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PAR T I. FINANCIAL INFORMATION
Item 1. Financial Statements
CenturyTé, Inc.
CONSOL IDATED STATEMENTS OF INCOME
(UNAUDITED)

Three months Nine months
ended September 30, ended September 30,
2006 2005 2006 2005

(Dollars, except per share amounts,
and shares in thousands)

OPERATING REVENUES 620,08: 657,08! 1,840,86. 1,858,78I
OPERATING EXPENSES
Cost of services and products (exclusive of deptiri
and amortization) 226,83: 222,72¢ 666,24¢ 609,59(
Selling, general and administrative 94,21: 99,59:¢ 285,74¢ 289,05:
Depreciation and amortization 129,84( 133,52¢ 396,22! 396,15:
Total operating expenses 450,88: 455,84 1,348,22. 1,294,79
OPERATING INCOME 169,20( 201,24. 492,64: 563,98:
OTHER INCOME (EXPENSE)
Interest expense (47,857 (49,909 (148,589 (152,176
Income from unconsolidated cellular entity 891 1,27(C 5,04( 3,307
Other income (expense) 1,927 (4,219 125,83« (1,459
Total other income (expense) (45,039 (52,849 (17,709 (150,329
INCOME BEFORE INCOME TAX EXPENSE 124,16: 148,39: 474,93: 413,65t
Income tax expense 47,67¢ 56,98: 176,65 157,51:
NET INCOME 76,48: 91,41: 298,27t 256,14!
BASIC EARNINGS PER SHARE .6€ .7C 2.5:2 1.9t
DILUTED EARNINGS PER SHARE .65 .68 2.4¢ 1.91
DIVIDENDS PER COMMON SHARE .062¢ .0€ .187¢ 18
AVERAGE BASIC SHARES OUTSTANDING 115,22: 130,15( 117,68! 130,87"
AVERAGE DILUTED SHARES OUTSTANDING 120,44¢ 135,91¢ 123,34¢ 136,14

See accompanying notes to consolidated financsisients.
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CenturyTd, Inc.
CONSOLI DATED STATEMENTS OF COMPREHENSIVE INCOME
(UNAUDITED)

Three months Nine months
ended September 30, ended September 30,
2006 2005 2006 2005

(Dollars in thousands)

NET INCOME $ 76,48: 91,41 298,27t 256,14!

OTHER COMPREHENSIVE INCOME,

NET OF TAX:
Minimum pension liability adjustment, net of $73,75,
$50 and $99 tax 121 281 80 15¢
Unrealized gain (loss) on investments, net of $283,
($60) and $405 tax 52 452 (96) 64¢

Derivative instruments:
Net loss on derivatives hedging the variabilitycagh

flows, net of ($2,606) tax - - - (4,18))
Reclassification adjustment for losses includeden

income, net of $59, $59, $176 and $144 tax 94 94 282 231

COMPREHENSIVE INCOME $ 76,75( 92,23¢ 298,54, 253,00:

See accompanying notes to consolidated financ#tsients.
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CenturyTd, Inc.
CONSOLID ATED BALANCE SHEETS

(UNAUDITED)

September 30, December 31,
2006 2005
(Dollars in thousands)
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 32,69 158,84t
Accounts receivable, less allowance of $19,371%#1d721 215,11 236,71«
Materials and supplies, at average cost 6,96: 6,99¢
Other 13,77¢ 20,45¢
Total current assets 268,54t 423,01¢
NET PROPERTY, PLANT AND EQUIPMEN
Property, plant and equipment 7,866,85; 7,801,37
Accumulated depreciation (4,736,81) (4,496,89)
Net property, plant and equipment 3,130,041 3,304,48!
GOODWILL AND OTHER ASSETS
Goodwill 3,431,13i 3,432,64!
Other 575,90« 602,55t
Total goodwill and other assets 4,007,041 4,035,20!
TOTAL ASSETS $ 7,405,62! 7,762,70
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Current maturities of long-term debt $ 194,11 276,73t
Accounts payable 108,23( 104,44«
Accrued expenses and other liabilities
Salaries and benefits 56,22¢ 60,52
Income taxes 64,34¢ 110,52:
Other taxes 66,12( 58,66(
Interest 56,02¢ 71,58(
Other 17,92( 14,85
Advance billings and customer deposits 51,22( 48,91%
Total current liabilities 614,21( 746,23(
LONG-TERM DEBT 2,417,80 2,376,07!
DEFERRED CREDITS AND OTHER LIABILITIES 1,068,57! 1,023,13.
STOCKHOLDERS' EQUITY
Common stock, $1.00 par value, authorized 350,@@0shares, issued and outstanding
115,399,940 and 131,074,399 shares 115,40( 131,07:
Paid-in capital 71,43¢ 129,80¢
Accumulated other comprehensive loss, net of tax (9,359 (9,619
Retained earnings 3,120,09: 3,358,16:
Preferred stock - non-redeemable 7,461 7,85(




Total stockholders’ equity 3,305,03! 3,617,27.

TOTAL LIABILITIES AND EQUITY $ 7,405,62! 7,762,70

See accompanying notes to consolidated financ#tsients.
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CONSOLID ATED STATEMENTS OF CASH FLOWS

CenturyTd, Inc.

(UNAUDITED)

Nine months
ended September 30,

2006 2005

OPERATING ACTIVITIES

(Dollars in thousands)

Net income $ 298,27t 256,14!
Adjustments to reconcile net income to net caskigeal by operating activities:
Depreciation and amortization 396,22! 396,15:
Gain on asset dispositions (118,649 (3,500
Income from unconsolidated cellular entity (5,040 (3,307
Deferred income taxes 33,71 33,41¢
Changes in current assets and current liabilities:
Accounts receivable 20,14: (2,267
Accounts payable 3,78¢ (33,227
Accrued income and other taxes (30,859 75,72
Other current assets and other current liabilities, (7,31 (10,867
Retirement benefits 25,33 13,98¢
Excess tax benefits from share-based compensation (7,860 -
(Increase) decrease in other noncurrent assets 5,39¢ (4,207
Increase (decrease) in other noncurrent liabilities (502 2,49¢
Other, net 9,85¢ 12,81¢
Net cash provided by operating activities 622,50¢ 733,36
INVESTING ACTIVITIES
Payments for property, plant and equipment (213,039 (281,959
Proceeds from redemption of Rural Telephone Bamkst 122,81¢ -
Proceeds from sale of assets 5,86¢ 4,00(
Acquisitions, net of cash acquired - (75,429
Distributions from unconsolidated cellular entity - 2,33¢
Investment in unconsolidated cellular entity (5,227 -
Other, net (1,865 (1,069
Net cash used in investing activities (91,437 (352,11
FINANCING ACTIVITIES
Payments of debt (38,946 (516,09)
Net proceeds from issuance of long-term debt - 344,17
Proceeds from issuance of common stock 65,33¢ 47,48¢
Repurchase of common stock (669,859 (530,700
Settlement of equity units - 398,16
Cash dividends (21,976 (23,909
Excess tax benefits from share-based compensation 7,86( -
Other, net 35z 90¢
Net cash used in financing activities (657,22) (279,97)
Net increase (decrease) in cash and cash equis (126,15 101,28t
Cash and cash equivalents at beginning of period 158,84t 167,21!
Cash and cash equivalents at end of period $ 32,69 268,50




Supplemental cash flow information:
Income taxes paid $ 181,44! 88,95

Interest paid (net of capitalized interest of $5,50d $2,066) $ 162,63( 161,91(

See accompanying notes to consolidated financ#tsients.
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CenturyTd, Inc.

CONSOLIDA TED STATEMENTS OF STOCKHOLDERS' EQUITY

(UNAUDITED)

Nine months
ended September 30,

2006 2005

COMMON STOCK

(Dollars in thousands)

Balance at beginning of period $ 131,07 132,37:
Issuance of common stock through dividend reinvestirincentive and benefit plans and othe 2,53¢ 2,12¢
Issuance of common stock upon settlement of equnitg - 12,88:
Repurchase of common stock (18,239 (16,409
Conversion of preferred stock into common stock 21 7
Balance at end of period 115,40( 130,97
PAID-IN CAPITAL
Balance at beginning of period 129,80¢ 222,20"
Issuance of common stock through dividend reinvestiincentive and benefit plans 62,80( 45,36:
Issuance of common stock upon settlement of equnitg - 385,28
Repurchase of common stock (137,249 (514,29)
Conversion of preferred stock into common stock 36¢ 11¢€
Excess tax benefits from share-based compensation 7,86( -
Share-based compensation and other 7,854 1,62¢
Balance at end of period 71,43¢ 140,30:
ACCUMULATED OTHER COMPREHENSIVE LOSS, NET OF TAX
Balance at beginning of period (9,619 (8,339
Change in other comprehensive loss, net of tax 26€ (3,142
Balance at end of period (9,359 (12,476
RETAINED EARNINGS
Balance at beginning of period 3,358,16. 3,055,54!
Net income 298,27¢ 256,14!
Repurchase of common stock (through 2006 accetbsdtare repurchase program) (514,37() -
Cash dividends declared
Common stock - $.1875 and $.18 per share, respéctiv (21,689 (23,617
Preferred stock (287) (29¢)
Balance at end of period 3,120,09: 3,287,78:
PREFERRED STOCK - NON-REDEEMABLE
Balance at beginning of period 7,85( 7,97¢
Conversion of preferred stock into common stock (389 (125)
Balance at end of period 7,461 7,85(
TOTAL STOCKHOLDERS' EQUITY $ 3,305,03! 3,555,43!

