jr. and his sister. Mr. Boles, a directo€ehturyTel since 1992, is President and a direantdrpracticing attorney with such firm,
which has provided legal services to us since 1968.

During 2005, we purchased $1,141,266 of dtedtcontracting services from a firm owned by Johklebert, who served as a director of
CenturyTel through May 12, 2005.

During 2005, we paid $121,001 to a real edtateowned by the brother of Harvey P. Perry, @dior of CenturyTel. In exchange for si
payments, such firm provided a variety of servisé@h respect to numerous real estate transactioasveral states, including locating and
analyzing properties suitable for purchase or leaenegotiating purchase or lease terms withathe bwners.

During 2005, we paid Rhonda Woodard $107,84€alary and bonus for serving as Director of QustoService Centers. Ms. Woodard is
the sister-in-law of David Cole, an executive adfiof CenturyTel, and has been employed by us gi8eé.

During 2005, we paid Rickey Lowery approxinat83,802 in salary and bonus for serving as d tetabase analyst technician.
Mr. Lowery has been employed by us since 1989 asdokeen the son-in-law of Harvey P. Perry, a direaft CenturyTel, since 1990.

During 2005, we paid Martha Amman $87,885alaiy and bonus for serving as Manager, EmployrardtStaffing. Ms. Amman is the
sister of Harvey P. Perry, a director of Century®eld has been employed by us since 1998.

During 2005, we paid H. Parnell Perry, Jr..20Q in salary and bonus for serving as a techmidi&t. Perry is the son of Harvey P. Perr
director of CenturyTel, and has been employed bsinte 1988.

During 2005, we paid Dale Shields $64,610alary and bonus for serving as Manager of Risk@efeéty. Mr. Shields is the son-in-law of
R. L. Hargrove, Jr., who served as a director aft@gTel through May 12, 2005. Mr. Shields has beeployed by us since 1983.
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Section 16(a) Beneficial Ownership Reporting Compdince

The Securities Exchange Act of 1934 requitgsexecutive officers and directors, among othter§ije certain beneficial ownership repc
with the Securities and Exchange Commission. DU2id@b, William R. Boles, Jr., filed late six Formieports that disclosed total purchases
of less than 50 Common Shares under the voluntaighpse program of our dividend reinvestment giaaddition, Calvin Czeschin was
delinquent in filing one Form 4 report reporting ttancellation of a forward sales contract andctkation of a replacement forward sales
contract.

OTHER MATTERS

Quorum and Voting of Proxies

The presence, in person or by proxy, of a nitgjof the total voting power of the Voting Shaiiesiecessary to constitute a quorum to
organize the Annual Meeting. Shareholders votinghstaining from voting on any issue will be counts present for purposes of
constituting a quorum to organize the Annual Megtin

If a quorum to organize the Annual Meetingiissent, directors will be elected by pluralityeeind, as such, withholding authority to vote
in the election of directors will not affect wheththe nominees named herein are elected. Assumijugraim to organize the Annual Meeting
is present, the affirmative vote of the holdersiohajority of the voting power present or represérat the Annual Meeting will be required
ratify the appointment of KPMG as our independertitor for 2006. Shares as to which the proxy hadeve been instructed to abstain
from voting will be treated under the Company’saws as not being present or represented for puspmisich vote, and will therefore not
affect the outcome of the vote.

Under the rules of the New York Stock Excharigekers who hold shares in street name for customay, subject to certain exceptions,
vote in their discretion on matters when they hawereceived voting instructions from beneficialr@rs. Under these rules, brokers who do
not receive such instructions will be entitled tiievin their discretion with respect to the electid directors and the ratification of the
appointment of the independent auditor. If brokeh® do not receive voting instructions do not eisraliscretionary voting power (aroker
non-vote”) with respect to any matter to be con@det the Annual Meeting, shares that are notdvailt be treated as present for purposes
of constituting a quorum to organize the Annual Nfegbut not present or cast with respect to carig) such matter. Because the election
of directors must be approved by plurality vote aatification of the independent auditor must bpraped by a majority of the voting power
present or represented at the Annual Meeting, lbnoél-votes with respect to these matters willafégct the outcome of the voting.

Voting Shares represented by all properly atest proxies received in time for the Annual Megtill be voted at the Annual Meeting.
You may revoke your proxy at any time before iéxercised by filing with our Secretary a writterweation or a duly executed proxy beal
a later date, or by attending the Annual Meeting @aoting in person. Unless revoked, all properlg@xed proxies will be voted as specified
and, if no specifications are made, will be votedavor of the nominees and the ratification of ithdependent auditor.
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Management has not timely received any ndkiaea shareholder desires to present any mattecfmn at the Annual Meeting in
accordance with our bylaws (which are describedvwgland is otherwise unaware of any matter foioadby shareholders at the Annual
Meeting other than the election of directors arerdtification of the appointment of the indepertdarditor. The enclosed proxy and voting
instruction cards, however, will confer discretionaoting authority with respect to any other matteat may properly come before the
Annual Meeting. It is the intention of the persor@ened therein to vote in accordance with their psgment on any such matter.

Shareholder Nominations and Proposals

In order to be eligible for inclusion in ouB@7 proxy materials pursuant to the federal praxgs, any shareholder proposal to take action
at such meeting must be received at our principetetive offices by December 1, 2006, and must dpmfih applicable federal proxy rule
In addition, our bylaws require shareholders taifshr timely written notice of their intent to norate a director or bring any other matter
before a shareholders’ meeting, whether or not tisk to include their proposal in our proxy madési In general, notice must be received
by our Secretary between November 12, 2006 andubepd0, 2007 and must contain specified infornmationcerning, among other things,
the matters to be brought before such meeting andezning the shareholder proposing such mattéthe(date of the 2007 annual meeting
is more than 30 days earlier or later than May2DD7, notice must be received by our Secretaryinvith days of the earlier of the date on
which notice of such meeting is first mailed torgtelders or public disclosure of the meeting dataade.) For additional information on
these procedures, see “Corporate Governance —tbirdomination Process.”

Annual Financial Report

Appendix Ancludes our Annual Financial Report, which is epted from portions of our Annual Report on FormKL@r the year ende
December 31, 2005 that we filed with the Securitied Exchange Commission on March 16, 2006. Weatxpenail a copy of our summary
annual report for the year ended December 31, 200% about the date that we mail this Proxy Statano our shareholders.

In connection with filing our Form 1R-report for the year ended December 31, 2005¢hiaf executive officer and chief financial offic
made the certifications regarding our financiatttisures required under the Sarbanes-Oxley Acb622and the regulations promulgated
thereunder. In addition, during 2005 our chief exiee officer certified to the New York Stock Exaige that he was unaware of any viola
by us of the New York Stock Exchange’s corporateegoance listing standards.
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You may obtain a copy of our Form 10-K repmithout charge by writing to Stacey W. Goff, Seargt CenturyTel, Inc., 100 CenturyTel
Drive, Monroe, LA 71203, or by visiting our webs#bwww.centurytel.com.

NeitherAppendix Aor our summary annual review is to be regardgut@sy soliciting material.

By Order of the Board of Directo

Stacey W. Gof
Secretary

Dated: March 31, 2006
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The materials included in this Appendix A are egteat from Items 7 and 8 of our Annual Report omird0-K for the year ended
December 31, 2005, which we filed with the Seasiéind Exchange Commission on March 16, 2006. Pleas thiForm 10-Kfor additional
information about our business and operations.
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

Overview

CenturyTel, Inc., together with its subsidiariis an integrated communications company engaig@arily in providing local exchange,
long distance, Internet access and broadband seridccustomers in 26 states. We currently deniveevenues from providing (i) local
exchange telephone services, (ii) network accasicss, (i) long distance services, (iv) datavéess, which includes both digital subscriber
line (“DSL") and dial-up Internet services, as wedl special access and private line servicesib@) fransport, competitive local exchange
and security monitoring services and (vi) otheated services.

We strive to maintain our customer relatiopshiy, among other things, bundling our serviceraffys to provide our customers with a
complete offering of integrated communications &y, Effective in the first quarter of 2004, agsault of our increased focus on integrated
bundle offerings and the varied discount structassociated with such offerings, we determineddbatesults of operations would be more
appropriately reported as a single reportable segoaer the provisions of Statement of Financieddunting Standards No. 131,
“Disclosures about Segments of an Enterprise atat®&EInformation.” Therefore, the results of opienas for 2005 and 2004 reflect the
presentation of a single reportable segment. Restitperations for 2003 have been conformed tphésentation of a single reportable
segment.

During 2005, we acquired fiber assets in 1&opolitan markets from KMC Telecom Holdings, IftKMC") for approximately
$75.5 million cash. During 2003, we also acquiribeif transport assets in five central U.S. statdsoh we operate under the name
LightCore) for $55.2 million cash.

Our results of operations in 2005 were advgiisgpacted as a result of (i) lower Universal Seevi-und and intrastate access revenues,
(i) declines in access lines, (iii) incremental@tization and operating expenses related to dlindpand customer care system and (iv)
expenses associated with expanding our new sateitleo and wireless service offerings. See betmvadditional information.

Our net income for 2005 was $334.5 millionngared to $337.2 million during 2004 and $344.ianilduring 2003. Diluted earnings f
share for 2005 was $2.49 compared to $2.41 in 2004$2.35 in 2003. The increase in diluted earnpagsshare is attributable to lower
average shares outstanding in 2005 compared to@®4o share repurchases that have occurred dieéngast two years. The diluted
earnings per share calculation reflects the appdicaf Emerging Issues Task Force No.®t all periods presented. See Note 12 of Not
Consolidated Financial Statements for additionfdrimation.
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Year ended December : 2005 2004 2003

(Dollars, except per share amout
and shares in thousanc

Operating incom: $ 736,40: 753,95! 750,39¢
Interest expens (201,80)) (211,05) (226,75)
Income from unconsolidated cellular ent 4,91( 7,067 6,16(
Other income (expens (1,742 (2,599 2,15¢
Income tax expens (203,29) (210,129 (187,257
Net income $ 334,47¢ 337,24« 344,70°
Basic earnings per she $ 25t 2.4¢ 2.4C
Diluted earnings per sha $ 2.4¢ 2.41 2.3t
Average basic shares outstand 130,84: 137,21! 143,58:
Average diluted shares outstand 136,08 142,14« 148,77¢

Operating income decreased $17.6 million i328s a $71.9 million increase in operating revemwuas more than offset by an
$89.4 million increase in operating expenses. Gpgrancome increased $3.6 million in 2004 as a.$3fillion increase in operating
revenues was substantially offset by a $36.2 milliwrease in operating expenses.

In addition to historical information, this managent’s discussion and analysis includes certain fodMooking statements that are
based on current expectations only, and are sulbgeatnumber of risks, uncertainties and assumptiomany of which are beyond our
control. Actual events and results may differ mathr from those anticipated, estimated or projetteone or more of these risks or
uncertainties materialize, or if underlying assuiaps$ prove incorrect. Factors that could affectusdtresults include but are not limited to:
the timing, success and overall effects of competftom a wide variety of competitive providetse trisks inherent in rapid technological
change; the effects of ongoing changes in the egigul of the communications industry; our abilityeffectively manage our growth,
including integrating newly-acquired businesses iotir operations and hiring adequate numbers ofli§jad staff; possible changes in the
demand for, or pricing of, our products and sersiceur ability to successfully introduce new protdocservice offerings on a timely and
cost-effective basis; our ability to collect oucedvables from financially troubled communicati@esnpanies; our ability to successfully
negotiate collective bargaining agreements on reaste terms without work stoppages; the effectaloérse weather; other risks referenced
from time to time in this report or other of oulirfgs with the Securities and Exchange Commissiod; the effects of more general fact
such as changes in interest rates, in tax rateactounting policies or practices, in operating,dival or administrative costs, in general
market, labor or economic conditions, or in legt&@a, regulation or public policy. These and othercertainties related to our business are
described in greater detail in Item 1A of our AnhRaport on Form 10-K for the year ended Decemle2B05. You should be aware that
new factors may emerge from time to time andnbtspossible for us to identify all such factors nan we predict the impact of each such
factor on the business or the extent to which areyar more factors may cause actual results tedffom those reflected in any forwe
looking statements. You are further cautioned agtlace undue reliance on these forward-lookingestents, which speak only as of the date
of filing
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of our Annual Report on Form 10-K for the year eh@&cember 31, 2005. We undertake no obligatiarpttate any of our forward-looking
statements for any reason.

Operating Revenues

Year ended December & 2005 2004 2003
(Dollars in thousands

Local service $ 702,40( 716,02¢ 712,56!
Network acces 959,83t 966,01: 1,001,46;
Long distance 189,87 186,99 173,88«
Data 318,77( 275,77 244,99¢
Fiber transport and CLE 115,45 74,40¢ 43,04:
Other 192,91¢ 188,15( 191,66(
Operating revenue $2,479,25. 2,407,37. 2,367,61

Local service revenue®e derive local service revenues by providing laalhange telephone services in our service aféas.
$13.6 million (1.9%) decrease in local service raas in 2005 is primarily due to (i) a $16.1 miflidecrease due a 3.3% decline in the
average number of access lines served and (ii)zarsillion decline as a result of a decrease inutgs of use in extended area calling plar
certain areas. Such decreases were partially dffs@) an $8.7 million increase due to our promglicustom calling features to more
customers and (ii) a $4.2 million increase duéhtorhandated implementation of extended area cagllengs in certain areas. Of the
$3.5 million (.5%) increase in local service revesiin 2004, $12.6 million was due to the provisibeustom calling features to more
customers, which was partially offset by an $8.4iom decrease due to a 2.2% decline in the avenageber of access lines served.

Access lines declined 99,500 (4.3%) during26@mpared to a decline of 62,500 (2.6%) in 2004.BMlieve the decline in the number of
access lines during 2005 and 2004 is primarilytduee displacement of traditional wireline telepbaservices by other competitive services.
Based on current conditions, we expect accesstindscline between 4.5% and 5.5% during 2006.

Network access revenu&¥e derive our network access revenues primarilinf(c) providing services to various carriers andtomers ir
connection with the use of our facilities to origie and terminate their interstate and intrastaiteevand data transmissions and (i) receiving
universal support funds which allows us to recaveortion of our costs under federal and state remstvery mechanisms. Certain of our
interstate network access revenues are basediffedarccess charges filed directly with the Fetl®@mmunications Commission (“FCC");
the remainder of such revenues are derived ungenve sharing arrangements with other local exahaagiers (“LECs”) administered by
the National Exchange Carrier Association. Intri@stetwork access revenues are based on tarifedsacharges filed with state regulatory
agencies or are derived under revenue sharinggemaents with other LECs.
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Network access revenues decreased $6.2 milié8o) in 2005 and decreased $35.5 million (3.5%2004 due to the following factors:

2005 2004
INncrease Increase
(decrease (decrease
(Dollars in thousands
Recovery from the federal Universal Service HiglsfQamop support progral $(13,06%) (12,31)
Intrastate revenues due to decreased minutes @nasdecreased access rates in certain statesf, net
increased recovery from state support fu (13,399 (26,799
Partial recovery of increased operating costs tincevenue sharing arrangements with other telemphon
companies, interstate access revenues and retuaieohas: 6,81¢ 3,98(
Rate changes in certain jurisdictic (3,457 5,052
Revision of prior year revenue settlement agrees 15,941 (3,690
Other, ne 97t (2,689
$ (6,179 (35,45))

As indicated in the chart above, in 2005 weegienced a reduction in our intrastate revenuegppfoximately $13.4 million primarily due
to (i) a reduction in intrastate minutes (partiallye to the displacement of minutes by wireless;tebnic mail and other optional calling
services) and (ii) the mandated implementationxtéreded area calling plans in certain areas. Thesponding decrease in 2004 compart
2003 was $26.8 million. We believe intrastate mésuwill continue to decline in 2006, although thagmitude of such decrease is uncertain.

Prior year revenue settlement agreementstfob tncluded the recognition of approximately $3®ifion of revenue (of which
$24.5 million was reflected in network access res=nand $11.4 million was reflected in data revehas the 2001/2002 monitoring period
lapsed on September 30, 2005. See Critical Accogriblicies below and Note 17 for additional infatian. We do not expect to recognize
this level of revenue related to prior year reveseiement agreements in 2006.

We anticipate our 2006 revenues from the faddniversal Service High Cost Loop support prograithbe approximately $8-12 million
lower than 2005 levels due to increases in thenatide average cost per loop factor used to akoftatds among all recipients.

Long distance revenuedVe derive our long distance revenues by providatgil long distance services to our customersigldistance
revenues increased $2.9 million (1.5%) and $13lliomi(7.5%) in 2005 and 2004, respectively. Thedhaillion increase in 2005 was
primarily attributable to a 12.0% increase in thierage number of long distance lines served ari&#d increase in minutes of use
(aggregating $21.2 million), substantially offsgtdbdecrease in the average rate we charged otomeess ($16.5 million). The $13.1 million
increase in 2004 was primarily attributable to @9%4 increase in the average number of long distines served and a 15.3% increase in
minutes of use (aggregating $21.7 million), paltiaffset by a decrease in the average rate wegeldaour customers ($9.2 million). We
anticipate that increased competition and our ctileyel of
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customer penetration will continue to place dowrdyaressure on rates and slow the growth rate dfitingber of long distance lines served.

