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P Q. Box 4065
Monroe, LA F1211-4065

P, |
CENTURYIEL

April 4, 2007

Dear Shareholder:

It is a pleasure to invite you to our 2007 AahMeeting of Shareholders on Thursday, May 1@irbeng at 2:00 p.m. local time, at our headquarier
Monroe, Louisiana. | hope you will be able to atten

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

Most of you have received with this booklgtraxy card that indicates the number of votes yioatwill be entitled to cast at the meeting accagdio
the records of CenturyTel or your broker or othemimee. Each CenturyTel share that you have “beiadlfi owned” continuously since May 30, 1987
generally entitles you to ten votes; each otheresbhatitles you to one vote. Shares held throulgtoker or other nominee are presumed to have otge vo
per share. In lieu of receiving a proxy card, g#paints in our benefit plans have been furnishet wating instruction cards. The reverse side &f ktter
describes our voting provisions in greater detail.

Regardless of how many shares you own or velnetbu plan to attend the meeting in person,iinjgortant that your shares be voted at the mee#ing.
your earliest convenience, please vote by telepboriee Internet, or by completing and returningiyproxy or voting instruction card in the enclosed
return envelope.

Thank you for your interest and continued suwpp
Sincerely,
- A, S
G A
Glen F. Post, Il

Chairman of the Board ar
Chief Executive Office
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VOTING PROVISIONS

Shareholders

Record Shareholdersin general, shares registered in the name ohatyral person or estate that are representedrbficztes dated as of or prior to
May 30, 1987 are presumed to have ten votes pee simal all other shares are presumed to have dageo share. However, the Company'’s articles of
incorporation (the relevant provisions of which egproduced below) set forth a list of circumstanicewhich the foregoing presumptions may be refute
If you believe that the voting information set fodn your proxy card is incorrect or a presumptitade with respect to your shares should not apply,
please send a letter to the Company briefly deisgyithe reasons for your belief. Marking the praayd or contacting us in any other manner will oot
sufficient notification to the Company that youibge the voting information thereon is incorrect.

Beneficial ShareholdersAll shares held through a broker, bank or ott@mimee are presumed to have one vote per shareCdmgany’s articles of
incorporation set forth a list of circumstancesvinich this presumption may be refuted by the persba has held since May 30, 1987 all of the attabu
of beneficial ownership referred to in Article 10)(2) reproduced below. If you believe that somalbof your shares are entitled to ten votes, yay
follow one of two procedures. First, you may watéetter to the Company describing the reasongdur belief. The letter should contain your name
(unless you prefer to remain anonymous), the ndigedorokerage firm, bank or other nominee holdingr shares, your account number with such
nominee and the number of shares you have berfioi@ned continuously since May 30, 1987. Altemely, you may ask your broker, bank or other
nominee to write a letter to the Company on youraifestating your account number and indicatingrtbenber of shares that you have beneficially owned
continuously since May 30, 1987. In either caseyyetter should indicate how you wish to have yshiares voted.

Other. The Company will consider all letters receiveipto the date of the Annual Meeting and, wheertam address is provided in the letter, will
advise the party furnishing such letter of its dami, although in many cases the Company will meehtime to inform an owner or nominee of its dieci
prior to the time the shares are voted. In limt&dumstances, the Company may require additiarfatination before a determination will be made. If
you have any questions about the Company’s votinggulures, please call the Company at (318) 388-950

Participants in Benefit Plans

Participants in the Company’s Dollars & SeR&mn or Union 401(k) Plan have received votingringtion cards in lieu of a proxy card. Only the
trustees of these plans, in their capacity as ticetustees, can vote the plan shares at the AMegting. However, if you are a participating @nt or
former CenturyTel employee, you are designated“daeed Fiduciary” for voting purposes, which eletityou, on a confidential basis, to instruct the
trustees how to cast the votes attributable tskiaees allocated to your plan account, as well@sportionate number of plan shares for which priyp
executed instructions are not timely received. Byisg and returning your voting instruction caydu are accepting your designation under the phare
“Named Fiduciary,” and you therefore are require@xercise your voting rights prudently and inititerest of all plan participants. If you elect not
vote the shares allocated to your accounts, yaaneshwill be voted in accordance with voting instiens received by the trustees from those plan
participants who do vote.

* k k%

Excerpts from the Company’s Articles of Incorporation
Paragraph C of Article 11l of the Company’sieles of incorporation provides as follows:

(1) Each share of Common Stock . . . whichbbe®n beneficially owned continuously by the saers@n since May 30, 1987 will entitle such persx
ten votes with respect to such share on each n@tiperly submitted to the shareholders of the G@@fon for their vote, consent, waiver, releasetber
action . . .

(2) (@) For purposes of this paragraph C, aaghan beneficial ownership of a share of the Cmafion’s stock will be deemed to have occurred
whenever a change occurs in any person or gropprsbns who, directly or indirectly, through anyiact, arrangement, understanding, relationship
or otherwise has or shares (i) voting power, whitttudes the power to vote, or to direct the votifiguch share; (ii) investment power, which inds
the power to direct the sale or other dispositibauch share; (iii) the right to receive or rettie proceeds of any sale or other disposition ofisu
share; or (iv) the right to receive distributiomgluding cash dividends, in respect to such share.

(b) In the absence of proof to the cagtpovided in accordance with the procedures reteto in subparagraph (4) of this paragraph C, a
change in beneficial ownership will be deemed teehaccurred whenever a share of stock is transfefeecord into the name of any other person.

(c) In the case of a share of CommonlI&toc held of record in the name of a corporatiggneral partnership, limited partnership, votinggtee
bank, trust company, broker, nominee or clearirenay, or in any other name except a natural pergdrhas not been established pursuant to the
procedures referred to in subparagraph (4) thdt share was beneficially owned continuously sinagy 20, 1987 by the person who possesses all of
the attributes of beneficial ownership referredhtalauses (i) through (iv) of subparagraph (2ithis paragraph C with respect to such share of
Common Stock . . . then such share of Common Stockvill carry with it only one vote regardleskvehen record ownership of such share was
acquired.

(d) In the case of a share of stock leélcccord in the name of any person as trusteeytageardian or custodian under the Uniform Gidis t
Minors Act, the Uniform Transfers to Minors Act any comparable statute as in effect in any statbaage in beneficial ownership will be deemed to
have occurred whenever there is a change in thefioary of such trust, the principal of such agehé ward of such guardian or the minor for whom
such custodian is acting.

(3) Notwithstanding anything in this paragrdplto the contrary, no change in beneficial owniprstill be deemed to have occurred solely as alresu
of:

(a) any event that occurred prior to M@y 1987, including contracts providing for optiprights of first refusal and similar arrangements,
existence on such date to which any holder of shafretock is a party;

(b) any transfer of any interest in sBaskstock pursuant to a bequest or inheritancepgyation of law upon the death of any individwalby
any other transfer without valuable consideratinoluding a gift that is made in good faith and fatthe purpose of circumventing this paragraph C;

(c) any change in the beneficiary of &mugt, or any distribution of a share of stock frommst, by reason of the birth, death, marriagdieorce o



any natural person, the adoption of any naturadqreprior to age 18 or the passage of a given gp@fitime or the attainment by any natural persbn o
a specified age, or the creation or terminatioarof guardianship or custodian arrangement; or

(d) any appointment of a successor teystgent, guardian or custodian with respect twasesof stock.

(4) For purposes of this paragraph C, all mheiteations concerning changes in beneficial owriprsir the absence of any such change, will be nbgde
the Corporation. Written procedures designed tdifaie such determinations will be establishedHy Corporation and refined from time to time. Such
procedures will provide, among other things, thennga of proof of facts that will be accepted anel ftequency with which such proof may be requied t
be renewed. The Corporation and any transfer agéirite entitled to rely on all information concémg beneficial ownership of a share of stock conti
their attention from any source and in any manaasonably deemed by them to be reliable, but neittleeCorporation nor any transfer agent will be
charged with any other knowledge concerning theebeial ownership of a share of stock.

* k k%

(8) Shares of Common Stock held by the Cotgmras employee benefit plans will be deemed to be heaély owned by such plans regardless of t
such shares are allocated to or voted by partitspamtil the shares are actually distributed tdipipants.

* k k%
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TIME AND DATE

PLACE

ITEMS OF BUSINESS

RECORD DATE

ANNUAL REPORT

PROXY VOTING

April 4, 2007

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

Notice of Annual Meeting of Shareholders

2:00 p.m. CST on Thursday, May 10, 2(

Corporate Conference Roc

CenturyTel Headquarte

100 CenturyTel Drive

Monroe, Louisian:

(1) To elect four Class | directors for th-year terms

(2) To ratify the appointment of KPMG LLP as our indegdent auditor
for 2007

(3) To act upon a shareholder proposal if properlygmied at the annual
meeting

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

You can vote if you are a shareholder of recordAanch 23, 2007
Our 2006 annual report is in two pal

(1) our 2006 Financial Report, which is contained\ppendix Ao this
proxy statemer

(2) our 2006 Summary Annual Report, which appearseab#iginning of
this booklet.

Neither of these documents are a part of our pemhigiting materials
Shareholders are invited to attend the annual mg@tiperson. Even if you
expect to attend, it is important that you voteddgphone or the Internet, or

by completing and returning your enclosed proxylc

Stacey W. Go
Secretar
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CenturyTel, Inc.
100 CenturyTe Drive
Monroe, Louisiana 71203
(318) 388-9500

PROXY STATEMENT

April 4, 2007

Our Board of Directors is soliciting proxiew fuse at the CenturyTel, Inc. Annual Meeting o&®olders to be held at the time and place destiib
the accompanying notice, and at any adjournmeetedii. Beginning on or about April 9, 2007, we araling this proxy statement to our shareholders of
record as of March 23, 2007.

You can ensure that your shares are votdueaAtnual Meeting by submitting your instructionstblephone or the Internet, or by completing, Bign
dating and returning the enclosed proxy card iretinelope provided. Submitting your instructiongoxy by any of these methods will not affect your
right to attend the meeting and vote.

If you are a participant in our Automatic Dlend Reinvestment and Stock Purchase Service dErapfoyee Stock Purchase Plans, our enclosed |
card covers shares credited to your account uraldr glan, as well as any shares directly registergdur name. You should not, however, use th&yro
card to vote any shares held for you in our Dol&aiSense Plan (which we refer to below as our djedli401(k) plan) or Union 401(k) Plan. Instead,
participants in these plans will receive from thengrustees separate voting instruction cardsrioy¢hese shares. Plan participants should compled
return these voting instruction cards in the mammevided by such cards and the instructions appgan the reverse side of the chairman’s lettevab

As of March 23, 2007, the record date for dateing shareholders entitled to notice of anddtevat the Annual Meeting, we had outstanding
110,537,455 shares of common stock and 297,99@sl@iSeries L preferred stock that vote togeth#r the common stock as a single class on all
matters. In this proxy statement, we refer to trefsres as our “Common Shares” and “Preferred SHiaespectively, and as our “Voting Shares,”
collectively. Our restated Articles of Incorporatigenerally provide that holders of Common Sharashave been beneficially owned continuously since
May 30, 1987 are entitled to cast ten votes perestsabject to compliance with certain procedufescle 111 of our Articles and the voting proceds
that we have adopted thereunder contain severaigiwas governing the voting power of Common Shaireduding a presumption that each Common
Share held by nominees or by any holder other &aatural person or estate entitles such holdenéovote, unless the holder furnishes us with proof
the contrary. Applying the presumptions descrilrediiicle Il and information known to us, our reds indicate that 161,932,111 votes are entitldokto
cast at the Annual Meeting, of which 161,634,11%8%) are attributable to the Common

1
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Shares. Unless otherwise indicated, we have cadruildl percentages of voting power in this protatement based on this number of votes.

We will pay all expenses of soliciting proxfes the Annual Meeting. Proxies may be solicitedgonally, by mail, by telephone or by facsimileduy
directors, officers and employees, who will notdailitionally compensated therefor. We will alsouest persons holding Voting Shares in their naroe
others, such as brokers, banks and other nomitefsward proxy materials to their principals amduest authority for the execution of proxies, armd
will reimburse them for their expenses incurredamnection therewith. We have retained InnisfreeAM&corporated, New York, New York, to assist in
the solicitation of proxies, for which we will pdgnisfree fees anticipated to be $12,000 and withburse Innisfree for certain of its out-of-pocket
expenses.

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

The Board of Directors has fixed the numbediodctors at 12 members, which are divided underAaticles of Incorporation into three classes.
Members of the respective classes hold office taggered terms of three years, with one classedeateach annual shareholders’ meeting. The
shareholders will elect four Class | directorshet Annual Meeting. Acting upon the recommendatibitsoNominating and Corporate Governance
Committee, the Board of Directors has nominateddhbe individuals listed below to serve as Clasliréctors. Unless authority is withheld, all votes
attributable to the shares represented by eachekalyuted and delivered proxy will be cast foralection of each of these belavamed nominees. Unc
our bylaw nominating procedures, these nomineetharenly individuals who may be elected at the dadrMeeting. For additional information on our
nomination process, see “Corporate Governanb@ector Nomination Process.” If for any reason angh nominee should decline or become unable to
stand for election as a director, which we do mticgate, votes will be cast instead for anotherdidate designated by the Board, without resoligit
proxies.

The following provides certain information titespect to each nominee, each other directorevtess will continue after the Annual Meeting, and
each of our executive officers named in the comaims tables appearing elsewhere herein. Unlesswibe indicated, each person has been engaged in
the principal occupation shown for more than thst fime years.
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Class | Directors (for terms expiring in 2010):

(PHOTO OF WILLIAM R. BOLES, Jr.)

(PHOTO OF W. BRUCE HANKS)

(PHOTO OF C. G. MELVILLE, Jr.)

(PHOTO OF GLEN F. POST, Ill)

William R. Boles, Jr ., age 50; a director since 1992; an attorney with Boles Law Firm, as to which
Mr. Boles is an executive officer, director an-owner.

Committee Membership Risk Evaluatior

W. Bruce Hanks, age 52; a director since 1992; a consultant Giththam, Bordelon and Co., Inc., an
investment management and financial planning compgince December 1, 2005; Athletic Director of
the University of Louisiana at Monroe from March02Qto June 2004; a senior or executive officer of
CenturyTel with operational or strategic developtrresponsibilities for several years prior to stiofe;
an advisory director of IberiaBank Corporati

Committee Membershij Risk Evaluation (Chairman); Auc

C. G. Mélvillg, Jr. , age 66; a director since 1968; private investores1992; retired executive officer of
an equipment distributo

Committee Membership Compensation (Chairman); Nominating and Cormo@&dvernanc
Glen F. Pogt, 111 , age 54; a director since 1985; Chairman of tharBof CenturyTel since June 2002
and Chief Executive Officer of CenturyTel since 39®Ir. Post also served as Vice Chairman of the

Board from 1993 to 2002 and President from 19920(02.

Committee Membersh: Executive (Chairmar

The Board unanimously recommends a vote FOR each of these nominees.
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Class Il Directors (term expires in 2008):

(PHOTO OF VIRGINIA BOULET)

(PHOTO OF CALVIN CZESCHIN)

(PHOTO OF JAMES B. GARDNER)

(PHOTO OF GREGORY J. MCCRAY)

Virginia Boulet , age 53; a director since 1995; Special Couns&tlams and Reese LLP, a law firm;
President and Chief Operating Officer of IMDiveysiinc., an on-line recruiting company, from
March 2002 to February 2004; a director of W&T @fige, Inc.

Committee Membership Nominating and Corporate Governance (Chairpgrskudit

Calvin Czeschin , age 71; a director since 1975; President andf@hxiecutive Officer of Yelcot
Telephone Company and Ultimate Auto Gro

Committee Membership Executive; Risk Evaluatic

James B. Gardner , age 72; a director since 1981; Senior Managirgdr of Samco Capital Markets,
Inc., a financial services firm, since May 17, 200&anaging Director or Senior Managing Director of
the capital markets division of such company foy&ars prior to such date; a director of Ennis,
Committee Membership Audit (Chairman); Executive; Compensat

Gregory J. McCray , age 44; a director since May 2005; Chief Exeeu@fficer of Antenova Limited, a
British company which develops and markets wiretgsaponents, since January 2003; President of
McCray Consulting, a technology consulting compdrgm March 2002 to December 20(

Committee Membership Risk Evaluatior

4
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Class Il Directors (term expires in 2009):

(PHOTO OF FRED R. NICHOLS)

(PHOTO OF HARVEY P. PERRY)

(PHOTO OF JIM D. REPPOND)

(PHOTO OF JOSEPH R. ZIMMEL)

Fred R. Nichols, age 60; a director since May 2003; retired in@®8fler serving as an executive officer
of Cox Communications, Inc. or TCA Cable TV, Inar Eeveral years prior to his retireme

Committee Membershi| Audit; Compensatio

Harvey P. Perry, age 62; a director since 1990; non-executive \@hairman of the Board of Directors
of CenturyTel since January 1, 2004; retired froemtDryTel on December 31, 2003 after serving as

Executive Vice President and Chief Administrativigi€@r for almost five years, as Secretary for By

and as General Counsel for 20 ye

Committee Membershij Executive

Jim D. Reppond , age 65; a director since 1986; retired from Cesitel in 1996 after serving as
Presider-Telephone Group (or a comparable predecessor gosfor several year:

Committee Membership Executive; Nominating and Corporate Governe
Joseph R. Zimmel , age 53; a director since January 2003; retire2D0P? after serving as a managing
director of the investment banking division of TBeldman Sachs Group, Inc. from 1996 to 2001; a

director of FactSet Research Systems

Committee Membershi| Audit

5
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Executive Officers Who Are Not Directors:

(PHOTO OF KAREN A. PUCKETT) Karen A. Puckett , age 46; President and Chief Operating Officecesiiugust 2002; Executive Vice
President and Chief Operating Officer from July @®® August 2002

(PHOTO OF R. STEWART EWING, Jr R. Stewart Ewing, Jr. , age 55; Executive Vice President and Chief Firsr@fficer.
(PHOTO OF MICHAEL E. MASLOWSKI] Michael E. Maslowski, age 59; Senior Vice President and Chief Informa@dficer.
(PHOTO OF DAVID D. COLE) David D. Cole, age 49; Senior Vice Preside— Operations

(PHOTO OF STACEY W. GOFF) Stacey W. Goff , age 41; Senior Vice President, General CoungkeBatretary since August 2003; Vice
President and Assistant General Counsel from 20001y 2003

6
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CORPORATE GOVERNANCE

Governance Guidelines

Listed below are excerpts from our corporateegnance guidelines, which the Board reviewsagtlannually. For information on how you can obtain
a complete copy of these guidelines, seeAtcess to Information” below.

1. Director Qualifications

The Board of Directors will have a majority oflependent directors. The Nominating and Corporatee@ance Committee is responsible for
reviewing with the Board, on an annual basis, gwisite skills and characteristics of new Boardniers as well as the composition of the
Board as a whole. This assessment will include negsilindependence qualifications, as well as carsiibn of diversity, age, character,
judgment, skills and experience in the contextefrieeds of the Board. It is the general sendeedBbard that no more than two managen
directors should serve on the Boe

The Board expects directors who change the jabgponsibility they held when they were electethiBoard to volunteer to resign from the
Board. It is not the sense of the Board that imggach instance the director should necessarilydehe Board. There should, however, be an
opportunity for the Board, through the Nominatimgla&Corporate Governance Committee, to review timtimoed appropriateness of Board
membership under the circumstanc

No director may serve on more than two other uliatifid public company boards, unless this protohiis waived by the Board. No director r
be appointed or nominated to a new term if he engbuld be age 72 or older at the time of the &laair appointment

The Nominating and Corporate Governance Commitideaview each direct( s continuation on the Board at least once evegetlgears

Directors will be deemed to be “independenti)itiie Board affirmatively confirms that neitheetllirector nor any organization with which the
director is affiliated receives any payments frérta €ompany other than Permissible Directors Congigns(as defined below) and (i) none of
the disqualifying events or conditions specifiedRinle 303A(2)(b) of the NYSE Listed Company Manapply to the director. For purposes
hereof, “Permissible Directors Compensation” meg@ndirector and committee fees, (ii) reimbursemf@ntan annual physical, continuing
education, travel and other out-of-pocket expemsascordance with the Company’s applicable pddicad (iii) a pension or other form of
deferred compensation for prior service, providechscompensation is not contingent in any way atinaed service. The Board may me

7
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determinations or interpretations under this paplar provided that they are consistent with thedoing standard:

Once the Board has determined that a directodispendent, the director may not engage in amgéetion with the Company, either directly or
indirectly through an immediate family member dated entity, without such transaction being apptbly the Boarc

2. Director Responsibilitie

The Chairman will establish the agenda for eachr8 meeting. Each Board member is free to sugheshclusion of items on the agenda. Each
Board member is free to raise at any Board messtitgects that are not on the agenda for that ngeefine Board will review the Company’s
long-term strategic plans and the principal issuesttt@Company will face in the future during at leasé Board meeting each ye

The non-management directors will meet in ex@ewiession at least quarterly. The director whsiges at these meetings will be an
independent director chosen annually by the-management directors, and his or her name willibedabed in the annual proxy stateme

3. Board Committee

The Board will have at all times an Audit Commét a Compensation Committee and a Nominating ampaCate Governance Committee. All
of the members of these committees will be indepandirectors, as defined in Section 1 abt

The Chair of each committee, in consultation whith committee members, will determine the freqyeardd length of the committee meetings
consistent with any requirements set forth in themittee’s charter. The Chair of each committeegansultation with members of the
committee and others specified in the comm’s charter, will develop the commit’s agenda

The Board and each committee have the power¢aiependent legal, financial or other adviserth@y may deem necessary, without
consulting or obtaining the approval of any offioéithe Company in advanc

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

4. Director Access to Officers and Employe

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

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

8
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5. Director Compensatio

The form and amount of director compensation balldetermined by the Nominating and Corporate Gmareee Committee on the terms and
conditions (and subject to the exceptions) sehforits charter, and such Committee will reviewedtor compensation annual

6. Director Orientation and Continuing Educati

The Nominating and Corporate Governance Commsttedi maintain an Orientation Program for new dives. All new directors must
participate in the Compa’s Orientation Program, which should be conductesbas as practicable after new directors are elemt@ppointed

The Company will also maintain a Continuing EdumatiProgram for directors, pursuant to which it wiideavor to periodically update direct
on industry, technological and regulatory developtaeand to provide adequate resources to suppedtars in understanding the Company’s
business and matters to be acted upon at boardoamchittee meeting:

7. CEO Evaluation and Management Succes

The Nominating and Corporate Governance Commiti#eonduct an annual review of the CEQO’s perfamoe. The Nominating and Corporate
Governance Committee will provide a report of italfngs to the Board of Directors (with appropriegeusals of the CEO and other manage
directors, as necessary) to enable the Board ioretisat the CEO is providing the best leaderstiiglfe Company in the lo- and shor-term.

The Nominating and Corporate Governance Committ@elld report periodically to the Board on sucwesplanning. The entire Board will
consult periodically with the Nominating and Coraier Governance Committee regarding potential sgocgs$o the CEO. The CEO should ai
times make available his or her recommendationseaatiiations of potential successors, along witkvéew of any development plans
recommended for such individua

8. Annual Evaluatior

The Board of Directors will conduct an annuaf-®sfaluation to determine whether it and its conteeis are functioning effectively. The
Nominating and Corporate Governance Committeerefleive comments from all directors and report alipto the Board with an assessm
of the Board’s performance, which will be discusséth the full Board. The assessment will focusties Board’s contribution to the Company
and specifically focus on areas in which the Baarthanagement believes that the Board could impi

9
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9. Standards of Business Conduct and Et

« All of the Company’s directors, officers and emy@es are required to abide by the Company’s léageéng Corporate Compliance Program,
which includes standards of business conduct dnidsefThe Company’s program and related procedwoesr all areas of professional conduct,
including employment policy, conflicts of interessotection of confidential information, as wedl strict adherence to all laws and regulations
applicable to the conduct of the Comp’s business

« Any waiver of the Company’s policies, principesguidelines relating to business conduct or stfoc executive officers or directors may be
made only by the Audit Committee and will be proipplisclosed as required by applicable law or stexghange regulation

Independence

Based on the information made available tthé, Board of Directors has affirmatively deternurbat Virginia Boulet, James B. Gardner, W. Bruce
Hanks, C. G. Melville, Jr., Gregory J. McCray, FRdNichols, Jim D. Reppond and Joseph R. Zimmalifyuas independent directors under the
standards referred to above under “— GovernancdeBnes.” In making these determinations, the Bpwaith assistance from counsel, evaluated
responses to a questionnaire completed by eacttatineegarding relationships and possible confladtsterest. In its review of director independenthe
Board considered all commercial, consulting, legatounting, charitable, and familial relationshépy director may have with CenturyTel or its
management.

Committees of the Board

During 2006, the Board of Directors held foegular meetings, six special meetings, and a tagestrategic planning session.

During 2006, the Board’s Audit Committee heide meetings. The Audit Committee is currently posed of five independent directors, four of
whom (James B. Gardner, W. Bruce Hanks, Fred Rhdlscand Joseph R. Zimmel) the Board has deterntmmbd audit committee financial experts, as
defined under the federal securities laws. The AGdimmittee’s functions are described further belmwler “Audit Committee Report.”

The Board’s Compensation Committee held twetings during 2006. The Compensation Committeeiisposed of three directors, all of whom
qualify as independent directors under our corgogatvernance guidelines, as “non-employee direttorder Rule 16b-3 promulgated under the
Securities Exchange Act of 1934, and as “outsidectiirs” under Section 162(m) of the Internal Rexe@€ode. The Compensation Committee is
described further below under “Compensation Discusand Analysis.”

The Board’s Nominating and Corporate Govereadommittee (which we refer to below as the “NortimgaCommittee”) met four times during 2006.
The Nominating
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Committee is responsible for, among other thingsetommending to the Board nominees to servarastdrs and officers, (ii) monitoring the
composition and size of the Board and its comnstté@) periodically reassessing our corporategyoance guidelines described above, (iv) leadieg th
Board in its annual review of the Board'’s performaiand (v) reviewing annually the Chief Executiifié@r's performance and reporting to the Board on
succession planning for senior executive officEm. information on the director nomination processs “~— Director Nomination Process” below.

Each of the committees listed above is compaséely of independent directors under the stadglegferred to above under‘Governance
Guidelines.”

If you would like additional information ondtresponsibilities of the committees listed ab@lease refer to the committees’ respective chandrich
can be obtained in the manner described below undéccess to Information.”

We expect all of our directors to attend oumwal shareholders meetings. Each director attetide#006 annual shareholders meeting, exceptier o
director who was unable to attend due to poor healt

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) or by any shareholder of rdagho complies with our bylaws. Under our bylaasy shareholder of record interested in mal
a nomination generally must deliver written noticeCenturyTel's secretary not more than 180 daykrent less than 90 days in advance of the first
anniversary of the preceding year’'s annual shadeh@ meeting. For the Annual Meeting this yeae, Board has nominated the four nominees listed
above under “Election of Directors” to stand foealon as Class | directors, and no shareholdémnsted any nominations. For further information on
deadlines for submitting nominations for our 2008w@al shareholders meeting, see “Other Matters -areblolder Nominations and Proposals.”

The written notice required to be sent by aagninating shareholder must include (i) the narmge, Ausiness address and residential address of the
nominating shareholder and any other person atiegncert with such shareholder, (ii) a represéonahat the nominating shareholder is a recoiddén
of Voting Shares, and intends to make his nominatigoerson, (iii) a description of all agreemesmtsong the nominating shareholder, any person acting
in concert with him, each proposed nominee andagigr person pursuant to which the nomination oninations are to be made and (iv) various
biographical information about each proposed nominecluding principal occupation, holdings of MaiShares and other information required to be
disclosed in our proxy statement. The notice misst be accompanied by the written consent of eagpgsed nominee to serve as a director if elected,
and an affidavit certifying that the proposed noeeimeets the qualifications for service specifiethe bylaws and summarized below. We may require a
proposed nominee to furnish other reasonable irdition or certifications. Shareholders interestelringing before a shareholders meeting any matter
other than a director nomination should consultlodaws for
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additional procedures governing such requests. \Afedisregard any nomination or submission of ammgiomatter that fails to comply with these bylaw
procedures.

The Nominating Committee will consider candétanominated by shareholders in accordance wittbylaws. Upon receipt of any such nominations,
the Committee will review the submission for coraplie with our bylaws, including determining if fi®@posed nominee meets the bylaw qualifications
for service as a director. These provisions disfguahy person who fails to respond satisfactor@yany inquiry for information to enable us to make
certifications required by the Federal Communigai€ommission under the Anti-Drug Abuse Act of 1,9&8who has been arrested or convicted of
certain specified drug offenses or engaged in astibat could lead to such an arrest or conviction.

In the past, the Nominating Committee has ictmed director candidates suggested by Commiteralmrs, other directors, senior management and
shareholders. In the recent past, the Nominatingi@ittee has retained, on an as-needed basis @il ekpense, national search firms to help identify
potential director candidates. Each of our thregest directors were initially identified or scredrgy national search firms retained by the Nomimati
Committee. With respect to this year’s annual nmggtall of the nominees are incumbent directordattleast 15 years of prior service. Although the
Nominating Committee did not retain a search fimconnection with this ye's meeting, it expects to do so to assist in idginty future directors.

Under our corporate governance guidelinesNihiminating Committee assesses director candidetesd on their independence, diversity, age,
character, skills and experience in the contexhefmeeds of the Board. Although the guidelinesnitehe Nominating Committee to adopt additional
selection guidelines or criteria, it has chosentaato so. Instead, the Nominating Committee pécally assesses skills and characteristics themimed,
by the Board based on its membership and neetie éinte of the assessment. In evaluating the nefetti® Board, the Nominating Committee considers
the qualification of incumbent directors and cotsulith other members of the Board and senior mamagt. The Nominating Committee believes this
flexible approach enables it to respond to chacgesed by director retirements and industry deveéoys.

Although we do not have a history of receiviigector nominations from shareholders, the NoniigaCommittee envisions that it would evaluate any
such candidate on the same terms as other proposeidees, but would place a substantial premiumretaining incumbent directors who are familiar
with our management, operations, business, industigtegies and competitive position, and who hmegiously demonstrated a proven ability to pre
valuable contributions to the Board and CenturyTel.

Presiding Director

As indicated above, the non-management directeeet in executive session at least quarterlg.fidn-management directors have selected Fred R.
Nichols to preside over such meetings during 2@&7explained further on our website, you may canfiéic Nichols by writing a letter to the Presidi
Director, c/o Post Office Box 5061, Monroe, Louisar1211.
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Access to Information

The following documents are filed as exhilbit®ur Annual Report on Form 10-K for the year ehBecember 31, 2006, and are posted on our websit
atwww.centurytel.com:

« Corporate governance guidelir
¢ Charters of the Audit Committee, Compensation Cottiemiand Nominating and Corporate Governance Caie
¢ Corporate compliance program (which includes outecof ethics

We will furnish printed copies of these maitgiupon 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 appoik@MG LLP as our independent auditor for the fisgedr ending December 31, 2007, and we are
submitting that appointment to our shareholdersdtfication at the Annual Meeting. Although shiaméder ratification of KPMG’s appointment is not
legally required, we are submitting this mattettte shareholders, as in the past, as a mattercaf gorporate practice.

If the shareholders fail to vote on an adwdmasis in favor of the appointment, the Audit Coitt@e will reconsider whether to retain KPMG LLRda
may appoint that firm or another without re-submgtthe matter to the shareholders. Even if theedf@ders ratify the appointment, the Audit Comewett
may, in its discretion, select a different indepamtdauditor at any time during the year if it detares that such a change would be in the bestkisitenDf
the Company and its shareholders. In connection sétecting the independent auditor, the Audit Cdtter reviews the auditor’s qualifications, control
procedures, cost, proposed staffing, prior perforeeaand other relevant factors.

In connection with the audit of the 2007 finah statements, we entered into an engagemeet leith KPMG LLP which sets forth the terms by wh
KPMG will provide audit services to us. That agresinis subject to alternative dispute resolutiomcpdures and excludes punitive damage claims.