See accompanying notes to consolidated financsisients.
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CenturyTd, Inc.
NOTE S TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
(UNAUDITED)

(1) Basisof Financial Reporting

Our consolidated financial statements include ttemants of CenturyTel, Inc. and its majority-owrsedbsidiaries. Certain information
and footnote disclosures normally included in ficiahstatements prepared in accordance with gdperatepted accounting principles have
been condensed or omitted pursuant to rules andatéans of the Securities and Exchange Commisgiowever, in the opinion of
management, the disclosures made are adequatééoth@ainformation presented not misleading. Thesobdated financial statements and
footnotes included in this Form 10-Q should be rigacbnjunction with the consolidated financialtstaents and notes thereto included in our
annual report on Form 10-K for the year ended Déxeer31, 2005.

The financial information for the three months aite months ended September 30, 2006 and 20050hasen audited by
independent certified public accountants; howewethe opinion of management, all adjustments remngsto present fairly the results of
operations for the three-month and nine-month perttave been included therein. The results of dpeafor the first nine months of the
year are not necessarily indicative of the rexafligsperations which might be expected for the entear.

(2) Goodwill and Other Intangible Assets
Goodwill and other intangible assets as of Septer®3®e2006 and December 31, 2005 were composdwdbtiowing:

Sept. 30, Dec. 31,
2006 2005

(Dollars in thousands)

Goodwiill $ 3,431,131 3,432,64!

Intangible assets subject to amortization
Customer base

Gross carrying amount $ 25,09 25,09¢
Accumulated amortization (6,609 (5,349
Net carrying amount $ 18,49( 19,74t

Contract rights

Gross carrying amount $ 4,187 4,187
Accumulated amortization (2,909 (1,867
Net carrying amount $ 1,27¢ 2,32¢
Intangible asset not subject to amortization $ 36,69( 36,69(

As of September 30, 2006, we completed the anmyadhirment test of goodwill required under Statenodriinancial Accounting
Standards No. 142 and determined that our goodnibt impaired.

Goodwill decreased due to the sale of our Arizahephone properties in May 2006 (see Note 11 fditiachal information).

Total amortization expense related to the intamgitdsets subject to amortization for the first mmanths of 2006 was $2.3 million and is
expected to be $3.1 million for all of 2006, $2.8lion in 2007 and $1.7 million annually thereaftarough 2010.




Table of Content
(3) Postretirement Benefits
We sponsor health care plans that provide postre@nt benefits to all qualified retired employees.

Net periodic postretirement benefit cost for thee¢hmonths and nine months ended September 30,82@08005 included the
following components:

Three months Nine months
ended September 30, ended September 30,
2006 2005 2006 2005

(Dollars in thousands)

Service cost $ 1,74¢ 1,572 5,231 4,717
Interest cost 4,74t 4,18( 14,23t 12,53¢
Expected return on plan assets (610 (610 (1,829 (2,830
Amortization of unrecognized actuarial loss 93C 72¢ 2,79( 2,187
Amortization of unrecognized prior service cost (217) (469) (650) (1,407
Net periodic postretirement benefit ¢ $ 6,594 5,40z 19,78 16,20¢

We contributed $9.6 million to our postretiremeaatth care plan in the first nine months of 2008 expect to contribute
approximately $13 million for the full year.

(4) Defined Benefit Retirement Plans

We sponsor defined benefit pension plans for sakiaty all employees. We also sponsor a Suppleaiditecutive Retirement Plan
provide certain officers with supplemental retiremeleath and disability benefits.

Net periodic pension expense for the three montdsiine months ended September 30, 2006 and 26Q@ied the following
components:

Three months Nine months
ended September 30, ended September 30,
2006 2005 2006 2005

(Dollars in thousands)

Service cost $ 4,77¢ 3,83¢ 13,26! 11,517
Interest cost 7,07¢ 5,99 19,45¢ 18,00¢
Expected return on plan assets (8,169 (7,306 (24,530) (21,919
Recognized net losses 3,52 1,56( 7,367 4,69:
Net amortization and deferr (109 81 (98) 24¢
Net periodic pension expen $ 7,11¢ 4,16( 15,45¢ 12,53¢

The amount of the 2006 contribution to our pengitams will be determined based on a number of factocluding the results of the
2006 actuarial valuation. Our minimum required cdition to our pension plans for 2006 is approxieha$1.1 million.

(5) Stock-based Compensation

Effective January 1, 2006, we adopted the provsmiStatement of Financial Accounting StandardsI¥3 (Revised 2004), “Share-
Based Payments” (“SFAS 123(R)"). SFAS 123(R) regplis to measure our cost of awarding employedsagitity instruments based upon
the fair value of the award on the grant date. Suost will be recognized as compensation expensetbe period during which the employee
is required to provide service in exchange foratvard. Compensation cost is also recognized oeeapiplicable remaining vesting period
any outstanding options that were not fully vesiedf January 1, 2006. We did not have any unvesiesianding options as of January 1,
2006 since our Board of Directors accelerated #ting of all unvested options effective as of Delger 31, 2005, as described below. We
elected the modified prospective transition methsghermitted by SFAS 123(R); accordingly, priorigeresults have not been restated.
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We currently maintain programs which allow the Bbaf Directors, through its Compensation Committeegrant incentives to certe
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 September 30, 2006, we had essapproximately 8.7 million shares of
common stock which may be issued in connection imitkntive awards made in the future under oureririncentive programs. We also
offer an Employee Stock Purchase Plan whereby grapkcan purchase our common stock at a 15% disbasad on the lower of the
beginning or ending stock price during recurringsionth periods stipulated in such program.

As of December 31, 2005, we had approximately 6lidom options outstanding from prior grants, allwhich were issued with
exercise prices either equal to or exceeding tbe-turrent market price. All of these options wexercisable as a result of actions taken by
our Board of Directors in December 2005 to accédettze vesting of all unvested options outstandéfigctive as of December 31, 2005, in
order to eliminate the recognition of compensaégpense which otherwise would have been required the effectiveness of SFAS 123(

In the first nine months of 2006, certain of ouroyees were granted an aggregate of 985,575 sfaiabns with exercise prices at
market value. All of these options expire ten yestsr the date of grant and have a three-yeamgeperiod. The weighted average fair value
of each option was estimated as of the date oft godoe $12.74 using a Black-Scholes option pricimagel using the following assumptions:
dividend yield - .7%; expected volatility - 30%; iybted average risk free interest rate - 4.65%&raanged from 4.28% to 5.22%); and
expected term - 7 years (executive officers) agdds (all other employees).

In the first nine months of 2005, certain of ourpdoyees were granted an aggregate of 990,125 sfattdns with exercise prices at
market value. The weighted average fair value ohemption was estimated as of the date of grabet$12.68 using a Black-Scholes option
pricing model using the following assumptions: did yield - .7%; expected volatility - 30%; weigtitaverage risk free interest rate 16%
(rates ranged from 3.90% to 4.20%); and expected {& years.

The expected volatility was based on the historcéatility of our common stock over the 7- andygar terms mentioned above. The
expected term was determined based on the hidteriescise and forfeiture rates for similar grants.