Data revenues We derive our data revenues primarily by providinternet access services (both DSL and dial-nyges) and data
transmission services over special circuits andapeilines. Data revenues increased $43.0 milll&n606) in 2005 and $30.8 million (12.6%)
in 2004. The $43.0 million increase in 2005 wasnarily due to (i) a $24.8 million increase in Inmtet revenues due primarily to growth in
number of DSL customers, partially offset by a dase in the number of dial-up customers, (ii) a&haillion increase in special access
revenues due to an increase in the number of $m#aits provided and an increase in the pargabvery of our increased operating
expenses through revenue sharing arrangement®thith telephone companies, and (iii) an $8.6 nmliiccrease in revenues related to prior
year settlement agreements (the majority of whithted to the revenue recorded in 2005 as the 2002/monitoring period lapsed
September 30, 2005). We do not expect to recodhigdevel of revenue related to prior year revesetlement agreements in 2006.

The $30.8 million increase in 2004 was pritiyadiue to (i) a $20.3 million increase in Intermetenues due primarily to growth in the
number of DSL customers and (ii) an $11.3 millinorease in special access revenues due to angedrethe number of special circuits
provided and an increase in the partial recovemyuofincreased operating expenses through revdrarang arrangements with other
telephone companies.

Fiber transport and CLEC Ouir fiber transport and CLEC revenues includenexes from our fiber transport, competitive locallenge
carrier (“CLEC") and security monitoring businesseter transport and CLEC revenues increased $4ilion (55.2%) in 2005, of which
$27.7 million was due to revenue from the June2B05 acquisition of fiber assets from KMC and $1ilion was attributable to growth in
the number of customers in our incumbent fiberdpamt business. Fiber transport and CLEC revemmeased $31.4 million (72.9%) in
2004, substantially all of which is attributableaiar acquisitions of fiber transport assets (whdioh operated under the name LightCore) in
June and December 2003.

Other revenuedNe derive other revenues primarily by (i) leasisglling, installing and maintaining customer presmis
telecommunications equipment and wiring, (ii) pcrg billing and collection services for third pes, (iii) participating in the publication of
local directories and (iv) offering our new videmdawireless services. Other revenues increasedn$ién (2.5%) during 2005 primarily du
to a $4.5 million increase in directory revenuethéd revenues decreased $3.5 million (1.8%) du2b@g primarily due to a $3.4 million
decrease in directory revenues due to the expirati@ur rights to share in the revenues of yelfage directories published in certain
markets acquired from Verizon in 2002.
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Operating Expenses

Year ended December & 2005 2004 2003
(Dollars in thousands

Cost of services and products (exclusive of deptexi and amortizatior $ 821,92 755,41 739,21(

Selling, general and administrati 388,98t 397,10: 374,35:.

Depreciation and amortizatic 531,93 500,90 503,65:

Operating expenst $1,742,84! 1,653,41! 1,617,21.

Cost of services and produc€ost of services and products increased $66.5ami({8.8%) in 2005 primarily due to (i) a $21.9 moifi
increase in expenses incurred by the propertiesimctifrom KMC in June 2005; (ii) a $16.4 millionarease in expenses associated with our
Internet operations primarily due to an increastnénumber of DSL customers; (iii) a $10.6 milliocrease in costs associated with growth
in our fiber transport business; (iv) a $9.0 millimcrease in salaries and benefits; (v) an $8llomincrease in access expenses; (vi) a
$5.3 million increase due to stan-costs associated with our new satellite vidabwaineless reseller services; and (vii) a $4.3iomllincreas
in costs associated with growth in our long diséabasiness. Such increases were partially offséi) lay$3.9 million decrease in expenses
caused by us settling certain pole attachment thspgn 2005 for amounts less than those previcastyued and (i) a $3.4 million decreast
customer service expense.

Cost of services and products increased $1hélidn (2.2%) in 2004 primarily due to (i) a $14ndillion increase in expenses associated
with operating our fiber transport assets acquinetline and December 2003; (ii) an $8.5 milliorréase in expenses associated with our
Internet operations due to an increase in the nuwibeustomers; (iii) a $7.8 million increase irstemer service and retention related
expenses; and (iv) a $6.0 million increase in pta@rations expenses. Such increases were padftadt by a $13.8 million decrease in
access expenses (which included a one-time créfi.a million recorded in 2004) and a $9.2 millidacrease in the cost of providing retail
long distance service primarily due to a decreagke average cost per minute of use and a decreaseuit costs.

Selling, general and administrativéselling, general and administrative expensesedsed $8.1 million (2.0%) in 2005 primarily due to
(i) a $12.4 million decrease in operating taxe#fprily due to an $8.6 million one-time chargelie third quarter of 2004); (ii) an $11.2
million reduction in bad debt expense, and (ii)4a6 million decrease in expenses attributableutdSarbanes-Oxley internal controls
compliance effort. Such decreases were partiafsedby (i) $7.9 million of expenses incurred bg firoperties acquired from KMC; (ii) a
$5.9 million increase in customer service and mamgecosts associated with growth in our Internetibess and (iii) a $2.8 million increase
in sales and marketing costs associated with oursagellite video and wireless reseller services.

Selling, general and administrative expenseerased $22.8 million (6.1%) in 2004 due to @920 million increase in marketing
expenses; (i) a $6.4 million increase in experdeibutable to our Sarbanes-Oxley internal costaampliance effort; (iii) a nonrecurring
$5.0 million reduction in bad debt expense recoiidetie first quarter of 2003 due to the parti@aeery of amounts previously written off
related to the bankruptcy of MCI
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(formerly WorldCom); and (iv) a $4.3 million incre&in expenses associated with operating our Ligylet@ssets acquired in 2003. Such
increases were partially offset by a $6.6 milli@tase in bad debt expense (exclusive of the Ei€ivery mentioned above).

Depreciation and amortizationDepreciation and amortization increased $31.0ani(6.2%) in 2005. The year 2004 included a dneet
reduction in depreciation expense of $13.2 milloradjust the balances of certain over-depreciptederty, plant and equipment accounts.
The remaining $17.8 million increase in 2005 isnaiily due to (i) a $19.0 million increase due ighter levels of plant in service, (ii) a
$6.1 million increase associated with amortizatdour new billing system and (iii) a $2.8 milliamcrease due to depreciation and
amortization incurred by the properties acquiresfkK MC. Such increases were partially offset bya(§7.8 million reduction in depreciation
expense due to certain assets becoming fully diggegicand (ii) the non-recurrence in 2005 of a $8illion one-time increase recorded in
2004 related to the depreciation of fixed assete@ated with our new billing system.

Depreciation and amortization decreased $2libm(.5%) in 2004. In addition to the $13.2 nivlh reduction in depreciation expense
mentioned above, depreciation expense for 2004algasreduced by $8.4 million due to certain asBet®ming fully depreciated. Such
decreases were partially offset by a $16.7 milimrease due to higher levels of plant in service,above-mentioned $3.1 million one-time
increase in 2004 related to depreciation of fixeskess related to our new billing system, and a 88lfbn increase in depreciation due to the
assets acquired in connection with our LightCorerafions.

Other. For additional information regarding certain reegtthat have impacted or may impact our operatsess “Regulation and
Competition.”

Interest Expense

Interest expense decreased $9.3 million (4i#%P05 compared to 2004 as a $16.1 million desgrere primarily to a decrease in avel
debt outstanding was partially offset by a $7.7iarlincrease due to higher average interest rates.

Interest expense decreased $15.7 million ($i8%004 compared to 2003 partially due to $7.8iom of nonrecurring interest expense in
2003 associated with various operating tax autihie. remainder of the decrease was primarily dwedecrease in average debt outstanding.

Income from Unconsolidated Cellular Entity

Income from unconsolidated cellular entity \§4s9 million in 2005, $7.1 million in 2004 and ganillion in 2003. Such income represe
our share of income from our 49% interest in autatlpartnership.
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Other Income (Expense)

Other income (expense) includes the effectedfin items not directly related to our coreragiens, including interest income and
allowance for funds used during construction. Otheome (expense) was $(1.7 million) in 2005, $¢2iBion) in 2004 and $2.2 million in
2003. The years 2005 and 2004 were impacted bginarharges and credits that are not expecteddar @ the future. Included in 2005 was
(i) a $16.2 million pre-tax charge due to the impeEnt of a non-operating investment and (ii) a $4ilion debt extinguishment expense
related to purchasing and retiring approximatel@@illion of Senior J notes. The year 2005 wasfakly impacted by (i) $3.2 million of
non-recurring interest income related to the switiet of various income tax audits; (ii) a $3.5 millgain from the sale of a non-operating
investment and (iii) $3.9 million of higher intetéscome due to higher average cash balances.dedlin 2004 was a $3.6 million
prepayment expense paid in connection with themgdien of $100 million aggregate principal amouhbar Series B senior notes in
May 2004 and a $2.5 million charge related to thpairment of a non-operating investment.

Income Tax Expense

Our effective income tax rate was 37.8%, 38atfb 35.2% in 2005, 2004 and 2003, respectivetorire tax expense for 2005 was
increased by $19.5 million as a result of incregsire valuation allowance related to net stateaipey loss carryforwards. This increase was
primarily due to changes in state income tax lame @ther factors which impacted the projectionfutire taxable income. This tax expense
increase was more than offset by (i) a reductiostatie income tax reserves ($11.6 million, netedefal income tax benefit); (ii) a reduction
in our composite state income tax rate due to ircbeing apportioned to states with lower stateadtes ($8.5 million); and (iii) the favorak
settlement of various federal income tax audits3$dillion).

Accounting Pronouncements

Over the last several years, we have electedd¢ount for employee stock-based compensatiowg tisé intrinsic value method in
accordance with Accounting Principles Board Opinliim 25, “Accounting for Stock Issued to Employées, allowed by Statement of
Financial Accounting Standards No. 123, “AccountiogStock-Based Compensation.” In December 2082 Financial Accounting
Standards Board issued Statement of Financial Adooy Standards No. 123 (Revised 2004), “Share-B&sgyment” (“SFAS 123(R)").
SFAS 123(R) establishes standards for the accayfdirtransactions in which an entity exchangesgdpsity instruments for goods or
services, focusing primarily on accounting for sactions in which an entity obtains employee sewssin exchange for the issuance of stock
options. SFAS 123(R) requires us to measure thieoddse employee services received in exchangariaaward of equity instruments based
upon the fair value of the award on the grant dateeh cost will be recognized as an expense oegpéhiod during which the employee is
required to provide service in exchange for therdw8FAS 123(R) is effective for all awards granader its effective date of January 1,
2006. In accordance with SFAS 123(R), compensatimh is also recognized over the applicable remgimesting period for any awards that
are not fully vested as of the effective date.raeo to eliminate the recognition of compensatinpemse related to outstanding awards the
not fully vested as of January 1, 2006, on December
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14, 2005, the Compensation Committee of our Bohlir@ctors approved accelerating the vesting bfiavested stock options outstanding
(which totaled approximately 1.5 million optionsjfective December 31, 2005. As a result of aca¢iigg the vesting of these options, we
will avoid approximately $4.9 million of pre-tax mpensation expense, of which approximately $4.1lianilwould have been recognized in
2006. We recognized approximately $156,000 of egpem the fourth quarter of 2005 as a result oékating the vesting of these options.
We expect the adoption of SFAS 123(R) to decreaselituted earnings per share by approximately $o0203 in 2006.

On January 1, 2003, we adopted Statementain€ial Accounting Standards No. 143, “AccountiogAsset Retirement
Obligations” (“SFAS 143"), which addresses finaheiecounting and reporting for legal obligations@sated with the retirement of tangible
long-lived assets and requires that the fair valug liability for an asset retirement obligatios kecognized in the period in which it is
incurred and be capitalized as part of the boolevaf the londived asset. Although we generally have no legéibakion to remove obsole
assets, depreciation rates of certain assets isiadbloy regulatory authorities for our telephoperations subject to Statement of Financial
Accounting Standards No. 71, “Accounting for théeefs of Certain Types of Regulation” (“SFAS 7Have historically included a
component for removal costs in excess of the relagtimated salvage value. Notwithstanding the Bolojpf SFAS 143, SFAS 71 requires
to continue to reflect this accumulated liabiliyr femoval costs in excess of salvage value evaugtinthere is no legal obligation to remove
the assets. Therefore, we did not adopt the pranvesof SFAS 143 for our telephone operations stibge8FAS 71. For our telephone
operations acquired from Verizon in 2002 (which moé subject to SFAS 71) and our other non-regdlafeerations, we have not accrued a
liability for anticipated removal costs. For thesasons, the adoption of SFAS 143 did not havetarmaheffect on our financial statements.

On March 31, 2005, the Financial Accountingrisiards Board issued Interpretation No. 47, “Actiogrfor Conditional Asset Retirement
Obligations” (“FIN 47"), an interpretation of SFARI3. FIN 47, which was effective for fiscal yearglig after December 15, 2005, clarifies
that the recognition and measurement provisior8F#S 143 apply to asset retirement obligationshirctvthe timing or method of settlem
may be conditional on a future event that may oy n@t be within control of the entity. We identifieonditional asset retirement obligations
for (i) asbestos removal in buildings, (ii) remoeflunderground storage tanks, (iii) our propeoigated on public and private rights-of way
and (iv) our property that is attached to poles esvhy other utilities and municipalities. Due tlaek of historical experience from which to
reasonably estimate a settlement date or rangetttéreent dates, we concluded that an asset retireabligation associated with our
property located on rights-of-way is indetermindtée also concluded that our conditional assetengtimt obligations related to the removal
of asbestos, underground storage tanks and oueyapat is attached to other entities’ poles imamaterial to our financial condition and
results of operations and therefore has not bemgrezed.

In the fourth quarter of 2004, we adopted Hyimgy Issues Task Force No. 04-8, “The Effect of @@ently Convertible Instruments on
Diluted Earnings Per Share” (“EITF 04-8"). EITF 84equires securities issuable under contingemthyvertible instruments be included in
the diluted earnings per share calculation. Oub$hélion Series K senior notes are convertibl®iadbmmon stock under various contingent
circumstances, including the common stock attaimisgecified trading price in excess of the ndigsd conversion price.
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Beginning in the fourth quarter of 2004, our dilligarnings per share and diluted shares outstanefilegt the application of EITF 0&- Prioi
periods have been restated to reflect this chamgedounting.

Critical Accounting Policies

Our financial statements are prepared in azrwre with accounting principles that are geneadlyepted in the United States. The
preparation of these financial statements requir@sagement to make estimates and assumptiondféettthe reported amounts of assets,
liabilities, revenues and expenses. We continuatbluate our estimates and assumptions includivggthelated to (i) revenue recognition,
(i) allowance for doubtful accounts, (iii) pensiand postretirement benefits, (iv) long-lived assetd (v) income taxes. Actual results may
differ from these estimates and assumptions. We\methat certain critical accounting policies itwoa higher degree of judgment or
complexity, including those described below.

Revenue recognitioiCertain of our interstate network access and datanues are based on tariffed access chargesliiktly with the
FCC; the remainder of such revenues is derived f@manue sharing arrangements with other LECs adtamed by the National Exchange
Carrier Association. In the second quarter of 2002 revised certain estimates for recognizing 8tsge revenues. Previously, we initially
recognized interstate revenues at a rate of rédwer than the authorized rate of return prescrimgthe FCC to allow for potential decreases
in demand or other factor changes which could dseréhe achieved rate of return over the respetorgtoring periods. As the monitoring
periods progressed, we recorded additional reveratably up to the achieved rate of return. Ingaeond quarter of 2004, we began gene
recognizing such interstate network access revesiuth® authorized rate of return, unless the heitldeved rate of return was lower than
authorized.