The following table lists the aggregate feed eosts billed to us by KPMG and its affiliates flee 2005 and 2006 services identified below:

Amount Billed

2005 2006
Audit Fees® $3,044,00! $2,745,00!
Audit-Related Fee® 83,00( 107,00(
Tax Fee<® 528,00( 509,00(
Total Fees $3,655,00! $3,361,00!
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(1) Includes the cost of (i) services renderedannection with auditing our annual consolidatearicial statements, (ii) auditing our internal toh
over financial reporting and management’s assesisafiéts review of internal control over financigporting in accordance with Section 404 of the
Sarbanes-Oxley Act of 2002, (iii) reviewing our gealy financial statements, (iv) auditing the fittdal statements of several of our telephone
subsidiaries, and (v) services rendered in conmieetith reviewing our registration statements asiiing related comfort lettel

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

(3) Includes costs associated with (i) assistamgeeparing income tax returns (which were appnately $209,000 in 2005 and $239,000 in 2006);
(i) assistance with various tax audits (which wapproximately $237,000 in 2005 and $194,000 in6208nd (iii) general income tax planning,
consultation and compliance (which were approxiye$82,000 in 2005 and $76,000 in 20C

The Audit Committee maintains written proceshuthat require it to annually review and pre-aperie scope of all services to be performed by our
independent auditor. This review includes an evanaf whether the provision of non-audit servibgsour independent auditor is compatible with
maintaining the auditor’s independence in providanglit and audit-related services. The Committpedsedures prohibit the independent auditor from
providing any non-audit services unless the sengigermitted under applicable law and is pre-appddoy the Audit Committee or its Chairman. The
Chairman is authorized to pre-approve projects eggkto cost no more than $75,000, provided thad tatst of all projects pre-approved by the Chairma
during any fiscal quarter does not exceed $125,088.Audit Committee has pre-approved the Compaingispendent auditor to provide up to $40,000
per quarter of miscellaneous tax services thatal@onstitute discrete and separate projects. Hief Einancial Officer is required periodically aolvise
the full Committee of the scope and cost of sesvivet pre-approved by the full Committee. Althowagiplicable regulations waive these pre-approval
requirements in certain limited circumstances,Ahdit Committee did not use these waiver provisionsither 2005 or 2006.

KPMG has advised us that one or more of ittnpas will be present at the Annual Meeting. Weenstand that these representatives will be aveilab
to respond to appropriate questions and will havepportunity to make a statement if they desirddo.

Ratification of KPMG'’s appointment as our ipgadent auditor for 2007 will require the affirnvativote of at least a majority of the voting power
present or represented at the Annual Meeting.

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

Management is responsible for our internaltice and the financial reporting process. Our patelent auditor is responsible for performing an
independent audit of our consolidated financiaesteents and the effectiveness of our internal cbwotrer financiakeporting, and to issue reports there
The Committee’s responsibility is to monitor ancemee these processes, and, subject to sharehatifieation, to appoint the independent auditor.

In this context, the Committee has met and bdéedcussions with management and our internakawsdand independent auditor for 2006, KPMG LLP.
Management represented to the Committee that mgotidated financial statements were prepareddoraance with
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generally accepted U.S. accounting principles. Chenmittee has reviewed and discussed with manageandrKPMG the consolidated 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. The Committee alsoudised with KPMG matters required to be discusse8thiements on Auditing Standards No. 61 and
90 (Communication with Audit Committees).

KPMG also provided to the Committee the writtBsclosures required by Independence StandardsiBRtandard No. 1 (Independence Discussions
with Audit Committees). The Committee discussechwiPMG that firm’s independence, and considereceffexts that the provision of non-audit
services may have on KPMG's independence.

Based on and in reliance upon the reviewsdislissions referred to above, and subject toirthigations on the role and responsibilities of the
Committee referred to in its charter, the Commitesommended that the Board of Directors includeaindited consolidated financial statements in our
Annual Report on Form 10-K for the year ended Dduem31, 2006.

If you would like additional information onetresponsibilities of the Audit Committee, pleasker to its charter, which you can obtain in thenmex
described above under “Corporate Governance — Adoefmformation.”

Submitted by the Audit Committee of the Board ofédors.

James B. Gardner (Chairma Fred R. Nichols
Virginia Boulet Joseph R. Zimmi
W. Bruce Hanks

*  Committee Member since November 15, 2(C

SHAREHOLDER PROPOSAL REGARDING EXECUTIVE COMPENSATI ON
(Item 3 on Proxy or Voting Instruction Card)
Background

We periodically receive suggestions from careholders, some as formal shareholder propds@give careful consideration to all suggestiomsl a
assess whether they promote the best interesterati§Tel and its shareholders.

The Communications Workers of America Memb&sheral Fund, located at 501 Third Street, N.Waskiihgton, D.C. 20001, has informed us that it
owns 65 Common Shares and that it intends to préseoonsideration at the Annual Meeting the faling proposal (and has furnished the following
statement in support of the proposal).
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Shareholder Proposal

RESOLVED, that shareholders of CenturyTel, heguest that the Board of Directors (“Board”) pda policy of submitting the following question
to a shareholders’ vote at each annual meetingeriuture: “Is the compensation of CenturyTel's ednexecutive officers as set forth in the proxy
statement’s Summary Compensation Table: (a) exaag$) appropriate; or (c¢) too low?”

Supporting Statement
We believe the compensation of CenturyTel's seai@cutives is excessive.

According to proxy statements from 2002 through@Q@Be executives named in the Summary Compensatibte (five individuals for most years, ¢
for 2002) received “Total Annual Compensation” @330 million from 2001 through 2005. The “Total Arai Compensation” of Glen F. Post, IlI,
Chairman and CEO of CenturyTel, accounted for nioa@ $8.4 million of that sum.

The named officers also received $8.8 million iorfy-term compensation” in the form of restricteacktand long-term incentive plan payouts. These
officers then exercised stock options to realigmia of another $29.3 million.

The named officers received an additional $2.3iomlbver the same period in “All Other Compensdti@®1(k) and ESOP contributions; use of
airplane; tax reimbursements; cash stipends torqueguisites).

These named officers received a total of over $68l4on for the period from 2001 through 2005. NRost alone received over $22.4 million for those
five years.

Finally, the 2006 proxy statement reports thatrtamed officers held $10.6 million in unexercised-ttie-money” options.
In our view, this amount is excessive for a comptiny size.

The major stock exchanges have adopted rules nreguiublic companies to submit equity-based comatms plans for shareholder approval.
According to a recent academic analysis, howehesé rules have failed to provide shareholdersh“aitbstantial influence” because the plans tend to
be “broadly worded” (Lucian Bebchuk and Jesse FiRay Without Performance, 2004, p. 196). Sharehieldan withhold votes for members of the
Compensation Committee who stand for reelectiobwguview that option as a blunt and insufficiemtiument for registering dissatisfaction with
senior executive compensation.

In contrast, public companies in the United Kingdalfiow shareholders to cast an advisory vote oridirectors’ remuneration report,” which
discloses executive
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compensation. Such a vote isn’t binding, but gstesreholders a clear voice that could help shapiersexecutive compensation.

We are proposing that the shareholders be perntitgi/e the Compensation Committee a “report ¢ardrough voting on the question that is set
forth in the Proposal, shareholders could expfesis views, in an advisory referendum, on the daasif whether the Compars/senior executives ¢
being compensated at levels that are appropriaenount. This approach would provide the opporjutaitexpress dissatisfaction with the amount of
compensation that has been awarded to senior exeguand of focusing media attention on the issemanner that could assist in bringing about
change, while preserving the discretion of the Bdarmake such changes as may be appropriate.

Board Statement in Opposition
The Board of Directors Recommends that You Vote AGAINST this Proposal for the Reasons Set Forth Below:

We believe ensuring that executive compensasi@ppropriate is an important issue for all shatders, and we share that goal. Nonetheless, we
believe this proposal is unnecessary, unworkabdepatentially harmful.

The proposal is unnecessafhe proposal is unnecessary because we alreadypgmphorough process designed to pay appropesatsd of
executive compensation to attract and retain theagerial talent necessary to maintain our competigss. As explained in greater detail under the
heading “Compensation Discussion and Analysis, Bbard has delegated its powers to set executirgeasation to its Compensation Committee,
which is composed solely of independent directdns Wwave a fiduciary duty to establish programs #natin the best interests of the shareholdersh Eac
year the Committee works with its independent ctiastito establish compensation programs desigmedatch those of comparable companies and to
create incentives to maintain and increase shatehehlue. In connection with performing its dutitee Committee spends a substantial amount of time
reviewing a wide range of information impacting exttve compensation, including trends in executiempensation and detailed benchmarking data on
prevailing compensation levels at comparable conggaim accordance with the federal proxy rulesgewglain in detail the Committee’s processes and
conclusions in our annual proxy statements. Intskgg believe our current structure is appropnatidsigned and balanced to achieve and communicate
our executive compensation goals.

The proposal is unworkablg/e believe that complying with the proposal as sittieh could force us to violate the federal prouies. The federal
proxy rules permit us to distribute proxies soligjtshareholders to vote for or against a prop@satio abstain from voting), but preclude us from
distributing proxies soliciting multiple choice ofidns such as those requested under the proppsaddition, we believe it is unrealistic to expéis
proposal would enable shareholders to provide nmgduliinput on decisions that entail a thoroughenstanding of a wide variety of factors, including
prevailing compensation philosophies and practi@®nwide and in our industry. Establishing appiaie executive compensation arrangements is a
complex
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process involving balancing numerous business derstions against competitive pressures. We bett@gealancing should continue to be the
responsibility of disinterested independent fiddeiswho have the time, experience, expertise asdurces to design and administer effective program
We believe the proposal is a blunt instrument Whatld not provide us with meaningful insight infeesific shareholder concerns regarding our programs
and could lead to confusion about what promptedttegeholders’ vote. For instance, if the sharedrsléxpress the view that compensation is too tiigh
too low, we would be unable to determine the mamgiaitof the shareholders’ concerns or the compamsatimponents that give rise to the concerns, and,
as such, we would be unable to react in a mearlifghion. We believe it would be far more helgfuidhareholder concerns are specifically addressed,
and we already have processes in place to faeil@fiective shareholder communications. See “CatgoGovernance — Presiding Director.”

The proposal is potentially harmfifinally, the proposal is potentially harmful in seal respects, including the following:

¢ by requiring a practice not followed by most atheS. companies, the proposal could harm ourtglii retain or attract talented managers to the
extent that they perceive this new practice ageattito our lon-standing commitment to pay competitive compense

e by creating the risk that the good faith judgmsesftour disinterested independent directors cbeltisecond-guessed,” the proposal could
negatively impact the willingness of members of Gompensation Committee to continue to s¢

« by requiring us to provide new disclosures, immat new processes, and incur new legal riskpitbygosal would require us to incur unnecessary
legal and proxy solicitation expenses and couldease our expenditures on direc’ fees and insuranc

* by creating a blunt instrument of shareholder inthe proposal could result in unclear directivest treate confusion over corporate goals, dis
management, and interfere with more effective medffiacilitating useful shareholder communicatic

In summary, we do not believe the proposadleihance our governance practices or improve lmarefiolder communications, nor is it in the best
interests of shareholderBhe Board therefore unanimously recommends that yowote AGAINST this proposal.

Adoption of this proposal requires the affitme vote of at least a majority of the voting povweesent or represented at the Annual Meeting.
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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 Shares or to bamtolled more than 5% of the total voting powarDecember 31, 2006.

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, | 9,663,890 8.5% 6.1%
32 Old Slip
New York, New York 1000!
JPMorgan Chase & Ci 7,693,77® 6.6% 4.8%
270 Park Avenue
New York, New York 1001
State Street Bank and Trust Comp: 7,569,59 ) 6.7% 4.8%
225 Franklin Street
Boston, Massachusetts 021
LSV Asset Managemel 6,064,15(6) 5.4% 3.8%
1 N. Wacker Street, Suite 4000
Chicago, lllinois 6060t
Trustees of CenturyTel benefit pla 5,051,67( 4.5% 23.2%

c/o T. Rowe Price Retirement Plan Services
T. Rowe Price Investment Services, Inc.
4515 Painters Mill Road

Owings Mills, Maryland 2111-4903

(1) Determined in accordance with Rule 13d-3hef $ecurities and Exchange Commission based ufammiation furnished by the persons listed. In
addition to Common Shares, we have outstandingResf Shares that vote together with the CommoneShas a single class on all matters. Or
more persons beneficially own more than 5% of tteddPred Shares; however, the percentage of totaly power held by such persons is
immaterial. For additional information regarding tAreferred Shares, see page 1 of this proxy state

(2) Based on our records and, with respect tetedres held of record by our benefit plan trusteased on information the trustees periodicaltyvte
to us to establish that certain of these sharatectiite trustees to cast ten votes per st

(3) Based on information contained in a Sched@IB/A Report dated as of February 7, 2007 thatitivisstor filed with the Securities and Exchange
Commission. In this report, the investor indicatieat, as of December 31, 2006, it held sole vapiogrer with respect to 6,908,031 of these sh:

(4) Based on information contained in a Sched@IB/A Report dated as of February 2, 2007 thatitivisstor filed with the Securities and Exchange
Commission. In this report, the investor indicatieat, as of December 29, 2006, it and its affiSatellectively held sole voting power with respect
to 6,286,854 of these shares, shared voting povtkerrespect to 1,130,167 of these shares, sol@siispe power with respect to 6,511,090 of these
shares, and shared dispositive power with respetil62,199 of these shar

(5) Based on information contained in a SchedBI8 Report dated as of February 12, 2007 thairkésstor filed with the Securities and Exchange
Commission. In this report, the investor indicatieat, as of December 31, 2006, it held shared ditipe power with respect to all of these sha

(6) Based on information contained in a Sched@l® Report dated as of February 12, 2007 thairkestor filed with the Securities and Exchange
Commission
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(7) Consists of shares held by the trustees ofjoalified 401(k) plan and union 401(k) plan. Aflthe voting power attributable to these shares is
directed by the plan participants, each of whomeismed to tender such instructions as a “namediéidd for all shares under each such plan,
which requires the participants to direct theiresmin a manner that they believe to be prudeniratite best interests of the plan participa

Executive Officers and Directors

The following table sets forth information,@she Record Date, regarding the beneficial owhigrof Common Shares by our executive officers and
directors. Except as otherwise noted, (i) nonénefgersons named below beneficially owns more 18arof the outstanding Common Shares or is entitled
to cast more than 1% of the total voting power @iall beneficially owned shares are held withesweoting and investment power and are not pledged
third parties.

Components of Total Shares Owne

Options
Shares Unvested Exercisable Total Shares

Beneficially Restricted Within 60 Beneficially
Name Owned @) Stock @ Days® Owned
Executive Officers:
Glen F. Post, Il 198,58¢ 187,20( 1,066,66! 1,452,454
Karen A. Pucket 17,84%) 74,80( 203,90( 296,54¢
R. Stewart Ewing, J 29,29¢ 62,22( 84,33¢ 175,85:
Michael E. Maslowsk 6,12¢ 40,80( 32,64: 79,56¢
David D. Cole 43,59:(6) 40,80( 247,00: 331,39¢
Stacey W. Gof 5,83¢ 40,80( 63,50( 110,13¢
Outside Directors:
William R. Boles, Jr 7,19 4,83¢ 16,00( 28,02¢
Virginia Boulet 5,64€7) 4,83¢ 6,00( 16,48(
Calvin Czeschir 57,9948) 4,83¢ — 62,82¢
James B. Gardn¢ 4 58t 4.83¢ 16,00( 25,41¢
W. Bruce Hanks 1,77C 4,83¢ 46,00( 52,60¢
Gregory J. McCra' 1,08t 4,83¢ — 5,91¢
C.G. Melville, Jr. 8,707 4,83¢ — 13,54
Fred R. Nichols 3,08t 4,83¢ 12,00( 19,91¢
Harvey P. Perr 35,31¢ 4,83¢ — 40,15:
Jim D. Reppont 46,08t 4,83¢ 16,00( 66,91¢
Joseph R. Zimme 6,08¢ 4.83¢ 13,667 24,58¢
All directors and executive officers as a group jf&rsons 478,849 499,79: 1,823,71. 2,802,34:

(1) This column includes the following numberstiares allocated to the person’s account undequalified 401(k) plan: 84,107 — Mr. Post; 2,127 —
Ms. Puckett; 19,711 — Mr. Ewing; 370 — Mr. Maslows¥9,155 — Mr. Cole; and 3,018 — Mr. Goff. Pargiants in this plan are entitled to direct
the voting of their plan shares, as described éagr detail elsewhere here

20




Table of Contents

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

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

(4) Constitutes 1.3% of the outstanding Common Shardsatitles Mr. Post to cast .6% of the total vgtpower.
(5) Includes 200 shares held by Ms. Puckett as custddiathe benefit of her childre

(6) Includes 4,957 plan shares beneficially hsidvir. Cole’s wife as one of our former employee$er accounts under the qualified 401(k) plartpas
which Mr. Cole disclaims beneficial ownersh

(7) Includes 955 shares held by Ms. Boulet as custddiatine benefit of her childrel
(8) Includes 11,997 shares owned by Mr. Cze<'s wife, as to which he disclaims beneficial owngrs

(9) Includes (i) 16,954 shares held of recorbemeficially by the spouses of certain of theséviddals, as to which beneficial ownership is digaied,
and (ii) 1,155 shares held as custodian for thefieof children of such individual:

COMPENSATION DISCUSSION AND ANALYSIS

General Compensation Philosophy

We compensate our senior management throumgl af salary, annual bonuses, long-term equity pensation and employee benefits designed to be
competitive with the compensation of comparabléefs and to reward annual and long-term perforradhat correlates with maintaining and increasing
shareholder value. With respect to each comporferdrapensation, we generally seek to match the emsgtion of comparable employees at other
companies, although we typically provide our exeeubfficers with above-average salaries if justifiby corporate and individual performance. We
generally seek to base our executives’ annual icagimtive compensation principally upon our compange performance and secondarily upon the
executivesindividual performance. Officers and managers \Wother levels of responsibility typically receivecentive compensation that places a gre
emphasis on individual, departmental or divisiog@édls. We seek to align the interests of our exeesitvith the long-term interests of shareholders
through award opportunities that can result in awhig of our Common Shares, with top executivesikéeg a greater proportion of their total
compensation in the form of equity grants compaoetiore junior officers. We have a long-standingagpice of not providing employment agreements to
our officers, but do provide customary change ofta@, pension and welfare benefits to our key penel.

Allocation of Compensation

We do not use fixed ratios to allocate totahpensation between cash and non-cash compensationong the various compensation components.
Instead, we seek to pay our executives the taegetd of salary and bonus discussed further bedtiwf which are set in relation to compensatiorels
paid to comparable executives at other companiesb®lieve
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this allows us to maintain competitive compensafiankages, and adjust quickly to changes in priegadlompensation practices.

We seek to design our incentive compensatiograms to reward annual and lotegm performance that correlates as highly as plest maintaining
and increasing shareholder value, while at the ¢anmeeproviding incentives that are equitable, ist&l and reasonably within the control of the advar
recipient. We believe that our top executives haeegreatest opportunity to directly impact ourfpenance, and therefore believe it is appropriate t
provide a greater portion of their total compermatn the form of long-term incentives that focese$y on company-wide performance. On the other
hand, because our less senior officers have legsot@ver our company-wide performance, we awhgdrt a relatively higher percentage of their total
compensation in the form of salary and annual besitisat frequently focus on individual, departmeotalivisional goals within their control.

Although we favor the use of incentive compias, we believe it is hecessary and prudent yogoportion of total compensation in the form of a
competitive fixed salary. We believe the paymend éiked salary to our officers helps maintain praiivity by alleviating concerns that an economic o
industry downturn could undercut their personal famdily planning. Equally importantly, our failute pay a competitive salary could harm our abiiity
recruit and retain management.

Implementation of our compensation practicas ¢enerally resulted in our CEO receiving a higieecentage of his total compensation in the fofm o
long-term equity incentives, and a smaller peragamia salary and cash bonuses. On the other hesgisenior officers have typically received a neddy
smaller percentage of their total compensatioméform of long-term equity incentives, and a highercentage in salary and cash bonuses. This
allocation is illustrated in the table below, whitows the percentage of 2006 compensation atiblrito our three main components of compensation:

Equity
Cash Compensatic Compensatiol
% from % from % from Lon¢-Term
Salary Annual Bonut Bonus
CEO 22.7% 16.% 61.2%
President and Executive \ 30.C 16.3 53.7
Senior Vice Presiden 37.2 18.C 447

We expect that these allocations will change fraanto year, as we adjust to changes in prevailimgpensation practices.

Salary

We generally seek to compensate our long-stgrekecutives with cash salaries equivalent torf€ percentile of salaries paid to similarly-situated
executives at comparable companies, if justified¢dnporate and individual performance. We belidws gives us the flexibility to pay above-market
salaries to talented executives who could be vieagedttractive targets by other companies, manyhoin are larger than us with far greater resources.
The
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Compensation Committee of our Board uses theseptlietargets as starting points in its analysisich we describe below under the heading “- Our
Compensation Decision-Making Procesafter applying the other factors described undat treading, and considering the recommendatiottseo€EO
the Committee sets each executive’s annual caalys#ypically prospectively in February of eactayéllowing the completion of our performance
review process. We also periodically adjust saaaiteother times of the year if necessary to refleemotions or other changes in job responsibsiti

Annual Incentive Bonuses

Our practice is to award annual cash bonusksy employees based on performance objectivésitlagtained, can reasonably be expected to raem
or increase our value. We strive to award bonusdppities that can reasonably be expected totr@gsolr total cash compensation (consisting céusal
and cash bonuses) to equal or exceed the 50% pibrazfrtotal cash compensation paid to similarityated executives at comparable companies. We
currently offer annual incentive bonuses to apprately 685 of our employees.

To administer our annual bonus program, wentaai (i) a shareholder-approved short-term ineenpilan for certain of the executive officers and
(ii) an annual incentive bonus plan for other adfie and managers. In connection with both of theseis plans, in February of each year our
Compensation Committee

e establishes performance objectives, and for datdrmines a “target” level of performance, as well'minimum” and “maximum” levels of
performance

* determines the relative weight each performanceabibi should receive in connection with calculgtiggregate bonus payme

* establishes the amount of bonus payable if tary&t” level of performance is attained, whichyisitally defined in terms of a percentage of each
officer's salary

Upon completion of the fiscal year, the CFQuat our actual operating results in accordantk thie Committee’s long-standing written procedures
designed to eliminate the effects of extraordir@mon-recurring transactions that were not knowarticipated on the date the performance goals wer
established. The CFO then compares our adjustaatipgresults to the pre-determined minimum, thegel maximum levels for each performance
objective, and calculates a blended rate of oairattent of the performance objectives. These détations and calculations are provided in writing t
the Committee for its review and approval.

For 2006, the Committee elected to base 608eéxecutives’ potential bonuses upon Centurgftaining targeted levels of operating cash flow an
the remaining 40% upon attaining targeted levelsmaf-user revenue. For 2006, the executive offisere granted an opportunity to earn a specified
percentage (ranging between 40% to 65%) of thepeetive salaries if “target” performance levelsewmet, with up to triple these amounts if the
“maximum?” levels of performance were met and nousas if the “minimum” performance
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levels were not attained. For both of the 2006qretince measures, the executives were entitlezttve

e no paymen if we failed to achieve the minimum performanceele

e aprorated payment of at least 50% but if we attained or exceeded the minimum performdecel but not the target
less than 100% of the target aw: performance leve

e aprorated payment of at least 100% but if we attained or exceeded the target performaaeel but not the maximum
less than 300% of the target aw: performance leve

¢ apayment of 300% of the target aw if we attained or exceeded the maximum performaaigget.

The bonus payable to the CEO in accordande thése procedures is subject to the “negativeetion” of the Committee to reduce the calculated
bonus payment. The bonuses payable to each otbeutive officer in accordance with these procedigeasibject to the “negative discretion” of the CEO
to reduce the calculated bonus payment based asséssment of the officer’'s performance duringtiwr year, including an assessment of the detgree
which such officer attained his or her individuarformance goals for such year. Neither the CEQm®ICommittee exercised his or its negative
discretion to reduce awards based upon 2006 peafucen Finally-determined awards made to our exeesion February 26, 2007 for 2006 performance
are reflected in the Summary Compensation Tableapg below under the column “Non-Equity IncentiRlan Compensation.” For additional
information, see “Executive Compensation — IncentBompensation — 2006 Awards.”

Compared to our executive officers, the remairof our senior officers have more diverse penfomce goals. When an officer or manager has
responsibility for a particular business unit, digh or region, the performance goals are typidadigivily weighted toward the operational perforneaot
those units or areas. Other individuals may receigividual performance goals. Depending on thel®f seniority, these individuals may also receive
portion of their bonus based on overall corporadgrmance. As discussed below under the headi@uf-Compensation Decision-Making Process,” the
CEO approves the performance goals of the non-¢ixecofficers under the general supervision of @@npensation Committee.

Under our annual bonus programs, the Commitigg pay the annual bonuses in cash or stock. 2ib@e, the Committee has paid these bonuses
entirely in cash. The Committee believes payinguahbonuses to our executives in cash is apprepbietause:
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¢ the executives are already receiving well over batheir overall compensation in the form of eggtants
¢ the executive has fully earned his bonus, whictdeeot believe should be subject to the furthes oisloss associated with equity grants,

¢ use of cash diversifies the compensation mix aegigrts us from ov-reliance on equity grant

Long-Term Equity Incentive Programs

Our shareholder-approved long-term incentwagensation programs authorize the Compensatiom@ivee to grant stock options, restricted stock,
and various other stock-based incentives to keyqmerel. We believe stock incentive awards (i) erege key personnel to focus on our long-term
performance, (ii) strengthen the relationship betweompensation and growth in the market pric@@ommon Shares and thereby align management’:
financial interests with those of the shareholdars (jii) help attract and retain talented persaritwe currently offer long-term incentive compensat
awards to approximately 520 of our employees.

Incentives granted under these programs beexereisable based upon criteria established bZtmmittee. The Committee generally determines the
size of equity grants based on the recipient’saesibilities and duties, and on information furr@dtby the Committee’s consultants regarding equity
incentive practices among comparable companies Cbhmemittee’s general philosophy is to provide Idagn incentive compensation valued at the 50th
percentile of that paid to similarly-situated offis at comparable companies. Since 2001, the Cdeantiais elected to award annual incentive grants as
opposed to larger, multi-year grants. The Commitieleeves annual grants provide us with greatedliléty than multi-year grants to respond to chasg
in compensation practices.

We strive to pay equity compensation in fothet create appropriate incentives to optimizegrerince at reasonable cost, and are competitive wit
incentives offered by other companies. For sewarafs prior to 2004, we paid all longrm equity compensation in the form of stock optioe selecte
this form because of favorable accounting andreattments, and the near universal expectationficieo$ nationwide that they would receive stock
options. For the last several years, however,sthieen clear that the favorable accounting treatwfestock options was subject to change, and éggn
in 2006 the adoption of Statement of Financial Astong Standards No. 123(R) (which we frequentferéo as SFAS 123(R)) has eliminated the
favorable accounting treatment of options. Morepweany experts in the field of executive compemsatiave advised companies to avoid over-reliance
on stock options. As a result, many experts, inagia@urs, began to recommend other forms of equatypensation.

Since 2004, the Compensation Committee hakthaiexecutives’ long-term compensation with a lsimation of stock options and restricted stock.
The Committee believes that restricted stock, wdmnpared to stock option grants, provides us appity to provide similar performance incentives
to increase share prices with the issuance of fewer
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Common Shares, thereby reducing potential dilutMareover, unlike options, restricted stock stifoads motivation to increase stock prices evettéf
share price becomes substantially depressed. Qotliee hand, the Committee believes stock optish@n granted in higher multiples than restricted
stock, can provide executives with enhanced pedioaa incentives by increasing the profitabilitysbhfire appreciation. In addition, all compensation
expense associated with options issued under ans$ deductible by us for tax purposes underi@et62(m) of the Internal Revenue Code. Based on
this, the Committee currently believes that payéggity incentives jointly in the form of restrictetbck and stock options is consistent with thd gba
creating appropriate incentives at reasonable cUsisg a ratio that values a share of restrictedks337.5% higher than an option to purchase eeshae
have paid half of the value of recent long-terneinicvze awards in restricted stock and half in apgioyou should note, however, that other valuation
methods (including those that we are required eowmsler the federal proxy rules) may assign differelative or aggregate valuations to our grants.

Currently, all of our stock options vest ogetwo- or three-year period, and all restrictedlstgenerally vests over a five-year period, prodittee
recipient remains employed by us. We have in ttst igaued restricted stock with vesting periods &éitaelerate upon the attainment of performancésg
and periodically review the possibility of grantifigure restricted stock awards that vest partlwbolly upon our performance. Because of the enb@nc
likelihood of forfeiture, these types of awards gygically granted in higher share multiples anbjsat the issuing company to greater dilution. Aligh
we may elect to grant such instruments in the &jtue currently believe that our use of annualritive bonuses and long-term stock options
appropriately motivates our officers to increasarsholder value. For additional information on tlesting terms of our equity awards, see “Executive
Compensation — Incentive Compensation — Outstanélimards.”

In establishing equity award levels, we review ¢lgeity ownership levels of the recipients and pawards, but do not place great weight on thisofe
We believe each annual grant of long-term compé@nrsahould match prevailing practices in orderdar compensation packages to remain competitive
from year to year. Otherwise, reducing current gogliants based on prior grants could increaseiskeof competitors offering compensation packages
our executives that have superior long-term ineesti Moreover, the accumulation of substantial deéawarded in reasonable annual increments)
significantly increases each executive’s motivatmimcrease our share price and remained employer$, and could deter executives from acceptibg jo
offers that trigger equity forfeitures. For thesasons, we do not place great weight on equity mshifelevels or prior grants in connection withrgiag
new awards.

Under our plans, the exercise price of altktoptions awarded by us must equal or exceedltising price of our stock on the date of grant {fothe
markets are closed on such date, the immediatelyepling trading date). As explained further belamnual awards of stock options to executives are
made at the Committee’s regularly scheduled meétifigebruary. Grants of stock options to newly thiexecutive officers who are eligible to receive
them are made at the next regularly scheduled Cttesnineeting following their hire date. We haveergty developed policies that clarify our practices
for pricing options issued to all other employdédsder these policies, (i) employees receive thgiions as of the fifth business day of the mon#t th
follows immediately after the month in which we qaliete our annual merit
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review process (typically in February or March) diidnewly hired or promoted employees receivarthevard of stock options on the fifth business day
of the month that follows immediately after the rtiom which they are hired or promoted.

In early 2005, a subcommittee of the Compeémsa@ommittee awarded equity incentive grants lerfirst year of a three-year program developed and
approved by the Committee, with assistance fromdtssultant, PricewaterhouseCoopers LLP. Basedatmabmpiled by PricewaterhouseCoopers, the
Subcommittee determined that the target amourdraf-term compensation proposed for 2005, 2006 80@ %vas consistent with its goal of granting
long-term incentive awards with a value commengundth those paid to similarly-situated executiaésomparable companies. In both February 2006
and 2007, the Committee confirmed that the amotiltrmy-term compensation targeted for 2006 and 2007 vilhaggpropriate, and approved grants to
executive officers in such amounts. For the reaslismissed above, the Committee split these avimatigeen stock options and restricted stock. Foemor
information, see the tables included under the ingatExecutive Compensation.”

Other Benefits

As a final component of executive compensatiaa provide a broad array of benefits designdaetaompetitive, in the aggregate, with similar bis:
provided by our peers. We summarize these addlttoergefits below.

Retirement Plans. We maintain a traditional qualified defined beneditirement plan for most of our employees who hasmpleted at least five years
of service, plus a traditional qualified definedtribution 401(k) plan for a similar group of ounployees. With respect to both of these qualifiohg,
we maintain nonqualified plans that permit our a#fis to receive or defer supplemental amountsdesxof federally-imposed caps that limit the anboun
of benefits highly-compensated employees are edtith receive under qualified plans. We also mairaanonqualified supplemental executive retirement
plan which offers additional benefits to a selectup of our senior officers who have served fdeast five years. When we review overall compepsati
levels for our senior management, we factor inteefits expected to be received under these metimeplans. Additional information regarding these
plans is provided in the tables and accompanyiagudision included below under the heading “Exeeuflampensation.”

Change of Control Arrangements. As described in more detail under “Executive Congagion - Potential Termination Payments — Paymigiaide
Upon a Change of Control,” we have agreed to pah e&our executive officers who is terminated withcause or resigns under certain specified
circumstances within three years of any changenfrol of CenturyTel (i) a lump sum cash severguengment equal to three times the sum of such
officer's annual salary and bonus, (ii) the offisezurrently pending bonus, (iii) additional taogs-up cash payments described further below and
(iv) certain welfare benefits for three years.