Stock option transactions during the first nine therof 2006 were as follows:

Remaining
contractual ~ Aggregate
Number Average term (in intrinsic
of options price years) value
Outstanding December 31, 2005 5,995,45! $ 30.6:
Granted 985,57! 35.8i
Exercised (2,070,171 28.5¢
Forfeited/Cancelled (20,18Y) 36.5¢
Outstanding September 30, 2006 4,890,67: $ 32.5¢ 6.3 $ 34,921,00
Exercisable September 30, 2006 3,928,45. $ 31.71 5.5 $ 31,254,00

In addition, during the first nine months of 200& issued 293,943 shares of restricted stock taioegmployees and our outside
directors at a weighted-average price of $36.0%hare. During the first nine months of 2005, veeiéxl 286,123 shares of restricted stock at
a weighted-average price of $33.47 per share. Bsthcted stock vests over a five-year period éimployees) and a three-year period (for
outside directors). Nonvested restricted stocks@ations during the first nine months of 2006 wasdollows:

Number Average grant

of shares date fair value
Nonvested at January 1, 20 511,91¢ $ 30.92
Granted 293,94: 36.02
Vested (74,529 32.8¢
Forfeited (3,780 33.5¢
Nonvested at September 30, 2( 727,55¢ $ 32.71

The total compensation cost for share-based payamearigements for the first nine months of 2006 $&9 million ($5.7 million
aftertax; $.05 per diluted share). We recognized apprately $3.3 million of tax benefit related to swahangements in the first nine mon



of 2006. As of September 30, 2006, there was $2dllibn of total unrecognized compensation cosated to the share-based payment
arrangements, which is expected to be recognizedaweighted-average period of 3.2 years.

10
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We received net cash proceeds of $59.2 millionrdyite first nine months of 2006 in connection vafiion exercises. The total
intrinsic value of options exercised (the amountych the market price of the stock on the datexafrcise exceeded the market price of the
stock on the date of grant) was $20.1 million dgitime first nine months of 2006 and $16.2 milliamidg the first nine months of 2005. The
excess tax benefit realized from stock options@sed and restricted stock released during therfire months of 2006 was $7.9 million. 1
total fair value of restricted stock that vestedimiy the first nine months of 2006 was $2.5 million

Prior to January 1, 2006, we accounted for ourkstgtions using the intrinsic value method in ademce with Accounting Principles
Board Opinion No. 25, “Accounting for Stock IssuecEmployees”. Generally, we did not recognize stogk-based compensation expense
for stock options in our consolidated statements@dme prior to 2006. If compensation cost for options had been determined consistent
with SFAS 123(R), our net income and earnings pareson a pro forma basis for the three monthsnam@lmonths ended September 30,
2005 would have been as follows:

Three months Nine months

ended ended
September 30, September 30,
2005 2005

(Dollars in thousands,
except per share amounts)

Net income, as reporte $ 91,41 256,14!
Less: Total stock-based employee compensation egpdgtermined under fair value based

method, net of tax (1,740 (7,649
Pro forma net income $ 89,67: 248,50:

Basic earnings per share

As reported $ 7C 1.9¢

Pro forma $ .6¢ 1.9C
Diluted earnings per share

As reported $ .68 1.91

Pro forma $ .67 1.8¢

(6) Business Segments

We are an integrated communications company engagedrily in providing an array of communicatiogsrvices to our customers,
including local exchange, long distance, Interreeeas and broadband services. We strive to maiotaioustomer relationships by, among
other things, bundling our service offerings tovpde our customers with a complete offering of greged communications services. As a
result of increased bundling of our local exchaage long distance service offerings, beginnindhinfirst quarter of 2006, we have combi
the revenues of such offerings into a categontledti'Voice”. Prior periods have been restatechgure comparability. Our operating
revenues for our products and services includédlteving components:

Three months Nine months
ended September 30, ended September 30,
2006 2005 2006 2005

(Dollars in thousands)

Voice $ 216,18( 225,85’ 650,41! 672,06!
Network acces 219,82( 257,58¢ 666,65: 727,26¢
Data 91,47: 88,91: 259,15¢ 237,86t
Fiber transport and CLEC 37,487 36,36! 109,31¢ 78,24(
Other 55,12¢ 48,37( 155,32( 143,34:
Total operating revenues $ 620,08: 657,08! 1,840,86. 1,858,78!

11
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We derive our voice revenues by providing localratme telephone and retail long distance servicesit customers in our local
exchange service areas.

We derive our network access revenues primarilgnf(i) providing services to various carriers andtomers in connection with the
use of our facilities to originate and terminateithinterstate and intrastate voice and data traésssoms and (ii) receiving universal support
funds which allows us to recover a portion of oosts under federal and state cost recovery mecahanis

We derive our data revenues primarily by providimigrnet access services (both digital subscriber('DSL”") and dial-up services)
and data transmission services over special cgreut! private lines in our local exchange servieas

Our fiber transport and CLEC revenues include raesrfrom our fiber transport, competitive local lexege carrier and security
monitoring businesses.

We derive other revenues primarily by (i) leasisgjling, installing and maintaining customer presrtislecommunications equipment
and wiring, (ii) providing billing and collectioresvices for third parties, (iii) participating ihe publication of local directories and (iv)
offering our video and wireless services.

@) Accelerated Share Repurchase Program

On February 21, 2006, our Board of Directors appdoa stock repurchase program authorizing us tarcbépse up to $1.0 billion of
our common stock and terminated the approximat&8/million remaining balance of our existing $200lion share repurchase program
approved in February 2005. In February 2006, wengmsed the first $500 million of common stoclotigh accelerated share repurchase
agreements entered into with various investmenk$aepurchasing and retiring approximately 14.3an shares of common stock at an
average initial price of $34.83 per share. We fuhdgpurchases under these agreements principatlygh short-term borrowings, which as
of September 30, 2006, had been repaid in full.

As part of the accelerated share repurchase trdmssicwe simultaneously entered into forward cacts with the investment banks
whereby the investment banks purchased an aggrefya#e36 million shares of our common stock duttimg terms of the contracts. At the
end of the repurchase period in mid-July 2006, aid pn aggregate of approximately $28.4 milliorhcasthe investment banks since the
investment banks’ weighted average purchase prideglthe repurchase period ($37.10) was higher tha initial average price. We
reflected such settlement amount as an adjustraertdined earnings in our financial statementsHerthird quarter of 2006.

In connection with calculating our diluted earnings share, we assumed the accelerated share mapammarket price adjustment
would be settled through our issuance of additishakes of common stock, which was allowed at @aretion in the agreements.
Accordingly, the estimated shares issuable basdHeofair value of the forward contract were in@ddn the weighted average shares
outstanding for the computation of diluted earnipgsshare for the periods ended September 30, 2006

(8) Reduction in Workforce

On March 1, 2006 and August 30, 2006, we annournsegwictions of our workforce which aggregated apipnaxely 400 jobs, or 6% of
our workforce, primarily due to increased compegitpressures and the loss of access lines ovéaghseveral years. For the nine months
ended September 30, 2006, we incurred a net prehtage of approximately $7.5 million (consistirfcadb9.4 million charge to operating
expenses, net of a $1.9 million favorable revemygsaict related to such expenses) in connectiontivitlseverance and related costs. Of the
$9.4 million charged to operating expenses, appraiely $8.6 million was reflected in cost of seed@nd products and $845,000 was
reflected in selling, general and administrativpenses. The following table reflects additionabmfiation regarding the severance-related
liability for the first nine months of 2006 (in thsands):

Balance at December 31, 2005 $ -

Amount accrued to expense 9,431
Amount paid (5,964
Balance at September 30, 2006 $ 3,461

12
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9) Commitments and Contingencies

In Barbrasue Beattie and James Sovis, on behéfieafiselves and all others similarly situated, watGe/Tel, Inc., filed on October 2¢
2002, in the United States District Court for theestern District of Michigan (Case No. 02-10277% fhaintiffs allege that we unjustly and
unreasonably billed customers for inside wire maiahce services, and seek unspecified monetarygdsnaad injunctive relief under
various legal theories on behalf of a purported<laf over two million customers in our telephorerkets. On March 10, 2006, the Court
certified a class of plaintiffs and issued a rulthgt the billing descriptions we used for theswises during an approximately 18-month
period between October 2000 and May 2002 were llegrufficient. We have appealed this decisione Tdourt’s order does not specify the
award of damages, the scope of which remains stigiesignificant fact-finding. At this time, we caot reasonably estimate the amount or
range of possible loss; however, we believe itasignificantly below the amount of revenues billedsuch services during the above-
specified period. We do not believe that the ulten@autcome of this litigation will have a matergaverse effect on our financial position or
results of operations.