The Telecommunications Act of 1996 allows leachange carriers to file access tariffs on esstilined basis and, if certain criteria are
met, deems those tariffs lawful. Tariffs that héeen “deemed lawful” in effect nullify an inter dvange carrier’s ability to seek refunds
should the earnings from the tariffs ultimatelyuien earnings above the authorized rate of repuascribed by the FCC. Certain of our
telephone subsidiaries file interstate tariffs diewith the FCC using this streamlined filing apach. Since July 2004, we have recognized
billings from our tariffs as revenue since we batisuch tariffs are “deemed lawful.” There is neumance that our future tariff filings will be
“deemed lawful.” For those tariffs that have not lgeen “deemed lawful,” we initially recorded akadility our earnings in excess of the
authorized rate of return, and may thereafter reizegas revenue some or all of these amounts a&nithe@f the applicable settlement period or
as our legal entitlement thereto becomes moreineiée recorded approximately $35.9 million as rax@in the third quarter of 2005 as the
settlement period related to the 2001/2002 momitpperiod lapsed on September 30, 2005. The anofunir earnings in excess of the
authorized rate of return reflected as a liabititythe balance sheet as of December 31, 2005&0f63/2004 monitoring period aggregated
approximately $31.5 million. The settlement peniethted to the 2003/2004 monitoring period lapseSeptember 30, 2007. We will
continue to monitor the legal status of any progegsithat could impact our entitlement to thesedfun
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Allowance for doubtful accountsn evaluating the collectibility of our accoumeceivable, we assess a number of factors, inadualin
specific customer’s or carrier’s ability to meet financial obligations to us, the length of tirhe teceivable has been past due and historical
collection experience. Based on these assessmentgcord both specific and general reserves foollectible accounts receivable to reduce
the related accounts receivable to the amount tireatkly expect to collect from customers and eastilf circumstances change or econc
conditions worsen such that our past collectioreggpce is no longer relevant, our estimate oféteverability of our accounts receivable
could be further reduced from the levels refleéredur accompanying consolidated balance sheet.

Pension and postretirement benefifhe amounts recognized in our financial statemegiited to pension and postretirement benefits ar
determined on an actuarial basis, which utilizesyressumptions in the calculation of such amouktEgnificant assumption used in
determining our pension and postretirement expenge expected long-term rate of return on plaetss For 2005 and 2004, we utilized an
expected long-term rate of return on plan asse®s25%, which we believe reflects the expected {tmm rates of return in the financial
markets.

Another assumption used in the determinatfaouo pension and postretirement benefit plan altiams is the appropriate discount rate.
Our discount rate at December 31, 2005 was 5.5%paced to 5.75% at December 31, 2004, which we\aelgethe appropriate rate at wh
the pension and postretirement benefits could feetafely settled. Such rates were determined baseal discounted cash flow analysis of
our expected cash outflows of our benefit plang5fasis point decrease in the assumed discoenivatld increase annual pension expense
approximately $1.8 million and increase annual gdsement expense approximately $900,000.

Intangible and long-lived assetle are subject to testing for impairment of Idivgd assets under two accounting standards, Séateol
Financial Accounting Standards No. 142, “Goodwilti@Dther Intangible Assets” (“SFAS 142"), and Stadat of Financial Accounting
Standards No. 144, “Accounting for the ImpairmenbDgposal of Long-Lived Assets” (“SFAS 144").

SFAS 142 requires goodwill recorded in bussinemmbinations to be reviewed for impairment ast@mnually and requires write-downs
only in periods in which the recorded amount of @il exceeds the fair value. Under SFAS 142, impaint of goodwill is tested by
comparing the fair value of the reporting unitt®darrying value (including goodwill). Estimatefstioe fair value of the reporting unit are
based on valuation models using techniques suntuéiiples of earnings (before interest, taxes aggréeciation and amortization). If the fair
value of the reporting unit is less than the cagyralue, a second calculation is required in wiiehimplied fair value of goodwill is
compared to its carrying value. If the implied feddue of goodwill is less than its carrying valgepdwill must be written down to its impli
fair value. We completed the required annual tegbodwill impairment (as of September 30, 2005)emSFAS 142 and determined our
goodwill is not impaired as of such date.
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Under SFAS 144, the carrying value of longethassets other than goodwill is reviewed for impant whenever events or circumstances
indicate that such carrying amount cannot be reede by assessing the recoverability of the cagyialue through estimated undiscounted
net cash flows expected to be generated by thésasisthe undiscounted net cash flows are less tha carrying value, an impairment loss
would be measured as the excess of the carryingg \aila long-lived asset over its fair value.

Income taxesWe estimate our current and deferred income taassdon our assessment of the future tax conseegiehtransactions
that have been reflected in our financial statesientpplicable tax returns. Actual income taxed pauld vary from these estimates due to
future changes in income tax law or the resolutibaudits by federal and state taxing authorite. maintain income tax contingency
reserves for potential assessments from the vatéoursg authorities. These reserves are estimatseddoon our judgment of the probable
outcome of the tax contingencies and are adjusteddically based on changing facts and circum&anChanges to the tax contingency
reserves could materially affect operating regulthe period of change.

For additional information on our critical @mting policies, see “Accounting Pronouncementsf ‘@Regulation and Competition — Other
Matters” below, and the footnotes to our consoéddinancial statements included elsewhere herein.

Inflation

Historically, we have mitigated the effectdrofreased costs by recovering over time certagtscapplicable to our regulated telephone
operations through the rate-making process. How&¥Cs operating over 60% of our total access laresnow governed by state alternative
regulation plans, some of which restrict or delay ability to recover increased costs. Additionglfe regulatory changes may further alter
our ability to recover increased costs in our rated operations. For the properties acquired frarizén in 2002, which are regulated under
price-cap regulation for interstate purposes, price charage limited to the rate of inflation, minus adqurctivity offset. As operating expen:
in our nonregulated lines of business increaserasudt of inflation, we, to the extent permitteddompetition, attempt to recover the cost:
increasing prices for our services and equipment.

MARKET RISK

We are exposed to market risk from changést@nest rates on our long-term debt obligations. Neve estimated our market risk using
sensitivity analysis. Market risk is defined as fplogential change in the fair value of a fixed-rdébt obligation due to a hypothetical adverse
change in interest rates. Fair value of long-teahbtabligations is determined based on a discourdsel flow analysis, using the rates and
maturities of these obligations compared to terntsrates currently available in the long-term ficiag markets. The results of the sensitivity
analysis used to estimate market risk are presédmiedv, although the actual results may differ fritiase estimates.
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At December 31, 2005, the fair value of oungderm debt was estimated to be $2.6 billion basethe overall weighted average rate of
our long-term debt of 6.7% and an overall weightedurity of 9 years compared to terms and ratedadla on such date in long-term
financing markets. Market risk is estimated aspbtential decrease in fair value of our long-tembtdresulting from a hypothetical increase
of 67 basis points in interest rates (ten percéntiooverall weighted average borrowing rate).tSan increase in interest rates would result
in approximately a $98.2 million decrease in thefalue of our long-term debt. As of December 3005, after giving effect to interest rate
swaps currently in place, approximately 81% of loag-term debt obligations were fixed rate.

We seek to maintain a favorable mix of fixexdl ariable rate debt in an effort to limit interessts and cash flow volatility resulting from
changes in rates. From time to time, we use dévrastruments to (i) lock-in or swap our expostor&hanging or variable interest rates for
fixed interest rates or (ii) to swap obligationgtry fixed interest rates for variable intereseésatVe have established policies and procedures
for risk assessment and the approval, reportingnaomitoring of derivative instrument activities. Wle not hold or issue derivative financial
instruments for trading or speculative purposes.péféodically review our exposure to interest fldetuations and implement strategies to
manage the exposure.

At December 31, 2005, we had outstanding fawmvalue interest rate hedges associated witliuth&500 million aggregate principal
amount of our Series L senior notes, due 2012 phgtinterest at a fixed rate of 7.875%. These bgdge “fixed to variable” interest rate
swaps that effectively convert our fixed rate intgpayment obligations under these notes intgatiins to pay variable rates that range
from the six-month London InterBank Offered RatelBOR”) plus 3.229% to the six-month LIBOR plus 3%, with settlement and rate
reset dates occurring each six months throughxpeagion of the hedges in August 2012. At Decengier2005, we realized a rate under
these hedges of 8.25% and for 2005 we realizederage interest rate of 7.80%. Interest expensaedisced by $386,000 during 2005 as a
result of these hedges. The aggregate fair magtee\of these hedges was $17.6 million at Decer@bge2005 and is reflected both as a
liability and as a decrease in our underlying loegn debt on the December 31, 2005 balance shett.rgépect to these hedges, market risk
is estimated as the potential change in the fdirevaf the hedge resulting from a hypothetical liétease in the forward rates used to
determine the fair value. A hypothetical 10% insea the forward rates would result in a $32.4iamldecrease in the fair value of these
hedges and would also increase our interest expense

As of December 31, 2004, we also had outstandash flow hedges that effectively locked inititerest rate on a majority of certain
anticipated debt transactions that ultimately wenepleted in February 2005. We locked in the irstierate on (i) $100 million of 2.25 year
debt (remarketed in February 2005) at 3.9%; (if $llion of 10-year debt (issued in February 2086%.4%; and (iii) $225 million of 10-
year debt (issued in February 2005) at 5.5%. Irriely 2005, upon settlement of such hedges, wedgived $366,000 related to 1
2.25 year debt remarketing which is being amortaed reduction of interest expense over the rangaterm of the debt and (ii) paid
$7.7 million related to the 10-year debt issuanb&tvis being amortized as an increase in intengsénse over the 10-year term of the debt.
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LIQUIDITY AND CAPITAL RESOURCES

Excluding cash used for acquisitions, we mrycash provided by operations to provide for agshcneeds. Our operations have historic
provided a stable source of cash flow which hapdals continue our long-term program of capitariosnements.

Operating activities Net cash provided by operating activities was4$8énillion, $955.8 million and $1.068 billion ir0@5, 2004 and
2003, respectively. Our accompanying consolidatatsents of cash flows identify major differenbesween net income and net cash
provided by operating activities for each of thgears. For additional information relating to opeaations, see “Results of Operations”
above.

Investing activities Net cash used in investing activities was $4&dillon, $413.3 million and $464.6 million in 2008004 and 2003,
respectively. Cash used for acquisitions was $#bllton in 2005 (due to the acquisition of fibersass in 16 metropolitan markets from KMC
Telecom Holdings, Inc.) and $86.2 million in 20@Bikharily due to the acquisitions of fiber trangpassets and the acquisition of an
additional 24.3% interest in a telephone companyhith we now own a 100% interest). Capital expemds during 2005, 2004 and 2003
were $414.9 million, $385.3 million and $377.9 1oitl, respectively.

Financing activities Net cash used in financing activities was $49ilion in 2005, $578.5 million in 2004 and $403llion in 2003.
Payments of debt were $693.3 million in 2005 and%4 million in 2004. In accordance with previoualynounced stock repurchase
programs, we repurchased 16.4 million shares 6138 million) and 13.4 million shares (for $40i@lion) in 2005 and 2004, respectively.
The 2005 repurchases include 12.9 million shanesrolased (for a total price of $437.5 million) endccelerated share repurchase
agreements (see below and Note 8 to the accompafigancial statements for additional information).

In February 2005, we remarketed substantallgf our $500 million of outstanding Series Jisemotes due 2007 at an interest rate of
4.628%. We received no proceeds in connection thighremarketing as all proceeds were held in tnusecure the obligation of our equity
unit holders to purchase common stock from us oy M& 2005. In connection with the remarketing,puechased and retired approximately
$400 million of the notes, resulting in approxingt®100 million remaining outstanding. We incuregre-tax charge of approximately
$6 million in the first quarter of 2005 relatedgorchasing and retiring the notes. Proceeds tchaseesuch notes came from the
February 2005 issuance of $350 million of 5% senates, Series M, due 2015 and cash on hand.

On May 16, 2005, upon settlement of 15.9 mnillof our outstanding equity units, we receivedcpemls of approximately $398.2 million
and issued approximately 12.9 million common shdrekate May 2005, we entered into acceleratedeshegpurchase agreements with
investment banks whereby we repurchased and reté&dmillion shares of common stock for an iniiglgregate price of $416.5 million, the
proceeds of which came from the settlement of thatg units mentioned above and cash on hand. Uthése agreements, the investment
banks repurchased CenturyTel shares in the opekettirough December 2005. At the end of the rdpase period, we paid the investment
banks a price adjustment in cash of approximat2l,Gémillion based principally upon the actual aofsthe shares repurchased by the
investment banks.
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Other. For 2006, we have budgeted $325 million for clkpenditures. We have invested significant art®imour wireline network i
the last several years and believe we are in dipo$o move closer to maintenance capital expengliievels for the foreseeable future for
wireline operations. Our capital expenditure budidsd includes amounts for expanding our new semvfterings and expanding our data
networks.

As relief from the effects of Hurricane Katijrcertain of our affected subsidiaries were gchatdeferral from making their remaining
2005 estimated federal tax payments until 2006 oAdiagly, we made a payment of approximately $7Bianiin the first quarter of 2006 to
satisfy our remaining 2005 estimated payments.

We expect to receive approximately $120 millgd cash on a pre-tax basis in the first half @& from the redemption of our Rural
Telephone Bank stock.

On February 21, 2006, our board of directgraved a stock repurchase program authorizing uspurchase up to $1.0 billion of our
common stock and terminated the approximately $ill®mremaining balance of our existing $200 nailii share repurchase program
approved in February 2005. We repurchased the#860 million of common stock through acceleratears repurchase agreements entered
into with various investment banks, repurchasing rtiring approximately 14.36 million shares ofremon stock at an average initial price
of $34.83 per share. We funded these agreememnisgally through borrowings under our $750 millioredit facility and cash on hand. We
expect to use cash generated from operations dR€iA§ to repay these borrowings. The investmenkdare expected to repurchase an
equivalent number of shares in the open markdtarcoming months. Once these repurchases are dempiwill receive or be required to
pay a price adjustment (payable at our discretiogither shares or cash) based principally on ¢theaacost of the shares repurchased by the
investment banks.

The following table contains certain infornoaticoncerning our material contractual obligatiaa®©f December 31, 2005.

Payments due by peric
Contractua After
obligations Total 2006 2007-2008 200¢-201C 2010
(Dollars in thousands

Long-term debt, including current maturities angdita
lease obligation® $2,652,801 276,73(2 401,74¢ 529,84t 1,444 47

Interest on lon- term debt obligation $1,730,95. 178,23« 320,87¢ 289,85! 941,98:

(1) For additional information on the terms of outstanding debt instruments, see Note 5 to ¢tinealidated financial statements included
in this report

(2) Includes $165 million aggregate principal amioof our convertible debentures, Series K, dug22@hich can be put to us at various
dates beginning in 200
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We continually evaluate the possibility of ating additional communications operations andegxpo continue our long-term strategy of
pursuing the acquisition of attractively-priced aqommications properties in exchange for cash, seéesior both. At any given time, we may
be engaged in discussions or negotiations regaatidgional acquisitions. We generally do not am@uour acquisitions or dispositions u
we have entered into a preliminary or definitiveesgment. We may require additional financing inresstion with any such acquisitions, the
consummation of which could have a material impacour financial condition or operations. Approxielg 4.1 million shares of our
common stock and 200,000 shares of our preferped semain available for future issuance in conoectvith acquisitions under our
acquisition shelf registration statement.

During 2005, we secured a new five-year, $nillon revolving credit facility. Up to $150 miltin of the facility can be used for letters of
credit, which reduces the amount available for o&xensions of credit. The credit facility consfinancial covenants that require us to meet
a consolidated leverage ratio (as defined in thiitig not exceeding 4 to 1 and a minimum interes¢erage ratio (as defined in the facility)
of at least 1.5 to 1. The interest rate on revgiloans under the facility is based on our choicgeweral prevailing commercial lending rates
plus an additional margin that varies dependingumncredit ratings and aggregate borrowings urntiefdcility. We must pay a quarterly
commitment fee on the unutilized portion of theilfac the amount of which varies based on our dreatings. As of December 31, 2005, we
had no amounts outstanding under our new credlitfac

As of December 31, 2005, our telephone subsat also had available for use $115.9 millios@hmitments for long-term financing
from the Rural Utilities Service. We have a commnarmpaper program that authorizes us to have audstg up to $1.5 billion in commercial
paper at any one time; however, borrowings aret¥fey limited to the amount available under otgdit facility. As of December 31, 2005,
we had no commercial paper outstanding under stagrgam. We also have access to debt and equityatapéarkets, including our shelf
registration statements. At December 31, 2005, ele dver $158.8 million of cash and cash equivalent

Moody'’s Investors Service (“Moody’s”) ratesrdang-term debt Baa2 (with a stable outlook) ateh8ard & Poor’s (“S&P”) rates our
long-term debt BBB+ (subject to being on CreditWatgth negative implications). Moody’s affirmed itgting in early 2006 in connection
with the announcement of our $1.0 billion stockurhase program. In January 2006, S&P placed dutrrdéng on CreditWatch with
negative implications, citing the continued losso€ess lines in the wireline industry as a whOle. commercial paper program is rated P2
by Moody’s and A2 by S&P. Any downgrade in our dgtedtings will increase our borrowing costs andhooitment fees under our
$750 million revolving credit facility. Downgradesuld also restrict our access to the capital ntarlkeecelerate the conversion rights of
holders of our outstanding convertible securitiestease our borrowing costs under new or replacechebt financings, or otherwise
adversely affect the terms of future borrowingsdoypong other things, increasing the scope of obt c@venants and decreasing our financial
or operating flexibility.
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The following table reflects our debt to totapitalization percentage and ratio of earningsxad charges and preferred stock dividenc
of and for the years ended December 31:

2005 2004 2003
Debt to total capitalizatio 42.2% 46.¢ 47.¢
Ratio of earnings to fixed charges and preferredkstlividends* 3.6( 3.57 3.3

* For purposes of the chart above, “earnings”ststrof income before income taxes and fixed ctarged “fixed charges” include our
interest expense, including amortized debt issuansts, and our preferred stock dividend cc

REGULATION AND COMPETITION

The communications industry continues to ugdefarious fundamental regulatory, legislative, pefitive and technological changes.
These changes may have a significant impact ofutbee financial performance of all communicati@wsnpanies.