We believe these benefits enhance sharehoddiee because

e prior to a takeover, these protections (i) helpacsuit and retain talented officers by providirgg@arances that their compensation and benefits
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not be reduced or eliminated upon a takeeamdr(ii) help maintain the productivity of our wéokce by alleviating day-to-day concerns over
economic security, ar

e during or after a takeover, these protectionkélp our personnel, when evaluating a possiblénbas combination, to focus on the best interest of
CenturyTel and its shareholders, rather than beistgacted by personal concerns, and (ii) redueeittk that personnel will accept job offers from
competitors during takeover discussic

We monitor the aggregate amount of payments thatquotentially be made to our executives if they rminated following a change of control, and
believe these potential payments are relativelylismaelation to our current aggregate equity walWe further believe our change of controls benetfie
substantially consistent with the general pracéiceng our peers, although we have not commissiargddy to confirm this.

The change of control benefits are payablefiohg a change in control if the officer is terrated without cause or resigns with “good reasomjctv
is defined to include a diminution of responsiiBi, an assignment of inappropriate duties, areas® in responsibilities or duties without a comsueste
increase in compensation, and a transfer of thdmme exceeding 35 miles. For the CEO’s agreemelyt any failure of the CEO to be named the chief
executive officer of the parent company survivihg thange of control transaction is deemed to inéndition of responsibilities entitling the CEO to
resign with “good reason.” All of these provisicarg designed to assure our officers that theyrefilin a job with responsibilities, stature andeear
opportunities consistent with those enjoyed by theior to the takeover. In addition, change-of-cohbenefits are payable to our executive and senio
officers if the officer resigns for any reason dgrthe 30-day period immediately following the ffissniversary of the change of control. We belithie
latter provision would help assure the acquirothefservices of our management team for at leasyear following the change of control, while a th
same time hastening the acquiror’s incentive td ge&kly and fairly in offering our officers apppoate career and compensation opportunities.

If change of control benefits become payatiile,cash payment to our key employees is baseldeofolowing multiples of salary and bonus, and the
right to health and welfare benefits continuestifier following number of years:

Multiple of Years of
Salary anc Welfare
Bonus Benefits
Executive Officers 3 times 3 years
Senior Officers (Job Grades 66 or | 2 times 2 years
Other Officers (Job Grades 64 or ¢ 1.5 times 1.5 years
Other Key Personnel (Job Grade-63) 1.0 times 1.0 yeal
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We have agreed to reimburse only our execuatigesenior officers for any taxes imposed as @tre§change in control benefits. For the remaimafe
management, we cap their change in control bergdithat no taxes will be imposed.

For more information on our change of contmwhngements, see “Executive Compensation - Patdrgrmination Payments — Payments Made Upon
a Change of Control.”

Reduction in Force Benefits. We pay severance benefits to non-union full-timelkeyees who are terminated in connection with aicddn in force.
Benefits are not paid if the employee voluntardgigns or is terminated for performance reasoms connection with the sale of a business uninax i
transaction that gives rise to the change-of-cop@gments described above. The amount of any egifle severance payment is based on the terminatec
employee’s tenure with us and willingness to waileéms, and can range from two to 65 weeks of ¢neinated employee’s base salary or wages.

Perquisites. Since 1999, we have made cash payments to ouersfin lieu of previously-offered perquisites, marfiyhich continue to be offered by
our peers. During 2006, these payments to our éxesuranged from $27,950 to $34,320.

Officers are entitled to be reimbursed for ¢bset of an annual physical examination, plus eeldtavel expenses.

Under our aircraft usage policy, the CEO msg aur aircraft for personal travel without reinging us, and each other executive officer may use o
aircraft for up to $10,000 per year in personalétavithout reimbursing us (calculated in accordanath applicable guidelines of the Securities and
Exchange Commission). In all such cases, persemadltis permitted only if aircraft is availabledanot needed for superseding business purposes.

As explained in greater detail in our 2006xgyretatement, prior to the Sarbanes-Oxley Act dfZ2@ve funded supplemental life insurance bentdits
our officers in excess of those generally affortedmployees. These benefits were provided purgoamdorsement “split-dollar” insurance agreements
between us and our officers in which CenturyTel trdofficer’s beneficiaries would share death liegnpayable under life insurance policies procured
by us. In 2002, we suspended payment of furthenpmas under the “split-dollar” policies insuringetfives of our executive officers, but resumed pgyi
premiums in 2006 under restructured arrangememoaed by the Compensation Committee. These raated arrangements, among other things,
obligate us to pay premiums on the executive af§icespective insurance policies sufficient toypde the same death benefits available under tioe pr
agreements, and entitle the executive officerautalpase additional post-retirement coverage at tiosit and to receive related tax grogseash paymen
in amounts sufficient to compensate them for incame employment taxes incurred as a result of mpum payments.

For more information on each of the items untlis heading, see the Summary Compensation Eqigearing below under the heading “Executive
Compensation.”

Other Employee Benefits. We maintain certain broad-based employee welfanefiteplans in which the executive officers are gadly permitted to
participate on terms that are either substantsihyilar to those provided to all other participaatsvhich provide our
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executives with enhanced benefits upon their deathisability. We also maintain a supplemental blistg plan designed to ensure disability paymeots
our officers in the event payments are unavail&ble our disability insurer. The Board has eledi@ihvest CenturyTe$ matching contribution under t
401(k) Plan in Common Shares so as to further @igployees’ and shareholders’ financial interests.

Our Compensation Decision-Making Process

Compensation Committee. The Compensation Committee of our Board establishggdements, administers and monitors our progrions
compensating executive officers. The Committee gagés own consultants. As described in more de¢dow under “- Trienniel Review Process,” the
consultants assist the Committee to design exexgtimpensation programs, to determine whether tmen@ttee’s philosophy and practices are
compatible with prevailing practices, to gatheradah the compensation paid to executives at ottrapanies, and to provide guidance on specific
compensation levels based on industry trends aactipes.

The Compensation Committee also establishgdeiments, administers and monitors our directoitggompensation programs. The Nominating and
Corporate Governance Committee of the Board isoresiple for approving cash compensation of ouratiines, and typically works closely with the
Compensation Committee and its consultants to wepievailing director compensation trends and peast

Trienniel Review Process . Over the past decade, the Committee has reta@idegendent consulting firms every three yearsotalact a detailed
review of compensation philosophy, practices amdyfams, including the structure of our annual amgjiterm incentive compensation programs. During
these comprehensive triennial reviews, the Commhes typically sought to confirm that its philoBg@mnd practices are comparable to those of similar
companies, to reconfigure our executive compensgtiograms if necessary to improve them or confibrem to prevailing practices, to set annual
salaries, and to establish target levels of ingertbmpensation to be granted to each executiveeoffiuring the upcoming three-year period. Dutimg
second and third year of each of these three-ym@ogs, the Committee consults with its independensultants to determine if changes to the thesg-y
program are necessary or appropriate, and to edtdbke specific salary and annual incentive corapton payable to the executives for the upcoming
year.

For several years, the Committee has complet@dennial or annual review in February in aamjtion with the first regularly scheduled boardetirgg
of the year. This enables the Committee to appmowebruary all executive salary adjustments amtiba@wards shortly following the completion of our
performance review process and the release ofimamdial results for the previously-completed cdimyear.

Since late 2004, the Committee has engageewaiterhouseCoopers LLP as its compensation cansulh February 2005, the Committee, following
several months of work with PricewaterhouseCooptspted a three-year executive compensation progeaering 2005, 2006 and 2007. In connection
with this triennial review, the Committee and PwiegerhouseCoopers compared our officer compensttitre following three benchmarks:
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. broad-based compensation data for top execufiivastelecommunications companies and from othemgamnies with revenues comparable to
ours, all of which was derived from various natiosirveys and adjusted for agi

. a 1<-company“financia” peer group of communications companies with meddaenues comparable to ol
. a 1(-company“industry” peer group of S&P 500 telecommunications compa

Although the Committee reviews all three of thesadhmarks, it affords the greatest weight to tlmatbased survey data, and the next greatest weit
the “financial” peer group. The “industry” peer gmis used principally to confirm the relevancytiud first two benchmarks to our industry.

In connection with our review of executive qunsation in early 2006, we compared our officengensation to the same 10- and 14-company peer
groups (as adjusted to reflect mergers or splitrafisactions). As so adjusted, the 10-companyu$trg” peer group for 2006 consisted of Citizens
Communications, Alltel, Nextel Communications, Q€smmunications, Cingular Wireless, BellSouth Cp8print, AT&T Corp., SBC
Communications, and Verizon Communications, andlthenember “financial” peer group consisted of dllltPrimus Telecomm Group, Univision
Communications, Western Wireless, Cincinnati B8IT Corporation, UnitedGlobalCom, Citizens Commuations, Puget Energy, US Cellular,
Telephone & Data Corporation, Level 3 Communicaiddablevision Systems and Nextel Communications.

In both 2005 and 2006, the Committee and RiaterhouseCoopers used the benchmarking datagmdat median amounts of salary, annual bor
and equity compensation paid to executives compatatours. In determining how much to compensathefficer, the Committee also extensively
reviewed a wide range of other factors, including dfficer’s individual performance and particuset of skills, the anticipated degree of difficudty
replacing the officer with someone of comparablpegience and skill, the role the officer plays iaintaining a cohesive management team and impr
the performance of others, the role the officer faye played in any recent extraordinary corpasatéevements, the officer’s tenure with us and iwwith
the telecommunications industry, the officer's palative to other officers and employees, the effi prior compensation in recent years, the fiignc
community’s assessment of management'’s performameckthe recent performance of CenturyTel. In a#sg®our performance, we typically review how
our actual revenues, cash flows, net income aner otleasures of financial performance relate to antsopreviously projected by us or market
participants, as well as the results of peer tefenanications companies. We also assess operatbienahmarks, such as our access line losses or
customer growth in relation to our competitors.hligh we assess each offieeindividual performance in connection with eststtilig all components
compensation, we typically weigh this factor moeavily for salary determinations and less heawlylfonuses, which tend to be allocated among the
officers primarily on the basis of their level @sponsibility and pay grade.

Role of CEO in Compensation Decisions . Although the Compensation Committee approvesatipensation decisions for the executive officeast
year it receives the CEQ’s

31




Table of Contents

recommendations, particularly with respect to etigewsalaries. The Committee believes the CEO fiebable than it to assess:
. the relative strengths and weakness of the otherwives and their recent performai

. the possibility that differences in compensatomong similarly situated executives could negayivelpact morale, cohesion, teamwork or the
overall viability of the executive group, a

. the relative vulnerability of executives to jobisdhtions from competitors
The Committee considers the CEO’s recommendatismmmea of the many factors it uses to establish emsgtion levels for each executive.

In addition, the CEO is responsible for apjmgwthe annual salaries and bonuses of ourexaeutive officers, including approval of approfgiannuz
performance goals for such officers. The CEO afgwraves all equity compensation awards to the n@wtive officers, acting under authority delegated
by the Compensation Committee in accordance witHang-term incentive plans. The Committee overdbese processes and receives an annual report
from the CEO.

Forfeiture of Prior Compensation

Our officers have agreed to forfeit their ég@iompensation awards (and to return to us anly, & urities or other assets received by them thpon
sale of Common Shares they acquired through a aviard) if at any time during their employment with or within 18 months after termination of
employment they engage in activity contrary or Hairto our interests. The Compensation Committesuthorized to waive these forfeiture provisions if
it determines in its sole discretion that suchacts in our best interests. We have filed with $eeurities and Exchange Commission copies of aun f
of incentive agreements containing these forfeiprvisions.

We have never to our knowledge restated manfiial statements, and currently have no formitipe regarding whether we would adjust previously
awarded annual incentive bonuses in the event statesl the financial statements upon which sucli$esmwere based. Under certain circumstances,
however, equity awards to culpable executives cbeldubject to forfeiture under the provisions swarined in the preceding paragraph. In addition,
certain laws would require our CEO and CFO to reirsb us for incentive compensation paid or tragirggits earned following the release of financial
statements that are subsequently restated duetsiah@oncompliance with SEC reporting requirensezgused by misconduct.

Other Compensation Matters

To the extent that it is practicable and cstesit with our executive compensation objectives seek to comply with Section 162(m) of the Intérna
Revenue Code and the regulations adopted thereimdedter to preserve the tax deductibility of peniance-based
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compensation in excess of $1 million per taxabler ye each of our officers. If compliance with Sext162(m) conflicts with our compensation objeet
or is contrary to the best interests of the shddsns, we will pursue those objectives, regardidshe attendant tax implications. In each of tst kever:
years, we granted Restricted Stock that did nolifg§ues performance-based compensation under Set6@(m).

We believe that our compensation programsteraa appropriate incentive for our senior manatgebgenefit from appreciation in the value of our
stock. Although we have reviewed the merits of isipg mandatory security ownership requirementshae chosen not to do so, primarily because
requirements could cause hardships for officerk Veiss tenure or lower net worth, and because wensacompelling need to mandate rigid requireme
Similarly, we have not adopted any formal prohdsitagainst our officers hedging the economic ristheir holdings of our Common Shares. Although
we believe that excessive use of such hedging amde@rcut the benefits of our equity incentive pamgs, we do not believe that our officers havedt
such manner. We plan to continue to periodicalbeas the merits of adopting ownership requiremanitedging prohibitions in the future.

COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed asalidsed with management the report included abogerithe heading “Compensation Discussion
and Analysis.” Based on this review and discusdioa,Compensation Committee recommended to thecdBbat the Compensation Discussion and
Analysis report be included in this proxy statememd incorporated into our Annual Report on ForrrKlfor the year ended December 31, 2006.
Submitted by the Compensation Committee of thecdBafaDirectors.

C. G. Melville, Jr. (Chairman) James B. Gardner Fred R. Nichols

EXECUTIVE COMPENSATION

Overview

The following table sets forth certain infortioa regarding the compensation of (i) our printimeecutive and financial officers and (ii) eachoof
four most highly compensated executive officerepthan our principal executive and financial @fi. In this proxy statement, we sometimes refer to
these six executive officers as the “named offi¢d¥sllowing this table is additional informatioegarding incentive compensation, pension benefits,
deferred compensation and potential terminatiompemnts pertaining to the named officers. For addétionformation on the compensation summarized
below and other benefits, see “Compensation Disscassd Analysis.”

33




Table of Contents

Summary Compensation Table

Name and Restricted Stock Non-Equity Change in
Principal Stock Option Incentive Plan Pension All Other
Position Year Salary Awards @) Awards @) Compensation® Value ® Compensation® Total
Glen F. Post, llI 2006 $1,000,0001 $1,244,23. $1,449,390) $ 702,00( $497,55. $ 586,05: $5,479,22i
Chairman of the
Board and
Chief Executive
Officer
Karen A. Puckett 2006 602,38 492,85! 287,06: 357,81¢ 180,78: 252,83t 2,173,733l

President and Chief
Operating Officel

R. Stewart Ewing, Jr. 2006 540,44 409,96¢ 852,50(5) 262,65¢ 359,13: 110,56: 2,535,26'
Executive Vice
President and Chief
Financial Officer

Michael E. Maslowski 2006 332,52« 268,83( 155,01 143,65( 294,97 201,34¢ 1,396,34!
Senior Vice President
and Chief Information
Officer

David D. Cole 2006 388,02( 268,83( 155,011 188,57¢ 172,84¢ 170,41¢ 1,343,70!
Senior Vice
President —
Operations Suppol

Stacey W. Goff 2006 339,18 268,83( 155,01 178,84¢ 110,67" 142,49 1,195,04.
Senior Vice President,
General Counsel
and Secretar

(1) The amounts shown in this column reflectdb#ar amount recognized with respect to these dsvior financial statement reporting purposes for
2006 under SFAS 123(R), which requires us to sptieadompensation cost of the award of each redijpi®portionately over the requisite service
period. See footnote 14 entitled “Stock Compengsafimograms” of the notes to our audited finandiaesnents included iAppendix Aor an
explanation of material assumptions that we userhkculate the fair value of these stock awa

(2) The amounts shown in this column reflect gaayments made under our annual incentive bonus fitat 2006 performance. For additional
information, se¢ - Incentive Compensatic— 2006 Award” below.

(3) Reflects the net change during 2006 of tkesent value of the executiveicumulated benefits under the three defined beplafis discussed unc
“- Pension Benefit”

(4) The amounts shown in this column are comgridfg(i) the payment of cash in lieu of previousiffered perquisites, (ii) reimbursements for thetco
of an annual physical examination, (iii) persorse of our aircraft, (iv) contributions or otheraalations to our defined contribution plans, (v) the
payment of premiums on life insurance policies) ¢ash payments to compensate the executivesXes facurred by such life insurance premium
payments and (vii) the value of dividends paid loa éxecutives’ unvested restricted stock, in easle ¢or and on behalf of the named officers
during 2006 as follows

Insurance

Insurance Premium Tax Restricted
Cash Physical Aircraft Contributions Premiums Reimbursemen Stock

Name Allowance Exam Use to Plans Paid Payments Dividends

Mr. Post $ 34,32( $ 2,10¢ $ 5,35( $144,38¢ $215,85:¢ $ 146,01 $ 38,02¢
Ms. Pucket 27,95( 1,67C — 80,61¢ 75,87¢ 51,32¢ 15,40(
Mr. Ewing 27,95( 2,691 82t 66,27¢ — — 12,81(
Mr. Maslowski 27,95( 3,37¢ — 36,97 74,35: 50,29¢ 8,40(
Mr. Cole 27,95( — 2,27¢ 47,997 49,98¢ 33,81 8,40(
Mr. Goff 27,95( — 6,422 42,84( 33,92¢ 22,95 8,40(
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For additional information on these payments amkbts, se¢*Compensation Discussion and Analy— Other Benefit— Perquisite?”

(5) Because Mr. Post and Mr. Ewing are eligibleetire early (which would accelerate the vestifhgll of their stock options) before the end of th
award’s vesting period, related compensation casdsciated with their 2006 option grants have lbeeognized over the period from date of grant
through their respective retirement eligible datgsproximately 53% of Mr. Post’s grant date faituarelated to his 2006 option grant was
recognized as 2006 compensation expense. All oBMing’s grant date fair value related to his 2@@6on grant was recognized as 2006
compensation expense. For all other named offitleescompensation cost is spread proportionatety the full length of the award’s multi-year
vesting period. See Note 1 abo

Incentive Compensation

2006 Awards . The table and discussion below summarizes (i)dhge of potential payouts under the annual inceribnus awards granted in
February 2006 (and paid in February 2007), (ilngsaf nonqualified options made on February 20628nd (iii) grants of restricted stock made on
February 20, 2006.

Grants of Plan-Based Awards

Estimated

Future Share Grant Date

Payouts Under  Exercise Fair Value of

Range of Payouts Under 2006 N¢- Equity Incentive  Price of Stock and

Type of Award and Equity Incentive Plan Awards () Plan Awards Option Option

Name Grant Date Threshold Target Maximum Target Awards Awards @
Glen F. Post, Il Annual Bonus (N/A $325,00( $650,000 $1,950,00 — — —
Stock Options (2/20/0¢ — — — 200,00( $35.4: $2,728,00!

Restricted Stock (2/20/01 — — — 58,50( — 2,071,48!

Karen A. Pucket Annual Bonus (N/A 165,65¢ 331,31 993,93¢ — — —
Stock Options (2/20/0¢ — — — 75,000 35.41 1,023,00!

Restricted Stock (2/20/01 — — — 22,00( — 779,02(

R. Stewart Ewing, J Annual Bonus (N/A 121,60: 243,20: 729,60: — — —
Stock Options (2/20/0¢ — — — 62,50C 35.41 852,50(

Restricted Stock (2/20/01 — — — 18,30( — 648,00

Michael E. Maslowsk Annual Bonus (N/A 66,50  133,01( 399,02¢ — — —
Stock Options (2/20/0¢ — — — 40,50C 35.41 552,42(

Restricted Stock (2/20/01 — — — 12,00( — 424,92(

David D. Cole Annual Bonus (N/A 87,308 174,60¢ 523,827 — — —
Stock Options (2/20/0¢ — — — 40,50C 35.41 552,42(

Restricted Stock (2/20/0! — — — 12,00( — 424,92(

Stacey W. Gof Annual Bonus (N/A 76,31¢ 152,63 457,89¢ — — —
Stock Options (2/20/0¢ — — — 40,50C 35.41 552,42(

Restricted Stock (2/20/01 — — — 12,00( — 424,92(
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(1) These columns provide information on the ptigd bonus payouts approved with respect to 2@¥6pmance. For information on the actual
amounts paid based on 2006 performance critemathgecolumn of the Summary Compensation Tabldddbd®on-Equity Incentive Plan
Compensatiol”

(2) Calculated in accordance with SFAS 123(

In February 2006, the Compensation CommitferioBoard elected to base the amount of the saffizers’ 2006 annual incentive bonuses on
whether we attained “threshold,” “target” or “owtstling” levels of 2006 operating cash flow (esttidid at $1.135, $1.195 and $1.255 billion,
respectively) and 2006 end-user revenues (establiah$1.264, $1.330 and $1.397 billion, respelgtjvén each case, attainment of less than 95%ef t
target amount was designed to result in no bonyspat, and attainment of more than 105% of thestaagnount was designed to result in three times the
bonus payable for attaining the target level ofgrenance. For these purposes, “operating cash floednt our operating income plus depreciation and
amortization, and “end-user revenues” meant oal tierating revenues less “net accessenues and certain other smaller revenue compeireriuder
in the category described as “other” revenuAppendix Ao this proxy statement. In both cases, we adjustesk amounts to eliminate the effects of
extraordinary or non-recurring transactions in adaace with procedures described further elsewherein. For purposes of calculating the aggregate
bonus payment, attainment of the operating cast &lod end-user revenue targets were weighed 60% @&t respectively. As reported in the Summary
Compensation Table above, these awards resuliggsimpayments to our named officers ranging froA8%50 to $702,000. For additional information,
see “Compensation Discussion and Analysis — Anin@ntive Bonuses.”

Each of the options granted to our executifieers on February 20, 2006 has a term of teng/aad vests over a three-year period, with one-tbfir
the options having become exercisable on Marct2Q87, and one-third becoming exercisable on eadhasth 15, 2008 and March 15, 2009.

The restricted stock issued to our executifieers vest over a five-year period, with one#iftf the shares having vested on March 15, 2007aed
fifth vesting on March 15, 2008, March 15, 2009,rbtal5, 2010, and March 15, 2011, respectively. Aididers of these shares of restricted stock are
recognized as the owners of such shares, and,ciegty, receive dividends with respect thereto.

The vesting of the abowescribed options and restricted stock will aceteif the officer dies, becomes disabled or retiemd upon the occurrence
a change of control of CenturyTel, as describethérrin our shareholder-approved 2005 Managemeenkive Compensation Plan, a copy of which we
have filed with the Securities and Exchange ComimisAll of these awards are subject to forfeitifrine officer competes with us or engages in ¢erta
other activities harmful to us, all as specifiedlfier in the forms of incentive agreements thahaee filed with the Securities and Exchange Comianiss
See “- Potential Termination Payments.”
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Outstanding Awards . The table below summarizes information on stqufkoms and unvested restricted stock outstandif@eaember 31, 2006.

Outstanding Equity Awards at December 31, 2006)

Option Awards Stock Awards
Number of Securities Underlying Option Option Number of Shares Market Value
Unexercised Options Exercise Expiration That Have Not of Shares That
Name Exercisable Unexercisable@ Price Date Vested®) Have Not Vestec
Glen F. Post, Il 320,00( — $34.62F  2/21/201( 46,80(4 $2,043,28i
236,20( — 28.03( 5/21/201: 46,80( 2,043,28:
320,00( — 32.99( 2/25/201: 58,50( 2,554,111
160,00( — 28.34( 2/25/201:
200,00t — 33.40C 2/17/201!
— 200,00( 35.41( 2/20/201¢
Karen A. Pucket 120,00( — 32.99( 2/25/201: 22,000 960,52(
75,00( — 33.40C 2/17/201! 17,60( 768,41¢
— 75,00( 35.41( 2/20/201¢ 22,00( 960,52(
R. Stewart Ewing, J 85,00( — 34.62F 2/21/201( 18,3004 798,97¢
81,00(®) — 32.99( 2/25/201: 14,64( 639,18:
62,50() — 28.34( 2/25/201: 18,30( 798,97¢
62,50() — 33.40C 2/17/201!
— 62,50( 35.41( 2/20/201¢
Michael E. Maslowsk 19,14: — 45.54( 3/24/200¢ 12,0004 523,92(
13,50( — 33.40( 2/17/201! 9,60( 419,13t
— 40,50( 35.41( 2/20/201¢ 12,00( 523,92(
David D. Cole 85,00( — 34.628  2/21/201( 12,00(® 523,92(
81,00( — 32.99( 2/25/201: 9,60( 419,13¢
27,00! — 28.34( 2/25/201: 12,00( 523,92(
40,50( — 33.40C 2/17/201!
— 40,50( 35.41( 2/20/201¢
Stacey W. Gof 9,40( — 34.628  2/21/201( 12,00(® 523,92(
18,00( — 32.99( 2/25/201: 9,60( 419,13t
50,00( — 34.20( 8/26/201: 12,00( 523,92(
40,50( — 33.40C 2/17/201!
— 40,50( 35.41( 2/20/201¢
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(1) Allinformation on exercisability, vesting damarket value is solely as of December 31, 200&1eSof the options or restricted stock listed above
may have vested, become exercisable or been ex@miisce such dat

(2) Our options generally vest at a rate of driedtper year over the first three years of theytear option term. Our options expiring in 2014 20d.5
vested one-third immediately with the remaindettingsover the following two years. Also, in late(@8) the Company accelerated the vesting of all
then-outstanding options. In addition, our optianselerate and become immediately exercisabldlingon a change of control of CenturyTel or if
the recipient dies, becomes disabled or ret

(3) Except as noted in footnote 4, all sharasdisinder this column are shares of restricteckstoat generally vest as a rate of 20% per yeanduhe
first five years after their grant date. In additieesting of our restricted stock accelerates wpohange of control of CenturyTel or upon
termination of the officer's employment as a restiltleath or disability, or, if permitted by the iBpensation Committee, retirement or termination
by CenturyTel

(4) All of these shares of restricted stock will vestull on February 25, 200!

(5) Pursuant to a qualified domestic relatiordeorentered into in 2006, Mr. Ewing transferredodlhis options expiring in 2012 and 2014 and two-
thirds of his options expiring in 2015 (relating®5,000 Common Shares in the aggregate), nondichvhave been exercise

2006 Exercises and Vesting. The following table provides information on Comn®hares acquired by the named officers during 2006 i
connection with the exercise of options and thdingof restricted stock.

Option Exercises and Stock Vested

Option Awards @) Stock Awards
Number of Number of
Shares Shares
Acquired Value Realized Acquired Value Realized
Name on Exercise On Exercise on Vesting on Vesting@

Glen F. Post, Il 501,78 $7,848,32! 13,52( $508,89:
Karen A. Pucket 274,99¢ 3,043,76. 5,61 211,27
R. Stewart Ewing, J 162,00( 2,065,19: 4,87 183,42(
Michael E. Maslowsk 198,49¢ 1,474,24. 3,31( 124,58t
David D. Cole 210,11t 3,091,041 3,31( 124,58t
Stacey W. Gof 23,16t 283,70¢ 2,40( 90,33¢

(1) Excludes options transferred by Mr. Ewing durin@@@ursuant to a qualified domestic relations ar
(2) Based on the closing price of the Common Sharagh@®resting date

Pension Benefits

The following table and discussion summarjession benefits payable to the named officers ugigeur retirement plan qualified under Internal
Revenue Code Section 401(a),
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which permits most of our employees (including a#fis) who have completed at least five years ofieto receive pension benefits upon attainindyear
or normal retirement age, (ii) our nonqualified gigmental plan, which is designed to pay suppleaieatirement benefits to officers in amounts edaal
the benefits such officers would otherwise forege tb federal limitations on compensation and henehder qualified plans, and (iii) our nonqualdi
supplemental executive retirement plan, which gffatditional retirement benefits to a select groupur senior officers who have completed at Ifiast
years of service. We refer to these defined bepkits below as our qualified plan, our supplemgitan and our SERP, respectively.

Pension Benefits

Present
Numbers of Value of
Years Credited Accumulated
Name Plan Name Service@ Benefit @)
Glen F. Post, Il Qualified Plar 8 $ 810,37:
Supplemental Pla 8 283,72¢
SERP 25 5,727,117
Karen A. Pucket Qualified Plar 6 423,01(
Supplemental Pla 6 103,67¢
SERP 6 735,51¢
R. Stewart Ewing, J Qualified Plar 8 869,54«
Supplemental Pla 8 130,50!
SERP 24 2,107,88:
Michael E. Maslowsk Qualified Plar 7 1,074,261
Supplemental Pla 7 58,26:
SERP 7 235,71(
David D. Cole Qualified Plar 8 614,18(
Supplemental Pla 8 51,75
SERP 24 933,02:
Stacey W. Gof Qualified Plar 8 246,73
Supplemental Pla 8 22,08:
SERP 4 181,06

(1) In accordance with our plans and practidesse figures correspond to the named officers’reeatiCenturyTel, unless otherwise noted in the
discussion belown

(2) These figures represent accumulated bersdfitsf December 31, 2006 (assuming the executivainrsnemployed by us and begins receiving
retirement benefits at the normal retirement ages)f discounted from the normal retirement agpdéoember 31, 2006 using a discount rate of
5.8%. See Note 11 entitled “Defined Benefit andedtRetirement Plans” of the notes to our auditedrftial statements includedAppendix Afor
additional information

The aggregate amount of a participant’s twtahthly pension payment under the qualified angkipental plans is equal to the participant’s yedrs
service since 1999 (up to a maximum of 30 yeardjipfied by the sum of (i) 0.5% of his final aveeagay plus (ii) 0.5%
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of his final average pay in excess of his compémsaubject to Social Security taxes. For thes@gses, “final average pay” means the participant’s
average monthly compensation during the 60 consecotonth period within his last ten years of enyph@nt in which he received his highest
compensation.

Participants in the SERP receive a retirerbenefit equal to (i) 3% of the officer’'s “averagemthly compensation” (defined below) times theadfis
years of service with us (not to exceed ten ygats (ii) 1% of the officer’s “average monthly coersation” times his years of service in excesgiof t
years of service with us (up to 15 additional ygarsnus (iii) 4% of his estimated monthly Sociacarity benefits times his years of service witH{uystc
a maximum of 25 years). Payments to retired officarder this formula are increased by 3% per yeeaftect cost of living increases. “Average momthl
compensation” means the officeraverage monthly compensation during the 36 camisecmonth period within his last ten years of ésgment in whict
he received his highest compensation. Participeaided to the plan after January 1, 2000 receiwitasaly for service while a plan participant.

Under all three retirement plans, the compimsaipon which benefits are based equals the ggtgeamount of the participastsalary and annual c:
incentive bonus. Although the pension benefits dieed above are provided through three separatespthe Company reserves the right to transfer
benefits from the supplemental plan or the SERfR¢qqualified plan to the extent allowed under $teg regulations and other guidance. The value of
benefits transferred to the qualified plan directffsets the value of benefits in the supplemepih or the SERP. In 2005 and 2006, we transferred
benefits from the supplemental plan and the SERRequalified plan, the incremental value of whighi be payable to the recipients in the form of
enhanced annuities or supplemental benefits.

The normal form of benefit payment under lalée retirement plans is (i) in the case of unredrparticipants, a monthly annuity payable forlifeeof
the participant, and (ii) in the case of marriedipgants, an actuarially equivalent monthly apyiayable for the lifetime of the participant aad
survivor annuity payable for the lifetime of theosige upon the participant’s death. Participants edagt optional forms of annuity benefits undertlatee
plans and, in the case of the qualified plan, arudéy that guarantees ten years of benefits, alflath are actuarially equivalent in value to ttoemal
form of benefit. The enhanced annuities describetié prior paragraph may be paid in the form kirap sum, at the participant’s election.

The normal retirement age under all thredhefabove-described plans is 65. Participants magive benefits under all three plans upon “early
retirement,” which is defined as attaining age Sthwither five years of service (with respecthe fjualified and supplemental plans) or 10 years of
service (with respect to the SERP). Under our §jedliand supplemental plans, the benefit payabtewgarly termination is calculated under formulzes
pay between 60% to 100% of the base plan benefil@fb6 to 92% of the excess plan benefit, in eask vath the lowest percentage applying to early
retirement at age 55 and proportionately highecgrages applying to early retirement after agersg. early termination benefit under the SERP isaéq
to 50%, 70% or 80% of the full normal retiremennéfit (depending on the retiree’s years of servioegarly retirement at age 55, and is equal ¢héi
percentages that proportionately escalate up t&2@0@h each additional year of age up to age 65. Fo
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additional information on early retirement beneffilease see the early retirement provisions ofpeuasion plans, copies of which are filed with the
Securities and Exchange Commission.