The Telecommunications Act of 1996 allows locallextge carriers to file access tariffs on a strezedlibasis and, if certain criteria
are met, deems those tariffs lawful. Tariffs thavd been “deemed lawful” in effect nullify an irk@change 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 vifie FCC using this streamlined filing approactr. ¢artain of these tariffs, we initially record
as a liability our earnings in excess of the autsat rate of return, and may thereafter recogrizee@enues some or all of these amounts at
the end of the applicable settlement period ademal entittement thereto becomes certain. As pt&aber 30, 2006, the amount of our
earnings in excess of the authorized rate of ratftacted as a liability on the balance sheettier2003/2004 monitoring period aggregated
approximately $44 million. The settlement periokhted to the 2003/2004 monitoring period lapseSeptember 30, 2007.

As discussed below in Note 11, we received apprateiy $122.8 million in cash from the dissolutidrilee Rural Telephone Bank
(“RTB"). Some portion of the gain recognized in oestion with the receipt of these proceeds, whiteastimable at this time, is currently or
may be subject to review by regulatory authoritidéch may result in alternative accounting treatmen

In March 2006, we filed a complaint against AT&Trgoand AT&T Communications, Inc. (collectively, T&T") in the United State
District Court for the District of New Jersey. Thésvsuit currently includes twenty-four other loexichange company plaintiffs. Our
complaint seeks recovery from AT&T of unpaid andiempaid access charges for calls made using Ag§répaid calling cards and calls |
used Internet Protocol (“IP”) for a portion of thgiansmission. We believe AT&T improperly classdicertain of the prepaid calling card
calls as interstate traffic rather than intrastedéfic, thereby depriving us of the higher accestes associated with intrastate calls. We also
believe that AT&T improperly classified the callsat used IP for a portion of their transmissiotoasl calls, thereby depriving us of access
rates entirely. At this time, the likely outcometbé case cannot be predicted, nor can a reasoestifieate of the amount of recovery, if any,
be made. Accordingly, we have not recognized awgree with respect to this matter in our consoiddinancial statements.

From time to time, we are involved in other prodegd incidental to our business, including admmaiste hearings of state public
utility commissions relating primarily to rate magji actions relating to employee claims, occasigrniavance hearings before labor
regulatory agencies and miscellaneous third partyactions. The outcome of these other proceedigst predictable. However, we do not
believe that the ultimate resolution of these ofiteceedings, after considering available insuraoserage, will have a material adverse
effect on our financial position, results of opéras or cash flows.

(10 Accounting Pronouncements

In June 2006, the Financial Accounting Standardsr@dssued Interpretation No. 48, “Accounting farddrtainty in Income
Taxes” (“FIN 48"), which clarifies the accountingrfuncertainty in income taxes recognized in finanstatements. FIN 48 prescribes a
comprehensive model for recognizing, measuringsqareng and disclosing in the financial stateméamtositions taken or expected to be
taken on a tax return. FIN 48 is effective for &isgears beginning after December 15, 2006. Weamently assessing the impact, if any, of
FIN 48 but we do not expect such impact to haveaterial adverse effect on our consolidated findrpmaition or results of operations.
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In September 2006, the Financial Accounting Stash&lBoard issued Statement of Financial Accountiag@ards No. 157, “Fair
Value Measurements” (“SFAS 157”). SFAS 157 defifagisvalue, establishes a framework for measuraigvalue and expands disclosures
about fair value measurements. SFAS 157 appliesrusttier accounting pronouncements that requipeonit fair value measurements and
is effective for fiscal years beginning after Novmm 15, 2007. We are currently evaluating the impéadopting SFAS 157.

In September 2006, the Financial Accounting Stashel&oard issued Statement of Financial Accounttag@&rds No. 158,
“Employers’ Accounting for Defined Benefit Plansth@ther Postretirement Plans” (“SFAS 158”). SFAS 18l require us to recognize the
overfunded or underfunded status of our definegfieand postretirement plans as an asset oritialih our balance sheet and to recognize
changes in that funded status in the year in wttiehchanges occur through equity. We will be regflito initially recognize the requirements
of SFAS 158 in our December 31, 2006 balance sHabt requirements of SFAS 158 were applied taddeber 31, 2005 balances, we
would have reduced our noncurrent assets by appetgly $73 million, increased our noncurrent ligigis by approximately $134 million,
decreased our deferred tax liabilities by approxalyeh79 million and decreased our stockholdersiitycpy approximately $128 million.
However, the effect at December 31, 2006 (the adiopiate) or any other future date could signiftbadiffer depending on the measurement
of pension and postretirement assets and obligatibsuch date.

In September 2006, the Securities and Exchange Gssiun issued Staff Accounting Bulletin No. 108 ot@Gidering the Effects of
Prior Year Misstatements when Quantifying Misstagata in Current Year Financial Statements” (“SAB”)0SAB 108 addresses how the
effects of prior year uncorrected misstatementsishioe considered when quantifying misstatementsiinent year financial statements. S
108 requires companies to quantify misstatemeritgy usbalance sheet approach and income statemertzech and to evaluate whether
either approach results in quantifying an errot ihanaterial in light of the relevant quantitatied qualitative factors. SAB 108 is effective
for fiscal years ending on or after November 15)@0Ne are currently evaluating the impact of aohgpSAB 108 but we do not expect the
will have a material effect on our consolidatedifinial statements.

1y Gain on asset dispositions

In April 2006, upon dissolution of the RTB, we reaa $122.8 million in cash for redemption of onvéstment in stock of the RTB
and recorded a pre-tax gain of approximately $1illBon in the second quarter of 2006 relatedhis transaction. In May 2006, we sold the
assets of our local exchange operations in AriZzonapproximately $5.9 million cash and recordgateéxtax gain of approximately $866,000
in the second quarter of 2006. Such gains aredeclin “Other income (expense)” on our Consolid&&tements of Income.

(12) Subsequent Event

On November 1, 2006, our 1996 rights agreement éacti preference share purchase right issued tidgguapsed in accordance
with its stated terms.
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Item 2.
CenturyTd, Inc.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview

Management's Discussion and Analysis of Finanataldtion and Results of Operations ("MD&A") inclutiberein should be read in
conjunction with MD&A and the other information inded in our annual report on Form 10-K for thery@aded December 31, 2005. The
results of operations for the three months and minaths ended September 30, 2006 are not necgssdidative of the results of operations
which might be expected for the entire year.

We are an integrated communications company engagradrily in providing local exchange, network ass, long distance, Internet
access and broadband services to customers imt@&s stVe derive our revenues from providing (iplaexchange and long distance telepf
services, (i) network access services, (iii) daevices, which includes both DSL and dial-up Imétiservices, as well as special access and
private line services, (iv) fiber transport, comted local exchange and security monitoring sexsiand (v) other related services. For
additional information on our revenue sources, e 6 to our financial statements included in Itewf Part | of this quarterly report.

As previously disclosed, we anticipate our diluéednings per share for the remainder of 2006 coadpia 2005 will be negatively
impacted as a result of (i) lower Universal Senkcmd and intrastate revenues, (ii) declines irsgdines, (iii) declines in the amount of
revenue recorded related to prior year settlemgmeanents, (iv) the recognition of stock optionenge in accordance with SFAS 123(R)
(v) expenses associated with expanding our viddoaareless service offerings. See below for addaianformation.

On June 30, 2005, we acquired fiber assets in tfopwitan markets from KMC Telecom Holdings, I(ft<MC").

In the first quarter of 2006, we announced a radaaif our workforce of approximately 275 jobs amdg¢onnection therewith, incurr
a net pre-tax charge of approximately $4.9 milfoonsisting of a $6.2 million charge to operatingenses, net of a $1.3 million favorable
revenue impact related to such expenses) for treraece and related costs. In the third quart@0686, we announced a further reduction of
our workforce of approximately 125 jobs and, inmection therewith, incurred a net pre-tax chargapgfroximately $2.6 million (consisting
of a $3.3 million charge to operating expensesphat$651,000 favorable revenue impact relateslith expenses) for the severance and
related costs. See Note 8.

In the second quarter of 2006, we (i) recordedextone pre-tax gain of approximately $117.8 milligmon redemption of our
investment in the stock of the Rural Telephone BERR B”) and (ii) sold our local exchange operasan Arizona. See Note 11.