Events affecting the communications industyireless telephone services increasingly corstiisignificant source of competition with
LEC services, especially since wireless carriexehmegun to compete effectively on the basis afgowith more traditional telephone
services. As a result, some customers have chosmmipletely forego use of traditional wireline pleeservice and instead rely solely on
wireless service. We anticipate this trend will thome, particularly if wireless service providemntinue to expand their coverage areas,
reduce their rates, improve the quality of theiwges, and offer enhanced new services.

In 1996, the United States Congress enacteddélecommunications Act of 1996 (the “1996 Actihich obligates LECs to permit
competitors to interconnect their facilities to tHeC’s network and to take various other steps @inatdesigned to promote competition.
Under the 1996 Act’s rural telephone company exempapproximately 50% of our telephone accesslare exempt from certain of these
interconnection requirements unless and until gpF@priate state regulatory commission overridesetkemption upon receipt from a
competitor of a bona fide request meeting certetera.

Prior to and since the enactment of the 1986 the FCC and a number of state legislative agdlatory bodies have also taken steps to
foster local exchange competition. Coincident wiitis recent movement toward increased competitasntdeen the reduction of regulatory
oversight of LECs. These cumulative changes, calupiéh various technological developments, havetdethe continued growth of various
companies providing services that compete with LE€srices.

As mandated by the 1996 Act, in May 2001 tiCFmodified its existing universal service suppoéchanism for rural telephone
companies by adopting an interim mechanism fovexfiear period, which ends June 30, 2006, basedmredded, or historical, costs that
will provide predictable levels of support to rulatal exchange carriers, including substantiadllpfour LECs. Wireless and other
competitive service providers continue to seekildigtelecommunications carrier (“ETC”) status mer to be eligible to receive USF
support, which, coupled with changes in usagelettanmunications services, have placed stressd®eddSF’s funding
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mechanism. These developments have placed addifioaacial pressure on the amount of money thaeisessary and available to provide
support to all eligible service providers, incluglisupport payments we receive from the High CostpLsupport program. As a result of the
continued increases in the nationwide averagepmrdbop factor used by the FCC to allocate furrdsrag all recipients (caused by a decrt
in the size of the High Cost Loop support progrard ehanges in requests for support from the USE)be&lieve the aggregate level of
payments we receive from the USF will continue éclthe in the near term under the FCC’s currergsuBased on recent FCC filings, we
anticipate our 2006 revenues from the USF High Cosp support program will be approximately $8-1®ion lower than 2005 levels due
to increases in the nationwide average cost perflactor.

On August 16, 2004, the FSJB released a nodipeesting comments on the FCC's current rulegi®iprovision of high-cost support for
rural companies, including comments on whetheilglity requirements should be amended in a matim&rwould adversely affect larger
rural LECs such as us. In addition, the FCC hasrtalarious other steps in anticipation of restmiatuuniversal service support mechanisms
and various parties have judicially challenged sshv@spects of the FCC'’s universal service rulksfavhich has created additional
uncertainty regarding the USF’s programs, includipgning a docket that will change the method ofifng contributions. The FCC is
expected to issue soon an order addressing a pasofycontribution methodology. In the event tha¢sl not happen, we believe, but cannot
assure you, that the FCC will likely extend thesiith mechanism now in place before it lapses o B 2006.

Technological developments have led to theslibgpment of new services that compete with tradéld_EC services. Technological
improvements have enabled cable television compdaiprovide traditional circuit-switched teleph@®vice over their cable networks, and
several national cable companies have aggresgivedued this opportunity. Recently several largeteic utilities have announced plans to
offer communications services that compete with EEBRecent improvements in the quality of “Voice-eirgernet Protocol” (“VolP”)
service have led several cable, Internet, datao#éimet communications companies, as well as sfadompanies, to substantially increase |
offerings of VolIP service to business and resi@gwtistomers. VolP providers use existing broadbetadiorks to deliver flat-rate, all
distance calling plans that may offer features tia@inot readily be provided by traditional LECs amaly be priced below those currently
charged for traditional local and long distancepélone services. Beginning in late 2003, the FQtaiaed rulemaking proceedings to address
the regulation of VoIP, and has adopted orderséskéng some initial broad regulatory guidelin@sere can be no assurance that future
rulemaking will be on terms favorable to ILECs tlat VVoIP providers will not successfully compete dur customers.

In 2003, the FCC opened a broad intercaroerpensation proceeding with the ultimate goal ehting a uniform mechanism to be used
by the entire telecommunications industry for pagtadetween carriers originating, terminating, yiag or delivering telecommunications
traffic. The FCC has received intercarrier comp&orgroposals from several industry groups, anearly 2005 solicited comments on all
proposals previously submitted to it. Industry neg@mns are continuing with the goal of developmgonsensus plan that addresses the
concerns of carriers from all industry segmentdillthiis proceeding concludes and the changesyif # the existing rules are established,
we cannot estimate the impact this proceedinghaile on our results of operations.
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Many cable, entertainment, technology or otteenmunication companies that previously offerdichited range of services are now, like
us, offering diversified bundles of services. Aslsla growing number of companies are competirggitee the communications needs of the
same customer base.

Recent events affecting uBuring the last few years, several states in Wwhe have substantial operations took legislativeegulatory
steps to further introduce competition into the LE@iness. The number of companies which have stegi@uthorization to provide local
exchange service in our service areas has incréasedent years, especially in the markets acduii@m Verizon in 2002 and 2000, and it is
anticipated that similar action may be taken byeaghn the future.

State alternative regulation plans recentlypaeld by certain of our LECs have also affecte@mere growth recently. These alternative
regulation plans now govern over 60% of our actiass.

Certain long distance carriers continue tauestj that we reduce intrastate access tariffed fatecertain of its LECs. In addition, we have
recently experienced reductions in intrastateitraffartially due to the displacement of minutesaiseless, electronic mail and other optional
calling services. In 2005 we incurred a reductiolur intrastate revenues of approximately $13Manicompared to 2004 primarily due to
these factors. The corresponding decrease in 200¢ared to 2003 was $26.8 million. We believe ttead of decreased intrastate minutes
will continue in 2006, although the magnitude oflsdlecrease is uncertain.

While we expect our operating revenues in 200ntinue to experience downward pressure piiyndwe to continued access line losses
and reduced network access revenues, we expectisalihes to be partially offset primarily due teieased demand for our fiber transport,
DSL and other nonregulated product offerings (iditlg our new video and wireless initiatives).

For a more complete description of regulatiod competition impacting our operations and variatiendant risks, please see Items 1 and
1A of our Annual Report on Form 10-K for the yeaded December 31, 2005.

Other matters Our regulated telephone operations (except ®ptioperties acquired from Verizon in 2002) argesettio the provisions
of Statement of Financial Accounting Standards MNg.“Accounting for the Effects of Certain TypesRégulation” (“SFAS 71"). Actions by
regulators can provide reasonable assurance oétiognition of an asset, reduce or eliminate theevaf an asset and impose a liability on a
regulated enterprise. Such regulatory assets ahilities are required to be recorded and, accgigimeflected in the balance sheet of an
entity subject to SFAS 71. We are monitoring thgaing applicability of SFAS 71 to our regulatedefghone operations due to the changing
regulatory, competitive and legislative environnsemind it is possible that changes in regulatiegislation or competition or in the demand
for regulated services or products could resutitintelephone operations no longer being subjeSBRAS 71 in the near future.

Statement of Financial Accounting Standards N4, “Regulated Enterprises — Accounting for Eigcontinuance of Application of
FASB Statement No. 71" (“SFAS 101"), specifies #oeounting required when
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an enterprise ceases to meet the criteria for ggtjn of SFAS 71. SFAS 101 requires the elimimatbthe effects of any actions of
regulators that have been recognized as assetmhitities in accordance with SFAS 71 but would have been recognized as assets and
liabilities by nonregulated enterprises. Depreoiatiates of certain assets established by regylatghorities for our telephone operations
subject to SFAS 71 have historically included a ponent for removal costs in excess of the relastidhated salvage value. Notwithstanding
the adoption of SFAS 143, SFAS 71 requires us iigoe to reflect this accumulated liability fommeval costs in excess of salvage value
even though there is no legal obligation to remitneassets. Therefore, we did not adopt the pavisof SFAS 143 for our telephone
operations subject to SFAS 71. SFAS 101 furtheviges that the carrying amounts of property, ptard equipment are to be adjusted only
to the extent the assets are impaired and thatiimpat shall be judged in the same manner as foragulated enterprises.

Our consolidated balance sheet as of DeceB1he005 included regulatory assets of approxinga@l1 million (primarily deferred costs
related to financing costs and regulatory procegsjiand regulatory liabilities of approximately 818 million related to estimated removal
costs embedded in accumulated depreciation (asilbed@bove). Net deferred income tax assets tetatéhe regulatory assets and liabilities
quantified above were $68.3 million.

When and if our regulated operations no lomgeify for the application of SFAS 71, we curigrdo not expect to record any impairm
charge related to the carrying value of the prgp@tant and equipment of our regulated telephgrerations. Additionally, upon the
discontinuance of SFAS 71, we would be requirettise the lives of our property, plant and equiptrie reflect the estimated useful lives
of the assets. We currently do not expect suclsias in asset lives will have a material impacbanresults of operations. For regulatory
purposes, the accounting and reporting of our kedap subsidiaries will not be affected by the disitmed application of SFAS 71.

We have certain obligations based on fedstale and local laws relating to the protectiothefenvironment. Costs of compliance thra
2005 have not been material, and we currently ddakeve that such costs will become material.
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FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Management

The Shareholders
CenturyTel, Inc.:

Management has prepared and is responsibtadantegrity and objectivity of our consolidatiéalancial statements. The consolidated
financial statements have been prepared in accoedaith accounting principles generally acceptethenUnited States of America and
necessarily include amounts determined using osirjodgments and estimates.

Our consolidated financial statements have laeelited by KPMG LLP, an independent registerdalipiaccounting firm, who have
expressed their opinion with respect to the fasrasthe consolidated financial statements. Thadlitavas conducted in accordance with
standards of the Public Company Accounting Ovetdiglard (United States).

Management is responsible for establishingraaihtaining adequate internal controls over finalneporting, a process designed to
provide reasonable assurance regarding the réjabflfinancial reporting and the preparation imfaincial statements for external purposes in
accordance with generally accepted accounting ipfeez Under the supervision and with the partitgraof management, including our
principal executive officer and principal financ@ficer, we conducted an evaluation of the effestiess of our internal control over financial
reporting based on the frameworklimernal Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatidrike
Treadway Commission (“COSQ”). Based on our evatunatinder the framework of COS@anagement concluded that our internal control
over financial reporting was effective as of DecemBl, 2005. Management’s assessment of the ef@etss of our internal control over
financial reporting as of December 31, 2005 has lzerlited by KPMG LLP, as stated in their reportolihis included herein.

Because of its inherent limitations, intercahtrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdenqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

The Audit Committee of the Board of Directts£omposed of independent directors who are rimen$ or employees. The Committee
meets periodically with the external auditors, ingg auditors and management. The Committee corssile independence of the external
auditors and the audit scope and discusses inteonalol, financial and reporting matters. Both éx¢éernal and internal auditors have free
access to the Committee.

/s/ R. Stewart Ewing, J

R. Stewart Ewing, J

Executive Vice President and Chief Financial Offi
March 13, 200¢
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
CenturyTel, Inc.:

We have audited the accompanying consolidasdhce sheets of CenturyTel, Inc. and subsidiasesf December 31, 2005 and 2004,
the related consolidated statements of income, celngmsive income, cash flows and stockholders'tgdoi each of the years in the three-
year period ended December 31, 2005. These coasadidinancial statements are the responsibilithefCompan’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance withsthadards of the Public Company Accounting Ovétdgpard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated financialtstaents referred to above present fairly, in altarial respects, the financial position of
CenturyTel, Inc. and subsidiaries as of DecembefB@5 and 2004, and the results of their operatsord their cash flows for each of the
years in the thre-year period ended December 31, 2005, in conformitly U.S. generally accepted accounting principles

We also have audited, in accordance with téiedards of the Public Company Accounting Oversigdrd (United States), the
effectiveness of the Company’s internal controlrdirancial reporting as of December 31, 2005, Hasecriteria established Internal
Control—Integrated Framewoiiksued by the Committee of Sponsoring Organizatigrike Treadway Commission (COSQand our report
dated March 13, 2006 expressed an unqualified @pian management’s assessment of, and the effegemtion of, internal control over
financial reporting.

/sl KPMG LLP
Shreveport, Louisiana
March 13, 2006
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
CenturyTel, Inc.:

We have audited management’s assessmentgdattin the accompanyirigeport of Managementhat CenturyTel, Inc. maintained
effective internal control over financial reportiag of December 31, 2005, based on criteria estadliininternal Control—Integrated
Frameworkissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO). The Companysagement is
responsible for maintaining effective internal cohbver financial reporting and for its assessnwdrihe effectiveness of internal control over
financial reporting. Our responsibility is to expsean opinion on management’s assessment andraoroph the effectiveness of the
Company’s internal control over financial reportingsed on our audit.

We conducted our audit in accordance withsthedards of the Public Company Accounting Ovetdiglard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahgaéug the design and operating effectivenessitefrnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesagonable basis for our opinion.

A company'’s internal control over financiapogting is a process designed to provide reasoraslerance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantte WiS. generally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdestessary to permit preparation of financakstents in accordance with U.S. genel
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygsats that could have a material effect on thenfiizd statements.

Because of its inherent limitations, interoahtrol over financial reporting may not prevendetect misstatements. Also, projections of
any evaluation of effectiveness to future periagssabject to the risk that controls may becomdenaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

In our opinion, management’s assessment teatuyTel, Inc. maintained effective internal cahtover financial reporting as of
December 31, 2005, is fairly stated, in all mategapects, based on criteria establishddtiernal Control—Integrated Framewoigsued by
the Committee of Sponsoring Organizations of thea@ivay Commission (COSOMIso, in our opinion, CenturyTel, Inc. maintainéal all
material respects, effective internal control diieancial reporting as of December 31, 2005, basedriteria established imternal
Control—
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Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO).

We also have audited, in accordance with téiedards of the Public Company Accounting Oversigdrd (United States), the
consolidated balance sheets of CenturyTel, Inc.sabdidiaries as of December 31, 2005 and 2004thenigtlated consolidated statements of
income, comprehensive income, cash flows and stiddkhs’ equity for each of the years in the threafyperiod ended December 31, 2005,
and our report dated March 13, 2006 expressed @ualified opinion on those consolidated financtatements.

/sl KPMG LLP
Shreveport, Louisiana
March 13, 2006
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CENTURYTEL, INC.
Consolidated Statements of Income

Year ended December 2

2005 2004 2003

(Dollars, except per share amout
and shares in thousanc

OPERATING REVENUES $2,479,25. 2,407,37. 2,367,61!
OPERATING EXPENSE:!
Cost of services and products (exclusive of deptixi and amortizatior 821,92¢ 755,41 739,21(
Selling, general and administrati 388,98t 397,10: 374,35:
Depreciation and amortizatic 531,93: 500,90 503,65:
Total operating expens 1,742,84! 1,653,41! 1,617,21.
OPERATING INCOME 736,40: 753,95: 750,39¢
OTHER INCOME (EXPENSE
Interest expens (201,80) (211,05) (226,75)
Income from unconsolidated cellular ent 4,91( 7,067 6,16(
Other income (expens (1,7472) (2,599 2,15¢
Total other income (expens (198,63) (206,58)) (218,437
INCOME BEFORE INCOME TAX EXPENSI 537,77( 547,37 531,95¢
Income tax expens 203,29: 210,12¢ 187,25:
NET INCOME $ 334,47 337,24« 344,70°
BASIC EARNINGS PER SHARI $ 2.5¢8 2.4F 2.4C
DILUTED EARNINGS PER SHARE $ 2.4¢ 2.41 2.3¢
DIVIDENDS PER COMMON SHARE $ .24 .23 22
AVERAGE BASIC SHARES OUTSTANDINC 130,84: 137,21! 143,58:
AVERAGE DILUTED SHARES OUTSTANDINC 136,08° 142,14 148,77¢

See accompanying notes to consolidated financ#tsients.
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CENTURYTEL, INC.