Stewart Ewing is currently eligible for earbtirement under all three of the pension plansrilesd above.

Deferred Compensation

The following table and discussion provide®imation on our supplemental dollars & sense pharich is designed to permit officers to defer amig
in excess of the amounts that may be deferred dederal law governing qualified 401(k) plans.

Non-Qualified Deferred Compensation

Executive CenturyTel Aggregate
Contributions Contributions Aggregate Aggregate Balance at
in in Earnings in Withdrawals/ December 31
Name 2006M 2006 2006 Distributions ®) 2006®

Glen F. Post, Il $126,98( $128,22: $19,47¢ $10,53: $264,14!
Karen A. Pucket 56,27¢ 69,17¢ 9,71¢ 15,68¢ 119,49:
R. Stewart Ewing, J 42,69: 53,351 6,997 14,07( 88,971
Michael E. Maslowsk 16,97( 23,13¢ 3,03¢ 13,07: 30,07
David D. Cole 30,44¢ 32,07¢ 4,37¢ 10,79¢ 56,10¢
Stacey W. Gof 57,97: 30,97( 7,69¢ 15,21¢ 81,42

(1) All of these amounts in this column refleontributions by the officer of salary paid in 208&d reported as 2006 salary compensation in the
Summary Compensation Tab

(2) We have reflected all of the amounts incluigtethis column as 2006 compensation in the colofithe Summary Compensation Table labeled “All
Other Compensatic”

(3) The amounts in this column reflect transfers ofdfiésm from the supplemental dollars & sense plaauoqualified 401(k) plar
(4) Asindicated in notes 1 and 2 above, most of thlarce has been disclosed as compensation inrthig ptatement

Under our supplemental dollars & sense plartain of our senior officers may defer up to )to 25% of their salary in excess of the fedanaitlon
annual contributions to qualified 401(k) plans (ethivas $220,000 for 2006) and (ii) 25% of the fet&d stock portion of their annual incentive bonus
award (which is deducted from the cash portionuehsbonus). (The latter deferral has been unavaikihce 1999, which was the last year that ouuat
bonuses included a restricted stock portion.) Feryedollar that participants contribute to thiaplup to 6% of their excess salary, we add an atoun
equal to the total matching percentage then irceff@ matching contributions made by us underaqualified 401(k) plan (which was 60% for 2006). All
amounts contributed under this supplemental plathbyarticipants or us may be invested by thagdpaints in the same broad array of money markd
mutual funds offered under our qualified 401(k)rplRarticipants may change their investments isalends at any time. We reserve the right to feasins
benefits from the supplemental dollars &
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sense plan to our qualified 401(k) or retiremennplto the extent allowed under Treasury regulataomd other guidance. The value of benefits trarede
to our qualified plans directly offsets the valdéenefits in the supplemental dollars & sense plda made transfers of this type in both 2005 062
Participants in the supplemental dollars & senga plormally receive payment of their account badarin a lump sum once they cease working fulltime
for us.

Potential Termination Payments

The materials below discuss payments and lisrieét our officers are eligible to receive i&th(i) resign or retire, (ii) are terminated by wéth or
without cause, (iii) die or become disabled or flecome entitled to termination benefits followanghange of control of CenturyTel.

Notwithstanding the information appearing belgou should be aware that our officers have afjtedorfeit their equity compensation awards (and
profits derived therefrom) if they compete witharsengage in other activity harmful to our inteseshile employed with us or within 18 months after
termination. Certain other compensation might éls@ecoverable by us under certain circumstandestafmination of employment. See “Compensation
Discussion and Analysis — Forfeiture of Awards” foore information.

Payments Made Upon All Terminations . Regardless of the manner in which our employeegleyment terminates prior to a change of contiadyt
are entitled to receive amounts earned during teein of employment (subject to the potential fithes discussed above). With respect to each such
terminated employee, such amounts include his or he

. salary and unused vacation pay through the daerimfination, payable immediately in ce

. restricted stock that has ves

. benefits accrued and vested under our qualifiedsapplemental defined benefit pension plans, pétyouts generally occurring at early or
normal retirement ag

. benefits held in our qualified and supplementdirced contribution plans, which the employee isagally free to receive at the time of
termination

. rights to continued health care benefits to themxtequired by lawn

Payments Made Upon Voluntary or Involuntary Terminations. In addition to benefits described under the headimgediately above, employees
terminated by us without cause prior to a changeafrol are also entitled to:

. exercise all vested options within 190 days oftdrenination datt

. keep all unvested restricted stock if approved lmy@ompensation Committe

. if the termination qualifies as a layoff, (i) ash severance payment in the amount described t@derpensation Discussion and Analysis —
Other Benefit— Reduction in Force Benefi” (ii) receipt of their annual target incentive bonaisd (iii) out placement assistance bent
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None of the benefits listed immediately above argaple if the employee resigns or is terminateccéarse, except that resigning employees are ehtdl
exercise their vested options within 190 days angdleyees terminated for cause could request thepeasation Committee to accelerate their unvested
restricted stock (which is unlikely to be granted).

Payments Made Upon Retirement . Employees who retire in conformity with our retirent policies are entitled to:

. exercise all of their options, all of which accelerupon retirement, within three years of theireenent date

. keep all unvested restricted stock if approved lmy@ompensation Committee (which traditionally bagn grantec
. payment of their annual target incentive bo

. pos-retirement life, health and welfare bene

. all of the benefits described under the hea- Payments Made Upon All Terminatic’

Payments Made Upon Death or Disability . Upon death or disability, officers (or their esgtare entitled to (without duplication of benéfits
. payments under our disability or life insurancengleas applicabl

. exercise all of their options, all of which accelerupon death or disability, within two ye.

. keep all of their restricted stock, whether vesiednvestec

. payment of their annual target incentive bo

. continued rights to receive (i) life, health amelfare benefits at early or normal retirement agéehe event of disabilities of employees with ten
years of prior service, or (ii) health and welfaenefits payable to surviving eligible dependeimtshe event of death of employees meeting
certain age and service requireme

. all of the benefits described under the headirigdyments Made Upon All TerminationgXcept that (i) upon death benefits under ourestan
plans are generally available only to survivingissiEs and (ii) benefits payable to mentally disakelegloyees under our nonqualified defined
benefit retirement plans may be paid prior to estient age

Payments Made Upon a Change of Control . We have entered into agreements that entitle eobraxecutive officers who are terminated without
cause or resigns under certain specified circuraetawithin three years of any change in contr@@efturyTel to (i) receive a lump sum cash severance
payment equal to three times the sum of such effi@nual salary and bonus, (ii) receive suckceffs currently pending bonus, (iii) receive anglsu
additional tax gross-up cash payments as may bessary to compensate him or her for any federasexaxes, penalties or interest imposed upon
contingent change in control payments and (iv) iomt to receive certain welfare benefits for thyears.

Under the above-referenced agreements, a gehancontrol” of CenturyTel would be deemed towagpon (i) any person (as defined in the Secugritie
Exchange Act of 1934)
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becoming the beneficial owner of 30% or more ofdh&standing Common Shares or 30% or more of comabioting power of our voting securities, (i
majority of our directors being replaced, (iii) sammation of certain mergers, substantial asses salsimilar business combinations, or (iv) apptdy
the shareholders of a liquidation or dissolutiorCehturyTel.

All of the above-referenced agreements prothéebenefits described above if the officer resigiith “good reason,” which we describe further end
the heading “Compensation Discussion and Analy€ifiange-in-Control Arrangements.” Except as othsgvdescribed under such heading, all of the
change in control agreements for our executivesastantially similar. We have filed forms of taegreements with the Securities and Exchange
Commission.

In the event of a change in control of Cenfigly our benefit plans provide, among other thirlgat all restrictions on outstanding restrictextktwill
lapse and all outstanding stock options will becdutlly exercisable. In addition, participants iretBupplemental Executive Retirement Plan and the
Supplemental Defined Benefit Plan whose servideriminated within three years of the change inrmdntill receive a cash payment equal to the presen
value of their plan benefits (after providing agel &ervice credits of up to three years), deterthineaccordance with actuarial assumptions spetifie
the plan. Upon the earlier of the date that a chafgontrol transaction is completed, announcegroposed, post-retirement life, health and welfare
benefits will vest with respect to (i) former empées receiving such benefits on such date anduiient employees who have completed ten years of
service and attained age 53 as of such date.

Estimated Potential Termination Payments. The table below provides estimates of the valygayinents and benefits that would become payable if
the named officers were terminated in the mannscriteed below, in each case based on the assung®smmibed in the table’s notes.

Potential Termination Payments

Type of Termination of Employment®)

Involuntary
Type of Termination Termination
Termination Without Upon a Change

Name Payment () Cause® Disability Death of Control 4)
Glen F. Post, Il Annual Bonus $ 702,00( $ 702,00( $ 702,00( $ 947,56°
Equity Awards®) — 8,290,68! 8,290,68! 8,290,68!
Pension and Welfai(®) 10,00( — — 12,966,95
Cash Severand 1,000,001 — — 15,445,81
$ 1,712,001 $ 8,992,68 $ 8,992,68! 37,651,01
Karen A. Pucket Annual Bonus $ 357,81t $ 357,81¢ $ 357,81¢ 481,16:
Equity Awards(®) — 3,308,20 3,308,20! 3,308,20
Pension and Welfai(®) 10,00( — — 2,290,70
Cash Severand? 117,06( — — 6,320,81
$  484,87¢ $ 3,666,02 $ 3,666,02 12,400,89
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Type of Termination of Employment ®)

Involuntary
Type of Termination Termination
Termination Without Upon a Change
Name Payment®@) Cause® Disability Death of Control 4

R. Stewart Ewing, J®) Annual Bonus $ 262,65 $ 262,65 $ 262,65 $ 357,45:
Equity Awards®) — 2,752,76. 2,752,76. 2,752,76.

Pension and Welfai®) 10,00( — — 3,143,37.

Cash Severand™ 546,10: — — 5,507,15.

$ 818,76: $ 3,015,422 $ 3,015,422 $ 11,760,74

Michael A. Maslowsk Annual Bonus $ 161,60° $ 161,60 $ 161,60 $ 198,24¢
Equity Awards® — 1,801,10: 1,801,10: 1,801,10:

Pension and Welfai(®) 10,00( — — 1,833,28!

Cash Severand? 71,08: — — 3,462,27.

$ 242,68 $ 1,962,700 $ 1,962,70: $ 7,294,90

David D. Cole Annual Bonus $ 188,57¢ $ 188,57¢ $ 188,57¢ $ 262,49¢
Equity Awards® — 1,801,10: 1,801,10: 1,801,10:

Pension and Welfai(®) 10,00( — — 1,565,59i

Cash Severand® 392,08( — — 3,678,50-

$ 590,65¢ $ 1,989,67 $ 1,989,67 $ 7,307,70:

Stacey W. Gof Annual Bonus $ 164,84: $ 164,84 $ 164,84 $ 182,81!
Equity Awards® — 1,801,10: 1,801,10: 1,801,10:

Pension and Welfai®) 10,00( — — 902,10¢

Cash Severand 93,65 — — 3,190,80!

$ 268,49! $ 1,965,94 $ 1,965,94 $ 6,076,83!

@)

)

®)
4

All data in the table reflects estimatestaf value of payments and benefits assuming the chaffieer was terminated on December 29, 2006. The
closing price of the Common Shares on such datepd@s$6. The table reflects only estimates of antoaarned or payable through or at such date.
Actual amounts can be determined only at the tifrtermination. No information is provided in thédta for retirement, because none of the named
officers were eligible for early or normal retirem&t December 29, 2006, except for R. Stewart Bwin (See footnote 8 to this table.) If a named
officer voluntary resigns or is terminated with saphe or she will not be entitled to any speaiaarelerated benefits, but will be entitled toeige
various payouts of benefits that vested beforddhmination date. The table reflects potential payta based upon a physical disability; additional
benefits may be payable in the event of a mensaltdlity.

As further described above, upon terminaibemployment, the named officers may become entiib receive certain special, accelerated or
enhanced benefits, including the right to receiagnmpent of their annual cash incentive bonus, aelacation of the vesting of their outstanding
equity awards, current or enhanced pension andareeifenefits, or cash severance payments. Thedabliades (i) payments or benefits made u
broad-based plans or arrangements generally alaiialall salaried full-time employees and (ii) béts, awards or amounts that the officer was
entitled to receive prior to termination of emplaogmb.

The information in this column assumes tHecef's termination qualifies as a layoff under @eyTel's reduction in force policies. The amounts
listed in this column will not be payable if thefioér voluntarily resigns or is terminated for caL

The information in this column assumes theed officer became entitled at December 29, 20QBdadenefits described above under “- Payments
Made Upon a Change of Cont" As described further und
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such heading, some of these benefits will accrumediately upon a change of control, regardlesshather the office s employment terminate

(5) The information in this column (i) reflectsetincremental benefit to the named officer arisihthe accelerated vesting of his or her stockoot
and restricted stock caused by the terminationrgdleyment, based upon the intrinsic method of véduma and (ii) assumes that the Compensation
Committee will not approve the acceleration of tlaened office’s restricted stock in the event of an involuntamyrtination.

(6) The information in this column reflects orthe incremental benefits that accrue upon an esfaigrmination, and excludes benefits that werdedes
on December 29, 2006. For information on the priegalne of the named officeratcumulated benefits under our defined benefitipangans, se
“- Pension Benefits,” and for information on thegeggate balances of the named officers’ non-qealifleferred compensation, see “- Deferred
Compensation.” As indicated above, the named aoffiaguld also be entitled to receive a distributadrhis or her 401(k) benefits and various other
broac-based benefits

(7) The information in this column (i) includes, in tbase of payments made in connection with ternanatfollowing a change of control, payment
compensate the recipient for any federal excisesgpenalties or interest payable as a resultceivig change of control benefits (which in all
cases approximated or exceeded the amount of fiesewerance payment included among such chargmwbl benefits), and (ii) excludes, in the
case of disability or death, payments made by arste companie:

(8) Inthe event Mr. Ewing had elected to re@iegly on December 29, 2006, he or his designeetdwrave been entitled to (i) lifetime annuity
payments of approximately $285,000 per year, @iyrpent of his 2006 bonus in the amount of $262,68Yaccelerated vesting of his stock optis
and, assuming the Compensation Committee approxsagtion, accelerated vesting of his restrictedks(with an aggregate value of $2,752,763
determined in the manner described in footnotaid, (iv) pos-retirement health, life and welfare benefits (valag $58,000)

DIRECTOR COMPENSATION

Overview . The table and the discussion below summarizesvm@wompensated our outside directors in 2006.

2006 Compensation of Outside Directors

Fees
Earned
or
Paid in Stock All Other
Name Cash Awards (@) Compensation( Total
William R. Boles, Jr $ 87,00( $62,50( $2,86¢ $152,36¢
Virginia Boulet 116,50( 62,50( 1,11C 180,11(
Calvin Czeschir 86,50( 62,50( 1,11C 150,11(
James B. Gardne 119,50( 62,50( 1,11C 183,11(
W. Bruce Hank 99,00( 62,50( 3,85( 165,35(
Gregory J. McCra' 91,50( 62,50( 1,11C 155,11(
C. G. Melville, Jr. 114,00( 62,50( 1,11C 177,61(
Fred R. Nichols 97,00( 62,50( 1,11C 160,61(
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Fees
Earned
or
Paid in Stock All Other
Name Cash Awards @) Compensation® Total
Harvey P. Perr 185,50( 62,50( 4,03¢ 252,03¢
Jim D. Reppont 96,00( 62,50( 1,11C 159,61(
Joseph R. Zimme 94,00( 62,50( 1,11C 157,61(

(1) The amounts shown in this column reflect the dalaount recognized for financial statement repgrgiarposes with respect to 2006 in accord:
with SFAS 123(R) relating to grants of restrictéack& on May 13, 2005 and May 12, 2006. These gneggsover three-year periods. The fair value
of each award granted on May 12, 2006 was apprdrign$100,000, computed in accordance with SFASRR3As of December 31, 2006, eact
the above-listed directors held 16,000 options4884 shares of restricted stock, except for tieviang directors who held the following number
of options: Mr. Hanks, 46,000 options; Mr. Zimm&B,667 options; Mr. Nichols, 12,000 options; MsuBx, 6,000 options; and Messrs. Czeschin,
McCray, Melville and Perry, 0 options ear

(2) Represents (i) for all directors, $1,110 idends paid on their unvested restricted stooki, @) for Messrs. Boles, Hanks and Perry, $1,758,
$2,740 and $2,929, respectively, of reimbursemfemtthe cost of an annual physical examination mahated travel expenses. For information on
transactions with certain of our directors, “Related Party Transactio”

Cash and Stock Payments. Each director who is not employed (which we réfeas outside directors or non-management dirgcisipaid an annual
fee of $50,000 plus $2,000 for attending each megaubard meeting, $2,500 for attending each spboiald meeting and each day of the Board’s annual
planning session, and $1,500 for attending eachingeef a board committee. Outside directors wherat a director education program are credited with
attending an extra special board meeting (andeangbiursed for their related expenses).

Currently the Vice Chairman of the Board isgdpsupplemental board fees at the rate of $100p@0¢ear. The Vice Chairman’s duties include
(i) assisting the Chairman by facilitating commuations among the directors and monitoring the dies/of the Board’s committees, (ii) serving a th
Chairman’s request on the board of any companyhiclhwve have an investment, (iii) monitoring ouagtgies and (iv) performing certain executive
succession functions.

Currently (i) the chair of the Audit Committiepaid supplemental board fees at the rate ofd8®0per year and (ii) the chair of the Compensatio
Committee, the chair of the Nominating Committed #re chair of the Risk Evaluation Committee arehgaaid supplemental board fees at the rate of
$10,000 per year.

During 2006, the Compensation Committee aigkdreach outside director to receive 2,663 shafr®estricted Stock (which were valued under the
2005 Directors Stock Plan at $100,000 based oavkeage closing price of the Common Shares duhied b trading day period preceding our 2006
annual meeting). In early 2007, the Compensatiom@ittee authorized a similar grant payable to eadBide director serving on the day after our 2007
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annual meeting. All of these shares of RestrictedISwill vest over a three-year period, and thtaltealue of these awards will generally be alledat
over these three-year vesting periods (as expldimtiger in the footnotes to the table above).

Other Benefits . Each outside director is entitled to be reimbur@etbr expenses incurred in attending board androdtee meetings, (i) for expens
incurred in attending director education programa @ii) up to $5,000 per year for the cost of amaal physical examination, plus related travelemges
and the estimated income taxes incurred by thetdirén connection with receiving these medicaimairsement payments.

Our bylaws require us to indemnify our direstand officers to the fullest extent permitteddoy so that they will be free from undue concerawtb
personal liability in connection with their serviteCenturyTel. We have signed agreements with e&ttose individuals contractually obligating os t
provide these indemnification rights. We also pdavour directors with customary directors and efficliability insurance.

Under our aircraft usage policy, neither dioes nor their families may use our aircraft forqmal trips (except on terms generally availablalk of
our employees in connection with a medical emergee have arranged a charter service that owididirectors can use at their cost for their
personal air travel needs. None of our directoesiubis charter service during 2005 or 2006.

PERFORMANCE GRAPH

The graph below compares the cumulative sitateholder return on the Common Shares with theutative total return of the S&P 500 Index and
S&P Integrated Telecommunications Index for thequefrom December 31, 2001 to December 31, 2006ath case assuming (i) the investment of !
on January 1, 2002 at closing prices on Decembe2@11, and (ii) reinvestment of dividends.
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$137.83
—a—CenturyTel Inc.

—8— Standard and Poors 500
—a— 3&P 500 Integrated Telecom Services

$134.99

$125.00
5116.59
511114
$110.48 §113.20
575.00
$69.61 $68.51
525.00
2001 2002 2003 2004 2005 2006
December 31
2001 2002 2003 2004 2005 2006
CenturyTel, Inc $100.0( $90.22 $100.8¢ $110.4¢ $104.0:2 $137.8:¢
S&P 500 Inde> 100.0¢ 77.91] 100.2¢ 111.1¢ 116.5¢ 134.9¢
S&P Telecom Inde® 100.0( 69.61 68.51 79.07 75.4¢ 113.2(

(1) The S&P Integrated Telecommunications Indexsists of AT&T Corporation, CenturyTel, Inc., @éns Communications Company, Embarq
Corporation, Qwest Communications International,INerizon Communications Inc. and Windstream Caaion. The index is publicly availabl

TRANSACTIONS WITH RELATED PARTIES

Recent Transactions

In exchange for legal services rendered tim @906, we paid fees of $527,500 to The Boles Eawm, a law firm owned by William R. Boles, Jr.
Mr. Boles, a director of CenturyTel since 1992Riesident and a director and practicing attornek wich firm, which has provided legal serviceago
since 1968.

Review Procedures

Early each year, our director of internal adstributes to the audit committee a written mefisting our payments to vendors, including & ¢ig
transactions with our directors, officers or emgey. This annual report permits the independeatttirs to assess and discuss our
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related party transactions. Although we have nm&written pre-approval procedure governing relgtarty transactions, our CEO typically seeks
approval of the board before engaging in any ndated party transaction involving significant suargisks.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLI ANCE

The Securities Exchange Act of 1934 requirgsexecutive officers and directors, among othteréile certain beneficial ownership reports witiet
Securities and Exchange Commission. During 200&jd@ole filed late one Form 4 report.

OTHER MATTERS

Quorum and Voting of Proxies

The presence, in person or by proxy, of a nitgjof the total voting power of the Voting Shaliesiecessary to constitute a quorum to organige th
Annual Meeting. Shareholders voting or abstainnognf voting on any issue will be counted as prefamnpurposes of constituting a quorum to organize
the Annual Meeting.

If a quorum to organize the Annual Meetingrissent, directors will be elected by pluralityeraind, as such, withholding authority to vote ia th
election of directors will not affect whether theminees named herein are elected. Assuming a qumrenganize the Annual Meeting is present, the
affirmative vote of the holders of a majority o€tkioting power present or represented at the Anvleglting will be required to ratify the appointmerfit
KPMG as our independent auditor for 2007 and ta@mpthe shareholder proposal described furthevel®hares as to which the proxy holders have
been instructed to abstain from voting will be teshunder the Company’s bylaws as not being premampresented for purposes of such vote, and will
therefore not affect the outcome of the vote withpect to either of these matters.

Under the rules of the New York Stock Excharmekers who hold shares in street name for custemay, subject to certain exceptions, vote iir the
discretion on matters when they have not receiwihg instructions from beneficial owners. Undegda rules, brokers who do not receive such
instructions will be entitled to vote in their distion with respect to the election of directors &éme ratification of the appointment of the indegent
auditor. If brokers who do not receive voting imstions do not exercise discretionary voting pogeetbroker non-vote”) with respect to any mattebt®
considered at the Annual Meeting, shares that ar@ated will be treated as present for purposesoostituting a quorum to organize the Annual Megti
but not present or cast with respect to considesirgn matter. Because the election of directorg tmeispproved by plurality vote and ratificationtiog
independent auditor and approval of the shareh@dggosal must be approved by a majority of théngopower present or represented at the Annual
Meeting, broker non-votes with respect to theseemawill not affect the outcome of the voting.

Valid voting instructions or properly execufgaxies received in time for the Annual Meetindl e voted at the Annual Meeting. You may revoke
your instructions or proxy at any time before ygates are cast by filing with our Secretary a @rittevocation or by duly submitting voting instioos
or an executed proxy at a later date, or by attentlie Annual
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Meeting and voting in person. Unless revoked, alidly submitted voting instructions or properlyeexited proxies will be voted as specified andpif n
specifications are made, will be voted in favottef nominees, in favor of the ratification of tihhelépendent auditor, and against the shareholdpopab.

Management has not timely received any ndtieea shareholder desires to present any mattacfmn at the Annual Meeting in accordance with o
bylaws (which are described below) other than tieeholder proposal described above, and is oteerwiaware of any matter for action by shareho
at the Annual Meeting other than those mattersipddn the Notice of the Meeting. Our proxy aneting instruction cards, however, will confer
discretionary voting authority with respect to aiier matter that may properly come before the AhMeeting. It is the intention of the persons ndme
therein to vote in accordance with their best judgtron any such matter.

Shareholder Nominations and Proposals

In order to be eligible for inclusion in ou@8 proxy materials pursuant to the federal praigs, any shareholder proposal to take actioncit su
meeting must be received at our principal execudffiees by December 6, 2007, and must comply &jiplicable federal proxy rules. In addition, our
bylaws require shareholders to furnish timely wernthotice of their intent to nominate a directobong any other matter before a shareholders’ mget
whether or not they wish to include their propasadur proxy materials. In general, notice mustdxeeived by our Secretary between November 12, 2007
and February 10, 2008 and must contain specififaaritation concerning, among other things, the matie be brought before such meeting and
concerning the shareholder proposing such mafiétbe date of the 2008 annual meeting is more 8@ days earlier or later than May 10, 2008, motic
must be received by our Secretary within 15 daythefearlier of the date on which notice of sucletimg is first mailed to shareholders or public
disclosure of the meeting date is made.) For amfthfiinformation on these procedures, see “Corpdgaivernance — Director Nomination Process.”

Annual Financial Report

Appendix Ancludes our Annual Financial Report, which is apted from portions of our Annual Report on FormKL@or the year ended
December 31, 2006 that we filed with the Securitied Exchange Commission on March 1, 2007. Our sanyennual report for the year ended
December 31, 2006 precedes this proxy statemehe dteginning of this booklet.

In connection with filing our Form 10-K repdar the year ended December 31, 2006, our chief@ive officer and chief financial officer madeth
certifications regarding our financial disclosureguired under the Sarbanes-Oxley Act of 2002,teadegulations promulgated thereunder. In addition
during 2006 our chief executive officer certifiedthe New York Stock Exchange that he was unawBa@yviolation by us of the New York Stock
Exchange’s corporate governance listing standards.

You may obtain a copy of our Form 10-K repeithout charge by writing to Stacey W. Goff, Seargt CenturyTel, Inc., 100 CenturyTel Drive,
Monroe, LA 71203, or by visiting our websitevatvw.centurytel.com.

51




Table of Contents

NeitherAppendix Anor our summary annual report is to be regardeat@sy soliciting material.

Dated: April 4, 2007

By Order of the Board of Directors

Stacey W. Goff
Secretary
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INDEX TO FINANCIAL ANNUAL REPORT
December 31, 2006

The materials included in this Appendix A are egtedt from Items 5, 6, 7 and 8 of our Annual ReparForm 10-K for the year ended December 31,
2006, which we filed with the Securities and Exgfea@ommission on March 1, 2007. Please see the BOri for additional information about our
business and operations.

€

Information on Our Trading Price and Divider A-3
Selected Financial Da A-4
Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior A-5
Financial Statements and Supplementary C

Report of Managemel

Report of Independent Registered Public Accounfiing on Consolidated Financial Stateme

Report of Independent Registered Public Accounfiimgn on Management’s Assessment of, and the Effeciperation of, Internal

Controls Over Financial Reportir

Consolidated Statements of Inco

Consolidated Statements of Comprehensive Inc

Consolidated Balance She:

Consolidated Statements of Cash Flc

Consolidated Statements of Stockhol’ Equity

Notes to Consolidated Financial Statemel

Consolidated Quarterly Income Statement Informa
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* All references t¢“Notes” in this Appendix Arefer to these Note

A-2




Table of Contents

INFORMATION ON OUR TRADING PRICE AND DIVIDENDS

Our common stock is listed on the New YorkcRt&xchange and is traded under the symbol CTL.félawing table sets forth the high and low sales
prices, along with the quarterly dividends, fortea€ the quarters indicated.

Sales price Dividend per
High Low common shar
2006
First quartel $39.9( 32.5¢ .062¢
Second quarte $40.0C 34.7¢ .062¢
Third quartel $40.1¢4 35.3¢ .062¢
Fourth quarte $44.11 39.3¢ .062¢
2005
First quartel $35.47 32.31 .0€
Second quarte $35.0( 29.5¢ .0€
Third quartel $36.5( 33.2( .0€
Fourth quarte $35.2¢ 31.1¢ .0€

Common stock dividends during 2006 and 200&eweid each quarter. As of February 15, 2007 ethere approximately 5,600 shareholders of re
of our common stock.
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SELECTED FINANCIAL DATA

The following table presents certain selec®asolidated financial data (from continuing operad) as of and for each of the years ended iffivke
year period ended December 31, 2006:

Selected Income Statement Data:

Year ended December &

2006 2005 2004 2003 2002
(Dollars, except per share amounts, and sharesssgu in thousand
Operating revenue $2,447,73! 2,479,25. 2,407,37. 2,367,61( 1,971,99
Operating incomu $ 665,53¢ 736,40: 753,95: 750,39¢ 575,40¢
Income from continuing operatiol $ 370,02 334,47¢ 337,24 344,70° 193,53!
Basic earnings per share from continuing operal $ 3.17 2.58 2.4¢ 2.4C 1.3€
Diluted earnings per share from continuing operet $ 3.07 2.4¢ 2.41 2.3F 1.35
Dividends per common sha $ .25 .24 .23 .22 .21
Average basic shares outstand 116,67: 130,84: 137,21! 143,58 141 ,61¢
Average diluted shares outstand 122,22¢ 136,08° 142,14« 148,77¢ 144,40¢
Selected Balance Sheet Data:
December 31
2006 2005 2004 2003 2002
(Dollars in thousands
Net property, plant and equipme $3,109,27 3,304,48! 3,341,40 3,455,48. 3,531,64!
Goodwill $3,431,131 3,432,64! 3,433,86. 3,425,00. 3,427,28.
Total asset $7,441,00 7,762,70 7,796,95! 7,895,85. 7,770,40:
Long-term debr $2,412,85: 2,376,071 2,762,01 3,109,30: 3,578,13.
Stockholder’ equity $3,190,95. 3,617,27. 3,409,76! 3,478,511 3,088,00-
Selected Consolidated Operating Data:
December 31

2006 2005 2004 2003 2002
Telephone access lines | 2,094,001 2,214,001 2,314,001 2,376,00! 2,415,001
High-speed Internet custome 369,00( 249,00( 143,00( 83,00( 53,00(

(1) Excluding adjustments during 2006 to refi@cthe removal of test lines, (ii) database cosi@r and clean-up and (iii) the sale of our Arizona
properties, access line losses for 2006 were appedgly 107,000
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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 subsidésriis an integrated communications company engagedrily in providing an array of communications
services, including local and long distance volngrnet access and broadband services, to cussam2b states. We currently derive our revenuas fr
providing (i) local exchange and long distance ga@ervices, (ii) network access services, (iijpdarvices, which includes both high-speed (“D Sl
dial-up Internet services, as well as special accespiavate line services, (iv) fiber transport, cortifpee local exchange and security monitoring seeg
and (v) other related services.

Our results of operations in 2006 were advglisgpacted as a result of (i) lower Universal Seev-und and intrastate access revenues, (ii)raecin
access lines, (iii) the recognition of stock optexpense in accordance with SFAS 123(R) and (ipeeses associated with expanding our new video and
wireless service offerings. See below for additionformation.

On June 30, 2005, we acquired fiber asset$ imetropolitan markets from KMC Telecom Holdings;. (“KMC”) for approximately $75.5 million
cash.

On March 1 and August 31, 2006, we announcardkfarce reductions involving an aggregate of agpnately 400 jobs and, in connection therewith,
incurred a net pre-tax charge of approximately $7ilfon (consisting of a $9.4 million charge toevpting expenses, net of a $1.9 million favorable
revenue impact related to such expenses) for seever@nd related costs. See Note 8 for additioffiatrimation.

In the second quarter of 2006, we (i) recordemhe-time pre-tax gain of approximately $117.8iom upon redemption of our investment in the &toc
of the Rural Telephone Bank (“RTB") and (ii) soldrdocal exchange operations in Arizona. See Nétéol additional information.