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 miatsr 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 expansion
opportunities, including retaining and hiring kegrsonnel; possible changes in the demand for, mirgy of, our products and services; our
ability to successfully introduce new product ornviee offerings on a timely and cosffective basis; our ability to collect our receies fron
financially troubled communications companies; ability to successfully negotiate collective bargag agreements on reasonable tel
without work stoppages; the effects of adverse lvegabther risks referenced from time to time iis tteport or other of our filings with the
Securities and Exchange Commission; and the efééctore general factors such as changes in intesgss, in tax rates, in accounting
policies or practices, in operating, medical or adistrative costs, in general market, labor or eoaric conditions, or in legislatiot
regulation or public policy. These and other uncertainties related to the bissirsee described in greater detail in Item 1A to Borm 10-K
for the year ended December 31, 2005, as updatéthhiyl of this report below. You are cautioned tmplace undue reliance on the
forward-looking statements, which speak only as of the dathis report. We undertake no obligation to atedany of our forward-looking
statements for any reason.
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RESULTS OF OPERATIONS

Three Months Ended September 30, 2006 Compar ed
to Three Months Ended September 30, 2005

Net income was $76.5 million and $91.4 million fbe third quarter of 2006 and 2005, respectiveljutBd earnings per share for the
third quarter of 2006 and 2005 was $.65 and $&hectively. The decline in the number of averalyeetl shares outstanding is primarily
attributable to share repurchases that have oatstiesequent to September 30, 2005.

Three months
ended September 30,
2006 2005
(Dollars, except per share amounts,
and shares in thousands)

Operating income $ 169,20( 201,24
Interest expense (47,857 (49,909
Income from unconsolidated cellular entity 891 1,27C
Other income (expense) 1,927 (4,219
Income tax expense (47,679 (56,987
Net income $ 76,48 91,41:
Basic earnings per share $ .6€ .7C
Diluted earnings per share $ .65 .68
Average basic shares outstanding 115,22: 130,15(
Average diluted shares outstanding 120,44¢ 135,91¢

Operating income decreased $32.0 million (15.99%) tdua $37.0 million (5.6%) decrease in operatewgenues partially offset by a $5.0
million (1.1%) decrease in operating expenses.éstdbed further below, during the third quarte005, we recognized approximately
$35.9 million of revenue settlements for prior pes that will not recur in 2006.

Operating Revenues

Three months
ended September 30,

2006 2005
(Dollars in thousands)

Voice $ 216,18( 225,85’
Network acces 219,82( 257,58t
Data 91,47: 88,91
Fiber transport and CLEC 37,48 36,36!
Other 55,12 48,37(

$ 620,08: 657,08!

The $9.7 million (4.3%) decrease in voice reverigggimarily due to (i) a $5.6 million decrease da& 4.8% decline in the average
number of access lines served by us during thd thiarter of 2006 (as adjusted in the manner destttbelow) compared to the third quarter
of 2005; (ii) a $10.6 million decrease due to alidean the average rate we charged our long digtaustomers; and (i) an $8.1 million
decline as a result of a decrease in minutes ofrusgtended area calling plans in certain aredstlaa effect of rate reductions. Such
decreases were partially offset by (i) a $12.0iatlincrease in long distance revenues primarifytattable to a 7.5% increase in the average



number of long distance lines served and increbs®gdistance minutes of use and (ii) a $3.0 milliecrease due to providing custom cal
features to more customers.
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Excluding the net impact of removing test linesiirour access line counts and a positive adjustnedaited to database conversion and
clean-up, access lines declined 29,000 (1.4%) duha third quarter of 2006 compared to a declin23¢000 (1.0%) during the third quarter
of 2005. We believe the decline in the number @kas lines during 2006 and 2005 is primarily duthéodisplacement of traditional wireline
telephone services by other competitive serviceseB on current conditions and anticipated conipetitve expect access lines to decline
between 4.5% and 5.5% for 2006.

Network access revenues decreased $37.8 millia@%dyin the third quarter of 2006 primarily due(ifothe recognition of
approximately $24.5 million in prior year revenwdtiements in the third quarter of 2005; (ii) albillion decrease as a result of lower
intrastate access revenues due to a reductiorastate minutes (partially due to the displacenoéminutes by wireless, electronic mail and
other optional calling services); (iii) a $3.7 nah decrease in the partial recovery of operatmgfsthrough revenue sharing arrangements
and return on rate base; and (iv) a $3.4 milliocréase in revenues from the federal Universal 8ervund primarily due to an increase in
nationwide average cost per loop factor used byrdderal Communications Commission to allocate $uadong all recipients. We believe
that intrastate minutes will continue to declingh@ugh we cannot precisely estimate the magnitidrich decreases.

Data revenues increased $2.6 million (2.9%) inttirel quarter of 2006 primarily due to a $16.2 millincrease in DSL-related
revenues primarily due to growth in the number 8L.xustomers. Such increase was partially offseagproximately $11.4 million of prior
year revenue settlements recognized in the thiadtguof 2005

Fiber transport and CLEC revenues increased $1libm{3.1%) which was primarily attributable toayvth in our incumbent fiber
transport business.

Other revenues increased $6.8 million (14.0%) primdue to a $3.0 million increase in revenue®of video and wireless reseller
service offerings and a $3.4 million increase (bfck $2.8 million related to prior years) in revesuelated to the finalization of certain E-
911 contracts.

Operating Expenses

Three months
ended September 30,

2006 2005
(Dollars in thousands)

Cost of services and products (exclusive of deptixi and amortization) $ 226,83 222,72«
Selling, general and administrative 94,21: 99,59:
Depreciation and amortization 129,84( 133,52¢

$ 450,88: 455,84

Cost of services and products increased $4.1 mi{llo8%) primarily due to (i) a $3.2 million inciemin costs associated with growth
in our long distance business; (ii) a $3.6 millinorease in expenses associated with our videavinetess reseller service offerings; and (iii)
$3.1 million of severance and related costs asttiaith our workforce reduction. Such increasesewgartially offset by a $5.9 million
decrease due to expenses incurred in the thirdequafr2005 as a result of Hurricanes Katrina aitd.R

Selling, general and administrative expenses dseted5.4 million (5.4%) primarily due to a $5.1 Iioit reduction in bad debt exper
and a $3.9 million decrease in operating taxesn@rily due to a $2.5 million one-time charge in thigd quarter of 2005). Such decreases
were partially offset by a $2.6 million increasesaaries and benefits.

Depreciation and amortization decreased $3.7 millfb8%) primarily due to a $5.3 million reductiondepreciation expense due to

certain assets becoming fully depreciated and 2 $illion decrease due to rate reductions in ceijtaisdictions. Such decreases were
partially offset by a $3.4 million increase duehtgher levels of plant in service.
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Interest Expense

Interest expense decreased $2.0 million (4.1%)erthird quarter of 2006 compared to the third tarasf 2005. A $3.1 million
reduction due to decreased average debt outstandisigartially offset by a $900,000 increase dugidgher average interest rates.

Income From Unconsolidated Cellular Entity

Income from unconsolidated cellular entity, whielpresents our share of the income from our 49%estén a cellular partnership,
was $891,000 and $1.3 million in the third quade2006 and 2005, respectively.

Other Income (Expense)

Other income (expense) includes the effects oageitems not directly related to our core operagidncluding interest income and
allowance for funds used during construction. Otheome (expense) was $1.9 million income for thidtquarter of 2006 compared to $4.2
million expense for the third quarter of 2005. Thied quarter of 2005 included a $9.9 million pee-tharge due to the impairment of a non-
operating investment. The third quarter of 2009 aisluded a $3.5 million gain from the sale ofanfroperating investment. Interest income
decreased $1.5 million in the third quarter of 2866 pared to the third quarter of 2005 due to aedse in average cash balances.

Income Tax Expense

The effective income tax rate was 38.4% for bothttiree months ended September 30, 2006 and 2005.
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Nine Months Ended September 30, 2006 Compar ed
to Nine Months Ended September 30, 2005

Net income was $298.3 million and $256.1 million floe first nine months of 2006 and 2005, respettivDiluted earnings per share
for the first nine months of 2006 and 2005 was $2dd $1.91, respectively. Included in net incoamel(diluted earnings per share) for the
first nine months of 2006 was approximately $72idion ($.59 per share) related to nonrecurringhgasubstantially all of which related to
the redemption of our RTB stock. See Note 11 falitawhal information. The decline in the numberaokrage diluted shares outstanding is
primarily attributable to share repurchases thaehacurred since the beginning of 2005.

Nine months
ended September 30,
2006 2005
(Dollars, except per share amounts,
and shares in thousands)

Operating income $ 492,64: 563,98:¢
Interest expense (148,587 (152,17¢
Income from unconsolidated cellular entity 5,04( 3,307
Other income (expense) 125,83« (1,459
Income tax expense (176,65 (157,51)
Net income $ 298,27t 256,14!
Basic earnings per share $ 2.5¢2 1.9t
Diluted earnings per share $ 2.4¢ 1.91
Average basic shares outstanding 117,68! 130,87"
Average diluted shares outstanding 123,34¢ 136,14

Operating income decreased $71.3 million (12.6%) ua $17.9 million (1.0%) decrease in operatingnues and a $53.4 million
(4.1%) increase in operating expenses. As descfilséter below, the first nine months of 2005 ird#d the recognition of approximately
$35.9 million of revenue settlements for prior pds that will not recur in 2006.