Consolidated Statements of Comprehensive Income

Year ended December :

2005 2004 2003
(Dollars in thousands
NET INCOME $334,47¢ 337,24« 344,70°
OTHER COMPREHENSIVE INCOME, NET OF TAXE
Minimum pension liability adjustmen
Minimum pension liability adjustment, net of $1,4885,916) and $19,312 ti 2,301 (9,49)) 35,86¢
Unrealized holding gair
Unrealized holding gains related to marketable stes arising during the period,
net of $165 and $940 t: 264 1,50¢ —
Derivative instruments
Net losses on derivatives hedging variability afttélows, net of ($2,606), ($219)
and ($36) ta (4,180 (351 (67)
Reclassification adjustment for losses includedehincome, net of $202 and
$487 tax 324 — 90¢€
COMPREHENSIVE INCOME $333,19: 328,91( 381,41(

See accompanying notes to consolidated financsdistents.
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CENTURYTEL, INC.
Consolidated Balance Sheets

December 31

2005

2004

(Dollars in thousands

ASSETS
CURRENT ASSET¢
Cash and cash equivalel $ 158,84t 167,21!
Accounts receivabl
Customers, less allowance of $11,312 and $12 154,36° 161,82
Interexchange carriers and other, less allowan&i0f409 and $8,4Z 82,341 70,75:
Materials and supplies, at average ( 6,99¢ 5,361
Other 20,45¢ 14,691
Total current asse 423,01¢ 419,84
NET PROPERTY, PLANT AND EQUIPMEN 3,304,48! 3,341,40:
GOODWILL AND OTHER ASSETS
Goodwill 3,432,64! 3,433,86:
Other 602,55t 601,84
Total goodwill and other asse 4,035,20! 4,035,70!
TOTAL ASSETS $7,762,70 7,796,95:
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Current maturities of lor-term debt $ 276,73t 249,61°
Accounts payabl 104,44. 141,61¢
Accrued expenses and other current liabili
Salaries and benefi 60,52 60,85¢
Income taxe: 110,52: 54,64¢
Other taxe: 58,66( 47,76
Interest 71,58( 67,37¢
Other 14,85 18,87
Advance billings and customer depo: 48,91% 50,86(
Total current liabilities 746,23( 691,61¢
LONG-TERM DEBT 2,376,07! 2,762,01!
DEFERRED CREDITS AND OTHER LIABILITIES 1,023,13. 933,55:
STOCKHOLDERY EQUITY
Common stock, $1.00 par value, authorized 350,@@shares, issued and outstanding 131,074,39
132,373,912 shar 131,07: 132,37:
Paic-in capital 129,80¢ 222,20!
Accumulated other comprehensive loss, net o (9,619 (8,339
Retained earning 3,358,16: 3,055,54!
Preferred stoc— nor-redeemabl 7,85( 7,97¢
Total stockholder equity 3,617,27. 3,409,76!
TOTAL LIABILITIES AND EQUITY $7,762,70 7,796,95:

See accompanying notes to consolidated financsdstents.
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CENTURYTEL, INC.
Consolidated Statements of Cash Flows

Year ended December 2

2005 2004 2003
(Dollars in thousands
OPERATING ACTIVITIES
Net income $ 334,47¢ 337,24 344.,70°
Adjustments to reconcile net income to net caskigeal by operating activitie
Depreciation and amortizatic 531,93: 500,90 503,65:
Deferred income taxe 69,53( 74,37¢ 128,70t
Income from unconsolidated cellular ent (4,910 (7,067 (6,160
Changes in current assets and current liabil
Accounts receivabl (68E) 2,937 37,98(
Accounts payabl (37,179 15,51¢ 47,97:
Accrued taxe! 72,97 27,04( 57,70¢
Other current assets and other current liabilities (8,11)) 12,83: 17,32:
Retirement benefit (16,81%) 26,95¢ (14,739
(Increase) decrease in noncurrent as 1,97: (34,740 (42,880)
Increase (decrease) in other noncurrent liabil 2,63¢ (6,220 (6,157
Other, ne 18,91: 6,06( (15%)
Net cash provided by operating activit 964,73¢ 955,83 1,067,96.
INVESTING ACTIVITIES
Payments for property, plant and equiprr (414,877 (385,319 (377,939
Acquisitions, net of cash acquir (75,457 (2,000 (86,247
Investment in debt securi (25,000
Distributions from unconsolidated cellular ent 2,33¢ 8,21¢ 1,104
Other, ne 6,594 (9,219 (1,560
Net cash used in investing activiti (481,399 (413,31) (464,639
FINANCING ACTIVITIES
Payments of det (693,349 (179,399 (432,259
Proceeds from issuance of di 344,17 — —
Repurchase of common sta (551,759 (401,01 —
Settlement of equity uni 398,16 — —
Proceeds from issuance of common si 50,37+ 29,48t 33,98(
Settlements of interest rate hedge contr (7,357 22,31t
Cash dividend (31,86%) (31,867) (32,019
Other, ne (104 4,29¢ 4,17¢
Net cash used in financing activiti (491,716 (578,486 (403,806
Net increase (decrease) in cash and cash equis (8,369 (35,96¢) 199,52(
Cash and cash equivalents at beginning of 167,21! 203,18: 3,661
CASH AND CASH EQUIVALENTS AT END OF YEAF $ 158,84t 167,21! 203,18

See accompanying notes to consolidated financsistents.
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CENTURYTEL, INC.

Consolidated Statements of Stockholders’ Equity

Year ended December :

2005 2004 2003
(Dollars, except per share amout
and shares in thousanc
COMMON STOCK
Balance at beginning of ye $ 132,37 144,36« 142,95¢
Repurchase of common sta (16,409 (13,396 —
Issuance of common stock upon settlement of equiits 12,88 — —
Conversion of preferred stock into common st 7 — —
Issuance of common stock through dividend reinvestnincentive and benefit pla 2,221 1,40¢ 1,40¢
Balance at end of ye 131,07« 132,37- 144,36-
PAID-IN CAPITAL
Balance at beginning of ye 222,20! 576,51! 537,80
Repurchase of common st (535,35() (387,61) —
Issuance of common stock upon settlement of equiitg 385,28: — —
Issuance of common stock through dividend reinvestiincentive and benefit pla 48,15¢ 28,07¢ 32,57:
Conversion of preferred stock into common st 11¢€ — —
Amortization of unearned compensation and o 9,391 5,22¢ 6,13¢
Balance at end of ye 129,80t 222,20! 576,51!
ACCUMULATED OTHER COMPREHENSIVE LOSS, NET OF TA
Balance at beginning of ye (8,339 — (36,707
Change in other comprehensive income (loss) (netaéssification adjustment), net
tax (1,285 (8,339 36,70
Balance at end of ye (9,619 (8,339 —
RETAINED EARNINGS
Balance at beginning of ye 3,055,54! 2,750,16; 2,437,47.
Net income 334,47! 337,24 344.,70°
Cash dividends declart
Common stock— $.24, $.23 and $.22 per sh (31,46¢) (31,467) (31,619
Preferred stoc (39¢6) (399) (399
Balance at end of ye 3,358,16. 3,055,54! 2,750,16;
UNEARNED ESOP SHARE:
Balance at beginning of ye — (500 (1,500
Release of ESOP shai — 50C 1,00(
Balance at end of ye — — (500
PREFERRED STOCI— NON-REDEEMABLE
Balance at beginning of ye 7,97¢ 7,97¢ 7,97¢
Conversion of preferred stock into common st (125) — —
Balance at end of ye 7,85( 7,97¢ 7,97¢
TOTAL STOCKHOLDERS EQUITY $3,617,27. 3,409,76! 3,478,511
COMMON SHARES OUTSTANDINGC
Balance at beginning of ye 132,37 144,36« 142,95¢
Repurchase of common sta (16,409 (13,396 —
Issuance of common stock upon settlement of equnitg 12,88: — —
Conversion of preferred stock into common st 7 — —
Issuance of common stock through dividend reinvestiincentive and benefit pla 2,221 1,40€ 1,40¢
Balance at end of ye 131,07 132,37 144,36:

See accompanying notes to consolidated financ#tsients.
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CENTURYTEL, INC.
Notes to Consolidated Financial Statements
December 31, 2005

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidatior— Our consolidated financial statements includeat®ounts of CenturyTel, Inc. and its majority-o@ne
subsidiaries.

Regulatory accounting— Our regulated telephone operations (except fiptloperties acquired from Verizon in 2002) argexttio the
provisions of Statement of Financial Accountingrigards No. 71, “Accounting for the Effects of Cartaypes of Regulation” (“SFAS 71").
Actions by regulators can provide reasonable assaraf the recognition of an asset, reduce or shiei the value of an asset and impose a
liability on a regulated enterprise. Such regulatassets and liabilities are required to be reabatel, accordingly, reflected in the balance
sheet of an entity subject to SFAS 71. We are rodni the ongoing applicability of SFAS 71 to oegulated telephone operations due tc
changing regulatory, competitive and legislativeimmments, and it is possible that changes inlegigun, legislation or competition or in the
demand for regulated services or products couldtresour telephone operations no longer beingesttio SFAS 71 in the near future. Our
consolidated balance sheet as of December 31,i800fled regulatory assets of approximately $3.Hiani(consisting primarily of deferred
costs related to financing costs and regulatorggedings) and regulatory liabilities of approxinat183.2 million related to estimated
removal costs embedded in accumulated depreci@®required to be recorded by regulators). Nedrdedl income tax assets related to the
regulatory assets and liabilities quantified abaese $68.3 million.

Estimates— The preparation of financial statements in comiity with generally accepted accounting principleguires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and disctosticontingent assets and liabilities at
date of the financial statements and the reponteoluats of revenues and expenses during the regqréiriod. Actual results may differ from
those estimates.

Revenue recognitior- Revenues are generally recognized when serviegsravided or when products are delivered to custs.
Revenue that is billed in advance includes momté&dyirring network access services, special acezsikas and monthly recurring local line
charges. The unearned portion of this revenudtialiy deferred as a component of advanced bifliagd customer deposits on our balance
sheet and recognized as revenue over the peribththaervices are provided. Revenue that is bifleatrears includes nonrecurring network
access services, nonrecurring local services argldestance services. The earned but unbilledgouf this revenue is recognized as reve
in the period that the services are provided.

Certain of our telephone subsidiaries’ revanare based on tariffed access charges filed Bireith the Federal Communications
Commission; the remainder of our telephone subsédigarticipate in revenue sharing arrangemertts other telephone companies for
interstate revenue and for certain intrastate negeBSuch sharing arrangements are funded by t@hree and/or access charges within state
jurisdictions and by access charges in
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interstate market. Revenues earned through theusasharing arrangements are initially recorde@da® our estimates.

Allowance for doubtful accountsn evaluating the collectibility of our accoumeceivable, we assess a number of factors, inadualin
specific customer’s or carrier’s ability to meetfinancial obligations to us, the length of tihe teceivable has been past due and historical
collection experience. Based on these assessmentgcord both specific and general reserves foollectible accounts receivable to reduce
the stated amount of applicable accounts receitalitee amount we ultimately expect to collect.

Property, plant and equipment Telephone plant is stated at original cost. Ndma@rements of telephone plant are charged agains
accumulated depreciation, along with the costewofaval, less salvage, with no gain or loss recaghiRenewals and betterments of plant
and equipment are capitalized while repairs, a$ agtenewals of minor items, are charged to opeya&xpense. Depreciation of telephone
plant is provided on the straight line method usilags or overall group rates acceptable to regulatuthorities; such average rates range
from 2% to 20%.

Non-telephone property is stated at cost aten sold or retired, a gain or loss is recognifapreciation of such property is provided on
the straight line method over estimated serviceslikanging from two to 35 years.

Intangible assets— Statement of Financial Accounting Standards M@, Goodwill and Other Intangible Assets” (“SFA82L),
requires goodwill recorded in a business combimatiobe reviewed for impairment and to be writtemvd only in periods in which the
recorded amount of goodwill exceeds its fair valagairment of goodwill is tested at least annullycomparing the fair value of the
reporting unit to its carrying value (including gbwill). Estimates of the fair value of the repoginnit are based on valuation models using
criterion such as multiples of earnings.

Long-lived assets— Statement of Financial Accounting Standards N, TAccounting for the Impairment or Disposal ajrg-Lived
Assets” (“SFAS 144”"), addresses financial accougnénd reporting for the impairment or disposaloofg-lived assets (exclusive of goodwill)
and also broadens the reporting of discontinuedatioas to include all components of an entity wagierations that can be distinguished f
the rest of the entity and that will be eliminafeain the ongoing operations of the entity in a disgl transaction.

Affiliated transactions— Certain of our service subsidiaries provide ilat@n and maintenance services, materials angl®sg and
managerial, operational, technical, accountingadministrative services to subsidiaries. In additi@enturyTel provides and bills
management services to subsidiaries and in certstances makes interest bearing advances to gnaotstruction of plant and purchases of
equipment. These transactions are recorded byeteptione subsidiaries at their cost to the extemhijited by regulatory authorities.
Intercompany profit on transactions with regulaaéiiates is limited to a reasonable return ondstment and has not been eliminated in
connection with consolidating the results of operat of CenturyTel and its subsidiaries. Intercompprofit on transactions with affiliates
not subject to SFAS 71 has been eliminated.
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Income taxes— We file a consolidated federal income tax retwitin our eligible subsidiaries. We use the assdtlafility method of
accounting for income taxes under which deferreditsets and liabilities are established for theréutax consequences attributable to
differences between the financial statement cagrgimounts of assets and liabilities and their rethpetax bases.

Derivative financial instruments- We account for derivative instruments and hedgutiyiies in accordance with Statement of Finan
Accounting Standards No. 133, “Accounting for Dative Instruments and Hedging Activities” (“SFAS3IB as amended. SFAS 133, as
amended, requires that all derivative instrumesush as interest rate swaps, be recognized inrthadial statements and measured at fair
value regardless of the purpose or intent of hgldirem. On the date a derivative contract is edta®, we designate the derivative as either
a fair value or cash flow hedge. A hedge of thevalue of a recognized asset or liability or ofitamecognized firm commitment is a fair
value hedge. A hedge of a forecasted transactitimeovariability of cash flows to be received ordp@lated to a recognized asset or liability
is a cash flow hedge. We also formally assess, &iotie hedge’s inception and on an ongoing bagisther the derivatives that are used in
hedging transactions are highly effective in otisgtchanges in fair values or cash flows of hedggms. If we determine that a derivative is
not highly effective as a hedge or that it has edds be a highly effective hedge, we would dista@ hedge accounting prospectively. We
recognize all derivatives on the balance sheéteit fair value. Changes in the fair value of dative financial instruments are either
recognized in income or stockholders’ equity (@®@ponent of other comprehensive income), deperahinghether the derivative is being
used to hedge changes in the fair value or casisfldVe do not hold or issue derivative financiatinments for trading or speculative
purposes. Management periodically reviews our exoto interest rate fluctuations and implementsatjies to manage the exposure.

Earnings per share— Basic earnings per share amounts are determiméttedbasis of the weighted average number of camshares
outstanding during the applicable accounting periithited earnings per share gives effect to aléptal dilutive common shares that were
outstanding during the period. In the fourth quanfe2004, we adopted the requirements of Emertiinges Task Force No. 04-8He Effect
of Contingently Convertible Instruments on Dilutédrnings Per Share,” in calculating our dilutechésgs per share. See Note 12 for
additional information.

Stock-based compensatien Over the past several years, we accounted fok stompensation plans using the intrinsic valuehmein
accordance with Accounting Principles Board Opinliim 25, “Accounting for Stock Issued to Employées, allowed by Statement of
Financial Accounting Standards No. 123, “AccountiogStock-Based Compensation” (“SFAS 123”). Opsittave been granted at a price
either equal to or exceeding the then-current nigoiee. Accordingly, we have not to date recogdizempensation cost in connection with
issuing stock options.

During 2005 we granted 1,015,025 options aketgprice. The weighted average fair value of eafdine 2005 options was estimated as of
the date of grant to be $12.68 using an optioniggionodel with the following
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assumptions: dividend yield — .7%; expected vatgti— 30%; weighted average risk-free interest rat&.2%; and expected option life —
seven years.

During 2004 we granted 952,975 options at eigokice. The weighted average fair value of eddth@2004 options was estimated as of
the date of grant to be $10.25 using an optionimyicnodel with the following assumptions: divideyidld — .7%; expected volatility —
30%; weighted average risk-free interest rate —%3.8nd expected option life — seven years.

During 2003 we granted 1,720,317 options aketgprice. The weighted average fair value of eafdine 2003 options was estimated as of
the date of grant to be $9.94 using an option-pgichodel with the following assumptions: dividendlgt — .7%; expected volatility — 30%;
weighted average risk-free interest rate — 3.4%; epected option life — seven years.