Our net income for 2006 was $370.0 millionpngared to $334.5 million during 2005 and $337.diarilduring 2004. Diluted earnings per share for
2006 was $3.07 compared to $2.49 in 2005 and $8.2004. The increase in diluted earnings per sisapeimarily attributable to lower average shares
outstanding in 2006 compared to prior years duwhtoe repurchases that have occurred during thevpagears and to the gain recorded upon
redemption of our investment in RTB stock.
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Year ended December & 2006 2005 2004
(Dollars, except per share amounts, and sharé®irsands

Operating incomi $ 665,53¢ 736,40: 753,95
Interest expens (195,95) (201,80 (211,05)
Other income (expens 121,56¢ 3,16¢ 4,47(
Income tax expens (221,12) (203,29) (210,129
Net income $ 370,02 334,47¢ 337,24«
Basic earnings per sha $ 3.17 2.5t 2.4k
Diluted earnings per sha $ 3.07 2.4¢ 2.41
Average basic shares outstand 116,67 130,84: 137,21
Average diluted shares outstand 122,22¢ 136,08 142,14«

Operating income decreased $70.9 million i6&60ue to a $31.5 million decrease in operatingmees and a $39.3 million increase in operating
expenses. Operating income decreased $17.6 mitligA05 as a $71.9 million increase in operatingneies was more than offset by an $89.4 million
increase in operating expenses.

In addition to historical information, this managent’s discussion and analysis includes certain foovlooking statements that are based on current
expectations only, and are subject to a numberisébr uncertainties and assumptions, many of waietbeyond our control. Actual events and results
may differ materially from those anticipated, estied or projected if one or more of these risksiocertainties materialize, or if underlying assuiops
prove incorrect. Factors that could affect actuasults include but are not limited to: the timisgccess and overall effects of competition fronide
variety of competitive providers; the risks inheramrapid technological change; the effects of eimg changes in the regulation of the communication
industry; our ability to effectively manage our argion opportunities, including successfully finage consummating and integrating pending
acquisitions and retaining and hiring key personmelssible changes in the demand for, or pricingoof products and services; our ability to
successfully introduce new product or service offey on a timely and cost-effective basis; ourigbtb collect our receivables from financially trioled
communications companies; our ability to succeshggotiate collective bargaining agreements casanable terms without work stoppages; the effects
of adverse weather; other risks referenced fronetimtime in this report or other of our filingstithe Securities and Exchange Commission; and the
effects of more general factors such as changegeénest rates, in tax rates, in accounting polg@ practices, in operating, medical or adminisive
costs, in general market, labor or economic condisi, or in legislation, regulation or public policyhese and other uncertainties related to our hess
are described in greater detail in Iltem 1A of oumAial Report on Form 10-K for the year ended Deaam3i, 2006. You should be aware that new
factors may emerge from time to time and it ispussible for us to identify all such factors nonaae predict the impact of each such factor on
business or the extent to which any one or mor®ifaenay cause actual results to differ from thafeected in any forward-looking statements. Yoe ar
further
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cautioned not to place undue reliance on thesedaiwooking statements, which speak only as ofitite of this report. We undertake no obligation to
update any of our forward-looking statements foy egason.

Operating Revenues

Year ended December : 2006 2005 2004
(Dollars in thousands

Voice $ 860,74 892,27. 903,02!
Network acces 878,70 959,83 966,01:
Data 351,49! 318,77( 275,77
Fiber transport and CLE 149,08t¢ 115,45« 74,40¢
Other 207,70« 192,91¢ 188,15(
Operating revenue $2,447,73! 2,479,25; 2,407,37.

As a result of increased bundling of our lemathange and long distance service offerings,nmaigg in 2006, we have combined the revenues df suc
offerings into a category entitled “Voice.” We hawstated prior periods to insure comparability.

Voice revenuedle derive voice revenues by providing local excleargephone services and retail long distance @ss\to customers in our service
areas. The $31.5 million (3.5%) decrease in vaégsemues in 2006 is primarily due to (i) a $22.3ionl decrease due a 4.8% decline in the number of
access lines served and (ii) a $26.1 million dec#s a result of a decrease in minutes of usetémdgd area calling plans in certain areas. Suctedses
were partially offset by (i) a $12.6 million incisain long distance revenues primarily attributablan increase in the number of long distanceslared
increased long distance minutes of use, both offwvhiere partially offset by a decline in the averagte we charged our long distance customersigra
$9.9 million increase due to providing custom cajlfeatures to more customers. The $10.8 millioR%) decrease in voice revenues in 2005 is prignaril
due to (i) a $16.5 million decrease due to a desgréathe average rate we charged our long distzustemers, (ii) a $16.1 million decrease due &63.3
decline in the average number of access lines dearel (iii) a $7.5 million decline as a resulaoflecrease in minutes of use in extended areagallan:
in certain areas. Such decreases were partiabgoffy (i) a $21.2 million increase in long distamevenues attributable to a 12.0% increase iatkeage
number of long distance lines served and a 12.8¥ease in minutes of use and (ii) an $8.7 milliocréase due to providing custom calling features to
more customers.

Excluding (i) the sale of our Arizona telepkarperations in May 2006 and (ii) the net impaateshoving test lines from our access line counts an
adding lines as a result of converting and comeotiur databases during 2006, access lines dedidig@00 (4.8%) during 2006 compared to a declfne o
99,500 (4.3%) in 2005. We believe the decline ltimber of access lines during the past few yisgmsmarily due to the displacement of traditional
wireline telephone services by other competitivises. We expect access lines to decline betweg 4nd 6.0% during 2007.
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Network access revenudde derive our network access revenues primarilgnf(d) providing services to various carriers andtomers in connection
with the use of our facilities to originate andnbémate their interstate and intrastate voice arid ttansmissions and (ii) receiving universal supfpods
which allows us to recover a portion of our costder federal and state cost recovery mechanismti€ef our interstate network access revenues are
based on tariffed access charges filed directly whie Federal Communications Commission (“FCC"¢; tbmainder of such revenues (except for DSL-
related revenues) are derived under revenue shaniaggements with other local exchange carridtECs”) administered by the National Exchange
Carrier Association. Intrastate network accessmege are based on tariffed access charges filédstate regulatory agencies or are derived under
revenue sharing arrangements with other LECs.

Network access revenues decreased $81.1 m{Bi&%) in 2006 and decreased $6.2 million (0.6%@005 due to the following factors:

2006 2005
increase increase
(decrease (decrease

(Dollars in thousands
Recovery from the federal Universal Serv

High Cost Loop support progra $(11,637) (13,06%)
Intrastate revenues due to decreased minutes pfleseased access rates in certain states ancergdmm state
support funds (16,326 (13,39))
Partial recovery of operating costs through reveshaging arrangements with other telephone compaimterstate
access revenues and return on rate (16,825 6,81¢
Rate changes in certain jurisdictic (2,87%) (3,457%)
Prior year revenue settlement agreem (31,219 15,947
Other, ne: (2,259) 97t
$(81,13¢) (6,179

Our revenues from the Universal Service Higist@.oop Fund decreased approximately $11.6 miitio2006 and $13.1 million in 2005, primarily due
to an increase in the nationwide average costqugr factor used by the FCC to allocate funds anadingcipients. We anticipate our 2007 revenuesfro
the federal Universal Service High Cost Loop supposgram will be approximately the same as 2006l

In 2006, we experienced a reduction in ouastate revenues of approximately $16.3 milliomariily due to a reduction in intrastate minutegt{phy
due to the displacement of minutes by wirelesstedaic mail and other optional calling serviceE)e corresponding decrease in 2005 compared to 2004
was $13.4 million. We believe intrastate minuteB gantinue to decline in 2007, although the maggét of such decrease is uncertain.
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Prior year revenue settlement agreementsddb thcluded the recognition of approximately $3%idlion of revenue settlements for prior periotatt
did not recur in 2006. Of the $35.9 million recaggd, $24.5 million was reflected in network acaesenues and $11.4 million was reflected in data
revenues.

Data revenuesWe derive our data revenues primarily by prowdinternet access services (both DSL and dial-agdas) and data transmission
services over special circuits and private linestalrevenues increased $32.7 million (10.3%) in622¢d $43.0 million (15.6%) in 2005. The 2006
increase was substantially due to a $54.0 milliamease in DSL-related revenues primarily due tovgin in the number of high-speed Internet customers
Such increase was partially offset by a decreapeiam year revenue settlements due to the aboserited recognition of approximately $11.4 millioh
revenue in the third quarter of 2005 and a $4.8anidecrease due to a reduced number of dial-tgyriiet customers.

The $43.0 million increase in 2005 was prityadiue to (i) a $24.8 million increase in Intermetenues due primarily to growth in the numberighh
speed Internet customers, partially offset by aehese in the number of dial-up customers, (ii) @ &illion increase in special access revenuesaaa
increase in the number of special circuits providad an increase in the partial recovery of ourdased operating expenses through revenue sharing
arrangements with other telephone companies, @ndr{i$8.6 million net increase in revenues ralgteprior year settlement agreements driven
principally by the above-described non-recurringréase in the third quarter of 2005.

Fiber transport and CLEQOur fiber transport and CLEC revenues include raesrfrom our fiber transport, competitive local leege carrier
(“CLEC") and security monitoring businesses. Fitransport and CLEC revenues increased $33.6 mi{R8rl%) in 2006, of which $24.4 million was
due to revenues from the fiber assets acquiredina 30, 2005 from KMC and $8.5 million was attrédule to growth in our incumbent fiber transport
business. Fiber transport and CLEC revenues inede$41.0 million (55.2%) in 2005, of which $27.7lioh was due to revenue from the June 30, 2005
acquisition of fiber assets from KMC and $12.4 ioillwas attributable to growth in our incumbengfilransport business.

Other revenuedlVe derive other revenues primarily by (i) leasisgjling, installing and maintaining customer pregrtislecommunications equipment
and wiring, (ii) providing billing and collectioresvices for third parties, (iii) participating ihe publication of local directories and (iv) prowig new
service offerings, principally consisting of oumngideo and wireless reseller services. Other ragsrincreased $14.8 million (7.7%) during 2006
primarily due to a $12.1 million increase in reveswf our video and wireless reseller offerings 2 million increase in directory revenues. Other
revenues increased $4.8 million (2.5%) during 2p0&arily due to a $4.5 million increase in diregtoevenues.
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Operating Expenses

Year ended December 2 2006 2005 2004
(Dollars in thousands

Cost of services and products (exclusive of deptiri and amortizatior $ 888,41 821,92¢ 755,41

Selling, general and administrati 370,27 388,98 397,10:

Depreciation and amortizatic 523,50¢ 531,93 500,90:

Operating expense $1,782,19: 1,742,84! 1,653,41!

Cost of services and produc@ost of services and products increased $66.5ami(8.1%) in 2006 primarily due to (i) an $18.9 il increase in
expenses incurred by the properties acquired froaCK(ii) an $18.3 million increase in costs assteiawith growth in our long distance business) éii
$14.3 million increase in expenses associated euithvideo and wireless reseller service offeri@g;an $11.5 million increase in Internet opergtin
expenses primarily due to growth in the numberightspeed Internet customers; and (v) $8.6 milbbseverance and related costs associated with our
workforce reduction (see Note 8).

Cost of services and products increased $®él®n (8.8%) in 2005 primarily due to (i) a $21n8illion increase in expenses incurred by the prigpe
acquired from KMC in June 2005; (ii) a $16.4 miflimcrease in expenses associated with our Inteperations primarily due to an increase in the
number of high-speed Internet customers; (iii) .8Imillion increase in costs associated with glointour fiber transport business; (iv) a $9.0 ioill
increase in salaries and benefits; (v) an $8.4anilincrease in access expenses; (vi) a $5.3 milliorease due to start-up costs associated withew
video and wireless reseller services; and (viita88$nillion increase in costs associated with ghoimtour long distance business. Such increases wer
partially offset by (i) a $3.9 million decreasedxrpenses caused by us settling certain pole atemhdisputes in 2005 for amounts less than those
previously accrued and (ii) a $3.4 million decre@seustomer service expense.

Selling, general and administrativBelling, general and administrative expenses deetc$18.7 million (4.8%) in 2006 primarily due 1o a
$11.0 million decrease in marketing expenses; adhtillion reduction in information technology exyes; an $8.7 million reduction in bad debt expg
and a $5.8 million decrease in operating taxess@&liecreases were partially offset by a $9.9 milinzrease in salaries and benefits and a $5.5omill
increase in expenses incurred from the propertigaieed from KMC.

Selling, general and administrative expensesahsed $8.1 million (2.0%) in 2005 primarily da€i) a $12.4 million decrease in operating taxes
(primarily due to an $8.6 million one-time chargethie third quarter of 2004); (ii) an $11.2 millieeduction in bad debt expense, and (i) a $4.oni
decrease in expenses attributable to our Sarbarley-@ternal controls compliance effort. Such deses were
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partially offset by (i) $7.9 million of expenseirred by the properties acquired from KMC; (i$&9 million increase in customer service and miamg
costs associated with growth in our Internet bussrend (iii) a $2.8 million increase in sales aratkating costs associated with our new video and
wireless reseller services.

Depreciation and amortizationDepreciation and amortization decreased $8.4amil[1.6%) in 2006, primarily due to a $25.3 mitliceduction in
depreciation expense due to certain assets becdaolinglepreciated. Such decreases were partiddebby (i) a $16.6 million increase due to higher
levels of plant in service and (ii) a $3.1 milliorcrease due to depreciation and amortization @ptioperties acquired from KMC.

Depreciation and amortization increased $&iillon (6.2%) in 2005. The year 2004 included &dime reduction in depreciation expense of
$13.2 million to adjust the balances of certainredepreciated property, plant and equipment acsorite remaining $17.8 million increase in 2005 is
primarily due to (i) a $19.0 million increase deehigher levels of plant in service, (ii) a $6.1llimn increase associated with amortization of new
billing system and (iii) a $2.8 million increaseedio depreciation and amortization incurred bypgtaperties acquired from KMC. Such increases were
partially offset by (i) a $7.8 million reduction @epreciation expense due to certain assets begdulin depreciated and (ii) the naoereurrence in 2005
a $3.1 million one-time increase recorded in 2@84ted to the depreciation of fixed assets asstiatth our new billing system.

Other.For additional information regarding certain mattérat have impacted or may impact our operatiess,’Regulation and Competition.”

Interest Expense

Interest expense decreased $5.8 million (2i892P06 compared to 2005 as a $10.5 million desgreue primarily to a decrease in average debt
outstanding was partially offset by a $7.1 milliocrease due to higher average interest rates.

Interest expense decreased $9.3 million (44905 compared to 2004 as a $16.1 million desgree primarily to a decrease in average debt
outstanding was partially offset by a $7.7 millioorease due to higher average interest rates.

Other Income (Expense)

Other income (expense) includes the effectedfin items not directly related to our coreratiens, including gains/losses from asset disjmrstanc
impairments, our share of income from our 49% edéem a cellular partnership, interest income altavance for funds used during construction.
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Other income (expense) was $121.6 million in 2032 million in 2005 and $4.5 million in 2004. Thears 2006, 2005 and 2004 were impacted by
certain charges and credits that are not expeoteddur in the future. Included in 2006 were pregains of approximately $118.6 million, substalftia

all of which related to the redemption of our RTtBck upon dissolution of the RTB, which were pdlgiaffset by pre-tax charges of approximately
$11.7 million due to the impairment of certain nmperating investments. Included in 2005 was (i1&.% million pre-tax charge due to the impairment o
a non-operating investment; (ii) a $4.8 million tektinguishment expense related to purchasingetiihg approximately $400 million of our Senior J
notes; (iii) $3.2 million of nomrecurring interest income related to the settlenoénarious income tax audits; and (iv) a $3.5 imillgain from the sale of
non-operating investment. Included in 2004 was.& $8llion prepayment expense paid in connectiothie redemption of $100 million aggregate
principal amount of our Series B senior notes iryM&04 and a $2.5 million charge related to theampent of a non-operating investment.

Income Tax Expense

Our effective income tax rate was 37.4%, 37a8% 38.4% in 2006, 2005 and 2004, respectivetorre tax expense was reduced by approximately
$6.4 million in 2006 due to the resolution of varsancome tax audit issues. Income tax expens2d@b was increased by $19.5 million as a result of
increasing the valuation allowance related to tetesoperating loss carryforwards. This increass pranarily due to changes in state income tax lamd
other factors which impacted the projections ofifattaxable income. This tax expense increase veas than offset by (i) a reduction of state incame
reserves ($11.6 million, net of federal income liaxefit); (ii) a reduction in our composite statedme tax rate due to more income being apportitmed
states with lower state tax rates ($8.5 milliomy &iii) the favorable settlement of various fedémnaome tax audits ($1.3 million).

Accounting Pronouncements

In June 2006, the Financial Accounting Staddd@oard issued Interpretation No. 48, “AccounfimgUncertainty in Income Taxes” (“FIN 48"), which
clarifies the accounting for uncertainty in incotages recognized in financial statements. FIN 4&giibes a comprehensive model for recognizing,
measuring, presenting and disclosing in the firgratatements tax positions taken or expected talken on a tax return. FIN 48 is effective focéis
years beginning after December 15, 2006. We dexpéct the impact of adopting FIN 48 to have a niltadverse effect on our consolidated financial
position or results of operations.

In September 2006, the Financial Accountiren8ards Board issued Statement of Financial Acoogii@tandards No. 157, “Fair Value
Measurements” (“SFAS 157”). SFAS 157 defines failue, establishes a framework for measuring fdirezand expands disclosures about fair value
measurements required or
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permitted under other accounting pronouncement8SSE>7 is effective for fiscal years beginning afttovember 15, 2007. We are currently evaluating
the impact of adopting SFAS 157.

In September 2006, the Financial Accountiran8ards Board issued Statement of Financial Acaogi8tandards No. 158, “Employers’ Accounting
for Defined Benefit Plans and Other Postretirenians” (“SFAS 158")SFAS 158 was effective for our December 31, 200éru2 sheet and requires
to recognize the overfunded or underfunded statosiodefined benefit and postretirement plansraasset or liability on our balance sheet and to
recognize changes in that funded status in theipeahich the changes occur through adjustmentgiter comprehensive income (loss) and to
stockholders’ equity, reflected in accumulated ottwmprehensive loss. As a result of the implenteantaf SFAS 158, our non-current assets decreased
$64.7 million, our current liabilities decrease®8®00, our non-current liabilities (excluding deéel income taxes) increased approximately
$99.5 million, our deferred income taxes decreaggatoximately $65.4 million and our stockholderguity (reflected in accumulated other
comprehensive loss) decreased approximately $9ifliBrmSee Note 1 for additional information.

In September 2006, the Securities and Exch@ugemission issued Staff Accounting Bulletin No810Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements inr€urYear Financial Statements” (“SAB 108"). SAB3l&ddresses how the effects of prior year
uncorrected misstatements should be considered ginemtifying misstatements in current year finahsiatements. SAB 108 requires companies to
quantify misstatements using both a balance shg®bach and income statement approach and to egaldreether either approach results in quantifying
an error that is material in light of the relevgofintitative and qualitative factors. We adopted8SA8 in the fourth quarter of 2006. Upon the
implementation of SAB 108, we recognized a net $8illilon increase to beginning of the year retaieagnings for the cumulative effect of correcting
prior year uncorrected misstatements. See Note ddditional information.

On January 1, 2003, we adopted Statementain€ial Accounting Standards No. 143, “AccountiogAsset Retirement Obligations” (“SFAS 143”),
which addresses financial accounting and repoftingegal obligations associated with the retiretrafrtangible londived assets and requires that the
value of a liability for an asset retirement obtiga be recognized in the period in which it isined and be capitalized as part of the book vafube
long-lived asset. Although we generally have nalagligation to remove obsolete assets, depretiatites of certain assets established by regylator
authorities for our telephone operations subje@tiiement of Financial Accounting Standards No.'&A&counting for the Effects of Certain Types of
Regulation” (“SFAS 71”), have historically includedcomponent for removal costs in excess of treedlestimated salvage value. Notwithstanding the
adoption of SFAS 143, SFAS 71 requires us to castio reflect this accumulated liability for remoeasts in excess of salvage value even thougle ther
is no legal obligation to remove the assets. Tloeegfve did not adopt the provisions of SFAS 143iar telephone operations subject to SFAS 71. For
our telephone operations acquired from Verizond@2(which are not subject to SFAS 71) and our ratioa-
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regulated operations, we have not accrued a liplfdi anticipated removal costs related to targyibhg-lived assets through an adjustment to our
depreciation rates for these assets. For thesengathe adoption of SFAS 143 did not have a nadteffect on our financial statements.

On March 31, 2005, the Financial Accountingrfsiards Board issued Interpretation No. 47, “Actiogrfor Conditional Asset Retirement
Obligations” (“FIN 47"), an interpretation of SFARI3. FIN 47, which was effective for fiscal yearslmg after December 15, 2005, clarifies that the
recognition and measurement provisions of SFASdp{By to asset retirement obligations in whichtihéng or method of settlement may be conditional
on a future event that may or may not be withintadrof the entity. We identified conditional assetirement obligations for (i) asbestos removal in
buildings, (ii) removal of underground storage (ki) our property located on public and privaights-of way and (iv) our property that is attadto
poles owned by other utilities and municipalitiBsie to a lack of historical experience from whiohréasonably estimate a settlement date or range of
settlement dates, we concluded that an assetmetireobligation associated with our property lodaia rights-of-way is indeterminate. We also
concluded that our conditional asset retiremenigakibns related to the removal of ashestos, umdargl storage tanks and our property that is atih¢h
other entities’ poles was immaterial to our finahciondition and results of operations and theeefas not been recognized.

Critical Accounting Policies

Our financial statements are prepared in atmure with accounting principles that are genematiyepted in the United States. The preparatidhese
financial statements requires management to makaaes and assumptions that affect the reportezbats of assets, liabilities, revenues and expenses
We continually evaluate our estimates and assumptitcluding those related to (i) revenue recognit{(ii) allowance for doubtful accounts, (iii) p@on
and postretirement benefits, (iv) long-lived assetd (v) income taxes. Actual results may diffenfrthese estimates and assumptions. We believe thes
critical accounting policies discussed below ineé/higher degree of judgment or complexity.

Revenue recognitioiCertain of our interstate network access and datanues are based on tariffed access chargesliitsttly with the FCC; the
remainder of such revenues is derived from revehaging arrangements with other LECs administegeth® National Exchange Carrier Association,
with the exception of DSL-related revenues whiclievemoved from our pooled interstate tariff filiaffective July 1, 2006 and are now recognized as
revenues when billed. During 2004, we began gelyer@tognizing such interstate network access r@ggrmat the authorized rate of return, unless the
actual achieved or projected rate of return washawan authorized.

The Telecommunications Act of 1996 allows lamachange carriers to file access tariffs on esstilined basis and, if certain criteria are megnae
those tariffs lawful. Tariffs that have been “deeme
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lawful” in effect nullify an interexchange carrisrability to seek refunds should the earnings fthentariffs ultimately result in earnings above the
authorized rate of return prescribed by the FCGtalieof our telephone subsidiaries file interstatiffs with the FCC using this streamlined filing
approach. Since July 2004, we have recognizeadgslfrom our tariffs as revenue since we belieh sariffs are “deemed lawfulThere is no assuran
that our future tariff filings will be “deemed laulf” For those billings from tariffs prior to JuB004, we initially recorded as a liability our eiags in
excess of the authorized rate of return, and mesetifter recognize as revenue some or all of thesrints at the end of the applicable settlemerdger
or as our legal entitlement thereto becomes ceffdarecorded approximately $35.9 million as reeeimuthe third quarter of 2005 as the settlement
period related to the 2001/2002 monitoring perequsked on September 30, 2005. The amount of ouingarim excess of the authorized rate of return
reflected as a liability on the balance sheet d8aafember 31, 2006 for the 2003/2004 monitoringopeaggregated approximately $43 million. The
settlement period related to the 2003/2004 momitpperiod lapses on September 30, 2007.

Allowance for doubtful accountdn evaluating the collectibility of our accoumeceivable, we assess a number of factors, inauaispecific
customer’s or carrier’s ability to meet its finaslabbligations to us, the length of time the reabie has been past due and historical collectipemsnce.
Based on these assessments, we record both sgeuifigeneral reserves for uncollectible accoumsivable to reduce the related accounts receivable
the amount we ultimately expect to collect fromtousers and carriers. If circumstances change ar@o@ conditions worsen such that our past
collection experience is no longer relevant, we megd to increase our reserves from the levelsateftl in our accompanying consolidated balancet.shee

Pension and postretirement benefithe amounts recognized in our financial statemeiéded to pension and postretirement benefitslatermined
on an actuarial basis, which utilizes many assuwngtin the calculation of such amounts. A significassumption used in determining our pension and
postretirement expense is the expected long-tetenofareturn on plan assets. For 2006 and 2003tiveed an expected long-term rate of return ampl
assets of 8.25%, which we believe reflects the evgaelong-term rates of return in the financial keds.

Another assumption used in the determinatfosuo pension and postretirement benefit plan @bitns is the appropriate discount rate. Our distou
rate at December 31, 2006 ranged from 5.75-5.80%peoed to 5.5% at December 31, 2005, which we \lgthe appropriate rate at which the pension
and postretirement benefits could be effectivetylestt Such rates were determined based on a digedeash flow analysis of our expected cash outf
of our benefit plans. A 25 basis point decreagbénassumed discount rate would increase annuabicech pension and postretirement expense
approximately $3.0 million.
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Intangible and long-lived asseléle are subject to testing for impairment of longetl assets under two accounting standards, StaterhEmancial
Accounting Standards No. 142, “Goodwill and Othgahgible Assets” (“SFAS 142"), and Statement aofdficial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Lohgred Assets” (“SFAS 144").

SFAS 142 requires goodwill recorded in bussina@ambinations to be reviewed for impairment asi@anually and requires writlswns only in perioc
in which the recorded amount of goodwill exceedsfir value. Under SFAS 142, impairment of goodisitested by comparing the fair value of the
reporting unit to its carrying value (including givall). Estimates of the fair value of the repodinnit are based on valuation models using teclasiqu
such as multiples of earnings (before interesgsand depreciation and amortization). If the alue of the reporting unit is less than the caigyvalue,
a second calculation is required in which the iexpliair value of goodwill is compared to its canyivalue. If the implied fair value of goodwill lisss
than its carrying value, goodwill must be writtemwa to its implied fair value. We completed theuiegd annual test of goodwill impairment (as of
September 30, 2006) under SFAS 142 and determimedamdwill was not impaired as of such date.

Under SFAS 144, the carrying value of longthassets other than goodwill is reviewed for immpant whenever events or circumstances indicate tha
such carrying amount cannot be recoverable by sisgethe recoverability of the carrying value thybiestimated undiscounted net cash flows expeo
be generated by the assets. If the undiscountechsatflows are less than the carrying value, grairment loss would be measured as the excesg of th
carrying value of a long-lived asset over its fatue.

Income taxesWe estimate our current and deferred income taassdon our assessment of the future tax conseggiehtransactions that have been
reflected in our financial statements or applicahlereturns. Actual income taxes paid could vaoyrf these estimates due to future changes in in¢ar
law or the resolution of audits by federal andestaking authorities. We maintain income tax caygimcy reserves for potential assessments from the
various taxing authorities. These reserves arenastid based on our judgment of the probable outairtiee tax contingencies and are adjusted
periodically based on changing facts and circunt&anChanges to the tax contingency reserves coaterially affect operating results in the peridd o
change.

For additional information on our critical aemting policies, see “Accounting Pronouncements! €Regulation and Competition — Other Matters”
below, and the footnotes to our consolidated fiferatatements included elsewhere herein.
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Inflation

Historically, we have mitigated the effectdrdreased costs by recovering over time certastscapplicable to our regulated telephone operation
through the rate-making process. However, LECsaipgr over 65% of our total access lines are nowegted by state alternative regulation plans, some
of which restrict or delay our ability to recovecieased costs. Additional future regulatory changay further alter our ability to recover increhsests
in our regulated operations. For the propertiesimed from Verizon in 2002, which are regulated enprice-cap regulation for interstate purposeisepr
changes are limited to the rate of inflation, miaysroductivity offset. As operating expenses inmanregulated lines of business increase as & fsu
inflation, we, to the extent permitted by competiti attempt to recover the costs by increasingeprior our services and equipment.

MARKET RISK

We are exposed to market risk from changéstérest rates on our long-term debt obligations. Wdve estimated our market risk using sensitivity
analysis. Market risk is defined as the potenti@rge in the fair value of a fixed-rate debt oliigadue to a hypothetical adverse change in istewes.
Fair value of long-term debt obligations is detaret based on a discounted cash flow analysis, tisengates and maturities of these obligations
compared to terms and rates currently availabtherlong-term financing markets. The results ofgbssitivity analysis used to estimate market aigk
presented below, although the actual results mffgrdiom these estimates.

At December 31, 2006, the fair value of ourdderm debt was estimated to be $2.5 billion basethe overall weighted average rate of our l@rgat
debt of 6.9% and an overall weighted maturity ge8rs compared to terms and rates available ondatehin long-term financing markets. Market risk i
estimated as the potential decrease in fair valweiolong-term debt resulting from a hypothetitedrease of 69 basis points in interest ratesgeFnent
of our overall weighted average borrowing rate)t8an increase in interest rates would result pradmately an $89.6 million decrease in the failue
of our long-term debt. As of December 31, 2006radiving effect to interest rate swaps currentlplace, approximately 80% of our long-term andrsho
term debt obligations were fixed rate.

We seek to maintain a favorable mix of fixed aariable rate debt in an effort to limit interessts and cash flow volatility resulting from ciges in
rates. From time to time, we use derivative ins&nta to (i) lock-in or swap our exposure to chagginvariable interest rates for fixed interesesabr
(i) to swap obligations to pay fixed interest mafer variable interest rates. We have establigudidies and procedures for risk assessment and the
approval, reporting and monitoring of derivativetiument activities. We do not hold or issue deixeafinancial instruments for trading or specuwlati
purposes. We periodically review our exposure tergst rate fluctuations and implement strategieadnage the exposure.
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At December 31, 2006, we had outstanding fainvalue interest rate hedges associated wittiuth&500 million aggregate principal amount ofrou
Series L senior notes, due 2012, that pay intatestixed rate of 7.875%. These hedges are “finegariable” interest rate swaps that effectivedpeert
our fixed rate interest payment obligations undlesé notes into obligations to pay variable rdtasrange from the six-month London InterBank Giter
Rate (“LIBOR") plus 3.229% to the six-month LIBORup 3.67%, with settlement and rate reset dategrdog each six months through the expiration of
the hedges in August 2012. During 2006, we real@edverage interest rate under these hedges3%9l@terest expense was increased by $5.8 million
during 2006 as a result of these hedges. The aaggréajr market value of these hedges was $20léom#t December 31, 2006 and is reflected botha as
liability and as a decrease in our underlying loexgn debt on the December 31, 2006 balance shetit.régépect to each of these hedges, market risk is
estimated as the potential change in the fair vafube hedge resulting from a hypothetical 10%éase in the forward rates used to determine the fa
value. A hypothetical 10% increase in the forwantds would result in a $13.3 million decrease enftir value of these hedges at December 31, 2001
would also increase our interest expense.

Certain shortcomings are inherent in the me¢tbfoanalysis presented in the computation ofvfalue of financial instruments. Actual values méjed
from those presented if market conditions vary frlseumptions used in the fair value calculatiome @nalysis above incorporates only those risk
exposures that existed as of December 31, 2006.

LIQUIDITY AND CAPITAL RESOURCES

Excluding cash used for acquisitions, we malycash provided by operations to provide for aghcneeds. Our operations have historically pravale
stable source of cash flow which has helped usmeabur long-term program of capital improvements.

Operating activitiesNet cash provided by operating activities was $84%illion, $964.7 million and $955.8 million in 2602005 and 2004,
respectively. Our accompanying consolidated statésngf cash flows identify major differences betweet income and net cash provided by operating
activities for each of those years. As relief frima effects of Hurricane Katrina, certain of ouieafed subsidiaries were granted a deferral frorkimga
their remaining 2005 estimated federal income asike tax payments until 2006. During 2006, we maal@ments of approximately $75 million to
satisfy our remaining 2005 estimated paymentsaéditional information relating to our operatiosse “Results of Operations” above.

Investing activitiesNet cash used in investing activities was $193[anj $481.4 million and $413.3 million in 20060@5 and 2004, respectively.
We received approximately $122.8 million cash fribra redemption of our RTB stock upon dissolutionhef RTB during 2006. See Note 15 for
additional
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information. Cash used for acquisitions was $75Ibam in 2005 (due to the acquisition of fiber atsin 16 metropolitan markets from KMC). Capital
expenditures during 2006, 2005 and 2004 were $3hillibn, $414.9 million and $385.3 million, respgrely.