Operating Revenues

Nine months
ended September 30,

2006 2005
(Dollars in thousands)

Voice $ 650,41! 672,06!
Network acces 666,65: 727,26¢
Data 259,15¢ 237,86t
Fiber transport and CLEC 109,31¢ 78,24(
Other 155,32( 143,34:

$ 1,840,86: 1,858,78!

The $21.7 million (3.2%) decrease in voice reveriggsimarily due to (i) a $16.8 million decreaseedo a 4.7% decline in the aver:
number of access lines (as adjusted in the margserided below); (ii) a $22.1 million decrease tlua decline in the average rate we
charged our long distance customers; and (iii) a@#hillion decline as a result of a decrease inutds of use in extended area calling plans
in certain areas and the effect of rate reductiBnsh decreases were partially offset by (i) a B&dllion increase in long distance revenues



primarily attributable to an 8.3% increase in thherage number of long distance lines and increbsaddistance minutes of use and (ii) a
$6.5 million increase due to providing custom c@jlfeatures to more customers.
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Excluding (i) the sale of our Arizona telephone m@iens in May 2006 and (ii) the net impact of reting test lines from our access
line counts and a positive adjustment related takiese conversion and clean-up, access lines ddcli®,000 (3.3%) during the first nine
months of 2006 compared to a decline of 63,00042 during the first nine months of 2005. We beli¢ve decline in the number of access
lines during 2006 and 2005 is primarily due to displacement of traditional wireline telephone #=s by other competitive services. Based
on current conditions and anticipated competitioa,expect access lines to decline between 4.5% &8d for 2006.

Network access revenues decreased $60.6 milli@&8in the first nine months of 2006 primarily diog(i) a $28.2 million decline
attributable to the recognition of prior year rewea (of which $24.5 million was recorded in thedhguarter of 2005); (ii) a $10.1 million
decrease in revenues from the federal Universali@eFund primarily due to an increase in the maticle average cost per loop factor used
by the Federal Communications Commission to allfands among all recipients; (iii) an $11.3 mitlidecrease as a result of lower
intrastate access revenues due to a reductiorastate minutes (partially due to the displacenoéminutes by wireless, electronic mail and
other optional calling services); and (iv) a $7.0ion decrease in the partial recovery of opemgosts through revenue sharing arrangen
and return on rate base. We believe that intrastétates will continue to decline, although we aainprecisely estimate the magnitude of
such decreases.

Data revenues increased $21.3 million (9.0%) sulisiéy due to a $37.8 million increase in DSL-teld revenues primarily due to
growth in the number of DSL customers. Such in@ew@as partially offset by a decrease in prior yeaenue settlements due to the
recognition of approximately $11.4 million of rewenin the third quarter of 2005 and a $3.9 milliatrease due to a decrease in the number
of dial-up Internet customers.

Fiber transport and CLEC revenues increased $3illibm(39.7%), of which $25.2 million was due tevenues from the fiber assets
acquired on June 30, 2005 from KMC and $5.7 millicas attributable to growth in our incumbent fil@nsport business.

Other revenues increased $12.0 million (8.4%) prilpndue to an $8.5 million increase in revenueswif video and wireless reseller
service offerings and a $3.0 million increase ltitéble to higher directory revenues.

Operating Expenses

Nine months
ended September 30,

2006 2005
(Dollars in thousands)

Cost of services and products (exclusive of deptiei and amortization) $ 666,24¢ 609,59(
Selling, general and administrative 285,74¢ 289,05:
Depreciation and amortization 396,22! 396,15:

$ 1,348,22. 1,294,79

Included in aggregate operating expenses is a elafrgpproximately $9.4 million (most of which &flected in “Cost of services and
products”)related to severance and related costs associdtedwr March and August 2006 reductions in workéorSee Note 8 for additiol
information.

Cost of services and products increased $56.7omi(®.3%) primarily due to (i) a $19.0 million imase in expenses incurred by the
properties acquired from KMC; (ii) a $13.7 milliamcrease in costs associated with growth in oug ldistance business; (iii) a $10.9 million
increase in expenses associated with our videavinetess reseller service offerings; (iv) $8.6 roitl of severance and related costs
associated with our workforce reduction; and (862 million increase in Internet expenses prilgatile to growth in the number of DSL
customers.

Selling, general and administrative expenses deetk$3.3 million (1.1%) primarily due to a $7.91mit reduction in bad debt
expense; a $6.7 million reduction in informatiooheology expenses; and a $5.5 million decreaspénating taxes. These decreases were
partially offset by a $7.4 million increase in erpes incurred from the properties acquired from K@ a $7.4 million increase in salaries
and benefits.

Depreciation and amortization increased $72,000amily due to a $13.8 million increase due to higkgels of plant in service and a
$3.0 million increase due to depreciation and airetibn of the properties acquired from KMC. Sucbreases were substantially offset by a
$15.6 million reduction in depreciation expense thueertain assets becoming fully depreciated.
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Interest Expense

Interest expense decreased $3.6 million (2.4%)erfitst nine months of 2006 compared to the filse months of 2005. An $8.0
million reduction due to decreased average delstautling and the $1.2 million oniene charge incurred in the first quarter of 20@&cdsse
in the next paragraph were partially offset by &$8illion increase due to higher average interssts.

In February 2005, we remarketed substantially fatlus $500 million of outstanding Series J seniotes due 2007 at an interest rate of
4.628%. In connection with the remarketing, we pased and retired approximately $400 million oflbées, resulting in approximately
$100 million remaining outstanding. Included ineirgst expense for the first quarter of 2005 waseatame charge of $1.2 million related to
the write-off of unamortized deferred debt costatesl to the portion of the Series J notes retigsk Other Income (Expense) for additional
amounts that were expensed in the first quart@0656 related to this transaction.

Income From Unconsolidated Cellular Entity

Income from unconsolidated cellular entity, whielpresents our share of the income from our 49%sestén a cellular partnership,
was $5.0 million and $3.3 million in the first ningonths of 2006 and 2005, respectively.

Other Income (Expense)

Other income (expense) includes the effects oateitems not directly related to our core operatidncluding gains/losses from asset
dispositions, interest income and allowance fod&insed during construction. Other income (expenas)$125.8 million income for the
first nine months of 2006 compared to $1.5 millexpense for the nine months of 2005. The first mma&ths of 2006 included nonrecurring
pre-tax gains of approximately $118.6 million, salnially all of which relates to the redemptionoofr RTB stock upon dissolution of the
RTB. See Note 11 for additional information. Thestfinine months of 2005 included a $9.9 million-tae charge due to the impairment of a
non-operating investment and a $4.8 million debinguishment expense related to purchasing andngtpproximately $400 million of
Series J senior notes. The first nine months 0b6208s favorably impacted by (i) $3.2 million of raecurring interest income related to the
settlement of various income tax audits and ($8& million gain from the sale of a non-operatimgestment.

Income Tax Expense

The effective income tax rate was 37.2% and 38 dethie nine months ended September 30, 2006 art] 2&pectively. Income tax
expense was reduced by approximately $6.4 milliothé first nine months of 2006 due to the resotutif various income tax audit issues.
Income tax expense for the first nine months of22@@s reduced by approximately $1.3 million assallteof the settlement of various inco
tax audits.

LIQUIDITY AND CAPITAL RESOURCES

Excluding cash used for acquisitions, we rely oshgarovided by operations to fund our operating @aqgltal expenditures. Our
operations have historically provided a stable sewf cash flow which has helped us continue omgteerm program of capital
improvements.

Net cash provided by operating activities was $622illion during the first nine months of 2006 coaned to $733.4 million during tt
first nine months of 2005. Our accompanying comsdéd statements of cash flows identify major déffiees between net income and net
cash provided by operating activities for eachhefse periods. As relief from the effects of Humied&atrina, certain of our affected
subsidiaries were granted a deferral from makiedy ttemaining 2005 estimated federal income andsexax payments until 2006. In the f
nine months of 2006, we made payments of approeiyn&75 million to satisfy our remaining 2005 esited payments. For additional
information relating to our operations, see Rexaflt®perations.