If compensation cost for our options had béetermined consistent with SFAS 123, our net incamearnings per share on a pro forma
basis for 2005, 2004 and 2003 would have beenlasvi

Year ended December & 2005 2004 2003
(Dollars, except per share amout
and shares in thousanc

Net income, as reporte $334,47¢ 337,24« 344,70
Add: Stocl-based compensation expense reflected in net incoshef tax 96 — —
Less: Total stock-based compensation expense dasttrander fair value based metha

net of tax (12,539 (9,767 (13,187
Pro forma net incom $322,03 327,47 331,52

Basic earnings per she

As reportec $ 2.5E 2.4t 2.4C

Pro forma $ 2.4¢ 2.3¢ 2.31
Diluted earnings per sha

As reportec $ 2.4¢ 2.41 2.3E

Pro forma $ 2.4C 2.34 2.2¢€

Beginning in the first quarter of 2006, we haitlopt the provisions of Statement of Financiatédunting Standards No. 123 (Revised
2004), “Share-Based Payments” (“SFAS 123(RPFAS 123(R) requires us to measure the cost drnipoyee services received in exche
for an award of equity instruments based uponadiresBlue of the award on the grant date. Suchwikbe recognized as an expense ove
period during which the employee is required tovjate service in exchange for the award. In accardamith SFAS 123(R), compensation
cost is also recognized over the applicable remgiuesting period for any outstanding awards thanat fully vested as of the effective di
On December 14, 2005, the Compensation CommitteeroBoard of Directors approved accelerating thgtimg of all unvested stock optic
outstanding (which totaled approximately 1.5 millioptions) under our management incentive compimsplans, effective as of
December 31, 2005. The Committee accelerated ttengeperiod to eliminate the recognition of comgaion expense which would
otherwise have been required by SFAS 123(R). Tigecggte pre-tax compensation expense that we walblds approximately $4.9 million,
of which approximately $4.1 million would have beaegognized in 2006. The table above includes#i9 million amount as a pro forma
compensation expense for 2005. We recognized
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approximately $156,000 of expense ($96,000 netxfih the fourth quarter of 2005 upon accelerativgvesting of all options outstanding.
Cash equivalents— We consider short-term investments with a matwitdate of purchase of three months or less ttabk equivalents.

(2) ACQUISITIONS

On June 30, 2005, we acquired fiber asset§ imetropolitan markets from KMC Telecom Holdinlys;. (“KMC”) for approximately
$75.5 million. The assets acquired and liabilisgasumed have been reflected in our consolidatethbalsheet based on a purchase price
allocation determined by independent third parflé®e vast majority of the purchase price was atkxt#o property, plant and equipment. See
Note 3 for information concerning amounts allocatedertain intangible assets as a result of theCkadquisition

In June and December 2003, we acquired cditsntransport assets for an aggregate of $58IBmcash (of which $3.8 million was
paid as a deposit in 2002). In the fourth quarfe20®3, we purchased an additional 24.3% intereattelephone company in which we ow!
a majority interest for $32.4 million cash.

The results of operations of the acquired ertigs are included in our results of operationsifiand after the respective acquisition dates.

(3) GOODWILL AND OTHER ASSETS

Gooduwill and other assets at December 31, 20@52004 were composed of the following:

December 31 2005 2004
(Dollars in thousands
Goodwill $3,432,64! 3,433,86:
Billing system development costs, less accumulatedrtization of $14,899 and $4,6 193,57¢ 202,34¢
Cash surrender value of life insurance contr 94,801 93,79:
Prepaid pension ass 73,36( 46,80(
Intangible assets not subject to amortiza 36,69( 35,30(
Marketable securitie 29,19¢ 30,09:
Deferred interest rate hedge contre 25,624 28,43t
Investment in debt securi 21,611 21,01%
Intangible assets subject to amortizal
Customer base, less accumulated amortization 8495nd $3,75 19,74¢ 18,94«
Contract rights, less accumulated amortization1o861 and $46 2,32¢ 3,722
Other 105,62! 121,39:
$4,035,20! 4,035,70!

As of September 30, 2005, we completed theired annual impairment test under SFAS 142 anerahéed our goodwill was not
impaired.

We recently implemented a new integratedrgliand customer care system. We accounted forote to develop such system in
accordance with Statement of Position 98-1, “Acdmgnfor the Costs of Computer
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Software Developed or Obtained for Internal Uggggregate capitalized costs (before accumulatedtaation) totaled $207.0 million and
being amortized over a twenty-year period.

In the third quarter of 2004, we entered iatiree-year agreement with EchoStar Communica@amporation (“EchoStar”) to provide
co-branded satellite television services to outamsrs. As part of the transaction, we investedrfifion in an EchoStar convertible
subordinated debt security, which had a fair valuéate of issuance of approximately $20.8 milaowl matures in 2011. The remaining
$4.2 million paid was established as an intangalstget attributable to our contractual right to plewideo service and is being amortized «
a three-year period.

In connection with the acquisitions of propestfrom Verizon Communications, Inc. (“Verizont) 2002, we assigned $35.3 million of the
purchase price as an intangible asset associathdramchise costs (which includes amounts necggsanaintain eligibility to provide
telecommunications services in its licensed serareas). In 2005, we assigned $1.4 million of theelpase price of our acquisition of KMC
fiber assets as an intangible asset. Such assetsahandefinite life and therefore are not subjea@mortization currently.

We assigned $22.7 million of the purchaseepiica customer base intangible asset in connegitbrthe acquisitions of Verizon
properties in 2002. In 2005, $2.4 million of thegchase price of our acquisition of KMC fiber asse&s assigned to a customer base
intangible asset. Such assets are being amortizxdld years. In addition, as mentioned aboveQiv2ave established an intangible asset
related to the contractual rights to provide videovice. Total amortization expense for these castdase and contractual right intangible
assets for 2005, 2004 and 2003 was $3.0 millior 8#llion and $1.5 million, respectively, and igpected to be $3.1 million in 2006,
$2.6 million in 2007, and $1.7 million annually teafter through 2010.

(4) PROPERTY, PLANT AND EQUIPMENT
Net property, plant and equipment at Decer3tie2005 and 2004 was composed of the following:

December 31 2005 2004
(Dollars in thousands
Cable and wire $ 4,123,80! 3,948,78:
Central office 2,532,03 2,385,401
General suppol 768,97: 785,02!
Fiber transpor 188,45: 150,09¢
Information origination/terminatio 59,83¢ 56,42¢
Construction in progres 81,53: 66,48t
Other 46,74* 38,791
7,801,37 7,431,01
Accumulated depreciatic (4,496,89) (4,089,61))
Net property, plant and equipme $ 3,304,48 3,341,40:

Depreciation expense was $528.9 million, $498illion and $502.1 million in 2005, 2004 and 2063spectively. The year 2004 included
a reduction in depreciation expense of $13.2 nniltim adjust the balances of certain over-depreatipteperty, plant and equipment accounts.
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(5) LONG-TERM DEBT
Our long-term debt as of December 31, 20052484 was as follows:

December 31 200t 200/
(Dollars in thousand
CenturyTel
Senior notes and debentur
6.55% Series ( $ — 50,00(
7.20% Series D, due 20. 100,00( 100,00(
6.15% Series | — 100,00(
6.30% Series F, due 20 240,00( 240,00(
6.875% Series G, due 20 425,00( 425,00(
8.375% Series H, due 20 500,00( 500,00(
6.02% Series J, due 20 100,90¢ 500,00(
4.75% Series K, due 20: 165,00( 165,00(
7.875% Series L, due 20 500,00( 500,00(
5.0% Series M, due 20: 350,00( —
Unamortized net discou (6,57¢) (3,919
Net fair value of derivative instruments relatedsgries H and L senior not (3,929 10,86¢
Other 39 79
Total CenturyTe 2,370,441 2,587,02!
Subsidiaries
First mortgage det
5.32%* notes, payable to agencies of the U. S. gonent and cooperative lending associations,
in installments through 20z 146,90! 210,40:
7.98% notes, due through 20 4,70( 4,96¢
Other deb
6.87%* unsecured medit-term notes, due through 20 122,49¢ 197,99¢
9.40%* notes, due in installments through 2! 4,931 6,187
5.53%* capital lease obligations, due through 2 3,331 5,05¢
Total subsidiarie: 282,36t 424,61:
Total lon¢-term debt 2,652,801 3,011,631
Less current maturitie 276,73t 249,61
Long-term debt, excluding current maturiti $2,376,07! 2,762,01!

* Weighted average interest rate at December 31,

The approximate annual debt maturities forfibe years subsequent to December 31, 2005 dalaws: 2006 — $276.7 million
(including $165 million aggregate principal amoohbur convertible debentures, Series K, due 2@8@2ch can be put to us at various dates
beginning in 2006); 2007 — $121.1 million; 2008 288.6 million; 2009 — $15.6 million; and 2010 — %63 million.

Certain of our loan agreements contain variesgictions, among which are limitations regagdissuance of additional debt, payment of
cash dividends, reacquisition of capital stock atiebr matters. In addition, the transfer of funsrf certain consolidated subsidiaries to
CenturyTel is restricted by various loan agreemedubsidiaries which have loans from governmenneigs and cooperative lending
associations, or have issued first mortgage bagetserally may not loan or advance any funds to @giel, but may pay dividends if certain
financial ratios are met. At December 31, 2005riced net assets of subsidiaries were $160.6anilind subsidiaries’ retained earnings in
excess of amounts restricted by debt covenantetb$d..9 billion. At December
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31, 2005, approximately $2.6 billion of our condalied retained earnings reflected on the balareet stas available under our loan
agreements for the declaration of dividends.

The senior notes and debentures of Centumngfetfred to above were issued under an indentusslddarch 31, 1994. This indenture does
not contain any financial covenants, but does mheltestrictions that limit our ability to (i) incussue or create liens upon its property and (ii)
consolidate with or merge into, or transfer or &alf or substantially all of its assets to, antyeotparty. The indenture does not contain any
provisions that are tied to our credit ratingstiat restrict the issuance of new securities irethent of a material adverse change to us.

Approximately 16% of our property, plant argippment is pledged to secure the long-term debtib§idiaries.

In May 2004, we prepaid all $100 million agggée principal amount of our 8.25%, Series B natas,2024. We incurred a $4.6 million
pre-tax expense (a $3.6 million prepayment premamecha $1.0 million write-off of unamortized defetr@ebt costs) in the second quarter of
2004 associated with this prepayment.

In May 2002, we issued and sold in an undétripublic offering $500 million of equity unitsach of which were priced at $25 and
consisted initially of a beneficial interest in ar@uryTel senior unsecured note (Series J, due 2087emarketable in 2005) with a principal
amount of $25 and a contract to purchase shar€smiuryTel common stock no later than May 2005 hHagachase contract generally
required the holder to purchase between .69448#l.of a share of CenturyTel common stock on M&y2005 in exchange for $25, subj
to certain adjustments and exceptions.

In February 2005, we remarketed substantallgf our $500 million of outstanding Series Jisemotes due 2007 (the notes described
above), at an interest rate of 4.628%. We receidedroceeds in connection with the remarketinglases proceeds were held in trust to
secure the equity unit holders’ obligation to pared common stock from us on May 16, 2005. In caiorewith the remarketing, we
purchased and retired approximately $400 milliothef notes, resulting in approximately $100 millr@maining outstanding. We incurred a
pre-tax charge of approximately $6.0 million in fivet quarter of 2005 related to purchasing aridling the notes. Proceeds to purchase such
notes came from the February 2005 issuance of 88%0n of 5% senior notes, Series M, due 2015 aash on hand.

Between April 15, 2005 and May 4, 2005, waurepased and cancelled an aggregate of approximatemillion of our equity units in
privately-negotiated transactions with six instiintl holders at an average price of $25.18 per Tihie remaining 15.9 million equity units
outstanding on May 16, 2005 were settled in stackdcordance with the terms and conditions of tirelpase contract that formed a part of
such unit. Accordingly, on May 16, 2005, we recéipeoceeds of approximately $398.2 million and éskapproximately 12.9 million
common shares in the aggregate. See Note 8 famiation on our accelerated share repurchase progtaan mitigated the dilutive impact
of issuing these 12.9 million shares.
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As of December 31, 2005, we had availableZ0$fillion five-year revolving credit facility. Wiead no outstanding borrowings under our
facility at December 31, 2005. At December 31, 2@Q5 telephone subsidiaries had available fordigé.9 million of commitments for
long-term financing from the Rural Utilities Sergic

In the third quarter of 2002, we issued $16fian of convertible senior debentures, Seriesife 2032 (which bear interest at 4.75% and
which may be converted under certain specifieduonstances into shares of CenturyTel common stoakcatversion price of $40.455 per
share). Holders of the convertible senior debestwi# have the right to require us to purchaseak portion of the debentures on August 1,
2006, August 1, 2010 and August 1, 2017. In eask,dhe purchase price payable will be equal t&4.60the principal amount of the
debentures to be purchased plus any accrued amddungerest to the purchase date. We will pay d¢ashll debentures so purchased on
August 1, 2006. For any such purchases on or Aftgust 1, 2010, we may choose to pay the purchase im cash or shares of our common
stock, or any combination thereof (except that vilepay any accrued and unpaid interest in cash).

(6) DERIVATIVE INSTRUMENTS

In 2003, we entered into four separate falueanterest rate hedges associated with the §ilD$nillion principal amount of our Series L
senior notes, due 2012, that pay interest at @ fiate of 7.875%. These hedges are “fixed to vhaidhterest rate swaps that effectively
convert our fixed rate interest payment obligatiander these notes into obligations to pay variaditles that range from the six-month
London InterBank Offered Rate (“LIBOR") plus 3.229%0the six-month LIBOR plus 3.67%, with settlemant rate reset dates occurring
each six months through the expiration of the hedigéugust 2012. As of December 31, 2005, we zedlia weighted average interest rat
8.25% related to these hedges. Interest expensesdiased by $386,000 during 2005 as a result ckthedges. The aggregate fair value of
such hedges at December 31, 2005 was $17.6 mdhdris reflected on the accompanying balance stseledth a liability (included in
“Deferred credits and other liabilities”) and adexrease to our underlying long-term debt.

In late 2004 and early 2005, we entered iri@ral cash flow hedges that effectively lockethiminterest rate on a majority of certain
anticipated debt transactions that we ultimateipgleted in February 2005. We locked in the interat on (i) $100 million of 2.2§ear dek
(remarketed in February 2005) at 3.9%; (ii) $79ioml of 10-year debt (issued in February 2005).4%& and (i) $225 million of 10-year
debt (issued in February 2005) at 5.5%. In Febr@afb, upon settlement of such hedges, we (i) vede$366,000 related to the 2.25-year
debt remarketing, which is being amortized as actdn of interest expense over the remaining tefithe debt, and (ii) paid $7.7 million
related to the 10-year debt issuance, which isghamortized as an increase in interest expensetioger0-year term of the debt.

A-40




Table of Contents

(7) DEFERRED CREDITS AND OTHER LIABILITIES
Deferred credits and other liabilities at Dmaber 31, 2005 and 2004 were composed of the fatigwi

December 31 2005 2004
(Dollars in thousands
Deferred federal and state income ta $ 670,42( 601,75
Accrued postretirement benefit co 241,15: 232,54¢
Fair value of interest rate sw 17,64 6,28¢
Additional minimum pension liabilit 11,66 18,45(
Minority interest 8,37 7,50¢
Other 73,88 67,00
$1,023,13: 933,55!

(8) STOCKHOLDERS’ EQUITY

Common stock— Unissued shares of CenturyTel common stock weserved as follows:

December 31 2005
(In thousand:

Incentive compensation progral 11,031
Acquisitions 4,06¢
Employee stock purchase pl 4,63
Dividend reinvestment pla 334
Conversion of convertible preferred stc 42¢
Other employee benefit pla 2,22¢

22,72¢

In accordance with previously announced stegkirchase programs, we repurchased 16.4 milliareshfor $551.8 million) and
13.4 million shares (for $401.0 million) in 200562004, respectively. The 2005 repurchases incld@e@ million shares repurchased (for an
initial price of $416.5 million) under acceleratglthre repurchase agreements (see below for addititdormation).

In late May 2005, we entered into acceleratette repurchase agreements with three investraekslwhereby we repurchased and re
approximately 12.9 million shares of our commorcktfor an aggregate of $416.5 million cash (orratial average price of $32.34 per
share). We funded this purchase using the proaeeds/ed from the settlement of the equity unitstismed in Note 5 and from cash on
hand. As part of the accelerated share repurchasgsaictions, we simultaneously entered into forweartracts with the investment banks
whereby the investment banks purchased an aggrefjage9 million shares of our common stock duriihg term of the contracts. At the end
of the repurchase period, we paid an aggregatppbaimately $21.0 million cash to the investmeaibks since the investment banks’
weighted average purchase price during the repsecpariod was higher than the initial average pki¢e reflected such settlement amour
an adjustment to equity.