Financing activitiesNet cash used in financing activities was $780.Haniin 2006, $491.7 million in 2005 and $578.5llion in 2004. Payments of
debt were $82.0 million in 2006, $693.3 million2805 and $179.4 million in 2004. In accordance witbviously announced stock repurchase programs,
we repurchased 21.4 million shares (for $802.2iom)| 16.4 million shares (for $551.8 million), ahd.4 million shares (for $401.0 million) in 20G8)0&
and 2004, respectively. The 2006 repurchases iacl4d36 million shares repurchased (for an aggesfiysl price of approximately $528.4 million) um
accelerated share repurchase agreements withimgesbanks (see Note 9 for additional informatidd} initially funded purchases under these
agreements principally through borrowings under®B0 million credit facility and cash on hand authsequently refinanced the credit facility
borrowings through the issuance of short-term coraiaepaper. The 2005 repurchases include 12.9ami8hares repurchased (for an aggregate final
price of $437.5 million) under accelerated shaprirehase agreements (see below and Note 9 to teenganying financial statements for additional
information).

In February 2005, we remarketed substant&llpf our $500 million of outstanding Series Jisemotes due 2007 at an interest rate of 4.628%. W
received no proceeds in connection with the renmang@s all proceeds were held in trust to sedueeobligation of our equity unit holders to purahas
common stock from us on May 16, 2005. In connectiith the remarketing, we purchased and retired@pmately $400 million of the notes, resulting
in approximately $100 million remaining outstandiige incurred a pre-tax charge of approximatelyriion in the first quarter of 2005 related to
purchasing and retiring the notes. We purchasel sates with proceeds from the February 2005 issiah $350 million of 5% senior notes, Series M,
due 2015 and cash on hand.

On May 16, 2005, upon settlement of 15.9 wonillof our outstanding equity units, we receivedcpeals of approximately $398.2 million and issued
approximately 12.9 million common shares. In lateyD2005, we entered into accelerated share repsgcm@reements with investment banks whereby we
repurchased and retired 12.9 million shares of comstock for an aggregate final price of $437.8iam| the proceeds of which came from the settler
of the equity units mentioned above and cash od.han

Other.For 2007, we have budgeted $325 million for camtqlenditures. In 2006, we concluded that our gridensive capital investment in our
wireline network permitted us to reduce networkidspending to maintenance levels. We expecttthize the case for the foreseeable future. Ouv 200
capital expenditure budget also includes amoumtsxpanding our new service offerings and expandungdata networks.
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The following table contains certain inforneaticoncerning our material contractual obligatiaa®f December 31, 2006.

Payments due by peric
Contractua After
obligations Total 2007 200¢-2009 201(-2011 2011
(Dollars in thousands

Long-term debt, including current maturities anditz

lease obligations (1 $2,567,86: 155,01 296,10( 691,26(2) 1,425,48.
Interest on lon- term debt obligation $1,549,60 169,56! 301,16° 251,08t¢ 827,79:
MRCC purchase price obligation ( $ 336,00( 336,00( — — —

(1) For additional information on the terms of our aatgling debt instruments, see Note 5 to the caest@ldl financial statements included bel

(2) Includes $165 million aggregate principal amibof our convertible debentures, Series K, du&220hich can be put to us at various dates
beginning in 2010

(3) This amount represents an estimated purghrése based on MRCC's net indebtedness as of Séeted®, 2006 (see below for additional
information).

In December 2006, we entered into a stocklage agreement with Madison River Communicatiomp QGMRCC”) and its owner, Madison River
Telephone Company, LLC. Under this agreement, weeajto purchase all of the capital stock of MR@@xchange for $830 million less MRCC's net
indebtedness on the transaction’s closing datecfwivias approximately $494 million at September28@6), subject to certain closing adjustments. We
expect to initially fund this acquisition using bowings under our existing credit facility and aterently reviewing our longer term options for agmg
or refinancing these borrowings.

We continually evaluate the possibility of azgg additional communications operations andestpo continue our long-term strategy of pursithmy
acquisition of attractively-priced communicationserties in exchange for cash, securities or bsttany given time, we may be engaged in discussion
or negotiations regarding additional acquisition® generally do not announce our acquisitions gpasitions until we have entered into a preliminary
definitive agreement. We may require additionafficing in connection with any such acquisitions,¢bnsummation of which could have a material
impact on our financial condition or operations.pigximately 4.1 million shares of our common stacki 200,000 shares of our preferred stock remain
available for future issuance in connection withuasitions under our acquisition shelf registratsdatement. We also have access to debt and equity
capital markets.
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In December 2006, we secured a new five-y&&B0 million revolving credit facility. The credwcility contains financial covenants that requigeto
meet a consolidated leverage ratio (as defineldrfdcility) not exceeding 4 to 1 and a minimuneiest coverage ratio (as defined in the facilifyato
least 1.5 to 1. The interest rate on revolving $oander the facility is based on our choice of ssvarevailing commercial lending rates plus anitholaial
margin that varies depending on our credit ratgugd aggregate borrowings under the facility. Wetrpag a quarterly commitment fee on the unutilized
portion of the facility, the amount of which varieased on our credit ratings. Up to $150 millioritef credit facility can be used for letters ofdite
which reduces the amount available for other exomssof credit. Available borrowings under our dtddcility are also effectively reduced by any
outstanding borrowings under our commercial papegiam. Our commercial paper program borrowingsiin are effectively limited to the total amount
available under our credit facility. As of Decemi3dr, 2006, we had no amounts outstanding undenearcredit facility but did have $23 million
outstanding under our commercial paper program.

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 (with a negative outlook). Our commercial papsvgram is rated P2 by Moody’s and A3 by S&P. Aloyvngrade in our credit ratings will increase
our borrowing costs and commitment fees under @603nillion revolving credit facility. Downgradesuld also restrict our access to the capital may
accelerate the conversion rights of holders ofauistanding convertible securities, increase ourdydng costs under new or replacement debt finags
or otherwise adversely affect the terms of futwerdwings by, among other things, increasing tt@smf our debt covenants and decreasing our fiak
or operating flexibility.

The following table reflects our debt to totapitalization percentage and ratio of earningsxed charges and preferred stock dividends andffor
the years ended December 31:

2006 2005 2004
Debt to total capitalizatio 44.8% 42.¢ 46.¢
Ratio of earnings to fixed charges and preferredkstividends* 3.97 3.6( 3.57

* For purposes of the chart above, “earnings”sistrof income before income taxes and fixed charged “fixed charges” include our interest
expense, including amortized debt issuance costispar preferred stock dividend cos
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REGULATION AND COMPETITION

The communications industry continues to ugderarious fundamental regulatory, legislative, petitive and technological changes. These changes
may have a significant impact on the future finahpierformance of all communications companies.

Events affecting the communications industfireless telephone services increasingly constawignificant source of competition with LEC seps
especially since wireless carriers have begun topete effectively on the basis of price with maealitional telephone services. As a result, some
customers have chosen to completely forego usaditibnal wireline phone service and instead sgllely on wireless service for voice services. We
anticipate this trend will continue, particularfywireless service providers continue to expandr tt@verage areas, reduce their rates, improvetiaéty
of their services, and offer enhanced new services.

In 1996, the United States Congress enacted@d¢lecommunications Act of 1996 (the “1996 Acthich obligates LECs to permit competitors to
interconnect their facilities to the LEC’s netwakd to take various other steps that are designptbtnote competition. Under the 1996 Act’s rural
telephone company exemption, approximately 50%uoftelephone access lines are exempt from cerfahese interconnection requirements unless and
until the appropriate state regulatory commissie@rddes the exemption upon receipt from a competif a bona fide request meeting certain criteria.

Prior to and since the enactment of the 1986 the FCC and a number of state legislative agdlatory bodies have also taken steps to fostat lo
exchange competition. Coincident with this recenvement toward increased competition has beerethgction of regulatory oversight of LECs. These
cumulative changes, coupled with various technalalgievelopments, have led to the continued gr@ftrarious companies providing services that
compete with LECSs’ services.

Federal USF programs have recently undergobstantial changes, and are expected to expermnoe changes in the coming years. As mandated by
the 1996 Act, in May 2001 the FCC maodified its &rig universal service support mechanism for rtetdphone companies by adopting an interim
mechanism for a five-year period based on embedutdustorical, costs that provides relatively pegable levels of support to many LECs, including
substantially all of our LECs. In May 2006, the FE@ended this interim mechanism until such tira trew high-cost support rules are adopted foll rura
telephone companies. Wireless and other competvece providers continue to seek eligible tefegunications carrier status in order to receive USF
support, which, coupled with changes in usagelettanmunications services, have placed stresseofutiding mechanism of the USF, which is subject
to annual caps on disbursements. These developimavesplaced additional financial pressure on the
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amount of money that is necessary to provide suppail eligible service providers, including sgpppayments we receive from the USF High Cost
Loop support program. Increases in the nationwidgage cost per loop factor used to allocate fuamdsng all USF recipients caused our revenues from
the USF High Cost Loop support program to decr@a€05 and 2006 from the amounts received in tiar pear. However, based on recent FCC filii
we anticipate our 2007 revenues from the USF HightCoop support program will approximate our 208&ls.

During 2004, a joint board named by the FCl€ased a notice requesting comments on the FC@'srduules for the provision of high-cost support
for rural companies, including comments on whetHigibility requirements should be amended in a ngairthat would adversely affect larger rural LECs
such as us. In addition, the FCC has taken vaother steps in anticipation of restructuring unsadiservice support mechanisms, which in the aggeeg
could substantially impact these support paymentdugust 2005, the joint board sought comment$ooin separate proposals to modify the distribution
of High Cost Loop support funds. In August 200& jhint board sought comment on the viability aihgscompetitive bidding to determine the amount of
high-cost funding for all eligible carriers. We m&ipiate that the joint board will make reform sugtiens to the FCC by mid-2007, at which time theCFC
would be required to seek comments. Due to theipgnthture of these proposals, we cannot estirhatéipact that such proposals would have on our
operations.

Recent technological developments have léddalevelopment of hew services that compete waifiittonal LEC services. Technological
improvements have enabled cable television compdaiprovide traditional circuit-switched teleph@®vice over their cable networks, and several
national cable companies have aggressively purstigedpportunity. Recently several large electtibties have announced plans to offer communica
services that compete with LECs. Recent improvesmienthe quality of “Voice-over-Internet ProtocgfVolP”) service have led several cable, Internet,
data and other communications companies, as wethagip companies, to substantially increase their offgr of VolP service to business and reside
customers. VolIP providers frequently use existimgpdband networks to deliver flat-rate, all diseuwalling plans that may offer features that cannot
readily be provided by traditional LECs and mayphbieed below those currently charged for traditidnaal and long distance telephone services.
Beginning in late 2003, the FCC initiated rulemakproceedings to address the regulation of VolB,hes adopted orders establishing some initialdroa
regulatory guidelines. There can be no assurammtduture rulemaking will be on terms favorabldlt&Cs, or that VolP providers will not successfully
compete for our customers.

In 2003, the FCC opened a broad intercaroemgensation proceeding with the ultimate goal efting a uniform mechanism to be used by the entire
telecommunications industry for payments betweerieza originating, terminating, carrying or deliireg telecommunications traffic. The FCC has
received intercarrier compensation proposals frewermal industry groups, and industry negotiatiamscantinuing with the goal of developing a conse
plan that addresses the concerns of carriers ftoimdaistry
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segments. Until the FC€proceeding concludes and the changes, if artigtexisting rules are established, we cannot astitihe impact this proceedi
will have on our results of operations.

Many cable, entertainment, technology or ottmenmunication companies that previously offerdichited range of services are now, like us, offgrin
diversified bundles of services. As such, a growinghber of companies are competing to serve theragorications needs of the same customer base.
Several of these companies started offering fullise bundles before us, which could give them @vaatage in building customer loyalty.

Recent events affecting iBuring the last few years, all of the states inahhive provide telephone services have taken ldiyislar regulatory steps
further introduce competition into the LEC businélBse number of companies which have requestedeamn#tion to provide local exchange service in
service areas has increased in recent years, aipécithe markets acquired from Verizon in 200@12000, and it is anticipated that similar actiogy
be taken by others in the future.

State alternative regulation plans recentlypaeld by certain of our LECs have also affecte@mere growth recently. These alternative regulgtians
now govern over 65% of our access lines.

Certain long distance carriers continue taiest] that certain of our LECs reduce their intt@séecess tariffed rates. In addition, we haverge
experienced reductions in intrastate traffic, @édistidue to the displacement of minutes by wirelessctronic mail and other optional calling seedcin
2006 we incurred a reduction in our intrastate mees of approximately $16.3 million compared to2@€@marily due to these factors. The corresponding
decrease in 2005 compared to 2004 was $13.4 mil@nbelieve this trend of decreased intrastataitemwill continue in 2007, although the magnitude
of such decrease is uncertain.

While we expect our operating revenues in 2003ontinue to experience downward pressure piyndue to continued access line losses and reducec
network access revenues, we expect such declinespartially offset by increased demand for obefitransport, high-speed Internet and other
nonregulated product offerings (including our nedeo and wireless initiatives).

For a more complete description of regulatiod competition impacting our operations and variattendant risks, please see Items 1 and 1A of our
Annual Report on Form 10-K for the year ended Ddwem31, 2006.

Other mattersOur regulated telephone operations (except foptbhperties acquired from Verizon in 2002) are scifdje the provisions of Statement
of Financial Accounting Standards No. 71, “Accongtfor the Effects of Certain Types of Regulati¢f8FAS 71"). Actions by regulators can provide
reasonable assurance of the recognition of an,asskefce or eliminate the value of an asset ands®p liability on a
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regulated enterprise. Such regulatory assets ahitlities are required to be recorded and, accgigimeflected in the balance sheet of an entibyjett to
SFAS 71. We are monitoring the ongoing applicapiit SFAS 71 to our regulated telephone operatthresto the changing regulatory, competitive and
legislative environments, and it is possible thetrges in regulation, legislation or competitionrothe demand for regulated services or produmtsdc
result in our telephone operations no longer bsirgect to SFAS 71 in the near future.

Statement of Financial Accounting Standards N4, “Regulated Enterprises — Accounting for Eiigcontinuance of Application of FASB Statement
No. 71" (“SFAS 101"), specifies the accounting requireblem an enterprise ceases to meet the criterigfaication of SFAS 71. SFAS 101 requires the
elimination of the effects of any actions of redata that have been recognized as assets andtigsbih accordance with SFAS 71 but would not have
been recognized as assets and liabilities by notatgl enterprises. Depreciation rates of certséets established by regulatory authorities for our
telephone operations subject to SFAS 71 have hislty included a component for removal costs iness of the related estimated salvage value.
Notwithstanding the adoption of SFAS 143, SFAS&duires us to continue to reflect this accumulditdality for removal costs in excess of salve
value even though there is no legal obligatioretnove the assets. Therefore, we did not adoptrthégions of SFAS 143 for our telephone operations
subject to SFAS 71. SFAS 101 further provides thatcarrying amounts of property, plant and equipinage to be adjusted only to the extent the assets
are impaired and that impairment shall be judgettiégnsame manner as for nonregulated enterprises.

Our consolidated balance sheet as of DeceBhe2006 included regulatory liabilities of appnmetely $186.4 million related to estimated removal
costs embedded in accumulated depreciation (asibed@bove). Net deferred income tax assets rbtatéhe regulatory assets and liabilities quaeifi
above were $71.3 million.

When and if our regulated operations no lorggeadify for the application of SFAS 71, we curdgrdo not expect to record any impairment charge
related to the carrying value of the property, pkamd equipment of our regulated telephone operatiddditionally, upon the discontinuance of SFAS 7
we would be required to revise the lives of oumgemdy, plant and equipment to reflect the estimatszful lives of the assets. We currently do ngieex
such revisions in asset lives will have a matengdact on our results of operations. Upon the diiooance of SFAS 71, we also would be required to
eliminate certain intercompany transactions withutated affiliates that currently are not elimirchtender the application of SFAS 71. For the yealeéen
December 31, 2006, approximately $120 million ofereues (and related costs) would have been eligdrizad we not been subject to the provisions of
SFAS 71. Such elimination would have had no impactotal operating income. For regulatory purpotfes accounting and reporting of our telephone
subsidiaries will not be affected by the discontid@pplication of SFAS 71.
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We have certain obligations based on fedstale and local laws relating to the protectiothefenvironment. Costs of compliance through 2096h
not been material, and we currently do not beltie 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 consolidatiaancial statements. The consolidated financial
statements have been prepared in accordance witluiaiing principles generally accepted in the UhBates of America and necessarily include
amounts determined using our best judgments adass.

Our consolidated financial statements have leeslited by KPMG LLP, an independent registerdalipaccounting firm, who have expressed their
opinion with respect to the fairness of the comikd financial statements. Their audit was coratlist accordance with standards of the Public Cay
Accounting Oversight Board (United States).

Management is responsible for establishingraathtaining adequate internal controls over finaneporting, a process designed to provide realsie
assurance regarding the reliability of financigoging and the preparation of financial statemémt®xternal purposes in accordance with generally
accepted accounting principles. Under the supenviand with the participation of management, inclgdur principal executive officer and principal
financial officer, we conducted an evaluation af #ffectiveness of our internal control over finahceporting based on the frameworkimernal Contro
- Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission (“COSOBased on our evaluation under
framework of COSQ management concluded that our internal control éimancial reporting was effective as of Decemhker@)06. Management’s
assessment of the effectiveness of our internatabowver financial reporting as of December 310@Mas been audited by KPMG LLP, as stated in their
report which is included herein.

Because of its inherent limitations, intercahtrol over financial reporting may not preventietect misstatements. Also, projections of anyuaten
of effectiveness to future periods are subjechéorisk that controls may become inadequate beazfudenges in conditions, or that the degree of
compliance with the policies or procedures may ritatate.

The Audit Committee of the Board of Direct@somposed of independent directors who are rfateo$ or employees. The Committee meets
periodically with the external auditors, internall#ors and management. The Committee considernindependence of the external auditors and the audi
scope and discusses internal control, financialrapdrting matters. Both the external and inteenalitors have free access to the Committee.

/s/ R. Stewart Ewing, Jr.

R. Stewart Ewing, J

Executive Vice President and Chief Financial Offi
March 1, 2007
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
CenturyTel, Inc.:

We have audited the accompanying consolidaddghce sheets of CenturyTel, Inc. and subsidiasesf December 31, 2006 and 2005, and the related
consolidated statements of income, comprehensaanie, cash flows and stockholders’ equity for eafcie years in the three-year period ended
December 31, 2006. These consolidated financitdsients are the responsibility of the Company’sagament. Our responsibility is to express an
opinion on these consolidated financial statembased on our audits.

We conducted our audits in accordance withstaedards of the Public Company Accounting Ovétsipard (United States). Those standards require
that we plan and perform the audit to obtain reabtsnassurance about whether the financial statisnaea free of material misstatement. An audit
includes examining, on a test basis, evidence stipgahe amounts and disclosures in the finarati@lements. An audit also includes assessing the
accounting principles used and significant estimatade by management, as well as evaluating thalbfinancial statement presentation. We believe
that our audits provide a reasonable basis foopimnion.

In our opinion, the consolidated financiatstaents referred to above present fairly, in altarial respects, the financial position of CentwelyTnc.
and subsidiaries as of December 31, 2006 and 20@bthe results of their operations and their ¢@sts for each of the years in the three-year perio
ended December 31, 2006, in conformity with U.Sagelly accepted accounting principles.

As discussed in Note 1 to the consolidatedrfaial statements, effective January 1, 2006, thragzany changed its method of accounting for share-
based payments. In addition, as discussed in Ntiete consolidated financial statements, the Gomchanged its method of accounting for pension
and postretirement benefits as of December 31,.2006

We also have audited, in accordance with thiedards of the Public Company Accounting Oversiggard (United States), the effectiveness of the
Company’s internal control over financial reportiagjof December 31, 2006, based on criteria estagiininternal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSQand our report dated March 1, 2007 expressed an
unqualified opinion on management’s assessmerinaf the effective operation of, internal controéofinancial reportirg.

/s/ KPMG LLP
Shreveport, Louisiana
March 1, 2007
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
CenturyTel, Inc.:

We have audited management’s assessmentdattin the accompanyirigeport of Managemerthat CenturyTel, Inc. maintained effective internal
control over financial reporting as of December 3106, based on criteria establishedhiernal Control—Integrated Framewoiksued by the Committ
of Sponsoring Organizations of the Treadway Comimis@COSO). The Company’s management is responsible for mainigieffective internal control
over financial reporting and for its assessmernhefeffectiveness of internal control over finahegporting. Our responsibility is to express afmam on
management’s assessment and an opinion on théiedfeess of the Company’s internal control oveafiaial reporting based on our audit.

We conducted our audit in accordance withstaedards of the Public Company Accounting Ovetdiglard (United States). Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether effective internarcbover financial reporting was maintained in all
material respects. Our audit included obtainingiaderstanding of internal control over financiglgging, evaluating management’s assessment, gestin
and evaluating the design and operating effectisgioé internal control, and performing such othecpdures as we considered necessary in the
circumstances. We believe that our audit providesaaonable basis for our opinion.

A company'’s internal control over financiapogting is a process designed to provide reasoredslerance regarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyeaabepted accounting principles. A company’s
internal control over financial reporting includi®se policies and procedures that (1) pertaiheanaintenance of records that, in reasonableldetai
accurately and fairly reflect the transactions disgositions of the assets of the company; (2) ideveasonable assurance that transactions anelesca
necessary to permit preparation of financial statesin accordance with generally accepted acaogiptinciples, and that receipts and expenditufes o
the company are being made only in accordanceauthorizations of management and directors of tmepany; and (3) provide reasonable assurance
regarding prevention or timely detection of unauited acquisition, use, or disposition of the compsa assets that could have a material effect en th
financial statements.

Because of its inherent limitations, interoahtrol over financial reporting may not preventetect misstatements. Also, projections of anyuaten
of effectiveness to future periods are subjechéorisk that controls may become inadequate beaHudwmnges in conditions, or that the degree of
compliance with the policies or procedures may ritexzte.
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In our opinion, managemestssessment that CenturyTel, Inc. maintainedteféemternal control over financial reporting asBecember 31, 20086,
fairly stated, in all material respects, based riteria established itnternal Control—Integrated Framewoitsued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSAI¥o, in our opinion, CenturyTel, Inc. maintainédall material respects, effective internal cohtro
over financial reporting as of December 31, 20@&¢ on criteria establishedlimernal Control—Integrated Framewoigsued by the Committee of
Sponsoring Organizations of the Treadway CommisgZdSO).

We also have audited, in accordance with thiedards of the Public Company Accounting Oversiggard (United States), the consolidated balance
sheets of CenturyTel, Inc. and subsidiaries aseafdinber 31, 2006 and 2005, and the related coasadictatements of income, comprehensive income,
cash flows and stockholders’ equity for each ofytbars in the three-year period ended Decembe2@®1f, and our report dated March 1, 2007 expressed
an unqualified opinion on those consolidated finalngtatements. Such report includes an explangtarggraph regarding the Company’s change in the
method of accounting for share-based payments ensign and postretirement benefits in 2006.

/s| KPMG LLP
Shreveport, Louisiana
March 1, 2007
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CENTURYTEL, INC.
Consolidated Statements of Income

Year ended December &
200€ 200& 200¢
(Dollars, except per share amout
and shares in thousanc

OPERATING REVENUES $2,447,73! 2,479,25; 2,407,37.
OPERATING EXPENSE!
Cost of services and products (exclusive of deptiri and amortizatior 888,41 821,92¢ 755,41
Selling, general and administrati 370,27 388,98¢ 397,10:
Depreciation and amortizatic 523,50¢ 531,93 500,90:
Total operating expens: 1,782,19: 1,742,84 1,653,41!
OPERATING INCOME 665,53t 736,401 753,95!
OTHER INCOME (EXPENSE
Interest expens (195,95) (201,80)) (211,05))
Other income (expens 121,56¢ 3,16¢ 4,47(
Total other income (expens (74,389 (198,63)) (206,58))
INCOME BEFORE INCOME TAX EXPENSI 591,14¢ 537,77( 547,37.
Income tax expens 221,12: 203,29: 210,12¢
NET INCOME $ 370,02° 334,47¢ 337,24«
BASIC EARNINGS PER SHARL $ 3.17 2.5 2.4
DILUTED EARNINGS PER SHARE $ 3.07 2.4¢ 2.41
DIVIDENDS PER COMMON SHARE $ .25 .24 .23
AVERAGE BASIC SHARES OUTSTANDINC 116,67 130,84: 137,21!
AVERAGE DILUTED SHARES OUTSTANDINC 122,22¢ 136,08 142,14

See accompanying notes to consolidated financédstents.
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CENTURYTEL, INC.

Consolidated Statements of Comprehensive Income

Year ended December &

200€ 200 2004
(Dollars in thousands
NET INCOME $370,02° 334,47¢ 337,24+
OTHER COMPREHENSIVE INCOME, NET OF TAXE
Minimum pension liability adjustmen
Minimum pension liability adjustment, net of $968,,438 and ($5,916) tz 1,54¢ 2,307 (9,49
Unrealized holding gair
Unrealized holding gains related to marketable sges arising during the period, net of
$411, $165 and $940 t: 65¢ 264 1,50¢
Derivative instruments
Net losses on derivatives hedging variability afltflows, net of ($0), ($2,606) and ($219)
tax — (4,180 (351
Reclassification adjustment for losses includedeénincome, net of $234 and $202 37 324 —
Net change in other comprehensive income (losg)dneclassification adjustment),
net of taxe: 2,58 (1,285 (8,339
COMPREHENSIVE INCOME $372,60¢ 333,19 328,91(

See accompanying notes to consolidated finan@sstents.
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CENTURYTEL, INC.
Consolidated Balance Sheets

December 31

200¢€

200&

(Dollars in thousands

ASSETS
CURRENT ASSET¢
Cash and cash equivalel $ 25,66¢ 158,84¢
Accounts receivabl
Customers, less allowance of $11,321 and $11 150,89: 154,36°
Interexchange carriers and other, less allowan&® &84 and $10,4C 76,45¢ 82,347
Materials and supplies, at average ¢ 6,62¢ 6,99¢
Other 30,47¢ 20,45¢
Total current asse 290,11° 423,01¢
NET PROPERTY, PLANT AND EQUIPMEN" 3,109,27 3,304,48!
GOODWILL AND OTHER ASSETS
Goodwill 3,431,131 3,432,64!
Other 610,47" 602,55¢
Total goodwill and other asse 4,041,61. 4,035,20!
TOTAL ASSETS $7,441,00 7,762,70
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Current maturities of lor-term debt $ 155,01: 276,73¢
Shor-term debi 23,00( —
Accounts payabl 129,35( 104,44
Accrued expenses and other current liabili
Salaries and benefi 54,10( 60,52
Income taxe: 60,527 110,52:
Other taxe: 46,89( 58,66(
Interest 73,72¢ 71,58(
Other 23,35 14,85!
Advance billings and customer depo: 51,61« 48,917
Total current liabilities 617,56! 746,23(
LONG-TERM DEBT 2,412,85; 2,376,07!
DEFERRED CREDITS AND OTHER LIABILITIES 1,219,63! 1,023,13.
STOCKHOLDER¢ EQUITY
Common stock, $1.00 par value, authorized 350,@@0shares, issued and outstanding 113,253,889 and
131,074,399 share 113,25 131,07
Paic-in capital 24,25¢ 129,80¢
Accumulated other comprehensive loss, net o (104,94 (9,619
Retained earning 3,150,93: 3,358,16:
Preferred stoc— nor-redeemabl 7,45( 7,85(
Total stockholdel' equity 3,190,95. 3,617,27.
TOTAL LIABILITIES AND EQUITY $7,441,00 7,762,70

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

Year ended December &

200¢€ 200t 2004
(Dollars in thousands

OPERATING ACTIVITIES

Net income $ 370,02° 334,47¢ 337,24«
Adjustments to reconcile net income to net cashigesl by operating activitie
Depreciation and amortizatic 523,50¢ 531,93 500,90:
Gain on asset dispositio (118,649 (3,500 —
Deferred income taxe 49,68¢ 69,53( 74,37¢
Income from unconsolidated cellular ent (5,86)) (4,910 (7,067)
Changes in current assets and current liabil
Accounts receivabl 7,90¢ (685) 2,937
Accounts payabl 24,90¢ (37,179 15,51«
Accrued taxe: (49,73hH 72,971 27,04(
Other current assets and other current liabilities 10,26¢ (8,11)) 12,83!
Retirement benefit 5,96: (16,819 26,95«
Excess tax benefits from sh-based compensatic (12,039 — —
(Increase) decrease in noncurrent as 9,07¢ 1,97: (34,740
Increase (decrease) in other noncurrent liabil 70¢ 2,63¢ (6,220)
Other, ne: 24,94¢ 22,41: 6,06(
Net cash provided by operating activit 840,71¢ 964,73¢ 955,83
INVESTING ACTIVITIES
Payments for property, plant and equipn (314,07) (414,87)) (385,31¢)
Proceeds from redemption of Rural Telephone Bank: 122,81 — —
Proceeds from sale of ass 5,86¢ 4,00( —
Acquisitions, net of cash acquir — (75,459 (2,000
Investment in debt securi — — (25,000
Distributions from unconsolidated cellular ent — 2,33¢ 8,21¢
Investment in unconsolidated cellular en (5,227) — —
Other, ne (3,129 2,594 (9,219
Net cash used in investing activiti (193,73) (481,39) (413,31)
FINANCING ACTIVITIES
Payments of delt (81,99H (693,349 (179,39)
Proceeds from issuance of di 23,00( 344,17 —
Repurchase of common sta (802,18%) (551,759 (401,019
Settlement of equity uni — 398,16« —
Proceeds from issuance of common si 97,80: 50,37« 29,48¢
Settlements of interest rate hedge contr — (7,357) —
Excess tax benefits from sh-based compensatic 12,03¢ — —
Cash dividend (29,209 (31,867) (31,86))
Other, ne 38¢ (104 4,29¢
Net cash used in financing activiti (780,16¢) (491,716 (578,486
Net increase (decrease) in cash and cash equis. (133,179 (8,369 (35,96¢)
Cash and cash equivalents at beginning of 158,84¢ 167,21! 203,18:
CASH AND CASH EQUIVALENTS AT END OF YEAF $ 25,66¢ 158,84¢ 167,21t

See accompanying notes to consolidated finan@sstents.
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CENTURYTEL, INC.
Consolidated Statements of Stockholders’ Equity

Year ended December &
2006 2005 2004
(Dollars, except per share amout
and shares in thousanc

COMMON STOCK (represents dollars and sha

Balance at beginning of ye $ 131,07 132,37 144,36-
Repurchase of common sto (21,439 (16,409 (13,39¢)
Issuance of common stock upon settlement of equnits — 12,88! —
Conversion of preferred stock into common st 22 7 —
Issuance of common stock through dividend reinvestiincentive and benefit pla 3,59( 2,221 1,40¢
Balance at end of ye 113,25« 131,07 132,37+
PAID-IN CAPITAL
Balance at beginning of ye 129,80¢ 222,20: 576,51!
Repurchase of common sta (222,999 (535,35() (387,61)
Issuance of common stock upon settlement of equiits — 385,28 —
Issuance of common stock through dividend reinvestirincentive and benefit pla 94,21: 48,15 28,07¢
Conversion of preferred stock into common st 37¢ 11¢ —
Excess tax benefits from sh-based compensatic 12,03¢ — —
Share based compensation and o 10,82: 9,397 5,22¢
Balance at end of ye. 24,25¢ 129,80¢ 222,20!
ACCUMULATED OTHER COMPREHENSIVE LOSS, NET OF TA
Balance at beginning of ye (9,619 (8,339 —
Effect of adoption of SFAS 158, net of tax (seee\by (97,909 — —
Net change in other comprehensive income (losg)dheclassification adjustment), net of
tax 2,58 (1,28%) (8,339
Balance at end of ye (104,94 (9,619 (8,339
RETAINED EARNINGS
Balance at beginning of ye 3,358,16. 3,055,54! 2,750,16:
Net income 370,027 334,47¢ 337,24
Repurchase of common sto (557,759 — —
Cumulative effect of adoption of SAB 108 (see Nbk 9,70t — —
Cash dividends declart
Common stock— $.25, $.24 and $.23 per sh (28,827 (31,46¢) (31,467
Preferred stoc (380) (39€) (399
Balance at end of ye. 3,150,93. 3,358,16: 3,055,54!
UNEARNED ESOP SHARE:!
Balance at beginning of ye — — (500)
Release of ESOP shai — — 50C

Balance at end of ye. — — _

PREFERRED STOCI— NON-REDEEMABLE

Balance at beginning of ye 7,85( 7,97¢ 7,97
Conversion of preferred stock into common st (400) (125) —
Balance at end of ye 7,45( 7,85( 7,97¢

TOTAL STOCKHOLDERS EQUITY $3,190,95: 3,617,27. 3,409,76!