Net cash used in investing activities was $91.4ioniland $352.1 million for the nine months endegt®mber 30, 2006 and 2005,
respectively. Payments for property, plant and paeint were $68.9 million less in the first nine rienof 2006 than in the comparable pe
during 2005. Our budgeted capital expenditure2@86 total approximately $325 million. We receivsgaproximately $122.8 million from tl
redemption of our RTB stock upon dissolution of RIEB during 2006. See Note 11 for additional infation. We paid approximately $75.4
million cash in 2005 to acquire certain fiber assetl6 markets from KMC.
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Net cash used in financing activities was $657 oniduring the first nine months of 2006 compate®280.0 million during the fire
nine months of 2005. We repurchased 18.2 millicare$ (for $669.9 million) and 16.4 million sharéw $530.7 million) in the first nine
months of 2006 and 2005, respectively, substaptéllof which was repurchased in accordance widtvipusly announced stock repurchase
programs. The 2006 repurchases include 14.36 midlimres repurchased (for a total price of appratein $528.4 million) under accelerated
share repurchase agreements with investment baa&dNote 7 for additional information). We initiaflinded purchases under these
agreements principally through borrowings under®80 million credit facility and cash on hand autbsequently refinanced the credit
facility borrowings through the issuance of sherrt commercial paper, which as of September 306,208d been repaid in full.

In the first quarter of 2005, we paid $100 millianretire our Series E senior notes at their scleeldmaturity with cash on hand.

In February 2005, we remarketed substantially fatlius $500 million of outstanding Series J seniotes due 2007 at an interest rate of
4.628%. We received no proceeds in connection tlighremarketing as all proceeds were placed ittash to secure the obligation of our
equity unit holders to purchase common stock frenom May 16, 2005. In connection with the remarigstive purchased and retired
approximately $400 million of the notes, resultingapproximately $100 million remaining outstandiige incurred a pre-tax charge of
approximately $6 million in the first quarter of@related to purchasing and retiring the notescé&®ds to purchase such notes came from
the February 2005 issuance of $350 million of 5#iczenotes, Series M, due 2015 and cash on hand.

On May 16, 2005, upon settlement of 15.9 millioroaf outstanding equity units, we received proceddgproximately $398.2
million and issued approximately 12.9 million comm&hares. In late May 2005, we entered into acaeddrshare repurchase agreements
investment banks whereby we repurchased and reit?é&dmillion shares of common stock for an iniaggregate price of $416.5 million, the
proceeds of which came from the settlement of thatg units mentioned above and cash on hand.

We have available a five-year, $750 million revalyicredit facility which expires in March 2010. tip$150 million of the credit
facility can be used for letters of credit, whigduces the amount available for other extensiomseafit. Available borrowings under our
credit facility are also effectively reduced by anytstanding borrowings under our commercial pgpegram. Our commercial paper
program borrowings in turn are effectively limitedthe total amount available under our creditlfigciAs of September 30, 2006, we had no
outstanding indebtedness under our credit faclitgommercial paper program.

In May 2006, Standard & Poor's downgraded our lterga debt rating from BBB+ to BBB with a negativetlook, citing the
continued loss of access lines.

In July 2006, we paid a deposit of approximatel9 $&llion in order to participate in the Advancedréless Services (“AWS”)

spectrum auction. We were successful in obtaingegsum in six markets for an aggregate of $468,0@®n completion of the auction in
September 2006, we received approximately $58.5omitash as reimbursement from our initial deposit
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OTHER MATTERS
Accounting for the Effects of Regulation

We currently account for our regulated telephonerations (except for the properties acquired froenixbn in 2002) in accordance
with the provisions of Statement of Financial Aceting Standards No. 71, “Accounting for the Effeat<ertain Types of
Regulation” (“SFAS 71"). While we continuously mémii the ongoing applicability of SFAS 71 to our uégjed telephone operations due to
the changing regulatory, competitive and legisatwvironments, we believe that SFAS 71 still aggplHowever, it is possible that changes
in regulation or legislation or anticipated changesompetition or in the demand for regulated gB&w or products could result in our
telephone operations not being subject to SFAS1Tid future. In that event, implementation of &tant of Financial Accounting Standards
No. 101 ("SFAS 101"), "Regulated Enterpri- Accounting for the Discontinuance of ApplicatiohFASB Statement No. 71," would require
the write-off of previously established regulatassets and liabilities. SFAS 101 further provided the carrying amounts of property, plant
and equipment are to be adjusted only to the extentssets are impaired and that impairment bhglidged in the same manner as for
nonregulated enterprises.

If our regulated operations cease to qualify fer aipplication of SFAS 71, we do not expect to ré@r impairment charge related to
the carrying value of the property, plant and emeépt of our regulated telephone operations. Addlitily, upon the discontinuance of SFAS
71, we would be required to revise the lives of puaperty, plant and equipment to reflect the estéd useful lives of the assets. We do not
expect such revisions in asset lives, or the eltndm of other regulatory assets and liabilitieshave a material unfavorable impact on our
results of operations. For regulatory purposesatiemunting and reporting of our telephone subsalavould not be affected by the
discontinued application of SFAS 71.

Recent Product Developments

During 2005, we began offering co-branded satetifitevision service to virtually all householdsowr local exchange service areas,
except for the LaCrosse, Wisconsin market, wher@niiated our switched digital television serviége continue to monitor the results from
this initial launch of switched digital televisi@ervice and currently plan to initiate a secondaved digital video trial in early 2007. In mid-
2005, we began reselling wireless services anthégnd of September 2006, we offered wirelesdeetiiough this reselling arrangement to
markets serving approximately 30% of our residéaiiaess lines.
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Item 3.
CenturyTd, Inc.
QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk from changes inésteates on our longgrm debt obligations. We have estimated our maiglketusing
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 on long-teefst dbligations is determined based on a discourdel 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 fritiese estimates.

At September 30, 2006, the fair value of our loegrt debt was estimated to be $2.6 billion basethemverall weighted average rate
of our debt of 6.8% and an overall weighted maywit9 years compared to terms and rates currentijylable in long-term financing
markets. Market risk is estimated as the potedgalease in fair value of our long-term debt résglfrom a hypothetical increase of 68 basis
points in interest rates (ten percent of our ovevalghted average borrowing rate). Such an ineé&ainterest rates would result in
approximately a $102.1 million decrease in faiueabf our long-term debt at September 30, 2006f/Aeptember 30, 2006, after giving
effect to interest rate swaps currently in plaggmraximately 81% of our long-term debt obligatiamsre fixed rate.

We seek to maintain a favorable mix of fixed andakze rate debt in an effort to limit interest toand cash flow volatility resulting
from changes in rates. From time to time, we us&aléve instruments to (i) lock-in or swap our espre to changing or variable interest
rates for fixed interest rates or (ii) to swap ghtions to pay fixed interest rates for variableiiest rates. We have established policies and
procedures for risk assessment and the approyalitieg and monitoring of derivative instrumentigities. We do not hold or issue
derivative financial instruments for trading or spkative purposes. Management periodically reviewsexposure to interest rate fluctuations
and implements strategies to manage the exposure.

At September 30, 2006, we had outstanding founine interest rate hedges associated with th&300 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 intgrpayment obligations under these notes int@atins 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 throughxpieation of the hedges in August 2012. During firg nine months of 2006, we realized
average interest rate under these hedges of 91088test expense was increased by $4.3 milliomduitie first nine months of 2006 as a
result of these hedges. The aggregate fair magtaewf these hedges was $19.6 million at SepteBte2006 and is reflected both as a
liability and as a decrease in our underlying loegn debt on the September 30, 2006 balance shitbtrespect to each of these hedges,
market risk is estimated as the potential changdkearfair value of the hedge resulting from a hyetital 10% increase in the forward rates
used to determine the fair value. A hypothetic&oliicrease in the forward rates would result i1a.$ million decrease in the fair value of
these hedges at September 30, 2006, and woulihalease our interest expense.

Certain shortcomings are inherent in the methaahalysis presented in the computation of fair valunancial instruments. Actual

values may differ from those presented if markeiditions vary from assumptions used in the faiueatalculations. The analysis above
incorporates only those risk exposures that exiatedf September 30, 2006.
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Item 4.
CenturyTd, Inc.
CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresgydesi to provide reasonable assurances that infimmaquired to be disclosed by
us in the reports we file under the Securities BExge Act of 1934 is timely recorded, processed,nsarized and reported as required. Our
Chief Executive Officer, Glen F. Post, Ill, and dhief Financial Officer, R. Stewart Ewing, Jr.vbavaluated our disclosure controls and
procedures as of September 30, 2006. Based owahgation, Messrs. Post and Ewing concluded thatl@elosure controls and procedures
have been effective in providing reasonable asserémat they have been timely alerted of matenif@rimation required to be filed in this
quarterly report. Since the date of Messrs. PasttsEwing’s most recent evaluation, there have Imeesignificant changes in our internal
controls or in other factors that could signifidgreffect these controls. The design of any systéigontrols is based in part upon certain
assumptions about the likelihood of future events$ @ontingencies, and there can be no assurancarthaesign will succeed in achieving
stated goals. Because of inherent limitations y@mtrol system, misstatements due to error ardfraould occur and not be detected.
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PART Il. OTHER INFORMATION

CenturyTé, Inc.

ltem 1. Legal Proceedings.