See Note 18 for information concerning a $fililon share repurchase program approved by oardof directors in February 2006.
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Under CenturyTel’s Articles of Incorporatioaah share of common stock beneficially owned cotirsly by the same person since
May 30, 1987 generally entitles the holder theteden votes per share. All other shares entiéehtblder to one vote per share. At
December 31, 2005, the holders of 7.7 million shafecommon stock were entitled to ten votes paresh

Preferred stock— As of December 31, 2005, we had 2.0 million skarfeauthorized preferred stock, $25 par valuespare. At
December 31, 2005 and 2004, there were 314,008 @00 shares, respectively, of outstanding cdimkempreferred stock. Holders of
outstanding CenturyTel preferred stock are entittedbceive cumulative dividends, receive prefaetulistributions equal to $25 per share
plus unpaid dividends upon CenturyTel's liquidateord vote as a single class with the holders ofraomstock.

Shareholders’ Rights Plan- In 1996 the Board of Directors declared a dividlefione preference share purchase right for eaginmn
share outstanding. Such rights become exercisbhtaliwhen a potential acquiror takes certain stepequire 15% or more of CenturyTel's
common stock. Upon the occurrence of such an aitiquiseach right held by shareholders other thenacquiror may be exercised to rece
that number of shares of common stock or otherrgexziof CenturyTel (or, in certain situationsetacquiring company) which at the time of
such transaction will have a market value of twets the exercise price of the right. Such planresgn November 2006 and will be
reconsidered for renewal by our Board of Directors.

(9) POSTRETIREMENT BENEFITS

We sponsor health care plans (which use arleee31 measurement date) that provide postretimebenefits to all qualified retired
employees.

In May 2004, the Financial Accounting StandaBaard issued Financial Statement Position FAS2L86hich provides accounting
guidance to sponsors of postretirement health gares that are impacted by the Medicare Prescrifiug, Improvement and Modernizati
Act of 2003 (the “Act”). We believe that certainudrbenefits offered under our postretirement headtle plans will qualify for subsidy under
Medicare Part D. In the third quarter of 2004, \wgmeated that the effect of the Act on us would lm®imaterial. We first reflected the effects
of the Act as of the December 31, 2004 measuren®nt As of this date, we estimated that the réoludn our accumulated benefit
obligation attributable to prior service cost wapximately $7 million and reflected such amounta actuarial gain.

In 2005, in connection with negotiating camtanion contracts, we amended certain retiree itwtion and retirement eligibility provisiot
of our plan. In 2003, we announced changes, effed@nuary 1, 2004, that (i) decreased our suladidiz of benefits provided under our
postretirement benefit plan for existing particitsaand (ii) eliminated our subsidization of berefdr employees hired after January 1, 2003.

The following is a reconciliation of the beging and ending balances for the benefit obligatind the plan assets.
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December 31 2005 2004 2003
(Dollars in thousands

Change in benefit obligatic
Benefit obligation at beginning of ye $305,72( 311,42: 253,76:
Service cos 6,28¢ 6,404 6,17¢
Interest cos 16,71¢ 17,58¢ 18,21¢
Participant contribution 1,637 1,36: 1,19¢
Plan amendmen 23,28¢ 2,52¢ (34,597
Actuarial (gain) los: 16,39: (18,185 79,16:
Benefits paic (16,107) (15,39¢) (12,49¢)

Benefit obligation at end of ye $353,94. 305,72( 311,42:

Change in plan asse
Fair value of plan assets at beginning of \ $ 29,57( 29,877 28,69’
Return on asse 1,44C 2,37 4,47¢
Employer contribution: 13,00( 11,35( 8,00(
Participant contribution 1,637 1,362 1,19¢
Benefits paic (16,107 (15,396 (12,499

Fair value of plan assets at end of y $ 29,54¢ 29,57( 29,87"
Net periodic postretirement benefit cost {602, 2004 and 2003 included the following composent

Year ended December 2005 2004 2003

(Dollars in thousands

Service cos $ 6,28¢ 6,40 6,17¢€

Interest cos 16,71¢ 17,58t 18,21¢

Expected return on plan ass (2,440 (2,465 (2,367

Amortization of unrecognized actuarial Ic 2,91¢ 3,611 1,731

Amortization of unrecognized prior service ¢ (1,876 (3,649 (2,449

Net periodic postretirement benefit ¢ $21,60% 21,48, 21,30¢

The following table sets forth the amountogrized as liabilities for postretirement beneditecember 31, 2005, 2004 and 2003.

December 31 2005 2004 2003
(Dollars in thousands

Benefit obligatior $(353,94) (305,72() (311,42)

Fair value of plan asse 29,54¢ 29,57( 29,877

Unamortized prior service ca (1,72¢) (26,89) (33,069

Unrecognized net actuarial lo 82,66( 68,18t 89,89:

Accrued benefit cos $(243,469) (234,85¢6) (224,719
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Assumptions used in accounting for postretéetibenefits as of December 31, 2005 and 2004 were:

2005 2004
Determination of benefit obligatic
Discount rate 5.5% 5.7¢
Healthcare cost increase trend rates (Medical/Hptien Drug)
Following yeat 9.0%/14.% 10.0/15.(
Rate to which the cost trend rate is assumed tiingeche ultimate cost trend rai 5.0%/5.(% 5.0/5.C
Year that the rate reaches the ultimate cost tratm 2010/201! 2010/201!
Determination of benefit co
Discount rate 5.7%% 6.C
Expected return on plan ass 8.25% 8.2

We employ a total return investment approabbneby a mix of equities and fixed income investtaamne used to maximize the long-term
return of plan assets for a prudent level of righe intent of this strategy is to minimize plan erpes by outperforming plan liabilities over
the long term. Risk tolerance is established thinoeayeful consideration of plan liabilities, plamtled status and corporate financial
condition. We measure and monitor investment riskao ongoing basis through annual liability measunats, periodic asset studies and
periodic portfolio reviews.

Our postretirement benefit plan weighted-agerasset allocations at December 31, 2005 and I2p@4set category are as follows:

2005 2004
Equity securities 60.2% 63.C
Debt securitie: 314 34.1
Other 8.4 2.8
Total 100.(% 100.(

In determining the expected return on plae@ssve study historical markets and apply the lyidecepted capital market principle that
assets with higher volatility and risk generataeater return over the long term. We evaluate otmearket factors such as inflation and
interest rates before determining long-term capitatket assumptions. We also review peer data @hatical returns to check for
reasonableness.

Assumed health care cost trends have a signifieffect on the amounts reported for postregmrbenefit plans. A one-percentage-point
change in assumed health care cost rates wouldthavellowing effects:

1-Percentag 1-Percentag:
Point Increas Point Decreas
(Dollars in thousands
Effect on annual total of service and interest coshponent: $ 1,49¢ (1,429
Effect on postretirement benefit obligati $ 23,15¢ (21,736

We expect to contribute approximately $18 imnillto our postretirement benefit plan in 2006.
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Our estimated future projected benefit paymemider our postretirement benefit plan are asvdl

Before Medicar Medicare Net of
Year Subsidy Subsidy Medicare Subsic
(Dollars in thousands
2006 $ 18,50 (800) 17,70(
2007 $ 20,70( (900 19,80(
2008 $ 22,90( (2,000 21,90(
2009 $ 24,40( (1,100 23,30(
2010 $ 26,00 (1,100 24,90(
20112015 $ 140,60( (6,100 134,50(

(10) DEFINED BENEFIT AND OTHER RETIREMENT PLANS

We sponsor defined benefit pension plansdbstantially all employees. We also sponsor a Supehtal Executive Retirement Plan to
provide certain officers with supplemental retiremeleath and disability benefits. We use a Decer@beneasurement date for our plans.

The following is a reconciliation of the beging and ending balances for the aggregate bestdfgation and the plan assets for our above-
referenced defined benefit plans.

December 31 2005 2004 2003
(Dollars in thousands

Change in benefit obligatic

Benefit obligation at beginning of ye $418,63( 390,83 346,25¢
Service cos 15,33: 14,17¢ 12,84(
Interest cos 23,99: 23,15¢ 23,617
Plan amendmen 31 42¢ —
Settlement: — — (9,962
Actuarial loss 28,01¢ 16,30¢ 46,22
Benefits paic (25,407) (26,26¢6) (28,139
Benefit obligation at end of ye $460,59¢ 418,63( 390,83:
Change in plan asse
Fair value of plan assets at beginning of \ $363,98: 348,30¢ 266,42(
Return on plan asse 25,45 35,89: 52,78:
Employer contribution: 43,33¢ 6,04 50,43’
Acquisitions — 6,807
Benefits paic (25,407) (26,26¢6) (28,139
Fair value of plan assets at end of y $407,36° 363,98 348,30¢

At December 31, 2005 and 2004, our underfunmigdsion plans (meaning those with projected beabfigations in excess of plan assets)
had aggregate benefit obligations of $437.8 milborl $172.0 million, respectively, and aggregasm pissets of $382.2 million and
$109.0 million, respectively.
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Net periodic pension expense for 2005, 20@#2403 included the following components:

Year ended December & 2005 2004 2003
(Dollars in thousands

Service cos $ 15,33: 14,17¢ 12,84(
Interest cos 23,99: 23,15¢ 23,61’
Expected return on plan ass (29,225 (28,199 (22,065
Settlement: 1,09: 2,23¢
Recognized net loss: 6,32¢ 5,52¢ 7,21¢
Net amortization and deferr 28¢ 27¢ 397
Net periodic pension expen $ 16,71¢ 16,03t 24,23t

The following table sets forth the combinednd’ funded status and amounts recognized in msatinlated balance sheet at December 31,

2005, 2004 and 2003.

December 31 2005 2004 2003
(Dollars in thousands
Benefit obligatior $(460,599) (418,63() (390,83))
Fair value of plan asse 407,36° 363,98 348,30t
Unrecognized transition ass (39¢) (64¢) (900
Unamortized prior service ca 3,10¢ 3,61¢ 3,721
Unrecognized net actuarial lo 123,87 98,47¢ 98,75¢
Prepaid pension co $ 73,36( 46,80( 59,05¢
Our accumulated benefit obligation as of Delsen81, 2005 and 2004 was $392.3 million and $368llion, respectively.
Amounts recognized on the balance sheet darfsis
December 31 2005 2004 2003
(Dollars in thousands
Prepaid pension cost (reflected in Other Ass $ 73,36( 46,80( 59,05¢
Additional minimum pension liability (reflected Deferred Credits and Other Liabilitie (11,667) (18,45() —
Intangible asset (reflected in Other Assi 3,04: —
Accumulated Other Comprehensive L 11,66 15,401 —
$ 73,36( 46,80( 59,05!
Assumptions used in accounting for the penplans as of December 2005 and 2004 were:
2005 2004
Determination of benefit obligatic
Discount rate 5.5% 5.7t
Weighted average rate of compensation incr. 4.(% 4.C
Determination of benefit co
Discount rate 5.75% 6.C
Weighted average rate of compensation incr. 4.(% 4.C
Expected lon-term rate of return on ass 8.25% 8.2F
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We employ a total return investment approabkneby a mix of equities and fixed income investtaame used to maximize the long-term
return of plan assets for a prudent level of ridke intent of this strategy is to minimize plan erpes by outperforming plan liabilities over
the long term. Risk tolerance is established thinoeayeful consideration of plan liabilities, plamtled status and corporate financial
condition. We measure and monitor investment riskaio ongoing basis through annual liability measwats, periodic asset studies and
periodic portfolio reviews.

Our pension plans weighted-average assetadibors at December 31, 2005 and 2004 by assetargitate as follows:

2005 2004
Equity securities 69.5% 710
Debt securitie: 28.C 25t
Other 2.5 2.8
Total 100.(% 100.(

In determining the expected return on plae@ssve study historical markets and apply the lyidecepted capital market principle that
assets with higher volatility and risk generataeater return over the long term. We evaluate oamearket factors such as inflation and
interest rates before determining long-term capitatket assumptions. We also review peer data safical returns to check for
reasonableness.

The amount of the 2006 contribution will beéedenined based on a number of factors, includiegrésults of the 2006 actuarial valuation
report. At this time, the amount of the 2006 cdnttion is not known.

Our estimated future projected benefit paymemnider our defined benefit pension plans are lisye: 2006 — $22.8 million; 2007 —
$24.1 million; 2008 — $26.9 million; 2009 — $29.0lliopn; 2010 — $31.2 million; and 2011-2015 — $180nillion.

We also sponsor an Employee Stock Ownerslaip PESOP")which covers most employees with one year of seraitd is funded by ol
contributions determined annually by the Board o&Etors. Our expense related to the ESOP durif$,22004 and 2003 was $7.3 million,
$8.1 million, and $8.9 million, respectively. At Bember 31, 2005, the ESOP owned an aggregate afifidn shares of CenturyTel
common stock.

We also sponsor qualified profit sharing planssuant to Section 401(k) of the Internal Reve@ade (the “401(k) Plans”) which are
available to substantially all employees. Our miaglrontributions to the 401(k) Plans were $9.8iotilin 2005, $9.1 million in 2004 and
$8.2 million in 2003.
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(11) INCOME TAXES

Income tax expense included in the Consolati&tatements of Income for the years ended DeceBihe&x005, 2004 and 2003 was as

follows:
Year ended December & 2005 2004 2003
(Dollars in thousands
Federal
Current $139,83¢ 121,37: 58,65¢
Deferred 35,49¢ 59,97: 118,60(
State
Current (6,075 14,38( (113)
Deferred 34,03: 14,40 10,10¢
$203,29: 210,12¢ 187,25
Income tax expense was allocated as follows:
Year ended December & 2005 2004 2003
(Dollars in thousands
Income tax expense in the consolidated statemémsame $203,29: 210,12¢ 187,25.
Stockholder' equity:
Compensation expense for tax purposes in excemmnofints recognized for financial
reporting purpose (6,267) (3,249 (4,38%)
Tax effect of the change in accumulated other cetmgmsive income (los (807 (5,199 19,76
The following is a reconciliation from the &teory federal income tax rate to our effectiveame tax rate:
Year ended December & 2005 2004 2003
(Percentage of p-tax income)
Statutory federal income tax re 35.(% 35.C 35.C
State income taxes, net of federal income tax lie 3.4 3.4 1.2
Other, ne (.6) — (1.0
Effective income tax rat 37.8% 38.4 35.2

The tax effects of temporary differences timte rise to significant portions of the deferrad assets and deferred tax liabilities at

December 31, 2005 and 2004 were as follows:
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December 31 2005 2004
(Dollars in thousands

Deferred tax asse

Postretirement and pension benefit c $ 65,31¢ 72,35
Regulatory suppo! 38:< 12,50¢
Net state operating loss carryforwa 56,50¢ 48,73t
Other employee benefi 21,17¢ 19,09¢
Other 42,27 31,59t
Gross deferred tax ass 185,65 184,28t
Less valuation allowanc (54,417 (27,117
Net deferred tax asse 131,24! 157,17-
Deferred tax liabilities
Property, plant and equipment, primarily due tordejation difference (334,01) (340,17Y
Goodwill (447,85() (394,83)
Deferred debt cos (1,869 (2,27%)
Intercompany profit: (2,417 (3,307)
Other (15,529 (18,349
Gross deferred tax liabilitie (801,664 (758,93)
Net deferred tax liabilit $(670,42() (601,75)

We establish valuation allowances when necg$saeduce the deferred tax assets to amounesxpect to realize. As of December 31,
2005, we had available tax benefits associated méthstate operating loss carryforwards, which mexgirough 2025, of $56.5 million. The
ultimate realization of the benefits of the carryfards is dependent upon the generation of fuaxalile income during the periods in which
those temporary differences become deductible. dvisider our scheduled reversal of deferred taxlili@s, projected future taxable income,
and tax planning strategies in making this assessrms a result of such assessment, we reserved $illion through the valuation
allowance as of December 31, 2005 as it is mosdylithan not that this amount of net operating esyforwards will not be utilized prior
expiration. Income tax expense for 2005 was inaédy $19.5 million as a result of increasing thkiation allowance related to net state
operating loss carryforwards. This increase wamnatily due to changes in state income tax lawsaihdr factors which impacted the
projections of future taxable income.

(12) EARNINGS PER SHARE

In the fourth quarter of 2004, we adopted Hyimgy Issues Task Force No. 04-8, “The Effect of @@ently Convertible Instruments on
Diluted Earnings Per Share” (“EITF 04-8"). EITF 84<equires contingently convertible instrumentsrimduded in the diluted earnings per
share calculation. Our $165 million Series K seniotes (issued in the third quarter of 2002) arevedible into approximately 4.1 million
shares of common stock under various contingeaticistances, including the common stock attainiegeified trading price in excess of
the notes’ fixed conversion price. Beginning in fberth quarter of 2004, our diluted earnings gere and diluted shares outstanding reflect
the application of EITF 04-8. Prior periods haverbeestated to reflect this change in accounting.