See accompanying notes to consolidated financédistents.
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CENTURYTEL, INC.
Notes to Consolidated Financial Statements
December 31, 2006

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of consolidatio— Our consolidated financial statements includeatmounts of CenturyTel, Inc. and its majority-odrseibsidiaries.

Regulatory accountin— Our regulated telephone operations (except ptoperties acquired from Verizon in 2002) argexttto the provisions of
Statement of Financial Accounting Standards No.At¢ounting for the Effects of Certain Types oféation” (“SFAS 71"). Actions by regulators can
provide reasonable assurance of the recogniti@am afsset, reduce or eliminate the value of an asskimpose a liability on a regulated enterpr&ech
regulatory assets and liabilities are requiredeedrorded and, accordingly, reflected in the badasheet of an entity subject to SFAS 71. We are
monitoring the ongoing applicability of SFAS 71dor regulated telephone operations due to the ¢hgmggulatory, competitive and legislative
environments, and it is possible that changesgnlegion, legislation or competition or in the derddor regulated services or products could rasutur
telephone operations no longer being subject toSFAIn the near future. Our consolidated balaheetsas of December 31, 2006 included regulatory
liabilities of approximately $186.4 million relatéd estimated removal costs embedded in accumudgprkciation (as required to be recorded by
regulators). Net deferred income tax assets retatéie regulatory assets and liabilities quardiédove were $71.3 million.

Estimates— The preparation of financial statements in camfty with generally accepted accounting principleguires management to make estimates
and assumptions that affect the reported amourdsssts and liabilities and disclosure of contingeasets and liabilities at the date of the finahci
statements and the reported amounts of revenuesxaethises during the reporting period. Actual tesuhy differ from those estimates.

Revenue recognitic- Revenues are generally recognized when servicggaveed or when products are delivered to custsniRevenue that is billed
advance includes monthly recurring network accesdces, special access services and monthly iaguocal line charges. The unearned portion of thi
revenue is initially deferred as a component ofaaxbed billings and customer deposits on our balaheet and recognized as revenue over the perbd th
the services are provided. Revenue that is billeatriears includes nonrecurring network accesscarynonrecurring local services and long distance
services. The earned but unbilled portion of thigenue is recognized as revenue in the periodhbkatervices are provided. Revenues from instafiati
activities (along with the related costs) are deférand amortized over the estimated life of tretamer relationship.
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Certain of our telephone subsidiaries’ revenare based on tariffed access charges filed fireith the Federal Communications Commission; the
remainder of our telephone subsidiaries participatevenue sharing arrangements with other telepltmmpanies for interstate revenue (except for
broadband related revenues) and for certain istiasevenue. Such sharing arrangements are furydedl bevenue and/or access charges within state
jurisdictions and by access charges in the interstearket. Revenues earned through the variougnghatrangements are initially recorded based ar
estimates.

Allowance for doubtful accoun. In evaluating the collectibility of our accoumexeivable, we assess a number of factors, inajuaispecific customer’s
or carrier’s ability to meet its financial obligatis to us, the length of time the receivable h&n lpast due and historical collection experieneesel on
these assessments, we record both specific andageeserves for uncollectible accounts receivableduce the stated amount of applicable accounts
receivable to the amount we ultimately expect titect

Property, plant and equipme— Telephone plant is stated at original cost. Ndmet&rements of telephone plant are charged agatwumulated
depreciation, along with the costs of removal, Easlsage, with no gain or loss recognized. Renewmadsbetterments of plant and equipment are
capitalized while repairs, as well as renewals wfanitems, are charged to operating expense. Reren of telephone plant is provided on the ginai
line method using class or overall group rates piad#e to regulatory authorities; such averagesregage from 2% to 20%.

Non-telephone property is stated at cost eumen sold or retired, a gain or loss is recogniBpreciation of such property is provided on tiaight
line method over estimated service lives rangiogftwo to 35 years.

Intangible asset— Statement of Financial Accounting Standards M@, 1Goodwill and Other Intangible Assets” (“SFA82L), requires goodwill
recorded in a business combination to be reviewedipairment and to be written down only in pegad which the recorded amount of goodwiill
exceeds its fair value. We test impairment of gatidwleast annually by comparing the fair valdele reporting unit to its carrying value (incladi
goodwill). We base our estimates of the fair valtithe reporting unit on valuation models usindgesion such as multiples of earnings.

Lonc-lived assets- Statement of Financial Accounting Standards Md, TAccounting for the Impairment or Disposal ajiig-Lived Assets” (“SFAS
144"), addresses financial accounting and repoftinghe impairment or disposal of long-lived ass@ixclusive of goodwill) and also broadens the
reporting of discontinued operations to includecalinponents of an entity with operations that camlistinguished from the rest of the entity and tifl
be eliminated from the ongoing operations of thi&em a disposal transaction.

A-37




Table of Contents

Affiliated transaction— Certain of our service subsidiaries provide itesti@an and maintenance services, materials anglgsgy and managerial,
operational, technical, accounting and administeagiervices to other subsidiaries. In addition,t@egfTel provides and bills management services to
subsidiaries and in certain instances makes iritbezging advances to finance construction of pdauak purchases of equipment. These transactions are
recorded by our telephone subsidiaries at theirtoothe extent permitted by regulatory authoritiesercompany profit on transactions with regutate
affiliates is limited to a reasonable return ongstment and has not been eliminated in connectitnoensolidating the results of operations of
CenturyTel and its subsidiaries. Intercompany pafitransactions with affiliates not subject toAS-71 has been eliminated.

Income taxe— We file a consolidated federal income tax retwith our eligible subsidiaries. We use the assétlebility method of accounting for
income taxes under which deferred tax assets ahiities are established for the future tax coneeges attributable to differences between thenbiiad
statement carrying amounts of assets and lialsiléied their respective tax bases.

Postretirement and pension pla— We adopted the provisions of Statement of Fireeicounting Standards No. 158, “Employers’ Acctum for
Defined Benefit Plans and Other PostretirementPI@i$FAS 158”) as of December 31, 2006. SFAS 1&@uires us to recognize the overfunded or
underfunded status of our defined benefit and ptstment plans as an asset or a liability on @leurce sheet, with an adjustment to stockholdeysite
(reflected as an increase or decrease in accurduéter comprehensive income or loss). The increaheffect of applying SFAS 158 on individual line
items of our balance sheet as of December 31, 2@0€ as follows:

Before After
Application of Application of
SFAS 15¢ Adjustments SFAS 15¢
(Dollars in thousands
Other asset $ 675,21 (64,739 610,47
Total asset $7,505,74! (64,73%) 7,441,000
Accrued expenses and other current liabili $ 259,48 (89¢) 258,58¢
Deferred credits and other liabilities (excludirgfetred income taxe: $ 447,06¢ 99,51 546,57¢
Deferred income taxe $ 738,50¢ (65,44") 673,06:
Total liabilities $4,216,88! 33,16" 4,250,05!
Accumulated other comprehensive loss, net o $ (7,03%) (97,90%) (104,94
Total stockholder equity $3,288,85! (97,905 3,190,95:

Cumulative effect adjustmentin September 2006, the Securities and Exchangen@ission issued Staff Accounting Bulletin No. 108pnsidering the
Effect of Prior Year Misstatements when QuantifyMigstatements in Current Year Financial ResutSAB 108”). SAB 108 addresses how the effects
of
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prior year uncorrected misstatements should beideresl when quantifying misstatements in curreafr ymancial statements. SAB 108 requires
companies to quantify misstatements using bothanba sheet approach and income statement appaoaddo evaluate whether either approach resu
quantifying an error that is material in light dftrelevant quantitative and qualitative factors.

We identified two misstatements that previgwgére deemed immaterial using the income stateaygmioach that are now deemed material upon
application of the balance sheet approach. Sucktatésnents relate to (i) the failure to capitaliterest in connection with the development of billimg
system, which began in the late 1990’s; and (&)ftkilure to defer the revenues and costs assdaidth installation activities related to our sewi
offerings. Using the guidance of SAB 108, we ha@rded a net cumulative effect adjustment tomethearnings (as of January 1, 2006), which
increased retained earnings approximately $9.7anillpresented on an after-tax basis). Of the #$llfon net increase to retained earnings,
approximately $14.0 million related to the capital interest adjustment, which was partially offset reduction to retained earnings of approxityate
$4.3 million related to the installation activitiadjustment. We have adjusted our results of ojersfor the first, second and third quarters &€
reflect the ongoing application of the above. Sadjustments were immaterial to each quarter.

Stock-based compensatiefffective January 1, 2006, we adopted the provsmiStatement of Financial Accounting Standards 83 (Revised 2004
“Share-Based Payment,” which requires us to measureost of awarding employees with equity insteams based upon the fair value of the award on
the grant date. Prior to January 1, 2006, we adedufior our stock compensation plans using thénisit value method in accordance with Accounting
Principles Board Opinion No. 25. See Note 14 faditihal information.

Derivative financial instrument— We account for derivative instruments and hedgictiyities in accordance with Statement of Finah8iccounting
Standards No. 133, “Accounting for Derivative Instients and Hedging Activities” (“SFAS 133”), as arded. SFAS 133, as amended, requires that all
derivative instruments, such as interest rate swapsecognized in the financial statements andsared at fair value regardless of the purposetentrof
holding them. On the date a derivative contraehitered into, we designate the derivative as eéltair value or cash flow hedge. A hedge of the fa
value of a recognized asset or liability or of amacognized firm commitment is a fair value hedgdéedge of a forecasted transaction or the vaitglaf
cash flows to be received or paid related to age@ed asset or liability is a cash flow hedge. &#® formally assess, both at the hedgeteption and ¢
an ongoing basis, whether the derivatives thatiseel in hedging transactions are highly effectiveffsetting changes in fair values or cash flods o
hedged items. If we determine that a derivativeois or is no longer, highly effective as a hedge would discontinue hedge accounting prospectively
We recognize all derivatives on the balance shietbiedr fair value. Changes in the fair value ofidative financial instruments are either recogdize
income or stockholders’ equity (as a componentcofienulated other comprehensive income (loss)), mitipg on whether the derivative is being used to
hedge changes in the
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fair value or cash flows. We do not hold or isseevhtive financial instruments for trading or splktive purposes. Management periodically reviews o
exposure to interest rate fluctuations and implemstrategies to manage the exposure.

Earnings per shar— Basic earnings per share amounts are determméukdoasis of the weighted average number of camshares outstanding during
the applicable accounting period. Diluted earnipgsshare gives effect to all potential dilutiverooon shares that were outstanding during the period
See Note 13 for additional information.

Cash equivalents We consider short-term investments with a matwttdate of purchase of three months or less twabb equivalents.

(2) ACQUISITION

On June 30, 2005, we acquired fiber asset§ imetropolitan markets from KMC Telecom Holdings;. (‘KMC”) for approximately $75.5 million.
The assets acquired and liabilities assumed hase teflected in our consolidated balance sheetthasea purchase price allocation determined by
independent third parties. The vast majority ofplhechase price was allocated to property, pladteauipment. See Note 3 for information concerning
amounts allocated to certain intangible assetsrasudt of the KMC acquisition. The results of cgtéons of the KMC properties are included in owgutes
of operations from and after the acquisition date.

(3) GOODWILL AND OTHER ASSETS

Goodwill and other assets at December 31, 20@62005 were composed of the following:

December 31 200¢€ 200t
(Dollars in thousands
Goodwill $3,431,131 3,432,64!
Billing system development costs, less accumulatedrtization of $26,752 and $14,8 204,59° 193,57¢
Cash surrender value of life insurance contr 94,78¢ 94,80!
Deferred costs associated with installation adés 73,25¢ —
Pension asst¢ 16,18’ 73,36(
Intangible assets not subject to amortiza 36,69( 36,69(
Marketable securitie 32,23t 29,19
Deferred interest rate hedge contre 23,13« 25,62¢
Investment in debt securi 22,20¢ 21,61!
Intangible assets subject to amortizal
Customer base, less accumulated amortization 6287and $5,34 18,07z 19,74¢
Contract rights, less accumulated amortization32%$6 and $1,86 93C 2,32¢
Other 88,37¢ 105,62¢
$4,041,61: 4,035,20!
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Our goodwill was derived from numerous pregi@gquisitions whereby the purchase price excettdefhir value of the net assets acquired. We test
for goodwill impairment annually under SFAS 142 abdsed on our analysis performed as of Septenthe20®6, determined our goodwill was not
impaired.

We accounted for the costs to develop an fated billing and customer care system in accorglavith Statement of Position 98-1A¢counting for th
Costs of Computer Software Developed or Obtainedinfiernal Use.” Aggregate capitalized costs (befaccumulated amortization) totaled
$231.3 million and are being amortized over a twemar period. We adjusted the aggregate capithipsts as of January 1, 2006 to include previously
unrecognized capitalized interest. See Note 1 —@atime effect adjustment for additional informatio

In connection with the application of SAB 1@&e Note 1), we established deferred revenuesastd associated with installation activities effexas
of January 1, 2006.

In the third quarter of 2004, we entered mthree-year agreement with EchoStar Communicat@amporation (“EchoStar”) to provide co-branded
satellite television services to our customerspAs of the transaction, we invested $25 milliommEchoStar convertible subordinated debt security
which had a fair value at date of issuance of axprately $20.8 million and matures in 2011. The agmng $4.2 million paid was established as an
intangible asset attributable to our contractugthtrio provide video service and is being amortiaeer 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 associated with fiaaatosts (which includes amounts necessary totaiaialigibility to provide telecommunications
services in its licensed service areas). In 20@5assigned $1.4 million of the purchase price ofamguisition of KMC fiber assets as an intangéseet.
Such assets have an indefinite life and theref@eat subject to amortization currently.

We assigned $22.7 million of the purchaseeptica customer base intangible asset in connesfithrthe acquisitions of Verizon properties in 20th
2005, $2.4 million of the purchase price of ourwsiion of KMC fiber assets was assigned to a@ustr base intangible asset. Such assets are being
amortized over 15 years. In addition, as menticatsale, in 2004 we established an intangible aststed to the contractual rights to provide video
service. Total amortization expense for these enstdase and contractual right intangible asset2d06, 2005 and 2004 was $3.1 million, $3.0 millio
and $2.0 million, respectively, and is expectebadb2.6 million in 2007 and $1.7 million annuakleteafter through 2010.
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(4) PROPERTY, PLANT AND EQUIPMENT
Net property, plant and equipment at Decen3ie2006 and 2005 was composed of the following:

December 31 200¢€ 200t
(Dollars in thousands

Cable and wire $ 4,224 ,45. 4,123,80!
Central office 2,522,941 2,532,033
General suppol 760,17( 768,97:
Fiber transpor 222,59! 188,45
Information origination/terminatio 62,06( 59,83¢
Construction in progres 59,19¢ 81,53:
Other 42,34« 46,74¢

7,893,761 7,801,37
Accumulated depreciatic (4,784,48) (4,496,89)
Net property, plant and equipme $ 3,109,27 3,304,48!

Depreciation expense was $520.4 million, $928illion and $498.9 million in 2006, 2005 and 20e&spectively.
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(5) LONG-TERM DEBT

Our long-term debt as of December 31, 2006200b was as follows:

December 31 200¢€ 200&
(Dollars in thousand
CenturyTel
Senior notes and debentur
7.20% Series D, due 20: $ 100,00( 100,00(
6.30% Series F, due 201 240,00( 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¢ 100,90¢
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( 350,00(
Unamortized net discou (5,640 (6,57¢)
Net fair value of derivative instrumen
Series H senior note 10,85: 13,71¢
Series L senior note (20,599 (17,645
Other — 39
Total CenturyTe 2,365,52i 2,370,441
Subsidiaries

First mortgage det
5.34%* notes, payable to agencies of the U. S. igowent and cooperative lending associations, due in

installments through 202 133,73¢ 146,90
7.98% notes, due through 20 4,42( 4,70
Other deb

6.6%* unsecured medit-term notes, due through 20 61,49¢ 122,49¢
9.40%* notes, due in installments through 2! 971 4,931
5.55%* capital lease obligations, due through 2 1,70¢ 3,331
Total subsidiarie 202,33¢ 282,36¢

Total lon¢-term debr 2,567,86- 2,652,80!
Less current maturitie 155,01: 276,73t
Long-term debt, excluding current maturiti $2,412,85: 2,376,07!

* Weighted average interest rate at December 31,

The approximate annual debt maturities forfihe years subsequent to December 31, 2006 d@laws: 2007 — $155.0 million; 2008 —
$280.6 million; 2009 — $15.5 million; 2010 — $679fllion; and 2011 — $12.1 million.

Certain of our loan agreements contain varfesgrictions, among which are limitations regagdissuance of additional debt, payment of cash
dividends, reacquisition of capital stock and otfmatters. In addition, the transfer of funds froentain consolidated subsidiaries to CenturyTel is
restricted by various loan agreements. Subsidiarfésh have loans from government agencies andaratipe lending associations, or have issued first
mortgage bonds, generally may not loan or advangdunds to CenturyTel, but may pay dividends iftam financial ratios are met. At December 31,
2006, restricted net assets of subsidiaries we#8.8Imillion and subsidiaries’ retained earningsxcess of amounts restricted by debt covenargketbt
$1.6 billion. At December 31, 2006, approximate®yZsbillion of our
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consolidated retained earnings reflected on thergzal sheet was available under our loan agreerfwertte declaration of dividends.

The senior notes and debentures of Centumgfeired to above were issued under an indentusalddarch 31, 1994. This indenture does not contain
any financial covenants, but does include restritithat limit our ability to (i) incur, issue oreate liens upon its property and (ii) consolidaith or
merge into, or transfer or lease all or substdgtall of its assets to, any other party. The irtdesm does not contain any provisions that are ingzhby ou
credit ratings, or that restrict the issuance of securities in the event of a material adversexghdo us.

Approximately 15% of our property, plant arglipment is pledged to secure the long-term debtibsidiaries.

In May 2002, we issued and sold in an undét@nripublic offering $500 million of equity unitsach of which were priced at $25 and consisteallyil
of a beneficial interest in a CenturyTel senioramsed note (Series J, due 2007 and remarketaBIg0i) with a principal amount of $25 and a corttta
purchase shares of CenturyTel common stock no tlaéer May 2005. Each purchase contract generallyired the holder to purchase between .6944
and .8741 of a share of CenturyTel common stocklap 16, 2005 in exchange for $25, subject to cersaljustments and exceptions.

In February 2005, we remarketed substantallpf our $500 million of outstanding Series Jisemotes due 2007 (the notes described abova)) at
interest rate of 4.628%. We received no proceedsimection with the remarketing as all net prosegdre held in trust to secure the equity unit add
obligation to purchase common stock from us on M@y2005. In connection with the remarketing, wechased and retired approximately $400 million
of the notes, resulting in approximately $100 roilliremaining outstanding. We incurred a pre-taxghaf approximately $6.0 million in the first qter
of 2005 related to purchasing and retiring the siodBoceeds to purchase such notes came from bheafg 2005 issuance of $350 million of 5% senior
notes, Series M, due 2015 and cash on hand.

Between April 15, 2005 and May 4, 2005, weurepased and cancelled an aggregate of approxiyratemillion of our equity units in privately-
negotiated transactions with six institutional fesklat an average price of $25.18 per unit. Their@ng 15.9 million equity units outstanding on M&,
2005 were settled in stock in accordance with ¢hm$ and conditions of the purchase contract tratdd a part of such unit. Accordingly, on May 16,
2005, we received proceeds of approximately $388llibn and issued approximately 12.9 million comm&hares in the aggregate. See Note 9 for
information on our accelerated share repurchasgrano which mitigated the dilutive impact of issuihgse 12.9 million shares.
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As of December 31, 2006, we had available%03fillion five-year revolving credit facility, woh had no amounts outstanding at December 31, 2006
Our commercial paper program had $23 million outdtiag as of December 31, 2006.

In 2002, we issued $165 million of convertibEnior debentures, Series K, due 2032 (which inéznest at 4.75% and which may be converted under
certain specified circumstances into shares of @ghel common stock at a conversion price of $48 @dér share). Holders of the convertible senior
debentures will have the right to require us tachase all or a portion of the debentures on Augiu2010 and August 1, 2017. In each case, the psech
price payable will be equal to 100% of the printipaount of the debentures to be purchased plusetyied and unpaid interest to the purchase Hat
purchases on or after August 1, 2010, we may chimopay the purchase price in cash or shares of@mmon stock, or any combination thereof (except
that we will pay any accrued and unpaid interestish).

(6) DERIVATIVE INSTRUMENTS

In 2003, we entered into four separate falueanterest rate hedges associated with the §@Ddmillion principal amount of our Series L senmartes,
due 2012, that pay interest at a fixed rate of 5987These hedges are “fixed to variable” interatt swaps that effectively convert our fixed raterest
payment obligations under these notes into obbgatio pay variable rates that range from the sixttmLondon InterBank Offered Rate (“LIBOR”) plus
3.229% to the six-month LIBOR plus 3.67%, with kettent and rate reset dates occurring each sixtmdhtough the expiration of the hedges in
August 2012. During 2006, we realized an averag@eést rate under these hedges of 9.03%. Intexpshee was increased by $5.8 million during 20C
a result of these hedges. The aggregate fair \dlaech hedges at December 31, 2006 was $20.@mdlnd is reflected on the accompanying balance
sheet as both a liability (included in “Deferre@dits and other liabilities”) and as a decreaseutounderlying long-term debt.

In late 2004 and early 2005, we entered ipt@gal cash flow hedges that effectively lockethiminterest rate on a majority of certain antitéoadebt
transactions that we ultimately completed in Febyr@®05. We locked in the interest rate on (i) $1ibion of 2.25-year debt (remarketed in
February 2005) at 3.9%; (ii) $75 million of 10-yefabt (issued in February 2005) at 5.4%; and%R25 million of 10-year debt (issued in Februar@20
at 5.5%. In February 2005, upon settlement of $igtlges, we (i) received $366,000 related to the-2ear debt remarketing, which is being amortized a
a reduction of interest expense over the remaitgéng of the debt, and (ii) paid $7.7 million reldt® the 10-year debt issuance, which is being tneal
as an increase in interest expense over the 10tgnearof the debt.
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(7) DEFERRED CREDITS AND OTHER LIABILITIES
Deferred credits and other liabilities at Dmber 31, 2006 and 2005 were composed of the fatigwi

December 31 200¢€ 200&
(Dollars in thousands

Deferred federal and state income ta $ 673,06 670,42(
Accrued postretirement benefit co 327,33° 241,15:
Deferred revenu 99,66¢ 19,55¢
Accrued pension cos 36,78¢ —
Fair value of interest rate sw 20,59: 17,64¢
Additional minimum pension liabilit — 11,662
Minority interest 9,22¢ 8,372
Other 52,96¢ 54,32¢

$1,219,63! 1,023,13:

In connection with the application of SAB 1@&e Note 1), we established deferred revenuesasid associated with installation activities effexas
of January 1, 2006.

(8) REDUCTION IN WORKFORCE

On March 1, 2006 and August 30, 2006, we anoed workforce reductions involving an aggregatapgdroximately 400 jobs, or 6% of our workfol
primarily due to increased competitive pressurektha loss of access lines over the last seveeaby€&or 2006, we incurred a net pre-tax charge of
approximately $7.5 million (consisting of a $9.4llimh charge to operating expenses, net of a $ill®mfavorable revenue impact related to such
expenses) in connection with severance and retatsid. Of the $9.4 million charged to operatingemges, approximately $8.6 million was reflected in
cost of services and products and $845,000 wasctefl in selling, general and administrative expenghe following table reflects additional infortioa
regarding the severance-related liability for 2Q@6thousands):

Balance at December 31, 20 $ —
Amount accrued to expen 9,431
Adjustments to accrual amour (529)
Amount paid (8,445
Balance at December 31, 20 $ 457
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(9) STOCKHOLDERS’ EQUITY
Common stock Unissued shares of CenturyTel common stock weerved as follows:

December 31 200¢€
(In thousands

Incentive compensation prograi 7,66¢
Acquisitions 4,064
Employee stock purchase pl 4,552
Dividend reinvestment pla 31t
Conversion of convertible preferred stc 40¢€
Other employee benefit pla 1,50¢
18,51:

In accordance with previously announced stegkirchase programs, we repurchased 21.4 milliaresh(for $802.2 million), 16.4 million shares (for
$551.8 million) and 13.4 million shares (for $40m@lion) in 2006, 2005 and 2004, respectively. B#96 and 2005 repurchases included 14.36 million
and 12.9 million shares, respectively, repurchgfmda total price of $528.4 and $437.5 millionspectively) under accelerated share repurchase
agreements (see below for additional information).

On February 21, 2006, our Board of Diestapproved a stock repurchase program authonmrtg repurchase up to $1.0 billion of our common
stock and terminated the approximately $13 milliemaining balance of our existing $200 million sheepurchase program approved in February 2005.
In February 2006, we repurchased the first $500anibf common stock through accelerated sharercdyase agreements entered into with various
investment banks, repurchasing and retiring appreately 14.36 million shares of common stock aterage initial price of $34.83 per share. We funded
repurchases under these agreements through shrarbterowings and cash on hand. As part of thelacated share repurchase transactions, we
simultaneously entered into forward contracts Wi investment banks whereby the investment banichpsed an aggregate of 14.36 million shares of
our common stock during the terms of the contratshe end of the repurchase period in mid-Jul§@@ve paid an aggregate of approximately
$28.4 million cash to the investment banks to camspée them for the difference between their weijlateerage purchase price during the repurchase
period and the initial average price. We refletedh settlement amount as an adjustment to retae@etings in our financial statements during 2006.

In late May 2005, we entered into accelerateate repurchase agreements with three investraekshwhereby we repurchased and retired
approximately 12.9 million shares of our commorcktfor an aggregate of $416.5 million cash (orratial average price of $32.34 per share). We fah
this purchase using the proceeds received fromsdtitkement of the equity units mentioned in Notn8 from cash on hand. As part of the accelerated
share repurchase transactions, we simultaneoutdyeghinto forward
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contracts with the investment banks whereby thestment banks purchased an aggregate of 12.9mslliares of our common stock during the term of
the contracts. At the end of the repurchase peviedpaid an aggregate of approximately $21.0 nmiléash to the investment banks to compensate them
for the difference between their weighted averagelmse price during the repurchase period anahitie average price. We reflected such settlement
amount as an adjustment to paid-in capital.

During 2006, our stockholders’ equity was reetliby approximately $97.9 million upon the adaptid SFAS 158 and increased approximately
$9.7 million upon the application of SAB 108. Seet®&\1 for additional information.

Under CenturyTel’s Articles of Incorporatioaah share of common stock beneficially owned comtirsly by the same person since May 30, 1987
generally entitles the holder thereof to ten vgtessshare. All other shares entitle the holdente wote per share. At December 31, 2006, the holafer
5.0 million shares of common stock were entitletkto votes per share.

Preferred stock As of December 31, 2006, we had 2.0 million sharfeauthorized preferred stock, $25 par valuespare. At December 31, 2006 and
2005, there were 298,000 and 314,000 shares, tegggcof outstanding convertible preferred stokklders of outstanding CenturyTel preferred stock
are entitled to receive cumulative dividends, reegireferential distributions equal to $25 per shaus unpaid dividends upon CenturyTel’s liquidati
and vote as a single class with the holders of comstock.

Shareholders’ Rights Plan On November 1, 2006, our 1996 rights agreement éach preference share purchase right issuegliider) lapsed in
accordance with its stated terms.

(10) POSTRETIREMENT BENEFITS
We sponsor health care plans (which use amkee31 measurement date) that provide postretinebranefits to all qualified retired employees.

In May 2004, the Financial Accounting StandaBdard issued Financial Statement Position FAS2,@8hich provides accounting guidance to
sponsors of postretirement health care plans teatrgacted by the Medicare Prescription Drug, lmvpment and Modernization Act of 2003 (the “Act”
We believe that certain drug benefits offered urmerpostretirement health care plans will qualfiysubsidy under Medicare Part D. In the thirdriera
of 2004, we estimated that the effect of the Acisrwould not be material and reflected the effetthe Act as of the December 31, 2004 measurement
date. As of this date, we estimated that the réoluéh our accumulated benefit obligation attrithléato prior service cost was approximately $7 iomill
and reflected such amount as an actuarial gain.
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In 2005, in connection with negotiating cartanion contracts, we amended certain retiree ifriton and retirement eligibility provisions of oplan.

The following is a reconciliation of the beging and ending balances for the benefit obligatiod the plan assets.

December 31 200¢ 200t 2004
(Dollars in thousands
Change in benefit obligatic
Benefit obligation at beginning of ye $353,94: 305,72( 311,42:
Service cos 6,987 6,28¢ 6,40<
Interest cos 18,98( 16,71¢ 17,58¢
Participant contribution 1,58: 1,63 1,362
Plan amendmen (7,97¢) 23,28¢ 2,52¢
Direct subsidy receip! 717 — —
Actuarial (gain) los: 31¢ 16,39: (18,18%)
Benefits paic (17,12%) (16,109 (15,396
Benefit obligation at end of ye $357,41° 353,94: 305,72(
Change in plan asse
Fair value of plan assets at beginning of y $ 29,54¢ 29,57( 29,871
Return on asse 3,28( 1,44( 2,371
Employer contribution 12,80( 13,00( 11,35(
Participant contribution 1,58: 1,637 1,362
Benefits paic (17,129 (16,107 (15,399
Fair value of plan assets at end of y $ 30,08( 29,54¢ 29,57(
Net periodic postretirement benefit cost f60&, 2005 and 2004 included the following composent
Year ended December & 200¢€ 200% 200¢
(Dollars in thousands
Service cos $ 6,982 6,28¢ 6,40¢
Interest cos 18,98( 16,71¢ 17,58¢
Expected return on plan ass (2,437) (2,440 (2,465
Amortization of unrecognized actuarial Ic 3,71¢ 2,91¢ 3,611
Amortization of unrecognized prior service cre (855) (1,876 (3,64¢)
Net periodic postretirement benefit ¢ $ 26,38¢ 21,60% 21,48
The following table sets forth the amountogtzed as liabilities for postretirement beneditecember 31, 2006, 2005 and 2004.
December 31 200¢ 200t 2004
(Dollars in thousands
Benefit obligatior $(357,41)) (353,94) (305,72()
Fair value of plan asse 30,08( 29,54¢ 29,57(
Unamortized prior service crec — (1,726 (26,89))
Unrecognized net actuarial lo — 82,66( 68,18¢
Accrued benefit cos $(327,33) (243,46) (234,856
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In accordance with SFAS 158, the unamortizgat gervice credit ($8.8 million as of December 2006) and unrecognized net actuarial loss
($78.4 million as of December 31, 2006) componbaige been reflected as a $69.6 million net redod®$d0.1 million after-tax) to accumulated other
comprehensive loss within stockholders’ equity. €sémated amount of amortization expense (incavh#)e above unrecognized items that will be
amortized from accumulated other comprehensivedassreflected as a component of net periodic pensdst during 2007 are (i) ($2.0 million) for the
prior service credit and (ii) $3.2 million for tmet actuarial loss. See Note 1 for additional imfation.

Assumptions used in accounting for postreteehibenefits as of December 31, 2006 and 2005 were:

200€ 2008
Determination of benefit obligatic
Discount rate 5.7%% 5.5
Healthcare cost increase trend rates (Medical/Aptsn Drug)
Following year 8.0/11.% 9.0/14.(
Rate to which the cost trend rate is assumed tlinge¢he ultimate cost trend ral 5.0/5.(% 5.0/5.(
Year that the rate reaches the ultimate cost trety 2010/201: 2010/201!
Determination of benefit co
Discount rate 5.5(% 5.7t
Expected return on plan ass 8.25% 8.2F

We employ a total return investment approabkneby a mix of equities and fixed income investteeme used to maximize the long-term return of
plan assets for a prudent level of risk. The intdrhis strategy is to minimize plan expenses biperforming plan liabilities over the long termiskR
tolerance is established through careful consiamratf plan liabilities, plan funded status andpmate financial condition. We measure and monitor
investment risk on an ongoing basis through anlafaility measurements, periodic asset studiesg@ribdic portfolio reviews.