See Note 9 included in Part I, Item 1, of this mepo
Item 1A . Risk Factors.

We expect that changes in the nationwide averagepes loop factors implemented in March 2006 &yRICC to allocate support ful
will reduce our receipts from the main support paog administered by the federal Universal Servigedby approximately $12 million to
million in 2006 compared to 2005.

The statement above updates and supercedes thasdrgcof risk factors contained in Iltem 1A of @amnual report on Form 1R-for th
year ended December 31, 2005. Except as modifigdéoguperceding statement above, we continuetairesubject to the risks describer
such annual report.

ltem 2. Unregistered Sales of Equity Securities and Uderofeeds

In February 2006, our Board of Directors authoriaell.O billion share repurchase program underhyliicFebruary 2006, we
repurchased $500 million (or approximately 14.38iom shares) of our common stock under accelerakede repurchase agreements with
certain investment banks at an initial averageepoic$34.83. The investment banks completed teguunrchases in mid-July 2006 and in
connection therewith we paid an aggregate of apprabely $28.4 million cash to the investment basikee their weighted average purchase
price during the repurchase period ($37.10) wabédrithan the initial average price.

In August 2006, we began repurchasing our commmeksh open-market transactions under the remaifi&@ million of our $1.0
billion program. The following table reflects owpurchases of common stock during the third quaft2006.

Total Approximate
Number of Dollar Value
Shares of Shares (or
Purchased as Units) that
Part of Publicly May Yet Be
Total Number Announced Purchased
of Shares Average Price Plans or Under the Plans
Period Purchased Per Share Programs or Programs*
July 1 - July 31, 2006 - % = - $ 500,000,00
August 1 - August 31, 2006 873,28! $ 39.3( 873,28! $ 465,681,86
Sept. 1 - Sept. 30, 2006 837,86¢ $ 39.6¢ 837,86¢ $ 432,435,30
Total 1,711,15. $ 39.4¢ 1,711,15. $ 432,435,30

*Authority to purchase under this program runs tigte June 30, 2007.
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Item 6. Exhibits and Reports on Formks

A. Exhibits
11  Computations of Earnings Per Share.
31.1 Registrant’'s Chief Executive Officer certificatipnrsuant to Section 302 of the Sarbanes-Oxley A2002.
31.2 Registrant’s Chief Financial Officer certificatiguirsuant to Section 302 of the Sarbanes-Oxley A2062.

32  Registrant’s Chief Executive Officer and Chief Fingl Officer certification pursuant to Section 9®f&the Sarbanes-
Oxley Act of 2002.

B. Reports on Form-&

The following item was reported in the Form 8-kefil July 21, 2006:

Item 8.01 and 9.01 - Other Events and Financiak8tants and Exhibits. Completion of our acceleratete repurchase
program and intentions regarding the upcoming AW&ian.

The following items were reported in the Form 8iiéd July 27, 2006:

Items 2.02 and 9.01 - Results of Operations andrf€iral Condition and Financial Statements and Eihiblews release
announcing second quarter 2006 operating results.

SIGN ATURE

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréiport to be signed on its behalf
by the undersigned thereunto duly authorized.

CenturyTe, Inc.

Date: November 8, 2006 /sl Neil A. Sweasy
Neil A. Sweas)
Vice President and Controller
(Principal Accounting Officer)
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Exhibit 11
CenturyTé, Inc.
COMPUTATIONS OF EARNINGS PER SHARE
(UNAUDITED)

Three months Nine months
ended September 30, ended September 30,
2006 2005 2006 2005

(Dollars, except per share amounts, and sharémusands)

Income (Numerator):

Net income $ 76,48 91,41: 298,27t 256,14!
Dividends applicable to preferred stock (93 (99 (287) (29¢)
Net income applicable to common stc 76,39( 91,31: 297,98¢ 255,84°
Interest on convertible debentures, net of tax 1,207 1,207 3,621 3,621
Dividends applicable to preferred stock 93 99 287 29¢

Net income as adjusted for purposecomputing diluted
earnings per share $ 77,69( 92,61¢ 301,89° 259,76¢

Shares (Denominator):;
Weighted average number of shares:

Outstanding during period 115,95: 130,43 118,36¢ 131,05«
Nonvested restricted stock (737) (289 (681) (77
Number of shares for computing basic earnings lpare 115,22: 130,15( 117,68! 130,87"

Incremental common shares attributable to dilusigeurities

Shares issuable under convertible securities 4,48¢ 4,50¢ 4,497 4,512
Shares issuable upon settlement of accelerated sha

repurchase agreements - 82t 48¢€ 344
Shares issuable under incentive compensation and

employee benefit plans 741 432 68C 41C

Number of shares as adjusted for purpof computing
diluted earnings per share 120,44¢ 135,91¢ 123,34¢ 136,14

Basic earnings per share $ .6€ .7C 2.5¢ 1.9t

Diluted earnings per share $ .65 .68 2.4¢ 1.91




Exhibit 31.]
CERTIFICATIONS
I, Glen F. Post, lll, Chairman of the Board ande&fliixecutive Officer, certify that:
1. | have reviewed this quarterly report on Form 10f@enturyTel, Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or oméit&te a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the peri
covered by this report;

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15¢e)Band internal control over financial reportifag defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

a) designed such disclosure controls and proceduresused such disclosure controls and procedures designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgritie period in which this report is being prepared

b) designed such internal control over financial répgr or caused such internal control over finah@aorting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) evaluated the effectiveness of the registsadisclosure controls and procedures and presentbis report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;
and

d) disclosed in this report any change in the regi$santernal control over financial reporting tra@tcurred during the registrastmnos
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, iegistrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directors

a) all significant deficiencies and material weaknsssehe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the registrant’s
internal control over financial reporting.

Date: November 8, 2006 /sl Glen F. Post, llI
Glen F. Post, llI
Chairman of the Board and
Chief Executive Officer




Exhibit 31.z
CERTIFICATIONS
I, R. Stewart Ewing, Jr., Executive Vice Presidemd Chief Financial Officer, certify that:
1. | have reviewed this quarterly report on Form 10f@enturyTel, Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or oméit&te a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the peri
covered by this report;

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15¢e)Band internal control over financial reportifag defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

a) designed such disclosure controls and proceduresused such disclosure controls and procedures designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgritie period in which this report is being prepared

b) designed such internal control over financial répgr or caused such internal control over finah@aorting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) evaluated the effectiveness of the registsadisclosure controls and procedures and presentbis report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;
and

d) disclosed in this report any change in the regi$santernal control over financial reporting tra@tcurred during the registrastmnos
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, iegistrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directors

a) all significant deficiencies and material weaknsssehe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the registrant’s
internal control over financial reporting.

Date: November 8, 2006 /sl R. Stewart Ewing, Jr.
R. Stewart Ewing, Jr.
Executive Vice President and
Chief Financial Officer




Exhibit 32
CenturyTe, Inc.
November 8, 2006

Securities and Exchange Commission
450 Fifth Street, NW
Washington, D.C. 20549

Re: CenturyTel, Inc.

Certification of Contents of Form 10-Q for the ggarending September 30, 2006 pursuant to Secfiérofthe Sarbanes-
Oxley Act of 2002

Ladies and Gentlemen:

The undersigned, acting in their capacities aCthief Executive Officer and the Chief Financial io&r of CenturyTel, Inc. (theCot
certify that the Form 1@ for the quarter ended September 30, 2006 of dmpany fully complies with the requirements of &ettl3(a) of
Securities Exchange Act of 1934, and that the mfiion contained in the Form ID4airly presents, in all material respects, tmaficial cor
and results of operations of the Company as ofitttes and for the periods covered by such report.

A signed original of this written statement reqdit®y Section 906 has been provided to the Compadwal be retained by the Cc
and furnished to the Securities and Exchange Cosioni®r its staff upon request.

Very truly yours,
/sl Glen F. Post, llI /sl R. Stewart Ewing, Jr.
Glen F. Post, llI R. Stewart Ewing, Jr.
Chairman of the Board and Executive Vice President and

Chief Executive Officer Chief Financial Officer