In connection with calculating our diluted miags per share for our accelerated share repurgiragram discussed in Note 8, we assumed
the accelerated share repurchase market pricetagjnswould be settled through
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our issuance of additional shares of common stebich was allowed (at our discretion) in the agreatmAccordingly, the estimated shares
issuable based on the fair value of the forwardreshwas included in the weighted average sharestanding for the computation of diluted
earnings per share.

The following is a reconciliation of the nuratars and denominators of the basic and dilutedimgs per share computations:

Year ended December & 2005 2004 2003
(Dollars, except per share amout
and shares in thousanc

Income (Numerator;

Net income $334,47¢ 337,24« 344,70°
Dividends applicable to preferred stc (39€) (399 (399
Net income applicable to common stock for compubagic earnings per she 334,08: 336,84! 344,30¢
Interest on convertible debentures, net of 4,87¢ 4,82¢ 5,07¢
Dividends applicable to preferred stc 39€ 39¢ 39¢
Net income as adjusted for purposes of computihgedl earnings per sha $339,35:¢ 342,07: 349,78t

Shares (Denominator
Weighted average number of shai

Outstanding during peric 131,04« 137,22! 143,67:
Nonvested restricted sto (203) — —
Employee Stock Ownership Plan shares not commiti&é@ release — (10 (90
Weighted average number of shares outstanding@ipenod for computing basic
earnings per sha 130,84: 137,21! 143,58
Incremental common shares attributable to dilusieeurities
Shares issuable under convertible secur 4,511 4,51¢ 4,51¢
Shares issuable upon settlement of accelerated sturchase agreeme 37¢ — —
Shares issuable under incentive compensation 357 41E 682
Number of shares as adjusted for purposes of cangpdiluted earnings per she 136,08 142,14« 148,77¢
Basic earnings per she $ 2.5t 2.4¢ 2.4C
Diluted earnings per sha $  2.4¢ 2.41 2.3t

The weighted average number of shares of camstark subject to issuance under outstanding ptisat were excluded from the
computation of diluted earnings per share becawesexercise price of the option was greater tharatterage market price of the common
stock was 1.8 million for 2005, 2.4 million for 20@nd 2.6 million for 2003.

(13) STOCK OPTION PROGRAMS

We currently maintain programs which allow B@ard of Directors, through the Compensation Cotte®j to grant incentives to certain
employees and our outside directors in any oneconzbination of several forms, including incentared non-qualified stock options; stock
appreciation rights; restricted stock; and perfarogashares. As of December 31, 2005, we had resétv@ million shares of common stock
which may be issued in connection with incentiveaedg made in the future under our current incergorapensation programs.
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Under our programs, options have been graotedhployees and directors at a price either egual exceeding the then-current market
price. All of the options expire ten years aftex thate of grant and the original vesting periodjeghfrom immediate to three years. In
December 2005, the Company approved acceleratengetsting of all unvested stock options outstandafiigctive as of December 31, 2005.
See Note 1 — Stock-Based Compensation, for additioformation.

Stock option transactions during 2005, 200d 2003 were as follows:

Number Average

of options price
Outstanding December 31, 20 6,895,80: $ 27.9¢
Exercisec (1,059,419 22.3(
Granted 1,720,31 27.3¢
Forfeited (822,13) 33.3¢
Outstanding December 31, 20 6,734,57. 28.1¢
Exercisec (827,48¢) 22.9¢
Granted 952,97! 28.2:
Forfeited (146,507 27.9(
Outstanding December 31, 20 6,713,55! 28.7¢
Exercisec (1,664,62) 25.0¢
Granted 1,015,02! 33.6¢
Forfeited (68,500 31.4C
Outstanding December 31, 20 5,995,45! 30.6:
Exercisable December 31, 20 5,995,45! 30.6:
Exercisable December 31, 20 4,686,17 28.71

The following table summarizes certain infotima about our stock options at December 31, 2005.

Options outstanding (all of which are exercisal

Weighted averag

Range of remaining contractu  Weighted averag

exercise price Number of option life outstanding exercise price
$ 13.3-13.50 173,16t 11 $ 13.47
24.3¢-29.88 2,549,09! 6.€ 27.7¢
30.0¢-39.00 3,251,23. 6.4 33.7(C
45.5-46.19 21,96¢ 3.2 45.6:2
13.3:-46.19 5,995,45! 6.3 30.6:

(14) SUPPLEMENTAL CASH FLOW DISCLOSURES

The amount of interest actually paid, netmbants capitalized of $2.8 million, $762,000 an@&800 during 2005, 2004 and 2003,
respectively, was $194.8 million, $207.2 millionda®221.1 million during 2005, 2004 and 2003, retipely. Income taxes paid were
$88.8 million in 2005, $129.9 million in 2004 an®8l1$6 million in 2003. Income tax refunds totaled%whillion in 2005, $8.9 million in 2004
and $85.7 million in 2003.
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We have consummated the acquisitions of varaperations, along with certain other assetsndutie three years ended December 31,
2005. In connection with these acquisitions, tHfang assets were acquired and liabilities asslime

Year ended December & 2005 2004 2003
(Dollars in thousands

Property, plant and equipment, | $66,45( — 46,39(

Goodwill — 5,27¢ 21,74:

Deferred credits and other liabiliti — (3,38)) 21,754

Other assets and liabilities, excluding cash asth eguivalent 9,00z 107 (3,644

Decrease in cash due to acquisiti $75,45: 2,00( 86,24:

(15) FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the carrying anmiswand estimated fair values of certain of ouarficial instruments at December 31, 2005
and 2004.

Carrying Fair
Amount value
(Dollars in thousands

December 31, 200

Financial assel $ 110,91. 228,65:(2)
Financial liabilities
Long-term debt (including current maturitie $2,652,80! 2,648,84(1)
Interest rate sway $ 17,64: 17,6442)
Other $ 48,917 48,91°(2)

December 31, 200

Financial asset $ 96,80¢ 96,80¢(2)
Financial liabilities
Long-term debt (including current maturitie $3,011,63 3,132,04(12)
Interest rate swag $ 6,288 6,28%(2)
Other $ 50,86( 50,86((2)
(1) Fair value was estimated by discounting ttfteeduled payment streams to present value basedraf@s currently available to us for
similar debt.

(2) Fair value was estimated by us to approximateying value or is based on current market imfation (see below for further
information).

Included in Financial Assets is our investmardtock of the Rural Telephone Bank (“RTB”). TR&B is currently in the process of
dissolving and is expected to reimburse the holdERTB stock in cash at par value (including acalated earned stock dividends). The
carrying value of our investment in RTB stock ($illion) is reflected on the balance sheet ondbst basis and does not include the
cumulative stock dividends earned. Upon dissolutibtihe RTB, we expect to receive approximatelyGhtflilion in cash in the first half of
2006. Such amount is included in the fair valueldisure in the above table.
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We believe the carrying amount of cash andl eaglivalents, accounts receivable, accounts payatil accrued expenses approximate
fair value due to the short maturity of these imstents and have not been reflected in the abole. tab

(16) BUSINESS SEGMENTS

We are an integrated communications compaggged primarily in providing an array of communicas services to our customers,
including local exchange, long distance, Interroeeas and broadband services. We strive to maiotaioustomer relationships by, among
other things, bundling our service offerings toypde our customers with a complete offering of gre#ed communications services. Effec
in the first quarter of 2004, as a result of owr@ased focus on integrated bundle offerings aaddnied discount structures associated with
such offerings, we determined that our resultspafrations would be more appropriately reported single reportable segment under the
provisions of Statement of Financial Accountingr8i@rds No. 131, “Disclosures about Segments ofrdarprise and Related Information.”
Therefore, the results of operations for 2005 b@42eflect the presentation of a single reportabgment. Results of operations for 2003
have been conformed to this presentation of asireflortable segment.

Our operating revenues for our products amdaes include the following components:

Year ended December : 2005 2004 2003
(Dollars in thousands

Local service $ 702,40( 716,02¢ 712,56!
Network acces 959,83t 966,01: 1,001,46;
Long distance 189,87 186,99 173,88«
Data 318,77( 275,77 244,99¢
Fiber transport and CLE 115,45 74,40¢ 43,04:
Other 192,91¢ 188,15( 191,66(
Total operating revenut $2,479,25. 2,407,37. 2,367,61

For a description of each of the sources wémees, see Management’s Discussion and AnalydiRanults of Operations — Operating
Revenues.

Interexchange carriers and other accountsvaule on the balance sheets are primarily amadunésfrom various long distance carriers,
principally AT&T, and several large local excharaperating companies.

(17) COMMITMENTS AND CONTINGENCIES

Construction expenditures and investmentehmales, buildings and equipment during 2006 atienesed to be $325 million. We gener:
do not enter into firm, committed contracts forlsactivities.

In Barbrasue Beattie and James Sovis, on behtilemselves and all others similarly situatedCenturyTel, Inc, filed on October 28,
2002, in the United States District Court for thestern District of Michigan (Case No. 02-10277§ faintiffs allege that we unjustly and
unreasonably billed customers for inside wire ne&iance services, and seek unspecified money daraagesjunctive relief under various
legal theories on
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behalf of a purported class of over two million trusers in our telephone markets. On March 10, 20@&6Court certified the class action
status of the suit and issued a ruling that tHangidescriptions we used for these services dusimgpproximately 18-month period between
October 29, 2000 and May 2002 were legally insigdfic We plan to appeal this decision. The Cowttter does not specify the award of
damages, the scope of which remains subject tdfisigimt fact finding. At this time, we cannot reastly estimate the amount or range of
possible loss; however, we believe it to be sigaifitly below the level of revenues billed for sgelnvices during the above period. We do not
believe that the ultimate outcome of this litigatieill have a material adverse effect on our firiahposition or results of operations.

The Telecommunications Act of 1996 allows laachange carriers to file access tariffs on easstilined basis and, if certain criteria are
met, deems those tariffs lawful. Tariffs that héveen “deemed lawful” in effect nullify an interexatge carrier’s ability to seek refunds
should the earnings from the tariffs ultimatelyulesn earnings above the authorized rate of repuascribed by the FCC. Certain of our
telephone subsidiaries file interstate tariffs diewith the FCC using this streamlined filing apach. For those tariffs that have not yet been
“deemed lawful,” we initially record as a liabiliur earnings in excess of the authorized ratetoim, and may thereafter recognize as
revenues some or all of these amounts at the etiet @fpplicable settlement period as our legatlentent thereto becomes more certain. We
recorded approximately $35.9 million as revenughenthird quarter of 2005 as the settlement penéteted to the 2001/2002 monitoring
period lapsed on September 30, 2005. We do notcexpeecognize any revenue in 2006 associatedtivitiexpiration of a monitoring peri
as described herein. As of December 31, 2005, rtt@uat of our earnings in excess of the authoriadel of return reflected as a liability on
the balance sheet for the 2003/2004 monitoringopleaiggregated approximately $31.5 million. Thelewttnt period related to 2003/2004
monitoring period lapses on September 30, 2007willeontinue to monitor the legal status of anp@eedings that could impact our
entitlement to these funds.

From time to time, we are involved in othengedings incidental to our business, includingiadrnative hearings of state public utility
commissions relating primarily to rate making, act relating to employee claims, occasional griegdrearings before labor regulatory
agencies and miscellaneous third party tort actibhe outcome of these other proceedings is naligteble. However, we do not believe t
the ultimate resolution of these other proceediafisr considering available insurance coveragh have a material adverse effect on our
financial position, results of operations or casiws.

(18) SUBSEQUENT EVENTS

On February 21, 2006, our board of direct@raved a stock repurchase program authorizing uspurchase up to $1.0 billion of our
common stock and terminated the approximately $ill®mremaining balance of our existing $200 nailii share repurchase program
approved in February 2005. We repurchased the#860 million of common stock through acceleratears repurchase agreements entered
into with various investment banks, repurchasing rgtiring approximately 14.36 million shares ofrtmon stock at an average initial price
of $34.83 per share. We funded these agreememnisgally through borrowings under our $750 millioredit facility and cash on hand. We
expect to use cash generated from operations dR@i§ to repay these borrowings. The
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investment banks are expected to repurchase avadgpii number of shares in the open market in ¢imeirtg months. Once these repurchases
are complete, we will receive or be required to pgyice adjustment (payable at our discretiontimee shares or cash) based principally on
the actual cost of the shares repurchased by testiment banks.

On March 1, 2006 we reduced our workforce jyyraximately 275 jobs, or 4% of our workforce, doéncreased competitive pressures
and the loss of access lines over the last seyeaab. We expect to incur a one-time pre-tax chafgg@proximately $7.6 million in the first
guarter of 2006 in connection with the severanakratated costs.

* k% % % %

A-55




Table of Contents

CENTURYTEL, INC.
Consolidated Quarterly Income Statement Information

(Unaudited)
First Seconc Third Fourth
quarter guarter guarter quarter
(Dollars in thousands, except per share amol

2005 (unaudited’
Operating revenue $595,28: 606,41: 657,08! 620,47.
Operating incomi $176,86( 185,88. 201,24 172,41
Net income $ 79,61¢ 85,11¢ 91,41 78,33¢
Basic earnings per she $ .6C .65 .7C .6C
Diluted earnings per sha $ .59 .64 .68 .5¢
2004
Operating revenue $593,70: 603,55! 603,87¢ 606,23:
Operating incom: $183,55° 189,91: 190,86 189,61t
Net income $ 83,27¢ 83,28 86,19: 84,48¢
Basic earnings per she $ .58 .6C .64 .63
Diluted earnings per sha $ .57 15¢ .63 .62
2003
Operating revenue $578,01: 586,72¢ 600,26 602,60:
Operating incomi $184,77: 188,38: 190,78: 186,46:
Net income $ 83,91¢ 87,36 90,97¢ 82,44:
Basic earnings per she $ .59 .61 .63 .57
Diluted earnings per sha $ .58 .6C .62 .5€

The third quarter of 2005 included the follagsiamounts presented on a pre-tax basis: (i) tagration of $35.9 million of revenue as the
settlement period related to the 2001/2002 momi¢pperiod lapsed (see Note 17 for additional infatiom); (i) $5.8 million of expenses
related to Hurricanes Katrina and Rita; (iii) a%fillion charge related to the impairment of afoperating investment; and (iv) a
$3.5 million gain on the sale of a separate norratp®y investment.

The fourth quarter of 2005 included a $6.3iomlpre-tax charge related to the impairment oba-operating investment.

Diluted earnings per share for the fourth tgraof 2003 included a $.06 per share charge etlateperating taxes, net of related revenue
effect, and interest associated with various opegaax audits.

* k% % k% %
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D Mark this box with an X if you have made
changes to your name or address details above.

Annual Meeting Proxy Card

To elect four Class Il Directors
1. The Board of Directors recommends a vote FOR #tedinominees

For Withhold

01 — Fred R. Nichols D D
02 — Harvey P. Perry D D
03 — Jim D. Reppond D D

04 — Joseph R. Zimmel D D
Bl issues

The Board of Directors recommends a vote FOR tHewiing proposal
For Against  Abstain

2. To ratify the selection of KPMG LLP as the Company’
independent auditor for 2006. D D D

3. Intheir discretion to vote upon such other busires may
properly come before the Meetir

Authorized Signatures — Sign Here — This section nmat be completed for your instructions to be execute

Please sign exactly as name appears on the cateific certificates representing shares to be vmjdtlis proxy. When signing as executor, admiatsir, attorney, trustee or
guardian, please give full title as such. If a @vgtion, please sign in full corporate name by igler®t or other authorized officer. If a partnershgfease sign in partnership name
by authorized persons.

Signature 1 Please keep signature within the box Signature 2 Please keep signature within the box Date (mm/dd/yyyy)

[

[ ] 008726 1UPX coy
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Proxy — CenturyTel, Inc.

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

The undersigned hereby constitutes and appoints Bl€ost, Il or Stacey W. Goff, or either of thgmnoxies for the undersigned, with full power abstitution, to represent tl
undersigned and to cast the number of votes at#fihel to all of the shares of common stock andngpgireferred stock (collectively, the “Voting Shsifeof CenturyTel, Inc. (th
“Company”)that the undersigned is entitled to vote at theuahmeeting of shareholders of the Company to tet dre May 11, 2006, and at any and all adjournméreseof (th
“Meeting”).

The Board of Directors recommends that you vote Fi@Rnhominees and the proposal listed on the rewgde hereof. In addition to serving as a Proxig, ¢ard will also serve
as instructions to Computershare Investor ServideG, (the “Agent”)to cast in the manner designated on the reversehgickof the number of votes allocable to the wsigeed
if any, that are attributable to shares of the Canys common stock held as of March 17, 2006 innid@e of the Agent and credited to any plan accofitite undersigned in
accordance with the Company'’s dividend reinvestrpéan or employee stock purchase plans. Upon timeadgipt of this Proxy, properly executed, allfod totes attributable to
your Voting Shares, including any held in the nahthe Agent, will be voted as specified. If thioRy is properly executed but no specific directi@me given, all of your vote
will be voted for the nominees and the proposal.

(Please See Reverse Side)