Our postretirement benefit plan weighted-agerasset allocations at December 31, 2006 and [2p@5set category are as follows:

200€ 200t
Equity securities 60.1% 60.2
Debt securitie: 27.€ 31.4
Other 12.C 8.4
Total 100.(% 100.(

In determining the expected return on plar@ssve study historical markets and apply the lyidecepted capital market principle that asseth wi
higher volatility and risk generate a greater netover the long term. We evaluate current marketbfa such as inflation and interest rates before
determining long-term capital market assumptions. Mo review peer data and historical returng&ck for reasonableness.
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Assumed health care cost trends have a signifieffect on the amounts reported for postregémnbenefit plans. A one-percentage-point change in

assumed health care cost rates would have theviolipeffects:

1-Percentag 1-Percentag
Point Increas Point Decreas
(Dollars in thousands
Effect on annual total of service and interest cashponent: $ 242 (312)
Effect on postretirement benefit obligati $3,77¢ (4,729
We expect to contribute approximately $16.Wiom to our postretirement benefit plan in 2007.
Our estimated future projected benefit paymemnider our postretirement benefit plan are asviall
Before Medicare Medicare Net of
Year Subsidy Subsidy Medicare Subsid
(Dollars in thousands
2007 $ 18,067 (1,327) 16,74(
2008 $ 20,12( (1,576 18,54«
2009 $ 22,24: (1,819 20,42¢
2010 $ 24,39: (1,807 22,59
2011 $ 26,152 (1,537 24,61¢
201%-2016 $141,92( (2,78)) 139,13¢
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(11) DEFINED BENEFIT AND OTHER RETIREMENT PLANS

We sponsor defined benefit pension plansdbstantially all employees. We also sponsor a Supphtal Executive Retirement Plan to provide certai
officers with supplemental retirement, death arsdblility benefits. We use a December 31 measuredeatfor all our plans.

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

December 31 200¢€ 200¢ 2004
(Dollars in thousands

Change in benefit obligatic

Benefit obligation at beginning of ye $460,59¢ 418,63( 390,83
Service cos 17,67¢ 15,33: 14,17¢
Interest cos 25,93¢ 23,99: 23,15¢
Plan amendmen (3,827) 31 42¢
Actuarial loss 6,78¢ 28,01¢ 16,30¢
Settlement: (13,239 — —
Benefits paic (19,64 (25,409 (26,26¢)
Benefit obligation at end of ye $474,30: 460,59¢ 418,63(
Change in plan asse
Fair value of plan assets at beginning of y $407,36° 363,98: 348,30¢
Return on plan asse 46,297 25,45 35,89:
Employer contribution 31,50: 43,33¢ 6,047
Benefits paic (32,879 (25,407 (26,26€)
Fair value of plan assets at end of y $452,29: 407,36 363,98

Net periodic pension expense for 2006, 2062004 included the following components:

Year ended December : 200¢ 200& 2004
(Dollars in thousands
Service cos $ 17,67¢ 15,33 14,17¢
Interest cos 25,93t 23,99: 23,15¢
Expected return on plan ass (32,70¢) (29,22%) (28,195
Settlement: 3,344 — 1,097
Recognized net loss: 9,67( 6,32¢ 5,52¢
Net amortization and deferr 19 28¢ 27¢
Net periodic pension expen $ 23,94: 16,71¢ 16,03
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The following table sets forth the combinedns’ funded status and amounts recognized in mBatimated balance sheet at December 31, 2006, 200-
and 2004.

December 31 200¢ 200¢ 2004
(Dollars in thousands
Benefit obligatior $(474,307) (460,599 (418,63()
Fair value of plan asse 452,29: 407,36° 363,98
Unrecognized transition ass — (39¢) (64¢)
Unamortized prior service ca — 3,10¢ 3,61¢
Unrecognized net actuarial lg — 123,87¢ 98,47¢
Net amount recognize $ (22,009 73,36( 46,80(

In accordance with SFAS 158, the unrecognirukition asset ($144,000 as of December 31, 20@@)mortized prior service credit ($989,000 as of
December 31, 2006) and unrecognized net actuadal($104.1 million as of December 31, 2006) coreptshave been reflected as a $102.9 million net
reduction ($63.4 million after-tax) to accumulat®tier comprehensive loss within stockholders’ gguihe estimated amount of amortization expense
(income) of the above unrecognized amounts thatwibmortized from accumulated other compreheriss&and reflected as a component of net
periodic pension cost for 2007 are (i) ($144,0@0)the transition asset; (ii) $165,000 for the pservice cost and (iii) $5.9 million for the netaarial
loss.

Amounts recognized on the balance sheet doufsis

December 31 200¢€ 200t
(Dollars in thousand:
Pension asset (reflected in Other Asse $ 16,187 73,36(
Accrued expenses and other current liabiliti (1,412 —
Other deferred credits (36,789 —
Additional minimum pension liability (reflected Deferred Credits and Other Liabilitie — (11,667)
Accumulated Other Comprehensive Lt — 11,66:
Net amount recognize $(22,009 73,36(
* For 2006, in accordance with SFAS 158, thosmglthat are overfunded are reflected as asset® fllans that are underfunded are reflected as
liabilities.

Our aggregate accumulated benefit obligatonfddecember 31, 2006 and 2005 was $407.2 milimh $392.3 million, respectively.
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Assumptions used in accounting for the penplans as of December 2006 and 2005 were:

200¢ 200t
Determination of benefit obligatic
Discount rate 5.8% 5.5
Weighted average rate of compensation incr 4.C% 4.C
Determination of benefit co
Discount rate 5.5% 5.7t
Weighted average rate of compensation incr 4.C% 4.C
Expected lon-term rate of return on asst 8.25% 8.2

We employ a total return investment approabkneby a mix of equities and fixed income investteeme used to maximize the long-term return of
plan assets for a prudent level of risk. The intdrhis strategy is to minimize plan expenses biperforming plan liabilities over the long termisk
tolerance is established through careful consiamratf plan liabilities, plan funded status andpmate financial condition. We measure and monitor
investment risk on an ongoing basis through anlafaility measurements, periodic asset studiesg@ribdic portfolio reviews.

Our pension plans weighted-average assetatitots at December 31, 2006 and 2005 by assetargtage as follows:

200€ 200t
Equity securities 71.7% 69.5
Debt securitie: 25.¢ 28.C
Other 2.5 2.5
Total 100.(% 100.(

In determining the expected return on plar@ssve study historical markets and apply the lyidecepted capital market principle that asseth wi
higher volatility and risk generate a greater netover the long term. We evaluate current marketbfa such as inflation and interest rates before
determining long-term capital market assumptions.aMo review peer data and historical returnd&ck for reasonableness.

The amount of the 2007 contribution will beatenined based on a number of factors, includirgrésults of the 2007 actuarial valuation repottthis
time, the amount of the 2007 contribution is nob\n.

Our estimated future projected benefit paymemnider our defined benefit pension plans are lasyfe 2007 — $24.3 million; 2008 — $27.1 million;
2009 — $29.0 million; 2010 — $31.4 million; 2011 $33.9 million; and 2012-2016 — $199.5 million.

Through December 31, 2006, we also sponsardthgployee Stock Ownership Plan (“ESOP”) which e¢swaost employees with one year of service
and is funded by our contributions determined alnbg the
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Board of Directors. Our expense related to the ES@#hg 2006, 2005 and 2004 was $7.9 million, $7ilion, and $8.1 million, respectively. At
December 31, 2006, the ESOP owned an aggregatd afiBion shares of CenturyTel common stock. Af2806, our contribution to the ESOP will be

discontinued.

We also sponsor qualified profit sharing plpossuant to Section 401(k) of the Internal Reve@uade (the “401(k) Plans”) which are available to
substantially all employees. Our matching contiiima to the 401(k) Plans were $8.6 million in 2088,5 million in 2005 and $9.1 million in 2004. Our
matching contribution to the 401(k) Plans will iease in 2007, but such increase will be less thameduction from the discontinuance of the ESOP

contributions mentioned above.

(12) INCOME TAXES

Income tax expense included in the Consol@i&tmtements of Income for the years ended DeceBihe2006, 2005 and 2004 was as follows:

Year ended December & 200€ 200t 2004
(Dollars in thousands
Federal
Current $146,20: 139,83¢ 121,37«
Deferred 37,681 35,49¢ 59,97:
State
Current 25,23¢ (6,075) 14,38(
Deferred 11,99¢ 34,03: 14,407
$221,12: 203,29: 210,12¢
Income tax expense was allocated as follows:
Year ended December I 200¢€ 200t 2004
(Dollars in thousands
Income tax expense in the consolidated stateméimsame $221,12: 203,29: 210,12¢
Stockholder’ equity:
Compensation expense for tax purposes in exceamsiofints recognized for financial reportir
purposes (12,039 (6,267) (3,249
Tax effect of the change in accumulated other cemgmsive income (los (63,839 (801) (5,19%)
The following is a reconciliation from the &teory federal income tax rate to our effectiveame tax rate:
Year ended December & 200€ 200t 200/
(Percentage of p-tax income}
Statutory federal income tax re 35.(% 35.C 35.C
State income taxes, net of federal income tax lie 4.1 34 34
Other, ne: (1.7) (.6) —
Effective income tax rat 37.4% 37.¢ 38.4
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The tax effects of temporary differences theate rise to significant portions of the deferraxl assets and deferred tax liabilities at Decer8he2006
and 2005 were as follows:

December 31 200¢€ 200t
(Dollars in thousand

Deferred tax asse

Postretirement and pension benefit ct $ 131,89( 65,31¢
Net state operating loss carryforwa 61,87t 56,50¢
Other employee benefi 24,907 21,17¢
Other 45,62¢ 42,657
Gross deferred tax ass: 264,30( 185,65°
Less valuation allowanc (61,049 (54,419
Net deferred tax asse 203,25 131,24!
Deferred tax liabilities
Property, plant and equipment, primarily due tordeation difference (334,52) (334,01)
Goodwill (503,12 (447,85()
Other (27,010 (19,809
Gross deferred tax liabilitie (864,65) (801,66
Net deferred tax liabilit $(661,406 (670,42()

Of the $661.4 million net deferred tax liatyilas of December 31, 2006, approximately $673liamiis reflected as a net long-term liability (i®ther
deferred credits”) and approximately $11.7 millisrreflected as a net current deferred tax asséQther current assets”).

We establish valuation allowances when necgs$eaeduce the deferred tax assets to amounesxect to realize. As of December 31, 2006, we had
available tax benefits associated with net sta@atng loss carryforwards, which expire througR&0of $61.9 million. The ultimate realization bkt
benefits of the carryforwards is dependent uporgireeration of future taxable income during theqeky in which those temporary differences become
deductible. We consider our scheduled reversaétdrded tax liabilities, projected future taxableome, and tax planning strategies in making this
assessment. As a result of such assessment, weag$61.0 million through the valuation allowaraseof December 31, 2006 as it is more likely that
that this amount of net operating loss carryforsasill not be utilized prior to expiration. Inconx expense was reduced by approximately $6.4amilli
in 2006 due to the resolution of various incomedadit issues. Income tax expense for 2005 wasased by $19.5 million as a result of increasirg th
valuation allowance related to net state operdtrg carryforwards. This increase was primarily thuehanges in state income tax laws and otheoffsict
which impacted the projections of future taxableoime.
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(13) EARNINGS PER SHARE

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

Year ended December & 200€ 200t 2004
(Dollars, except per sha
amounts, and shares in thousar

Income (Numerator,

Net income $370,02° 334,47¢ 337,24«
Dividends applicable to preferred stc (380) (39€) (399)
Net income applicable to common stock for compubiagic earnings per she 369,64 334,08 336,84!
Interest on convertible debentures, net of 4,82¢ 4 87¢ 4,82¢
Dividends applicable to preferred stc 38C 39¢€ 39¢
Net income as adjusted for purposes of computihgedl earnings per sha $374,85! 339,35 342,07:

Shares (Denominator
Weighted average number of shai

Outstanding during peric 117,36: 131,04« 137,22¢

Nonvested restricted stor (692 (209) —

Employee Stock Ownership Plan shares not committee release — — (10)
Weighted average number of shares outstandingglpeniod for computing basic earnings per

share 116,67: 130,84: 137,21!
Incremental common shares attributable to diluseeurities

Shares issuable under convertible secur 4,49: 4,511 4,514

Shares issuable upon settlement of accelerated styaurchase agreeme 36E 37¢ —

Shares issuable under incentive compensation 70C 357 41F
Number of shares as adjusted for purposes of cantpdiluted earnings per she 122,22¢ 136,08 142,14«
Basic earnings per shz $ 3.17 2.5 2.4E
Diluted earnings per sha $ 3.07 2.4¢ 2.41

In connection with calculating our diluted miags per share for our accelerated share repwgiragram discussed in Note 9, we assumed the
accelerated share repurchase market price adjustmoerd be settled through our issuance of additi@hares of common stock, which was allowed (at
our discretion) in the agreement. Accordingly, ésémated shares issuable based on the fair vathe dorward contract was included in the weighted
average shares outstanding for the computationlded earnings per share.

The weighted average number of shares of camstark subject to issuance under outstanding pticat were excluded from the computation of
diluted earnings per share because the exercise giithe option was greater than the average mpriee of the common stock was 1.0 million for 800
1.8 million for 2005 and 2.4 million for 2004.
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(14) STOCK COMPENSATION PROGRAMS

Effective January 1, 2006, we adopted theiprons of Statement of Financial Accounting Staddado. 123 (Revised 2004), “Share-Based
Payment” (“SFAS 123(R)"). SFAS 123(R) requires aisrteasure our cost of awarding employees with gdgustruments based upon the fair value of the
award on the grant date. Such cost will be recaghés compensation expense over the period dutiighwhe employee is required to provide service in
exchange for the award. Compensation cost is alsagnized over the applicable remaining vestingogeor any outstanding options that were not fully
vested as of January 1, 2006. We did not have augated outstanding options as of January 1, 2i0@é sur Board of Directors accelerated the vesting
of all unvested options effective as of December2BD5, as described below. We elected the modifiedpective transition method as permitted by
SFAS 123(R); accordingly, we did not restate pperiod results.

We currently maintain programs which allow Baard of Directors, through its Compensation Cottesi to grant incentives to certain employees and
our outside directors in any one or a combinatibseveral forms, including incentive and non-quedifstock options; stock appreciation rights; iettd
stock; and performance shares. As of December@®1§,2ve had reserved approximately 7.7 million seaf common stock which may be issued in
connection with incentive awards made in the futurder our current incentive programs. We alsoraffeEmployee Stock Purchase Plan whereby
employees can purchase our common stock at a 1886utit based on the lower of the beginning or endiack price during recurring six-month periods
stipulated in such program.

As of December 31, 2005, we had approximaeymillion options outstanding from prior graradl,of which were issued with exercise prices &ithe
equal to or exceeding the then-current market pAdeof these options were exercisable as a resfudictions taken by our Board of Directors in
December 2005 to accelerate the vesting of all stegdeoptions outstanding, effective as of DecerBtie2005, in order to eliminate the recognition of
compensation expense which otherwise would have tepiired upon the effectiveness of SFAS 123(R).

During 2006 we granted 1,007,175 stock optigitl exercise prices at market value. All of theptions expire ten years after the date of gradt a
have a three-year vesting period. The weightedageefair value of each option was estimated akeotlate of grant to be $12.75 using a Black-Scholes
option pricing model using the following assumptodividend yield-.7%; expected volatility-30%; whted average risk free interest rate-4.65% (rates
ranged from 4.28% to 5.22%); and expected termarsygexecutive officers) and 5 years (all other leyges).

During 2005 we granted 1,015,025 stock optigitls exercise prices at market value. The weiglaeetage fair value of each of the 2005 options was
estimated as of the date of grant to be $12.6&jumin
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option-pricing model with the following assumptiomévidend yield-.7%; expected volatility - 30%; ighted average risk-free interest rate-4.2%; and
expected option life-seven years.

During 2004 we granted 952,975 stock optioitk @xercise prices at market value. The weightettage fair value of each of the 2004 options was
estimated as of the date of grant to be $10.25uwmnoption-pricing model with the following assuiops: dividend yield-.7%; expected volatility-30%;
weighted average risk-free interest rate-3.6%;ambcted option life-seven years.

The expected volatility was based on the hisabvolatility of our common stock over the 7-cBB- year terms mentioned above. The expected term
was determined based on the historical exercisdafaiture rates for similar grants.

Stock option transactions during 2006, 2006 2004 were as follows:

Remaining Aggregate
Number Average contractua intrinsic
of options price term (in years value
Outstanding December 31, 20 6,734,57. $28.1¢
Granted 952,97! 22.9¢
Exercisec (827,48¢) 28.2:
Forfeited/Cancelle (146,509 27.9C
Outstanding December 31, 20 6,713,55! $28.7¢
Granted 1,015,02! 25.0¢
Exercisec (1,664,62) 33.6¢
Forfeited/Cancelle (68,500 31.4(
Outstanding December 31, 20 5,995,45i $30.6:
Granted 1,007,17! 35.9¢
Exercisec (3,047,91)) 29.1%
Forfeited/Cancelle (58,91¢) 32.5¢
Outstanding December 31, 20 3,895,79! $33.1¢ 6.5 $40,967,00
Exercisable December 31, 20 2,918,72. $32.2( 5.7 $33,452,00

In addition, during 2006, we issued 293,94&rsh of restricted stock to certain employees amaotside directors at a weighted-average price of
$36.02 per share. During 2005, we issued 286, 18R:stof restricted stock at a weighted-average mfi33.47 per share, and during 2004, we issued
227,075 shares of restricted stock at a weightedaae price of $27.63 per share. Such restrictk stests over a five-year period (for employees) a
three-year period (for outside directors). Nonvéststricted stock transactions during 2006 wer®lisvs:

Number Average gran

of shares date fair value
Nonvested at January 1, 20 511,91¢ $30.97
Granted 293,94 36.0z2
Vested (80,64)) 32.5¢
Forfeited (13,139 30.7C
Nonvested at December 31, 2( 712,08¢ $32.8¢
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The total compensation cost for share-basgthpat arrangements in 2006, 2005 and 2004 was $iillion, $4.7 million and $1.3 million,
respectively. We recognized a tax benefit relatesuich arrangements of approximately $4.5 millio2006, $1.8 million in 2005 and $491,000 in 2004.
As of December 31, 2006, there was $22.0 milliototdl unrecognized compensation cost relateddstiare-based payment arrangements, which is
expected to be recognized over a weighted-averagediof 3.0 years.

We received net cash proceeds of $88.8 mitlaring 2006 in connection with option exerciselse Total intrinsic value of options exercised (the
amount by which the market price of the stock andhte of exercise exceeded the market price cfttduk on the date of grant) was $31.0 million dgri
2006, $16.3 million during 2005 and $8.6 milliorrithg 2004. The excess tax benefit realized fromlstiptions exercised and restricted stock released
during 2006 was $12.0 million. The total fair valferestricted stock that vested during 2006, 2808 2004 was $2.6 million, $208,000 and $1.3 mmillio
respectively.

Prior to January 1, 2006, we accounted farkstmmpensation plans using the intrinsic valuehmetin accordance with Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Hoyees,” as allowed by Statement of Financial Aetting Standards No. 123, “Accounting for Stock-
Based Compensation” (“SFAS 123”). Options have lgranted at a price either equal to or exceediagdhbn-current market price. Accordingly, we did
not recognize compensation cost in connection isghing stock options prior to January 1, 200@€olhpensation cost for our options had been
determined consistent with SFAS 123(R), our nebine and earnings per share on a pro forma bas0fis and 2004 would have been as follows:

Year ended December & 200t 2004
(Dollars in thousand:
except per share amoun

Net income, as reporte $334,47¢ 337,24«
Add: Stocl-based compensation expense reflected in net incost®f tax 96 —
Less: Total stoc-based compensation expense determined under fae based method, net of t (12,539 (9,767)
Pro forma net incom $322,03¢ 327,47

Basic earnings per sha

As reportec $ 25t 2.4t

Pro forma $ 2.4¢ 2.3¢
Diluted earnings per sha

As reportec $ 24¢ 2.41

Pro forma $ 24C 2.34
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(15) GAIN ON ASSET DISPOSITIONS

In April 2006, upon dissolution of the Rural@phone Bank (“RTB"), we received $122.8 milliendash for redemption of our investment in stock of
the RTB and recorded a pre-tax gain of approxinge®&ll7.8 million in the second quarter of 2006 tedeto this transaction. In May 2006, we sold the
assets of our local exchange operations in AriZonapproximately $5.9 million cash and recordgatetax gain of approximately $866,000 in the sec

quarter of 2006. Such gains are included in “Otheome (expense)” on our Consolidated Statemenitscoime.

(16) SUPPLEMENTAL CASH FLOW DISCLOSURES

The amount of interest actually paid, netrobants capitalized of $1.9 million, $2.8 millioncaf762,000 during 2006, 2005 and 2004, respectively
was $191.9 million, $194.8 million and $207.2 naifliduring 2006, 2005 and 2004, respectively. Inctares paid were $212.4 million in 2006,
$88.8 million in 2005 and $129.9 million in 200Acbme tax refunds totaled $3.0 million in 2006 9%4illion in 2005 and $8.9 million in 2004.

We have consummated the acquisitions of varaperations, along with certain other assetsndutie three years ended December 31, 2006. In

connection with these acquisitions, the followisgets were acquired and liabilities assumed:

Year ended December & 200¢ 200t 2004
(Dollars in thousands

Property, plant and equipment, | $ = 66,45( —

Goodwill — — 5,27¢

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

Other assets and liabilities, excluding cash amsth eguivalent 5,222 9,007 107

Decrease in cash due to acquisiti $ 5,227 75,45 2,00(
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(17) FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the carrying anmtewand estimated fair values of certain of ouatficial instruments at December 31, 2006 and 2005.

Carrying Fair
Amount value
(Dollars in thousands

December 31, 200

Financial assel $ 110,13: 110,1342)
Financial liabilities
Long-term debt (including current maturitie $2,567,86. 2,522,34(1)
Interest rate sway $ 20,59 20,59%(2)
Other $ 51,61« 51,6142)

December 31, 200

Financial asset $ 110,91 228,65(2)
Financial liabilities
Long-term debt (including current maturitie $2,652,801 2,648,84.(1)
Interest rate sway $ 17,64f 17,64%2)
Other $ 48,917 48,91%(2)

(1) Fair value was estimated by discounting the scleebtphyment streams to present value based upancatently available to us for similar de

(2) Fair value was estimated by us to approximate g&gryalue or is based on current market informafs®e below for further informatior
Included in Financial Assets at December 8052was our investment in stock of the RTB. Theyéag value of our investment in RTB stock

($5.1 million) was reflected on the balance sheethe cost basis and did not include the cumulativek dividends earned. In 2006, upon dissolutibn

the RTB, we received $122.8 million in cash foreegbtion of our investment in stock of the RTB aadarded a pre-tax gain of approximately
$117.8 million in 2006 related to this transaction.

We believe the carrying amount of cash antl eggiivalents, accounts receivable, shemnta debt, accounts payable and accrued expenpesxapate
the fair value due to the short maturity of thes#ruments and have not been reflected in the atade.

A-62




Table of Contents

(18) BUSINESS SEGMENTS

We are an integrated communications compagg@ed primarily in providing an array of communioas services to our customers, including local
exchange, long distance, Internet access and baoddiervices. We strive to maintain our customliatiosships by, among other things, bundling our
service offerings to provide our customers withomplete offering of integrated communications sesi As a result of increased bundling of our local
exchange and long distance service offerings, loéginin 2006, we have combined the revenues of sffehings into a category entitled “Voice.” Prior
periods have been restated to insure comparability.

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

Year ended December : 200¢€ 200& 2004
(Dollars in thousands
Voice $ 860,74: 892,27: 903,02!
Network acces 878,70: 959,83¢ 966,01
Data 351,49¢ 318,77( 275,77
Fiber transport and CLE 149,08¢ 115,45 74,40¢
Other 207,70 192,91¢ 188,15(
Total operating revenu $2,447,73l 2,479,25; 2,407,37.

For a description of each of the sources wémees, see Management’s Discussion and Analys$igahcial Condition and Results of Operations —
Operating Revenues.

Interexchange carriers and other accountsvaole on the balance sheets are primarily amaodunésfrom various long distance carriers, principall
AT&T, and several large local exchange operatingganies.

(19) COMMITMENTS AND CONTINGENCIES

Construction expenditures and investment®hmates, buildings and equipment during 2007 atienesed to be $325 million. We generally do notes
into firm, committed contracts for such activities.

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 the Eastern Dettaf Michigan (Case No. 02-10277), the plaintéfiege that we unjustly and unreasonably billed
customers for inside wire maintenance services seelt unspecified monetary damages and injunatiief under various legal theories on behalf of a
purported class of over two million customers im talephone markets. On March 10, 2006, the Cartified a class of plaintiffs and issued a rulthgt
the billing descriptions we used for these servi@sng an approximately 18onth period between October 2000 and May 2002 Vegdly insufficient
We have appealed this class certification decisatthpugh we cannot predict the length of time
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before this appeal will be adjudicated. Our pretiary analysis indicates that we billed less tham#iBon for inside wire maintenance services unter
billing descriptions and time periods specifiedhie District Court ruling described above. Shouthko billing descriptions be determined to be irpde
or if claims are allowed for additional time peripdhe amount of our potential exposure could mseesignificantly. The Court’s order does not syeci
the award of damages, the scope and amounts ohwihigmy, remain subject to additional fact-fingiand resolution of what we believe are valid
defenses to plaintiff's claims. Accordingly, we cahreasonably estimate the amount or range ofifjedsss at this time. However, considering the-on
time nature of any adverse result, we do not belteat the ultimate outcome of this litigation wikkve a material adverse effect on our financiaitpm
or on-going results of operations.

The Telecommunications Act of 1996 allows lamechange carriers to file access tariffs on eaastilined basis and, if certain criteria are megnae
those tariffs lawful. Tariffs that have been “deehtenful” in effect nullify an interexchange camig ability to seek refunds should the earningsrfiithe
tariffs ultimately result in earnings above thelewized rate of return prescribed by the FCC. Qefour telephone subsidiaries file interstariffmwith
the FCC using this streamlined filing approachc8iduly 2004, we have recognized billings from tawiffs as revenue since we believe such tarifés ar
“deemed lawful.” For those billings from tariffsipr to July 2004, we initially recorded as a lidtlyilour earnings in excess of the authorized raretrn,
and may thereafter recognize as revenue some of thiése amounts at the end of the applicabléesstnt period or as our legal entitlement thereto
becomes certain. As of December 31, 2006, the ahafwur earnings in excess of the authorized oéteturn reflected as a liability on the balanbeet
for the 2003/2004 monitoring period aggregated exiprately $43 million. The settlement period rethate the 2003/2004 monitoring period lapses on
September 30, 2007.

As discussed above in Note 15, we receivedoapately $122.8 million in cash from the dissadut of the Rural Telephone Bank (“RTB”). Some
portion of the gain recognized in connection wihh teceipt of these proceeds, while not estimatilei@time, is currently or may be subject to esviby
regulatory authorities which may result in us relog a regulatory liability.

In March 2006, we filed a complaint against&TCorp. and AT&T Communications, Inc. (collectiyeFAT&T”) in the United States District Court
for the District of New Jersey. This lawsuit cuttigrincludes 24 other local exchange company pii#ntOur complaint seeks recovery from AT&T of
unpaid and underpaid access charges for calls nsidg AT&T’s prepaid calling cards and calls thaed Internet Protocol (“IP”) for a portion of their
transmission. We believe AT&T improperly classifiegrtain of the prepaid calling card calls as istigte traffic rather than intrastate traffic, thmre
depriving us of the higher access rates assocvatbdntrastate calls. We also believe that AT&Tpraperly classified the calls that used IP for &ipo
of their transmission as local calls, thereby dépg us of access rates entirely. AT&T has filecbanterclaim against us, asserting that we impigper
billed AT&T terminating intrastate access
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charges on certain wireless roaming traffic. Asttiine, the likely outcome of these cases canngirééicted, nor can a reasonable estimate of tlwiatn
of recovery or payment, if any, be made. Accordingle have not recognized any amounts with redpetttese matters in our consolidated financial
statements.

From time to time, we are involved in otheogedings incidental to our business, includingiathtrative hearings of state public utility comsians
relating primarily to rate making, actions relatiogemployee claims, occasional grievance heatiefsre labor regulatory agencies and miscellaneous
third party tort actions. The outcome of these pfiteceedings is not predictable. However, we ddoetieve that the ultimate resolution of thesesoth
proceedings, after considering available insurammserage, will have a material adverse effect anfioancial position, results of operations or céelws.

*k kkkk kK%

CENTURYTEL, INC.

Consolidated Quarterly Income Statement Information

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

2006

Operating revenue $611,29: 608,90° 619,83° 607,69"
Operating incomi $157,92: 164,99: 168,94: 173,67¢
Net income $ 69,26( 152,21( 76,32« 72,23
Basic earnings per shg $ .57 1.3Z .6€ .63
Diluted earnings per sha $ .5E 1.2¢ .64 .62
2005

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 shz $ .6C .65 .7C .6C
Diluted earnings per sha $ .5¢ .64 .68 .59
2004

Operating revenue $593,70:- 603,55! 603,87¢ 606,23
Operating incomi $183,55° 189,91: 190,86 189,61¢
Net income $ 83,27¢ 83,28¢ 86,19: 84,48¢
Basic earnings per shg $ .5€ .60 .64 .63
Diluted earnings per sha $ .57 .59 .63 .62

The first, second and third quarters of 2086ehbeen adjusted to reflect the application of 8B (see Note 1 for additional information).
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The fourth quarter of 2006 included an $11ilfion pre-tax charge related to the impairmenteftain non-operating investments.

The second quarter of 2006 included a $117ll®&mpre-tax gain recorded upon the redemptiofRafal Telephone Bank stock and a $6.4 million net
tax benefit due to the resolution of various incameaudit issues.

The fourth quarter of 2005 included a $6.3iomil pre-tax charge related to the impairment aba-operating investment.

The third quarter of 2005 included the follagriamounts presented on a pre-tax basis: (i) tegrétion of $35.9 million of revenue as the setiamt
period related to the 2001/2002 monitoring perayskd; (i) $5.8 million of expenses related toritanes Katrina and Rita; (i) a $9.9 million cbar
related to the impairment of a non-operating investt; and (iv) a $3.5 million gain on the sale skeparate non-operating investment.

* k kkkk Kk kK
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ADD 3 Available 24 hours a day, 7 days a week!
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ADD 5 outlined below to vote your proxy.

ADD 6

VALIDATION DETAILS ARE LOCATED BELOW IN THE TITLE BAR.

Proxies submitted by the Internet or telephone must be received by
1:00 a.m., Central Time, on May 10, 2007.

Vote by Internet

. Log on to the Internet and go to
www.investorvote.com
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KEY FOR EXPLANATION OF VOTING RIGHTS

TVS — TOTAL VOTING SECURITIES, INCLUDING DIVIDEND REINVESTMENT
AND/OR EMPLOYEE STOCK PURCHASE PLAN(S)
1VT — ONE-VOTE TOTAL
10VT — TEN-VOTE TOTAL
VOTE — TOTAL VOTES TO WHICH YOU ARE ENTITLED

NOTE: TO DETERMINE THE TOTAL NUMBER OF 10-VOTE
SHARES, DIVIDE THE 10VT AMOUNT BY TEN (10).

v IF YOU HAVE NOT VOTED VIA THE INTERNET OR TELEPHONE, FOLD ALONG THE PERFORATION, DETACH AND R ETURN THE BOTTOM PORTION IN THE ENCLOSED ENVELOPE. ~
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CENTURYTEL

Proxy — CenturyTel, Inc.

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

The undersigned hereby constitutes and appoints Glen F. Post, 1l or Stacey W. Goff, or either of them, proxies for the undersigned, with full
power of substitution, to represent the undersigned and to cast the number of votes attributable to all of the shares of common stock and
voting preferred stock (collectively, the “Voting Shares”) of CenturyTel, Inc. (the “Company”) that the undersigned is entitled to vote at the
annual meeting of shareholders of the Company to be held on May 10, 2007, and at any and all adjournments thereof (the “Meeting”).

The Board of Directors recommends that you vote FOR the Items 1 and 2 and AGAINST Item 3 listed on the reverse side hereof. In addition
to serving as a Proxy, this card will also serve as instructions to Computershare Investor Services, LLC (the “Agent”) to cast in the manner
designated on the reverse side hereof the number of votes allocable to the undersigned, if any, that are attributable to shares of the
Company’s common stock held as of March 23, 2007 in the name of the Agent and credited to any plan account of the undersigned in
accordance with the Company’s dividend reinvestment plan. Upon timely receipt of this Proxy, properly executed, all of the votes attributable
to your Voting Shares, including any held in the name of the Agent, will be voted as specified. If this Proxy is properly executed but no
specific directions are given, all of your votes will be voted for items 1 and 2 and against item 3.

(Please See Reverse Side)



